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PMI Looks Solid

New Zealand's Performance of Manufacturing Index (PMI)
showed a slower rate of expansion in March (54.7)
compared to February (55.9), which itself was slower than
January (57.9). A slowdown for sure, but it would have to
extend quite a bit further before it became a genuine
growth worry. After all, January set a fair blistering pace,
so we should not necessarily be alarmed by a slowdown
from there. The bigger picture reveals that the PMI in
March has returned to around the average set in 2015,
which is still comfortably above the longer term average
for this index.

Devil In The Detail?

Even though the PMI remains robust overall, there are a
few potential devils in the detail. Lower employment and
a relatively high inventory reading are worth monitoring
from here. The PMI employment indicator posted its
second consecutive sub-50 reading in March. This
parallels the weaker manufacturers’ employment
intentions that we saw in the latest Quarterly Survey of
Business Opinion (QSBO). This situation might reflect
lower confidence to employ given, say, renewed concerns
about trading partner growth, while satisfying demand
from existing plant (capacity use was elevated in Q1
according to the QSBO). If so, employment may well
bounce back if demand growth remains strong.

Are New Orders Up, Down or Sideways?

New orders are a good gauge of near term demand.

The problem is the PMI survey and last week's QSBO
are giving highly conflicting signals on this front. The PMI
new orders index was 58.2 in March, which is a long way
above average and symptomatic of strong demand
growth. The PMI new orders were even stronger in
January and February. But according to the QSBO,
manufacturers’ new orders plunged in the first quarter
with the net reading falling well below-average and to its
lowest level since 2009. Adding to the confused demand
signals, manufacturers’ new orders expectations in the
QSBO for the next three month sit at average levels.

NZ Still Stands Out

On a three month average basis, NZ's PMI still stands
head and shoulders above similar indicators from major
economies around the world. NZ's PMI has consistently
out-paced Australia’s for several years. However, it is
interesting that Australia has moved ahead of NZ in the
latest month. The 3.4 index point gap in March is the
largest in Australia’s favour since mid-2010. This is not
necessarily a bad thing. Indeed, it might well be a good
thing for NZ if it indicates a growth pickup in the
Australian economy as a whole.

doug_steel@bnz.co.nz

research.bnz.co.nz

PMI Slower But Not Slow

D PMI Momentum
65
Degree of
expansion
60 r Month
AV \f LI
\, A W‘\ “LN Vi
50
45 4 Breakeven \J Degree of
‘ contraction
40 “v
35
ooooo BNZ/Busi Monthly
Employment Indicators Weaker
it PMI and QSBO Employment Net%
70 4 60
PMI Employment (LHS) 50

30 60
04 05 06 07 08 09 10 11 12
Source: BNZ/BusinessNZ, NZIER, Statstics New Zealand Monthly/Quarterly
Conflicting Demand Signals
D\ﬂuslon Index
PMI and QSBO New Orders Net %
70 4 50
PMI New Orders (LHS) [ 40

04 05 06 07 08 09 10 11 12
Source: BNZ/BusinessNZ, NZIER, Statistics New Zealand Monthly/Quarterly

NZ Manufacturing Outperforming Many

PMI

World comparison

Index

March 2016

m 3 mth average to March
2016

China UK NZ Australia us Eurozone Japan World

Source: BusinessNZ, BNZ, JPMorgan, Bloomberg Region

Pagel

* National Australia Bank



Manufacturing Snapshot 14 April 2016

Contact Details
BNZ Research

Stephen Toplis Craig Ebert Doug Steel Kymberly Martin Raiko Shareef
Head of Research Senior Economist Senior Economist Senior Market Strategist Currency Strategist
+(64 4) 474 6905 +(64 4) 474 6799 +(64 4) 474 6923 +(64 4) 924 7654 +(64 4) 924 7652
Main Offices

Wellington Auckland Christchurch

60 Waterloo Quay 80 Queen Street 81 Riccarton Road

Private Bag 39806 Private Bag 92208 PO Box 1461

Wellington Mail Centre Auckland 1142 Christchurch 8022

Lower Hutt 5045 New Zealand New Zealand

New Zealand Phone: +(64 9) 976 5762 Phone: +(64 3) 353 2219

Phone: +(64 4) 473 3791 Toll Free: 0800 081 167 Toll Free: 0800 854 854

Fl: 0800 283 269
Fax: +(64 4) 474 6266

National Australia Bank

Peter Jolly Alan Oster Ray Attrill Skye Masters
Global Head of Research Group Chief Economist Global Co-Head of FX Strategy Head of Interest Rate Strategy
+(61 2) 9237 1406 +(61 3) 8634 2927 +(61 2) 9237 1848 +(61 2) 9295 1196
Wellington New York

Foreign Exchange +800 642 222 Foreign Exchange +1212916 9631

Fixed Income/Derivatives  +800 283 269 Fixed Income/Derivatives +1 212 916 9677
Sydney Hong Kong

Foreign Exchange +(61 2) 9295 1100 Foreign Exchange +(85 2) 2526 5891

Fixed Income/Derivatives  +(61 2) 9295 1166 Fixed Income/Derivatives  +(85 2) 2526 5891
London

Foreign Exchange +(44 20) 7796 3091

Fixed Income/Derivatives  +(44 20) 7796 4761

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.

US 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.

research.bnz.co.nz Page 2



