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PMI: Early Indicator of Economic Activity? 
On August 1, 2013, the S&P 500® closed 1.25% above the previous day—one of 
the largest increases of the year—and above 1,700 for the first time. There was 
little new information to move the market. Economic indicators released that day 
were generally in line with consensus estimates, and the previous day saw an 
uneventful Federal Open Market Committee meeting (FOMC). Only one major 
indicator surprised: the U.S. Purchasing Managers’ Index (PMI). The PMI index 
jumped 4.5 percentage points between June and July 2013. At the very least, this 
increase—the largest in more than 16 years—would signal an accelerating 
expansion in the manufacturing sector; the markets also interpreted it as a signal 
of stronger growth in the broader economy. 

This was not the first time the PMI had moved the markets so drastically in 2013. 
For example, similar S&P 500 gains were seen on February 1, when the PMI 
increased 2.9 percentage points. The converse also holds: the nearly three-
percentage-point dip in the March PMI rattled markets, and the S&P 500 closed 
down 0.5% for the day. 

Clearly, the PMI appears to be a major market mover. Goldman Sachs found the 
PMI trails only nonfarm payrolls and GDP in its impact on the financial 
markets.1 Indeed, Goldman Sachs found a one standard deviation surprise in the 
PMI change pushes up 10-year Treasury bond yields by almost 2 basis points; 
likewise, a similar surprise increases the S&P 500 by about 0.2%. These findings 
suggest the PMI is almost as influential as the initial GDP release, and about half 
as influential as the nonfarm payrolls release. Research from the CFA Institute 
likewise supports the idea that surprise changes (that is, increases/decreases 
significantly larger than consensus expectations) in the PMI have a direct 
relationship in stock market performance.2 

Is this attention warranted? Does the PMI have any predictive power over the 
economy or the manufacturing sector? In this paper, we investigate these topics 
and discuss their implications. This framework will be extended to international 
PMIs to see if results are similar. 

                                                            
1 Jan Hatzius, Alec Philips, Jari Stehn, Kris Dawsey, David Mericle, Shuyan Wu, 
and Michael Cahill, ‘‘Payrolls, Schmayrolls: Market Impact vs. Economic 
Reality,’’ Goldman Sachs US Economic Analyst, 13/32 (August 9, 2013). 

2 Mark A. Johnson and Kevin J. Watson, ‘‘Can Changes in the Purchasing 
Managers’ Index Foretell Stock Returns? An Additional Forward-Looking 
Sentiment Indicator,’’ Journal of Investing 20, no. 4 (Winter 2011): 89-98. 
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Background and Methodology 
The Purchasing Managers’ Index is a diffusion index built around a survey of 
business conditions among manufacturing firms, which is conducted by the 
Institute for Supply Management™ (ISM). A monthly survey is sent to more 
than 400 companies in 30 manufacturing industries across the United States, 
covering all 50 states. Responses reflect monthly changes for ten indicators: 
new orders, production, employment, supplier deliveries, inventories, 
customers’ inventories, prices, backlog of orders, exports, and imports. In 
addition to reporting these subcomponents, the first six-listed criteria are 
weighted and compiled to create a headline index. Each separate indicator is 
constructed as a diffusion index, where anything over 50 suggests expansion 
and anything below suggests contraction. 

As a tool for estimating growth, the PMI has several appealing features. We 
feel the greatest benefit of the PMI is its timeliness. The data covering the 
previous month are released on the first business day of the following month, 
which means this data usually come out before the payroll survey. In terms 
of turnaround time between data collection and release, few major indicators 
have a smaller coverage gap. 

Since the data comprise a survey, the series are not subject to significant 
revisions beyond an annual adjustment to seasonal factors, which are 
generally small. In addition, the PMI, and its subcomponents, fill in some of 
the holes unavailable in other timely indicators, such as the payroll survey. 
The PMI release covers new orders, production, and sales. Data on these 
subcomponents can also be found in some Census Bureau production and 
manufacturing shipments datasets, but that data are always more lagged than 
the PMI. 

Because of these strengths, the PMI is a widely tracked indicator by analysts 
and the market. According to Bloomberg, the U.S. PMI is one of the most 
tracked economic indicators the investor services company covers. Further, 
the PMI is one of the indicators the Federal Reserve and other central banks 
use to estimate current economic conditions and, as such, is used to 
determine monetary policy. It is likely other federal agencies and foreign 
central banks also track the U.S. PMI. 

The index has some weaknesses that prevent it from being an ideal economic 
indicator, in our opinion. First, the survey is only a small sample of all ISM 
members. Though the Institute for Supply Management comprises 40,000 
members, only about 1% of those members are part of the survey. In 
comparison, the official Census measures of production and manufacturing 
shipments cover a much larger share of the total manufacturing sector and 
include firms regardless of their membership status with the ISM. 

Because of timing, the survey can sometimes miss out on key events within 
any given month. The survey is taken in the first half of the month and could 
possibly miss out on any manufacturing shocks in the latter half. These 
shocks would likely be incorporated into the next month’s dataset. Take, for 
example, the September 11, 2001, terrorist attacks: The September PMI 
showed only a slight 0.1 percentage point decrease. It took until the October 
data were released in November for the numbers to show any true aberration; 
at that point, the PMI fell to its lowest level in a decade. In these infrequent 
situations, the PMI could be misleading. The PMI is not the only indicator to 
have this flaw. For example, the payroll survey similarly misses out on any 
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shocks that do not occur during the pay period that includes the twelfth of the 
month. 

Finally, there is no attempt to capture the intensity with which manufacturing 
conditions are changing. The PMI only shows the percentage of firms that 
are improving or worsening, not the pace at which the improvement is 
occurring. This acceleration/deceleration could possibly be gleaned from 
alternative indicators such as the Census manufacturing data, but these data 
are released much later than the PMI. 

We think the shrinking role of manufacturing in the 
broader economy could diminish the overall value of any 
production indicator. Over the past several decades, 
American manufacturing has experienced a secular 
decline, and the industry accounts for an ever-shrinking 
share of total employment, wages, and GDP; this could 
make industrial production measures less useful over time. 
The Institute for Supply Management has constructed an 
alternative index that tracks nonmanufacturing industries. 
Like its counterpart, the ISM Non-Manufacturing Index is 
based on a survey of more than 400 nonmanufacturing 
firms’ purchasing managers. The sampling is designed to 
cover more than 60 sectors and all 50 states. Unlike the 
PMI, however, the nonmanufacturing index is much 
shorter, having only begun in 1997. 
 
Examining PMIs Predictive Capabilities 
We tested the PMI to see if the index and its 
subcomponents are accurate coincident indicators of 
economic growth. The PMI was aggregated to a quarterly 
frequency (a simple average was used) and compared 
against the quarter-to-quarter growth rate of real (inflated-
adjusted) GDP. As can be seen in the scatterplot and 
trendline (Chart 1), a positive, direct relationship can be 
identified. A strong, but far from perfect, correlation of 
0.64 was found. 

As an early indicator, the PMI could also be used to 
“nowcast” recessions. Our own elementary analysis 
indicates that a PMI value below 43.2 would indicate a 
contracting economy. These findings are consistent with 
those reported by the ISM (which reports a value of 42 as 
contraction) and more-complex academic research.3 This 
threshold seems to be proven historically, as the index has 
almost always dipped below this 43 at the onset of 
recession (Chart 2). Since recessions are typically not 
officially announced by the National Bureau of Economic 
Research (NBER) for about a year after the contraction  

                                                            
3 Kajal Lahiri and George Monokroussos, ‘‘Nowcasting U.S. GDP: The Role of 
ISM Business Surveys,’’ Department of Economics, University of Albany, 
SUNY (November 2011). 

Chart 1
U.S. PMI vs. GDP 

 
Source: Institute for Supply Management, Bureau of 

Economic Analysis, PNC 

Chart 2
U.S. PMI and Recessions  
(shaded areas represent recession periods) 

 
Source: Institute for Supply Management, National Bureau 

of Economic Research, PNC 
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begins, a sharp dip in the PMI can generally give a fairly accurate early 
indication of the status of the overall economy. 

The reported subcomponents were also tested against real GDP growth. 
These series had varying degrees of correlations (Table 1). Both the new 
orders and production had correlations that were about the same as the 
headline; in fact, the production subcomponent had a slightly higher 
correlation over the entire time period. Further, all the subcomponents 
reviewed proved to be statistically significant. Only the new orders and 
production subcomponents had higher t-test values than the headline 
number. The higher correlation and t-test results would suggest that the 
production subcomponent is a better indicator of GDP growth. For 
investors tracking GDP, looking beyond the headline number might prove 
to be a more accurate way of estimating economic growth. 

Though manufacturing’s share of the broader U.S. economy has been 
declining for several decades, it does not appear that this shrinking role has 

diminished the PMI’s predictive power. The correlation between the PMI and 
quarterly GDP growth since 2000 is only slightly below that seen in the 
1950s, when the manufacturing share of the economy was almost double 
what it is today (Table 2). The predictive capabilities of most of the 
subcomponents similarly remain unchanged: The correlations of new orders, 
production, supplier deliveries, and inventories remain strong over the longer 
time period. 

The employment subcomponent seems to be the sole exception. Though the 
average correlation between the employment subcomponent and GDP 
growth is just below the headline number when the entire time period is 
viewed, this is not the case when the correlations are examined by decade. 
The correlation between GDP growth and employment has fallen nearly one-
third from the 1950s through the past decade. This falling predictive power 
makes intuitive sense to us. The number of people employed in 
manufacturing has dwindled over the past several decades, falling almost 
50% from its peak in 1979, even as manufacturing output and aggregate GDP 
increased. Labor productivity gains have disconnected manufacturing 
employment from production and GDP growth. The expected persistence of 
the secular decline of manufacturing suggests the employment 
subcomponent’s predictive capabilities will only further decline. 

After examining the PMI-GDP relationship, this analysis was repeated with 
industrial production in place of GDP. It could be assumed that since 

Table 2 
Correlations with U.S. GDP Growth over Time 

 Subcomponent 
Decade Headline PMI New Orders Production Employment Supplier Deliveries Inventories 
1950s 0.705 0.591 0.677 0.732 0.623 0.513 
1960s 0.617 0.628 0.646 0.656 0.277 0.453 
1970s 0.469 0.576 0.586 0.446 0.160 0.144 
1980s 0.765 0.723 0.755 0.693 0.732 0.644 
1990s 0.619 0.616 0.564 0.586 0.381 0.287 
2000s 0.645 0.651 0.656 0.561 0.365 0.420 

Source: Bureau of Economic Analysis, Institute for Supply Management, PNC 

Table 1 
Correlation with U.S. GDP Growth 
1950-Present 

Headline PMI 0.641 
Production 0.649 
New Orders 0.619 
Employment 0.604 
Inventories 0.409 
Supplier Deliveries 0.377 

Source: Bureau of Economic Analysis, 
Institute for Supply Management, 
PNC 
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industrial production is a direct measure of manufacturing 
output, the PMI would be an even better coincident 
indicator. As can be seen in Chart 3, the data points are 
even more tightly centered around the trendline compared 
with the GDP chart. The correlation between PMI and 
industrial production is about 20% higher than with GDP. 
This stronger correlation is exhibited by all PMI 
subcomponents. 
 
Conclusions 
The conclusion that the PMI is an accurate coincident 
indicator of GDP is supported by external research. 
Goldman Sachs found the U.S. PMI to be one of the most 
predictive indicators, with a predictive power about three 
times that of the first-Friday employment numbers. Thus, 
even though the PMI has less influence on financial 
markets than the payroll survey or the initial GDP release, 
the manufacturing survey has more predictive power. The 
strength of its predictive power likely comes from the near 
lack of revisions in the series. Both GDP and payrolls are subject to 
significant revisions; in the case of payrolls, revisions can continue for up to 
a year. The PMI’s predictive power also likely derives from its timeliness. 
There are few indicators that are released so close to the period they are 
tracking. PMI is almost always released before payrolls and usually beats 
GDP by several months (this timeliness-advantage is even larger). There is 
really only a two-week lag between data collection and release for the index. 

In our opinion, this early indication of the economy’s performance makes it 
important for investors to track. As a coincident indicator of GDP, investors 
can glean early information as to the direction of economic (and, therefore 
potentially, profit) growth in the immediate term. Though the PMI is far from 
a perfect prognosticator, any early indicator will likely prove to be a valuable 
tool in an investor’s tool box. 

Though the PMI is unlikely to be an accurate predictor of individual stocks, 
given its accurate GDP-forecasting abilities, it may be able to foretell broader 
market movements, especially over longer periods, for example, months or 
quarters. It was pointed out earlier that PMI releases above and below the 
consensus have the power to move market performance in the immediate 
term. But is the PMI capable of predicting stock market performance over 
longer time periods? External research has shown the PMI to be an accurate 
indicator of both turning points and monthly returns in the S&P 500.4 
Certainly, the relationship between PMI and stock market performance does 
not seem to be as tight as that seen between PMI and GDP, but these 
conclusions might encourage analysts to include the PMI in forecasting 
models. 

It should be noted the same analysis from Goldman Sachs found the U.S. 
PMI to have no ability to predict changes in the unemployment rate. There 

                                                            
4 Mark A. Johnson and Kevin J. Watson, “Can Changes in the Purchasing 
Managers’ Index Foretell Stock Returns? An Additional Forward-Looking 
Sentiment Indicator,” Journal of Investing 20, no. 4 (Winter 2011): 89-98. 

Chart 3
U.S. PMI vs. Industrial Production 

 
Source: Institute for Supply Management, Bureau of 

Economic Analysis, PNC 
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are likely two reasons for this lack of a relationship. First, labor markets and 
employment, specifically, are economic laggards, meaning they lag the 
business cycle. As such, a coincident correlation between PMI and 
employment would be unfounded. Second, manufacturing accounts for an 
ever-shrinking share of total employment. Thus, changes in manufacturing 
have less of an impact on the broader economy and the unemployment rate, 
specifically. 
 
International Numbers 
In conjunction with the ISM, the Markit Group conducts PMI surveys in 
more than 30 countries, using a methodology nearly identical to that used in 
the United States. The geographic coverage is fairly diverse: Many of the 
larger European countries are covered, along with key countries in Asia and 
South America, among others. Like the U.S. PMI, the international PMIs are 
also broken down into subcomponents, such as new orders and employment; 
however, these subcomponents get much less attention. Compared with the 
attention received by the U.S. PMI, the international PMIs have been less 
researched. An analysis of some of these series follows. 

We found the greatest weakness of the international PMIs, and likely the 
reason why not much research has been conducted on them, is that the series 
are comparatively short. Unlike the U.S. series, which began in the 1930s, 
many of the international PMI series are less than ten years old. These series, 
therefore, only really cover one business cycle, making it more difficult to 
build reliable models and test hypotheses. 

Regardless, we think some information can be distilled from these 
comparatively young series. The following is a country and regional analysis 
of some of these international PMIs. The same comparisons that were made 
with the U.S. numbers were made for the international series; that is, the 
international PMIs were compared against their respective country’s real 
quarter-to-quarter GDP growth rate. The results are discussed below. 

Broadly speaking, the PMI appears to be a solid predictor of international 
growth. In fact, results seem to be on par with (or sometimes better than) 

those seen in the United States.  
 
Eurozone 
In addition to indexes tracking individual countries, there 
are two PMIs that track aggregates: the Eurozone and the 
Global indexes. Within the Eurozone, the relationship 
between PMI and GDP is unusually high, especially 
considering the diversification of the Eurozone economy. 

Caution must be taken with regards to these inferences 
because of the brevity of the time series involved; 
nevertheless, given the data available, there does appear to 
be a solid direct relationship between the two measures. 

The trendline and scatterplot (Chart 4) reveals a tight 
relationship with the index, much tighter than the one seen 
for the United States. This analysis suggests if the PMI 
falls below 49, the broader economy is contracting. 

Chart 4 
Eurozone PMI vs. GDP  

 

Source: Markit, Eurostat, PNC 
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While we do expect there to be a correlation between the PMI and GDP 
growth, such a strong relationship is surprising. Understanding the 
complexity of an economy, a correlation between any single industry’s 
performance and the broader economy above 0.9 is unusual. The strength of 
the relationship in the Eurozone may be more coincidental than structural. 
An examination of a shortened period of the 
U.S. series seems to support this contention: 
When the timeframe under review is shortened 
to cover only from 2006 to the present day 
(the length of the Eurozone PMI series), the 
correlation between U.S. PMI and GDP 
growth increased almost 20% (Table 3). Thus, 
the Eurozone results may be overstating the 
correlation. It may simply be the case that 
manufacturing and GDP growth closely 
tracked each other over the past seven years. 

This argument is further supported by analysis from the European Central 
Bank (ECB). The ECB contends that because the PMI is a survey, it reacts 
faster to changes not just in the current state of the economy but also in the 
perceived outlook.5 If this were true, we believe the PMI would prove to be a 
more accurate indicator in times of extreme volatility, which would explain 
why the PMI proved to be such an accurate predictor of growth over the past 
decade (one of the most volatile economic periods of the last century). Thus, 
as economic volatility falls back to normalcy, the predictive capabilities of 
the international PMIs may likewise fall, settling at levels consistent with 
their long-term relationships. 
 
Developed Countries 
Other developed countries show similarly robust results. Like the Eurozone, 
the relationship is usually stronger than that seen in the United States 
(Table 4 summarizes some of the countries examined). As previously stated, 
this may be more a matter of the shortened time series than of true 
underlying economic relationships. 
Further, like the Eurozone, these are 
diversified economies, and we would 
expect that the PMI and GDP growth rate 
relationship would be weaker than that 
found here. But of the developed countries 
examined, each showed a PMI of just 
below 50 is indicative of broader 
economic contraction. Like the results 
seen in the EU series, the PMI accuracy 
seen in these countries is likely a 
coincidence of timing rather than the true 
underlying trend. We assume the 
relationship remains strong.  

                                                            
5 Marco J. Lombardi and Philipp Maier, ‘‘Forecasting Economic Growth in the 
Euro Area During the Great Moderation and the Great Recession’’ (working 
paper series, European Central Bank: Eurosystem, 1379, September 2011). 

Table 3
Correlation with U.S. GDP Growth 
1950-Present 

Timeframe   Level at Which GDP 
Tested Correlations Contraction Is Implied T-Stat 
1950-Present 0.6415 43.25 6.832 
2006-Present 0.7854 48.21 13.301 

Source: Bureau of Economic Analysis, Institute for Supply Management, 
PNC 

Table 4
Correlation with GDP Growth 
1950-Present 
  Level at Which GDP  
Country Correlations Contraction Is Implied T-Stat 
United States 0.642 43.25 6.832 
Eurozone 0.924 49.20 13.047 
Japan 0.608 49.91 5.361 
United Kingdom 0.838 50.63 8.257 
Germany 0.818 48.80 8.040 
France 0.821 48.70 7.732 

Source: Bureau of Economic Analysis, Institute for Supply Management, PNC 
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It is unclear why the accuracy of the PMI varies by country. Some theories 
can be proposed, but the lack of data makes it generally difficult to draw any 
conclusions. Accuracy does not seem to be based on the prevalence of 
manufacturing within the economy, as the share of the production sector is 
sometimes higher or lower than in the United States. Neither manufacturing’s 
share of total employment nor output seemed to give any indication of how 
accurate the PMI is as a predictor; manufacturing’s share of total wages was 
not tested because of the lack of a harmonized international wage dataset. 

It does not seem that the mix of manufacturing subindustries has an effect on 
the accuracy of PMI. Some subindustries are more cyclical than others 
(commodity and metal manufacturing are both very cyclical); it is assumed 
these more volatile subindustries would be stronger indicators of the broader 
business cycle, but this is not the case in the countries examined here. In fact, 
the prevalence of less-cyclical manufacturing does not appear to have any 
effect on the PMI’s predictive powers; the prevalence of 
pharmaceutical/medical manufacturing in France does not seem to have had 
any effect. We can revisit this issue in the future, once the PMI time series 
are longer. 
 
Developing Economies 
Like many of the developed economies’ PMI series, many of the developing 
economies have truncated time series. While some are as long as those seen 
among the developed countries (with data going back to 2006), several are 
less than two years old (Mexico, for example). Not even a reliable trendline 
can be derived with a dataset that short. As such, analysis is limited to only 
countries for which the PMI has at least five years of data. 

In general, the relationship between PMI and GDP growth is not as tight as 
that seen among the developed economies (Table 5 shows a sampling of data 
for examined countries). There is also far more variance between the 
developing countries than that seen between the developed countries. 

It would be assumed that because developing economies have less diversified 
economies relative to the developed world and tend to be more low-value-
added-production focused that manufacturing would prove to be solid 
indicators of overall economic performance. But this does not seem to be the 
case. The exact explanation remains unclear, but there are several possible 
reasons for such a relative disconnect. 

Table 5
Correlation with GDP Growth 
1950-Present 
  Level at Which GDP 
Country Correlations Contraction Is Implied T-Stat 
Mexico 0.820 49.04 4.956 
Poland 0.822 44.83 6.340 
South Africa 0.795 42.78 9.189 
Vietnam 0.686 47.32 7.520 
China (official data) -0.091 N.A. -0.259 
China (PNC estimated) 0.609 37.00 0.790 

Source: Bureau of Economic Analysis, Institute for Supply Management, PNC 
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This is not to say there is no relationship; rather, the relationship is weaker 
compared with the developed world. 

 Emerging market economies (EMEs) are more prone to shocks than 
more developed economies. Because EMEs are less diversified, they 
are in weaker positions and are unable to weather shocks as well as 
developed economies. As such, manufacturing may not be as well-
positioned to handle these shocks, and their performance could 
become disconnected from the broader economic performance. 

 EMEs have less direct control over their growth drivers and tend to 
be both more reliant on commodity sales and exports to the 
developed world. The exposure to commodities increases volatility 
and reduces the relative importance of manufacturing to economic 
performance. At the same time, the reliance on exports to the 
developed world exposes the EME to external business cycles. 

It comes as no surprise, then, that the more developed an economy is, the 
more closely its manufacturing tracks GDP growth. Indeed, even within the 
developing world subset, this phenomenon is seen. Brazil, 
for example, has a higher correlation than South Africa.  
 
China—Breaking the Pattern 
China was also examined, but because of the unique 
results, the country is handled here differently than the 
rest. China only began reporting quarterly GDP growth 
rates in 2011, resulting in an extremely short time series, 
from which it is impossible to test any hypotheses. In spite 
of the brevity of data, a scatterplot was created, and no 
relationship between PMI and the officially reported GDP 
growth rate was discerned (Chart 5). 

To actually test the relationship between PMI and GDP, a 
longer time series is needed. The PNC Economics team 
interpolated annual Chinese GDP growth data (for which a 
longer time series is available) and created quarterly 
growth estimates back to 2000, allowing for an analysis of 
the entire PMI series. Using this estimated series, a 
relationship is discovered, with limitations (Chart 6). 

Based on these results, China seems to be the exception to 
the PMI-GDP rule. Unlike in the other countries examined, 
the relationship between PMI and GDP growth is 
statistically insignificant. The trend line suggests that PMI 
would need to fall below 37 before the economy 
contracts—a threshold that is well below any other country 
examined. It seems unlikely for a country where 
manufacturing accounts for almost a third of all output that 
an economy could continue to grow if two-thirds of 
producers are experiencing contraction. Finally, the 
correlation between GDP growth and PMI is the lowest of 
all countries examined, despite the high share of 
manufacturing. 

This problem may arise from the possibility of data 
engineering. There are concerns among economists and 

Chart 5
China PMI vs. Chinese Government-Reported GDP 

 

Source: Markit, National Bureau of Statistics of China, PNC 

Chart 6
China PMI vs. PNC's Estimates of Chinese GDP 

 

Source: Markit, PNC 
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business people that the official Chinese economic numbers (including GDP, 
among other indicators) overstate performance and production growth. The 
extent of this possible data smoothing remains unclear, though some 
economists and business insiders claim true growth is as low as half the 
official number. If this data tweaking is true, we find the weaker relationship 
between PMI and GDP not surprising. 

Given the doubts raised about Chinese GDP, the PMI could possibly be used 
by investors as an alternative indicator of growth. Since the PMI has proven 
to be such an accurate predictor of total economic growth in other countries, 
it follows the same would hold true in China. But there are lingering 
concerns. The PMI is a survey of a country’s manufacturers. Given concerns 
about data engineering in China, there is obviously potential for survey result 
manipulation as well. Though this risk seems marginalized because the 
survey is handled by a private firm, the potential remains. It may be in an 
investor’s best judgment then to afford the Chinese PMI less weight than one 
would other countries’ manufacturing indexes. 

 
PMI’s Role for Investors 
For investors looking for an early and timely indicator of where broad 
economic growth is headed, it appears that no measure is better than the PMI. 
Clearly, the PMI indexes are proved to be fairly accurate coincident 
indicators of GDP growth, with only a few exceptions. Given the U.S. PMI’s 
proven track record of predictive power, it comes as no surprise that the 
international manufacturing indexes similarly provide good indications of the 
performances of their respective countries, with only a few exceptions.  

In some cases, the PMI may prove to be a more accurate indicator of growth. 
Most of the PMI-GDP relationships studied here proved to be statistically 
significant (unless specifically stated, like in the case of China). Given this 
evidence, for countries where an investor might doubt the official GDP 
numbers, the PMI might prove to be a fairly accurate alternative measure of 
GDP growth. 

Further, from what was seen in the United States, we believe the same could 
be inferred in international markets. Specifically, given that the U.S. PMI is 
proved to be an accurate predictor of monthly stock market returns, it could 
be assumed the same would hold in international markets. This was not 
tested due to the brevity of time series available, but international investors 
should keep these trends in mind. 

Certainly, more research is needed. But due to the limited length of the time 
series available today, not much more can be done, in our view. In the future, 
when the series are longer and cover several business cycles, we expect these 
trends will be confirmed.  

Simply, the PMI is a timely way to obtain information early in the month. 
We think this justifies using the PMI as an economic benchmark, as the PMI 
is a simple and useful alternative way to summarize the bulk of economic 
information. Though manufacturing’s share of the broader economy 
continues to shrink, recessions tend to begin and end there, making it 
worthwhile to track industry performance. Obviously, any early indication of 
how the industry is faring helps to determine broader economic performance. 
For these reasons, it is obvious to us why markets pay such close attention to 
the monthly PMI release. In our view, it is important that every investor keep 
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a close eye on the monthly PMI data releases, which can set the tone for the 
upcoming month and quarter. 

 


