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Confidence and Activity

With some confidence indicators fading a bit over
recent months, we wondered how this might affect the
Performance of Manufacturing Index (PMI) which is
more a survey of outcomes rather than expectations or
sentiment. The PMI had slowed down a bit in April and
May to an index level of around 52, but has posted a
decent bounce back in June to 55.2. This was driven by
strong production and even stronger new orders, with a
noticeable improvement in employment to boot. We
wouldn't read too much into one month's result, but it's
encouraging that such activity indicators continue to show
growth even though confidence has been dented a bit.

Capacity

Last week's Quarterly Survey of Business Opinion (QSBO)
displayed a similar message for the manufacturing sector
- confidence down but relatively speaking activity
indicators robust. While economic growth might have
slowed a bit from last year’s strong pace, these indicators
suggest there is still a reasonable rate of expansion
occurring. Indeed, more production and new orders
seems to be putting pressure on existing capacity, with
QSBQO'’s capacity utilisation measure for manufacturers
pushing to levels only seen twice before in the past 25
years. No wonder firms still have generally positive
expansion plans.

Foreign Exchange

The NZ dollar has continue to decline over the past month
reinforcing what we wrote last month, ‘the weaker NZ
dollar might be something to support the PMI readings
over coming months’. Over the past 3 months the NZD
has certainly moved a fair way, being down nearly 12%
against the USD, 16% against the GBP, 14% against the
EUR, and more than 8% against the AUD. The currency
certainly appeared to be part of the PMI lift in June with
many manufacturers mentioning this positively in their
responses, far outweighing a few negative comments
regards the currency’s drop pushing some input costs
higher. Manufacturers’ export sales expectations in the
QSBO rose strongly, to be back above average in Q2.

Building and Dairy

Despite some exuberance coming out of the construction
activity indicators over the course of this year growth,

the sector still features more in manufacturers’

positive comments than the negatives. Meanwhile,
however, lower dairy prices remain a clear concern for
manufacturers. The slump in international dairy prices over
the past year or so and its follow on effect to payments to
local dairy farmers is filtering through to less demand for
manufactured goods, across a wider range of industries.
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