My aim is to help Kiwis make better decisions for their businesses, investments, home purchases,
and people by writing about the economy in an easy-to-understand manner.

Input to your Strategy for Adapting to Challenges
Feel free to pass on to friends and clients wanting independent economic commentary

ISSN: 2703-2825
Sign up for free at www.tonyalexander.nz

2 May 2024

Labour market weakens

The main data focus this week for those of us
examining the state of and prospects for the New
Zealand economy was the set of labour market
data released by Statistics NZ yesterday. There
had been universal expectations of a rise in the
unemployment rate from 4.0% in the December
quarter and this was the case with a rate of 4.3%
recorded for the March quarter.
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This takes the rate back to where it was early in
2021 but is still below the 5.3% recorded mid-
2020. Just before the pandemic the
unemployment rate was 4.0% and over the past
three decades the rate has averaged 5.3%. So in
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an historical sense 4.3% is not bad. But the trend
is up.

The rise in the unemployment rate to 4.3% came
about as the labour force grew 0.1% but the
number of people in work fell 0.2%. This 0.2%
decline followed 0.4% growth in the December
quarter and no growth in the September quarter.
It seems okay to say that job growth in the New
Zealand economy stopped in the middle of 2023.

Quarterly employment growth
20

10 1
%
0.5 I
. [
0.0 B LA A B o o e e e B e e
I I 1 I

-05 + I
Source: Statistics NZ

18 J s D19 J sD20J SsD21J S D2 J s D23J 5 D24

Why has the labour market weakened? Because
monetary policy was belatedly and aggressively
tightened over 2021-23 as the Reserve Bank
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fought 7.3% inflation created by the excessively
loose financial conditions they created during the
pandemic. Their management during that time in
hindsight can be considered a failure but
unfortunately the price of their poor decisions is
borne not by anyone at the RBNZ but by
householders with debt and especially those who
bought a property late in 2021.

At least exporters this time around have been
spared the horror which tended to be inflicted on
them in past policy tightening periods. But that is
only because interest rates have also been raised
sharply in other economies in response to their
own pandemic policy failures. This however
unfortunately means that more of the burden of
fighting inflation this cycle has to fall on the
household sector.

| can tell from my monthly surveys that people are
highly and increasingly aware of the weak state of
the labour market. For instance, my monthly
survey of real estate agents sponsored by NZHL
shows that whereas in January only 14% of
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agents said buyers were worried about their
employment, now a record 50% say that.
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And from my monthly Spending Plans Survey the
proportion of people saying they are cutting back
spending because of job worries has risen to 5.8%
from 2.7% at the start of the year.
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We can see that there is labour market weakness
underway, and we know this is an important

Page | 2


https://www.theheaphybus.co.nz/
https://www.alphafirst.co.nz/?utm_source=tonys_view&utm_medium=newsletter&utm_content=newsletter&utm_campaign=tonys_view_campaign
https://www.myrent.co.nz/?utm_source=tony&utm_medium=newsletter

Earn a fixed return of 11-12%p.a.
with interest paid monthly

Secured by first mortgage

conduit for tight monetary policy to reduce
inflation. It does so by making people scared of
spending or unable to spend because they have
lost their income, and by suppressing wages
growth.

So, is wages growth slowing down at a pace
which will please the Reserve Bank? Let's see.

Average hourly ordinary time earnings grew by
0.3% in the March quarter after rising 1.1% in the
December quarter, 2.2% in the September
quarter, and 1.9% in the March quarter of 2023.

AVERAGE HOURLY EARNINGS GROWTH - ALL INDUSTRIES
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In fact, in March quarter 2022 the rise was 1.6%,
2021 0.6%, 2020 0.9%, 2019 0.5%, and 2018
0.7%. The latest quarterly rise is the lowest for this
quarter since 2015. This is a positive development
with implications for inflation and monetary policy.
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The annual rate of wages growth has fallen to
5.2% from 6.9% last quarter and 7.6% a year ago.
This is still well above the average rate of growth
consistent with inflation averaging just above 2%
of about 3.3%. But the direction of travel is clear.
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There is now no jobs growth in the New Zealand
economy and wages growth is slowing. Monetary
policy is definitely working and there is just one
element needing to fall into place to allow the
Reserve Bank to start cutting interest rates.
Businesses need to cut back on their price rise
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plans. Unfortunately that has yet to happen and
that means no cut in the official cash rate until late
this year at the earliest.

In case you missed it

On Monday | released results of my latest monthly
survey of residential property investors
undertaken with Crockers Property Management.
Key points include these.

e The net buying intentions of existing
investors remain weak despite easing
worries about interest rates and removal of
unfavourable tax rule changes.

e Investors’ concerns about prices falling have
grown while worries remain highly elevated
about council rates, insurance premiums,
and maintenance costs.

e For the investors who are thinking about
buying there continues to be declining
interest in either buying a new property or
undertaking a development oneself.
Implications  for building firms seem
reasonably clear.

04-crockers-tony-alexander-investor-insight-april-
2024.pdf
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If 1| were a borrower, what
would | do?

There have been only minor falls in wholesale
interest rates this week despite a lot of local data
coming out. Business pricing plans remain too
high and that wipes out the implications of the
slightly weaker than expected labour market
data. Offshore the common expectation remains
of one easing by the Fed. this year with some
happiness overnight that the officials batted back
suggestions that they might be thinking about
raising rates further.

The world is stuck in a position of downward
movements in inflation rates seeming to have
stalled too far above 2% inflation targets for
monetary policies to be eased.
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If I were borrowing at the moment | would take a
mix of 6 and 12 month fixed rates and expect to
make a similar decision in 6-12 months time.
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Nothing | write here or anywhere else in this
publication is intended to be personal advice.
You should discuss your financing options
with a professional.
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