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BNZ-BusinessNZ PSI is a monthly survey of the services sector providing
an early indicator of activity levels. A PSI reading above 50 points indicates
services activity is expanding; below 50 indicates it is contracting.

The main PMI and sub-index results are seasonally adjusted.

Pass mark for mid year report

The BNZ - BusinessNZ Performance of Services
Index is a monthly survey of the services sector
providing an early indicator of activity levels. A

: PSI reading above 50 points indicates services
BNZ - BusinessNZ PSI for JL”y 2011 activity is expanding; below 50 indicates it is
contracting. The main PSI and sub-index results
are seasonally adjusted.

The seasonally adjusted BNZ - BusinessNZ Performance of Service Index
(PSI) for July stood at 54.5. Although this was down 0.2 points from June, it

represented an ongoing and steady level of expansion for the second month HIGHLIGHTS - PSI

running, as well as being the highest July result since 2007 (57.5). e Service sector expansion dips
slightly in July.

Four of the five sub-indices were in expansion during July, with new e Four of the five major sub indices in

orders/business (58.6) continuing its upwards trend with its highest result expansion.

since March 2010, while activity/sales (56.3) slipped slightly from its June

. . ) . Regional activity showed tale of two
result. Stocks/inventories (53.5) also dipped from June, although supplier : isle?nds. 4

deliveries (52.0) recorded its highest value since September 2010. Lastly,
employment (48.8) recorded its first decline in employment since January

2011. HIGHLIGHTS — PERFORMANCE OF
COMPOSITE INDEX (PCI

Activity by region represented a tale of two islands for July. The Northern o Both options for measuring PCI lost

region (53.5) increased 1.4 points from June to record its highest result since some steam in July.

March 2011, while the Central region (54.1) slipped for the second
consecutive month. The Canterbury/Westland region (45.4) experienced a ; : .
o . . . July, mainly due to increase in
significant drop to its lowest result since March 2011, while the service sector offsetting weaker
Otago/Southland region (46.0) continued to slowly improve on recent results, increase in the manufacturing
although remains in contraction for the seventh consecutive month. sector.

e Global PCI picked up slightly in

The various service sectors were mostly in expansion during July, with retail

trade (50.4) and accommodation, cafes & restaurants (55.2) showing

improved activity. Wholesale trade (49.9) fell to a level of all but no change Next BNZ - BusinessNZ PSI/PCI: 19
for July, while health & community services (55.9) continued its expansionary September 2011

path.

SPONSOR STATEMENT

BNZ is delighted to be associated with both the
Performance of Services Index (PSI) and
BusinessNZ. This association brings together
. . the significant experience of leading business
Inside BNZ Commentary this Month (page 4) advocgcy body pBusine:ssNZ, andg business
finance specialist BNZ. We look forward to
continuing our association with BusinessNZ and
associated regional organisations, and to playing

The last week has seen a number of upbeat New Zealand economy

indicators published. The positive PSI reading came after relatively our part in the ongoing development of the New
optimistic data on retail spending, housing, consumer confidence and, of Zealand services sector.
course, the PMI. However, the global equity market rout will inevitably take BNZ (www.research.bnz.co.nz)

its toll on the economy. Nonetheless, BNZ Head of Research Stephen
Toplis, remains quietly confident that New Zealand can still fumble its way
towards better days.




BNZ-BusinessNZ PSI is a monthly survey of the services sector providing
an early indicator of activity levels. A PSI reading above 50 points indicates
services activity is expanding; below 50 indicates it is contracting.

The main PMI and sub-index results are seasonally adjusted.

BNZ - BusinessNZ Performance of Services Index Time Series
(Apr 2007 - July 2011)
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PSI time series tables

o ndesss it Goch oo o aoni o
BNZ - BusinessNZ PSI (s.a) 57.5 51.2 52.4 51.5 54.7 54.5
Activity/Sales (s.a) 59.3 50.8 54.6 50.6 57.6 56.3
Employment (s.a) 52.2 48.0 48.4 51.2 50.9 48.8
New Orders/Business (s.a) 63.8 54.7 58.5 53.5 58.2 58.6
Stocks/Inventories (s.a) 52.0 49.3 44.7 52.0 53.9 53.5
Supplier Deliveries (s.a) 54.4 50.2 48.0 47.6 50.1 52.0

Regional Indexes 3007 2008 2000 3010 2011 011
BNZ - BusinessNZ PSI (s.a) 57.5 51.2 524 51.5 54.7 54.5
Northern 57.6 48.2 51.2 50.9 521 535
Central 55.3 54.9 45.8 43.3 55.6 54.1
Canterbury/Westland 49.1 51.1 53.1 46.2 59.2 454
Otago/Southland 55.9 40.4 43.7 46.0 44.1 46.0

(s.a denotes seasonally adjusted)
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PARTICIPANTS

BusinessNZ  gratefully acknowledges the
participation of the following associations in
contributing to the PSI:

Employers & Manufacturers Association
(Northern)

Employers’ Chamber of Commerce Central
Canterbury Employers’ Chamber of Commerce
Otago Southland Employers Association

Hospitality Association of New Zealand
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BNZ-BusinessNZ PSI is a monthly survey of the services sector providing
an early indicator of activity levels. A PSI reading above 50 points indicates
services activity is expanding; below 50 indicates it is contracting.

The main PMI and sub-index results are seasonally adjusted.

Composite index loses some steam

BNZ - BusinessNZ Performance of Composite Index (PCI) for
July 2011

The seasonally adjusted BNZ - BusinessNZ Performance of Composite
Index or PCI (which combines the PMI and PSI) for July shows both options

for measuring the PCI loosing a little steam after three consecutive increases
in activity.

About the Performance of Composite Index

The BNZ - BusinessNZ Performance of
Composite Index (PCI) takes into account results
from both the Performance of Manufacturing

Despite the dip in expansion, almost all sub-indices for both indicators were Index (PM) and the Performance of Services

in expansion during July, with the GDP-weighted employment sub-index
(49.5) being the only one in decline.

The JPMorgan Global Combined Index increased slightly in July to stand at
52.6, compared with 52.2 in June. This increase was mainly due to faster
growth of services business activity offsetting a weaker increase in

manufacturing production.

BNZ - BusinessNZ PCI Seasonally Adjusted Time Series
(April 2007 - July 2011)
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Performance of Composite Index time series tables
Combined National July July July July June July
Indexes 2007 @ 2008 2009 2010 | 2011 2011

GDP-Weighted Index (s.a)

57.1 50.9 52.2 51.5 54.7 54.5

Free-Weighted Index (s.a) 56.2 50.2 51.8 51.4 55.2 54.4

Index (PSI).

Combined results are shown in two ways:
GDP-Weighted Index: Apportions the weight of
the manufacturing and services index within the
economy to produce an overall result.

Free-Weighted Index: Combines data from both
indexes to produce an overall result.

Both time series for the PCl are then seasonally
adjusted.



Performance of Services Index

15 August 2011

Struggling Against the Odds

PSI strength further evidence of pre-equity-shock
momentum

Retail, housing and consumer confidence also
supportive

But current financial market volatility cannot be ignored
Neither can we be confident where it will all end

That said, there is still hope that we can fumble our
way towards better days

Today's Performance of Services Index was yet another
reminder that the New Zealand economy is, or at least
was, headed in the right direction. At 54.5 the seasonally
adjusted index was well above the average reading of
52.0 since the inception of the survey. Importantly, activity
and sales were at 56.3 (compared to an average of 52.5)
and new orders a very robust 58.6 (cf. 56.3). The only sub-
standard indicator was employment at 48.8.

These data were matched by the recently published
Performance of Manufacturing Index which sat at 53.2
for the month of July. Together it is hard to conclude
anything other than the economy is on the improve.

If that wasn't enough, the ANZ-Roy Morgan Index
released last week climbed to a solid 113.3 from 109.9.
At these levels consumer confidence would normally be
associated with a reasonable rise in consumer spending.
Such optimism by consumers should have been bolstered
further by heightened expectations that interest rates
will stay lower for longer thanks to last week’'s dramatic
repricing of the likelihood of a September rate hike.

As if this wasn't enough falling petrol prices should also
provide some well-needed relief on the effective real
disposable income front.

Index Total PSI - Seasonally Adjusted
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Even the housing market appears to be stabilising. Sure
there is no evidence yet of any significant pick up in prices
but there is a lot of evidence to suggest that downside
risks are abating. This was exemplified with the released
of REINZ's latest data which, although showing a further
0.6% drop in house prices for the month of July, lent
further weight to the view that turnover is picking up

from year earlier levels, which is usually a precursor to
some upward price adjustment. Barfoot and Thompson's
data painted a similar picture with sales up 21.0% on year
earlier levels while listings continue to fall. Rents too,
while a tad down on a month ago, were still up 2.2%

on this time last year.

Even actual retail spending wasn't looking too bad. Core
retail electronic card transactions in July were 0.5% up for
the month and a very hefty 8.0% for the year. Given that
retail is one of the hardest hit sectors in the economy,
this is hardly a devastating result.

Svalue, Electronic Card Transactions in NZ

annual
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Of course, all the above reflect the state of the world,
and the New Zealand economy, prior to the disastrous
week we have just experienced in global equity markets
as fears over the European debt crisis grew and the
perceived outlook for the US economy deteriorated.
The real question is what damage will the ructions do
to New Zealand looking forward and are they sufficient
to derail the recovery that we were experiencing? Alas,
the answer is it will take some time before we can have
any confidence in the answer.

There will be two initial transmission mechanisms to
monitor. To the extent that the global rout causes a

drop in global demand New Zealand will be adversely
impacted. That said, it is important to realise that this
drop in demand must feed through into Asia and Australia
for that hit to be meaningful. This would appear likely but
equally, it is likely that the negative shock will be nowhere
near as bad in these regions as will be the case for the
“old-world” of Europe and the United States.

Secondly is the impact that the fallout has directly on
domestic confidence. In this regard we may already have
some unwelcome confirmation that the hit will be real.
Last week's BNZ business confidence survey revealed a
sharp drop in business optimism from net 45% optimistic
to just 22%. This still leaves confidence at levels
consistent with modest growth but this survey would
have only just picked up the first step in the global
correction. A further fall of this magnitude when the next
survey is conducted would be very worrisome indeed.
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We hate to say it but it's now all a matter of just wait and
see. There is significant day to day volatility in markets
and it could take some time before it begins to settle
down. Only when it starts to do so will we have a better
feel as to the damage that this process has caused.
Whatever the final outcome, the uncertainty created is,
by itself, sufficient to have a modest negative impact on
the outlook. But that said, for now at least, we stick to our
view that there was sufficient pre-volatility momentum in
the economy to provide some confidence that we might
fumble our way through this mess. Today's survey lends
further support to that hope.

stephen_toplis@bnz.co.nz
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