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No policy trigger for a while

Readers may be sick of me hammering this point
since late-2024, but because it is important to
households and businesses I'll keep it up.

Since August 2024 when | warned about 2025 not
producing a strong economy | also started
warning about underlying inflation risks. As we
advanced through 2025 and economic weakness
became evident | eased off on that no longer
necessary warning and concentrated on the
inflation one. To whit...

Businesses have experienced crunched margins
and are going to raise prices to rebuild them as
soon as more customers start coming through the
door.

The key statistic | have cited to back up this
argument is the ANZ Business Outlook selling
price expectations measure. On average since
1992 while inflation has averaged 2.4% a net 26%
of businesses have said they plan raising their
prices in the coming year.

That measure peaked at 81% four years ago, fell
to 35% early in 2024 and now is much higher.
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We have this week learnt that after a net 52% of
businesses in December said they plan jacking
their prices up a net 57% said they would do so in
the January edition of the ANZ survey.

Pricing Intentions - Next 12 months
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This rise in pricing plans highlights why I question
the Reserve Bank's expectation that an
acceleration in the pace of economic growth from
-1% to +3% will cause inflation to fall to 2% and
comfortably sit there.

It is highly likely that seeing rising pricing plans
and with Australia’s Reserve Bank already caught
out with inflation rising to a higher than expected
3.8% despite their cash rate only falling to 3.6%,
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our central bank will be realising their mistake.
The official cash rate should never have been cut
to 2.25%.

Borrowers who bought into the optimistic outlook
of accelerating growth yet no inflation
consequences will eventually pay the price as
borrowing costs rise at a faster pace than
anticipated — if anticipated at all.

Will the coming rate rises be enough to stop the
economic recovery init’s tracks? No. The Reserve
Bank’s aim will be to slow growth rather than
crush it.

However, there is a problem and it relates to a
new message I've been building up to delivering
in recent times. In the labour market | see a risk
that staff availability will tighten up sooner than
people are expecting.

Let's start with the just released December
quarter labour force data. These numbers show
that in seasonally adjusted terms the number of
hours worked in the quarter rose by 1.0% after
rising 1.1% in the September quarter. This earlier
rise helps explain why GDP rose 1.1% in the
September quarter.

Job numbers have risen 0.5% at the same time as
hours worked have jumped 2.1% Employers are
giving those they already employ more hours.
This only sometimes happens at the earliest
stages of an economic recovery.

Coming out of the 1991 recession GDP grew
0.3% then 0.6% but hours worked fell 0.3% then
1.0%. (1991Q3 and Q4).
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Coming out of the Asian Financial Crisis GDP
grew 0.5%, 0.1% then 1.0% while hours worked
rose 1.1% then fell 0.4% and 1.9% (1998 Q1,2,3).

Coming out of the GFC GDP rose 0.5% and 1.3%
while hours worked fell 1.2% then 0.2%. (2009 Q3
and 4).

The 1998 experience tells us having both GDP
and hours worked rising immediately out of a
recession is not out of the question. But it may not
be the norm. And if both measures have risen
over 2025 Q4 this might indicate a fairly bad
development with productivity. We shall see and
nothing conclusive can be said from this basic
analysis as yet. However...

Sourcing labour problems have returned early

The recently released NZIER Quarterly Survey of
Business Opinion shows that despite the recent
cyclically high unemployment rate of 5.3%, in the
December quarter a net 2% of non-rural
businesses said that they were now finding it hard
to source skilled labour.

This is still below the average since 1992 of a net

27% having difficulty, so things remain on the
easier than average side.
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Coming out of the 1991 recession it took seven
quarters for the QSBO measure to show net hiring
difficulties.

Coming out of the 1997/98 recession it took three
quarters.

Coming out of the GFC it took four quarters.

So, it is unusual for businesses to report hiring
difficulties just one quarter after the return of
economic growth.

With regard to sourcing unskilled labour the latest
reading is still a net 15% showing things are easy.
After the 1991 recession it took eight quarters to
reach that point, the 1997/98 recession four
quarters, and the GFC seven quarters.

Availability of unskilled people is also diminishing
relatively rapidly.

Hiring intentions are strong very early on

Now lets switch to hiring intentions as measured
in the ANZ’'s monthly Business Outlook survey.

The latest reading is a net 22% of businesses
planning to hire more people, reached seven
months after the GDP recovery started (assumed
from July 2025).

EMPLOYMENT INTENTIONS - NEXT 12 MONTHS

Net % positive

Source:ANZ Business Outlook
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| don’t have data for 1991. But after the 1997/98
recession 22% was never reached. After the GFC
reaching 22% took 53 months.

Hiring intentions have risen to a high level very
early in the economic recovery period.

If you have reached this far in your reading then
well done. I've presented a lot of numbers, but the
upshot can be easily summarised like this. There
is a high risk that deep labour shortages appear
very early on in this upturn.

What are the implications?

Businesses who cannot quickly boost productivity
will be unable to meet customer demand and
something will give unless output is firmly
confined to the most profitable activities and
deliberately avoided for least profitable lines.

Wages growth may accelerate very early in the
upturn. If so, then when we couple increasing
labour costs with businesses rebuilding margins
we get potential for an inflation shock.

I’'m not prepared to call that yet. But it looks like
as we advance through 2026 the inflation bogey
will grow to be a lot more concerning than anyone
was expecting — especially our central bank.

From my monthly survey of real estate agents
undertaken with sponsorship from NZHL, we can
see realisation kicking in of the changing
employment environment just discussed.

| ask the agents many questions and one of them
is about the things buyers seem concerned about.
Agents can tick the box for things like credit
availability, finance availability etc. One option is
incomes and job security. On average since the
survey started almost six years ago a gross 26%
of agents have said people have job worries.

That measure peaked recently at 55% in
September last year. Now just 33% of agents cite
this as a concern.

This tells us that the labour market is still seen as
an area of worry, but that those worries are
disappearing quite quickly. This will be supportive
of the housing market. However, the inflation
implications mean higher interest rates which will
constrain the housing upturn.
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When | publish my survey results | have always
included a graph each time showing these two
measures together. That is because they can
sometimes go strongly in opposite directions at
the same time.

This happened in 2024 and it is happening again.

Main concerns of buyers

—Incomefjob uncertainty —Rising interest rates
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As yet improvement in the labour market is not a
topic of general discussion and it is probably not
yet on the Reserve Bank’s radar. But that will
change even though non-government parties
campaigning in this year’s general election will
seek strongly to convince people that no
employment improvement is underway.

The risk is that the Reserve Bank’s policy bias at
this point in the cycle encourage them to let this
impression remain widespread and they hold off
tightening monetary policy for a long time. Or, they
capitulate early.

Either way, there is an interest rates shock coming
at some stage in the next 18 months. We justcan’t
be sure exactly when.

This week realestate.co.nz released their monthly
numbers on property listings which they hold. At
the end of January they had 33,700 properties
listed for sale. This was 2.5% higher than a year
earlier, well away from fewer than 14,000 in the
middle of 2021, and down only slightly from a
recent peak of 34,200 at the end of October.

There is no up or down trend in the stock of
listings.
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The number of fresh listings received during the
month in seasonally adjusted terms rose by 30%.
However, December recorded a fall of 21% and it
looks like their seasonal adjustment process is
leading to some big revisions. So, for the moment
I'd concentrate on total stock levels rather than
their flow measure.

I've included this graph showing the stock of
listings in Auckland (blue line) and the rest of the
country (orange line). Note Auckland stock
trending up versus flatness elsewhere.
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And here is how end of January listings compare
with a year ago for each region. Note declining
stock availability in many parts of the South Island
including Canterbury, Otago, and Southland.
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End-January Listings vs. year ago
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In most locations there are plenty of properties
available for buyers to peruse and data released
this week show more and more supply coming
forward.

The annual number of consents issued for the
construction of new dwellings has climbed to
36,600 in the year to December from a low of
33,500 in May. December quarter numbers were
21% up from a year ago.

DWELLING CONSENTS ISSUED

Source: Statistics NZ
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More new houses, townhouses, etc. will act to
constrain house price growth this cycle and that is
another reason why although inflationary
pressures are probably a lot higher than people
generally think, a rate move upward by our central
bank is not imminent.
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I've discussed again the inflation risks and interest
rate implications above so won't double down
here. Instead, I'll just briefly look at recent
movements in wholesale interest rates.
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Rates have eased off slightly this week in
response to the slight rise in the unemployment
rate announced yesterday and a general feeling
that the markets have been getting too hawkish
regarding the timing of when monetary policy gets
tightened in New Zealand. The one year swap
rate at which banks borrow fixed one year to lend
fixed has ended near 2.69% from 2.7% last week
and the three year rate near 3.34% from 3.39%.
Meh.

More changes have occurred if we switch to
looking at the fixed mortgage rates charged by
banks. A round of increases for the medium to
longer term rates has been underway which
doesn’t surprise me for the five year term. 2-3
weeks ago | noted pressure for that rate to rise.

Pressure for the terms below five years to rise was
less but nonetheless the three and four year rates
have been nudged higher as well.

The best main bank five year rate available now
is 5.49% from 5.29% last week and the low |
talked so much about of 4.99% from October to
mid-December last year. The best three year rate
is now near 5.09% from the low of 4.75%.

If | were borrowing at the moment, I'd probably fix
three years. Fixing five years is no longer possible
at the good rate of 4.99% and at about 5.50% the
leap from fixing one year near 4.5% is too large to
seriously consider for all but the highly risk averse.

To see the interest rates currently charged by
major lenders go to www.mortgages.co.nz

Nothing | write here or anywhere else in this
publication is intended to be personal advice.
You should discuss your financing options
with a professional.
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