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BNZ-BusinessNZ PSI is a monthly survey of the services sector providing
an early indicator of activity levels. A PSI reading above 50 points indicates
services activity is expanding; below 50 indicates it is contracting.

The main PMI and sub-index results are seasonally adjusted.

Cold snap

The BNZ - BusinessNZ Performance of Services
Index is a monthly survey of the services sector
providing an early indicator of activity levels. A
PSI reading above 50 points indicates services
activity is expanding; below 50 indicates it is
contracting. The main PSI and sub-index results
are seasonally adjusted.

BNZ - BusinessNZ PSI for May 2014

The seasonally adjusted BNZ - BusinessNZ Performance of Services Index
(PSI) for May stood at 54.2. This was down 4.3 points from April, although

still higher than the February result (52.9). The PSI has averaged 56.4 = HLCHLIGHIS -S|

points so far for 2014. e Service sector records easing
expansion levels in May.
Despite the dip in expansion levels, four of the five main sub-indices were e New orders/business still strong,

still in expansion during May. New orders/business (60.6) reduced 5.5 points but sales levels ease.
from April, but remained in strong territory for expansion. Activity/sales
(54.3) slipped 7.2 points to record its lowest result since January 2013.
Employment (52.4) continued to edge downwards, while stocks/inventories
(53.1) fell 2.6 points. Supplier deliveries (49.5) went into slight contraction for

the first time since January.

e Regional activity still remains

positive across the country.

HIGHLIGHTS — PERFORMANCE OF
COMPOSITE INDEX (PCI)

e Options for measuring PCI activity

Activity remained positive throughout the country. In the North Island, the both showed easing of expansion.

Northern region (55.5) reverted back to levels seen in August 2013, while the o
Central region (51.2) fell back after three consecutive months of solid results.

In the South Island, the Canterbury/Westland region (54.5) remained in
positive territory despite easing expansion, while the Otago/Southland region Next BNZ - BusinessNZ PSI/PCI: 14 July
(51.3) managed to keep its head above water with minor expansion. 2014

Global PCl increases during May.

Service sector results by sub-sector were mostly positive during May.
Property & business services (60.1) picked up pace from April, while
wholesale trade (54.7) eased back from the previous month.
Accommodation, cafes & restaurants (43.6) fell back into negative territory

SPONSOR STATEMENT

BNZ is delighted to be associated with both the
Performance of Services Index (PSl) and
BusinessNZ. This association brings together

after three solid months, most likely due to changing seasons, while health &
community services (48.4) fell back to negative territory. Transport & storage
(56.4) also experienced a lower value from the previous month, although
remained in expansion for May.

Inside BNZ Commentary this Month (page 4)

BNZ Economist Doug Steel takes a look at a range of indicators across
the service industries. The general impression of strong growth
supports the above-trend economic growth message from the PSI.

the significant experience of leading business
advocacy body BusinessNZ, and business
finance specialist BNZ. We look forward to
continuing our association with BusinessNZ and
associated regional organisations, and to playing
our part in the ongoing development of the New
Zealand services sector.

BNZ (www.research.bnz.co.nz)



BNZ-BusinessNZ PSI is a monthly survey of the services sector providing
an early indicator of activity levels. A PSI reading above 50 points indicates
services activity is expanding; below 50 indicates it is contracting.

The main PMI and sub-index results are seasonally adjusted.

BNZ - BusinessNZ Performance of Services Index Time
Series (Apr 2007 - May 2014)
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May PSI time series tables

May  May May May May  May

el et 2009 2010 2011 2012 2013 2014

BNZ - BusinessNZ PSl (s.a.) | 47.3 52.2 52.1 55.8 56.4 54.2

Activity/Sales (s.a.) 44.2 54.4 55.6 59.1 58.2 54.3

Employment (s.a.) 48.0 51.1 51.0 50.3 53.6 52.4

New Orders/Business (s.a.) 50.5 55.0 55.9 62.6 60.0 60.6

Stocks/Inventories (s.a.) 46.4 49.8 46.2 514 53.5 53.1

Supplier Deliveries (s.a.) 46.8 49.3 48.0 53.4 55.8 49.5

BusinessNZ .4

PARTICIPANTS

Regional Indexes

BNZ - BusinessNZ PSI (s.a.) | 47.3 52.2 52.1 55.8 56.4 54.2
Northern 47.4 52.4 52.1 55.8 58.6 55.5
Central 47.2 54.9 56.6 57.7 53.2 51.2
Canterbury/Westland 43.7 447 50.2 54.5 47.3 54.5
Otago/Southland 37.0 48.3 39.3 46.5 51.9 51.3

(s.a. denotes seasonally adjusted)

BusinessNZ  gratefully — acknowledges the
participation of the following associations in
contributing to the PSI:

Employers & Manufacturers Association
(Northern)

Business Central
Canterbury Employers’ Chamber of Commerce
Otago Southland Employers Association

Hospitality New Zealand

About the Performance of Composite Index




BusinessNZ .4

BNZ-BusinessNZ PSI is a monthly survey of the services sector providing
an early indicator of activity levels. A PSI reading above 50 points indicates
services activity is expanding; below 50 indicates it is contracting.

The main PMI and sub-index results are seasonally adjusted.

. The BNZ - BusinessNZ Performance of
Eve ninN g out Composite Index (PCI) takes into account results
from both the Performance of Manufactu.ring
BNZ - BusinessNZ Performance of Composite Index (PCI) for 2 () G i (FEIies G e
May 2014
Combined results are shown in two ways:
The seasonally adjusted BNZ - BusinessNZ Performance of Composite . . .
Index or PCI (which combines the PMI and PSI) for May saw the two options GDP-Weighted Index: Apportions the weight of

the manufacturing and services index within the

for measuring the PCI both ease from the previous month, although they economy to produce an overall result.

remain in expansion.

Free-Weighted Index: Combines data from both
The GDP-Weighted Index (54.0) decreased 4 points the previous month, indexes to produce an overall result.
while the Free-Weighted Index (54.3) dipped 2.7 points. With both the PMI
and PSI showing lower expansion levels in May, the larger fall in the PSI
meant the GDP-Weighted Index feel further than the Free Weighted one,
although this meant they ended up at similar levels of expansion for the
current month.

Both time series for the PCI are then seasonally
adjusted.

The JPMorgan Global Combined Index for May (54.3) rose to its highest
level since September 2013 and signaled a solid acceleration in the rate of
output expansion.

BNZ - BusinessNZ PCI Seasonally Adjusted Time Series
(April 2007 - May 2014)

Index Value

BEOPWaighted Indax

mFreeWeighted Index

Performance of Composite Index May time series table
Combined National May May May May May May
Indexes 2009 2010 2011 2012 2013 2014

GDP-Weighted Index (s.a.) | 465 | 523 523 | 554 | 567 54.0
Free-Weighted Index (s.a.) 45.6 52.6 52.9 55.2 57.8 54.3
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Servicing Above-Trend Growth

e Service sector likely part of above-trend Q1 growth
e PSl says more of the same in Q2, despite easing

NZ PSI

Index, s.a.

in May 62
e PSI activity, employment, new orders above average o
e Many indicators suggest broad-based service Monthly

sector growth

~—3-month average

This week's economic growth figures for the first quarter
of the year should look good. A wide range of positive

activity indicators suggests growth in excess of 1% in the *
quarter, which would see the annual pace of economic ®
growth nudging 4%. If it transpires it will be the strongest ®

44

annual growth since the global financial crisis and well
above the past 10 year average of just over 2%.

Gross Domestic Product

ouarety It is not just the PSI that suggests the service sector
%;l')‘a"ge has been performing well. Indeed, the vast bulk of

’ indicators for the diverse industry group show strong
growth compared to a year ago. Construction indicators

42
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20 like building consents lead the way, but we shouldn't
18 overlook the double digit growth in the likes of car
10 registrations, the value of electronic card transactions

Trend . .
at service sector firms, road user charges and farm sales.

To us, it is the diversity of industries that these indicators
suggest are expanding that is as important as the outright
s strength implied. The current economic expansion is

10 broad-based, in other words.
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Source: BNZ, Statstcs New Zealand Quarter

Latest annual % growt!
(3 month average)

Construction activity is likely to be a standout (at long last) Residential building consents, value 26.0
in the first quarter figures. The very strong positive gon-res.ldent.lal b“'ld'n% consents, value 222

trends that have been obvious in building consents ar reg|§trat|0n§, number :
. . . . Commerical vehicle registrations, number 22.0

for some time are now finally showing up in actual : . .

. . Senvices electronic transactions, value 16.6
construction activity. Road user charge tax revenue, value 12.9
. o . L , Farm sales, number 12.4

We think a big lift in construction activity in Thursday’s Accommodation guest nights, number 6.0
national accounts will be complemented by a decent Retail electronic transactions, value 5.9
expansion in the service sector. That was certainly the Household credit, value 5.6
clear message from the likes of the Performance of Tourist arrivals, number 3.5
Service Index (PSI) at the time, which averaged a Wholesale sales, value 3.3
strongly-expansionary 56.4 through that quarter. Mortgage approvals, value -9.8
House sales, number -12.6

Today's PSI, for May, suggests a similar story for the

service sector in Q2. While the index eased a bit to 54.2 Importantly, this is not just fast growth off a low base.

in May, combined with the 58.5 in April it puts the second
quarter-average-to-date smack in line with the first quarter
indicating ongoing above average growth. The 3-month
average PSI actually ticked higher to 57.2 in May.

research.bnz.co.nz

Indeed, some indicators are at all-time highs. For example,
annual commercial vehicle registrations have just pierced
40,000 for the first time in the year to May, pushing past
the previous peak hit in 2005. More commercial vehicle
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Total Commercial Registrations

Annual total
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registrations fit with higher road user charge tax receipts
and a positive May transport and storage industry PSI
reading of 56.4, to give a 3-month average of a heady
61.3. It suggests people and freight movement is firmly
increasing and investment is taking place, as you would
expect when the economy is growing above trend as
we think will be confirmed in Thursday's GDP figures.

Or course, not all indicators are strong with some even
down on a year ago. Most notable of these is house sales
(and associated drop in mortgage approvals), reflecting
such things as the loan-to-value lending restrictions put in
place late last year, rising interest rates and talk of more to
come, and perhaps even the sharp drop in kiwis migrating
offshore tightening the supply side in places. House sales
in the three months to April were nearly 13% below the
same period a year ago. It will be interesting to see what

www.research.bnz.co.nz
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House Price Inflation and Sales
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happened in May, with REINZ's figures due any day now.
But, as important as the existing house market is, the
service sector is much broader than that and more so
the economy as a whole.

In this regard, it will be worth keeping an eye on the
coming months’ broad indicators like the PSI to see if the
mild slowdown in May extends or not. For now, while the
main activity/sales, employment and new orders indices
all cooled a bit between April and May, all of them remain
above long term averages. Combined with the majority
of other indicators, it is indicative of an economy
growing above potential and will generate inflation if

left unchecked. It is why the Reserve Bank lifted interest
rates last week and suggested more hikes ahead.

doug_steel@bnz.co.nz
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ANALYST DISCLAIMER: The person or persons named as the author(s) of this report hereby certify that the views expressed in the research report accurately reflect their personal views about the subject
securities and issuers and other subject matters discussed. No part of their compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in the research
report. Research analysts responsible for this report receive compensation based upon, among other factors, the overall profitability of the Markets Division of National Australia Bank Limited, a member of
the National Australia Bank Group (“NAB"). The views of the author(s) do not necessarily reflect the views of NAB and are subject to change without notice. NAB may receive fees for banking services
provided to an issuer of securities mentioned in this report. NAB, its affiliates and their respective officers, and employees, including persons involved in the preparation or issuance of this report (subject to
the policies of NAB), may also from time to time maintain a long or short position in, or purchase or sell a position in, hold or act as advisors, brokers or commercial bankers in relation to the securities (or
related securities and financial instruments), of companies mentioned in this report. NAB or its affiliates may engage in these transactions in a manner that is inconsistent with or contrary to any
recommendations made in this report.

NEW ZEALAND DISCLAIMER: This publication has been provided for general information only. Although every effort has been made to ensure this publication is accurate the contents should not be relied
upon or used as a basis for entering into any products described in this publication. Bank of New Zealand strongly recommends readers seek independent legal/financial advice prior to acting in relation to any
of the matters discussed in this publication. Neither Bank of New Zealand nor any person involved in this publication accepts any liability for any loss or damage whatsoever may directly or indirectly result
from any advice, opinion, information, representation or omission, whether negligent or otherwise, contained in this publication.

USA DISCLAIMER: If this document is distributed in the United States, such distribution is by nabSecurities, LLC. This document is not intended as an offer or solicitation for the purchase or sale of any
securities, financial instrument or product or to provide financial services. It is not the intention of nabSecurities to create legal relations on the basis of information provided herein.

National Australia Bank Limited is not a registered bank in New Zealand.
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