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Labour market solid but contained wage inflation keeps
RBNZ on the side-lines


HLFS employment was in line with expectations (+0.5% qoq versus +0.4% qoq). Measures of labour utilisation
remained at historically-high levels, with rising labour force participation pushing up the unemployment rate
to 4.5%.



As expected, increases in the minimum wage triggered a 0.6% qoq increase in private sector LCI wages, with
annual inflation (2.1% yoy) the highest in six years. However, distributional measures showed limited
evidence that wage inflation is becoming more widespread.



The labour market is tight, but a moderate outlook for consumer price and wage inflation maintains the need
for supportive OCR settings. The next move on the OCR is probably up, but not until late 2019.
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Summary & implications
The key takeout from the Q2 labour market report was that the labour market has remained solid, with strengthening
annual employment growth and with measures of labour utilisation at historically-high levels. Increasing attachment
to the labour force saw the Q2 unemployment rate tick up but this remains historically low. Increases in the minimum
wage triggered an increase in wage inflation, but there remains limited evident that a generalised front of higher wage
inflation is building within the economy.
The RBNZ is now tasked with “supporting maximum sustainable employment within the economy” alongside its price
stability mandate. We adjudge that the tight labour market currently looks to be in little need of additional policy
stimulus to meet employment objectives in the new Policy Targets Agreement (PTA). Encouragingly for the RBNZ,
past survey volatility from the HLFS has abated. A solid outlook for growth and firming wage inflation is expected to
see the RBNZ lift the OCR by the end of next year. However, downside risks to the growth and employment outlook
appear to have grown, particularly if currently weak business confidence translates into outcomes. This highlights the
need for ongoing policy support through leaving the OCR low.
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Please refer to the important disclosures at the end of this document.

Details
HLFS employment rose 0.5% qoq in Q2 (3.7% yoy), broadly in line with
the market consensus. Figures from the HLFS have been volatile from
time to time, but the Q2 survey posted the third consecutive moderate
increase following mid-2017 volatility. Q2 hours worked from the HLFS
rebounded 1.4% (5.4% yoy), continuing recent quarterly volatility, and not
a great omen for economy-wide productivity over 2018. Annual
employment growth firmed to 3.7%, with the economy adding 94,000 jobs
over the last 12 months, with the growth in employment well above the
(still-strong, but moderating) 2.2% yoy growth in working age population.
The Quarterly Employment Survey (QES), posted a 0.8% qoq increase in
filled jobs (1.2% yoy), and a 1.1% increase in paid hours (2.4% yoy).
The HLFS survey continued to depict a tight labour market. The labour
force participation rate rose 0.1 percentage points to 70.9% of the labour
force (70.8% in Q1) to lie just shy of record highs. The Q2 HLFS
employment rate held steady at record highs at 67.7%. The seasonallyadjusted underutilisation rate (a measure of slack within the existing
employment market) was historically low at 12% (11.9% in Q1).
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Rising workforce participation helped lift the Q2 HLFS unemployment
rate to 4.5%, still close to decade lows and well within the RBNZ’s
estimated 3-5%-5.3% range for the Non-Accelerating Inflation Rate of
Unemployment (NAIRU). Our analysis of unemployment by duration
suggests that the unemployment rate was boosted by a lift in cyclical
unemployment (1-12 month duration), confirming slightly more slack in
the labour market. Average hours worked per employee did firm (to
34.2), but it still remains below historical averages (34.5).
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Courtesy of the April increase in the minimum wage, private sector LCI
wages from the Labour Cost Index (LCI) firmed 0.6% qoq, with annual
inflation (2.1% yoy) rising to a six-year high. Wage inflation from the
public sector was a more tepid 0.3% qoq (1.4% yoy), with overall LCI wage
inflation ticking up to 0.5% qoq (1.9% yoy). Wage inflation from the allsector unadjusted LCI measure also firmed (+ 0.8% qoq), but the 3.3%
annual rate of change was on par with recent outturns. By contrast,
average hourly earnings on the QES measure were up a tepid 0.1% qoq
(+3.0% yoy), but these figures are volatile and subject to survey noise.
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The distributional measures continued to confirm a contained inflation
backdrop. The 2018Q2 LCI report confirmed that 37% of salary and wage
rates had achieved a wage increase above 2% over the last 12 months (34%
in Q1), with close to half reporting no annual increase (48%). Median and
mean increases from the LCI ticked up, but remained moderate at 2.5%
and 3.3%, respectively.

Policy implications
Next week sees the Reserve Bank’s (RBNZ) August Monetary Policy
Statement (MPS). The RBNZ is now tasked with “supporting maximum
sustainable employment within the economy” alongside its price stability
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mandate. In our view, the tight labour market currently looks to be in little need of additional policy stimulus to meet
employment objectives in the new Policy Targets Agreement (PTA). Past survey volatility from the HLFS looks to have
been considerably dampened, which has undoubtedly made life easier for the RBNZ in terms of distinguishing
between the policy “signals” from the data as opposed to outright “noise”.
We expect that a still-solid outlook for economic growth and moderating growth in the working age population should
keep the labour market tight. The unemployment rate still looks set to fall to the low 4’s by the end of the year. The
tight labour market and further increases in the minimum wage will be catalysts in pushing wage inflation higher
(see our note here), with the OCR moving up from next November. We note that the path of OCR increases will
depend on the extent to which rising wages will be matched by rising labour productivity.
We note, however, that this expectation is conditional on the economy retaining sufficient momentum to push
inflation higher. However, downside risks to the growth and employment outlook look to have grown, particularly if
currently weak business confidence translates into outcomes. This highlights the need for ongoing policy support, with
the RBNZ expected to keep its policy options open and portray a neutral policy bias next week.

Market reaction
The NZD/USD has dipped 20 points on the higher unemployment rate print. There was minimal reaction in the local
interest rate market.
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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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