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NOT AS BAD AS IT LOOKS

KEY POINTS

The Q3 labour market data was weaker than market expectations, but the
detail was not as bad as the headlines suggest.

The unemployment rate increased slightly to 6.6 percent, whereas a fall
to 6.4 percent had been expected. Employment rose only 0.2 percent in
the quarter, exactly in line with our expectations but considerably weaker
than expected by the market. However, excluding Canterbury,
employment was up a decent 1.0 percent in the quarter.

Also on a stronger note, hours worked increased a seasonally adjusted 1.0
percent, following on from a strong increase last quarter as well.

However, some of the strength in hours worked may be related to the
Rugby World Cup and hence unlikely to persist beyond Q4.

Even with another sharp rise in hours worked, hours per worker remain
well below historical averages. There is therefore still scope to increase
production through increasing hours rather than taking on new workers.

A volatile and stubbornly high unemployment picture is partly
symptomatic of deep structural changes the New Zealand economy is
undergoing. These forces will be with us for some time.

The divergence in the labour market data between Canterbury and non-
Canterbury will make life challenging for the RBNZ. Signs of labour market
strength outside Canterbury mean that the RBNZ must be attuned to the
potential for the Canterbury story to turn quickly, as this could have sharp
ramifications for the unemployment rate. However, at present, the labour
market is not looking like the catalyst for hikes.

Total Employed
- (%? ‘ Hours worked (%0) | Participation
Rate (20)

Unemployment

| o0 [ vov | o0 | vov | Rate G0
Jun-09 -0.2 -0.9 -1.8 -3.6 68.4 6.0
Sep-09 -0.8 -1.8 -0.9 -3.3 68.0 6.5
Dec-09 0.2 -2.3 0.2 -2.7 68.2 7.0
Mar-10 0.7 -0.1 1.3 -1.1 68.0 6.1
Jun-10 -0.1 0.0 0.9 1.6 68.1 6.9
Sep-10 1.1 1.8 0.4 2.9 68.3 6.4
Dec-10 -0.3 1.3 0.0 2.6 68.0 6.7
Mar-11 1.2 1.8 -0.2 1.1 68.6 6.5
Jun-11 0.0 2.0 1.5 1.7 68.3 6.5
Sep-11 0.2 1.1 1.0 2.3 68.4 6.6
ANZ 0.2 1.2 1.2 2.5 68.3 6.4

Market 0.6 1.6 — — 68.5 6.4
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COMMENT AND ASSESSMENT

The weak growth in employment in Q3 was in line
with our prediction but considerably weaker than
the market consensus. Full-time employment rose
0.4 percent, but this was largely offset by a 0.6 percent
fall in part-time employment.
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The slight increase in the unemployment rate was
a worse outcome than what we and the market
consensus was expecting. The working age
population increased 0.2 percent in the quarter, with
the increase in the labour force reinforced by a small
rise in the participation rate from 68.3 to 68.4 percent.

On a sector basis, only three industries recorded a
fall in employment on an annual basis (agriculture,
forestry and fishing; electricity, gas, water and waste
services; and retail and accommodation). We suspect
the fall in employment in the agriculture sector will start
to turn around given still-high commodity prices and
record dairy production this season. The 10,000 decline
in those employed in the retail and accommodation
sector is no surprise given the tough retailing
environment. But the fact that most other sectors
posted increases or held their own is pleasing.

Growth in employment by sector
September 2011 quarter and year
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Notably, construction sector employment was 5.7
percent higher g/q, and while broadly unchanged on a
year ago has been steadily picking up since March. This
sector is set for a boom, and will be one to watch for
wage pressure.

Regional divergences were also apparent. Our
seasonally adjusted estimates show employment rose
strongly in Auckland (up 4.5 percent g/q, 9.1 percent
y/y) but fell in Canterbury (down 3.6 percent g/q, -8.0
percent y/y). Canterbury employment should start to
turn around as the rebuild gets underway. Wellington
showed the impact of fiscal belt-tightening, with
employment falling 2.7 percent q/q (-2.4 percent y/y).

Employment by region
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Trends by age group show a highly segmented
labour market. The unemployment rate for those in
the 15 to 19 age group fell back from its June quarter
historic highs but at 24 percent is still worryingly high,
and employment for this group is down nearly 7 percent
versus a year ago. By comparison, the unemployment
rate for those over 55 is only 2.6 percent.

Unemployment rate by age groups
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On top of a strong rise in Q2 (+1.5 percent), hours
worked rose a solid 1.0 percent s.a. With hours worked
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per person still around 0.9 hours below the historical
average, there remains scope to meet increased
demand by working the existing workforce longer rather
than taking on new workers. However, all else equal
more hours worked will add to labour incomes and
consumer spending power.

Hours worked per person
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Underemployment (those working part-time but
preferring to work more) continued to decline from
its September 2009 peak, falling 12.5 percent in Q3.

Underemployment vs unemployment
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We expect employment growth to strengthen
only modestly over the next 6 months, but to pick
up more strongly in the second half of 2012 as the
Christchurch rebuild really kicks into gear. Employment
intentions have eased but are holding up at solid levels.
Job advertisements have fallen back slightly after a
sharp rise in the middle of the year. All up, there is solid
underlying demand for labour but nervousness
regarding the turmoil in our traditional trading partners
is likely to see some hiring plans put on hold.

Labour demand and employment intentions
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The volatile unemployment rate picture over the
past year is hardly surprising given the barrage of
shocks the economy is facing. There are deep
structural forces at play. In particular, the need to
rebalance the economy towards the productive sector
was never going to be a smooth process. Moving
capital and particularly labour between sectors
causes frictions around such issues as retraining and
how fast growth opportunities in the tradable sector can
be unlocked. This will cause stickiness in the
unemployment rate, and pockets of wage pressure that
will be unhelpful for the Reserve Bank.

The regional divergence also makes things more
challenging for monetary policy. Resilience in labour
demand outside of Canterbury means the RBNZ must
be attuned to the timing of the Christchurch rebuild, as
the aggregate unemployment picture could change
quickly. The 5.7 percent increase in construction
employment in Q3 (off a low base) coincided with a 3.6
percent fall in Canterbury employment. Things could get
interesting when Canterbury construction takes off.

IMPLICATIONS

The HLFS was a mixed bag. The increase in hours
worked (stronger than the unchanged QES paid
hours) showed labour demand strengthened
modestly in Q3, despite the worsening in the
headline unemployment rate. Nervousness about
the global situation is likely to see a softer patch before
the Christchurch rebuild sees firming employment and a
decline in the unemployment rate from mid-2012. The
labour market is behaving itself and at this stage is not
looking like the catalyst for OCR hikes.

We continue to expect the RBNZ to remain on the
sidelines until June next year, and even then hikes are
conditional on the global situation not having too large
an impact on New Zealand. We expect a gradual and
path of rate hikes, with pauses along the way and a

historically low endpoint.
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IMPORTANT NOTICE

NEW ZEALAND DISCLOSURE INFORMATION

This publication is for information purposes only. Its content is intended to be of 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. It is recommended
you seek advice from a financial adviser which takes into account your individual circumstances before you acquire a financial
product. This publication does not constitute an offer to sell or solicitation to buy any security or other financial instrument. No
part of this publication can be reproduced, altered, transmitted to, copied to or distributed to any other person without the prior
express permission of ANZ National Bank Limited (the “Bank™).

This publication is a necessarily brief and general summary of the subjects covered. The information contained in this
publication is given in good faith, has been derived from sources perceived by it to be reliable and accurate and the Bank shall
not be obliged to update any such information after the date of this publication. To the extent permitted by law, neither the
Bank nor any other person involved in the preparation of this publication accepts any liability for the content of this publication
(including the accuracy or completeness thereof) or for any consequences flowing from its use.

UNITED STATES DISCLAIMER

This publication is being distributed in the United States by ANZ Securities, Inc. (Member of FINRA [www.finra.org] and
registered with the SEC) (“ANZ S”) (an affiliated company of Australia and New Zealand Banking Group Limited (“ANZBG”) and
the Bank), which accepts responsibility for its content. Further information on any securities referred to herein may be obtained
from ANZ S upon request. Any US person(s) receiving this publication and wishing to effect transactions in any fixed income
securities referred to herein should contact ANZ S 277 Park Avenue, 31st Floor, New York, NY 10172 USA, Tel: 1-212-801-9160,
Fax: 1-212-801-9163, not its affiliates.

This publication is issued on the basis that it is only for the information of the particular person to whom it is provided. This
publication may not be reproduced, distributed or published by any recipient for any purpose. This publication does not take into
account your personal needs and financial circumstances. Under no circumstances is this publication to be used or considered as
an offer to sell, or a solicitation of an offer to buy.

In addition, from time to time ANZBG, the Bank, ANZ S, their affiliated companies, or their respective associates and employees
may have an interest in any financial products (as defined by the Australian Corporations Act 2001), securities or other
investments, directly or indirectly the subject of this publication (and may receive commissions or other remuneration in relation
to the sale of such financial products, securities or other investments), or may perform services for, or solicit business from, any
company the subject of this publication. If you have been referred to ANZBG, the Bank, ANZ S or their affiliated companies by
any person, that person may receive a benefit in respect of any transactions effected on your behalf, details of which will be
available upon request.

The information herein has been obtained from, and any opinions herein are based upon, sources believed reliable. The views
expressed in this publication accurately reflect the author’s personal views, including those about any and all of the securities
and issuers referred to herein. The author however makes no representation as to its accuracy or completeness and the
information should not be relied upon as such. All opinions and estimates herein reflect the author’s judgement on the date of
this publication and are subject to change without notice. No part of the author’s compensation was, is or will be directly or
indirectly related to specific recommendations or views expressed in this publication. ANZBG, the Bank, ANZ S, their affiliated
companies, their respective directors, officers, and employees disclaim 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 the contents of and/or any omissions from this
communication except where a Liability is made non-excludable by legislation.

This document has been prepared by ANZ National Bank Limited. ANZ (part of ANZ National Bank Limited), Level 7, 1 Victoria
Street, Wellington 6011, New Zealand Phone 64-4-802 2000 Fax 64-4-496 8639 http://www.anz.co.nz e-mail
nzeconomics@anz.com



