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Tight as a drum 

• The Q2 2022 figures are expected to show an extremely tight labour market, with labour shortages expected to 

push the unemployment rate to record lows  

• Annual wage growth is expected to hit its highest rate since 2008. Rises in living costs will outstrip this, with the 

household sector this year a shadow of its 2021 self. 

• In the absence of a sizeable increase in labour supply the RBNZ will need to increasingly lean on aggregate 

demand so as to cool medium-term inflationary pressure.  We expect a 50bp August hike but would not rule out a 

75bp move. 
 

 

RBNZ forecasts in the above table are from its May 2022 Monetary Policy Statement  

Implications 

The labour market figures will still be clouded by Omicron disruptions but are expected to depict a strong starting 

point, with employment still well above its maximum sustainable level. Widespread and acute worker shortages 

should keep employment growth sluggish, the unemployment rate at record lows, with other labour utilisation 

metrics extremely stretched. Wage growth is expected to accelerate to its highest annual rate since 2008 and become 

increasingly broad-based over the second half of 2022 as a wage-price spiral unfolds. Worker shortages rather than 

the rocketing demand for labour is expected to see the current period of tight labour market conditions persist over 

2022 and likely beyond that, necessitating a period of restrictive monetary settings. We expect 50bp hikes in August 

and October and a 3.75% OCR peak by the end of the year. A relaxation in tight labour market conditions is needed to 

cool inflation, and we have flagged a 2024 timeframe for when the OCR can move to less restrictive levels. 

Q2 2022 labour market figures to show extremely tight labour market 

Correctly picking quarterly movements in the HLFS remains more a case of luck rather than good judgement, with a 

fair degree of Omicron-related noise thrown into the mix. We still expect the metrics of this survey to depict an 

extremely stretched labour market. Key facets of the survey are expected to be as follows: 

- A moderate pace of job gains. Jobs growth is expected to tick up from Omicron-induced weakness in Q1, 

consistent with the pick-up in experienced employment reported in the Q2 QSBO (to +14% from -8% of 

respondents). Monthly filled jobs rose a seasonally adjusted 0.4% in Q2, according to Statistics NZ estimates, 

HLFS ASB (f) Prior RBNZ

  Employment growth (QoQ) 0.4 0.1 0.3

  Employment growth (YoY) 2.3 2.8 2.2

  Unemployment Rate (%) 3.0 3.2 3.1

  Participation Rate (%) 71.0 70.9 70.9

Labour Cost Index

   Private Sector (%, QoQ) 1.2 0.7 1.2

   Private Sector (%, ann) 3.4 3.1 3.4

2022 Q2 Labour Market Estimates
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underpinned by rebounding primary sector employment and solid gains in the goods and services sector.  

- Modest employment growth is more due a shortage of workers 

rather than the weaker demand for labour, with the Q2 QSBO 

survey showing a record 37.2% of firms reporting labour shortages 

as the major constraint on production, with a net 69% reporting 

skilled and unskilled labour shortages (also a record high). This 

strongly suggests NZ employment is well above its maximum 

sustainable rate. 

- Muted growth in the supply of labour. According to Statistics NZ, 

the working age population rose just 0.5% in the June 2022 year, 

close to 30-year lows. We expect muted working age population 

growth over the year ahead, with more people leaving NZ for 

greener work pastures overseas than those arriving in NZ to work. 

- An unemployment rate at record lows. There is a high degree of 

uncertainty given the various factors impacting on the unemployment rate, but it is biased to fall to a record low 

given the extreme tightness in other labour market metrics.  Ministry of Social Development figures show 

Jobseeker numbers down close to 4% in Q2 to their lowest level since early 2020.  

- Little spare capacity within the broader labour market. Wider measures of labour market utilisation – 

underemployment (3.4% s.a.) and the underutilisation rate (9.2% s.a.) – are expected to remain tight. Hours work 

per employee are expected to recover some of the Q1 Omicron dip, but a Q3 dip could be on the cards due to 

greater employee absenteeism due to sickness. 

- Still-high attachment to the jobs market. It’s not jobs, but workers who are in short supply. The labour force 

participation rate (70.9% of the labour force in Q3) and the employment rate (68.9% of the working age 

population) are expected to tick higher. 
 

  

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 1.2% qoq, lifting annual wage growth to 3.4%, the 

highest since 2008. Chunkier rises are expected from the unadjusted LCI 

and for labour earnings data from the QES. Rises in wages, however, are 

generally unlikely to fully compensate for soaring living costs that will 

dampen household purchasing power and contribute to the weak pace of 

household spending we expect for 2022. There is the likelihood that the 

Q2 figures will also show a broadening front of wage increases, and we 

expect the distributional measures to reflect this. Risks are skewed 

towards wage inflation picking up in 2022 as workers seek compensation 

for steeply-rising living costs, potentially kicking off a wage price spiral 

that the RBNZ needs to act decisively to stamp out.  

How will the labour market fare if the economy slows?  

The Q2 labour market figures are expected to show the economy to be well above its maximum sustainable level of 

employment, with wage pressures firming. The pace of economic growth is likely to slow beyond the immediate post-

Omicron Q2 bounce and 2023 is not looking that flash either. The key issue is how quickly this will impact the 

demand for labour and hence labour capacity and medium-term inflationary pressures. We suspect it will take a 

protected period of low (or no) growth in activity to achieve this. To date, employment intentions from the Q2 QSBO 

are well into positive territory (19.6) as are intentions from the ANZ survey (only just at 0.7). Our recent research has 

flagged the importance of the labour market in determining medium-term inflation. We will be following this up in the 

next few weeks, with a more detailed look at what makes the labour market tick.  

Another way to ameliorate acute labour market pressures and avoid crunching demand would be to grow labour 

supply and broader capacity. Signs here do not look promising, with working age population growth stuck at around 

30-year lows and with NZ currently experiencing net permanent and long-term immigration outflows. The 

Government has made some moves to try and open the migration floodgates but increasing labour market mobility 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/2022-inflation%20persistence.pdf
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is expected to be more of a double-edged sword. NZ is struggling to attract and retain employees given the soaring 

cost of living in NZ (7.4% in the June 2022 year according to Stats NZ estimates) and will be competing for workers 

against richer countries overseas.  

NZ will likely continue to experience a net exodus of workers over 

2022 given the pent-up demand for an OE for many kiwis and the 

better employment conditions on offer offshore. We expect a net 

permanent and long-term outflow of around 10,000 persons in 

calendar 2022, before cooling growth in departures and rising 

arrivals will see a net PLT inflow of about 15,000 persons in 2023 

and about 30,000 persons in 2024. This is a shadow of the record 

inflows experienced in the early onset of COVID-19 (annual PLT 

inflows peaked at just under 92,000 persons in the March 2020 

year). The migration outlook, while pivotal for potential labour 

supply and aggregate demand, is highly uncertain. We will be 

closing watching metrics (including job ads, and migration flows) for 

signs of a turning point.  

Policy and market implications 

There is a lot already priced in, including 55bps for August and close 

to 150bp by the end of the year, with an OCR endpoint of around 4%. Strong labour market prints should provide a 

boost to near-term market pricing and the NZD as markets factor in the RBNZ increasingly front-loading rate hikes and 

potentially extending the rate hike cycle.  

What then for the RBNZ? On both its labour market and inflation metrics, past monetary settings were clearly too lax. 

High inflation looks to be increasingly entrenched and domestically driven and this necessitates more forceful action 

and tough talk by the RBNZ to ensure future inflation outcomes align with the 1-3% inflation target. We expect the 

RBNZ to deliver at least a 50bp hike in the August MPS (we would not rule out a 75bp lift) and to marginally bring 

forward the May MPS rate hike profile while keeping a circa 4% peak.  
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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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