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Businesses still nervous in Q1


NZIER QSBO business confidence remains weak, but less pessimistic than the monthly ANZ Business Opinion
Survey.



The NZIER survey points to a modest slowdown in growth, as the uncertainty associated with a change in
Government continues to weigh on near-term activity.



For the most part, investment intentions and employment intentions have held up relatively well.
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Summary & implications
The NZIER Quarterly Survey of Business Opinion points to growth remaining sub-trend over the first half of 2018.
While business confidence remains weak, key measures of activity remained more upbeat than the monthly ANZ
Business Outlook Survey. In particular, employment and investment intentions remain at reasonably robust levels.
However, the construction sector does appear to be losing confidence amidst tight capacity pressures and falling
profitability, and points to some risk of a sharper fall in commercial construction than we have allowed for. The NZIER
survey reinforces the need for continued patience from the RBNZ and we expect the OCR to remain on hold until the
second half of 2019.
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Growth to remain sub-trend for now
The Q1 NZIER Quarterly Survey of Business Opinion measures of
business confidence and activity held up relatively well and remain
more upbeat than the monthly ANZ Business Outlook Survey. While
general business confidence remained relatively gloomy, firms’
expectations for their own activity over the next quarter remain
relatively upbeat. The level of own activity expectations is encouraging
considering the extent of uncertainty with a large number of policy
changes due to the change in Government. Furthermore, reported
trading activity over the past quarter lifted from Q1. While not yet
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back to the levels seen in 2016 when growth was performing strongly, the lift from Q4 is reassuring. Nonetheless, the
QSBO shows that momentum in business activity remains soft, after slowing over 2017 (including prior to the
election), and is consistent with economic growth remaining below trend for now. We look to see further recovery in
business confidence to confirm that economic growth will rebound in the near term.

Construction sector confidence starting to wane
A key area of weak confidence is the construction sector. Builders,
while reporting record high levels of activity are becoming less
confident about the future activity and forward orders. Architects’
expectations of activity have, in the past, been a reasonably reliable
leading indicator for construction activity. Expectations remain
reasonably solid for the year ahead, but have continued to decline in
the 2-year-ahead horizon (particularly commercial construction
expectations). This confirms our view that we are close to the peak
in construction activity. However, recent events and uncertainty
raise some questions around the extent to which commercial
construction activity will hold up at high levels, and suggest some risk
that activity may fall faster than we are expecting.
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Investment and employment intentions firm
In contrast, plant and machinery investment intentions continued to hold up while firms reported a tightening in
capacity utilisation. Employment intentions also remain in positive territory and skill shortages elevated. A key
uncertainty over the coming year will be if jobs growth will continue to run at strong levels – as some businesses
may be reluctant to hire during the early stages of a new government. Strong jobs growth is required in order to
outpace net migration (which still remains at very high levels). We expect continued tightening in the labour market
to contribute to higher wage growth and stronger inflation pressures.

RBNZ to remain patient
Pricing intentions fell from the previous quarter, although cost
expectations remain relatively high. The softer pricing intentions
outcome continues to cast some uncertainty over the strength by
which core inflation pressures will lift over the coming year.
With business confidence soft and economic growth set to remain
slow, there remains no urgency for the RBNZ to lift rates in NZ. We
continue to expect the RBNZ to leave the OCR unchanged at 1.75%
until the second half of 2019.
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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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