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Trim milk diet for deficit




The annual current account deficit was slightly larger than market expectations, at 3.6% of GDP, in part on
revisions that boosted the size of recent deficits.
However, Q1 itself produced a stronger surplus than in Q1 last year, at $675mn.
We expect the annual deficit to continue reducing over the next couple of years.

Summary
The Q1 annual current account deficit narrowed to 3.6% of GDP, from 3.8%. The annual deficit was marginally larger
than the 3.5% that was widely anticipated, though that is not a significant surprise. Importantly, the start of an
expected trend of narrower deficits still occurred. We see calendar 2018 as being the peak in the deficit for now,
encompassing a period in which imports rose at a rapid pace.
Going forward we expect the current account deficit will continue to reduce and head below 3% of GDP. Further
recovery in the goods balance will be the main driver of the narrower deficit.

Comments
In contrast to the market, we had expected a slightly stronger
performance over Q1. From our point of view, the Goods
balance over the quarter did not get as much of a lift from
exports as we had anticipated based off previously-published
trade figures that showed record dairy exports. Some of that
shortfall was made up for by stronger Services earnings. Going
forward, we expect export values will show more strength, the
key driver of our expectation that the current account deficit
will narrow more materially over time.
Meanwhile, the Investment Income deficit was slightly narrower
than forecast – and smaller than in 2018Q1. The past year has
seen NZ’s earnings from investment abroad outgrow foreigners’
returns from investing in NZ.
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We should give the external accounts a tick for continuing to
move in a direction that is making NZ more financially resilient
bit-by-bit. We are still running current account deficits (spending
more than what we earn as a nation). But those deficits are now
smaller at 2.9% of GDP on average since 2010, down from 4.1%
on average in the 20 years before that. That 2.9% of GDP annual
shortfall is now being more noticeably outpaced by nominal GDP
growth of 4.8% a year.
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As a result, our net foreign liabilities have fallen from a peak of
84% of GDP in early 2009 to 53%-57% in recent years. Stronger
tourism and foreign investment earnings, along with lower
interest rates on external debt have helped shift the needle
relative to before the Financial Crisis.
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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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