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Further deceleration in the labour market 
 

 In February 2009 annual employment growth was 1.0%, well below the long term average of 2.2%. 
Between January and February the number of employed persons rose by 1,800.  

 The unemployment rate increased from 4.8% in January 2009 to 5.2% in February 2009. 

 As real annual GDP growth slows over 2009, the unemployment rate is likely to continue to rise.  
 

Data 
The deterioration in the Australian labour market in 2008 has accelerated in 2009, as shown in Figure 1. Annual 
employment growth slowed from 3.0% in February 2008 to 1.0% in February 2009. The small rise, of 1,800 new jobs, 
was due to a steep rise in part-time positions (up 56,000 persons) offsetting a large fall in full-time employment (down 
54,000 persons). This suggests strong substitution of labour within individual firms coping with lower demand.  
In the year to February 2009 the unemployment rate has risen from a historic low of 3.8% to 5.2% with the number of 
unemployed persons rising by 47,000 during this period after rising 33,000 in the previous month. This is the largest 
monthly rise since April 1991. Given there was job creation in February, a large part of the rise in the unemployment 
rate can be explained by a rise in the participation rate from 65.3% to 65.5% in the month. 
 
 Figure 1                 Figure 2 

2

3

4

5

6

7

8

9

10

11

12

-5%
-4%
-3%
-2%
-1%
0%
1%
2%
3%
4%
5%
6%

Feb-83 Feb-86 Feb-89 Feb-92 Feb-95 Feb-98 Feb-01 Feb-04 Feb-07

Employment growth and unemployment
monthly rests ending February 2009

Employment growth (lhs)
Unemployment rate (rhs)
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Analysis 

Rising unemployment has long been expected in 2009, and particularly in 1H09, due to the deterioration in economic 
activity over 2008 that was recently confirmed by the contraction in economic activity in Q408 (see Monthly economic 
snapshot - February).  

With no recovery in economic growth likely to emerge over 1H09, we expect further labour market deterioration. Figure 
2 shows the relationship between GDP growth and employment growth. Historically, the relationship between GDP and 
employment growth has been positive with a short lag (GDP slows and recovers around two quarters prior to the labour 
market).  

Using this relationship, we constructed a simple model to forecast the likely range for the unemployment rate at the end 
of 2009, assuming different scenarios for economic growth over 1H09. It suggests a range for the unemployment rate of 
between 6% and 7% by the end of 2009 based on an estimate of annual GDP growth at the end of 1H09 of between 
0.0% and -1.0%. The forecast range broadly matches the forecasts of an earlier piece of work that examined 
employment levels across sectors (see Labour market will deteriorate over 2009). For comparison, the Australian 
Treasury forecasted the unemployment rate to rise to 5% by June 2009 and 7% by June 2010.  
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There are two counter-balancing short-term qualifications to this outcome. Negatively, Australia’s labour market is now 
more flexible. This enables firms, as capacity utilisation falls, to lay-off labour more easily and/or, as already observed, 
to shift labour from full-time to part-time work. Positively, the size of the twin stimuli, at this stage of the downturn is 
more substantial than in previous downturns, providing households with greater support and encouraging employment 
stability in retail and construction. In the medium term the impact of these qualifications may reverse as a flexible labour 
market prompts a quicker recovery and the stimulus proves excessive or is unwound rapidly as inflation threatens.  

Another feature of the labour market data since February 2008 has been the divergence in the trends across states, as 
Figure 3 highlights. The greatest negative impact has been in NSW where over 64,000 jobs have been lost and total 
employment has fallen by 27,000. While employment has shrunk in NSW and Victoria, it has risen in the remaining 
states.  
This reflects different recent trends in state economic activity. In NSW and Victoria growth slowed through 2008 as 
rising interest rates and petrol prices slowed domestic demand. Conversely, the big resource states, Queensland and 
Western Australia, slowed only very recently as global demand reduced dramatically in the worsening credit crisis. This 
analysis suggests stabilisation in the labour market could first occur in NSW and Victoria as the stimuli of monetary and 
fiscal policy encourages domestic demand, notwithstanding their exposure to the global economy through financial 
services and manufacturing. 
 

          Figure 3                 
    
 
 
 
 
 
 
 
 
 
 
 
Investment Implications 

Deteriorating labour market conditions will result in falling consumption expenditure. The impact on asset markets will 
largely be dependent on the size and duration of the contraction in consumption. More specifically, the commercial 
office and retail property sectors are likely to experience a period of negative income growth due to weakening demand 
for space and a pull-back in spending by households as job security fears rise. On the positive side, such a labour 
market does mean that interest rates are likely to remain low in 2009 and, in time, this should prompt new investment.   
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