BUSINESS OUTLOOK

February 2002

Activity intheregion’s manufactur-
ing sector improved for the second con-
secutive month, according to firms sur-
veyed for this month’s Business Outlook
Survey. Firmsreported increasesin over-
all activity, new orders, and shipments,
although employmentisstillreported to
beindecline. Manufacturers are optimis-
ticthatbusiness will continue toimprove
over the nextsixmonths.

Indicators Suggest Second Month of
Increase

Thediffusionindexof currentactiv-
ityincreased slightly, from 14.7in January
to 16.0 this month. This is the second
consecutive positive reading for the in-
dex, following 13months of negativeread-
ings (see Chart). Other indicators also
increased marginally this month. The
new ordersindexincreased from 12.6 to
13.7,its second consecutive positiveread-
ing. Theshipmentsindexincreased from
14.4t016.6. Firmsstillreported declines
in inventories: the current inventories
indexremained negativeat-14.8 butim-
proved slightly from -17.9 in January.
Delivery times edged higher this month:
thecurrentdelivery timesindexincreased
from -14.4 to 4.6, the first reading above
zeroin 21 months. The current unfilled
orders index fell, however, decreasing
slightly from-7.0t0-9.0

Demand for labor continues to be
weak despite theimprovementinactiv-
ity. Although 67 percent of the firms
indicated no change inemployment this
month, the percentage reporting declines
(24 percent) waslarger than the percent-
agereportingincreases (9 percent). The
currentemploymentindexfell from-9.3
inJanuaryto-14.7 thismonth. Theaver-
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age workweek index showed some im-
provement, increasing from-5.0to-2.9.

Prices Are Steady

Survey indicators continue to sug-
gest diminished price pressure for both
inputs and manufactured goods. Two-
thirds of the manufacturers polled re-
ported steady prices of their manufac-
tured goods thismonth. The percentage
of firms reporting declines in their prices
(13 percent) waslarger than the percent-
age reporting increases (10 percent) for
the 16th consecutive month. The prices
received indexrose from-7.1inJanuary to
-3.7 this month. For the eighth consecu-
tivemonth more firms reported declines
in prices for inputs (10 percent) than in-
creases (6 percent). The prices paid index
increased slightly, from-5.9to-4.5.

Rising health benefitcostsareacon-
cern of area manufacturers (see Special
Questions). In response to this month’s

special questions, 42 percent of firms ex-
pect benefit costs torise between 10to 15
percentthis year. Nineteen percent, how-
ever, expectincreases of 15 to 20 percent,
and more than 12 percent expect them to
rise by more than 20 percent.

Manufacturing Forecasts Remain
Optimistic

Expectations for future manufactur-
ing growth continue tobe favorable. The
future general activity index decreased
slightly from 53.2in January to 51.8 this
month (see Chart). Over 64 percentof the
manufacturers polled expectincreasesin
activity over the nextsixmonths; only 12
percentexpectdecreases. The futurein-
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dexes for new orders and shipments also remained high and increased
slightly from their January readings. Onbalance, firms expectanincrease
in unfilled orders and longer delivery times over the next six months.
Inventories are expected to remain near currentlevels.

Firms’ expectationsregarding employment continue to beless encour-
aging than their outlook for future activity. Although 64 percent expect
growthinbusiness activity, only 26 percent of the firms expectan expansion
inemployment, and13 percent expect cutbacks. The future employment
index edged higher, however, from 10.1 last month to 12.2. Followingan
improvementin theindexlast month, the future capital expendituresindex
declined from 25.6 to 10.0 this month. Twenty-one percent of firms expect
increases in capital spending over the nextsix months (30 percentreported
such plans in the previous month).

Summary

Currentindicatorssuggestabottoming outof the region’s manufactur-
ing sector. Mostindicators remained positive for the second consecutive
month, and nearly a third of firms reported increases in shipments and new
orders thismonth. Whileinventories arestill declining, delivery times were
slightly longer this month. Despite a pickup in current activity, overall
employmentcontinues to decline. Optimism about growth in the manufac-
turing sector over the nextsixmonths remains high, although the outlook
for employment growth and capital spending remains more cautious.

- Special Questions (February 2002)

How much do you expect your firm’s health
benefitcoststoincreasein 2002 over 2001?
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How much of an impact will this have
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Six Months from Now vs. February
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Fabruary 2002 February vs. January
No Diffusion
Decrease Change Increase Index
What is your evaluation of the level
of general business activity? 164 50.8 R4 160 124

Company Business Indicators
New Orders 24 406 6.1 137 ns
Shipments 159 468 325 166 128
UnfilledOrders 201 67.3 111 90 91
Ddivery Times 88 s 134 46 109
Inventories 316 508 168 -148 239
PricesPaid 103 838 59 -4.5 55
PricesReceived 133 A7 96 -37 38
Number of Employees 237 67.0 9.0 -14.7 133
AverageEmployeeWorkweek 28 536 199 -29 129
Capital Expenditures — — — — 111
Notes: (1) Itemsmay not add up to 100 percent because of omission by respondents.

(2) All data seasonally adjusted.

(3) Diffusionindexesrepresent the percentage of respondentsindicating an increase minus the percentage indicating adecrease.

(4) Survey resultsreflect data received through February 10, 2002.




