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Data summary
Latest Prev

Quarterly % -1.0% 13.9%
change

Annual % -0.9% 0.2%
change

Annual average -3.0% -2.3%
% change

Shouldn’t challenge the narrative

Bottom line

e The NZ economy contracted 1.0% q/q in the December quarter, weaker
than our expectation of 0.5% q/q rise. In year-on-year terms the economy
was 0.9% smaller in Q4.

e These data are still very noisy under the hood. A fair amount of the
quarterly contraction appears to be industries recoiling from Q3’s strong
expansion as they bump into capacity constraints, rather than signalling a
change in the direction of underlying economic momentum.

e Indeed, divergence across industries remains acute - particularly hot
housing versus international tourism on ice.

e Overall, while economic resilience remains a key theme across the New
Zealand data, today’s data go to show positive surprises can't last forever.
The absolute story remains that this has been a very significant shock, but
the recovery thus far has been impressive. Policy makers will need to
remain patient and see how things evolve from here.

The view

The December quarter was just round one of a clash between two economic
heavyweights: housing-induced domestic demand vs a closed border. And
today’s data suggest it's been a close match, with both sides landing some
heavy blows. Overlay a significant degree of quarterly volatility, and the fact
that the economy contracted in Q4 doesn’t really challenge the narrative that
New Zealand’s recovery has been remarkable to date.

Based on today’s data, we'd say odds favour a pretty flat print in Q1, as we
should see some of the recoil dynamics reverse.

International tourist receipts typically peak in Q1 (figure 1, over) - that's NZ’s
largest export earner out for the count until borders reopen (which we assume
will be early 2022, though we may see some limited reopening before then).
Conversely, the very strong February REINZ data shows housing momentum is
looking to come straight from the shoulder in Q1, and that presents some
upside risks to our broader economic outlook (albeit with its impact on activity
limited by capacity pressures, which appear to be biting rather acutely).

If closed border impacts dominate housing more than we expect, today’s data
could mark the beginning of a technical recession. But recession is a growth
concept that we shouldn’t get hung up on in a world of massive volatility in the
levels.

We'll be recalibrating our GDP outlook in light of both today’s data and a
stronger near-term housing outlook (keep an eye out for tomorrow’s Weekly
Data Wrap). But we're talking forecast tweaks, not dramatic changes to the
fundamentals or the outlook for underlying momentum.

For 2021 as a whole, this is going to be a game of stamina and available
resources. Mid-year, the drag of a closed border is expected to flip to a small
positive, but at the same time, housing is likely to cool. Broadly, speaking,
when the points are tallied at the end of the year, we think it's going to be
pretty even.


https://bit.ly/ANZ-PropertyFocus-20210317

At the industry level, the implication of such strong, yet opposing, forces is
significant divergence for some time yet. However, with capacity pressures
already biting (including difficulty finding skilled labour), there is limited scope
for outperforming industries to do the heavy lifting of headline growth as they
did during the rebound from lockdown.

Stepping back, the New Zealand economy still appears better placed than
many of our key trading partners (Figure 2), reflecting successful virus
containment alongside an aggressive macroeconomic policy response. And
now, with the global vaccination programme ramping up, some are looking
towards the New Zealand experience as a bellwether for how the global
rebound might play out.

It’s certainly true that macro policy appears to have now done enough, but
that’s not the same as saying it’s time to declare victory. There is still plenty of
residual noise in these data (particularly at the industry level) that policy
makers need to look though. Not to mention the fact that the broader recovery
remains fragile; there is still a permanent global (and domestic) income shock
to navigate; COVID-19 is yet to be delivered a knockout blow; and some
pockets of the economy are still really struggling. Policy makers need to be
ready to come out swinging if underlying momentum threatens to turn.
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The details

Turning to the details of today’s release, production GDP contracted 1.0% g/q
in Q4 to be down 0.9% y/y. Quarterly growth was weaker than our
expectation for a 0.5% lift, but there is a lot of quarterly noise at the industry
level still being worked through. We always knew the scope for error was wide.

Diving into the industry-level data, it's quite obvious that a stabilising headline
quarterly growth rate masks a very complex and divergent situation under the
hood. The year on year percentage change is perhaps the best indicator to get
a feel for how individual industries are doing compared to the good old days
before COVID-19.

As expected, retail trade, and health care are doing well on that metric despite
retail contracting significantly on a quarterly basis. It's very hard to argue that
construction activity isn’t very very strong overall, but the sharp q/q
contraction in Q4 makes it look a lot less rosy in y/y terms than we were
expecting. However, that quarterly recoil is more a function of capacity
constraints biting and the seasonally adjusted level normalising following Q3’s
pent-up-demand-driven strength, than it is a signal that underlying demand is
fading.
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Conversely, transport is struggling (but doing a little better than we feared)
and will do so until borders reopen. Primary industries are marching to the
beat of their own drum (ie relatively unaffected by COVID-19), and were down
0.7% y/y. That's more a function of weather conditions and herd sizes than
the global downturn. The signal from some of our commodity prices is:
produce!

The annual average percentage change (ie activity across all of 2020 vs 2019)
is perhaps the best indicator to get a feel for the overall impact of the crisis.
On this measure the economy was 3.0% smaller in 2020 than it was in 2019.

However, the damage is actually a lot larger than that if we consider the
counterfactual that COVID-19 never happened and the economy had expanded
at a moderate pace over 2020. Compared to that state of the world, we
estimate the economy was actually around 5% smaller in 2020 than it would
have been. And also, we’ve got a lot more debt now, both public and private,
that will need to be paid back one day. But for now, the degree of government
debt accumulation has effectively meant that policy makers have rather
effectively spread a lot of the associated income shock out over time (via the
wage subsidy and other policies). But because of that, higher-than-otherwise
taxes, or lower-than-otherwise Government services will eventually be
forthcoming. But what it means for the here and now is many households
(especially those who stand to benefit from the hot housing market) are not
feeling the pain, while others (those exposed to MIA international tourism) are
still hurting.

Figure 3. Real GDP vs a hon-COVID counterfactual
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Real expenditure GDP contracted 1.5% q/q — an unsurprising catch-up move
after this measure outpaced its production equivalent in Q3. This measure of
GDP is also working through a noisy patch.

e Supply disruption is keeping goods imports supressed, but there was some
catch-up in Q4 (perhaps not enough to meet demand though - suggesting
ongoing cost and pricing pressures in the near term).

e As is typical during highly uncertain times, investment is underperforming
as weak business investment more than offsets the Government’s plans to
lift its capex game. Weak business investment doesn’t bode well for the
medium-term outlook, as the lower capital stock than otherwise will
hamper the economy’s productive capacity. That said, we do expect to see
some pockets of capital switching given labour has been difficult to come
by.



Figure 4. Production-based GDP
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e Residential investment fell on a quarterly basis, but remains one of the
outperforming components overall - it’s just hard to expand when you
can't get workers and materials when and where you need them.

e Private consumption also remains quite buoyant, lifting 1.0%, but the mix
did shift from things to services - that makes sense given lockdown
restrictions didn’t hamper activity in the quarter.

e Government consumption (which has been solid throughout) lifted 1.7%
a/a.

All up, the Q4 GDP release was a bit weaker than our expectation at the
headline level, but that appears to be owing a lot to quarterly volatility rather
than being something to get too worried about. However, the fact remains that
this is a very complex economic shock - it's a funny old mix of a supply and
demand shock that’s hitting different industries in different ways. This is a
huge challenge for policy makers assessing the permanence of the disruption
to both the supply and demand side of the economy.

From a policy outlook perspective, the vaccine rollout and path to border
reopening, alongside persistence in housing-induced momentum, are all more
important than these historical data. But today’s data do reaffirm the need for
policy makers to be patient. Underlying momentum doesn’t look to be under
threat, but looking through the noise, 2021 is shaping up to be a bit of a
sideways year for activity — as we’ve long been saying.
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Important notice

[15 March 2021]

This document is intended for ANZ's Institutional, Markets and Private Banking clients. It should not be forwarded, copied or
distributed. The information in this document is general in nature, and does not constitute personal financial product advice
or take into account your objectives, financial situation or needs.

This document may be restricted by law in certain jurisdictions. Persons who receive this document must inform themselves about and
observe all relevant restrictions.

Disclaimer for all jurisdictions: This document is prepared and distributed in your country/region by either: Australia and New Zealand
Banking Group Limited (ABN11 005 357 522) (ANZ); or its relevant subsidiary or branch (each, an Affiliate), as appropriate or as set out
below.

This document is distributed on the basis that it is only for the information of the specified recipient or permitted user of the relevant
website (recipients).

This document is solely for informational purposes and nothing contained within is intended to be an invitation, solicitation or offer by ANZ
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 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. The information contained in this document is confidential and is provided solely for your use upon your request. This does
not constitute or form part of an offer or solicitation of any offer to engage services, nor should it or any part of it form the basis of, or be
relied in any connection with, any contract or commitment whatsoever. ANZ does not have a licence to undertake banking operations or
securities business or similar business, in Cambodia. By requesting financial services from ANZ, you agree, represent and warrant that
you are engaging our services wholly outside of Cambodia and subject to the laws of the contract governing the terms of our
engagement.

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.
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