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Contraction continues

The Performance of Manufacturing Index (PMI) eased
slightly from 45.7 to 45.5 in November. While the PMI
slowly moved towards the breakeven 50 mark over the
September quarter, it has since retreated in both October
and November. Timely monthly data like house sales, job
ads, filled jobs and card spending all convey a picture of
the New Zealand economy remaining very weak. While the
PMl is not as deep in contraction as during the GFC, this
contraction has persisted for far longer, currently 21
consecutive months.

Sub-indices still struggling

While movements in the PMI sub-indices were mixed in
November, they are all still stuck below average. The PMI
deliveries index improved the most from 44.9 to 49.9 and
is showing signs of stabilisation. Last month, we noted the
PMI new orders index approach toward 50 offered some
hope due to its historical lead indicator qualities.
Unfortunately, this index fell from 48.5 to 44.8 as the pace
of decline in new orders accelerated again in November.
Disconcertingly, the PMI production index also sank
further below its historical average.

Manufacturing sales volumes weak in Q3

Recent official data confirmed weak manufacturing sales in
Q3. Core sales volumes (excluding meat and dairy)
decreased 2.3% q/q in Q3. The PMI points to sales volumes
falling again in Q4 and by more than many might care to
believe. The main message of a manufacturing sector still
under significant pressure remains. Recent business
surveys report that manufacturers are feeling more
confident about the outlook, but there is scant evidence of
a general turnaround in activity to date.

Lower interest rates will help

The Reserve Bank of New Zealand (RBNZ) reduced the OCR
by 50 basis points to 4.25% in November, in line with
economists’ estimates. If economic conditions evolve in
line with its projections, the RBNZ expects to lower the
OCR further early next year. The accompanying statement
noted manufacturing as one of the sectors of the economy
most dampened by high interest rates. It's these interest
rate sensitive sectors that the RBNZ expect to underpin the
economic recovery in 2025. We agree lower interest rates
will help in time, but the PMl is a reminder of the
headwinds through to November.

doug_steel@bnz.co.nz

Recovery stalled
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Production and new orders especially weak
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Headwinds persist
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