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 – We expect to see continuing employment 
growth in March, underpinned by firm 
economic activity. 

 – However, even though the demand for labour 
is firm, strong growth in the labour force 
means that unemployment rate is expected to 
remain at 5.2%.

 – Wage inflation remains modest. With 
consumer price inflation having firmed, this 
implies increased pressure on households’ 
purchasing power.

Q4 Actual Q1 Forecast

Quarter Quarter Annual

Household Labour Force Survey

Employment Growth 0.8% 0.8% 5.3%

Unemployment rate 5.2% 5.2%

Hours Worked 0.7% 1.3% 7.0%

Participation rate % 70.5% 70.6%

Quarterly Emplyment Survey

FTE employment (s.a.) 0.9% 0.7% 2.9%

Hours paid (s.a.) 1.2% 0.6% 3.8%

Private avg hourly earnings -0.3% 0.6% 1.4%

Labour Cost index

All sectors, ordinary time 0.4% 0.4% 1.5%

Private sector, ordinary time 0.4% 0.4% 1.6%

Private , all salary & wage rates 0.4% 0.4% 1.5%

Employment up, 
unemployment steady
Wednesday 3 May, 10:45am

27 April 2017

Employment growth to remain firm

The New Zealand economy is now in its seventh year 
of continued expansion. And while we do face some 
challenges, the outlook continues to look pretty healthy. 
We expect this will be reflected in the suite of labour 
market indicators for the March quarter, due for release on 
Wednesday 3 May.

We expect the Household Labour Force Survey (HLFS) 
will show that employment levels increased by a solid 
0.8% in March quarter, with gains being supported by firm 
economic conditions as well as strong population growth. 
Increases in employment are expected to be widespread, 
with the largest gains expected in service sectors (such as 
professional services) and construction. These sectors have 
been key drivers of GDP growth, and businesses in these 
sectors have reported that they have continued to increase 
staff numbers in recent months.

Methodological changes last year have clouded the 
interpretation of the HLFS data. In particular, it’s not clear 
whether the increased coverage of the survey will affect the 
seasonally adjusted estimates of quarterly jobs growth. As 
a cross check, we’ll be watching the Quarterly Employment 
Survey (QES) which will be released at the same time. 
We expect that it will show that the number of full-time 
equivalent employees grew by 0.7% in the March quarter, 
to be 2.9% higher for the year - consistent with an economy 
growing at a firm pace.

Employment growth (including forecast)
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Unemployment to remain at 5.2% as labour 
force participation continues to rise

While employment is expected to remain firm in the 
March quarter, there are a few more questions around 
what will happen to the unemployment rate. Last quarter 
unemployment picked up to 5.2% in the face of firm 
employment growth. That was due to an increase in the 
labour force participation rate, which rose to a record high 
of 70.5% in the December quarter.

Labour force participation has risen strongly over the past 
year, underpinned by strong net migration, as well as firm 
economic conditions that have encouraged people to enter 
the labour force. These conditions have continued in the 
early part of 2017, and we expect that the participation rate 
will nudge higher again in March to 70.6%.

This continued growth in the labour force has (for 
now) provided a floor under the unemployment rate. 
Consequently, we expect that the unemployment rate will 
remain unchanged at 5.2% in March, despite continued 
firm jobs growth. Over time, we still expect that the 
unemployment rate will trend down, consistent with firm 
economic conditions.

The participation rate is a key area of risk around our 
forecasts. After some large increases in in recent quarters, 
there is a chance that participation pulls back in March. 
If this did happen, we could see the unemployment rate 
pushing down.

Labour force participation and unemployment 
(including forecasts)
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Wage inflation remains low despite rising 
consumer prices

Although the labour market has been strengthening, wage 
inflation remains low. We’re expecting the March quarter 
Labour Cost Index will show that base wage rates rose by 
only 1.6% over the past year. Similarly, the broader QES 
measures of average hourly earnings is expected to have 
risen by only 1.4%.

The low wage inflation we’ve seen in recent years has come 
against a backdrop of more general softness in consumer 

prices. This meant that even though nominal earnings 
growth was limited, households’ purchasing power was 
continuing to expand at a healthy pace. 

However, the inflation backdrop has changed dramatically 
in early-2017. Consumer price inflation rebounded to 
2.2%, and we expect that it will linger around 2% over the 
coming year. This signals increasing pressure on household 
purchasing power. 

Combined with firmness in domestic activity, the rise in 
consumer price inflation is expected to see wage growth 
picking up (especially with businesses highlighting increased 
difficult sourcing both skilled and unskilled labour). 
Nevertheless, wages are still expected to rise fairly gradually.

From August, the overall level of wage inflation in the 
economy will receive a sizeable boost from the recent equal 
pay settlement for caregivers. This historic agreement will 
boost the wages of around 55,000 workers from August by 
a sizeable amount. It’s likely that we’ll also see some spill 
over to wage and salary rates in associated occupations. 
However, outside of specific occupations, we still expect 
that overall wage growth in the economy will be modest. In 
particular, private sector wage growth is expected to linger 
below 2% for most of the next two years even as consumer 
price inflation rises. 

Labour Cost Index (including forecast) and CPI inflation
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Contact the Westpac economics team
Michael Gordon, Acting Chief Economist +64 9 336 5670

Satish Ranchhod, Senior Economist +64 9 336 5668

Sarah Drought, Economist +64 9 336 5696

Any questions email: economics@westpac.co.nz

Past performance is not a reliable indicator of future performance. The forecasts given in this document are predictive in character. Whilst every effort has been taken to ensure 
that the assumptions on which the forecasts are based are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. 
The ultimate outcomes may differ substantially from these forecasts.
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