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Worker shortages to keep labour market tight 

• Next week’s Q1 figures are expected to show modestly tighter labour market conditions, with employment flat-

lining, but with the unemployment rate likely to test record lows  

• Annual wage growth is expected to hit its highest rate since 2008, given the tight labour market and rocketing 

cost of living. Accelerating nominal wage growth is on the cards for 2022, but high inflation will outstrip this 

• The phased reopening of the border over 2022 could be disruptive for the labour market initially placing 

additional strains on already-stretched labour market capacity and lifting wage inflation  
 

Key figures to watch 

Stats NZ releases a range of Q1 2022 labour market data on Wednesday May 4 (10:45 NZT), which includes:  

• The official estimate of the unemployment rate (Household Labour Force Survey - HLFS);  

• Measures of wage inflation (the Labour Cost Index - LCI); 

• Additional measures of employment and income (Quarterly Employment Survey – QES). 

 

RBNZ forecasts in the above table are from its February Monetary Policy Statement  

Implications 

The labour market figures are expected to show modestly tighter labour market conditions, with employment above 

its maximum sustainable level. The Omicron outbreak is expected to have a modest impact that will add to labour 

market tightness, which along with acute worker shortages should result in sluggish employment, increased 

absenteeism and lower hours worked. Work force participation should also be slightly lower, with the unemployment 

rate falling to a fresh record low, with labour utilisation metrics to remain very tight. Wage growth is expected to 

accelerate to its highest annual rate since the GFC and become more broad-based over 2022. The phased relaxation of 

easing border restrictions could tighten the labour market further as kiwis head offshore on a belated OE and to take 

advantage of the higher wages on offer. The opening of the NZ labour market to non-visa waiver countries by the end 

of the year should subsequently alleviate labour shortages. We assume a 50bp OCR hike in May and for a 3.25% OCR 

peak in early 2023, with increasing labour market slack potentially opening the door to OCR cuts. 

HLFS ASB (f) Prior RBNZ

  Employment growth (QoQ) 0.1 0.1 0.3

  Employment growth (YoY) 3.1 3.7 3.3

  Unemployment Rate (%) 3.0 3.2 3.2

  Participation Rate (%) 70.9 71.1 71.1

Labour Cost Index

   Private Sector (%, QoQ) 0.7 0.7 0.7

   Private Sector (%, ann) 3.1 2.8 3.1

2022 Q1 Labour Market Estimates
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Omicron outbreak to have a modest impact on Q1 figures 

The Omicron outbreak in late January is likely to have resulted in some 

disruption to the NZ labour market. Increased worker absenteeism and 

lower hours worked are to be expected, with some falls in labour force 

participation. The question is, how long lasting and sizeable will the impacts 

be? There are reasons for optimism with COVID-19 cases now declining in 

NZ and they are running at a comparable rate to Australia (see chart). The 

earlier Australian experience has shown a modest impact on employment, 

hours worked and with labour force participation holding up. We expect a 

similar occurrence here, with only modest impacts to labour force 

participation, employment, and hours worked (all down). Given that 

Australia was also grappling with floods, the NZ impacts could be even 

minor still. 

 

With a tighter labour market expected  
Picking quarterly movements can be tricky, but we expect the metrics from the labour market surveys to depict a tight 

labour market. Key facets are expected to be as follows: 

- Flat employment over the quarter. Jobs growth is expected to remain anaemic from the HLFS measure following 

barnstorming growth in the middle of 2021.  That would be consistent with the sharp fall in experienced 

employment reported in the Q1 QSBO (to a net -8% from +5% of respondents). Monthly filled jobs largely flat-

lined over Q1 (+0.2% qoq), according to Statistics NZ estimates.  

- Sluggish growth in employment reflects a shortage of workers rather than the weaker demand for labour, with 

the Q1 QSBO survey showing more than a third of firms (36%) reporting labour shortages as the major constraint 

on production, the highest since 1970! Both skilled and unskilled labour shortages were around record highs. This 

suggests NZ employment is well above its maximum sustainable rate. 

- Muted growth in the working age population. From Statistics NZ, the working age population rose just 0.2% in 

Q1 (+0.7% yoy), with annual growth at around 30-year lows as the border restrictions crimped net immigration 

and overall population growth. 

- A record low unemployment rate in Q1. Figures from the Ministry of Social Development show Jobseeker 

numbers at their lowest level in two years (down roughly 5.5% over Q1).  

- Reduced spare capacity within the broader labour market. 

Wider measures of labour market utilisation –

underemployment and the underutilisation rate (9.6% in Q4) 

– are expected to tighten. Hours worked per employee are 

expected to dip as the Omicron outbreak results in more 

absenteeism. 

- Still-high attachment to the jobs market despite Omicron 

disruptions. It’s not jobs, but workers who are in short supply. 

The labour force participation rate (71.1% of the labour force 

in Q4) and the employment rate (68.8% of the working age 

population) could nudge lower but should remain elevated.  
 

There will still be the occasional measurement challenges for Stats 

NZ to contend with, considering the change in work practices that 

have occurred since the pandemic. There have been considerable 

disruptions but the shift towards greater labour market flexibility 

has not all been harmful in our view.   

Wage inflation to lift but outpaced by higher consumer prices 

Upward pressure on wage inflation has been steadily building and we expect this to continue.  The Labour Cost Index 

(private sector ordinary time) should increase by 0.7% qoq, lifting annual wage growth to 3.1%, the highest since 

2008. We also expect the distributional measures to show a broadening in wage pressures. Risks are skewed towards 

wage inflation picking up in 2022 given tight labour market conditions and elevated headline inflation. However, real 

wages for most workers will go backwards in 2022, dampening household purchasing power and contributing to the 
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weaker pace of household spending we expect to emerge in 2022. 

Labour market conditions may tighten before border restrictions are dropped 

NZ is now opening up and looking to more fully reintegrate itself into the global economy, with a staggered relaxation 

of border restrictions over 2022. Many of the challenges facing the NZ labour market are not unique and labour is 

becoming a more precious commodity. NZ could struggle to attract and retain employees increasingly sought after by 

other countries who offer higher wages and a lower cost of living. Net immigration outflows could pick up as kiwis 

head offshore, keeping the labour market tight despite a sluggish domestic demand environment. Much of NZ’s pre-

COVID-19 net immigration has historically come from non-visa waiver countries and the opening of the border later 

this year should alleviate labour shortages. However, the soaring cost of living and tepid population growth might 

dent the boost to domestic demand with rising debt servicing costs expected to keep the housing market on ice. We 

are likely to see a turning point in the labour market within the next 12-24 months, with the unemployment rate to 

move higher and wage inflation to cool given the increasing competition for jobs. This should also lead to a cooling 

in core CPI inflation, with OCR cuts to follow. 

Policy and market implications 

The Q1 labour figures will show the economy has remained above its maximum sustainable level of employment, with 

the risk that the labour market tightens further over 2022. This and the risk of high inflation persisting support the 

prompt removal of monetary stimulus. We expect a 50bp OCR hike in May, with a steady pace of 25bp hikes 

thereafter and a 3.25% OCR peak early next year. The outlook is uncertain, but we expect labour market conditions to 

soften, paving the way for eventual OCR cuts. We have pencilled in cuts from 2024. 

RBNZ’s key measures of labour market underutilisation – all seasonally adjusted 

  

 

Small tick-up in Q4 but likely to remain 

very low over the first half of 2022.   

Sharper falls in unemployment for this 

group with the gap with (lower) 

nationwide unemployment narrowing. 

Figures need to be interpreted with 

caution due to low sample size. 

https://covid19.govt.nz/international-travel/travel-to-new-zealand/when-new-zealand-borders-open/
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Other measures of labour market utilisation monitored by the RBNZ – all seasonally adjusted 

 

Has trended lower from late 2020/early 

2021 COVID-19 peak and consistent with a 

tightening labour market.   
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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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