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NEMA’s Electroindustry Business Confidence Index Provides Gauge of Business Sentiment in Electrical Manufacturing Sector

Index for North America Reflects Third Straight Month of Diminished Confidence in Current Economic Conditions Affecting Electroindustry
ROSSLYN, Va., November 20, 2002(NEMA, the National Electrical Manufacturers Association, has published the NEMA Electroindustry Business Confidence Index (EBCI) for the month of November.  The EBCI indexes gauge the business confidence of the electroindustry in Asia, Europe, North America, and Latin America, and are based on the results of a monthly survey of senior managers at NEMA member companies. Those companies represent more than 80 percent of the electroindustry.  

SUMMARY

The Asia/Pacific region remains the only bright spot among the current conditions indexes, registering above 50 in November for the sixth consecutive month. The other three regions are languishing below that threshold level. Notably, the breadth of pessimism regarding North American conditions grew somewhat this month. On the bright side, optimism about business conditions six months out has taken hold in all regions with the stark exception of Europe, which has plunged far into the contractionary range after several months of positive expectations.

NORTH AMERICA

The current conditions index for North America continued to drop in November 2002, slipping to 42 from 46 in the previous month.  The increasingly pessimistic view of current economic conditions affecting the electroindustry no doubt reflects the recent weakness in the manufacturing sector.  Manufacturing industrial production has been declining at an increasing rate since August 2002 after seven consecutive monthly increases.

In October 2002, manufacturing industrial production plummeted 0.7 percent after falling 0.4 percent in September and 0.1 percent in August.  Likewise manufacturing capacity utilization dropped to 73.5 percent in October 2002 from 74.1 percent in September and 74.5 percent in August.

By comparison, the breadth of confidence in future conditions widened in November with the index jumping to 73 from 65 the previous month.  Perhaps more than anything, the half point drop in the Federal Funds rate on November 6, 2002, inspired confidence that the Federal Reserve is determined to help sustain economic growth through the current “soft spot” until the recovery is more firmly established later next year.  The recent buoyancy in the equity markets is another sign that investors believe the economy is headed towards a sustainable recovery next year, which will ultimately spread to the electroindustry.
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LATIN AMERICA


Despite the election of a left-wing leader in Brazil in October, another major bank loan default by Argentina in November, and growing unrest in Venezuela, the current conditions index for Latin America increased to 39 in November from 32 the previous month.  One reason for the slightly more optimistic tone is that the nearly 35 percent decline in Brazil’s real since January has helped that nation, the largest economy in the region, amass a $10.9 billion trade surplus this year.  The surplus grew $444 million in the one-week period of November 11 through 17.

A key reason why Argentina defaulted on the World Bank loan November 14th was that it needed the cash to meet a reserve requirement imposed by the International Monetary Fund as a condition to roll over IMF loans into 2003.  Now that key leaders in the country have thrown their support behind the IMF-designed austerity measures, many investors are encouraged that Argentina will ultimately reach a financial accord with the IMF.
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Confidence in conditions six months from now remained nearly unchanged at 55 in November, down from 56 in October.  The relative lack of movement in the index suggests that little if anything has changed to affect longer-term confidence in the region, as businesses wait to learn more about the economic plans Brazil’s new leader, Luiz Inacio Lula da Silva, will unveil.

EUROPE

Business conditions in Europe, both now and six months ahead, inspire the least confidence among the survey panelists. Beginning with the February 2002 survey, the current conditions index remained consistently weak, never straying below 20 or above 40 points. The November results continued that pattern with an index value of just under 37. Conversely, the future conditions index had been at or above 50 every month from March to October, at one point peaking at just over 81 in April. The index of conditions six months out shifted dramatically from that optimism in November, plunging by more than 23 points to an index value of 39.

[image: image4.emf]Business Confidence: Europe

0

10

20

30

40

50

60

70

80

90

100

Mar-01 Apr-01

May-01

Jun-01 Jul-01

Aug-01

Sep-01 Oct-01

Nov-01

Dec-01 Jan-02 Feb-02 Mar-02 Apr-02

May-02

Jun-02 Jul-02

Aug-02

Sep-02 Oct-02

Nov-02

Month

Index (> 50 indicates expanding sector)

Current conditions Conditions six months ahead

The European Central Bank (ECB) is struggling to adhere to its statutory requirement to maintain price stability even as some member state economies, such as Italy, the Netherlands, and Germany, stagger. In fact, some analysts foresee a fourth quarter contraction in Germany’s output. The United Kingdom, meanwhile, much like the United States, is limping along with a slumping manufacturing sector and is sustaining itself largely on a strong housing market buoyed by low interest rates. Recovery in Europe is likely to be slow in coming, but should be aided by a probable ECB move to cut rates by one-half of a percent, as well as the expected recovery in a key market for European products: North America.

ASIA/PACIFIC

Confidence in current economic conditions in the Asia/Pacific region slipped slightly to 61 in November from 63 the previous month.  The index has moved in a narrow band between 59 and 63 over the last four months, indicating relatively broad consensus that economic conditions in this region favor expansion in the electroindustry.

The fact that the Japanese economy appears to be flat is both bad and good news.  It is bad news because it is the largest economy in the region by far and is a key destination for exports from other Asian economies.  But it is good news in that at least the Japanese economy does not appear to be sinking farther.  In addition, the economies in Korea, Thailand and Indonesia are growing moderately in response to strong domestic demand.  Moreover, China’s economy is expected to grow by 7.5 to 8 percent this year and next.

Looking forward, confidence in future economic conditions in the region widened 10 points from 64 in October to 74 in November.  Since the region’s economies are tied closely to trade with the United States, prospects for a strengthening recovery here later next year bode well for the likelihood of continued economic growth in the Asia/Pacific region.
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SURVEY METHODOLOGY AND RESULTS:

	Region
	Current Conditions (Compared to Six Months Ago)
	Conditions Six Months From Now (Compared to Current Conditions)

	North America
	41.7
	73.3

	Latin America
	39.5
	55.3

	Europe
	36.8
	39.5

	Asia/Pacific
	60.5
	73.7




Number of Respondents =30

Values reflect the percentage of respondents expecting "Better" conditions, plus one-half of the percentage of respondents expecting "Unchanged" conditions.  A score of 50 or higher suggests conditions appropriate to expansion of the electroindustry sector.

Comments from Respondents:


Current Conditions

1. We have seen no change in construction and O&M spending!

2. Business conditions are the same as six months ago.

3. October bookings were the highest for any month in 2002

4. Demand still flat compared to earlier this year.  Every few good weeks are followed by a couple slow weeks.  Raw material inflation and escalating insurance costs have replaced downward price pressure as the major negative impact on profits.

5. Rather than seeing some improvement (as we had expected) from six months ago we are seeing conditions deteriorate.

6. We thought that business conditions would improve in the second half of 2002 versus 2001; so far that hasn't proven to be the case. The downturn in nonresidential construction and cutbacks in capital expenditures have about killed any hope for a recovery until 2003-2H

7. The industrial business continues in a slump and utility is looking worse in transmission, although distribution is unchanged. Pricing pressure continues in the telco and communications sectors.

8. The U.S. utility market continues to soften and world markets have shown no demonstrable strength to offset it.

Conditions Six Months From Now

1. We are not expecting any improvements in the worldwide economy for the next 12 to 18 months.

2. We don't see any driver in any of the major economies. Business conditions should remain the same.

3. Assumes housing starts remain close to current levels. Assumes no further decline in telecom and commercial construction spending. No war. Employment stable.

4. We see more of the same in '03.  Residential construction flat-to-slightly up.  Commercial construction down mid-single digits.

5. Germany, where we do the most business, is expected to continue to suffer economically, especially in the building industry which drives our sales.

6. We see our businesses in Europe, Asia/Pacific, and North America growing due to stability in certain commodities which is motivating companies to move forward on major projects that will roll through 2004.

7. We voted better six months down the road for North America; but like a second marriage, it may represent the triumph of hope over experience! The date of the turnaround keeps moving out!

8. A successful energy bill with agreed interconnect and generation standards would help the transmission business.

List of Manufacturers Agreeing to Participate:

ABB Inc.

AmerCable

American Insulated Wire Corp.

Bedford Materials Co., Inc.

Connector Manufacturing Company

Cooper Industries, Inc

Eaton Corporation

Elektrisola

Emerson Electric Company

Emerson/EGS Electrical Group

Fischer Imaging Corporation

G&W Electric Co.

GE Industrial Systems

General Cable

Genlyte Thomas Group LLC

Hammond Power Solutions

Hubbell Incorporated

Hubbell Lighting

Hypertherm Incorporated

ILSCO Corporation

JJI Lighting

Juno Lighting, Inc.

Lamson & Sessions

Leviton Manufacturing Co., Inc.

Lincoln Electric

Lutron Electronics Company, Inc.

MacLean Power Systems

Nexans Canada Inc.

OSRAM SYLVANIA

Pass & Seymour/Legrand

Philips Lighting Company

Philips Medical Systems

Radix Wire Company

Ranbar Electrical Materials Inc

Robroy Industries, Inc.

Rockwell Automation Control Systems

Rockwell Automation Power Systems

S & C Electric Company

Siemens Energy & Automation, Inc.

Southwire Company

Square D Company

Thomas & Betts Corporation

United Copper Industries

Universal Lighting Technologies

EBCI Construction Description:



The EBCI indexes are based on the results of a monthly survey of senior managers at NEMA member companies, which together represent more than 80 percent of the electroindustry.  They are designed to gauge the business confidence of the electroindustry in key world regions.

The survey contains two questions:

1. How would you rate current economic conditions in the following regions, as they affect your business, compared to six months ago?

2. How do you expect economic conditions in the following regions, as they affect your business, to have changed six months from now?



Respondents are asked to indicate whether conditions are better, worse or unchanged (or not available if their respective company does not do business in a particular region).  The four regions are North America, Latin America, Europe and Asia/Pacific.  The survey also provides space for respondents to comment on current conditions.  



The index value is the percentage of respondents expecting “Better” conditions, plus one-half of the percentage of respondents expecting “Unchanged” conditions, which follows the methodology used by the Institute for Supply Management (formerly the National Association of Purchasing Management) in the construction of their manufacturing index.


NEMA is the leading trade association in the United States representing the interests of electroindustry manufacturers.  Founded in 1926 and headquartered near Washington, D.C., its 400 member companies manufacture products used in the generation, transmission and distribution, control, and end-use of electricity.  Annual shipments of these products are in excess of $100 billion.
###

