Economic Research Division

The expansion inthe manufactur-
ing sector continues, according to
this month's Business Outlook Sur-
vey. Forthe third consecutive month,
all of the survey’s measures of eco-
nomic performance improved, reach-
ing their highest levels in more than
four years. In their forecasts for the
next six months, respondents indi-
cate that growth will continue.

CURRENT CONDITIONS

The diffusion index for overall
business activity increased from a
revised level of 33.6 in December to
38.1 this month.' The index, which
has increased in each of the last
three months, is nearly 38 points
higher than its reading in October.

All individual indicators of manu-
facturing performanceincreasedthis
month, corroborating the evidence
from the overall index of improved
conditions inthe manufacturing sec-
tor. About 43 percent of the respon-
dentsindicateincreases inshipments
this month, compared with 10 per-
cent reporting declines. New orders
also show improvement: 46 percent
of the surveyed manutacturers re-
port more new orders this month;
only 13 percent report fewer. Diffu-
sionindexes forboth new orders and
shipments have increased for the
past three months, and the indexes
are at their highest levels in more
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than four years.

Those surveyed also report that
current inventories are declining.
The currentinventories index, which
declined precipitously in December,
remains negative this month; almost
41 percent of the manufacturers
report a drop in inventories from the
previous month. That production is
not keeping up with demand is also
suggested by a sharp increase in
the unfilled orders index, from -2.6
in December to 15.3 this month—
the first positive reading of this index

since March 1992 (see chart). The
ditfusion index on delivery time also
moved into the positive range this
month, indicating an expansion in
activity.

The current employment index
improved marginally this month, to
5.3 from a level of -0.4 in December,

The revisions are the resuit of new seasonal
factors calculated at the beginning of each calen-
dar year. The December 1992 index was revised
from 31.5 to 33.6. Historical revisions are avai-
able upon request from the Fed's publications .
desk 215-574-6428.
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but the majority of survey respon-
dents (71 percent) report no change
in employment levels. Firms report-
ing increasing employment (17 per-
cent) outnumber those reporting de-
creases (12 percent). The average
workweek index also showed im-
provement. ltincreased 12 points, to
11.9; this is the first positive reading
registered by the index since Sep-
tember.

PRICES

A larger percentage of those sur-
veyed report higher prices for their
goods this month. About 11 percent
of survey respondenis received
higher prices for their goods, com-
pared with the previous month. Only
3 percent reported price declines,
but the largest percentage (81 per-
cent) report no change. The diffu-
sion index forcurrent prices received,
which had remained negative for
three consecutive months, increased

1+ points, to a level of 8.0, in Janu-
ary. More firms report higher prices
for their raw materials and other
purchased inputs. Aithough 83 per-
centofthose polledreportnochange
in input costs, the percentage re-
porting increases in their prices (13
percent) exceeds the percentagere-
porting dec.. s (4 percent).

OUTLOOK

in their forecasts for the next six
months, most firms see business
conditions continuing to improve.
Nearly 70 percent of polled manu-
facturers expect the current level of
activity to increase, and only 5 per-
cent of the firms expect a decline.
Survey responses regarding future
shipments and new orders reflect
similar optimism.

Surveyed firms expect a continu-
ingincrease indemand fortheirprod-
ucts, and they are evidentiy planning
to step up production in response.
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Overthe next six months, almost 35
percent anticipate increases in the
average workweek, and 32 percent
intend to increase capital expendi-
tures. Still, unfilled orders are ex-
pected io inc 2ase over the next six
months, aric delivery times will
iengthen, according to those polled.

SUMMARY

Respondents to this month’s Busi-
ness Outlook Survey report another
month of increasing activity; new
orders and shipments show contin-
ved strength. Declining inventories
and increases in unfilled orders sug-
gest an expansion of activity in the
near term. The recent growth in de-
mand for manufactured products is
expected to continue over the next
six months, and manufacturing firms
report plans to boost production fur-
ther and increase hinng.

Indicator

January 1993 Six Months from Now
v§. vs.
December January
No Diffusion No Diffusion

Decrease | Change| Increase | Index

Decrease| Change

Increase| Index

General Business Conditions
What is your evaluation
of the level of general
business activity?

53 48.2 434 38.1

4.7 252 69.8 65.1

TCompany Business Indicators
New Orders

Shipments

Unfilled Orders

Delivery Time

Inventories

Prices Paid

Prices Received

Number of Employees
Average Employee Workweek

Capital Expenditures

12.8 39.2 46.1 33.3
9.9 448 43.3 33.4
10.4 59.7 25.7 15.3

4.3 83.7 10.3 6.0
40.5 48.7 10.8 -29.8
42 83.0 12.8 8.6
3.0 81.0 11.0 8.0
11.5 70.8 16.8 5.3

6.2 71.2 18.0 11.9

1.9 31.0 67.1 65.2
3.9 31.2 61.8 57.9
6.8 57.4 35.8 28.9
46 78.7 16.3 11.7
27.0 46.2 26.9 -0.1
0.7 51.5 46.6 45.9
2.8 64.4 28.6 25.8
7.8 63.2 28.7 20.9
2.1 63.4 34.5 324
6.5 50.4 31.9 254

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

(2) All data seasonally adjusted.

(3} Dittusian indexes represent the percentage of respondents indicating an increase minus the percentage indicating
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