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ISM Manufacturing Retreated in August

2026 Highlighting Fed Policy Complications
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* The Institute for Supply Management (ISM) Manufacturing Purchasing
Managers Index (PMI) receded in August 2026 after reaching a four-year =~ PNC Economics

high in July.

economics@pnc.com

=  Manufacturers hiring managed to remain in expansionary territory for

August 2026.

= Elevated cost pressures continue to weigh on U.S. manufacturers,
complicating the path to slower consumer price inflation in the months

ahead.

= New orders took a breather after their strongest first half of a year since
2018, excluding the COVID-19 pandemic-induced disruption and rebound.

Details

The ISM Manufacturing PMI pulled back from a four-
year high in August 2026, falling to 54.6 on the
topline (see Figure 1). U.S. manufacturing has
rebounded strongly in 2026 after enduring outright
contraction for most of the three years prior. Survey
respondents continued to cite tariff-related costs
and elevated prices as limiting to further expansion
interests, but the survey’s production and, for the
past two months, employment components show
that businesses are finding ways to navigate those
obstacles.

The ISM Manufacturing PMl is a diffusion index that
measures the net share of manufacturers reporting
improving versus deteriorating conditions across a
range of business activities. Readings above 50
indicate expansion in manufacturing activity.
August’s reading of 54.6, though down versus July,

marked the eighth consecutive month above the
expansionary threshold of 50.

Cost pressures remained elevated in August,
weighing on manufacturers’ bottom lines and
implying pass-through to consumer prices in the
months ahead. The ISM Prices Index registered 71.1
for the month, matching the prior month’s result.
Stubbornly high costs appear to be rooted in both
the demand and supply sides of manufacturing
activity. Several ISM-highlighted survey response
comments across industrial categories cite supply
chain concerns as demand for tech products
remains strong, which itself pushes up or allows high
prices for those inputs to be sustained. Oil and
energy prices also remain at the fore of
manufacturers’ costs with hopes of relief again
fading as the U.S. military conflict reignited to close
out the month of August.
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The August ISM Manufacturing survey reported that
production activity remained near a four-and-a-
half-year high, declining only slightly from July’s
result. Despite government policy-induced
challenges and cost pressures, U.S. manufacturers
have powered back to sustained production levels
not seen since 2017 and 2018 when discounting the
rebound from the COVID-19 pandemic’s chaos. This
momentum adds a dimension to the U.S. economy
that has been missing in recent years, allowing
productivity growth to offset the still-high
inflationary influences.

Manufacturers hiring activity fell slightly in August
2026 after July’s breakthrough to expansionary
territory (see Figure 2). With inflation retaking center
stage in the debate over the Federal Reserve’s
monetary policy path, newfound job creation in
manufacturing is especially valuable, serving as a
new pillar of support for the U.S. labor market after
having been absent in recent years. As the Federal
Reserve debates an appropriate interest rate
response to still-elevated inflation, broader job
gains in the way of manufacturing hiring back those
more hawkish members’ perspectives.

The emergence of a stable expansionary trend in
manufacturing employment complements the
acceleration in service-sector job growth that
began after conditions bottomed out in late 2025. A
more balanced pattern of hiring across the
economy reduces risks to overall economic growth
and provides the Federal Reserve with greater
flexibility as it evaluates monetary policy. At the
same time, policymakers remain alert to renewed
inflation pressures as the U.S. conflict with Iran
intensifies, oil prices rise, and broader inflation
concerns reemerge.
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Figure 1: ISM manufacturing index (SA)
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Figure 2: ISM mfg. employment index (SA) and
monthly mfg. payroll gains (thousands, m/m, 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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