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GDP review, December quarter 2020.

- GDP fell by 1% in the December quarter, giving
back some of the previous bounce.

- While the result was softer than we expected,
the drivers behind it were no surprise.

- The closure of the international border has

weighed on travel and tourism-related sectors.

- The drag on GDP will peak in the March
quarter, before receding in the winter months.

- Economic activity remains below its pre-Covid
trends, and this slack will act as a handbrake
on inflation pressures.

- Nevertheless, New Zealand’s elimination

approach to Covid-19 means that its economy
has fared better than most.

Michael Gordon, Senior Economist
@ +64 93365670
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Key results Dec 2020 Sep 2020 Westpacf/c  Market f/c
GDP qtr % -1.0 +13.9 -0.3 +0.2
GDP ann % -0.9 +0.4 -0.1 +0.5
GDP ann avg % -2.9 -2.2 -2.7 -2.6

New Zealand’s GDP fell by 1% in the December quarter last
year, giving back some of the strong post-Covid bounce
seen in the previous quarter. The result was weaker than our
forecast for a 0.3% fall, although we were in the minority of
forecasters picking a decline. The Reserve Bank assumed a
flat result in its February Monetary Policy Statement.

GDP is down by around 0.9% on the levels we saw in
December 2019, prior to the outbreak of Covid. More to

the point, it’s around 4% short of where we would have
expected it to be if Covid hadn’t happened. This shortfall,
while wildly unevenly distributed across the economy, will
act as a handbrake against a general build-up of inflation
pressures. Our view remains that the RBNZ will look through
the upcoming spike in inflation and will keep the cash rate
unchanged through to 2024.

The details of today’s report don’t suggest a materially
different outlook from what we have been forecasting. The
closure of the border and lack of overseas tourists has been
a key drag on activity, and there’s a good chance we’ll see

a further drop in GDP in the March quarter when visitor
numbers would normally have peaked.

We must point out, though, that this does not imply a second
recession - we’re still in the same downturn that began a year
ago. The closure of the border has both lowered the level of
GDP and changed its through-the-year pattern. This means
that relative to normal, growth will appear weaker in summer
and stronger in winter, at least until international travel starts
to return towards pre-Covid levels.
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Details.

The production measure of GDP fell 1% in the December
quarter. While that was weaker than our forecast, the
general story was in line with what we expected. Those
sectors affected by the closure of the international border,
such as travel and tourism, have been hit hardest, while
more domestically focused sectors have benefited from a
shift in spending patterns and substantial monetary and
fiscal stimulus.

Two sectors accounted for most of the quarterly decline, in
both cases giving back some of their surprising strength in
the previous quarter. Construction activity fell by 8.7%, with
homebuilding continuing to pick up but non-residential and
infrastructure work slowing. Retail and hospitality fell by 5%,
likely weighed down by the absence of international tourists.

On the positive side of the ledger, the December quarter saw
a stronger than expected bounce in transport. That’s likely to
be extent of the rebound while international air travel remains
out of action, as other transport modes have more or less
returned to pre-Covid levels.

The expenditure measure of GDP, which is considered less
reliable on a quarterly basis, saw a larger 1.5% drop for the
quarter. The softness in tourism exports and non-residential
construction was also apparent here, but it was balanced
against firmness in both household and government
consumption spending. The stronger than expected 1.1%
rise in household consumption is an encouraging sign given
the higher level of unemployment since Covid and the other
headwinds buffeting the economy.

New Zealand has had one of the swiftest economic rebounds
from Covid-19, thanks to a combination of its successful
elimination strategy and timely monetary and fiscal support.
However, to make a fair comparison across countries we
need to look at the performance of GDP over the whole of
2020, considering both the scale of lost activity during the
Covid lockdown and the extent of the rebound as restrictions
we lifted.

New Zealand’s GDP over 2020 as a whole was down 2.9%
compared to 2019. That puts us slightly below Australia, but
well ahead of most other developed economies. Notably, the
countries that acted early and pursued elimination strategies
all rank near the top of the list, topped by Taiwan (generally
considered to be the gold standard for Covid response)

and China (which also has a higher trend growth rate than
most countries).
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International GDP growth over 2020
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Contact the Westpac economics team.

Michael Gordon, Acting Chief Economist
@ 6493365670

Satish Ranchhod, Senior Economist
@ +64 93365668

Nathan Penny, Senior Agri Economist
@ 6493489114

Paul Clark, Industry Economist
@ 6493365656

Any questions email:
® economics@westpac.co.nz
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