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The Overview 17 May 2019  

 

Australia Economics Flash - Labour market provides evidence to 
support a rate cut (Josh Williamson 15 May 2019) 
 

    

Employment increased strongly in April… 

.The 28.4k increase in employment was above our 5k forecast and the 15k market consensus. All of the jobs were created under the 

banner of part-time employment (+34.7k). Full-time employment fell (-6.3k) but still remains solid on a rolling twelve month basis (+248k). 

The employment data shows that employers are still adding jobs at a solid pace with the YoY employment change increasing from 2.4% to 

2.6% (Figure 1). This is well above the long-run average of 1.9% over the forty year history of the monthly Labour Force series. 

 

…but this might be as good as it gets. 

Employment conditions argue against the pace of jobs growth remaining at this YoY rate. Employment conditions point to growth slowing to 

around 2% YoY by the end of the year (Figure 2). Such a growth rate may not be enough to maintain a steady unemployment rate by this 

time. It implies around 20k per month average jobs growth but the labour force is now growing at an average of around 25k to 30k per 

month. 

 

Most importantly spare capacity in the labour market increased… 

The unemployment rate increased from a revised 5.1% in March (previously reported at 5.0%) to 5.2%. This occurred because despite the 

solid growth in jobs, there was a meaningful increase in female participation from 60.6% to 61.0% that pushed the total participation rate to 

an all-time high of 65.8%. We’d also point out that the underemployment rate increased by 8.7% to 9.0%. The increase in both the 

unemployment and underemployment rate is a sign that spare capacity in the labour market has increased. 

 

…and this is what matters for monetary policy. 

For the RBA, the key phrase from last week’s policy guidance on the labour market was “further improvement”. On employment we have 

this but not on the unemployment rate, which is the most important single indicator the RBA uses to assess the labour market. In our 

opinion, this makes the increase in the unemployment rate a necessary condition for a future rate cut. But this still doesn’t necessarily make 

it sufficient for a rate cut just yet. There is considerable monthly volatility in the data (Figure 3) and the April rise in the unemployment rate 

could be reversed next month by small retracement in the participation rate from its all-time high, other things being equal. Furthermore, the 

record participation rate is likely to be viewed by the RBA as an encouraged worker effect. Support for this comes from data released 

earlier in the week showing a reduction in household unemployment expectations in May. This is now back near its decade low (Figure 4). 

In our opinion, the RBA is firmly on notice but we still expect senior Bank staff will want to see further evidence of labour market weakness, 

the Q1 GDP and Q2 CPI data before reacting. This keeps us aligned with an August 25bp cash rate cut. 

 

 

Link to full article to read the report:  
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Previous day’s top warrants by value and volume 

Warrant Code Value Citi Warrant Code Volume Citi 

XJOLOG $705,030 Citi Buys XJOLOG 241,900 Intraday 

XJOKOY $386,631 Citi Sells ANZWOC 199,999 Citi Sells 

XJOQOU $298,882 Citi Sells WAMJOA 180,791 Citi Sells 

LLCJOA $264,132 Citi Buys CBAWOD 157,173 Citi Buys 

WBCLCP $252,995 Citi Buys MYXKCE 130,000 Citi Buys 

Stopped Out Warrants 

Warrant Code Strike Stop Loss Remaining Value Stop Loss Date Final Listing Date 

BWXJOB 1.2530 1.44 $0.145 16/05/2019 20/05/2019 

FMGKOQ 9.4620 8.33 $1.125 16/05/2019 20/05/2019 

FXUKOF 0.6780 0.69 $1.75 16/05/2019 20/05/2019 

MGRKCP 3.2740 2.95 $0.325 16/05/2019 20/05/2019 

REAKOQ 92.8330 83.62 $9.213 16/05/2019 20/05/2019 

TLSKOX 3.7660 3.49 $0.285 16/05/2019 20/05/2019 

XROKOP 65.6640 59.15 $6.37 16/05/2019 20/05/2019 

      

      
 

Headlines & Highlights 

 

 US-Iran tensions are increasingly under the spotlight after the US State Department yesterday ordered the evacuation 
of all non-emergency staff in neighbouring Iraq - citing an imminent threat. Speaker of the US House of 
Representatives, Nancy Pelosi, has warned Trump about actions void of congressional approval after he brought up 
the idea of war - although it was in the context of telling the pentagon he doesn’t want to go to war with Iran. 

 The relationship between the Fed and inflation continues to be a hot topic with Fed Governor Brainard overnight 
suggesting adoption of an “opportunistic reflation” approach whereby the Fed should essentially let inflation run hotter 
and then employ countercyclical capital buffers.  The comments come after a the “new normal” of low inflation 
plagues global markets and central banks. 
 

Overnight  

 
Equities | S&P500 2,876.32 (+0.89%)  |  Stoxx600 382.88 (+1.27%)  |  FTSE100 7,353.51 (+0.78%) 

 US: The S&P500 rallied to finish 0.89% higher, led by Materials (+1.34%) and Financials (+1.10%), whilst the 
Energy sector (+0.37%) was the main laggard. CSCO topped the index (+6.66%) after 3Q results saw earnings 
grow 18% YoY, whilst also providing a bullish outlook for the current quarter. WMT (+1.43%) finished higher after 
1Q sales met estimates, with same-store sales growing 3.4%. The company did however warn that consumers will 
absorb some of the cost from Trump’s tariffs on Chinese imports. NKTR (-7.55%) retreated the most on the index, 
whilst XLNX (-7.27%), one of Huawei’s chip suppliers declined following news that the US was adding Huawei to 
an ‘Entity List’, restricting its ability to buy component from US companies.  

 EU: The FTSE100 Index finished the session higher, up 0.78%, led by Information Technology names (+2.54%), 
whilst Utilities (-2.79%) weighed on the index the most. HL/ (+3.84%) topped the index, whilst EXPN (+3.62%) 
closed at an all-time high. AAL (+3.03%) rallied after revealing that they will build a new diamond-mining boat to 
operate off the coast of Namibia. BRBY (-5.91%) declined the most after Mainland China delivered low single digit 
percentage growth, whilst adjusted profit missed analyst forecasts in its full year update. The STOXX rallied to 
finish 1.27% higher, led by Information Technology (+2.14%) and Materials (+2.11%), whilst Utilities (+0.08) was 
the main drag. TKA (+9.37%) topped the index after reports surfaced that Kone is assessing the viability of a bid 
for the company’s elevator unit. UBI (-12.65%) underperformed the index the most after the company missed their 
sales forecast citing increased competition. The DAX finished well in the green, up 1.74%, with Information 
Technology (+3.22%) and Materials (+3.05%) carrying the index, whilst the Consumer Discretionary sector (-
0.64%) declined the most. 

Foreign exchange |  AUDUSD 0.6890 (-0.30%)  |  DXY 97.8400 (+0.31%)  |  EURUSD 1.1175 (-0.29%) 



 

 The greenback outperformed all g10 peers after a string of above consensus domestic housing/building prints, a 
drop in initial jobless claims (212k actual v 220k survey) and a rising business outlook index (16.6 actual v 9.0 
survey).  EURUSD slid 57 pips into a session low of 1.1167 and is currently trading at 1.1175.  

 After continued leadership struggles for May, including Boris Jonson confirming he will be in the running, GBPUSD 
slid 56 pips to where it currently trades at 1.2789.  

 AUDUSD traded down 40 pips overnight through 0.69, driven primarily by the strong US data, to currently trade at 
0.6890. 

Commodities | Gold 1,286.60 (-0.86%)  |  WTI 63.10 (+1.74%)  |  Copper 2.76 (+0.96%) 

 Oil rallied to a two-week high as Saudi Arabia accused Iran of fermenting an attack on a key pipeline. The 
accusation, made by the Saudi Minister of defence, came as Saudi-led forces launched retaliatory airstrikes 
against Houthi positions in Yemen. Supply fear concerns also remain for Brent-linked crudes as supply outages 
and contamination issues are roiling European refiners and traders. Meanwhile, Iraq’s oil exports in the first half of 
May rose to 4.1mm b/d from an average of 3.9mm in April, bolstered by shipments to Asia.  

 Gold dropped, even as the majority of investors have a bullish outlook, according to a Bloomberg survey. Other 
precious metals also fell, while base trended higher, except for tin (-1.86%).  Top iron ore mines will cut exports by 
10% from a year earlier, to 282.9mm tons in 2Q, primarily driven by a low estimate for Vale as supply tightness 
continues in the market. China’s zinc production rose to 465k tons in April, the highest level so far this year. 
Copper output also climbed to a high of 740k tons. Copper futures ended higher by 0.25% on the LME. 

 Agriculture moved further in the green overnight, with Chicago wheat and corn rallying 4.07% and 2.57%, 
respectively. A Bloomberg survey captured the bullish sentiment, as rain continues to slow plantings. Meanwhile, 
Chinese buyers have cancelled a purchase of 3,247 metric tons of US pork and bought only limited amounts of 
soybeans and cotton, according to the USDA. Soybeans had mixed price action, though ended 0.51% richer. 
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Overnight Summary  

 

-- Equities --  Last     Chg     %chg  

Dow                25,863     +215     +0.5%  

S&P500              2,876     +25     +0.6%  

Nasdaq             7,898     +76     +1.1%  

Euro Stoxx  3,439     +53     +0.6%  

Shanghai Comp.  2,956     +17     +0.6%  

Nikkei  21,063     -126     -0.6%  

….SPI (Aust)      6,392     +47     +0.7%  

-- FX --        Last     Chg       %chg  

$A / $US   0.6930     -0.0014     -0.2%  

Yen / $US     109.95     -0.03     -0.0%  

Euro / $US  1.1233     +0.0003     +0.0%  

$A / GBP  0.5386     +0.0016     +0.3%  

A$ TWI  59.80     -0.100     -0.2%  

USDCNH  6.84     -0.002     -0.0%  

-- Cmdty --   Last     Chg      %chg  

Aluminium         83.7     1.6     +2.0%  

Copper             273.4     0.7     +0.3%  

Nickel                540.7     6.1     +1.1%  

Coking Coal  208.0     1.0     +0.5%  

Thermal Coal  84.5     -0.3     -0.4%  

Iron Ore  92.8     0.4     +0.4%  

Gold  1292.80     +0.80     +0.1%  

Oil…WTI  62.02     +0.24     +0.4%  

Oil..Brent  72.79     +0.68     +0.9%  

Zinc  2594.00     +27.00     +1.1%  

Gas              2.64     +0.04     -2.0%  

-- DLCs --    Last        Chg     %chg  



 

BHP Billiton Plc  1,789     39.4     +0.1%  

Rio Plc  4,609     89.5     +0.3%  

Clydesdale Plc  193     -4.3      +3.3%  
South 32 - 
London  189     1.2     +1.5%  

-- US listeds --  Last     Chg     %chg  

BHP - adr      52.04      +0.17     +0.3%  

RIO - adr      59.78     -0.17     -0.3%  

Janus Henderson  21.53     0.0      +1.7%  

Resmed         113.43      +0.77     +0.7%  

NWS A  11.53     -0.04       +0.4%  

James Hardie  12.85     +0.40       +3.2%  

Bonds  Last     Chg     %chg  

US 10 Year  2.39     -0.04        

Aus 10 Year  1.64     -0.01        

Volatility  Last     Chg     %chg  

VIX  15.29      -1.62     -9.6%  

Source: Bloomberg  

     
 
 

Contacts 

Elizabeth Tian 
02 8225 6154 
elizabeth.tian@citi.com  
 
Carsten Jensen 
02 8225 6184 
carsten.jensen@citi.com 
  
web: www.citifirst.com.au  
ph: 1300 30 70 70 
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should be discussed with your independent advisors. Prior to dealing in any product or entering into any transaction, you and the senior management in your organisation should 
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