BUSINESS OUTLOOK

June 2008

The region’s manufacturing sector con-
tinued to contract this month, according to
firms polled for the June Business Outlook
Survey. Indexes for general activity, new
orders, shipments, and employment were
all negative this month and registered
lower readings than in May. There was an
appreciable increase in the share of manu-
facturers reporting price pressures this
month, and about one-third of the firms
continued to report higher prices for their
own products. The region’s manufacturing
executives remained optimistic about fu-
ture activity, but most future indicators fell
back from their May readings.

Indicators Reflect Continued Weakening
The survey’s broadest measure of manu-
facturing conditions, the diffusion index of
current activity, decreased slightly, from
-15.6 in May to -17.1 this month. The index
has now been negative for seven consecutive
months. Forty-two percent of the firms re-
ported no change in activity from May, but
the percentage of firms reporting decreases
(34 percent) was twice as large as the per-
centage reporting increases (17 percent).
Other broad indicators also declined this
month. The survey’s new orders index re-
mained negative and decreased nine points.
The current shipments index also decreased
nine points, falling from 2.2 in May to -6.7
this month. Indexes for unfilled orders and
delivery times remained negative this
month, suggesting continued weakness.
Indicators for employment and hours
worked were consistent with the decline in
the other broad indicators. The current em-
ployment index declined from -1.0 to -6.9, its
fifth negative reading in six months. The
percentage of firms reporting a decrease in
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employment (26 percent) exceeded the per-
centage reporting an increase (19 percent).
Edging three points lower, the average
workweek index remained negative for the
sixth consecutive month.

More Manufacturers Report
Higher Input Prices

A larger share of firms — 72 percent, up
from 61 percent in May — reported higher
input prices this month. The prices paid in-
dex jumped 16 points, to 69.3 (see Chart), its
highest reading since November 1980. With
regard to prices for their own manufactured
goods, the largest percentage (56 percent)
reported no price change from May, but the
percentage of firms reporting higher prices
this month (35 percent) was slightly lower
than the percentage last month (43 percent).
The prices received index edged lower, from
31.6 in May to 29.7 in June (see Chart).

In special questions this month, firms
were asked about the impact of higher costs
on prices for finished goods (see Special

Questions). Firms were asked to provide an
estimate of expected price increases for their
own manufactured goods over the next three
months. Sixty-five percent of the firms ex-
pect price increases over the next three
months, 15 percent expect price declines, and
20 percent expect prices to remain constant.
The average price increase expected over the
next three months was 5.4 percent (70 per-
cent of the firms indicated that prices for
their finished goods had already increased
since the beginning of the year, with an av-
erage increase of 3.8 percent for all firms
responding). Firms were also asked about
shortages of raw materials or intermediate
products or delayed deliveries. Twenty-three
percent of firms indicated that they were
experiencing such problems. Only 9 percent
said the problems had affected rates of pro-
duction.

Released: June 19, 2008, 10:00 a.m. ET
The July release of the Business Outlook Survey
will be on Thursday, July 17, at 10 a.m. ET.

FEDERAL RESERVE BANK OF PHILADELPHIA

Ten Independence Mall, Philadelphia, PA 19106-1574 * www.philadelphiafed.org



Outlook Is Less Optimistic

Following significant improvement in
expectations over the last two months, the
future general activity index retreated in
June, falling from a May reading of 28.2 to
21.3. Forty percent of the firms expect
growth in activity over the next six months;
18 percent expect a decline. The indexes for
future new orders and shipments also de-
clined, falling 15 points and 12 points, re-

month. The share of firms reporting higher
prices for final manufactured goods, how-
ever, did not show a corresponding increase
this month. Despite the weakness in current

activity, manufacturers continue to expect
conditions to improve six months out, but
they are slightly less optimistic this month.

Special Questions (June 2008)

1. What impact are these recent cost in-
creases having, or expected to have, on the
prices of your finished products over the next
three months?

2a. Are you currently experiencing short-
ages or delayed delivery of any critical raw

materials or intermediate produc

ts?

spectively. On balance, firms expect only a We expect price decreases 14.6%
slight increase in employment levels over the | We expect steady prices 20.2% Yes 22.5%
next six months. The percentage of firms We expect price increases 65.2% No 71.9%
expecting to add workers (26 percent) is Less than 2.5% 4.5% No response 5.6%
slightly greater than the percentage expect- Between 2.5-5% 28.1% Total 100.0%
O, [0}
ing to make cuts (18 percent), and the future Between 5-7.5% 13.5%
employment index decreased eight points. Between 7.5-10% 11.2% b. If yes, have these problems affected rates
of production?
Summar Between 10-15% 3.3% Yes 9.0%
Th Y , facturi tor sh d Greater than 15% 2.3% No 31.5%
t'e reilon slinanu' ac urmi;e](; or Z 'ov;.e No response 2.3% No response 59.5%
con muef: weakness in June: llbroad indi-  7p 0y 100.0% Total 100.0%
cators o actlYlty were In n.egatlve. terr?tory Avg, expected price change 5 4%
and had declined from their readings in the - "
) . Average reported price increase
previous month. Cost pressures remain . . ) o
. } since the beginning of the year: 3.8%
widespread, with a much larger share of = . : - -
) ; . Firms were asked what increases in prices have already occurred since January.
firms reporting increases for input prices this
BUSINESS OUTLOOK June vs. May Six Months from Now vs. June
SURVEY , ;
Previous Previous
]une 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? -15.6 17.1 420 34.2 -17.1 28.2 39.7 401 184 21.3
Company Business Indicators
New Orders -3.7 21.0 421 33.4 -124 39.6 41.5 39.2 17.3 24.2
Shipments 22 24.6 43.6 31.3 -6.7 35.6 40.9 39.5 17.4 23.5
Unfilled Orders -19.1 6.8 73.3 19.3 -12.5 12.3 21.6 68.3 7.0 14.6
Delivery Times -12.8 4.0 79.2 12.0 -8.0 -2.5 14.6 74.8 8.2 6.4
Inventories -13.1 13.2 57.8 25.8 -12.6 -10.6 13.9 52.7 28.5 -14.6
Prices Paid 53.8 71.5 25.8 2.2 69.3 56.0 73.2 19.7 3.3 69.9
Prices Received 31.6 35.3 55.9 5.6 29.7 26.8 46.6 35.7 11.2 354
Number of Employees -1.0 19.3 50.8 26.2 -6.9 15.5 25.7 49.0 18.4 7.3
Average Employee Workweek -5.6 10.8 65.9 19.7 -8.9 9.2 17.8 60.8 155 2.2
Capital Expenditures - - - - - 19.9 27.2 40.8 234 3.8
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 June 17, 2008.




