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Key points 

• Business confidence was strong across the board, in all sectors and all regions. 
• Activity indicators point towards accelerating growth, with domestic trading activity, 

employment and investment intentions all up. 
• Pricing intentions unchanged despite lower oil prices – suggesting firms taking the 

opportunity to recoup lost margins. 
• Capacity utilisation came off last quarter’s surge, but at 91.7 is still above the Reserve 

Bank’s assume equilibrium level of 89. 
• While the QSBO release lacks the smoking gun for the Reserve Bank to hike next week, the 

pick-up in activity indicators mean the Reserve Bank will be maintaining a firm tightening 
bias next week and leave the door open to a rate hike in March. 

 
The headlines 
 

 Actual Seasonally 
Adjusted 

Previous 

Business Confidence 3 -5 -19.1 (-24 s.a.) 
Domestic trading activity – past 3 months 10 6 -1 (0 s.a.) 
Domestic trading activity – next 3 months 15 13 10 (5 s.a.) 
Capacity Utilisation (CUBO) 91.7 - 92.3 
Average selling price – next 3 months 28 - 28 
Costs – past 3 months 40 - 54 
Costs – next 3 months 42 - 43 
Difficulty finding labour – skilled -29 - -21 
Difficulty finding labour – unskilled -11 - -7 
Investment intentions – Buildings 0 - -8 
Investment intentions – Plant & Machinery 13 - 2 

 
• Headline business confidence prints positive for the first time since December 2002 with a 

net 3 percent of firms expecting the general business situation to improve in the next six 
months.  This is an improvement from a net 19 percent of firms expecting general business 
conditions to deteriorate in September.  In seasonally adjusted terms, business confidence rose from 
-24 to -5.  This increase in confidence was up across all sectors and regions of the country.   

• A net 13 percent of firms (seasonally adjusted) expect their own trading activity to improve 
in the next three months, compared with a net 5 percent in September.  The number of firms 
reporting an increase in their own trading activity in the past three months also improved from a net 
zero percent of firms reporting an increase in their own activity in September to a net 6 percent in 
December. 

• Capacity utilisation eased, although it is harder to find staff.  The capacity utilisation figure 
eased from the surprising high of 92.3 percent in September to 91.7 percent in December although 
remains high by historical standards.  The number of firms reporting difficulties in finding staff both 
worsened with a net 29 percent of firms finding it more difficult to find skilled staff and a net 11 
percent for unskilled staff. This is down from 21 and 7 respectively in September. 

• Some recouping of lost margins appears evident.  Firms’ pricing intentions were largely 
unchanged in December but the number of firms reporting increases in costs in the past three months 
fell from a net 54 percent in September to a net 40 percent in December.  This suggests that firms are 
taking the opportunity to ease some pressures on their margins by not lowering prices – despite falls 
in their input costs. 

• Exporters are still relatively optimistic despite the high NZD.  A net 2 percent of manufacturing 
firms reported an increase in exports in December despite the high level of the exchange rate and 
they remain relatively optimistic with a net 11 percent of firms expecting an increase in exports in the 
next three months.    

 



 

Assessment and implications 
 

10 October 2006 
As expected, headline business confidence improved in the December quarter, in line with the 
National Bank Business Outlook survey, although this improvement was stronger than expected with headline 
confidence printing in positive territory for the first time since December 2002.  The domestic trading activity 
indicator also improved, and suggests some potential upside risk to the Reserve Bank’s 0.7 percent growth 
forecast for Q4 GDP, particularly as this strength was across all sectors and regions surveyed.  However, when 
averaged over four quarters, the domestic trading activity indicator proved to be too pessimistic on growth in 
late 2005 and the first part of 2006, and current levels are consistent with annual growth of around 1.5 
percent. 
 
Importantly for the Reserve Bank, the capacity utilisation measure pulled back from Q3’s strong 
reading.  While this will be of some comfort to them, it is still sitting above their assumed equilibrium level of 
89 – indicating that the economy remains stretched.  In addition, firms reported that it was more difficult to 
find both skilled and unskilled staff in December and this will concern the Bank if it leads to further pressures 
in an already tight labour market through higher wages, which are already at elevated levels. 
 
Capacity constraints, difficulty in finding labour, and a high NZD all contributed to strong plant and 
machinery investment intentions.  A net 12 percent of firms expected to invest more in plant and 
machinery in the next 12 months and this is the highest level since September 1995.  However, this comes as 
no surprise given the level of the NZD and the constraints facing many firms at present.  This will be greeted 
with some relief by the Reserve Bank as it shows that firms are responding to economic signals in order to 
alleviate the high capacity constraints facing the economy. 
 
The majority of firms responded to the survey by 18 December 2006 and therefore some key 
influences were not taken into account.  The Government announced the Business Tax Package as part of 
their Half-Year Economic and Fiscal Update on 19 December and this is likely to be positive for business 
confidence.  However, the pick up in the NZD over the second half of December and into the New Year could 
offset any positive impacts of expected lower corporate taxes.   
 
Today’s release lacks the smoking gun for January rate hike.  As we signalled in yesterday’s Market 
Focus, we expect the tenor of the data over the coming weeks to not consistently print strong as was the case 
at the end of last year.  Certainly the Reserve Bank will be wary of the economy accelerating too strongly and 
the impact this will have on non-tradable inflation.  But there is still uncertainty over the strength of any 
recovery, and how sustained it will be.  The weaker than expected Q3 GDP data, along with the downward 
historical revisions, imply caution in interpreting recent confidence gauges.  With headline inflation set to go 
below 3 percent and more inflation relief in Q1 in the form of lower petrol prices, the Bank has time on its 
hands to wait and assess more incoming data.  However, expect the talk to remain tough next week and a 
firm tightening bias to be maintained, with the possibility of a March rate hike still on the cards. 
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Important Notice 

Australia and New Zealand Banking Group Limited is represented in: 
AUSTRALIA by: 
Australia and New Zealand Banking Group Limited ABN 11005 357 522 
10th Floor 100 Queen Street, Melbourne 3000, Australia  
Telephone +61 3 9273 6224 Fax +61 3 9273 5711 

UNITED KINGDOM by: 
Australia and New Zealand Banking Group Limited 
ABN 11 005 357 522 
Minerva House, PO Box 7, Montague Close, London, SE1 
9DH, United Kingdom 
Telephone +44 20 7378 2121 Fax +44 20 7378 2378 

UNITED STATES OF AMERICA by: 
ANZ Securities, Inc. (Member of NASD and SIPC) 
6th Floor 1177 Avenue of the Americas 
New York, NY 10036, United States of America 
Tel: +1 212 801 9160 Fax: +1 212 801 9163 

NEW ZEALAND by: 
ANZ National Bank Limited 
Level 7, 1 Victoria Street, Wellington, New Zealand 
Telephone +64 4 802 2000 

In Australia and the UK, ANZ Investment Bank (“ANZIB”) is a business name of Australia and New Zealand 
Banking Group Limited, ABN 11 005 357 522 (“ANZ Bank”), which holds an Australian Financial Services 
licence no. 234527 and is authorised in the UK by the Financial Services Authority (“FSA”). In New Zealand, 
ANZ Investment Bank is a business name of ANZ National Bank Limited WN / 035976 (“ANZ NB”). 

This document is being distributed in the United States by ANZ Securities, Inc. (“ANZSI”) (an affiliated 
company of ANZ Bank), which accepts responsibility for its content. Further information on any securities 
referred to herein may be obtained from ANZSI upon request. Any US person(s) receiving this document and 
wishing to effect transactions in any securities referred to herein should contact ANZSI, not its affiliates. 

This document is being distributed in the United Kingdom by ANZ Bank for the information of its market 
counterparties and intermediate customers only. It is not intended for and must not be distributed to private 
customers. In the UK, ANZ Bank is regulated by the FSA. Nothing here excludes or restricts any duty or 
liability to a customer, which ANZ Bank may have under the UK Financial Services and Markets Act 2000 or 
under the regulatory system as defined in the Rules of the FSA. This document is issued on the basis that it is 
only for the information of the particular person to whom it is provided. This document may not be 
reproduced, distributed or published by any recipient for any purpose. This document does not take into 
account your personal needs and financial circumstances. Under no circumstances is this document to be used 
or considered as an offer to sell, or a solicitation of an offer to buy. In addition, from time to time ANZ Bank, 
ANZ NB, ANZSI, 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 document (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 document. If you have been referred to ANZ Bank, ANZ 
NB, ANZSI 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 document 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 document and are subject to change 
without notice. No part of the author's compensation was, is or will directly or indirectly relate to specific 
recommendations or views expressed about any securities or issuers in this document. The author’s 
compensation will, be based upon, among other factors, the overall profitability of ANZ, including profits from 
investment banking revenues. 

ANZ Bank, ANZ NB, ANZSI, 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. Where the recipient of this publication conducts 
a business, the provisions of the Consumer Guarantees Act 1993 (NZ) shall not apply. 

 


