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Slow progress

The labour market has continued to soften,
with the unemployment rate picking up to
4.3% in the March quarter.

The rise in unemployment to date has been a
gradual one, and has fallen unevenly across
age groups and industries.

Wage pressures have been slow to ease, partly
due to collective pay agreements as public
sector pay rates have played catch-up with the
private sector and with the cost of living.

With significantly more slack in the labour
market compared to a year ago, the Reserve
Bank will be expecting a more substantial
slowdown in wage growth in the year ahead.

The March quarter labour market surveys were a mixed
bag that don’t lend themselves to an easy interpretation.
There’s no doubt that the jobs market is steadily
softening, in keeping with the economic slowdown that
the Reserve Bank has been trying to engineer over the
last couple of years. What's less clear is whether we're
seeing a commensurate easing in the pressures on wage
growth. The legacy of collective pay agreements is still
holding up the overall figures, but that’s not the whole of
the story.

Overall, we suspect that today’s releases don’t change the
picture much for the RBNZ. Employment was only slightly
weaker than was forecast in the February Monetary
Policy Statement, and labour costs were in line. There

will be some relief that the broad path for the labour
market seems intact, which will be required to reduce

the ongoing domestic inflation pressures that remained
clearly evident in the March quarter CPI report.

Q4 Q1 Market Westpac Q1

Household Labour Force Survey

Unemployment rate 4.0 4.3 4.9 4.9

Underutilisation rate 10.7 1.2 -

Employment growth 0.4 -0.2 0.3 04 1.3

Participation rate 71.9 71.5 71.9 71.9

Hours worked 0.9 0.4 - - 2.9

Quarterly Employment Survey

Private sector average hourly earnings 0.5 0.3 - 4.8

Labour Cost Index

All sectors, ordinary time 11 0.9 - 0.7 4]

Private sector, all salary & wage rates 1.0 0.8 0.8 0.7 3.8
- Unadjusted LCI ordinary time 1.5 0.9 - - 54

Public sector, all salary & wage rates 1.5 1.2 - - 5.6
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Details.

The unemployment rate rose to 4.3% in the March
quarter, from 4.0% in December. That wasn’t far from
the 4.9% rate, that we and the Reserve Bank had been
expecting. The rise in unemployment over this cycle has
remained a gradual one, although it has picked up the
pace over the last year.

While the overall result was close to our expectations,
there were some surprises in the details. The number of
people employed fell by 0.2% for the quarter, according
to the Household Labour Force Survey (HLFS). We had
expected a 0.4% rise, based on the already-published
Monthly Employment Indicator (MEI) - which would still
have been a subdued result given that the working-age
population had grown by 0.6% over that time.

The reason that this didn’t result in a sharper rise in

the unemployment rate was that the labour force
participation rate also fell, from 71.9% to 71.5%, the
lowest in almost two years. Participation does tend to fall
during an economic slowdown, as people who are finding
it hard to get work stop actively looking. But this was an
unusually large drop for one quarter.

What’s more, the Quarterly Employment Survey (QES),
which surveyed from the employers’ point of view,
showed a 0.7% rise in filled jobs and a 0.6% rise in full-
time equivalent workers. And both the HLFS and the QES
showed a solid lift in the total number of hours worked.

Overall, we're more inclined to believe the MEI when it
comes to the level of employment - because it’s drawn
from tax data, it provides far greater coverage than either
of the surveys. While sampling error can affect the level
of employment in the HLFS, that’s less of an issue for the
unemployment rate.

One notable aspect of the rise in unemployment to

date has been the extent to which it has been a youth-
based story. That’s not unusual as a cyclical story -
youth unemployment is typically both higher and more
variable than for older groups. However, the rise in youth
unemployment over the last few quarters has taken it

to its highest since 2015, while unemployment rates for
those over 25 are still below their pre-Covid levels.

To some degree, this is an echo of the trends in migration.
During the border closure, employers could no longer
rely on new migrants to fill some roles. Instead, they had
to draw on the parts of the local population that were
available, including school-age children. Since the border
was reopened in 2022, we've seen a reversal of this:
employment for teenagers has fallen sharply again, while
employment for those in the 25-44 year bracket (the age
range for most migrants) has grown strongly.

Unemployment rates by age, seasonally adjusted
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Employment by sector has been a mixed bag, and
unfortunately the HLFS and the QES provide some
conflicting results; here we've decided to resort to the
monthly employment indicator again. The strongest
growth over the last year has included those areas
connected to the return of international tourism, such as
transport and recreational services. The more notable
areas of softness include construction, retailing and
manufacturing. There’s also been a notable downturn in
professional services, a large and wide-ranging category.

Filled jobs by sector, annual change
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Turning to wage pressures, the Labour Cost Index (LCI)
saw a 0.9% increase for the March quarter. That was only
slightly slower than in previous quarters, and the annual
growth pace of 4.1% hasn’t fallen far from its cyclical
peak of 4.3%. Public sector labour costs continued to rise
faster than for the private sector.

Government pay agreements have accounted for some
of the resilience in wage growth. The March quarter saw
the Public Service Pay Adjustment take effect, and there
appears to have been some follow-through from the pay
agreements for the health and education sectors. (The
latter ones also boosted the private sector wage growth
measure, as large parts of these sectors are privately-run
but publicly-funded).

There are some aspects of these agreements that are
still to come, including further (smaller) pay increases for
nurses and teachers from April. However, it is reasonable
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to expect that we'll see more restraint in public sector pay seen in recent CPI releases, domestically-focused

rates going forward. The government influence on wages sectors are increasingly accounting for the bulk of the

is also set to wane next quarter, with the minimum wage rise in consumer prices. And since these tend to be more
rising by just 2% for this year. service-oriented and labour-intensive, taking the heat

out of wage pressures is now the key to bringing overall
inflation under control. That process is underway, but it’s
been happening slowly so far. And it will likely be a while
longer before the RBNZ feels confident enough in this
process to be able to start reducing interest rates. Our
view remains that the first cut to the OCR won’t come
until early next year.

The RBNZ recently noted that it had refreshed its suite

of favoured labour market indicators, narrowing it

down to four in particular; the ratio of job vacancies

to unemployment, businesses surveys of labour as a
constraint on growth, the rate of transitions between
jobs, and the unemployment rate itself. These measures
were chosen specifically for how well they predict the LCI,
and based on their recent performance, the RBNZ will be
hoping to see a much faster easing in wage growth over
the coming year than what we've seen to date.

RBNZ measures of labour market tightness
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It's worth looking beyond the LClI, to other measures that
correspond more closely with what workers actually
receive in hand. The unadjusted analytical LCI, which
doesn’t adjust for changes in worker productivity, slowed
by more than the headline measure did - annual growth
fell from 5.9% to 5.4%. The QES measure of average
hourly earnings saw an even sharper slowdown, up just
0.3% for the quarter. However, this measure is much
more volatile than the others, and arguably the slowdown
in the annual rate (from 6.9% to 5.2%) just brings it back
into line with other measures.

Measures of wage growth
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Whichever wage measure you look at, though, they’re still
running at a higher pace than what would be consistent
with the Reserve Bank’s 2% inflation target. As we've
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