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Growth at six-year low – down, but not out 

 Q2 GDP grew 0.5% qoq (2.1% yoy), modestly above market expectations, but in line with the ASB/RBNZ pick.  
Growth remained uneven, with the services sector and agriculture keeping the economy afloat. 

 Growth momentum has slowed with annual GDP growth at a six-year low. 

 This period of sluggish performance is set to continue, and we expect growing spare capacity will see the 
RBNZ cut the OCR again in November.  

 

GDP – Q1 2019 Q2 19 Q2 19 Forecasts 

 Actual Market ASB RBNZ 

quarterly % growth 0.5 0.4 0.5 0.5 

annual % growth 2.1 2.0 2.1 2.0 

 

  

Summary and implications  
Q2 GDP rose 0.5% qoq, in line with our forecasts and those of the Reserve 

Bank of New Zealand (RBNZ).  This marked the fourth successive quarter 

that quarterly GDP growth has failed to exceed its trend rate, with annual 

growth the lowest in six years.  Despite widespread capacity constraints, 

business investment has remained weak, and if it fails to improve it will likely 

weigh on the duration of the economic expansion.  

We will be closely looking for signs that the 75bps in OCR cuts delivered by 

the RBNZ so far this year is gaining traction.  Subdued business confidence, 

signs that consumers are hunkering down rather than opening their wallets, 

and the weaker global economic outlook suggest that the economy will 

struggle to regather momentum. We expect at least one further OCR cut 

(November), with the risk the OCR moves lower over 2020.  

 

Services sector does the heavy lifting 
Q2 production-based GDP rose 0.5% qoq (2.1% yoy), slightly above market (0.4% qoq) expectations, but in line with 

our 0.5% qoq pick.  Historical revisions to the overall GDP figures were minuscule.   

Much of the heavy lifting in the June quarter was done in the services sector (0.7% qoq), with solid contributions 

from arts and recreation (2.8% qoq), public administration and safety (1.8% qoq), transportation (1.8% qoq), and 
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hiring and real estate services (1.0% qoq).  Retail and accommodation GDP rose 0.7% qoq despite a sluggish outturn 

for retail trade. There were a few notable exceptions within the services sector, with soft outturns for professional, 

scientific and technical services. Statistical quirks were supportive with a 0.1 percentage point contribution from the 

seasonal balancing item.   

The rest of the economy was more mixed.  Activity in the goods sector was lacklustre (-0.2% qoq).  Lower livestock 

slaughter likely weighed on broader manufacturing output.  Construction value-added fell 0.8% qoq, but activity levels 

for the sector were still the 2nd highest on record. The primary sector managed a reasonable 0.7% qoq gain, with 

agricultural value-added supported by stronger dairy production, while the 4.4% qoq fall in mining activity followed 

the sizeable 9.0% qoq rise in Q1.   

But the pace of growth momentum in the economy cools  
The June quarter marked the fourth consecutive quarter that real GDP growth printed below its circa 0.7% qoq 

(2.8% yoy) potential rate, confirming a protracted slowdown in economic growth has occurred.  Annual GDP growth 

slowed to 2.1%, the lowest since December 2013. Boosted by the earlier lift in mining, annual growth for the primary 

sector ticked up to 2.7%.  Slowing growth in construction and a manufacturing sector now in annual recession have 

seen goods sector growth slow to a crawl (+1.1% yoy, a nine-month low).  Cooling momentum was also evident in the 

services sector, with the 2.4% yoy rate the lowest since early 2013. On a per-capital basis, GDP per-capita growth 

remained anaemic at just 0.2% qoq (+0.8% yoy). 

Business investment weak and household spending soft 
The expenditure-based GDP measure managed a 0.7% qoq increase (2.6% yoy).  Other investment was weak (-0.8% 

qoq), with non-residential building down 4.7% qoq following its Q1 lift.  Of particular concern, however, has been the 

sluggish climb evident in broader business investment despite acute capacity constraints and historically low interest 

rates, with mediocre growth in plant and machinery investment (just 2.2% yoy). We note that continued weakness in 

business investment will likely weigh on the duration of the economic expansion and growth potential.  Household 

spending growth was moderate, likely supported by the strong labour market.  Net exports delivered a positive 

contribution to GDP, but this was hardly promising, with larger falls in import activity than exports.  On a more 

positive note, the elevated terms of trade contributed to another strong quarter for nominal GDP (+1.9% qoq, 4.6% 

yoy), which should support tax revenues and underpin the solid fiscal policy.  Having a strong fiscal position and the 

ability to loosen the fiscal purse strings to support growth is a luxury that few economies have at present.  

Future implications 
Q2 GDP growth was in line with the August MPS forecasts, but also confirmed that NZ’s annual economic growth had 

fallen to a six-year low, with the pace of growth in the first half of 2019 sub-trend.  Given the evident cooling in NZ 

growth, the 75bps of OCR stimulus delivered so far this year looks to have been warranted.  We will be closely looking 

for signs that the OCR cuts have gained traction and that growth prospects for the NZ economy are improving.   

To date, however, signs for the 2nd half of 2019 do not look much better.  Business sentiment has remained 

persistently weak and consumers appear reluctant to do the RBNZ’s bidding and go out and spend.  Growing spare 

capacity within the economy underscores the need for more policy support to meet the RBNZ’s inflation and labour 

market objectives.  We expect a further 25bp cut by the end of the year (November), with the OCR possibly heading 

lower still over 2020. 

Market reaction 
The GDP outturn was marginally firmer than market expectations, triggering minimal market reaction. After an 

initial 10bp spike, the NZD has settled back at around 63.2 US cents.  Yields on the bellwether 2-year swap spiked 2-

3bps, but is now back to where it was before the GDP release.  
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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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