First View

Kiwibank economics.

L] Employment in New Zealand did not grow by enough
to offset the increased number of workers entering the
workforce. This drove the unemployment rate above
expectations at 5.6%. High underutilisation and a
decline in hours worked indicates a soft labour market.

= The job situation in the US was also soft. A falling
unemployment rate was driven by an exodus from the
workforce. And the US recorded a decrease in jobs.

L] Financial markets were spurred on by tech sector
earnings and hopes of a re-opening of the Strait of
Hormuz. But hopes faded by the end of last week. Oil is
frading at fair prices, but remains elevated and
volatile.

Labour market data for the June quarter was both
surprising and mixed. Unemployment was 5.6%, higher than
market expectations, and a significant step above our
optimistic forecast of 5.3%. We thought the worst of last
year's recession was behind us. The labour market usually
lags the rest of the economy by 6-9 months. We had some
growth momentum in the second half of last year. But
clearly it was not enough. We continue to expect the
unemployment rate to push higher by the end of the year,
when the fullimpact of the Middle East conflict shows up.

As with any labour market data release, unemployment
was the focus. But it's more than that, it must include
underemployed people. And our underutilisation rate
spiked to the highest level in 12 years, at 13.8%. That rate
implies Kiwi workers are struggling to get the amount of
work they want. They may have a job, but they're not
earning enough, as seen through the small decline in total
hours worked across the economy.

The cost of everyday goods and services continue to rise
faster than wages. Wage growth was stuck at 2%. Paired
with the 4.1% inflation rate over the same period, it shows
Kiwi households continue to be worse off in real terms.

Although things were grim overall, there were some green
shoots. Employment grew, meaning the economy was
adding new jobs. It simply wasn't enough to offset the
growing labour force. The participation rate rose from 70.4
fo 70.7%, meaning more Kiwi are looking for work.

Be sure to read our take on the labour market data and our

chart of the week below.

Overall, this labour market release was another sign of
softness in the Kiwi economy. And things will likely get worse
before they get better. Even so, we do not expect this to
change the Reserve Bank's course of action. The RBNZ has
set us up to deliver two more rate hikes this side of
Christmas. They have communicated the view that a swift
return to neutral rates is the preferred approach. Market
pricing supports this view.

The US also had labour market data out last week. Similar to
NZ, the data wasn't pretty. The US economy shed 23,000
jobs in July. That is way below expectations of an increase
of 80,000. June jobs data was also revised down. Hourly
earnings were up 3% annually compared with 3.7% prior
and below expectations of 3.4%. The unemployment rate
actually fell from 4.2% to 4.1%. But the fall was largely driven
by an exodus from the workforce, particularly retirements.
This could be seen as good news. Because financial
markets have performed well, enabling retirement.

Qil initially fell in the first half of last week off the back of
optimism that a path to re-opening the Strait of Hormuz was
being forged. However, negotiations between Oman and
Iran appear to have stalled which took some wind out of
the sails. Oil prices remain elevated and volatile, but
thankfully below July peaks. It's little comfort to Kiwi
motorists and businesses who are sfill likely seeing the
impact of those July peaks flow through to the pumps in NZ.


https://www.kiwibank.co.nz/business-banking/thrive-hq/kiwi-economics/commentary-insights/frosty-unemployment-bites-wage-growth-frozen-solid/
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Chart of the Week: Absorbing the shock. Youth bear the brunt.

The labour market data looks grim. A 5.6% unemployment
rate, the highest since September of 2015. And over one in six

young people in the labour force were unemployed.

We're still trying to recover from a recession. We only just
recorded a second consecutive quarter of growth in
December of last year. The impact of the downturn is still
reverberating through the economy. We're seeing the pain
of that recession in the latest labour market data. Thisisn't
the impact from the geopolitical conflict in the Middle East.

Noft yet.

In this week’s chart, we highlight how economic downturns
can have disproportionate effects on young people. A
downturn hits young people harder and faster. The

unemployment rate for young Kiwi aged 15 to 24 was 17.2%

Unemployment Rate by Age
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Aged 15-24 Years

Aged 35-44 Years

——Aged 55-64 Years
Source: Kiwibank, Stats NZ

Aged 25-34 Years
Aged 45-54 Years
—Aged 45 Years and Over

The very low unemployment rate among older workers partly
reflects the fact that individuals remaining in the labour force
at these ages are often highly attached to work and possess

specialised skills. Many employers contfinue to face skill

in June. Nof really backing down from the March quarter shortages in experienced occupations, helping to support

17.3% (a 14-year high). The next closest age group, those employment outcomes for older Kiwi.
aged 25 to 34, have an unemployment rate of 5.2% (a 9-year

high).

As unemployment rises across the board, more experienced
workers also become easier and cheaper to hire. Employers

Historically, youth unemployment has always been elevated are more likely to get job applications from experienced,

relatfive to older groups, but the current level is among the predominantly older, workers. That leaves young people at a

highest seen since the post-COVID recovery period. Young disadvantage.

workers are typically concentrated in sectors such as retail, The most striking feature of the data is the persistent

hospitality and other discretfionary services, which tend to disadvantage faced by 15 to 24-year-olds. Since records

weaken early during economic downturns. Their lower levels began in 1986, youth unemployment has consistently been two

of work experience also make them more vulnerable when to four fimes higher than unemployment among prime-age

hiing demand softens. workers. The data also shows that this is not the first time youth

The rest of the workforce seems barely affected. Those aged  unemployment has skyrocketed well beyond that of other age

35 to 44 have an unemployment rate of 3.5%. We also had a  groups.

rate of 2.9% for the two groups aged 45 to 54 and 55 to 64. Youth unemployment peaked above 20% during the early-

Across the board, the older age groups had lower 1990s recession, reaching 21.2% in the first quarter of 1992.

unemployment rates in the June quarter of 2026 than they
o . . . Unemployment for young people rose to around 18% during
did in in the June quarter of 2025. Things are improving for
. . the aftermath of the Global Financial Crisis and early-2010s
the older, more experienced, part of the population. o
period.

The painful reality is that the first jobs to get cut are at the
. . . This demonstrates that younger workers act as the labour
entry-level. Businesses owners looking to cut costs will fry to
. . . market's shock absorber. They are typically the first group
do more with less. They ask their more senior workers to take
o ) affected when conditions deteriorate.
on some of the administrative work, or they outsource some

tasks to Al. That means fewer hours available for young

people hoping to build up their resumes.
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“You're off mutel!”

Markets, Mystics, & Mayhem

Ep 83: Central banks holding. Confidence beefed
up.

We take a look at an international central bank roundup. Three
banks held their rates steady last week, more concerned about
growth and demand destruction than inflation pressures. We agree,
we'd like o see the same here.

Back home we dive into confidence data. Although the oil crisis has
given both households and businesses a headache, things appear
to be recovering. Albeit slowly.

i | o WY

CENTRAL BANKS HOLDING.

1L

We talk about some beefy topics most weeks... none more so than
Kiwi beef exports and the surge in demand from the US. Just in time
to save us from a drop-off in demand from China. Talk about good
luck!

All content is for information only, is subject to change and is not a substitute for commercial judgement or professional advice, which should be sought prior to entering any transaction. To the extent
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https://youtu.be/739gYMYIo1w
https://youtu.be/739gYMYIo1w
https://youtu.be/739gYMYIo1w
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The comments below were provided by Kiwibank traders. Trader comments may not reflect the view of the research team.

In Markets — A Softer Labour
Print, But the Tightening Story
Remains

Last week, the continued themes of local data and
broader geopolitical developments continued to play out
in rates markets. The added pre and post-BoJ coordinated
USD/JPY currency intervention at the tail end of the prior
week also within scope, particularly with initial reports of the
ability to use the Fed's repo facility. The prospect of
renewed efforts to broker a Gulf ceasefire, aimed at
reviving the prior deal that had broken down, gained
fraction in markets during the early stages of the week.
Lower oil prices, alongside reports of the ability to use the
repo facility instead of outright US bond sales to cover the
intervention, initially saw rates supported before waning
optimism. A mix of Fed-speak that on balance landed on
the hawkish side, issuance, and pre-payrolls worries alll
weighed.

However, the main event for our market was the Q2 labour
market statistics on Wednesday, with additional interest
also provided by reported comments from the RBNZ
Governor. The story prior to the data release had the
Governor reiterating the goal of achieving low and stable
inflation and pushing back against those who would see
the current rate of inflation as just the new normal. In the
lead-up to the release, rates had tfraded a fouch lower due
to moves offshore. The headline unemployment print of
5.6% was higher than market consensus of 5.4%, though this
higher headline was attributable to a jump in the
participation rate to 70.7% from 70.4% previously, meaning
an expansion in the pool of workers. The impact of this on
the headline rate can be seen, for instance, if you hold the
participation rate unchanged at the prior quarter’s level in
the calculation; this would have rendered a headline print
around 5.2%. Other metrics in the data did paint a slightly
better picture than the headline suggested, with quarterly
employment growth at +0.5% against +0.1% expected, and
earnings growth also higher in the quarter, with private
sector wage inflation at +0.7% against +0.6% expected.
Though, to be fair, many will point to a lift in the
underutilisation rate to a multi-year high as indicative of the
slack that remains in the labour market and something that
may well keep wage inflation in check. Our economics
team also covered those aspects, as well as an informative
regional breakdown, in their release on the day. Market
reaction saw the NZD immediately lower on the headline
print, though perhaps not as far as you would have
expected given the size of the headline figure, working its
way fo around 0.5870 from the mid-0.5890s, while rates
markets continued to add to an earlier pre-data move

lower, with the 2-year IRS finishing around 8 points lower on
the day at around 3.62%. Near-term pricing saw tightening
expectations pared back, with year-end implied OCR
falling to around 3.03% from 3.08% prior, and one year out
to around 3.42%. As | have previously noted, the core view
remains around a 3.00% year-end target, with the implied
pricing likely ranging between 1% and 22 25-point moves.
The weaker headline print, coupled with some of the firmer
components coming on the heels of the elevated but
relatively stable period-ahead inflation expectation
measures in the business and consumer surveys, is likely to
further support the measured RBNZ tightening approach
scenario.

Thursday and Friday really saw the market return to
watching geopolitical and offshore developments, where
the market viewed the further detail emerging on the
proposed Iran-Oman plan to open the Strait as potentially
less acceptable than the initial headlines earlier in the week
may have suggested. US rates markets saw yields trade
higher in response, with Brent crude trading back through
USD 80 per barrel towards USD 83, while additionally a press
report that the Fed Chair was seemingly more amenable to
raising rates if CPI printed strongly, further Fed-speak that
landed predominantly on the firm side, and a weight of
corporate bond issuance were all cited as factors. These
dragged rates generally higher globally. Ahead of key US
payrolls data, the short end of the curve had moved to
reprice near one Fed tightening by year-end, and another
by H2 2027. Ahead of the RBA meeting on Tuesday,
Australian market pricing centred on no change, though it
had not entirely ruled out the chance of another RBA move
this cycle, with a 3.53% implied rate priced by the end of
Q1 2027. The end of the week saw US payroll data print
negative job creation for the month of July, coming in af -
23k against +80k expected, though the headline
unemployment rate printed lower at 4.1% against the
expected and prior 4.2%. Again, the participation rate
played a role, declining to 61.4% from 61.5%, which
supported a lower headline unemployment print in a move
opposite to that seen here. US rates rallied on the back of
the monthly decline, with Treasuries on average about 4
points lower, while implied pricing saw Fed Funds futures
chalk up gains, with year-end pricing shaving around 5
points off the implied rate to around 75% priced. H1 2027
pared expectations back to around 42 points of cumulative
tightening.

Looking ahead, this week we see the quarterly release of
the RBNZ Survey of Expectations, where the focus will be on
two-year-ahead inflation expectations and the
manufacturing PMI survey. With the MPS less than a month
away, recent data has probably tended to support the
view of a moderate approach to dialling back the current
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policy accommodation, and with that in mind, the familiar softening employment picture leads to a deflationary
themes noted in prior commentaries likely remain in play. outlook and potentially a reduced need for Fed fightening.

Within the context of likely higher overall rates, after all, this
is a tightening cycle, there may be renewed interest in
outright shorter-term accrual-type received positions
following the unemployment data. The front of the curve in
the one to two-year area, where the view might be that
the market potentially remains over-priced at more than
two hikes by year-end. Or those with a forward-start
element, perhaps the one-year forward-start one-year and
one-year forward-start two-year, both of which have
recently seen the 4.20% level cap, may draw further
interest. The forward starts may also lend themselves to
spread trades that benefit from some roll-down the curve

Closer fo home, New Zealand's Q2 employment data
reinforced the view of a gradual economic recovery.
However, spare capacity and contained wage pressures
suggest little change to RBNZ expectations. NZD/AUD
remained range-bound between 0.8320 and 0.83%0.
Tomorrow's RBA policy decision could provide the catalyst
for a break above 0.8400 should the Bank signal it is
comfortable remaining on hold for the foreseeable future.
Mieneke Perniskie - Senior Dealer, Financial Markets.

while providing some insulation from outright moves, with
the view of maintaining a normal, not inverted, curve.
Noting that this particular combination was flat only a few
weeks ago and now sits at around 8 points. For the week,
the 2-year IRS finished at 3.67% (-1bp week on week), the 5-
year IRS at 4.03% (unchanged), and the 10-year IRS at
4.41% (+3bp), while the year-end implied OCR sat at
around 3.03% (-5bp). As with all things markets, and
particularly at the moment, sentiment remains vulnerable
to rapid changes in the geopolitical environment and/or
shifts in the data, so views will need to be reassessed as
these unfold. Graham Huges - Trader, Financial Markets

In FX - the NZD consolidated
its late-July gains last week:

Risk sentiment softened info the end of the week as
renewed uncertainty surrounding a potential Iran-US
agreement liffed oil prices and weighed on equities. Brent
crude rose back above USD 83/bbl, US stocks declined,
and Treasury yields moved around ébps higher, with
markets focused on whether the US 10-year yield will retest
its early-2025 highs.

NZD/USD remained range-bound below 0.5900 for the bulk
of the week, closing the week near that level after briefly
reaching a high of 0.5910 mid-week. The Kiwi's
performance last week was largely one of consolidation
following its strong rally in late July. New Zealand's Q2
labour market data did little to dent the currency, with
expectations for further RBNZ tightening confinuing to
provide broad support.

The softer-than-expected US non-farm payrolls report kept
the DXY on the back foot into the weekend. The US dollar
also remains under some pressure following the previous
week's yen intervention. Markets contfinue to question
whether the Fed will act decisively enough to contain
inflation, although these themes were already evident
before the payrolls data disappointed. This week sees
attention move to July’'s US CPI print to understand if the
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The Week's Key Events

. Domestically, we have REINZ housing data fo look forward to, as well as BusinessNZ manufacturing PMI and
Stats NZ travel & migration data. The Reserve Bank will also release the findings of its Survey of Expectations,
which will reveal the latest 2-year ahead inflation expectations.

e Across the ditch, The Reserve Bank of Australia will make an interest rate decision. It is widely expected to hold

rates at 4.35%.
* The US inflation data will be released this week, with both consumer and producer price indexes.
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