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Wage price spiral spells trouble for the RBNZ 
• The Q2 NZ unemployment rate edges up from record lows, but the labour market still looks exceptionally 

tight with employment well above its maximum sustainable level.   

• Labour cost growth soars to a post-GFC high with more sizeable rises to come as workers seek compensation 

for the skyrocketing cost of living in a tight labour market. 

• The labour market is expected to remain exceptionally tight heading into 2023, with the RBNZ needing to 

increasingly lean on aggregate demand so as to cool medium-term inflationary pressure.   

 

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

Implications 

The figures were still partly clouded by Omicron disruptions and potential HLFS noise. Looking beyond the quarterly 

volatility it is clear that the labour market still looks extremely tight, with employment well above its maximum 

sustainable level, stretched labour utilisation metrics and the unemployment rate still close to record lows. Wage 

inflation looks to be stirring, with annual growth in private sector labour costs rising to 3.4%, the highest since 2008.  

What’s more, the distributional figures showed a broadening front of wage increases, pointing to a wage-price 

spiral unfolding. Despite softening signs on the outlook for economic activity, we expect the labour market to 

remain tight and the unemployment rate to remain close to record lows over the 2nd half of 2022 and into 2023. 

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

tough talk by the RBNZ to ensure future inflation outcomes align with the 1-3% inflation target. The global scene is 

wobbly and NZ and global growth is slowing, but we expect the RBNZ to deliver a 50bp hike in the August MPS and 

125bp hikes in total by year-end (3.75% OCR peak). 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. 

Unemployment rate edges up as employment flatlines. 

The Q2 unemployment rate edged up to 3.3%, slightly above record lows for the post-1985 quarterly history of the 
Household Labour Force Survey (HLFS) and above market and RBNZ expectations. The rise in the unemployment rate 
partly reflected weak employment, with HLFS employment largely flat in Q2 and Q1 employment revised up to a flat 
outturn. The Quarterly Employment Survey (QES) showed a 1.1% Q2 fall in filled jobs, with annual growth slowing to 

Household labour Force Survey Actual ASB Market RBNZ

Employment growth (QoQ) 0.0 0.4 0.4 0.3

Unemployment Rate (%) 3.3 3.0 3.1 3.1

Participation Rate (%) 70.8 71.0 71.0 70.9

Labour Cost Index

   Private Sector (%, QoQ) 1.3 1.2 1.1 1.2

   Private Sector (%, ann) 3.4 3.4 3.3 3.4

2022Q2 Labour Market data
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1.5%. Paid hours fell 0.7% (1.3% yoy). By contrast, HLFS hours 
worked (+0.5% qoq in Q2) rebounded from the Q1 Omicron 
disruptions.  

Partly offsetting the flat employment outturn and dampening the 
unemployment rate was lower labour force participation, with the 
participation rate easing to 70.8% of the working age population, 
which remains historically high. The employment rate also eased 
to (a still-high) 68.5% of the working age population. We expect 
these metrics to remain elevated, consistent with a tight labour 
market. The underutilisation rate (9.2%) remained historically low, 
consistent with a stretched labour market. 

Looking beyond the quarterly volatility it is clear that the labour 
market still looks extremely tight. Annual growth in employment 
slowed to 1.6% but remained well above that of growth in the 
labour market (0.9% yoy) and working age population (0.5% yoy). 
As such, the 3.3% Q2 unemployment rate compared to 4.0% a 
year ago. 

As wage growth picks up and broadens 

Labour cost increases (LCI private sector wages both excluding 
and including overtime) were slightly stronger than expected at 
1.3% qoq. Annual LCI inflation rose to 3.4%, its highest since 
2008. 

Underlying details confirmed labour costs were on the way up, 
pointing to a wage-price spiral unfolding.  The distributional 
figures showed 66% of jobs had wage increases with an elevated 
26% of jobs seeing increases of more than 5%, the highest since 
2008.  A chunky 16% saw increases between 3% and 5%. Median 
(4.3%) and mean increases (5.1%) were also extremely elevated. 

A better reflection of underlying wage pressure is the unadjusted 
LCI. On this measure wage inflation for the private sector 
accelerated to 5.2% in the June 2022 year, but still below the 
7.4% overall increase in the cost of living for households (7.3% 
annual increase in the CPI). Average hourly earnings from the 
QES rose 2.2% in Q2 (6.4% yoy), again below increases in the cost 
of living. 

Our take 

The rub for the RBNZ is that the labour market has a clear 
impact on medium-term inflation, but many of the factors 
impacting the labour market are beyond the control of a 
central bank.  

A sizeable increase in labour supply would help alleviate 
widespread and acute labour shortages, but the short-term 
prospect of this occurring looks increasingly remote. Border 
restrictions have been progressively eased, but the pent-up 
demand for kiwis wishing to venture offshore and take the 
higher wages on offer should see more workers leave NZ than 
arrive. This, and potential worker absenteeism due to COVID-
19, will keep the labour market tight well into 2023. It will 
mean the unemployment rate remaining close to record lows 
and with pronounced wage increases despite slowing 
economic growth. 

The global scene is wobbly and NZ and global growth is 
slowing, but the RBNZ will need to restrain demand and to cool medium-term inflationary pressure.  We expect the 
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RBNZ to deliver a 50bp hike in the August MPS and 125bp hikes in total by the end of the year (3.75% OCR peak). 
Odds of a 75bp August hike remain and are much more likely than a 25bp lift.  

A relaxation in tight labour market conditions is needed to cool inflation. Our recent research has flagged the 

importance of the labour market in determining medium-term inflation. We expect the labour market to eventually 

loosen from next year as net immigration outflows turn into inflows, and the competition for jobs amongst workers in 

NZ increases. If this occurs, OCR cuts become a more realistic prospect and we have flagged a 2024 timeframe for 

when the OCR can move to less restrictive levels. Still, this is highly uncertain. We are currently doing some more 

work on what makes the labour market tick and hope to release results in the next few weeks.  

Market Reaction 

Markets interpreted the labour market data to be dovish, with the 2-year swap yield down 4bps after the release, but 

still 4bps up on the market open. Market pricing was fractionally scaled back with a 50bp hike still fully priced in for 

August. The NZD/USD dropped 40 pips (to 0.6225), continuing the weakening NZD trend. We caution against focusing 

on headline numbers, with the details of the HLFS stronger than the unemployment rate print, and with signs on the 

wage front a clear worry to the RBNZ. 
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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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