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Labour market at a turning point 

• Employment growth accelerating 
• Over 65s lead the charge 
• But unemployment rising too 
• Wage growth has troughed 
• Nothing to stop the RBNZ removing stimulus 
 

There was something for everyone in today’s labour 
market data. Employment was surprisingly strong but so 
was unemployment. So is this an improving labour market 
or a deteriorating one? One thing’s for sure: the media will 
focus almost exclusively on the fact that the 
unemployment rate, at 5.6%, has hit an 11-year high 
reflecting the parlous state of the New Zealand economy. 
And if you want to get really miserable take a look at the 
jump in the underutilisation rate to 13.8%. Both measures 
are a focal point of the central bank so, potentially, could 
give them the jitters. 

Underutilisation rate soars 

 

There is no doubting the state of the labour market is 
undesirable and, for many of those who are unemployed 
the situation has been grim for some time. But a singular 
focus on the unemployment rate overlooks the fact that 
the data confirm our view that the economy is turning the 
corner. And this despite the numbers referring to a June 
quarter in which the economy was battered by soaring oil 
prices and the chaos in the Middle East. 

The unemployment rate rises when the number of people 
in the work force increases by more than the number of 
people gaining employment. An obvious example of this is 
when the number of folk employed actually falls. This is 
exactly what was happening through 2024 and most of 

2025. But it’s not the case now. Employment grew 0.5% in 
the June quarter, much more than the 0.2% we had 
anticipated. And annual employment growth increased to 
1.2%, its highest pace since December 2023. 

As the economy continues to expand job creation should 
grow with it. By the second half of 2027 we expect the 
annual increase in numbers employed to be twice what it 
is now. 

Getting better 

 

Meanwhile, wage inflation, as measured by the labour cost 
index (LCI), appears to have troughed. At 2.0% for the year 
the pace of increase in the private sector LCI was a 
smidgen above the Reserve Bank’s 1.9% pick. At this level 
it is entirely consistent with achieving the 2.0% inflation 
target. But the Reserve Bank is assuming that wage growth 
is trending lower. We don’t see it this way and think the 
gap between what the Bank has forecast and reality will 
grow. 

Wage inflation troughed? 
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So all this says inflation is surprisingly high given how weak 
the labour market is thus implying there may not be as 
much spare capacity in the economy as the unemployment 
rate would have us think at first glance. With job ads and 
hiring intentions rising, yet job growth remaining modest, 
one reason for this may be a mismatch between skills 
needed and skills available. Or, in the economic vernacular, 
the NAIRU may well be higher than the 4.5%-ish the RBNZ 
has previously assumed. 

We are not arguing that today’s labour market report 
increases the pressure on the Reserve Bank to tighten 
monetary policy. But we are saying that the higher-than-
anticipated unemployment rate is no reason to dissuade 
the RBNZ from continuing the tightening cycle it appears to 
have embarked upon as economic momentum lifts. 

On this basis we still believe the RBNZ will push ahead with 
raising its cash rate to 2.75% at its September meeting 
with the intent of further reducing the stimulus easy 
monetary conditions currently impart. 

Remember too that the labour market lags output. It takes 
time for growth in activity to convert into a meaningful 
pick up in employment. Nonetheless, we now think the 
unemployment rate is at or very near its peak. Our flash 
forecast for Q3 has employment growth of 0.4% which, 
assuming a constant participation rate, leaves the 
unemployment rate unchanged. We anticipate the 
unemployment rate will then head progressively lower 
through 2027. Were we to reconsider our labour market 
outlook and adopt a more pessimistic view of the world 
then we would look to moderate our interest rate track. 
That is clearly not the case now. 

Through all this we are quick to note that there is 
significant variation in performance between regions and 
age groups. It will surprise no-one to learn that the South 
Island is dramatically outperforming the North. In the June 
quarter the South Island unemployment rate was a mere 
3.7% while in the North Island it was 6.0%! As an aside, for 
those who think Wellington is miserable with its 4.9% 
unemployment rate, spare a thought for the 6.5% of the 
workforce who are unemployed in Auckland. 

 

Another interesting observation is the age group with the 
strongest job growth. The winners here, by a significant 
margin, are those aged over 65 who accounted for 60% of 
the annual growth in total employment. In part this simply 
reflects demographics, i.e there are an increasing number 
of people who are aged over 65 in the economy. But, 
equally, the participation rate of those in the demographic 
is rising rapidly as more older folk decide to work. Some 
because they have to but an increasing number, we 
suspect, because they simply want to. At the other 
extreme it is disconcerting to see that there are 16,500 less 
people aged 20 to 34 in employment now compared to 
this time last year. 

Distributional variance 

 

Overall, the labour market is very weak. But, like 
elsewhere in the economy, there are signs of life which we 
hope will blossom as the year progresses. 

stephen_toplis@bnz.co.nz 

  

-10

-5

0

5

10

15

20

25

15-19 20-24 25-29 30-34 35-39 40-44 45-49 50-54 55-59 60-64 65+

Job Growth By Age Group
Past Year

Source: Statistics New Zealand, 

Thousands

Age Group

mailto:stephen_toplis@bnz.co.nz


 

Economy Watch  

 

www.bnz.co.nz/research 

5 August 2026 

Page 3     

Contact Details 

BNZ Research 

Stephen Toplis 
Head of Research 

 

Doug Steel  
Senior Economist  

 

Jason Wong 
Senior Markets Strategist 

Stuart Ritson  
Senior Interest Rate Strategist 

 

India Power 
Economist 

Mike Jones 
BNZ Chief Economist  
 

    

 
Main Offices 

Wellington  
Level 2, BNZ Place 
1 Whitmore St  
Private Bag 39806 
Wellington Mail Centre 
Lower Hutt 5045 
New Zealand 
Toll Free: 0800 283 269 

Auckland  
80 Queen Street 
Private Bag 92208  
Auckland 1142 
New Zealand 
Toll Free: 0800 283 269 

Christchurch  
111 Cashel Street 
Christchurch 8011 
New Zealand 
Toll Free: 0800 854 854 

 

 

 

 

 

 

 

 
 

This document has been produced by Bank of New Zealand (BNZ).  BNZ is a registered bank in New Zealand and is only authorised to offer products and services to customers in New Zealand. 

Analyst Disclaimer: The Information accurately reflects the personal views of the author(s) about the securities, issuers and other subject matters discussed, and is based upon sources 
reasonably believed to be reliable and accurate. The views of the author(s) do not necessarily reflect the views of the NAB Group. No part of the compensation of the author(s) was, is, or will 
be, directly or indirectly, related to any specific recommendations or views expressed.  

BNZ maintains an effective information barrier between the research analysts and its private side operations. Private side functions are physically segregated from the research analysts and 
have no control over their remuneration or budget. The research functions do not report directly or indirectly to any private side function.  The Research analyst might have received help from 
the issuer subject in the research report. 

New Zealand: The information in this publication is provided for general information purposes only, and is a summary based on selective information which may not be complete for your 
purposes. This publication does not constitute any advice or recommendation with respect to any matter discussed in it, and its contents should not be relied on or used as a basis for entering 
into any products described in it. Bank of New Zealand recommends recipients seek independent advice prior to acting in relation to any of the matters discussed in this publication.   

Any statements as to past performance do not represent future performance, and no statements as to future matters are guaranteed to be accurate or reliable. 

Neither Bank of New Zealand nor any person involved in this publication accepts any liability for any loss or damage whatsoever which may directly or indirectly result from any advice, 
opinion, information, representation or omission, whether negligent or otherwise, contained in this publication. 

USA: If this document is distributed in the United States, such distribution is by nabSecurities, LLC. This document is not intended as an offer or solicitation for the purchase or sale of any 
securities, financial instrument or product or to provide financial services. It is not the intention of nabSecurities to create legal relations on the basis of information provided herein. 

 


