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Wild weather weighs on GDP 

 Q4 GDP grew 0.6% qoq, slightly weaker than our own forecast and the market expectation of 0.8% qoq, and 
the RBNZ February MPS forecast of 0.7%.    

 The key drag on GDP growth was a fall in agricultural production, while services sector growth was strong.  

 There are no implications for the RBNZ’s March 22
nd

 OCR review, and we continue to expect the RBNZ to leave 
the OCR on hold until the second half of 2019.   

 

 

Summary & implications  
Q4 GDP lifted 0.6%, slightly weaker than ASB’s forecast and market median expectation of 0.8%, and marginally 

below the RBNZ’s February Monetary Policy Statement (MPS) forecast (0.7%).  However, aside from the sharp 

weather-related fall in agricultural production, the underlying detail of the Q4 GDP figures was relatively robust with 

many sectors growing stronger than we expected.  The RBNZ can rest assured that underlying economic demand was 

resilient toward the end of 2017.  We expect a temporary slowdown in growth over the first half of 2018 due to initial 

uncertainty following the recent change in government.  But the details in Q4 GDP are encouraging and lift our 

confidence that economic growth will recover over the second half of this year.  As we share a similar growth 

forecast with the RBNZ, and we see no material implications to the RBNZ’s GDP growth forecasts ahead of next 

week’s OCR Review. 

Wild weather weighs primary production 
Economic growth was weighed down by a 2.7% fall in agricultural 

activity.  Stats NZ noted that cattle and sheep farming and milk 

production were affected by the volatile weather, with wet conditions 

in spring followed by drought conditions in early summer.  This sector 

performed much weaker than we had anticipated, and we were a little 

surprised as according to our own seasonally-adjusted data the fall in 

dairy production occurred over Q3.  Meanwhile, the relatively large 

spike in meat processing due to higher slaughter rates was offset by a 

fall in dairy and alcoholic beverage manufacturing.  

GDP - Dec 2017 Previous Actual ASB RBNZ Market

quarterly % growth 0.6 0.6 0.8 0.7 0.8

annual % growth 2.7 2.9 3.1 3.1 3.1

annual average % growth 3.0 2.9 2.9
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Looking through weather-related impacts, the rest of the detail in Q4 GDP was remarkably resilient, with many of 

the services sectors growing stronger than we had expected.  Areas leading growth included wholesale trade, retail 

trade, business services and a bounce back in housing market activity.    

Hot December stimulates household appeitites 
Retail spending growth was a key driver of growth, up 1.6% over the quarter led by strong food and beverage 

services.  One area of surprise was more of the retail spending strength in Q4 was attributed to NZ households than 

short-term visitors (i.e. tourists), with exports of services falling.  This was surprising given the higher number of short-

term visitors over the December quarter, along with the lower value of the NZD, both of which tend to increase tourist 

demand.   

Nonetheless, the hot start to summer in December did anecdotally increase beer and ice-cream demand, which 

appears to have boosted household spending on non-durables. In addition, signs of firm household demand will be 

an encouraging outcome for the RBNZ, suggesting that consumers weathered the election uncertainty and change 

in government well. 

Business activity strong heading into the end of 
2017 
Business services were another key area of growth in Q4.  According to 

StatsNZ this was led by growth in computer system design services, 

advertising and marketing.  As expected, business investment received a 

boost from non-residential construction, plane imports (there were two 

Dreamliners imported according to previously released trade data) and 

plant and machinery.  All of this activity suggests business activity 

remained steady over the second half of 2017.  Indeed, investment in 

transport equipment has remained at very high levels since 2015, 

reflecting increased demand from both stronger population growth and 

increased tourism activity.   

Temporary slowdown ahead on weaker business 
confidence 
Looking ahead, we expect to see slightly slower growth over Q1.  

Business confidence has fallen and employment and investment 

intentions remain low. Low business confidence of late likely reflects 

elevated uncertainty due to the change in government.   This suggests we 

could see some decision making delayed, which could temporarily weigh 

on economic activity over the first half of 2018.  We expect that business 

confidence will gradually recover as more policy details are finalised.   

The underlying fundamentals for growth remain supportive, and 

include low interest rates, record high Terms of Trade and increased 

fiscal stimulus.  
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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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