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Data summary — Q4 2025

Latest RBNZ

Labour market

HLFS unemployment 5.4% 5.3%
rate (sa)
HLFS participation 70.5% 70.3%
rate (sa)

HLFS employment a/q 0.5% 0.2%
(sa)
HLFS employment yly 02% -0.1%
Wages - LCI

Private sector wages q/q 0.5% 0.5%
(all salary and wage

rates)

Private sector wages yly 2.0% 2.0%
(all salary and wage

rates)

Wages — QES

Private sector hourly  g/q 0.7% N/A
earnings (ordinary

time)

Private sector hourly yly 3.5% 3.4%
earnings (ordinary

time)
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Not great, but better than it looks

Labour market signals more disinflation ahead

e The unemployment rate lifted 0.1 ppt to 5.4% in Q4, as growth in labour supply
outpaced employment growth. This was a touch higher than our and the
RBNZ’s expectation of 5.3%.

e However, despite the higher unemployment rate, the underlying details show
the labour market is rounding a corner. Employment growth of +0.5% q/q was
stronger than expected (0.3%) and shows firms are once again adding to
headcount, while the higher participation rate (up 0.2ppts to 70.5%, also higher
than expected) is consistent with improving economic activity bolstering
perceptions that opportunities in the labour market are on the rise. It is normal
for the participation rate to move together with employment, although this
doesn’t always happen in perfect synchrony from quarter to quarter.

e Wage growth slowed, with the private sector Labour Cost Index slowing in line
with the RBNZ'’s forecast, but the relatively volatile QES measure a smidgen
stronger than expected.

e For the RBNZ, today’s data indicate that the labour market is unlikely to
become a source of CPI inflation pressure any time soon. The underutilisation
was unchanged at an elevated 13%.

e Allin all, today’s data revealed stronger growth in both labour supply and
labour demand than we and the RBNZ expected in Q4. But that certainly
doesn’t mean the labour market is on a different (or more worrying) trajectory
than expected — there is plenty of evidence here to suggest the recovery in
economic activity is starting to have a positive influence on the labour market.

Big picture and monetary policy implications

The signal from today’s data is consistent with our and the RBNZ’s expectation
that CPI inflation pressures stemming from the labour market are contained.

Figure 1. ANZ labour market capacity suite mean vs RBNZ output gap
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Despite the unemployment rate ticking up slightly, there was plenty of evidence in
today’s data to suggest labour market conditions are gradually improving. Firms
appear to be slowly adding to headcount, the trend in available hours appears
positive, and more people are choosing to participate in the labour market,
consistent with rising job opportunities.
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In big-picture terms, and taking account of typical volatility in the HLFS, the labour
market appears to be tracking close to our and the RBNZ’s expectation. While we
are still some distance from full employment — where labour market conditions are
consistent with stable inflation — the recovery in economic activity will help move us
in that direction eventually. That suggests disinflationary pressures stemming from
the labour market should start to gradually ease from here, ideally alongside a
further moderation in administrative price pressures, such as council rates.

The details

e The unemployment rate ticked up 0.1 ppt to 5.4% (s.a.), as employment
growth (+0.5% qg/q) was outpaced by growth in the labour force (+0.6% qg/q).
Underpinning the latter, the participation rate lifted 0.2 ppts to 70.5% and the
working-age population rose 0.3% q/q.

o QES filled jobs fell a modest 0.3% q/q (sa), to be down 0.1% y/y. This follows
a decent 0.7% q/q rise in Q3 (revised down a little). These data can be volatile,
but the trend still appears to be upward, albeit gradual.

e Providing a broader read on untapped capacity in the labour market, the
underutilisation rate was stable at an upwardly revised 13% (previous Q3:
12.9%). This measure includes those working part time but wanting more
hours (i.e. underemployed), available potential jobseekers (who want work, but
aren’t actively looking — a.k.a. ‘discouraged workers’), and unavailable
jobseekers (can’t start work now, but will be able to within a month). The
underemployment rate lifted 0.6 ppts to 5.2%. Overall, these data are
consistent with the signal from the unemployment rate that spare capacity in
the labour market persists.

e Turning to wages:

— The private sector Labour Cost Index (including overtime, and adjusted for
productivity) rose 0.5% q/q, with annual growth slowing 0.1 ppts to 2.0%
yly. That was in line with the RBNZ’s forecast.

— The unadjusted private sector Labour Cost Index, which accounts for
changes in workforce composition, was stable at 3.3% yly.

— In other detail, the overall proportion of workers receiving wage increases
in the past year fell 1%pt to 55% (all sectors). The proportion of wage
increases that were in excess of 5% eased 2%pt to 9%, well down from
the peak of 40% seen in mid-2023.

— Private sector average hourly earnings (ordinary time) rose 0.7% qg/q. That
saw the annual rate slow from 4.1% to 3.5%, a little stronger than our and
the RBNZ’s expectation. This measure can be volatile.

— Public sector average hourly earnings (ordinary time) rose 1.6% q/q. That
saw annual growth slow from 3.4% to 2.9%. At face value, these data
suggest upwards pressure from past public sector pay agreements (which
spanned multiple years) are now giving way to broader fiscal consolidation
pressures.

e Lastly, paid hours fell 0.5% q/q (-0.1% yly), following a 1.1% rise in Q3. Hours
worked rose 1.0% q/q, building on a rise last quarter to be up 0.7% yly.
Looking through the volatility in hours paid, these indicators add to the
evidence that demand for labour is gradually picking up.

Conclusion

The overall message from today’s data is clear: labour market conditions remain
soft, but there are signs of gradual improvement. Firms are taking on more
headcount. That is broadly consistent with the RBNZ’s expectations, suggesting
today’s data are unlikely to materially shift the Monetary Policy Committee’s
assessment of the inflation outlook. However, the February MPS will still need to
account for stronger Q3 GDP growth and the stronger-than-expected Q4 CPI
outturn, and that could have implications for the RBNZ'’s outlook for the labour
market and their assessment of how much pain the labour market needs to endure
in order to contain underlying inflation pressures.
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The labour market in charts

Unemployment increased as supply started to turn The participation rate has tentatively rounded a corner
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Wage inflation eased The share of workers receiving large pay rises fell further
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