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Solid, not spectacular  

 The Q3 labour market prints are expected to show elevated labour market utilisation, a broadly stable 

unemployment rate and moderate quarterly increases for employment. Risks to employment growth are tilted 

to the downside. 

 Pay equity settlements for the health care sector should contribute towards a 0.5% qoq increase in the Private 

Sector Labour Cost Index (LCI), with annual LCI wage inflation easing to 1.9%. Risks are broadly balanced. 

 With a still-contained wage inflation backdrop and some uncertainty over the medium-term growth outlook, a 

prolonged period of stability on OCR settings is expected.  

 

 

Summary & implications  
 

 The RBNZ looks to be meeting its PTA objectives in terms of “supporting maximum sustainable employment 

within the economy”.   

 We expect Q3 employment from the Household Labour Force Survey (HLFS) to rise by 0.4% qoq, which 

should see annual employment growth slow to 1.9%, the lowest in two years. 

 Labour utilisation is expected to remain high, with the unemployment rate broadly stable (and low), and with 

both labour force participation and employment rates at elevated levels. 

 Pay equity settlements for health care workers should deliver a 0.5% qoq increase in private sector LCI 

wages, although annual inflation should drop back to 1.9%.  

 Distributional measures should continue to depict a generally contained wage inflation backdrop outside of 

some key pockets. 

 We do not expect any inflationary smoking guns in the labour market to become apparent for a while yet and 

expect the RBNZ to keep the OCR on hold until 2020. 

 

Household labour Force Survey ASB Prior RBNZ

  Employment grow th (QoQ) 0.4 0.5

  Employment grow th (YoY) 1.9 3.7

  Unemployment Rate (%) 4.5 4.5 4.5

  Employment Rate (%) 67.7 67.7 67.8

  Participation Rate (%) 70.9 70.9 70.9

Labour Cost Index

   Private Sector (%, QoQ) 0.5 0.6 0.5

   Private Sector (%, ann) 1.9 2.1 1.9

Q3 Labour Market Forecasts
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Labour market expected to remain tight 

We expect overall HLFS employment to post a moderate 0.4% qoq increase in Q3 2018, with annual employment 

growth slowing to 1.9%, a two-year low.  Other published employment measures, including filled jobs and paid hours 

from the Quarterly Employment Survey (QES) should post moderate annual growth rates.  We note there is a risk that 

softening employment intentions from the QSBO and the ANZ Business Outlook flow though into hiring more 

quickly than suggested by historical relationships.  The Q3 NZIER Quarterly Survey of Business Opinion showed a net 

balance of zero respondents had increased staffing over the September quarter, a six-year low. Employment 

intentions from the ANZ Business Outlook were in negative territory for both August and September. 

Growth in the working-age population is slowing. Earlier published 

figures from Statistics New Zealand confirmed that the working-age 

population increased by 0.4% in Q3 (+2.1% yoy), with the addition of 

just 79,000 persons over the last 12 months, the lowest in three 

years. Growth in the working-age population is expected to continue 

to cool as net permanent and long-term (PLT) immigration slows.  In 

the absence of a sustained pick-up in labour productivity growth this 

will slow the potential growth rate of the economy. It will, however, 

likely ensure still-strong attachment to the labour market. We 

expect the HLFS participation rate (currently 70.9% of the labour 

force) and the employment rate (67.7% of the working-age 

population) to remain elevated over the next few years. 

We remain constructive on the NZ economic outlook and expect 

employment growth to broadly track that of the economy. A 

modestly weaker short-term growth outlook should temporarily halt the decline in the unemployment rate. However, 

strengthening growth momentum from the second half of next year should push down the unemployment rate 

towards 4% by late 2019/early 2020.    

Wage growth contained, but poised to stir  

We expect a 0.5% quarterly increase in private sector LCI wages, with 

annual wage inflation at 1.9%.  Q3 marks the second round of the 

$2bn pay equity settlement for 55,000 care and support workers. Our 

back of the envelope estimates suggest this will add approximately 0.1 

percentage points to LCI wage inflation. Nevertheless, we still do not 

expect the wage data to confirm a generalised strengthening in wage 

increases just yet. Median and mean wage increases from the LCI are 

expected to remain relatively contained at around 2.5% yoy.  

As we have noted previously, we suspect we are around the trough 

for annual wage inflation. Over the next few years, we expect 

minimum wage increases, Fair Pay Agreements and increasing 

pressures on labour market capacity to add to annual wage inflation. 

Our outlook for wage inflation is somewhat firmer than the RBNZ’s 

August projections (see chart).   

Market reaction and policy implications 
The labour market report is published on Wednesday, November 7, the day before the Reserve Bank’s (RBNZ) 

November Monetary Policy Statement (MPS) on August 9. The RBNZ will not have sufficient time to fully incorporate 

the findings of the Q3 labour market prints into its forecasts or policy deliberations.  
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Absent of a drastic change in labour market fortunes becoming apparent in the Q3 data, we expect the RBNZ to 

confirm that the Q3 labour market prints are consistent with the objectives in the Policy Targets Agreement (PTA) of 

aiming “supporting maximum sustainable employment within the economy”. As such, the labour market is likely to be 

in little need of additional policy stimulus. By the same token, however, the Q3 labour market data are unlikely to 

scare the inflationary horses and prompt a rethink on OCR settings. 

 

Looking ahead, we expect the unemployment rate to remain broadly stable over the next 12 months, and fractionally 

below RBNZ estimates of the Non-Accelerating Inflation Rate of Unemployment (NAIRU, around 4.7%). The tightening 

labour market, increases in the minimum wage, and rising headline inflation should eventually help lift wage growth 

over 2019 and 2020. However, plenty can happen between now and then and the RBNZ will want to see concrete 

evidence of firming inflation before lifting the OCR.  
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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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