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BNZ-BusinessNZ PMI is a monthly survey of the manufacturing sector
providing an early indicator of activity levels. A PMI reading above 50
points indicates manufacturing activity is expanding; below 50 indicates it
is contracting. The main PMI and sub-index results are seasonally adjusted.

August angst

BNZ - BusinessNZ PMI for August 2012

The BNZ-BusinessNZ seasonally adjusted PMI for August stood at 47.2,
which was 2.2 points down from July, and the lowest overall result since
November 2011. Compared with previous August results, the 2012 value was
the lowest since 2008.

All five seasonally adjusted main diffusion indices were in contraction in
August, the first time this has occurred since October 2011. The worst result
was for employment (45.4), which fell 2.1 points from July and the lowest
result since July 2009. This was followed by production (47.6), which fell 1.9
points. The remaining sub-indices were in a very tight band of activity, with
new orders and deliveries both on 48.1, while finished stocks (48.0) was the
only sub-index to improve, rising 0.4 points from July.

Despite the main results showing overall contraction, unadjusted results by
region was not quite as negative. The Central region (52.7) again led the way,
increasing 2.0 points from July, and the first time it has led regional activity
since March this year. This was followed by the Otago/Southland region
(50.9), which went back into expansion after two consecutive months in
contraction.  Unfortunately, the two largest manufacturing regions both
suffered a sizeable drop in activity, with the Northern (45.4) and
Canterbury/Westland (45.9) regions experiencing similar levels of decline.

Manufacturing by industry sub-groups was mainly in negative territory for
August. Petroleum, coal, chemical & associated products (47.0) dropped 7.0
points from July, while metal product manufacturing (43.8) also dropped the
same number. Machinery & equipment manufacturing (44.0) continued the
trend downwards, although both textile, clothing, footwear & leather
manufacturing (48.3) and food, beverage & tobacco manufacturing (46.5) both
showed improvement from the previous month.

Given the drop in overall activity, the proportion of positive comments (39.9%)
experienced a sizeable fall, mainly due to issues relating to the exchange rate
and an overall lack of demand/orders. Globally, the JPMorgan Global
Manufacturing PMI contracted further in August (48.1), slumping to a 38-
month low due to rising headwinds in key economic regions and falling levels
of international trade.

Inside BNZ Commentary this Month (page 3)
Bank of New Zealand’s Economist, Doug Steel, takes a look at
NZ’s August PMI result in an international context. He finds that it
sits within the range of international indices. While this will be of
little solace to the local manufacturing sector, it does add some
context.

The BNZ - BusinessNZ Performance of
Manufacturing Index is a monthly survey of the
manufacturing sector providing an early indicator
of activity levels. A PMI reading above 50 points
indicates manufacturing activity is expanding;
below 50 indicates it is contracting. The main PMI
and sub-index results are seasonally adjusted.

HIGHLIGHTS

Seasonally-adjusted PMI fell to 47.2 in
August.

All five main indices were in decline, with
employment scoring the lowest result.

Unadjusted regional activity was more
positive with two regions showing some
expansion.

Next BNZ - BusinessNZ PMI:
11 October 2012

SPONSOR STATEMENT

BNZ is delighted to be associated with the
Performance of Manufacturing Index (PMI) and
BusinessNZ. This association brings together the
significant experience of leading business
advocacy body BusinessNZ, and business
finance specialist BNZ. We look forward to
continuing our association with BusinessNZ and
associated regional organisations, and to playing
our part in the ongoing development of the New
Zealand manufacturing sector.

BNZ (www.research.bnz.co.nz)
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BNZ-BusinessNZ PMI is a monthly survey of the manufacturing sector
providing an early indicator of activity levels. A PMI reading above 50

points indicates manufacturing activity is expanding; below 50 indicates it
is contracting. The main PMI and sub-index results are seasonally adjusted.

BNZ - BusinessNZ Performance of Manufacturing Index Time
Series (Aug 2002 - Aug 2012)
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Manufacturing Slips Further In August

August PMI adds to July’s worry

Employment and other details increase the angst
NZ PMI in line with global comparators

At least inventory control looks excellent

And there are still some pockets of optimism

We suggested last month that the dip in the July
PMI below the breakeven 50 mark was ‘a bit of a worry'.
Its further drop in August has only intensified the angst.

Actually, it is not so much the dip in the overall
Performance of Manufacturing Index to 47.2 in August,
from 49.4 in July, that has raised our level of concern.
It is more the widespread weakness across the major
components that makes the results overall look a bit
more worrisome.

The production index at 47.6 is on the wrong side of 50.
This indicator can bump around a bit month-to-month on
the likes of variability in primary production. But combined
with lower new orders and another drop in employment
there are obviously bigger drivers at play.

International concerns, including further signs of
slowdown in China and Australia, rank high among
these judging by respondent comments this month.

The associated strength in the NZ dollar is another major
drag for manufacturers — from both an exporting and
import-competing perspective.

The international environment has contributed to lower
prices (particularly in the commodity-related industries)
and/or fewer orders. The result has been lower production
and lower employment.
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In falling to 45.4 in August, from 47.5 in July, the
employment index is now significantly below 50
and at its lowest level in more than three years.
The general message of manufacturing contraction
in August is clear.

The strong NZD is undoubtedly a major headache for
many manufacturers. But we think it is at least as much
a symptom of the problem as it is the cause. If it was the
cause, one would think that the manufacturing sector in
the country with the correspondingly weaker currency
would be thriving and their PMI’s strong and well above
50. This is not the case.

In fact, manufacturing globally is struggling. For example,
the August PMI readings for the US, the UK, Australia,
Japan and Eurozone all sit sub-50 (and have been for the
past three months). Even the mighty China doesn't look
that flash with the official and HSBC PMI series currently
sitting at 49.2 and 47.6 respectively. We are not alone.

A good global summary comes in the form of JP Morgan'’s
PMI. This index sat at 48.1 in August.

Sitting alongside these international results, NZ's August
PMI does not look that bad. Of course, this is of little
solace to the local manufacturing sector, but it does

add some context.

Ultimately, we think the global manufacturing weakness
reflects softer demand. It's the pointy-end of the de-
leveraging and (especially western) consumer and
business caution economic commentators have been
talking about for some time.
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Index Global PMI
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While the headlines remain a bit of a worry, it is worth
pointing out that they remain significantly above levels
seen during the depths of the 2008/09 recession when
our own PMI was lurking in the low 40s, and even dipped
into the 30's on occasion, while the global PMI printed

in the 30s for five months in a row at one point through
that period.

Back to the domestic results for August, there were still
some pockets of strength and optimism for the future.
This included, like last month, signs of the slowly
improving construction activity filtering through to the
manufacturing sector. It is slow going and from a low
base. But the 59.5 reading in the non-metallic mineral
product manufacturing industry is a beacon. It fits with
the strong gains we are seeing in ready-mix concrete
production.

Also hidden in the generally downbeat assessment of the
manufacturing sector in August is an important inventory
story. It appears that manufacturers are managing their
inventories well. Lower demand, it appears, has been
anticipated. The PMI inventory index has not lurched
higher as it might if a demand slowdown was
unanticipated. Likewise, inventories-to-new-orders are
close to balance.

This is important should demand improve, as we think
it will, at least for some industries, as the likes of the
Christchurch rebuild gets into full swing. At this point,
manufacturers do not seem to have excessive inventory
to unload meaning that any pick up in demand could
quickly translate into more production.

www.research.bnz.co.nz

This is a similar inventory message that we got from
Monday's official Economic Survey of Manufacturing for
Q2. Neither the quarterly nor the annual stocks-to-sales
ratio looked out of line relative to history.

But the positive inventory story, if indeed there is one
when the food processing industries are included, has
come at the expense of softer current production.
Indeed, we think the balance of sales and stock changes
from Monday's release suggest that manufacturing
production posted a small decline in Q2. The July and
August PMI point to further contraction in Q3.

But unlike Q2, we think the economy overall can

post reasonable growth in Q3 thanks to a pick up in
construction and retailing (the latter supported by a
solid lift in core retail electronic transactions in August
data released on Tuesday).
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