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Labour market set to remain tight over 2022  

• The unemployment rate starts 2022 at a record low, with employment above its maximum sustainable level   

• Wage growth accelerated to a post-GFC high with more sizeable rises to come as workers seek compensation 

for the skyrocketing cost of living 

• The labour market is biased to tighten further over 2022 with the OCR needing to move up further  

 

HLFS Actual Market ASB RBNZ 

Employment growth (%, QoQ) 0.1 0.1 0.1 0.3 

Unemployment Rate (%)  3.2 3.1 3.0 3.3 

Participation Rate (%) 70.9 71.0 70.9 71.1 

Labour Cost Index   
 

 

 Private Sector (ex-overtime %, QoQ) 0.7 0.7 0.7 0.7 

 Private Sector (ex-overtime %, ann) 3.1 3.1 3.1 3.1 

 

Implications 

Today’s Q1 data confirmed that the NZ labour market is extremely stretched.  The Q1 unemployment rate held at a 

3.2% record low for the post-1985 quarterly history of the Household Labour Force Survey. The HLFS overall was a 

touch softer than ASB expectations but confirmed employment is above its maximum sustainable level. There were 

some signs that the Omicron outbreak disrupted the labour market. Wage growth accelerated to its highest annual 

rate since the GFC, and there is the risk that increases will become more broad-based over 2022. The phased 

relaxation of 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 before a turnaround in net immigration alleviates labour shortages. We 

assume a 50bp OCR hike in May and for a 3.25% OCR peak in early 2023. 

 

Labour market tight as a drum  
Today’s data confirmed that the NZ labour market has continued to tighten and is extremely stretched.  The Q1 

unemployment rate held steady at 3.2%, around record lows for the post-1985 quarterly history of the Household 

Labour Force Survey. Other metrics, including the participation rate (70.9%), underutilisation rate (9.3%) and 

employment rate (68.6%) eased a tad, but were consistent with a stretched labour market with employment above its 

maximum sustainable level.  

Employment growth remained lacklustre with HLFS employment up by 0.1% following barnstorming growth in the 

middle of 2021. The annual growth in employment slowed to 2.9% but remained well above growth in the labour 

force (1.4% yoy) and working age population (0.6% yoy). The sluggish employment reading was consistent with survey 
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evidence and the monthly filled jobs data from Statistics NZ. 

Rather than being due to weak demand for workers, slowing 

growth reflects increasing difficulties in finding labour given 

weak labour force growth. 

The Quarterly Employment Survey (QES) showed strong 

demand for labour in Q1, with solid 0.4% qoq and 4.9% yoy rises 

in full-time equivalent employment, but slowing growth in paid 

hours (0.2% qoq, 5.9% yoy). Average weekly earnings growth 

lifted 1.0% over Q1, with annual earnings growth steady at 5.7% 

over the March 2022 year, just a shade below the 6.9% annual 

CPI inflation rate and the 6.6% increase in average household 

living costs.  If sustained, this will help counter the impacts of 

high inflation and rising mortgage interest rates and support 

broader consumer spending. 

Some signs of Omicron disruptions  
The labour market figures showed some evidence of disruptions from the Omicron outbreak. Hours worked (-0.2% 

qoq, 1.3% yoy) eased from Q4 levels, with workforce participation lower at 70.9%. Statistics NZ noted that the number 

of people away from work due to sickness (44,000 employees away for a week or more) was up two-thirds compared 

to a year ago. We expect this to revert back in the coming quarters. The earlier Australian experience has shown a 

modest impact on employment, hours worked and with labour force participation holding up. Indeed, the lack of 

more tangible impacts is testament to the flexibility and adaptability of the labour market  

  

Wage inflation starting to stir 
Wages (LCI private sector wages excluding overtime) in Q1 

were in line with expectations, posting a 0.7% Q1 rise. This 

took the annual change in wages to 3.1%, the highest since 

2008.  A look at the industry splits shows that larger rises 

were concentrated across a few groups – healthcare in the 

public sector, and transport, arts & recreation, and primary 

manufacturing in the private sector – with median increases 

for all sectors rising to 3.9%, with the mean increase lifting to 

5.0%. Average hourly earnings from the QES registered a 

solid 1.7% qoq (4.9% yoy) clip. 

 

Increases from the analytical unadjusted LCI came in at 

1.3% qoq (5.0% yoy) with the annual increase the largest 

since 2009.  The distributional measures showed an elevated 

48% of jobs had wage increases of 2% or less. Other signs 

suggest that wage pressures were starting to broaden. The 

proportion of jobs reporting increases from a year ago (63%) has continued to creep higher. The portion of jobs 

reporting more than a 5% increase rose to 23%, the highest since 2009. Given the escalation in living costs and the 

tight labour market the proportion of jobs registering sizeable increases looks set to rise. 

 

Where to from here? 
To us, it is the direction of travel of the labour market indicators rather than the point estimates. The Q1 labour 

figures have broadly confirmed that the labour market has remained extremely tight with employment well above 

its maximum sustainable level. With labour force growth still truncated by border restrictions, the likelihood is that 

the labour market will tighten heading into the middle of the year even if employment growth remains lacklustre. The 

staggered opening of the NZ border will not help initially to relieve pressures on the labour market with the risk that 

the labour market gets tighter as kiwis seek higher wages and a higher standard of living offshore. 
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Wage inflation looks set to strengthen over the course of this year given the tight labour market and compensation for 

the skyrocketing cost of living. We expect annual LCI inflation to rise above 4% by the end of the year. Unless this is 

offset by higher productivity or margin compression the upshot will be higher consumer prices and a wage-price 

spiral that should see much of the recent lift in core inflation persist. This will be particularly worrying for the RBNZ, 

who need to move the OCR into restrictive levels pronto (i.e. well above 2%). We expect a 50bp OCR hike in May, with 

a steady pace of 25bp hikes thereafter and a 3.25% OCR peak by early next year.  

 

What about beyond then?  The outlook is highly uncertain, but NZ’s allure as a good place to work and live will likely 

trigger an increase in immigration and see the return of net immigration inflows. However, this is unlikely to herald 

the return to the boom times for domestic demand and the housing market given stretched affordability and rising 

living costs. If anything, 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.  In turn, 

softening labour market conditions will ease pressures on core inflation and pave the way for eventual OCR cuts. We 

have pencilled in OCR cuts from 2024. 
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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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