October 4, 2021

Spending fundamentals fading a bit
Consumer spending surged in the first half of 2021, fueled by record levels of fiscal
stimulus, strong job/income gains, and pent-up demand for activities held back by
government shutdowns. Not surprisingly, the pace of spending has slowed in recent
months as the stimulus effects sunset and the reopening spike settled back into
normal spending patterns. But the lingering pandemic and rising costs caused by
supply constraints have cut into activity more than previously thought, helping to
slow economic growth in the third quarter.
Survey data show that the resurgence of virus cases sharply decreased consumer
views on the outlook, perhaps presaging a period of slower spending in the near
term. The Conference Board’s consumer confidence index, which reached a
pandemic high in June, retreated in August and September as future growth
expectations fell to near pandemic lows. Similarly, the University of Michigan’s
consumer sentiment index plunged in August to the lowest level since 2011 as
respondents expressed increasing concern about the impact of the Delta variant —
although it rebounded modestly for September. These reactions may be more
emotional than actionable, however, as most high-frequency data show only
modest pullbacks for in-person activities so far.
Income growth slowed for August, rising by only 0.2 percent while real incomes fell
modestly in response to the fast pace of inflation. But this has mainly been reflective
of the slowing of government assistance as wages and compensation continue to
climb solidly. Total personal income is likely to pull back in September, too, as extra
federal unemployment benefits dropped off for more than six million workers during
the month.
Despite these near-term headwinds, employment — probably the most important
driver of spending — has averaged 750,000 in gains over the past three months and
is expected to remain strong with job openings at record levels. Moreover, wage
growth is accelerating amid the tight labor market conditions, likely more than
offsetting the loss of fiscal stimulus for most households. If new Covid cases
continue to retreat, as the recent data trends suggest, the slowdown in current
spending could prove to be merely a bump in the road.

Manufacturing expansion hums along
The ISM manufacturing index beat expectations by edging higher for September to
61.1 — solidly in expansion territory (50+). Demand for manufactured goods remains
strong as the new orders component was unchanged from August’s elevated level.
Overall production, although slipping a bit last month, remains elevated across
many sectors as producers attempt to keep up with rising demand.
Supply constraints of both inputs and labor remained top of mind for nearly all the
respondents to the ISM survey. Supplier deliveries slowed further for September
while prices paid for inputs climbed higher — signaling no easing of supply chain
disruptions. Transportation issues at seaports were highlighted by several industries
within the survey, as the global shipping industry remains strained by Covid
impacts. Hiring workers remains difficult, too, as the employment component
moved back into expansion, but only barely so.
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The Conference Board’s
consumer confidence index fell
sharply again in September as
Delta variant concerns and
pandemic weariness reduced
future growth expectations. But
the University of Michigan’s
consumer sentiment index rose
slightly for the month.
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Although the ISM manufacturing
index still showed solid
expansion for September, there
has been no easing of
constraints for the supply of
inputs or workers.

Fractured global supply chains and lack of workers are constraining factors, holding
back production in many industries. How quickly supply chains heal and the labor
force increases will largely determine when the current moderation in economic
growth ends. The worst may be behind us, but these issues will take time to resolve.
Source: Haver Analytics

Here’s what we are watching this week

Oct
5

ISM
Services
Index

Oct
5

Employment
Report

Oct
8

Trade deficit likely to widen
The trade deficit has widened dramatically since the onset of the pandemic. Exports
have recovered to above pre-Covid levels but have been overwhelmed by imports,
which have surged in response to a jump in domestic demand as the economy moves
forward. The advanced report on the trade balance for goods for July showed a slight
worsening for the month. The surplus for services began a downward trend in 2018
which has been exacerbated by the effects of the pandemic and likely continued for
the month. We project a U.S. trade balance of -$70.6 billion for July, close to the
largest deficit ever.

Growth in services should be slower, but still strong
Since the re-opening of the economy last spring, data have shown consistent strength
in consumer demand. Still, the widespread Delta variant has had some impact, with the
Institute for Supply Management (ISM) services index down a tad for July — but only
to a level that shows continued strength. But supply chains continue to be heavily
disrupted, so lengthy delays in supplier deliveries and strong growth in input prices are
to be expected. Taken together, we project a decline in the ISM services index to 60.5
for September. While this would be lower than the level in several months of this year,
it would nonetheless be higher than most of the series’ history (data back to 1997) —
indicating significant strength in the services sector of the U.S. economy.

A rebound expected for nonfarm payrolls
September likely saw a solid increase in job growth after a disappointing August,
although with last month’s data likely following a strong historical pattern of an
upward revision. Moreover, job gains are constrained not by a lack of demand for
workers but by a shortage of them — with the number of jobs exceeding the number
of unemployed workers by a record amount. We project nonfarm payrolls grew by
570,000 for September. Additionally, we project the U-3 unemployment rate dropped
to 5.1 percent, the lowest level since March 2020. The tight labor market conditions
should have resulted in strong wage growth for a sixth straight month; we project a
jump in average hourly earnings of 0.4 percent.

160

Nonfarm Payrolls
150
Millions

US Trade
Balance

The number
of workers on
payrolls is
still far below
pre-Covid
levels

140
130
120
2006

2008

2010

2012

2014

2016

Source: Bureau of Labor Statistics/Haver Analytics

2018

2020

Provided by IMG Business and Product Development – Data Analytics Team

Source: FactSet

Previous Week’s Indicators

Period

Actual

Previous

Durable goods orders

Aug.

1.8%

0.5%

Dallas Fed manufacturing index

Sept.

4.6

9.0

S&P/Case-Shiller 20-city HPI (y/y)

July

19.7%

18.7%

Consumer confidence

Sept.

109.3

115.2

Richmond Fed manufacturing index

Sept.

-3

9

Pending home sales

Aug.

8.1%

-1.8%

Initial jobless claims

Week ending Sept. 24

362,000

351,000

Real GDP

Q2 (revision)

6.7%

6.6%

GDP price index

Q2

6.1%

4.3%

Chicago PMI

Sept.

64.7

66.8

Personal income

Aug.

-0.2%

0.7%

Personal consumption expenditures

Aug.

0.8

-0.1%

Core PCE price index (m/m)

Aug.

0.3%

0.3%

Core PCE price index (y/y)

Aug.

4.3%

4.2%

Markit manufacturing index

Sept.

60.7

60.5

ISM manufacturing index

Sept.

61.1

59.9

Construction spending

Aug.

0.0%

0.3%

Consumer sentiment

Sept.

72.8

71.0

This Week’s Indicators

Release Date

Period

Forecast*

Previous

Factory orders

Mon.

Aug.

1.4%

0.4%

U.S. trade balance

Tues.

Aug.

-$70.6 B

-$70.1 B

Markit services index

Tues.

Sept.

54.5

54.4

ISM services index

Tues.

Sept.

60.5

61.7

ADP jobs

Wed.

Sept.

410,000

373,000

Initial jobless claims

Thurs.

Week ending Oct. 2

335,000

362,000

Consumer credit outstanding

Thurs.

Aug.

$15.2 B

$17.0B

Nonfarm payrolls

Fri.

Sept.

570,000

235,000

Unemployment rate

Fri.

Sept.

5.1%

5.2%

Average hourly earnings (m/m)

Fri.

Sept.

0.4%

0.6%

Average hourly earnings (y/y)

Fri.

Sept.

4.7%

4.3$

* Nationwide Economics Forecast

Interested in learning more from Nationwide Economics? Find this and other
content from Nationwide at blog.nationwidefinancial.com/markets-economy.
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