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Cost pressures grow as shortages bite 

• Q4 QSBO confirms further improvement in business confidence.   

• Shortages of skilled labour will be the key challenge to firms over the coming year.    

• We expect inflation pressures to lift (from low levels) over the coming year, so long as demand remains strong 
enough for firms to pass on higher costs.  

 

 
 

Summary & implications  
NZIER Quarterly Survey of Business Opinion confirmed an 

increase in business confidence over Q4, in line with the 

monthly ANZ business confidence surveys.  Beyond Q4, the 

QSBO also confirms that the NZ economy will face supply 

challenges over 2021, with both goods and labour supplies 

reported to be tightening.  Supply constraints will continue 

to drive costs higher and, if passed onto the consumer, will 

see inflation pressures quickly recover over the year ahead.  

Given the strength of the housing market and promising 

labour market developments, we expect consumer demand 

to remain resilient over 2021.  We do expect inflation 

pressures will pick up (from low levels) over 2021, and that 

the RBNZ does not need to provide additional monetary 

stimulus at this stage.  However, the risk remains that 

consumer demand could prove too weak to pass on higher 

costs, and if so, the profitability crunch could then limit the pace of further economic recovery over 2021.   

Business confidence continues to recover over Q4 2020 
Forward looking business confidence measures lifted in the December Quarter NZIER Quarterly Survey of Business 

GROWTH INDICATORS Dec-20 Sep-20 Hist ave

Business Confidence (seasonally adjusted) -16.3 -37.6 -5.1

Ow n Activity (actual, s.a.) -0.9 1.3 6.1

Ow n Activity (expected, s.a.) 9.4 0.5 13.3

Investment Intentions (building) 2.6 -8.1 -6.7

Investment Intentions (plant) 8.1 -1.0 2.9

Profitability (past 3 Months) -19.4 -22.1 -13.9

Profitability (next 3 Months) -9.0 -13.3 -2.2
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Opinion, in line with the lift in the monthly ANZ business outlook surveys.  The strong lift in business confidence over 

the second half of 2020 correctly predicted NZ’s strong economic recovery over Q3.  The NZ economy has recovered 

quickly from the impact of the strict Alert Level 4 lockdown back in March and April last year, with Q3 GDP lifting a 

whopping 14% qoq, bringing the level of activity back to pre-COVID levels.  This strong recovery was achieved despite 

the August COVID resurgence weighing on the pace of recovery.  Business confidence suggests we can expect some of 

this momentum to continue.   

Skilled labour shortages intensify 

 

Labour market indicators were mixed – employment outcomes were still negative in Q4 (implying a fall in 

employment) and this may reflect that the last of the wage subsidies expired in September and October last year.  

Indeed, we expect that the unemployment rate is yet to peak.  However, there are also early signs in the QSBO that 

labour demand is set to improve over the first half of 2021.  Employment intentions remain firm and positive, while 

labour shortages have intensified – particularly for skilled labour.  The border closures, limited MIQ capacity and the 

reduced ability to recruit offshore are likely to be key challenges for firms over 2021. We expect firms will have to 

deliver stronger pay increases to recruit and retain skilled labour over 2021.  

Shortages of materials spike and capacity utilisation at record highs 

 

Increased shortages of materials have emerged as a factor impacting the pace of expansion over Q4.  This follows the 

strong global recovery in shipping demand leading to shipping delays, compounded by reports that the Ports of 

Auckland struggled to keep up with peak demand at the end of last year.  It remains too soon to say if this trend will 

continue over 2021, or resolve itself early in the year as delayed stock finally arrives. We continue to monitor shipping 

trends in our weekly COVID-19 chartpack.    

Capacity utilisation lifted to record highs, driven by the construction sector.  NZ construction demand is expected to 

remain strong, with strong house price inflation expected to support demand for new residential builds.  Indeed, the 

QSBO survey also shows that architects are reporting strong demand across the board, with demand for residential, 

commercial and government projects all up strongly.  

Labour shortages and tightening capacity utilisation all suggest inflation pressures are likely to lift over the coming 

year.  Firms are reporting strong cost pressures.  However, it appears that pricing outcomes may have remained fairly 

muted in Q4 despite the rise in pricing intentions in Q3.  We will look closely at the Q4 CPI outcome – in particular if 

there was any evidence of reduced discounting.  Nonetheless, we expect inflation pressures to pick up over the first 

half of 2021 (from low levels in 2020), reducing the risk of deflation that had worried the Reserve Bank of New 

Zealand (RBNZ) through 2020.  The lifts in capacity utilisation and pricing intentions over the second half of 2020, 

along with signs of the labour market turning, further supports our belief that further monetary policy stimulus is no 

longer required from the RBNZ.   

 

LABOUR MARKET INDICATORS Dec-20 Sep-20 Hist ave

Number Employed (Past 3 Months, s.a.) -10.9 -6.5 0.1

Number Employed (Next 3 Months, s.a.) 12.2 13.1 4.1

Labour Shortages (Skilled) 42.3 19.6 27.3

Labour Shortages (Unskilled) 20.6 -7.1 4.5

Factor Constraints (Labour) 16.3 14.3 0.0

INFLATION INDICATORS Dec-20 Sep-20 Hist ave

Capacity Utilisation (%) 95.1 92.6 90.2

Costs (Past 3 Months, s.a.) 29.1 26.1 27.4

Costs (Next 3 Months, s.a.) 38.1 36.0 27.0

Selling Prices (Past 3 Months, s.a.) -2.7 -2.2 11.7

Selling Prices (Next 3 Months, s.a.) 11.5 11.9 19.5
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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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