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Slow grind 
 • The New Zealand economy grew by 0.2% in the 

March quarter.

 • That beat our forecast of a modest decline, but 
the details offered little to alter our view of the 
state of the economy.

 • Activity has effectively been flat for the last 
year and a half, as higher interest rates have 
gradually applied the brakes.

 • But there is more work to go to bring 
inflation pressures under control, and in 
some respects our spending habits are still 
looking unsustainable.

Mar 24 Dec 23 Westpac f/c RBNZ f/c

GDP qtr % 0.2 -0.1 -0.2 0.2

GDP ann % 0.3 -0.3 -0.2 0.3

Today’s GDP figures confirmed that the New Zealand 
economy remains in a flat patch. While the 0.2% rise 
in the March quarter means that it managed to avoid a 
second straight decline, output has been more or less 
sideways for the last year and a half – an even softer 
performance when you consider that strong population 
growth should have lifted the baseline level of activity 
over that time.

The result was in line with the Reserve Bank’s estimate, 
and close to the average market forecast of 0.1%. It 
was, however, stronger than our bottom-of-the-range 
pick of a 0.2% decline. For our part, the forecast miss 
wasn’t very illuminating – much of it came from a group 
called ‘unallocated taxes’, which alone contributed 0.3 
percentage points to growth over the quarter. While it’s 
worth digging further into this result, we doubt it’s telling 
us much about the economy’s productive capacity.

Details.
Looking at output by sector, the details were mixed in 
much the way that we expected them to be, with half of 
them recording growth and the other half seeing declines. 
The strongest gains were in electricity (up 2.9%, due 
to a higher share of cheaper hydro generation during 
the quarter), food manufacturing (up 3.3%, reflecting 
increased milk production and a rebound in drinks) and 
forestry (up 5.6% on a jump in log harvesting). None of 
these are likely to be repeated in the next quarter.

On the weaker side, there was the expected 3% drop in 
construction activity, as the pipeline of consented work 
has started to dry up. Non-food manufacturing (which 
is partly linked to the construction sector) saw its sixth 
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straight decline. There was also weakness in mining, 
in particular a drop in gas extraction, which also had a 
knock-on effect on chemical manufacturing.

The expenditure measure of GDP largely agreed with 
the production measure, recording a 0.1% rise for the 
quarter. We’d be wary of trying to take too much from the 
breakdown of this measure – the Covid border closure 
and subsequent reopening has made it difficult for Stats 
NZ to get a handle on the patterns in travel spending 
in particular. However, there was one detail of interest: 
consumer imports of low-value goods have skyrocketed 
in recent times, up 50% in the last year and up 20% 
in the March quarter alone. This probably reflects the 
impact of new entrants to the New Zealand market, and 
provides a counter to the weakness that we’re seeing in 
retail stores.

However, it also highlights one aspect of the national 
accounts: for all of the belt-tightening that happened so 
far, we’re still not spending within our means. Yesterday’s 
current account figures showed that we’re still running a 
deficit of 6.8% of GDP, a level typically more associated 
with an overheating economy, not one in recession.

Of course there are several reasons why this deficit has 
blown out – tourism earnings haven’t fully recovered 
from the Covid shock, outbound travel is still in a catch-
up phase after the border closure, and global inflation 
has ramped up the cost of our imports. But these just 
reinforce the point: as a nation, we’ve taken a big hit 
to our international purchasing power, but we haven’t 
adjusted our spending habits to reflect this.

Outlook.
While today’s GDP result beat our forecast, there was 
little in it that would alter our view of the state of the 
economy. (The forecasts in our May Economic Overview 
were based on a 0.1% rise for this quarter, before the last 
flurry of indicators suggested some downside to this.) 
Moreover, it shouldn’t be read as a sign that the worst has 
passed. Indeed, the most recent indicators suggest that 
June quarter GDP could be especially weak – we have a 
-0.1% pencilled in at this stage, but we will review this as 
more information arrives.

There are no implications for monetary policy from 
today’s release, not least because it was right in line 
with the Reserve Bank’s expectation. Interest rates are 
doing their work in gradually applying the brakes to the 
economy, and will continue to do so for a while longer. But 
the other shoe that needs to drop is convincing evidence 
that inflation is on track to come back down to target 
and stay there. CPI data and business pricing indicators 
remain the key things to watch.
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March quarter GDP by sector 
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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 
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