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Lifting further above 50

In February, the Performance of Manufacturing Index
(PMI) lifted to 53.9 to strengthen its footing above the
breakeven 50 mark. This is a further gain on the sharp
jump up from 46.4 to 51.7 in January. After 22 prior
months in contraction, the sustained improvement is a
welcome change. It is one of several indicators that
suggests the broader economy is turning for the better.
Indeed, it indicates the pickup may be a bit faster than we
are currently forecasting.

Activity improving from a weak base

It is important to remember that any improvement in
activity is coming from a weak base. Recent official data
confirmed weak manufacturing sales in Q4 last year. Core
sales volumes (excluding meat and dairy) were flat in the
quarter and still 2.4% below year earlier levels. Looking at
the PMI sub-indices, the new orders index nudged up to
51.5, but still well below its historical average of 54. A new
orders index above 50 is positive, but being below average
and trailing the inventory index questions to what extent
the pace of lift in production can be maintained without
further improvement in demand.

Labour market showing signs of stabilising

New Zealand labour market conditions remain weak, with
the unemployment rate relatively elevated. However,
some employment indicators have recently started to
stabilise and increase the chance that the unemployment
rate might not reach the peak of 5.5% we have pencilled
in. The PMI employment index has lifted further to 54.0 in
February. That is its strongest reading since July 2021. It
suggests some reversal of recent falls in manufacturing
employment is underway.

Profitability likely to lag

In the latest Quarterly Survey of Business Opinion (QSBO),
only a net 1% of manufacturing firms expected profitability
to improve in the first quarter of 2025. This is not
unexpected, as any return to profitability usually lags the
pickup in activity. Costs remain elevated, particularly for any
inputs exposed to the weaker New Zealand dollar. The
recent lift in wholesale electricity prices is another headwind
for manufacturers exposed to that market to navigate. This
is an area to watch, as hydro-lake levels currently sit around
74% of their usual level for this time of year.
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