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Echoes of previous momentum

e The New Zealand labour market went from strength to strength in 2022,
and we think echoes of that momentum will be seen in the Q4 labour
market report, released on 1 February.

e Unemployment is forecast to dip 0.1ppt to 3.2% thanks to a 0.3% q/q
(1.5% y/y) lift in employment. But the whims of quarterly volatility in
the HLFS data mean it will be hard to read much into the unemployment
figure without the context of the wider survey.

e We expect wage growth continued to accelerate, with labour remaining
the biggest constraint facing firms in Q4. We think private sector
average hourly earnings (ordinary time) were up 1.9% qg/q (9.1% y/y),
and that productivity-adjusted private sector labour costs were up 1.0%
a/q (4.1% y/y).

e While next week’s data should confirm that the labour market ended
2022 on a high note, that doesn’t tell us much about the outlook for
2023. Forward indicators of labour demand have softened significantly
in recent months, and we expect the RBNZ will downshift to a 50bp OCR
hike in February as signs of deteriorating domestic demand become
increasingly established.

The view

The New Zealand labour market went from strength to strength over 2022,
smashing multiple records around employment, participation, wage growth,
and more. We anticipate that that strength persisted into the December
quarter, with the ongoing difficulty finding labour and additional demand
from the revival of international tourism only increasing the strain on the
labour market (albeit temporarily). Consequently, we anticipate that the
unemployment rate fell slightly to 3.2% in Q4, driven by a modest 0.3% q/q
(1.5% vy/y) lift in employment. Monthly data showed filled jobs were up
0.2% m/m in October and in November, pointing to positive (but slowing)
employment growth (December’s filled jobs data are released next week).

As ever, the wildcard is the participation rate. Last quarter, participation
blasted past all expectations, hitting a new record high of 71.7%. If
employment increases 0.3% q/q in Q4 and participation holds up around
that record high level (as we assume), then unemployment would come in
at our 3.2% forecast. But if participation ticks back down (which purely
statistically you'd have to say is pretty likely, given last quarter’s outsized
move from already outsized levels), we could easily see unemployment pick
up a 2-handle. Alternatively, a further increase in participation (ie more
people entering the workforce due to the strength in demand and/or cost of
living pressures) could see unemployment print higher than expected. This
uncertainty highlights the importance of taking in the entire labour market
report (including wage growth) before reflecting on the implications for the
RBNZ.

Timely indicators of labour demand turned decidedly negative in the final
months of 2022: job ads declined, PMI and PSI employment eased (3mma
basis), ANZBO employment intentions fell, and QSBO experienced and
expected employment dropped. However, given the extreme mismatch
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between labour demand and supply that persisted over 2022, and the
additional pressure generated by the revival of international tourism, we don’t
expect to see a significant easing in labour market tightness until later this
year.

Given the strength in labour demand over 2022, we anticipate that private
sector wage inflation continued to accelerate in Q4. For average hourly
earnings (ordinary time), we have pencilled in a 1.9% q/q (9.1% y/y)
increase, after Q3’s 2.6% q/q (8.6% y/y) jump in wages. The productivity-
adjusted labour cost index (ordinary time) is forecast to have increased 1.0%
a/q (4.1% y/y), versus 1.1% q/q (3.8% y/y) in Q3. Both forecasts would
represent fresh record highs in annual wage growth (although that’s partly
built in due to very strong quarterly wage numbers seen in the past two
quarters).

Monetary policy implications

More than usual, next week’s labour market data already feel like old news.
The release will probably still portray a labour market facing historically low
levels of unemployment, and very high wage growth at the end of 2022. But
this is not a reflection of the state of play in 2023, which is pointing towards
labour demand dropping sharply as the impacts of the fastest OCR hiking cycle
on record work their way through into the real economy. We have already
received a bevy of forward-looking indicators that point to a significant easing
in labour demand in the months ahead. Excluding 2020, our Business Outlook
Survey shows that more businesses expect to reduce headcount then at any
time since the Global Financial Crisis (figure 1). Of course, it's only one month
of data, and we cannot yet discern the lasting impact from the initial shock
value of hearing that policymakers are deliberately engineering a recession.

Figure 1. Employment and ANZBO employment intentions
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Given the increasing breadth of indicators now pointing south, we are more
confident in our forecast that CPI inflation will drop away over 2023, after the
extra froth from the 2022/23 summer tourism recovery has dissipated. We
expect the RBNZ will recognise the change in economic momentum, and will
downshift to a 50bp OCR hike in February (to 4.75%). That being said,
inflation pressures are still far too strong, and we're not convinced (like
financial markets seem to be) that the RBNZ will be ready to think about
lowering interest rates this year.

But we do think it is now time for the RBNZ to dial back the aggression with
rate hikes. Consumers appear to have got the message that it is time to rein in
spending, and the policy-induced recession the RBNZ believes will be required
to restore price stability appears increasingly likely.
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Figure 2. Employment and monthly filled jobs
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Figure 4. HLFS employment growth
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Figure 3. Unemployment and participation
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Figure 5. Wage growth
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services mentioned in this document may not be available in all countries.
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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,
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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. This document is distributed on a cross border basis and only following request by the recipient. No securities are being offered
or sold in Brazil under this document, and no securities have been and will not be registered with the Securities Commission - CVM.
Brunei, 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
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Canada. This document is general information only, is intended for institutional use only — not retail, and is not meant to be tailored to
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any security or other financial instrument or to employ a specific investment strategy.

Chile. You understand and agree that ANZ Banking Group Limited is not regulated by Chilean Authorities and that the provision of this
document is not subject to any Chilean supervision and is not guaranteed by any regulatory or governmental agency in Chile.

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 document is issued or distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered at the Hong
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