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The PSI

New Zealand's Performance of Services Index (PSI)
maintained a perky pace in December, with an index
reading of 58.4. And, unlike its PMI cousin, its new orders
index remained clearly above normal, at 60.9 (from 61.9 in
November). This heralds sustained strong expansion in
sales activity, which was already pumping in December,
with a seasonally adjusted index of 63.5. Indeed, all of the
main components of the PSI in December were stronger
than usual. The only one that was close was inventory,
with 52.6 compared to its long-term average of 51.3. But
this hardly signals a concern around stocking levels, with
all the other signs of strong momentum in the PSI.

QSBO Services

That the services sector continues to barrel along rather
well was also evident in last week's Quarterly Survey of
Business Opinion (QSBO). Services sector respondents to
this NZIER survey had net confidence, in the general
economic outlook, of +26, seasonally adjusted. This
compared to +31 three months earlier, maintaining a
good margin above its average since late 1995, of -3. In
line with this, reports on, and expectations of, activity,
remained upbeat. This suggests the solid growth we've
seen in the (majority) services segment of GDP is carrying
on. Also, pricing intentions in QSBO services — up to +29,
from 4+9 in Q3 — were instrumental in driving the overall
QSBO higher in respect to these series.

Retail

One of the question marks we have around the services
sector is the performance of the retail sector. We say this
with December’s electronic card transactions having failed
to bounce back from their November dip, capping our
expectations around Q4 retail volume growth. But we've
since taken heart from the merchants’ response to the
QSBO, which were fine. And when we drill down into the
PSI we see that its retail category still looks reasonably
expansive. Of course, for this we have to work with indices
that are not seasonally adjusted, as a rule. And December is
the big one for retailing. However, when we compare
December retail PSI results, over many years, we get the
impression of relative health for the final month of 2016.

Employment

One of the factors supporting consumer spending, of
course, is the labour market. Today's PSI still has good
news re the latter. Its employment index lifted to a
seasonally adjusted 54.0 in December, from 52.3. And
with the PMI equivalent rebounding to 51.6, we get a
composite view on the economy’s jobs running above
normal. This is a good sign for the December quarter
labour market reports, due 1 February. Just note,
however, that the Household Labour Force Survey
measure of employment was running incredibly hot in Q3,
so technical headwinds could affect the Q4 result.
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Sustained Momentum
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The Jobs Boom Rolls On

Index, s.a. Composite PMI/PSI - Employment

w WW/ W
PN

— GDP-weighted

= \/\ﬁh

)

Free-weighted

Jun-07  Jun08  Jun-09  Jun-10  Jun-11  Jun-12  Jun-13  Jun-14  Jun-15  Jun-16
Source: BusinessZ. BNZ Monthly

Pagel

i National Australia Bank



Services Landscape 26 January 2016
Contact Details

BNZ Research

Stephen Toplis Craig Ebert Doug Steel Kymberly Martin Jason Wong

Head of Research Senior Economist Senior Economist Senior Market Strategist Currency Strategist
+(64 4) 474 6905 +(64 4) 474 6799 +(64 4) 474 6923 +(64 4) 924 7654 +(64 4) 924 7652
Main Offices

Wellington Auckland Christchurch

60 Waterloo Quay 80 Queen Street 81 Riccarton Road

Private Bag 39806 Private Bag 92208 PO Box 1461

Christchurch 8022

New Zealand

Phone: +(64 3) 3563 2219
Toll Free: 0800 854 854

Auckland 1142

New Zealand

Phone: +(64 9) 976 5762
Toll Free: 0800 081 167

Wellington Mail Centre
Lower Hutt 5045

New Zealand

Phone: +(64 4) 473 3791
Fl: 0800 283 269

Fax: +(64 4) 474 6266

National Australia Bank

Alan Oster
Group Chief Economist
+(61 3) 8634 2927

Ray Attrill
Global Co-Head of FX Strategy
+(612) 9237 1848

Skye Masters
Head of Interest Rate Strategy
+(612) 9295 1196

Peter Jolly
Global Head of Research
+(61 2) 9237 1406

Wellington New York

Foreign Exchange
Fixed Income/Derivatives

Sydney
Foreign Exchange
Fixed Income/Derivatives

London
Foreign Exchange
Fixed Income/Derivatives

+800 642 222
+800 283 269

+(612) 9295 1100
+(612) 9295 1166

+(44 20) 7796 3091
+(44 20) 7796 4761

Foreign Exchange +1212916 9631
Fixed Income/Derivatives +1 212 916 9677

Hong Kong
Foreign Exchange +(85 2) 2526 5891
Fixed Income/Derivatives  +(85 2) 2526 5891

ANALYST DISCLAIMER: The person or persons named as the author(s) of this report hereby certify that the views expressed in the research report accurately reflect their personal views about the subject
securities and issuers and other subject matters discussed. No part of their compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in the research
report. Research analysts responsible for this report receive compensation based upon, among other factors, the overall profitability of the Markets Division of National Australia Bank Limited, a member of
the National Australia Bank Group (“NAB”). The views of the author(s) do not necessarily reflect the views of NAB and are subject to change without notice. NAB may receive fees for banking services
provided to an issuer of securities mentioned in this report. NAB, its affiliates and their respective officers, and employees, including persons involved in the preparation or issuance of this report (subject to
the policies of NAB), may also from time to time maintain a long or short position in, or purchase or sell a position in, hold or act as advisors, brokers or commercial bankers in relation to the securities (or
related securities and financial instruments), of companies mentioned in this report. NAB or its affiliates may engage in these transactions in a manner that is inconsistent with or contrary to any
recommendations made in this report.

NEW ZEALAND DISCLAIMER: This publication has been provided for general information only. Although every effort has been made to ensure this publication is accurate the contents should not be relied
upon or used as a basis for entering into any products described in this publication. Bank of New Zealand strongly recommends readers seek independent legal/financial advice prior to acting in relation to am
of the matters discussed in this publication. Neither Bank of New Zealand nor any person involved in this publication accepts any liability for any loss or damage whatsoever may directly or indirectly result
from any advice, opinion, information, representation or omission, whether negligent or otherwise, contained in this publication.

US DISCLAIMER: If this document is distributed in the United States, such distribution is by nabSecurities, LLC. This document is not intended as an offer or solicitation for the purchase or sale of any
securities, financial instrument or product or to provide financial services. It is not the intention of nabSecurities to create legal relations on the basis of information provided herein.

National Australia Bank Limited is not a registered bank in New Zealand.

research.bnz.co.nz Page 2



