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Our Take

Kiwibank economics.

Trick or treat or turnaround? What will the Kiwi
labour market reveal next week

= Stats NZ's suite of labour market data is out on
Wednesday. The Kiwi labour market likely loosened a
little further over the September quarter. We expect
the unemployment rate to increase to 5.3% from 5.2%
- the highest in over eight years. But there are growing
signs that we may be at the peak.

= The moderation in wage inflation likely continued.
Annual wage growth likely slowed to 2.1%, down from
2.3% - the weakest in four years. Weaker wage
inflation is helping to drive further easing in domestic,
specifically services, inflation. It's the famous Phillips
curve af work.

* Next week’s data should reinforce the need for further
monetary policy easing. Downside risks to medium-
term inflation are growing given the soft labour
market and dimming global outlook. We expect the
RBNZ to cut the cash rate by 25bps at the November
meeting.

Hot on the heels of the September quarter inflation update,
next week's attention turns to the Kiwi jobs market. We
expect that conditions in the labour market loosened a little
bit further over the quarter. In some good news, there are
signs that the market is beginning fo stabilise. 2026 should
be a better year. But right here, right now, labour demand
is not yet strong enough to absorb the extra supply entering
the market.

Monthly employment data suggests that the appetite for
labour is slowly improving. Filled jobs appears to have hit a
frough in July. Since then, filled jobs began to tick higher
with a decent (albeit likely overstated) 0.3% in September.
However, even with such allift, total filled jobs remain 1.9%
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below the March 2024 peak. Given current weak
economic activity, we don't expect labour demand to
take off like a horse bucking. But the September quarter
likely marked the turning point in employment growth, with
monthly jobs growth averaging around a flat print.

There is a conceptual difference between Stats NZ's filled
jobs data and the Household Labour Force Survey
(released on Wednesday). The former is drawn from fax
data, and the latter is subject to sampling errors. Despite
this, the monthly data does a good job in providing a steer
on employment. Accordingly, we expect employment
growth was flat over the quarter, with a bias toward a
positive print. Such a result would see employment down
0.3% on the year.

At the same time, the working age population likely grew
0.3% over the quarter. Labour demand may be recovering,
but labour supply continues to outpace. With this dynamic,
the unemployment is set to hit the highest level since
December 2016, rising from 5.2% to 5.3%.

A key assumption to the rise in the unemployment rate is a
continued drop in labour force participation. The
participation rate soared to an all-time high of 72.4% in
June 2023. A surge in migration supplied much needed
work-ready migrants, and a cost-of-living crisis pulled many
off the sidelines. But with waning demand, workers have
headed for the exits. As such, we've seen a gradual decline
in the participation rate. And we expect a further fall in
participation from 70.5% to 70.4% - the lowest since Dec
2019.
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Growing slack within the labour market should also see
wage growth continue to moderate. The private sector
Labour Cost Index (LCI) hit a series high of 4.5% in early
2023, as rising inflation expectations and labour shortages
bolstered wage demands. But the balance of power has
shifted back to employers. We expect to see a 0.4%
quarterly rise in wages, pulling down the annual rate from
2.3% t0 2.1%.

The jobs data is a key statistic before the November MPS.
Our forecasts are largely in line with the RBNZ's latest
projections. The RBNZ sees employment growing 0.2% over
the quarter, with the unemployment rate rising to 5.3% -
which they forecast to be the peak in the current cycle.
However, given the weakening global growth outlook,
there's risk the recovery in labour demand is delayed.
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