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Employment rose just 2,300 in December, surprising on the soft side of the ledger, but it
follows a string of strong outcomes over much of 2010.

The unemployment dropped to 5%, from 5.2%; it is the lowest rate since January 2009
when it was also 5.0%.

Over the next few months, we expect the Reserve Bank to stay on the sidelines. But an
unemployment rate as low as 5% means that the Reserve Bank can't keep its fingers off
the trigger for a long time.

In the near term, the floods may be a drag on employment, but once rebuilding and repair
works are underway, labour demand should strengthen and add to wage worries.
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Employment rose just 2,300 in December, surprising on soft side of the ledger, but it follows a
string of strong outcomes over much of 2010. In 2010, 364,000 new jobs were added,
significantly up from 135,000 in 2009. The soft outcome in December may reflect the impact
of the rate rise late last year and the strength of the Aussie dollar that is hurting some local
industries.

The unemployment dropped to 5%, from 5.2%; it is the lowest rate since January 2009 when it
was also 5.0%. The reason the unemployment rate fell was largely due to a fall in the number
of people in the workforce and looking for work, which is reflected in the participation rate.
The participation rate fell from a record rate of 66.0% in November to 65.8% in December.

Both part-time and full-time employment growth was soft in the month but the underlying
trend stayed strong. Full-time employment lifted by 1,700 in December, but after a huge
55,400 jump in November. Annual full-time employment growth remains extremely robust at
just under 4%. Part-time employment rose by just 600 in December, following a small
increase in November also.

Over the next few months, we expect the Reserve Bank to stay on the sidelines. But an
unemployment rate as low as 5% means that the Reserve Bank can't keep its fingers off the
trigger for a long time, given the underlying dynamics in the economy are firm. The chart
above on the left highlights the strong relationship between movements in the unemployment
rate and the cash rate.

An unemployment rate of 5% just above the natural rate of unemployment, which is an
unemployment rate when the economy is operating close to full capacity or a rate at which the
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unemployment rate gravitates to in the long run. The unemployment rate is likely overstating
the lack of capacity in the labour market to some degree, but the low rate of unemployment
still means that there is a threat to wage pressures building.

A better measure of the spare capacity in the labour market is the aggregate hours worked.
This measure fell in the month but on a year ago is healthy at 2.8%.

The leading indicators of employment are also still robust, but have eased more recently. In
the near-term too, the impact of the floods will weigh on employment figures, especially for
the month of January. Once rebuilding and repair efforts begin, we can expect employment to
recover and add to pressures in the labour market. Queensland’s unemployment rate lifted
to 6% in December, the highest rate in a year.

Across the States more generally, the NSW economy added the most jobs in December, of
6,500. The unemployment rate in NSW fell to 4.6%, its lowest rate since April 2008. Other
economic indicators in NSW recently have also been showing a broader improvement.

The Victorian economy posted the largest losses of net jobs in December; 5,200 jobs were lost
in the month, although the unemployment rate moved lower from 5.5% to 4.9%. WA also
posted a fall in jobs of 4,100, but its unemployment rate is incredibly low at 4.4%. All the
remaining States recorded increases in employment in the month.

Besa Deda, Chief Economist
Ph: 02-9320-5854
dedab@stgeorge.com.au
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The information contained in this report (“the Information”) is provided for, and is only to be used by, persons in
Australia. The information may not comply with the laws of another jurisdiction. The Information is general in
nature and does not take into account the particular investment objectives or financial situation of any potential
reader. It does not constitute, and should not be relied on as, financial or investment advice or recommendations
(expressed or implied) and is not an invitation to take up securities or other financial products or services. No
decision should be made on the basis of the Information without first seeking expert financial advice. For persons
with whom St. George has a contract to supply Information, the supply of the Information is made under that
contract and St. George's agreed terms of supply apply. St. George does not represent or guarantee that the
Information is accurate or free from errors or omissions and St. George disclaims any duty of care in relation to the
Information and liability for any reliance on investment decisions made using the Information. The Information is
subject to change. Terms, conditions and any fees apply to St. George products and details are available. St. George
or its officers, agents or employees (including persons involved in preparation of the Information) may have
financial interests in the markets discussed in the Information. St.George owns copyright in the Information unless
otherwise indicated. The Information should not be reproduced, distributed, linked or transmitted without the
written consent of St. George.
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