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For the firsttimeinmorethanayear,
manufacturing firms’ responses from the
Business Outlook Survey indicate an in-
creaseinactivity. Mostindicators of cur-
rentmanufacturing performanceshowed
marked improvement this month, al-
thoughemploymentisstillreported tobe
indecline. Expectations for growthover
thenextsixmonthsalsoimproved some-
what.

CurrentIndicators Improve This Month

Theindexof current generalactivity
increased fromarevised readingof -12.6
in December to 14.7 this month, the first
readingabove zero since November 2000
(seeChart).! Arecoveryin themanufac-
turing sector is not guaranteed by one
month’s increase in activity. Butalmost
one-third of themanufacturers reported
growth in overall business; 18 percent
reported deterioration. Othersurveyin-
dicatorsshowed a similarimprovement
compared to December. The currentnew
ordersindexincreased fromarevised —6.2
in December to 12.6 this month, the first
positive reading in 13 months. The cur-
rentshipmentsindexalsoimproved, from
a revised —12.1 to 14.4. Unfilled orders
continued to decline, but the index rose
from-13.7in December to-7.0 thismonth.
Delivery times are, on balance, shorter:
thedelivery timesindexremained nega-
tive, falling slightly from a revised -11.6
lastmonth to-14.4.

Demand for labor continues to be
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weak, and firms shed fewer jobs this
month compared to previous months.
Thecurrentemploymentindeximproved
significantly, however, from a revised
-21.9in December to -9.3 this month, its
highestreadinginsixmonths. Although
10 percent of firms reported increases in
employment this month, 19 percent re-
ported reductions. Thecurrentaverage
workweekindexalso showed improve-
ment this month, increasing from a re-
vised -15.6in December to-5.0.

No Price Pressures Evident

Survey indicators continue to sug-
gestdiminished price pressures forboth
inputsand manufactured goods. Forthe

! Each year, the Federal Reserve Bank of Philadelphia revises historical data for the Business Outlook
Survey after calculating new seasonal adjustment factors. The supplemental tables included with
this month'’s release contain revised data for all of the current diffusion indexes and the future
general activity index. Since all of the series were affected by the revisions, the complete revised
series as well as revised historical data prior to 1995 are available on our Internet site with detailed

instructions for downloading. The address is http:/www.phil frb.org/econ/bos/boshistory.html.

seventh consecutive month, more firms
reported declines in prices forinputs (18
percent) thanincreases (13 percent). With
regard to prices of their own manufac-
tured goods, 15 percent of the firms re-
ported lower prices; 8 percent reported
higher prices. The prices received index,
which has remained negative for 15con-
secutive months, was less negative this
month.

Six-Month Forecasts Show Optimism
Manufacturing firmsareapparently
beginning 2002 optimisticaboutbusiness
growthoverthenextsixmonths. Nearly
64 percent of the firms expect growth in
overallbusiness over the nextsixmonths,
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and only 11 percentexpectdeterioration
in business. The future general activity
indexedged higher thismonth, increas-
ingfromarevised46.7in December to53.2
(see Chart). Indicators for expected new
ordersand shipmentsalsoincreased from
their Decemberreadings: the future new
ordersindexjumped from 37.7in Decem-
ber to 51.1 this month, and the future
shipmentsindexincreased fromarevised
39.1 to 50.0. Firms, on balance, expect
unfilled orders to increase from current
levels,and delivery times areexpected to
edge up some. The future inventories
index edged higher for the fourth con-
secutivemonth, increasing fromarevised
-6.3to0-5.2,itshighestreadingin 16months.

Firms’ expectations regarding em-
ploymentarelessencouraging than their
outlook for futureactivity. Althoughal-
most64 percentof the manufacturers ex-
pect business growth in the first half of
2002, only 24 percentof the firms expect to
expand employment. Over 14 percentof
firms expectdeclines inemployment. In
response toaspecial questionaboutem-
ployment plans for this year, 15 percent of
themanufacturers reported that theyex-
pect to hire or rehire workers in the first

- Special Question (January 2002

Which of the following statements best describes your currentemployment

plans for2002?
Weare planning to hire or rehire workers in the first quarter ................. 14.5%
Weare planning to hire or rehire workers in the second quarter ........... 21.0%
Weare planning to hire or rehire workers after thesecond quarter ....... 14.5%
Weare planning no change in our workforce this year ...........ccccceuucce.. 36.7%
Weare planning to reduce our workforce this year..........ccocecccuvenvcurennnce. 13.3%
TORAL oottt aes 100.0%

ported that they expect to hire or rehire
workers in thesecond quarter (see Special
Question). Almost 15 percent reported
they plan to hire or rehire workers after
thesecond quarter. Increases in business
growth over the next six months will
apparentlyalsoresultina higheraverage
workweek: the future workweek index
edged up from 17.2in December to 22.1.
Nearly one-third of the firms expect
higher average hours over the next six
months.

Capitalexpenditure plansimproved
notably this month. Theindex for future
capitalexpendituresincreased fromare-
vised 9.5in December to 25.6 thismonth—

30 percent of the firms expect growth in
capitalspendingover thenextsixmonths.

Summary

Compared with levels in December,
indicators of generalactivity, new orders,
and shipments improved this month.
Despite thisimprovement,employment
losses continue,although theyarenotas
greatas in previous months. Optimism
aboutrecovery of theregion’s manufac-
turing sector remains high, and over 35
percentof the firms polled expect toadd
workers over thefirsttwo quarters of the
year. This month’s survey also suggests
animprovement in capital expenditure
plans in 2002.

quarter.andan additional 21p re- thehighestreadingin 16 months. Nearly
—BUSINESSOUTIL QDK JURVE
mmary [of Refurms
Jahtalyl 2002 January vs. December
No Diffusion
Decrease Change Increase Index

What isyour evaluation of the level
of general business activity? 175 497 P22 147

Company Business Indicators
New Orders 177 520 303 126
Shipments 174 50.1 318 144
UnfilledOrders 149 773 78 -70
Ddlivery Times 172 80.0 28 -144
Inventories 327 496 148 -179
PricesPaid 184 69.0 126 -59
PricesReceived 146 779 75 -71
Number of Employees 193 682 100 93
Average EmployeeWorkweek 210 630 160 -50
Capital Expenditures — — — —

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

All data seasonally adjusted.

Diffusion indexes represent the percentage of respondentsindicating an increase minus the percentage indicating a decrease.
Survey results reflect data received through January 10, 2002.

No Diffusion
Decrease Change Increase Index
107 168 638 532
119 178 63.0 511
nv 184 617 50.0
69 557 303 234
81 729 132 52
326 363 274 -52
106 50.0 309 203
105 60.1 25 120
143 574 243 101
10.7 506 328 21
42 423 298 256

Six Months from Now vs. January




Business Outlook Survey

Selected Revised Diffusion Indexes

(1995-2001)*

Jan Feb Mar Aprili May Jun @ Jul Aug Sep  Oct Nov Dec
Current General Activity
1995 838 92 22 -112 85 209  -199 11 262 218 52 195
19%  -147 438 30 212 19.7 210 292 137 130 82 109 75
1997 128 170 14.1 6.6 13 80 201 171 190 191 197 146
1998 18.7 136 11.7 8.6 135 242 83 101  -140 27 5.1 24
1999 143 16.6 58 27 135 64 97 125 142 136 205 116
2000 129 174 207 97 143 3.7 46 154 59 20 66  -106
2000 -336 254 201 -113  -119 50 -124 200 88 285 -185 -126
CurrentNew Orders
1995 83 113 6.7 75  -128 206 -172 -70 300 165 71 136
19%  -163 18 -14 168 243 23 200 160 177 101 115 111
1997 192 189 16.1 10.3 5.7 169 243 168 206 165 175 15.3
1998 15.5 21 15.0 117 165 17.7 84 99 -19 6.4 -6.9 5.3
1999 19.6 197 198 19.1 194 149 102 157 95 266 207 14.5
2000 6.7 14.0 169 16.5 143 77 70 113 132 0.8 35 20
2001 254 -146 6.5 7.2 70 7.7 58 218 03 -145 -173 6.2
Current Shipments
1995 98 255 124 2.1 23 85  -129 90 274 159 -1.5 13.1
19% 109 134 25 254 276 269 334 169 252 123 164 11.5
1997 148 127 200 16.2 104 89 251 168 160 142 129 10.3
1998 17.2 184 133 146 123 216 66 178 85 145 41 11.0
1999 18.8 174 138 133 176 11.0 149 147 94 24 272 109
2000 190 255 229 170 143 52 133 121 151 -111 142 09
2001 268  -26.2 -34 0.2 0.2 57 -179  -159 66 -143 -199 -121
Current Unfilled Orders
1995 29  -118 127 279 -184 287 427 -147 53 -1.3 438 5.2
19  -312 -173 -124  -133 -5.6 59 2 -1.7 36 -102 5.8 -6.5
1997 938 52 -101 6.0 6.5 2.2 0.6 5.2 -1.5 73 -6.0 -79
1998 9.6 04 29 46 0.1 27 57 80 85 -105  -112 49
1999 3.2 6.0 29 0.6 5.2 -6.6 54 0.1 0.5 0.5 0.0 -1.3
2000 0.1 38 27 0.3 3.7 97 -114 27 -139 -34 03  -146
2000 226  -161  -195 -194  -155 87 -168 -282 90 -147 -126 -137
Current Delivery Times
1995 -88 86 -152 -156 -168 -248 -233  -168 73 5.0 20 09
19% 93  -125 35 -140 79 0.7 15 58 37 -130 8.6 72
1997 -104 5.2 33 78 -126 40 438 2.2 0.2 88 -64 -84
1998 6.9 5.5 -38 45 12 5.6 56 0.3 58 -1.5 8.7 77
1999 78 24 -5.0 0.1 6.1 03 4.6 -1.7 5.0 -70 -1.5 86
2000 44 0.5 15 0.3 59 95 75 -101  -146 72 113 -127
2001 -20.0 89 204 -173  -139 -112 -168 269 -122  -167 -119 -116

* Revised historical data prior to 1995 and revisions to other series are available on the Bank's Internet site at
http://www.phil.frb.org/econ/bos/boshistory.html.




Jan Feb  Mar April May Jun Ju  Aug Sep Oct Nov  Dec
CurrentInventories
199  -132 31 -102 97 -171 62 -156 -171 -64 -1.5 13 -156
199 70 -134 125 170 -106  -130 -68 -159  -122 45 -121 -29
1997 4.6 82  -129 77 -134 5.2 -6.3 5.2 44  -122 -6.9 -83
1998 4.7 7.5 26 -162 -15 -67 -101 -138 -150 -148 -141 -156
1999 -178  -106 97 08 -166 -118 -101 5.8 27 91 81 32
2000 3.6 8.0 38 6.5 42 -13 -17 - -102 -18 73 48  -101
2000 -11.8 63 21 -172 -126 -179 -181 200 264 -172 -149 -136
Current Prices Paid
199 554 474 424 326 309 258 231 16.6 137 248 10.2 22
1996 129 -1.2 01 11.0 114 15.3 119 6.7 157 189 13.6 115
1997 82 121 119 16.9 15.5 13.8 175 168 127 163 17.8 20.2
1998 164 11.3 10.3 33 33 35 44 75 50  -115 95 -89
1999 -7.8 6.7 15 28 39 10.2 149 129 115 245 256 26.1
2000 240 390 315 320 310 291 265 2838 244 221 20.7 158
2001 13.6 129 14.0 6.6 23 16.5 -5.0 -89 -133 214 -176  -118
CurrentPrices Received
199 230 15.5 15.0 6.3 6.2 09 5.2 5.2 32 11 -59 6.1
199 75 -163 93 -5.0 3.1 24 -16 -31 40 32 -1.7 20
1997 21 35 -3.3 -1.8 -1.6 11 36 0.6 -14 10 5.0 16
1998 31 0.1 -1.8 13 -1.0 -19 -6.5 -84  -111  -121  -148 -127
1999  -146 -64 -85 72 -6.6 96 37 25 24 43 94 21
2000 84 92 82 17.3 75 6.7 6.8 16 02 17 -11 -36
2001 4.0 21 4.3 7.8 24 68 -113 -117 -120 -146 -151 -157
Current Numberof Employees
199 17 9.8 03 -185 -146 -139 201 -131 85 24 33 -110
1996 9.0 -79 4.1 0.3 42 31 76 30 72 05 21 -1.0
1997 5.0 26 46 48 6.7 87 54 99 -33 24 34 92
1998 09 15.1 91 4.5 5.1 6.0 48 59 0.0 79 260 25
1999 24 038 038 32 48 23 15 29 8.0 8.5 164 144
2000 127 14.5 14.2 13.7 94 38 79 123 6.0 0.8 46 -114
2000 -208 8.5 78 -127  -113  -136 -84 -143  -185 264 216  -219
Current Average Employee Workweek
199 74 0.5 72 -114 198 -162 51 -26 -5.3 65 -110
199 93 -108 -135 26 47 16 55 0.7 0.1 -6.0 4.7 18
1997 6.1 0.1 0.2 04 2.7 3.1 -1.3 0.1 -3.0 0.6 20 1.5
1998 6.2 94 0.3 8.7 -1.0 47 -3.8 -26 -37 09 -184 6.2
1999 -64 5.9 71 8.6 17 6.1 -15 43 -33 57 49 0.2
2000 1.8 81 14.5 59 52 4.5 43 0.0 0.3 99 27 -147
2000 -237 24 -142 25 172 -175 -185 241 177 217 -144  -156
Future General Activity
199 16.6 87 6.0 -1.1 14.8 15.5 24 282 274 317 293 73
1996 232 282 19.8 236 279 416 384 252 23 215 187 323
1997 261 277 232 235 15.2 18.7 148 169 253 285 30.0 272
1998 18.1 154 275 217 235 6.6 49 5.6 36 27 10.8 17.5
1999 254 247 216 207 239 14.1 10.1 19.8 47 117 221 273
2000 202 18.8 71 13 5.2 11.6 165 127 24 129 78 -29
2000 -130 6.6 204 263 307 553 350 373 482 498 453 467




