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NEW ZEALAND ECONOMICS
DATA REVIEW

NZIER QSBO — June 2011 quarter

ON THE MEND

KEY POINTS

e We were expecting a bounce after the earthquake-induced nadir, and the
QSBO did not disappoint. Both headline business confidence and
experienced domestic trading activity picked up sharply.

e The recovery in experienced domestic trading activity is consistent with
the 0.4 percent RBNZ pick for Q2 GDP. Expected domestic trading
activity firmed, consistent with further strengthening in activity from Q3.

e Within the QSBO survey there was something of a mixed bag across
sectors. Building/construction and manufacturers are generally
outperforming retailing and services (particularly financial).

e Domestic trading activity bounced the most in Canterbury but remained
weaker than the rest of the economy.

e QSBO readings for employment were up, with much of this driven by
Canterbury. Firms reported more difficulty in finding labour. Investment
intentions held up quite well but remain low for this point of the cycle.

e Of some relief for the RBNZ, capacity measures did not firm as many
(including us) had been expecting. However, lower capacity pressures in
Canterbury seem unlikely to be a long-term story. The nationwide CUBO
measure of capacity utilisation stands near its historical average, but we
expect this to pick up as the reconstruction effort kicks into a higher gear.

e Pricing intentions firmed, with a net 31 percent expecting to increase
prices (previously +14). This is now close to its long-run historical
average. The net balance experiencing higher average costs rose, and
experienced profitability remains below historical averages, indicating still-
squeezed margins.
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DATA WRAP

Headline Domestic Avg
business trading selling
confidence |activity s.a. price —
next
_
Q1 2010 37 -6 21 0.9054 27
Q22010 18 25 -4 14 0.9076 40
Q3 2010 6 -7 -15 -1 0.9039 30
Q4 2010 8 -1 -1 12 0.8900 22

Q12011 -27 -11 -5 5 0.8938 14
Q1 2012 27 31 4 20 0.8873 31

The improvement in general business
confidence to its highest level since last
March had been flagged by the National Bank
Business Outlook (NBBO). The largest bounce
was in Canterbury, though the region still lags the
rest of the country.

Activity gauges (past and expected domestic
trading activity) firmed, suggesting the pace
of activity is strengthening. These gauges are
consistent with a small positive rate of GDP growth
in Q2, with growth set to move above trend in Q3.
This growth will hardly set the world on fire
(particularly considering the level of GDP is still
considerably below late 2007 levels), but it is a
start, and will erode spare capacity.

Today’s QSBO presented some strong regional
themes, although the more pronounced
improvement in Canterbury narrowed the gap
with the rest of NZ. Gains in headline business
confidence and domestic trading activity were
larger in the Canterbury region, with experienced
trading activity in the region improving from -19 to
-3. With the pending construction boom the
Canterbury region is set to outperform the rest of
New Zealand, but this growth is replacing destroyed
capital — hardly the “feel good” growth variety.
There are other regional disparities at play too, with
the upper North Island confidence of +29 trouncing
the lower North Island’s +15.

The firming in business confidence was not
just a Canterbury story, however. Experienced
domestic trading activity firmed from -3 to +3
outside of Canterbury too, suggesting the economic
recovery is not just a “one-trick pony”. However,
the reality is that more resources will need to shift
towards the Canterbury economy and into the
construction sector. Canterbury building investment
intentions were unchanged at high levels, while
Canterbury builders’ and manufacturers’
experienced activity soared. This will be an ongoing
dynamic that is set to create some regional and

sector tensions within the economy. Work in
architects’ own offices also moved higher,
illustrating the multi-year boost aspect of the
earthquake reconstruction.

The QSBO highlighted sector divergences.
Sentiment for retailers nationwide recovered (and
most encouragingly, overdue debtors plunged).
Manufacturers’ fortunes are being sustained by
domestic sales, but global ructions and the weaker
Australian economy are starting to weigh. The
building sector is of course gearing up for years of
going all-out. But financial services firms’ volumes
are the lowest since the series began.

Employment gauges recovered, with a net 7
percent of respondents planning to increase
employment levels (previously -4). Canterbury
employment intentions turned around sharply
(from -22 to +22), with the rest of NZ also
improving. By sector, construction firms intend to
increase staff levels (with intentions increasing
from -2 to +9), and manufacturers too (+14 vs.
+4). Retailers have been shedding jobs but do not
expect to continue doing so (employment
intentions -2 vs. -11 in Q1), while labour indicators
deteriorated for the services sector.

Investment intentions firmed, with building
investment increasing from -7 to -4 (not a flash-
sounding number, but the long-run average is
-151!), and plant and machinery investment
intentions increasing from O to +9. Both plant and
building investment intentions are at post-
recession highs.
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Capacity measures remained contained, which
will please the RBNZ. The RBNZ noted in their
June MPS that "indicators of excess capacity are
mixed, with some suggesting that there is less
slack in the economy than might be expected given
this weak activity picture." Surveyed QSBO
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capacity utilisation actually eased in Q2, across
builders and manufacturers. Capacity as a limiting
factor eased marginally from +7 to +6, due
entirely to an easing in Canterbury (remaining
unchanged elsewhere). Given the large boost to
construction in Canterbury, and strong employment
intentions in this sector, one can only surmise that
it is a manufacturing sector story. And since
Canterbury manufacturers’ reported activity was
strong, it seems likely the result reflects reduced
earthquake disruption. All-up, today’s QSBO
release buys a little more time on the capacity
front, but given the scale of the task in
Christchurch, a major bottleneck is clearly coming.

One area where capacity pressure is already
becoming more marked is in the labour
market. Measures of both skilled and unskilled
labour shortages continued to become more acute
(a net 15 percent of firms are finding it difficult to
find skilled labour). These statistics are consistent
with recent jobs ads and benefit numbers that
suggest the demand for labour is strengthening.
Labour market pressure is likely to intensify over
the next year or two given the reconstruction
requirements and increased demand for labour as
the economy strengthens.
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Pricing gauges firmed, with a net 16 percent of
firms increasing their prices in the last 3 months
(vs. +11 in Q1). Expected selling prices also rose,
with a net 31 percent of respondents intending to
increase prices, versus +14 last quarter. Average
costs eased but remained at high levels, with a net
37 percent of firms reporting higher average costs
in the previous 3 months. Profitability remains
under pressure, with a net 23 percent of firms

experiencing lower profitability over the last 3
months. The soft demand environment continues to
keep price increases restrained, but there are limits
to how long this can last.

CPI1 vs Pricing Intentions
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We expect confidence measures to remain
consistent with above-trend growth rates for
the remainder of the year. The Canterbury
reconstruction is truly a daunting task. But the
Government is moving quickly and progress is
being made. And it is not just an earthquake
reconstruction story behind the improved economic
outlook. Although the QSBO does not directly
survey the outperforming rural sector, there will
have been some impact on surveyed
manufacturers. Financial conditions are providing
considerable support, and the Rugby World Cup is
set to provide additional impetus for growth later
this year. With the economy still below pre-
recession levels, there remains a springboard from
which activity will rebound in the second half of this
year.
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_

Business Confidence — actual 18 -27
—s.a. 21 37 25 -7 -1 -11 31 -8
Experienced domestic trading activity — actual -5 -7 -7 -16 4 -6 2 11
—s.a. -10 -6 -4 -15 -1 -5 4 11

Expected domestic trading activity — actual 11 15 11 9 11 -2 18 14

—s.a. 11 21 14 -1 12 5 20 14
Capacity Utilisation (CUBO) 0.9107 0.9054 0.9076 0.9039 0.8899 0.8938 0.8873 0.8890
Average selling price — past 3 months 4 13 13 ill5 12 11 16 27
Average selling price — next 3 months 24 27 40 30 22 14 31 23
Costs — past 3 months 5 20 24 29 26 39 37 46
Costs — next 3 months 21 25 36 38 32 44 40 45
Profitability — past -14 =19 -16 =30 =21 -28 =23 -18
Profitability — expected -2 -2 -6 -14 -5 -22 -1 -7
Difficulty finding labour — skilled 13 9 -2 -4 -7 -10 -15 -16
Difficulty finding labour — unskilled 37 38 23 19 19 15 11 16
Investment intentions — Buildings -15 -5 -8 -10 -8 -7 -4 -15
Investment intentions — Plant & Machinery -2 9 0 0 0 0 9 -2
Employment intentions — past 3 months -18 -15 -7 -12 -3 2 -6 -6
Employment intentions — next 3 months 1 2 1 5 4 0 7 -1
Capacity as a limiting factor 6 5 5 5 5 7 6 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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