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NEW ZEALAND ECONOMICS
DATA REVIEW

NZIER QSBO — December 2011 quarter

QSBO SUGGESTS A SLOWING IN GROWTH
MOMENTUM

KEY POINTS

General business confidence and own activity fell further in the Q4
Quarterly Survey of Business Opinion. The general tenor is that some of
the resilience that has characterised the earlier surveys has been lost,
with the recovery appearing to lose momentum.

The QSBO illustrated regional differences, with domestic trading activity
rising in Canterbury, but falling elsewhere. The QSBO also revealed some
sector differences, with services sector activity improving, construction
sector sentiment weakening, retail sales easing (but remaining in positive
territory), and non-primary manufacturing sector sentiment subdued.

Labour market indicators showed signs of resilience, while investment
intentions eased. SKill shortages remain acute in pockets of the economy,
which is likely to weigh on supply side performance.

Pricing pressures eased, but have not dissipated altogether, with a net 10
percent of respondents increasing prices (+18 in Q3), and a net 17
percent expecting to increase prices (previously +22). The net balance
experiencing higher average costs remained high (at +30), and with
profitability falling there is limited scope to absorb cost increases without
lifting prices.

Of some concern for the RBNZ, capacity measures did not ease as many
had been expecting, although this was largely due to Canterbury. Both
capacity utilisation and capacity as a limiting factor measures lifted. We
expect this to translate into a firming in domestically generated inflation
towards the end of the year, provided that the economy strengthens.
Barring global meltdown, the next move in the OCR is up, but the RBNZ
have considerable time on their side.

GDP vs QSBO Expected and Experienced Domestic
Trading Activity
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DATA WRAP
Headline Domestic Avg selling
business trading activity CUBO | price — next
confidence 3 mths
-
Q12010 22 0.9054
Q2 2010 18 22 -5 13 0.9076 40
Q3 2010 6 -8 -15 -2 0.9039 30
Q4 2010 8 5 -1 14 0.8900 22
Q12011 -27 -12 -4 6 0.8938 14
Q2 2011 27 30 & 19 0.8873 31
Q3 2011 25 10 1 18 0.8963 22
Q4 2011 (0] -3 -4 13 0.9015 17

Following earlier declines in the National Bank
Business Outlook, the ongoing negative spate of
global headlines, and with the post-Rugby World Cup
glow becoming more of a distant memory, today’s
fall in general business confidence was not
surprising. Experienced domestic trading activity in
Q4 eased to -4 from +1 in the Q3 survey, which is
suggestive of a below-trend Q4 GDP print, a
disappointing result considering the potential Rugby
World Cup boost. Expected domestic trading activity
(which NZIER suggest is a less reliable growth
indicator) fell further (to +13 s.a. from +18 in the Q3
survey), which suggests the loss of economic
momentum at the start of this year. While these net
balances are higher than for experienced domestic
trading activity, NZIER note that the recovery to date
has consistently undershot firms’ optimistic
expectations. We tend to agree, but note there is a
structural element (i.e. ongoing deleveraging) that is
tempering the cyclical recovery.
QSBO Domestic Trading Activity
Net %

80 7

60 -

Expected
(adv 1 qgtr)

40 ~
20 1
0+

-20 1

-40

Experienced

-60 -
70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06 08 10 12
Sources: ANZ, National Bank, NZIER

The QSBO highlighted regional divergences.
Experienced domestic trading activity in Canterbury
surged to +18 (+9 previously), although NZIER

caution that the optimism might be overstated as
non-respondents to the survey are likely to be facing
more challenging conditions. By contrast, domestic
trading activity in the rest of the country fell to -7
from O, the lowest reading since September 2010.
Investment intentions were stable for building and
eased a touch for plant and machinery. Investment
intentions outside of Canterbury remain well above
those in the rest of the country. Encouragingly,
employment intentions moved back into positive
territory, with hiring intentions improving. Again,
more of the positivity is in Canterbury, with the rest
of the country less upbeat.

The QSBO release highlighted sector
divergences. Building sector activity slowed,
and inventories have risen. Considering the
ongoing delays caused by frequent aftershocks, the
fickle global scene, and ongoing insurance issues,
this is not a bolt out of the blue, but it suggests a
smaller contribution to growth from construction
sector activity over 2012. And indeed, expected work
by Architects over the next 12 and 24 months eased
back sharply, particularly for residential activity,
where planned residential work over the next 12
months slumped to O from +27 in Q3. Construction
sector activity is at cyclical lows and is unlikely to
contract further, but the increasing pessimism of the
construction sector suggests the pending rebound is
likely to be pushed back by more than previously
assumed. With OCR moves linked to the stepping up
of earthquake reconstruction, a slower construction
recovery is likely to see the OCR remain on hold for
longer.
Architects: work in own office next 12 months
Net %
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Activity in the services sector continued to improve
gradually, with respondents reporting higher activity
volumes and rising employment. Merchants’
expectations eased from near-record highs, possibly
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due to optimistic expectations of a RWC windfall not
having been met. Manufacturing sales remained
downbeat, but exports were resilient. The build-up of
inventories was mostly from dairy processing, which
should be able to be unwound without weighing on
activity further ahead. The build-up in construction
and retail inventories is another matter.

CPI1 vs Pricing Intentions
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With activity metrics falling, it was not
surprising that pricing gauges eased, with a net
10 percent of firms increasing prices (previously
+18). Expected selling prices eased a touch, with a
net 17 percent of respondents intending to increase
prices (previously +22). Average experienced costs
remained high, with a net 30 percent of firms
reporting higher average costs, the same as the Q3
survey. As a result, profitability remains under
pressure, with a net 17 percent of firms experiencing
lower profitability over the last 3 months (previously
-14). The soft demand environment continues to
keep price increases restrained, but there are limits
to how long this can last, given the pressure on
margins.

Non-tradeable inflation vs. NZIER capacity measures
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Of some concern for the RBNZ, capacity
measures actually tightened. Surveyed capacity
utilisation rose in Q4, with the increase reflecting
tightening capacity in Canterbury. Capacity as a
limiting factor rose to +9 from +7, largely as a result
of pressures on Canterbury capacity. Capacity
pressures are becoming more acute in the labour
market, where conditions are improving for workers
and skill shortages remain acute.

THE UPSHOT

Today’s QSBO release suggests the economy
has lost some of its resilience, but capacity and
pricing metrics are not yet consistent with a
lower OCR. The negative reading for experienced
domestic trading activity suggests a soft quarter for
Q4 GDP is in prospect, particularly considering the
possibility that a rapid unwinding of inventories may
also push activity lower. While we would not rule out
a negative Q4 GDP result, the spirit of our
assessment is that weakness in GDP is likely to
become more apparent in the first half of 2012.

We expect confidence measures to remain
reasonably downbeat over the first half of the
year, but then to recover as the global economy
stabilises, and construction sector activity and
investment strengthens in response to increased
demand. However, this could be pushed back further
by ongoing earthquake reconstruction delays or if the
global scene deteriorates further.

There is little in today’s survey to encourage an
OCR move in either direction, and we expect the
OCR to remain on hold for most of 2012. At 22
percent and with pressures on capacity remaining
present the OCR will eventually need to move higher,
barring global meltdown. However, the RBNZ can
afford to be patient.
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Business Confidence — actual 6 8 -27
—s.a. 22 -8 5 -12 30 10 -3 -8
Experienced domestic trading activity — actual -7 -16 4 -6 2 0 1 11
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Capacity Utilisation (CUBO) 0.9076 0.9039 0.8899 0.8938 0.8873 0.8963 0.9015 0.8891
Average selling price — past 3 months 13 15 12 11 16 18 10 27
Average selling price — next 3 months 40 30 22 14 31 22 17 &3
Costs — past 3 months 24 29 26 89 37 30 30 46
Costs — next 3 months 36 38 32 44 40 28 21 45
Profitability — past -16 -30 -21 -28 -23 -14 -17 -18
Profitability — expected -6 -14 -5 -22 -1 10 (0] -7
Difficulty finding labour — skilled -2 -4 -7 -10 -15 -20 -19 -16
Difficulty finding labour — unskilled 23 19 19 15 11 8 8 16
Investment intentions — Buildings -8 -10 -8 -7 -4 -6 -6 -14
Investment intentions — Plant & Machinery (0] (0] (0] (0] 9 6 (0] -2
Employment intentions — past 3 months -7 -12 -3 2 -6 -4 1 -6
Employment intentions — next 3 months 1 5 4 (0] 7 -1
Capacity as a limiting factor 5) 5 7 9 8
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IMPORTANT NOTICE

NEW ZEALAND DISCLAIMER

This publication is for information purposes only. Its
content is intended to be of general nature, does not take
into account your financial situation or goals, and is not a
personalised adviser service under the Financial Advisers
Act 2008. It is recommended you seek advice from a
financial adviser which takes into account your individual
circumstances before you acquire a financial product. This
publication does not constitute an offer to sell or
solicitation to buy any security or other financial
instrument. No part of this publication can be reproduced,
altered, transmitted to, copied to or distributed to any
other person without the prior express permission of ANZ
National Bank Limited (the “Bank”).

This publication is a necessarily brief and general summary
of the subjects covered. The information contained in this
publication is given in good faith, has been derived from
sources perceived by it to be reliable and accurate and the
Bank shall not be obliged to update any such information
after the date of this publication. To the extent permitted
by law, neither the Bank nor any other person involved in
the preparation of this publication accepts any liability for
the content of this publication (including the accuracy or
completeness thereof) or for any consequences flowing
from its use.

UNITED STATES DISCLAIMER

This publication is being distributed in the United States by
ANZ Securities, Inc. (Member of FINRA [www.finra.org]
and registered with the SEC) (“ANZ S”) (an affiliated
company of Australia and New Zealand Banking Group
Limited (“ANZBG”) and the Bank), which accepts
responsibility for its content. Further information on any
securities referred to herein may be obtained from ANZ S
upon request. Any US person(s) receiving this publication
and wishing to effect transactions in any fixed income
securities referred to herein should contact ANZ S 277 Park
Avenue, 31st Floor, New York, NY 10172 USA, Tel: 1-212-
801-9160, Fax: 1-212-801-9163, not its affiliates.

This publication is issued on the basis that it is only for the
information of the particular person to whom it is provided.

This publication may not be reproduced, distributed or
published by any recipient for any purpose. This
publication does not take into account your personal needs
and financial circumstances. Under no circumstances is
this publication to be used or considered as an offer to sell,
or a solicitation of an offer to buy.

In addition, from time to time ANZBG, the Bank, ANZ S,
their affiliated companies, or their respective associates
and employees may have an interest in any financial
products (as defined by the Australian Corporations Act
2001), securities or other investments, directly or indirectly
the subject of this publication (and may receive
commissions or other remuneration in relation to the sale
of such financial products, securities or other investments),
or may perform services for, or solicit business from, any
company the subject of this publication. If you have been
referred to ANZBG, the Bank, ANZ S or their affiliated
companies by any person, that person may receive a
benefit in respect of any transactions effected on your
behalf, details of which will be available upon request.

The information herein has been obtained from, and any
opinions herein are based upon, sources believed reliable.
The views expressed in this publication accurately reflect
the author’s personal views, including those about any and
all of the securities and issuers referred to herein. The
author however makes no representation as to its accuracy
or completeness and the information should not be relied
upon as such. All opinions and estimates herein reflect the
author’s judgement on the date of this publication and are
subject to change without notice. No part of the author’s
compensation was, is or will be directly or indirectly related
to specific recommendations or views expressed in this
publication. ANZBG, the Bank, ANZ S, their affiliated
companies, their respective directors, officers, and
employees disclaim any responsibility, and shall not be
liable, for any loss, damage, claim, liability, proceedings,
cost or expense (“Liability”) arising directly or indirectly
(and whether in tort (including negligence), contract,
equity or otherwise) out of or in connection with the
contents of and/or any omissions from this communication
except where a Liability is made non-excludable by
legislation.
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