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Data Release: Service sector activity accelerates in March  

 Following a significant decline a month earlier, the Institute of Supply Management (ISM) non-
manufacturing index rose by 1.5 points to 53.1 in March. The gain fell slightly short of market 
expectations, which called for the index to rebound to 53.5.  

 Details of the report were encouraging, with three out of five sub-components improving on the month. 
The employment sub-component led the way, rising by 6.1 points to 53.6 and emerging from 
contractionary territory, where it fell last month. New orders and prices paid sub-components also 
posted gains, rising by 2.1 and 4.6 points apiece.   

 Further supporting a theme of improvement, thirteen out of eighteen surveyed industries reported 
growth in February, an increase from ten a month earlier.    

 The business activity sub-subcomponent declined 1.2 points in March, but remains firmly in 
expansionary territory.  

Key Implications 

 February’s slump in the ISM non-manufacturing index underscored the fact that service sector industries 
were not immune to winter chills. Auto sales, construction and home sales were among some of the 
areas where severe weather has hindered activity. Fortunately, this morning’s gain in the headline 
number suggests that winter is easing its grip. The spring thaw has already manifested itself at auto 
dealerships. After two tepid months, light vehicle sales rebounded to 16.3 million units in March, 
surpassing market expectations and rising to the highest level in 7 years. Activity in construction sector 
remains subdued for now, however there are green shoots there as well, with building permits – a 
leading indicator of future construction – rebounding strongly in February.  

 

 Given that the service sector accounts for the bulk of the newly created jobs, a turnaround in 
employment sub-component is an encouraging sign ahead of Friday’s payroll report. While it is an 
imperfect predictor, the employment sub-component is closely correlated with payrolls on a 3-month 
moving average basis. Thus, alongside a reduction in initial jobless claims in March and a robust ADP 
job report released earlier this week, the pick-up in non-manufacturing hiring intensions increases the 
odds that the payroll report will pleasantly surprise. 
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