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M ANUFACTURING GROWTH PERSISTS
IN SPITE OF HOUSING CRISIS

ORANGE, CA — The purchasing managers in California regbrthat growth in the
manufacturing sector persisted in the third quaste&2007 in spite of difficulties in the housing
market. The Composite Index decreased from 58tHersecond quarter of 2007 to 56.8 in the
third quarter. The decrease in the Composite Insleiie to lower growth rates in the durable
goods industries other than high-tech and in thedwrable goods industries. Although the
production index decreased from 61.2 to 58.6 it isiilicates an increase in production. The
index for new orders decreased from 61.6 to 5&ating growth in new orders albeit at a
lower rate. The survey also indicated that therenbderation in commodity prices as the
commodity price index decreased from 77.2 to 69.Bhe national manufacturing index
decreased from 55.2 to 52.9.
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Performance by industry group

Unlike the second quarter of 2007, the two manufang industry groups, durable goods other
than high-tech and non-durable goods, grew atwaesloate compared to the high-tech industry
group. The indices for these two industries stab85.8 and 56.3 respectively. Production and
new orders increased for these industries in toerskquarter of 2007. The commodity price
index in the non-durable goods industries incredsmu 78.4 to 81.0 indicating that prices in
these industries increased at a much higher rate tthe rest of the manufacturing industries.
The high-tech industry group grew faster in thedtjuarter compared to the second quarter of
2007, with the production index recovering stronfgbym 51.7 to 64.2.

Growth rate of the underlying variables

Production, new orders and inventories of purchasattrials were reported to have increased at
a slower rate in the third quarter of 2007 compdcethe second quarter. The commodity price
index decreased from 77.2 to 69.6. The supplibvetées index increased minimally from 54.0
to 54.9 indicating that supplier deliveries wereadba slower than they were in the second
quarter. The employment index remained virtualighanged at 54.0. In their comments the
purchasing managers have written about exports thraiive higher cost of doing business in
California and its effect on relocating to otheates or to foreign countries.

* Production was reported to have increased modilsaioi the following industries: Food;
Paper; Wood Products; Fabricated Metal Productsgchiary; Electrical Equipment,
Appliance & Components; Miscellaneous; Computer &ecEonic Products; and
Aerospace Products & Parts. No industry reportddaease in production.

* New orders were reported to have increased mogilyaim the following industries:
Food; Printing & Related Support Activities; WoorbBucts; Primary Metals; Fabricated
Metal Products; Electrical Equipment, Appliance &rponents; Furniture & Related
Products; Computer & Electronic Products; and Aeace Products & Parts. The
Machinery industry reported lower new orders.

Chapman University Purchasing Managers Survey Results Page 2
October 15, 2007



 Employment was reported to have increased mostlsam the following industries:
Food; Primary Metals; Fabricated Metal ProductecElcal Equipment, Appliance &
Components; Furniture & Related Products; Misceltars; and Aerospace Products &
Parts. The Computer & Electronic Products industported lower employment.

« Commodity prices were reported to have increasedtmapidly in the following
industries: Food; Apparel; Paper; Plastics & RubBeoducts; Nonmetallic Mineral
Products; Primary Metals; Fabricated Metal Produdischinery; Electrical Equipment,
Appliance & Components; Furniture & Related ProducComputer & Electronic
Products; and Aerospace Products & Parts. No tndusported lower commodity
prices.

Performance of the national manufacturing sector

Nationally, the Purchasing Managers Index, pubtishg the Institute for Supply Management,
decreased from an average of 55.2 in the secondequa 2007 to 52.9 in the third quarter,
indicating that the manufacturing economy grew skoaver rate in the third quarter of the year.
The production index decreased from 62.9 in the tmaf June to 53.3 in the month of
September indicating that production grew at a slorate in the month of September. Similar
to production, the rate of growth in new ordersrdased every month since June. The
employment index showed very little change over ldm few months standing at 51.7 in
September. The commodity price index decreasad $8.0 in August to 59.0 in September
indicating that commodity prices continued to irage in the month of June but at a slower rate.
The supplier deliveries index increased from 48.dune to 51.9 in September indicating that
supplier deliveries were barely slower towardsehd of the third quarter. The performance of
the national manufacturing sector was below th&alifornia in the third quarter of 2007.

Background and methodology

The Institute for Supply Management conducts a hignnhational survey of purchasing
managers and publishes the survey results ifReport 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, comipqgutices 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 Third 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 exsigble in the survey. The "% Better," is adtetalf 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 deszé from 61.2 in the second quarter of
2007 to 58.6 in the third quarter, indicating thewduction increased in the third quarter at a slokate compared
to the second quarter. Production was reporteuat@ increased most rapidly in the following indiest Food;
Paper; Wood Products; Fabricated Metal Productsshivtery; Electrical Equipment, Appliance & Compotgn
Miscellaneous; Computer & Electronic Products; &edospace Products & Parts. No industry reportddaease
in production.

Seasonally
Production % Higher % Same % Lower Net Adjusted Index
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
4t Quarter of 2006 32.7 27.5 39.8 -7.1 48.2

Inventories of Purchased Materials:The seasonally adjusted index for inventories wicpased
materials decreased from 56.4 in the second quafr2007 to 53.8 in the third quarter, indicatihgtinventories of
purchased materials increased in the third quattarslower rate. Inventories of purchased mdseware reported
to have increased most rapidly in the following ustties: Food; Primary Metals; Fabricated Metal dRats;
Electrical Equipment, Appliance & Components; arahputer & Electronic Products. Inventories of fased
materials were reported to have decreased mostlyapithe following industries: Apparel; Paper;daRlastics &
Rubber Products.

Inventories of Seasonally
Purchased Materials % Higher % Same % Lower Net Adjusted Index
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
4™ Quarter of 2006 32.5 324 35.2 2.7 50.1
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Commodity Prices The seasonally unadjusted index for commoditygsridecreased from 77.2 in the
second quarter of 2007 to 69.6 in the third quaitelicating that commaodity prices rose in thedhjuarter at a
slower rate compared to the second quarter. Cortynpdces were reported to have increased mostiyam the
following industries:Food; Apparel; Paper; Plastics & Rubber Productsnmietallic Mineral Products; Primary
Metals; Fabricated Metal Products; Machinery; Hleat Equipment, Appliance & Components; Furnitiie
Related Products; Computer & Electronic Produatst Aerospace Products & Parts. No industry regblower
commodity prices. In their comments the purchasiagagers have explicitly written about higher gsifor metal
and for flour.

Commodity Prices % Higher % Same % Lower Net Index

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
4" Quarter of 2006 40.4 42.4 17.2 23.2 61.6

Supplier Deliveries:For this variable, an index value over 50 indisatwer deliveries, and an index
value under 50 indicates faster deliveries. Tlesaerally adjusted index for supplier deliveriesréased slightly
from 54.0 in the second quarter of 2007 to 54.%hi@ third quarter, indicating that supplier deliesr were
minimally slower in the third quarter of this yeaBupplier deliveries were reported to have slowedt rapidly in
the following industries: Food; Printing & Relat&dipport Activities; Furniture & Related ProductspgaComputer
& Electronic Products. No industry reported fastepplier deliveries.

Seasonally
Supplier Deliveries % Slower % Same % Faster Net Adjusted Index
3" Quarter of 2007 19.8 71.4 8.8 11.0 54.9
2" 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
4" Quarter of 2006 14.5 74.3 11.3 3.2 52.3

New Orders: The seasonally adjusted index for new orders deectfiom 61.6 in the second quarter of
2007 to 59.3 in the third quarter, indicating thatwv orders increased at a slower rate in the fuatter of this year.
New orders were reported to have increased moddlyajm the following industries: Food; Printing &elated
Support Activities; Wood Products; Primary Metdigbricated Metal Products; Electrical Equipmentplgnce &
Components; Furniture & Related Products; Compé&tdtlectronic Products; and Aerospace Products &sPar
The Machinery industry reported lower new orders.

Seasonally
New Orders % Higher % Same % Lower Net Adjusted Index
3“ Quarter of 2007 45.7 25.9 28.4 17.4 59.3
2" 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
4™ Quarter of 2006 34.9 29.0 36.2 -1.3 52.3
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Employment: The seasonally adjusted index for employment deegtaninimally from 54.5 in the
second quarter of 2007 to 54.0 in the third quantelicating that very little increase in employrméntaking place
in the manufacturing sector. Employment was reggbtd have increased most rapidly in the followimdustries:
Food; Primary Metals; Fabricated Metal ProductscElcal Equipment, Appliance & Components; Funmti&
Related Products; Miscellaneous; and Aerospaceueted Parts. The Computer & Electronic Produotiustry
reported lower employment.

Seasonally
Employment % Higher % Same % Lower Net Adjusted Index
3 Quarter of 2007 24.4 56.5 19.0 54 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
4" Quarter of 2006 23.7 46.8 29.5 -5.8 48.3

High-Tech Industries: The high-tech industries include the following: rauter & Electronic
Products, and Aerospace Products & Parts. Thetbigfhindustries currently employ about 395,000 leyges,
amounting to 26.09% of total manufacturing emplogtria the state. The high-tech index increasedHerfirst
time in a year from 55.1 in the second quarter @72to 58.6 in the third quarter, indicating thia¢ thigh-tech
industries grew at a faster rate in the third ggraof this year. The growth rate in these indastias reported to be
higher than the other two manufacturing industrgugs in the state. Production increased subsligntigh an
index equal to 64.2, and new orders also increagtbdan index equal to 62.5. The commodity pricgeix dropped
sharply from 82.6 to 62.0 indicating that commodityces increased at a much slower rate in thel thirarter
compared to the second quarter of 2007.
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Orange County’s
Manufacturing Survey

The Composite Index for Orange County decreased §@.7 in the second quarter of 2007
to 54.8 in the third quarter according to a sureéypurchasing managers. This indicates that the
manufacturing sector of Orange County grew at westaate in the third quarter of this year. The
performance of the manufacturing sector in Orangen@/ was below that of California.

ORANGE COUNTY
COMPOSITE INDEX
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The seasonally adjusted index for production desggdrom 59.7 in the second quarter of
2007 to 56.3 in the third quarter, indicating thedduction grew at a slower rate in the third gerart
In California the production index stood at 68.Broduction was reported to have increased most
rapidly in the following industries: Printing & Raetked Support Activities; Furniture & Related
Products; and Aerospace Products & Parts. Pramuetas reported to have decreased most rapidly
in the following industries: Plastics & Rubber Pwots; and Wood Products. The seasonally
adjusted index for new orders decreased from %8Btii@ second quarter of 2007 to 55.7 in the third
quarter, indicating that new orders grew at a stoveg¢e in the third quarter. New orders were
reported to have increased most rapidly in thewathg industries: Food; Printing & Related Support
Activities; Computer & Electronic Products; and Aspace Products & Parts. New orders were
reported to have decreased most rapidly in thevatlg industries: Plastics & Rubber Products; and
Woods Products. The commodity price index deceé&sen 75.3 in the second quarter of 2007 to
71.1 in the third quarter, indicating that commypditices increased in the third quarter but at a
slower rate. The seasonally adjusted index foemteries of purchased materials decreased from
64.3 to 56.7 indicating that inventories of purathsnaterials increased at a slower rate in the thir
quarter.
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ABOUT THE ANDERSON CENTER FOR ECONOMIC RESEARCH:

The A. Gary Anderson Center for Economic ReseafBER) was established in 1979 to
provide data, facilities and support in order teamrage the faculty and students at Chapman
University to engage in economic and business relsed high quality, and to disseminate the
results of this research to the community.

ANNUAL SCHEDULE OF CONFERENCES AND PRESSRELEASES:

October 15, 2007

JANUARY » Economic Forecast Conferences for Los Angeles Goamd 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.&ifdthia,
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., Califoamd Orange
County
California Consumer Sentiment Survey
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