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Traction or temporary?

The bottom line

The Q4 Quarterly Survey of Business Opinion (QSBO), which was conducted
after the hawkish November MPS, hit a record low in Q4, displaying similar
themes to our December ANZ Business Outlook:

e The November Monetary Policy Statement appears to have spooked the
horses, but it’s not yet clear how far they have bolted. Seasonally
adjusted confidence hit a record low (in data going back to the 1970s).
To gauge how sticky the shock value from the November MPS has been,
we've added a January ANZBO, which we will publish on 27 January.

e Activity indicators point to downside risks to our (and the RBNZ’s) GDP
forecasts, but lockdown impacts mean the relationship with GDP hasn't
been great of late. Further, whether or not businesses follow through
with weaker investment intentions remains to be seen - in the
residential space, building consents have been holding up well above
reported residential construction intentions. But these data certainly
suggest a slowdown is looming.

e The supply-demand imbalance in the labour market may have finally
peaked. That's certainly not to say ‘job done’ for the RBNZ, but it
indicates that inflationary surprises to the RBNZ's forecasts (ie higher
non-tradable inflation and wage growth) may soon be a thing of the
past (finally!). But this might be a story for mid-2023, rather than the
upcoming Q4 releases.

e The big worry in these data is the fact that costs and pricing lifted for
both the past quarter (Q4) and the next (Q1). That’s going the wrong
way, and suggests near-term inflation pressures remain acute (and far
too high for the RBNZ to call these data ‘comforting’).

So what are we to make of it all? At face value, these data confirm that the
RBNZ’s forecast that a softening in the economy is unfolding. In fact, like
the December ANZBO, they suggest the RBNZ may be engineering a
sharper economic contraction than it is forecasting (read: intending).

But it’s early days. Clearly, businesses are very worried about the future
state of demand for their goods and services, and they are, logically,
expecting to ease back on investment and headcount in response. But there
is still scope for economic resilience to surprise, as has been the general
theme for some time (years!) now. Although we’re all forecasting recession,
it’s entirely possible that business and consumer survey data could recover
somewhat over the months ahead, despite rising rates. Given that
possibility, and the stubborn direct inflation indicators, the RBNZ will likely
want to see the slowdown vibe of these data sustained in Q1 and reflected
in the harder data before they're convinced that the November MPS has
gotten more traction than they were aiming for, and that they may not need
to do as much with the OCR.

But make no mistake, these data do suggest the downturn is underway; it's
just a question of how soon and how deep - and most important of all for
the rates outlook, how disinflationary. But with costs and pricing going the
wrong way, these data are certainly not a clean sweep for the RBNZ!


https://www.anz.co.nz/content/dam/anzconz/documents/economics-and-market-research/NZ-Economic-Acronyms-Definitions.pdf
https://bit.ly/ANZ-BO-20221220

Key points

e Business sentiment tanked to a record low in Q4. That's broadly
consistent with our December Business Outlook and suggests the
November Monetary Policy Statement delivered some significant shock
value. A net 73% of respondents expect conditions to deteriorate,
versus 43% in Q3 (seasonally adjusted, figure 1). Now the question is
whether or not this is sustained; whether it indicates a looming crisis of
confidence or a short-lived jolt that will fade.

Figure 1. Business confidence
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e Experienced domestic trading activity (DTA) fell 15 points on a
seasonally adjusted basis to -13%. At face value, this suggests broad
economic momentum is southbound. However, lockdown-related
volatility in the GDP data mean this particular indicator hasn’t been
giving its usual reliable steer on annual GDP growth, making it difficult
to gauge the implications for Q4 GDP. Meanwhile, expected trading
activity for the next three months (Q1 2023) fell from -18% in Q3 to a
net 33% of firms expecting activity to decrease. All up, the signal here
is unambiguously weak, with downside risks to both our and the RBNZ's
activity forecast. But given recent data noise, we won't be adjusting our
near-term GDP forecasts (Q1: 0.3% g/q; Q2 0.2% g/q) on the back of
this.

¢ The residential investment pipeline is drying up as rate hikes bite.
43% of architects expect a deterioration in housing over the next 12
months, and a net 46% over the 12-24 month period (a downgrade
from Q3). Meanwhile, building industry new orders remained weak at
-24%, suggesting demand is slowing, as presaged by ANZBO. While
building consents have been holding up higher than the business survey
data of late, these (and the ANZBO) data suggest gravity will be calling
later in the year.
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Figure 2. Domestic trading activity and GDP
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¢ Employment and hiring intentions slipped into negative territory.
A net 2% of firms reported decreasing headcount in Q4, versus a net
9% of firms reporting an increase in Q3. That’s consistent with slowing
labour demand that we're now seeing in the likes of job ads and ANZBO
employment intentions. The forward-looking measure of employment
slipped from a net 13% of firms expecting to increase headcount in Q3
to a net 9% expecting to shed headcount. Insofar as the RBNZ’s plan
goes, it's hard to call this an overshoot. The RBNZ needs to see the
imbalance between labour supply and demand dissipate for an extended
period before it can be confident that the wage-price spiral has been
squashed. These data are just the beginning of that.

Figure 3. Employment
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e Labour as a limiting factor maintained its 1970s vibe, but did tick
down a touch after hitting a record high in Q3. The RBNZ will find some
comfort in the fact that this has tentatively turned a corner. The CUBO
measure of capacity utilisation remained high, but eased a touch (from
94.5% to 93.7%). However, it remains well above its historical average
of 89.6%. Capacity as a constraint rebounded 7 points to 16%. All up,
there is some mixed news here for the RBNZ on the capacity front. At
these levels, it would be a stretch to call this good news, particularly
given the risk that the wage-price spiral proves hard to contain.
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Figure 4. Limiting factors
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e Pricing and costs are going the wrong way! This is a worry. Past
quarter and next quarter measures of both costs and pricing lifted in Q4.
These were already at exceptionally high levels, and the data suggests
that current and near-term inflation pressures remain acute. To be
comfortable that inflation is well and truly on the way down, the RBNZ
will want to see these measures fall, and more than a smidge. The gap
between costs and pricing widened in Q4, suggesting businesses are
absorbing cost rises as broader economic demand wanes. That margin
squeeze was reflected in reported profitability, which fell further into
negative territory for both the past and next quarter (-44% and -55%
respectively).

Figure 5. Pricing intentions and CPI inflation
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All up, if the RBNZ was looking to spook the horses with the November MPS,
then the QSBO data suggest “mission accomplished”. Now the big question
is whether or not this sharper downwards momentum is maintained, or if
the economy goes back to surprising us on the more robust side after the
dust has settled. Our January ANZBO will offer some insight into this, but
it'll take hard economic data (GDP, employment etc) to confirm it.
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Important notice

Last updated: 1 September 2022

This document (which may be in the form of text, image, video or audio) is intended for ANZ’s Institutional, Markets and
Private Banking clients. It should not be forwarded, copied or distributed. The opinions and research contained in this
document are (a) not personal advice nor financial advice about any product or service; (b) provided for information only;
and (c) intended to be general in nature and does 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 and distributed in your country/region by either: Australia and New
Zealand Banking Group Limited (ABN11 005 357 522) (ANZ); or its relevant subsidiary or branch (each, an Affiliate), as appropriate or
as set out below.

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 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 would be subject to additional licensing or registration requirements. Further, the products and
services mentioned in this document may not be available in all countries.

ANZ in no way provides any 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
does not represent or warrant the accuracy or completeness of the information Further, ANZ 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 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. The 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 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 and its Affiliates may have an interest in the subject matter of this document. They may receive fees from customers for dealing in
the 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 the 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's policies on conflicts of interest and ANZ maintains appropriate
information barriers to control the flow of information between businesses within it and its Affiliates.

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

Country/region specific information: Unless stated otherwise, this document is distributed by Australia and New Zealand Banking
Group Limited (ANZ).

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 Banking Group Limited 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 your name and place of printing.

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 confirmation and evidence that it is a Qualified Client. Nothing in this publication should be considered Investment Advice or
Investment Marketing as defined in the Investment Advice Law. Recipients are encouraged to seek competent investment advice from a
locally licensed investment adviser prior to making any investment.

Macau. Click here to read the disclaimer for all jurisdictions in Mandarin. #i7]. AHIARIEFABESAERXNRIZFRBID R,

Myanmar. This document is intended to be general and part of ANZ’s customer service and marketing activities when implementing its
functions as a licensed bank. This document is not Securities Investment Advice (as that term is defined in the Myanmar Securities
Transaction Law 2013).
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New Zealand. This material is for information purposes only and is not financial advice about any product or service. We recommend
seeking financial advice about your financial situation and goals before acquiring or disposing of (or not acquiring or disposing of) a
financial product.
Oman. ANZ neither has a registered business presence nor a representative office in Oman and does not undertake banking business
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such entities are not being offered or sold within the PRC by means of this document or any other document. This document may not be
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statement and the text below is applicable: This document is distributed by ANZ China in the Mainland of the PRC.
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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,
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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
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Singapore. 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 Cap. 289 of Singapore). ANZ is licensed
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