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Construction sector capacity constrained 

• Residential building consent demand remains strong.   

• However, evidence is mounting that the construction sector is severely capacity constrained.  

• The construction output will struggle to meet demand and we expect construction inflation to surge over the 
coming year. 

Summary & implications  
Building consents demand remains elevated, with the number of consents well exceeding the peak of the previous 

2002/03 construction boom.  However, evidence is mounting that the construction sector is severely capacity 

constrained, and construction output may not be able to lift to meet this demand.  Labour shortages are starting to 

bite in the construction sector, and a rise in non-labour capacity constraints have also become problematic.  With 

demand still strong, and cost pressures on the rise, we are expecting to see a strong lift in construction prices over the 

coming year - adding to housing costs and broader inflation concerns.   

 
Consent issuance remains strong  
Residential building consents lifted 4.7% in April – indicating 

house building demand remains very strong.  Consents were 

volatile over February and March (down 19%, followed by a 

19% recovery), but looking through this volatility the 

underlying trend remains firm (see chart opposite).  Consents 

are up a whopping 84% on year-ago levels, as consent issuance 

in April 2020 was disrupted by the Alert Level 4 lockdown.  

Construction demand strong, but supply is 
constrained 
Residential building demand continues to hover around record 

highs, supported by a fundamental need for additional housing 

following years of strong population growth.   But the 

construction sector has already been stretched for a number 

of years, which begs the question can construction output lift any further?  Within the December quarter GDP figures, 

a key surprise was a sharp fall in construction services - from a record level of output in Q3.  The exceptionally high 

Building Consents Previous % April % 3-month average % annual % 
Residential Total 19.2 4.7 -4.7 83.7
Houses 8.5 4.9 9.6 56.9
Town houses 42.2 -3.2 -7.6 82.4

Non-Residential Total ($m) 770 544 2.2 49.1
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level of output over Q3 was likely driven by the construction sector shifting into high gear once out of lockdown, 

working overtime to catch up on delayed projects.  The subsequent fall in Q4 suggests that this pace of activity was 

simply unsustainable.  

Labour shortages starting to bite in construction sector 
With demand for construction surging, the construction sector has struggled to keep pace.  In March, 34% of builder 

surveyed by NZIER reported labour as a factor limiting constraint.   While this is at high levels, this is not as high as 

seen in the mid-2000’s building boom, or even as recently as 2016. Indeed, other survey measures of labour market 

conditions suggest employment demand is strong, but not excessively so.  Overtime, as reported by builders, after 

spiking higher in Q3, has since fallen back to around average levels.   Employment intentions are back to 2016 highs, 

but labour turnover remains at comparatively modest levels (in the Q1 survey at least).  Even so, a small increase in 

labour demand is likely to result in a strong lift in wage inflation due to the limited pool of skilled workers.  With 

international borders set to remain largely shut, the construction sector is unable to recruit offshore to find additional 

labour.  Higher wages on offer across the Tasman could exacerbate chronic skill shortages in NZ if kiwi tradespeople 

cross the ditch.  

 

But non-labour constraints also becoming problematic 
Unlike other peaks in construction demand, such as the early/mid 2000’s, labour is not the only key factor limiting 

output – non-labour constraints are also constricting growth.  The QSBO showed that 33% of construction firms report 

“capacity” as a key constraint.  In addition, there has also been a notable lift in those reporting supplies as a factor 

constraining output – up to 8% when normally this is not even reported as an issue.   International shipping delays and 

disruption to global supply chains due to the COVID-19 pandemic, and the impact this is having on sourcing 

construction materials have been well reported in NZ.   

International shipping demand has not abated in early 2021, and 

there are reports which suggest that disruption to global supply 

chains and shortages of key materials could continue for the rest 

of the year. 

Construction inflation set to surge 
The upshot is that we expect the building sector to remain 

severely capacity constrained, which will weigh on construction 

sector activity.  Even if firms can find additional labour, there are 

shortages of raw materials and other factors impacting capacity.  

However, with demand remaining robust, and costs rising 

sharply, we are likely to see a strong lift in construction prices 

over the coming 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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