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Manufacturing on the Borderline: Will January Industrial Production
Last?

Summary

Colder weather helped boost industrial output at the start of the year, yet there are some
signs of a slow awakening in manufacturing production. Higher borrowing costs and a
prioritization of software over hardware have sapped broad manufacturing, yet tariffs are

the biggest risk to recovery this year.
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Manufacturing Production vs. ISM Manufacturing

Year-over-Year Percent Change, Index

—Manufacturing Production: Jan @ 1.2% (Left Axis)

—ISM Manufacturing: Jan @ 50.9 (Right Axis)
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Wake Me Up When the Tariffs End

There's some sign of life in the industrial sector. Overall production rose 0.5% in January, which comes
off an upwardly-revised 1% gain in December. Most of the increase came from the utilities sector
last month, where output leaped 7.2% (chart). Colder-weather and unusual winter storms across the
Southern portion of the country likely were responsible for the strength here.

Yet, when you look beyond utilities, the data were a bit more

lackluster. Mining production slipped 1.2% and manufacturing Industrial Production by Industry Group
o . . . Percentage Point Contribution to Monthly Change
pulled back 0.1%. On a year-ago basis, manufacturing picked up at 3% 3%
the start of the year, which is somewhat consistent with the ISM Utilities Contribution to Change: Jan @ 0.84%
. . . . . . H Mining Contribution to Change: Jan @ -0.17%
manufa.\cturmg |nd¢x br}eakm‘ above 50 in January and signaling ® Manufacturing Contribution to Change: Jan @ -0.11%
expansion for the first time since 2022 (chart). But, the hard- 20 2%

manufacturing data in this release continue to paint a picture of
activity only slowly awakening.

Most of the manufacturing weakness stemmed from auto & 1% 1%

parts production specifically, which slipped 5.2% last month. In

excluding autos, manufacturing production rose 0.2%. Elsewhere, a
continued strike-related pick up in aircraft manufacturing helped 0%
offset weakness, with aerospace production posting its second

6%+ monthly gain. The two largest U.S. manufacturing industries,

0%

chemicals and food & beverages, were flat and modestly down last -1% 1%
month.

The manufac’;uring sector has been struggling to find its legs. 2% , , , , , Lo
Higher financing costs have eroded demand for large capex among Jan-22 Jul-22 Jan-23 Jul-23 Jan-24 Jul-24 Jan-25
businesses, while a prioritization of software over hardware this Source: Federal Reserve Board and Wells Fargo Economics

cycle has left traditional manufacturers with less demand. Consider
the categories associated with automation and software have
actually done quite well and bucked the stalling manufacturing
trend. Computer & electronic products' production, for example,
picked up 1.5% in January and is up 5.3% over the past year, the
second highest annual gain behind chemicals. Selected high-tech
industries overall are up 6.2% over the past year, compared to just a
0.7% gain in non-high-tech manufacturing.

Welcome to a New Kind of Tension U.S. Manufacturing Industry Tariff Exposure

There is also the added wrinkle this year of tariff policy. The Trump Share of Inputs Imported vs. Share of Manufacturing Value Add; 2023
Administration has levied additional tariffs on China and all steel 35% PN
& aluminum imports in recent weeks, has postponed universal
tariffs on Mexico and Canada and is investigating a reciprocal

tariff system. The threat or possibility of tariffs alone is enough

to influence behavior, and we hear almost everything across the
spectrum in terms of how manufacturers are preparing for tariffs,
from not expecting (and therefore not planning) they come to pass
to considering an on-shoring of operations.
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Ultimately an industry's direct exposure depends on how much
it imports. The nearby chart, shows the share of each major

manufacturing industry's inputs that are imported versus how
much of the U.S. manufacturing base the industry makes up. A

Inputs Imported/Total Industry Inputs

hit to chemical inputs would be the most disruptive, given the Leather

industry imports over 20% of its inputs and represents the largest 0% } } }

portion of U.S. manufacturing. But petroleum, computer and auto 0% 5% 10% 15% 20%
manufacturers also have large exposure. It's the auto industry Share of Manufacturing Value Add

that stands out as perhaps the most exposed from the recent Source: U.S. Department of Commerce and Wells Fargo Economics

steel & aluminum tariffs and potential Mexico/Canada tariffs. We
ultimately expect tariff concerns to result in a volatile but elusive
manufacturing recovery this year.
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