BUSINESS OUTLOOK

October 2009

The region’s manufacturing sector is con-
tinuing to show signs of recovery, according to
firms polled for this month’s Business Outlook
Survey. Indexes for general activity, new or-
ders, and shipments all registered positive
readings for the third consecutive month, but
they suggest only marginal growth. Indexes
for employment and work hours remained
negative, but trends suggest that employment
losses have moderated in recent months. A
growing percentage of firms have indicated
higher input prices in recent months, but price
increases for their own manufactured goods
are not prevalent. The region’s manufacturing
executives expect business activity to increase
over the next six months; however, expecta-
tions have moderated somewhat in the last
several months.

Indicators Still Suggest Only Modest Growth
The survey’s broadest measure of manufac-
turing conditions, the diffusion index of cur-
rent activity, fell from a reading of 14.1 in Sep-
tember to 11.5 this month. The index has now
remained positive for three consecutive
months following a nearly continuous string of
negative readings since the beginning of the
recession in December 2007 (see Chart). The
percentage of firms reporting increases in activ-
ity this month (28 percent) exceeded the per-
centage reporting decreases (17 percent). Other
broad indicators suggest some growth this
month. The current new orders index also re-
mained positive for the third consecutive
month and increased three points. The current
shipments index decreased five points but re-
mained slightly positive. Firms reported de-
clines in inventories this month: The current
inventory index declined 14 points, from -18.1
in September to -31.8 this month. Indicators for
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unfilled orders and delivery times remained
negative, suggesting continued weakness.
Labor market conditions remain weak, al-
though there are signs that widespread de-
clines have moderated considerably. The cur-
rent employment index, although still negative,
increased eight points, from -14.3 to -6.8, its
highest reading since September 2008. Twen-
ty-three percent of firms reported employment
declines, while 16 percent reported employ-
ment increases. The workweek index remained
negative, edging one point lower, to -4.7.

Cost Pressures on the Rise

Although more firms have reported higher
prices for purchased inputs over the past few
months, firms continued reporting overall de-
clines in prices of their manufactured goods
this month. The prices paid index has been
indicating higher input prices for the past three
months, increasing 25 points since July. The
same manufacturers, however, reported de-
clines in prices for their own manufactured
goods for thel2th consecutive month. The

prices received index, however, increased six
points, to -4.3.

Manufacturers Are Still Optimistic

The future general activity index remained
positive for the 10th consecutive month but de-
creased from 47. 8 in September to 39.8, its low-
est reading since April (see Chart). Despite
losing ground in recent months, indicators of
future activity remain near levels not seen since
2004. Indexes for future new orders and ship-
ments declined this month, falling 10 points and
17 points, respectively. For the sixth consecutive
month, the percentage of firms expecting em-
ployment to increase over the next six months
exceeded the percentage expecting declines (26
percent versus 19 percent). Butjust as the other
broad future indicators have fallen, the future
employment index fell 13 points.

In special questions this month firms were
asked about their plans for capital spending
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over the next six to 12 months. Over 35 percent
of the firms indicated that they had revised their
planned spending downward due to changing
financial conditions; 14 percent indicated they
had revised plans upward. The percentage of
firms expecting to decrease their capital spend-
ing over the next six to 12 months narrowly
exceeded the percentage expecting to increase
spending. The most frequently cited reason for
not increasing capital spending was low ex-
pected sales growth , a low rate of current capi-
tal utilization, and limited need to replace in-
formation technology equipment.

Summary

According to respondents to the October
Business Outlook Survey, manufacturing condi-
tions are improving marginally. For the third
consecutive month, the survey’s indicators for
general activity, new orders, and shipments
were positive, suggesting some positive growth.
Employment continued to decline among the
reporting firms, although the pace of decline
was slower. Firms still expect conditions to im-
prove over the next six months, but future indi-
cators suggest that optimism has waned some-
what in recent months.

SPECIAL QUESTIONS (OCTOBER 2009)

1. Have recent changes in financial conditions prompted your firm to revise its planned spending on new

plant and equipment over the next six to 12 months?

Percentage
Substantial downward revision 18.8
Small downward revision 16.5
No change 43.5
Small upward revision 11.8
Substantial upward revision 2.3
NR 7.1

2. After taking account of any recent revisions to spending plans, do you expect your firm’s spending on new

plant and equipment over the next six to 12 months to increase,
your actual spending over the past six to 12 months?

decrease, or be about unchanged relative to

Increase 17.6
No change 42.4
Decrease 24.7
NR 15.3

3. Ifyour firm does not plan to increase its spending on new plant and equipment, what are the major factors

behind your plan not to increase capital spending?*

Expected growth of sales is low 57.1
Capacity utilization is currently low 529
Limited need to replace information technology equipment 529
Limited need to replace other capital goods 28.6
Cost or availability of external finance has deteriorated 15.7
Firm’s cash flow or balance-sheet position has deteriorated 229
Other 43

*Percentages may not add to greater than 100 because firms were asked to indicate more than one factor if applicable

BUSINESS OUTLOOK October vs. September Six Months from Now vs. October
SURVEY , :
Previous Previous
October 2009 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? 141 28.4 54.7 16.9 115 47.8 48.6 42.6 8.7 39.8
Company Business Indicators
New Orders 33 262 53.8 20.0 6.2 50.2 494 364 9.1 403
Shipments 8.2 21.1 58.5 17.7 3.3 54.9 50.7 344 12.9 37.8
Unfilled Orders -7.4 16.6 64.6 17.9 -1.3 245 21.9 62.4 9.7 12.3
Delivery Times -8.9 6.7 75.9 16.0 -9.3 9.4 13.2 71.0 9.9 3.2
Inventories -18.1 9.6 43.2 41.4 -31.8 -1.2 22.6 49.3 18.5 4.1
Prices Paid 14.9 24.3 70.8 3.0 21.3 40.7 35.5 51.9 2.7 32.8
Prices Received -10.6 7.6 77.6 11.9 -4.3 9.7 21.7 61.6 10.7 11.0
Number of Employees -14.3 16.1 58.8 22.9 -6.8 20.5 25.9 49.3 18.5 7.4
Average Employee Workweek -3.9 14.8 63.4 195 -4.7 28.2 304 54.1 9.1 21.3
Capital Expenditures - - - - -~ 0.8 21.7 58.8 13.2 8.5
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 13, 2009.




