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SLOWDOWN BUT NO CONTRACTION
IN M ANUFACTURING

ORANGE, CA — The California purchasing managers repotted the manufacturing sector is
slowing down but still growing in the fourth quartef 2007. This is in spite of continued
corrections in the housing market and overall eodinoweakness. The Composite Index
decreased from 56.8 in the third quarter of 20033 in the fourth quarter. In contrast, the
national manufacturing index registered a value46f8, a level below 50 indicating a
contraction for the first time since the secondrtpraof 2003.

COMPOSITE INDEX

The decrease in the California Composite Indexus tb lower growth rates in the durable
goods industries other than high-tech and in tha-dwrable goods industries. Overall
production and new orders grew at a slower ratinénfourth quarter. The commaodity price
index on the other hand increased indicating higleenmodity prices in the fourth quarter.




NEW ORDERS INDEX

Performance by industry group

For the first time since the fourth quarter of 20@€ index for the durable goods industries
other than high-tech stood at a level below 50icaithg a contraction for these industries in the
fourth quarter of 2007. The indices for productiamventories of purchased materials, new
orders and employment were all below the level @f ibdicating negative growth with new
orders showing the largest decrease.

The index for the non-durable goods industries eles®d from 57.2 to 53.6 indicating that these
industries grew at a slower rate in the fourth teranf 2007. Although production increased for
these industries, new orders did not. The commaqglitce indices for both industry groups
remained well above 50 indicating a continued ujphmaessure on commodity prices.

The high-tech industries on the other hand fardtéba the fourth quarter of 2007 compared to
the third quarter with the index increasing from&® 64.9. Production and new orders both
grew faster in the fourth quarter.

Growth rate of the underlying variables

For the manufacturing sector as a whole, producimhnew orders grew in the fourth quarter of
2007 but at a slower rate compared to the thirdtgua The commodity price index increased
from 69.7 to 72.6 indicating that commodity pridesreased at a higher rate in the fourth
quarter. The supplier deliveries index increasennf54.9 to 56.6 indicating that supplier

deliveries were slower than they were in the tlgudirter. The employment index decreased
from 54.0 to 52.9.

Production was reported to have increased mostlyam the following industries:

Paper; Printing & Related Support Activities; Piest& Rubber Products; Electrical
Equipment, Appliance & Components; Computer & Hiaggic Products; and Aerospace
Products & Parts. Production was reported to hdeereased most rapidly in the
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following industries: Textile Mill Products; AppdreWood Products; Nonmetallic
Mineral Products; Fabricated Metal Products; areh$portation Equipment.

New orders were reported to have increased mogstlyam the following industries:
Printing & Related Support Activities; Computer &Etronic Products; and Aerospace
Products & Parts. New orders were reported to tda@eased most rapidly in the
following industries: Textile Mill Products; Wood rétducts; Nonmetallic Mineral
Products; Fabricated Metal Products; and Transpont&quipment.

Employment was reported to have increased mostllyap the following industries:
Computer & Electronic Products; and Aerospace Retsd& Parts. Employment was
reported to have decreased most rapidly in theovialg industries: Textile Mill
Products; Wood Products; and Electrical Equipm&ppliance & Components.
Commodity prices were reported to have increasedt nnapidly in the following
industries: Food; Textile Mill Products; Apparelager; Chemicals; Plastics & Rubber
Products; Fabricated Metal Products; Machinery;ctéleal Equipment, Appliance &
Components; Transportation Equipment; Furniture &laed Products; Computer &
Electronic Products; and Aerospace Products & Parf$o industry reported lower
commodity prices.

Comments made by purchasing managers

- Foreign imports are killing our sales. Howeverrsmg our components/ingredients has
helped us. (Food.)
Strong finishing month for fourth quarter both iew and repeat orders. (Printing &
Related Support Activities.)
The continuing volatility of oil prices has causedv material prices to skyrocket. The
weak dollar is fueling export opportunities thusearbating a tight raw materials supply.
(Plastics & Rubber Products.)
We are in the tank due to home building being doyonmetallic Mineral Products.)
Whereas the housing market is down, public workd ardustrial building are still
keeping us busy. We see the business staying steadthe first quarter of 2008.
(Chemicals.)
Lower nickel prices have translated into increaseders for our alloys. (Primary
Metals.)
Machinists are hard to find. (Fabricated Metald®iais.)
2007 business was record high. All sales goaleweet. 2008 outlook looks very
promising for the first half of the year. (CompugeElectronic Products.)
Raw material costs are going up, but market sefbinges are not catching up, causing a
profit squeeze. (Electrical Equipment, Applianc&€&mponents.)
Consumers’ ability to obtain credit is a conce(firansportation Equipment.)
We are really experiencing a growth spurt for therth quarter in a row. (Aerospace
Products & Parts.)
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Performance of the national manufacturing sector

Nationally, the Purchasing Managers Index, pubtishg the Institute for Supply Management,
decreased from an average of 52.9 in the thirdtgquaf 2007 to 49.8 in the fourth quarter,
indicating that the manufacturing economy did naiwgat all in the fourth quarter of the year.
The production index decreased from 51.9 in thetmof November to 47.3 in the month of
December indicating that production decreased éenntionth of September. Faring even worse
than production, the new orders index fell from&bf 45.7 indicating that new orders fell in
December. The employment index showed very lil@nge, increasing from 47.8 to 48.0. The
commodity price index increased from 67.5 in Novemto 68.0 in December indicating that
commodity prices continued to increase in the maftbecember at practically the same rate as
November. The supplier deliveries index incredsesh 47.8 in November to 53.3 in December
indicating that supplier deliveries were slower &ods the end of the year. The performance of
the national manufacturing sector was below th&alffornia in the fourth quarter of 2007.

Background and methodology

The Institute for Supply Management conducts a hignnhational survey of purchasing
managers and publishes the survey results ifR@gort on Business Such a survey is not
available for the state of California. Given theesof our state, and the major role its
manufacturing sector plays in the national econdimg,A. Gary Anderson Center for Economic
Research at Chapman University launched a quadarkey of California purchasing managers
starting in the third quarter of 2002. The surttagks changes in production, employment, new
orders, inventories of purchased materials, comiqgutices and supplier deliveries. Except for
commodity prices, a seasonally adjusted index mspeded for each variable.

In order to have one single indicator for the perfance of the state manufacturing sector, the
Anderson Center has developed a Composite Indéxstlraweighted average of the underlying
indices. A value of 50 for the Composite Index sh@wgeneral expansion of the manufacturing
economy of the state and a value below 50 showscting. The industries are classified
according to the North American Industry Classiima System (NAICS).
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Detailed Results of the Survey of
Purchasing Managers of California
for the Fourth Quarter of 2007

In its attempt to present you with a better delivef the survey results, the A. Gary Anderson €effibr
Economic Research has calculated an index for exgefgble in the survey. The "% Better," is adttedalf of the "%
Same," after which a seasonal factor is used ta getisonally adjusted index for each variable@alAe over 50 for an
index indicates growth and a value below 50 indisad decline. Each industry in the manufacturingfoseis
represented in the survey based on its employrhant ®f the total manufacturing economy of theestat

Production: The seasonally adjusted index for production desed from 58.6 in the third quarter of
2007 to 54.9 in the fourth quarter, indicating tlpmobduction increased in the fourth quarter at awvst rate
compared to the third quarter. Production was teploto have increased most rapidly in the followindustries:
Paper; Printing & Related Support Activities; Piest& Rubber Products; Electrical Equipment, Apptia &
Components; Computer & Electronic Products; ando8gace Products & Parts. Production was repoadthite
decreased most rapidly in the following industri@éextile Mill Products; Apparel; Wood Products; Nwoetallic
Mineral Products; Fabricated Metal Products; areh$portation Equipment.

Seasonally
Production % Higher % Same % Lower Net Adjusted Index
4™ Quarter of 2007 36.6 32.7 30.7 5.9 54.9
3" Quarter of 2007 41.5 33.7 24.8 16.7 58.6
2" Quarter of 2007 48.9 28.0 23.2 25.7 61.2
1% Quarter of 2007 40.0 40.1 20.0 20.0 59.2

Inventories of Purchased Materials:The seasonally adjusted index for inventories wicpased
materials decreased from 53.8 in the third quart&007 to 50.5 in the fourth quarter, indicatihgttinventories of
purchased materials stayed at practically the dawed as in the third quarter. Inventories of fhased materials
increased most rapidly in the following industriéod; Electrical Equipment, Appliance & Componergad
Aerospace Products & Parts. Inventories of purethasaterials decreased most rapidly in the follgwirdustries:
Textile Mill Products; Paper; Plastic & Rubber Puots; Wood Products; and Fabricated Metal Products.

Inventories of Seasonally
Purchased Materials % Higher % Same % Lower Net Adjusted Index
4™ Quarter of 2007 314 35.3 33.3 -1.9 50.5
3“ Quarter of 2007 34.8 37.3 27.9 6.9 53.8
2" Quarter of 2007 38.3 36.6 25.2 13.1 56.4
1% Quarter of 2007 33.8 40.7 25.3 8.4 52.4
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Commodity Prices The seasonally unadjusted index for commoditygsrimcreased from 69.6 in the
third quarter of 2007 to 72.6 in the fourth quariadicating that commaodity prices rose in the fauguarter at a
higher rate compared to the third quarter. Comiyogliices were reported to have increased mostiisap the
following industries: Food; Textile Mill ProductsApparel; Paper; Chemicals; Plastics & Rubber Prtsjuc
Fabricated Metal Products; Machinery; Electricaliipgnent, Appliance & Components; Transportationigoment;
Furniture & Related Products; Computer & ElectroRimducts; and Aerospace Products & Parts. Nosingu
reported lower commodity prices.

Commodity Prices % Higher % Same % Lower Net Index

4" Quarter of 2007 52.4 40.3 7.3 45.2 72.6
3 Quarter of 2007 47.5 44.3 8.2 39.3 69.6
2" Quarter of 2007 56.7 41.1 2.3 54.4 77.2
1% Quarter of 2007 50.5 42.2 7.3 43.2 71.6

Supplier Deliveries:For this variable, an index value over 50 indisatwer deliveries, and an index
value under 50 indicates faster deliveries. Tlaseeally adjusted index for supplier deliverieséased from 54.9
in the third quarter of 2007 to 56.6 in the fougtharter, indicating that supplier deliveries welegr in the fourth
quarter of 2007. Supplier deliveries were repottetiave slowed most rapidly in the following intties: Food;
Leather & Allied Products; Plastics & Rubber Pradud-abricated Metal Products; Machinery; Compw&er
Electronic Products; and Aerospace Products & Parte Paper industry reported faster supplievdals.

Seasonally
Supplier Deliveries % Slower % Same % Faster Net Adjusted Index
4™ Quarter of 2007 19.1 73.6 7.3 11.8 56.6
3 Quarter of 2007 19.8 71.4 8.8 11.0 54.9
2nd Quarter of 2007 18.0 73.7 8.3 9.7 54.0
1% Quarter of 2007 18.7 74.2 7.1 11.6 56.5

New Orders: The seasonally adjusted index for new orders deece&rom 59.3 in the third quarter of
2007 to 52.1 in the fourth quarter, indicating thatv orders increased to a very slow rate in thetfioquarter of
2007. New orders were reported to have increasest napidly in the following industries: Printing Related
Support Activities; Computer & Electronic Producasid Aerospace Products & Parts. New orders vegrerted to
have decreased most rapidly in the following indest Textile Mill Products; Wood Products; Nonmnilta
Mineral Products; Fabricated Metal Products; areh$portation Equipment.

Seasonally
New Orders % Higher % Same % Lower Net Adjusted Index
4" Quarter of 2007 345 29.5 36.0 -1.6 52.1
3 Quarter of 2007 45.7 25.9 28.4 17.4 59.3
2nd Quarter of 2007 52.6 21.7 25.7 26.8 61.6
1% Quarter of 2007 41.2 28.9 29.9 11.4 53.8
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Employment: The seasonally adjusted index for employment deexérom 54.0 in the third quarter of
2007 to 52.9 in the fourth quarter, indicating thatually no increase in employment is taking @ain the
manufacturing sector. Employment was reported doehincreased most rapidly in the following indiestr
Computer & Electronic Products; and Aerospace Retsd& Parts. Employment was reported to have dse

most rapidly in the following industries: Textile ilM Products; Wood Products; and Electrical Equiptme
Appliance & Components.

Seasonally
Employment % Higher % Same % Lower Net Adjusted Index
4" Quarter of 2007 22.8 57.6 19.7 3.1 52.9
3 Quarter of 2007 24.4 56.5 19.0 5.4 54.0
2" Quarter of 2007 325 48.9 18.6 13.9 545
1% Quarter of 2007 28.4 53.0 18.7 9.7 54.6

High-Tech Industries: The high-tech industries include the following: rauter & Electronic
Products, and Aerospace Products & Parts. Thetbigfhindustries currently employ about 393,600 leyges,
amounting to 26.43% of total manufacturing emplogtria the state. The high-tech index increasedHersecond
consecutive quarter from 58.6 in the third quaofe2007 to 64.9 in the fourth quarter, indicatihgttthe high-tech
industries grew at a faster rate in the fourth tgrasf 2007. The growth rate in these industrias the main reason
why the California manufacturing sector did not igto a contraction mode in the fourth quarter. diiion
increased substantially with a robust index of 6&rtd new orders also increased with an index equé8.9. The
commodity price index increased from 62.0 to 68didating that commodity prices increased at adnghte in the
fourth quarter compared to the third quarter of 2200
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Orange County’s
Manufacturing Survey

The Composite Index for Orange County decreased §4.8 in the third quarter of 2007 to
52.1 in the fourth quarter according to a surveypofchasing managers. This indicates that the
manufacturing sector of Orange County grew at avestarate in the fourth quarter of 2007. The
performance of the manufacturing sector in Orangen@/ was slightly below that of California.

ORANGE COUNTY
COMPOSITE INDEX

The seasonally adjusted index for production des@drom 56.3 in the third quarter of 2007
to 55.2 in the fourth quarter, indicating that proglon grew at a slower rate in the fourth quarter.
The seasonally adjusted index for new orders deecetom 55.7 in the third quarter of 2007 to 47.4
in the fourth quarter, indicating that new ordeesr@ased in the fourth quarter compared to thd thir
quarter. The seasonally unadjusted commodity pridex barely decreased from 71.6 in the third
quarter of 2007 to 71.2 in the fourth quarter, aading that commodity prices increased in the fourt
quarter at the same rate as in the third quarfdre seasonally adjusted index for inventories of
purchased materials decreased from 56.7 to 53i6aitnag that inventories of purchased materials
increased at a slower rate in the fourth quarter.

The high-tech industries performed better thanother two industry groups. The high-tech
index stood at 57.2 indicating growth albeit slowean in the third quarter. The index for the
durable goods industries other than high-tech saidgil.1 indicating a very minimal growth in the
fourth quarter. And the index for the non-duragpb@ds industries stood at 49.8 indicating no growth
at all.
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ABOUT THE ANDERSON CENTER FOR ECONOMIC RESEARCH

The A. Gary Anderson Center for Economic Resea®BER) was established in 1979 to
provide data, facilities and support in order te@irage the faculty and students at Chapman
University to engage in economic and business relsez high quality, and to disseminate the
results of this research to the community.

ANNUAL SCHEDULE OF CONFERENCES AND PRESSRELEASES

JANUARY Economic Forecast Conferences for Los Angeles Goand the
Inland Empire

California Purchasing Managers Survey

FEBRUARY California Leading Employment Indicator

MARCH California Consumer Sentiment Survey

APRIL California Purchasing Managers Survey

MAY California Leading Employment Indicator

JUNE Economic Forecast Update Conference for the U.&lifdthia,

Orange and Los Angeles counties, and the Inlandifemp
California Consumer Sentiment Survey

JULY California Purchasing Managers Survey

AUGUST California Leading Employment Indicator

SEPTEMBER California Consumer Sentiment Survey

OCTOBER California Purchasing Managers Survey

NOVEMBER California Leading Employment Indicator

DECEMBER Economic Forecast Conference for the U.S., Califoand Orange
County

California Consumer Sentiment Survey
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