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Jobless rate steady at disappointing 5.8%, RBNZ likely to ease June & July
Statistics New Zealand has released the Household Labour Force Survey (HLFS), the Quarterly Employment Survey (QES) and the Labour Cost Index (LCI) for Q1 ‘15. The key findings from these surveys were as follows:
· The HLFS recorded a 0.7% qoq/3.2% yoy rise in employment in Q1, just below market expectations. Hours worked rose 1.4% qoq. However, the unemployment rate disappointed, remaining stable at an upwardly revised 5.8%. The labour force participation rate increased 0.2pps to 69.6%. 
· The QES reported a 1.8% qoq surge in the number of filled jobs in Q1 to be up 3.3% yoy. Moreover, the number of hours paid surged 2.0% qoq/3.8% yoy. Unadjusted average private sector hourly earnings rose just 0.2% qoq/2.6% yoy but total gross earnings rose 2.0% qoq/6.0% yoy.
· The LCI reported a 0.3% qoq increase in Q1, with the annual rate edging down to 1.7% yoy from 1.8% yoy previously. Private sector labour costs rose 0.3% qoq, leaving annual growth steady at 1.8% yoy. Public sector labour costs rose 0.2%qoq qoq/1.2% yoy. 
Comment: Relative to our expectations employment growth surprised positively in Q1 – lifting the employment rate to a new high – but the unemployment rate was substantially higher than we had expected and wage growth was weaker. Whilst both the HLFS and QES point to very strong growth in activity in Q1 – in our view confirming significant upside risk to the RBNZ’s forecast of GDP growth of 0.5% qoq – the fact remains that, for the second consecutive quarter, the HLFS indicates that this growth has been readily accommodated by strong growth in the labour force (albeit survey measures of skill shortages and capacity utilization – which have tightened – seem at odds with this conclusion). This has been made possible by rapid growth in the working age population and a lift in labour force participation to record highs.  Whilst we have doubts as to how much further the labour force participation rate can rise, we expect that growth the working age population will remain strong in the near term at least.
The stalling of what had been a trend tightening of the labour market implies a slower pick-up in labour cost inflation across the forecast horizon, with labour cost inflation on today’s data already running below what the RBNZ had estimated in the March Monetary Policy Statement (the RBNZ had estimated a 2.0% yoy increase in private sector labour costs, compared with the 1.8% yoy increase reported today). This lowers our confidence that we will see a significant pick-up in non-tradeables inflation – and thus overall inflation – within a period that the RBNZ will find acceptable. This is a material disappointment relative to our own forecast and, we think, will prove a material disappointment for the RBNZ. 
The bottom line is that we think that the case for easing policy has been strengthened considerably by today’s data. Whilst the RBNZ will continue to harbour concerns about the risks of further fuelling the Auckland housing market, the RBNZ is also concerned about the high level of the exchange rate and the recent evolution of global dairy prices (the latter even weaker again overnight). We expect that the new projections that the RBNZ will present in the June Monetary Policy Statement (MPS) will provide sufficient rationale for some policy easing and no obvious rationale for delay. Therefore, we are adjusting our call to pick a 25bp easing at both the 11 June MPS and the 23 July Interim OCR Review, thus lowering the OCR to 3%. For now we think that a modest easing – and we would presume some modest currency relief – will be sufficient to return the RBNZ’s inflation projections to a path consistent with meeting the inflation target.  
	Figure 1: HLFS Labour Market Summary
	
	Figure 2: HLFS Employment growth and unemployment rate
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Mar-12 0.1 0.6 -1.7 -0.6 68.5 6.8

Jun-12 0.1 0.4 1.5 -0.7 68.4 6.8

Sep-12 -0.5 -0.1 -0.8 -2.3 68.3 7.2

Dec-12 0.4 0.0 2.2 1.2 68.0 6.8

Mar-13 0.2 0.1 0.6 3.5 67.7 6.3

Jun-13 0.5 0.6 -0.9 1.2 67.9 6.4

Sep-13 1.4 2.4 1.6 3.6 68.4 6.2

Dec-13 0.8 2.9 0.1 1.5 68.7 6.1

Mar-14 1.0 3.7 2.3 3.1 69.0 6.0

Jun-14 0.4 3.6 0.5 4.5 68.6 5.7

Sep-14 1.0 3.2 0.3 3.2 68.8 5.5

Dec-14 1.2 3.5 0.5 3.6 69.4 5.8

Mar-15 0.7 3.2 1.4 2.7 69.6 5.8
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	Figure 3: HLFS Employment change by sector, n.s.a
	
	Figure 4: HLFS Employment, Hours Worked and GDP
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	Figure 5: HLFS Employment Rate and Unemployment Rate
	
	Figure 6: HLFS Employment & NZIER Employment Intentions
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	Figure 7: QES & LCI Data Summary
	
	Figure 8: Private sector wage trends
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	Figure 9: Labour costs and unemployment
	
	Figure 10: Gross earnings
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