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Weekly Economic 
Commentary.
The economy at Level 4.

A four-week lockdown to counter Covid-19 is the correct decision for New Zealand, 
but it will cause June quarter GDP to fall by 14% and unemployment to rise to 9%. 
However, the recovery will be much faster than in past recessions. The mood in 
financial markets is calmer than a week ago, thanks to the impressive, sensible and 
aggressive response from the Government and Reserve Bank.

Going to Level 4 of the Covid-19 response plan, total 
lockdown, was the right decision for the Government to make 
because saving lives comes fi rst. However, the economic cost 
will be severe. At Level 4, we estimate that approximately 
one third of economic activity will not happen.

At Level 3, where mass gatherings, public venues and 
some non-essential businesses are closed, but many other 
businesses can operate, the impact on the economy would 
be more like 8%. At Level 2 the main economic impact is 
the dearth of international tourists, and the impact on the 
economy is almost 4%.

What happens to GDP and employment this year will 
depend on which alert level we are at, and for how long. 
We are assuming Level 4 for four weeks and Level 3 for a 

number of months. However, some regions could return to 
Level 4 at times, and the possibility of a nationwide return 
to Level 4 will make businesses and consumers cautious 
until Covd-19 has passed. 

Our preliminary estimate is that New Zealand GDP will 
decline by 1% in the March quarter and 14% in the June 
quarter. As the lockdown is lifted there will be a large jump 
in economic activity as businesses reopen and as some 
catchup activity occurs (for example, haircuts and doctors’ 
visits will have been delayed). We are forecasting a 9.9% 
lift in GDP for Q3. Stats NZ may have trouble measuring 
these gyrations in activity, especially given the restrictions 
on their own staff , so even if the true swings in GDP are huge 
the reported numbers may be smaller.

Fiordland National Park, New Zealand
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We estimate that annual GDP in 2020 will be 5.6% lower 
than 2019.

The impact on employment will be more moderate than the 
reduction in GDP. Most fi rms will hold onto their workers 
through the lockdown, although in industries where working 
arrangements are often more casual, such as hospitality, there 
could be more layoff s. However, the Government’s enormous 
wage subsidy scheme will limit the job losses. Overall, we 
estimate that around 207,000 jobs will be lost, equating to 7% 
of the workforce. This would push the unemployment rate to 
9% (not all of the aff ected workers will become unemployed, 
some will exit the labour force altogether). 

New Zealand’s housing market is currently frozen amid the 
lockdown, but when house sales resume prices are likely to 
decline. There is little reason to suppose that the long-run 
fundamental value of property has changed, but short-term 
market realities certainly have. Job losses and business 
failures will put fewer people in a position to buy property, 
and other erstwhile buyers will be too nervous to act. The 
plan to grant repayment holidays to mortgage borrowers 
aff ected by Covid-19 will limit forced selling, but there will 
still be some people whose circumstances require them 
to sell later this year. How far prices fall depends mainly 
on sentiment, which is hard to predict. For now we are 
pencilling in a 7% decline over the second half of 2020, 
based on the house price declines seen in past New Zealand 
recessions. Beyond 2020 we expect ultra-low interest rates 
and a recovering economy to slowly return house prices to 
their pre-Covid-19 trajectory, so we are forecasting house 
price infl ation of 8% in 2021 and 12% 2022. 

The recovery from this recession will be much faster than 
previous recessions, because the impediment to economic 
activity is temporary. This will mean a more rapid decline 
in unemployment and rise in GDP than, for example, after 
the GFC. However, a full recovery in the economy will take 
years. Many fi rms will fold during the disrupted period, and 
it will take time for new entrepreneurs to take their place. 
Other fi rms will be saddled with debt, making it harder to 
expand. Consumers will also be cautious for some time, 
and will take time to recover from the shock of asset prices 
falling like they have.

The Government’s job is to backstop the economy through 
the Covid-19 disruption so that the recovery can be as smooth 
as possible, while keeping its own balance sheet reasonably 
intact. We have been impressed with the Government’s 
response to date, which we think will do a lot to minimise 
long-term damage to the economy. Most of the Government’s 
actions have met our three criteria for good Covid-19 policies: 
they should be timely, targeted and temporary.

The Government has expanded its wage subsidy scheme by 
removing the $150,000 cap per business. We have heard 
that fi rms are able to access the cash within hours, and 
that the administration required is minimal. This will be a 
massive aid in keeping fi rms solvent and people attached 
to their jobs. The downside is that this policy is incredibly 
expensive, so the Government can’t keep it up for long.

The Government is working on a loan guarantee scheme for 
small and medium sized businesses. Government will take 
80% of the risk while the banks take 20%. Furthermore, the 
Government is working with banks to provide repayment 
holidays for mortgage holders. The success of these 
schemes will depend on the details, which we are yet to 
see, but the headlines looked sensible to us. Only the 
Government has a big enough balance sheet to backstop 
the business sector, but bringing the banks alongside to 
some extent will leverage the banks’ credit expertise. The 
really positive thing about these schemes is that they won’t 
stress the Government’s balance sheet as much as the 
wage subsidies. Under these schemes the Government will 
eff ectively be providing bridging fi nance, most of which will 
eventually be paid back.

That is important, because in order to keep borrowing 
at a low interest rate the Government must demonstrate 
to markets that it has a plausible means of repaying the 
massive debt that it is going to incur as it backstops the 
economy through Covid-19.

Asset prices around the world have plunged to “fi re sale” 
levels. Panicking Mum and Dad investors are switching their 
portfolios to cash en mass. Fund managers are therefore 
required to sell assets such as equities at whatever price 
they can get. With few buyers on the other side, the result 
has been heavy price declines. We seriously doubt that 
the long-run fundamental value of companies has fallen 
anywhere near as far as the declines in equity market 
indexes imply.

The turmoil on global fi nancial markets has had a real 
impact on New Zealand, including a sudden lift in the 
interest rates on New Zealand Government bonds and on 
interbank lending. This occurred a couple of weeks ago, and 
left unchecked could have caused an unwanted increase in 
the interest rates that ordinary businesses and households 
pay or receive. The Reserve Bank has done a good job of 
calming the situation down. Its Term Auction Facility could 
provide virtually unlimited funding to banks if required. Its 
market liquidity measures have smoothed the functioning of 
some (but not all) fi nancial markets. And most important, 
its Quantitative Easing program has provided a buyer for 
Government bonds, which will soon be in abundant supply 
due to the Government’s sudden need to borrow. The 
rates at which banks lend to one another have fallen to 
roughly their normal spread over the OCR, and Government 
bond rates have come down substantially. In our view 
the Reserve Bank has done enough, for now, to keep New 
Zealand interest rates low and markets functioning. The 
mood in fi nancial markets remains nervous, but less so than 
two weeks ago.
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NZ Feb dwelling consents 
Mar 31, Last: -2%, Westpac f/c: 4%

• Dwelling consent issuance fell 2% in January. That was a modest 
pull back after a large 10% rise in December.

• We’re forecasting a modest 4% rise in total consents in February. 
That will leave annual issuance around record levels. Strength has 
been widespread.

• The strength in consent numbers points to a solid pipeline of 
building activity over the year ahead. 

• However, this data predates the coronavirus lockdown in the New 
Zealand economy. That will delay much of the planned work. There 
is also the risk that some planned projects get cancelled. 

NZ Mar ANZ business confidence 
Mar 31, Last: -19.4, Preliminary result: -53.3

• Business confidence has fallen sharply in recent months in the face 
of coronavirus disruptions to economic activity domestically and 
abroad. 

• A preliminary reading on business confidence based on the 
responses in the first part of the survey period (between March 2 
to 9) recorded a sharp drop in headline business confidence to -53 
(down from -19). 

• There were related drops in all of the key activity indicators, 
including employment and investment intentions.

• Over the past few weeks, concerns about the coronavirus have 
increased and more stringent measures to contain the virus 
have been implemented. Those developments are likely to have 
reinforced the downturn in sentiment in the latter part of the 
survey period. 
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Aus Feb private credit
Mar 31, Last: 0.3%, WBC f/c: 0.3%
• Credit growth slowed to a weak pace in 2019, with annual growth 

of 2.4% moderating from 4.3% for 2018 - in what was a broadly 
based trend. 

• The opening month of 2020 showed a slight uptick, credit grew 
by 0.3% with an emerging upswing in housing and with business 
volatile to the upside (recording a +0.5%).

• For February, we anticipate a further rise of 0.3%. The key risk is 
around business which is choppy month to month.

• Housing grew by 0.31%, 3.1% in January. Notably, credit 
momentum has lifted - up from a 2.7% annualised pace for the 
June quarter 2019 to 3.8% annualised for the month of January. 
This reflects the sharp rise in new lending in response to easier 
lending conditions.

• Business credit is subdued with the economy having slowed and 
holding at a sluggish pace. Annual growth was 2.5% for 2019, down 
from 4.7% for 2018.

Credit growth
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Aus Mar CoreLogic home value index
Apr 1, Last: 1.2%, WBC f/c: 0.7%

• The resurgence in Australian dwelling prices that began in mid-
2019 carried into early 2020, the CoreLogic home value index rising 
a further 1.2% in Feb to be up 7.3%yr. Prices have recovered most of 
their 2017-19 correction but are still 2.3% below their 2017 peak. 

• March is set to see a slowdown although the full effect of 
coronavirus related shocks is still to come. The daily index points 
to a reasonably solid 0.7% gain for the March month despite a 
heavier lockdown on activity that looks likely to see little or no 
properties transact in the final week of the month. More generally, 
the price effects of the coronavirus economic shock may be slow 
to materialise given that markets are set to be virtually shut and 
forbearance from lenders will limit 'urgent' sales near term.

Aus Feb dwelling approvals
Apr 1, Last: –15.3%, WBC f/c: –2.5%
Mkt f/c: 4.5%, Range: -13.2% to 10.0%

• Dwelling approvals posted a much sharper than expected pull 
back in Jan as a spike in high rise approvals unwound and bushfire 
effects dragged at the margin. The detail was in line with the view 
of a muted upswing coming through non high rise segments but 
bypassing high rise. 

• Feb is expected to see the start of a broader weakening as 
disruptions from the coronavirus outbreak start to come through. 
That said, the impact on the Feb month is likely to be small given 
the lags involved in getting a dwelling to approvals (the approval is 
the last sign-off before construction can commence rather than the 
'development approval' that occurs much earlier in the process). On 
balance we expect these lags to see only a minor 2.5% pull back in 
approvals in the Feb month.

Australian dwelling prices
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Aus Feb retail trade
Apr 3, Last: –0.3%, WBC f/c: 0.2%
Mkt f/c: 0.4%, Range: -0.1% to 0.6%

• Retail sales declined –0.3% in Jan following a –0.7% fall in Dec 
and a 1.0% rise in Nov. Several factors contributed to the weak 
read including: the continued unwind of a pull-forward in sales 
associated with the 'Black Friday' sales event in late Nov/early Dec; 
bushfires across much of the south east of Australia; and subdued 
consumer backdrop despite last year's tax and interest rate stimulus 
measures.

• The ABS has moved to releasing preliminary retail sales estimates as 
part of an effort to provide more timely information on the impacts 
of the coronavirus. Feb figures released last week showed a 0.4% 
rise for the month. This is based on responses covering 80% of 
total retail. We suspect they will be heavily skewed towards larger 
businesses such as supermarkets, which account for about 40% of 
total retail. As such, the final figure is expected to come in softer at 
a 0.2% rise.

Monthly retail sales
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March US employment report
Apr 3, nonfarm payrolls: last: 273k, WBC: –150k
Apr 3, unemployment rate: last: 3.5%, WBC: 4.0%
• The coronavirus is set to result in a dramatic turn in the US 

labour market after a protracted period near 50-year lows for the 
unemployment rate. A 3 million increase in initial claims in the 
most-recent print to 3.3mn highlights both the speed and scale of 
the deterioration upon the US, particularly versus the prior peak of 
695k in 1982.

• While most of the deterioration will be seen in the April 
employment report rather than March, this month is still likely 
to see a jolt higher in the unemployment rate to around 4.0%, 
depending on what happens to the participation rate.

• Hourly earnings will hold up in the near term, but as slack in 
the labour market increases in coming months, wage rates will 
also come under pressure. This will create a second shock for US 
households, in addition to job loss.                

US’ labour market strength to disappear 
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New Zealand forecasts.

Economic forecasts Quarterly Annual

2019 2020

% change Dec (a) Mar Jun Sep 2018 2019 2020f 2021f

GDP (Production) 0.5 -1.0 -14.0 9.9 3.2 2.3 -5.6 6.7

Employment 0.0 -0.9 -6.8 3.6 1.9 1.0 -2.4 3.6

Unemployment Rate % s.a. 4.0 4.7 9.0 8.0 4.3 4.0 7.0 5.6

CPI 0.5 0.5 0.4 0.9 1.9 1.9 2.3 1.0

Current Account Balance % of GDP -3.0 -3.0 -3.5 -3.7 -3.8 -3.0 -4.1 -3.3

Financial forecasts Jun-20 Sep-20 Dec-20 Mar-21 Jun-21 Sep-21

Cash 0.25 0.25 0.25 0.25 0.25 0.25

90 Day bill 0.40 0.40 0.40 0.40 0.40 0.40

2 Year Swap 0.60 0.60 0.60 0.65 0.70 0.80

5 Year Swap 0.70 0.75 0.80 0.90 1.00 1.10

10 Year Bond 1.00 1.00 1.00 1.05 1.10 1.20

NZD/USD 0.60 0.62 0.64 0.65 0.65 0.66

NZD/AUD 0.97 0.97 0.96 0.96 0.96 0.95

NZD/JPY 63.0 65.1 67.2 68.9 69.6 70.7

NZD/EUR 0.57 0.60 0.61 0.61 0.61 0.61

NZD/GBP 0.52 0.53 0.53 0.53 0.53 0.53

TWI 68.0 69.6 70.9 71.4 71.2 71.3
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NZ interest rates as at market open on 30 March 2020

Interest rates Current Two weeks ago One month ago

Cash 0.25% 1.00% 1.00%

30 Days 0.36% 1.00% 1.08%

60 Days 0.43% 0.95% 1.07%

90 Days 0.49% 0.90% 1.05%

2 Year Swap 0.55% 0.84% 0.86%

5 Year Swap 0.66% 0.95% 0.89%

NZD/USD and NZD/AUD
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NZ foreign currency mid-rates as at 30 March 2020

Exchange rates Current Two weeks ago One month ago

NZD/USD 0.6028 0.5961 0.6217

NZD/EUR 0.5421 0.5466 0.5635

NZD/GBP 0.4850 0.4854 0.4857

NZD/JPY 64.90 63.98 66.76

NZD/AUD 0.9802 0.9726 0.9594

TWI 68.90 68.55 69.87
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Data calendar.

Last Market 
median

Westpac 
forecast Risk/Comment

Mon 30
Eur Mar economic confidence 103.5 93.1 – The hits to confidence to keep coming.

US Feb pending home sales 5.2% –1.8% – Demand and supply will restrict sales hence.

Mar Dallas Fed index 1.2 –9.5 – Manufacturing to be hit hard in coming months.

Tue 31
Aus Feb private sector credit 0.3% 0.3% 0.3% Housing up off a low base, business volatile around subdued trend.

NZ Feb building permits –2.0% – 4.0% Broad based strength in planned home building.

Mar ANZ business confidence –19.4 – – Preliminary results signal a sharp fall in confidence.

Jpn Feb industrial production 1.0% 0.1% – Bounce in activity to take time.

Chn Mar manufacturing PMI 35.7 44.8 – Through Mar, anecdotes have pointed to a...

Mar non–manufacturing PMI 29.6 46.0 – ... gradual trend towards normal conditions.

Eur Mar CPI %yr 1.2% 0.8% – Inflation to take a distant back seat to recession & instability.

UK Mar GfK consumer sentiment –7 –13 – Will be hit hard by COVID–19's spread and restrictions.

Q4 GDP, final 0.0% 0.0% – Recession a certainty in 2020.

US Jan S&P/CS home price index 0.43% 0.40% – As unemployment rises, prices likely to decline.

Mar Chicago PMI 49.0 44.0 – Manufacturing to be hit hard in coming months.

Mar consumer confidence index 130.7 115.0 – Uni. of Michigan showed material deterioration.

Wed 01
Aus RBA Minutes – – – From Ad Hoc meeting on March 18th. 

Mar AiG PMI 44.3 – – Near 5 year low for manuf'g. Weak orders – drought, bushfires.

Mar CoreLogic home value index 1.2% – 0.7% Uptrend continued pre shut-downs, but growth pace easing.

Feb dwelling approvals –15.3% 4.5% –2.5% Disruptions (bushfires and COVID-19) could see a further fall.

Jpn Q1 Tankan large manuf'g index 0 –10 – Japan's corporates to be highly cautious over outlook.

Chn Mar Caixin China PMI 40.3 46.0 – Return to 'normal' likely in Apr in China...

Asia Mar Nikkei manufacturing PMI – – – .... but it is set to take much longer elsewhere in Asia...

Eur Mar Markit manufacturing PMI 44.8 44.6 – ... and all the more in Europe/ US.

Feb unemployment rate 7.4% 7.4% – Job loss will turn the unemployment trend in months ahead.

US Mar ADP employment change, '000 183 –100 –150 Claims points to a big shock in coming months

Feb construction spending 1.8% 0.6% – Investment will deteriorate through 2020.

Mar ISM manufacturing 50.1 46.0 – Surprised in Feb, but will deteriorate in Mar.

Thu 02
US Feb trade balance US$bn –45.3 –43.6 – COVID–19's effects will delay a clear read for many months.

Initial jobless claims, '000 –3,283 – – A further deterioration is expected.

Feb factory orders –0.5% –0.3% – Core durable orders remained weak in Feb.

Fri 03
Aus Mar AiG PCI 42.7 – – Construction contracting, led by housing. 

Feb retail sales –0.3% 0.4% 0.2% Preliminary reading was a 0.4%, final cou

Chn Mar Caixin China PMI services 26.5 39.5 – Restrictions remained in place in Mar, but will lift in Apr.

Eur Mar Markit services PMI 28.4 28.2 – Final estimate. Flash was a shock, well below GFC low.

US Mar non–farm payrolls, 000' 273 –61 –150 The deterioration in employment and rise in unemployment...

Mar unemployment rate 3.5% 3.8% 4.0% ... will be dramatic...

Mar average hourly earnings %mth 0.3% 0.2% – ... and, in time, will hit wage momentum as well.
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International forecasts.

Economic forecasts (Calendar years) 2016 2017 2018 2019 2020f 2021f

Australia

Real GDP % yr 2.8 2.5 2.7 1.8 –2.3 2.9

CPI inflation % annual 1.5 1.9 1.8 1.8 1.5 2.4

Unemployment % 5.7 5.5 5.0 5.2 9.6 8.1

Current Account % GDP –3.1 –2.6 –2.1 0.5 –0.5 –1.8

United States

Real GDP %yr 1.6 2.4 2.9 2.3 –1.0 1.1

Consumer Prices %yr 1.4 2.1 2.4 1.8 1.9 1.9

Unemployment Rate % 4.9 4.1 3.8 3.5 8.1 7.7

Current Account %GDP –2.3 –2.3 –2.3 –2.6 –2.5 –2.4

Japan

Real GDP %yr 0.6 1.9 0.8 0.7 –0.8 0.2

Euro zone

Real GDP %yr 1.9 f2.5 1.9 1.2 –2.0 0.5

United Kingdom

Real GDP %yr 1.8 1.8 1.4 1.3 0.2 0.8

China

Real GDP %yr 6.7 6.8 6.6 6.1 4.1 7.2

East Asia ex China

Real GDP %yr 4.0 4.5 4.3 3.6 2.9 3.7

World

Real GDP %yr 3.4 3.8 3.6 3.0 1.7 3.3

Forecasts fi nalised 20 March 2020

Interest rate forecasts Latest Jun–20 Sep–20 Dec–20 Mar–21 Jun–21 Sep–21 Dec–21

Australia

Cash 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25

90 Day BBSW 0.43 0.45 0.45 0.45 0.50 0.50 0.50 0.50

10 Year Bond 0.93 0.80 0.75 0.75 0.80 0.85 0.90 0.95

United States

Fed Funds 0.125 0.125 0.125 0.125 0.125 0.125 0.125 0.125

US 10 Year Bond 0.81 0.75 0.70 0.75 0.80 0.85 0.90 1.00

Exchange rate forecasts Latest Jun–20 Sep–20 Dec–20 Mar–21 Jun–21 Sep–21 Dec–21

AUD/USD 0.6075 0.62 0.64 0.67 0.68 0.68 0.69 0.70

USD/JPY 108.64 107 105 105 106 107 108 110

EUR/USD 1.1048 1.05 1.04 1.05 1.06 1.07 1.08 1.10

GBP/USD 1.2200 1.16 1.18 1.20 1.22 1.23 1.24 1.25

USD/CNY 7.0727 6.90 6.85 6.80 6.75 6.75 6.70 6.60

AUD/NZD 1.0168 1.03 1.03 1.05 1.05 1.05 1.05 1.06
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