BUSINESS OUTLOOK

March 2002

For the third consecutive month, re-
sponses from the Business Outlook Survey
indicate growthin theregion’s manufac-
turing sector. Indicators for generalactiv-
ity, new orders, and shipments suggest
growth, althoughlevels of theindicators
were not as strong as in the previous
month. Overallemploymentamongfirms
is lower this month, although declines
were smaller than in recent months.
Manufacturers are optimistic that busi-
ness will continue to improve over the
nextsixmonths.

Third Consecutive Month of Growth

The diffusionindex of currentactiv-
ity remained positive for the third con-
secutivemonthbut declined slightly from
16.0in February to 11.4 (see Chart). Fol-
lowing 13 months of negative readings,
the three months of positive indicators
representgrowingevidence ofarecovery
intheregion’smanufacturingsector. More
firms reported increases in activity (35
percent) than decreases (24 percent) this
month, although 37 percentreported no
changein activity.

Indicators for new orders and ship-
mentsalsoremained positive for the third
consecutive month but, like the current
activity index, declined fromlastmonth’s
readings. Thenew ordersindexdeclined
from13.7inFebruary to?7.3,and the ship-
ments index declined from 16.6 to 7.7.
Both unfilled orders and delivery times
held nearly steady this month. The sur-
vey results show smaller declines in in-
ventories thismonth. Althoughaslightly
greater percentage of firms reported de-
clines in inventories (26 percent) than
increases (19 percent), the inventories
indeximproved from-14.8t0-7.1,itshigh-
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estreadingin 13 months.

Demand for labor continues to be
weak despite theimprovementin activ-
ity,although thereissomeindication that
declines are tapering off. The current
employmentindeximproved from-14.7
to -4.6, its highest reading in 16 months.
Theaverage workweek index, however,
receded slightly from-2.9in February to
-9.3 thismonth.

CurrentPrices Are Steady

Over 87 percent of firms surveyed
indicated no change in prices of their
own manufactured goods, and the per-
centage that reported higher prices (7
percent) is about the same as those that
reported lower prices (6 percent). The
percentage of firms reporting a rise in
input prices (9 percent) was higher than
the percentage reporting a decrease (6
percent) for the first time in ninemonths.
Nevertheless, 84 percent of the respon-

dentsreported no changein the prices of
inputs.

There wasanotable change in expec-
tations regarding future price increases
this month, especially for purchased in-
puts. The future prices paid index rose
from23.0inFebruary to 38.3in March, its
highestreadingin 16 months. The future
prices received index rose from 15.8 to
19.4—itshighestreadingin 24 months.

Expectations Continue to Improve
Mostofthesurvey’sindicators for the
nextsixmonthsimproved. Theindexof
future generalactivity increased from51.8
inFebruary to 55.7 thismonth (see Chart).
Nearly 69 percent of the firms surveyed
expectanincreaseinactivity over thenext

To subscribe to this publication call (215)
574-6428. This publication can be found at
www.phil.frb.org.

RESEARCH DEPARTMENT  FEDERAL RESERVE BANK OF PHILADELPHIA

Ten Independence Mall, Philadelphia, PA 19106-1574 * 215-574-6428 * www.phil.frb.org



sixmonths; only 13 percent expecta de-
crease. Indicators for future new orders
and shipments showed similarimprove-
ment. Although delivery times are ex-
pected toremain near currentlevels, un-
filled orders are expected torise over the
next six months. For the first time in 18
months, morefirms expectariseininven-
tories over thenextsixmonths than expect
adecline. The future inventories index
rose from-4.7t0 5.6.

Firms’ expectations regarding em-
ploymentimproved somewhatin March.
The future employmentindexrose from
12.2 in February to 19.9, and the future
workweek index increased from 20.0 to
24.7. Although 56 percentof themanufac-
turing firms expectno changein employ-
ment over the next six months, the per-
centage expectinganincreasein employ-
ment (29 percent) was greater than the
percentage expecting a decrease (9 per-
cent). Responses toaspecial question this
monthindicate thatamongthe 77 percent
of firms expecting toincrease production
over the nextsixmonths, about 56 percent

- Special Questions (March2002)

plans for 2002?

Which of the following statements best describes your current employment

We do not expect to increase production in the next six months...................... 22.9%
We expect to increase production in the next six months..........cccoevevveiniines 77.1%

Total 100.0%
For those expecting to increase production over the next six months, this
will be accomplished by:
Hiring additional WOTKETS ...t 43.8%
Increasing work hours of current staff, without hiring
additional WOTKETS ..o 32.8%
Increasing productivity of current staff, without hiring
additional workers or increasing wWork hours ... 23.4%
Total 100.0%

will accomplish this by increasing the
work hours of existing staff or increasing
productivity (see Special Questions). The
remaining 44 percent expect to increase
employment.

Summary

Manufacturingactivity in theregion
continues toimprove. Survey responses
indicate growthin general activity, new
orders, and shipments. Although more

firms reported declines in employment
than increases, the overall declines are
not as large as in previous months. De-
clinesininventories werenotaslarge this
month, and firms’ forecasts suggest an
expansionofinventoriesin thenear term.
Firmsare becoming more optimisticabout
the growth of new orders over the nextsix
months, and many anticipate an expan-
sion of productionand employment.

HEHNESSOQUH-OOK-SIRME
nimaty[of Returis
M ar ch 2002 Marchvs. February Six Monthsfrom Now vs. March
No Diffusion No Diffusion
Decrease Change Increase Index Decrease Change Increase Index
What isyour evaluation of the level
of general business activity? 235 36.8 3438 114 129 178 68.6 55.7
Company Business Indicators
New Orders 250 419 323 73 129 208 66.0 530
Shipments 249 25 326 17 126 209 625 499
UnfilledOrders 181 644 159 22 95 490 349 254
Ddlivery Times 92 792 100 08 73 742 107 34
Inventories 256 57 185 -71 28 457 284 56
PricesPaid 6.2 844 92 30 00 57.7 383 383
PricesReceived 6.0 873 6.7 0.7 46 679 240 194
Number of Employees 164 L7 118 -46 92 56.0 21 199
Average EmployeeWorkweek 177 739 84 93 111 475 358 24.7
Capital Expenditures — — — — 100 4.1 23 124
Notes: (1) Itemsmay not add up to 100 percent because of omission by respondents.
(2) All data seasonally adjusted.
(3) Diffusionindexesrepresent the percentage of respondentsindicating an increase minus the percentage indicating adecrease.
(4) Survey resultsreflect datareceived through March 10, 2002.




