
January ISM Manufacturing Index: A Solid Start To 2019, But Concerns Linger 
› The ISM Manufacturing Index rose to 56.6 percent in January from 54.3 percent in December 
› The new orders index rose to 58.2 percent, the employment index slipped to 55.5 percent, the production index rose to 60.5 percent  
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The January employment report may have been the data highlight of the week, but we 
felt the January ISM Manufacturing Index would be the most important report of the 
week. Though December’s headline index pointed to continued growth in the factory 
sector, the details of the December report were disturbingly weak, particularly the 
precipitous decline in the new orders component. As such, we wondered whether 
December would prove to have been the tipping point for the factory sector, hence our 
attaching so much significance to the January report. As it turns out, our worries were 
if not unfounded then at least premature – the ISM Manufacturing Index rose to 56.6 
percent, topping our above-consensus forecast of 54.8 percent. More significantly, the 
components for current production and new orders rebounded smartly and, though 
slipping a bit, the employment component points to further growth in manufacturing 
payrolls. So, while trade policy and a slowing global growth environment remain 
concerns, at least for now the U.S. manufacturing sector continues to hold its own, 
with January marking the 29th consecutive month in which the headline index stood 
above the 50.0 percent break between expansion and contraction. 
 
Of the 18 industry groups included in the ISM survey, 14 reported growth in January, 
up from 11 in December, and only one industry group – nonmetallic mineral products 
– reported contraction. Comments from survey respondents were generally positive, 
but falling oil prices and margin pressures were cited as concerns. One respondent 
from the food, beverage, & tobacco products industry group cited an adverse impact 
from the partial government shutdown, but that is a transitory (for now, anyway) hold-
up as opposed to a deterioration in industry fundamentals. On the whole, comments 
from survey respondents continue to signal steady growth in the manufacturing sector.    
 
Out of all of the numbers released in the various reports this week, the one we were 
anticipating the most was the new orders index from the ISM’s manufacturing survey. 
We routinely cite the ISM’s gauge of new manufacturing orders as one of our favorite 
forward looking indicators, so naturally we were alarmed when the new orders index 
plummeted to 51.3 percent in December from 61.8 percent in November and even 
more so when we saw that only six of the 18 industry groups reported growth in 
orders in December while five reported declines in orders. In that sense, the January 
data come as a relief, with the new orders index rising to 58.2 percent, with 11 of the 
18 industry groups reporting growth in orders and only one reporting lower order 
volumes. A similar pattern is seen in the current production index, which fell from 
59.9 percent in November to 54.1 percent in December before bouncing back to 60.5 
percent in January. Fourteen of the 18 industry groups reported increased production 
in January and only one reported lower production. 
 
Two additional details stood out to us in the December data – the sharp declines in the 
indexes measuring supplier delivery times and backlogs of unfilled orders. These had 
been the two components that to us best signaled how stretched manufacturers had 
become to simply keep pace with growth in demand. January saw further, although 
very modest, growth in backlogs of unfilled orders while supplier delivery times 
slowed a bit further. Our concern had been that new orders may be drying up at the 
same time manufacturers were working off order backlogs, which would have 
threatened production and employment over the months ahead. For now, however, 
further growth in new orders and the backlog of unfilled orders suggest production 
and employment will continue to grow over coming months, particularly as firms 
continue to assess customer inventories as being too low.  
 
We noted last month that it would take time to get a definitive answer to all of the 
questions raised by the December data. The better January data notwithstanding, that 
is still the case, particularly with a still-high degree of uncertainty on the trade front. 
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Supply Bottlenecks Remain, But Are Less Pronounced
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