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Now hiring
•

Stats NZ release Q2 labour market data on 4 August next week.

•

Robust labour demand is helping to drive a tightening in the labour
market, with very strong prints for job ads, employment intentions, and
monthly filled jobs over the June quarter. As a result, we expect that the
unemployment rate declined from 4.7% in Q1 to 4.4% in Q2, driven by
a 1.0% q/q (1.5% y/y) rise in employment.



We expect wage inflation will have jumped as record labour market
tightness, exacerbated by the closed border and the Q2 increase in
minimum wage, sees firms willing to pay top dollar. We think labour
costs rose 2.4% y/y, and that hourly earnings rose 4.5% y/y.



Labour market indicators show that employment is already at or close to
full employment, and with inflation running at 3.3% y/y in Q2, another
strong labour market print will add further pressure for the RBNZ to hike
the OCR on 18 August.

Contact
Finn Robinson or Sharon
Zollner for more details.

Key points
Labour market data for the June 2021 quarter are released on 4 August.
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The labour market has demonstrated remarkable resilience in the aftermath
of the COVID recession, and timely indicators suggest that this strength
continued over Q2. Actual and expected employment in the QSBO
increased, while difficulty finding skilled and unskilled labour have both hit
record highs (figure 1). Job ads have blown through records month after
month, and combined with our unemployment forecast in Q2, imply a record
level of labour market tightness. These indicators have contributed to our
assessment that employment is probably already at or close to full
employment. We’ve already reached a cyclically very tight labour market
(although structurally, we still have room for improvement, in particular
with Māori unemployment still at 8.4%, versus 4.7% nationwide).
Figure 1. QSBO employment indicators

Wages

3.0%

Source: NZIER, Macrobond, ANZ Research

Monthly filled jobs data does suggest that firms are still filling vacancies at a
surprisingly rapid pace, with jobs up 1.1% m/m (2.4% y/y) in June alone
(figure 2). Consequently, we think that overall employment increased 1.0%
q/q (1.5% y/y) in the June quarter. And that should see unemployment tick
down from 4.7% in Q1 to 4.4% in Q2, despite our expectation that the
participation rate will recover further to 70.6% from 70.4% previously
(figure 3).
Figure 2. HLFS Employment and monthly filled jobs

Figure 3. Unemployment and participation rate forecasts

Source: Stats NZ, Macrobond, ANZ Research

Not unusually, the main area of uncertainty around our forecast is the
participation rate. This increased from 2013 to 2018 but then plateaued,
with population aging offsetting the impact of higher participation by women
and older workers. But we’re now seeing a cyclical recovery in participation
as the labour market bounces back from COVID. At some point, the net
impact of these forces may become negative, leading to a lower
participation rate than expected. Were this to happen in Q2, it would only
exacerbate labour shortages, putting more upwards pressure on wages and
wider inflation momentum.
Of course, employment growth could also come in slower than the 1.0%
that we’ve pencilled in. But given the extremely high levels of labour market
tightness and ongoing strong demand for labour (figure 1), we think a weak
employment print would likely be due to a lower-than-expected participation
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rate, or residual matching issues due to COVID. Both of these are supplyside issues (ie inflationary for wages).
The increases in measures of labour market tightness (some to record
levels) show that workers are in increasingly hot demand. And with living
costs rising rapidly and household inflation expectations having soared to
5%, conditions are ripe for a surge in wages in New Zealand.
Across the country finding staff across all skill levels is becoming
increasingly difficult – and that means that the labour market is a seller’s
market at the moment (ie workers have the bargaining power right now). If
firms aren’t willing to shell out top dollar for staff, then people can relatively
easily jump ship and find jobs with businesses who will. This is something
that we’ve also seen overseas, with quit rates in the US jumping in recent
months. These ‘job-to-job’ transitions are actually a key driver of large wage
rises in New Zealand (in fact, a lack of job-to-job movements was one
explanation for low wage growth after the GFC).
The recent rise in the minimum wage to $20/hr will also put upward
pressure on wages, particularly towards the bottom end of the income
distribution. Given the sheer amount of labour demand, the higher minimum
wage is less likely to have a negative impact on employment. And it likely
means that workers who were previously only a bit above minimum wage
may be more successful at extracting a larger salary increase so that they
remain above the new minimum rate.
All up, we think that labour costs accelerated sharply in the June quarter, up
1.0% q/q (2.4% y/y – figure 4). That would be the largest quarterly
increase since 2009. Looking at hourly earnings, we expect to see wages
jump 1.7% q/q (4.5% y/y). It’s not clear how long the tight labour market
will take to feed through into wages – people need to go through pay
reviews or the hiring process before bigger pay cheques land in their bank
account. But with the labour market so tight, we do think we’ll see very
strong wage pressure this year, even if it takes a little longer to come
through than we’ve forecast.
Figure 4. Wage inflation measures

Source: Stats NZ, Macrobond, ANZ Research

RBNZ implications
Next week’s labour market data is the final big piece of data the RBNZ will
get before the August MPS (except the Q3 Survey of Expectations out 12
August, which will give them an update on their most-trusted measure of
inflation expectations). It’s hard to see a scenario where the data doesn’t
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reaffirm that the OCR should to be hiked at that meeting. Given the sheer
strength in indicators of labour demand, any disappointing headline
unemployment or employment numbers will likely stem from supply-side
factors like reduced participation or continued matching issues. These
factors would all act to push wages and prices higher, consistent with our
view that August is odds-on as the date of OCR lift-off, barring a COVID
outbreak in the meantime.
A final thing to note is that in the most recent Monetary Policy Review the
RBNZ was at pains to highlight the “reported underutilisation of labour” as
one reason to be cautious about the outlook for inflation over the medium
term. At the time, we noted that that was a conclusion one could make
based on Q1 data, but given recent indicators of labour market slack for Q2,
it’s hard to make the case that there’s much (if any) spare capacity left in
the labour market.
It’s true that in Q1, underemployment and unemployment were both still
above pre-COVID levels (with underemployment possibly up in a structural
sense since the GFC – figure 5). And that was probably still the case in Q2
as well.
Figure 5. Components of underutilisation

Note: The potential labour force captures people who don’t quite meet the definition of
unemployed. They are either 1. actively seeking work but not available in the reference
week of the survey, or 2. not actively seeking work but were available in the reference
week of the survey and want a job (this captures discouraged workers). See Stats NZ’s
introduction to underutilisation statistics for more detail.
Source: Stats NZ, Macrobond, ANZ Research

But it also looks like the NAIRU is currently higher. Distortions in the
economy mean that matching employers and job-seekers is more difficult at
the moment. If monetary policy tried to achieve pre-COVID unemployment
and underutilisation numbers regardless, it would generate significant
inflation and a boom-bust that wouldn’t actually help workers (or firms) in
the medium term.
Put another way, based on indicators like job ads, we’re considerably more
confident about the fact that we’re already at or above full employment,
than we are about what precisely that number is at the moment. Whatever
the published employment and underutilisations numbers, unless something
comes along to change the economic picture, we think robust wage inflation
will support strong underlying inflation pressures over this year,
necessitating OCR hikes to cool things down and put us onto a more
sustainable path.
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Last updated: 9 April 2021
This document is intended for ANZ’s Institutional, Markets and Private Banking clients. It should not be forwarded, copied or
distributed. The opinions and research contained in this document are (a) not personal advice nor financial advice about any
product or service; (b) provided for information only; and (c) intended to be general in nature and does not take into
account your financial situation or goals.
This document may be restricted by law in certain jurisdictions. Persons who receive this document must inform themselves about and
observe all relevant restrictions.
Disclaimer for all jurisdictions: This document is prepared and distributed in your country/region by either: Australia and New Zealand
Banking Group Limited (ABN11 005 357 522) (ANZ); or its relevant subsidiary or branch (each, an Affiliate), as appropriate or as set out
below.
This document is distributed on the basis that it is only for the information of the specified recipient or permitted user of the relevant
website (recipients).
This document is solely for informational purposes and nothing contained within is intended to be an invitation, solicitation or offer by ANZ
to sell, or buy, receive or provide any product or service, or to participate in a particular trading strategy.
Distribution of this document to you is only as may be permissible by the laws of your jurisdiction, and is not directed to or intended for
distribution or use by recipients resident or located in jurisdictions where its use or distribution would be contrary to those laws or
regulations, or in jurisdictions where ANZ would be subject to additional licensing or registration requirements. Further, the products and
services mentioned in this document may not be available in all countries.
ANZ in no way provides any financial, legal, taxation or investment advice to you in connection with any product or service discussed in this
document. Before making any investment decision, recipients should seek independent financial, legal, tax and other relevant advice
having regard to their particular circumstances.
Whilst care has been taken in the preparation of this document and the information contained within is believed to be accurate, ANZ does
not represent or warrant the accuracy or completeness of the information Further, ANZ does not accept any responsibility to inform you of
any matter that subsequently comes to its notice, which may affect the accuracy of the information in this document.
Preparation of this document and the opinions expressed in it may involve material elements of subjective judgement and analysis. Unless
specifically stated otherwise: they are current on the date of this document and are subject to change without notice; and, all price
information is indicative only. Any opinions expressed in this document are subject to change at any time without notice.
ANZ does not guarantee the performance of any product mentioned in this document. All investments entail a risk and may result in both
profits and losses. Past performance is not necessarily an indicator of future performance. The products and services described in this
document may not be suitable for all investors, and transacting in these products or services may be considered risky.
ANZ expressly disclaims any responsibility and shall not be liable for any loss, damage, claim, liability, proceedings, cost or expense
(Liability) arising directly or indirectly and whether in tort (including negligence), contract, equity or otherwise out of or in connection with
this document to the extent permissible under relevant law. Please note, the contents of this document have not been reviewed by any
regulatory body or authority in any jurisdiction.
ANZ and its Affiliates may have an interest in the subject matter of this document. They may receive fees from customers for dealing in the
products or services described in this document, and their staff and introducers of business may share in such fees or remuneration that
may be influenced by total sales, at all times received and/or apportioned in accordance with local regulatory requirements. Further, they
or their customers may have or have had interests or long or short positions in the products or services described in this document, and
may at any time make purchases and/or sales in them as principal or agent, as well as act (or have acted) as a market maker in such
products. This document is published in accordance with ANZ’s policies on conflicts of interest and ANZ maintains appropriate information
barriers to control the flow of information between businesses within it and its Affiliates.
Your ANZ point of contact can assist with any questions about this document including for further information on these disclosures of
interest.
Country/region specific information: Unless stated otherwise, this document is distributed by Australia and New Zealand Banking
Group Limited (ANZ).
Australia. ANZ holds an Australian Financial Services licence no. 234527. For a copy of ANZ's Financial Services Guide please or request
from your ANZ point of contact.
Brazil, Brunei, India, Japan, Kuwait, Malaysia, Switzerland, Taiwan. This document is distributed in each of these jurisdictions by
ANZ on a cross-border basis.
Cambodia. The information contained in this document is confidential and is provided solely for your use upon your request. This does not
constitute or form part of an offer or solicitation of any offer to engage services, nor should it or any part of it form the basis of, or be relied
in any connection with, any contract or commitment whatsoever. ANZ does not have a licence to undertake banking operations or
securities business or similar business, in Cambodia. By requesting financial services from ANZ, you agree, represent and warrant that you
are engaging our services wholly outside of Cambodia and subject to the laws of the contract governing the terms of our engagement.
European Economic Area (EEA): United Kingdom. ANZ is authorised in the United Kingdom by the Prudential Regulation Authority
(PRA) and is subject to regulation by the Financial Conduct Authority (FCA) and limited regulation by the PRA. Details about the extent of
our regulation by the PRA are available from us on request. This document is distributed in the United Kingdom by Australia and New
Zealand Banking Group Limited ANZ solely for the information of persons who would come within the FCA definition of “eligible
counterparty” or “professional client”. It is not intended for and must not be distributed to any person who would come within the FCA
definition of “retail client”. Nothing here excludes or restricts any duty or liability to a customer which ANZ may have under the UK Financial
Services and Markets Act 2000 or under the regulatory system as defined in the Rules of the Prudential Regulation Authority (PRA) and the
FCA. ANZ is authorised in the United Kingdom by the PRA and is subject to regulation by the FCA and limited regulation by the PRA. Details
about the extent of our regulation by the PRA are available from us on request.
Fiji. For Fiji regulatory purposes, this document and any views and recommendations are not to be deemed as investment advice. Fiji
investors must seek licensed professional advice should they wish to make any investment in relation to this document.
Hong Kong. This publication is issued or distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered at the Hong Kong
Monetary Authority to conduct Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate finance)
regulated activities. The contents of this publication have not been reviewed by any regulatory authority in Hong Kong.
India. If this document is received in India, only you (the specified recipient) may print it provided that before doing so, you specify on it
your name and place of printing.
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