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Weaker, but could have been worse

Bottom line

The labour market has deteriorated, with the unemployment rising to 5.3%,
employment very weak, and wage inflation decelerating from already low
levels. This picture is set to weaken further as the economic recovery
stagnates, but could have been much worse.

So far the deterioration has been noticeable in certain pockets. Tourism-
exposed jobs appear to have been significantly affected and remain
vulnerable as the impacts of the closed border are increasingly felt over
summer. But recessionary impacts will likely see these effects broaden going
forward. Meanwhile, skills shortages are still a problem in some areas.

Today'’s release is another domestic data read that’s more positive than the
RBNZ's August expectations. This will take some of the pressure off the RBNZ
to take the OCR lower. But given the outlook, with weak inflation and slack in
the labour market already evident, more stimulus is expected. An FLP is
expected to be announced next week - and the balance of risks still point to
a negative OCR in time.

The details

The labour market has deteriorated, but the picture could have been much
worse. Wage subsidies and other temporary supports have cushioned the
slowdown. The outlook is still for conditions to worsen as the economic recovery
stagnates and the full brunt of this crisis becomes clear, but we are sitting at a
more resilient starting point than was first feared when the slowdown was getting
underway.

Turning to the details:

The unemployment rate rose to 5.3%, in line with our forecast (and market
consensus). We estimate that if it were not for disruption in participation, the
unemployment rate would have sat at 4.6-4.8% last quarter, meaning
today’s deterioration was not as large as the record jump in the headline
unemployment rate (from 4.0%) would suggest on the face of it.

That said, under the hood, the deterioration in the labour market was a little
more marked at the margin, with employment falling a bit more than
expected (-0.8% qg/q versus -0.4% expected). The participation rate rose by
less than expected (to 70.1% versus 70.5% expected). It is possible that
more of a recovery in labour force participation is on the way, which,
combined with very weak employment growth, may point to a more
substantial increase in the unemployment rate in coming quarters than
otherwise.

Overall, employment growth is very soft, at just 0.2% y/y. The QES measure
is similarly anaemic, falling 0.4% g/q to be flat over the year. Of those
people who are employed, perceptions of job security have improved,
reflecting the bounce in economic activity out of lockdown and consistent
with the recent improvement in consumer confidence.

Broader measures of labour market utilisation also deteriorated. The
underutilisation rate has risen from 12.0% to 13.2%. This indicates widening
slack in the labour market, with increases in both those who are unemployed
and those who wish to work more but can't.



e Consistent with GDP recovering sharply (though not completely) in Q3, HLFS
hours rose 9.4% after slumping 10.2% in Q2. QES weekly paid hours rose
1.6% q/q (last: -3.5%) - a less pronounced dip and recovery, with this
measure having been supported by the wage subsidy through Q2.

e Wage growth is very weak. Our preferred measure of wages - the private
sector Labour Cost Index (LCI) - increased 0.4% qg/q, seeing annual wage
inflation soften from 1.8% y/y to 1.6%. Last quarter, wages were flat, once
the minimum wage rise is taken into account. Today’s data show no catch
up. QES private sector hourly earnings saw a solid bounce (1.4% q/q; 3.4%
y/y), but this data can be volatile and skewed by compositional changes.

Reflecting the early phase in the downturn, the weakening in the labour market
has been particularly pronounced in certain pockets. First, employment in retail,
accommodation and food services has fallen 7% since March (a loss of 29k jobs).
Second, and relatedly, women and young people have been disproportionately
affected. There are 31k fewer people in employment since March, with two-thirds
of these women. And 16.2% of women are underutilised. Unemployment in the
15-19 age group has jumped to 19.5%, though this data can be noisy. Slack is
emerging in particular pockets, while other industries, such as construction and
horticulture, grapple with labour shortages. As the downturn evolves, tourism-
exposed industries remain vulnerable to further job losses, especially with the
loss of international tourism through summer, but the deterioration in the labour
market is expected to broaden to some degree through the economy as the usual
recessionary dynamics become evident.

Today'’s rise in the unemployment rate was smaller than the RBNZ's August MPS
forecast for a rise to 7%. However, the RBNZ has been clear that it will discount
near-term strength in the data to some degree, given the grim outlook ahead.
We do think that the RBNZ will acknowledge that the picture could have been
much worse, and this, plus a range of other more positive starting-point news,
does reduce the probability that the OCR is taken negative. But with
unemployment set to rise further and wage inflation very weak, today’s data
reaffirm that more stimulus is coming, with a Funding for Lending Programme
(FLP) expected to be unveiled next week at the November MPS. The
implementation of an FLP could also see OCR cuts occur later or more gradually.
But overall, given the outlook and the balance of risks, we remain of the view
that a negative OCR is more likely than not, with a 50bp cut expected in April.

Figure 1. Employment and GDP growth Figure 2. Wage growth - private sector?!
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! The unadjusted LCI does not adjust for productivity improvements within a given occupation but does adjust for improvements that
arise from changes in the composition of the workforce. The adjusted LCI takes into account both. QES average hourly earnings
adjust for neither.
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Important notice

This document is intended for ANZ's Institutional, Markets and Private Banking clients. It should not be forwarded, copied or
distributed. The information in this document is general in nature, and does not constitute personal financial product advice
or take into account your objectives, financial situation or needs.

This document may be restricted by law in certain jurisdictions. Persons who receive this document must inform themselves about and
observe all relevant restrictions.

Disclaimer for all jurisdictions: This document is prepared and distributed in your country/region by either: Australia and New Zealand
Banking Group Limited (ABN11 005 357 522) (ANZ); or its relevant subsidiary or branch (each, an Affiliate), as appropriate or as set out
below.

This document is distributed on the basis that it is only for the information of the specified recipient or permitted user of the relevant
website (recipients).

This document is solely for informational purposes and nothing contained within is intended to be an invitation, solicitation or offer by ANZ
to sell, or buy, receive or provide any product or service, or to participate in a particular trading strategy.

Distribution of this document to you is only as may be permissible by the laws of your jurisdiction, and is not directed to or intended for
distribution or use by recipients resident or located in jurisdictions where its use or distribution would be contrary to those laws or
regulations, or in jurisdictions where ANZ would be subject to additional licensing or registration requirements. Further, the products and
services mentioned in this document may not be available in all countries.

ANZ in no way provides any financial, legal, taxation or investment advice to you in connection with any product or service discussed in this
document. Before making any investment decision, recipients should seek independent financial, legal, tax and other relevant advice
having regard to their particular circumstances.

Whilst care has been taken in the preparation of this document and the information contained within is believed to be accurate, ANZ does
not represent or warrant the accuracy or completeness of the information Further, ANZ does not accept any responsibility to inform you of
any matter that subsequently comes to its notice, which may affect the accuracy of the information in this document.

Preparation of this document and the opinions expressed in it may involve material elements of subjective judgement and analysis. 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, and
may at any time make purchases and/or sales in them as principal or agent, as well as act (or have acted) as a market maker in 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, Brunei, India, Japan, Kuwait, Malaysia, Switzerland, Taiwan. This document is distributed in each of these jurisdictions by
ANZ on a cross-border basis.

Cambodia. This document is distributed in Cambodia by ANZ Royal Bank (Cambodia) Limited (ANZ Royal Bank). The recipient
acknowledges that although ANZ Royal Bank is a subsidiary of ANZ, it is a separate entity to ANZ and the obligations of ANZ Royal Bank do
not constitute deposits or other liabilities of ANZ and ANZ is not required to meet the obligations of ANZ Royal Bank.

European Economic Area (EEA): United Kingdom. ANZ is authorised in the United Kingdom by the Prudential Regulation Authority
(PRA) and is subject to regulation by the Financial Conduct Authority (FCA) and limited regulation by the PRA. Details about the extent of
our regulation by the PRA are available from us on request. This document is distributed in the United Kingdom by Australia and New
Zealand Banking Group Limited ANZ solely for the information of persons who would come within the FCA definition of “eligible
counterparty” or “professional client”. It is not intended for and must not be distributed to any person who would come within the FCA
definition of “retail client”. Nothing here excludes or restricts any duty or liability to a customer which ANZ may have under the UK Financial
Services and Markets Act 2000 or under the regulatory system as defined in the Rules of the Prudential Regulation Authority (PRA) and the
FCA. ANZ is authorised in the United Kingdom by the PRA and is subject to regulation by the FCA and limited regulation by the PRA. Details
about the extent of our regulation by the PRA are available from us on request.

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 publication is issued or distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered at the Hong Kong
Monetary Authority to conduct Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate finance)
regulated activities. The contents of this publication have not been reviewed by any regulatory authority in Hong Kong.

India. If this document is received in India, only you (the specified recipient) may print it provided that before doing so, you specify on it
your name and place of printing.

Myanmar. This publication is intended to be general and part of ANZ's customer service and marketing activities when implementing its
functions as a licensed bank. This publication is not Securities Investment Advice (as that term is defined in the Myanmar Securities
Transaction Law 2013).
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New Zealand. This document is intended to be of a 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 (FAA).

Oman. ANZ neither has a registered business presence nor a representative office in Oman and does not undertake banking business or
provide financial services in Oman. Consequently ANZ is not regulated by either the Central Bank of Oman or Oman’s Capital Market
Authority. The information contained in this document is for discussion purposes only and neither constitutes an offer of securities in Oman
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agrees that this document has not been approved by the CBO, the CMA or any other regulatory body or authority in Oman. ANZ does not
market, offer, sell or distribute any financial or investment products or services in Oman and no subscription to any securities, products or
financial services may or will be consummated within Oman. Nothing contained in this document is intended to constitute Omani
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People’s Republic of China (PRC). This document may be distributed by either ANZ or Australia and New Zealand Bank (China)
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following statement and the text below is applicable: No action has been taken by ANZ or any affiliate which would permit a public offering
of any products or services of such an entity or distribution or re-distribution of this document in the PRC. Accordingly, the products and
services of such entities are not being offered or sold within the PRC by means of this document or any other document. This document
may not be distributed, re-distributed or published in the PRC, except under circumstances that will result in compliance with any applicable
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following statement and the text below is applicable: This document is distributed by ANZ China in the Mainland of the PRC.
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e |odged or registered with, or reviewed or approved by, the Qatar Central Bank (QCB), the Qatar Financial Centre (QFC) Authority, QFC
Regulatory Authority or any other authority in the State of Qatar (Qatar); or

e authorised or licensed for distribution in Qatar,

and the information contained in this document does not, and is not intended to, constitute a public offer or other invitation in respect of
securities in Qatar or the QFC. The financial products or services described in this document have not been, and will not be:
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person other than the original recipient, and is not for general circulation and may not be reproduced or used for any other purpose.
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