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Summary
The Empire State Manufacturing Survey showed
continuing improvement in New York State’s
manufacturing sector in May. Since January 2002, more
respondents each month have seen conditions improve
than deteriorate. Nonetheless, the survey’s general
business conditions index fell from April’s level of 15.9
to 9 in May. Indexes for new orders and shipments also
fell, the unfilled orders index remained negative, and the
inventories index fell—after three months of increasing.
In addition, continued upward pressure on prices was
evident in the fourth consecutive rise in the prices paid
index, while there was very little sign of firming in prices
received. Expectations for improved conditions in the
future remained bright, with the index for general
business conditions six months ahead at a record high.

General Business Conditions Index Slips
Although the survey continues to show improvement in
manufacturing, the general business conditions index, the
survey’s main indicator, dropped from April’s reading of
15.9 to 9.  While this still indicates that more respondents
saw conditions improve than decline in May, slightly
more respondents saw conditions deteriorate this month
(21 percent) than last month (17 percent).  Moreover,
slightly fewer respondents saw conditions improve in
May (30 percent) than in April (33 percent). Roughly half
of the respondents indicated no change in business
conditions, much the same number as last month.

The index for new orders also declined, from 14.2 to 2.3.
The decline reflected both a decrease in the percentage of
respondents reporting a higher level of new orders and an
increase in those reporting a lower level of new orders.
The shipments index fell slightly,  from 11.8 to 9.9, and
the unfilled orders index remained negative, although it
improved a bit, from –13 to –10.5. The delivery time
index fell from –9.5 to –14.8.

Inventory Liquidation Increases
The percentage of respondents reporting lower inventories
rose in May to 36 percent from 28 percent last month. In
general, the share of respondents reporting an increase in
inventories has exceeded 20 percent in each of the past
three months, compared with roughly 15 percent in the
months before March.

The prices paid index rose for the fourth straight month,
to 18.4 from last month’s 8.3. While nearly 80 percent of

respondents reported no change in prices paid, 20 percent
indicated higher prices from last month, compared with
just 14 percent in April. Prices received showed a slight
improvement, with this index  rising to –6.2 from –11.7.
A mere 7 percent of respondents indicated that they
received higher prices.

The number of employees showed improvement in May,
with the index rising slightly to 1.3.  That marked the first
time this index has been positive. Respondents reporting a
rise in employment rose from 13 percent in April to 22
percent in May. The index for the average employee
workweek fell from 12 last month to –1.8 in May, driven
in large part by a drop—from 24 percent to 15 percent—
in those reporting an increase in the average workweek.

Future Outlook Remains Optimistic
More than 74 percent of respondents expect conditions to
improve in the next six months, the highest percentage
since the survey began. In addition, 70 percent expect
new orders and shipments to increase. Respondents
generally believe that prices received will continue to
decline while prices paid will continue to increase.  More
respondents expect prices received to decline than to rise,
with the six-month expectations index for prices received
at –2. Increased hiring is foreseen by 46 percent of
respondents, and 36 percent expect to increase capital
spending six months from now.

Note:
Diffusion indexes are calculated for each indicator by subtracting the
percent of respondents reporting the indicator lower from the previous
month from those reporting the indicator higher. Thus positive values
signify that more respondents report the indicator higher from the
previous month than lower. Data are seasonally adjusted to control for
seasonal variations.BUFFALO BRANCH, FEDERAL RESERVE BANK OF NEW YORK
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