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Has unemployment already peaked?
•

NZ’s amazing economic run continues, with an unemployment rate in the “4s” the latest example.

•

Whether or not this can be believed, it’s hard to escape the conclusion that the labour market was much
tighter than anyone expected in the final quarter of 2020. Forecasts for a trend increase in the
unemployment rate this year now look too pessimistic.

•

Last year’s flood of RBNZ (and fiscal) stimulus has done the trick, and no more is required. We agree with the
market pricing some risk of a lift in interest rates in 2022.
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We’d suggested the risk was for a stronger set of labour market indicators today, but we were nonetheless left gobsmacked at just how strong the labour market in Q4 proved to be. Unemployment not only fell, but fell a long way.
The 0.4 percentage point decline to 4.9% was miles better than our and market expectations of an increase to 5.6%.
This was thanks to a stronger-than-expected 0.6% qoq lift in jobs growth (ASB +0.1%, market -0.1%). Labour supply
ticked up about as much as expected; the participation rate nudged up to 70.2%.

Genuine strength
The Household Labour Force Survey (HLFS) has a history of often jolting volatility. Thus, it normally pays to take the
unemployment rate outturn with a grain of salt. But even doing so, as well as taking in the broader range of labour
market indicators on offer today, it’s hard to escape the conclusion that the labour market was much tighter in the
final quarter of 2020 than anyone expected, the RBNZ included. Of course, this carries on the good vibes trend
emanating from a range of NZ economic data. Recent business confidence, inflation, housing and now labour market
data have all illustrated the enormous boost fiscal and monetary stimulus provided to the economy in 2020. The
global picture remains far from dire too; this morning we revised up our Milk Price forecast.
The employment measures in the Quarterly Employment Survey (QES) often serve as a useful cross-check against any
oddities in the HLFS. The key ones, paid hours and filled jobs, rose 1.3% and 0.8% qoq, respectively, suggesting the
increase in the HLFS measure of employment can’t be explained away as surveying volatility. Moreover, all of the jobs
created in Q4 were full-time, with part-time employment actually retrenching 1.8%. The underutilisation rate, a

Mike Jones – Senior Economist (649) 301 5661 mike.jones@asb.co.nz
Please refer to the important disclosures at the end of this document.

broader and more detailed measure of labour market capacity than the unemployment rate, dropped 1.3 percentage
points to 11.9% - all but confirming the reduction in labour market capacity through the quarter.
So where were the jobs created? Construction was a big part of the story. Construction-related hiring was responsible
for about 25% of the Q4 jobs growth (not seasonally adjusted), indicative of the massive impulse for the economy
from the construction and housing booms. An increase in healthcare workers was another large contributor, with the
media and tourism industries unsurprisingly
reporting modest jobs retrenchment.
%
Unemployment Rate
12

Wage growth turning already
Wage growth was fairly tepid as expected, but
we remain of the view that annual wage
growth is close to troughing and will turn
higher in coming quarters. Indeed, this view
was strengthened today given the positive
signs for labour demand. The Labour Cost
Index (LCI) expanded 0.5% over the quarter,
bringing annual wage growth according to this
measure down to 1.5%. We expect a pick-up to
1.7% next quarter.
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Market pricing risk of policy ‘normalisation’
Looking ahead, some smoothing is always necessary when it comes to the choppy nature of the HLFS. That is, a 4.9%
unemployment rate, in of itself, probably overstates just how strong labour market conditions really are. But taken as
a whole, today’s data certainly support the idea the labour market is in a tighter spot than most expected, and
forecasts for a trend increase in the unemployment rate this year are now too pessimistic. We’ve trimmed our
projections, such that the unemployment rate now bobbles around the low 5s for the rest of this year. Uncertainty is
still marked and there are plenty of risks around. But, remarkable as it is to suggest, the unemployment rate may have
already peaked.
There are some chunky implications for the RBNZ here. Achieving the Bank’s two monetary policy objectives is
suddenly a goal within reach, from a situation last year in which its inflation and employment projections were a long
way from target. Last year’s flood of RBNZ (and fiscal) stimulus has done the trick, and no more is required. By
contrast, attention is quickly turning to when the stimulus taps, which are still gushing, might be wound back a little.
The market is now factoring in a small (just under 10%) chance of a lift in the OCR by February 2022, which looks
about right to us.
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