USINESS OUTLOOK

SURVEY

October 2002

Activity in the region’s manu-
facturing sector weakened this month,
according to firms surveyed for the
October Business Outlook Survey.
Indicators for general activity, new
orders, and shipments declined from
their readings in September. Overall
employment among firms is lower
again this month. Expectations for
growth over the nextsix months remain
optimistic.

Indicators Suggest Weakening

The diffusion index of current
activity fell notably, from 2.3 in
September to -13.1 in October. The
index has now recorded negative
readings in two of the last three months
(see chart). More firms reported
decreases in activity this month (34
percent) than reported increases (21
percent). Indicators for new orders
and shipments also weakened. The
currentnew ordersindexdeclined from
5.6 in September to -1.3 in October,
with slightly more firms reporting a
decrease in new orders (29 percent)
than reporting an increase (27 percent).
The current shipments index declined
from 10.6 in September to -3.1 this
month.

Other indices corroborate
evidence of weakness this month. The
index for unfilled orders remained
negative for the fourth consecutive
month and decreased significantly,
from -3.6 in September to -19.5. The
delivery times index also deteriorated,
falling from -0.8 in September to -12.6.
The current inventories index
increased from -9.7 in September to
-2.0 this month. Nearly the same
percentage of firms reported inventory
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declines this month (25 percent) as
reported increases (23 percent).

Labor market conditions also remain
weak. The current employment index
edged down slightly, from -4.9 in
September to -5.1. More firms reported
declines in employment this month (21
percent) than reported increases (16
percent). Similarly, more firms reported a
lower average workweek this month (19
percent) than a higher average workweek
(14 percent), and the current workweek
index fell from -0.3 to -5.5.

Goods Prices Reported Lower

For the first time in eight months,
more firms reported lower prices for their
final manufactured goods (16 percent)

than reported higher prices (9 percent).
Thecurrentpricesreceived index fell from
5.2 in September to -7.5. Although prices
of the firms’ final manufactured goods
were reported lower, many firmsreported
higher costs. More firms reported higher
prices for purchased inputs this month
(16 percent) than reported lower prices (2
percent). However, the current prices
paid index moderated from 19.6 in
September to 14.3, its lowest reading in
six months.

Outlook for Manufacturing Remains
Positive

Despite the decline in current activity
thismonth, expectationsfor future growth
continue to be favorable. The index of
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Special Questions (October 2002)

In the past three months have your customers’
expectations for the fourth quarter:

Increased substantially .............ccccccovvevennen. 5%
Increased slightly
Remained the same
Decreased slightly ...

Decreased substantially ...........c.cccccceeenee 12%
Total .o 100%

What is your own production plan for
the remainder of the year:

Substantially increase production........ 2%
Slightly increase production ............... 26%
Keep production at current levels ..... 39%
Slightly decrease production .............. 23%
Substantially decrease production ..... 10%

Total ..o 100%

Are these fourth-quarter plans higher or lower than what was planned three months ago?

More ............ 41% Less

Total .......... 100%

production; however, 33 percent
expect decreases. Fifty-nine
percent of the firms indicated that
their fourth-quarter production
plans were lower than what was
planned just three months ago.

Summary

Overall manufacturing condi-
tions remain sluggish in the
region. Areamanufacturersreport
deterioration in general activity

and employment this month and

future general activity increased modestly
from 46.9 in September to 51.8 this month.
Only 5 percent of the respondents expect
deterioration in business conditions over
the next six months; 57 percent expect
improvement. The future new orders
index was unchanged this month at 46.3,
and the future shipments index rose from
46.2 to 49.8. Firms expect unfilled orders
to increase over the next six months and
deliverytimes, onbalance, to edge higher.
Manufacturers expect hiring to improve
over the next six months. Fifty-six percent
see growth in new orders over the next six

months, and 30 percent expect to increase
employment. The future employment index
improved from 12.3 in September to 17.9.
In this month’s survey, firms were asked
whether their customers’ expectations for
the fourth quarter have changed recently (see
Special Questions). Although 24 percent of
firms indicated that their customers’
expectations for the fourth quarter had
improved, 41 percent indicated some
deterioration. With regard to their own
production plans for the remainder of the
year, 28 percent of the manufacturers
indicated that they expect increases in

nearly flat new orders and
shipments. Firms expect little or no
increase in production levels for the
remainder of the year. Still, firms
remain optimistic about growth in
manufacturing over the next six

months.

Most

firms

expect

improvement in general business
conditions over the next six months,
and only a small percentage of firms

expect further deterioration.
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Items may notadd up to 100 percent because of omission of respondents.
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October 2002 October vs. September Six Months from Now vs. October
No Diffusion No Diffusion
Decrease  Change Increase Index | Decrease Change Increase Index
Whatisyourevaluationofthelevel
of general businessactivity? 34.0 440 20.9 -13.1 4.6 38.7 56.5 51.8
CompanyBusinessIndicators
NewOrders 28.5 41.4 27.2 -1.3 9.7 30.9 56.0 46.3
Shipments 29.6 36.5 26.5 -3.1 6.6 331 56.5 49.8
Unfilled Orders 311 57.4 115 -19.5 8.0 61.7 26.7 18.7
Delivery Times 21.9 68.7 9.4 -12.6 10.1 70.9 15.7 5.7
Inventories 25.2 48.1 23.2 -2.0 27.8 40.5 22.8 -5.0
PricesPaid 21 80.4 16.4 14.3 0.0 61.0 33.6 33.6
PricesReceived 16.4 74.4 8.9 -7.5 8.3 58.6 27.0 18.7
NumberofEmployees 20.9 63.4 15.8 -5.1 12.2 49.9 30.2 17.9
AverageEmployee Workweek 194 64.5 13.9 -5.5 10.8 51.5 31.3 204
Capital Expenditures — — — — 6.9 43.9 214 14.5

Diffusionindexesrepresentthe percentage indicatinganincrease minusthe percentage indicatingadecrease.
Surveyresultsreflect datareceived through October 10,2002.




