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Data summary 

 Latest 

Headline business 

confidence (actual) 

-52 

Headline business 

confidence (sa) 
-53 

Domestic trading activity 

(sa, past) 

-17 

Domestic trading activity 

(sa, expected) 
-14 

CUBO (actual) 87.3% 

Avg selling price –  

next 3 months 

45 

 

 
 

 

Traction meets supply recovery 

The bottom line 

The Q3 Quarterly Survey of Business Opinion (QSBO) suggested monetary 

tightening is getting traction and that supply constraints are easing. Firms are 

now finding it easier to get labour, and pricing and cost measures are easing. 

While that’s great news, the survey is still downbeat overall, with many 

activity indicators still sub-par, costs still elevated, and the general business 

situation still dire at -53.  

• Activity indicators were mixed, with experienced trading activity a little 

more negative in the past quarter. Expected activity improved and 

investment intentions lifted (both are still very soft).  

• Pricing and cost indicators remain elevated, but fell in Q3. Experienced 

prices, which had been hovering near their peak, fell markedly. Expected 

prices were little changed. 

• Employers are much more positive this quarter about the labour market. 

Both skilled and unskilled labour are much easier to find and hiring 

intentions have lifted. 

• Labour as a limiting factor on production eased further and is now around 

pre-Covid levels, indicating that between monetary tightening and 

migration, the labour market has cooled. However, there is still a way-to-

go until employment is at a level that puts downwards pressure on core 

inflation. 

• Capacity utilisation remained subdued. NZIER puts this down to “large 

firms’ ability to increase output without incurring an increase in unit 

costs”.  

Overall, the survey suggests monetary tightening is working, and that strong 

migration is helping to reduce pressure in the labour market, but there’s still a 

way to go.  

Key points 

• Q3 business sentiment lifted slightly. But as in recent quarters, these 

data still make for sombre reading, with 53% of businesses still 

pessimistic (Q2: 60%). 

Figure 1.  Business confidence 
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• Experienced domestic trading activity (DTA) fell 2 points on a 

seasonally adjusted basis to -17. As in Q2, that’s very much consistent 

with sub-par growth (historical average: +10). On face value, these 

data suggest some downside risk to our GDP forecast, but it’s important 

to note that this indicator has been on the pessimistic side of GDP lately. 

Expected trading activity (for the next three months) rose from -17% to 

-14%, better but still suggesting underlying economic momentum 

remains weak. 

Figure 2.  Domestic trading activity and GDP 

 

• The residential investment pipeline is improving. Interestingly, 

next quarter output for builders is back at its long-run average and 

numbers employed is over 20 points above its long-run average, 

indicating that the upswing in house prices is having an impact. 

However, experienced new orders remain subdued at -24, indicating this 

slightly better tone isn’t occurring yet.  

• Employment and hiring intentions remained in positive territory, 

presumably fuelled by improved labour availability. A net 1% of 

firms reported increasing headcount in Q3, versus a net 5% of firms 

reporting an increase in Q2. This remains above the long-run average of 

-4%.  Hiring intentions had a moderate lift to a net 12% of firms 

expecting to hire next quarter (Q2: 4%). The ease of finding skilled (-

8%) and unskilled (7%) labour improved in the quarter. This will also be 

welcome news for the RBNZ given that it needs to see the imbalance 

between labour supply and demand dissipate for an extended period 

before it can be confident that the wage-price spiral has been squashed.  

Figure 3.  Employment 
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• Labour as a limiting factor eased to 18%, around its pre-COVID 

level (figure 4). As with other aspects of this survey, this is heading in 

the right direction, but it’s more about how long it will take get to a level 

that is disinflationary. Sales as a limiting factor rose to 48 (from 42), 

around pre-pandemic levels. Echoing our comments last quarter, these 

data are a long way from signalling ‘job done’ on the inflation front, but 

there is at least some evidence here that monetary tightening is getting 

traction and that strong net migration is easing pressure in the labour 

market.   

Figure 4.  Limiting factors 

 

• Pricing and cost indicators are falling, albeit slowly Past-quarter 

costs and selling prices both fell (from 70% to 68%, and from 70% to 

56% respectively), but remain elevated. It’s a similar story for next-

quarter price and cost expectations.  

Figure 5.  Pricing intentions and CPI inflation 

 

• Profitability remains subdued, but improved in Q3. Profitability 

increased, with experienced profits rising from a net -50% to -34% and 

expected profits rising from a net -46% to -26%. Meanwhile, capacity 

utilisation remained weak, with NZIER chalking this up to large firms, 

noting they have been able to increase production by as much as 20% 

without additional unit costs. This is consistent with labour as a limiting 

factor easing (reflecting migration-induced labour supply). 
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Figure 6.  Capacity utilisation (CUBO value) 

 

All up, today’s data suggest the RBNZ’s monetary tightening to date is 

getting traction and that migration-induced labour supply is having a big 

impact. While capacity and inflation indicators improved, there are still 

questions around whether the economy is slowing sufficiently to get inflation 

down in a reasonable time frame. If we are indeed past the worst of the 

slowdown, as some of today’s data might suggest, then the RBNZ may not 

be getting the traction it thought it was getting back in August. A premature 

reacceleration in activity and therefore inflation pressures will be a big worry 

for the RBNZ. But for now, the overall read from the QSBO is that things are 

moving in the right direction. Even though, the RBNZ will be very aware of 

the dangers of assuming a straight-line extrapolation from here. As we’ve 

said previously, getting headline inflation to slow from over 7% y/y to 

around 5% should prove relatively easy. Getting it to the 2% target 

midpoint (and driving sticky domestic inflation lower) is likely to be more of 

a challenge.  
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