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PARTY IN Q3 BUT HANGOVER LOOMING  

KEY POINTS 

 Q3 GDP growth beat market expectations and the RBNZ pick, coming in at 
0.8 percent. There were significant downward revisions to historical GDP 
data, with the level of activity in Q2 2011 revised down by 0.8 percent.  

 Appropriately, given the mixed messages, plus the fact that the quarter 
was so heavily influenced by a one-off event, market reaction was muted. 

 The production-based GDP measure showed wide sector divergences. 
Strength was (unsurprisingly) evident in retail, while in the goods sector 
higher manufacturing (+2.3 percent) was offset by weaker construction 
sector output (down 2.2 percent). Activity in the primary sector was flat, 
with higher mining activity offsetting falls in agriculture production. 

 The expenditure measure of GDP increased 1.0 percent, underpinned by a 
build-up in inventories, which does not bode well for growth in subsequent 
quarters. The big retail spend-up was evident in consumption (+1.5 
percent), whereas business investment fell. Net exports made another 
large negative contribution. 

 Our take is that the underlying momentum in the economy is running 
around 2 percent per annum, our new sustainable normal in a 
deleveraging environment. 

 We expect a post Rugby World Cup lull early next year. Given that, plus 
the global situation, the RBNZ will be in no hurry to lift the OCR. We look 
for a December 2012 start to the tightening cycle, but this is crucially 
dependent on the global economy holding together.  
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DATA REVIEW 

DATA WRAP 

Today’s GDP data for Q3 was stronger than both 
market expectations and the RBNZ’s pick, 
coming in at +0.8 percent.  There were some 
downward revisions to the historical levels of 
GDP, with the level of activity still below its 
December 2007 peak.  Looking through the volatility, 
GDP is growing around 2 percent a year, which is 
about the best that can be expected in a 
deleveraging world.  

GDP QoQ YoY Ann Ave % 

Mar-10 0.3 1.3 -0.9 

Jun-10 0.3 1.5 0.2 

Sep-10 -0.1 1.4 1.0 

Dec-10 0.3 0.9 1.3 

Mar-11 0.7 1.3 1.2 

Jun-11 0.1 1.1 1.1 

Sep-11 0.8 1.9 1.3 

    

ANZ 0.9 2.5 1.7 

RBNZ 0.6 2.2 1.7 

Market 0.6 2.2 1.7 

The result feels historical, given that it was 
heavily influenced by a one-off event, namely 
the Rugby World Cup. It gave mixed messages, 
with quarterly growth beating expectations but 
downward revisions to history lowering the level of 
GDP, which goes straight into the RBNZ’s estimate of 
momentum and spare capacity in the economy. In 
sum, today’s data is no threat to the Reserve Bank’s 
plan to keep the OCR on hold for the foreseeable 
future. 

As has been typical in recent times, the 
production-based measure of GDP showed wide 
sector divergences.  Activity in the goods sector 
(+1.0 percent q/q) showed offsetting movements, 
with higher manufacturing (+2.3 percent) activity 
offset by weaker construction sector output (down 
2.2 percent q/q), but the latter will be a key 
contributor to growth in 2012.  

Activity in the primary sector lifted 0.5 percent, 
with higher fishing/forestry/mining activity (+3.7 
percent) offsetting a fall in agriculture production  
(-1.1 percent).  

Activity in the services sector posted a 
respectable 0.5 percent quarterly increase, with 
offsetting movements amongst the components. 
Strength was evident in retail, accommodation and 
restaurant activity (up 2.5 percent), which was the 
largest quarterly increase since 2007Q1. Activity in 
finance, insurance and business services rose 0.6 
percent, with little evidence of a displacement impact 

taking place, although this would have been difficult 
to capture in the published statistics. Wholesale trade 
activity fell 0.7 percent, whereas personal and 
community services were fairly flat. 

Percentage point contributions to quarterly growth
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Expenditure GDP rose 1.0 percent, with the 
components again a mixed bag. Growth was 
underpinned by a build-up in inventories, with the 2.4 
percentage point contribution from inventory 
rebuilding, the largest since 1987. There was also a 
sizeable increase in private consumption (up 1.5 
percent q/q), driven by non-durable activity (+3.3 
percent). Services and durable activity both displayed 
solid increases. Residential investment activity 
fell 1.8 percent in Q3 but appears to be at its 
trough and looks set to make a strong positive 
contribution to growth over 2012. The pick-up in 
construction will not just be an earthquake rebuilding 
story, but will be heavily dependent on construction 
sector capacity being available. 

Residential investment, as a percent of GDP
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Business investment fell, with a lift in plant and 
machinery equipment (+6.0 percent) more than 
offset by a fall in non-residential building (-7.1 
percent) and transport equipment (-9.8 percent). 
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Other construction also fell (-6.5 percent). Despite 
the Rugby World Cup boosting exports of services, a 
3.1 percent increase in import volumes contributed to 
another large negative net export contribution.  

Export volumes
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Export volumes rose 0.4 percent in the 
September quarter. Goods export volumes fell 
1.8 percent, with forestry, meat, dairy, other food 
and beverages, textiles and metals and other non-
metallic products all down.  The only goods sector to 
show a decent lift was coal and crude, up 2.2 
percent. Exports of services rose strongly (+7.2 
percent), courtesy of a rush of visitors for the 
Rugby World Cup. Beyond the Rugby World Cup, 
the still-high NZD and weak global outlook suggests a 
difficult period ahead for the export sector. 
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The build-up in inventories was primarily in 
manufacturing and distribution inventories as 
retailers and wholesalers built up stocks in 
anticipation of strengthening demand. A key question 
is whether some of the Q2 and Q3 build-up in 
inventories was unintentional, which would suggest 
unexpected weakness in demand and a drop in 
output to come. Given the anecdotes about a 

“disappointing” Rugby World Cup, we suspect there 
may be an element of this. Time will tell, but the 
unwinding of the build-up in inventories and the 
Rugby Word Cup boost are likely to weigh on activity 
over the next few quarters. 

NZ tradable vs non-tradable sector output
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In production terms, despite more than 95 percent of 
the quarterly growth in Q3 GDP being generated from 
the income generating part of the economy, activity 
in the tradable sector continues to lag the non-
tradable sector. Without another Rugby Word Cup 
boost on the horizon, and with manufacturing 
stocks already high, this welcome turnaround 
seems unlikely to persist. The still high NZD and 
weaker global outlook continue to make life difficult 
for much of the export sector. This is not to say that 
the “average” exporter has not done well, courtesy of 
high commodity prices. But agricultural output is slow 
to respond to price signals, and those exporters 
selling to US and European markets are struggling 
with the high NZD. Given the resource implications of 
Canterbury rebuild and the mix of monetary 
conditions, we expect this divergence to widen over 
2012. 
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Revisions to historical data were noticeable, 
with the level of GDP revised down 0.8 percent 
by 2011Q2.  Revisions were concentrated in 2010 
and 2011Q1. This matters, as the level of GDP is 
what goes into the Reserve Bank’s assessment of the 
output gap, or the level of spare capacity in the 
economy that provides the “demand-pull” element of 
inflation (as opposed to cost-push, from oil prices, for 
example). The upshot of this is that there is no threat 
to the Reserve Bank’s plan to leave the OCR on hold 
for the foreseeable future. On a per-capita basis the 
economy has failed to make up any of the output lost 
in the last recession, with per-capita activity still 4.8 
percent below its 2007 peak.  

ASSESSMENT 

Looking through the quarterly volatility, the 
economy is growing at about 2 percent per 
year, which is about the best that can be 
expected in a world of debt payback. Tellingly, 
the level of output is still marginally below its late 
2007 peak, and well below on a per-capita basis. 
We’ve seen a pretty modest bounce-back from this 
recession compared to history. But this is not just a 
New Zealand story – developed nations around the 
world have found the same thing in recent years, as 
they struggle under high levels of debt.  Loose 
monetary policy and still-high commodity prices are 
much-needed tailwinds, but there are plenty of forces 
in the opposite direction: ongoing debt reduction, the 
still-high NZD and now sharply slowing global growth 
spring to mind. The latter is the major risk for growth 
in 2012. 

We see a strong risk of a soft patch in the first 
half of next year before the Christchurch rebuild 
starts to kick in.  A strong unwinding in inventories 
could see this weakness brought forward to 2011Q4.  
The New Zealand economy continues to “muddle 
along”. In the glass half full version, relatively sound 
fundamentals look set to see New Zealand 
outperform many of its global peers. 

The feel-good sector of consumption is set to 
continue to do it fairly tough, but pockets of the 
economy are doing quite well. Dairy prices are 
hanging in remarkably well in the face of global 
turmoil and high supply from competitors. Interest 
rates are extremely low, and parts of the housing 
market are starting to respond.  

We have pencilled in the first Reserve Bank rate hike 
for December 2012, but the timing is dependent on 
how the current global turmoil feeds into commodity 
prices and bank funding costs. The process of policy 
normalisation will be stop-start, reflecting our view 

that the global situation will not be resolved quickly, 
and that inflation looks to be in retreat for now.  

IMMEDIATE MARKET REACTION 

The NZD ignored the data, as it is well understood 
that Q3 was always going to be heavily influenced by 
a one-off event. Swap rates rose 2-3bp. A muted 
reaction was appropriate. The Reserve Bank made it 
clear in their recent Monetary Policy Statement that 
the hurdle for either a rate cut, or a rate hike, is very 
high. 
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IMPORTANT NOTICE 

NEW ZEALAND DISCLAIMER 

This publication is for information purposes only.  Its 
content is intended to be of 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.  It is recommended you seek advice from a financial 
adviser which takes into account your individual 
circumstances before you acquire a financial product.  This 
publication does not constitute an offer to sell or solicitation 
to buy any security or other financial instrument.  No part of 
this publication can be reproduced, altered, transmitted to, 
copied to or distributed to any other person without the 
prior express permission of ANZ National Bank Limited (the 
“Bank”).  

This publication is a necessarily brief and general summary 
of the subjects covered.  The information contained in this 
publication is given in good faith, has been derived from 
sources perceived by it to be reliable and accurate and the 
Bank shall not be obliged to update any such information 
after the date of this publication.  To the extent permitted 
by law, neither the Bank nor any other person involved in 
the preparation of this publication accepts any liability for 
the content of this publication (including the accuracy or 
completeness thereof) or for any consequences flowing from 
its use.  

UNITED STATES DISCLAIMER 

This publication is being distributed in the United States by 
ANZ Securities, Inc. (Member of FINRA [www.finra.org] and 
registered with the SEC) (“ANZ S”) (an affiliated company of 
Australia and New Zealand Banking Group Limited 
(“ANZBG”) and the Bank), which accepts responsibility for 
its content.  Further information on any securities referred 
to herein may be obtained from ANZ S upon request.  Any 
US person(s) receiving this publication and wishing to effect 
transactions in any fixed income securities referred to herein 
should contact ANZ S 277 Park Avenue, 31st Floor, New 
York, NY 10172 USA, Tel: 1-212-801-9160, Fax: 1-212-
801-9163, not its affiliates.  

This publication is issued on the basis that it is only for the 
information of the particular person to whom it is provided.  

This publication may not be reproduced, distributed or 
published by any recipient for any purpose.  This publication 
does not take into account your personal needs and financial 
circumstances.  Under no circumstances is this publication 
to be used or considered as an offer to sell, or a solicitation 
of an offer to buy. 

In addition, from time to time ANZBG, the Bank, ANZ S, 
their affiliated companies, or their respective associates and 
employees may have an interest in any financial products 
(as defined by the Australian Corporations Act 2001), 
securities or other investments, directly or indirectly the 
subject of this publication (and may receive commissions or 
other remuneration in relation to the sale of such financial 
products, securities or other investments), or may perform 
services for, or solicit business from, any company the 
subject of this publication.  If you have been referred to 
ANZBG, the Bank, ANZ S or their affiliated companies by 
any person, that person may receive a benefit in respect of 
any transactions effected on your behalf, details of which 
will be available upon request. 

The information herein has been obtained from, and any 
opinions herein are based upon, sources believed reliable.  
The views expressed in this publication accurately reflect the 
author’s personal views, including those about any and all of 
the securities and issuers referred to herein. The author 
however makes no representation as to its accuracy or 
completeness and the information should not be relied upon 
as such.  All opinions and estimates herein reflect the 
author’s judgement on the date of this publication and are 
subject to change without notice.  No part of the author’s 
compensation was, is or will be directly or indirectly related 
to specific recommendations or views expressed in this 
publication.  ANZBG, the Bank, ANZ S, their affiliated 
companies, their respective directors, officers, and 
employees 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 the contents of 
and/or any omissions from this communication except 
where a Liability is made non-excludable by legislation. 
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