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- June’s labour market figures were very close
to market expectations.

The unemployment rate fell to 4.8% (down
from 4.9%)

- Looking through quarter-to-quarter volatility,
the economy looks to be expanding at a
moderate pace.

- With the unemployment rate declining only
gradually, wage growth is likely to remain
muted for some time.
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Looking at the full suite of June quarter data, New Zealand’s
labour market isn’t in bad shape, with continued moderate
growth in the demand for workers and ongoing jobs
creation. However, pressures in the labour market are
building only very gradually, and any significant broad-
based lift in wage pressures still appears some way off.

Job creation continuing at a moderate pace

In terms of demand for workers, the two labour market
surveys released today - the employee-focused Household
Labour Force Survey, and employer-focused Quarterly
Employment Survey - did give slightly different results. But
smoothing through the usual quarter-to-quarter survey
volatility, today’s data are consistent with continued, albeit
moderate, growth in economic activity.

- The HLFS recorded a 0.2% decline in the number of
people employed. However, we’d caution about reading
too much into one quarter’s data, especially as it’s come
in conjunction with a sharp - and unexpected - pullback
in labour force participation. The participation rate fell
from 70.6% in March to 70.0% in June. That’s a sizeable
fall for a signal quarter, and particularly surprising given
the continued growth in the working age population (up
20,000 over the past quarter alone).
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Household Labour Force Survey

Unemployment rate (s.a.) 4.9%
Employment (s.a.) 1.1%
Participation rate (s.a.) 70.6%

Quarterly Employment Survey

FTE employment (s.a.) 0.4%
Hours paid (s.a.) 0.2%
Private ave hourly earnings, ord time (all sectors) 0.3%

Labour Cost Index

Private sector, ordinary time 0.4%
All sectors, ordinary time 0.4%
Private, all sal & wage rates 0.4%

4.8% 4.8% 4.9%
-0.2% 0.7% 0.7% 3.1%
70.0% 70.6% 70.7%
0.7% - 0.9% 2.7%
0.9% - 1.1% 3.4%
0.8% 0.9% 1.0% 1.2%
0.4% - 0.4% 1.6%
0.4% 0.5% 0.4% 1.7%
0.4% 0.4% 0.4% 1.6%
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- The QES showed that the number of full-time equivalent
employees was up 0.7% over the quarter, and is up 2.7%
over the year.

- Importantly, both surveys showed continued gains in
labour hours over the quarter. This is consistent with
broader economic indicators which are pointing to firm
(but not spectacular) June quarter GDP growth, as well
as continued growth in the demand for workers.

By sector, jobs growth over the past year has been heavily
concentrated among professional services, and in the retail
and hospitality sectors.

For most of the past year, the construction sector has

also been a key driver of employment. However, the

June quarter figures did show a drop in the number of
construction workers employed. This will be worth keeping
an eye on over the coming months, with a range of other
indicators point to a loss of momentum in the building and
construction sector.

Labour force participation and unemployment
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Labour market tightening, but gradually...

New Zealand’s unemployment rate fell to 4.8% in the June
quarter, down from 4.9% in March. Unemployment has
been trending down since 2012, and is now at its lowest
level since 2008. However, while the current level of the
unemployment rate isn't high, it’s not really low either.

Similarly, the underutilisation rate (which includes the
unemployed as well as those who are looking to work more
hours), has also declined. However, it’s yet to retrace most
of the climb we saw following the recession in 2008/09.

...and wage pressure remain muted

With the labour market tightening only gradually, wage
inflation has remained muted. Private sector wages, as
measured by the Labour Cost Index rose by 0.4% through
the June quarter, leaving them up 1.6% over the past year.
Similarly, the broader QES measure of average hourly
earnings rose by a modest 1.1% over the past year. Both of
those results included a boost from the recent increase in
the minimum wage, the effect of which was most noticeable
in areas like accommodation and retail.

Looking at the longer term trend in wage growth, we have
not seen any material lift in wage inflation over the past five
years. That's despite the continuing growth in economic
activity and the more recent lift in consumer price inflation.
This is true even in the construction sector, where wage
growth has not accelerated since 2014.

Although wage inflation is likely to rise over the coming
year as the economy continues to expand, we expect it will
remain modest for some time (with the notable exception
of the health care sector, where earnings for some workers
will be boosted by the recent wage settlement agreement).

Labour Cost Index
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Market implications

The New Zealand dollar fell 40pts to 0.7430 against the
US dollar after the release, presumably in reaction to the
surprise drop in employment.

Today’s result is unlikely to have a large impact on the RBNZ's
thinking ahead of next week’s Monetary Policy Statement.
While there were mixed messages from the jobs figures,
overall today’s data didn’t deliver major surprises. Looking at
the jobs figures in conjunction with labour hours and today’s
wage numbers, we're still left with a picture of modest
growth in the economy but subdued inflation pressures.

Satish Ranchhod
Senior Economist
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Shyamal Maharaj, Economist +64 9 336 5669

Paul Clark, Industry Economist +64 9 336 5656

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.

Disclaimer

Things you should know

Westpac Institutional Bank is a division of Westpac Banking
Corporation ABN 33 007 457 141 (‘Westpac’).

Disclaimer

This material contains general commentary, and market colour.

The material does not constitute investment advice. Certain types
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