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December 2020 Quarter 

  Exp Prev 

Labour Market 

Unemployment 

rate (sa) 

% 5.6% 5.3% 

Participation 

rate (sa) 

% 70.3% 70.1% 

Employment 

(sa) 

q/q 0.1% -0.8% 

Employment y/y 0.0% 0.2% 

Wages 

LCI private 
sector wages 

(ex-overtime)  

q/q 0.5% 0.4% 

LCI private 
sector wages 

(ex-overtime) 

y/y 1.5% 1.6% 

QES private 
sector hourly 

earnings 

q/q -0.1% 1.4% 

QES private 

sector hourly 

earnings 

y/y 3.1% 3.4% 

A bit revealing  

 Data out next week may be noisy but will nonetheless provide more 

clarity on the extent of recent deterioration in the labour market. The 

unemployment rate is expected to sit around 5½% (ANZ forecast: 5.6%), 

with risks tilted to slightly higher. Wage growth is expected to remain soft.  

 There is some spare capacity in the labour market, but conditions are 

much better than previously feared due to our strong economic recovery 

and policy supports. The medium-term outlook has also improved. 

 Weaker economic momentum this year will weigh on employment, 

keeping the RBNZ cautious. Improvement is expected towards year end, 

but will be sluggish until the border opens. After that, unemployment is 

expected to fall faster, raising the spectre of policy normalisation in time.   

Key points 

Labour market data to reveal a little more underlying weakness  

December quarter labour market data are released Wednesday 3 February. 

Overall, a rise in unemployment is expected from 5.3% to 5.6%, revealing a 

little more underlying weakness in the labour market. This compares with a 

pre-COVID rate of around 4%. The deterioration in Q4 does not reflect a 

significant worsening in conditions over the quarter. Rather, the full extent of 

previous deterioration will be seen as people return to the labour force and 

measurement difficulties subside. We are assuming that we see an increase in 

the unemployment rate on account of slightly higher labour force participation 

as economic activity has returned to normal (figure 1), but equally we could 

see revisions to the labour market data over history.   

Figure 1. Participation and unemployment rates 

 

Source: Stats NZ, ANZ Research 

Employment is expected to have increased modestly (+0.1% q/q), after last 

quarter’s fall (-0.8% q/q). This is the first quarter in which wage subsidy 

support had rolled off. But a vigorous bounce in Q3 GDP has provided a strong 

offset. Fluctuations in employment have been very mild compared with the 

swings we have seen in GDP on account of lockdown. This reflects 
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the strength of our recovery and the potency of policy supports, especially the 

wage subsidy, in keeping workers attached to their employers, ultimately 

protecting jobs and incomes.   

Noise in the data is possible; modest upside risk to unemployment  

Measurement difficulties are expected to have subsided somewhat in Q4, but 

there is still potential for noise in the data or an unexpected outcome as we 

learn more, especially on account of potential historical revisions or 

movements in participation (table 1).  

While we expect to see a lift in the labour force participation rate after it 

tanked when lockdown hit, the extent of retracement this quarter is a key 

uncertainty and we could see a sharper rise. Likewise, employment could 

surprise us. The range of available short-term labour market indicators 

suggest a flat to modest increase in employment is the most likely outcome, 

but these data can be volatile at the best of times. 

Given measurement difficulties on account of lockdown, upward revisions to 

the unemployment rate in recent quarters would not surprise us. And quite 

separate from that, known upward revisions to the working-age population 

will be incorporated, reflecting adjustments for information flow from 

outcomes-based migration data. This is expected to lead to historical shifts 

across labour market series. It will change the pace and profile of employment 

growth over recent history, and could alter the exact combination of 

employment and participation underlying a given unemployment rate.  

Bearing all this in mind, the outcome next week is highly uncertain. We could 

imagine outcomes for Q4 in the range of 5% to 6½%, with something in the 

range of 5.4-5.8% considered most likely. Relative to our pick of 5.6%, we 

see risks as being skewed modestly towards a higher print, with 5.7% the 

most likely alternative. But despite uncertainty and potential for noise in the 

data, we think the trend of recent deterioration will be clear.   

Table 1. Possible unemployment rate outcomes (last: 5.3%) 

 Participation (last: 70.1%; pre-COVID 70.7%) 

E
m

p
lo

y
m

e
n
t 

Darker blue =  

more likely 

Unchanged  

70.1% 

Partial bounce 

Central: 70.3% 

Strong  

70.5% 

Lift  

+0.4 to 0.6% 
4.9-5.1% 5.2-5.3% 5.4-5.6% 

Broadly unchanged  

-0.1% to 0.3% 
Central: 0.1% 

5.2-5.5% 
5.4-5.8%  

Central: 5.6% 
5.7-6.1% 

Soft   

-0.2% to -0.4% 
5.6-5.8% 5.9-6.1% 6.2-6.4% 

Source: Stats NZ, ANZ Research  

Wage inflation to remain weak  

Wage inflation is expected to have remained soft in Q4, but lift a little in 

quarterly terms. Our preferred measure of wage inflation – the LCI adjusted 

measure – is expected to have lifted 0.5% q/q, following last quarter’s 0.4% 

lift, retracing some of the extreme weakness seen through Q2 and Q3 on 

account of lockdown, in spite of the minimum wage increase.  

Overall, though, wage inflation remains modest, with annual inflation forecast 

to dip from 1.6 to 1.5% y/y (figure 2). Firms are likely reluctant to put 

through higher wages in light of uncertainty and other cost pressures. 

However, divergent outcomes by industry are likely – as with employment. 

Skill shortages may see pressures in some pockets, but weakness in other 

areas. The QES measure of wages has been volatile, and is expected to show 

some technical retracement from last quarter’s strong print, softening from 

3.4 to 3.1% y/y.  
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Figure 2. Measures of wage inflation  

 

Source: Stats NZ, ANZ Research 

Economic wobble to weigh this year, but outlook better 

Some spare capacity in the labour market has opened up in aggregate, but 

conditions are clearly much better than was expected when we were looking 

down the barrel of the COVID-19 crisis, and the outlook has continued to 

improve – meaning a negative OCR is now looking unlikely. Significant 

divergence is evident, however, with firms in some industries shedding 

workers, while others grapple with acute skill shortages.  

As we move through 2021, we expect that economic headwinds, and their 

impacts on particular sectors, will become more apparent too, weighing on 

overall employment and seeing a further gradual lift in the unemployment 

rate. The impact of this phase of the economic downturn is expected to have a 

greater-than-usual effect on employment, reflecting the fact that industries 

most affected by the closed border tend to be quite reliant on labour.  

But overall, the outlook has improved – and we have recently updated our 

forecasts to reflect this. With the starting point and outlook for GDP looking 

more positive, the labour market is expected to fare better than we had 

expected last year. Unemployment is expected to peak around 6% in the 

middle of this year (previously 7%). From there, improvement is expected to 

be gradual prior to border reopening, with headwinds weighing on broader 

economic activity, and skill mismatches remaining a problem. Once the border 

opens, a more rapid improvement in the labour market will be possible, 

particularly as the recovery accelerates and evens out. Spare capacity will 

linger for a while, but is forecast to dissipate by early 2023.  
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https://bit.ly/ANZ-OCRCallChange-20210113
https://push.bigtincan.com.au/downloads/a192ef87ee986ec03cad4a1934ce62f9eb9ff6b1f3f1e88f37c2b395e34608ab
https://bit.ly/ANZ-DataWrap-20210115
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Figure 3. Unemployment rate forecast  

 
Source: Stats NZ, ANZ Research 

Wage inflation to remain soft, but not deteriorate markedly  

Wage inflation is expected to remain modest, particularly in the short term, 

with annual wage inflation to trough at 1.4% y/y in Q1. But we do not expect 

to see a significant deterioration from there. Spare capacity and a low inflation 

environment will weigh, but skills mismatch is expected to provide some 

offset, while a further increase in the minimum wage on 1 April will provide a 

further boost – but likely dampen employment relative to otherwise.  

Overall, for a given level of unemployment, wage inflation is expected to be 

slightly higher, temporarily, through this next phase of the COVID crisis. This 

is because the closed border and divergent outcomes across the economy 

have made it harder to match the right people to the right jobs. That means 

that although wage inflation will improve slowly, we do not expect to see a 

marked deterioration, even as the unemployment rate increases a little more. 

Once we see the border reopen and the unemployment rate fall, this will see 

wage inflation improve, but again only gradually as skills mismatch eases.  

Labour market conditions to keep RBNZ cautious  

Continued deterioration in the labour market early this year is expected to 

weigh on the RBNZ’s thinking, underpinning our view that the LSAP timeframe 

will be extended in February and the OCR will be taken a little lower in May to 

finish the easing cycle.  

But the outlook for policy is delicately balanced. The RBNZ’s November MPS 

forecasts included a peak in the unemployment rate of 6.4%, but we expect 

this will be revised down on the back of a buoyant housing market, resilient 

business sector and better starting point and outlook for GDP. The starting 

point and outlook for inflation has also improved.  

The RBNZ is forward looking and focused on the medium term and the outlook 

is clearly better, but they will also want to see improvements in the economy 

realised (not just forecast), given the spectrum of risks. This tension makes 

deliberations difficult. On balance, with labour market outcomes still moving in 

the wrong direction for now and downside risks ever-present, we think that a 

little more easing remains the path of least regrets to shore up the outlook.  

But the question of eventual policy normalisation is starting to loom, too. With 

the RBNZ very active in providing stimulus while the outlook has been 

precarious, they will likewise not want to be sluggish to tighten once their 

goals are reached.  
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Scope for steady improvement in unemployment and inflation over 2022 

raises the possibility of monetary policy normalisation once downside risks 

recede (once COVID-19 herd immunity is reached, in particular) and the 

RBNZ’s targets are firmly in view. Based on our current forecasts, the labour 

market and inflation will be at or near their targets in mid-2023, at which 

point the RBNZ may be comfortable with embarking on policy tightening. But 

there is a lot that could happen between now and then: upside risks could 

bring this timing forward into 2022, while downside risks could see alternative 

tools, like a negative OCR, deployed or the OCR remaining at its record low 

for much longer. A gradual approach to normalisation seems likely based on 

the current outlook, but the speed of tightening will ultimately depend on 

economic momentum as headwinds recede and the recovery accelerates.  

For now, we maintain the view that tightening will be off the table until the 

outlook is more assured, with risks skewed towards more stimulus, not less, 

over 2021, especially with unemployment still rising. But a path to normality 

does look to be within our sights, even if the road ahead is bumpy, and risks 

to the outlook are in both directions.  
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Meet the team 
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This document is intended for ANZ’s Institutional, Markets and Private Banking clients. It should not be forwarded, copied or 
distributed. The information in this document is general in nature, and does not constitute personal financial product advice 
or take into account your objectives, financial situation or needs.  

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 click here 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. This document is distributed in Cambodia by ANZ Royal Bank (Cambodia) Limited (ANZ Royal Bank). The recipient 
acknowledges that although ANZ Royal Bank is a subsidiary of ANZ, it is a separate entity to ANZ and the obligations of ANZ Royal Bank do 
not constitute deposits or other liabilities of ANZ and ANZ is not required to meet the obligations of ANZ Royal Bank. 

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.  
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functions as a licensed bank. This publication is not Securities Investment Advice (as that term is defined in the Myanmar Securities 
Transaction Law 2013). 

http://www.anz.com/documents/AU/aboutANZ/FinancialServicesGuide.pdf


 

 

Important notice 

 
 

ANZ New Zealand Labour Market Preview | December Quarter 2020 8 

New Zealand. This document is intended to be of a general nature, does not take into account your financial situation or goals, and is not 
a personalised adviser service under the Financial Advisers Act 2008 (FAA).  

Oman. ANZ neither has a registered business presence nor a representative office in Oman and does not undertake banking business or 
provide financial services in Oman. Consequently ANZ is not regulated by either the Central Bank of Oman or Oman’s Capital Market 
Authority. The information contained in this document is for discussion purposes only and neither constitutes an offer of securities in Oman 
as contemplated by the Commercial Companies Law of Oman (Royal Decree 4/74) or the Capital Market Law of Oman (Royal Decree 
80/98), nor does it constitute an offer to sell, or the solicitation of any offer to buy non-Omani securities in Oman as contemplated by 
Article 139 of the Executive Regulations to the Capital Market Law (issued vide CMA Decision 1/2009). ANZ does not solicit business in 
Oman and the only circumstances in which ANZ sends information or material describing financial products or financial services to 
recipients in Oman, is where such information or material has been requested from ANZ and the recipient understands, acknowledges and 
agrees that this document has not been approved by the CBO, the CMA or any other regulatory body or authority in Oman. ANZ does not 
market, offer, sell or distribute any financial or investment products or services in Oman and no subscription to any securities, products or 
financial services may or will be consummated within Oman. Nothing contained in this document is intended to constitute Omani 
investment, legal, tax, accounting or other professional advice.  

People’s Republic of China (PRC). This document may be distributed by either ANZ or Australia and New Zealand Bank (China) 
Company Limited (ANZ China). Recipients must comply with all applicable laws and regulations of PRC, including any prohibitions on 
speculative transactions and CNY/CNH arbitrage trading. If this document is distributed by ANZ or an Affiliate (other than ANZ China), the 
following statement and the text below is applicable: No action has been taken by ANZ or any affiliate which would permit a public offering 
of any products or services of such an entity or distribution or re-distribution of this document in the PRC. Accordingly, the products and 
services of such entities are not being offered or sold within the PRC by means of this document or any other document. This document 
may not be distributed, re-distributed or published in the PRC, except under circumstances that will result in compliance with any applicable 
laws and regulations. If and when the material accompanying this document relates to the products and/or services of ANZ China, the 
following statement and the text below is applicable: This document is distributed by ANZ China in the Mainland of the PRC. 

Qatar. This document has not been, and will not be:  

• lodged or registered with, or reviewed or approved by, the Qatar Central Bank (QCB), the Qatar Financial Centre (QFC) Authority, QFC 
Regulatory Authority or any other authority in the State of Qatar (Qatar); or 

• authorised or licensed for distribution in Qatar, 

and the information contained in this document does not, and is not intended to, constitute a public offer or other invitation in respect of 
securities in Qatar or the QFC. The financial products or services described in this document have not been, and will not be: 

• registered with the QCB, QFC Authority, QFC Regulatory Authority or any other governmental authority in Qatar; or 

• authorised or licensed for offering, marketing, issue or sale, directly or indirectly, in Qatar. 

Accordingly, the financial products or services described in this document are not being, and will not be, offered, issued or sold in Qatar, 
and this document is not being, and will not be, distributed in Qatar. The offering, marketing, issue and sale of the financial products or 
services described in this document and distribution of this document is being made in, and is subject to the laws, regulations and rules of, 
jurisdictions outside of Qatar and the QFC. Recipients of this document must abide by this restriction and not distribute this document in 
breach of this restriction. This document is being sent/issued to a limited number of institutional and/or sophisticated investors (i) upon 
their request and confirmation that they understand the statements above; and (ii) on the condition that it will not be provided to any 
person other than the original recipient, and is not for general circulation and may not be reproduced or used for any other purpose. 

Singapore. This document is distributed in Singapore by the Singapore branch of ANZ solely for the information of “accredited investors”, 
“expert investors” or (as the case may be) “institutional investors” (each term as defined in the Securities and Futures Act Cap. 289 of 
Singapore). ANZ is licensed in Singapore under the Banking Act Cap. 19 of Singapore and is exempted from holding a financial adviser’s 
licence under Section 23(1)(a) of the Financial Advisers Act Cap. 100 of Singapore. 
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