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A new hope?
GDP rose 0.9% in Q3

* GDP grew by 0.9% in the September quarter,
in line with our forecast and slightly ahead of
market expectations.

The latest quarter provides a partial offset to the
weak outturns over the first half of the year.

Services and manufacturing accounted for most
of the bounce, while agriculture and construction
were soft.

Data revisions revealed that growth over the
previous two years was stronger than thought.

But this also magnifies the degree to which
economic growth has slowed this year, even more
so in per capita terms.
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The September quarter GDP report was widely expected

to provide a new chapter in the New Zealand economy’s
ongoing saga, with growth reawakening after a dormant
patch in the first half of this year. And while today’s release
certainly delivered on that front, it actually proved to be more
compelling as a ‘prequel’, retelling past events in a new light.

With that force(d) analogy out of the way, let’s look at the
details. GDP grew by 0.9% in the September quarter, right

on our forecast but ahead of the median market expectation
of 0.8% and well ahead of the 0.6% forecast by the Treasury
and the Reserve Bank. The strength in the latest quarter goes
some way toward making up for the surprisingly soft outturns
in the two previous quarters (June quarter growth was revised
down a touch to 0.3%, taking it even further from what we
initially expected).

More interestingly, the annual round of benchmarking and
revisions led to a substantial upgrade to the economy’s pace
of growth over 2013 and particularly 2014. That new profile
actually fits better with the acceleration in New Zealand’s
population growth over that time. But it also paints the
economy’s underperformance this year in an even harsher
light. Our view is that the pace of growth will remain modest,
with the gradual winding-down of the Christchurch rebuild and
a possible drought providing further challenges next year.

Details

The production measure of GDP grew by 0.9% in the
September quarter. Economic activity was more domestically-
oriented this time, with services accounting for most of the
growth. Many of the sectors that recorded the largest gains

- such as transport, wholesaling and retailing - were the same
ones that were notably soft in the previous quarter.

Food manufacturing was the standout, with a 4.7% increase. Some
of this was driven by meat processing, with an unusually high
number of dairy cows being sent to slaughter in response to the
low expected dairy payout and possibility of drought this season.
However, there were also strong gains in fruit and beverages.

A new hope? December 2015



Business services were supported by growth in legal and
accounting services, and a lift in real estate services as
homebuyers rushed in ahead of the new property investment
regulations that came into force in October.

Agricultural output fell by 1.5%, with 6% drop in milk
production due to dairy farmers scaling down and poor
pasture growth at the start of the new season. Forestry
contracted for a third straight quarter - another sector scaling
back in response to low world prices.

The biggest sour note for the quarter was an unexpectedly
large 2.9% fall in construction. This was largely due to a drop
in heavy and civil construction, which is quite volatile and
difficult to track.

Data revisions

The revisions to history confirm that the economy had a
belter over 2014, with annual growth revised up from 3.3% to
3.7%. While this is a positive development, to some degree

it deepens the conundrum faced by the Reserve Bank: with
growth so strong, why has inflation been so subdued?

Part of the answer is that solid GDP growth needs to be

seen in the context of very strong population growth. Led by

a sharp upturn in net migration, New Zealand’s population
growth accelerated from 0.9% in 2013 to 1.6% in 2014. In that
light, the economy’s performance in recent years reflects an
acceleration in both actual and potential growth.

As for the year to date: with GDP growth slowing to around a
2% annualised pace, and with population growth also pushing
towards 2%, we’ve effectively slowed to zero growth in per
capita terms. So it’s not surprising that domestic inflation
pressures have remained soft, and the unemployment rate has
reversed course and headed higher this year.

Another part of the answer is that the economy has suffered
more of an income shock, via a sharp decline in world

prices for our dairy exports. Real gross national income - an
alternative calculation that accounts for shifts in the terms of
trade - fell by 0.2% in per capita terms, and is down 0.4% in
the last year. And in light of the recent discussion of nominal
GDP growth as an alternative target for the RBNZ, it’s worth
noting that this measure has also slowed sharply, from 5.1%yr
in 2014 to 2.7%yr today.

Michael Gordon
Senior Economist
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Q3 GDP growth by sector

Food manufacturing
Transport

Wholesale trade
Business services

Other manufacturing
Retail & accommodation
Public admin & safety
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Finance & insurance
Personal & other services
Utilities
Communications
Agriculture

Forestry & fishing
Construction
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you. We may at times use technology to capture data about you to help us to better
understand you and your needs, including potentially for the purposes of assessing
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Institutional Bank being a division of Westpac Banking Corporation ABN 33 007 457
141 AFSL 233714 (‘Westpac’). If you are located outside of Australia, this material and
access to this website is provided to you as outlined below.

This material and this website contain general commentary only and does not
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futures, options and high yield securities give rise to substantial risk and are not
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This information has been prepared without taking account of your objectives,
financial situation or needs. Statements setting out a concise description of the
characteristics of carbon units, Australian carbon credit units and eligible international
emissions units (respectively) are available at www.cleanenergyregulator.gov.au as
mentioned in section 202 of the Clean Energy Act 2011, section 162 of the Carbon
Credits (Carbon Farming Initiative) Act 2011 and section 61 of the Australian National
Registry of Emissions Units Act 2011. You should consider each such statement in
deciding whether to acquire, or to continue to hold, any carbon unit, Australian carbon
credit unit or eligible international emissions unit.

Additional information if you are located outside of Australia

New Zealand: The current disclosure statement for the New Zealand division of
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can be obtained at the internet address www.westpac.co.nz. Westpac Institutional
Bank products and services are provided by either Westpac Banking Corporation
ABN 33 007 457 141 incorporated in Australia (New Zealand division) or Westpac
New Zealand Limited. For further information please refer to the Product Disclosure
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.
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