USINESS OUTLOOK

March 2014

Manufacturing activity rebounded in
March, according to firms responding to this
month’s Business Outlook Survey. The sur-
vey’s broadest indicators for general activity,
new orders, and shipments increased and
recorded positive readings this month, sug-
gesting a return to growth following weath-
er-related weakness in February. Firms’ em-
ployment levels were reported near steady,
but responses reflected optimism about add-
ing to payrolls over the next six months. The
survey's indicators of future activity reflected
optimism about continued growth over the
next six months.

Indicators Suggest Activity
Rebounded This Month

The survey’s broadest measure of manu-
facturing conditions, the diffusion index of
current activity, increased from a reading of
-6.3 in February to 9.0 this month, nearing its
reading in January (see Chart). The current
shipments and new orders indexes also re-
turned to positive readings this month. The
demand for manufactured goods, as meas-
ured by the current new orders index, in-
creased from -5.2 to 5.7 this month. Ship-
ments also increased, with its index rising 16
points to a reading of 5.7. Firms reported,
on balance, shorter delivery times and an
increase in unfilled orders this month. Low-
er inventories were also reported in March.

Indicators suggest stable labor market
conditions this month. The employment
index remained positive for the ninth con-
secutive month but edged 3 points lower,
suggesting near-steady employment: The
percentage of firms reporting increases in
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employment (17 percent) edged out the per-
centage reporting decreases (15 percent).
The workweek index was slightly positive
this month, following negative readings
over the previous two months.

The survey’s price diffusion indexes fell
slightly this month, suggesting moderate
price pressures. The prices received index
decreased 3 points, to 4.3. Thirteen percent
of the firms reported increases for their own
products, while 9 percent reported price
reductions. The largest percentage (77 per-
cent) indicated that their firms’ prices were
steady this month. The prices paid index
edged slightly lower, to 13.9. Nineteen per-
cent of the firms reported higher input pric-
es, down from 24 percent in February.

Expectations for Growth Remain Optimistic
Firms remain optimistic about the growth
of overall manufacturing activity for the next
six months. The future general activity index
remained at a relatively high reading; how-

ever, the index decreased 5 points from its
reading in February (see Chart). Indexes for
future new orders and shipments moved in
opposite directions but remained at high
readings. The future new orders index de-
creased 3 points, while the future shipments
index increased 5 points. The future em-
ployment index continues to reflect confi-
dence about future conditions: The index
increased 13 points this month, marking its
highest reading since last September. The
percentage of firms expecting employment
growth increased from 27 percent in Febru-
ary to 34 percent this month.

In special questions this month, firms
were asked about their expectations for capi-
tal spending for 2014 compared with 2013
(see Special Questions). Nearly 49 percent of
the firms indicated that total capital spend-
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ing would increase this year compared with
2013; 21 percent indicated that spending
would decrease. Expected high sales growth
and the need to replace equipment were the
most cited reasons for the increase. Among
the firms that did not plan to increase capital
spending, the most cited reasons were low
sales growth, low capacity utilization, and a
limited need to replace capital and technolo-
gy equipment.

Summary

The March Business Outlook Survey sug-
gests that activity in the region’s manufac-
turing sector rebounded following a month
of decline in February. Firms reported in-
creases in overall activity, new orders, and
shipments this month. Price pressures re-
mained moderate. The survey’s future activ-
ity indexes indicate that firms expect contin-
ued growth and employment increases over
the next six months.

Special Questions (March 2014)

lower than, or the same as last year?

1. Do you expect the following capital spending categories in 2014 to be higher than,

Higher Lower Same Diffusion Index
(Higher-Lower)
Total Capital Spending 48.6% 21.4% 24.3% 27.2%
Noncomputer equipment 37.1% 20.0% 40.0% 17.1%
Software 34.3% 20.0% 42.9% 14.3%
Computer and related hardware | 28.6% 15.7% 52.9% 12.9%
Energy saving investments 12.9% 10.0% 71.4% 2.9%
Structures 24.3% 18.6% 54.3% 5.7%

hind your plan to increase capital spending?*

2. If your firm plans to increase total capital spending, what are the major factors be-

Expected growth of sales is high 50.0%
Need to replace other capital goods 47.1%
Need to replace information technology equipment 41.2%
Capacity utilization is currently high 38.2%
Firm'’s cash flow or balance-sheet position has improved 14.7%

tors behind your plan not to increase capital spending?*

3. If your firm does not plan to increase total capital spending, what are the major fac-

Expected growth of sales is low 53.8%
Capacity utilization is currently low 53.8%
Limited need to replace other capital goods 53.8%
Limited need to replace information technology equipment 42.3%
Firm’s cash flow or balance-sheet position has deteriorated 11.5%

factor if applicable. Shown are the top five factors cited.

*The sum of percentages may be greater than 100 due to firms indicating more than one

BUSINESS OUTLOOK March vs. February Six Months from Now vs. March
SURVEY 4 :
Previous Previous
March 2014 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? -6.3 33.2 418 24.2 9.0 40.2 52.2 29.9 16.8 35.4
Company Business Indicators
New Orders 5.2 31.8 422 26.0 5.7 354 49.8 295 17.6 322
Shipments -9.9 32.4 40.8 26.7 5.7 36.0 57.3 26.4 16.3 411
Unfilled Orders -2.6 17.0 66.2 14.3 2.6 6.7 15.8 62.1 17.0 -1.3
Delivery Times 29 14.9 65.3 17.6 -2.7 -0.3 19.7 59.5 14.3 54
Inventories 3.6 19.4 51.9 26.3 -6.8 4.6 27.2 51.7 15.0 12.2
Prices Paid 14.2 19.0 75.0 5.1 13.9 18.2 33.4 60.0 40 294
Prices Received 7.6 13.0 77.2 8.7 43 16.3 23.5 61.6 7.6 15.9
Number of Employees 4.8 16.7 66.3 15.0 1.7 16.5 343 58.0 52 29.1
Average Employee Workweek -7.0 22.0 54.5 19.0 31 1.1 15.5 60.6 15.8 -0.3
Capital Expenditures - - - - - 19.9 36.9 50.6 5.6 31.3
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 18, 2014.




