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Confidence firm, inflation measures finally lift 
 • Business confidence remained broadly firm in Q4 and points to continued economic momentum.  

• Inflation indicators lifted, but the rise was not broad-based across industries.  
• We continue to expect the RBNZ to leave the OCR on hold at 1.75% for the foreseeable future.  

 The NZIER Q4 Quarterly Survey of Business Opinion showed business 
confidence held up better than we had expected.  Business confidence 
remained steady while own activity expectations eased slightly.   In contrast, 
the ANZ monthly survey reported a more substantial fall in confidence and 
own-activity expectations over the quarter.  Some moderation in confidence 
is not surprising, given the unexpected outcome of the US presidential 
election and the Kaikoura earthquakes.  

Meanwhile, labour market indicators remain tight and inflation indicators 
moved in the right direction from the RBNZ’s perspective.  There are no 
implications to our OCR view; we continue to expect the RBNZ will leave the 
OCR on hold at 1.75% for the foreseeable future. 

KEY INDICATORS Dec-16 Sep-16 Jun-16
Business Confidence (seasonally adjusted) 26.1 27.9 20.0
Ow n Activity (expected, s.a.) 24.9 32.2 21.5
Number Employed (Past 3 Months, s.a.) 9.8 8.6 11.0
Investment Intentions (plant) 16.2 17.8 17.7
Selling Prices (Past 3 Months, s.a.) 6.9 -3.2 -0.2  

Along with robust levels of confidence, employment and investment 
intentions also remain firm.  These indicators point to continued economic 
momentum. Meanwhile, labour market indicators remain tight.  Difficulties 
finding labour remained elevated in Q4.  On a trend basis, it appears this 
measure has begun to stabilise (rather than increase).  This suggests 
continued high net migration inflows are stopping the labour market from 
getting even tighter.     

Pricing intentions and reported selling prices all lifted higher (albeit remain 
relatively low).  From the RBNZ’s perspective, this move is in the right 
direction.  However, one note of caution, the lift in Q4 selling prices was not 
broad-based across industries.  The building and services industries saw a 
strong lift in the net % of firms reporting an increase in selling prices.   
Indeed, tourism and construction industries are where we expect to see 
tightening capacity pressures.  However, merchants reported a sharp drop in 
the net % reporting an increase in selling prices.  As retailers tend to be 
mostly importers, this suggests the high NZD is continuing to hold back 
tradable inflation.   Overall, this dichotomy between industry trends 
highlights that the downside risks to inflation have not entirely evaporated.  
Furthermore, there is some way to go before economy-wide inflation 
pressures are comfortably back within the RBNZ’s inflation target band.  
This reinforces that the RBNZ is likely to keep the OCR on hold at 1.75% for 
the foreseeable future (in contrast to market pricing, which implies rate 
hikes potentially as soon as late this year).  
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Disclaimer 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or needs. 
Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard to your 
objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.   

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the 
information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy, 
reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this document are subject 
to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere by ASB Bank Limited. We 
are under no obligation to, and do not, update or keep current the information contained in this document. Neither ASB nor any person involved in the 
preparation of this document accepts any liability for any loss or damage arising out of the use of all or any part of this document.   

Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to 
contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant that 
any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.   
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