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Painful

¢ Businesses see soft activity, lower profits

e Firms reduce investment and employment intentions
e Business pricing power waning amid softer demand
¢ Inflation gauges moving in right direction for RBNZ

Most interest in today’s ANZ business survey was in its
inflation gauges. Inflation expectations have been steadily
and consistently falling each month for well over a year,
but firms’ pricing intentions had become a bit sticky. Both
eased in May.

Inflation expectations fell to 3.59% from April’s 3.76%. This is
at a level consistent with annual CPI inflation falling into the
mid-3s in Q2. Indeed, a further decline in the final month of
the quarter would raise some downside risk to the RBNZ’s
(and our) current Q2 CPI inflation forecast of 3.6%.
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Pricing intentions budge a bit
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Pricing intentions dipped to 41.9 in May from 46.9 in April,
to reach its lowest level in more than three years.
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construction. Pricing intentions in all of these sectors are
getting closer to their long-term averages. This suggests
business pricing power is fading as demand weakens.
Agriculture bucked the trend with higher pricing
intentions, perhaps a sign of how low some prices have
recently been.

The pricing indicators are above what would be consistent
with 2% CPl inflation, but they are clearly moving
downward overall. A direction that will be welcomed by
the RBNZ. The same can be said for the survey’s wage
inflation measures with both the backward looking and
forward-looking measures easing.

Moving in the right direction for the central bank is one
thing but compelling enough to alter its outlook is another.
We see easing pricing indicators as another step toward
giving the bank more comfort to eventually ease policy.
The easing inflation gauges follow weak growth and a
softening labour market. But we get the feeling the RBNZ
will only be convinced inflation is under control when it
sees it inside its target band.

Of course, there are other factors to watch in the
meantime. Idiosyncratic price increases still present some
risk to near term inflation and the Government’s Budget
tomorrow will be assessed for monetary policy
implications not already accounted for by the central bank.

The rest of the business survey was a litany of distress.
Confidence eased a bit further as did firms’ own activity
expectations. The latter dipped to 11.8 from 14.3 and is at
a level that is consistent with annual GDP growth of about
zero. We have been talking for a while about lowering our
already low GDP forecasts and today’s figures do nothing
to dissuade us in that regard.

Net % . . Al |
expecting Business Expectations and GDP % change

increase (s.a.)
60 § r6

W, il

0
210 4

20 4
-30 1 )
Own-activity expectations
-40 4 (advanced 6 months)

50 4

-0 +—/m——m—mmm—m——7————— T -10|
|ntent|0ns dropped by more |n the domestic focused 96 97 98 99 00 01 02 03 04 05 06 07 08 O,joi?h;l 12 13 14 15 16 17 18 19 20 21 22 23 24
sectors like retail and services and remain lowest in Souse SuSKL MR A2
www.bnz.co.nz/research Page 1



Economy Watch

29 May 2024

Firms’ profit expectations have become more negative,
dropping to -15.3 in May from -9.8 in April. They were +3.1
at the start of the year. This is obviously a concern for
business and strongly suggests that pressure on the
corporate tax take is likely to persist and remain a
headwind to Government revenue.

Profits under pressure
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Pressure on profitability and waning pricing power is
consistent with firms responding with lower intentions to
employ and invest. Employment intentions became more
definitely negative dropping to -6.9 in May from -0.9 in
April. Investment intentions eased to -4.9 from -3.5. No
signs of growth there.

Employment and investment intentions negative
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Employment intentions have dipped to a level consistent
with employment contracting. It is only one month but it
puts some downside risk to our broadly flat employment
forecasts. We already think the unemployment rate will
rise by more than the RBNZ forecasts over the year ahead.
The dip in firms’ employment intentions increases that risk
with flow on implications for broader demand and inflation
pressures.

Downside risk to employment
Net — Employment Intentions and Employment Growth quarteny

expecting

increase % change
40 4 ré
35 4

30 4 r3

25 4
20 q

5 A Ll
‘v\‘»“_\r/“ ! FN’»\IN \'hnf \"\ /‘ !0' \'f‘m. /‘\ \\1 4|

r2

o o

& oo

10 4
-15 A
=20 r-2
-25 o Employment Intentions (lhs, sa)
-30

96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24

ISource: Statistics NZ, BNZ, ANZ Monthly

doug_steel@bnz.co.nz

www.bnz.co.nz/research

Page 2


mailto:doug_steel@bnz.co.nz

Economy Watch 29 May 2024

Contact Details

BNZ Research

Stephen Toplis Doug Steel Jason Wong Stuart Ritson
Head of Research Senior Economist Senior Markets Strategist ~ Senior Interest Rate Strategist

Mike Jones
BNZ Chief Economist

Main Offices

Wellington

Level 2, BNZ Place

1 Whitmore St

Private Bag 39806
Wellington Mail Centre
Lower Hutt 5045

Auckland

80 Queen Street
Private Bag 92208
Auckland 1142

New Zealand

Toll Free: 0800 283 269

Christchurch

111 Cashel Street
Christchurch 8011
New Zealand

Toll Free: 0800 854 854

New Zealand
Toll Free: 0800 283 269

This document has been produced by Bank of New Zealand (BNZ). BNZ is a registered bank in New Zealand and is only authorised to offer products and services to customers in New Zealand.

Analyst Disclaimer: The Information accurately reflects the personal views of the author(s) about the securities, issuers and other subject matters discussed, and is based upon sources
reasonably believed to be reliable and accurate. The views of the author(s) do not necessarily reflect the views of the NAB Group. No part of the compensation of the author(s) was, is, or will
be, directly or indirectly, related to any specific recommendations or views expressed.

BNZ maintains an effective information barrier between the research analysts and its private side operations. Private side functions are physically segregated from the research analysts and
have no control over their remuneration or budget. The research functions do not report directly or indirectly to any private side function. The Research analyst might have received help from
the issuer subject in the research report.

New Zealand: The information in this publication is provided for general information purposes only, and is a summary based on selective information which may not be complete for your
purposes. This publication does not constitute any advice or recommendation with respect to any matter discussed in it, and its contents should not be relied on or used as a basis for entering
into any products described in it. Bank of New Zealand recommends recipients seek independent advice prior to acting in relation to any of the matters discussed in this publication.

Any statements as to past performance do not represent future performance, and no statements as to future matters are guaranteed to be accurate or reliable.

Neither Bank of New Zealand nor any person involved in this publication accepts any liability for any loss or damage whatsoever which may directly or indirectly result from any advice,
opinion, information, representation or omission, whether negligent or otherwise, contained in this publication.

USA: If this document is distributed in the United States, such distribution is by nabSecurities, LLC. This document is not intended as an offer or solicitation for the purchase or sale of any
securities, financial instrument or product or to provide financial services. It is not the intention of nabSecurities to create legal relations on the basis of information provided herein.

www.bnz.co.nz/research Page 3



