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Prepared for the worst; hoping for the best

Business confidence and expected own activity both lifted in May.
Business confidence lifted 13 points from -43.8 to -31.1, while expected
own activity rose from -7.6 to -4.5.

e Inflation indicators generally eased, though cost expectations remain
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Table 1: Results versus last month

Net Balance May Apr Comment

Business Confidence -31.1 -43.8 Highest since December 2021.

Own Activity Outlook -4.5 -7.6 Creeping back into the black?

Export Intentions 2.0 -1.5 Back in the black! Just.

Investment Intentions -6.8 -6.8 Steady at low levels as uncertainty bites.
Cost Expectations 84.1 84.2  Looking regrettably sticky at this point.
Wage Expectations 84.0 87.2  Stuck in a range in recent months.
Capacity Utilisation -1.2 0.8 Going nowhere obvious.

Residential Construction -56.7 -79.2 Decent bounce - highest since October.

Commercial Construction -12.1 -5.9  Wariness still evident.

Employment Intentions -5.7 -2.4 Dropped, going against the flow.

Profit Expectations -27.4  -37.7 Hardly euphoric, but highest since Sep22.
Pricing Intentions 52.4 53.7  Still creeping lower, but not quickly.

Ease of Credit -39.4 -48.6 LVR easing? Highest since May 2021.

Inflation Expectations 5.47% 5.70% Lowest since February 2022.

Activity - vs. same 7.0 03 Fell for every sector except
month one year ago ' ' manufacturing, the only one in the black.

Employment - vs. same

1.2 2.2 Driven lower by construction and agri.
month one year ago


mailto:kyle.uerata@anz.com
https://www.anz.co.nz/content/dam/anzconz/documents/economics-and-market-research/NZ-Economic-Acronyms-Definitions.pdf

This month’s survey brought a bounce in a number of activity indicators,
while inflation indicators continued to creep lower.

e May saw a lift in @ bunch of activity indicators: confidence, own activity,
export intentions, residential construction intentions and profit
expectations. On the other hand, employment intentions eased. This
may not all be due to smaller desired staff numbers; it may partly
reflect that some long-running vacancies have now been filled as labour
supply has increased.

e The relatively new question we have added regarding year-ago activity
levels appears to match annual GDP growth quite well. It suggests a
relatively stagnant period ahead, though how much of this reflects weak
demand and how much has been due to supply disruptions (including
weather) this indicator cannot say.

Figure 2. Reported past activity vs. GDP growth
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¢ Weaker inflation: Most inflation indicators eased. Inflation
expectations inched a little lower, and the proportion of firms expecting
to raise their prices and wages also fell. However, the proportion of
firms expecting costs to increase in the next three months remained
stubbornly high.

Figure 3. ANZBO inflation indicators
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A net 64% of firms in the retail sector expect to raise their prices in the next
three months - down only 2 points from last month but way off the peak of
96% 11 months ago. The sharpest fall this month was amongst construction
firms: only a net 36% expect to raise their prices in the next three months,
versus 47% last month, and over 90% a year ago.
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Firms’ specific numerical estimates of where their own selling prices will be
in three months’ time (figure 4) eased or was flat for every sector except
agriculture. It fell most sharply for construction, from 2.6% to a 1.4%
increase in prices expected in the next three months. The economy-wide
measure fell from 3.1% to 2.9%.

The question asks for an expected price increase in the next three months,
not 12, so it's not such that we can claim it's now “consistent with the
RBNZ'’s inflation target.” But it’s definitely going the right way.

Figure 4. Pricing intentions by sector
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We also survey firms’ expected costs in three months’ time relative to today
(figure 5). A general downtrend is clear here too. Economy-wide
expectations fell from 5.1% to 4.8%, although they rose for retail,
manufacturing, and agriculture. The highest expected cost growth is in
agriculture (7.2%), and the weakest is in construction (3.9%).

Figure 5. Cost expectations by sector
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Expected profitability remains under pressure, with every sector in the red.
However, at -27 economy-wide it is well off its low of -53 in December.
Agriculture is the clear outlier on the downside with a read of -53 in May,
with all the other sectors in a pretty tight range.

Corroborating this subdued profitability story, figure 6 (over) charts the
difference between cost expectations and pricing intentions as a rough
proxy for anticipated margin pressure. It's not pretty, though we don’t have
enough data history to know what “normal” looks like.
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Figure 6. Economy-wide pricing intentions minus cost expectations
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Wage growth is a key concern of the RBNZ currently. The proportion of firms
reporting raising wages in the past 12 months remains high at 83%, similar to
the proportion expecting to raise wages in the next 12 months (84%).

In terms of numerical estimates, reported past wage settlements lifted from
6.0% to 6.3%, with a particularly sharp rise for agriculture (figure 7).
Excluding that sector, it lifted from 6.0% to 6.2%. Overall, it's a push to say
there’s any downward trend evident yet, with every sector except services
lifting this month. There is a downward trend in expected wages, however
(figure 8), with the economy-wide measure inching down another 0.1%pt to
4.6%. Firms are anticipating raising wages by considerably less in the next 12
months than they did in the last year (figure 9).

Figure 7. Wage growth by sector: last 12 months Figure 8. Wage growth by sector: next 12 months
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Figure 9. Past and expected wage settlements (economy-wide)
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Our heatmap of indicators by sector shows mixed monthly changes and a
distinctly lighter average shade of blue for the levels, with most measures
well off their lows.

Points of interest:

e The construction, services and manufacturing sectors saw broadly
improved sentiment this month, while the retail sector became more
pessimistic — though not across the board, with a decent lift in expected
profitability and intended employment, despite higher expected costs.

e The outlook for labour demand is very mixed: the retail and services
sectors both saw double-digit falls in employment intentions, whereas
construction lifted markedly. Indeed, there was a massive increase in the
construction sector’s own activity outlook this month. The survey
responses pre-dated the RBNZ calling a halt to hikes, but we have seen
significant upward revisions to house price forecasts this month (including
ours) on the back of recent data and exceptionally strong net migration.

e Overall, investment intentions are the lowest compared to historical
averages, no doubt related to subdued profit expectations as well as
general uncertainty about the economic outlook with the RBNZ wanting a
slowdown, and the upcoming election to boot.

e Pricing intentions were a real mixed bag over the month, with
manufacturing and construction well down, but those for retail and
services little changed. Retail, manufacturing and services pricing
intentions are still at quite extreme levels. Expected costs were generally
lower (except retail) and the level of the cost expectations series is no
longer as extreme as it was.

Table 2. Heatmap Levels Monthly changes
Retail Mfg Agric Constrn Serv Retail Mfg Agric Constrn Serv
Business Confidence 8.2 11.2 0.0 10.5
Own activity outlook . 86 43 -5.3 -0.6
Activity vs. same month one year ago -10.4 2.5 . -2.6
Exports
Investment

Capacity Utilisation

Residential Construction

Commercial Construction

Employment

Employment vs. same month one year ago

Profits

Ease of Credit

Costs 89.3 75.5 88.9 77.8 86.1

Pricing Intentions 6437519 235 36.1 [548
Note: Shades of orange indicate high, and shades of blue, low, becoming more intense at the extremes. The colour coding is based on
standardised values that take into account the historical average and variation in each series. For example, a series may be low
compared to others but if that's not unusual, it may not be in blue. The history of the activity and employment versus a year ago is
unfortunately too short for historical comparisons to be particularly meaningful but the data is included for completeness.

Our take

The RBNZ perceives widespread sogginess across the economy, making
them more relaxed about the extra stimulus being provided by super-strong
net migration and more fiscal spending this year than anticipated. We aren’t
so sure. Things are patchy, certainly, but most activity indicators are well off
their lows and rising, while cost and price indicators are inching lower,
rather than plunging. Even the most interest-rate-sensitive sector,
construction, is much less downbeat than previously. We continue to expect
that the RBNZ will be back at the hiking table by the end of the year.
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Survey Results May 2023
Net Balance

Business Confidence
Own Activity Outlook
Export Intentions
Investment Intentions
Cost Expectations
Capacity Utilisation
Residential Construction
Commercial Construction
Employment Intentions
Profit Expectations
Pricing Intentions

Ease of Credit Expectations

Inflation Expectations (%)

Activity — same month one year ago
Employment - same month one year ago
Price Expectations - 3 months from now (%)
Cost Expectations — 3 months from now (%)
Wages/Salaries — next 12 months (%)

Wages/Salaries - same month a year ago (%)
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May

-31.1
-4.5
2.0
-6.8
84.1
-1.2
-56.7
-12.1
-5.7
-27.4
52.4
-39.4
5.47
-7.0
1.2
2.9
4.8
4.6
6.3

Previous
(April)
-43.8
-7.6
-1.5
-6.8
84.2
0.8
-79.2
-5.9
-2.4
-37.7
53.7
-48.6
5.70
-0.3
2.2
3.1
5.1
4.7
6.0

Retail

-21.1
-15.5
-9.8
-7.0
89.3
-14.3

0.0
-22.4
64.3
-36.2
5.57
-3.5
10.9
3.4
4.7
4.6
7.0

Mfg

-39.6
-9.3
15.2
-7.7
75.5
-1.9

-1.9
-27.8
51.9
-51.9
5.97
9.3
1.9
3.3
4.5
4.7
6.5

Agric

-68.4
15.8
16.7

-26.3
88.9

5.3

-5.3
-52.6
23.5
-68.4
6.04
-26.3
-26.3
0.6
7.2
5.1
8.6

Constrn

-7.7
0.0
0.0

-10.3
77.8
-2.7

-56.7

-12.1

-10.5

-23.1
36.1

-38.5
5.18

-23.1

-15.4

1.4
3.9
5.0
6.2

Services

-29.9
-1.7
1.7
-2.8
86.1
3.0

-6.9
-25.4
54.8
-32.2
5.29
-8.0
4.8
2.9
4.8
4.3
5.7
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Important notice

Last updated: 18 April 2023

The opinions and research contained in this document (which may be in the form of text, image, video or audio) are (a) not
personal financial advice nor financial advice about any product or service; (b) provided for information only; and (c)
intended to be general in nature and do not take into account your financial situation or goals.

This document may be restricted by law in certain jurisdictions. Persons who receive this document must inform themselves about and
observe all relevant restrictions.

Disclaimer for all jurisdictions: This document is prepared by ANZ Bank New Zealand Limited (ANZ Centre, 23-29 Albert Street,
Auckland 1010, New Zealand). This document is distributed in your country/region by Australia and New Zealand Banking Group Limited
(ABN11 005 357 522) (ANZ), a company incorporated in Australia or (if otherwise stated), by its subsidiary or branch (herein collectively
referred to as ANZ Group). The views expressed in this document are those of ANZ Economics and Markets Research, an independent
research team of ANZ Bank New Zealand Limited.

This document is distributed on the basis that it is only for the information of the specified recipient or permitted user of the relevant
website (recipients).

This document is solely for informational purposes and nothing contained within is intended to be an invitation, solicitation or offer by ANZ
Group to sell, or buy, receive or provide any product or service, or to participate in a particular trading strategy.

Distribution of this document to you is only as may be permissible by the laws of your jurisdiction, and is not directed to or intended for
distribution or use by recipients resident or located in jurisdictions where its use or distribution would be contrary to those laws or
regulations, or in jurisdictions where ANZ Group would be subject to additional licensing or registration requirements. Further, any products
and services mentioned in this document may not be available in all countries.

ANZ Group in no way provides any personal financial, legal, taxation or investment advice to you in connection with any product or service
discussed in this document. Before making any investment decision, recipients should seek independent financial, legal, tax and other
relevant advice having regard to their particular circumstances.

Whilst care has been taken in the preparation of this document and the information contained within is believed to be accurate, ANZ Group
does not represent or warrant the accuracy or completeness of the information, except with respect to information concerning ANZ Group.
Further, ANZ Group does not accept any responsibility to inform you of any matter that subsequently comes to its notice, which may affect
the accuracy of the information in this document.

Preparation of this document and the opinions expressed in it may involve material elements of subjective judgement and analysis. Unless
specifically stated otherwise: they are current on the date of this document and are subject to change without notice; and, all price
information is indicative only. Any opinions expressed in this document are subject to change at any time without notice.

ANZ Group does not guarantee the performance of any product mentioned in this document. All investments entail a risk and may result in
both profits and losses. Past performance is not necessarily an indicator of future performance. Any products and services described in this
document may not be suitable for all investors, and transacting in these products or services may be considered risky.

ANZ Group expressly disclaims 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
this document to the extent permissible under relevant law. Please note, the contents of this document have not been reviewed by any
regulatory body or authority in any jurisdiction.

ANZ Group may have an interest in the subject matter of this document. They may receive fees from customers for dealing in any products
or services described in this document, and their staff and introducers of business may share in such fees or remuneration that may be
influenced by total sales, at all times received and/or apportioned in accordance with local regulatory requirements. Further, they or their
customers may have or have had interests or long or short positions in any products or services described in this document, and may at
any time make purchases and/or sales in them as principal or agent, as well as act (or have acted) as a market maker in such products.
This document is published in accordance with ANZ Group’s policies on conflicts of interest and ANZ Group maintains appropriate
information barriers to control the flow of information between businesses within the group.

Your ANZ Group point of contact can assist with any questions about this document including for further information on these disclosures of
interest.

Australia. ANZ holds an Australian Financial Services licence no. 234527. For a copy of ANZ's Financial Services Guide please click here or
request from your ANZ point of contact.

Brazil. This document is distributed on a cross border basis and only following request by the recipient. No securities are being offered or
sold in Brazil under this document, and no securities have been and will not be registered with the Securities Commission - CVM.

Brunei, Japan, Kuwait, Malaysia, Switzerland, Taiwan. This document is distributed in each of these jurisdictions by ANZ on a cross-
border basis.

Cambodia. The information contained in this document is confidential and is provided solely for your use upon your request.

This does not constitute or form part of an offer or solicitation of any offer to engage services, nor should it or any part of it form the basis
of, or be relied in any connection with, any contract or commitment whatsoever. ANZ does not have a licence to undertake banking
operations or securities business or similar business, in Cambodia. By requesting financial services from ANZ, you agree, represent and
warrant that you are engaging our services wholly outside of Cambodia and subject to the laws of the contract governing the terms of our
engagement.

Canada. This document is general information only, is intended for institutional use only — not retail, and is not meant to be tailored to the
needs and circumstances of any recipient. In addition, this document is not intended to be an offer or solicitation to purchase or sell any
security or other financial instrument or to employ a specific investment strategy.

Chile. You understand and agree that ANZ is not regulated by Chilean Authorities and that the provision of this document is not subject to
any Chilean supervision and is not guaranteed by any regulatory or governmental agency in Chile.

Fiji. For Fiji regulatory purposes, this document and any views and recommendations are not to be deemed as investment advice.

Fiji investors must seek licensed professional advice should they wish to make any investment in relation to this document.

Hong Kong. This document is issued or distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered at the Hong Kong
Monetary Authority to conduct Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate finance)
regulated activities. The contents of this document have not been reviewed by any regulatory authority in Hong Kong. If you are in any
doubt about any of the contents of this document, you should obtain independent professional advice.

India. If this document is received in India, only you (the specified recipient) may print it provided that before doing so, you specify on it
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Israel. ANZ is not a holder of a licence granted in Israel pursuant to the Regulation of Investment Advising, Investment Marketing and
Portfolio Management Law, 1995 (“Investment Advice Law”) and does not hold the insurance coverage required of a licensee pursuant to
the Investment Advice Law. This publication has been prepared exclusively for Qualified Clients as such term is defined in the First Schedule
to the Investment Advice Law. As a prerequisite to the receipt of a copy of this publication a recipient will be required to provide
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