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Tight and getting tighter 
• Our estimates of starting point capacity pressures suggest that the NZ economy is effectively at (or close) to full 

employment.  

• Largely as a result of labour shortages, capacity constraints are also becoming more widespread and are no 

longer the sole domain of a few key pockets of the NZ economy. 

• Pressures on labour market and broader economy-wide capacity look set to tighten further, firming wage and 

underlying price pressures. The time for emergency policy settings has passed and OCR hikes are coming soon. 

Summary 

Our estimates of starting point capacity pressures suggest that the NZ economy is effectively at (or close) to full 

employment, whereas broader measures of capacity constraints are currently above trend. In part the tightening in 

capacity pressures reflects the stronger than expected economic backdrop and the increasing demand for labour, 

notwithstanding the hit to some exposed sectors.  

It is also our view that the growth in supply-side capacity has been dented by COVID-19. Some of these frictions, 

including the disruptions to freight and the intensification of labour constraints from the faster than expected 

recovery, may eventually subside. For impacted businesses, households and policymakers, the message is to stay the 

course, continue to provide support where needed, and wait for normal service to return.  

However, some of supply-side frictions might have more enduring impacts. With net immigration slowing from a flood 

to a trickle, the supply of labour is constrained, and this is causing increasing headaches for firms. Open borders are a 

two-way street. The large carrot provided by higher wages across the ditch could see the trans-Tasman bubble further 

tighten the domestic labour market. Moreover, the relaxation in border restrictions that we envisage to occur from 

early 2022 is likely to be incremental and may not instantaneously trigger a stampede of workers to our shores. The 

high cost of living, the scarce availability of housing, and pandemic-related restrictions limiting the movement of 

people between countries could act as deterrents to people settling in NZ.  

We are also sceptical on whether broader supply-side capacity can step up given our poor productivity track record.  It 

is our suspicion that COVID-19 has contributed to a growing mismatch between where spare resources are located 

and where they are needed. These mismatches will weigh on capacity and are unlikely to be resolved in short order. 

Given the solid demand outlook our expectation is that capacity pressure builds, and wage and pricing pressures 

escalate. The time for emergency monetary policy settings has passed. ASB expects the OCR to start moving up in 

November. The timing and magnitude of subsequent OCR hikes will hinge on a number of key demand, supply and 

pricing metrics that we are closely watching.  
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The state of play 

In June we flagged the risk of more marked and persistent lift in CPI inflation in NZ than what the RBNZ expected. This 

reflects a widespread increase in costs across the economy and was linked to the resilient NZ economic backdrop and 

stretched capacity in some key pockets. The demand side of the economy has held up much better than expected, 

with both employment and real GDP levels now back above pre-pandemic levels.1 We remain constructive on the 

economic outlook and expect around 2.75% growth over 2021 and a 2% increase in employment.  

The duration and magnitude of the post-COVID expansion will also heavily depend on the supply side of the economy. 

The supply side of the economy is typically unobservable but it is the key determinant for the generation of 

employment and output within the economy. Concerns are growing whether the economy has sufficient workers and 

broader productive capacity to keep the expansion on track.  

There are some tell-tale signs, including:  

• Supply frictions. Freight disruptions and stock shortages are becoming a major headache to firms and consumers 

alike. We are hopeful that these frictions will soon ease, and that normal service will resume, with limited impact 

on overall capacity. The trouble is that there are few signs on the immediate horizon of this occurring. 

• Slower growth in the labour force. Border restrictions have significantly crimped resident population growth, 

with net immigration slowing to a crawl. According to estimates produced by Statistics NZ, resident population 

growth was just 0.7% in the March 2021 year, the lowest in 8 years. If gets worse for the population of working 

age, with Statistics NZ figures showing just a 0.3% annual climb in the number of NZ residents aged 15-70, the 

lowest on record. With the border restrictions likely to be in place until 2022 and after then only being gradually 

relaxed, the NZ economy will likely continue to struggle to find sufficient workers. 

• Weak productivity growth. Historical figures place NZ’s labour productivity growth (output per hours worked) at 

a woeful 0.6% in the year to March 2020. Multi-factor productivity (increases in output after holding labour and 

capital constant) was weaker still at just 0.1%2.   

Capacity snapshots 

So how is the economy at present? In reason shape according to various demand-side metrics, including the level of 

GDP and employment. As supply-side capacity is non observed there is no clear-cut answer as to how much spare 

capacity (if any) is currently available.  However, by examining latest trends in some capacity proxies it is possible to 

build up a picture for how the economy is faring.  

Here we focus on two broad measures of capacity, with a series of charts at the end of this note. These include: 

Labour market capacity metrics  

As part of its monetary policy remit the RBNZ is required to aim to support maximum sustainable employment (MSE). 

MSE is not strictly observable so the RBNZ looks at a range of labour market metrics. In the May MPS, the RBNZ’s 

assessment was that employment is still below its maximum sustainable level, notwithstanding the impact of labour 

shortages in a number of sectors (construction, IT, seasonal work).  What is our view? Table 1 summarises how a 

number of key labour market metrics are currently stacking up. This includes some of the labour market tightness 

indicators that the RBNZ examine.  

The results for the labour market are mixed, showing some spare labour market capacity in some metrics, but little (or 

none) in others.  The QSBO results are stark and show an extremely stretched labour market. The direction of travel is 

a little more uniform, showing a general tightening in labour market conditions. What’s more, we expect capacity 

pressures in the labour market to continue to tighten. Either the NZ economy is at full employment or it will be soon. 

 

1 For further details on this, see our analysis on how the NZ economy got through 2020 here and how it started 2021). 
2There are a myriad of studies looking into NZ’s low productivity growth. Weak productivity performance is a partly a consequence 

of weak businesses investment. Figures from the NZ National Accounts (March 2019 year) shown a declining share of non-

residential capital to GDP since the late 1980s.  

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/inflation%20update%20-%202021.pdf
https://aem-preview-prod.asbbank.co.nz/content/dam/asb/documents/reports/quarterly-economic-forecasts/asb-forecast-update-june21.pdf
https://www.stats.govt.nz/topics/population-estimates-and-projections
https://www.stats.govt.nz/information-releases/productivity-statistics-19782020
https://www.rbnz.govt.nz/-/media/ReserveBank/Files/Monetary%20policy/About%20monetary%20policy/Remit-for-Monetary-Policy-Committee-Order-Feb-2021.pdf?revision=de3ef331-3ad9-4c12-9793-e35868c353a4
https://www.rbnz.govt.nz/-/media/ReserveBank/Files/Publications/Monetary%20policy%20statements/2021/mpsmay21.pdf?revision=40300a49-908c-49bc-8c22-f8289db90933
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/Economic%20note-%20Sector%20impacts%20COVID-19%20-%202021.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/gdp-review-q1-2021.pdf
https://www.productivity.govt.nz/assets/Documents/productivity-by-the-numbers-2019/42ead8d24d/Productivity-by-the-Numbers-2019.pdf
https://www.stats.govt.nz/information-releases/national-accounts-industry-production-and-investment-year-ended-march-2019
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Table 1: Labour market tightness indicators 

Metric Latest Trend/ 

Average 

Recent 

change 

Spare 

capacity 

Future 

direction 

HLFS unemployment rate 4.7% (Q1) T = 4.5-5% Tighter No Tighter  

HLFS employment rate 67.1% (Q1) T = 67.5% Tighter Yes Tighter 

HLFS hours worked per employee 33.9 (Q1) A = 34.5   Looser Yes Tighter 

QSBO – labour limiting factor 23.7 (Q2) A = 12 Tighter  No Tighter 

QSBO – ease in finding labour - skilled -69 (Q2) A= -28 Tighter No Tighter 

QSBO – ease in finding labour - unskilled -57.1 (Q2) A = -5 Tighter No Tighter 

Overall Impact   Tighter  Tighter 

Source: Statistics NZ, NZIER, ASB estimates. All figures seasonally adjusted. 

Other capacity metrics 

There are a range of other capacity metrics that pertain to the wider economy (see Table 2). These paint a more 

definitive picture of a stretched starting point for economy-wide capitalisation. What’s more, we expect capacity 

frictions to intensify in the year ahead. 

Table 2: Other capacity metrics 

Metric Latest  Trend/ 

Average 

Recent 

change 

Spare 

capacity? 

Future 

direction 

Output gap +0.7%-1.1% (Q1) n/a Tighter No Tighter 

ANZ - capacity utilisation 23.9 (June 21)  A = 17.0 Tighter No Tighter 

QSBO – capacity utilisation 0.945 (Q2) A = 0.909 Tighter No Tighter 

QSBO – demand as limiting factor 23.7 (Q2) A = 12 Tighter No Tighter 

QSBO – capacity as limiting factor 33.0 (Q2)  A = 60 Tighter No Tighter 

Overall Impact   Tighter No Tighter 

Source: Statistics NZ, NZIER, ASB estimates. All figures seasonally adjusted. 

Capacity frictions are becoming more widespread 

To keep this analysis concise, we have largely concentrated on economy-wide indicators. This is consistent with 

anecdotes suggesting capacity constraints have become increasingly widespread throughout the economy. We also 

note the widespread increases in job ads for a selection of sectors in recent months. Nevertheless, the hit to demand 

pressures to the economy has been highly uneven so it would also be useful to examine whether this has translated 

into highly variable sector readings across labour and broader capacity metrics. 

Table 3 compares a selection of labour market and wider capacity metrics for broad sectors, using a combination of 

sector readings from the NZIER QSBO and the ANZ Business Outlook. It confirms that for various metrics, tight 

capacity pressures are widespread across economic sectors.  The building/construction sector is usually the most 

stretched sector according to the capacity metric used. However, skilled and unskilled labour shortages are adjudged 

to be more acute in the retail and wider services sector. For most of the capacity metrics, sectoral capacity pressures 

are tighter than average.  

The tightening in labour-based capacity pressures over the last 12 months has been particularly marked. Labour 

shortages (particularly for skilled staff) have intensified and become more broad-based over the last 12-months as 

available spare capacity has been absorbed into the labour force.  Our statistical analysis suggests that relative to the 

last 25 years or so of data labour market capacity pressures have tightened by at least two standard deviations (i.e. a 

lot) over the past 12 months for all of the sectors examined. This looks to be linked to the strong pace of demand 
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growth that has occurred since the border restrictions have been imposed. 

Table 3: Sector capacity metrics 

Labour shortages* 

(Q2 QSBO) 

Labour as limiting factor  

(Q2 QSBO 

Labour and capacity as 

limiting factors  

(Q2 QSBO) 

Capacity utilisation  

(June ANZBO) 

Sectors with tighter than average capacity (sector ranking) 

Retail (1st) 

Services (2nd) 

NZ economy (3rd) 

Builders (4th) 

Manufacturers (5th) 

Builders (1st) 

Manufacturers (2nd) 

NZ economy (3rd) 

Services (4th) 

Retail (5th) 

Builders (1st) 

NZ economy (2nd) 

Services (3rd) 

Manufacturing (4th) 

Retail (5th) 

Construction (1) 

Agriculture (2nd) 

Retail (3rd) 

NZ economy (4th) 

Manufacturing (5th) 

Sectors with idle spare capacity 

None None None Services 

Source: NZIER, ANZ, Macrobond, ASB. *Average of both skilled and unskilled labour. All figures seasonally adjusted. 

In general, broader capacity metrics are not as tight and have not tightened as much over the past 12 months as 

labour-based measures. Even for non-labour-based measures, however, the tightening in capacity metrics was 

noticeable.  In only one sector (services) and only one survey (ANZ Business Outlook) were capacity utilisation not 

higher than their post mid-1990s average. This was perhaps understandable given COVID-19 impacts on inbound 

tourism and export education, although the tightening in capacity pressures over the last 12 months (to just under 

historical averages) has been notable. Either resources have shifted to other sectors (particularly labour) as the 

economy has adapted or the hit to demand has not been as marked as initially feared. 

Looking ahead - Mismatches are expected to persist and restrict supply-side capacity 

Our core economic view is that the demand side of the NZ economy will continue benefit from key supports including 

strong household and corporate balance sheets, solid income growth, fiscal and monetary policy support, the close to 

record terms of trade and the tight labour market. There is still pent-up demand that could be unleashed, considering 

household deposits have increased by $20bn since the pandemic. 

It is our hope that some of the factors currently impacting on supply side capacity - including freight disruptions, 

and high input costs – prove to have a transitory impact. It may mean that normal service will resume that will boost 

the supply capacity of the economy.  The recent firming in business investment and investment intentions are 

pleasing developments, but further capital investment is needed to boost subsequent productive capacity. Moves by 

firms to step up employee training for existing staff and to cast the net locally for unskilled staff that they could train 

in house are other positive developments. 

Some of the factors weighing on capacity may take longer to be resolved. The border restrictions are likely to remain 

in place for a while yet, and we envisage their gradual relaxation over 2022 rather than a wholesale reopening. NZ 

looks to have enhanced its reputation as a safe-haven destination and a great place to live and work, but it may take a 

while to result in an influx in migrants that will resolve skill shortages. What’s more, open borders work both ways. 

There will be pent-up demand for kiwis wishing to travel overseas. Moreover, expensive homes and rents, the high 

cost of living and pandemic-related restrictions to the movement of people could act as deterrents to settling in NZ. 

With Australia afflicted with similar capacity pressures, the Trans-Tasman bubble may worsen capacity constraints in 

the labour market if NZ workers are enticed by the higher wages on offer.  

It is also our suspicion, however, that the mismatch between where spare resources are located and where they are 

needed has grown post-COVID-19. The COVID-19 hit has not been felt evenly across the economy and sectors aligned 

to inbound tourism and export education have copped a disproportionate hit to demand. Typically, this would prompt 

a shift in labour and capital to where they are needed. The thing is they might not. Skills acquired in different sectors 

may not always easily transfer to others and this will impede economy-wide performance. There may also be longer-

https://www.asb.co.nz/content/dam/asb/documents/reports/quarterly-economic-forecasts/asb-forecast-update-june21.pdf
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lasting impacts on supply. Additional precautions to mitigate the adverse health impacts of the virus will add another 

layer of cost and weigh on flexibility by slowing the movement of resources to where they are needed. 

We expect this mismatch to be especially manifest in the labour market. Our ballpark estimates suggest the NAIRU 

(non-accelerating inflation rate of unemployment) or labour market speed limit for the NZ economy are in a 4½% to 

5% range compared to around 4% pre-COVID. It means that as the labour market continues to tighten (we expect the 

unemployment rate to end 2021 close to 4%), wage pressures are expected to intensify earlier and prove more 

marked that what would have occurred in a pre-COIVID world. Core inflation is expected to firm also. 

Our watchlist 

Our current forecasts have the OCR moving up from November 2021, culminating in an OCR endpoint of 1.50% by 

late 2023. This represents our best guess of how thing will play out as they stand. Nothing is certain, however, and it 

would pay to keep a watching brief.  

Our capacity watchlist includes general demand-side elements, including GDP and employment. It also includes other 

metrics with a capacity lens: 

- Labour shortages. The sector analysis is consistent with anecdotes in highlighting widespread and acute labour 

shortages. For all intents and purposes, the economy is close to full employment. 

- Employment intentions/job ads. Sector details are useful for highlighting how broad-based the demand for 

labour is. 

- Investment intentions. Whether it is capacity enhancing or labour saving, increases in productive investment are 

a clear positive for alleviating capacity bottlenecks and boosting supply side capacity. Given the low starting point 

for business investment, intentions would need to stay elevated for a concerted period. Freight disruptions could 

slow the delivery of imported capital goods to NZ and impede the build-up of the capital stock.  

- Pricing intentions and inflation expectations. We are keeping close tabs on the pricing side of the economy as 

this is where resource frictions typically manifest. Our hope is that the recent tick-up in pricing intentions and CPI 

inflation will prove short-lived. Our fear is that they won’t. 

- Wages. If we are correct and the NAIRU is higher than in pre-COVID-19 levels, wage pressures are expected to 

intensify earlier and prove more marked. Our sector analysis suggests skill shortages are acute across the 

economy and this could result in a generalised strengthening in wages across the economy.   

- Business lending. We would interpret a pick-up in lending for this stage of the cycle as indicating firms are 

converting expansion plans into action. This is a positive for future capacity building. 

- Trans-Tasman net immigration flows. These have been static since the pandemic but swings in either direction 

will be relevant for impacting labour market capacity.  

This is not an exhaustive list, but it highlights areas where we think will be influential. Further evidence of capacity 

pressures becoming more marked and persistent will have implications for our view on medium-term inflationary 

pressure and future OCR settings. 
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Selected charts 
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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 
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