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Modest growth-- and slighéla/ _imProved. That's the latest word on the Greater Grand R%ids industrial economy,
according o the data callected in the last two weeks of tember, 2011. NEW ORDERS, our index_of business
improvement, rose to +25 from +13. In a Smilar move, the PRODUCTION index edged up to +25 from +17. However
activity_in the purchasing offices, our index of PURCHASES, backtracked to~ +14 from +21. The index . of
EMPLOYMENT remai ned amost unchan?ed, but moved up to +27 from +26. The percentage of respondents reporting
staff reductions fell to 6% from 8%. Forfunately, our local statistics continue to be stronger than the rest of the country.
We hope that this trend will continue. i L . .

Turning to local Industry Icgoups, the automoative parts producers are generally reporting improved business conditjons,
no doubt in response to the T0% improvement in auto sales for this month. The ital equipment firms_are also doing
better than over the past two years. The office furniture firms are still holding steady, but the recent decline in business
confidence is starting to erode the prospect for future performance. For the fifth month in a row, industrial distributors
camei Or|1 fai gy pgsmve. In the comment section of this report, many firms are still positive, but others are speaking of an
impending sliowdown.

E)At thegnatlonal level, the results remain flat, a repetition of last month. The October 3 2011 press release from the
Institute for Supply Management, our parent organization, reported that NEW ORDERS remained negative at -1, but came
up from the two year low of -3 reported last month. ' The PRODUCTION index rose to +2, up from +0. For the

MfPLO\S(cI)\/I6ENT index, last month’s +7 improved to +6 for this month. 1SM’s overall index of manufacturing rose to 51.6,
up from 50.6.
pAt the international level, the J.P. Morgan Global Manufacturing report released on October 3, 2011 continued to
backtrack to a 27 month low. JPM’s worldwide index of NEW ORDERS sank below the break-even point of 50.0 to 48.5
down from 49.4. JPM’s overall internationa index declined to 49.9 from 50.2. In addition to the US, other countries that
are backtracking include most of the Eurozone, Japan, and Brazil. China saw a modest uptick. The survey author is still
_m(%ﬂestly mlstl %F\ and notes that “...the signs point to weak growth or month-to-month ‘declines in industrial production
in the néxt few months.

One bright §Jot in this month’s report is automotive sales. Chrysler led the way with a 27% g]ai n, followed by Generd
Mators up 20%, and Ford rising 9%. Among the foreign nameplates, Nissan was up 28% and the Hyundai, group gained
14%. However, the earthquake aftermath still left Toyota down 9% and Honda lower by 8%. The automotive foreCasters
are now predicting that this trend should continue for @t least a few more months. According to recent statistics, pegple are
driving only about 2% less this year than |ast year. With the average age of the cars on the road increasing, there will be an
ongoing market for new, replacément vehicles. Thedrop in gasolinepricesishelping aswell. .

ndustria inflation appears to have dissipated for most products. The price of oil Is down considerably from the highs of
afew months ago. Copper is down 35% from earlier in the year. Aluminum is down 15% just in the past few weeks. The
steel companies keep posting price increases that will be rejected. All of this would be a call for celebration if it were not
for the fact that the lower. prices signal aslowing of the entire world economy, which may be sliding into arecession. ]

With all of these conflicting stafistics, where does it |eave us? A recent survey of economists say that we have aonein
three chance of diding into another recession, or a double dip of the 2007-2009 recession, depending on terminology. By
the statistics in our current report, the odds are &robably_ hle%ger than that. Bé' the recent statistics reported in the press,
many. indicatqrs are down, including those related to business and consumer Confidence. However, the baltg problem this
time is not with the United States but the rest of the world.  From the J.P. Mor%an re80rt, it appears that at least some
economies abroad may alreaga/ be in a recession. To most global observers, the 2007-2009 recession was our. doing
because of the mess we created with sub-prime loans. 1t seems jronic that if we do dlide into another recession, this time
many[ r(]aactotrp]omlsts ¥ylll_tblame the Europeans. Politicians must take responsibility for starting this mess in Europe, and we

r can fix it.
P ?Yis agaiﬁyworth repeating that the accepted criteria for a recession, i.e., two continuous quarters of negative economic
growth, are somewhat arbitrary. It is aso worth pointing out that no two recessions are ever exactly alike. Whereas most
recessions evolve as a fairly sharp downturn followed by an equall% sharp recovery, It Is obvious that our recent recession
did not follow that recovery pattern. Indeed, many economists believe that it is the unemployment statistics in most
recessions that do the most _damage, both economically and persondly. By these criteria, we never recovered from the
2007-2009 recession, which is the feeling among the Igeneral public. . ) ) )

With the relatively weak GDP reports from the first two quarters of 2011, dlidi ng into negative growth in the third or
fourth quarters is not a quantum leap. Barrlréﬂ a severe worsening of the European debt crisis, it appears that a GDP drift
into negative territory would be relatively shallow when compared with other recessions. There is'aso a possibility that a
sllghtla¥ positive quarter could be followed by a dlightly negative quarter. . This means that we could see a period of
stagnation which could last for a year or two. Of course, we would expect arise in unemployment rate, and the attitudes of
the consuming public, both at theindustrial and retail levels, would remain negative. ] )

Another note of caution has begun to surface regarding China.” Windi ng its way through the senate is a bill that would
unish countries like China that appear to be manipulating their currency exchange rate to their advantage. Given that the
hinese have recently allowed their currency to gradually (but slowly) rise, mo doundlts thought that the bill would not
ain much traction. Current estimates indicate that it now costs approximately 30% more to do business in China than it

did just afew years ago. C_onseguently, countries like Indlabl ndonesia, and even Viet Nam are now the places of interest to
importers. Unfortunately, it is still the misguided populist belief that all or most of our present problems can be traced to
{ob losses to China.. Thi's concept Is at. best an oversimplification and at worst smply not true. ch thinking also ignores
he fact that China has become our third best customer in the world marketplace. Bottom line: The LAST thing'in the
world that we need right now is to start a TRADE WAR with China.  This would be like repeating the mistake of the
Smoot-Hawley tariffs that helped precipitate the Great Depression. ]

The bright spot in al of this brings us back to the seemingly contradictory results of our local surveys, which appear to be
both positive and relatively stablé. Since 14% of the office furniture in the world is made in West Michigan, part of
Michigan’s current stability can be credited to the furniture mdustrP( whichis till holding its.own. However, it I1sthe auto
mdusgy’s strong showing that is keeping our local auto parts suppfiers very busy. Eventhe industry itself seems surprised
that sales have Temained this strong, given the softness of other sectors and the continued restrictiveness of auto |oan
approvals. Hence, for the immediate future, we expect our local statistics to stay positive. We may see little or no loca
impact of the world economic weakness for some time.



COMMENTSFROM SURVEY PARTICIPANTS

“Looks like another solid month, |ess than our “We are till at record levels of sales and
record last month, but to budget and growth over last Prod_uctlon. We are amost sold out of capaci t¥ through
year. Only 1 customer has reported aretractionin their | he first quarter of next year. Thisnew level &
growth forecast for third quarter. Hopefully, oneevent is production looks sustainable for quite sometime. There's
not atrend.” no sign of double dip recession here!”

“Looks like things will be stable for the next few “Forecast remains strong through the end of
months.” 2011”

. “The economy remains very fragile. The news “We are doing very well. Fortune 500
e o 0 D aoney s g o e Yo cipnert
] ” “The fourth quarter appears to be flat, but we
the economy at aslow and_ ste_ad_y pace: ) remain at the 2010 9;] es Ievésl‘gPand 2010 was a good
b “Businesslooks likeit is slowing down in year.”
October. ] ) “We have come to the end of alarge program

“Six months sales are running at 45% ahead of but the first and second quarter of this year were up 34%
2010. We expect the year to be 25% ahead of 2010, but over last year! The rest of the year doésn't ook bad
v'\\//le gtre FXpﬁtm some sllcgjvydow? inthel tas% qualréer. either.”

ost of what isbeing sold is replacements for ol der " Lo L
rolling stock. We aregcurrently racking miles driven, and level ;rlepar ation is underway to al gn inventory
s foreceiig falchly the s acuvity 1n 2012, o L e O e
an%e{ﬁté%qs"f‘g'v't' sSaeupin ocationin urope improvement to the economy as we head into 2012.”

“Work lifeis"...like abox of chocolates. You “We are starting to get some really big jobsto
never know what you are going to get.”" break loose.

“ August as a calendar month was long, and “We continue to take new orders. Trade skill
F]nglted i\?vogr pII ant Pﬁl\/l n%glhe %eﬁ salfes rgciﬁth in’th employees are very hard to find.

IStory.  VWE replace tnose sales dollar. 1or dollar with new “Strong orders continue through the end of the
orders. No sign of the economy reducing the heavy truck i 7
buildsin the%ear term. Most X)EM 's arg increasing year and |nto.2 12'_ )
production schedules into the fall.” “Businessis doing very well. We are back on

forecast, and the Honda and T dyota production schedules

. “The beginning 2011 season didn’t look too back to early 2011 levels.”

promising: No money.” But as we are nearing the end of

our construction season, we have not been this busy since “We are seeing adrop in automotive build
the 90's! Obviously, the stimulus or whatever you want schedules. Hopefully thisisjust an inventory correction
to call it helped our organization. to the latest (lower) %lleﬁforecasts and not the beginning
.. “Globally thereis a meltdown. Remainsto be of another nosedwg. )

seenif itisrea or perception, but perception has awa)(1 of . “Costs continueto rise, and need for rush
becoming real. Crisiss of confidence are truly one of the deliveries has increased.”
worst global crisis one can have. On the other hand, it R ) - .
cooisjnflation and makes goods from raw materials more It would help ‘more’ if the news mediawould
affordabl e across the world.” stay out of business forecasting!

“Most everything is available. It seemslike the . Sales are strong, but can the economy sustain
supply chainis geared up for the current market.” this trend®

“Plastic resins seem to have stabilized.”

SeJot . Aug. July 20 Year
uP SAVE DOMN N A | ndex | ndex | ndex Aver age

Sal es (New Orders) 44% 35% 19% 2% +25 +13 +17 +29
Production 37% 48% 12% 4% +25 +17 +21 +13
Enmpl oynent 33% 61% 6% +27 +26 +37 + 8
Pur chases 31% 50% 17% 2% +14 +21 +23 + 7
Prices Paid (major commod.) 33% 57% 6% 4%  +27 +14 +23 +35
Lead Times (fromsuppliers) 27% 67% 4% 2% +23 +13 +16 +11
Purchased Materials Inv. 13% 63% 19% 4% + 6 +10 +13 -5
(Raw nmaterials & supplies)

Fi ni shed Goods | nventory 12% 68% 12% 8% + 0 + 2 + 6 -10

Itemsin short suga;aly: Some CRS, el ectronic components, castings, heavy equipment and parts for heavy, phosphor, high
carbon aloy bar & heéavy wall steel tube, capacities at steel mills, some grades/sizes of SBQ stedl s, titanium dioxide,
butadiene, Some resins, patience.

Priceson the UP side: CRS, auminum, powder paint, hardware, nylon, rubber, brass, silicone fluid, some bearings
Teflon seals, mporéqglass mirrors, finishing materials, carbon steel, grader blades, emulsions, bituminous, paper products
plastic pipes, molded foam, resin coated sand, paints, solvents, everything petroleum based, some stainless steel, gold,
specialty resins, lighting, wood core, rare earth material (magnets), ocean freight, titanium dioxide, SEBS resin, mirrors,

plywood, fuel.

Priceson the DOWN side: Some carbon steel, some stainless steel, some nickel, liquid chlorides, sand, aggregates,
aluminum, zinc, copper, ail, plastics, chromium, molybdenum, PV C resin, chemicals.



Index of New Orders - Greater Grand Rapids
1988 - 2011

Asthe nameimplies, thisindex measures new business coming into the firm, and signifies business improvement or
business decline. When thisindex is positive for an extended period of time, it implies that the firm or organization will
soon need to purchase more raw materials and services, hire more people, or possibly expand facilities. Since new orders
are often received weeks or even months before any money is actually paid, thisindex is our best view of the future.

Latest Report  +25 for the month of September, 2011
Previous Month +13 for the month of August, 2011
OneYear Ago +33 for the month of September, 2010
Record Low -57 for the month of December, 2008
Record High  +55 for the month of September, 1994
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