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Data summary

Q1

2022
GDP
Quarterly % -0.2%
change
Annual % change 1.2%
Annual average 5.1%
% change
Balance of Payments
Current account  -6,143
($m, actual)
Current account  -8,521
($m, sa)
Annual CAB ($bn) -23.3
% of GDP -6.5%

ANZ Q2
2022 exp

0.4%

-0.7%
0.8%

-5,250
-8,430

-27.0
-7.5%

Weaker, but not a game changer for the OCR

Bottom line

e Leading indicators going into the Q2 GDP release have been softer than
expected on balance, indicating an economy struggling to get resource to
grow (with COVID disruption only adding to that).

e We've pencilled in a 0.4% g/q expansion — a downgrade from our
previous pick of 1.0%, and well below the RBNZ's August MPS forecast of
1.8%.

e The data are still pretty noisy and will remain that way for a while.
Lingering COVID disruption is meeting the ongoing “normalisation” as
services exports (international education and tourism) start to recover
and domestic demand softens on the back of monetary tightening.

e Importantly, just like the unexpected contraction in Q1, weaker-than-
expected growth in Q2 doesn’t mean a lot for the OCR if supply-side
hurdles like labour shortages are a big part of the problem (supply-side
constraints are inflationary and constrain activity).

e In that context, while some indicators suggest the economy was in
technical recession over the first half of 2022, given lingering wage and
CPI inflation pressures, the RBNZ will need to keep on hiking even if this
turns out to be the case. They need to drive demand below the level of
potential supply and keep it there for a time. We're nowhere near that
point yet.

e Reflecting an overstimulated domestic economy (sucking in goods
imports) and the closed border (cutting off international tourism and
education exports), we expect the annual current account deficit to widen
by 1%pt of GDP to 7.5% (around $27 billion). That'll be the largest deficit
as a share of the economy since 2008.

The view

New Zealand’s Q2 Balance of Payments and GDP figures will be released at
10:45am next Wednesday and Thursday respectively.

Consistent with an economy that’s run out of resources (particularly labour) to
grow, leading activity indicators going into the Q2 GDP data have been pretty
feeble, on balance. Activity indicators from business and consumer surveys
have been very soft (capacity/cost and cost-of-living stories respectively). The
Heavy Traffic Index (which has been one of the more reliable indicators
through COVID in that it captures supply-side disruption pretty well) suggests
the economy went sideways. Paid hours fell 0.7% q/q. And then drilling down
into the bottom-up partial GDP indicators:

e Q2 retail sales volumes came out much softer than expected, falling 2.3%
g/q. A simple regression using these data alone can usually predict
quarterly GDP growth within 1% point or so, and for Q2 it suggests the
economy contracted around 0.5% qg/q.

e The quarterly manufacturing survey showed volumes down 4.9% qg/q
following a 3.5% decline in Q1. But the Q2 decline was driven by a
change in classification for petroleum (following the end of domestic


https://www.stats.govt.nz/methods/june-2022-quarter-gross-domestic-product-and-covid-19

refining). Value add in petroleum will now be measured as part of the
wholesale industry, which will get a bump in Q2. Importantly, this isn't a
sign of weakening demand for manufactured goods. Excluding petrol,
manufacturing was up 3.7% q/q.

e Building work put in place was solid (up 2.6% qg/q), suggesting
construction had a good quarter despite ongoing supply challenges.

e After adjusting for price changes, wholesale trade was up around 4% q/q,
pushed higher by the new classification for petroleum.

While trying not to get hit by all the moving parts, we've landed on a central
expectation that the economy expanded 0.4% q/q in Q2, avoiding a technical
recession (defined as two consecutive quarters of negative growth). However,
with some of the partial indicators such as building work put in place and
retail trade seeing downwards revisions to Q1 growth, we wouldn't be
surprised if Q1 GDP growth is also revised lower (from -0.2% q/q). Indeed,
measurement difficulties and unusual seasonal activity (thanks to the closed
border) mean the GDP data are vulnerable to significant revision. That could
obviously affect the quarterly growth rate even if we’ve got the level right.

Table 1 (over page) shows our industry-level forecasts. Overall, our
expectation that the economy expanded 0.4% in Q2 is driven by:

e services industries bouncing from a flat read in Q1, to be up 0.8% qg/q
in Q2 (making a 0.6%pt contribution to headline growth). Services
account for around two thirds of GDP, and tend to be less volatile than
either goods and primary production. For this reason, growth across
services industries tends to provide our best steer on underlying
economic momentum. But we’ll need to look though the petroleum
reclassification from a goods-producing to a services industry.

e primary industries (which tend to be a lot more volatile than our
indicator models predict) lifting 0.4% q/q (0.02% contribution); and

¢ goods-producing industries contracting 0.9% qg/q (subtracting
0.2%pts from quarterly GDP growth);

Importantly, weak (or even negative) growth doesn’t necessarily mean the
RBNZ can afford to call a halt to monetary tightening any time soon. An over-
stimulated economy bumping into capacity limits will always hit the wall at
some point, and it looks like that wall is well and truly here. And given
current wage and CPI inflation pressures, and what the business survey
data continue to say about labour scarcity, a significant downside surprise to
the RBNZ’s August MPS forecast (1.8% q/q) probably doesn’t mean a lot for
OCR settings. We think they are more likely to chalk up weaker growth to
weaker potential GDP in the quarter — meaning they won’t change their
estimate of how much spare capacity exists in the economy (precious little).

The tricky thing for the RBNZ of course is that activity generally, but
particularly both inflation and the labour market tend to react with a decent -
and imperfectly predictable - lag to changes in monetary settings, so we're
squinting into the rear-view mirror when assessing appropriate monetary
conditions based on labour market and inflation data in particular.

But even if activity is now on a net-demand-driven slowdown (which we think
it will be by 2023), there’s no question it’s too soon, with the OCR at 3%, for
the RBNZ “to wait and see” how things evolve. With the benefit of hindsight,
both fiscal and monetary policy have been too stimulatory for the conditions
over the past couple of years, and with Budget 2022 adding even more
stimulus to the mix this fiscal year (the year to June 2023), the RBNZ is
backed into a corner. It'll need to keep hiking to at least 4% by the end of the
year in order to better balance wage-price spiral risks against hard-landing
risks (even if Q2 GDP greatly disappoints their forecast).
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Turning to the balance of payments, we expect the annual current account
deficit to widen by a full percentage point of GDP to 7.5% - marking the

widest deficit as a share of GDP since 2008. The big picture for the current
account is little changed:

The annual goods deficit is widening because imported goods have lifted
strongly on the back of domestic demand (bolstered by fiscal and
monetary stimulus).

The annual services balance (which tends to be in surplus) is in deficit
thanks to closed-border impacts on tourism and education exports. In
fact, we expect to see the largest annual services deficit since the data
began in the late 1980s (around 2.2% of GDP).

And while the income deficit is relatively contained for now, it is poised
to widen over the coming year or so as global interest rates rise.

All up, we see the annual current account deficit as a share of GDP picking
up an 8-handle over coming quarters. That's a level that will start to raise
eyebrows, clearly demonstrating the extent to which our economy has been
living beyond its means in recent years.

ANZ Q2 GDP industry-level forecast

Industry

Agriculture, forestry, and fishing

Mining

Manufacturing

Electricity, gas, water, and waste services
Construction

Wholesale trade

Retail trade and accommodation
Transport, postal, and warehousing
Information media and telecommunications
Financial and insurance services

Rental, hiring, and real estate services
Prof, scientific, technical, admin, and support
Public administration and safety

Education and training

Health care and social assistance

Arts, recreation, and other services
Unallocated

Balancing item

Gross domestic product

Source: Statistics NZ, ANZ Research
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This document (which may be in the form of text, image, video or audio) is intended for ANZ’s Institutional, Markets and
Private Banking clients. It should not be forwarded, copied or distributed. The opinions and research contained in this
document are (a) not personal advice nor financial advice about any product or service; (b) provided for information only;
and (c) intended to be general in nature and does not take into account your financial situation or goals.

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 click here
or request from your ANZ point of contact.

Brazil. This document is distributed on a cross border basis and only following request by the recipient. No securities are being offered
or sold in Brazil under this document, and no securities have been and will not be registered with the Securities Commission - CVM.
Brunei, 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.

Canada. This document is general information only, is intended for institutional use only - not retail, and is not meant to be tailored to
the needs and circumstances of any recipient. In addition, this document is not intended to be an offer or solicitation to purchase or sell
any security or other financial instrument or to employ a specific investment strategy.

Chile. You understand and agree that ANZ Banking Group Limited is not regulated by Chilean Authorities and that the provision of this
document is not subject to any Chilean supervision and is not guaranteed by any regulatory or governmental agency in Chile.

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 document 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 document have not been reviewed by any regulatory authority in Hong Kong. If you
are in any doubt about any of the contents of this document, you should obtain independent professional advice.

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.

Israel. ANZ is not a holder of a licence granted in Israel pursuant to the Regulation of Investment Advising, Investment Marketing and
Portfolio Management Law, 1995 (“Investment Advice Law”) and does not hold the insurance coverage required of a licensee pursuant
to the Investment Advice Law. This publication has been prepared exclusively for Qualified Clients as such term is defined in the First
Schedule to the Investment Advice Law. As a prerequisite to the receipt of a copy of this publication a recipient will be required to
provide confirmation and evidence that it is a Qualified Client. Nothing in this publication should be considered Investment Advice or
Investment Marketing as defined in the Investment Advice Law. Recipients are encouraged to seek competent investment advice from a
locally licensed investment adviser prior to making any investment.

Macau. Click here to read the disclaimer for all jurisdictions in Mandarin. #i7]. AHIEAREFABESAERXNRITERBID R,
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Transaction Law 2013).
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