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Part of the plan

+ We expect the unemployment rate to rise from
4.6% to 5.0% in the September quarter.

+ The prolonged downturn in the economy is
finally resulting in outright job losses, rather
than simply slowing growth.

+ We expect the unemployment rate to keep
rising over the next year, even as lower interest
rates start to revive economic growth.

+ Wage growth should continue to ease, with
no expected impacts from public sector pay
agreements this time.

- Our forecasts are in line with the Reserve
Bank. With inflation pressures easing, the path
is open for a 50bp cut to the OCR next month,
but labour market conditions would have to be
even weaker than expected to make the case
for an even larger move.

Q2 actual Q3 forecast

Quarter | Quarter | Annual
Household Labour Force Survey
Unemployment rate 4.6 5.0
Employment growth 04 -0.6 0.0
Participation rate 71.7 71.4
Labour Cost Index
All sectors, ordinary time 11 0.7 3.8
Private sector, ordinary time 0.9 0.7 35

The September quarter labour market surveys will be
released next Wednesday. Once again, they’re shaping up
to be crucial for the near-term outlook for interest rates
ahead of the Reserve Bank’s Monetary Policy Statement
on 27 November. Market opinion has firmly shifted to
another ‘jumbo’ OCR cut of at least 50bps next month,
and possibly as large as 75bps. The labour surveys are the
last major data release that could tip the balance towards
the latter, if the results prove even weaker than expected.

That’s a fairly high hurdle though, as the RBNZ is already
braced for some substantial softness in the labour
market figures. In their most recent published forecasts
in August, the RBNZ expected the unemployment rate to
rise to 5.0% in the September quarter, with private sector
wage growth falling to its slowest pace in over two years.

Our forecasts are in line with the RBNZ’s, and the
information we've received over the last three months
haven’t changed our view. We'd view these results as
consistent with a ‘controlled descent’ for the economy,
rather than something that would require more drastic
action. Hence, we favour a 50bp OCR cut as the most
likely move next month.
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Details.

We estimate that the unemployment rate rose to 5.0%
for the September quarter, compared to 4.6% in the
June quarter. Aside from the brief spike to 5.2% following
the 2020 Covid lockdown, this would be the highest rate
since 2016. Our forecast encompasses a sizeable fall in
employment, partly offset by a lower participation rate,
with some of those who lost their jobs dropping out of the
active labour force.
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The Monthly Employment Indicator (MEI) provides our
best gauge of changes in employment. The number of
filled jobs fell between April and July, and while they
were steadier in August and September, the average
level over the quarter was 0.7% lower compared to
the June quarter. We expect to see a similar result in
the Household Labour Force Survey (HLFS) measure of
employment, where we've pencilled in a 0.6% fall.

There are some conceptual differences between these
two measures, but the former has generally been a
reasonable predictor of the latter. That said, there have
been some more notable divergences between them
over the last year, though we think that’s most likely due
to sampling error in the HLFS (whereas the MEI is taken
from income tax data, making it more or less a complete
record of paid employment).

Quarterly employment change
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The fall in employment is likely to be accompanied by a
fallin the participation rate, as some people drop out of
the labour force rather than actively seeking work. Job

losses have been concentrated among younger people -
perhaps even more than usual in this cycle, as this group
had been strongly drawn into the workforce in previous
years, when the economy was running hot and the border
closure meant that employers couldn’t tap migrant
workers to meet their demand. Younger people are more
likely to drop out of the labour force when times get
tougher, one reason being that they may choose to stay in
study for longer.

The jobs market is typically one of the more lagging
elements of the economic cycle, and that’s proven to
be the case again this time. While GDP has effectively
stalled since late 2022 (and has shrunk markedly in per-
capita terms), it’s only in the last year that we've seen a
meaningful rise in the unemployment rate. Similarly, we
expect the unemployment rate to keep rising to a peak
of 5.6% in the year ahead, even as lower interest rates
provide the spark for a pickup in economic growth.

Wage growth tends to be even more of a laggard than
jobs - indeed, at face value it might seem that the
adjustment process has yet to begin, with the Labour
Cost Index accelerating to a 4.3% increase in the year
to June. However, the LCI has been driven to an unusual
degree by pay settlements that were signed by the
previous government and phased in over a couple of
years. Once we exclude the relevant sectors (health and
education), it’s clear that wage inflation has begun to
respond to the softening in the jobs market.

We expect a 0.7% rise in the LCI for the September
quarter. To our knowledge there were no ‘legacy’ pay
agreements during this quarter, so this should provide

a relatively clean reading on the strength of wage
pressures. (There is a final increase of 3.9% for teachers
that takes effect in December.) On our forecast, this
would see annual wage growth slow from 4.3% to 3.8%
(and from 3.6% to 3.4% for the private sector).

Looking ahead, we expect to see a marked slowing in wage
growth over the next year. This reflects both the cyclical
high in unemployment, which reduces workers’” bargaining
power, and a moderation in inflation expectations back

to the 2% target, which means that cost-of-living pay
increases will be smaller than in previous years.

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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