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Investment Research — General Market Conditions

Flash Comment

Weak ISM manufacturing in November puts Fed in difficult
position

The US manufacturing ISM in November declined to 48.6 in November from
50.1 in October (Danske Bank: 50.3, consensus: 50.5), which is the lowest level
since June 2009. It is also the first time since 2012 that the ISM manufacturing index
fell below 50. Most regional manufacturing indices and the order-inventory balance
from October indicated that ISM would stay above 50, so today’s weak ISM index
was unexpected. The manufacturing sector still suffers from a combination of the very
strong USD and the slowdown in manufacturing globally (and especially in China).

The subcomponents were overall weak. New orders declined from 52.9 in October
to 48.9 in November. Production declined from 52.9 to 49.2. New exports stayed
weak at 47.5 in November. On a positive note, the employment component increased
from 47.6 to 51.3 and is again above 50 indicating further growth in manufacturing.
However, the employment index is still weak. Our models and the order-inventory
balance still indicate that we should see an ISM manufacturing index around 50.

The Markit manufacturing PMI in November was more encouraging as the final
figure in November was revised up slightly to 52.8 from 52.6 in the flash estimate.
The two different purchasing manager indices paint a very different picture of activity
in the US manufacturing sector. The greatest focus is on the ISM, as this is oldest with
the longest history, while the Markit PMI is quite new. Although the weights of the
subcomponents are different, it may suggest that ISM has fallen too much (of course
it could be the case that Markit PMI is too high — or both).

The weak ISM manufacturing index in November puts the Fed in a difficult
position. On the one hand it has never increased the Federal funds rate when ISM
manufacturing was this low. On the other hand the domestic part of the economy is
booming. The non-manufacturing ISM index in November is due on Thursday but
was at 59.1 in October, indicating solid growth.

We think the Fed will put more weight on the ISM non-manufacturing index due
on Thursday. In 2014 manufacturing only accounted for close to 14% of gross value
added in the US while services and construction together accounted for nearly 82%.
Employment within services accounts for over 86% of total nonfarm payrolls while
employment within manufacturing accounts for only 9%.

Attention will now be on Thursday’s non-manufacturing ISM index in November and
Friday’s jobs report for November. If both are very weak as well it will be much
harder for Fed to justify a hike in December. We expect a small decline in ISM non-
manufacturing to 58.0 in November from 59.1 in October (consensus: 58.0) and that
nonfarm payrolls increased by 175,000 in November (consensus: 200,000). This
should be enough for the Fed to feel comfortable raising rates at the December
meeting despite the very weak ISM manufacturing index. That being said, there
is no doubt that today’s weak ISM will raise eyebrows among the FOMC
members.

Important disclosures and certifications are contained from page 3 of this report.
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Fed has never hiked when the ISM was
this low
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Service sector mostimportant for
employment growth
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Very weak ISM and weak subcomponents as well

Order-inventory balance suggests stabilisation
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Disclosures
This research report has been prepared by Danske Bank Markets, a division of Danske Bank A/S (‘Danske
Bank’). The author of the research report is Mikael Olai Milhgj, Analyst.

Analyst certification

Each research analyst responsible for the content of this research report certifies that the views expressed in the
research report accurately reflect the research analyst’s personal view about the financial instruments and issuers
covered by the research report. Each responsible research analyst further certifies that no part of the compensation
of the research analyst was, is or will be, directly or indirectly, related to the specific recommendations expressed
in the research report.

Regulation

Danske Bank is authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject
to the rules and regulation of the relevant regulators in all other jurisdictions where it conducts business. Danske
Bank is subject to limited regulation by the Financial Conduct Authority and the Prudential Regulation Authority
(UK). Details on the extent of the regulation by the Financial Conduct Authority and the Prudential Regulation
Authority are available from Danske Bank on request.

The research reports of Danske Bank are prepared in accordance with the Danish Society of Financial Analysts’
rules of ethics and the recommendations of the Danish Securities Dealers Association.

Conflicts of interest

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high-
quality research based on research objectivity and independence. These procedures are documented in Danske
Bank’s research policies. Employees within Danske Bank’s Research Departments have been instructed that any
request that might impair the objectivity and independence of research shall be referred to Research Management
and the Compliance Department. Danske Bank’s Research Departments are organised independently from and do
not report to other business areas within Danske Bank.

Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes
investment banking revenues, but do not receive bonuses or other remuneration linked to specific corporate
finance or debt capital transactions.

Financial models and/or methodology used in this research report

Calculations and presentations in this research report are based on standard econometric tools and methodology
as well as publicly available statistics for each individual security, issuer and/or country. Documentation can be
obtained from the authors on request.

Risk warning
Major risks connected with recommendations or opinions in this research report, including a sensitivity analysis
of relevant assumptions, are stated throughout the text.

Date of first publication
See the front page of this research report for the date of first publication.

General disclaimer

This research has been prepared by Danske Bank Markets (a division of Danske Bank A/S). It is provided for
informational purposes only. It does not constitute or form part of, and shall under no circumstances be
considered as, an offer to sell or a solicitation of an offer to purchase or sell any relevant financial instruments
(i.e. financial instruments mentioned herein or other financial instruments of any issuer mentioned herein and/or
options, warrants, rights or other interests with respect to any such financial instruments) (‘Relevant Financial

Instruments”).

The research report has been prepared independently and solely on the basis of publicly available information that
Danske Bank considers to be reliable. While reasonable care has been taken to ensure that its contents are not
untrue or misleading, no representation is made as to its accuracy or completeness and Danske Bank, its affiliates
and subsidiaries accept no liability whatsoever for any direct or consequential loss, including without limitation
any loss of profits, arising from reliance on this research report.

The opinions expressed herein are the opinions of the research analysts responsible for the research report and
reflect their judgement as of the date hereof. These opinions are subject to change, and Danske Bank does not
undertake to notify any recipient of this research report of any such change nor of any other changes related to the
information provided in this research report.

3| 1 December2015

Markets

www.danskeresearch.com




Flash Comment

This research report is not intended for retail customers in the United Kingdom or the United States.

This research report is protected by copyright and is intended solely for the designated addressee. It may not be
reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank’s prior
written consent.

Disclaimer related to distribution in the United States

This research report is distributed in the United States by Danske Markets Inc., a U.S. registered broker-dealer
and subsidiary of Danske Bank, pursuant to SEC Rule 15a-6 and related interpretations issued by the U.S.
Securities and Exchange Commission. The research report is intended for distribution in the United States solely
to “U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske Markets Inc. accepts responsibility for this
research report in connection with distribution in the United States solely to “U.S. institutional investors’.

Danske Bank is not subject to U.S. rules with regard to the preparation of research reports and the independence
of research analysts. In addition, the research analysts of Danske Bank who have prepared this research report are
not registered or qualified as research analysts with the NYSE or FINRA but satisfy the applicable requirements
of a non-U.S. jurisdiction.

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial
Instrument may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-
U.S. financial instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be
registered with the U.S. Securities and Exchange Commission and may not be subject to the reporting and
auditing standards of the U.S. Securities and Exchange Commission.
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