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Deeper insights on the Australian Labour Market
A meaningful slowdown in employment growth, based on
fundamental factors, emerged in the second half of 2022

¢ In February, total employment was reported to have risen by
+64.6k (+0.5%), broadly in line with Westpac’s forecast of
+50k amid a wide range of uncertainty in the month, analysts
forecasts ranging from +4k to +100Kk.

¢ The bounce in employment growth more than reversed the
two consecutive monthly declines in January (-10.9k) and
December (-16.6k). Accordingly, seasonally adjusted hours
worked increased by 3.9% in February, much larger than the
increase in employment.

e The unemployment rate fell from 3.7% in January to 3.5% in
February, but rounded to two decimal points the decrease
(3.67% to 3.54%) amounted closer to just O.1ppt.

¢ Additionally, the gain in full-time employment (+74.9k) was
larger than the lift in overall employment, resulting in a
substantial decline in the underemployment rate, down from
6.2% to 5.8%, indicating that some switching from part-time
work to full-time work was evident.

» After an unexpectedly weak December/January, a period in
which illness-related absences and holiday idiosyncrasies
played a key role in the materially weaker labour market out-
comes, the February update was a clear shift in tone, raising
guestions about the underlying trend in the labour market
over the summer period, and hence the likely path of expect-
ed outcomes over the course of this year.

e The pace of jobs growth has exhibited a broad-based slow-
ing across many industries but it was most evident in the
goods distribution sector, which captures retail trade; whole-
sale trade; and transport, postal and warehousing. Strength
in construction and health care has provided a partial offset
over the last six months.

¢ Employment growth in NSW was much stronger than Vic
overall due to strength in retail & wholesale distribution (+61k
vs. +27k) and in leisure & hospitality (+49k vs. +31k) while Vic
‘white collar’ employment was particularly soft (-38.6k), with
jobs growth flat in business services (-2.9k) and declining
significantly in the government sector (-35.8k).

¢ While it might be tempting to point to the industry mix for
the recent rise in male unemployment, it does seem to be
more related to male participation being less reactive to
changes in labour market conditions compared to female
participation.

¢ We agree with the assessment that the labour market is past
its peak, with the unemployment rate having reached a low
for the cycle back in October 2022. However, we believe that
the February Labour Force report provides a more nuanced
picture about the dynamics at play over summer, suggesting
that labour market outcomes will continue to flatten through
to mid-year before a clearer weakening takes hold.
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Labour market forecasts

Jun-23 Dec-23 Jun-24 Dec-24

Employment (%qtr) 0.5 -0.5 0.1 0.3
Employment (%yr) 2.4 0.1 -0.6 0.7
Unemployment rate (%) 3.5 4.5 4.8 5.0

¢ Westpac is forecasting the unemployment rate remain at a
quarter-average of 3.5% and employment growth to track
2.4%yr in June. However, moving into the second half of the
year, we expect the unemployment rate to rise to 4.5% and
for employment growth to fall to a stalling speed of 0.1%yr.
Further easing will be evident in 2024 as the unemployment
rate lifts to an average of 5.0% in the December quarter.

Past performance is not a reliable indicator of future performance. The forecasts given above 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 results ultimately achieved may differ substantially from these forecasts.
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The recovery in male participation has lagged that of females
over the past year

One of the hallmarks of the recovery in labour market outcomes
since the pandemic has been the stellar rise in labour force
participation. At the onset of COVID-19, the participation rate
fell from a quarter average of 66.0% in December 2019 to a
low of 63.4% in June 2020, only to surge to a record high of
66.7% in December 2022 as the recovery from the lockdowns
ensued. However, the increase in participation has been more
focused on females than males. At 71.2% in December 2022,
the male participation rate was only 0.2ppt higher than it was
in December 2019. Meanwhile, female participation was at a
record high of 63.2% in December 2022, 2.1ppts higher than in
December 2019.

Is lagging male participation a supply story - relatively fewer
available to work or to look for work - or is it a lack of relative in
demand for male labour resulting in less looking for a job? While
it can be hard to be definitive, there are some facts that hints

it has been a bit of both - relatively weaker demand for male
labour as well relatively weaker male labour supply, particularly
in the later half of 2022.

While female employment grew faster than male employment
out of the lockdowns, female employment was also hit harder
than male employment during the pandemic. Compared to

the quarter average in December 2019 (pre-COVID), male
employment is up 5.9% and the male labour force lifted by
3.8%. Contrast that with female, who have seen a 7.0% in
employment and 5.3% growth in their labour force over the
same period. Both genders have seen absolute strength, but

in a relative sense, demand for male labour and growth in the
male labour force has underperformed that of females, resulting
in a lagged relatively lagged recovery in participation. It is
worth noting that over the recovery, female unemployment has
typically been lower than male unemployment, but towards at
the peak tightness in the labour market (near end-2022), male
unemployment did fall to a lower level, as evinced by the 2.1ppt
difference between employment and labour force growth for
males compared to the 1.7ppt difference for females.

More recently male unemployment has risen due to weaker
employment and robust labour force growth

The above observations don’t, however, explain why in February
male unemployment was 0.4ppt higher than it was in October
2022 while female unemployment was 0.2ppt lower. Over the
last few months male employment has been hit harder than
female employment while the growth in the male labour force
held onto a solid pace. Since September 2022 male employment
lifted 1.1% but the male labour force has growth 1.2%. More
critically, since November (before the December/January soft
patch) male employment has grown just 0.2%, less than half the
0.5% gain in male labour force. Contrast with females over the
same period of time that saw a 0.2% gain in their labour force
and a 0.3% gain in employment.

The recent soft patch has seen a rise in male unemployment due
to softer employment along with robust a robust labour force;
male participation has been relatively more robust than female
participation through this period down O.lppt since November
to 71.3% vs. -0.3ppt for females to 62.1%. Female participation is
more reactive to changes in labour market conditions than male
participation. This explains the more robust gain in the male
labour force as the working age population for both has grown
0.3% since November. But since January 2020 (pre-COVID) the
male working age population has grown 3.8% while the female
working age population has lifted 3.6%. All else held equal it is
easier to get a lower unemployment rate when you have slower
growth in the working age population.

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every effort has been taken to ensure that the assumptions on which the forecasts are based
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The pace of jobs growth has exhibited a broad-based slowing
across many industries

Employment exhibited robust momentum over the year to
February 2023, increasing by 404k overall. However, a drastic
slowdown in jobs growth is apparent upon a comparison
between the six months to August 2022 (“first half”) and the
six months to February 2023 (“second half”). At +360.6k and
+63.6k respectively, employment growth between the first half
and second half slowed by a substantial 277k. Detailed industry
data confirms that this deceleration not only incorporates a
transition from employment growth to decline across multiple
sectors, but more broadly, it corresponds with the industries
that are already exhibiting a loss of economic momentum.

This is most evident in the goods distribution sector, which
captures retail trade; wholesale trade; and transport, postal and
warehousing. Together, these three industries accounted for
around 40% of the slowdown in employment growth over the
year, shifting from a substantial positive of +154k in the first half
down to -47k in the second half, thereby culminating in a 201k
reduction in the pace of jobs growth.

The shift in jobs growth dynamics in goods distribution aligns
with evidence from official data. In the national accounts for
example, this sector was the sole negative contributor to
growth in Q4, reflecting a broad-based softening in demand
across both retail and wholesale. On the former, timely evidence
from official estimates of retail trade and our own Westpac Card
Tracker has indicated that the underlying weakening that begun
to emerge in the sector near the end of 2022 has carried into
the early months of 2023, seemingly providing an impetus for
some retailers to begin reducing their number of employees.

While goods distribution has been at the epicentre of the
slowdown in employment, services sectors have also exhibited
a similar trend. In the business services sector, the decline in
employment in the second half (-63k) more than reversed the
gains observed in the first half (+33k), representing 20% of the
loss in overall momentum. The declines were broadly-based
across professional and technical services (-26k); administrative
and support services (-21k); and real estate services (-18k),

the latter of which coincides with the ongoing housing market
correction and associated declines in sales volumes.

Similarly, jobs growth in leisure and hospitality services were
a major positive in the first half (+80k), but this momentum
evaporated in the second half (-11k). Albeit more modest,
employment in manufacturing also stalled in the second half,
as intensifying cost pressures and an underlying slowdown in
demand gave manufacturers less of an incentive to grow their
workforce (for a detailed update on Australian manufacturing,
see the Q1 ACCI-Westpac survey).

Strength in construction and health care has provided a partial
offset over the last six months

Health care and social assistance bucked the wider trend, with
employment growth lifting from a solid +30k in the first half to
a strong +67k in the second half, totalling +97k over the year
to February 2023. While the sector was the second largest
contributor to jobs growth over the period, this performance
is part of a sustained up-trend since the beginning of 2021, as
demand for health care services surged from the pandemic.

In terms of overall employment growth, construction was

the largest contributor, totalling +146k over the year. While a
slowdown was still evident between the first half and second
half, jobs growth was relatively more balanced over the year and
was overall in strong territory for the sector.

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every effort has been taken to ensure that the assumptions on which the forecasts are based
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https://www.westpaciq.com.au/economics/2023/03/westpac-card-tracker-16-03-2023
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Past performance is not a reliable indicator of future performance. The forecasts given above 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 results ultimately achieved may differ substantially from these forecasts.
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In December 2022, we saw illness-related absences act as a
major handbrake to employment growth. In the month, it was
reported that the number of people working reduced hours due
to illness was 50% higher than what is typically observed at that
time of year. Then in January 2023, there was a larger-than-
usual rise in the number of unemployed people who indicated
they had a job to go to in the future, reflecting a temporary
‘holiday effect’ as people took advantage of the first disruption-
free summer period since the onset of COVID-19.

Together, these two dynamics played a large role both the
slowing of employment growth over December/January, but
also the subsequent bounce in February, as the majority of the
individuals who were waiting to start a new job returned to
their jobs and unusually large iliness-related absences faded. If
anything, the recent run of data is a reminder to not place too
much weight on any single month, especially over the summer
period (let alone during an ongoing recovery from COVID-19).

Looking through the volatility over the last three months, it
becomes clear that an underlying softening trend is present.
This is not only confirmed by the broad-based slowing evident
in the more granular industry detail (as discussed earlier), but
also in headline labour market statistics.

The three-month average monthly gain in employment has
shifted from a robust 37k in November down to just 17k in
February. Additionally, the unemployment rate continues to
move past its low of 3.4% in October, the three-month average
having now risen steadily to 3.6% as of February.

Leading indicators suggest that a fundamental moderation in
employment growth is underway ...

Since the September quarter there has been a marked softening
in the leading indicators. Employment indicators in business
surveys have softened, particularly in the ACCI-Westpac
Industry Trends Survey and the Al Group Survey. This has seen
our Jobs Index drop from a recent peak of 2.4%yr to 1.9%yr.
There was also been a lift in Unemployment Expectations

from the Westpac-Melbourne Institute Consumer Sentiment
Survey, up 23% in the last six months, pointing to not just

rising unemployment but also a meaningful moderation in
employment growth.

The ABS also has a quarterly unemployment expectations
series which asks if workers expect to leave their job due to
employer closing or downsizing. This series is yet to show any
meaningful lift suggesting the recent rise in employment is due
to moderation in employment growth and that job shedding is
not a significant factor.

The level of Job Vacancies reported by the ABS have
moderated, falling 9% from the 2022 Q2 peak. However,

they are still significantly higher than usual and represent 1.2
unemployed people for every job vacancy. There is normally
4 to 5 people for every job vacancy reported by the ABS. The
Beveridge Curve, which charts job vacancies as a share of the
labour force to the unemployment rate (which is the number
of unemployed as a share of the labour force), highlights the
upward step in vacancies that did not drive an even greater
fall in unemployment suggesting we are still experiencing a
significant shortage of appropriately skilled labour.

Going forward we expect these leading indicators to soften as
Westpac’s forecast for household demand and dwelling activity
points to a stalling in employment growth through 2023.

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every effort has been taken to ensure that the assumptions on which the forecasts are based
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... and we are hence forecasting a continued slowdown in
labour market outcomes

We agree with the assessment that the Australian labour market
is past its peak and that the recent run of results does indeed
reflect a step-down in the pace of employment growth, albeit
coincident with seasonalities.

Looking forward, we expect employment growth to remain
positive but track a flattening trend over the first half of this
year, with the three-month average jobs growth rate expected
hold around 0.5% through to mid-year. As the headwinds facing
the broader economy continue to build over this period, jobs
growth is set to then shift negative in the second half of the
year, the three-month average rate expected to reach a nadir of
-0.5% before a very gradual recovery ensues in 2024.

This is also reflected in our forecast for the quarter-average
unemployment rate, which we expect has already seen its low
for this cycle and set to rise to around 4.5% by the end of 2023
before hitting 5.0% in 2024.

Justin Smirk, Senior Economist +61 (2) 9178 2065
Ryan Wells, Economist +61 401 423 628
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Australia (sa)
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Sources: ABS 6291 Labour Force, Detailed Quarterly Release
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having regard to your objectives, financial situation or needs. XYLO Foreign Exchange’s combined Financial Services Guide and
Product Disclosure Statement can be obtained by calling XYLO Foreign Exchange on 1300 995 639, or by emailing customercare@
XYLO.com.au.

New Zealand: In New Zealand, Westpac Institutional Bank refers to the brand under which products and services are provided by
either Westpac or Westpac New Zealand Limited (“WNZL”). Any product or service made available by WNZL does not represent an
offer from Westpac or any of its subsidiaries (other than WNZL). Neither Westpac nor its other subsidiaries guarantee or otherwise
support the performance of WNZL in respect of any such product. The current disclosure statements for the New Zealand branch of
Westpac and WNZL can be obtained at the internet address www.westpac.co.nz. For further information please refer to the Product
Disclosure Statement (available from your Relationship Manager) for any product for which a Product Disclosure Statement is
required, or applicable customer agreement. Download the Westpac NZ QFE Group Financial Advisers Act 2008 Disclosure Statement
at www.westpac.co.nz.

China, Hong Kong, Singapore and India: This material has been prepared and issued for distribution in Singapore to institutional
investors, accredited investors and expert investors (as defined in the applicable Singapore laws and regulations) only. Recipients in
Singapore of this material should contact Westpac Singapore Branch in respect of any matters arising from, or in connection with,

this material. Westpac Singapore Branch holds a wholesale banking licence and is subject to supervision by the Monetary Authority of
Singapore. Westpac Hong Kong Branch holds a banking license and is subject to supervision by the Hong Kong Monetary Authority.
Westpac Hong Kong branch also holds a license issued by the Hong Kong Securities and Futures Commission (SFC) for Type 1 and
Type 4 regulated activities. This material is intended only to “professional investors” as defined in the Securities and Futures Ordinance
and any rules made under that Ordinance. Westpac Shanghai and Beijing Branches hold banking licenses and are subject to supervision
by the China Banking and Insurance Regulatory Commission (CBIRC). Westpac Mumbai Branch holds a banking license from Reserve
Bank of India (RBI) and subject to regulation and supervision by the RBI.

UK: The contents of this communication, which have been prepared by and are the sole responsibility of Westpac Banking Corporation
London and Westpac Europe Limited. Westpac (a) has its principal place of business in the United Kingdom at Camomile Court, 23
Camomile Street, London EC3A 7LL, and is registered at Cardiff in the UK (as Branch No. BRO0O106), and (b) authorised and regulated

by the Australian Prudential Regulation Authority in Australia. Westpac is authorised in the United Kingdom by the Prudential Regulation
Authority. Westpac is subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority.
Details about the extent of our regulation by the Prudential Regulation Authority are available from us on request. Westpac Europe Limited
is @ company registered in England (number 05660023) and is authorised by the Prudential Regulation Authority and regulated by the
Financial Conduct Authority and the Prudential Regulation Authority.

This communication is being made only to and is directed at (a) persons who have professional experience in matters relating to
investments who fall within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”)
or (b) high net worth entities, and other persons to whom it may otherwise lawfully be communicated, falling within Article 49(2)(a) to (d)
of the Order (all such persons together being referred to as “relevant persons”). Any person who is not a relevant person should not act
or rely on this communication or any of its contents. The investments to which this communication relates are only available to and any
invitation, offer or agreement to subscribe, purchase or otherwise acquire such investments will be engaged in only with, relevant persons.
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Disclaimer continued

Any person who is not a relevant person should not act or rely upon this communication or any of its contents. In the same way, the
information contained in this communication is intended for “eligible counterparties” and “professional clients” as defined by the rules of
the Financial Conduct Authority and is not intended for “retail clients”. With this in mind, Westpac expressly prohibits you from passing on
the information in this communication to any third party. In particular this communication and, in each case, any copies thereof may not be
taken, transmitted or distributed, directly or indirectly into any restricted jurisdiction. This communication is made in compliance with the
Market Abuse Regulation (Regulation(EU) 596/2014).

Investment Recommendations Disclosure

The material may contain investment recommendations, including information recommending an investment strategy.

Reasonable steps have been taken to ensure that the material is presented in a clear, accurate and objective manner. Investment
Recommendations for Financial Instruments covered by MAR are made in compliance with Article 20 MAR. Westpac does not apply
MAR Investment Recommendation requirements to Spot Foreign Exchange which is out of scope for MAR.

Unless otherwise indicated, there are no planned updates to this Investment Recommendation at the time of publication. Westpac
has no obligation to update, modify or amend this Investment Recommendation or to notify the recipients of this Investment
Recommendation should any information, including opinion, forecast or estimate set out in this Investment Recommendation change
or subsequently become inaccurate.

Westpac will from time to time dispose of and acquire financial instruments of companies covered in this Investment Recommendation
as principal and act as a market maker or liquidity provider in such financial instruments.

Westpac does not have any proprietary positions in equity shares of issuers that are the subject of an investment recommendation.
Westpac may have provided investment banking services to the issuer in the course of the past 12 months.
Westpac does not permit any issuer to see or comment on any investment recommendation prior to its completion and distribution.

Individuals who produce investment recommendations are not permitted to undertake any transactions in any financial instruments or
derivatives in relation to the issuers covered by the investment recommendations they produce.

Westpac has implemented policies and procedures, which are designed to ensure conflicts of interests are managed consistently and
appropriately, and to treat clients fairly.

The following arrangements have been adopted for the avoidance and prevention of conflicts in interests associated with the provision
of investment recommendations.

I.  Chinese Wall/Cell arrangements;

Il. physical separation of various Business/Support Units;

IIl. Strict and well defined wall/cell crossing procedures;

IV. a “need to know” policy;

V. documented and well defined procedures for dealing with conflicts of interest;

VI. reasonable steps by Compliance to ensure that the Chinese Wall/Cell arrangements remain effective and that such arrangements
are adequately monitored.

U.S.: Westpac operates in the United States of America as a federally licensed branch, regulated by the Office of the Comptroller

of the Currency. Westpac is also registered with the US Commodity Futures Trading Commission (“CFTC”) as a Swap Dealer, but is
neither registered as, or affiliated with, a Futures Commission Merchant registered with the US CFTC. Westpac Capital Markets, LLC
(‘WCM?"), a wholly-owned subsidiary of Westpac, is a broker-dealer registered under the U.S. Securities Exchange Act of 1934 (‘the
Exchange Act’) and member of the Financial Industry Regulatory Authority (‘FINRA’). This communication is provided for distribution
to U.S. institutional investors in reliance on the exemption from registration provided by Rule 15a-6 under the Exchange Act and is not
subject to all of the independence and disclosure standards applicable to debt research reports prepared for retail investors in the
United States. WCM is the U.S. distributor of this communication and accepts responsibility for the contents of this communication.
All disclaimers set out with respect to Westpac apply equally to WCM. If you would like to speak to someone regarding any security
mentioned herein, please contact WCM on +1 212 389 1269. All disclaimers set out with respect to Westpac apply equally to WCM.

Investing in any non-U.S. securities or related financial instruments mentioned in this communication may present certain risks. The
securities of non-U.S. issuers may not be registered with, or be subject to the regulations of, the SEC in the United States. Information
on such non-U.S. securities or related financial instruments may be limited. Non-U.S. companies may not subject to audit and
reporting standards and regulatory requirements comparable to those in effect in the United States. The value of any investment or
income from any securities or related derivative instruments denominated in a currency other than U.S. dollars is subject to exchange
rate fluctuations that may have a positive or adverse effect on the value of or income from such securities or related derivative
instruments.

The author of this communication is employed by Westpac and is not registered or qualified as a research analyst, representative, or
associated person under the rules of FINRA, any other U.S. self-regulatory organisation, or the laws, rules or regulations of any State.
Unless otherwise specifically stated, the views expressed herein are solely those of the author and may differ from the information, views or
analysis expressed by Westpac and/or its affiliates.
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