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Employers hold onto staff through lockdown
Summary
•

The unemployment rate fell by much more than expected, plunging to 3.4% in Q3 2021 from 4%. The labour
market continued to tighten despite the community COVID-19 outbreak and Alert Level 4 lockdown.

•

Employment jumped higher, also much stronger than expected. Firms appear to be willing to hire/hold onto
staff even if they were unable to work during Alert Level 4 restrictions.

•

Wage inflation is starting to lift and the very tight labour market and rising cost of living will drive wage
inflation higher still over the coming year.
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Implications
The labour market remains extremely tight and there appears
to be little impact on labour demand from the COVID-19
community outbreak and lockdown over the second half of
the quarter. Given the Alert Level 3 lockdown has continued
in Auckland, Waikato and Northland to varying degrees, we
may see some dent in employment demand over Q4. But, given the starting point for Q3, the labour market is set to
remain very tight regardless.
Annual wage inflation lifted from 2.2% to 2.5%, and the quarterly increase was faster than the RBNZ expected at the
August Monetary Policy Statement. The lift follows stronger than expected lifts in generalised inflation and, given the
relatively tight state of the labour market, will reinforce RBNZ concerns that the current inflation spike will have
lasting impacts on wage- and price-setting behaviours. We expect the RBNZ will lift the OCR another 25 basis points in
November and lift the OCR to 2% by the end of next year.

Labour demand extremely strong over Q3 despite COVID-19 outbreak
Labour demand was extremely strong over Q3, driving the labour market to extremely tight conditions. The
unemployment rate plunged from 4% to just 3.4% - a rate last seen in December 2007. The fall in the unemployment
rate was much larger than expected – expectations were widely centred on 3.9%. With a sharp fall in unemployment
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rate, it was unsurprising that all the key measures of underutilisation also fell. There is no doubt that the RBNZ is
meeting its labour market mandate (maximum sustainable employment) and indications are that, even with the
current hit to economic activity due to the COVID-19 outbreak, the labour market is set to remain very strong and very
tight.
Employment growth lifted a whopping 2% over the quarter, much stronger than expected. There was very little
apparent impact on hiring demand from the community COVID-19 outbreak and lockdowns which marred the second
half of the quarter. But while the number of jobs lifted, the number of hours worked declined 6.6% qoq. This
suggests firms were confident to look through the lockdown and continue to hire people (or hold onto staff recently
hired) even if they weren’t able to work due to Alert Level 4 restrictions.
The Quarterly Employment Survey (QES) also confirmed strong increases in employment, although suggests gains
were slightly less than in the HLFS survey (the latter is prone to more quarterly volatility). The QES survey largely
reflects the state of the labour market prior to the community outbreak.
At this point of time it is hard to say what the impact on the labour market would have been if it wasn’t for the
community COVID-19 outbreak – perhaps employment would have been even higher. Or potentially, with a lower
response rate than usual, it’s possible the HLFS survey has not picked up the full impact of the lockdown on
employment. Looking ahead, the Alert Level 3 restrictions have continued into the December quarter for Auckland,
Waikato and Northland (to varying degrees for the latter) and these could start to take a toll on those working in
industries which have been forced to remain closed. But even if employment were to dip in Q4, given the starting
point for the labour market ahead of the COVID-19 the labour market would remain in a very buoyant situation
overall.

Wage inflation simmering, set to break out into rapid boil
Wage inflation increases were slightly more modest than
expected, up 0.7% over the quarter vs. ASB and market
expectations of a 0.8% qoq lift. However, the quarterly lift
was slightly stronger than the RBNZ’s August Monetary
Policy Statement forecast of a 0.6% increase. Annual wage
inflation (LCI private sector ordinary time) lifted to 2.5%
from 2.2% and, given the extremely tight labour market and
rising cost of living, we expect wage inflation will continue
to rise to an annual rate of 3% over the coming year.
The tight labour market is starting to drive wage inflation
higher – in Q3 2021 26% of wage increases were to match
market rates or to retain staff, up from 20% a year-ago. In
particular, for those receiving wage increases of 5% plus,
44% of the increases were due to market matching
pressure. With the unemployment rate plunging to very low levels, this source of pressure on wage inflation is set to
continue.
However, it’s the higher cost of living that remains the primary driver of wage increases (58% in Q2 2021) – and this
highlights that risk that very high Consumer Price Index (CPI) inflation results seen over recent quarters (and which are
expected to persist over the coming year) are likely to engrain themselves into wage and price setting behaviour.
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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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