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GDP Underdone and Understated






Growth weaker than officialdom’s forecasts
But we think inflation will surprise the other way
One-offs dent Q1 expansion
Fiscal easing will provide a H2 boost
Weakening confidence a concern for future
investment

-

New Zealand GDP grew 0.5% in the first quarter of 2018.
While a less than stunning outcome, the annual expansion
of 2.7% still looks acceptable. Moreover, this quarter’s
data was nobbled by a number of one-offs that made
things look a little worse than they actually are. And,
perhaps more importantly, the second half of this year will
see a big boost to the economy provided by a substantial
easing in fiscal policy. Accordingly, we think annual
growth will climb back up to three percent by the end of
the September quarter. A level that will continue to put
pressure on New Zealand’s dwindling ability to supply the
economic outputs that are being demanded.
In terms of the one-offs that the economy faced this
quarter, they include:
A significant reduction in car sales thanks to stink bugs
preventing vehicles crossing the wharves;
Adverse weather conditions reduced the forestry
harvest, construction and, possibly, retail spending;
The end of significant post-Kaikoura earthquake
construction projects;
Gas supply constraints due to maintenance and repair
work;

-

Growth – Down But Not Out

A drop in meat processing thanks to a previously early
kill because of dry weather concerns at the time; and
What appears to be a negative impact on activity from
an early Easter.

As much of this will resolve itself in the second quarter,
our initial pick for Q2 GDP growth is 0.8%. With the fiscal
stimulus on board in Q3, we are looking at growth for that
quarter pushing even higher to 1.0%.
Some commentators were quick to suggest that
weakening business and consumer confidence were
responsible for the quarter’s softening. We don’t believe
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this. That said, we are strongly of the view that investment
activity is starting to be adversely impacted by a
combination of increasing input costs and political
uncertainty. And it is one of the key reasons why our
medium term forecast track is below consensus.
Nonetheless, we think it premature to conclude that
this is reflected in today’s data.

Today’s release was in line with market projections,
and our own. But it was below the quarterly estimates
of both Treasury and the central bank. We had warned
post budget that government revenue expectations
might be a bit optimistic given our expectations for the
evolution of the real economy. These data did nothing to
dispel that view.

Importantly, though, while some folk question the
reliability of business surveys in picking future growth, we
are cognisant from feedback from our own customer base
that decisions are being put on hold while businesses
come to grips with the new operating environment. Any
reduction in uncertainty can only help support future
activity while any increase in concerns would most
definitely negatively impact future growth.

We also see these figures as being ”the first leg of the
double”. For some time now we have been pushing the
view that GDP would surprise the RBNZ to the downside
while CPI inflation would surprise to the up. We are
forecasting Q2 CPI inflation of 0.6% compared with the
RBNZ’s 0.4% pick.
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On this basis, we caution market participants against
getting too dovish on future RBNZ actions based on
misses in real economy outcomes. As it turns out the
GDP data didn’t seem to faze anyone. Neither the NZD
nor fixed interest rates moved.
stephen_toplis@bnz.co.nz
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