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Key points

According to the Wage Price Index, wage growth eased in Q1,
notwithstanding tightness in the labour market and ongoing
skill shortages.

The aggregate wage price index rose by 0.9% in Q1, below market
expectations of a 1.1% rise and driven by lower private and public
sector wage growth. Annual wage growth also eased slightly to 4.1%
and remains within recent ranges.

Today's figures will give the RBA some more breathing room
to wait and watch the data flow for any signs of slowing
domestic demand and inflationary pressures.

However the RBA is not out of the woods yet and wage growth
could reaccelerate in coming quarters. Anecdotes and industry
surveys are highlighting wage pressures. Also, the threat to wages is
unlikely to disappear in the short-term with strong labour demand,
high profile large wage outcomes in the public sector and changes to
industrial relations in recent months.

From the RBA’s perspective, a key risk to the inflation outlook
is the likelihood that higher inflation and inflation
expectations will feed into higher wage demands. While this
was not evident in the Q1 numbers, we think it is more likely to be
felt in Q2 (see chart below).

Other wage measures are also more worrisome than the highly
engineered WPI, which removes any compositional change and other
factors which add to labour costs for business such as higher rates of
promotion and are thus relevant for consumer price inflation. Broader
wage measures such as average weekly ordinary time earnings
(AWOTE) and non-farm compensation per employee in the national
accounts were both running at an annual rate of 4 34% in Q4 2007,
well above the WPI.

Tomorrow’s Average Weekly Earnings and AWOTE data will thus
provide some further insight into whether today’s WPI figures are
giving an accurate reading on wage pressures. However, with the
WPI printing so low, this is unlikely to trigger a monetary policy
response at the next meeting.

Higher inflation expectations a key upside risk to wage growth
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The finer detail

Softer than expected wage growth was evident in both the private and
public sector wages in Q1. Public sector wage growth eased to 0.8% in the
quarter and 3.9% over the year, the softest readings since 2004. Private sector
wage growth eased to 0.9% in quarterly terms. The annual rate also eased to
4.1% from 4.3% last quarter, although remains relatively elevated by recent
standards.

Both private and public sector wages ease in Q1
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There remain significant disparities across the states, with annual wage
growth highest Western Australia and South Australia given their exposure to

the booming mining sector (see table below). Wage growth in Queensland has
actually eased in recent quarters, however, from an annual rate of 4.8% in Q2
2006 to the national average of 4.1% this quarter.

In quarterly terms, wage growth was the highest in Western Australia, but also
in New South Wales and Victoria. This may be something to keep an eye on
going forward, because the last thing the RBA wants is for higher wage rates in
mining-driven states to spread more broadly through the economy.

Wage price index by state, annual % change (original)

NSW 1.0 0.7 3.7

Vic 1.0 1.0 3.7
Qld 0.8 1.1 4.1
SA 0.9 1.2 4.6
WA 1.0 1.3 5.9
Tas 0.9 0.9 3.6
NT 0.8 1.0 3.6
ACT 0.8 1.0 4.0
Total 0.9 1.0 4.1

Source: ABS and ANZ

By industry, the largest increases this quarter were in mining (+1.7%),
education (+1.6%), personal & other services (+1.3%) and transport and
storage (+1.2%). In contrast, a number of sectors posted quite low wage
increases. Wage growth in accommodation, cafes & restaurants and
communication services was very weak (+0.3%). Retail trade and health and
community services also posted smallish increases (+0.6%). While some of
these low outcomes may be seasonal (the industry data is not seasonally
adjusted), it does raise the possibility that there will be a rebound next quarter
in these industries.
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The ABS has cautioned that the seasonally adjusted figures may be more
volatile than usual as the seasonal factors have been impacted by the changed
timing of minimum wage decisions in recent years. This does not change our

interpretation that today’s figures were soft, however, with growth in both the
seasonally adjusted and original figures easing.
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40 Bank Street, Canary Wharf, London, E14 5EJ, United Kingdom
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6th Floor 1177 Avenue of the Americas

New York, NY 10036, United States of America
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This document (“document”) is distributed to you in Australia and the United Kingdom by Australia and New Zealand
Banking Group Limited ABN 11 005 357 522 (“ANZ”) and in New Zealand by ANZ National Bank Limited (“ANZ NZ”).
ANZ holds an Australian Financial Services licence no. 234527 and is authorised in the UK by the Financial Services
Authority (“FSA”).

This document is being distributed in the United States by ANZ Securities, Inc. (“ANZ S”) (an affiliated company of
ANZ), which accepts responsibility for its content. Further information on any securities referred to herein may be
obtained from ANZ S upon request. Any US person(s) receiving this document and wishing to effect transactions in any
securities referred to herein should contact ANZ S, not its affiliates.

This document is being distributed in the United Kingdom by ANZ for the information of its market counterparties and
intermediate customers only. It is not intended for and must not be distributed to private customers. In the UK, ANZ
is regulated by the FSA. Nothing here excludes or restricts any duty or liability to a customer which ANZ may have
under the UK Financial Services and Markets Act 2000 or under the regulatory system as defined in the Rules of the
FSA.

This document is issued on the basis that it is only for the information of the particular person to whom it is provided.
This document may not be reproduced, distributed or published by any recipient for any purpose. This document does
not take into account your personal needs and financial circumstances. Under no circumstances is this document to be
used or considered as an offer to sell, or a solicitation of an offer to buy.

In addition, from time to time ANZ, ANZ NZ, ANZ S, their affiliated companies, or their respective associates and
employees may have an interest in any financial products (as defined by the Australian Corporations Act 2001),
securities or other investments, directly or indirectly the subject of this document (and may receive commissions or
other remuneration in relation to the sale of such financial products, securities or other investments), or may perform
services for, or solicit business from, any company the subject of this document. If you have been referred to ANZ,
ANZ NZ, ANZ S or their affiliated companies by any person, that person may receive a benefit in respect of any
transactions effected on your behalf, details of which will be available upon request.

The information herein has been obtained from, and any opinions herein are based upon, sources believed reliable.
The views expressed in this document accurately reflect the author’s personal views, including those about any and all
of the securities and issuers referred to herein. The author however makes no representation as to its accuracy or
completeness and the information should not be relied upon as such. All opinions and estimates herein reflect the
author’s judgement on the date of this document and are subject to change without notice. No part of the author's
compensation was, is or will directly or indirectly relate to specific recommendations or views expressed about any
securities or issuers in this document. ANZ, ANZ NZ, ANZ S, their affiliated companies, their respective directors,
officers, and employees disclaim any responsibility, and shall not be liable, for any loss, damage, claim, liability,
proceedings, cost or expense (“Liability”) arising directly or indirectly (and whether in tort (including negligence),
contract, equity or otherwise) out of or in connection with the contents of and/or any omissions from this
communication except where a Liability is made non-excludable by legislation.

Where the recipient of this publication conducts a business, the provisions of the Consumer Guarantees Act 1993 (N2Z)
shall not apply.
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