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Another step forward
NZIER business confidence rises in Q3

8 October 2013

The September Quarterly Survey of Business Opinion (QSBO) 
underscores some of the key facets of our views on the 
New Zealand economy. First, the economy has entered a 
substantial upswing over the last year. Second, the upturn 
is spreading well beyond a quake-driven construction boom, 
increasing the odds that it will prove to be self-sustaining. And 
third, that inflation pressures will increase as the economy’s 
spare capacity is used up.

Admittedly, progress on that third leg has been slow to date. 
But with activity set to accelerate further – and the QSBO 
suggests some upside risk to our near-term GDP growth 
forecasts – we expect that pricing pressures will become more 
prominent over the next year. In our view, that would leave 
the Reserve Bank on track to begin raising interest rates from 
early next year.

Details
The September quarter survey found that a net 32% of firms 
expect general business conditions to improve over the next six 
months. That matches the previous peak in March 2010, when 
there were high hopes for a quick rebound from recession.

The own-activity measures, which more closely correspond 
with GDP, were even more impressive. A net 11% of firms 
reported better results over the last three months, the highest 
figure since June 2007; firms’ expectations for the next three 
months rose to a net 23% positive, the highest in a decade.

The detailed survey questions supported the story of business 
activity taking another leg up in the latest quarter. After 
seasonal adjustments, planned investment in buildings and 
capital equipment ticked higher from already historically high 
levels, and reported profitability for the last three months was 
the highest since 2005. A net 5% of firms reported an increase 
in the number of employees, the best result since March 
2008 – although that still only suggests a modest pace of 
employment growth.

Key results – forward looking

Q2 survey Q3 survey

Business confidence sa, next 6 mths 30 32

Trading activity, sa, next 3 mths 19 23

Pricing intentions, next 3 mths 22 24

Cost expectations, next 3 mths 29 26

Profitability, next 3 mths 1 12

Employment intentions, next 3 mths 9 17

Building investment intentions, next 12 mths 4 3

Plant investment intentions, next 12 mths 10 8

Key results – backward looking

Q2 survey Q3 survey

Trading activity, sa, past 3 mths 5 11

Pricing, past 3 mths 11 8

Costs, past 3 mths 29 22

Profitability, past 3 mths -15 -8

Employment, past 3 mths 3 1

Ease of finding skilled labour, past 3 mths -26 -29

Ease of finding unskilled labour, past 3 mths 2 -5

Capacity utilisation 91.31% 91.40%

Domestic trading activity
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The September QSBO also shows that confidence is spreading 
across a broad range of industries. The outlook among architects and 
building firms has remained consistently strong over the last year, in 
large part due to the Christchurch rebuild but also due to a pickup in 
building activity in other parts of the country, particularly Auckland. 
But the big improvement in the latest survey came from service 
industries (which account for nearly 60% of survey responses), closely 
followed by retailers. Confidence fell in the manufacturing sector, but 
was still at the second-highest level in four years.

•	 Business sentiment improved further in the 
September Quarterly Survey of Business Opinion, 
with conditions now seen to be improving across a 
range of industries.

•	 We see some modest upside risk to our forecast of 
1% growth in September quarter GDP.

•	 While inflation pressures to date have been subdued, 
the economy is gradually moving closer to operating 
at full capacity. That will eventually lead to home-
grown inflation pressures, in much the same way as 
in past cycles.
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With a sustained pickup in activity clearly under way, we are 
increasingly turning our attention to the leading indicators 
of inflation. The September QSBO showed a further modest 
tightening on this front. Capacity utilisation rose slightly to 
91.4%, above its long-run average, while firms reported that 
both skilled and unskilled workers have become harder to 
find in the last three months. A net 24% of firms said that 
they intend to raise their prices in the next quarter, the 
most since December 2011. Notably, pricing intentions are 
strongest in the services sector, which is least likely to feel the 
disinflationary effects of a strong high New Zealand dollar.

That said, there was little sign of actual inflation in this survey. 
Only a net 8% of firms reported that they had been able to 
raise prices in the last three months, and fewer firms reported 
rising costs compared to the June quarter. That’s consistent 
with our expectation for the September quarter CPI (published 
next Wednesday). While we expect annual inflation to rise from 
0.7% to 1.2%, there’s little sign of widespread price increases 
to date; much of the increase for the quarter came from a 
spike in fuel prices, which has been reversing in recent weeks.

Market implications
The domestic trading activity measures of the QSBO tend 
to be the most reliable early indicators of quarterly GDP. 
However, since the survey doesn’t cover agriculture directly, it 
understated the degree of slowdown in GDP growth as a result 
of drought over the March and June quarters of this year. Now, 
with agricultural production in recovery mode, September 
quarter GDP growth is likely to exceed what the QSBO implies. 
We’d put a modest upside risk on our current forecast of 1% 
growth for the quarter.

While the pressure to date remains fairly muted, the stage is 
being set for a pickup in domestically-generated inflation in 
coming years. That leaves us comfortable with our call that the 
first OCR hike will come in March next year. Financial markets 
are broadly in agreement with us, and there was no significant 
shift in pricing after today’s release.

Michael Gordon 
Senior Economist
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Employment intentions
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Pricing intentions vs CPI
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If you are located in Australia, this material and access to this website is provided to you 
solely for your own use and in your own capacity as a wholesale client of Westpac 
Institutional Bank being a division of Westpac Banking Corporation ABN 33 007 457 141 
AFSL 233714 (‘Westpac’). If you are located outside of Australia, this material and access 
to this website is provided to you as outlined below.

This material and this website contain general commentary only and does not constitute 
investment advice. Certain types of transactions, including those involving futures, options 
and high yield securities give rise to substantial risk and are not suitable for all investors. 
We recommend that you seek your own independent legal or financial advice before 
proceeding with any investment decision. This information has been prepared without 
taking account of your objectives, financial situation or needs. This material and this website 
may contain material provided by third parties. While such material is published with the 
necessary permission none of Westpac or its related entities accepts any responsibility for 
the accuracy or completeness of any such material. Although we have made every effort to 
ensure the information is free from error, none of Westpac or its related entities warrants 
the accuracy, adequacy or completeness of the information, or otherwise endorses it in any 
way. Except where contrary to law, Westpac and its related entities intend by this notice to 
exclude liability for the information. The information is subject to change without notice and 
none of Westpac or its related entities is under any obligation to update the information or 
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contained in this material and this website does not constitute an offer, a solicitation of an 
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The forecasts given in this material and this website are predictive in character. Whilst 
every effort has been taken to ensure that the assumptions on which the forecasts are 
based are reasonable, the forecasts may be affected by incorrect assumptions or by known 
or unknown risks and uncertainties. The ultimate outcomes may differ substantially from 
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Transactions involving carbon give rise to substantial risk (including regulatory risk) and are 
not suitable for all investors. We recommend that you seek your own independent legal or 
financial advice before proceeding with any investment decision. This information has been 
prepared without taking account of your objectives, financial situation or needs. Statements 
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Additional information if you are located outside of Australia

New Zealand: The current disclosure statement for the New Zealand division of Westpac 
Banking Corporation ABN 33 007 457 141 or Westpac New Zealand Limited can be 
obtained at the internet address www.westpac.co.nz. Westpac Institutional Bank products 
and services are provided by either Westpac Banking Corporation ABN 33 007 457 141 
incorporated in Australia (New Zealand division) or Westpac New Zealand Limited. For 
further information please refer to the Product Disclosure Statement (available from your 
Relationship Manager) for any product for which a Product Disclosure Statement is 
required, or applicable customer agreement. Download the Westpac NZ QFE Group 
Financial Advisers Act 2008 Disclosure Statement at www.westpac.co.nz.

China, Hong Kong, Singapore and India: Westpac Singapore Branch holds a wholesale 
banking licence and is subject to supervision by the Monetary Authority of Singapore. Westpac 
Hong Kong Branch holds a banking license and is subject to supervision by the Hong Kong 
Monetary Authority. Westpac Hong Kong branch also holds a license issued by the Hong Kong 
Securities and Futures Commission (SFC) for Type 1 and Type 4 regulated activity.
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