The PMI
New Zealand’s Performance of Manufacturing Index (PMI)
firmed a bit further in May, while its details were even
more encouraging. At a seasonally adjusted 57.1, from
56.6 in April, the PMI was well above its long-term norm
of 53.1. The positive skew in detail related to production
surging to 61.1 and new orders cracking along at 59.9.
The employment index, meanwhile, popped back into
expansion territory, with 52.8, having been flat (50.0) in
April and slightly contractionary in February and March.
The only “weak” spot in May’s PMI was in its finishedstocks index. This sank to 48.9, from 53.4 in April. But this
looks to be a “caught short” kind of thing, given the utter
strength in the demand-side indicators in May’s PMI.

NZ PMI Dynamics Looking Even Stronger
Diffusion Index
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Manufacturing GDP
The production readings in the PMI have certainly kept our
chins up, when recent results on manufacturing GDP have
looked a bit wobbly. To be sure, yesterday’s GDP
accounts showed less of a fall in manufacturing GDP than
we feared, partly as food processing ex meat and dairy
proved very strong. Still, overall, manufacturing activity
declined 0.4% in Q1 GDP, as it did in Q4 of last year as
well. These falls reflected timing issues around rural
processing, after a bumper 2015 Q3. As for the underlying
pulse in manufacturing, we believe this is solid – as the
PMI surely attests to. On this basis we forecast a rebound
in manufacturing GDP over Q2/Q3.

One of the brighter spots in the Q1 GDP accounts was
around forestry. Having had a great run, activity-wise,
post GFC the industry struggled a bit over 2015. However,
there were signs of renewed life in the March quarter of
this year. The Forestry and Logging component of GDP,
for example, expanded 5.2% in Q1. This returned its
annual growth into positive territory, with 2.8%.
Manufactured wood and paper products, meanwhile,
increased 1.9% in the quarter, to be up 5.3% on a year
prior. Structural demand from China (and India?) and a
strong local construction outlook promise to underpin
New Zealand’s forestry activity, and prices.

Diffusion Index

All things considered, Australia is still New Zealand’s
largest trading partner. And so it’s worth noting that
Australia’s economy has been digesting a pronounced
correction in mining investment, to be performing
relatively well, overall. Its annual GDP growth in the March
quarter, for example, was 3.1%. And the very latest NAB
business survey maintained a robust view around
economic activity, as a whole; even with a clear drag still
coming from Western Australia. This supports the view of
our colleagues at NAB that Australia’s GDP will expand
3.1% over calendar 2016 and 3.0% over 2017.
craig_ebert@bnz.co.nz
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A Dent From Meat And Dairy Processing In Q1 GDP
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