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P e The unemployment rate rose from 4.6% to 4.8% in Q3, lower than our

forecast of 4.9% and the RBNZ’s August MPS pick of 5.0%.

e The underlying details continue to paint a picture of softening labour

ﬁ demand, but also show that labour supply is responding to that.

% Contact Employment contracted 0.5% qg/q, close to our forecast, but the labour
Miles Workman for more force participation rate fell a little more than expected. Meanwhile, the
details. underutilisation rate fell slightly, but remains elevated compared to

recent lows.

¢ Wages were a mixed bag too, with slightly weaker-than-expected growth
in the Labour Cost Index (LCI) but slightly stronger than expected growth
in hourly earnings. Importantly for the RBNZ, annual wage growth
continues to moderate to levels consistent with stable inflation at 2%.

e Allin all, today’s data provides further confirmation that past monetary
tightening has done what it says on the tin, with stagnant economic
momentum now very clearly translating into rising unemployment. And
given typical lags, today’s data won't be the worst of it.

e Given the RBNZ's confidence that inflation has been tamed and that an
OCR above 4% is considered contractionary, we don't view today’s data

Data summary - Q3 2024 as a roadblock to a 50bp cut later this month, but the marginally tighter-

tatest  RBNZ than-expected vibe could quiet talk of a 75bp cut.
Labour market
ALFS 48% 50%  Qverview and monetary policy implications
unemployment rate
(sa) The Q3 labour market data provided further confirmation that stagnant
HLFS participation 71.2% 71.5% economic activity (driven largely by tight monetary conditions) is translating
rate (sa) into a widening degree of spare economic capacity, and therefore receding

HLFS employment a/q -0.5% -0.4%  \wage and inflation pressures. The unemployment rate lifted 0.2%pts to
SfF)s | . 0.4% 029 4.8% as employment contracted 0.5% qg/q (-0.4% y/y) and a 0.3% rise in
employment y/y -0.4% 0.2%  po working-age population was offset by a 0.5%pt fall in the participation

Wages - LCI rate to 71.2%.

Private sector ag/qg 0.6% 0.7%

wages (all salary Relative to the RBNZ's expectation, today’s data paints a slightly tighter view
a”_d wage rates) of the labour market than expected, but given typical volatility in these data
Private sector y/y 3.3% 3.5%  and uncertainty around “long and variable lags”, we certainly wouldn’t

wages (all salary . . .

and wage rates) describe the forecast miss as a game changer for the monetary policy

Wages — QES outlook. The RBNZ's August MPS forecast was for the unemployment rate to
Private sector @/q 1.2% N/A lift to 5%, with employmer?t contracting 0.4% q/q. At face value, demand for
hourly earnings labour appears to be evolving broadly as they expected, but the supply
(ordinary time) response to that (the discouraged worker effect) is looking a little more
Private sector yly 32% 2.9% marked than they anticipated (but this isn’t outside the usual bounds of

?gr‘:jri'rz'a?;' rt?rlgg)s uncertainty).
Given the Monetary Policy Committee’s confidence that inflation risks are
contained and that bringing the OCR back to more neutral settings quickly is
therefore a relatively low-risk strategy, today’s data doesn’t appear to be a
roadblock for another 50bp cut this month. But we wouldn’t be surprised to

see markets pare odds of a 75bp cut somewhat.



The details

e The unemployment rate rose 0.2%pt to 4.8% (sa), as a 0.5%pt fall in the
participation rate to 71.2% was offset by a 0.3% rise in the working-age
population and a 0.5% q/q fall in employment. QES filled jobs were
broadly consistent with HLFS employment, down 0.3% qg/q. Compared to
our and the RBNZ's forecast, demand for labour is looking about in line
with expectations, but the supply of labour is contracting in response to
waning demand a little bit more than expected. The lower unemployment
rate than expected certainly doesn’t suggest economic momentum is
stronger than previously thought; rather it suggests workers are perhaps
a little more discouraged by weak labour market conditions than
expected.

e Providing a broader read on untapped capacity in the labour market,
despite the lift in the unemployment rate in Q3, the underutilisation rate
actually fell 0.2%pt to 11.6%. However, it remains well above recent
lows. This measure includes those working part time but wanting more
hours (underemployed), available potential jobseekers (want work, but
aren't actively looking — aka ‘discouraged workers’), and unavailable
jobseekers (can't start work now, but will be able to within a month).
While this measure confirms the labour market and economy more
broadly is operating with a degree of spare capacity, it does reinforce the
slightly tighter-than-expected vibe of today’s data.

e The youth unemployment rate remains high, falling 0.4%pts to 20.3% for
those aged 15-19 years and rising 0.3%pts to 8.4% for those aged 20-24
years. Youth are always at the pointy end of the labour market.

e Turning to wages, annual growth in private sector wages slowed further:

- The private sector labour cost index (including overtime, and adjusted
for productivity) rose 0.6% qg/q, with annual growth slowing 0.3% pts
to 3.3% y/y (weaker than our and the RBNZ'’s forecast of 3.4% and
3.5% respectively).

— The unadjusted private sector labour cost index was up 4.5% y/y,
down from 4.8% y/y in Q2. Meanwhile, the overall proportion of
workers (all sectors) receiving wage increases in the past year fell 2%
pts to 63%. The proportion of wage increases that were in excess of
5% eased 5%pts to 27%. That's still elevated, but is going the right
way for the RBNZ.

- Private sector average hourly earnings (ordinary time) rose 1.2% q/q,
stronger than our expectation of 1.0% q/q. That saw the annual rate
fall from 4.0% to 3.2%, a touch above our and the RBNZ's forecast of
3.0% and 2.9% y/y respectively.

— Public sector average hourly earnings (ordinary time) were up 0.1%
g/q (following a strong 2.3% rise in Q2), taking annual growth from
7.9% to 5.1%. Despite the weaker quarterly growth, past public
sector pay agreements (which spanned multiple years) mean public
sector wage growth is poised to outpace that of the private sector for
a while yet.

e Allin all, the details of the Q3 labour market data point to a marginally
tighter labour market than anticipated, but not enough to move the dial
on the monetary policy outlook. The labour market is soft in an absolute
sense, and given it lags the broader economic cycle, the Q3 release won't
be the worst of it. The RBNZ'’s strategy to get the OCR back to more
neutral settings quickly remains appropriate, but we are comfortable with
our forecast that the pace of easing will be slower next year after another
50bp cut this month. As always, it will depend on the data, but even more
than usual, given the 12-week gap to the following RBNZ decision in
February.
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The labour market in charts

Unemployment lifted as demand for labour weakened
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Spare capacity continues to emerge
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Important notice

Last updated: 20 February 2024

The opinions and research contained in this document (in the form of text, image, video or audio) are (a) not personal
financial advice nor financial advice about any product or service; (b) provided for information only; and (c) general in
nature and do not take into account your financial situation or goals.

This document may be restricted by law in certain jurisdictions. Recipients must observe all relevant restrictions.

Disclaimer for all jurisdictions: This document is prepared by ANZ Bank New Zealand Limited (ANZ Centre, 23-29 Albert Street,
Auckland 1010, New Zealand). This document is distributed in your country/region by Australia and New Zealand Banking Group Limited
(ABN11 005 357 522) (ANZ), a company incorporated in Australia or (if otherwise stated), by its subsidiary or branch (herein collectively
referred to as ANZ Group). The views expressed in it are those of ANZ Economics and Markets Research, an independent research team of
ANZ Bank New Zealand Limited.

This document is distributed on the basis that it is only for the information of the specified recipient or permitted user of the relevant
website (recipients).

This document is solely for informational purposes and nothing in it is intended to be an invitation, solicitation or offer by ANZ Group to sell,
or buy, receive or provide any product or service, or to participate in a particular trading strategy.

Distribution of this document to you is only as may be permissible by the laws of your jurisdiction, and is not directed to or intended for
distribution or use by recipients resident or located in jurisdictions where its use or distribution would be contrary to those laws or
regulations, or in jurisdictions where ANZ Group would be subject to additional licensing or registration requirements. Further, any products
and services mentioned in this document may not be available in all countries.

ANZ Group in no way provides any personal financial, legal, taxation or investment advice to you in connection with any product or service
discussed in this document. Before making any investment decision, recipients should seek independent financial, legal, tax and other
relevant advice having regard to their particular circumstances.

Whilst care has been taken in the preparation of this document and the information contained within is believed to be accurate and made
on reasonable grounds on the date it was published, ANZ Group does not represent or warrant the accuracy or completeness of the
information. Further, ANZ Group does not accept any responsibility to inform you of any matter that subsequently comes to its notice,
which may affect the accuracy of the information in this document.

This document may contain forward looking statements or opinions including statements regarding our intent, belief or current expectations
regarding economic and market conditions, financial instruments and credit markets. Such statements are usually predictive in character,
may not be accurate once the future becomes known and should not be relied upon when making investment decisions. Past performance
is not a reliable indicator of future performance. ANZ does not accept any responsibility to inform you of any revisions to these forward-
looking statements to reflect events or circumstances occurring after the date of this document.

Preparation of this document and the opinions expressed in it may involve material elements of subjective judgement and analysis. Unless
specifically stated otherwise: they are current on the date of this document and are subject to change without notice; and, all price
information is indicative only. Any opinions expressed in this document are subject to change at any time without notice.

ANZ Group does not guarantee the performance of any product mentioned in this document. All investments entail a risk and may result in
both profits and losses. Any products and services described in this document may not be suitable for all investors, and transacting in these
products or services may be considered risky.

ANZ Group expressly disclaims any responsibility and shall not be liable for any loss, damage, claim, liability, proceedings, cost or expense
(Liability) arising directly or indirectly and whether in tort (including negligence), contract, equity or otherwise out of or in connection with
this document to the extent permissible under relevant law. The contents of this document have not been reviewed by any regulatory body
or authority in any jurisdiction.

ANZ Group may have an interest in the subject matter of this document. They may receive fees from customers for dealing in any products
or services described in this document, and their staff and introducers of business may share in such fees or remuneration that may be
influenced by total sales, at all times received and/or apportioned in accordance with local regulatory requirements. Further, they or their
customers may have or have had interests or long or short positions in any products or services described in this document, and may at
any time make purchases and/or sales in them as principal or agent, as well as act (or have acted) as a market maker in such products.
This document is published in accordance with ANZ Group’s policies on conflicts of interest and ANZ Group maintains appropriate
information barriers to control the flow of information between businesses within the group.

Your ANZ Group point of contact can assist with any questions about this document including for further information on these disclosures of
interest.

Australia. ANZ holds an Australian Financial Services licence no. 234527. For a copy of ANZ's Financial Services Guide please click here or
request from your ANZ point of contact.

Brazil. This document is distributed on a cross border basis and only following request by the recipient. No securities are being offered or
sold in Brazil under this document, and no securities have been and will not be registered with the Securities Commission - CVM.

Brunei, Japan, Kuwait, Malaysia, Switzerland, Taiwan. This document is distributed in each of these jurisdictions by ANZ on a cross-
border basis.

Cambodia. The information contained in this document is confidential and is provided solely for your use upon your request.

This does not constitute or form part of an offer or solicitation of any offer to engage services, nor should it or any part of it form the basis
of, or be relied in any connection with, any contract or commitment whatsoever. ANZ does not have a licence to undertake banking
operations or securities business or similar business, in Cambodia. By requesting financial services from ANZ, you agree, represent and
warrant that you are engaging our services wholly outside of Cambodia and subject to the laws of the contract governing the terms of our
engagement.

Canada. This document is general information only, is intended for institutional use only — not retail, and is not meant to be tailored to the
needs and circumstances of any recipient. In addition, this document is not intended to be an offer or solicitation to purchase or sell any
security or other financial instrument or to employ a specific investment strategy.

Chile. You understand and agree that ANZ is not regulated by Chilean Authorities and that the provision of this document is not subject to
any Chilean supervision and is not guaranteed by any regulatory or governmental agency in Chile.
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Fiji. For Fiji regulatory purposes, this document and any views and recommendations are not to be deemed as investment advice.
Fiji investors must seek licensed professional advice should they wish to make any investment in relation to this document.

Hong Kong. This document is issued or distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered at the Hong Kong
Monetary Authority to conduct Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate finance)
regulated activities. The contents of this document have not been reviewed by any regulatory authority in Hong Kong. If you are in any
doubt about any of the contents of this document, you should obtain independent professional advice.
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Portfolio Management Law, 1995 (“Investment Advice Law”) and does not hold the insurance coverage required of a licensee pursuant to
the Investment Advice Law. This publication has been prepared exclusively for Qualified Clients as such term is defined in the First Schedule
to the Investment Advice Law. As a prerequisite to the receipt of a copy of this publication a recipient will be required to provide
confirmation and evidence that it is a Qualified Client. Nothing in this publication should be considered Investment Advice or Investment
Marketing as defined in the Investment Advice Law. Recipients are encouraged to seek competent investment advice from a locally licensed
investment adviser prior to making any investment.
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Myanmar. This document is intended to be general and part of ANZ's customer service and marketing activities when implementing its
functions as a licensed bank. This document is not Securities Investment Advice (as that term is defined in the Myanmar Securities
Transaction Law 2013).

New Zealand. This document is distributed in New Zealand by ANZ Bank New Zealand Limited. The material is for information purposes
only and is not financial advice about any product or service. We recommend you seek advice about your financial situation and goals
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Oman. ANZ neither has a registered business presence nor a representative office in Oman and does not undertake banking business or
provide financial services in Oman. Consequently ANZ is not regulated by either the Central Bank of Oman (CBO) or Oman’s Capital Market
Authority (CMA). The information contained in this document is for discussion purposes only and neither constitutes an offer of securities in
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statement and the text below is applicable: This document is distributed by ANZ China in the Mainland of the PRC.

Peru. The information contained in this document has not been, and will not be, registered with or approved by the Peruvian
Superintendency of the Securities Market (Superintendencia del Mercado de Valores, SMV) or the Lima Stock Exchange (Bolsa de Valores
de Lima, BVL) or under the Peruvian Securities Market Law (Legislative Decree 6 861), and will not be subject to Peruvian laws applicable
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