October 27, 2016

Economics Group

Tim Quinlan, Senior Economist

tim.quinlan@wellsfargo.com e (704) 410-3283
Sarah House, Economist

sarah.house@wellsfargo.com e (704) 410-3282
September Durables Edge Down on Drop in Defense

Durable goods orders were little changed in September as a decline in defense spending was aoffset by stronger
transportation orders. Core capital goods orders fell, but they have improved on trend in recent months.

Defense a Drag, But Core Capital Goods Orders Also Weaken Durable Goods New Orders
Series are 3-Month Moving Averages
Durable goods orders for September came in roughly as expected. Total 75% 75%
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While transportation once again provided a lift to the headline in
September, the support the sector has provided to overall durable goods
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has been fading. Motor vehicles and parts orders have increased ™| T
0.5 percent over the past 12 months compared to nearly an 11 percent year- %% 1 T 60%
over-year increase at this time last year. In addition, elevated inventories in -75% A
the auto sector point to the potential for some production cuts in the
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Excluding transportation, orders were somewhat softer in September, up 20% - 1 20%

0.2 percent. Machinery orders posted a fifth consecutive monthly gain and, 1% | /\"\-r*’\ 1 10%
while still down over the past year, rose at a 6.5 percent annualized rate in =, MVM VV/\AV/\W 0%
Q3. Yet elsewhere in the capital goods complex, orders continue to suggest
that businesses are hesitant to invest. Total orders for nondefense capital

goods ex-aircraft, or core orders, fell 1.2 percent in September, wiping out
August’s gain of the same magnitude. Even with the setback in September,
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however, the trend in recent months looks somewhat better than in the %7 T 0%
first half of the year. Core capital goods orders rose at a 5.2 percent -50% T T -50%
annualized pace in Q3, which was the fastest clip in a year. -60% | 60%
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Q3 Shipments Point to Another Decline in Equipment Spending
o 1. . . . . . Core Capital Goods Shipments vs. Equipment Spending
More indicative of equipment spending for the third quarter are shipments Annualized Rate
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in September, nondefense capital goods shipments in the third quarter fell 3% +

at a 4.9 percent annualized rate and suggests that equipment spending 20% | 1 20%

could be negative in tomorrow’s third quarter GDP report for a 4, | /\'\/\j\/\‘ M 1 10%
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The stronger trend in core capital goods orders suggests equipment
spending could return to positive territory in the fourth quarter, but we do
not expect a robust turnaround. While the drag from commodity-related
investment is set to fade, renewed dollar strength and still sluggish global
growth suggest the tough environment for the industrial sector is likely to
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