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NEW ZEALAND ECONOMICS
Household Labour Force Survey
— June 2011 quarter

INCREASE IN HOURS WORKED CONFIRMS
LABOUR DEMAND IS STRENGTHENING

KEY POINTS

The Q2 labour market data was in line with market expectations. The
unemployment rate was unchanged at 6.5 percent, following a slight
downward revision to the Q1 unemployment rate. Employment was also
unchanged in the quarter. On a stronger note, however, hours worked
increased a seasonally adjusted 1.6 percent. The labour force participation
rate eased to 68.4 percent.

Despite the rise in hours worked, hours per worker remains below
historical averages, with more capacity in the labour market than implied
by the unemployment rate.

The number of people unemployed was unchanged at 155,000 persons
s.a., in contrast to the 5,500 fall in the humbers of persons collecting the
unemployment benefit.

Regional divergences were apparent, with strong employment growth in
Auckland (up 5.4 percent y/y), contrasting with a 3.7 percent y/y fall in
Canterbury. Our seasonally adjusted estimates suggest employment
outside of Canterbury rose 0.4 percent g/q in Q2.

The strong increases in hours worked is consistent with other evidence
suggesting the demand for labour is strengthening. Falls in the
unemployment rate over the rest of the year are in prospect. Domestic
considerations continue to present a strong case for removing the March
insurance cut. Abstracting from a global meltdown, we expect the RBNZ
to raise the OCR by 50 basis points in the September MPS.
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COMMENT AND ASSESSMENT

The unchanged Q2 reading for employment was
in line with the consensus. Full-time employment
rose 0.2 percent, but this was offset by a 0.1 percent
fall in part-time employment.
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The unchanged unemployment rate was also
consistent with the market consensus. With
working age population increasing 15,000 persons in
the quarter, a declining labour force participation rate
contributed to the size of the labour force being broadly
unchanged from Q1.

We suspect there is some statistical noise in the
data, which raises the strong possibility of a Q3
rebound. Up till the March quarter, a pattern had
become apparent in the seasonally adjusted HLFS
unemployment rate figures. Encouragingly, this
seasonality has been much less apparent over the last
two quarters, but is has not disappeared completely. In
contrast to the 5,500 fall in the numbers of persons
collecting the unemployment benefit, HLFS
unemployment numbers were unchanged at 154,000
persons.
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With survey evidence and growing anecdotes of
improving demand ad skill shortages in some pockets,
the strong possibility is for a lower Q3 unemployment
rate.

The HLFS revealed differences in sector
employment. Services employment remained strong.
Strong annual growth in agricultural sector employment
suggests the economic rebalancing is taking place,
although the high NZD will be doing no favours. Fiscal
belt tightening showed through, with public sector
administration employment unchanged from a year
earlier. Construction sector employment was 6.9
percent lower than 12 months earlier, but is set to pick
up strongly towards the end of the year given
construction requirements for Christchurch.

Changes in employment by sector
June 2011 quarter and year
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Regional divergences were also apparent. Our
seasonally adjusted estimates show employment
increased in Auckland (up 0.3 percent g/q, 5.3 percent
y/y), and Wellington (up 1.5 percent g/q, -0.1 percent
y/y), the Waikato, Bay of Plenty, Manawatu and
Southland. Employment fell in Christchurch (-3.2
percent g/q, -3.6 percent y/y), Taranaki, Bay of Plenty
and Otago. We expect differences in sector and
regional labour market performance will become
increasingly evident by the end of the year.
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Viewing trends by age group show a quite
segmented labour market. Employment fell 2.5
percent s.a. in the 15 to 19 age group to be 11 percent
lower than 12 months earlier. The youth unemployment
rate rose to 27 percent, the highest in the history of the
HLFS. By contrast, employment for the over 55’s rose
0.8 percent to be 4.9 percent higher than a year ago,
more than twice the nationwide average. HLFS
unemployment rates for the 30+ age group, which now
account for nearly three-quarters of the labour force but
less than one-half the unemployed, are significantly
lower than the under 30s (4.2 percent versus 12.8
percent respectively).
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Following the large fall in Q1, hours worked rose
1.6 percent s.a. With hours worked per person still
around 1.2 hours below historical averages, there
remains considerable scope to meet increased labour
demand by working the existing workforce longer rather
than taking on new earnings and spending power. With
gross average earnings running at a 4.7 percent annual
clip (more staff which will alleviate pressures on
capacity. More hours worked, however, will add to
labour incomes and consumer spending power.
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We continue to expect employment growth to
strengthen over the remainder of the year. With
the NBBO and QSBO showing improvements in hiring
intentions, and with job advertisements rising a massive
22 percent in the June quarter (admittedly off a low
base), the demand for labour is picking up as the
economy strengthens. There is the strong possibility of
a statistical bounce in Q3 employment considering other
labour market indicators have strengthened of late.

Labour demand and employment intentions
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IMPLICATIONS

The increase in HLFS hours worked (and the
increase in QES paid hours shown on Tuesday)
showed labour demand is strengthening. With
economic activity set to pick up strongly over the
second half of 2011, we expect the increasing demand
for labour will flow through into firming employment
and a decline in the unemployment rate towards the
end of the year.

Absent of a significant deterioration in the global
economy, we expect the improving domestic economic
and labour market outlook will prompt the RBNZ into
removing the March quarter insurance cut. We continue
to expect a 50 basis point increase in the OCR at the
September MPS. Given the weaker external outlook,
high NzZD, and ongoing domestic fiscal consolidation, we
expect a very gradual path of tightening thereafter, with
a number of pauses along the way.
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IMPORTANT NOTICE

NEW ZEALAND DISCLOSURE INFORMATION

This publication is for information purposes only. Its content is intended to be of general nature, does not take into account your
financial situation or goals, and is not a personalised adviser service under the Financial Advisers Act 2008. It is recommended you
seek advice from a financial adviser which takes into account your individual circumstances before you acquire a financial product.
This publication does not constitute an offer to sell or solicitation to buy any security or other financial instrument. No part of this
publication can be reproduced, altered, transmitted to, copied to or distributed to any other person without the prior express
permission of ANZ National Bank Limited (the “Bank™).

This publication is a necessarily brief and general summary of the subjects covered. The information contained in this publication is
given in good faith, has been derived from sources perceived by it to be reliable and accurate and the Bank shall not be obliged to
update any such information after the date of this publication. To the extent permitted by law, neither the Bank nor any other person
involved in the preparation of this publication accepts any liability for the content of this publication (including the accuracy or
completeness thereof) or for any consequences flowing from its use.

UNITED STATES DISCLAIMER

This publication is being distributed in the United States by ANZ Securities, Inc. (Member of FINRA [www.finra.org] and registered
with the SEC) (“ANZ S”) (an affiliated company of Australia and New Zealand Banking Group Limited (“ANZBG”) and the Bank), which
accepts responsibility for its content. Further information on any securities referred to herein may be obtained from ANZ S upon
request. Any US person(s) receiving this publication and wishing to effect transactions in any fixed income securities referred to
herein should contact ANZ S 277 Park Avenue, 31st Floor, New York, NY 10172 USA, Tel: 1-212-801-9160, Fax: 1-212-801-9163, not
its affiliates.

This publication is issued on the basis that it is only for the information of the particular person to whom it is provided. This
publication may not be reproduced, distributed or published by any recipient for any purpose. This publication does not take into
account your personal needs and financial circumstances. Under no circumstances is this publication to be used or considered as an
offer to sell, or a solicitation of an offer to buy.

In addition, from time to time ANZBG, the Bank, ANZ S, their affiliated companies, or their respective associates and employees may
have an interest in any financial products (as defined by the Australian Corporations Act 2001), securities or other investments,
directly or indirectly the subject of this publication (and may receive commissions or other remuneration in relation to the sale of such
financial products, securities or other investments), or may perform services for, or solicit business from, any company the subject of
this publication. If you have been referred to ANZBG, the Bank, ANZ S or their affiliated companies by any person, that person may
receive a benefit in respect of any transactions effected on your behalf, details of which will be available upon request.

The information herein has been obtained from, and any opinions herein are based upon, sources believed reliable. The views
expressed in this publication accurately reflect the author’s personal views, including those about any and all of the securities and
issuers referred to herein. The author however makes no representation as to its accuracy or completeness and the information
should not be relied upon as such. All opinions and estimates herein reflect the author’s judgement on the date of this publication
and are subject to change without notice. No part of the author’s compensation was, is or will be directly or indirectly related to
specific recommendations or views expressed in this publication. ANZBG, the Bank, ANZ S, their affiliated companies, their respective
directors, officers, and employees disclaim 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 the contents of and/or any omissions from this communication except where a Liability is made
non-excludable by legislation.

This document has been prepared by ANZ National Bank Limited. ANZ (part of ANZ National Bank Limited), Level 7, 1 Victoria Street,
Wellington 6011, New Zealand Phone 64-4-802 2000 Fax 64-4-496 8639 http://www.anz.co.nz e-mail hzeconomics@anz.com



