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This is not personal advice nor Hanging in there

financial advice about any product or
service. It does not take into account
your financial situation or goals. Key points

Please refer to the Important Notice. . ) . .
P Business confidence rose 6 points to +2 in September. Expected own

activity was flat at +11. Many activity indicators slipped a little.

e Inflation expectations fell slightly to finally fall below 5%. There’s still a
long way to go, but things continue to move slowly in the right direction.

@ Contact Figure 1. ANZ Business Confidence Index and ANZ Own Activity Index
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Table 1: Results versus last month

Net Balance Sep Aug Comment

Business Confidence 1.5 -3.7  Agriculture dire at net -44%.

Own Activity Outlook 10.9  11.2 thlgorrwagngoethl;/I:sn;efZZttT\;eng services
Export Intentions -0.4 7.5 A fall makes sense, given China’s woes.
Investment Intentions -4.1 -1.3 Agriculture the weakest by far.

Cost Expectations 78.6 75.3  Mix of rises and falls by sector.

Wage Expectations 82.2 80.2 Highest for manufacturing (85).
Capacity Utilisation 7.3 9.7 Construction the weakest sector at -9.4.
Residential Construction -13.6 -7.4  Has the bounce run out of steam?

Commercial Construction -29.6 0.0 See-sawing lower.
Employment Intentions 1.2 4.6 Manufacturing & services up, rest down.
Lift driven by manufacturing - highest

Profit Expectations -13.2 -17.6 read here since late-2021!
| .
Pricing Intentions 47.1 44.0 Wror_]g way! Retail up from 54 to 65.
Services also up.
Ease of Credit -23.5 -25.1 Weakest for agri, unsurprisingly
Inflation Expectations 4.95 5.06 Finally, a 4-handle. Retail sector 4.7%.

Activity - vs. same 12.9 6.1 Slipping. All sectors in the red.

month one year ago ' ' Construction -34 and retail -29.
Employment - vs. same 18 0.8 Strongest for manufacturing, weakest for
month one year ago ’ ' agri and construction.


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

The September ANZ Business Outlook survey saw many activity indicators slip
slightly despite the lift in the headline measures. Export, investment and
employment intentions, and construction intentions, both residential and
commercial, all eased. However, the falls were small, and the overall survey is
best described as ‘mixed’. Also, economy-wide profit expectations lifted. Less
helpfully, so too did cost expectations and pricing intentions, but only a
smidgen, and inflation expectations eased slightly and recorded the first sub-
5% read since December 2021 (figure 2).

Figure 2. ANZBO inflation indicators
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A net 65% of firms in the retail sector expect to lift their prices in the next
three months, up from 54% in August. This may be related to the fact that the
retail sector now considers the level of the exchange rate to be a significant
problem (see figure 3). The RBNZ prefers to look through tradable inflation
and focus on the domestic inflation that it can influence to a much greater
extent, but its ability to do so is contingent on inflation expectations being well
behaved. It's a case of ‘so far so good, but a long way to go’ in that regard.

When it comes to specific numerical estimates of where firms’ own selling
prices will be in three months’ time, the average read was slightly higher at
2.2% (from 2.0% in August) but the longer-term trend remains negative. The
retail sector rose from 2.5% to 3.1%.

Pricing intentions are trending slowly but surely lower in a broad-based
fashion, but the exchange rate could interrupt progress if it weakens
significantly from here. The agri sector remains an understandable outlier,
expecting prices to fall in coming months.

Figure 3. Pricing intentions by sector
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We also survey firms’ expected costs in three months’ time relative to today
(figure 4). The economy-wide measure ticked up from 3.6% to 3.9%, but
overall, a downward trend remains in play. The agriculture sector expects the
highest cost increases (4.9% higher in three months’ time), and construction
the lowest (3.1%). Services sector expected costs ticked back up to 4.2% after
a decent fall last month, and the manufacturing sector’s expected cost
increases rose from 3.2% to 3.5%.

Again, it's important to note when looking at the level that these data ask
about increases in the coming three-month period, not over a year - the
numbers remain too high. But things are trending in the right direction.
Figure 4. Cost expectations by sector
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The data imply that on average, firms continue to expect margin compression,
given costs are expected to lift more than prices over the next three months
(3.9% versus 2.2%), with the agri sector getting the worst of it.

Reported past wage increases (versus a year earlier) edged lower at 5.5%
(figure 5). On the other hand, expectations for wage settlements over the next
12 months ticked up from 3.7% to 4.0% (figure 6), increasing for every sector
except retail, which was flat. The downward trend in expected wage growth is
looking like it could potentially be stalling at this point, but it would be a
mistake to read too much into one month’s data.

Figure 5. Wage growth by sector: last 12 months Figure 6. Wage growth by sector: next 12 months
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Our heatmap of indicators by sector, table 2 below, shows a mixed bag over
the month. Construction and agriculture were on the weaker side of moves
during the month. The construction sector has certainly been subject to wild
mood swings this year. Moves in retail indicators were muted - with the
marked exception of a sharp jump in pricing intentions.
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By question, the most consistent themes across sectors were falls in export
and investment intentions. Others, like expectations for firms’ own activity or
capacity utilisation, are best described as ‘patchy’. Pricing intentions remain
very high across retail, manufacturing and services.

Table 2. Heatmap Levels Monthly changes

Retail Mfg Agric Constrn Serv Retail Mfg Agric Constrn Serv
Business Confidence 14.3 7.7 -3.1 1.6 . 14.3 17.7
Own activity outlook 22.6 19.2 9.5
Activity vs. same month one year ago -5.7 -5.5
Exports
Investment
Capacity Utilisation 8.5
Residential Construction
Commercial Construction
Employment

-2.1

Employment vs. same month one year ago 6.4 -0.6
Profits 2.8
Ease of Credit -16.3 -12.5 -21.4 4.3
Costs 74.5 72.5 77.8 74.2 81.6 7.0
Pricing Intentions _ 5.6 31.2 1.7

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 blue. Note the versus a year ago questions began in December 2019.

Reported past activity has a good correlation with GDP and is consistent with
the economy continuing to gradually lose momentum an annual change basis.

Figure 7. Past activity and GDP
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Shipping disruptions continue to be much less of a problem than in 2021/22,
but are still registering to some extent.

Figure 8. Median reported inward shipping disruption
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We ask additional questions every three months, including what firms’ largest
problems are. Figure 9 shows that finding skilled labour still rates as firms’

largest problem. About half of the biggest problems by weight continue to be
inflationary ones: finding labour, high wages, high other costs, and regulation

and paperwork.

For the retail sector, the picture is very different (figure 10). Low turnover is
by far the biggest problem, followed by non-wage costs, and finding skilled
labour. Exchange rates and competition also rank highly. This is a more
disinflationary set of problems than is evident in the broader economy.

Figure 9. Biggest problems, weighted
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Figure 10. Retail sector biggest problems, weighted
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We can delve a little deeper into intended investment because we also ask
firms every three months what is driving their investment decisions. Figure 11
shows that of those firms who are intending to increase their investment (a
declining proportion — currently 19% of survey respondents, versus 23% who
are expecting to reduce it), fewer are doing it to replace hard-to-find labour,
and more are doing it due to the economic outlook or for bespoke reasons.

And of those intending to investment less (Figure 12), wariness about the
domestic economic outlook is highest on the list, while interest rates also rate
highly as a consideration — but a little less than last quarter, perhaps related to
the RBNZ calling a conditional halt to hikes in May, though retail rates have
continued to edge higher since then as bets on further hikes have evolved.

Figure 11. Reasons for investing more

100

801

70
601
501
40
30
201
10
04

Weighted importance

Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3
19 20 21 22 23

BNZ eco outlook M Interest rates | Global outlook
[ Skilled labour shortages | Spare capacity M Credit availability
Labour costs M Govt policy  EMOther

Source: Macrobond, ANZ Research

ANZ New Zealand Business Outlook | September 2023

Figure 12. Reasons for investing less
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Survey Results September 2023

Our take

The New Zealand economy is certainly patchy, and the rebound in activity
indicators - that’s been evident since the start of the year - may be running
out of steam. Inflation pressures are gradually waning in the big picture, but
not rapidly nor in a straight line, and the jury remains out on whether it’s
occurring fast enough to bring core inflation pressures down in a timely
fashion. Cost and wage expectations remain very elevated, as do inflation
expectations. Pricing intentions, one of the best inflation indicators in the
survey, went the wrong way in the month, and both the exchange rate and oil
prices have the potential to interrupt or halt downward progress.

The outlook for the construction sector remains key for the inflation outlook. A
meaningful decline in construction costs is part of the plan for getting inflation
down. The proportion of construction sector firms expecting higher costs
jumped to the highest in four months. The turnaround in the housing market is
one to watch in this regard.

We continue to expect that the RBNZ will conclude it has more work to do to
be confident that inflation is on its way back to the target band, with a 25bp
hike expected in November.

Net Balance September F;‘E\g/;ig:ts) Retail Mfg Agric Constrn  Services
Business Confidence 1.5 -3.7 14.3 7.7 -44.4 -3.1 1.6
Own Activity Outlook 10.9 11.2 -8.2 22.6 -23.5 -9.4 19.2
Export Intentions -0.4 7.5 0.0 6.7 -29.4 -17.6 4.2
Investment Intentions -4.1 -1.3 0.0 -1.9 -50.0 -3.1 -1.7
Cost Expectations 78.6 75.3 74.5 72.5 77.8 74.2 81.6
Capacity Utilisation 7.3 9.7 8.5 22.6 11.1 -9.4 4.0
Residential Construction -13.6 -7.4 -13.6
Commercial Construction -29.6 0.0 -29.6
Employment Intentions 1.2 4.6 -2.1 5.7 -16.7 -9.7 3.9
Profit Expectations -13.2 -17.6 -12.2 -5.7 -61.1 -25.0 -7.1
Pricing Intentions 47.1 44.0 64.6 47.1 5.6 31.2 49.4
Ease of Credit Expectations -23.5 -25.1 -16.3 -30.2 -61.1 -12.5 -21.4
Inflation Expectations (%) 4.95 5.06 4.65 5.22 5.56 4.99 4.89
Activity — same month one year ago -12.9 -6.1 -28.6 -5.7 -27.8 -34.4 -5.5
Employment - same month one year ago -1.8 -0.8 6.4 7.5 -27.8 -25.8 -1.7
Price Expectations - 3 months from now (%) 2.2 2.0 3.1 2.3 -0.3 1.5 2.3
Cost Expectations - 3 months from now (%) 3.9 3.6 3.5 3.5 4.9 3.1 4.2
Wages/Salaries — next 12 months (%) 4.0 3.7 3.4 4.2 5.2 3.6 4.0
Wages/Salaries - same month a year ago (%) 5.5 5.6 5.1 5.7 6.4 5.0 5.6
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Contact us

Meet the team

We welcome your questions and feedback. Click here for more information about our team.

Sharon Zollner
Chief Economist

Follow Sharon on Twitter
@sharon_zollner

Telephone: +64 9 357 4094
Email: sharon.zollner@anz.com

David Croy
Senior Strategist

Market developments, interest
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monetary policy, liaison with
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Telephone: +64 4 576 1022
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Email: miles.workman@anz.com
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may not be offered or sold in Peru, except if (i) such securities or interests were previously registered with the Peruvian Superintendency of
the Securities Market, or (ii) such offering is considered a private offering in Peru under the securities laws and regulation of Peru.
Qatar. This document has not been, and will not be:
e lodged or registered with, or reviewed or approved by, the Qatar Central Bank (QCB), the Qatar Financial Centre (QFC) Authority, QFC
Regulatory Authority or any other authority in the State of Qatar (Qatar); or
e authorised or licensed for distribution in Qatar, and the information contained in this document does not, and is not intended to,
constitute a public offer or other invitation in respect of securities in Qatar or the QFC.
The financial products or services described in this document have not been, and will not be:
e registered with the QCB, QFC Authority, QFC Regulatory Authority or any other governmental authority in Qatar; or
e authorised or licensed for offering, marketing, issue or sale, directly or indirectly, in Qatar.
Accordingly, the financial products or services described in this document are not being, and will not be, offered, issued or sold in Qatar,
and this document is not being, and will not be, distributed in Qatar. The offering, marketing, issue and sale of the financial products or
services described in this document and distribution of this document is being made in, and is subject to the laws, regulations and rules of,
jurisdictions outside of Qatar and the QFC. Recipients of this document must abide by this restriction and not distribute this document in
breach of this restriction. This document is being sent/issued to a limited number of institutional and/or sophisticated investors (i) upon
their request and confirmation that they understand the statements above; and (ii) on the condition that it will not be provided to any
person other than the original recipient, and is not for general circulation and may not be reproduced or used for any other purpose.
Singapore. To the extent that this document contains any statements of opinion and/or recommendations related to an investment
product or class of investment product (as defined in the Financial Advisers Act 2001), this document is distributed in Singapore by ANZ
solely for the information of “accredited investors”, “expert investors” or (as the case may be) “institutional investors” (each term as
defined in the Securities and Futures Act 2001 of Singapore). ANZ is licensed in Singapore under the Banking Act 1970 of Singapore and is
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any matters arising from, or in connection with, the distribution of this document in Singapore, please speak to your usual ANZ contact in
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by ANZ. This document does not, and is not intended to constitute: (a) an offer of securities anywhere in the UAE; (b) the carrying on or
engagement in banking, financial and/or investment consultation business in the UAE under the rules and regulations made by the Central
Bank of the UAE, the Emirates Securities and Commodities Authority or the UAE Ministry of Economy; (c) an offer of securities within the
meaning of the Dubai International Financial Centre Markets Law (DIFCML) No. 12 of 2004; and (d) a financial promotion, as defined
under the DIFCML No. 1 of 200. ANZ DIFC Branch is regulated by the Dubai Financial Services Authority (DFSA). The financial products or
services described in this document are only available to persons who qualify as “Professional Clients” or “Market Counterparty” in
accordance with the provisions of the DFSA rules.
United Kingdom. This document is distributed in the United Kingdom by Australia and New Zealand Banking Group Limited (ANZ) solely
for the information of persons who would come within the Financial Conduct Authority (FCA) definition of “eligible counterparty” or
“professional client”. It is not intended for and must not be distributed to any person who would come within the FCA definition of “retail
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Markets Act 2000 or under the regulatory system as defined in the Rules of the Prudential Regulation Authority (PRA) and the FCA.
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