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Q1 building boom masks weak underbelly 

 Q1 GDP growth lifted 0.6% qoq and annual growth remained at 2.5%.  Strong construction and mining activity 
boosted an otherwise soft quarter for the economy.  

 Services growth was weaker than expected and a continued slowdown in household spending and plant, 
equipment & machinery investment should concern the RBNZ.  

 Q1 GDP growth was slightly stronger than the RBNZ expected, and we expect the RBNZ to leave the OCR 
unchanged at next week’s OCR review.  However, we continue to expect the RBNZ to cut the OCR 25 basis 
points at the August Monetary Policy Statement.  
 

  

 

Summary & implications  
Q1 GDP rose 0.6% qoq, in line with market expectations but slightly stronger than the Reserve Bank of New 

Zealand’s (RBNZ) May Monetary Policy Statement (MPS) forecast of 0.4% growth.  Strong construction and mining 

activity provided a boost to an otherwise soft quarter for the 

economy.  Economic growth has decelerated over the past year and 

the weakness within the services sector and household spending will 

be particularly concerning for the RBNZ going forward.  

The RBNZ cut the OCR 25 basis points in May, and we expect the 

RBNZ to cut again in August.  From the RBNZ’s perspective in May, a 

follow-up OCR cut was not a done deal.  Q1 GDP was not as weak as 

expected (for the RBNZ) and on its own may not prompt further 

action from the RBNZ.  We expect the RBNZ to leave the OCR 

unchanged at the upcoming June OCR review. However, subdued 

business confidence and the continued deterioration in global 

economic conditions may still sway the RBNZ to cut the OCR at least 

once more. 

 

 

GDP - March 2019 Previous Actual ASB RBNZ Market

quarterly % growth 0.6 0.6 0.5 0.4 0.6

annual % growth 2.5 2.5 2.3 2.2 2.4

annual average % growth 2.9 2.7 2.6
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Growth boosted by building 
Q1 GDP lifted 0.6% qoq, led by strong growth in goods-producing industries – building construction activity in 

particular.  This strength was offset by very subdued growth in the service sectors and a contraction in the primary 

industries – led by a fall in dairy production due to hot, dry weather conditions.  

Most of Q1’s growth was due to a very strong lift in construction activity, with previously-released figures showing a 

strong increase in non-residential building activity.  Meanwhile, residential investment also recorded decent growth 

over Q1, while all ‘other’ non-building construction contracted by 6.4%.  The extent of the construction sector’s lift 

over one quarter was particularly surprising for an industry which had appeared to long ago to have used up any spare 

capacity.  It’s possible that favourable weather conditions over the summer allowed for projects to make decent 

progress without the disruption of storm, which have impacted activity in previous recent summers.  

Services sector growth slows sharply 
The Q1 lifts in mining and construction are unlikely to be repeated going 

forward, and excluding these two sectors, economic growth over the 

March quarter was soft.  In particular, growth in the services sector was 

much weaker than expected, rising just 0.2% over the quarter – the 

weakest quarterly lift since December 2010.  Retail trade and 

accommodation recorded an unexpected contraction. The fall in tourism 

activity over the quarter, due to lower overseas visitor numbers, was a 

larger drag on Q1 growth than we had anticipated.  Meanwhile, rental, 

hiring and real estate services also contracted, largely due to the soft 

housing market over Q1, with fewer property sales taking place.  In 

addition, information, media and communications activity also 

contracted.   There were some pockets of strength in Q1 services, with 

transport, postal and warehousing up strongly as well as health care and 

social assistance.  

Business investment weak and household spending soft 
From an expenditure basis, as expected exports of goods were strong, led by big lift in dairy exports (likely an 

unwinding of stock levels, as dairy production contracted over the quarter).  Weak tourism arrivals weighed on 

exports of services.  Investment was propped up by strong building construction activity.  Of note, plant and 

machinery investment was a touch weaker than expected and is now 1% below year-ago levels.  The weakness over 

the past year confirms the fall in business confidence has translated to lower business investment activity, and it 

raises some concern that businesses may start to pull back on employment next. Meanwhile, household spending 

growth remains muted despite low interest rates and a strong labour market.  Once the construction-related boost 

to growth is removed, the underlying picture is one of an economy struggling to maintain momentum. 

RBNZ Implications 
Q1 GDP growth was slightly stronger than the RBNZ assumed in the May MPS.  In addition, the revisions to the 

estimates of annual growth suggest there may have been a touch more momentum in the economy than previously 

thought (Q4 annual growth was revised to 2.5% yoy, from 2.3% yoy previously).  The Q1 GDP result on its own may 

not convince the RBNZ that further stimulus is needed.  However, subdued business confidence and the continued 

deterioration in global economic conditions may sway the RBNZ to cut the OCR at least once more.  Furthermore, we 

believe that the strong Q1 lift in construction output masks a relatively soft quarter for economic growth.  We 

continue to expect the RBNZ will cut the OCR 25 basis points again later this year, with August still the most likely 

timing for that cut. 
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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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