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Stout Gain for Durables in August After Excluding
Transports

In a cycle defined by diminished durable goods spending, and at a
moment when falling interest rates are set to (at last) be supportive
of future spending by lowering financing costs, the August durable
goods report is largely better than expected. Setting aside the
volatile transportation categories, durable goods orders rose 0.5%,
enough to call August the biggest monthly gain of the year in terms
of ex-transportation orders (chart).

Durable goods orders edged slightly higher August, a development
that was something of a surprise after a major surge in July had
most forecasters braced for give-back. Remarkably, the scant gain
in August came despite a slight upward revision that lifted the July
orders increase to 9.9%. An expected drop in civilian aircraft orders
of 7.5% was slightly offset by an 8.0% pick-up in defense-related
aircraft spending (chart). The non-defense aircraft category is much
larger than defense spending.

Orders for motor vehicles and parts increased a bit in August,
though the 0.2% gain here is not nearly enough to offset back-to-
back monthly decline in the prior months.

Investing in More than Just the Future

The durable goods report tends to capture measures indicative of
business spending on equipment, though the current expansion
has been characterized by a much stronger trend rise in intellectual
property products spending and building boom for semi-
conductors which has propelled structures spending in the
manufacturing sector. With budgets almost single-mindedly
focused on this build-out, there has been less interest and only
anemic growth in equipment spending.

If there is an exception to the otherwise lackluster spend on
equipment in this cycle, it is computers and electronic products
which have been in high demand as firms race to improve their
information-technology infrastructure and processing capacity in
a bid to keep up amid the transition to Al (chart). This dynamic was
evident in a 0.4% increase in computers and electronic products
spending in August. The largest gainer in terms of orders was
electrical equipment which shot up 1.9% in August.

While the trend increase continued for orders of computer and
electronics products, a new development in August is some signs of
life in old-line manufacturing. Primary and fabricated metals orders
both rose and demand for machinery lifted orders there by 0.5% in
August.
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Nondefense Aircraft Orders and Shipments
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Better Days on the Horizon

It remains to be seen whether the one-month gains across so many
categories of durable goods spending is just low base effects or

the beginning of a more sustained rebound. Our sense is that the
prioritization of spending toward the tech sector has contributed
to a lot of wear and tear in the categories that have not benefited
to the same degree from new investment. Durable goods last for
many years, but they do not last forever. With interest rates finally
coming down, we expect to see capital spending budgets tilt in
favor of a broader recovery in durables spending. In the short-run,
this transition is not yet evident in the data. Non-defense capital
goods orders, ex-aircraft rose just 0.2% in August and shipments for
the same category, a benchmark of business spending edged only
0.1% higher in the month and the new orders component of the
manufacturing ISM is still in contraction territory.

The lagged effect of monetary policy may be long and variable,
but the suffering in the manufacturing sector suggests a shorter
lag for many durable goods industries (chart). The silver lining is
that with rates now heading lower it may be a shorter wait for
the medicine to take and that suggests scope for a rebound in
equipment spending in the year ahead.
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