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Time to ask for that pay rise 

• Focus of the Q2 labour market data will be on wage inflation and the RBNZ’s indicators of labour market 
utilisation.  

• We expect Q2 LCI wage inflation to lift by 0.8% over the quarter, up 2.1% over the year.  Wage pressures are 
set to continue to increase over the coming year.   

• The RBNZ will also be watching the Q2 HLFS labour market underutilisation rate and the unemployment rate of 
20–24-year-olds as confirmation that there is reduced slack in the labour market.  

Key figures to watch 
StatsNZ release a range of Q2 labour market data on Wednesday 4th August (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). 

 

Implications 
The NZ labour market has proved remarkably resilient throughout the pandemic, in part thanks to the large fiscal 

support from the COVID-19 wage subsidy scheme.  Over the past 6 months, as the NZ economy has continued to 

grow, but with labour supply constrained by international border restrictions, the labour market has tightened 

significantly.  Indeed, the Q2 NZIER Quarterly Survey of Business Opinion highlighted just how tight the labour market 

has become. Employers are now frantically competing with each other to attract and retain staff.  The strength of the 

labour market recovery no longer looks to be in doubt, and the economy is effectively at (or close to) its maximum 

sustainable level of employment. The Q2 HLFS figures are likely to confirm this. The other key focus of the Q2 labour 

market data release will be on the inflationary impacts of a tight labour market.  In particular, the wage inflation 

figures and the RBNZ’s measures of labour market underutilisation.   

We expect the RBNZ to start lifting the OCR from August, but the pace and magnitude of OCR hikes over the coming 6 

months are likely to be influenced by four key factors.  These are inflation expectations, the pass through of costs to 

HLFS ASB (f) Prior RBNZ

  Employment growth (QoQ) 1.0 0.5 0.2

  Employment growth (YoY) 1.5 0.3 0.7

  Unemployment Rate (%) 4.4 4.7 4.7

  Participation Rate (%) 70.7 70.4 70.4

Labour Cost Index

   Private Sector (%, QoQ) 0.8 0.4 0.8

   Private Sector (%, ann) 2.1 1.6 2.1

Q2 Labour Market Forecasts
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consumers, labour market utilisation and wage growth. The Q2 CPI figures demonstrated firms are having little 

difficulty in passing on higher costs to end consumers.   Inflation expectation figures from the RBNZ will be released 

around a week before the August Monetary Policy Statement and we anticipate a sizeable lift. The Q2 employment 

data released next week will provide insights on labour market utilisation and wage growth.   

Wage inflation to lift strongly 
We expect the benchmark measure of wage inflation, the Private Sector Ordinary Time Labour Cost Index lifted by 

0.8% qoq in Q2, bringing annual wage inflation up to 2.1%.  In quarterly terms, this is a strong lift, particularly 

compared to rate of growth the past 10 years.  But it’s not yet quite on par with the rates of growth we saw during the 

previous peak in wage inflation (2007/2008), which saw combined annual LCI wage inflation peak at around 4%.  

Given inflation tends to be a lagging variable, we expect to see wage inflation pressure to continue to build over the 

coming year, with LCI wage inflation forecast to lift to 2.9% by the end of the year.  The risks are skewed to wage 

growth being stronger than forecast. 

We tend to see stronger quarterly wage growth in June quarter given that this incorporates April increases in the 

minimum wage.  In 2021, the minimum wage increased from $18.90 to $20.   While a sizable lift (5.8%), it’s a smaller 

percentage increase compared to the 2019 lift (6.8%), which helped push the Q2 LCI up 0.84% in 2020.  

In the May MPS (figure 2.6), the RBNZ identified a number of measures it looks at to assess the tightness of labour 

market.  We detail those measures in the table below, and at the end of this document is a chart pack of these 

indicators.  In Q1, a number of measures suggested some slack in the labour market remained. In particular, the 

underutilisation rate – which remains elevated due to the high number of people underemployed and actively seeking 

more hours.   In addition, the youth unemployment rate (the 20-24 age group in particular) remained elevated.  We 

will closely look at how these segments of the labour market fare over Q2.  

 

Employment up, but limited labour supply could hamper growth 
We expect Q2 HLFS Employment lifted 1% - driving the unemployment rate lower to 4.4% (from 4.7%).  Given high 

level indicators, such as employment intentions, the risks to employment growth are skewed to the upside.  We 

expect much of this additional employment was met by pulling additional labour into the work force – and we expect 

to see a lift in the labour market participation rate to 70.7% from 70.4% of the working age population. 
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RBNZ’s key measures of labour market underutilisation – all seasonally adjusted 

  

 

 

 

 

Although down from its peak, still elevated 

in Q1 due to high underemployment 

(largely due to high numbers actively 

seeking more hours – see next page).  

Elevated in Q1. 

Small increase during pandemic, but close 

to pre-pandemic levels.  
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Other measures of labour market underutilisation monitored by the RBNZ – all 
seasonally adjusted 
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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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