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Our Take

Kiwibank economics.

Relentless optimism: Kiwi businesses are looking

forward, not backward

L] NZIER's Quarterly Survey of Business Opinion (QSBO)
tells a tale of divergence. Businesses did it fough over
the September quarter. Yet optimism about the future
is at its healthiest level since 2014.

= The September quarter was plagued by weak
demand. While that helped keep a lid on inflation,
businesses suffered as a result. Businesses reported low
levels of trading activity over the quarter.

L] Easing cost and pricing indicators suggest that the risk
of inflation is also easing. The net percent of firms that
increased prices fell from elevated levels in June. And
pricing intentions is back to the long run average. It
sounds surprising given pricing pressures, but reflects
weak demand in the economy at large.
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Despite a tough September quarter (we're getting déja
vu), businesses are the most optimistic about the future
since 2014. A net 40% of businesses are expecting better
economic conditions over the coming months, up from the
net 14% in the June quarter.

“A net 10% of businesses expect an increase in activity over
the coming months, down from 13% in March. This suggests
underlying domestic demand is weak.” Is what we wrote
after last quarter’s QSBO. While the numbers this time round
have started tracking in the right direction, we find
ourselves needing to recycle that line about weakness in
domestic demand.

That softness in demand is something we've written about
extensively. A subdued housing market, slack job market,
and strained household budgets have weakened demand.
This is reflected in the QSBO’s domestic tfrading activity

measure, which captures self-reported business activity.
Domestic frading activity fell over the September quarter,
with a net 1% of businesses reporting a decline in activity
versus a net 1% reporting an increase in the June quarter.
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DTA Experienced

Although trading activity was weaker in the September
quarter, businesses are expecting better months. We
expect this poses a downside risk for September quarter
GDP, but signals a more material improvement in the
December quarter and into next year. We like it.

The weak activity but buoyant optimism suggests Kiwi
businesses are gritting their teeth and getfting on with it.
Future investment and hiring infenfions have lifted, further
signalling optimism about better fimes ahead. Businesses
are looking to invest in new buildings, plants and machinery
in the months ahead. They're also looking to hire more
workers. Welcome news given the most recent labour
market statistics.
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A net 8% of firms reported capacity being a constraint,
down from a net 16% in the June quarter and sitting
essentially in line with the long run average of 9% (capacity
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= Y . eer
| VIS LAYV WL VA . a was weak demand. Lack of sales was identified as the key
a0 { constraint businesses faced.
-20 { There are growing signs that spare capacity in the labour
-30

market is being chipped away at. Businesses reported more
40 difficulty finding both skilled and unskilled workers than in
the June quarter. While some labour was shed over the
September quarter, businesses are much more optimistic
about future hiring. That suggests labour market statistics for
the September quarter will look similar to June, before
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Cost and pricing pressures across the economy are easing.
With relatively weak domestic demand, businesses have
struggled to pass on costs. While this has eaten away at
profits, it has insulated households from even higher

improving in the December quarter and info next year.

The optimism of Kiwi businesses makes us happy. And it
broadly aligns with what we've been hearing from
businesses across the moftu.

inflation.
However, we do think there is a risk that the optimism is too
Net % Costs vs prices past 3 months heavily conditional on an assumed rapid improvement in
100 - domestic demand. That improvement will be influenced by
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[ certainty, and an improved geopolitical situation. All of
60 4 ] \ which are outside of businesses’ control.
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20 | A after a challenging year to date, this is not a licence to
increase inferest rates. Doing so risks squashing a recovery
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20 forward.

& 5 o S
Source: Kiwibark, NZER All figures are seasonally adjusted (s.a) unless otherwise
Average prices eased off from elevated levels, likely driven stated.

by a fall in oil prices across the September quarter. This

offered relief to both businesses and consumers. Expected

future costs also eased. This means businesses are

expecting cost pressures to ease, and to hike prices more

slowly as a result. Both are encouraging and suggest

inflation risk is relatively contained. That's key to the outlook

for interest ratfes.

The retail sector is now the most optimistic of all sectors
surveyed. Huh? Strange considering that retailers generally
reported weak sales and new orders in the September
quarter. Optimism also lifted in the building sector off the
back of stronger demand and a moderation of cost
pressures. But the sector still had to absorb significant cost
increases over the past few months, negatively impacting
profitability. The pipeline of future construction work is also
moderate, at best.

Capacity utilisation edged slightly higher, up from 90.8% in
the June quarter to 91.0% in the September quarter. Still
above the long-run average of 89.6% but below the March
rate of 91.2% (capacity utilisation data not s.a). The lift in
September was driven primarily by the manufacturing
sector.
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