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Finding a floor


We expect the New Zealand economy expanded 0.5% q/q in Q3, with
growth in services once again leading the charge.
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The annual benchmarking and improvements process could result in
meaningful historical GDP revisions (affecting the annual growth profile),
which from a momentum perspective could be just as significant as the
quarterly growth print.



The seasonally adjusted current account deficit is expected to remain
broadly stable at $2.4bn in the quarter, as a widening goods deficit is
offset by a narrowing income deficit. The annual current account deficit is
expected to hold steady at 3.4% of GDP.
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Key points
September quarter New Zealand Balance of Payments and GDP figures are
released at 10:45am next Wednesday and Thursday respectively.
We expect the economy expanded 0.5% q/q in Q3, which, absent revisions,
would see annual growth lift 0.2%pts from 2.1% in Q2 to 2.3% y/y.
Turning to the details, we expect goods production to lift 0.4% q/q (making a
0.1%pt contribution to headline growth), reflecting modest growth in core
manufacturing (ex meat and dairy) and construction.
Primary industries are expected to fall 0.2% q/q, weighed down by weaker
forestry volumes following previous inventory build-up in China (with more
weakness in the pipeline for Q4).
Growth across the services industries (which account for around two thirds of
the economy) is expected to come in at 0.6% q/q (making a 0.4%pt
contribution to growth). Retail sales volumes growth of 1.6% q/q shows
households are continuing to spend, and that typically bodes well across a
number of services industries.
The expenditure measure of GDP is also expected to lift 0.5% q/q.
Data summary



Private consumption is expected to lift a solid 1.1% q/q following Q2’s
weak 0.5% read. Government consumption is expected to lift 0.9% q/q.



Residential investment is expected to fall 0.2%, while the relatively volatile
‘other fixed asset investment’ component is expected to lift 2.4% q/q,
rebounding from Q2’s -1.3% read.



Net exports are expected to drag on quarterly growth, with total exports
set to fall around 2% (owing largely to weaker goods exports), and total
imports lifting around 1%, reflecting buoyant domestic demand.
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So that’s the September quarter. However, the national accounts annual
benchmarking and improvements process can result in meaningful historical
revisions that can change the profile of growth over the past year or so. Some
indicators, particularly the domestic trading activity component of the NZIER’s
Quarterly Survey of Business Opinion and the Light Traffic Index, suggest the
profile could shift towards a sharper deceleration in real activity in recent
quarters (but possibly from a higher level in 2017-18).

In practice, historical revisions could provide just as much signal on economic
momentum as the quarterly growth read in Q3. A stronger quarterly growth
print than the RBNZ’s November MPS forecast of 0.3% might provide little
comfort if the annual growth profile shows a sharper deceleration in recent
quarters, as that could suggest that a sharper-than-otherwise turnaround in
momentum is required in order to get the economy back into inflation-building
territory. That said, historical GDP revisions will also affect the RBNZ’s
potential growth estimate, offsetting the impact on their inflation forecasts.
But looking forward, we think the recent slowdown in economic momentum is
finding a floor. Annual growth is looking set to bottom out in the second half of
2020 before gradually lifting as previous monetary stimulus provides support.
Risks around this outlook now feel a little more balanced, with activity
indicators in the ANZ Business Outlook lifting strongly in November, the PMI
flipping back into expansionary mode, the terms of trade remaining elevated,
and the housing market showing signs of life. All the while, households remain
heavily indebted but in good heart, with unemployment low and income
growth decent. Any bump in government spending on the infrastructure front,
although unlikely to be timely, will support the medium-term outlook.
But that’s not to say we’re out of the woods. Although supply-side factors are
supporting our commodity prices, the global backdrop is still looking highly
uncertain, with growth among our key trading partners continuing to slow and
policymakers running low on ammo. Just how long New Zealand can swim
against the global tide remains a key question. History suggests not long.
Turning to the Balance of Payments, we expect the Q3 seasonally adjusted
current account deficit to remain broadly stable at $2.4bn. The goods deficit is
expected to widen by around $0.3bn, driven largely by softer export volumes,
which will more than offset the quarterly lift in the terms of trade (the Q3 OTI
terms of trade rose 1.9%). The services surplus is expected to hold steady in
the quarter, with both exports and imports up $0.1bn q/q. The primary income
deficit is expected to narrow $0.1bn, reflecting lower global interest rates. The
secondary income deficit is expected to narrow around $0.2bn.
On an annual basis, the current account deficit is expected to hold steady at
3.4% of GDP, with risks tilted towards it coming in a touch lower as the
income deficit narrows by more in the quarter. On an unadjusted basis, we’ve
pencilled in a quarterly deficit of $6.1bn.
ANZ Q3 GDP industry-level forecast
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Disclaimer for all jurisdictions: This document is prepared and distributed in your country/region by either: Australia and New Zealand
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to sell, or buy, receive or provide any product or service, or to participate in a particular trading strategy.
Distribution of this document to you is only as may be permissible by the laws of your jurisdiction, and is not directed to or intended for
distribution or use by recipients resident or located in jurisdictions where its use or distribution would be contrary to those laws or
regulations, or in jurisdictions where ANZ would be subject to additional licensing or registration requirements. Further, the products and
services mentioned in this document may not be available in all countries.
ANZ in no way provides any financial, legal, taxation or investment advice to you in connection with any product or service discussed in this
document. Before making any investment decision, recipients should seek independent financial, legal, tax and other relevant advice
having regard to their particular circumstances.
Whilst care has been taken in the preparation of this document and the information contained within is believed to be accurate, ANZ does
not represent or warrant the accuracy or completeness of the information Further, ANZ does not accept any responsibility to inform you of
any matter that subsequently comes to its notice, which may affect the accuracy of the information in this document.
Preparation of this document and the opinions expressed in it may involve material elements of subjective judgement and analysis. Unless
specifically stated otherwise: they are current on the date of this document and are subject to change without notice; and, all price
information is indicative only. Any opinions expressed in this document are subject to change at any time without notice.
ANZ does not guarantee the performance of any product mentioned in this document. All investments entail a risk and may result in both
profits and losses. Past performance is not necessarily an indicator of future performance. The products and services described in this
document may not be suitable for all investors, and transacting in these products or services may be considered risky.
ANZ expressly disclaims 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
this document to the extent permissible under relevant law. Please note, the contents of this document have not been reviewed by any
regulatory body or authority in any jurisdiction.
ANZ and its Affiliates may have an interest in the subject matter of this document. They may receive fees from customers for dealing in the
products or services described in this document, and their staff and introducers of business may share in such fees or remuneration that
may be influenced by total sales, at all times received and/or apportioned in accordance with local regulatory requirements. Further, they
or their customers may have or have had interests or long or short positions in the products or services described in this document, and
may at any time make purchases and/or sales in them as principal or agent, as well as act (or have acted) as a market maker in such
products. This document is published in accordance with ANZ’s policies on conflicts of interest and ANZ maintains appropriate information
barriers to control the flow of information between businesses within it and its Affiliates.
Your ANZ point of contact can assist with any questions about this document including for further information on these disclosures of
interest.
Country/region specific information: Unless stated otherwise, this document is distributed by Australia and New Zealand Banking
Group Limited (ANZ).
Australia. ANZ holds an Australian Financial Services licence no. 234527. For a copy of ANZ's Financial Services Guide please click here
or request from your ANZ point of contact.
Brazil, Brunei, India, Japan, Kuwait, Malaysia, Switzerland, Taiwan. This document is distributed in each of these jurisdictions by
ANZ on a cross-border basis.
Cambodia. This document is distributed in Cambodia by ANZ Royal Bank (Cambodia) Limited (ANZ Royal Bank). The recipient
acknowledges that although ANZ Royal Bank is a subsidiary of ANZ, it is a separate entity to ANZ and the obligations of ANZ Royal Bank
do not constitute deposits or other liabilities of ANZ and ANZ is not required to meet the obligations of ANZ Royal Bank.
European Economic Area (EEA): United Kingdom. ANZ is authorised in the United Kingdom by the Prudential Regulation Authority
(PRA) and is subject to regulation by the Financial Conduct Authority (FCA) and limited regulation by the PRA. Details about the extent
of our regulation by the PRA are available from us on request. This document is distributed in the United Kingdom by Australia and New
Zealand Banking Group Limited ANZ solely for the information of persons who would come within the FCA definition of “eligible
counterparty” or “professional client”. It is not intended for and must not be distributed to any person who would come within the FCA
definition of “retail client”. 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 Prudential Regulation Authority
(PRA) and the FCA. ANZ is authorised in the United Kingdom by the PRA and is subject to regulation by the FCA and limited regulation by
the PRA. Details about the extent of our regulation by the PRA are available from us on request.
Fiji. For Fiji regulatory purposes, this document and any views and recommendations are not to be deemed as investment advice. Fiji
investors must seek licensed professional advice should they wish to make any investment in relation to this document.
Hong Kong. This publication is issued or distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered at the Hong
Kong Monetary Authority to conduct Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate
finance) regulated activities. The contents of this publication have not been reviewed by any regulatory authority in Hong Kong.
India. If this document is received in India, only you (the specified recipient) may print it provided that before doing so, you specify on it
your name and place of printing.
Myanmar. This publication is intended to be general and part of ANZ’s customer service and marketing activities when implementing its
functions as a licensed bank. This publication is not Securities Investment Advice (as that term is defined in the Myanmar Securities
Transaction Law 2013).
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not a personalised adviser service under the Financial Advisers Act 2008 (FAA).
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