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Q4 GDP indicators weak, but not one-way traffic

The week started on a soft note with a 7.8% q/q fall in the goods terms of
trade in Q4. We had expected a fall of 2.1% q/q, but a downward surprise
on export prices (-4.2% qg/q) and surprisingly strong import prices (up 3.8%
a/q) painted a much weaker picture. Muted demand from China continues to
weigh on export returns. Though there has been some improvement in dairy
prices (a tight global supply story), that is yet to be reflected in these data.

Figure 1. Merchandise terms of trade
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The strength of import prices came as more of a surprise to us, and while
that in part reflected higher fuel prices in the quarter, ex-fuel import prices
rose 1.1% q/q, highlighting there may be a little more global inflationary
pressure in the pipeline than the RBNZ was anticipating. However, weakness
in the domestic economy is likely to limit the extent to which New Zealand
importers are able to pass higher costs on to consumers.

Highlighting that weakness, import volumes fell 7.0% qg/q, confirming
domestic demand is slowing under the burden of higher interest rates.
Meanwhile, export volumes were up 2.6% q/q, suggesting net exports are
poised to make a strong contribution to quarterly GDP growth in Q4. While a
strong net exports contribution presents some upside risk to our overall GDP
forecast in all-else-equal terms, it is common for large net export
contributions to be offset by the changes in inventories component. We
certainly don'’t think the trade data signals a strong economy.

Switching to the production measure of GDP, the Q4 volume of building
work put in place was stronger than expected (-0.1% q/q vs our pick

of -2%). Residential construction did fall 2.4% qg/q, but non-residential
construction lifted 4.6%. While there’s certainly a moderating trend on the
residential side, it's not as dire as consents data suggest. That said, the
relationship with consenting is not perfect; residential investment didn't lift
nearly as much as consents did when the market was running white hot.
The question now is how many prior consented projects will end up
scrapped, and how many are still in what may ultimately become a lengthier
pipeline than normal. In the former scenario, residential building activity is
poised to drop like a stone over 2024; in the latter it could hold up better
than expected. Our Business Outlook supports the latter scenario, consents
the former. Our forecast is in the middle.


https://bit.ly/ANZ-BO-20240229
https://bit.ly/ANZ-CC-20240301
https://bit.ly/ANZ-CC-20240301
https://bit.ly/ANZ-Truckometer-20240208
https://bit.ly/ANZ-Truckometer-20240208
https://bit.ly/ANZ-CPI-20240305
https://bit.ly/ANZ-CPI-20240305
https://bit.ly/ANZ-Merchant-and-Card-Spending-20240215
https://bit.ly/ANZ-Merchant-and-Card-Spending-20240215
https://www.anz.co.nz/content/dam/anzconz/documents/economics-and-market-research/NZ-Economic-Acronyms-Definitions.pdf
https://bit.ly/ANZ-BO-20240229

Looking ahead

- o' .~ NZ Economic
News

ANZ’s latest data
releases, forecast
updates and
insights

e RBNZ MPS Review: pivot!

e NZ Forecast Update: milk price
revised up

e NZ Property Focus: cruel
summer

e NZ Economic Outlook:
calibrating the landing

e NZ Agri Focus: harvest time

e NZ REINZ housing data: prices
strong, everything else weak

e NZ Agri Focus: harvest time

e NZ labour market: hawkish
surprise brings Feb hike into
play

e NZ CPI Review: getting there

e NZ Half-Year Update 2023
Preview: new team, new game
plan

e NZ Insight: house prices -
impacts from proposed DTI
and LVR settings

e NZ GDP: weaker across the
board

e NZ Insight: recession?

e NZ Insight: labour market
capacity indicators

e NZ Insight: Coalition policy
announcements

e NZ Insight: what an oil price
shock could mean for inflation

e NZ Insight: macro impacts in
New Zealand from an increase
in global term rates

Click here for more.
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Manufacturing is struggling

The Q4 manufacturing survey was another key partial GDP indicator out this
week, and it showed that underlying manufacturing activity remains on a
very weak trend. In particular, manufacturing ex-food and petrol (the latter
is no longer manufactured in New Zealand) continued to slip lower, and after
looking through lockdown impacts is now sitting around 2016 levels.
Conversely, and as the saying goes, “people gotta eat”, and NZ's relatively
unperturbed food manufacturing (much of which is exported) continues to
trend upwards (ie looking through the quarter-on-quarter volatility).

Like residential construction, manufacturing ex food and petrol is one of the

more interest rate-sensitive pockets of the economy. In fact, a healthy share
of manufacturing is building materials for construction. And like construction
(particularly residential), the data shows monetary tightening is having a big
impact on demand.

Figure 2. Manufacturing
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For the RBNZ, however, sticky inflation risks stem largely from the services
industries, which are holding up significantly better than goods-producing
industries. As at Q3 2023, goods-producing industries were down 2.8% y/y
on an annual average basis, while services industries (which account for
around two thirds of overall GDP) were up 2.2%. Services momentum tends
to turn a little more slowly than goods, but it is turning — the Q4 GDP release
is expected to confirm that.

Speaking of Q4 GDP, these data are released 21 March, with the Balance of
Payments out on 20 March. We'll be publishing our Preview for both next
week. Compared to our current published GDP forecast of +0.4% q/q, partial
indicators suggest risks are skewed to the downside. Retail trade, building
work put in place, and manufacturing all contracted in the quarter, but there
are a lot of services industry models that we're yet to run. At this stage, we
wouldn’t characterise risks as skewed to the downside of the RBNZ’s GDP
forecast of 0.0% q/q, but that’s subject to change after we finish crunching
the numbers.

We're also yet to crunch the numbers on our current account pick, but the
trade data released this week suggests risks around our annual current
account deficit forecast of 7.3% of GDP are skewed towards something a
little narrower (not least because services exports look like they might get
revised a little higher in Q2 and Q3). We’ll have more to say on this next
week.


https://bit.ly/ANZ-RBNZ-MPS-Review-20240228
https://publications.anz.com/SingletrackCMS__DownloadDocument?uid=99702b34-f49e-4c62-b4d0-ba0205338c02&docRef=e81cf2ba-54ca-4541-89c3-15bf00c23f36&jobRef=f7143231-6452-4139-af0b-69d5b5d8d338
https://publications.anz.com/SingletrackCMS__DownloadDocument?uid=99702b34-f49e-4c62-b4d0-ba0205338c02&docRef=e81cf2ba-54ca-4541-89c3-15bf00c23f36&jobRef=f7143231-6452-4139-af0b-69d5b5d8d338
https://bit.ly/ANZ-Property-Focus-20240220
https://bit.ly/ANZ-Property-Focus-20240220
https://bit.ly/ANZ-QEO-20240219
https://bit.ly/ANZ-QEO-20240219
https://bit.ly/ANZ-Agri-Focus-20240216
https://bit.ly/ANZ-REINZ-Jan24
https://bit.ly/ANZ-REINZ-Jan24
https://bit.ly/ANZ-Agri-Focus-20240216
https://bit.ly/ANZ-Agri-Focus-20240216
https://bit.ly/ANZ-Labour-Market-Review-2023Q4
https://bit.ly/ANZ-Labour-Market-Review-2023Q4
https://bit.ly/ANZ-Labour-Market-Review-2023Q4
https://bit.ly/ANZ-CPI-Review-2023Q4
https://bit.ly/ANZ-HYEFU-2023-Preview
https://bit.ly/ANZ-HYEFU-2023-Preview
https://bit.ly/ANZ-HYEFU-2023-Preview
https://bit.ly/ANZ-HYEFU-2023-Preview
https://bit.ly/ANZ-Insight-DTI-LVR-20240124
https://bit.ly/ANZ-Insight-DTI-LVR-20240124
https://bit.ly/ANZ-Insight-DTI-LVR-20240124
https://bit.ly/ANZ-GDP-Review-2023Q3
https://bit.ly/ANZ-GDP-Review-2023Q3
https://bit.ly/ANZ-Insight-Recession-20240115
https://bit.ly/ANZ-Labour-market-capacity-indicators-20231129
https://bit.ly/ANZ-Labour-market-capacity-indicators-20231129
https://bit.ly/ANZ-Insight-Coalition-policy-announcements
https://bit.ly/ANZ-Insight-Coalition-policy-announcements
https://bit.ly/ANZ-Insight-Inflation-and-oil-prices-20231110
https://bit.ly/ANZ-Insight-Inflation-and-oil-prices-20231110
https://bit.ly/ANZ-Insight-Macro-Impacts-in-NZ
https://bit.ly/ANZ-Insight-Macro-Impacts-in-NZ
https://bit.ly/ANZ-Insight-Macro-Impacts-in-NZ
http://www.research.anz.com/
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Financial markets update

Data

'O' calendar
#Z

7N
Date

Tue 12 Mar
(10:00am)
Tue 12 Mar
(10:45am)
Wed 13 Mar
(10:45am)
Thu 14 Mar
(09:00am)
Thu 14 Mar
(10:45am)
Fri 15 Mar

(10:30am)
Mon 18 Mar
(10:30am)
Wed 20 Mar
(early am)

Wed 20 Mar
(10:45am)
Thu 21 Mar
(10:45am)
Fri 22 Mar

(10:45am)
Wed 27 Mar
(tbc)

Thu 28 Mar
(10:00am)
Thu 28 Mar
(10:45am)
Thu 28 Mar
(1:00pm)

Wed 3 Apr

(early am)

Wed 3 Apr

(1:00pm)

Thu 4 Apr

(10:45am)
Wed 10 Apr
(2:00pm)

Thu 11 Apr
(10:00am)
Fri 12 Apr

(10:30am)
Fri 12 Apr

(10:45am)
Fri 12 Apr

(10:45am)
Mon 15 Apr
(10:30am)
Mon 15 Apr
(10:45am)
Wed 17 Apr
(early am)

Wed 17 Apr
(10:45am)

What's coming

up in the months
ahead.

Data/event

ANZ Truckometer -
Feb

Electronic Card
Transactions - Feb
Selected Price
Indexes - Feb

REINZ Housing Data
- Feb

Net Migration - Jan

BusinessNZ Manuf
PMI - Feb

Performance
Services Index - Feb

GlobalDairyTrade
auction

Current Account -

Q4
GDP - Q4
Merchandise Trade -

Feb

Budget Policy
Statement 2024

ANZ-RM Consumer
Confidence - Mar

Employment
Indicators - Feb

ANZ Business
Outlook - Mar

GlobalDairyTrade
auction

ANZ Commodity
Price Index — Mar

Building Permits -
Feb

RBNZ MPR

ANZ Truckometer -
Mar

BusinessNZ Manuf
PMI - Mar

Electronic Card
Transactions - Feb

Selected Price
Indexes - Mar

Performance
Services Index - Mar

Net Migration - Feb

GlobalDairyTrade
auction

CPI - Q1

Interest rate markets

The bellwether US 10-year yield has dropped around 10bp over the week,
as confidence grew that inflation is in the bag and the FOMC will be able to
ease later this year. Powell’s testimony to Congress reiterated his
expectation that cuts will be appropriate this year, but that the pace will be
data dependent. Should the labour market remain robust, there’s a risk that
the neutral fed funds rate is revised higher (currently estimated to be
2.5%), which could temper expectations around how much easing the Fed
will ultimately deliver. Next stop: non-farm payrolls (Saturday 2:30am
NZT), where market expectations are looking for a relatively robust 200k
rise, @ moderation from January’s 353k rise. Locally, long-end rates have
followed global moves. The 2-year swap rate has drifted just below 5%.

FX markets

The DXY drifted lower after Fed Chair Powell’'s comments did little to challenge
the narrative that the FOMC will be cutting this year. NZD-TWI is up around
50 pips to just under 72, but is still below the pre-MPS level (72.3).

Key data summary

Overseas Trade Indices — Q4. The goods terms of trade fell 7.8% q/q,
reflecting a nasty combo of higher import prices and weaker export prices.

ANZ Commodity Price Index - February. The World Price Index gained
3.5% m/m as both dairy and meat prices improved. In New Zealand dollar
terms, the index lifted 4.1% m/m.

GlobalDairyTrade auction. The GDT Price Index fell 2.3%, with whole milk
powder down 2.8%, and skim milk powder down 5.2%.

Building Work Put in Place - Q4. A 2.4% q/q fall in residential work was
broadly offset by a 4.6% rise in non-residential work put in place, leaving
the overall measure down just 0.1% q/q.

Economic Survey of Manufacturing — Q4. Volumes fell 0.6% q/q.

The week ahead
ANZ Truckometer - February (Tuesday 12 March, 10:00am).

Electronic Card Transactions — February (Tuesday 12 March,
10:45am). ANZ card spending data suggests another solid monthly rise is
on the cards of circa 2% m/m.

Selected Price Indexes — February (Wednesday 13 March, 10:45am).
We've pencilled in a 0.1% m/m fall in food prices and a 0.4% m/m increase
in rents. Fuel prices rose last month, with MBIE’s weekly fuel price
monitoring suggesting a rise of around 5% m/m. We’ve pencilled in further
modest falls in airfares after January’s sharp declines. Given the volatility in
this series, there is a large range of uncertainty in both directions.

REINZ House Prices — February (Thursday 14 February, 9:00am).
The January data was weak across all main measures except prices, which
rose 1% m/m after seasonal adjustment. Typically prices lag, but anecdote
has been mixed.

Net Migration — January (Thursday 14 March, 10:45am). Surging NZ
citizen departures have been behind a moderation in net migration in recent
months as arrivals remain very elevated. Will that trend continue?

Manufacturing PMI - February (Friday 15 March, 10:45am). Typical
volatility alone suggests a tick down is on the cards following last month’s
3.9pt jump (to a still-contractionary 47.3). Manufacturing is struggling.
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https://bit.ly/ANZ-CPI-20240305

@@ Key forecasts and rates

Actual Forecast (end month)
FX rates Jan-24 Feb-24 Today Mar-24 Jun-24 Sep-24 Dec-24 Mar-25 Jun-25
NzD/USD 0.612 0.608 0.617 0.620 0.620 0.630 0.630 0.640 0.640
NzD/AUD 0.930 0.937 0.933 0.912 0.899 0.900 0.900 0.901 0.901
NZD/EUR 0.565 0.561 0.564 0.559 0.549 0.553 0.548 0.552 0.552
NzD/JPY 90.4 91.3 91.4 86.8 85.6 86.3 85.7 85.8 84.5
NzD/GBP 0.483 0.481 0.482 0.477 0.470 0.474 0.470 0.474 0.474
NZ$ TWI 71.5 71.4 72.0 70.9 70.2 70.8 70.4 71.1 70.8
Interest rates Jan-24 Feb-24 Today Mar-24 Jun-24 Sep-24 Dec-24 Mar-25 Jun-25
NZ OCR 5.50 5.50 5.50 5.50 5.50 5.50 5.50 5.50 5.25
NZ 90 day bill 5.67 5.64 5.65 5.60 5.53 5.33 5.23 4.93 4.68
NZ 2-yr swap 4.78 4.98 4.98 4.94 4.72 4.54 4.39 4.25 4.16
NZ 10-yr bond 4.56 4.70 4.59 5.00 4.75 4.50 4.25 4.25 4.25

Economic forecasts
Sep-23 Dec-23 Mar-24 Jun-24 Sep-24 Dec-24 Mar-25 Jun-25 Sep-25

GDP (% qgoq) -0.3 0.4 0.4 0.2 0.1 0.2 0.3 0.4 0.5
GDP (% yoy) -0.6 0.4 1.0 0.7 1.1 0.9 0.8 1.0 1.4
CPI (% qoq) 1.8 0.5 0.6 0.5 0.9 0.4 0.5 0.5 0.8
CPI (% vyoy) 5.6 4.7 4.0 3.5 2.6 2.5 2.3 2.2 2.1
Employment (% qgoq) -0.1 0.4 0.2 0.0 -0.1 0.0 0.1 0.2 0.2
Employment (% yoy) 2.7 2.4 1.5 0.5 0.5 0.1 0.0 0.2 0.5
Unemployment Rate (% sa) 3.9 4.0 4.2 4.4 4.6 5.0 5.2 5.3 5.4
Figures in bold are forecasts. mom: Month-on-Month; qoq: Quarter-on-Quarter; yoy: Year-on-Year. Click here for full ANZ forecasts
Figure 3. GDP level Figure 4. CPI inflation components
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Source: Stats NZ, Bloomberg, RBNZ, Macrobond, ANZ Research
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https://www.anz.co.nz/content/dam/anzconz/documents/economics-and-market-research/Latest-forecasts.xlsx

Contact us

Meet the team

Sharon Zollner
Chief Economist

Follow Sharon on X
@sharon_zollner

We welcome your questions and feedback. Click here for more information about our team.

General enquiries:
research@anz.com

Follow ANZ Research
@ANZ_Research (global)

Telephone: +64 9 357 4094
Email: sharon.zollner@anz.com

David Croy
Senior Strategist

Market developments, interest
rates, FX, unconventional
monetary policy, liaison with
market participants.

Telephone: +64 4 576 1022
Email: david.croy@anz.com

Miles Workman
Senior Economist

Macroeconomic forecast
co-ordinator, economic
developments, GDP and activity
dynamics, fiscal and monetary

policy.

Telephone: +64 21 661 792
Email: miles.workman@anz.com

Natalie Denne
PA / Desktop Publisher

Business management, general
enquiries, mailing lists,
publications, chief economist’s
diary.

Telephone: +64 21 253 6808
Email: natalie.denne@anz.com
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Susan Kilsby
Agricultural Economist

Primary industry developments
and outlook, structural change
and regulation, liaison with
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Telephone: +64 21 633 469
Email: susan.kilsby@anz.com

Henry Russell
Economist

Macroeconomic forecasting,
economic developments, labour
market dynamics, inflation and
monetary policy.

Telephone: +64 21 629 553
Email: henry.russell@anz.com

Kyle Uerata
Economic Statistician

Economic statistics, ANZ
proprietary data (including ANZ
Business Outlook), data capability
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Telephone: +64 21 633 894
Email: kyle.uerata@anz.com
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Important notice

Last updated: 20 February 2024

The opinions and research contained in this document (in the form of text, image, video or audio) are (a) not personal
financial advice nor financial advice about any product or service; (b) provided for information only; and (c) general in
nature and do not take into account your financial situation or goals.

This document may be restricted by law in certain jurisdictions. Recipients must observe all relevant restrictions.

Disclaimer for all jurisdictions: This document is prepared by ANZ Bank New Zealand Limited (ANZ Centre, 23-29 Albert Street,
Auckland 1010, New Zealand). This document is distributed in your country/region by Australia and New Zealand Banking Group Limited
(ABN11 005 357 522) (ANZ), a company incorporated in Australia or (if otherwise stated), by its subsidiary or branch (herein collectively
referred to as ANZ Group). The views expressed in it are those of ANZ Economics and Markets Research, an independent research team of
ANZ Bank New Zealand Limited.

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 in it is intended to be an invitation, solicitation or offer by ANZ Group 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 Group would be subject to additional licensing or registration requirements. Further, any products
and services mentioned in this document may not be available in all countries.

ANZ Group in no way provides any personal 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 and made
on reasonable grounds on the date it was published, ANZ Group does not represent or warrant the accuracy or completeness of the
information. Further, ANZ Group 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.

This document may contain forward looking statements or opinions including statements regarding our intent, belief or current expectations
regarding economic and market conditions, financial instruments and credit markets. Such statements are usually predictive in character,
may not be accurate once the future becomes known and should not be relied upon when making investment decisions. Past performance
is not a reliable indicator of future performance. ANZ does not accept any responsibility to inform you of any revisions to these forward-
looking statements to reflect events or circumstances occurring after the date of 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 Group 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. Any 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 Group 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. The contents of this document have not been reviewed by any regulatory body
or authority in any jurisdiction.

ANZ Group may have an interest in the subject matter of this document. They may receive fees from customers for dealing in any 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 any 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 Group’s policies on conflicts of interest and ANZ Group maintains appropriate
information barriers to control the flow of information between businesses within the group.

Your ANZ Group point of contact can assist with any questions about this document including for further information on these disclosures of
interest.

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 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.


https://www.anz.com.au/content/dam/anzcomau/documents/pdf/financial-services-guide.pdf?searchterm=financial-services-guide&searchposition=1&searchfilters=audience:all,theme:all
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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
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