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Don’t look back – trouble ahead
Bottom line


GDP data for Q4 will fly under the radar, and rightly so. The more
pertinent concern right now is how GDP will fare over the coming year, in
light of the significant global demand slowdown taking place.



We will be updating our forecasts in our ANZ Weekly Focus on Monday,
with a domestic recession and a more prolonged slowdown now looking
highly probable.
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The view
The release of Q4 GDP will pass with little attention. We think the economy
expanded 0.4% q/q (at a soft 1.6% y/y pace) in Q4 (details at the end of the
note). But the landscape has changed dramatically since December. And
naturally, the focus is on where to from here.
There is considerable uncertainty about the impacts the inevitable global
slowdown will have on the domestic economy, but risks are rising. The global
extent of the COVID-19 outbreak is worryingly worsening, with global growth
clearly in jeopardy. While new cases in China are falling sharply, they are
increasing rapidly elsewhere. Stresses in financial markets are also starting to
emerge: volatility is high, liquidity is low, and credit spreads are widening.
What was initially characterised as a “supply shock” is now predominantly a
significant global demand slowdown.

Data summary
Last ANZ exp

Clearly, New Zealand exports are being hit hard by supply disruption and
increasingly by reduced global demand, especially in pockets like tourism,
meat and forestry. This will have flow-on effects to employment and other
industries. Imports are being affected too, with a wide range of industries
reliant on imported intermediate goods. And cash flows are strained as
businesses wait to see how conditions will pan out. We are starting to see an
impact on business sentiment (as shown in our ANZBO preliminary estimate,
figure 1). This deterioration in sentiment may not be a great steer on the exact
path of GDP from here (it overshot on the downside last year). But it highlights
the seriousness of the situation we are dealing with, with increasing risks that
the downturn becomes more synchronised domestically. In other countries
we’ve seen consumer confidence take a hit, as well as business sentiment.
Figure 1: GDP and ANZBO activity expectations (advanced 2Q)
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We will be updating our views very regularly as developments unfold, with
another update of our forecasts in our ANZ Weekly Focus on Monday. We hope
that the domestic economy will be resilient, and our commodity prices robust.
But a domestic recession and a more prolonged slowdown are now looking
probable, and we must be prepared for that.
In light of the worsening outlook, policy needs to respond. Targeted measures
announced by the Government are helpful, but we think moving to a more
economy-wide approach sooner rather than later would be prudent, given the
fact that no sector of the economy is likely to be left untouched. The
Government has plenty of room to move here, and we think that putting the
foot on the accelerator and perhaps even doing more than necessary would
have very little downside.
Likewise, monetary policy needs to act aggressively to ease pressure on
households and businesses, and reassure markets. We expect the OCR will be
lowered 50bp at the 25 March meeting. After that, we see the OCR being
lowered another 25bps in May, but risks are clearly increasing that a more
sizeable policy response will be needed, potentially taking monetary policy into
unconventional territory.

The details
New Zealand Balance of Payments and GDP figures are released at 10:45am
next Wednesday and Thursday respectively. The current account deficit is
expected to narrow slightly, and we think the New Zealand economy expanded
0.4% q/q in Q4, with annual growth softening from 2.3% to 1.6% y/y. A print
of 0.4% q/q for GDP is 0.2%pt softer than our previous forecast but in line
with the RBNZ’s expectations at the time of the February MPS. Per capita GDP
is estimated to have gone broadly sideways over the year.
Following a strong Q3, primary sector production and manufacturing are
expected to have had a softer quarter. On the other hand, services industries
are expected to have seen good broad-based momentum into the end of the
year, with household sentiment positive and the housing market strong into
the year. See the industry-level forecast for more details. The annual current
account deficit is expected to have narrowed by 0.2%pts of GDP to 3.1%, with
solid goods export earnings driving a narrowing in the seasonally adjusted
current account deficit. See the Data Summary for more details.
ANZ Q4 GDP industry-level forecast
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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.
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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
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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.
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