\ 7V}

Coming up short again
GDP rose by 0.5% in the March quarter

15 June 2017

- GDP rose by 0.5% in the March quarter, the
second quarter in a row of subdued growth.

- The main contributors were a rebound
in dairy production and strong gains in

consumer spending and business investment.

- Construction and transport services declined
over the quarter, though we don’t think that
these falls will be sustained.

- GDP growth remains quite modest on a per-
person basis, with little to suggest that the
economy is at risk of overheating. We expect
the Reserve Bank to keep the OCR on hold for
some time yet.
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For the second time in a row, quarterly GDP growth came in
substantially lower than expected. The production measure
of GDP rose by 0.5% in the March quarter, compared to a
median forecast of 0.7%, the Reserve Bank’s forecast of
0.9%, and the Treasury’s forecast of 1.1%. We expected a
0.8% increase.

Quarterly GDP is inherently volatile, and can be strongly
influenced by short-term movements in particular

sectors. In the December quarter it was a downturn in milk
production that weighed on total output; this time around
we saw an expected rebound in dairying, but this was
outweighed by a sharp drop in transport and construction.
We think these movements will also be temporary, so we're
inclined to bump up our forecast of June quarter growth.

But even if we smooth through the quarterly surprises, the
broader picture remains that, outside of population growth,
the economy is growing a very muted pace. That doesn’t
suggest that the economy is at risk of overheating, or that
action to contain inflation is needed any time soon. Our
view remains that the OCR will be left unchanged through
this year and next year, in contrast to market pricing which
continues to linger around a mid-2018 rate hike.

Details

The main contributors to growth in the March quarter
were largely as anticipated. Agriculture rose by 4.3%,
spearheaded by a 7.5% rise in dairy production. Milk
production was weak over the second half of last year due
to poor weather and low milk prices, both of which had
turned the corner by early this year. The rebound in milk
volumes also provided a lift to food manufacturing (and is
ready to boost the export figures next quarter).

We also saw solid growth in domestic spending, by both
households and businesses. Retail and accommodation
rose by 1.8%, wholesale trade was up 1.4%, and investment
in capital equipment rose sharply, from both imported and
locally produced sources.

There were two particular areas of weakness in the March
quarter. Construction activity fell by 2%, largely due to a
sharp fall in non-residential investment but with declines in
housing and infrastructure as well. And transport services
also fell by 2% for the quarter, accounting for most of the
shortfall in GDP compared to our forecast.
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We're sceptical that the drop in construction work will be
sustained. The pipeline of work that’s required will sustain
the industry for years, and the fact that employment in

the sector rose strongly over the last two quarters doesn't
suggest that there is really less work on. Wet weather and
the lumpy timing of large projects probably has more to do
with it.

Similarly, we don’t think the decline in transportation will be
sustained, though we're less confident about when it will
rebound - for instance, restoring the main trunk line in the
South Island after the Kaikoura earthquake will take some
time. But that simply points to the need to use alternative
routes. We wouldn’t expect to see a sustained leg down in
transport services while the number of goods and people to
be moved around the country continues to grow.

On an annual basis, GDP has continued to grow at around a
3% pace, of which a little more than 2% can be attributed
to population growth. Per-capita growth has slowed as the
economic upturn has moved into a more mature phase,
and is markedly slower than what we saw in the mid-
2000s boom. We expect this pace of growth to be broadly
maintained over the next couple of years, which would be
consistent with only a gradual decline in unemployment
and modest upward pressure on wages and prices.

Implications

In its May Monetary Policy Statement, the Reserve Bank
put a lot of emphasis on the softer than expected GDP
growth over the second half of 2016. In its view, the softer
than expected starting point meant a slower return to full
capacity and a more delayed pick-up in inflation pressures.
Today’s GDP result, which once again fell significantly short
of the RBNZ's forecast, will only reinforce the RBNZ'’s view
that the need for interest rate hikes is a long way off.

Michael Gordon
Acting Chief Economist
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Contact the Westpac economics team

Michael Gordon, Acting Chief Economist +64 9 336 5670
Satish Ranchhod, Senior Economist +64 9 336 5668
Shyamal Maharaj, Economist +64 9 336 5669

Any questions email: economics@westpac.co.nz

Past performance is not a reliable indicator of future performance. The forecasts given in this document are predictive in character. Whilst every effort has been taken to ensure
that the assumptions on which the forecasts are based are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties.

The ultimate outcomes may differ substantially from these forecasts.
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China, Hong Kong, Singapore and India: This material has been
prepared and issued for distribution in Singapore to institutional
investors, accredited investors and expert investors (as defined in
the applicable Singapore laws and regulations) only. Recipients in
Singapore of this material should contact Westpac Singapore Branch
in respect of any matters arising from, or in connection with, this
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Regulation Authority. Westpac is subject to regulation by the
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Disclaimer continued
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act or rely upon this communication or any of its contents. In the same
way, the information contained in this communication is intended for
“eligible counterparties” and “professional clients” as defined by the
rules of the Financial Conduct Authority and is not intended for “retail
clients”. With this in mind, Westpac expressly prohibits you from
passing on the information in this communication to any third party.

In particular this communication and, in each case, any copies thereof
may not be taken, transmitted or distributed, directly or indirectly into
any restricted jurisdiction. This communication is made in compliance
with the Market Abuse Regulation (Regulation(EU) 596/2014).

Investment Recommendations Disclosure
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steps have been taken to ensure that the material is presented in a
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for Financial Instruments covered by MAR are made in compliance
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has no obligation to update, modify or amend this Investment
Recommendation or to notify the recipients of this Investment
Recommendation should any information, including opinion, forecast
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Westpac does not have any proprietary positions in equity shares of
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Westpac may have provided investment banking services to the issuer
in the course of the past 12 months.

Westpac does not permit any issuer to see or comment on any
investment recommendation prior to its completion and distribution.

Individuals who produce investment recommendations are not
permitted to undertake any transactions in any financial instruments
or derivatives in relation to the issuers covered by the investment
recommendations they produce.
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designed to ensure conflicts of interests are managed consistently
and appropriately, and to treat clients fairly.

The following arrangements have been adopted for the avoidance and
prevention of conflicts in interests associated with the provision of
investment recommendations.
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ii) physical separation of various Business/Support Units;
i) and well defined wall/cell crossing procedures;

iv) a “need to know” policy;
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conflicts of interest;
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U.S.: Westpac operates in the United States of America as a federally
licensed branch, regulated by the Office of the Comptroller of the
Currency. Westpac is also registered with the US Commodity Futures
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for the contents of this communication. All disclaimers set out with
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mentioned in this communication may present certain risks. The
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associated person under the rules of FINRA, any other U.S. self-
regulatory organisation, or the laws, rules or regulations of any State.
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solely those of the author and may differ from the information, views
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