Research
- Economy Watch

Too much inflation

e Pricing intentions elevated

e Retail particularly inflationary
e Growth indicators positive

o Still hiring

¢ No joy for RBNZ

For us today’s ANZ Survey of Business Opinion was all
about the pricing indicators. With the RBNZ very nervous
about persistent inflation it’s critical that businesses show
they have reduced intent to raise prices. Alas, this survey
showed nothing of the sort. As it turned out, a net 49.7%
of businesses said they still intend raising selling prices.
This was little changed from the 50.2% who thought
likewise back in December. Moreover, the intent remains
higher than the lows of last October.

An unwelcome stall

Net % . . . Annual
expecting PrlCIng Intentions and CPI % change
increase
90 4 r8
80 A
70 r6

60 4
50 4
40 4

30 1 Target!

20 q

10 '\vw
ro

04
210 4

Pricing intentions, 2 months earlier (Ihs)

20 2
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

|Source: Stats NZ, BNZ, ANZ Monthly

As if all this wasn’t disconcerting enough, pricing intentions
in the retail sector were particularly lofty with a net 66% of
retailers intending to increase prices. There’s a lot of
volatility in the pricing intentions of the sectors so this
does have to be taken with a pinch of salt but it’s still
something to keep an eye on.

By our reckoning, the pricing intentions data are consistent
with annual CPl inflation sticking around the 4.0% mark. This
is clearly not what the doctor ordered. For this measure to
suggest annual CPI inflation settling near 2.0% the net
intention would need to fall to around the net 25% mark.

The RBNZ will not be happy with this.

Yes, you can point to the fact that inflation expectations fell
to 4.28% from 4.61%, and are at their lowest since
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November 2021, but it’s what businesses do with their
prices not what they think others will do that matters most.

At least expectations fell
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In much the same way, it’s the business own activity
indicators that matter more as a leading indicator of
growth than does the business confidence reading. With
this in mind, we note that the own activity indicator, at
+25.6, was broadly unchanged compared to December
implying there remains hope the current downturn will be
coming to an end sometime this year. While it’s yet
another indicator suggesting a brighter future lies ahead
it's far from indicating a booming economy any time soon.
Indeed, coincident indicators such as the PMI and PSI
suggest that we haven’t hit the bottom yet. Moreover,
we’re not at all sure how much of the relative strength in
this indicator just reflects the fact that businesses tend to
like National-led Governments more than Labour-led ones.

Signs of hope
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Labour market indicators have been suggesting that we
may be underestimating the current pace of hiring growth.
The employment intentions series in today’s survey
provides supporting evidence of this. Nonetheless, we still
think migration-driven labour supply is outstripping labour
demand so we continue to forecast a rising unemployment
rate accompanied by diminished pressure on wages.

Still hiring
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Overall, we're not quite sure what to make of this survey.
It poses as many questions as it provides answers. But one
thing’s for sure. There was nothing in the data to have the
Reserve Bank scurrying to bring its first rate cut any nearer.

stephen_toplis@bnz.co.nz

www.bnz.co.nz/research

Page 2


mailto:stephen_toplis@bnz.co.nz

Economy Watch 31 January 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
+64 4 474 6905 +64 4 474 6923 +64 4 924 7652 +64 9 9248601

Mike Jones
BNZ Chief Economist
+64 9-956 0795

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



