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ISM reports add to US recession fears

The US may be adding jobs in huge numbers but the key ISM business
surveys cast serious doubt on how long this can last. The
manufacturing ISM index is already indicating recession and the
service sector will soon join it unless order books turn around
dramatically

ISM reports indicate a rapid softening in business activity

Last week’s ISM manufacturing index dropped to 46.9, the seventh consecutive sub-50 reading
with order books, aside from two months of pandemic stress, looking in their worst shape since the
2009. Today's ISM services report for May, while not quite as grim, only adds to worries about the
outlook for the economy.

The headline balance fell to 50.3 from 51.9 (consensus 52.4). As with many of the manufacturing
ISM components, the only time the service sector report has been weaker in the past 14 years was
in April and May 2020 at the peak of Covid containment and the December 2022 blip caused by
the huge winter storm that was so disruptive for the travel, entertainment and service sectors. The
details are poor throughout with business activity having similar metrics to the headline. New
orders fell 3.2 points to 52.9, but the backlog of orders plummeted to 40.9 from 49.7. The backlog
of orders are not seasonally-adjusted so comparisons are tricky, but for what it is worth, this is the
worst reading since 2009. This is something that we also saw in the manufacturing report,
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dropping from 43.1 to 37.5.

ISM reports are heading in the wrong directions
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Order books need to turn around quickly to avert recession

Now at least in the manufacturing report we saw the employment component rise to 51.4 from
50.5, yet the payrolls report said manufacturing employment fell 2000. We saw private sector
employment rise 257,000 in that same report, yet the ISM has service sector employment in
contraction territory at 49.2! The data contradictions underscore the challenge for the Federal
Reserve and only support the argument that they leave policy on hold in June to try and get a
better gauge of what is happening in the economy. The decline in price pressure is a welcome
development though with the manufacturing prices paid below the break-even 50 level at 44.2 and
service sector prices falling to 56.2 from 59.6. This leaves the service sector price index at its lowest
level since March 2020 and slap bang in the middle of its long run range.

It looks likely that the manufacturing sector is already in recession (seven consecutive sub-50
readings for ISM manufacturing). The service sectors order books are weak and will need to turn
around rapidly to prevent the service sector joining it. Given this situation it is difficult to imagine
that employment will continue to make such large gains. Then with price measures rapidly
weakening it is understandable that markets doubt that if we do get a pause at the June Federal
Open Market Committee meeting that the Fed will be able justifying a restart on rate hikes later in
the year.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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