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Weakening ISM Across the Board
Conor Sheehy*

September Institute of Supply Management Report Details

The ISM manufacturing index has entered its second month of contraction since an
inventory correction in 2016 at 47.8 (DE: 49.6; Consensus: 50.0). The index breached the
neutral 50 level in August due to a sharp deterioration in employment sub-index (47.4 in
August vs. 51.7 in July). The employment sub-index has continued to weigh on the index
with it declining this month to 46.3 from 47.4 in August.
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ISM Manufacturing isn’t looking good. The decline in the index appears to be accelerating
downward. The acceleration downward could either be transitory or a symptom of the
sentiment decline that we’ve seen recently. The Fed will be closely watching to see how
manufacturing issues transmit over to the services/non-manufacturing side of the economy
and weigh on capital spending and hiring.

The likelihood of the Fed cutting rates at the October meeting has gone up slightly, which
will be reinforced if the payroll report on Friday and other measures regarding the consumer
continue to soften. As for now, we are holding our expectation of a 25 bps cut in December,
but a weak Payroll number on Friday could lead us to revise on timing.
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