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New Zealand On The Path Of Strong Recovery

17 Jun 2021 New Zealand Economic Activity

Key View

We at Fitch Solutions have revised up our forecast for New Zealand's economy to grow by 5.5% in 2021, from 3.6%
previously.

+ The upward revision reflects the better than anticipated GDP results for Q121 which showed that the economy grew
3.6% y-0-y on the back of strong domestic demand
We expect private consumption and gross fixed capital formation to lead the economic recovery over the coming
months as New Zealand's recovery continues to firm.

We at Fitch Solutions have revised up New Zealand's growth forecast for 2021 from 3.6% to 5.5% following a
better-than-anticipated Q121 growth outturn of 3.6% y-o-y and 1.4% q-o-q. This marked an acceleration from 1.1%
y-0-y and -1.5% g-o-q growth in Q420. We expect strong growth in private consumption and gross fixed capital
formation to lead the recovery over the coming months as New Zealand's recovery continues to firm although persistent
supply chain challenges do still pose downside risks to the strength of the rebound.

New Zealand Economic Outlook To Continue Solidifying
New Zealand - Real GDP By Expenditure, pp contribution to growth
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We expect the recovery in private consumption to be robust, and have revised up our private consumption growth
forecast to 5.8% in 2021 (revised up from 3.0% previously), marking our view for a strong rebound from a 1.8%
contraction in 2020. Private consumption growth over the coming quarters will be driven by minimal domestic
movement restrictions to contain another resurgence in Covid-19, given New Zealand's strong track record thus far of
containing Covid-19, and a strong labour market outlook, which bodes well for incomes. Indeed, the retail trade survey

in Q121 showed 2.5% y-o0-y growth, versus a 2.6% contraction in the previous quarter, providing an early indication of a
turnaround in retail activity.

New Zealand's effective containment of its domestic Covid-19 outbreak leads us to believe the probability of further
protracted movement restrictions being implemented is slim. Additionally, while only about 6.73% of the population is
currently fully vaccinated since the country started its vaccination rollout in February, we expect vaccine deployment to

the wider population slated to commencing end- July, will support consumer confidence and business activity, spurring
private consumption growth.

Improving Business And Employment Outlook To Support Consumer Sentiment
New Zealand - Activity Outlook Balance Index Vs Employment Outlook Balance Index, % Vs Consumer Confidence
Index
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An improving labour market, amid the ongoing economic recovery, will support disposable incomes and consumer
spending. According to the preliminary read of the ANZ business outlook for June, employment intention remained
firmly in positive territory, at levels not witnessed since 2017. Strong labour demand will likely mean a further tightening
of the labour market and better prospects for wage growth. Indeed, the unemployment rate once again fell to 4.7% in
Q121, down from 4.9% in the previous quarter.

The Trans-Tasman travel bubble arrangement between New Zealand and Australia will also support private
consumption to some extent and provide some respite to the ailing tourism sector. Demand for travel has risen
following the bubble’'s commencement. Total monthly international arrivals for April surged to 31,931, about two times
greater than the total international arrivals for the first quarter of 2021. That said, total arrivals still remain very much

below pre-Covid levels (see chart below) and as long as broader border closures continue, support from international
arrivals will remain limited.

Tourism Continues To Perform Poorly
New Zealand - Annual Tourist Arrivals (Year Ended July)
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We forecast gross fixed capital formation to grow by 6.0% in 2021 (revised up from 5.0% previously),
rebounding from an 11.2% contraction in 2020. A strong terms of trade position, combined with low domestic
interest rates and increasing capacity pressure in some sectors of the economy, will incentivise businesses to invest.
Indeed, based on the preliminary figures of the ANZ business outlook for June, total investment outlook balance index is
positive, meaning that the percentage of respondents expecting an increase in investments is greater than the
percentage of respondents expecting a decrease in investments. The improvement in the investment outlook is in line
with the capacity utilization outlook and export sales outlook (see chart below).

GCFC To Be Boosted By Favourable Factors

New Zealand -Total Investment Outlook Balance Index Vs Capacity Utilisation Outlook Balance Index VS Export
Sales Outlook Balance Index, %
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Meanwhile, robust housing market activity supported by elevated residential investments will further drive fixed capital
formation growth. This is reflected by the record number of annual new dwelling consents in the twelve months to April,
coming in at 42848 building consents issued. representing a 15.2% y-0-y increase over the period and notching its
highest level since 2014. This should provide a strong pipeline of construction activity over the coming quarters.

Robust Growth In Building Consents Issuance To Spur Housing Activity
New Zealand -Annual Building Consents Issued, % chg y-o0-y
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The government's infrastructure drive will be another catalyst for growth in this component. As part of the government's
agenda to boost New Zealand's economic recovery post-Covid-19, it has detailed NZD57.3bn worth of infrastructure
investment plans over the next four years (2021-2025, given the July-June fiscal year). This is in comparison to what was
already a record allocation of NZD42bn in the previous budget. Therefore, on average, we expect public investment
growth to remain robust, serving as tailwinds for growth.

Growth In Government Consumption To Slow
New Zealand - Total Crown Expense, % chg y-o-y
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We expect government consumption growth to slow to 2.0%, from 5.8% in 2020. This slowdown is due to an
already significant increase in pandemic-related spending in FY2019/20 when expenditure rose by 24.7%. Additionally,
as the economic recovery takes hold, the government will look to conserve fiscal space, paring back temporary
pandemic-related spending. According to the data from the treasury, expenditure related to social assistance spending
(which forms the bulk of expenditure in New Zealand at about 32.0%) was NZD1.2bn lower than the estimated spend in
the Half Year Update for FY2020/21 (actual outturn of NZD45.0bn vs an initial estimation of NZD43.8bn). The
government will instead shift its focus to long-term development projects to support the economy.

Import Growth To Outpace Export Growth
New Zealand - Exports & Imports Growth, % chg y-o-y VS Trade Balance, NZDmn
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We expect net exports to drag on real GDP growth in 2021 as import growth will likely outpace exports growth in the
coming quarters. Accordingly, we forecast net exports to subtract 0.8pp from real GDP growth in 2021 versus a
contribution of 2.1pp in 2020. We maintain our forecast for exports to grow by 6.0% in 2021, versus -10.0% in 2020.
With the global economy continuing to normalise amid more rapid vaccine rollouts, pent-up demand and the unwinding
of savings will sustain strong demand for New Zealand's exports. In particular, we expect Chinese demand for dairy
products to lead the external demand recovery for New Zealand. Meanwhile, we forecast imports to grow by 8.0%
(revised up 6.8% previously) compared to -16.3% in 2020. From an imports perspective, New Zealand being a net oil
importer will mean that higher y-o-y oil prices will lift the import bill, while recovering domestic demand will also raise the
quantity of crude oil imports. Our Oil & Gas team forecasts Brent oil prices to average USD66.00/bbl in 2021, up from

USD43.20/bbl in 2020. Additionally, supply chain disruptions and the strong recovery in domestic demand will also
further lift New Zealand's import bill.

Risks to Outlook

The risks to our growth outlook are weighted to the downside. Global supply chain disruptions and surging shipping
costs will put upside pressure on inflation, which could weigh slightly on private consumption growth. A lack of essential
input due to persistent raw material and labour shortages could also cap growth in gross fixed capital formation.
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