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Warming up
Q2 labour market review

•	 The unemployment rate fell from 5.9% to 5.6% in 
the June quarter, its lowest in over five years.

•	 Employment rose modestly and labour force 
participation edged down from a record high, 
although both are markedly stronger than a year ago.

•	 Wage pressures were a little stronger than 
expected, though still at historically low levels.

•	 On balance, these reports tell a less appealing story 
about the economy’s capacity to grow without 
inflation, reinforcing the case for normalising 
interest rates over the medium term. However, we 
still expect the Reserve Bank to remain on hold 
until next year.

The labour market has continued to steadily strengthen, in 
its usual lagging fashion, as the New Zealand economy has 
picked up a head of steam over the last year or so. The June 
quarter unemployment rate fell by even more than we or the 
market expected, while wage inflation gave the first hint of 
starting to tick higher (in the private sector at least).

What was remarkable over the past year was the economy’s 
seeming ability to grow without generating a significant 
amount of inflation pressure. Growing demand for workers 
had been met by an increase in labour force participation, 
which had surged to a record high by the March quarter of this 
year. The latest figures push back against that story to some 
degree: the participation rate edged lower in the June quarter, 
which meant that even the modest 0.4% rise in employment 
came entirely out of the ranks of the unemployed.

The ongoing tightening in the labour market supports the 
Reserve Bank’s campaign to normalise the level of interest 
rates over the medium term. However, we don’t think today’s 

Quarterly actual Quarterly expected Annual

2014 Q1 2014 Q2 Market Westpac 2014 Q2

Household Labour Force Survey 

Unemployment rate (s.a.) 5.9 5.6 5.8 5.8 -

Employment (s.a.) 0.9 0.4 0.7 0.7 3.7

Participation rate (s.a.) 69.2 68.9 69.3 69.3 -

Quarterly Employment Survey

FTE employment (s.a.) 1.2 1.1 - 0.8 3.5

Hours paid (s.a.) 1.5 0.8 - 0.5 3.6

Private ave hourly earnings, ord time 0.7 0.5 0.6 0.6 3.1

Labour Cost Index 

All sectors, ordinary time 0.3 0.5 - 0.4 1.6

Private sector, ordinary time 0.3 0.6 0.5 0.4 1.8

Private, all salary & wage rates 0.3 0.6 0.5 0.5 1.8
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figures create any additional urgency to hike rates again 
this year; in any case, in terms of the news over the last 24 
hours, the sharp deterioration in international dairy prices will 
probably be more of a headache for the RBNZ than a gradually 
strengthening labour market.

Survey details: Household Labour Force 
Survey (HLFS)
The official unemployment rate fell to 5.6% in the June quarter, 
from 5.9% in the March quarter (revised down from 6.0%). This 
was the lowest unemployment rate since March 2009.

The details of the survey were a little less impressive on the 
face of it. Employment rose by 0.4%, while the labour force 
participation rate fell to 68.9% from a record high of 69.2% – 
both of these undershooting our forecasts. However, volatility 
in these measures often goes hand in hand, which is why we 
recommend focusing on the unemployment rate as a more 
stable gauge of what’s happening in the jobs market.

What this does suggest is that some of the blockbuster 
performance in jobs growth and participation up to the March 
quarter may have been due to survey noise, a possibility 
that we always have to be prepared for. We’d note that both 
measures are still substantially stronger than they were a year 
ago – employment is up 3.7%, while the participation rate is 
0.8 percentage points higher.

The fall in the unemployment rate was fairly widely shared 
across the regions, although Canterbury obviously remains 
the star performer – the seasonally adjusted unemployment 
rate of 2.7% was only slightly above the all-time low of 
2.5% in early 2008. It should be noted that the rebuild is 
not simply a story about construction jobs; Canterbury 
has also been significant gains in manufacturing, retail 
and public administration jobs over the last year. Similarly, 
the construction boom is not simply a Canterbury story – 
construction jobs there are 27% higher than a year ago, but 
are also up 14%yr in the rest of the country.

Survey details: Quarterly Employment 
Survey (QES)
The employment measures of the QES generally told a similar 
story to the HLFS: solid growth in employment, but less than 
in the March quarter. Full time-equivalent employment rose 
by 1.1%, while hours paid rose by 0.8%; both measures were 
up around 3.5% on a year earlier. These fit with our forecast 
of 0.7% GDP growth in the June quarter: less than previous 
quarters, but not dramatically so.

The QES’s measure of average hourly earnings rose by 0.5% 
over the quarter, following a 0.7% increase in the March 
quarter. This measure can be quite volatile at times, but this 
time it was more or less in line with our expectations. Annual 
growth picked up slightly from 2.9% to 3.1%.

Survey details: Labour Cost Index (LCI)
Our preferred measure of wage inflation is the LCI, which 
is less volatile than the QES measure and less distorted by 
changes in the mix of jobs or labour productivity. Private 
sector ordinary time wages were stronger than expected, with 
the annual rate of increase rising from 1.6% to 1.8%. That’s 
the fastest pace in just over a year, though it’s still pretty low 
even by post-recession standards. (Public sector wage growth 
remained at 1.2%yr, the slowest since 1995.)

The legacy of sub-2% inflation over the last couple of years 
has clearly had an impact on pay negotiations. That situation 
will change as the degree of slack in the labour market is 
eroded, but wage inflation tends to evolve gradually and with a 
significant lag to the economic cycle.

The obvious exception to weak wage growth has been the 
construction industry. Construction wages and salaries 
were up 3.0%yr in Canterbury, the same annual pace as in 
the March quarter. However, there’s been some catch-up in 
construction wages in the rest of the country too, accelerating 
to 1.9%yr in the June quarter.

Household labour force survey
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