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Cooling demand for labour and low wage growth evident   

 The unemployment rate eased in line with expectations, but this was driven by lower labour force 
participation, with employment measures from the HLFS and QES both weak. 

 Wage inflation has remained modest with limited evidence of a widespread strengthening. 

 The prospect of increasing labour market slack and low wage inflation is likely to see OCR cuts in 2019. 

 

 

Summary and implications  
Slowing NZ GDP growth looks to be translating into the softer demand for labour, with weak employment readings 

from both Q1 employment surveys.   Wage growth is still failing to fire.  Our expectation is that the recent soft patch 

for GDP growth, and still-strong labour force attachment will likely translate into additional labour market slack and 

still-sluggish wage inflation. Both of these factors will likely necessitate more monetary policy support. We expect 

50bps of OCR cuts over the remainder of the year, with the RBNZ potentially moving as soon as next Wednesday. 

Soft employment prints evident 
Employment readings from the Q1 labour market reports were weaker than 

expected, and followed soft prints in 2018 Q4. The 0.2% qoq fall in Q1 

employment from the Household Labour Force Survey (HLFS) was considerably 

weaker than the market consensus (+0.5% qoq), with annual employment 

growth easing to 1.5%, the lowest since late 2015. Filled jobs from the 

Quarterly Employment Survey (QES) filled jobs rose just 0.1% qoq, with the 

1.1% annual growth rate the lowest since mid-2015. HLFS hours worked 

surged 4.9% in Q1 (3.4% yoy), but this was the first increase in six months.  

Growth in paid hours from the QES (0.3% qoq, 1.9% yoy) was considerably 

weaker. There were mild statistical revisions in the HLFS figures.  

Household labour Force Survey Actual ASB Market

Employment grow th (QoQ) -0.2 0.6 0.5

Employment grow th (YoY) 1.5 2.3 2.2

Unemployment Rate (%) 4.2 4.2 4.3

Participation Rate (%) 70.4 71.0 70.9

Labour Cost Index

   Private Sector (%, QoQ) 0.3 0.4 0.5

   Private Sector (%, ann) 2.0 2.0 2.1
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Rather than the result of the stronger demand for labour, the fall in 

the unemployment rate was attributable to reduced labour supply. 

The HLFS participation rate dropped 0.5 percentage points to 70.4% of 

the labour force, the lowest rate in close to 2-years, with the drop 

triggered by lower male workforce participation. The HLFS 

employment rate eased to 67.5% of the labour force, also the lowest 

in 2 years, with falling rates for month males and females. As a result 

of lower workforce participation, the labour force contracted 0.3% 

qoq, and the 1.3% expansion was the lowest annual growth rate in 

close to 3 years.  Despite today’s sharp fall, we expect both the 

participation rate and the employment rate to remain at historically 

high levels over the next few years. 

The unemployment rate eased to 4.2% of the labour force, in line 

with market expectations and comfortably within the RBNZ’s corridor of estimates for the Non-Accelerating Inflation 

Rate of Unemployment (NAIRU). 

Despite lower labour utilisation, some measures also showed slack within the existing labour force. Hours worked 

per employee, at 33.1 hours, remained considerably below historical averages (34.5 hours). There is plenty of scope to 

increase aggregate working hours.  Other measures, however, suggest that slowing growth in the labour supply is 

translating into more stretch in the labour market. The seasonally-adjusted underutilisation rate (a measure of slack 

within the existing employment market) eased to 11.3%, the lowest since the September 2008 quarter. 

Recall, in the December 2018 labour market report, Statistics NZ announced a change in methodology to make the 

figures more robust. This resulted in some changes to some of the key employment, labour force and hours worked 

metrics in the HLFS. It is early days, but to date these changes do not look to be significantly reducing volatility in 

the HLFS. Growth in the working age population (1.9% yoy) continued to moderate and despite considerable volatility 

in recent net immigration estimates, there were minimal revisions to working age population estimates from the HLFS 

(3.926 million persons in 2018 Q4 versus 3.927 million in the December 2018 release).  Forthcoming revisions to 

population and labour force estimates will likely to add to survey volatility later this year, which will complicate 

labour market analysis and the task facing the RBNZ. We note that recent net immigration figures point to a 

strengthening trajectory, which will boost labour market capacity and may likely further weigh on medium-term 

inflationary pressures. 

Wage growth has remained benign. Private sector LCI wages rose 

just 0.3% qoq in Q1, with annual LCI wage inflation flat at 2.0%. 

LCI wages for the public sector rose 0.5% qoq (+1.9% yoy), with 

overall LCI wage inflation at 0.4% qoq (2.0% yoy). Wage inflation 

from the all-sector unadjusted LCI measure was stable at 0.7% qoq 

and 3.4% yoy.  Average hourly earnings on the QES measure rose 

1.1% qoq (+3.3% yoy). 

Wider measures from the labour cost index depicted a modest 

wage inflation backdrop. In the March 2019 year, 44% of salary 

and wage rates had achieved a wage increase above 2% over the 

last 12 months (42% in Q1), with 42% reporting no annual increase 

(44% in Q4). Median and mean increases from the LCI ticked up in 

the March quarter, to 2.8% and 3.4% respectively (2.5% and 3.3% in 

December), driven by increases in public sector wages. 
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Market reaction and policy implications 

For now, the RBNZ looks to be meeting its objectives of “supporting maximum sustainable employment within the 

economy”.  However, the 2019 Q1 figures confirmed that the demand for labour is cooling, which along with still-

subdued wage inflation likely strengthens the case for OCR cuts over 2019.  We expect 50bps of OCR cuts over 2019 

and have pencilled in cuts for May and August. The timing, however, is fluid and dependent on a range of factors. We 

suspect next week’s OCR decision is likely to be a coin toss, particularly if market pricing provides the RBNZ with a 

suitably large window.  

The softer than expected employment prints and sluggish wage inflation were weaker than market expectations. 

The NZD/USD fell 30pips and is currently 0.6650. NZD interest rates had been firming prior to the 10:45am release of 

the labour market data, but subsequently eased, with yields on the bellwether 2-year swap down 4-5bps (to 1.64%). 

Market pricing for a May OCR has firmed from around 40% to close to 60%. 
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Disclaimer 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or 
needs. Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard 
to your objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.   
We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based 
on the information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as 
to accuracy, reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this 
document are subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed 
elsewhere by ASB Bank Limited. We are under no obligation to, and do not, update or keep current the information contained in this document. 
Neither ASB nor any person involved in the preparation of this document accepts any liability for any loss or damage arising out of the use of all or 
any part of this document.  Any valuations, projections and forecasts contained in this document are based on a number of assumptions and 
estimates and are subject to contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB 
does not represent or warrant that any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.   
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