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ISM Services PMI Exceeded Expectations on

Strong New Orders Despite Cost Pressures
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* The Institute for Supply Management (ISM) Services Purchasing Managers

Index (PMI) rose sharply in August 2026 to reach a six-month high of 55.4.
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= Business Activity and New Orders both pushed higher to index results not seen

since 2023.

= The ISM Services Employment Index was stronger in August 2026 versus July

but remained in contractionary territory.

= The Prices Index moved higher again in August 2026, with more upstream

inflationary pressure incoming as oil
manufacturers’ costs are following suit.

Details

The ISM Services PMI exceeded market
expectations in August 2026, rising by 1.3 index
points to 55.4 (see Figure 1). Current Business Activity
and forward-looking New Orders were notable
strengths for the month (see Figure 2), with only
Supplier Deliveries retreating among component
indices versus July’s results. A problematic advance
among components, however, was Prices for
services businesses, which rose to a more than four-
year high and now borders the range seen during
post-COVID-19 pandemic supply chain chaos.
Inflation concerns should be heightened by the
August 2026 ISM Services PMI report, while hiring
among service providers displayed continued
weakness.

The ISM Services PMI is a diffusion index that
measures the net share of service-sector businesses
reporting expanding versus contracting activity
across a range of categories. A reading above 50

prices are again rising and

indicates expansion in the services sector. August’s
reading of 55.4 marked the 26th consecutive month
of expansion. According to ISM, readings above 48.1
generally indicate growth in the overall U.S.
economy.

Consumer spending remains a key source of support
for economic activity and accelerated in the
second quarter of 2026, according to the Bureau of
Economic Analysis. Service providers are operating
in an increasingly competitive environment as
households contend with the ongoing effects of
inflation on purchasing power but appear to be
navigating that environment well. Inventory
Sentiment among service businesses themselves
was firmly expansionary in August 2026 at 54.1 and
the Backlog of Orders number rose versus last
month, suggesting that businesses are not facing a
demand dropoff in the near term.
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Hiring activity across the services sector has
remained subdued for most of 2026, consistent with
broader labor market trends. The ISM Services
Employment Index has averaged 47.9 since March,
with the August 2026 result (47.8) making marginal
progress back toward the breakeven expansionary
threshold of 50. Stability in employment conditions
is preferable to outright deterioration, but the ISM
Services report’s modest contractionary readings
throughout most of 2026 are indicative of limited
upside potential for broader economic growth.

Cost pressures are likely to remain a challenge for
service-sector businesses during the second half of
2026. The August ISM Services report’s Prices index
for service providers pushed to a four-year high, and
the component index’s level now sits at the lower
end of the range seen during recovery from the
supply chain disruptions induced by the COVID-19
pandemic. With hiring already subdued across
many service industries, continued input cost
pressures, including wage growth, are likely to
constrain profit margins and limit the pace of
expansion.

As indicators of inflationary pressure beyond the
Fed’s preferred Personal Consumption Deflator
growth accumulate, the debate regarding
monetary policy is likely to become more intense
rather than less so. The ISM Services PMI and ISM
Manufacturing PMI reports for August 2026 both
showed accelerating cost pressures for those
sectors, and oil prices are again above $90 per
barrel (West Texas Intermediate) on renewed
military action between the U.S. and Iran, not to
mention renewed tariff policy movement. The
ability of businesses to continue to absorb higher
costs without passing them on to consumers is
surely wearing thin, leaving the Fed with an
identifiable forward-looking concern for the final
months of 2026.
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Figure 1: ISM services composite (SA)
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Figure 2: ISM services new orders (SA)
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Disclosures

The material presented and the views expressed herein are of a general nature and does not constitute the provision of
investment or economic advice to any person, or a recommendation of any particular securities, financial instruments,
strategies or banking services. Opinions and forecasts expressed herein are subject to change without notice. Relevant
information was obtained from sources deemed reliable. Such information is not guaranteed as to its accuracy. You should
seek the advice of an investment professional to tailor a financial plan to your needs.

Forward-looking statements are necessarily subject to numerous assumptions, risks and uncertainties, which change over
time. Future events or circumstances may change our outlook and may also affect the nature of the assumptions, risks and
uncertainties to which our forward-looking statements are subject. Forward-looking statements speak only as of the date
made. We do not assume any duty and do not undertake any obligation to update forward-looking statements. Actual
results or future events could differ, possibly materially, from those anticipated in forward-looking statements, as well as
from historical performance. As a result, we caution against placing undue reliance on any forward-looking statements.

“PNC” is a registered mark of The PNC Financial Services Group, Inc.

© 2026 The PNC Financial Services Group, Inc. All rights reserved.
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