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Surprising Strength
December quarter 2015 labour market review

•	 The unemployment rate plummeted to 5.3% in the 
December quarter. This was in stark contrast to 
the small increase we had expected.

•	 Employment growth was up a solid 0.9% while 
there was also a sharp fall in participation. 

•	 Wage inflation remains moderate. But with 
inflation very low, workers’ wages are going further 
after adjusting for inflation. 

•	 On its own, today’s data reduces the chance of the 
RBNZ cutting rates in March.  

New Zealand’s unemployment rate plunged in the December 
quarter, falling from 6% to 5.3%. This was in stark contrast to 
market expectations of a small lift in the unemployment rate. 
While there was a solid 0.9% lift in employment in the quarter 
(corroborated by solid growth in employment in the Quarterly 
Employment Survey) the surprise came down to a steep drop 
in participation in the labour force in the December quarter.

We’re inclined to take a fairly cautious view of today’s outturn 
because the Household Labour Force Survey can at times be 
volatile. New Zealand’s labour market is clearly in better shape 
than we gave it credit for. But a broader suite of labour market 
indicators suggests that the improvement was modest rather 
than stonking. The bigger picture is that the labour market 
cooled a bit in mid-2015, before improving a bit in late 2015. 

 Quarterly actual Quarterly expected Annual

 2015 Q3 2015 Q4 Market Westpac 2015 Q4

Household Labour Force Survey 

Unemployment rate (s.a.) 6.0 5.3 6.1 6.1 -

Employment (s.a.) -0.5 0.9 0.8 0.9 1.3

Participation rate (s.a.) 68.7 68.4 68.9 68.9 -

Quarterly Employment Survey

FTE employment (s.a.) 0.8 1.2 - 0.9  2.9

Total weekly hours paid (s.a.) 0.9 1.4 - 0.6 3.8

Private ave hourly earnings, ord time 0.9 0.2 0.5 0.4 2.5

Labour Cost Index

All sectors, ordinary time 0.4 0.4 - 0.5 1.5 

Private sector, ordinary time 0.4 0.4 0.5 0.5  1.6

Private, all salary & wage rates 0.4 0.4 0.5 0.4 1.6
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Details
The December quarter data was particularly unusual because 
participation and employment growth moved in opposite 
directions. Usually, they tend to move together from quarter 
to quarter. Consequently, quarterly movements in the 
unemployment rate tend to be less volatile. 

Employment and GDP
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Employment and the participation rate
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So with employment growth in line with expectations, it’s 
worth digging into the detail of the change in labour force 
participation. By age group, participation did fall quite 
sharply (in seasonally adjusted terms) for those under 30. 
However, participation by this age group tends to be quite 
volatile anyway as students shift in and out of the labour 
force. Looking across regions, participation actually rose 
in Auckland, Wellington and the Manuwatu but fell in most 
other regions. And by gender, participation fell for both males 
and females (though it was down more sharply for men than 
women). So it’s difficult to point the finger at any particular 
group or region to explain the fall in participation this quarter.

Indeed, stepping back and taking a longer term look at trends 
in labour force participation, the sharp lift in participation over 
late 2014-early 2015 now stands out. Perhaps it was this lift 
in participation which was unusual rather than today’s decline. 
Whichever the case, participation is now back to the levels we 
saw in September 2014.

With today’s data tricky to interpret, it’s worth taking a 
broader look at what other labour market indicators are saying 
about capacity in the labour market. The Quarterly Survey 
of Business Opinion showed firms finding it more difficult to 
find skilled labour in the December Quarter while monthly 
surveys show a lift in employment intentions, and households 
have become more optimistic about employment prospects. 
This supports the view that the labour market improved in the 
December quarter, even if the change wasn’t as dramatic as 
the decline in the unemployment rate suggests. 

Wage growth remains low
Despite the strengthening in the labour market, wage inflation 
has remained stubbornly low. The private sector LCI (including 
overtime) rose by 0.4% over the quarter, to be up 1.5% for the year 
– its slowest rate of increase since 2010. Similarly, the broader 
QES measure of wage inflation dropped back to a subdued 2.5%. 

Wage inflation has remained low for several years now. While 
that’s a little surprising in the context of an economy that’s 
been growing at a pretty firm pace in recent years, it comes 
against a backdrop of very low consumer price inflation. Over 
2015, consumer price inflation dropped to the slowest rates 
we’ve seen in well over a decade. This has meant that cost of 
living adjustments to wages have been limited. But softness 
in consumer price inflation also meant that the limited wage 
increases households have received have actually been 
stretching further. In fact, adjusting for changes in the cost of 
living, real wage growth is around a 15 year high!

Over the coming year, we expect that nominal wage growth will 
remain modest. Consumer price inflation is set to take another 
step down, and that will keep a lid on cost of living adjustments.

LCI wage inflation
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Implications
For the RBNZ, low wage growth is likely to be trumped by the 
sharp drop in the unemployment rate. On its own, this means 
the RBNZ is likely to be in less of a hurry to cut rates and 
reduces the chance of an OCR reduction in March. 

Anne Boniface - Senior Economist
Satish Ranchhod -Senior Economist
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