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Capacity is being absorbed across the labour market with
employment metrics expected to remain strong (although perhaps
off their highs) and the unemployment rate projected to fall.



We doubt there will be much in the way of evidence of this feeding
into wage inflation yet. We are sticking with our view that this will
happen in time as capacity tightens. However, significant secular forces
(technology especially) are working in the opposite direction and suggest
any lift will be modest.
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Demand-side metrics should remain solid. Firms’ hiring intentions
have been stable at an elevated level and our Job Ads series is growing at
14% y/y (on a three-month average basis). While the latter is off its
highs, it is hardly a weak story and reflects base effects more than
anything. We have pencilled in a 0.7% q/q lift in employment. That’s
strong but still a deceleration from recent employment gains and more
modest growth is consistent with the increased difficulty firms are having
in filling positions. Hours worked should rebound from Q1’s contraction
and will flag better Q2 GDP figures.



Supply-side growth should also be decent, but perhaps with some
natural constraints developing. We already know that the working age
population expanded by 0.5% q/q, supported by ongoing net migrant
gains. The bigger question (as always) surrounds the participation rate,
which has risen for five consecutive quarters to an all-time high of 70.6%.
What the natural upside limit is, is unclear, but we do believe we are
approaching it. In Q2, we assume the rate holds steady.



Overall, the figures should be consistent with the message of
labour market spare capacity gradually being absorbed. We expect
the unemployment rate to drop 0.1%pts to 4.8%, which would be an 8½year low. The underutilisation rate, which we estimate was steady at
12.4% in seasonally adjusted terms in Q1, should also continue to trend
lower, which would be consistent with firms telling us that labour is
increasingly hard to find. In saying that, skill shortages are also not just
about the absolute pool of available labour, but also the mismatch in skills
between what that labour possesses and what employers are demanding.



History suggests that the conditions are in place for stronger
wage growth to emerge. The unemployment rate is already below our
current spot estimate (broadly 5%) of the of non-accelerating inflation
rate of unemployment (NAIRU). Despite dipping in Q2, headline inflation
is still well up from its lows, which should see workers look to push for
cost of living adjustments. Finding skilled labour remains the biggest
problem facing firms according to our Small Business Microscope.



However, we doubt we will see clear evidence of this yet. Our
preferred measure, the private sector Labour Cost Index, is expected to
be stable at 0.4% q/q, which would see annual wage inflation lift to a
modest 1.6% y/y. That’s below the rate of general inflation so technically
real wages have fallen of late. Total private sector hourly earnings from
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the QES typically rise strongly in Q2, and we expect that again this year,
with a lift of 1.0% q/q. However, that would only see annual wage
inflation at 1.5% y/y.


We expect stronger wage growth in time. Capacity is being eaten
into. The Q3 figures should be mechanically boosted by the recent agedcare gender equality settlement. Public wage growth (1.7% y/y on an LCI
basis and 4.3% y/y on an hourly earnings basis) is running at a stronger
pace than the private sector, implying some risk of catch-up for the latter.



But any lift looks set to be modest. Some cyclical factors are certainly
beginning to point towards accelerating wage growth, and there are
strong anecdotes to back that up. But there are clearly some significant
secular forces working in the opposite direction, just like with the inflation
process more generally. Wage bargaining power is being diluted as
disruptive technology becomes an increasing threat to a wide range of
jobs. This is raising some significant questions for policymakers,
and society in general, about what the future will hold.



We expect the data to reinforce the RBNZ’s cautious stance with
tightening labour capacity yet to manifest into an inflation pulse.

Figure 1. Vacancy and unemployment rates

Figure 2. Firms’ hiring intentions
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Figure 3. Difficulty finding labour
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Figure 4. Measures of wage inflation
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The distribution of this document or streaming of this video broadcast (as applicable, “publication”) may be restricted by law in certain
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of the relevant website (collectively, “recipient”). This document is confidential and may not be reproduced, distributed or published by any
recipient for any purpose. It is general information and has been prepared without taking into account the objectives, financial situation or
needs of any person. Nothing in this document is intended to be an offer to sell, or a solicitation of an offer to buy, any product, security,
instrument or investment, to effect any transaction or to conclude any legal act of any kind. If, despite the foregoing, any services or products
referred to in this document are deemed to be offered in the jurisdiction in which this document is received or accessed, no such service or
product is intended for nor available to persons resident in that jurisdiction if it would be contradictory to local law or regulation. Such local
laws, regulations and other limitations always apply with non-exclusive jurisdiction of local courts. Certain financial products may be subject to
mandatory clearing, regulatory reporting and/or other related obligations. These obligations may vary by jurisdiction and be subject to frequent
amendment. Before making an investment decision, recipients should seek independent financial, legal, tax and other relevant advice having
regard to their particular circumstances.
The views and recommendations expressed in this publication are the author’s. They are based on information known by the author and on
sources which the author believes to be reliable, but may involve material elements of subjective judgement and analysis. Unless specifically
stated otherwise: they are current on the date of this publication and are subject to change without notice; and, all price information is
indicative only. Any of the views and recommendations which comprise estimates, forecasts or other projections, are subject to significant
uncertainties and contingencies that cannot reasonably be anticipated. On this basis, such views and recommendations may not always be
achieved or prove to be correct. Indications of past performance in this publication will not necessarily be repeated in the future. No
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performance may differ materially from those reflected or contemplated in such forward looking statements. All investments entail a risk and
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services described in this publication. The products and services described in this publication are not suitable for all investors, and transacting in
these products or services may be considered risky. ANZ and its related bodies corporate and affiliates, and the officers, employees, contractors
and agents of each of them (including the author) (“Affiliates”), do not make any representation as to the accuracy, completeness or currency
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matter that subsequently comes to their notice, which may affect the accuracy, completeness or currency of the information in this publication.
Except as required by law, and only to the extent so required: neither ANZ nor its Affiliates warrant or guarantee the performance of any of the
products or services described in this publication or any return on any associated investment; and, ANZ and its Affiliates expressly disclaim any
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If this publication has been distributed by electronic transmission, such as e-mail, then such transmission cannot be guaranteed to be secure or
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not accept any Liability as a result of electronic transmission of this publication.
ANZ and its Affiliates may have an interest in the subject matter of this publication as follows:
 They may receive fees from customers for dealing in the products or services described in this publication, and their staff and introducers of
business may share in such fees or receive a bonus that may be influenced by total sales.
 They or their customers may have or have had interests or long or short positions in the products or services described in this publication,
and may at any time make purchases and/or sales in them as principal or agent.
 They may act or have acted as market-maker in products described in this publication.
ANZ and its Affiliates may rely on information barriers and other arrangements to control the flow of information contained in one or more
business areas within ANZ or within its Affiliates into other business areas of ANZ or of its Affiliates. This document is published in accordance
with ANZ’s policies on Conflicts of Interest and Information Barriers.
Please contact your ANZ point of contact with any questions about this publication including for further information on these disclosures of
interest.
2. Country/region specific information:
Australia. This publication is distributed in Australia by ANZ. ANZ holds an Australian Financial Services licence no. 234527. A copy of ANZ's
Financial Services Guide is available at http://www.anz.com/documents/AU/aboutANZ/FinancialServicesGuide.pdf and is available upon request
from your ANZ point of contact. If trading strategies or recommendations are included in this publication, they are solely for the information of
‘wholesale clients’ (as defined in section 761G of the Corporations Act 2001 Cth). Persons who receive this publication must inform themselves
about and observe all relevant restrictions.
Brazil. This publication is distributed in Brazil by ANZ on a cross border basis and only following request by the recipient. No securities are
being offered or sold in Brazil under this publication, and no securities have been and will not be registered with the Securities Commission –
CVM.
Brunei. Japan. Kuwait. Malaysia. Switzerland. Taiwan. This publication is distributed in each of Brunei, Japan, Kuwait, Malaysia,
Switzerland and Taiwan by ANZ on a cross-border basis.
Cambodia. APS222 Disclosure. The recipient acknowledges that although ANZ Royal Bank (Cambodia) Ltd. is a subsidiary of ANZ, it is a
separate entity to ANZ and the obligations of ANZ Royal Bank (Cambodia) Ltd. do not constitute deposits or other liabilities of ANZ and ANZ is
not required to meet the obligations of ANZ Royal Bank (Cambodia) Ltd.
European Economic Area (“EEA”): United Kingdom. ANZ in the United Kingdom is authorised by the Prudential Regulation Authority
(“PRA”). 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 publication is distributed in the United Kingdom by 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
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investors must seek licensed professional advice should they wish to make any investment in relation to this publication.
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