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Head above water 

September’s Performance of Services Index (PSI) tells the 
story of an industry (gradually) moving in the right direction. 
The PSI remained in expansionary territory at 50.9 in 
September, a tick below August’s revised 51.0 read. This 
marks a fourth month of expansion, a notable feat after two 
years of contraction. But growth in the services sector 
remains weak, particularly compared to manufacturing as 
indicated by the Performance of Manufacturing Index (PMI), 
which has sat well above 50 for some time. 

Mixed strength in subindexes 

New Orders has been the strongest subindex since June, an 
encouraging sign for the outlook. Meanwhile, the 
activity/sales subindex has been recovering from low levels 
but remains soft relative to the strength in orders. Elevated 
inventories may help explain this gap, as they build before 
new orders are filled. Although higher inventories could 
instead signal that demand is softer than expected. This 
dynamic will be worth keeping an eye on.  

Disappointingly, the employment subindex remains soft, 
having indicated contraction since mid-2023. Given the size 
of the services sector in New Zealand’s economy, a 
sustained improvement in the unemployment rate looks 
unlikely until hiring here picks up. That said, the PSI 
employment subindex rose to its highest level since 
November 2023 and was close to breakeven in September, 
suggesting employment growth may not be far away as 
activity and broader economic momentum strengthen. 

Fuel, spending and election uncertainty constraining 

Elevated fuel prices and constrained household spending is 
having a material impact on the wider sector. This is 
particularly evident for retail which had the lowest index of 
all service industries at 47.4. Unsurprisingly, transport and 
storage took the biggest knock (but kept expanding) last 
month, following the latest surge in fuel prices. Businesses 
also noted upcoming election-related uncertainty as a key 
factor impacting their business.  

On net, growth supportive 

Putting the latest PSI and PMI together, the composite index 
lifted to 51.6 over September. This is supportive of GDP 
growth and is in line with other indicators and our view of 
moderate economic growth through to the end of the year.  
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