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Thud is the noise and word my colleague Mark Smith used to describe the latest NZ retail sales data on Friday. NZ
retail volumes slumped in Q4, marking the 8th consecutive quarter of retrenchment with volumes down 4.1% over
2023 as the household-led economic slowdown continues. Falls in retail were widespread, with the 2023
contraction in retail activity particularly severe given extremely strong net immigration. You can read more here.
Weak household spending activity is a pre-requisite to getting inflation down on a sustained basis. Retail activity is
extremely weak, but the RBNZ will remain watchful and in our view will not cut the OCR until much later this year.
This week’s focus is squarely on the RBNZ’s first OCR decision of the year (more below in the week ahead section).

Global sharemarkets were largely positive on Friday. European and US sharemarket benchmarks were largely in the
green, with Euro Stoxxs 50 up 0.4%, and the three main US benchmarks closing between -0.3% for the NASDAQ and
+0.2% for the Dow Jones. Asian markets were mixed on Friday. The Australian market was up 0.4% and Japan’s
Nikkei was up 1.3% on Friday, enjoying time above the previous peak set some 34 years ago. The Nikkei is up over
17% this year. The NZ sharemarket was up 0.3% on Friday on turnover of $129 million.

FX: The GBP, AUD, and NZD were the top three G10 currencies on Friday (in that order). Wednesday’s RBNZ meeting
is the key event for NZ rates and NZD direction this week.

Oil prices eased on Friday, with West Texas Intermediate trading down towards US $77 per barrel.

Day ahead: No major local data releases today - the next local event is the RBNZ announcement on Wednesday
afternoon. The data calendar offshore is light over the next few days. New home sales data are due in the US
tonight.

Week ahead local: The RBNZ announces its next OCR decision on Wednesday 28" February. Importantly, we don’t
think the RBNZ will raise the OCR at this week’s meeting, though it’s a closer call than it has been for a while.
However, we do now expect that OCR cuts will happen slightly later than we had been thinking. We now judge the
RBNZ will wait until at least November before cutting the OCR for the first time: our previous forecast of August
seems too soon based on the recent data flow and lingering upside risks to the inflation outlook.

Beyond the RBNZ, the other release of interest this week is ANZ’s Business Outlook Survey on Thursday. Business
confidence and businesses’ expectations for their own activity in the ANZ Business Outlook survey have trended up
since late 2022. However, in the January survey, businesses’ own activity expectations dipped slightly, suggesting
that the recovery in sentiment — boosted by the change of government — is capping out.

Week ahead offshore: The next key piece of data for the Australian economy and the RBA is the January monthly CPI
indicator due on Wednesday. CBA expect inflation to print at 3.5%/yr in January as measured by the monthly CPI
indicator. There is a range of other data out in the week ahead, including retail trade for January (Thursday). The
last few months data has been extremely volatile as spending patterns change in the lead up to the holiday period.
Two building blocks are released for the December quarter National Accounts (due 6 March). Construction work
done (Wednesday) is expected to record a small rise of 0.5% after a 1.3% lift in September. Residential construction
is expected to be weak while large pipelines of engineering and non-residential work should record positive growth.
The other major release will be private sector capex (Thursday).

Inflation data in Europe and Japan and the PCE deflator in the US will be watched with interest this week. The
already released Tokyo inflation suggests the headline national inflation will have decelerated sharply in January
(Tuesday). The week ends with European inflation and the PCE deflator on Friday. On a six-month annualised basis
Eurozone headline and core inflation are running at 2.2%/yr, just above the ECB’s 2% inflation target. The ECB
expect inflation to continue to ease further over the coming months. In the US, the already released CPI and the
acceleration in healthcare prices in the PPl suggest core PCE inflation remained elevated at 2.9%/yr.
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Important 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,
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valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.
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