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Progress

September’s Performance of Manufacturing Index (PMI) took a
step in the right direction. It lifted to 54.0 from 51.0 in August.
Movement down COVID alert levels no doubt helped in the
month, after growth nearly stalled amid August’s tighter
restrictions. Not only was September the fourth consecutive
month above the 50 mark (indicating growth), but the PMI has
pushed up above its long-term average of 53.0. However, as
encouraging as this is, it should not be confused with above
average activity levels. Rather, it indicates growth off the low
base set earlier in the year. Growth has not yet been enough to
recoup previous loses, but some progress is being made.

Some Belief

Employment was a heartening feature of September’s PMI. To
be sure, the lift to 51.6 from 49.2 in August was not particularly
large but it is the first time the PMI employment index has
pushed into positive territory since February. This is not enough
to turn the average for Q3 positive (important for estimates of
official employment for the quarter), but it does suggest
manufacturers’ have some belief that activity will continue to
rise. It certainly fits with buoyant new orders in September, with
that index rising to a well above average level of 58.1.

Supply Side Considerations

In stark contrast to new orders, production, and employment
pushing back above their respective long-term averages, the
PMI inventory and deliveries indicators are subpar. It is difficult
to know what is driving this, although it is consistent with
various anecdotes of supply-chain challenges. In any case, it
points to some of the demand improvement to date being
satisfied by inventory rundown. Moreover, the balance of
stronger new orders and falling inventory is a positive signal for
production ahead. Separately, falling stock levels and reduced
deliveries raise some questions about what is driving the extent
of weakness in NZ's imports over recent months. A prior
collapse in demand is likely not the complete the story.
Understanding this balance of demand and supply challenges is
important, especially when contemplating the outlook for
inflation.

General Pickup

Progress was quite widespread within the September survey
with the unadjusted PMI above 50 for nearly all major industries
(the exception being the catch all ‘other’ category). Likewise, all
regions were in expansion mode, albeit with the Northern
region understandably lagging other areas given the tighter
COVID restrictions in Auckland during the month. Positivity was
also the general flavour across different firm sizes, with the
notable exception of large firms (those that employ more than
100 people). While the large firm PMI dropping back below 50 in
September could just be monthly noise, it may also reflect those
firms’ greater exposure to (the still troubled) offshore markets.
Speaking of offshore, NZ's September PMI result sees it in the
top echelon among global peers both for the month and for Q3
as awhole.
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