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Learning the lessons of lockdown.

- The Pre-Election Economic and Fiscal Update
(PREFU) recognised that the New Zealand
economy has bounced back surprisingly
quickly from the Covid-19 lockdown.

- However, the Treasury has downgraded its
GDP forecasts over the longer term, resulting
in lower tax revenue, more persistent
unemployment, and large deficits.

- We regard the Treasury’s longer-term
economic forecasts as too pessimistic.
Consequently, we think that in time the fiscal
position will prove to be less dire than the
PREFU suggests.

Michael Gordon, Senior Economist
@ 6493365670
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The Treasury’s update of its fiscal and economic forecasts,
ahead of the 17 October election, was a mixed bag. Compared
to the May Budget, both the economy and the Government’s
books have fared better than expected in the short term.
However, the Treasury continues to anticipate rising debt and
large operating deficits for years to come.

It’s good see the Treasury acknowledge the surprising
resilience of the economy over the shorter term. However,
we still think the Treasury is being too pessimistic about the
longer-run outlook for New Zealand. 2020 has been a lesson
about the economy’s dynamism, with activity bouncing back
readily as Covid restrictions have been lifted. As a result, our
view is that the nation’s fiscal outlook, while still challenging,
will not prove to be as dire as the PREFU portrays.

The economic forecasts for the May Budget were prepared
under the ‘fog of war’ of the Alert Level 4 lockdown in April.
Consequently, the Treasury assumed an extremely severe hit
to the economy, with GDP predicted to plunge by 23.5% in
the June quarter and to recover only about half of that in the
second half of the year.

We now know that the economy suffered less from the
lockdown than expected and bounced back far more readily,
so an upgrade to the near-term outlook was necessary.

The Treasury now estimates that June quarter GDP fell by
16% - still a weaker outcome than market forecasts, which
have had the benefit of additional data that was published

in the last couple of weeks. The Treasury has also revised up
its forecasts for the level of GDP for the immediate post-
lockdown period.

Beyond that, however, the Treasury expects the pace of
growth to slow markedly, with the level of GDP even lower
in the longer term compared to its Budget forecasts. This is
based on a view that Covid-19 will have a more persistent
impact on the economy, both here and globally, than
previously assumed. That’s even with the international
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Contact the Westpac economics team.

Dominick Stephens, Chief Economist
@ 16493365671

Michael Gordon, Senior Economist
@ 6493365670

Satish Ranchhod, Senior Economist
@ 6493365668

Nathan Penny, Senior Agri Economist
@ 6493489114

Paul Clark, Industry Economist
@ 6493365656

Any questions email:
economics@westpac.co.nz
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the Market Abuse Regulation (Regulation(EU) 596/2014).
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The material may contain investment recommendations, including information recommending an
investment strategy. Reasonable steps have been taken to ensure that the material is presented in
a clear, accurate and objective manner. Investment Recommendations for Financial Instruments
covered by MAR are made in compliance with Article 20 MAR. Westpac does not apply MAR Investment
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Unless otherwise indicated, there are no planned updates to this Investment Recommendation
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