Economic Note
Q2 2018 GDP Preview
13 September 2018

Sparkle and fade


We expect Q2 2018 GDP grew 0.9%, with activity bouncing back somewhat from a soft start to the year.



Nonetheless, the underlying pace of growth has slowed since 2016.



The continued slide in business sentiment suggests the trend pace of growth could slow further over H2 2018.

Summary & implications
Statistics NZ releases its estimate of Q2 GDP on Thursday 20th September, 10.45am NZT. We expect strong quarterly
growth of 0.9% over Q2, which is mild payback from the subdued 0.5% increase over Q1. According to our forecasts,
the average pace of growth over the first half of 2018 was hardly spectacular, particularly given of all the supports
underpinning the economy such as low interest rates, high Terms of Trade and high rates of population growth. We
expect annual GDP growth of 2.7%, a significant slowdown from the pace of growth recorded over 2015 and 2016.
Furthermore, the continued deterioration in business confidence (in particular the change in business intentions over
recent months) materially increases the risk that trend growth slows further over the second half of the year.
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A key theme of our Q2 GDP forecast is payback; with strong Q2 growth
in certain industries following unusually weak growth over Q1. This
includes:
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A strong lift in the GDP value-add from electricity generation
Source: Stats NZ, ASB
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recovered);
A bounce back in agricultural and forestry production (with dairy production recovering to normal levels
during the low season, following production falls over the second half of 2017);
A bounce back in Retail Trade, Wholesale Trade and Arts, Recreation and Other Services.

In addition, the manufacturing sector also looks to remain a key support for GDP growth over Q2, along with the
construction sector (albeit to a lesser extent than the growth in dwelling consents since late 2017 would suggest).
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From an expenditure basis, a key support to GDP growth comes from strong goods exports, with commodities such
as dairy, meat and kiwifruit all performing well in Q2. We also expect household demand remained resilient, based
off the continued strength in the Retail Trade Survey. While investment will remain supported by strong transport
investment, some cracks in the economy may start to show as we expect a small fall in plant and machinery
investment.

Business confidence may weigh on Q3 growth

%

While the economy looks to have sparkled over Q2, forward-looking
indicators suggest that momentum may have fizzled out over Q3.
We have 0.6% qoq growth pencilled in for Q3, but the skew of risks to
the downside are growing. The key area of concern is the continued
slide in business confidence in the ANZ monthly survey and the slump
in business employment and investment intentions. The ANZ own
activity measure (i.e. expectations for activity over the next year of
the respondents’ own business) suggests a quarterly underlying
growth rate of just 0.4-0.5%. However, we continue to put more
emphasis on the NZIER Quarterly Survey of Business Opinion (QSBO)
measures, and over the first half of the year the QSBO survey was
more upbeat than the ANZ survey. As such, we remain cautious
about trimming our growth outlook by too much over H2 2018.
Nonetheless, if business confidence does not improve from
current levels soon, we will adjust our Q4 GDP growth forecast
lower.
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RBNZ Implications:
Given much of Q2’s lift is really just catching up from Q1’s
underwhelming performance (and was reasonably well
foreshadowed by indicators) we were surprised by the RBNZ’s
August Monetary Policy Statement Q2 GDP forecast of just 0.5%
quarterly growth. The RBNZ stands to see a significant positive
surprise if growth posts close to our expectations. However,
we are unsure how the RBNZ will respond to this surprise given
the continued slide in business confidence, particularly
business employment and investment intentions. For example,
we have just 0.6% growth pencilled in for Q3 (with a growing
skew of downside risk), while the RBNZ has a more upbeat 0.8%.
It’s likely that as the RBNZ considers its near-term GDP
forecasts for the upcoming OCR review, a stronger Q2 outcome
would be offset by downward revisions to the second half of
2018. Regardless of what Q2 GDP growth does, we anticipate
the RBNZ will instead focus on the outlook and continue to
emphasise its readiness and willingness to act if weak business
confidence does spill over into weaker economic output.
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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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