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Improvement

There was a glimpse of better trading conditions in
October for New Zealand’s manufacturing sector. This
follows a few months of slower, constrained expansion.
That is the main takeaway from the Performance of
Manufacturing Index (PMI) that lifted to 53.5 in October
from 51.9 in September and from a recent low of 51.2
back in July. These figures are seasonally adjusted, so the
improvement is more than just a pick up out of winter —
there has been some underlying improvement. The
increase now sees the PMI sitting close to its long term
average of 53.4, with generally solid readings across
industries, firm sizes, and regions.

The Bigger Picture

The improvement in the PMI is not large, but we see it as
important to the broader economic narrative. With many
measures of business confidence wallowing in deeply
negative territory for some time now, markets have been
wary that the economy may veer in that direction. But the
hard data to date have largely defied weak confidence as
we thought it might. The 1.0% quarterly GDP growth
recorded in Q2 is a good example. Strong employment
growth and associated drop in the unemployment rate to
a decade low of 3.9% in Q3 is another. And, now, the
latest lift in the PMI, as a measure of business outcomes
rather than sentiment, adds to the case that the economy
continues to hold together heading into year's end (even if
the pace of growth may not quite match that achieved in
Q2).

Employment, New Orders Lift

Despite strong economy wide employment growth in Q3,
as noted above, manufacturing was one of the more
subdued sectors. This follows generally flat readings in
the PMI employment component over that period.
Encouragingly, the PMI employment index has picked up
to 52.4 in October, from 50.9 in September and 49.3 in
August. It's the strongest reading since April. While this is
clearly positive, looking ahead we do wonder how fast
jobs can be filled given the clear tightness in the wider
labour market. Not only is the unemployment rate
trending down, but participation in the labour market is at
an all-time high. Labour is scarce. We suspect businesses
know this all too well, judging by widespread reports of
firms having difficulty finding staff. Meanwhile, there are
signs demand for manufactured goods is accelerating
with the PMI new orders lifting back above average, to
56.7 in October. Growth like that will keep the pressure on
manufacturers’ capacity to supply.
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More Jobs Filled
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