USINESS OUTLOOK

October 2008

Conditions in the region’s manufactur-
ing sector deteriorated significantly in Oc-
tober, according to firms polled this
month. Coincident with the turmoil in fi-
nancial markets over the past few weeks,
indexes for general activity, new orders,
shipments, and employment all decreased
sharply from their readings in September.
Cost pressures, which have been prevalent
since the beginning of the year, were con-
siderably less widespread this month. Al-
so, fewer firms reported increases in the
prices of their own manufactured goods.
Most of the survey’s indicators of future
activity also fell this month, suggesting
that the region’s manufacturing executives
expect no growth over the next six months.

Current Indicators Deteriorate

The survey’s broadest measure of manu-
facturing conditions, the diffusion index of
current activity, decreased from 3.8 in Sep-
tember to -37.5, its largest one-month decline
ever. The index is now lower than at any
time during the nine-month span of negative
readings prior to September (see Chart).
Other broad indicators were sharply lower
this month. Demand for manufactured
goods, as represented by the survey’s new
orders index, decreased 36 points, to a read-
ing of -30.5. The survey’s shipments index
decreased 21 points. Indexes for unfilled
orders and delivery times declined 17 points
and 15 points, respectively.

A drop in the current employment index
paralleled the decline in current indicators,
falling 17 points, to -18.0. The percentage of
firms reporting a decrease in employment
(28 percent) was greater than the percentage
reporting an increase (10 percent). The aver-
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age workweek index fell 11 points and has
now been negative for 10 consecutive
months.

Price Pressures Moderate Significantly

Price pressures eased notably this month.
Although 30 percent of the firms reported
paying higher prices for inputs, this was
substantially offset by 22 percent paying
lower prices. The prices paid index fell 24
points and has now fallen 68 points over the
past three months. Price increases for firms’
own manufactured goods also moderated
this month: The percentage of firms report-
ing higher prices for their own manufac-
tured goods (25 percent) was slightly higher
than the percentage reporting lower prices
(20 percent), and the prices received index
fell 10 points, its fifth consecutive monthly
decline.

Six-Month Indicators Also Decline
Area manufacturers’ expectations for

future conditions deteriorated sharply this
month. The future general activity index
decreased from 30.8 in September to -4.2 this
month (see Chart). Indexes for future new
orders and shipments both fell sharply, de-
clining 48 and 55 points, respectively. On
balance, firms now expect a decrease in em-
ployment over the next six months: The per-
centage of firms that expect a decrease (32
percent) exceeds the percentage expecting an
increase (16 percent).

In this month'’s special questions, manu-
facturers were asked about problems related
to the recent turmoil in credit markets (see
Special Questions). Nearly 14 percent of the
polled firms indicated that they had expe-
rienced problems obtaining credit to finance
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ongoing activities over the past month; how- for future business conditions also fell mar-  over the next six months is higher than that
ever, a larger percentage of firms (30 per- kedly this month, and the percentage of of firms expecting an increase.
cent) indicated that their customers were firms that now expect a decline in activity
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the firms said the credit problems had af-

fected their own levels of production, and 6 1. In the past month have either your firm or your customers experienced problems obtaining

credit to finance ongoing activities?

percent reported that adverse conditions
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next six months. Nearly 15 percent of the ; ; ;
. . . . 2. Have the problems affected levels of your own production or inventories?*
firms said they have revised their plans sub- - o
. Production 18.1%
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vision.
Other 3.2%
. Have recent changes in financial conditions prompted your firm to revise its planned spendin
Summa 3.H tch in fi jal conditi ted jirm ise its planned di
ry on new plant or equipment over the next six to 12 months?
According to the respondents to Octo- - —
i . . Substantial downward revision 14.5
ber’s survey, manufacturing conditions de- -
. . . Small downward revision 27.8
clined sharply this month. Indicators for
.. . No change 46.4
activity, new orders, shipments, and em- —
- . Small upward revision 4.1
ployment were all negative this month and : —
. Substantial upward revision 31
declined sharply from September. Cost
ressures have moderated significantly, and No response 41
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fewer firms are reporting price increases for - —
P &P *Firms could choose more than one category. Twenty-one percent of total respondents indi-

their own manufactured goods. Indicator ;
eir own manutactured goods teators cated at least one of the problem categories.

BUSINESS OUTLOOK October vs. September Six Months from Now vs. October
SURVEY , :
Previous Previous
October 2008 Diffusion No Diffusion | Diffusion No Diffusion
Index Increase | Change Decrease Index Index Increase | Change | Decrease Index
What is your evaluation of the level
of general business activity? 38 115 395 49.0 -37.5 30.8 35.5 182 | 397 4.2
Company Business Indicators
New Orders 5.6 17.0 344 475 -30.5 4.2 33.0 27.0 36.6 -3.6
Shipments 2.6 19.8 37.6 38.6 -18.8 43.1 284 23.6 40.6 -12.3
Unfilled Orders -10.2 6.7 59.0 34.2 -27.5 7.6 133 48.1 31.6 -18.3
Delivery Times -5.1 3.3 71.7 235 -20.2 0.9 3.6 59.9 29.2 -25.6
Inventories -22.9 11.4 47.2 33.7 -22.3 -14.7 17.2 385 37.2 -20.0
Prices Paid 315 29.6 45.0 224 7.2 41.7 35.3 33.8 20.8 14.5
Prices Received 15.5 24.8 51.0 19.5 5.3 28.9 29.2 44.5 20.3 8.9
Number of Employees -0.9 10.2 59.2 28.2 -18.0 15.5 15.9 44.4 32.2 -16.2
Average Employee Workweek -74 118 54.5 30.3 -18.4 12.6 152 50.3 28.0 -12.8
Capital Expenditures - - - - -~ 18.6 25.0 38.0 27.0 -2.0
NOTES:

(1) Items may not add up to 100 percent because of omission by respondents.

(2) All data are seasonally adjusted.

(3) Diffusion indexes represent the percentage indicating an increase minus the percentage indicating a decrease.
(4) Survey results reflect data received through October 14, 2008.




