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We expect the unemployment rate rose from 4.0% to 4.6% in Q1, but this
is just the beginning of the labour market deterioration underway.
Weakness in the labour market will be understated this quarter due to
measurement issues and the precise number is of little import.



Unemployment is expected to increase rapidly in coming quarters on
account of the enormous economic contraction underway, even if we can
restart the economy as we expect. Uncertainty is much greater than usual
and volatility should be expected.



Momentum in wage inflation was creeping higher before the current crisis
began and we expect a moderate print in Q1. But a significant deflationary
impulse is expected to be borne out in coming quarters.

Key points
March quarter labour market statistics are released next Wednesday 6 May.
This will include some early impacts of the COVID-19 crisis. The crisis
escalated through the quarter, with our lockdown beginning in late March. We
expect that jobs were lost on an ongoing basis as developments unfolded.
New Zealand was hit by the outbreak a bit later than other countries, but
deterioration in the labour market will have occurred from early on, with
export markets like tourism and forestry being immediately directly impacted.

March 2020 Quarter
Exp

Prev

Labour Market
Unemployment
rate (sa)

%

4.6% 4.0%

Participation
rate (sa)

%

69.9% 70.1%

Employment
(sa)

q/q

-0.5% 0.0%

Employment

y/y

0.4% 1.0%

LCI private
sector wages
(ex-overtime)

q/q

0.4% 0.6%

LCI private
sector wages
(ex-overtime)

y/y

2.5% 2.4%

QES private
sector hourly
earnings

q/q

0.6% 0.1%

QES private
sector hourly
earnings

y/y

Wages

2.5% 3.0%

Due to measurement issues, the labour market deterioration seen over the
quarter will not be fully reflected in next week’s Q1 release. Statistics NZ has
said that survey response rates dropped significantly once the lockdown took
effect. Those responses that were not received had to be imputed. This means
that the results will be biased by more positive responses received earlier in
the quarter, but to what extent is unknown.
Taking into account these measurement issues, we are picking the
unemployment rate to print at 4.6% next week, but one shouldn’t look for
meaning in deviations from this estimate. If the survey response rate had not
been impacted, we think that the unemployment rate would have landed
somewhere in the 5-6% range. We see employment dropping 0.5% q/q to sit
at 0.4% y/y, and the participation rate is expected to dip a little to 69.9%.
More important than any measurement issues, the labour market
deterioration in Q1 is just the beginning of the significant impact we see
playing out in coming quarters. Although the Government is doing what it can
to support employment, particularly through the wage subsidy scheme, job
losses are unfortunately inevitable. We see the unemployment rate tracking
higher to peak at 11% in Q3, before dipping to 8½% at the start of next year
and gradually improving thereafter.
There is considerable uncertainty about the outlook at present. The impacts of
the current downturn are difficult to quantify and will depend on how a
number of things unfold – the COVID-19 outbreak, our path out of lockdown,
business resilience, and policy stimulus, to name a few key factors. Added to
that, disruption impacts associated with lockdown are hard to quantify and
continued measurement issues are on the cards. Volatility should be
expected.

Wage developments tend to lag developments in employment. Before the
COVID-19 crisis began, wage inflation had been tracking higher, with the
labour market close to full employment and domestic inflationary pressures
building. Consistent with that, we expect wages rose moderately in Q1, with a
0.4% q/q lift in the Labour Cost Index. This would see annual inflation edge
higher, from 2.4% y/y to 2.5%. The more volatile QES series is expected to
lift 0.6% q/q after a weak print last quarter.
However, wage inflation is expected to turn south in coming quarters. Slack is
opening up in the labour market abruptly, eroding workers’ bargaining power
at the same time that firms’ ability to employ workers, let alone pay them
more, is becoming severely impaired. Also providing a weak backdrop is the
fact that broader price pressures have rapidly eroded. Petrol prices have
plunged, firms are facing much weaker demand (or an inability to trade at
all), and there are many anecdotes of wage cuts that may or may not prove
temporary. All of this will swamp the recent increase in the minimum wage
and other Government policies to keep people employed. We see wage
inflation moderating this year to hover at around 1% y/y – and only edging
higher once the recovery in the labour market is well entrenched.
For the RBNZ, the outlook is precarious. The labour market is moving away
from full employment – and quickly. And there is a clear risk that inflation and
wage expectations move lower persistently. The RBNZ will do what it takes to
shore up the outlook and we think further stimulus will be needed to see our
expected recovery in the labour market and wages, with the RBNZ’s QE
programme expected to roughly double.
The Government will play a crucial role in supporting the recovery, too. The
wage subsidy scheme is currently keeping many people in work, but it is a
stop-gap that for some is unfortunately delaying the inevitable. It is possible
the scheme will be extended, but it would need to be well targeted and isn’t
sustainable beyond the short term because of its very high cost. More
initiatives to support the economic recovery will be required – and are
expected in the upcoming Budget. But difficult decisions will need to be made
too, to ensure that those initiatives are affordable long term.
We will have more details on the labour market outlook in our ANZ Weekly
Focus on Monday. We will also be releasing previews of the Budget and RBNZ
MPS next week with further thoughts on what to expect.
Figure 1. Participation and unemployment rates
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Figure 2. Measures of wage inflation
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Important notice
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observe all relevant restrictions.
Disclaimer for all jurisdictions: This document is prepared and distributed in your country/region by either: Australia and New Zealand
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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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