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NZ economy shrinks over 2020 as COVID-19 headwinds blow 

NZ yields dipped after the larger than expected 1.0% quarterly fall in Q4 NZ GDP (ASB: -0.1% qoq, mkt: +0.2% qoq), with 
the NZ economy shrinking 0.9% over 2020, still one of the stronger performers in the OECD (OECD total -3.1%). 
Nevertheless, the NZ economy contracted by 2.9% over calendar 2020, the largest annual fall on record. Recoil from the 
strong Q3 lift and the increasing headwinds from the border restrictions look to have accounted for the Q4 dip, with sharp 
quarterly falls for construction and retail trade/accommodation activity. The overall picture for 2021 remains one of muted 
growth and double-dip recession looms. However, prospects for 2022 have improved and this should encourage the RBNZ 
to take a patient approach on OCR settings: we do not expect OCR hikes to be contemplated into well into 2022. See our 
take here. 

Last night’s price action suggested that markets had not bought into the Feds ‘patient’ stance and signal not to lift rates 
until 2024 despite an improved economic outlook. US Treasury yields pushed higher across the curve, with those for the 
10-year tenor touching 1.75%, their highest level in more than a year and marking an 80bp climb in since the start of the 
year. Most sovereign 10-year European yields were also higher.  Influenced by the weak NZ GDP result, local yields ended 
yesterday lower with larger falls in the mid-part of the curve, while the $500m in NZ government bond tenders saw strong 
demand. Helped by the strong Australian employment report (see below), Australian yields were higher with a curve 
steepening bias. NZ and Australian 10-year bond yields are up about 80bps this year.  

The increase in US yields contributed to falls in the Nasdaq (-2%) and S&P500 (-0.6%), with technology and energy stocks 
hard hit whilst financial stocks rose.  The Fed’s positive assessment for growth in 2021 had earlier provided a lift to 
European stocks, with automotive and bank stocks faring particularly well. News that Italy and France were to resume the 
AstraZeneca vaccines after the EU Regulator dismissed risks of blood clots were also a positive. Stocks were generally 
firmer in the Asian session but Australian (ASX 200 -0.7%) and NZ equity indices (NZX -1.0%) bucked the rising trend. 

The recovering USD index generally weighed on USD-denominated commodity prices, with rising prices for iron ore the 
outlier.  Oil prices fell 7% for near-term WTI (USD60 per barrel) and Brent (USD62.85) contracts, weighed by concerns over 
COVID-19 given rising cases in Europe and worries over the speed of vaccine rollouts.  

The Bank of England (BOE) maintained policy settings, holding its major policy rate at 0.1%, leaving its £895bn QE 
programme unchanged. The BOE also pledged to maintain the current £4.4bn weekly pace of asset purchases (with bond 
purchases on track to hit the current threshold by the end of the year), with flexibility to slow the pace of purchases later. 
Like the Fed yesterday, the BOE upgraded its assessment of the economic outlook, adjudging that the longer-term impacts 
of COVID -19 would not be as harsh as earlier thought, with the speedy COVID-19 vaccine rollout improving the short-term 
economic and labour market outlook. However, a “there is judged to be a material degree of spare capacity at present” 
and the outlook for the economy “remains unusually uncertain”. 

Overnight data were mixed. Reversing an improving trend of late, US initial jobless claims increased to 770k (mkt: 700k, 
prior 725k), with the decline in continuing claims looking to have stalled at 4124k (4142 prior). The US Philly Fed index 
surged to 51.8 (mkt: 23.3) its highest level in close to 50 years.  

Australian yields and the AUD firmed after February actual and fulltime employment jumped 89k (mkt: 30k), with the 
level of employment back to pre-pandemic levels. The Australian unemployment rate eased to 5.8% (mkt: 6.3%, CBA 
6.2%), its lowest since March 2020. Leading indicators are pointing to continued solid jobs growth and a tightening labour 
market which could start to see wage pressures stir.  

FX Update:  There was little immediate currency market reaction to the weaker than expected NZ GDP result, with the NZD 
settling at about 0.7250 USD after the release of the NZ data. However, the NZD weakened overnight in a period of USD 
strength, with the kiwi one of the weakest performers of the G10 currencies overnight. The NZD is currently at the bottom 
of its 0.7160 to 0.7270 USD overnight range. The kiwi eased to 92.6 Australian cents after the strong Australian 
employment data and has continued to lose ground (92.3 cents at present).  

Day ahead: No major local data or major events today, with Australian February retail sales (mkt: +0.6% mom). Some time 
today is the Bank of Japan policy decision, with markets looking for whether the BoJ might modestly widen its target band 
for the 10yr JGB yield from the current +/-20bp. There is little on the data or events calendar tonight. Have a great 
weekend everybody.  Author: mark.smith4@asb.co.nz  
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This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or needs. 
Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard to your 
objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.   

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the 
information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy, 
reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this document are subject 
to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere by ASB Bank Limited. We are 
under no obligation to, and do not, update or keep current the information contained in this document. Neither ASB nor any person involved in the 
preparation of this document accepts any liability for any loss or damage arising out of the use of all or any part of this document.   

Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to contingencies 
and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant that any of these 
valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.  

 

Currencies Currencies Commodities Equities

NZD/USD 0.7170 -1.1% NZD/SEK 6.105 -0.4% NZX WMP 4000.0 -1.1% Dow 33014 -0.2%

NZD/AUD 0.9233 -0.7% NZD/DKK 4.474 -0.7% Gold $/o 1733.9 -0.7% S&P 500 3933 -0.8%

NZD/EUR 0.6016 -0.4% NZD/THB 22.2 0.9% WTI Oil $/b 60.5 -6.4% NASDAQ 13208 -2.4%

NZD/JPY 78.15 -0.4% AUD/USD 0.7766 -0.5% Money Market (%) FTSE 6780 0.3%

NZD/GBP 0.5147 -1.0% EUR/USD 1.192 -0.5% 90 Day BB 0.34 0.01 CAC-40 6063 0.1%

NZD/CAD 0.8966 -0.7% USD/JPY 109.0 0.1% OCR 0.25 0.00 DAX 14776 1.2%

NZD/CHF 0.6653 -0.5% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 29406 1.3%

NZD/HKD 5.567 -1.2% NZ 1.79 0.02 1yr 0.36 0.00 Nikkei 30217 1.0%

NZD/SGD 0.9639 -0.8% US 1.73 0.09 2yr 0.52 -0.04 ASX200 6746 -0.7%

NZD/CNH 4.677 -0.7% Aust 1.79 0.06 5yr 1.19 -0.03 NZX50 12496 -1.0%
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