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–– Business confidence fell in the December 
quarter. Some of the decline is likely to 
be a reaction to the formation of a left-of-
centre government.

–– But there are also signs of a genuine slowdown 
in the rate of economic growth, which began 
even before the election.

–– Strong growth in past years means that 
the economy is now operating closer to 
full capacity. Measures of costs and prices 
continue to rise from their lows, though they 
remain below levels that would suggest a risk 
of inflation breaking higher.

Key results – forward looking (seasonally adjusted)

Sep-17 Dec-17

General business sentiment, next 6 mths 5 -11

Trading activity, next 3 mths 26 18

Pricing intentions, next 3 mths 26 30

Cost expectations, next 3 mths 25 40

Profitability, next 3 mths 9 -3

Employment intentions, next 3 mths 14 11

Building investment intentions, next 12 mths 18 2

Plant investment intentions, next 12 mths 17 12

Key results – backward looking (seasonally adjusted)

Sep-17 Dec-17

Trading activity, past 3 mths 13 10

Pricing, past 3 mths 18 18

Costs, past 3 mths 29 30

Profitability, past 3 mths -3 -9

Employment, past 3 mths 18 10

Ease of finding skilled labour, past 3 mths -47 -49

Ease of finding unskilled labour, past 3 mths -28 -30

Capacity utilisation 91.3% 92.8%

Confidence down, prices up
NZIER Quarterly Survey of Business Opinion, 
December quarter 2017

16 January 2018

The NZIER Quarterly Survey of Business Opinion showed a 
drop in business confidence in the December quarter, in 
the wake of the recently formed Labour-led Government. 
General business sentiment fell from +5 to -11, which was 
the first negative reading in more than two years. Firms’ 
own reported and expected trading activity saw more 
modest declines.

These results were in line with monthly business confidence 
surveys, which had shown an initial sharp drop in 
confidence in November after the Government was formed, 
but with some rebound in December after the initial 
dummy-spitting. 

However, we can’t write this off entirely as a protest against 
the new Government. We find that general sentiment in 
the QSBO tends to be around 10 points lower under Labour 
governments than under National governments, so a 
16-point drop is within the range of plausible outcomes. 
However, we find no such bias in the firms’ own-activity 
measures. Bear in mind that confidence also fell in 
September, ahead of the election itself; the combined fall 
over the last two surveys has been greater than we would 
expect from just a change of government. 

Instead, there does seem to have been some genuine 
deterioration in economic conditions in the last few 
quarters – at least, compared to what we had experienced 
previously. The revised GDP figures published late last 
year show that the economy powered ahead to 4% growth 
in 2016, with about half of that coming from population 
growth. But things were relatively more subdued in 2017, 
with annual growth slowing to around 3% by the September 
quarter. The latest QSBO results are consistent with our 
view that growth will continue to slow in the near term.

One of the reasons we downgraded our growth forecasts 
for 2018 is that we expect a temporary hiatus in business 
investment, as firms get to grips with the new government’s 
policies. The QSBO provides some support for that view: 
firms’ intentions to invest in plant and machinery fell from 17 
to 12, the lowest in two years. Building investment intentions 
fell sharply, but that was coming off a curious spike to 
record highs in the September quarter.
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A drop-off in new investment would be particularly poorly 
timed, when there are growing signs that the economy is 
running short of spare capacity to grow. This is particularly 
evident in the labour market. As the economy has grown 
strongly in recent years, the unemployment rate has 
dropped to 4.6%, which is in the range of what many 
forecasters would consider to be the long-run sustainable 
rate. The latest QSBO found that firms’ difficulty in finding 
skilled workers and employee turnover are at their highest 
since 2005.

As the economy’s spare capacity has been used up over 
recent years, the price measures in the QSBO have moved 
off their lows. By and large, these measures are not 
suggesting a risk of a break higher in inflation; rather, the 
era of stubbornly low inflation in the wake of the global 
financial crisis appears to have passed.

There was one notable exception: a net 40% of firms expect 
their average costs to rise over the next three months, a 
substantial increase from the September survey and the 
highest level since 2011. However, expectations of prices are 
less informative than past price changes, and it’s possible 
that this result could be another form of protest against the 
new government. We agree that government policies are 
likely to add to the costs of doing business over time – but 
not within the next three months.

Overall, the QSBO results were consistent with our outlook 
for the economy this year. We expect some slowing in 
GDP growth over the next few quarters, before increased 
government spending starts to kick in and boosts GDP 
growth over 2019. We expect inflation to hold near the 2% 
target midpoint this year (some government policies, such 
as free tertiary education, will actually depress CPI inflation 
over this year). But without evidence that inflation is at risk 
of breaking higher, we think the Reserve Bank will hold off 
on OCR hikes this year.

Michael Gordon 
Senior Economist

QSBO domestic trading activity and GDP growth
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Businesses’ average costs
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Businesses’ prices and CPI inflation
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The ultimate outcomes may differ substantially from these forecasts.
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