Economic Research Division

Conditions in the manufacturing
sector have weakened, according to
this month’s Business Qutlook Sur-
vey. The diffusion index for general
business activity registered a negative
reading this month, after being posi-
tive for seven consecutive months.
Individual indicators of manufacturing
activity also deteriorated, led by an
increase in firms reporting reductions
innew orders. Survey responses sug-
gest that shipments are nearly un-
changed from those of the previous
month. Although a weakening of de-
mand is reported this month, expecta-
tions about future activity have not
deteriorated. Respondents, on bal-
ance, continue to expectimprovements
in business over the next six months.

CURRENT CONDITIONS

The diffusion index for overall busi-
ness activity fell from a level of 14.7 to
-4.7 this month. Although 56 percent of
those responding to the survey report
no change in activity, the percentage
indicating declines from the previous
month (25 percent) outnumbers that
indicating increases (20 percent). This
is the first time since February that the
percentage of firms reporting declines
in activity outnumbers the percentage
reporting increases.

Individual indicators of economic
activity suggestthatdemand formanu-
factured products has weakened and
that production has flattened. The
shipments diffusion index has fallen
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from a level of 17.3, recorded in Sep-
tember, to 3.0 this month. Shipments
are increasing at 25 percent of the
firms polled this month, comparedwith
22 percent reporting declines. New
orders, which had been relatively
strong over recent months, aiso dete-
riorated this month, according to sur-
vey respondents. The new orders
diffusion index declined from 20.9 to
-4.6 this month, reflecting a large in-
crease in the number of firms report-

ing declining orders.

On balance, surveyed participants
also report a drop in employment this
month. Although a majority of manu-
facturing firms (68 percent) report no
change in payrolls, the percentage re-
porting cuts in their work force (20
percent) outnumbers the percentage
making additions (12 percent). The
employment index, which now stands
at -8.5, has fallen from areading 0f 0.4
in September.
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PRICES
Slackdemandis apparently placin
additional downward presZt?re og
1 manufactured goods prices. Output
i prices remain unchanged from the pre-
vious month at about 82 percent of the
Manufacturing establishments. About
13 percent of those polled indicate
declines in their prices this month, out-
numbering those reporting price in-
Creases (only 4 percent).
For the first time since January, the
Percentage of firms reporting declines
N prices for raw materialg and other
purchgsed inputs outnumbers those
feporting increases, Although 77 per-
cent of the firms report no change in
these costs, more than 11 percent re-
portdeclines, compared with less than
1p‘pgroent reporting increases. The
diffusion index for prices paidby manu-
facturgrs Now stands at-1.7, its lowest
levelsince April 1986. Only three other
months have registered a lower number
Since the beginning of this series in 1968.

OUTLOOK
Although most current indicators

are down this month, most indicators
regarding activity expected over the
next six months are steady or im-
proved. The overall diffusion index for
future activity increased from a level of
55.7 in September to 60.9 this month.
About 66 percent ofthe reporting firms
expect conditions to improve in the
next six months, compared with just 5
percent expecting a deterioration in
conditions. Expectations regarding
shipments and new orders remain
positive; more than half of the firms
surveyed forecast gains, while less
than 1 in 10 anticipate decreases. On
balance, reporters expect unfilled or-
ders to increase and delivery times to
hold steady.

With respect to labor market condi-
tions, most firms (55 percent) expectto
maintain current levels of employment
during the next six months. The per-
Centage of firms anticipating increas-

ing employment (30 percent) is twice
the percentage expecting reductions
(15 percent). On balance, firms ex-
pect the average workweek to grow
over the next six months as well.

SUMMARY
Responses from the October Busi
ness Outlook Survey suggest that the
region’s manufacturing sector is weak-
ening. Shipments are virtually un-
changed from the levels reported in
the previous month. Most currentindi-
cators, especially new orders, showed
some deterioration this month. Sur-
vey responses also indicate thatslack-
ening demand is placing additional
downward pressure on both input and
output prices. An apparent weaken-
ing in business conditions, however,
has not affected firms’ expectations
for the future--few firms expect any
deterioration in business over the next

six months.

BUSINESS OUTLOOK SURVEY

Summary of Returns
October 1992

F October Six Months from Now
VS. VvS.
Indicator September October

No Diffusion No Diffusion

Ganeral Business Cordiiions Decrease Change| Increase | Index | Decrease|Change | Increase| Index

What is your evaluation
of the level of general
business activity? 24.5 556 | 19.9 4.7 48 | 279 | 658 | 609
Company Business Indicators

Ne_w Orders 29.8 45.1 25.2 4.6 77 | 276 | 647 | 570
Shlf)ments 21.7 53.5 24.7 3.0 6.2 | 342 59.6 53.4
;J:f'lled Orders 17.1 71.9 9.5 7.7 62 | 60.2 32.1 25.9
‘nv:::yﬂ;;me 14.4 752 | 105 | 39| 122 | 716 | 144 | 23
Prices Paig 29.7 49.5 20.8 -8.9 26.5 | 534 19.5 -7.0
Prices Received 11.3 76.7 9.7 -1.7 1.7 | 465 49.9 48.2
Number of Employeos 13.1 82.1 4.0 -9.1 3.8 61.8 34.5 30.7
Average £ 20.2 68.0 11.8 -8.5 15.0 55.0 30.0 15.0
Capn: o pn:,ldo;ee Workweek 16.8 68.0 12.4 -4.4 36 | 675 23.0 19.5
ures — — — — 7.7 | 468 | 331 | 254

N .
otes:(1) ltems may not add up to 100 percent beca

(2) All data Seasonally adjusted.
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use of omission by respondents.



