Economic Research Division

The pace of growth in the manu-
facturing sector is accelerating, ac-
cording to the December Business
Outlook Survey. The diffusion index
for general business activity, the
Survey’s broadest measure of manu-
facturing conditions, increased again
this month and has now registered
sizable increases in each of the last
two months. Those surveyed report
growth in both shipments and new
orders, coupled with declining inven-
tories. Also, respondentsreportstable
empioyment and steady or declining
prices. Although most indicators of
future performance fell somewhat this
month, respondents still expect im-
proved conditions over the next six
months.

CURRENT CONDITIONS

The diffusion index for overall
business activity jumped from 16.6 in
Novemberto 31.5this month, Withthe
exception of a negative reading in Oc-
tober, the index has been positive for
most of this year. The index increased
by 36 points since its negative reading
in October. The rapid increase in the
index overthe lasttwo monthsis strong
evidence of accelerating manufactur-
ing activity.

Individual indicators of manufac-
turing performance are relatively
strong. Nearly a third of the respon-
dents indicate increases in shipments
this month, compared with less than
one-tenth reporting declines. New or-
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ders are strong as well; about 30 per-
cent of survey participants report in-
creases compared with only 5 percent
reporting declines.

An uncommonly large decline in
inventories may bode well for future
activity. The currentinventories diffu-
sion index has declined precipitously
over the last several months, from 4 in
September to its current level of -29
(see chart). About 37 percent of sur-

veyed manufacturers report declines
in inventories this month, while only 8
percent report increases.

Diffusion indexes for unfilled or-
dersand deliverytimes, however, have
not established discernibie trends in
recent months. The diffusion index for
unfilled orders, which stands at -6.7
this month, has remained negative and
near its current level in recent months.
Similarly, the delivery time diffusion
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index, which now stands at -5.4, has
fluctuated within a narrow band.

The majority (80 percent) of sur-
Vey respondents report no change in
employmentlevels. The percentage of
firms reporting increasing employment
(11.2) narrowly outnumbers those with
decreases (9.1 percent). The average
workweek s holding steady this month.

PRICES

According to survey respandents,
the acceleration in the manufacturing
sgctor has not been accompanied by
higher prices for manufactured goods.
The largest percentage of reporters
(7f1 percent) indicates no change in
Prices compared with the previous
month. For the fourth consecutive
month, the percentage of firms report-
Ing decreases in prices (14 percent)
Outnumbers those firms reporting in-
creases (8 percent).

Prices for materials and other pur-

chased inputs are also holding steady.
Almost 67 percent of the manufactur-
ers indicate no change in these costs.
The percentage of firms reporting in-
creases in input prices (19 percent)
only narrowly outnumbers those see-
ing input price reductions (14 percent).

OUTLOOK

Although most future indicators
representing six-month forecasts are
marginally lower this month, manufac-
turers remain optimistic that current
growth will continue. About 69 percent
of the reporting firms expect activity to
increase overthe next six months, and
amuch smaller percentage (9 percent)
expects declines.

Overall, managers of manufac-
turing firms expect improvement in
orders and shipments into midyear
1993. Unfilled orders are expected to
increase over current levels, and deliv-
ery times are expected to remain
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steady. A significant number of plant
managers are also expecting to in-
crease employment over current lev-
els—20 percent of those polied indi-
cate plans to hire additional workers,
compared with 9 percent planning re-
ductions. About 22 percent of the
managers indicate that the average
workweek will also be increased.

SUMMARY

Area manufacturers report accel-
erating activity. The strength is re-
flected in growing orders and ship-
ments and declining inventories. Man-
agers report generally stable employ-
mentlevels this month and depict little
upward pressure on manufactured
goods prices. Respondents expect
current trends to continue, and only a
small number of firms expect any de-
terioration in conditions in the next six
months.
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December Six Months from Now
VvS. VvSs.
indicator November December
[ 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? 0.0 68.5 31.5 315 9.2 21.6 69.3 60.1

Company Business Indicators

New Orders 438 62.1 30.4 25.6 7.4 | 2541 64.1 56.7
Shipments 7.8 53.4 32.9 3.2 32.3 64.5 61.4
Unfilled Orders 16.5 70.6 9.8 6.7 9.6 59.4 25.5 15.9
Delivery Time 9.2 84.0 3.9 -5.4 47 81.6 10.1 5.4
Inventories 36.7 54.8 77 { -29.0 228 | 51.8 226 -0.2
Prices Paid 144 66.8 19.1 5.9 45.7 45.6 39.8
Prices Received 14.2 74.2 7.8 -6.4 7.7 | 595 31.9 242
Number of Employees @ 79.7 @ 2.1 9.0 68.1 20.3 11.3
Average Employee Workweek 12.3 73.7 12.1 -0.2 9.4 69.1 21.6 12.2
Capital Expenditures - J — — — 36 | 554 19.9 16.3

(2) All data seasonally adjusted.

(3) Diffusion indexes represent the percentage of respondents indicating an increase minus the percentage indicating

a decraasna

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