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Business expectations hold firm

e Optimism yet to show in actual outcomes

e Sharp decline in retail employment

e Agriculture outperforming the rest of the economy
e Residential construction optimism drops sharply

¢ Inflation expectations steady

The ANZ Business Survey continues to portray a positive
economic outlook. Forward-looking indicators for growth,
investment and employment were little changed in July and
remain firmly optimistic. This buoyancy is a far cry from
current conditions and is yet to show up meaningfully in
actual economic outcomes.

A good example of this divergence is in the employment
indicators. Hiring intentions were positive again in July,
where a net 11.8% of firms expect to increase employment
in the next 12 months. Such a lift in employment would
represent a marked turnaround and would seem unlikely
given the net 13.1% of firms who reported fewer numbers
employed than a year ago. Net labour shedding over the last
year has been broad based across industries, but particularly
harsh in the retail sector with that indicator at -38.9%. We
already expect Q2 employment growth will be negative in
next Wednesday’s official figures. Today’s data raises doubts
about employment heading into Q3 too.

Net labour shedding
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Looking at the details there were three items that caught
our eye. Export intentions lifted slightly from 13.9 to 14.6,
defying ongoing global trade tensions. That said, while
moving in the right direction, they are still below their long-
run average (24.9) suggesting headwinds are still being felt.
With this in mind, we await confirmation on 1 August of the
new tariff rate for exports from New Zealand to the US.

The clear exception in the export figures is in agriculture at
33.3. It is important to remember just how much weaker the

economy would be if not for the current strength in the
primary sector.

Elsewhere, residential construction activity expectations
dropped abruptly from 44.8 to 16.7, its lowest reading since
last July. To some extent we were dubious about the
previous strength, and the current reading is much more
consistent with our economic forecasts. We expect
residential building activity to slowly recover over the
remainder of the year. However, it is worth keeping an eye
on this indicator given its sharp movement in July. Monthly
building consents data are released on Friday. They have
been tracking sideways for the last 12 months.

Better times ahead?
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Lastly, if there was one piece of comfort for the Reserve
Bank in today’s data, it was the slight easing in inflation
expectations from 2.71% to 2.68%. These have been stable
around 2.7% in recent months and are consistent with the
RBNZ meeting its target. The central bank will be watching
consumer inflation expectations (Friday) and the RBNZ’s own
Survey of Expectations (next Thursday) for further
confirmation that inflation expectations remain anchored.

Under control
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Overall, there was nothing in today’s data to stand in the
way of another OCR cut at the RBNZ’s August meeting. Q2
labour market data and the PMI/PSI for July remain the key
releases ahead of the RBNZ decision on 20 August.
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