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ISM Shows Further Slowing in Manufacturing Growth

The ISM manufacturing index fell more-than-expected in September, but remains above the key
50 demarcation line. Inventory patterns and low order backlogs suggest activity will remain restrained.

Walkin’ the Tightrope ISM New Orders Index
The ISM manufacturing index declined more-than-expected to 50.2 in s Difuson Index 75
September, the lowest reading since May 2013. Only seven industries 7o { 170

reported growth in the month, the fewest in nearly three years. Comments s -

from respondents were mixed, with some indicating that “overall business oo - L 60
is slowing” and “orders from customers seem to be slowing a bit,” while ss | /\/\ L ss
others noted “business is picking up.” That said, the above-50 reading so .,\/ \7 U \/ 50

r 65

suggests domestic manufacturing activity continues to expand on balance, s | L 4s

albeit at a more sluggish pace. 401 1 40
Details of the report were relatively soft as well. The new orders component 3s { 135
dipped to 50.1, the lowest reading since 2012, suggesting production in the 3o - L 30
factory sector is likely to remain soft in the coming months. At the same 25 {| —ISMNew Orders Index: Sep @ 50.1 ‘ L 25

. . . —12-Month Moving Average: Sep @ 55.3
time, the soft global growth backdrop continues to weigh on new export 20 —_—

orders, which remained in contractionary territory for the fourth-straight
month. Survey respondents highlighted developments abroad as their most ISM CUSE?Q‘S\S”FI}‘EYGMOHGS

significant concerns, with comments such as “concerns about China ss 58
downturn” and “international business trending bearish” among those
noted in the report. Meanwhile, the employment subcomponent showed a

further decline in the month to 50.5, with only eight industries reporting .,

A A .
job growth, suggesting the potential for moderation in manufacturing
employment growth in the months ahead. 46 7 T 46
With a third-straight below-50 reading for the inventories component of ,, | 1 a

the index, it seems Q3 GDP growth may take a sizeable hit from

t t 20
90 92 94 9 98 00 02 04 06 08 10 12 14

54 + 154

inventories. Indeed, we currently forecast inventories will subtract from 381 L 38

overall real GDP growth in Q3. sl 1 34
. . ISM Customer Inventories: Sep @ 54.5

Factory Sector Woes Likely to Persist —12-Month Moving Average: Sep @ 47.2

On a more forward-looking note, the customers’ inventories component has *°5, o5 o1 05 o8 o7 oo 11 13 1o

shot up in recent months to a new cycle high of 54.5, suggesting downside
risk for future manufacturing activity. A higher figure for this component ISM Manufactugomgogel}lngerl-Manufacturlng

suggests customers are overstocked and are less likely to place new orders. ¢s 65
Moreover, the backlog of orders component fell 5 points to 41.5,
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highlighting a dearth of pent-up demand in the pipeline. Perhaps more
encouragingly, prices paid continued to decline, providing some relief for *° W M T
manufacturers’ bottom lines. 50 VW' | v‘h" Al S0

We are under no illusion that this is a relatively weak report for the U.S.
manufacturing sector. However, keep in mind that manufacturing accounts
for less than 15 percent of value added in the domestic economy. Activity in
the services sector, as indicated by the still-high readings from the ISM 5 | 135
non-manufacturing index, continues to expand at a solid pace. Thus, while
challenges among the country’s goods producers are likely to persist, we do
not believe they will be enough to preclude a December liftoff from the Fed, 2s
as overall activity in the broader economy continues to expand at a steady,
albeit measured pace.
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