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KEY POINTS

e The 0.2% quarterly rise in Q1 GDP was much weaker than the median
market expectation and the RBNZ'’s pick (0.6%0o).
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Mark Smith e Annual growth eased to 2.6% — the lowest rate since the end of 2013.
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' thz@anz much of the moderation in activity. Activity in the goods sector rose a

modest 0.6%, while services sector activity rose a more moderate-than-
expected 0.7%.

e While an element of modest recoil is to be expected in Q2, and part of
today’s weakness was due to one-off factors (drought), it is apparent that
growth momentum is sluggish. Local and external headwinds are building
and we see a sub-trend pace of growth momentum persisting into mid-
2015.

e Today’s data cements our expectation of a further RBNZ OCR cut in July.
However, we now expect an additional 25bp rate cut beyond this before
the end of the year, taking the cash rate to 2.75%.

FIGURE 1. PRODUCTION-BASED GDP
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DATA WRAP

The New Zealand economy started the year on a
soft note, with the 0.2% q/q sa rise in Q1
production-based GDP much weaker than the 0.6%
g/q median consensus expectation and RBNZ’s June
MPS pick. It was also below our 0.5% expectation.
Quarterly growth was the lowest since the start of
2013, and annual growth eased to 2.6% — the softest
since the end of 2013. Annual average growth
remained reasonably firm at 3.2% in the March 2015
year.
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Mar-15 0.2 2.6 3.2
ANZ 0.5 3.0 8.8
RBNZ 0.6 3.1 3.3
Market 0.6 3.4 8.3

A number of catalysts contributed to the low
GDP result, with falls in 7 of the 16 production-
based GDP components. The sharp 7.8% decline in
mining GDP was led by a decline in oil exploration
activity and oil & gas extraction, which is consistent
with the lower oil price backdrop. The impact of dry
weather conditions at the start of the year was clear,
hitting agriculture (-2.3% qg/q), food & beverage
manufacturing (-1.6% g/q) and electricity value
added (-0.5% qg/q). Forestry & logging GDP fell 1.4%,
with activity 3.3% lower than a year ago. There was
a scattering of falls amongst other production
components, including information, media &
telecommunications (-2.7%), and wholesale trade
(-2.1%). Manufacturing GDP overall fell 0.5% q/q
(+2.4% y/y), with falls for furniture and other
manufacturing (-3.8%), and metal products (-1.1%)
perhaps suggesting less of a tailwind from the
construction sector.

The quarter saw growth in just 9 of the 16
production GDP components. Retail trade rose
2.4% q/q, assisted by the Cricket World Cup and
Chinese New Year tourism boost, as well as the boost
that lower petrol prices provided to households.
Strong increases were also evident for arts,

recreation & other services (+2.4%) and transport,
postal & warehousing (+2.5%). Strong employment
gains appeared to underpin the 1.2% increase in
financial & insurance services GDP. Slowing housing
market activity was likely a catalyst behind the flat-
lining in rental, hiring & real estate services GDP.
Construction value added rose 2.5% qg/q, but the rate
of annual increase slowed to 3.6% — a 3% year low.

FIGURE 2. PRODUCTION BASED GDP COMPONENTS
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Expenditure-based GDP rose just 0.1%6 sa g/q
(+2.9% y/y), considerably weaker than we had
expected. The major area of surprise was weaker-
than-expected investment spending (-1.9% qg/q),
with sharp falls for plant & machinery and transport
equipment spending. Intangibles investment was also
weaker. Partly offsetting this were increases for other
construction and non-residential construction.
Residential investment activity rose just 0.6%, with
the 5% annual growth in the sector the lowest since
the start of 2012. Still-solid surveyed investment
intentions suggest a rebound in Q2, but we note
that sentiment measures can turn quickly and
may temper investment spending over 2015.

FIGURE 3. CONTRIBUTIONS TO EXPENDITURE BASED
GDP
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In terms of other expenditure GDP components,
strong employment growth and high net immigration
continue to benefit consumer spending (+0.7%), with
services, non-durables and durable spending the
major drivers over the quarter. A tourism-assisted
boost to services exports (+3.6% g/q) contributed to
a 1.5% qg/q rise in export volumes, outstripping the
1.0% g/q rise in imports. Lower inventories made a
negative contribution, and are likely to be rebuilt in
future.

The slowing in annual growth in nominal GDP (2.1%
y/y) appears to have been partly checked by the Q1
lift in the goods terms of trade. But with inflation
still low and with the terms of trade set to fall
sharply over the remainder of the year, the
outlook is for a further hit to the income base of
the economy. Our estimates suggest that annual
growth in real gross national disposable income
slowed to just 0.6% in the 12 months to March
(3.2% annual average rate). It was running at an
annual rate of closer to 8% 12 months ago. Recall,
the hit to purchasing power and incomes from the
weaker terms of trade outlook was a major
consideration behind the RBNZ'’s decision to cut the
OCR earlier this month.

FIGURE 4. NOMINAL GDP & COMMODITY PRICES
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IMPLICATIONS

Today’s data is historical, but it matters in terms of
forming an assessment of how the economy has
fared. Clearly the starting point appears weaker
than the RBNZ had expected. Although there were
minimal historical revisions to the level of real GDP
(0.1% lower by 2014 Q4), the considerably weaker-
than-expected Q1 GDP result suggests the economy
was likely running with a negative output gap at the
start of the year. That of course ties in with the low
inflation readings we have been detecting of late.

Looking forward, we note that some of the
sectors that were weak in Q1 are likely to
reverse their falls in Q2. On the other hand, we
believe that the tourism boost in Q1 — which held up
some of the services components — is likely to wane.
Hence we feel there is only a small likelihood of a
sharp rebound in Q2 GDP. Rather, we expect another
sub-trend result. This will mean even less pressure
on capacity at a time that inflation is already low. In
addition, more of our proprietary leading activity
indicators are starting to roll over, and all up we
expect the economy to moderate, with growth of 2-
2v5% growth forecast over 2015. Clearly, this points
to downside risks to the RBNZ's June MPS 3.1%
growth forecast.

FIGURE 5. RBNZ OUTPUT GAP ESTIMATES
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A lower OCR is needed to lift (low) inflation towards
the RBNZ inflation target. Today’s data strongly
reinforces our call for a follow-up cut in July,
and we now expect a third rate cut before the
end of the year. Still, ahead of Q2 CPI data it is a
stretch for the market to move to fully price in a July
cut, so in the interim we expect the market to slowly
gravitate towards 75/25 odds.

IMMEDIATE MARKET REACTION

There was considerable market reaction to the
weaker result, with both the NZD and interest rates
falling. The NZD was down heading into the result
and fell 70 pips immediately following the release.
Short-term interest rates eased 6-7 points.
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The distribution of this document or streaming of this video broadcast (as applicable, “publication”) may be restricted by law in certain
jurisdictions. Persons who receive this publication must inform themselves about and observe all relevant restrictions.

1. Disclaimer for all jurisdictions, where content is authored by ANZ Research:
Except if otherwise specified in section 2 below, this publication is issued and distributed in your country/region by Australia and New Zealand
Banking Group Limited (ABN 11 005 357 522) (“ANZ”), on the basis that it is only for the information of the specified recipient or permitted
user of the relevant website (collectively, “recipient”). This publication may not be reproduced, distributed or published by any recipient for
any purpose. It is general information and has been prepared without taking into account the objectives, financial situation or needs of any
person. Nothing in this publication is intended to be an offer to sell, or a solicitation of an offer to buy, any product, instrument or investment,
to effect any transaction or to conclude any legal act of any kind. If, despite the foregoing, any services or products referred to in this
publication are deemed to be offered in the jurisdiction in which this publication is received or accessed, no such service or product is
intended for nor available to persons resident in that jurisdiction if it would be contradictory to local law or regulation. Such local laws,
regulations and other limitations always apply with non-exclusive jurisdiction of local courts. Certain financial products may be subject to
mandatory clearing, regulatory reporting and/or other related obligations. These obligations may vary by jurisdiction and be subject to
frequent amendment. Before making an investment decision, recipients should seek independent financial, legal, tax and other relevant
advice having regard to their particular circumstances.
The views and recommendations expressed in this publication are the author’s. They are based on information known by the author and on
sources which the author believes to be reliable, but may involve material elements of subjective judgement and analysis. Unless specifically
stated otherwise: they are current on the date of this publication and are subject to change without notice; and, all price information is
indicative only. Any of the views and recommendations which comprise estimates, forecasts or other projections, are subject to significant
uncertainties and contingencies that cannot reasonably be anticipated. On this basis, such views and recommendations may not always be
achieved or prove to be correct. Indications of past performance in this publication will not necessarily be repeated in the future. No
representation is being made that any investment will or is likely to achieve profits or losses similar to those achieved in the past, or that
significant losses will be avoided. Additionally, this publication may contain ‘forward looking statements’. Actual events or results or actual
performance may differ materially from those reflected or contemplated in such forward looking statements. All investments entail a risk and
may result in both profits and losses. Foreign currency rates of exchange may adversely affect the value, price or income of any products or
services described in this publication. The products and services described in this publication are not suitable for all investors, and transacting
in these products or services may be considered risky. ANZ and its related bodies corporate and affiliates, and the officers, employees,
contractors and agents of each of them (including the author) (“Affiliates”), do not make any representation as to the accuracy, completeness
or currency of the views or recommendations expressed in this publication. Neither ANZ nor its Affiliates accept any responsibility to inform
you of any matter that subsequently comes to their notice, which may affect the accuracy, completeness or currency of the information in
this publication.
Except as required by law, and only to the extent so required: neither ANZ nor its Affiliates warrant or guarantee the performance of any of
the products or services described in this publication or any return on any associated investment; and, ANZ and its Affiliates expressly
disclaim any responsibility and shall not be liable for any loss, damage, claim, liability, proceedings, cost or expense (“Liability”) arising
directly or indirectly and whether in tort (including negligence), contract, equity or otherwise out of or in connection with this publication.
If this publication has been distributed by electronic transmission, such as e-mail, then such transmission cannot be guaranteed to be secure
or error-free as information could be intercepted, corrupted, lost, destroyed, arrive late or incomplete, or contain viruses. ANZ and its
Affiliates do not accept any Liability as a result of electronic transmission of this publication.
ANZ and its Affiliates may have an interest in the subject matter of this publication as follows:
e They may receive fees from customers for dealing in the products or services described in this publication, and their staff and introducers
of business may share in such fees or receive a bonus that may be influenced by total sales.
e They or their customers may have or have had interests or long or short positions in the products or services described in this
publication, and may at any time make purchases and/or sales in them as principal or agent.
e They may act or have acted as market-maker in products described in this publication.
ANZ and its Affiliates may rely on information barriers and other arrangements to control the flow of information contained in one or more
business areas within ANZ or within its Affiliates into other business areas of ANZ or of its Affiliates.
Please contact your ANZ point of contact with any questions about this publication including for further information on these disclosures of
interest.

2. Country/region specific information:

Australia. This publication is distributed in Australia by ANZ. ANZ holds an Australian Financial Services licence no. 234527. A copy of ANZ's
Financial Services Guide is available at http://www.anz.com/documents/AU/aboutANZ/FinancialServicesGuide.pdf and is available upon
request from your ANZ point of contact. If trading strategies or recommendations are included in this publication, they are solely for the
information of ‘wholesale clients’ (as defined in section 761G of the Corporations Act 2001 Cth). Persons who receive this publication must
inform themselves about and observe all relevant restrictions.

Brazil. This publication is distributed in Brazil by ANZ on a cross border basis and only following request by the recipient. No securities are
being offered or sold in Brazil under this publication, and no securities have been and will not be registered with the Securities Commission -
CVM.

Brunei. Japan. Kuwait. Malaysia. Switzerland. Taiwan. This publication is distributed in each of Brunei, Japan, Kuwait, Malaysia,
Switzerland and Taiwan by ANZ on a cross-border basis.

European Economic Area (“EEA”): United Kingdom. ANZ in the United Kingdom is authorised by the Prudential Regulation Authority
(“PRA”). Subject to regulation by the Financial Conduct Authority (“FCA”) and limited regulation by the PRA. Details about the extent of our
regulation by the PRA are available from us on request. This publication is distributed in the United Kingdom by ANZ solely for the information
of persons who would come within the FCA definition of “eligible counterparty” or “professional client”. It is not intended for and must not be
distributed to any person who would come within the FCA definition of “retail client”. Nothing here excludes or restricts any duty or liability to
a customer which ANZ may have under the UK Financial Services and Markets Act 2000 or under the regulatory system as defined in the
Rules of the PRA and the FCA. Germany. This publication is distributed in Germany by the Frankfurt Branch of ANZ solely for the information
of its clients. Other EEA countries. This publication is distributed in the EEA by ANZ Bank (Europe) Limited (“ANZBEL”) which is authorised by
the PRA and regulated by the FCA and the PRA in the United Kingdom, to persons who would come within the FCA definition of “eligible
counterparty” or “professional client” in other countries in the EEA. This publication is distributed in those countries solely for the information
of such persons upon their request. It is not intended for, and must not be distributed to, any person in those countries who would come
within the FCA definition of “retail client”.

Fiji. For Fiji regulatory purposes, this publication and any views and recommendations are not to be deemed as investment advice. Fiji
investors must seek licensed professional advice should they wish to make any investment in relation to this publication.

Hong Kong. This publication is distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered at the Hong Kong Monetary
Authority to conduct Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate finance) regulated
activities. The contents of this publication have not been reviewed by any regulatory authority in Hong Kong. If in doubt about the contents of
this publication, you should obtain independent professional advice.

India. This publication is distributed in India by ANZ on a cross-border basis. If this publication is received in India, only you (the specified
recipient) may print it provided that before doing so, you specify on it your name and place of printing. Further copying or duplication of this

publication is strictly prohibited.
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Myanmar. This publication is intended to be of a general nature as part of customer service and marketing activities provided by ANZ in the
course of implementing its functions as a licensed bank. This publication does not take into account your financial situation or goals and is not
Securities Investment Advice (as that term is defined in the Myanmar Securities Transaction Law 2013). The contents of this publication have
not been reviewed by any regulatory authority in Myanmar. If in doubt about the contents of this publication, you should obtain independent
professional advice.

New Zealand. This publication is intended to be of a general nature, does not take into account your financial situation or goals, and is not a
personalised adviser service under the Financial Advisers Act 2008.

Oman. This publication has been prepared by ANZ. ANZ neither has a registered business presence nor a representative office in Oman and
does not undertake banking business or provide financial services in Oman. Consequently ANZ is not regulated by either the Central Bank of
Oman or Oman’s Capital Market Authority. The information contained in this publication is for discussion purposes only and neither
constitutes an offer of securities in Oman as contemplated by the Commercial Companies Law of Oman (Royal Decree 4/74) or the Capital
Market Law of Oman (Royal Decree 80/98), nor does it constitute an offer to sell, or the solicitation of any offer to buy non-Omani securities
in Oman as contemplated by Article 139 of the Executive Regulations to the Capital Market Law (issued vide CMA Decision 1/2009). ANZ
does not solicit business in Oman and the only circumstances in which ANZ sends information or material describing financial products or
financial services to recipients in Oman, is where such information or material has been requested from ANZ and by receiving this publication,
the person or entity to whom it has been dispatched by ANZ understands, acknowledges and agrees that this publication has not been
approved by the CBO, the CMA or any other regulatory body or authority in Oman. ANZ does not market, offer, sell or distribute any financial
or investment products or services in Oman and no subscription to any securities, products or financial services may or will be consummated
within Oman. Nothing contained in this publication is intended to constitute Omani investment, legal, tax, accounting or other professional
advice.

People’s Republic of China (“PRC’). Recipients must comply with all applicable laws and regulations of PRC, including any prohibitions on
speculative transactions and CNY/CNH arbitrage trading. If and when the material accompanying this document is distributed by Australia
and New Zealand Banking Group Limited (ABN 11 005 357 522) (“ANZ”) or an affiliate (other than Australia and New Zealand Bank (China)
Company Limited ("ANZ C")), the following statement and the text below is applicable: No action has been taken by ANZ or any affiliate
which would permit a public offering of any products or services of such an entity or distribution or re-distribution of this document in the
PRC. Accordingly, the products and services of such entities are not being offered or sold within the PRC by means of this document or any
other document. This document may not be distributed, re-distributed or published in the PRC, except under circumstances that will result in
compliance with any applicable laws and regulations. If and when the material accompanying this document relates to the products and/or
services of ANZ C, the following statement and the text below is applicable: This document is distributed by ANZ C in the Mainland of the
PRC.

Qatar. This publication has not been, and will not be lodged or registered with, or reviewed or approved by, the Qatar Central Bank ("QCB"),
the Qatar Financial Centre ("QFC") Authority, QFC Regulatory Authority or any other authority in the State of Qatar ("Qatar"); or authorised
or licensed for distribution in Qatar; and the information contained in this publication does not, and is not intended to, constitute a public offer
or other invitation in respect of securities in Qatar or the QFC. The financial products or services described in this publication have not been,
and will not be registered with the QCB, QFC Authority, QFC Regulatory Authority or any other governmental authority in Qatar; or
authorised or licensed for offering, marketing, issue or sale, directly or indirectly, in Qatar. Accordingly, the financial products or services
described in this publication are not being, and will not be, offered, issued or sold in Qatar, and this publication is not being, and will not be,
distributed in Qatar. The offering, marketing, issue and sale of the financial products or services described in this publication and distribution
of this publication is being made in, and is subject to the laws, regulations and rules of, jurisdictions outside of Qatar and the QFC. Recipients
of this publication must abide by this restriction and not distribute this publication in breach of this restriction. This publication is being
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general circulation and may not be reproduced or used for any other purpose.
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