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Key points 
 
• Wage inflation re-accelerated in Q4 to 1 percent for the quarter, taking annual wage inflation to a 

new peak of 3.2 percent. 
• QES employment indicators were strong across the board, with filled jobs up 1.8 percent (0.4 

percent on a seasonally adjusted basis) and hours paid up 0.9 percent.   
• While the relationship between the QES and HLFS is not strong, the employment indicators 

suggest upside risk to our HLFS estimate of 0.2 percent employment growth. 
• The Reserve Bank will be concerned at the acceleration in wage inflation, as it points to the 

impact of the tight labour market filtering through into wage setting behaviour.   
• The 8.9 percent increase in total gross earnings from a year ago will be viewed by the Reserve 

Bank as an indication that momentum in the housing market and consumer spending will not be 
moderating anytime soon. 

• A rate hike in March now looks a fait accompli although we will wait until we see the HLFS result 
Thursday before formally changing our call.   
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• The Labour Cost Index (LCI) measure of private sector ordinary time earnings (the Reserve 

Bank’s preferred wage measure as it is quality adjusted) rose 1.0 percent in the December 
quarter, taking annual wage inflation to 3.2 percent – a new record high.  The alternative measure of wage 
growth from the Quarterly Employment Survey (which is affected by compositional shifts) posted a solid but 
lower than expected increase of 0.8 percent to be 5.0 percent higher than a year ago.  LCI Public sector 
ordinary pay rates eased slightly from September, at 0.8 percent for the quarter and 3.6 percent for the year 
but continue to outstrip private sector wage growth.   

 
• Employment indicators from the QES were strong, with increases in filled jobs (FTEs up 2.8 percent and 

filled jobs up 1.8 percent) plus an increase in total paid hours by 0.9 percent.  After removing seasonal 
influences, jobs growth was still relatively strong at around 0.4 percent.  The increase in FTEs was due to 



 

 

increases from manufacturing, property and business services and accommodation, café and restaurant 
industries.  Full-time employment growth rose 3.8 percent from a year ago, while part-time number fell 0.5 
percent.  This suggests employers are making use of their existing workforce more by turning part-timers to 
full-timers.  The 8.9 percent annual increase in total gross earning, made up of a 3.8 percent rise in paid 
hours and a 4.9 percent increase in average earnings, will continue to provide impetus for the housing 
market and consumer spending. 

 
• Most of the strength in filled jobs and hours paid came from the business services industries with 

weekly paid hours increasing by 13.8 percent and 11.8 percent for finance and insurance and property and 
business services respectively compared with 12 months ago.   

 
Assessment and implications 
 
• Wage growth rose to a new record high in December.  The calls that wage growth had passed its peak 

last quarter look to have been a little premature with private sector wage growth increasing to 3.2 percent in 
the December quarter (from 2.9 percent in September).  More significantly, the increases in private sector 
wage growth looks to be a spillover from previously strong public sector wage growth and therefore suggests 
there is the potential for this to continue over the next few quarters.    

 
• Business services hours paid rose strongly, and suggest potential upside risks to Q4 GDP.  Finance 

& Insurance, and Real Estate & Business Services, which account for almost 20 percent of GDP, look set to 
expand by over 1½ percent in Q4 based on the QES employment data.  This has the potential to result in an 
upward surprise in Q4 GDP released at the end of March.  

 
• Today’s data suggests there is some upside risk to our 0.2 percent projection (market 0.3 

percent) for employment growth in the Household Labour Force Survey.  Although the correlation 
between the QES and the HLFS is weak, the unanimously strong QES employment indicators in the quarter 
are hard to ignore and suggests there is potential for employment growth to also surprise the market.  
Annual growth in QES filled jobs sits at 1.8 percent and FTE growth at 2.8 percent.  Given quarterly volatility, 
the annual growth rates are perhaps a better “target” for convergence.  Convergence between the HLFS and 
QES annual movements suggests 0.2 percent employment growth, and 0.9 percent FTE growth in the HLFS 
survey.  

 
• Strong earnings growth solidifies the sustained upturn view.  With total gross earnings up close to 9 

percent on a year ago, it is perhaps little surprise to see re-accelerating housing and spending activity.  A 
turn in the labour market remains the missing link broadening the slow-down seen over 2005 and early 2006 
to include the household sector, thereby removing pressure on medium-term inflation.  

 
• The acceleration in wage inflation will be a concern to the Reserve Bank.  The Reserve Bank has not 

been unduly concerned about wage inflation before, focusing their attention instead on the housing market 
and domestic demand.  The Reserve Bank had expected the drop in headline inflation and the corresponding 
drop in inflation expectations to keep wage inflation contained.  In the December MPS, the Reserve Bank 
expressed confidence that wage inflation will remain contained, and projected wage inflation to remain close 
to current levels (of under 3 percent) until mid-2007.  Today’s wage inflation number will give them a large 
sense of discomfort, as it suggests that the combination of a tight labour market, past high headline inflation 
and possibly some spillover from higher public sector wage growth, is seeping into wage setting behaviour.  
Given the Reserve Bank’s concerns about medium-term inflation pressure, they will be wary that the 
acceleration in wage inflation will find its way into general consumer prices. 

 
• On balance, a rate hike in March now looks a fait accompli.  However given recent volatility in the 

Household Labour Force Survey, we will wait until we receive the results before formally changing our call.   
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