
 

 

 

 

Monday, September 30th, 2019 

“Services Segment of the Economy Remains Strong” 

Stocks closed lower for the second consecutive week after some mixed economic data and a new round of 
trade threats between China and the U.S. The most recent trade wrinkle has the U.S. considering ways of 
limiting U.S. investor flows to China which sent shares of the leading American-held Chinese companies 
abruptly lower late on Friday.  
 
In terms of economic data, consumer spending for August rose 0.1% based on the first estimate reported on 
Friday. That was down from July’s 0.5% monthly advance. This below-expectations report may have sparked 
some concerns of the economy slowing, but it could also just be a bit of a give back after spending rose in the 
second quarter at the fastest pace in over 4 ½ years1. 
 
Another economic gauge that has given investors pause for concern in recent months is the Institute for 
Supply Management’s (ISM) manufacturing index which dipped below 50 in the August reading for the first 
time since 2016. As a reminder, this index measures new orders, production, employment, supplier 
deliveries, and inventories for 300 manufacturing companies in the U.S. A PMI Index of more than 50 
indicates expansion, and below 50 suggests a contraction of the manufacturing sector. 
 

 
 

This slowdown in the manufacturing PMI is likely related to slowing we have seen in the global economy and 
a more cautious outlook from industrial executives trying to navigate tariffs and other trade-related issues.  
 
On the other hand, the non-manufacturing PMI, which surveys 400 non-manufacturing firms in the U.S., 
jumped in August to 56.4 after hitting 3-year lows in July. This index, which is often less volatile than the 
manufacturing PMI, has now grown for 115 consecutive months and remains well above expansionary levels.  

 

 



We believe the non-manufacturing PMI is the much more relevant gauge in assessing the major trends in 
economic activity. That isn’t because we are naturally more optimistic and like to focus on the more positive 
economic data, it is because the services segment of the U.S. economy is the engine that really matters for 
driving the U.S. economic freightliner.  
 
As the chart below shows, manufacturing accounts for a diminishing share of the U.S. economy, now at just 
over 12% of U.S. G.D.P.  
 

 
 
That isn’t to say manufacturing isn’t important, because systemic breakdowns in industrial America will 
eventually feed into the other segments of the economy. It just means that a temporary slowdown that is not 
severe can often be transitory to the U.S. consumer and show limited effects on overall economic output.  
 
For example, the global economy slowed in 2015-2016 and the manufacturing PMI dipped below 50 for 
several months. During that time, the non-manufacturing PMI slowed but never fell into contractionary levels 
and the U.S. was able to maintain positive economic output. 
 
So while the manufacturing PMI can often be a leading indicator for the U.S. economic cycle, it also tends to 
signal a lot more volatility than we see for the broader economy. Should we see a more sustained slowdown 
in the non-manufacturing PMI, we could see a reason to be more cautious. But for now, it appears the real 
engine of the U.S. economy is doing just fine.  
 
 

Wayne Wagner Jr., ChFC  

Vizionary Wealth Management 
 

Source: 

1. https://www.cnbc.com/2019/09/26/reuters-america-wrapup-2-u-s-business-investment-downturn-could-pressure-slowing-

economy.html 
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