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No cause to celebrate
Q4 current account deficit narrows to 3.1% of GDP

•	 The current account deficit narrowed to 3.1% of 
GDP in the year to December, the lowest in a year.

•	 Lower dairy export earnings outweighed the fall in 
fuel import prices, and tourist spending fell despite 
record visitor numbers.

•	 The narrowing in the deficit was due to lower 
outflows of corporate profits, which does not reflect 
well on the strength of the domestic economy.

New Zealand’s current account deficit remains remarkably 
well contained, relative to its long-term history. The deficit 
narrowed to 3.1% of GDP in the year to December 2015, 
against market expectations that it would hold steady at 3.3%.

However, the details don’t offer much cause for celebration. 
The narrowing in the overall deficit came despite a worsening 
in both the goods and services trade balances. Instead, the 
headline result was driven by a sharp drop in the outflow of 
profits from overseas-owned firms in New Zealand. While this 
might be a positive for the current account deficit, it doesn’t 
reflect well on the strength of the domestic economy.

The details of today’s release have no implications for our 
forecast of December quarter GDP, which will be published 
tomorrow. We expect a 0.7% increase for the quarter, following 
a 0.9% gain in the September quarter.

Details
In seasonally adjusted terms, the current account deficit 
widened from $1.73bn in the September quarter to $1.95bn 
in the December quarter. This was, however, a smaller deficit 
than in the same quarter a year ago, resulting in a narrower 
annual deficit.

The goods trade deficit widened to $810m, the worst quarterly 
result since 2008. In recent times, the goods trade balance 
has been a tug of war between falling dairy export prices and 
falling fuel import prices; in this case, the first effect was 
greater.

The surplus on services fell slightly to $977m, the first decline 
in two years. The main factor was a drop in travel exports (i.e. 
tourist spending), which had previously been signalled by the 
visitor spending survey.

The latest figures reinforce our sense of caution about the 
strength of the tourism boom. There’s no doubt about the 
surge in visitor numbers, which topped 3m people for the first 
time last year. But the figures also show a sudden jump in the 
average spend per person in the December 2014 quarter, the 
same time that there was a technical change to the spending 
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survey. With the passage of time, it’s looking increasingly like 
the reported step-up in spending was a one-off, rather than 
a change in the trend (and, we suspect, a sign that tourist 
spending was previously being under-reported).

The balance on primary income narrowed to a deficit of 
$1.975m. In particular, there was a sharp drop in the outflow 
of direct investment income, a category that includes profits 
earned by overseas-owned firms in New Zealand. While this 
fall led to a narrower current account deficit, it shouldn’t 
necessarily be taken as a positive sign – we would expect 
company profits to be rising if the domestic economy were in 
a strong position.

The continued run of modest current account deficits means 
that New Zealand’s overseas liability position has continued 
to improve, narrowing to 61.4% of GDP. It’s important to note 
that this balance is no longer being flattered to any meaningful 
extent by pending earthquake reinsurance claims – the 
balance of unsettled claims has shrunk to $2.7bn from a total 
of more than $20bn.

Michael Gordon 
Senior Economist
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If you are located in Australia, this material and access to this website is provided to 
you solely for your own use and in your own capacity as a wholesale client of Westpac 
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 
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 and this website may contain material provided by third parties. 
While such material is published with the necessary permission none of Westpac or 
its related entities accepts any responsibility for the accuracy or completeness of any 
such material. Although we have made every effort to ensure the information is free 
from error, none of Westpac or its related entities warrants the accuracy, adequacy or 
completeness of the information, or otherwise endorses it in any way. Except where 
contrary to law, Westpac and its related entities intend by this notice to exclude liability 
for the information. The information is subject to change without notice and none of 
Westpac or its related entities is under any obligation to update the information or 
correct any inaccuracy which may become apparent at a later date. The information 
contained in this material and this website does not constitute an offer, a solicitation of 
an offer, or an inducement to subscribe for, purchase or sell any financial instrument or 
to enter a legally binding contract. Past performance is not a reliable indicator of future 
performance. The forecasts given in this material and this website 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.

Transactions involving carbon give rise to substantial risk (including regulatory 
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. 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 
Westpac Banking Corporation ABN 33 007 457 141 or Westpac New Zealand Limited 
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.

China, Hong Kong, Singapore and India: 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. Westpac Hong Kong branch also 
holds a license issued by the Hong Kong Securities and Futures Commission (SFC) 
for Type 1 and Type 4 regulated activity.
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