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ISM Services Comfortably Topped

Expectations at 54.5 in May 2026
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* The Institute for Supply Management (ISM) reported aggregate services

activity at 54.5.
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* Business Activity continued recent strong showings at 57.7 in May 2026.

» Hiring among service industry businesses dropped minimally to 47.9.

* Pricing pressures accelerated slightly to 71.3 in May 2026.

* New Orders rebounded from a prior-month pullback to reach 57.3 in May

2026.

Details

The ISM Services PMI survey pushed higher in May
2026 to a reading of 54.5. This represents a rebound
from a modest decline in April and continues a run
of healthy expansionary readings that has been in
place since the fourth quarter of 2025. Business
Activity and New Orders both lent support to the
topline result for the month while the Employment
sub-index remained subdued. Service providers’
cost pressures did rise in May 2026 versus April, but
still not to near the levels that manufacturers saw
their costs spike in recent months. While business
costs are still no doubt a problem to contend with in
the months ahead, a lack of acceleration in those
cost increases offers some relief regarding
compounding inflationary pressures.

The ISM Services PMI diffusion index indicates the
net percentage of service industry businesses that
are experiencing expanding or contracting activity
across various categories, with a reading above 50
indicating net expansion across the services sector.
May 2026’s topline reading of 54.5 brings the ISM

Services index to 23 consecutive months in
expansionary territory.

Business Activity posted a second consecutive
strong monthly move higher in May 2026, rising to
57.7 for the month (see Figure 1). This is up from April’s
55.9 result and puts this component index at a level
surpassed only once since the start of 2025 (59.9;
February 2026). While consumer spending has
slowed once mid-2025 according to Bureau of
Economic Analysis data, demand for service
providers’ offerings—indicated by inflation-
adjusted Personal Consumption Expenditures on
Services—does continue to lead the overall
household spending picture. Risks to consumer
demand remain, however, as higher gasoline prices
and flow-through of higher energy costs for
producers dampen  discretionary  spending
potential as the U.S. economy enters the peak travel
and recreation months ahead.
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Figure 1: ISM Services - Business Activity (SA)
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Source: Institute for Supply Management

The Employment sub-index of the ISM report was
unable to get off the mat in May 2026 after a
significant decline in April. The Employment
component remained in contractionary territory,
falling slightly to 47.9 for the month (see Figure 2).
The U.S. economy’s “No Hire, No Fire” labor market
condition has persisted throughout the past year,
suggesting that strings of gains like the ISM Services
index’s Employment sub-index had seen since
December open the door to offsetting retreats in
subsequent months.

While employment growth is a rare commodity in
the U.S. economy at present, service providers have
the demand to avoid shedding workers as they
contend with pricing and policy challenges. The
offset of productivity gains resulting from artificial
intelligence implementation will likely similarly keep
a lid on payroll additions as the U.S. economy moves
forward.

Figure 2: ISM Services - Employment (SA)
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The Prices component of the ISM Services report saw
a modest rise in May 2026 to 71.3. Despite not rising
much versus April, this level is still exceptionally high
and has been above an index level of 60 since
December 2024 (see Figure 3). The May 2026 ISM
Manufacturing survey revealed a modest retreat in
Commodity Prices faced by U.S. manufacturers
from its own four-year high level in April, offering
some hope that worsening of the U.S. supply chain’s
cost pressures is in the past.

Inflationary influences will persist even if upstream
input costs stabilize, however, as they make their
way from producers to retail shelves. PNC’s
expectation of no further rate cuts from the Federal
Reserve for the remainder of 2026 is fully supported
by recent data releases regarding supply-side cost
pressures.

Figure 3: ISM Services — Prices (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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