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Less overheated. 

	– We expect a 0.4% drop in GDP for the March 
quarter. This would be weaker than market 
and Reserve Bank forecasts. 

	– However, there’s a high degree of uncertainty 
around the quarterly result. Covid-19 has 
significantly disrupted the usual seasonal 
patterns in the data. 

	– We still see the economy growing on a year-
on-year basis, but the momentum is slowing 
as higher interest rates bite. 

	– We’d characterise the economy as ‘less 
overheated’ rather than ‘weak’. A substantial 
cooling-off period is needed to bring inflation 
fully under control. 

Dec-22 
actual

Mar-23 
Westpac f/c

Mar-23 
RBNZ f/c

GDP 

Quarterly % chg -0.6 -0.4 0.3

Annual % chg 2.2 2.2 3.0

Annual average % chg 2.4 2.8 3.0

Next Thursday’s GDP release is likely to show that the 
New Zealand economy is now firmly in slowdown mode. 
We’re expecting a 0.4% fall for the March quarter, which is a 
downgrade from the 0.2% drop that we assumed in our May 
Economic Overview. 

This puts us at the low end of the market, with most other 
forecasts in the range of zero to slightly positive. And it would 
be, for the second time in a row, a sizeable undershoot of 
the Reserve Bank’s forecast (the RBNZ’s last Monetary Policy 
Statement factored in a 0.3% rise).

As is often the case, we need to provide some health warnings 
around both our forecast and how to interpret the results. 
Covid-19 has significantly disrupted the usual patterns in the 
quarterly GDP figures in two ways. Firstly, Stats NZ has had 
to use alternative data sources for some industries in the last 
few years, where the old methods proved unsuitable (such as 
using employment or hours paid as a proxy for output). The 
new data sources may actually be better quality, but from 
our perspective it’s less clear how to translate them into a 
GDP forecast. 

Secondly, the border closure and the loss of international 
tourism has thrown out the usual seasonal patterns in 
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activity, especially for sectors like transport, hospitality and 
entertainment. That has made it extremely difficult to apply 
a seasonal adjustment to the data – using the pre-Covid 
adjustment factors gives the appearance of strong growth 
during the winter off-season and weak growth during what is 
normally the summer peak. While tourism has resumed, we’re 
not back to the normal patterns just yet.

Given these uncertainties around the quarterly data, we put 
more stock in our year-on-year growth forecast, which we 
put at 2.2%. On that basis, we’d describe current conditions 
as being ‘less overheated’ rather than ‘weak’. The jobs 
market remains robust, and the unemployment rate is only 
0.2ppts above its record low. And the current account deficit 
– which we expect to reach an eye-watering 9% of GDP in 
next Wednesday’s release – suggests that demand remains 
significantly out of whack with our productive capacity. It’s 
going to take a substantial period of cooling off to fully squeeze 
the inflation pressures out of this economy. 
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Forecast details.
Our forecast of a 0.4% fall in overall GDP reflects what is 
increasingly becoming a two-speed economy. Higher interest 
rates are having the expected braking effect on domestically-
oriented sectors such as retail and manufacturing, but 
the ongoing recovery in overseas tourists is providing a 
boost in other areas, especially in recreation and other 
personal services. 

Q1 GDP forecast by production
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The damage and disruption caused by Cyclone Gabrielle 
also plays some role in the expected weakness for the March 
quarter. Total hours worked were down 0.3% for the quarter, 
even with a 0.8% rise in the number of people employed. The 
losses in horticulture mean that agricultural output is likely to 
be down overall, despite a solid lift in milk collections. Forestry 
was also down as damage to roads reduced access to some 
plantations. We’ve assumed some boost to construction as the 
cyclone recovery gets under way, but it’s not enough to offset 
the negatives. 

As we discussed earlier, Covid’s disruption of the usual 
seasonal patterns in activity mean that some of the sectoral 
details need to be taken with a grain of salt. In particular, 
while we expect to see a sharp drop in the transport and 
accommodation sectors (for the second time in a row), we don’t 
think that reflects what’s really going on. Rather, we suspect 
that the June and September quarters last year overstated the 
rebound in these sectors – as we noted at the time, activity 
was supposedly above pre-Covid levels even though visitor 
numbers were only halfway back to normal. 

Tourism-related activity, seasonally adjusted
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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 effort has been taken to ensure that the assumptions on which the 
forecasts are based are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The ultimate outcomes may differ substantially from these forecasts.
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