BUSINESS OUTLOOK

November 2009

Activity in the region’s manufacturing sec-
tor is picking up, according to firms polled for
this month’s Business Outlook Survey. Indexes
for general activity, new orders, and ship-
ments all improved this month. The overall
level of employment was mostly steady this
month, and the average work hours index was
positive for the first time in more than two
years. The region’s manufacturing executives
expect increasing activity over the next six
months, although expectations have mod-
erated somewhat in the last several months.
Low rates of current capacity utilization are
suppressing capital spending plans.

Indicators Suggest Activity Is Picking Up

The survey’s broadest measure of manufac-
turing conditions, the diffusion index of cur-
rent activity, increased from a reading of 11.5 in
October to 16.7 this month. The index has now
remained positive for four consecutive months
(see Chart). The percentage of firms reporting
increases in activity this month (29 percent)
exceeded the percentage reporting decreases
(12 percent). Other broad indicators suggest
similar improvement this month. The current
new orders index also remained positive for
the fourth consecutive month and increased
nine points. The current shipments index in-
creased 12 points. The current inventory index,
although still negative, increased 15 points,
from -31.8 in October to -17.3 this month. In-
dexes for unfilled orders and delivery times
remained negative.

Labor market conditions have been stabiliz-
ing in recent months. The current employment
index increased six points, from -6.8 to near
zero. The percentage of firms reporting em-
ployment increases and decreases were essen-
tially the same this month (14 percent). The
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workweek index edged seven points higher in
November to its first positive reading in 23
months.

Prices of Manufactured Goods Are Near
Steady

Recently reported declines in prices for
manufactured goods were not as widespread
this month. The prices received index in-
creased three points, to -1.5, suggesting nearly
steady prices for manufactured goods this
month. Still, firms continue to report higher
prices for purchased inputs. The prices paid
index, which had been increasing for three
consecutive months, fell back six points this
month, to 14.9.

Manufacturers Are Generally Optimistic
The future general activity index remained
positive for the 11th consecutive month but de-
creased from 39.8 in September to 36.8, its low-
est reading since April (see Chart). Despite
lower readings in recent months, indicators of
future activity remain near levels not seen since

2004. Indexes for future new orders and ship-
ments declined this month, falling five points
and nine points, respectively. For the seventh
consecutive month, the percentage of firms ex-
pecting employment to increase over the next
six months exceeded the percentage expecting
declines (27 percent versus 19 percent).

In this month'’s special questions, firms were
asked about their current capacity utilization
and capital spending plans (see Special Ques-
tions). Over 58 percent of the firms indicated
that their current capacity utilization rate was
less than 70 percent; only 8 percent of firms re-
ported utilization rates lower than 70 percent
before the beginning of the recession. The per-
centage of firms that indicated capital spending
on plant and equipment would be lower next
year (41 percent) substantially exceeded the
percentage that indicated capital spending
would be higher (16 percent). Firms indicated,
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on average, that capacity utilization would need
to increase to nearly 84 percent before they
would be inclined to increase spending to in-

crease capacity at their plant.

Summary

According to respondents to the November
Business Outlook Survey, manufacturing condi-

tions are improving. The survey’s indicators for

general activity, new orders, and shipments
were higher this month. Employment was near-
ly flat this month, and more firms reported an
increase in work hours. Firms still expect con-

tinued improvement over the next six months,
although future indicators suggest that optim-
ism has waned somewhat in recent months.

Capital spending plans are being held back by

low plant utilization rates.

Special Questions (November 2009)

1. Which of the following best characterizes your plant’s current capacity
utilization and the rate at the peak of business before the recession?

Capacity Utilization Current Before Recession
Rate (% of reporters) (% of reporters)
Less than 60% 33.7 1.2
60%-70% 244 7.0
70%-80% 18.6 20.9
80%-90% 10.5 37.2
90%-100% 4.7 25.6
NR 8.1 8.1

2. Is your firm increasing or decreasing spending on plant and equipment
over the next year?

Increasing 16.3
Decreasing 40.7
Spending will be about the same as in 2009 25.6
N.R. 174

3. At what capacity utilization rate would you be inclined to increase your
spending to increase capacity at your current site?

Mean

83.7%

Standard Deviation

14.3%

BUSINESS OUTLOOK November vs. October Six Months from Now vs. November
SURVEY , :
Previous Previous
November 2009 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? 115 285 56.4 118 16.7 39.8 489 307 | 122 36.8
Company Business Indicators

New Orders 6.2 305 50.6 15.7 14.8 403 48.6 349 129 35.7
Shipments 3.3 30.3 46.8 14.6 15.7 37.8 44.7 35.0 155 29.2
Unfilled Orders -1.3 15.1 57.2 20.6 -5.4 12.3 20.0 55.2 17.9 21
Delivery Times 9.3 2.1 76.6 14.8 -12.7 3.2 7.0 69.5 149 -7.9
Inventories -31.8 11.0 59.1 283 -17.3 4.1 25.1 45.6 19.1 5.9
Prices Paid 21.3 24.2 60.1 9.3 14.9 32.8 34.1 55.6 3.3 30.8
Prices Received -4.3 18.0 58.3 195 -1.5 11.0 18.8 56.8 17.6 1.2
Number of Employees -6.8 13.9 68.9 14.3 -0.5 7.4 27.1 48.3 18.9 8.3
Average Employee Workweek -4.7 15.0 64.0 13.1 2.0 21.3 23.0 59.3 13.1 9.9
Capital Expenditures - - - - -~ 8.5 25.4 51.8 11.6 13.8

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 November 16, 2009.




