FED Beige Book Economic Scene

Boston Fed Bank Region

Money & Banking (ECO3223)

April 20, 2005

Richard Alpizar

Melinda Elannan

Alia Luria

September 20, 2000 (Best Month in the Last Business Cycle)


In the retail sector, though some retailers were seeing flat or declining sales at this time, other retailers, namely specialty and consumer electronics retailers, as well as the hospitality industry, were seeing growth in sales, reporting double digit increases. Most retailers surveyed said they were going to hold their employment levels steady, with wages growing between 3 and 5% annually. With some exceptions, prices also held steady. Profit margins were reported to also be steady or on the rise. In general, contracted merchants were optimistic about economic growth over the next 6 to 12 months.


In the manufacturing and related services sector, the contacts could be broken into two separate groups. The group showing strong revenue results (up 15% or above from a year ago) felt that demand will continue to be strong and are even facing labor and capital constraints. The other group was not nearly so optimistic, having had growth in revenues of 5% or less, and cited weak demand. Both groups felt that the weak euro had eroded their export revenues. Some factor prices (paper, cotton fibers, petrochemicals and energy) were rising, while others remain steady. Selling prices, in general, remained steady, with selective increases in high demand products. Employment and capital spending also remained generally flat. Although wages were averaging an increase of 3 to 5%, there were some marked exceptions of much higher wage increases in select, expanding industries, most of which are technical.


In the software and information technology services sector, most contacts reported strong demand for their products and services and growing revenues. One particular firm that produces custom applications under contract reported a sharp decrease in demand across a number of industries and locations. Labor markets remained extremely tight in this sector, although a few contacts have stated that either the market is loosening or recruitment does not seem to be a problem.


In the temporary employment sector, employment firms continued to grow at a brisk pace. Overall, revenues and wages were both up sharply. Measures were taken to retain workers, as demand for many workers remained strong. Permanent employment placements were also increasing as well. There seems to have been a recent easing in the still tight labor market. Layoffs at dot-coms and other start-up businesses have lessened the tightness in the labor market, although demand from larger, well-established clients increased.


In the commercial real estate sector, real estate levels were reportedly low, and such a situation was anticipated to remain that way during the fall. There were very low vacancy rates in downtown and suburban Boston. Vacancy rates saw a slight increase, but rental rates continued to increase because of high demand. Hartford was the weakest market in New England, even though it shoed slight improvements in vacancy rates. This might have been due to a large amount of construction in that area. Maine, on the other hand, had the lowest vacancy rates in a decade.

March 7, 2001 (Last Business Cycle Peak)

In the retail sector, all contacts reported negative or weak growth during the previous quarter. The timing of these contractions differed by retail sector, however. Certain sectors noticed a decline between November and December but a rebound after that, while others showed an almost opposite trend in growth. Retailers were holding employment steady, and wages increased by roughly 3 to 6% annually. Prices were also holding steady, although hotel rates were on the rise, albeit at a slowing rate. All retailers agreed that the increased energy costs were increasing overhead costs for their businesses. If it were not for productivity gains, costs would have been be increasing at a higher rate. Retailers were, in general, not optimistic concerning economic growth for the next six months, but most said they would continue with their plans for expansion.

In the manufacturing and related services sector, the majority of contacts indicated a continuing upward trend in sales and orders over the previous year. Their optimism was reserved, however. Despite the overall growth, there were some specific industries with falling revenues and some with strong growth. The manufacturing sector also reported that transportation and utility costs were up from a year ago. Petroleum-based factor inputs were also more costly. Selling prices were still relatively stable, however, because many respondents surveyed were afraid that they would lose business if they raised their prices. Though the majority of the sector did not have any radical plans to change employment, 25% of those who responded had planned deep cuts. There seemed to be some hesitation in capital spending. Some contacts were putting projects on hold.

In the software and information technology services sector, most respondents reported that demand had slowed from the last November. There was even a report that large corporations were pulling orders because of economic uncertainty. There was some guarded optimism, mixed with fears of a self-fulfilling downward turn in the economy. The labor market for technology workers was still tight, even with the drop in competition from Internet start-ups.


In the temporary employment sector, there was also a marked decrease in demand. Hiring slowdowns were most abundant in IT and manufacturing. Demand for financial services remained steady. Revenues remained steady or declined slightly from a year ago. There were hiring freezes and cancellations by clients, and wage increases slowed, almost to no growth. Recruitment was easier than previously in the IT sector. Most contacts were optimistic that the slowdown was temporary and that business would improve in the coming months.


In the commercial real estate market, weakness began to show, even though real estate was still reported to be strong. There were some Internet start-ups that backed out of their leases or attempted to sublease, but there had not yet been any decline in prices. Vacancy rates in the Boston-area were up slightly.

September 19, 2001 (Worst Month in the Last Business Cycle)


In the retail sector, sales were reported as flat or declining. The only sector that seemed to be reporting increasing revenues was the back-to-school apparel sales retailers. Sales of surplus merchandise were up, which is a negative indicator for the economy. Employment was flat or declining, and wages rates were growing at an extremely slow pace. Retailers were concerned with inventory levels and were discounting prices. This resulted in lowered profit margins. Retailers were pessimistic, expecting flat to negative growth for the coming year.


In the manufacturing and related services sector, recent business was slow, although some believed business may have begun to stabilize. There was still a lot of inventory reduction going on among customers. Manufacturers were also pessimistic about recovery. Makers of consumer goods were nervous about the impending holiday season, fearing that consumers would not be shopping heavily that season. Retailers were not ordering large inventories, in an attempt to avoid excesses. Makers of capital goods also reported weakness. Lack of purchases by customers and tightness in capital budgets were the reasons. Only the few strong sectors were seeing any increase in orders. Selling prices and costs were flat or down, due to downward pressure on prices from discount Internet retailers, such as eBay and import competition. Energy costs were also higher than a year ago, but there was some stabilization there. Only 25% of the sector was looking to reduce employment in the coming quarter. Half of those surveyed were attempting to reduce capital expenditures.


In the software and information technology services sector, most respondents were seeing an increase in demand for the current quarter. For some, this means stabilization, and for others there was a slowing down of the decrease in demand. There were many mixed opinions about when demand would level off. Some surveyed said that small businesses were outperforming larger corporations in this sector. The increases in demand were industry-specific, however. The long-term outlook was positive for most respondents, although they were not as optimistic about the short-term. Employment and capital spending leveled among IT and software firms. Expansion was held off until larger increases in demand are seen.


In the temporary employment sector, business continued to be extremely slow. Revenues dropped 30 to 40% from last year, with even more severe declines for permanent placements. Demand was sharply down during the beginning months of the year, but was shown to be flat since June. The IT sector continued to see large layoffs and hiring freezes, with very few clients hiring tech workers. Even financial services were showing negative growth. There was a downward pressure on prices from clients, and hourly rates for IT workers were down. The market was extremely soft right, with resumes abundantly available. Clients, who were making deep cuts to their staff, were even reducing their number of recruiters.


In the commercial real estate sector, the real estate markets continued its slowdown. Sought after properties were still doing well, but vacancy rates were higher than a year ago in downtown. Suburban areas were not faring as well, where vacancy rates had increased considerably. Not a lot of property acquisition was going on at that time, as most customers were in a holding pattern, where they were expected to stay until the second quarter of 2002.

November 28, 2001 (Last Business Cycle Trough)


In the retail sector, sales bounced back a little after the September low, but in general, they were below sales from a year ago, and they were below retailers’ expectations. Surplus merchandise sales, which are a negative economic indicator, boomed. Wages continued to increase at 3 to 4% a year, but employment levels were flat or declining. Prices and profit margins were holding steady. In contrast with the general retail market, however, computer equipment saw a reduction in prices. The outlook was grim for most retailers. Many expected flat to negative sales through next summer, and no economic turnaround until the fourth quarter of 2002.


In the manufacturing and related services sector, revenues were largely down. Few firms were seeing flat or increasing revenues, and those firms felt pressure to lower their prices in order to keep their market share. High tech industries saw particularly harsh declines. Many clients of manufacturers seemed to be having cash flow problems, as is evidenced by the rise in the amount of receivables. Many manufacturers were still reducing inventories, but most saw an end in sight to reductions. Selling prices and costs were flat, with certain costs, such as energy costs, even declining. Certain insurance products were skyrocketing in price, however. Many manufacturers had cut jobs during 2001, and there was speculated to be more cuts coming up, depending on whether previous cuts were sufficient enough to contain costs. Capital spending was in a similar holding pattern. Wages and salaries had been similarly frozen. The outlook for this sector was uncertain but not optimistic. Most did not expect a recovery until the second half of 2002.


In the software and information technology services sector, demand for software products bounced back after September lows, with demand flat or up slightly. Those few doing well cited explanations such as: competitors going out of business, improved feelings toward technology, and new products introduced. The entire sector was uneasy about the future. Most believed the economy had already hit its low, but none had any idea when a recovery might begin. Capital spending and employment seemed to be steady, kept at necessity-levels.


In the temporary employment sector, the situation continued to weaken, with revenues dropping 30 to 40% from a year ago. Profit margins were holding, despite pressure to lower prices, but overall profits reduced to do volume drops. IT and tech were hit the hardest, but all industries in this sector were down. Some financial and medical sectors reported modest growth, however. The supply of job seekers was much larger than demand. Wages were holding steady. Like other sectors, respondents were not expecting a recovery until the second half of 2002.


In the commercial real estate sector, markets in New England were down significantly. There were double-digit vacancy rates in downtown areas. Due to the terrorist attacks, it had become more difficult to insure new buildings. Inventory available to rent rose and rates declined. Because real estate lags recessions, contacts expected the market to remain weak for quite a while.
Best of 2003


In the consumer spending sector, the best economic situation in retail for the First District was described in the January 14, 2004 Beige Book. The first district reported as having a 6 to 15% increase in retail sales.  This welcomed change in the closing months of 2003 was attributed to strong sales in furniture and lumber and to stable vendor prices. Overall, inventories surpluses sold and the ending inventories were in line with the target of most companies.  

In the travel and tourism sector, the June 11th edition of the Beige book brought the best news for the Boston district in tourism. The seasonal increase was due to academic graduations and business conventions. Hotels saw very high occupancy rates especially in the Boston Area. These events led to very strong sales in travel for the month of May. In addition, the pick-up was produced by warmer weather in the area.

When it came to wages and prices, the September 3 issue of the Beige book was the most favorable for the First District. Some retail companies implemented annual salary increases of roughly 3%. Vendor prices were mostly stable, keeping selling prices flat. Manufacturers pressured by excess capacity and online bidding dropped prices to move the economy closer to equilibrium. 

In the manufacturing sector, similar for consumer spending, the January 14, 2004 Beige Book contained the best reports for the manufacturing sector. More than two-thirds of First District manufacturing companies declared that demand was up from earlier reports. Companies that were barely staying in business saw double digit increases in November 2003. The semiconductor industry appeared to be among the greatest winners. Prices remained stable and manufactures were able to counteract downward pressures by introducing innovative products. 

When it came to the labor market, it was at its most desirable levels in the September 3, 2003 Beige book report. Labor demand in the retail industry saw increases for the first time that year. In the manufacturing side of the economy, companies increased overtime and hiring in some divisions, specifically in engineering. Temporary employment also saw nice increases in the demand for technical workers. Labor supply was steadily declining. 

In the commercial real estate sector, the best news for commercial real estate was found in the September 3, 2003 Beige book. The good news was that the commercial real estate market experienced no change. Contacts reported neither growth nor deterioration.  This presented the first time that the market did not get worse. Boston actually experienced positive market absorption in the second quarter for the first time in two years.

In the residential real estate sector, the residential market experienced its peak in October 15, 2003 Beige book report. The contacts reported that inventory levels were low and the market was very active. Demand was very strong due to the low interest rates. Sales increased almost 20% in a year for single-family houses sold. 
In the software and Information Technology Services sector, the software industry had its best month in the November 26, 2003 report. Companies that sold medical software experienced great sales growth in the third quarter. Contacts stated that firms were hiring more. Companies spent more on capital to increase their marginal product. These results were the best of the year. 
In the insurance sector, the best reporting month for insurance came in the July 30, 2003. Contacts reported strong sales in property and casualty insurance. Companies experienced double-digit growth in revenue rates. Most companies expected similar performance in the coming months. 
Worst of 2003
When it came to consumer spending, the April 23, 2003 issue of the Beige book reported the lowest activity in consumer spending. Most retail companies were below their first quarter plans. Most attribute the poor sales to bad weather and the war in Iraq. Furniture and apparel sales were weak, possibly because of the Easter shopping season being shifted from March to April.
In the travel and tourism sector, travel and tourism saw its lowest number in the April 23, 2003 report. Demand in the travel sector had dropped from earlier levels. Hotel rates declined as the slowdown of business travel continued. The poor weather and low temperature also attributed to the sparse tourism to the First district.  
When it came to wages and prices, these values looked their worst in the November 26, 2003 reporting month. In retail, wages did not show any signs of increasing and some prices were increasing due to rising costs in transportation because of increasing fuel costs and new trucking regulations. In manufacturing, higher demand led to higher prices for inputs for products. 
In the manufacturing sector, many First District manufacturing contacts expressed low sales in the first quarter sales. As stated in the April 23, 2003 Beige Book, business was down across a number of business sectors. Asian customers canceled in response to the SARS scare in overseas air travel. Most selling prices were forced down and costs of petroleum were increasing causing very small profit margins, if any.  
In the labor market, it saw its most disappointing time in the March 5, 2003 Beige book report. In the retail industry, some companies laid off workers because of the end of the season and because of poor company performance. One-half of manufacturing contacts were expected to shrink their workforce. Most other companies had already downsized their workers. The temporary employment market looked dismal as well.  Labor supply was growing and labor demand was weakening. 

In the commercial real estate sector, according to the March 5, 2003 Beige book report for the First district, the commercial real estate market was very sluggish. The demand for rental space was low, leading to lower rent prices and high vacancy rates.  The vacancy rates averaged 23% in the Greater Boston area. The expectations for the future were bleak, and contacts predicted a third consecutive year of negative absorption. 

In the residential real estate sector, the worst month for residential real estate come in the July 30, 2003 Beige book. Contacts claimed that the residential real estate market showed signs of weakening. The inventory of houses on the market increased.  Houses also stayed on the market longer, especially the larger ones. Prices for houses decreased and power shifted to the buyers. 
In the software and information technology services sector, the software and information technology market saw its worst performance in Beige book report of March 5, 2003.  The demand for these services continued to weaken in early 2003. Contacts reported negative first quarter revenue growth.  This season was atypically slow for many network software firms.  Telecommunications services also reported soft sales and continued along a downward trend. 

In the insurance sector, the worst reporting for the insurance sector came in the April 23, 2003 Beige book. In all actuality, the month was not bad. The insurance industry had been doing so well that any period of mediocrity became the poorest.  Contacts reported better first quarter performance, but the economy remained fragile. Property and casualty insurance rates started to level out. Most companies were holding off on capital spending until the economy recovers. 

Best of 2004
When it came to consumer spending, the best reporting month of consumer spending was released in the October 27, 2004 Beige book. Most retailers reported that sales in the third quarter were above earlier levels. Demand was especially strong for lumber and other homebuilding products. Automobile purchases also went up significantly. Contacts felt that the sector was strong and solid. 

In the travel and tourism sector, there was a peak in the October reporting month. Hotel occupancy rates were up 15%. Rates had not been that high since 1999. More companies were spending for corporate meetings and seminars. Bookings also increased for the later part of the year as people began to plan for holiday events earlier, a good sign of the economy picking up. 

When it came to wages and prices, optimal levels were in September 2004. Wages in manufacturing companies had increased to percentages higher than inflation. Prices remained mainly level due to many companies effectively managing production costs. In the retail sector, vendor prices and selling prices were also mainly even. Wages for temporary employment also increased. 
In the manufacturing sector, April 21, 2003 was manufacturing’s best reporting month. Almost all of the First District contacts reported that sales in the first quarter exceeded all expectations. Growth was especially strong in the biopharmaceuticals and medical equipment. Durable goods manufacturers saw similar improvements too. Many companies were excited about the positive change in trends.    

As far as labor demand, employment was the highest in the October reporting month. After a high performance third quarter, contacts in the retail industry were said to be hiring in large numbers. Many companies were preparing for the holiday season. Manufacturing companies were holding employment steady and not downsizing. 
In the commercial real estate sector, the best reporting month for commercial real estate was September 2004. Contacts reported moderate activity levels and no worsening of the market. Conditions were not improving but they were not getting worse. Office vacancy rates remained level at 20%. Companies report slow but steady sales. Prices for offices remained high.


In the residential real estate sector, markets had their best month in the July 28, 2004 reporting month. The real estate market had its strongest month with very high activity levels. There were record sales in single-family homes and condominiums. Some areas of the First District reported double-digit increases in prices, however sales remained robust. It was obvious that the market demand shifted to the right. 
In the software and information technology services sector, the software industry finally started to do better in June 2004. According to reports, sales definitely became more brisk. The sector “regained its momentum” in the first quarter. Health care, banking and network software saw amazing increases. Demand growth in the domestic market was due to the weakening of the dollar. 
In the insurance sector, the best reporting month for insurance was the July 28, 2004 Beige book.  Contacts reported that revenues grew moderately in the second quarter.  Life insurance exhibited the strongest growth in sales.  Disability insurance providers finally saw a boost in sales and several months of declining sales.  Annuities sales improved and demand from outside the US was also strong.  

Worst of 2004

As far as consumer spending, the lowest reporting month for consumer spending was found in the July 28, 2004. After consistent periods of growth in previous months, contacts reported mixed sales results for the second quarter. Big tickets items such as appliances and cars saw decreased sales. Most companies anticipated sales to remain at that level. 
In the travel and tourism sector, the April 21, 2004 beige book brought the worst report for travel and tourism. Travel and tourism had a slow start in the first quarter of the year. This performance was due to the cold and windy weather. This type of setback was expected because of its seasonal nature. 

When it came to wages and prices, the worst times occurred in July 2004. Wages did not go up in the economy as much as expected. Prices for manufacturing inputs such as fuel and papers prices increased. As a result, companies outsourced production to Asia. Several contacts looked to reduce expenses by possibly downsizing excess labor. 
In the manufacturing sector, the June 16, 2004 report presented the worst results for the manufacturing industry. Many contacts indicated sharp increases in the costs of energy and steel. The firms absorbed the increasing production costs. Many companies in the airline and defense industries reported pressure to reduce prices.   

As far as labor demand, it saw its worst reporting month in the April 21, 2004 Beige book. Employment was flat in the retail sector. Some manufacturing companies laid-off workers to cut costs. The season for hiring ended and companies were looking to make up for losses. Insurance companies held employment level, but some companies expected future cutbacks.

In the commercial real estate sector, continuing bad times pushed the commercial real estate market to its lowest point in the December 1, 2004 reporting month. Commercial real estate markets were very sluggish. Slow job growth limited the amount of office space rented. Boston experienced its 4th consecutive year of negative absorption.  Office vacancy rates were at all-time highs. Contacts did not expect conditions to improve.  
In the residential real estate sector, a slight slowdown caused residential real estate to have its worst month in October. Following a period of incredible sales, houses started remaining on the market longer. Higher priced homes took especially long to sell causing the inventory of homes to increase. The market shifted to favor buyers a little more. 
In the software and information technology services sector, business activity in software and IT services slowed down in September 2004. Contacts indicated that the revenue growth was negative from earlier levels. Domestic demand fell as well after a period of strong demand. Many software companies were reluctant to hire new people because there were unsure of the future of the market. Information technology firms stated that their clients were moving away from investing in new technology. 
In the insurance sector, the lowest performing report month for insurance was found in the October 27, 2004 Beige book. Contacts stated that sales of life insurance experienced a slow down. While things in the insurance sector were not bad, this reporting month had the poorest results of the year. The demand for fixed annuities and mutual funds declined because of interest rate decreases.

January 19, 2005

In the retail and tourism sector, sales increased from last year for the quarter ending in December. As usual, holiday sales were slow until roughly two weeks before Christmas. Employment levels were holding steady, and there was minimal seasonal hiring for the holidays. In the Boston area, travel and tourism continued to improve which in turn led to the growth of hotel activity culminating in an increase in hotel rates.  There was anticipation that there will be further improvements during the rest of 2005.  

In the manufacturing and related services sector, demand for ground transportation equipment surged and one company reported that it could not find drivers.  Manufacturing companies reported that they were paying more for metals and energy than in previous months. Prices will more than likely increase due to the increase factor prices of production. Wages are slated to increase during 2005, in comparison to 2004.

In the residential real estate sector, real estate demand in the New England area remained strong. There was a shortage of lower-end homes, and the lower-priced houses were selling fast.  Selling prices increased in 2004 from 2003. Contacts anticipated that the market will stay stable as long as the interest rates remain low.

In the insurance sector, respondents reported slow-to-moderate growth in demand in the last quarter. Sales of property and casualty insurance saw a lot of growth, but growth might be slowing. There has been intense price competition in the insurance sector, and some contact reported slow or even declining growth in prices. Employment and capital spending were still conservative, but respondents were, in general, optimistic. There were still a few lingering concerns related to price competition, terrorism, and interest rates.

March 9, 2005


In the retail and tourism sector, retailers reported increased sales, even though restaurants were hurt during the winter. Also, sales in lumber and children’s and sporting apparel had strong growth. In the retail market, clothing prices fell slightly. Tourism contacts said that travel to New England was slow because of the amount of snowfall they had. There was anticipation of a 3 to 5% gain in the economy over the course of this year.

In the manufacturing and related sales sector, sales and orders in late 2004 and early 2005 increased from prior years. The demand for manufactured goods was strong, but many firms were scared that there might be an increase in material costs.  A lot of manufacturers reported that customers have become more willing to pay higher prices, so the increase of material costs did not have a strong effect on them.  On the other hand, technology product sales have decreased drastically in comparison to last year.  Manufactures anticipated positive business trends for the upcoming year.


In the temporary employment sector, agencies were in high demand during the late fourth quarter of 2004 and beginning of 2005. Most firms were seeing price increases.  Health insurance, workers compensation, and state insurance costs were rising. Despite these problems, respondents were optimistic about 2005 and the years ahead.


In the commercial real estate sector, vacancy rates were still high, and rent prices were still low from November through January.  In 2004, Boston experienced the fourth consecutive year of negative market absorption, its worst streak on record. The demand for high-rise office space was quite high, along with the number of properties sold.  Until Boston’s economy gets stronger and new jobs are added, contacts did not expect any commercial markets to improve.


In the software and information technology services sector, business results varied between flat and strong. Growth results seemed to be strong, but many respondents cited special factors as the reason for growth. The market was past its bottom point, but clients remained selective about their software purchasing. Employment was on the rise, but it was not aggressive. There was little change in capital and technology spending. Respondents were optimistic about the future, with projections of growth to remain constant over the next few quarters.

April 20, 2005

In the retail and tourism sector, most retailers reported positive sales growth up from the same quarter a year ago. Poor weather affected January numbers, but there was a strong recover in February and March. Sales results were mixed, but those retailers with low numbers cited strong sales at the end of last year as the reason for poor first-quarter results. Some consumer goods and lumber remained strong sellers. Vendor prices are also mixed. Most retailers are passing price increases on to consumers. Inventories are holding steady or even higher than expected. Employment levels are varying. Corporate-level employment is flat or falling. Wages are steady. Contacts are restraining capital spending. Travel and tourism is showing stronger revenues compared to last year. International travel is expected to increase, boosted by the low dollar and reduced geopolitical turbulence. Growth may slow due to rising energy costs. Most retailers are optimistic about the economy, but they remain concerned about energy prices and the effects on consumers’ discretionary income.

In the manufacturing and related services sector, most contacts report a moderate increase in sales and orders from a year ago. There was a greater than average increase in demand for aircraft, energy-related, and defense-related equipment. Other industries have experienced a contraction, however. Manufacturing respondents are continuing to pay increased prices for energy-related inputs. Prices for telecommunications has also firmed up. Other firms are citing the outsourcing of production to Asia as reason for their decreased input costs. Selling prices are holding steady, in general, or increasing slightly. Customers are showing an increased understanding when it comes to price increases. Employment is up in the sales, marketing, and research and development divisions of respondents. Jobs in other parts of their companies are being reduced due to increased technology and efficiency. The net changes are small. Labor markets are tighter, and this has resulted in slower hiring. Capital spending is being closely watched. Contacts are neither optimistic nor pessimistic. Rather, they are reserved in their planning regarding the economy.

In the selected business services sector, advertising and management consulting companies saw healthy demand and growth over the first quarter of this year. Respondents believe their customers are shifting from a cost-cutting to a sales-growth initiative. Demand from technology companies seems to be the strongest, and government-related demand is weak. Roughly half of respondents were able to raise prices last year, and the rest of them are holding price steady. Costs, in general, are holding steady, but the tightening labor market seems to be increasing labor costs. Employment and wages in this sector are increasing but not aggressively so. The contacts in this sector remain positive about revenue growth over the rest of the year.

In the residential real estate sector, markets remain active. There has been some softening in some parts of the region, although there is no noticeable slowdown. Less expensive homes are still selling briskly in most areas, and inventory continues to remain low. Some markets have remained particularly strong, and this has been attributed to an expected increase in mortgage interest rates. In other areas, however, inventory has increased. The high-priced market, especially, has seen a slowdown. This is cited to be because sellers’ are reluctant to lower their asking prices for expensive houses. Contacts expect the market to continue its slowdown, especially if interest rates continue to increase.
Projections for July 27, 2005


In the retail sector, there will be an improvement over a year ago and up slightly from the first quarter. The amount of home improvement will slow slightly, due to the increase in interest rates. Also, other big-ticket items are likely to be flat because of increased interest rates, but sales of small-ticket items will continue to be strong. Auto sales will continue to be relatively weak, and increasing energy prices are not going to help. Inventories will be slightly up again this quarter, and retailers will raise prices a small amount because of mounting energy costs, which causes an increase in the costs of inputs. Employment will hold steady, with a possible increase during the back-to-school sales to occur in August. Capital spending will also remain steady. Retailers will be optimistic about the possibility that sales will continue to growth through the rest of the year.


In the manufacturing and related services sector, contacts will see another moderate increase in sales and orders. Demand for energy-related manufacturing products will continue to be strong with mounting energy costs. Defense-related products will also see a steady demand. Conversely, other areas of this sector may see some slight declines. Energy costs have been increasing, and this will cause costs to rise further. Prices will increase slightly for this reason, and customers will have to continue to be understanding when it comes to price increases. Certain firms will continue to outsource their production to Asia, and this will help to keep their costs low. Employment in strategic areas of the firms in this industry will continue to rise, especially in marketing and research and development. Conversely, there will be a few more inefficiency cuts when it comes to the production staff of respondents. Labor markets will continue to be tight for engineers and other highly skilled laborers. Capital budgeting will continue to be monitored closely. Contacts will remain guarded about future economic conditions, and energy prices will be cited as the reasons for this reserved attitude.


In the residential real estate sector, markets will begin to see more slowdowns. Inventories for less expensive homes will have begun to rise slightly, as demand decreases, and the pace of sales declines. The high-priced market will see even further decline in demand for homes, and sellers will have to begin to lower prices slightly as their homes will have stayed on the market for a while. Interest rate increases will be cited as the reason for the continuing softening of the residential real estate market. Contacts will believe that the market will not improve in the short-run, and that it will require some prices to come down for buyers to be willing to buy.


In the insurance sector, growth will be moderate. Sales of property and casualty insurance will have see a slowdown in growth, but will still be strong. Demand for life insurance will continue its moderate pace of growth. Intense price competition will have drive down prices slightly. Employment and capital spending will also begin to show some growth as well, in response to the continued moderate growth in demand. Respondents will continue their optimistic outlook, however concerns about interests rates will still cloud their expectations.
