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The ISM Index is a monthly index released by the Institute 

of Supply Management which tracks the amount of 

manufacturing activity that occurred in the previous month. 

It is considered a reliable and important indicator of current 

and future economic activity, but is it a good indicator of 

stock price movement?  

Currently, the ISM Report on Business shows an index 

level that increased 3.2 points to 61.3. This is a 5.5% 

increase from the previous month and represents a 4.2% 

increase from a year ago.  

Over a longer time frame, the index has been improving 

since the beginning of 2016. The current level of 61.3 or 

above, has occurred on a few occasions, Spring 2004, Fall 

1983 and late in 1983. Optimism in manufacturing is 

running at a high level. 

Does the Index make a difference in determining stock 

prices? We would have to say no. We are not questioning 

the value of the index in determining the overall health of 

Figure 1: Institute of Supply Management Diffusion Index 
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the manufacturing activities of the United States, but there 

is no significant relationship between the movements of the 

index with movements in stock prices.  

Of the 1,500 USA stocks in the Investment Strategy 

Network service no stock reached a level that indicated a 

significant relationship. There were only 71 stocks that 

exhibited a relationship that was greater than 50%. Among 

this sub-group, four sectors are represented fairly equally: 

Consumer Discretionary, Financials, Industrials and 

Information Technology. There also exists an even 

distribution between the three market capitalization groups 

(Large, Mid, Small) of about 1/3 each. 

The ISM Diffusion Index may be an excellent determinant 

of current and / or future economic activity, but it is not a 

significant indicator when it comes to stock share price 

movements. 

 


