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Some More Progress 

• Inflation indicators generally moving lower 
• But further progress required by RBNZ 
• Business profitability remains under pressure 
• Firms see weak growth, flat employment 
 
Inflation indicators are generally moving in the right 
direction. But they need to fall further to be consistent 
with the RBNZ desires. 

Firms’ inflation expectations in this afternoon’s ANZ 
business survey eased a bit further to 3.46% from 3.59% in 
May. More progress toward the inflation target band. 
These levels are consistent with annual CPI inflation 
printing in the 3s in Q2, as seems to be the consensus view 
(no official polls yet). 

More progress 

 

Supporting the idea of inflationary pressures easing was 
firms’ pricing intentions adding to the previous month’s 
nudge lower. June’s pricing intentions fell to 35.3 from 
41.6 in May and 46.9 in April. It now looks more convincing 
pricing intentions are trending lower again after many 
months of stickiness around a level that historically had 
been consistent with annual CPI inflation around 4%. 

Encouragingly, declines in pricing intentions were 
reasonably widespread across sectors. This included 
sectors with more external exposures like manufacturing 
and agriculture, but also among some with more of a 
domestic focus like retail and services. Services pricing 
intentions have eased to their lowest level since 2020, if 
still meaningfully above their long-term average. The 
construction sector bucked the trend with some lift in their 
pricing intentions. 

Any further meaningful decline in overall pricing intentions 
would see them at a level consistent with annual CPI 

inflation entering the RBNZ target band. It remains to be 
seen if that happens but, if it does, it would be consistent 
with our forecast of annual CPI inflation entering the 
RBNZ’s target band in Q3 this year. 

However, thinking about near term inflation we remain 
wary of factors beyond pure business pricing. For example, 
we are wary of what will be a very large increase in local 
authority rates, to be stuck and enter the CPI in Q3. 

The business pricing indicators represent more ‘good 
progress’, to use the words of the RBNZ’s Chief Economist 
in last week’s speech. Even if such indicators still need to 
fall further to be consistent with CPI inflation falling to 
inside the RBNZ’s target band and more so to be consistent 
with the 2% ideal. 

Helpful 

 

It will be interesting to see if next week’s QSBO 
comparable gauges fall further or not. For all the decent 
movement in the ANZ pricing intentions over the past 
couple of months, it hasn’t quite closed the gap to the 
QSBO indicator from a quarter ago. The next QSBO is due 
out Tuesday next week. 

Catching up 
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We should note that it hasn’t been all one-way traffic on 
inflation indicators. This morning’s RM-ANZ consumer 
confidence survey saw consumers’ (2-year ahead) inflation 
expectations edge up to 4.2% in June from the 3.8% they 
fell to in May. The trend still looks downward, although 
perhaps more slowly than before. A bounce in the month 
and some slowing in the downtrend may keep the RBNZ 
wary on near term inflation and the risk of persistence. 
Consumer inflation expectations are back to the top of 
their pre-covid range. 

Consumers still seeing elevated inflation ahead 

 

Returning to the afternoon’s business survey, real 
economy indicators remain weak. Own activity was little 
changed at 12.2 in June from May’s 11.8. The insignificant 
gain turns into a small decline if you seasonally adjust the 
series. More importantly, these sorts of levels remain 
consistent with annual GDP growth near zero. This remains 
weaker than folk are forecasting over the coming 12 
months, including the RBNZ (and us). 

Growth outlook soft 

 

Other parts of the business survey show firms’ pricing 
power appears to be fading as demand weakens. Cost 
increases remain prevalent, although they did ease slightly 
in June to 69.2 from 72.6 in May. Profit expectations 
remain negative, but at -10.9 in June they were not quite 
as negative as May’s -15.3. 

Ongoing downward pressure on profitability sees firms 
responding with lower intentions to invest (-4.0, similar to 
May’s -4.9). Employment intentions stabilised at zero in 
June (from May’s -6.9) which sits better with our broadly 
flat near term forecast for employment and associated lift 
in the unemployment rate. Nothing here to suggest any 
changes to those thoughts. 

Employment intentions flat 
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