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RBNZ hitting labour market KPIs, but for how long? 

 Q3 labour market statistics were generally supportive of the idea NZ labour market strength is past the peak, 

although the details of the reports were a little stronger than the headlines.  

 Employment growth was weak, and the unemployment rate began what we expect to be a slow creep higher 

over the next 12 months.  

 Wage inflation hit a 10-year high, helped along by various Q3 wage settlements. 

 The RBNZ is currently meeting its labour market objectives, but we think it has more work to do to ensure this 

remains the case. We continue to expect a 25bps rate cut at next week's meeting and a further 25bps 

reduction in February. 

Summary and implications  
September quarter data showed a few cracks are starting to appear in NZ’s previously rock-solid labour market. In 

many ways this is not surprising given the NZ economy has been in a slowdown phase since late 2016. In annual 

terms, jobs growth has now slowed to a pedestrian 0.9%. 

To be fair, at 4.2%, NZ’s unemployment rate is still very low. And the details of today’s wealth of labour market data 

were probably a little stronger than the lift in unemployment, on its own, would imply. Still, we think today’s small 

increase is the start of a trend higher in unemployment that will top out around 4.5% this time next year. This, 

combined with a ‘neutral’ unemployment rate of around 4%, means the RBNZ has a little more work to do to ensure 

employment remains around its “maximum sustainable” level. We continue to expect a 25bps rate cut at next week’s 

meeting and a further 25bps reduction in February.   

Labour market slackens a little 
We were looking for confirmation from today’s labour market 

figures that the labour market is turning, in line with what soft 

surveyed data have been telling us. This turning was broadly in 

evidence, although the data were probably a little stronger 

than a 0.3% point lift in the unemployment rate would imply: 

 A 2% fall in part-time employment weighed on overall 

employment growth, with full-time up a stronger 

0.6%.  

 Underutilisation, another measure of labour market 

stretch, fell sharply.  

 Wage growth is continuing to pick up to a healthy 
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clip, even allowing for the impact of various government policies.  

Q3 employment growth was just 0.2% qoq, following Q2’s solid 0.7%. As a result, annual employment growth 

throttled back to just 0.9% – the slowest pace of annual employment growth since mid-2013. We usually look at 

employment measures from the Quarterly Employment Survey (QES) as a cross-check on the often-volatile HLFS 

employment series. These measures tended to align with the HLFS in confirming a modest easing in labour market 

pressures. Filled jobs and paid hours both lifted 0.4% over the quarter, leaving annual growth in both at a fairly 

subdued 1.1% yoy.   

The unemployment rate rose from 3.9% to 4.2% (ASB 

forecast 4.1%). This essentially reflected a slowdown in 

hiring, coupled with a small increase in labour supply. 

Indeed, the participation rate ticked up to 70.4% from 

70.3% last quarter. We were wary of another drop in the 

participation rate, which might have signalled 

discouraged jobseekers starting to leave the labour force. 

So today’s small increase is a positive sign.  

In addition, the underutilisation rate – an important 

measure of labour market stretch the RBNZ looks at 

closely – fell sharply to 10.4% from 11.0% in Q2. This 

series should be watched, but we’re inclined to let this 

outturn go through to the keeper. As the chart shows, the drop largely corrects a gap that had opened up between 

unemployment and underutilisation since about 2016.  

The unemployment rate may still be very low, but we think this overstates the tightness of the labour market. We 

estimate the NAIRU (non-accelerating inflation rate of unemployment) is even lower than reported unemployment at 

around 4%. This implies some labour market capacity has opened up already, and we expect this trend to continue 

over the coming 12 months.  

Nominal wage growth hit 10-year highs in the September quarter according to the key wage growth measure we 

look at – the private sector Labour Cost Index. A 0.6% Q3 increase lifted annual growth to 2.3%.  Along with market-

driven wage increases, government policies have been a key feature of the slow uplift in wage growth we’ve seen this 

year. And this quarter we had both the care and support workers and the teachers’ settlements impacting. These 

were clearly on display in the disaggregated industry data, and helped drive a very strong 1.3% qoq increase in public 

sector wages. Annual growth in the all sector (public + private) LCI thus lifted 2.4%.  

Notably, wider wage measures from the LCI remained consistent with a broader (i.e. non-government related) pick-

up in wage growth. In the September 2019 year, 48% of salary and wage earners achieved a wage increase above 2% 

over the last 12 months (47% in Q2), with just 40%% reporting no annual increase, the lowest in ten years. Median 

increases remained at last quarter’s lofty 3.0% yoy.  

Market Reaction  
Market reaction was minimal given the data weren’t too far from anyone’s expectations (unusual for the HLFS!). The 

NZD/USD fell briefly on the slightly higher-than-expected unemployment rate, before reversing this move as markets 

digested the firmer details of the report. Two-year swap yields have settled around 2bps lower on the day.  
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Disclaimer 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or 
needs. Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard 
to your objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.   
We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based 
on the information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as 
to accuracy, reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this 
document are subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed 
elsewhere by ASB Bank Limited. We are under no obligation to, and do not, update or keep current the information contained in this document. 
Neither ASB nor any person involved in the preparation of this document accepts any liability for any loss or damage arising out of the use of all or 
any part of this document.  Any valuations, projections and forecasts contained in this document are based on a number of assumptions and 
estimates and are subject to contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB 
does not represent or warrant that any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.   
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