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QSBO continues to point to economic recovery

The QSBO for Q1 shows a further improvement in most business activity
indicators over the past three months, largely echoing the improvement in the
NBNZ business survey over approximately the same period. In our view, the
QSBO points to an economy that is on course to grow about 3-4% yoy this year —
a decent performance but, as widely expected by economic forecasters, more
muted that during past recoveries. Notably, both employment and capex
intentions are modestly stronger than historic averages suggesting that hiring and
investment spending is on the cusp of recovery. Somewhat surprisingly given the
perceptions of widespread slack in the economy, the proportion of firms
expecting to raise prices over the next 3 months is well above the historic average
seen during the low-inflation era, as is surveyed capacity utilization.
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On balance, in our view this survey, together with the continued improvement
evident in trading partner economies, leaves the RBNZ on track to begin raising
the OCR at the June MPS mesting. However, unless domestic activity and
inflation data accelerate notably over the next two months, the first move seems
more likely to be a 25bp hike than the 50bp hike we had earlier thought probable.

The key details within the latest survey were as follows:

m  After adjusting for seasonal effects, a net 36% of firms expect the general
business situation to improve over the next 6 months, up 13pp since Q4 and
the most optimistic reading since 1999 (see Figure 1).

m  After adjusting for seasonal effects a net 20% of firms expect trading activity
to strengthen over the next 3 months, the most optimistic reading since Q4
2004 and over time consistent with GDP growth accelerating to around 4%
yoy (see Figure 3).

= After adjusting for seasonal effects, a net 7% of firms reported weaker
trading activity in the Q1, a 2pp decline since Q4. It is worth noting that this
series has tended to understate the level of growth (recall that GDP grew
0.8% goqg in Q4) and that it is usual for reported activity to lag quarter earlier
expectations (over the past two decades, respondents have typically been
8pts too optimistic in their forecasts). That said, we do think that GDP growth
in Q1 was probably modestly weaker than in Q4.

= Surveyed capacity utilization in the manufacturing and building sectors fell
0.6pts to 90.56% in Q1, partly reversing a surprising 2.7pt rise in Q4. The level
of surveyed capacity use remains higher than historic averages.

= Anet 1% of manufacturers reported that their inventory levels were ‘too high’
in Q1, the lowest reading since 1979. This suggests that near-term production
will continue to be boosted by inventory restocking, whilst production will
also be quick to respond to any increase in demand.
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Figure 1: General business confidence and firms’ activity Figure 2: Summary Table

expectations improved in Q1 after pausing in Q4
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Figure 3: Expected trading conditions consistent with an Figure 4: Expected trading conditions and experienced

economy growing at up to a 4% annual pace
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= A net 15% of firms said that they reduced employment over the past 3 months,
compared with 18% over the prior 3-month period. A net 2% of firms expect to increase
employment over the next 3 months, up 1pp from last quarter. This reading is modestly
stronger than the average reading for this survey (which, somewhat counter-intuitively, is
modestly negative, in contrast to other hiring surveys).

= A net 15% of firms said that they reduced overtime over the past 3 months, a 9pt
improvement since Q4. A net 11% of firms expect to reduce overtime over the next 3
months. The latter reading is actually more positive than the average reading for this
indicator.

= Anet 9% firms recorded reduced difficulty in finding skilled labour in Q1 (compared with
a net 13% experiencing reduced difficulty in Q4). A net 6% of firms said a shortage of
labour was the biggest constraint on growth, up a little from the last survey. A net 74%
of firms cited insufficient sales as the biggest constraint to growth, with just 7% citing
financial constraints.

= Anet 19% of firms said that they experienced decreased profitability in Q1 (compared
with the 15% who had experienced decreased profitability in Q4). A net 2% of firms
expect decreased profitability over the next 3 months.
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= The building, merchant and manufacturing sectors all reported an increase in debtors in
Q1. The large increase occurred within the building industry in what appears to be a
regular seasonal pattern.

= A net 9% of firms said that they plant to increase plant and machinery investment over
the next 12 months, an improvement on the 2% of firms that had expected to cut
investment in Q4. This is the best reading since Q4 2006 and above the historic average
for this series. Firms intentions to investment in buildings remained negative, albeit
much less so than three months previously (-5% versus -15%).

= Direct measures of inflation pressure continue to firm despite the widespread
perception that there is significant slack in the economy. A net 20% of firms reported
cost increases over the past three months (compared with 15% in Q4) and a net 25%
reported an expectation of cost increases over the next three months (compared with
21% in Q4). The latter is slightly above the average level recorded in the low inflation era.
Meanwhile a net 13% of firms reported that they raised prices in Q4 (up from the 4%
that had had raised prices in Q4). And a net 27% of firms indicated that they expect to
raising prices over the coming 3 months, a 3pt rise since the last survey, almost back to
the levels seen in Q3 2008 and 13pts higher than the average reading during the low
inflation era.

= Finally, given the focus on housing, we noted that in contrast to recent weakness seen
in existing home sales, architects’ assessment of the outlook for housing was notably
more upbeat than three months ago. In Q1, a net 20% of architects expect an increase
in housing work over the next 12 months (previously 20% expected a reduction) whilst a
net 30% expect an improvement in work over the next 12-24 months (previously 11%).
Architects’ assessment of the commercial sector also improved notably with a net 9%
expecting work to rise over the next 12 months (previously 27% had expected a
reduction) and a net 35% expect an improvement over the next 12-24 months).

Figure 6: Hiring intentions suggest that employment is
on the cusp of a modest recovery

net respondents % yoy%
30 5

Figure 5: Skilled and unskilled labour is gradually

becoming a little less easy to find
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Figure 7: Capex intentions are improving, suggesting an

Figure 8: Fewer manufacturing firms are reporting that

investment recovery is beginning to get underway

their inventory levels are too high
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Figure 9: Overdue debtors pick up in Q1, especially in

Figure 10: Despite the latest Capu reading, we think the

the building sector (most of which looks seasonal)

economy is operating with spare productive capacity
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Figure 11:Cost and selling price pressures seem to have

Figure 12: Selling price expectation suggest that

picked up in Q1
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Important Disclosures
Additional information available upon request

For disclosures pertaining to recommendations or estimates made on a security mentioned in this report, please see

the most recently published company report or visit our global disclosure look-up page on our website at
http://am.db.com/ger/disclosure/DisclosureDirectory.eqgsr.

Analyst Certification

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s). In addition, the
undersigned lead analyst(s) has not and will not receive any compensation for providing a specific recommendation or view in
this report. Darren Gibbs
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Regulatory Disclosures

1. Important Additional Conflict Disclosures

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the
"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing.

2. Short-Term Trade Ideas

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are consistent
or inconsistent with Deutsche Bank's existing longer term ratings. These trade ideas can be found at the SOLAR link at

http://gm.db.com.

3. Country-Specific Disclosures

Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian
Corporations Act.

EU countries: Disclosures relating to our obligations under MiFiD can be found at http://globalmarkets.db.com/riskdisclosures.
Japan: Disclosures under the Financial Instruments and Exchange Law: Company name — Deutsche Securities Inc.
Registration number — Registered as a financial instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho)
No. 117. Member of associations: JSDA, The Financial Futures Association of Japan. This report is not meant to solicit the
purchase of specific financial instruments or related services. We may charge commissions and fees for certain categories of
investment advice, products and services. Recommended investment strategies, products and services carry the risk of
losses to principal and other losses as a result of changes in market and/or economic trends, and/or fluctuations in market
value. Before deciding on the purchase of financial products and/or services, customers should carefully read the relevant
disclosures, prospectuses and other documentation.

Malaysia: Deutsche Bank AG and/or its affiliate(s) may maintain positions in the securities referred to herein and may from
time to time offer those securities for purchase or may have an interest to purchase such securities. Deutsche Bank may
engage in transactions in a manner inconsistent with the views discussed herein.

New Zealand: This research is not intended for, and should not be given to, "members of the public" within the meaning of the
New Zealand Securities Market Act 1988.

Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any
appraisal or evaluation activity requiring a license in the Russian Federation.

Risks to Fixed Income Positions

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to pay
fixed or variable interest rates. For an investor that is long fixed rate instruments (thus receiving these cash flows), increases in
interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a loss. The longer the
maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the loss. Upside surprises in
inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse macroeconomic shocks to
receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation (including changes in assets
holding limits for different types of investors), changes in tax policies, currency convertibility (which may constrain currency
conversion, repatriation of profits and/or the liquidation of positions), and settlement issues related to local clearing houses are
also important risk factors to be considered. The sensitivity of fixed income instruments to macroeconomic shocks may be
mitigated by indexing the contracted cash flows to inflation, to FX depreciation, or to specified interest rates — these are
common in emerging markets. It is important to note that the index fixings may - by construction - lag or mis-measure the
actual move in the underlying variables they are intended to track. The choice of the proper fixing (or metric) is particularly
important in swaps markets, where floating coupon rates (i.e., coupons indexed to a typically short-dated interest rate
reference index) are exchanged for fixed coupons. It is also important to acknowledge that funding in a currency that differs
from the currency in which the coupons to be received are denominated carries FX risk. Naturally, options on swaps
(swaptions) also bear the risks typical to options in addition to the risks related to rates movements.
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