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RODNEY’S RAVING 

The importance of the labour market to businesses and investors 

EXECUTIVE SUMMARY 

Employment growth has turned out to be dramatically stronger than predicted by my old employer, the 
Reserve Bank and the economic forecasters more generally; and the same will happen with labour cost 
inflation. While Governor Wheeler is turning a blind eye to the overheated labour market it is central to 
prospects on a wide range of fronts, including the housing market, retail spending, residential building, the 
exchange rate and interest rates.  

This Raving provides some insights into labour market prospects and more so into why they are central to 
prospects on a wide range of fronts. We are at a stage in the economic cycle where the future will turn out 
even more different to what the economic forecasters are predicting than normal. This makes it a critical 
time for business owners, business managers and investors to have quality insights into prospects for the 
likes of the labour market and economy more generally. If you are serious about making quality decisions 
related to economic developments you shouldn't be without at least one of our sharply-priced reports. 

Visit our website - www.sra.co.nz - or contact me to find out more about the quality insights offered by our 
economic, forex, residential building, housing, monetary policy and regional housing reports. 
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RODNEY’S RAVINGS take an open-minded and at times irreverent look at topical economic 
and housing issues.  Unlike our pay-to-view reports that are for the eyes of subscribers only, 
the RAVINGS are free and you may forward them to other people.  You can sign-up to the 
RAVINGS on our website – http://www.sra.co.nz/lists/.  This distribution list will occasionally be 
used to make people aware of new services we have to offer and educational seminars. 
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Don't expect the economic forecasters to warn you about the myriad of implications of 
the booming labour market because they have no idea of what is going on 

 

Employment growth has rebounded dramatically 
after slowing significantly last year as shown in the 
adjacent chart. It is running much stronger than 
predicted by either the Reserve Bank or the 
average predictions of the nine forecasters the New 
Zealand Institute of Economic Research surveyed 
in December last year (see the green and blue 
lines, respectively, in the chart). This is partly 
because from the June quarter on Statistics New 
Zealand included armed forces living off base in the 
employment numbers when they aren't included in 
the historical numbers, but it is mainly because 
growth has been much stronger than the economic 
forecasters expected. As I have pointed out in 
earlier reports, the economic forecasters have been 

focusing way too much on the negative impact of the fall in dairy farm incomes on economic growth and 
underestimating the boost to economic and employment growth from falling interest rates and super-
charged net migration. In essence, the RB's forecasters and the bank economists who make up the bulk of 
forecasters surveyed by NZIER have no idea what is going on in the labour market, which means they have 
no idea of what will occur on a range of fronts relevant to businesses and investors. 

If you have any doubt about this, contrast what Governor Wheeler had to say about the labour market at 
the time of the last OCR decision on 22 September with the insights from the coalface.   

The link below is to the brief commentary by the governor that accompanied the OCR decision on 22 
September. In assessing inflation prospects and the appropriate level of the OCR the labour market didn't 
warrant a single mention. This contrasts dramatically with the insights from a wide range of sources that 
suggest the labour market is becoming a major threat because it is extremely overheated as suggested by 
the strong employment growth.   

http://www.rbnz.govt.nz/news/2016/09/official-cash-rate-unchanged-at-2-percent 

By contrast, the NZIER September survey of businesses found that "A net 27 percent of firms are 
looking to increase headcount in the next quarter – the highest level for 43 years." Tony Alexander's 
August survey of businesses - first link below - found that "Staff shortages are evident across a wide 
range of sectors."  The Auckland Chamber of Commerce August survey - second link below - found that 
"Over 48% of Auckland businesses responding to the survey have confirmed they are having 
difficulty finding the talent they need." The evidence from the coalface suggests the labour market 
should be the top of the Reserve Bank's focus in assessing the medium-term inflation outlook and the 
appropriate level of the OCR rather than not even rating a mention. 

http://tonyalexander.co.nz/bnz-confidence-survey/bnz-confidence-survey-results-august-2016/#more-2687 

http://www.scoop.co.nz/stories/BU1608/S00871/business-confidence-defies-usual-winter-blues.htm 

The economic forecasters' current predictions that labour cost inflation will remain low will prove to be 
equally inaccurate as their predictions of only moderate employment growth late last year. They show no 
signs of having learnt from the mistakes of their previous labour market forecasts but instead perpetuate 
the myth that the labour market isn't a major threat to inflation. 

Why is the labour market so important?  In a modern economy labour costs are by far the largest cost of 
production for the average firm, making them of most importance to inflation and interest rate prospects. 
The income of employees is by far the largest component of income in the economy, making the labour 
market of major importance to prospects for consumer spending growth; another area where the economic 
forecasters have been too pessimistic. A stronger labour market and related stronger growth in retail sales 
are boosting the government's finances and helping lay the foundations for a significant fiscal stimulus to 
economic growth next year; being an election year with what looks like being a closely fought election (i.e. 
the political case for fiscal stimulus will be extremely strong).   
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In December 2015 Treasury was predicting a 
2015/16 fiscal deficit of 0.2% of GDP, which was 
revised to a surplus of 0.3% of GDP in May but the 
final count was a surplus of 0.8% of GDP (adjacent 
chart). The 2015/16 outcome turned out $2.2b 
stronger than Treasury predicted in December. This 
is largely a result of stronger growth in employment, 
retail spending and GDP boosting the tax take (e.g. 
the stronger labour market boosting the PAYE tax 
take, higher than expected growth in retail spending 
boosting the GST tax take and the stronger than 
expected economic growth boosting the corporate 
tax take).  

This is just the start of the strong economy fuelling  
the fiscal surplus that will allow the government to increase spending and possibly cut taxes in an attempt 
to win what is looking like being a closely fought election next year.  This adds to why the Reserve Bank 
and economic forecasters more generally have no idea about what will transpire in the labour market and 
economy, which has major implications for borrowers, exporters, importers, investors, retailers, building 
firms and a wide range of other firms including business service firms (e.g. lawyers, accountants and 
consultants). It will be important to importers and exporters because the outlook for the exchange rate is 
very different to what the Reserve Bank and many of the economic forecasters are predicting.  

If the Reserve Bank and economic forecasters more generally can't get close to predicting what is going on 
in the labour market they have no hope of predicting the outlook for interest rates and the exchange rate or 
for that matter house prices, retail spending and residential building. Looking ahead, another area the 
economic forecasters are off the track is prospects for residential building, an area where the political sands 
are moving quickly.  This is important because of the high correlation between growth in residential building 
and GDP growth, which means prospects for residential building have significant implications for the labour 
market, interest rates and even the exchange rate. 

If you are serious about making profitable business and/or investment decisions you need the best analysis 
of economic prospects available (i.e. the analysis contained in our sharply-priced reports). I have been a 
lone voice in warning that economic and employment growth prospects were much stronger than predicted 
by the Reserve Bank and economic forecasters, including correctly advising that they were putting way too 
much weight on the negative impact of the fall in dairy farm incomes. It wasn't by chance that I was able to 
do this. It was because I undertake quality analysis of the key drivers of the economy.  This contrasts 
greatly with the wishful thinking and preconceptions that play much too large a part in shaping the forecasts 
by my old employer, the Reserve Bank, while the bank economists are much more focused on getting on 
the 6 o'clock news than undertaking the quality analysis required to produce reliable insights into the 
outlook for the economy.  

Visit our website - www.sra.co.nz - or contact me to find out more about the quality insights offered by our 
economic, forex, residential building, housing, monetary policy and regional housing reports. 
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