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Data summary - Q1 2024

Labour market
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Softening

Bottom line

e The Q1 labour market data was weaker than our expectation. The
unemployment rate rose from 4.0% to 4.3%, above our and the RBNZ's
forecast of 4.2%. Other measures of spare capacity reinforced our
expectation that a moderation in domestic inflation lies ahead.

e Employment unexpectedly contracted, going against the signal from the
monthly employment indicator. The participation rate also declined,
pointing to discouraged worker effects as labour demand weakens.
Annual wage growth continued to gradually moderate but remains at
levels inconsistent with inflation at target.

e We don't expect the Q1 labour market data to shift the dial for the
RBNZ. With the labour market firmly in disinflationary territory, the
RBNZ can be patient and wait for further progress in the inflation data
before shifting its stance. We maintain our expectation that progress on
the domestic disinflation front is consistent with OCR cuts in 2025.

The view

Overall, today’s data were on the softer side of expectations but not enough
to shift the dial for the RBNZ. Employment unexpectedly contracted, and
though the HLFS measure can be volatile, it does suggest that the
normalisation in employment levels following a period of labour scarcity has
now run its course. However, weakness in the HLFS measure conflicts with
the signal from the monthly employment indicator, which implied 0.5% q/q
growth and QES filled jobs, which rose 0.7% qg/q. There are conceptual
differences between these measures, which likely alters the lead-lag
dynamics, but the directional divergence could indicate an element of HLFS
survey volatility here. That said, weaker employment is not surprising in the
context of a weak economy. A starting point of intense shortages, record
net migration inflows, and significant fiscal expansion in recent years appear
to have extended the typical lags between economic activity and labour
demand, though today’s data tentatively suggests that transmission is now
occurring.

We expect the theme of softening labour demand in today’s release to
continue moving forward. Forward-looking indicators for labour demand and
lower government spending from Budget 2024 certainly support that view.
Our suite of capacity indicators show that spare capacity continued to
emerge in Q1, suggesting a sustained moderation in labour cost pressures
lies ahead.

All in all, the labour market is going the way the RBNZ require it to, but
there is still lingering uncertainty around the magnitude and pace of
loosening going forward. The RBNZ will incorporate today’s data into the
May MPS forecasts, though we don’t expect these data to materially change
its assessment of the labour market, nor the stance of monetary policy.



The details

e The unemployment rate rose 0.3%pt to 4.3%. The underutilisation rate
rose to 11.2% (10.7% previously) while the underemployment rate
unexpectedly fell to 4.1% (4.5% previously). The latter could reflect
greater labour shedding of part-time workers, rather than a story of
capacity stretch, although HLFS hours worked per employed person did
increase 0.6% qg/q (sa), while QES total weekly paid hours per FTE also
rose 0.5% qg/q. All that said, labour market spare capacity continues to
emerge in these data, although the RBNZ will need to see more of the
same to be confident that domestic inflation is returning to target in an
appropriate timeframe.

Figure 1. Labour market capacity pressures
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e The participation rate fell 0.4%pts to 71.5%. With the jobs market
becoming more competitive, we expect the participation rate to continue
to decrease.

e HLFS employment contracted 0.2% q/q. The weakness in the HLFS
measure of employment went against what the monthly employment
indicator had implied, which is not unexpected, although it does warrant
caution in interpreting this signal, given the volatility of the series. The
QES filled jobs measure rose 0.7% q/q, contradicting weakness in the
HLFS survey. Nonetheless, weakness in employment isn’t that surprising
given the slowdown evident in the economy over the past year. Forward
looking indicators of labour demand imply further weakness lies ahead,
while the Government will deliver its Budget on 30 May, which we expect
to signal a tightening of fiscal settings, with rapid (albeit relatively small)
flow-on effects for employment.

¢ Wage growth moderated gradually, and while it is exhibiting persistence,
this largely reflects the lagged response to past labour market conditions.
The emergence of spare capacity continues to suggest a sustained
moderation lies ahead.

- The private sector labour cost index (incl overtime, adjusted for
productivity) rose 0.8% q/q (3.8% y/y), in line with our and the
RBNZ's forecast.

- The unadjusted private sector labour cost index fell to 5.2% from
5.7% y/y, after last quarter’s fall. The overall proportion of workers
(all sectors) receiving wage increases in the past year lifted back to its
record high of 66%. Wage increases in excess of 5% eased 2%pts to
37%.

- Private sector average hourly earnings growth (ordinary time) was
much weaker than expected, lifting only 0.3% g/q in Q1. That saw the
annual rate fall sharply from 6.6% to 4.8%, well below our and the
RBNZ'’s forecast of 5.9%.

- Public sector wage data pointed to fiscal restraint. Public sector
average hourly earnings (ordinary time) were flat, taking annual
growth down from 7.4% to 6.2%.

ANZ New Zealand Labour Market Review | March 2024 Quarter 2



Monetary policy implications

On its own, we don't think today’s data will alter the RBNZ’s assessment of the
economy. Spare capacity in the labour market continued to emerge as the
RBNZ requires and wage growth moderated. That should reinforce the RBNZ's
view that sustained domestic disinflation lies ahead. Monetary policy has
weighed heavily on economic activity and that’s yet to be fully reflected in the
labour market. But as evident in the Q1 CPI report, the RBNZ has not seen the
traction it had anticipated in slowing domestic inflation. Until the RBNZ is
confident they have done enough it is unlikely to contemplate reducing the
OCR. We remain of the view that cuts will not occur until 2025.

The labour market in charts
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Private sector wage growth moderated
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Spare capacity continued to emerge
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The vacancy-unemployment ratio fell, indicating an
increase in labour market slack
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