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Continued slowdown 
 • We expect a further rise in the unemployment 

rate from 4.8% to 5.0% in the December 
quarter, reflecting the economy’s continued 
slowdown through 2024. 

 • Monthly jobs figures were starting to tick up 
again at the end of the year, but they were 
down slightly for the quarter as a whole. 

 • Wage growth should continue to ease, 
though there may be one last boost in the 
public sector.

 • Our forecasts are only marginally better than 
what the Reserve Bank assumed – not enough 
to shake its strong conviction for another 50bp 
OCR cut next month. 

Q3 actual Q4 forecast

Quarter Quarter Annual

Household Labour Force Survey

Unemployment rate 4.8 5.0 -

Employment growth -0.5 -0.2 -1.0

Participation rate 71.2 71.0 -

Labour Cost Index

All sectors, ordinary time 0.6 0.7 3.4

Private sector, ordinary time 0.6 0.6 3.0

The December quarter labour market surveys, to 
be released next Wednesday, are likely to show a 
continuation of the steady softening in New Zealand’s 
jobs market. We expect the unemployment rate to rise to 
5.0%, compared to 4.8% in the September quarter. That’s 
a touch less than the 5.1% that we and the Reserve Bank 
had previously forecast, reflecting the fact that recent 
jobs data has been slightly better than expected. 

The softening jobs market, along with the easing 
in inflation, mean that we should also see a further 
slowdown in wage growth. We expect a 0.6% rise in the 
Labour Cost Index for the private sector, taking the annual 
rate down to 3.0% (public sector wage growth may hold 
up for a bit longer). 

There are signs that the economy was starting to stabilise 
at the end of last year, partly due to the initial effects 
of lower interest rates. But it’s likely to be well into this 
year before we see jobs growing fast enough to absorb 
the growth in the labour force, which means that the 
unemployment rate probably has further to go before it 
reaches its peak for this cycle. 

Our estimates for both employment and wages are 
slightly stronger than what the RBNZ forecast in its 
November Monetary Policy Statement, though not 
by enough to influence their thinking. The RBNZ was 
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unusually explicit that the base case for its 19 February 
meeting will be a 50bp cut, so presumably it would take 
a substantial amount of accumulated evidence in one 
direction or the other to move them off that view.

Employment growth and unemployment rate 
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Details.
We expect a 0.2% drop in employment over the 
December quarter. This is in line with the number of filled 
jobs in the Monthly Employment Indicator (MEI) – while 
this measure has actually picked up slightly in the last 
two months, the average level over the quarter was down 
compared to the previous quarter. While there are some 
conceptual differences between this measure and the 
Household Labour Force Survey, the most likely reason 
for any divergence between the two is that the HLFS is 
subject to sampling error, whereas the MEI is taken from 
income tax data and is a more or less complete record of 
paid employment. 

Monthly Employment Indicator filled jobs 
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We expect the drop in employment to be accompanied 
by a fall in the participation rate from 71.2% to 71.0%. 
As we discussed in our review of the September quarter 
figures, falling participation has absorbed a great deal 
of the softness in jobs over the past year. Much of the 
current cycle in employment has been driven by young 
people, who were drawn into the workforce in 2021-22 
when the labour market was tight and migrant workers 
weren’t available. As those conditions have reversed, 
many of them are ending up back at school rather than 

continuing to look for work. The result is that the official 
unemployment rate has risen at a slower pace than many 
of us (including the RBNZ) were expecting, and forecasts 
of where it will peak this year have been gradually revised 
down. 

Turning to wages, we expect a 0.6% rise in the Labour 
Cost Index for the private sector. The public sector 
measure may prove to be stronger – there was a 3.9% 
pay increase for teachers that took effect in December, 
the last part of the collective pay agreements that were 
set by the previous government. However, it’s not clear 
whether this will be captured in the Q4 or the Q1 figures, 
as the LCI is generally surveyed mid-quarter. 

On an annual basis, we expect the private sector LCI to 
slow to 3.0%, which would be the slowest pace in three 
years. Slowing wage growth is not exactly something to 
celebrate, but it’s an unfortunately necessary step in 
breaking the cycle of domestically-generated inflation. 
The RBNZ is going to need that in order to keep overall 
inflation on target, because tradables prices – the more 
globally-driven part – will be less helpful going forward 
than they were over the last year. 

Wage growth forecasts 
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Past performance is not a reliable indicator of future performance. The forecasts given in this document 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 ultimate outcomes may differ substantially from these forecasts.
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