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NEW ZEALAND ECONOMICS
DATA REVIEW

NZIER QSBO — September 2011 quarter

BUSINESS CONFIDENCE SHOWS RESILIENCE

KEY POINTS

QSBO headline business confidence and expected domestic trading activity
readings held up much better than expected in the face of recent global
turmoil. This may be partly attributable to the timing of this survey.

The level of the main gauges remains consistent with a respectable economic
performance in H2, with the Rugby World Cup helping out. The real
challenge will come early next year, when we see the risk of a soft patch
between the Rugby World Cup and the Christchurch rebuild.

As is typical for a modestly growing economy, there was a mixed bag across
sectors. Building and construction are outperforming. Domestic sales for
manufacturers eased back. Retailing finally caught a break, with a significant
pick-up in expectations likely to be courtesy of the Rugby World Cup.
Services (particularly financial) remain subdued. Encouragingly,
building/construction confidence and intentions remained high, despite
anecdotes suggesting the Christchurch rebuild will be delayed.

QSBO readings for employment suggest a further tightening in the labour
market. Firms reported greater difficulty in finding labour. Investment
intentions were flat — not a bad outcome given the global situation.

Of some concern for the RBNZ, capacity measures did not ease. The CUBO
measure of capacity utilisation remains near its historical average, but this
will pick up as the reconstruction effort kicks into a higher gear. Capacity as a
limiting factor also rose, suggesting resource bottlenecks remain.

Pricing intentions eased, with a net 22 percent expecting to increase prices
(previously +31). The net balance experiencing higher average costs also fell,
and experienced profitability rose, nearing historical averages.

GDP vs QSBO Expected and Experienced Domestic
Trading Activity
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DATA WRAP
Headline business | Domestic trading A\(g S
confidence activity s.a. [PE3 = MEEsE
3m
[ | actwal | sa | Past | exp_ ]| actual | actual |
Q1 2010 22 37 -6 21 0.9054 27
Q2 2010 18 25 -4 14 0.9076 40
Q3 2010 6 -7 -15 -1 0.9039 30
Q4 2010 8 -1 -1 12 0.8900 22
Q1 2011 =21 =11 =5 5] 0.8938 14
Q2 2011 27 3418 4 20 0.8873 31
Q3 2011 25 13 2 20 0.8963 22

The decline in general business confidence had
been flagged by the National Bank Business
Outlook (NBBO). While some slippage in the NZIER
survey was evident, the level remains surprisingly
resilient given recent events. The timing of the
survey is likely to have been a factor, with 85
percent of responses received prior to
September 15". They missed the downbeat
September MPS assessment, and an increasingly
bleak spate of global headlines.

Once again, past domestic trading activity (at +2
s.a.) failed to live up to the promise suggested
by the Q2 QSBO survey. Past trading activity at
current levels is still consistent with the economy
moving forward in Q3, albeit at a slower pace than we
would have expected, given the pending boost of the
Rugby World Cup (RWC). Encouragingly, experienced
domestic trading activity held firm and is consistent
with a strong Q4 rate of quarterly growth. Whether
activity will follow, of course, remains to be seen, and
we are conscious of the “head fakes” provided by the
confidence measures in Q2 and much of 2010.

There were regional differences. Past domestic
trading activity recovered in Canterbury (to +10 from
-2 s.a.), while sentiment in the rest of the country was
flat. Canterbury was the star performer, with
experienced hiring, building investment intentions,
and plant and machinery intentions outperforming the
rest of NZ. Key to this is the belief by respondents is
that the earthquake reconstruction work will forge
ahead, with architects more optimistic over the next
12 to 24 months. Of concern, there were increasing
signs of softness in the upper North Island, which had
driven much of the recent recovery.

The QSBO highlighted sector divergences. We
were expecting construction sector sentiment to move
lower considering the delays caused by frequent
aftershocks and insurance issues. But while output
slowed, new orders and profitability are improving.
Hiring has rebounded in Canterbury, which is a
positive sign that the pending boost will occur sooner
rather than later. Expected housing work by architects
over the next 12 and 24 months lifted strongly,

portending good times ahead. Merchants’ expectations
moved to near-record highs, possibly due to the
expectation of a sizeable Rugby World Cup (RWC)
boost. Whether expectations will be met by reality
remains to be seen. Given very low rates of credit
growth, services sector sales volumes eased and
remain a weak spot in the economy.

Architects: work in own office next 12 months
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Labour market indicators were broadly
unchanged. New hiring improved, but intentions
eased. Canterbury outperformed the rest of the
country. This is consistent with the messages we have
been getting from the ANZ job ads series, and we will
continue to watch this to ascertain the degree to
which the current lull persists.

Investment intentions eased a touch, with
building investment down to -6, and plant and
machinery easing to 6. It could have been much
worse, and importantly investment intentions
remain above long-run averages (-14 for buildings
and -2 for plant and machinery). Construction
intentions remain upbeat, with architects most
optimistic over residential work, followed by
commercial then government work.
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Capacity measures failed to ease, which will not
please the RBNZ. The RBNZ noted in their
September MPS that constraints on production
seemed surprisingly tight given only moderate growth.
Surveyed QSBO capacity utilisation increased in Q3 for
both builders and manufacturers. Capacity as a
limiting factor ticked up from +6 to +7, largely as a
result of pressures on Canterbury capacity. All-up,
today’s QSBO release did nothing to buy the RBNZ
time on the capacity front. Given the scale of the task
in Christchurch, a major bottleneck is clearly coming.
But that’s tomorrow’s story. The RBNZ’s eyes are fixed
firmly on the global situation at present, with fine-
tuning inflation not a current priority with a potential
global recession looming.

One area where capacity pressure is already
becoming more marked is in the labour market.
Measures of skilled labour shortages continue to
become more acute (a net 20 percent of firms are
finding it more difficult to find skilled labour, compared
to 15 percent last quarter, and the unskilled market
also tightened). Labour market pressure is likely to
intensify over the next year or two given the
reconstruction requirements and increased demand for
labour as the economy strengthens.

Unemployment rate and difficulty finding labour

Percent
121 Less difficult] 80
Unemployment rate (LHS) r 60
10 4
r 40
81 - 20
61 ro
QSBO - difficulty r-20
44 finding unskilled labour
(adv 3 gtrs, RHS) t -40
More difficult
2 L B B B T S e e T B e T e LA -60

90 92 94 96 98 00 02 04 06 08 10 12
Sources: ANZ, National Bank, NZIER

Pricing gauges eased but remain at high levels. A
net 18 percent of firms increased their prices in the
last 3 months (s.a., vs. +16 in Q2). However,
expected selling prices eased, with a net 22 percent of
respondents intending to increase prices, versus +31
last quarter. Average costs eased but remained well
off their recession lows, with a net 30 percent of firms
reporting higher average costs in the previous 3
months. Profitability is slowly improving, with a net 14
percent of firms experiencing lower profitability over
the last 3 months, versus 28 percent in Q1 of this
year. The generally soft domestic demand
environment continues to keep price increases
restrained, but there are limits to how long this can

last. The construction sector is one to watch, with
prices charged turning positive for the first time in
three years, and their expected profitability rising
sharply. Given the boom time ahead, this sector could
give the Reserve Bank a real headache in years ahead.

CPI vs Pricing Intentions
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We expect confidence measures to ease in
coming quarters as the realities of a bleak global
growth picture hit home. However, the New
Zealand economy has positive offsetting factors
that will help us ride through the storm.
Christchurch reconstruction will keep us busy for
years. The rural sector continues to outperform, and
New Zealand commodity prices are (so far) holding up
better than hard commodities. Financial conditions are
providing considerable support (especially with the
NZD coming off), and the Rugby World Cup is
providing a feel-good factor. On the other side, there
are credit downgrades, a fiscal straitjacket, the spectre
of higher bank funding costs feeding into borrowing
rates, and weaker growth in our trading partners.
There’s a rough road ahead, but the NZ economy has
strong shoes.
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Business Confidence — actual 18
—s.a. 37 25 -7 -1 -11 31 13 -8
Experienced domestic trading activity — actual -7 -7 -16 4 -6 2 0 11
—s.a. -6 -4 -15 -1 -5 4 2 11
Expected domestic trading activity — actual 15 11 9 11 -2 18 30 15
—s.a. 21 14 -1 12 5 20 20 14
Capacity Utilisation (CUBO) 0.9054 0.9076 0.9039 0.8899 0.8938 0.8873 0.8963 0.8891
Average selling price — past 3 months 13 13 15 12 11 16 18 27
Average selling price — next 3 months 27 40 30 22 14 31 22 B8]
Costs — past 3 months 20 24 29 26 39 &7 30 46
Costs — next 3 months 25 36 38 32 44 40 28 45
Profitability — past -19 -16 -30 -21 -28 -23 -14 -18
Profitability — expected -2 -6 -14 -5 -22 -1 10 -7
Difficulty finding labour — skilled 9 -2 -4 -7 -10 -15 -20 -16
Difficulty finding labour — unskilled &3 23 19 19 15 11 8 16
Investment intentions — Buildings -5 -8 -10 -8 -7 -4 -6 -14
Investment intentions — Plant & Machinery 9 (0] 0 (0] (0] 9 6 -2
Employment intentions — past 3 months -15 -7 -12 -3 2 -6 -4 -6
Employment intentions — next 3 months 2 1 5 4 (0] 7 4 -1
Capacity as a limiting factor 5 5 5 5 7 7 8
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IMPORTANT NOTICE

NEW ZEALAND DISCLAIMER

This publication is for information purposes only. Its
content is intended to be of general nature, does not take
into account your financial situation or goals, and is not a
personalised adviser service under the Financial Advisers
Act 2008. It is recommended you seek advice from a
financial adviser which takes into account your individual
circumstances before you acquire a financial product. This
publication does not constitute an offer to sell or
solicitation to buy any security or other financial
instrument. No part of this publication can be reproduced,
altered, transmitted to, copied to or distributed to any
other person without the prior express permission of ANZ
National Bank Limited (the “Bank”).

This publication is a necessarily brief and general summary
of the subjects covered. The information contained in this
publication is given in good faith, has been derived from
sources perceived by it to be reliable and accurate and the
Bank shall not be obliged to update any such information
after the date of this publication. To the extent permitted
by law, neither the Bank nor any other person involved in
the preparation of this publication accepts any liability for
the content of this publication (including the accuracy or
completeness thereof) or for any consequences flowing
from its use.

UNITED STATES DISCLAIMER

This publication is being distributed in the United States by
ANZ Securities, Inc. (Member of FINRA [www.finra.org]
and registered with the SEC) (“ANZ S”) (an affiliated
company of Australia and New Zealand Banking Group
Limited (“ANZBG”) and the Bank), which accepts
responsibility for its content. Further information on any
securities referred to herein may be obtained from ANZ S
upon request. Any US person(s) receiving this publication
and wishing to effect transactions in any fixed income
securities referred to herein should contact ANZ S 277 Park
Avenue, 31st Floor, New York, NY 10172 USA, Tel: 1-212-
801-9160, Fax: 1-212-801-9163, not its affiliates.

This publication is issued on the basis that it is only for the
information of the particular person to whom it is provided.

This publication may not be reproduced, distributed or
published by any recipient for any purpose. This
publication does not take into account your personal needs
and financial circumstances. Under no circumstances is
this publication to be used or considered as an offer to sell,
or a solicitation of an offer to buy.

In addition, from time to time ANZBG, the Bank, ANZ S,
their affiliated companies, or their respective associates
and employees may have an interest in any financial
products (as defined by the Australian Corporations Act
2001), securities or other investments, directly or indirectly
the subject of this publication (and may receive
commissions or other remuneration in relation to the sale
of such financial products, securities or other investments),
or may perform services for, or solicit business from, any
company the subject of this publication. If you have been
referred to ANZBG, the Bank, ANZ S or their affiliated
companies by any person, that person may receive a
benefit in respect of any transactions effected on your
behalf, details of which will be available upon request.

The information herein has been obtained from, and any
opinions herein are based upon, sources believed reliable.
The views expressed in this publication accurately reflect
the author’s personal views, including those about any and
all of the securities and issuers referred to herein. The
author however makes no representation as to its accuracy
or completeness and the information should not be relied
upon as such. All opinions and estimates herein reflect the
author’s judgement on the date of this publication and are
subject to change without notice. No part of the author’s
compensation was, is or will be directly or indirectly related
to specific recommendations or views expressed in this
publication. ANZBG, the Bank, ANZ S, their affiliated
companies, their respective directors, officers, and
employees disclaim 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 the
contents of and/or any omissions from this communication
except where a Liability is made non-excludable by
legislation.

This document has been prepared by ANZ National Bank Limited. ANZ (part of ANZ National Bank Limited), Level 7, 1 Victoria Street,
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