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Dip into the danger zone 

 We expect Q1 2018 GDP grew 0.4%, with soft activity likely to be seen across a number of industries.   

 But a strong bounce-back is possible in Q2, which would mean underlying growth is merely average rather than 
mediocre.  

 Weak post-election business confidence threatens to derail growth outlook, despite firm fundamentals. 

 

Summary & implications  
We expect GDP growth of 04% in Q1 2018, which would see a further deceleration in annual GDP growth.  However, 

many forward-looking indicators are positive for Q2 and we do expect some payback from a weak number.  Our 

forecasts for Q1 and Q2 GDP growth is only 0.1% weaker than the RBNZ’s May Monetary Policy Statement forecast.  

Our key concern is not so much soft growth in Q1 but the prospect for the underlying pace of growth to weaken 

further if business confidence remains low into the second half of 2018. 

 

We expect Q1 GDP growth of 0.4% 
We expect soft Q1 GDP growth of just 0.4%, which follows the sub-par growth performance over the second half of 

2017.  As a result, annual growth will continue to decelerate and fall to 2.5% (from 2.9%) and annual average growth 

will ease to 2.7% (from 2.9%).   This outcome would be weaker than the RBNZ’s May Monetary Policy Statement 

forecast of 0.7%.  However, we also have some payback penciled in for Q2 and as a result we forecast annual growth 

to be only slightly weaker than the RBNZ expects by the end of Q2.   

Widespread Q1 weakness, albeit temporary in many industries 
The subdued nature of Q1 growth is likely to be broad based across industries. But there is also a recurring theme of 

forward-looking indicators suggesting the weakness in Q1 is likely to be temporary.  It’s hard to say why so many 

industries saw weaker than average growth.  It’s possible that the volatile weather in Q1 may have played a part, with 

storms and king-tide flooding possibly causing some disruption in activity, but this is mere speculation.    

The primary sector is likely to be weighed by a fall in livestock slaughter and fall in forestry activity.  In Q2 we expect 

to see some payback due to a recovery in both livestock slaughter and forestry, with additional support from a 

GDP - March 2018 Previous ASB RBNZ Market

quarterly % growth 0.6 0.4 0.7 0.5

annual % growth 2.9 2.5 2.9 2.7

annual average % growth 2.9 2.7

mailto:jane.turner@asb.co.nz
mailto:mark.smith4@asb.co.nz


  

 

Economic Update  |  15 June 2018 

recovery in dairy production over Q2 (as production returns 

to normal levels after a weather-impacted season).  

Activity in goods-producing industries is likely to remain fairly 

flat over Q1, with small dip in construction sector activity.  

Manufacturing activity is likely to provide some offset with 

relatively modest growth. Forward-looking indicators point to 

stronger growth in both these sectors in Q2.  Activity 

indicators for electricity and wholesale trade also point to soft 

Q1 production growth.  The Q1 retail trade survey was weak, 

but this looks to be temporary as vehicle sales fell on 

disruptions to vehicle imports.   

Meanwhile, the services sector also looks to have only grown 

modestly. Our indicators are largely based off the Quarterly 

Employment Survey (QES) (which is the main reason for some 

weak services forecasts in Q1) so there is always potential for 

stronger outcomes in services.  

Weak exports, household spending and 
construction to weigh on expenditure.  
From the expenditure side, the economy also looks weak.  

The retail trade survey suggests Q1 household spending 

growth was soft.  Weak construction activity will weigh on 

investment – although indicators suggest investment in plant 

and machinery equipment may have grown on top of Q3’s strong lift (which would be encouraging to see if proves 

correct).  Trade data point to a fall in exports, resulting in a substantial drag on GDP growth.  

Weak business confidence suggests underlying growth to remain soft 
Some of the weakness in Q1 growth is temporary, and we do expect some pay back in Q2 – with a 1% qoq increase 

currently penciled in.  Nonetheless, if our H1 2018 forecasts prove correct, the underlying pace of growth over these 

two quarters remains slightly underwhelming given that population growth remains strong.    

Furthermore, the post-election slump in business confidence has lasted longer than we had initially expected (in 

particular, measures of businesses’ expectations for their own activity along with employment and investment 

intentions).   Low confidence in commercial construction and agriculture reflect challenges facing these particular 

industries, but beyond these sectors the broad-based nature of low confidence is surprising and concerning.  

NZ’s economic fundamentals are strong.  Global demand for NZ exports of goods and services is strong.  Our export 

prices are high and our import prices are low.  Interest rates remain low and stimulatory.   The labour market is 

gradually tightening.  Net migration is running close to record highs, and the mix of migrants has shifted away from 

thrifty students and towards those on working visas (who are likely to spend more on goods and services in NZ). Soft 

GDP growth and weak business confidence are somewhat of a conundrum.   

Regardless of the outcome for Q1, we expect the RBNZ will continue to champion the strong fundamentals for 

growth outlook and continue to play its part by holding interest rates at low levels for at least another year to 

come.  
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Disclaimer 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or 
needs. Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard 
to your objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.   

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based 
on the information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as 
to accuracy, reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this 
document are subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed 
elsewhere by ASB Bank Limited. We are under no obligation to, and do not, update or keep current the information contained in this document. 
Neither ASB nor any person involved in the preparation of this document accepts any liability for any loss or damage arising out of the use of all or 
any part of this document.   

Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to 
contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant 
that any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.   
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