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BUSINESS CONFIDENCE RISES, WHILE CONDITIONS PULL BACK 
Key messages: Business confidence rose in January to be well above long-run average, while business 
conditions fell, after reaching multi-year highs in December. Driving the fall in conditions, businesses 
reported trading conditions had pulled back to around long-run average levels after a very strong November 
and December. Profitability and employment also pulled back, though both are above their historic averages. 
The divergence in conditions across industries continues to track as expected, with retail and wholesale still 
strong, but recreation and personal services continuing to lag. This is also consistent with confidence that is 
slightly higher in services pointing to expectations of further recovery there. Elsewhere, key indicators of the 
level of activity recovered – capacity utilisation and capex – made modest gains, where both are just a little 
below pre-virus levels. Capacity utilisation also generally reflects the outcomes observed in other economic 
data, where retail has been operating at a higher level than it has in recent years while some sectors of 
personal services continue to be impacted by restrictions. As such, given conditions remain above average, 
notwithstanding the fall this month, and lead indicators continue to trend higher, the survey continues to 
point to an ongoing recovery. 

Business confidence rose 5 index points in January, to an above average 10 points. In contrast, business conditions 
pulled back to +7 index points from the very strong December, to remain just above average and back around 
November levels. The decline in conditions was driven by a decline in all three sub-components with trading 
conditions leading the fall (down 11pts) and the employment index also falling in the month. That said, all three 
sub-indexes remain in positive, expansionary territory. 
 
According to Alan Oster, NAB Group Chief Economist “Business started the year on a more optimistic note, even as 
conditions eased from the strength we saw in December. Importantly, employment conditions remain in positive 
territory – so overall businesses are still expanding their workforce.” 

“The decline in conditions was broad-based across industries, except for a small improvement in recreation & 
personal services, which continues to make small gains as restrictions ease.” said Mr Oster. “Overall, in trend terms 
conditions remain strongest in retail and weakest in construction followed by personal services.” 

Capacity utilisation edged up in the month and is now at its long-run average as well as being around its pre-COVID 
level. Forward orders edged lower and are just below average. 

“Pleasingly, capacity utilisation continues to recover with another month of improvement.” said Mr Oster. “We 
hope to see capacity utilisation rise further over coming months as demand picks up, which should, in turn, see 
businesses consider expanding capacity through hiring or investing.” 

On investment, capex rose to be just in positive territory at 1 index point. Capex has been trending up for months, 
from its trough of -32 index points in April 2020, and this is its first month above zero since the pandemic began. 

“This is a positive, tentative, sign that firms are willing to invest in capex again. We’ve been saying for some time 
we expect the turnaround in conditions last year to feed into better employment and capex activity. We’re starting 
to see early signs of this in the survey, but we’re still a while a way from very strong employment and capex activity 
needed to offset the contraction last year.” said Mr Oster. 

For more information, please see the NAB Monthly Business Survey report.  
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Important Notice 
This document has been prepared by National Australia Bank Limited ABN 12 004 044 937 AFSL 230686 ("NAB"). Any 
advice contained in this document has been prepared without taking into account your objectives, financial 
situation or needs. Before acting on any advice in this document, NAB recommends that you consider whether the 
advice is appropriate for your circumstances.  
NAB recommends that you obtain and consider the relevant Product Disclosure Statement or other disclosure 
document, before making any decision about a product including whether to acquire or to continue to hold it. 

Please click here to view our disclaimer and terms of use. 
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