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NEW ZEALAND ECONOMICS
Labour Cost Index and Quarterly Employment Survey
— December 2011 quarter

PICK-UP IN WAGES WILL BE NOTED

KEY POINTS

LCI wage measures were stronger than market expectations, although
annual wage inflation on this measure remains moderate. An increase in QES
filled jobs and paid hours suggest a lift in Q4 HLFS employment and hours
worked (and GDP).

The data does not threaten the RBNZ’s plan to stay on the sidelines for the
foreseeable future, especially given weakening forward indicators for the
labour market. However, the pick-up in quarterly wage growth will have
been duly noted.

LCI private sector wage inflation excluding overtime rose by 0.7 percent (2.0
percent y/y) in the December quarter. The unadjusted LCI rose by 0.9
percent (3.2 percent y/y). This is not the preferred measure, but it is worth
noting that this series has been persistently strong.

QES private sector ordinary time average hourly earnings were flat in the
quarter (+2.8 percent y/y). However, QES average gross weekly earnings
rose 1.0 percent g/q sa, and were up 4.8 percent y/y.

Q4 QES filled jobs rose 0.5 percent (FTE-equivalent 0.6). Paid hours from the
QES rose 0.6 percent.

At face value, the figures suggest a respectable increase in Q4 HLFS
employment on Thursday, while the rise in QES paid hours is supportive for
Q4 GDP. It is growth prospects for the start of this year that has us slightly
nervous.
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Jun-08 0.8 &5 2.1 5.6 0.1 1.3
Sep-08 1.1 3.7 1.0 5.2 -0.5 0.7
Dec-08 0.7 3.2 0.9 5.2 -1.3 -1.9
Mar-09 0.5 3.0 1.1 5.2 -0.9 -2.6
Jun-09 0.3 2.6 0.8 3.9 -1.5 -4.1
Sep-09 0.4 1.9 0.7 3.5 -0.2 -3.9
Dec-09 0.3 1.5 -0.4 2.2 0.2 -2.4
Mar-10 0.3 1.3 -0.4 0.6 0.8 -0.8
Jun-10 0.4 1.4 0.6 0.4 1.0 1.7
Sep-10 0.6 1.6 1.0 0.7 0.4 2.3
Dec-10 0.6 1.9 0.6 1.8 0.0 2.1
Mar-11 0.4 2.0 0.3 2.5 0.6 2.0
Jun-11 0.5 2.1 1.2 3.1 0.6 1.6
Sep-11 0.5 2.0 1.3 3.4 0.1 1.3
Dec-11 0.7 2.0 0.0 2.8 0.6 1.9
ANZ 0.5 1.9 0.5 3.2 - -

Market 0.5 1.9 0.5 3.2 = =
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DATA REVIEW

DATA WRAP points are providing a clear signal of where labour

LCI private sector wage inflation excluding resources need to shift. We expect these differences
overtime rose by 0.7 percent g/q (+2.0 percent for to become more stark, given the trade skills resource
the December 2011 year). This was stronger than the requirements of the Canterbury rebuild.

market consensus and our pick of a 0.5 percent g/q A slightly smaller proportion of jobs secured wage
rise. Including overtime, the increase was more modest increases above 2 percent. At only 46 percent of
(0.6 percent). Public sector LCI wage rates increased surveyed jobs, this remains a comparatively low
1.8 percent y/y, versus 2.0 percent for the private proportion compared to more buoyant times.
sector. Private sector ordinary time hourly earnings Bargaining power is still clearly on the side of

from the QES were flat in Q3 after two relatively sharp employers, but this is changing in some industries.
rises in preceding quarters (+3.2 percent y/y). Given

the compositional noise in the QES wage figures, they Distribution of wage increases

tend to be discounted by both the market at the RBNZ.
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QES private sector earnings

While wage measures were generally contained
in an annual growth sense, they were stronger
than expected. This is helpful in some respects. Solid
growth in QES average gross weekly earnings (up 1.0
percent g/q and 4.8 percent y/y) boosts the odds of

) repairing household balance sheets without a nasty
Private sector LCI all . . . .
salary and wages crunch in consumption. But this boon might be undone
0 ‘ ‘ ‘ — ‘ ‘ ‘ — were it to spook the RBNZ. At present, we see little risk

92 94 9% 98 00 02 04 06 08 10 of this. The impact of decent labour income growth on
Sources: ANZ, National Bank, Statistics NZ the broader economy continues to be blunted by
ongoing household deleveraging, a dynamic we (and
the RBNZ) expect to persist for years.

Sector divergences were again evident in the LCI.
Public sector wages on the LCI measure continue to

undershoot the private sector on an annual basis, QES total gross earnings and private consumption
though the gap is closing. Central government annual Annual % change

wage inflation by the LCI measure was 1.8 percent in 10 1

Q4, up from 1.3 percent a year ago. This remains 5 QES total gross earnings

modest, but the disinflationary impetus from this source

is waning. It illustrates the difficulties for the 6

Government in achieving spending cuts without al

significant job cuts.

Salary and wage rates in the construction sector 2] ﬁ
climbed 0.8 percent g/q (2.3 percent y/y), with 0t R 4
above-average wage increases in electricity, gas and Real private consumptionv
water, finance and insurance services, and parts of the 2]

manufacturing sector. Wage increases in retail were -4

subdued (up 0.4 percent g/q), a reflection of the tough 91 93 95 97 9 01 03 05 O7 09 11

. R . Sources: ANZ, National Bank, Statistics NZ
retail environment and consumer caution at present.

Wage differences that reflect labour market pressure
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The QES employment—based measures gave
mixed readings. The number of filled jobs rose 0.5
percent g/q sa, but is up only 1.9 percent y/y.

Filled jobs in the non-market sector failed to bounce
back from earlier falls, falling another 0.1 percent sa
(-0.7 percent y/y). Filled jobs in the market sector rose
0.9 percent g/q (+2.7 percent y/y). The market sector
split showed mixed fortunes by sector, with increases in
forestry, transport, and construction sector employment
contrasting with falls for retail, manufacturing and
wholesale trade filled jobs. Looking at the split of the
market sector did not offer much encouragement
regarding the necessary rebalancing of the economy.
Filled jobs in export-orientated sectors fell 2.7 percent
sa and is still running at -2.3 percent y/y. Domestic-
oriented job growth was 1.1 percent g/q sa (2.5 percent
y/y). Given the requirements of the Christchurch
rebuild, this dichotomy is likely to persist.

QES filled jobs
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QES filled jobs vs HLFS employment
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Hours worked within the economy is a good
measure of labour demand, as this measure tends
to respond more quickly than employment. QES
paid hours rose 0.6 percent in seasonally adjusted

terms. This will support the services components
of Q4 GDP, as paid hours are a key input.

Digging into the detail shows offsetting movements.
Paid hours in the market sector increased 0.8
percent s.a., whereas non-market paid hours
were flat. Particularly large declines were seen for
information media and telecommunications (-5.2
percent g/q sa) and for manufacturing (-4.6 sa percent
g/q). At the other end of the scale was forestry and
mining (+10.3 percent g/q sa) and, interestingly,
rental, hiring and real estate (+8.8 percent g/q sa),
with recovery in the latter in line with growing housing
turnover.

The filled jobs and paid hours employment
gauges from the QES provide a rough steer on the
HLFS data (to be released Thursday). Taking the
figures at face value suggests a respectable increase in
HLFS employment, in line with our forecast of 0.2
percent g/q sa. However, some of this pick-up in
employment may prove to be short-lived, given job
advertising has been declining since August. We remain
comfortable with our 6.5 percent pick for the
unemployment rate.

IMPLICATIONS

Private sector LCI inflation was still moderate on
an annual basis, but it did outpace market
expectations in terms of quarterly growth, and
this is not a volatile data series. Accordingly, the
Reserve Bank will have taken note. However, it does
not at this stage threaten the RBNZ'’s plans to stay on
the sidelines while they keep a nervous eye on
developments out of Europe. That said, the RBNZ will
remain vigilant for signs of broadening pressure on the
wage front, and will be watching the construction sector
particularly closely (for years).

Measures of employment from the QES were
mixed. The rise in seasonally adjusted paid hours in
the QES was encouraging, given weakness in the
preceding quarter, but this series is volatile. We’'ll get a
clearer picture with the HLFS survey on Thursday.

The RBNZ will be pleased that wage growth has not
escalated markedly during a period where headline CPI
inflation has hovered around the 4 to 5 percent mark
for an extended period. This restraint has allowed
monetary policy to take a more relaxed stance, a
valuable option given the skewed risks to global growth
at present. Today’s data does not take away that
option. Barring global meltdown, the next move in
the OCR will be up, but it is still some time away.

ANZS,
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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 nzeconomics@anz.com



