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STRONG END TO 2015 BUT LOTS OF
UNCERTAINTY AHEAD
KEY POINTS


The 0.9% q/q rise in production-based GDP (+2.3% y/y) was stronger than
the 0.7% q/q March MPS and consensus pick, and our own 0.6% expectation.
Eleven of the 16 broader production components rose.



But despite the headline surprise, growth in the services (+0.8% q/q, 2.4%
y/y), goods (+0.3% q/q, 1.7% y/y), and primary sectors were broadly in
line with our expectations.



To us, the main surprise was mainly technical in nature (balancing item) so
it needs to be downplayed a little. Even so, the solid outturn was consistent
with the spirit of our proprietary indicators, which flagged a strengthening
in underlying growth momentum in the second half of the year.



Expenditure-based GDP rose a stronger 1.1% q/q (+3.7% y/y),
underpinned by inventory accumulation. This points to potential recoil over
early 2016.



Low inflation and the declining terms of trade are sapping nationwide
incomes, with quarterly nominal GDP falling 0.1% q/q (+3.5% y/y). Real
gross national disposable incomes were up a tepid 0.4% q/q in Q4, with
annual average growth slowing to 1.4%. On a per-capita basis, the
economy hardly moved over 2015.



But this data is historical, and we are now well into 2016. Slowing global
growth, dairy wobbles and tightening financial conditions are flagging
downside risks. Viewed in combination with low inflation and easing
inflation expectations, that’s an environment where the odds favour an
even lower OCR.
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DATA REVIEW
DATA WRAP
The 0.9% q/q rise in production-based GDP in
Q4 was stronger than the 0.7% q/q pick in the March
MPS and the market consensus. Annual growth was
steady at 2.3% y/y, with annual average growth
slowing to 2.5% for the 2015 calendar year. This is
down from the 3.7% expansion over 2014.
The increase was also above our 0.6% q/q
expectations. However, the major surprise to us
was the stronger-than-expected contribution from the
seasonal balancing item (+0.3ppts), so the “miss”
has some statistical noise in it. Growth in the services
(+0.8% q/q, 2.4% y/y), goods (+0.3% q/q, 1.7%
y/y), and primary sectors were broadly in in line with
our expectations.
FIGURE 2. PRODUCTION-BASED GDP COMPONENTS
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That said, the strength in Q4 was consistent
with the positive signs from many of our
proprietary indicators. And notwithstanding some
statistics quirks, the economy clearly had reasonable
underlying growth momentum in the second half of
last year, with the services sector picking up the
growth baton.
Eleven of the 16 broader production
components rose in Q4. Ten of the 11 services
industries saw lifts. Strength was particularly evident
in the business services sector, likely benefiting from
strengthening employment (arts & recreation
services, and “other” services). Support from
increasing borrowing (finance & insurance) and the
booming tourism sector (retail & accommodation)
was also evident. The Q4 lull in house sales activity
coincided with more moderate moves in rental, hiring
& real estate services, and business services activity.
There was also some evidence of recoil in sectors
that were strong in Q3, particularly transport, postal
& warehousing. Areas of weakness look to be related
to climatic conditions (falls in agriculture (-1.7%

q/q), food & beverage manufacturing (-4.1% q/q),
and electricity (-1.3% q/q).
Expenditure GDP posted a 1.1% increase, with
annual growth rising to 3.7% – its strongest
rate in four years. Stronger inventory
accumulation and consumer spending were evident
over the latter part of 2015. After a run-down in Q3,
inventories contributed 1.3 percentage points to
quarterly growth in Q4, led by higher manufacturing
and distribution inventories. This is all fine and well if
firms have correctly predicted that the demand
environment will continue to strengthen. It becomes
more of a problem if firms find it more difficult to
offload stock. This is when it has implications for
future production.
The combination of strong population growth,
historically low interest rates and solid labour
income growth have clearly supported
consumer spending, with sizeable increases in
durable, non-durable and services consumption in the
quarter. There was an element of recoil for fixed
asset investment following the Q3 surge, with
sizeable falls in transport equipment and plant &
machinery overshadowing climbs in construction
investment. The recent bout of global market
volatility and increasing concerns over the global
outlook could well contribute to ongoing hesitancy
over capital investment despite the low interest rate
environment. Overall, investment in fixed assets
slipped 1.1% q/q, but this followed a 2.6% lift in Q3.
FIGURE 3. CONTRIBUTIONS TO EXPENDITURE-BASED
GDP
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Export volumes tracked sideways over the
quarter (+0.2% q/q, +3.5% y/y). There were
offsetting movements for goods (+0.7% q/q), with
rises for meat, coal & petroleum, and other food &
beverage exports, offset by large falls for metals
products & equipment and smaller falls for dairy and
textiles. Services exports were down 0.9% on lower
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Low inflation and the declining terms of trade are
sapping nationwide incomes, with quarterly nominal
GDP falling 0.1% q/q (+3.5% y/y). Real gross
national disposable incomes were up a tepid 0.4% in
Q4, with annual average growth slowing to 1.4%.

FIGURE 4. GDP & REAL GROSS NATIONWIDE
DISPOSABLE INCOME GROWTH
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FIGURE 5. GDP FINANCIAL CONDITIONS
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The stronger-than-expected GDP result was partly
overshadowed by the dovish Fed announcement. NZD
initially spiked about 80 pips following the data, but
the reaction was fleeting, with the NZD soon back to
where it was immediately prior to the release. The
reaction in the local rates market was minimal, with a
1-2bp lift in wholesale rates, with moves again
overshadowed by the Fed.
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IMPLICATIONS
Today’s report confirmed the economy ended
the year with reasonable momentum after a
sluggish first half. At the margin, the stronger
result suggests a slight upward starting point surprise
to the RBNZ’s estimates of capacity pressures,
although it does not appear to be sufficiently large to
suggest a change of tack from the Bank.
But this data is historical and we are now well into
2016, with slowing global growth, dairy wobbles and
tightening financial conditions flagging downside
risks. Viewed in combination with low inflation and
easing inflation expectations, that’s an environment
where the odds favour an even lower OCR. We expect
50bps of cuts over 2016.

Index (inverse)

The GDP result clearly highlighted the support
provided by stronger population. We note that
real GDP per capita increased just 0.3% over the
quarter, with real gross disposable nationwide
incomes down 0.4% on a year ago.

IMMEDIATE MARKET REACTION

Annual % change

visitor spending, but were still up close to 7%
compared a year ago. Import volumes managed a
0.7% q/q rise but were up just 0.4% over the last 12
months, with the progressive slowing evident in
services imports.

FCI (adv 10 mths, RHS)

ANZ Data Review / 17 March 2016 / 4 of 5

IMPORTANT NOTICE
The distribution of this document or streaming of this video broadcast (as applicable, “publication”) may be restricted by law in certain
jurisdictions. Persons who receive this publication must inform themselves about and observe all relevant restrictions.
1. Disclaimer for all jurisdictions, where content is authored by ANZ Research:
Except if otherwise specified in section 2 below, this publication is issued and distributed in your country/region by Australia and New Zealand
Banking Group Limited (ABN 11 005 357 522) (“ANZ”), on the basis that it is only for the information of the specified recipient or permitted
user of the relevant website (collectively, “recipient”). This publication may not be reproduced, distributed or published by any recipient for
any purpose. It is general information and has been prepared without taking into account the objectives, financial situation or needs of any
person. Nothing in this publication is intended to be an offer to sell, or a solicitation of an offer to buy, any product, instrument or investment,
to effect any transaction or to conclude any legal act of any kind. If, despite the foregoing, any services or products referred to in this
publication are deemed to be offered in the jurisdiction in which this publication is received or accessed, no such service or product is
intended for nor available to persons resident in that jurisdiction if it would be contradictory to local law or regulation. Such local laws,
regulations and other limitations always apply with non-exclusive jurisdiction of local courts. Certain financial products may be subject to
mandatory clearing, regulatory reporting and/or other related obligations. These obligations may vary by jurisdiction and be subject to
frequent amendment. Before making an investment decision, recipients should seek independent financial, legal, tax and other relevant
advice having regard to their particular circumstances.
The views and recommendations expressed in this publication are the author’s. They are based on information known by the author and on
sources which the author believes to be reliable, but may involve material elements of subjective judgement and analysis. Unless specifically
stated otherwise: they are current on the date of this publication and are subject to change without notice; and, all price information is
indicative only. Any of the views and recommendations which comprise estimates, forecasts or other projections, are subject to significant
uncertainties and contingencies that cannot reasonably be anticipated. On this basis, such views and recommendations may not always be
achieved or prove to be correct. Indications of past performance in this publication will not necessarily be repeated in the future. No
representation is being made that any investment will or is likely to achieve profits or losses similar to those achieved in the past, or that
significant losses will be avoided. Additionally, this publication may contain ‘forward looking statements’. Actual events or results or actual
performance may differ materially from those reflected or contemplated in such forward looking statements. All investments entail a risk and
may result in both profits and losses. Foreign currency rates of exchange may adversely affect the value, price or income of any products or
services described in this publication. The products and services described in this publication are not suitable for all investors, and transacting
in these products or services may be considered risky. ANZ and its related bodies corporate and affiliates, and the officers, employees,
contractors and agents of each of them (including the author) (“Affiliates”), do not make any representation as to the accuracy, completeness
or currency of the views or recommendations expressed in this publication. Neither ANZ nor its Affiliates accept any responsibility to inform
you of any matter that subsequently comes to their notice, which may affect the accuracy, completeness or currency of the information in
this publication.
Except as required by law, and only to the extent so required: neither ANZ nor its Affiliates warrant or guarantee the performance of any of
the products or services described in this publication or any return on any associated investment; and, ANZ and its Affiliates expressly
disclaim 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 publication.
If this publication has been distributed by electronic transmission, such as e-mail, then such transmission cannot be guaranteed to be secure
or error-free as information could be intercepted, corrupted, lost, destroyed, arrive late or incomplete, or contain viruses. ANZ and its
Affiliates do not accept any Liability as a result of electronic transmission of this publication.
ANZ and its Affiliates may have an interest in the subject matter of this publication as follows:
 They may receive fees from customers for dealing in the products or services described in this publication, and their staff and introducers
of business may share in such fees or receive a bonus that may be influenced by total sales.
 They or their customers may have or have had interests or long or short positions in the products or services described in this
publication, and may at any time make purchases and/or sales in them as principal or agent.
 They may act or have acted as market-maker in products described in this publication.
ANZ and its Affiliates may rely on information barriers and other arrangements to control the flow of information contained in one or more
business areas within ANZ or within its Affiliates into other business areas of ANZ or of its Affiliates.
Please contact your ANZ point of contact with any questions about this publication including for further information on these disclosures of
interest.
2. Country/region specific information:
Australia. This publication is distributed in Australia by ANZ. ANZ holds an Australian Financial Services licence no. 234527. A copy of ANZ's
Financial Services Guide is available at http://www.anz.com/documents/AU/aboutANZ/FinancialServicesGuide.pdf and is available upon
request from your ANZ point of contact. If trading strategies or recommendations are included in this publication, they are solely for the
information of ‘wholesale clients’ (as defined in section 761G of the Corporations Act 2001 Cth). Persons who receive this publication must
inform themselves about and observe all relevant restrictions.
Brazil. This publication is distributed in Brazil by ANZ on a cross border basis and only following request by the recipient. No securities are
being offered or sold in Brazil under this publication, and no securities have been and will not be registered with the Securities Commission CVM.
Brunei. Japan. Kuwait. Malaysia. Switzerland. Taiwan. This publication is distributed in each of Brunei, Japan, Kuwait, Malaysia,
Switzerland and Taiwan by ANZ on a cross-border basis.
Cambodia. APS222 Disclosure. The recipient acknowledges that although ANZ Royal Bank (Cambodia) Ltd. is a subsidiary of ANZ, it is a
separate entity to ANZ and the obligations of ANZ Royal Bank (Cambodia) Ltd. do not constitute deposits or other liabilities of ANZ and ANZ is
not required to meet the obligations of ANZ Royal Bank (Cambodia) Ltd.
European Economic Area (“EEA”): United Kingdom. ANZ in the United Kingdom is authorised by the Prudential Regulation Authority
(“PRA”). 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 publication is distributed in the United Kingdom by 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 PRA and the FCA. Germany. This publication is distributed in Germany by the Frankfurt Branch of ANZ solely for the information
of its clients. Other EEA countries. This publication is distributed in the EEA by ANZ Bank (Europe) Limited (“ANZBEL”) which is authorised
by the PRA and regulated by the FCA and the PRA in the United Kingdom, to persons who would come within the FCA definition of “eligible
counterparty” or “professional client” in other countries in the EEA. This publication is distributed in those countries solely for the information
of such persons upon their request. It is not intended for, and must not be distributed to, any person in those countries who would come
within the FCA definition of “retail client”.
Fiji. For Fiji regulatory purposes, this publication 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 publication.
Hong Kong. This publication is 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. If in doubt about the contents of
this publication, you should obtain independent professional advice.
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