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The economy got off to a surprisingly sluggish start to the year, with
growth only rebounding modestly off what was a mediocre (and weatherimpacted) December quarter. However, we view this as a mild hiccup,
with underlying momentum stronger than these numbers imply. In fact, a
number of the forward indicators we monitor point to an acceleration in
growth momentum over the second half of 2017.



That said, today’s figures clearly allow the RBNZ to remain cautious and
watchful. We do see growth rising to a pace that will mildly eat into spare
capacity. However, until that shows up in actual inflation outcomes it is
not going to sway the RBNZ from its ultra-neutral stance.
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KEY POINTS


The economy expanded by just 0.5% q/q over the first three
months of 2017. That was below consensus expectations (and well
below the RBNZ’s 0.9% pick), and represents only a mild rebound from
the soft end to 2016, which was weighed down by some temporary
weather disruptions. Annual growth fell from 2.7% to 2.5% y/y.



Across the components of production GDP, 11 of the 16 industries
recorded positive growth. In particular, agricultural production rose by
4.3% q/q, rebounding from Q4 weakness on the back of stronger milk
production. However, services industries (0.4% q/q overall) were
surprisingly soft (particularly in the context of strong population growth),
with stronger retail and accommodation activity offset by weaker
transport, postal and real estate services. Construction activity fell by
2.1% q/q, reflecting falls across all building sectors. This was the biggest
fall in over two years, but comes after a string of strong readings.



The equivalent expenditure GDP measure showed just 0.2% q/q
growth. Despite a strong contribution from private consumption (+1.2%
q/q), and a huge lift in plant & business investment (+13% q/q), growth
was weighed down by a contraction in residential investment, a large drag
from net exports (-0.7%pts) and a run-down in inventories (-0.7%pts).
Negative contributions from both net exports and inventories in the same
quarter is relatively uncommon for New Zealand and we expect that to
reverse over the coming quarters.



There will no doubt be the naysayers highlighting poor growth in
per capita terms. And at -0.1% q/q (+0.9% y/y), the second
consecutive quarterly contraction, we wouldn’t deny that it is weak.
However, we take a more sanguine view overall. Migrants (the key driver
of population growth) do not instantly slot into the economic system; like
any worker who starts a new job, they take time to fit in and deliver value
add. The disruptive impact of natural disasters should also not be
discounted when viewing the economy’s disappointing productivity
performance. However, with hours worked contracting in Q1, implied
productivity growth actually did post a decent bounce.



Income-based measures were surprisingly mixed. Nominal GDP
posted a 1.4% q/q lift (+6.2% y/y), on the back of terms of trade
strength. But despite the latter, real gross national disposable income
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2017Q1 GDP

(RGNDI) surprisingly fell 0.3% q/q (+3.4% y/y)
due to a large fall in net income from the rest of
the world (a key part of the deterioration in
yesterday’s current account figures). Again, we
expect the contraction in RGNDI to be temporary.


Stepping back, although the headline result
is a clear disappointment, we don’t believe it
is a true reflection of growth momentum
across the economy at present (and the lack
of reaction on the part of the NZD to today’s
figures suggests the market is taking a similar
view). And importantly, putting aside the
historical nature of today’s figures, forward
indicators remain positive overall. Despite a
backdrop of softer housing activity, difficulties
finding staff and increasing capital constraints,
we see momentum accelerating over the quarters
ahead to a rate that we believe will continue to
marginally eat into spare capacity.
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FIGURE 4. CONTRIBUTIONS TO QUARTERLY GROWTH
IN EXPENDITURE-BASED GDP
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FIGURE 2. PRODUCTION-BASED GDP COMPONENTS
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of the relevant website (collectively, “recipient”). This document is confidential and 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 document is intended to be an offer to sell, or a solicitation of an offer to buy, any product, security,
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 document are deemed to be offered in the jurisdiction in which this document 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
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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
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 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,
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 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. This document is published in accordance
with ANZ’s policies on Conflicts of Interest and Information Barriers.
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
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the PRA and the FCA. Germany. This publication is distributed in Germany by the Frankfurt Branch of ANZ solely for the information of its
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investors must seek licensed professional advice should they wish to make any investment in relation to this publication.
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