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A glance back to pre-Delta times 

• Q3 wage growth is likely to be very strong, with risks skewed to a larger-than-expected increase.  The tight 
labour market, rising cost of living and increased inflation expectations will continue to put upward pressure on 
wages. 

• Measurement challenges due to lockdown will impact the insights we can take from the Q3 labour market 
data.  The impact of the Alert Level 4 on HLFS employment will be difficult to interpret.  Meanwhile, the QES 
data can confirm how strong the labour market was prior to the community outbreak of COVID-19.  

• Even if the labour market softens somewhat over the second half of 2021, it will most likely bring the balance 
of labour market conditions from extremely tight, to still somewhat tight.   

Key figures to watch 
StatsNZ releases a range of Q3 labour market data on Wednesday 3th November (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). 

 

Note the RBNZ forecasts in the above table are from its August Monetary Policy Statement and were finalised prior to the discovery 

of COVID-19 in the NZ community. 

Implications 
The Q3 labour market figures will be mixed, but for the most part the outcomes will reflect how well the labour 

market was doing ahead of the community outbreak of COVID-19 in August.  From that perspective, the labour market 

figures released on Wednesday 4th November are already somewhat dated. Ahead of the first case being discovered, 

the NZ economy was exceptionally strong and the labour market was rapidly overheating.  Demand for labour far 

outstripped supply, with the latter constrained by international border closures.  Employment was strong, and the 

conditions were ripe for strong increases in wages.  Measurement challenges due to lockdown will impact our ability 

to interpret the impact of Alert Level 4 restrictions on employment.   The HLFS survey saw a fall in its response rate, 

which impacts its reliability.  Meanwhile, the QES survey largely covers the period prior to the discovery of COVID-19 

in the NZ community.   

HLFS ASB (f) Prior RBNZ

  Employment growth (QoQ) 0.5 1.1 0.3

  Employment growth (YoY) 2.8 1.7 2.6

  Unemployment Rate (%) 3.9 4.0 3.9

  Participation Rate (%) 70.6 70.5 70.5

Labour Cost Index

   Private Sector (%, QoQ) 0.8 0.9 0.6

   Private Sector (%, ann) 2.6 2.2 2.4

Q3 Labour Market Forecasts
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Wage inflation to lift 
Upward pressure on wage inflation has been steadily building over the past year.  We expect the Labour Cost Index 

(private sector ordinary time) to increase by 0.8% over the quarter, lifting annual wage growth to 2.6% from 2.2%.  

Risks are heavily skewed to an even stronger outcome – all conditions are ripe for large wage increases.  The labour 

market was incredibly tight (at least prior to the community outbreak), with firms consistently reporting difficulty in 

finding and retaining labour.  Furthermore, the outsized lift in the Q3 Consumer Price Index confirms the sharp 

increase in the cost of living and will in turn fuel higher inflation expectations, reinforcing pressure for larger wage 

increases.   

Labour market was exceptionally tight prior to the arrival of Delta 
Over July and the first half of August, employment growth was strong.  However, on August 17th the first community 

case of the Delta variant was discovered, and the country was sent into an Alert Level 4 lockdown that evening.  While 

most of the country was able to quickly get back to Alert Level 2 by early September, Auckland and the Waikato 

remain in Alert Level 3 settings which is constraining economic activity for a large chunk of NZ (43% by population).  

Job seeker figures suggest there was a decline in employment over the second half of the quarter.  The key question is 

how large this fall was relative to the increase in jobs seen over the first half of the quarter – and how accurately this 

fall in jobs was measured given the measurement challenges StatsNZ faced as a result of lockdown.   

Q3 data unlikely to reflect the full impact of COVID-19 on the labour market 
The official unemployment rate and employment figures come from the Household Labour Force Survey (HLFS).  The 

HLFS is surveyed continuously over the quarter but as a result of the lockdown the response rate fell, and this may 

impact the reliability of the estimates over the second half of the quarter.  The Quarterly Employment Survey also 

measures employment – but it’s not a measure of the whole quarter, it’s a point in time reference.  According to 

StatsNZ, the QES collected pay information during the payroll period(s) ended on or before Friday 20 August 2021.  

For the most part, this largely reflects hours worked prior to the community case being discovered on Tuesday 

afternoon 17th August.  The QES measures of employment should be treated as a summary of how strong the 

labour market was prior to the community outbreak of COVID-19.  

We expect that employment lifted 0.5% qoq, which is less than the increase we would have expected if the Delta 

variant had not arrived in NZ.  As a result, we expect the unemployment rate to fall to 3.9% from 4%.  Employment 

indicators are mixed: while the Jobseeker figures point to job losses taking place over the quarter, the monthly 

employment indicators suggest hiring remained firm through September. Given concerns over measurement issues 

mentioned above, we have more uncertainty around our forecast for the unemployment rate.  Furthermore, with the 

QES survey not capturing the locked-down half of the quarter, we don’t feel we can get a reliable read on labour 

market implications of the COVID-19 outbreak from the Q3 data.  

RBNZ’s medium-term focus 
Even if the labour market softens over the second half of 2021, it will most likely bring the balance of labour market 

conditions from ‘extremely tight’, to ‘still somewhat tight’.  The key measures of labour market utilisation monitored 

by the RBNZ all fell sharply over Q2 and were at levels that were consistent with the labour market being at maximum 

sustainable employment – one of the RBNZ’s two targets.  Furthermore, the RBNZ emphasised its medium-term focus 

at the most recent OCR announcement.  At this stage, indications suggest the economy remains resilient, and we 

believe any softening in the labour market is likely to be temporary.  We expect labour market measures will be 

largely consistent with being at or close to maximum sustainable employment by early to mid-2022.  However, the 

upward pressure on wage inflation will remain and the RBNZ’s inflation mandate will stay under threat, and we expect 

the RBNZ will continue to lift the Official Cash Rate over the coming year. 

 

 

https://www.stats.govt.nz/methods/covid-19-and-labour-market-statistics-in-the-september-2021-quarter
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RBNZ’s key measures of labour market underutilisation – all seasonally adjusted 

  

 

 

 

 

Sharp fall over Q2 – largely back to pre-

pandemic levels.  Likely to see a small lift 

over Q3 and Q4.   

Fell sharply over Q2 and is largely back to 

pre-pandemic levels.  Q3 figures need to 

be interpreted with caution due to lower 

survey response rates.  StatsNZ noted 

some difficulty in contacting younger 

people during lockdown.  

Has remained broadly stable and 

consistent with a strong labour market, 

albeit with some quarterly volatility.   
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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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