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KEY FINDINGS

Services sector activity contracted slightly in May, with the seasonally
adjusted Australian Industry Group — Commonwealth Bank
Australian Performance of Services Index (Australian PSI®) falling 2.6
points to 48.8. An index reading of 50.0 separates growth in activity
from contraction.

Sales, new orders and supplier deliveries all fell, leading to a (largely
involuntary) rise in inventories. More positively, employment
continued to expand, although the rate of growth slowed for the
second consecutive month. The increase in raw material prices also
eased to the slowest pace since February 2004.

The weakening in activity was broadly based, including a

sharp contraction in the retail trade sector. A growing number

of respondents noted adverse effects on sales in May from a
combination of the earlier increase in interest rates, a general
slowing in demand growth, and unseasonably warm weather.
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In unadjusted terms, activity expanded in just four of nine
sectors during May, with activity in one further sector (health &
community services) broadly unchanged. By comparison, seven
sectors reported growth the previous month.

The four sectors to report contractions in May were retail trade;
accommodation, cafes & restaurants; transport & storage; and
finance & insurance. It was the third contraction in four months
in the retail trade sector.

Growth was strongest in communications services, and gathered
momentum also in wholesale trade and personal & recreational
services (in contrast to the continuing weakness in retail trade).
However, growth moderated in both property & business services,
as well as in health & community services.
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SALES

After adjustment for seasonal factors, the sales sub-index fell 2.4
points to 48.2. It was the third contraction in service sector sales in
the past four months.

In unadjusted terms, sales expanded in just four sectors (down
from seven in April). Sales growth was strongest in personal &
recreational services and property & business services, picking up
also in communications services. Growth moderated in health &
community services.

Elsewhere, sales were unchanged in wholesale trade (following
falls in each of the four previous months). But sales contracted
in each of the retail trade; accommodation, cafes & restaurants;
transport & storage; and finance & insurance sectors.
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