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NZ employment confidence: under siege

2008Q4 Westpac McDermott Miller Employment Confidence Index: 104.0

* Employment confidence plunges to lowest level since
survey began in 2004.

* Perceptions around employment conditions have
collapsed and job security has fallen to a new low.
Views around earnings are more mixed: current
earnings are up, but expectations of future earnings
are down.

+ The labour market is the key to the outlook for the
NZ economy over the coming year. These survey
results suggest hard times are ahead.

The Westpac McDermott Miller employment confidence index
collapsed in the final quarter of 2008, falling 17.2 points to a
new survey low of 104.0. An index above 100 indicates there
are more optimists than pessimists, while a number below 100
indicates that pessimists outnumber optimists. The survey was
conducted between 1-14 December.

Employees have finally succumbed to the negativity that has
pervaded the New Zealand economy over the past year. Sure,
at current levels the number of optimists still outweighs the
number of pessimists, but only by a whisker. Moreover, in the
four and a half year history of the survey, the index has averaged
a solid 128.2, and has never been lower than 120.8 (June 2008
quarter).

Admittedly, the news over the past few months has been
particularly damning for the labour market, with redundancy
announcements becoming almost commonplace in local
newspapers, along with news stories of small to medium sized
firms that are reviewing their staffing levels. We have little doubt
that these stories will have weighed heavily on respondents’
minds this quarter. Even so, today’s survey results represent
a major shift in employees’ views of the labour market. In
fact, relative to the September quarter, most respondents now
believe jobs are hard to come by, and that jobs will be even
scarcer next year. Fewer respondents also think that their jobs
are secure, and fewer expect their earnings will increase over
the coming year.
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Employment Expectations

Employees concerns around the labour market are justified. The
economy has been in recession for the best part of a year, and
now firms are facing the prospect of a deep global recession in
2009. As such, even if firms managed to hoard labour through
most of 2008, they will likely be rethinking that strategy as we
head into 2009. Indeed, recent business surveys show that profit
expectations, employment, and investment intentions are all at
record lows. It seems that in all corners, lower interest rates
(and the prospect of more to come), lower fuel prices, and lower
tax rates have done little to ease fears about the deteriorating
outlook for growth here and elsewhere. That does not augur
well for economic activity as we head into 2009.

For further information, questions or comments contact Brendan O’Donovan, telephone (04) 470 8250, email bodonovan@westpac.co.nz
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Employment Confidence Data

The most striking development this quarter has been the Region Index
complete reversal of views around current employment Dec-07 Sep-08 Dec-08
conditions: a net 25.9% of respondents now believe that jobs Northland 130.8 17.8 100.2
are hard to come by, compared with a net 24.9% saying jobs Auckland 1333 1202 105.0
were plentiful in the September quarter, and a net 57% saying Waikato 1272 118.4 1015
they were plentlfol at th('E same time last year. From the Bay of Plenty 1337 1208 972
employee perspective, the job market has clearly toughened up -
. K o, R Gisborne/Hawkes Bay 126.4 1229 108.3
in recent months. And the situation isn’t expected to improve

. . Taranaki/Manawatu 130.1 191 107.4
much over the coming year. A net 31.2% of respondents said .
that jobs will be harder to find in a year’s time, compared with a Wellington 1385 9.9 1002
net 10.3% in September. Nelson/Marlborough/Westland 137.9 127.4 103.6

Canterbury 136.2 125.3 105.2

Given this backdrop, job security has tumbled, falling from a Otago 136.9 1213 106.9
net 12.2% in September to a net 1.8% in December. That is by Southland 135.1 1315 110.4
far the lowest level of job security since the survey began 4%z
years ago. Implications

If there is one bright spot in the survey, it is that current earnings
remain strong. A net 37.2% of respondents say they are earning
more now compared to a year ago — up from a net 33.3% in
September. However, the prospect of tougher times ahead
has hit expectations about future earnings, with a net 37.1% of
respondents saying they think their earnings will be higher in a
year’s time, compared with 45.7% last quarter.

Regional and demographic breakdown

The decline in confidence was widespread this quarter, with
all regions, both sexes, all age groups and all socio-economic
groups recording large falls. By region, the biggest declines
were in Nelson/Marlborough/Westland, the Bay of Plenty,
Southland and Canterbury. Confidence is the lowest in the Bay
of Plenty where the index is 97.2 - this is the first time the index
for any region has fallen below the critical 100 level.

In terms of demographic grouping, confidence declined the
most in the 50+ age group, the index dropping to 94.3. Female
employees are now more optimistic than male employees,
albeit by a very small margin.

Employment Confidence Index Data

To date, New Zealand workers have been insulated from the
worst of the economic recession — pent up demand for labour
has meant that the downturn in the labour market has been
relatively mild while earnings growth has remained solid.
However, these survey results are a portent of what is to come.
In fact, this quarter’s dramatic reversal in views of the current
job market speaks volumes. It suggests that the pent-up
demand for workers has now been satisfied, and that redundant
workers will find it increasingly difficult to obtain work. As such,
we forecast unemployment to continue rising through 2009,
peaking at close to 6%, with layoffs to be heavily concentrated
in the retail, construction, and finance sectors.

In terms of earnings, the survey results remain consistent with
our view that wage growth will remain firm in the near term, but
will moderate as the employment downturn lingers on. Workers
have so far been successful in their bid to win compensation for
the spiralling cost of living with inflation now retreating and
unemployment rising, we expect wage growth to slow from mid
20009.

Brendan O’Donovan, Chief Economist, Ph: (64-4) 470 8250
Donna Purdue, Senior Economist, Ph: (64-4) 3811407

Q1ECI will be released on Wednesday 1April 2009

Dec-07 Qtr Mar-08 Qtr  Jun-08 Qtr  Sep-08 Qtr Dec-08 Qtr Shift

Do you think jobs are plentiful or hard to get? 57.6 56.9 331 249 -258  -50.7
Job opportunities in NZ in a years time compared to now -0.8 -10.0 -21.6 -10.3 -31.2 -209
Earnings in paid work now compared to this time LAST year 42.4 387 33.0 333 38.2 4.9
Expected earnings in paid work this time NEXT year 47.7 46.3 447 457 37.1 -8.6
Personal job security over the coming year 20.5 11.9 147 12.2 1.8 -104
Current Employment Conditions Index (based on Q1 & 3) 150.0 147.8 133.0 129.1 106.2 -22.9
Employment Expectations Index (based on Q2, 4, 5) 122.5 116.1 112.6 115.9 1026 -13.3
Employment Confidence Index (based on all questions) 133.5 128.8 120.8 121.2 104.0 -17.2
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