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The PSI 

The Performance of Services Index (PSI) still looked terrible in 
May. However, at 37.2, it is a fair bit less terrible than April’s 
25.7. The lift follows the removal of some shackles as New 
Zealand moved down COVID alert levels. Further 
improvement can be expected over coming months on similar 
grounds. However, we’d caution that just being allowed to 
open doesn’t guarantee more activity. Standing back, there is 
no denying the outright level of the PSI remains woeful and 
still sits well below the lows at around 45 recorded during the 
2008/09 recession. Combining the PSI results with similarly 
weak readings from the Performance of Manufacturing (PMI) 
through April and May reinforces our thinking that Q2 GDP 
will show a massive decline (we think in the order of 18%). 

Employment Falls Further 

Less bad readings in May compared to April were seen in 
nearly all areas across industries, regions, firm sizes, and 
major components. One glaring exception was employment, 
which fell further, reflecting still very poor conditions through 
May. The PSI employment index fell to 40.9 in May from 42.4 
in April, to now be at its lowest level since the survey started 
back in 2007. Service sector net job losses mirror what we 
saw for manufacturing in last week’s PMI, illustrating the 
considerable pain in the labour market even before the huge 
wage subsidy scheme scales down. The trajectory of these 
indicators is consistent with our view that official figures for 
the labour market will likely get worse before they get better. 
Our forecasts have more job losses in Q3 than in Q2. 

Spending Bounces 

Electronic card transactions – as an indicator of spending – 
also looked less bad in May. Indeed, at face value the 
seasonally adjusted 80.7% lift in total transactions in the 
month looked very strong, but given it followed a near halving 
in April, transactions remain more than 12% below year 
earlier levels. In short, it is a move in the right direction but 
there is still a long way to go. Put another way, it is a bounce 
off a very low base. And higher spending on consumables and 
durables likely included a good dose of pent up demand post 
lockdown, so the degree of strength is unlikely to be 
sustained for too long. Meanwhile, hospitality remained 
under significant duress in May. Even though transaction 
values for this sector were higher than April, they were not 
much more than half the levels prevailing pre-COVID. This fits 
with the PSI for accommodation, cafes, and restaurants 
languishing at an unadjusted level of 28.9. Yes that is higher 
than April’s 18.1, but still indicating extreme weakness. 
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