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Key points

e Labour market data due for release next week will join the recent run of data pointing towards a
strong Q1 GDP print.

e There will be an element of pent-up demand in the HLFS after two negative quarters of
employment growth. We expect employment growth to rebound strongly but the unemployment
rate to remain unchanged courtesy of a rise in the participation rate.

e A strong labour market will keep the Reserve Bank on alert, but the key remains where the labour
market goes to from here.
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The March quarter wage data on Monday will show wage growth remaining at historical highs. The
key gauge to watch is the Labour Cost Index (LCI) measure of private sector ordinary time earnings. This
recorded a 1.0 percent increase in the December quarter, which took annual growth to a record high of 3.2
percent. We expect the LCI to record a 0.8 percent increase in the March quarter, keeping the annual figure at
3.2 percent. For completeness, the less reliable Quarterly Employment Survey (QES) wage indicator — which is
volatile and influenced by compositional changes — is expected to increase by 0.8 percent in the quarter, taking
the annual rate to 5.6 percent. We expect public sector wage growth to exceed those of the private sector,
placing further upward pressure on private sector wages.
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Wage growth should stay elevated for some time yet given the tight labour market. The fact that firms’
hiring intentions have increased recently and businesses have reported increased difficulty in recruiting staff,
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points to wage pressures remaining elevated for some time. An increase in the minimum wage — effective from
the June quarter — is expected to lead to further wage inflation as employees seek relativity adjustments.

There will be an element of pent-up demand in the HLFS report. After recording falls of 0.5 percent and
0.1 percent in the September and December quarters respectively, we expect employment growth to rebound
and record an increase of 0.8 percent in the March quarter. Certainly, this sits comfortably with the strong pick-
up in employment intentions from the NZIER Quarterly Survey of Business Opinion and the National Bank
Business Outlook. An expected rebound in the participation rate to 68.2 percent, from 67.9 percent in the
December quarter, is enough to offset the gain in employment in the quarter to leave the unemployment rate
unchanged at 3.7 percent. Given the volatility in the quarterly employment growth number, we see upside risk
to our forecast.

Assessment

A strong employment and wage report will keep the Reserve Bank on alert. The Reserve Bank will be
wary of strong labour income growth continuing to sustain the housing market and consumer spending
throughout the year, adding further impetus to medium-term inflation.

Where the labour market goes from here remains the key. The labour market has insulated the household
sector from the economic slowdown to date, allowing the housing market and consumer spending to remain
robust in the face of tighter financial conditions. Although easing in April, employment intentions from the
National Bank Business Outlook remain elevated and suggest employment growth will remain supported in the
near-term. However, we note the recent nuances emerging from the export community in particular about the
pressures facing businesses at present. Business profits are under pressure from low labour productivity, higher
interest rates and increasing costs. The strength of the NZ dollar is eroding exporters’ returns. With labour costs
accounting for the majority of total business expenditure, the cost containment spotlight will fall on the
workforce, which will eventually lead to a higher unemployment rate. We expect this theme to intensify over the
second half of this year.
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