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Key points 

 This paper summarises the key themes from our recent business visits. 

 Firms are generally positive about demand. Any pessimism is driven mainly by 

uncertainty about the future of the broader business landscape. 

 Labour is in short supply and labour costs are rising because of minimum wage 

increases and related pass-through to other wage brackets.  

 Firms want to invest but are holding back due to high levels of policy uncertainty and 

capacity constraints. 

 Increasing costs cannot be passed on to prices because of high competition, related to 

increased price transparency and low imported inflation, and fixed-price contracts. 

1 Introduction 

In early September, we spoke with 63 businesses across nine different centres.1 These visits 

are a way of taking the pulse of the domestic economy at the regional and industry level. 

The visits also help the Bank keep up to date with developments in each industry and how 

businesses are being affected.  

On the whole, businesses are doing okay right now, but are increasingly concerned about 

the future. Although growth for some businesses has slowed recently, demand in the 

domestic economy appears to be holding up. In many instances, businesses said that their 

industries are looking to expand but are capacity constrained. However, structural changes 

have resulted in a less optimistic outlook in some industries, such as dairy (environmental 

policy) and retail (online retailing). There was a sense of unease about the future, which 

most firms said stemmed from uncertainty around the business landscape in which they 

would be operating, not from a fear of lack of demand for their products. 

The rest of the paper provides a closer look at demand conditions, labour market conditions, 

investment intentions, and prices and costs.  

  

                                                
1 The visits covered Whangarei, Auckland, Hamilton, Rotorua, Tauranga, Wellington, Christchurch, Queenstown 

and Invercargill. 
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2 Demand remains robust  

Many firms were not concerned about demand. Demand for dairy is still growing, 

manufacturing demand is steady, residential construction has a lot of work in the pipeline, 

and commercial construction is expected to be bolstered by government projects in the near 

future. 

Retail and tourism have seen softening demand. There are reports of demand from tourism 

waning, but growth in the industry has been so strong in the last few years that firms are 

comfortable with the respite. Retail demand is fairly flat and domestic retail firms face strong 

import competition. 

Even though the Reserve Bank has been watching global developments closely, New 

Zealand businesses are less concerned with the global outlook. Global conditions were 

noted as a worry for very few firms – commodity exporters and ports are continuing to see 

solid growth regardless of current international trade tensions, and slower world growth. 

3  The labour market is tight 

Firms report it is very difficult to find skilled and unskilled labour 

Firms across industries and regions have reported extreme difficulty in finding labour across 

all skill levels. This is consistent with data from the Quarterly Survey of Business Opinion 

(QSBO), with firms reporting that finding skilled and unskilled labour is around as difficult as 

right before the global financial crisis (figure 1). 

Figure 1: QSBO difficulty finding skilled and unskilled labour 

 

It is hard to find workers with the right skills and, in some cases, it is even hard to find 

workers that reliably come to work each day. Difficulty finding more experienced workers 

with managerial skills was noted across firms in construction and dairy in particular. The 

retail industry was an outlier in that there were reports of labour being laid off in some places 

due to margin compression. 

The latest labour data shows that on average, unemployment rates are decreasing across 

the country, while employment growth is slowing and in some areas falling (table 1). This is 
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consistent with what firms were reporting to us and evidence that employment may be at its 

maximum sustainable level, or even above in some regions. 

Contracts mean that staff turnover is high in some industries, increasing training costs and 

uncertainty about future labour availability. Firms that use foreign labour discussed the 

issues they were facing with delayed work visa approvals, exacerbating the apparent labour 

shortage. Some firms are using fixed-term contracts to entice foreign workers, which points 

to the short-term mentality that firms have in the face of an uncertain economic future. 

On the construction front, current large infrastructure projects will be wrapping up in the next 

year or so, for example the roadworks between Hamilton and Auckland. Unless government 

construction projects become more concrete with secure jobs during that time, some firms 

reported that infrastructure workers may start looking elsewhere (Australia) for job continuity. 

Table 1: Labour market across the country 

Region 
Unemployment rate Annual employment growth 

2018Q2 2019Q2 2018Q2 2019Q2 

Northland 4.7 5.1 7.0 1.7 

Auckland 4.2 4.2 4.4 2.9 

Waikato 4.2 3.4 6.0 -1.2 

Bay of Plenty 4.8 3.5 6.5 -0.1 

Wellington 4.7 3.4 -0.4 3.2 

Canterbury 4.0 3.5 1.0 0.7 

Otago 3.4 3.0 10.1 -1.5 

National 

(seasonally 

adjusted.) 

4.4 3.9 3.7 1.7 

 

Wage inflation is subdued relative to labour market conditions, but there are some 

signs of increases 

Although private sector wage inflation is rising, it is still relatively subdued in the face of 

reported labour shortages. We expect the minimum wage increases to have an impact in the 

short term.  

Businesses sat in two main camps when talking about wage inflation. 

1. Those who had the capacity to offer higher wages found that doing so did not tend to 

attract more or better workers. Some of these firms were forced to turn to 

automation, even if it was less efficient than manual labour, simply to meet demand.  

2. Those businesses who had compressed margins and could not offer higher wages to 

attract labour were also turning to automation, though in most cases because it was 

more cost efficient. 
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In our visits last year, many firms were talking about automation. This year we are starting to 

see that move taking place. 

A few businesses who had less difficulty finding labour mentioned company culture, 

reputation, and work conditions as reasons they could find and retain good staff. If firms are 

remunerating workers in non-monetary ways, such as through flexible working or training 

opportunities, it may partially explain the past disconnect between labour market tightness 

and wage inflation. 

4 Uncertainty and capacity constraints are hampering business investment  

Businesses want to invest 

Reasonably robust demand conditions and low interest rates mean that there is a general 

appetite for investment. Firms who are optimistic about their demand outlook are looking to 

expand, whereas firms who are facing squeezed margins are looking to increase efficiency.  

Firms in construction are expecting a lot more investment from government projects coming 

online. It was reported that government departments have been better at signalling their 

pipeline of construction work. Additionally, the changes to make government procurement 

procedures fairer have been received positively by the industry.  

Uncertainty about infrastructure planning is holding up investment 

A lack of infrastructure and uncertainty about future infrastructure projects are the major road 

blocks to investment by firms. In particular, infrastructure capacity affects the ability of ports, 

construction, and tourist centres to expand. There are reports across the country of 

infrastructure deficits which are inhibiting firms from expanding.  

There is a reorientation of government infrastructure spending away from roads towards rail, 

cycle ways, and regeneration work. It is taking a while for firms to reallocate capital to 

accommodate this. The type of work the Government is discussing has the potential to, or 

already has, significantly changed how some businesses operate. However, much of the 

work is still in the planning phase so businesses are unsure how to invest. 

For example, the planned railways between Auckland, Hamilton, and Tauranga would 

significantly change how exports and imports are distributed around the North Island. In 

addition, the future locations of ports in the North Island are also uncertain, making it difficult 

for exporters/importers to plan where they establish or expand their operations. 

Lastly, some local councils are struggling to fund additional infrastructure spending. Also, 

many firms reported facing significant delays on projects due to regulatory barriers. 

Environmental policy changes are creating uncertainty in agriculture and energy 

Firms in the energy and agriculture industries are most affected by changes to and 

uncertainty about environmental policy. Proposed changes to the Emissions Trading 

Scheme and uncertainty about what is to come mean that there are much lower incentives 

for companies in the energy sector to invest. 

Investment in the agriculture sector, particularly in dairy, is being strongly influenced by 

environmental policy change. Future dairy expansion is expected to come from efficiency 

gains and there is very little appetite to increase scale in the industry. Conversions to dairy 

https://www.mfe.govt.nz/climate-change/proposed-improvements-nz-ets
https://www.mfe.govt.nz/climate-change/proposed-improvements-nz-ets
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farms have all but ceased, partially because only marginal land is left to convert, but 

primarily because of the uncertainty around environmental compliance. 

It is hard for farmers to invest unless they have cash available, because banks are doing 

very little new lending in dairy. Highly-indebted dairy farmers are paying down debt, and 

most of the little investment that is happening is forced by new environmental policy. There 

are some conversions from sheep and beef to forestry, as new policies are changing the 

relative profitability of land use.  

The Zero Carbon Bill and the National Policy Statement on Freshwater Management are 

weighing on farmers’ minds at the moment. Farmers are gearing up to invest in the changes 

necessary to be compliant with new policies, but are having to hold off on spending until 

policies are finalised. Adding to the uncertainty, freshwater management plans are being set 

at a regional council level and are all different. Farmers with farms across different council 

areas will have to wait for, read, understand, and implement multiple freshwater 

management policies, which they expect to be costly.  

Finance and capacity in the construction sector are also hurdles to investment 

Financing and construction constraints are additional hurdles to overcome for firms that are 

looking to invest. For commercial construction projects, banks have been reported as having 

stricter lending requirements, which restricts the ability of firms to cycle through profits. It is 

also hard to borrow against developments unless they are presold. In part, this reflects the 

greater risks faced by construction firms in the current environment. 

Firms that have gained access to finance have cited construction constraints as holding 

them back. Very few construction firms in New Zealand have the capacity to take on new 

large-scale projects right now. Sourcing construction workers and aggregates (sand, gravel 

etc) to complete the work is another issue. Residential construction activity is still strong, 

although likely plateauing. 

As online and import competition gets stronger, retail firms are looking to invest in efficiency-

improving technology, such as online retailing. However, small firms in particular have 

reported an inability to secure finance or the technological expertise to implement 

improvements. Larger firms that can afford to invest out of their own profits are more 

successful at doing this type of investment.  

Iwi group holdings are struggling to find partners for long-term investment ventures 

A few iwi group holdings (groups that have been established to manage assets received 

from Treaty settlements on behalf of iwi) around the country are trying to invest in large-

scale projects. The intergenerational outcomes that iwi value mean that they operate on 

long-term investment horizons. In the current climate of uncertainty and capacity constraints, 

iwi are finding it is hard to get business partners to sign contracts for longer-term 

arrangements (e.g. more than three years). 

However, in some cases local councils and iwi are partnering on investment projects, driven 

by their mutual long-term perspective.  

https://www.mfe.govt.nz/climate-change/zero-carbon-amendment-bill
https://www.mfe.govt.nz/fresh-water/freshwater-acts-and-regulations/national-policy-statement-freshwater-management
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5  Prices are flat while costs are rising 

Wage increases are the main cost pressure for firms 

There were widespread reports of labour costs increasing across the entire wage spectrum, 

not just for firms with a large proportion of workers on minimum wage. This was particularly 

the case for retail, manufacturing, and construction firms. As mentioned earlier, we expect 

minimum wage increases to have some impact on private sector wage inflation in some 

industries.  

Prices in the construction sector are very sensitive to capacity constraints, partly because 

there are monopolies on certain parts of the construction industry, such as some building 

materials. Costs can increase very quickly, which burns through margins on fixed-price 

contracts. This has happened in the residential sector in particular. The recent depreciation 

in the exchange rate has also increased costs for firms that import raw materials or other 

inputs. 

Firms cannot pass on increasing costs 

The same story over the past year has prevailed regarding prices: firms are facing increased 

costs and very few of them can pass the costs on to consumer prices. This is consistent with 

what firms have reported in business surveys. The net share of firms reporting increased 

costs in the last three months has been on an upward trend since 2016, whereas the net 

share of firms reporting increased selling prices over the past three months has decreased 

since mid-2018 (figure 2). 

Figure 2: QSBO costs and selling prices (past 3 months) 
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The three main reasons cited for compressed margins were: 

 Increased competition – especially for retailers from imported or online goods. 

 Increased price transparency – online retailing makes it a lot easier for consumers to 

shop around for the best price. 

 Fixed contracts – selling prices are agreed on in advance, but input costs can 

fluctuate a lot in this time. 

Firms in the tourism sector have had less trouble passing on costs. New Zealand prices 

remain reasonable compared to other countries. The lower exchange rate is also helping 

New Zealand exporters. 

7 Insights on RBNZ strategic priorities 

Key relationships with Māori organisations  

A crucial part of the Bank’s journey into Te Ao Māori is building strong relationships with 

Māori businesses and organisations. We met with 11 Māori organisations across the 

country, seven of which we met for the first time.  

Key themes discussed were: 

 structural barriers for Māori business, for example establishing sound governance 

systems, 

 the large concentration of Māori business in fishing, forestry, and farming, all of which 

face climate risk, 

 the specific challenges faced in financing investment, without borrowing against  or 

selling land, and banking attitudes towards Māori business, and 

 Māori businesses are often value-driven and therefore profit is not the only 

deliverable they are working on. Sustainability, community outcomes, and 

intergenerational outcomes are other important factors. 

Climate change is increasingly present in business conversations 

Many firms are being proactive in considering sustainability and climate issues in their 

investment decisions. We met with 13 firms who are signatories to the Climate Leaders 

Coalition. Many of them did not have concrete plans on how to reduce industry-wide 

emissions, but signed on to the coalition to become a part of the climate change discussion 

and lay the groundwork for their own climate change plans. 

These companies are also affected by environmental policy uncertainty. Many companies 

had already started work around their own carbon footprint. However, the incentive to take 

up further opportunities to install plant/equipment to reduce emissions was limited by 

uncertainty around policies on fossil fuels.  

 

https://www.climateleaderscoalition.org.nz/
https://www.climateleaderscoalition.org.nz/

