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Stable but soft 

The Performance of Services Index (PSI) was stable at 49.1 
in March. While the PSI has lifted considerably since it’s 
mid-2024 low of 41.5, its recovery has stalled over recent 
months. The services sector is still contracting, albeit only 
just. Cost pressures are high, but firms are struggling to 
pass these onto consumers. In the latest Quarterly Survey 
of Business Opinion, a net 49% of service firms reported 
higher costs in the last three months. This was well above 
the net 7% who increased their prices, the biggest 
difference between reported costs and prices since 1988. 

Global developments volatile 

US trade policy announcements are changing the outlook 
for the global economy by the day. Forecasting the exact 
economic impact of US tariffs and subsequent country 
retaliation is fraught with difficulties. However, the risks to 
the global and NZ growth outlook are clearly downward. 
As things stood in March, NZ’s PSI trailed global 
equivalents. Looking across our key trading partners, NZ 
was the only country with a PSI still languishing below 50. 

Further recovery needed 

Combing together the PSI and the Performance of 
Manufacturing Index (PMI), the Composite Index (PCI) 
suggests a modest economic recovery. The extent of 
growth implied by our indicator has been dampened by 
the softer PSI readings. The PCI needs to keep improving to 
be consistent with even our modest GDP forecasts for 
2025. Recent global developments increase the risk that 
this does not happen. 

RBNZ more dovish 

The Reserve Bank of New Zealand (RBNZ) cut the Official 
Cash Rate (OCR) by 25 basis points to 3.50% at its April 
review last week, as widely expected. The accompanying 
short record of meeting noted the downside risk to 
inflation and growth from recent global developments. 
This suggests the RBNZ’s rate expectations must be lower 
than in its last full set of forecasts from February. Indeed, 
the ground underneath has shifted considerably since 
then. We stick with our long-held view that the OCR will 
continue to be reduced and fall below 3%.  
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