
 

 

   

The PMI 

What a difference a couple of months make. Having 

slowed right down to 53.2 in January, New Zealand’s 

Performance of Manufacturing Index (PMI) surged to a 

very strong 57.8 in March. While the recent rebound has 

been in all the right places, it’s new orders that have stood 

out head and shoulders. From 58.2 in February (and 53.5 

back in January) they soared to 64.3 in March – the 

strongest reading since 2004. This is a good sign that 

production, whose index strengthened to 60.4 in March, 

will sustain its strong momentum. And this is converting 

into jobs. The PMI employment index improved to 53.4 in 

March, comfortably above its long-term norm of 50.5.   

QSBO and Capacity Constraint 

The narrative of rebound from the March PMI tallied with 

what we saw in the manufacturing component of last 

week’s NZIER Quarterly Survey of Business Opinion 

(QSBO). This reported a slower advance in output for the 

last 3 months, but kept an expectation of decent 

expansion for the coming 3 months. This is happening 

amid signs of much-diminished spare capacity, however. 

This was certainly the message from the QSBO’s capacity 

utilisation measure, CUBO, which, for manufacturing, was 

92.9% in Q1 2017. This was well above its long-term 

norm. With this, it was no surprise to see manufacturing 

respondents to the QSBO with a strong intent to invest.        

Industry 

The rebound in the PMI has reflected substantive gains in 

the very industries that lagged so much back in January. 

Examples include Textiles, Clothing and Footwear, Wood 

and Paper products, Metal products and, especially, 

Printing, Publishing and Recorded Media. Divergences 

across all the industries have closed significantly. 

Interesting, this has left Food, Beverage and Tobacco as a 

relative laggard now, with an unadjusted reading of 50.2 in 

March. Nonetheless, we believe primary food processing 

stands a very good chance of expanding very well over 

the first half of 2017, as per the GDP accounts. This is 

being reinforced by a normalisation in dairy production, 

after a wet spring dented production over H2 2016.                

Inventory 

The latest QSBO also gives us an opportunity to look into 

the inventory cycle. We mention this, with the 

manufacturing industry’s stocks having built up quite a bit 

in the Q4 GDP accounts. We weren’t troubled by this, 

fundamentally (although it does present a technical 

obstacle for Q1 GDP growth calculations). The run-up in 

manufacturing stocks in Q4 2016 followed a period of  

run-down over prior quarters. The average movement for 

calendar 2016 as a whole was very close to average. More 

to the point, manufacturers in the latest QSBO gave no 

indication, at all, that stock levels were too high in a 

relative sense.        
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