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Economic Note

e We expect Q3 2019 GDP increased by 0.7% qoq, with annual growth lifting to 2.5%.

e Q3 economic data have been surprisingly robust despite very weak readings from typically-reliable sentiment-
based indicators of GDP growth.

e StatsNZ will also update its earlier GDP estimates, which could result in some material revisions, adding an

additional layer of uncertainty ahead of the release.
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incorporate annual benchmark data. Our usual suite of economic

indicators has provided varying signals on the strength of the economy in Q3. The early, yet typically-reliable
sentiment-based measures implied very little (if any) economic growth over the quarter. However, StatsNZ data
released in recent weeks, which are used as inputs into StatsNZ’s GDP estimate, have been surprisingly robust. All
up we are expecting reasonable Q3 GDP growth of 0.7%, with annual GDP growth lifting to 2.5% from 2.1%.
However, we still urge some caution - should Q3 GDP print close to our expectation, then the contrast of the strong
outturn against weak levels of business confidence would cast additional uncertainty around the underlying strength

or momentum in the economy.

We will probably never know the true state of the economy over H2 2019 until well into 2020. NZ quarterly GDP
estimates are just that — early estimates, based off a range of survey data. StatsNZ does the best with what it has and
it is a balancing act in terms of timely estimates for policy makers versus the burden of surveying a representative
sample of NZ businesses and individuals. Adding to the uncertainty around the trend of GDP growth, StatsNZ will
also update its previous GDP estimates to incorporate additional data from annual surveys. In the past, on occasion,
these revisions have resulted in meaningful changes to the historical growth view. As a result, anything can happen
on Thursday, Dec 19th but fingers crossed Santa delivers some positive economic news to finish the year on.
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At the start of the quarter, early forecasts of underlying GDP growth are derived from sentiment-based surveys. We
take care to assess the accuracy of these surveys over time, and there have been some fairly reliable performances in
predicting the underlying rate of economic growth from a number of

surveys. These include the BusinessNZ manufacturing and services oPc  BUSINESS CONFIDENCE & GDP

PMI surveys and our pet favourite, the NZIER Quarterly Survey of 3.0

Business Opinion measure of past quarter trading activity. Both GDP (20 MA)
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surveys pointed to a deceleration in growth over Q3. Indeed, the
weak results in a number of key economic indicators spiked our
recession probability estimate higher, suggesting a 30% chance of
recession and a period of sub-trend growth likely over H2 2019.

Despite the weak confidence-based indicators pointing to weak
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production and livestock slaughter were expected to contribute to

growth, whilst we were also seeing early signs of life creeping back into
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the housing market over Q3. But we had expected the rest of the

producing sectors and professional business services. So much to our

contraction. Finally, select employment data suggest that services

GDP may be stronger than we pencilled in. Despite earlier concerns
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And the end of the day it’s just a forecast.... of an estimate which is subject to revision. Robust GDP growth over Q3
would certainly be a pleasant surprise, but we would still interpret the result with caution and would not outright
dismiss the information content of weak confidence data, particularly that of the more reliable surveys mentioned
above. NZ quarterly GDP estimates are just that — early estimates, based off a limited range of survey data. StatsNZ
does the best with what it has and it is a balancing act in terms of timely estimates for policy makers versus the
burden of frequently collecting data from a representative sample of NZ businesses and individuals. As a result, the
initial quarterly estimates are often revised using more accurate data that is surveyed on a less timely basis.

Indeed, the Q3 GDP figures are less predictable than usual, as StatsNZ will be incorporating some data from annual
surveys and updating its estimates GDP growth from the past year or so. In the past, these revisions can have
material economic and policy implications.

The RBNZ had penciled in just 0.3% qoq growth in the November Monetary Policy Statement (MPS). Depending on
the extent and direction of historical revisions, it’s likely the RBNZ will be updating its February forecasts with stronger
economic growth than expected. At the November MPS, the RBNZ still saw downside risk to the OCR, with the RBNZ’s
OCR track indicating around a 50% chance on another cut. A stronger GDP result would likely come as some relief to
the RBNZ and result in the RBNZ’s OCR risk assessment becoming more balanced.

Economic Update | 13 December 2019



ASB Economics & Research Phone

Chief Economist Nick Tuffley nick.tuffley@asb.co.nz (649) 301 5659
Senior Economist Jane Turner Jane.turner@asb.co.nz (649) 301 5957
Senior Economist Mark Smith mark.smith4@asb.co.nz (649) 301 5657
Senior Economist Mike Jones mike.jones@asb.co.nz (649) 301 5661
Senior Rural Economist Nathan Penny nathan.penny@asb.co.nz (649) 448 8778
Senior Economist, Wealth Chris Tennent-Brown chris.tennent-brown@asb.co.nz (649) 301 5915
Data & Publication Manager Judith Pinto judith.pinto@asb.co.nz (649) 301 5660
www.ash.co.nz/economics ,@ ASBMarkets
Disclaimer

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or
needs. Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard
to your objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based
on the information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as
to accuracy, reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this
document are subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed
elsewhere by ASB Bank Limited. We are under no obligation to, and do not, update or keep current the information contained in this document.
Neither ASB nor any person involved in the preparation of this document accepts any liability for any loss or damage arising out of the use of all or
any part of this document.

Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to
contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant
that any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.
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