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As bad as it gets?

Q4 current account deficit widens to 3.7% of GDP

Michael Gordon, Senior Economist +64 9 336 5670

- The current account deficit widened from New Zealand’s annual current account deficit widened
3.6% to 3.7% of GDP in the year to December, a from 3.6% to 3.7% of GDP in the December quarter,
smaller increase than we expected. reaching its highest level since September 2013. That was

less of an increase than we expected, but the surprisesin

- The balance of goods trade moved further today’s release don’t have much bearing on the state of the
into deficit, offset by higher tourism earnings local economy.

and solid investment income inflows. S .
The widening of the current account deficit over the last

- The deficit has widened over the last year due year is not too concerning by historic standards. That said,
to a decline in the terms of trade and, until it is getting a bit beyond what we would consider to be
recently, high import volumes. sustainable over the long term. New Zealand’s net overseas

debt position has been steadily improving over the last

- With trade prices turning more favourable in decade, but that improvement would soon start to reverse
recent months, we expect the current account course if the current account deficit widened further.

deficit to narrow again over 2019. L
Fortunately, there are some more positive signs on the

horizon. New Zealand’s trade prices have turned more

Current account balance Dec 2018 | Sep 2018 favourable in recent months, with a sharp rise in dairy
Quarterly (s.a.) $m 9,471 2,494 export prices and a fall in oil import prices. We expect the
Annual $m 10,974 10,565 deficit to narrow again over the course of 2019.
Annual % of GDP 3.7% 3.6% Today’s results have no implications for tomorrow’s GDP
release. We expect a subdued 0.3% rise in GDP for the
December quarter.
Annual current account balance
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Import volumes also remained high over much of 2018,
though they look to have eased back in the latest quarter.

Trade in services maintained its substantial surplus. Tourism
earnings rose as visitor numbers picked up in the December
quarter, after a small decline in the September quarter.

The investment income deficit narrowed in the December
quarter. New Zealanders enjoyed better returns on their
overseas investments, while the returns accruing to foreign
investors in New Zealand were down a little.
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Relative to our forecast, the surprise in today’s figures
was down to two factors. The first was that earnings from
New Zealand’s overseas investments were substantially
higher than we expected - typically there is a seasonal dip
in the December quarter.

The second factor was an unusually large negative
‘conceptual adjustment’ to imports. These adjustments
usually relate to matters of timing, or of ownership - for
instance, capital equipment that was brought into the
country during the quarter may have been reclassified as
leased rather than owned. From a GDP perspective, this will
probably detract from imports and business investment in
equal measure, with no net impact.

New Zealand’s net overseas liabilities widened substantially
to 57% of GDP in the December quarter, breaking a recent
run of steady improvements. However, this wasn't due to an
increase in overseas borrowing - the net debt proportion of
the balance actually improved slightly, from -52% to -51%
of GDP. Rather, it was driven by a mark-to-market loss on
the value of equity investments, as global sharemarkets
lurched lower at the end of 2018. That fall has largely been
reversed in the early part of this year.

Michael Gordon
Senior Economist
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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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Disclaimer
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The material does not constitute investment advice. Certain types

of transactions, including those involving futures, options and high
yield securities give rise to substantial risk and are not suitable for all
investors. We recommend that you seek your own independent legal
or financial advice before proceeding with any investment decision.
This information has been prepared without taking account of your
objectives, financial situation or needs. This material may contain
material provided by third parties. While such material is published
with the necessary permission none of Westpac or its related entities
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Westpac and its related entities intend by this notice to exclude
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Statement (available from your Relationship Manager) for any product
for which a Product Disclosure Statement is required, or applicable
customer agreement. Download the Westpac NZ QFE Group Financial
Advisers Act 2008 Disclosure Statement at www.westpac.co.nz.

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
material. Westpac Singapore Branch holds a wholesale banking
licence and is subject to supervision by the Monetary Authority of
Singapore. Westpac Hong Kong Branch holds a banking license and
is subject to supervision by the Hong Kong Monetary Authority.
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4 regulated activities. This material is intended only to “professional
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Regulation Authority. Westpac is subject to regulation by the
Financial Conduct Authority and limited regulation by the Prudential
Regulation Authority. Details about the extent of our regulation by
the Prudential Regulation Authority are available from us on request.
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This communication is being made only to and is directed at (a)
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not act or rely on this communication or any of its contents. The
investments to which this communication relates are only available

to and any invitation, offer or agreement to subscribe, purchase or
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relevant persons. Any person who is not a relevant person should not
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

The material may contain investment recommendations, including
information recommending an investment strategy. Reasonable

steps have been taken to ensure that the material is presented in a
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with Article 20 MAR. Westpac does not apply MAR Investment
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Unless otherwise indicated, there are no planned updates to this
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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.

Westpac has implemented policies and procedures, which are
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.

i) Chinese Wall/Cell arrangements;

i) physical separation of various Business/Support Units;

(
(
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(iv) a“need toknow” policy;

(

v) documented and well defined procedures for dealing with
conflicts of interest;
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arrangements remain effective and that such arrangements are
adequately monitored.

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
Trading Commission (“CFTC”) as a Swap Dealer, but is neither
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for the contents of this communication. All disclaimers set out with
respect to Westpac apply equally to WCM. If you would like to speak
to someone regarding any security mentioned herein, please contact
WCM on +1212 389 1269. All disclaimers set out with respect to
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to the regulations of, the SEC in the United States. Information on
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The author of this communication is employed by Westpac and is
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associated person under the rules of FINRA, any other U.S. self-
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