BUSINESS OUTLOOK

March 2009

The region’s manufacturing sector con-
tinued to contract this month, according to
firms polled for the March Business Outlook
Survey. Indexes for general activity,
new orders, shipments, and employment
remained significantly negative. Employ-
ment losses were substantial again this
month, with over half of the surveyed firms
reporting declines. Firms continued to re-
port declines in input prices and prices for
their own manufactured goods. Most of the
indicators of future activity suggest that the
region’s manufacturing executives expect
declines to bottom out over the next six
months, but the firms” employment fore-
casts suggest continued weakness.

Indicators Reflect Further Contraction
The survey’s broadest measure of
manufacturing conditions, the diffusion
index of current activity, edged higher,
from -41.3 in February to -35.0 this month.
Last month’s reading was the lowest since
October 1990. The index has been negative
for 15 of the past 16 months, a period that
corresponds to the current recession (see
Chart). Continued weakness was evident
in all of the broad indicators this month.
The survey’s current new orders index
declined nearly 10 points, to -40.7, its low-
est reading since July 1980. The shipments
index increased six points, but this follows
arecord low in February. The survey’s
current inventory index declined precipi-
tously this month, from -24.3 to -55.6, its
lowest reading in the history of the survey.
The current employment index fell for
the sixth consecutive month, declining six
points, to -52.0, its lowest reading in the
history of the survey. Fifty-two percent of
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firms reported a decrease in employment
this month, and no firms reported increas-
es. The average workweek index improved
13 points, but it remains at a low reading of
-31.6.

Declines in Prices Reported

For the fifth consecutive month, firms
reported declines in the prices paid for
inputs and the prices received for their
own manufactured goods. Thirty-seven
percent of the firms reported paying lower
prices for inputs; only 5 percent reported
paying higher prices. The prices paid index
decreased to a record low reading of -31.3
this month. Reflecting weak conditions, 38
percent of the firms reported receiving
lower prices for their own manufactured
goods; only 5 percent reported higher pric-
es this month. The prices received index
remained negative for the fifth consecutive
month and edged five points lower, nearly
matching its record low reading in Decem-
ber 2008.

Six-Month Indicators Are Mixed

The future general activity index re-
mained positive for the third consecutive
month but decreased slightly, from 15.9 in
February to 14.5 this month (see Chart).
The indexes for future new orders and
shipments also decreased but by a larger
amount — each fell 12 points. On balance,
firms still expect decreases in employment
over the next six months: The future em-
ployment index remained negative for the
sixth consecutive month and was virtually
unchanged from its reading last month.
Thirty percent of the firms expect employ-
ment to decline over the next six months;
only 13 percent expect employment to in-
crease. The six-month index for capital
expenditures also declined to a new record
low this month, with 32 percent of the
firms anticipating a reduction in capital
spending over the next six months.
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In special questions this month, firms
were asked about their expectations for
production growth for the upcoming
second quarter (see Special Questions).
Nearly 45 percent of the firms expect de-
clines in production in the second quarter,
while 35 percent expect increases. Nearly
21 percent of the firms are expecting de-
clines of more than 10 percent, and the
average decline was 2.4 percent for the full
sample. Forty-six percent of the firms said
second-quarter production growth would
be worse than the first quarter’s perfor-
mance; 28 percent said the expected
growth represented an improvement.
Among those expecting declines in the
second quarter, a majority (51 percent) in-
dicated that a bottoming out of declines
would occur in the third quarter, 29 per-
cent expect it to occur in the fourth quarter,
and 20 percent think it will happen in the

Summary

According to respondents to the March
survey, activity in the region’s manufac-
turing sector continued to decline this
month. Indicators for general activity,
new orders, shipments, and employment
suggested that declines continue to be
broad-based. Over half of the firms re-
ported declines in employment, and
hours worked continued to fall. Indicators
for industrial prices are at, or near, record
lows for the survey. While the region’s
manufacturing executives continue to
expect some recovery over the next six
months, most indicators of future activity
fell this month. Firms expect employment
losses to continue, and plans for capital
spending continue to be reduced.

Special Questions (March 2009)

1. What change, if any, do you anticipate in
your firm’s production during the second
quarter of 2009 compared to the first quarter?

Decrease of more than 10% 20.5%
Decrease of 5-10% 13.2%
Decrease of 0-5% 10.8%

Total decrease 44.5%
No change 20.5%
Increase of less than 2% 7.2%
Increase of 2-4% 7.2%
Increase of more than 4% 20.5%

Total increase 34.9%

Average: -2.4% Median: 0.0%

2. Would this represent a worsening or im-
provement in growth from the first quarter?

Significantly worse 21.0%
Somewhat worse 24.7% | 45.7%
No change 25.9%
Some improvement 8.6%
Significant improvement 19.8% | 28:4%

3. If production is expected to decline in the
second quarter, when do you expect a bottom-
ing out of the decreases?

first quarter of next year. Third quarter 2009 51.4%
Fourth quarter 2009 28.6%
First quarter 2010 20.0%
Second quarter 2010 0.0%
BUSINESS OUTLOOK March vs. February Six Months from Now vs. March
SURVEY . :
Previous Previous
March 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? 413 13.7 36.7 48.7 -35.0 15.9 40.0 254 | 255 145
Company Business Indicators
New Orders -30.3 10.7 36.3 51.3 -40.7 22.2 37.3 3.0 | 267 10.6
Shipments -32.4 135 46.5 40.0 -26.5 19.6 37.2 30.5 294 7.9
Unfilled Orders -32.1 11.2 54.9 33.9 -22.8 7.3 155 54.5 25.8 -10.3
Delivery Times -29.2 32 62.8 34.0 -30.8 -6.0 9.5 71.9 17.1 -7.6
Inventories -24.3 6.9 30.3 62.5 -55.6 -15.5 15.6 41.3 39.7 -24.1
Prices Paid -13.7 5.3 53.3 36.6 -31.3 2.9 20.7 50.4 23.7 -3.0
Prices Received -27.8 5.2 55.9 37.8 -32.6 -13.4 10.0 51.6 30.5 -20.6
Number of Employees -45.8 0.0 48.0 52.0 -52.0 -16.9 13.2 51.3 29.7 -16.5
Average Employee Workweek -44.9 4.4 54.9 36.0 -31.6 -4.0 21.9 49.0 23.4 -1.5
Capital Expenditures - - - - - -17.8 9.7 44.7 31.5 -21.8
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 March 16, 2009.




