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What will 2021 bring?  
• Here we outline five key things to watch out for in 2021. 

• COVID-19 will continue have a major bearing on the outlook for 2021 and will dominate the political, economic 

and market narrative. There are also a host of other upside and downside risks for NZ to consider.  

• The volatility that marked 2020 may stick around for a while yet, but 2022 is shaping up well. 

Summary 

If 2020 taught us anything it is to expect the unexpected. In our note of the five key 2020 risks we didn’t flag a viral 

outbreak, with COVID-19 dominating the market and broader economic and political narrative for 2020. Nonetheless, 

many of the calls we made were actually closer to the mark than those made in the depths of the COVID-19 gloom in 

mid-2020. Vaccine developments, massive policy support, the resurgent housing market, soaring global equity 

markets and the resilience/adaptability shown by kiwis saw 2020 end on a high. For many, however, 2020 was a year 

to forget, with the economy barely treading water, and number of firms of households still struggling.  

COVID-19 will continue to have a significant bearing on the outlook for 2021, such is its influence. Here, we outline the 

top 5 risks for the NZ economy: 

1. Impact of COVID-19. Is there a sting in the tail or are the financial markets right in expecting a V-shaped recovery? 

2. Shape of the NZ recovery.  Is it a V, K, L, U, W, or something else? 

3. Housing. Will NZ house prices surge further, stabilise or fall?  

4. NZ Population trends in 2021 and beyond. Will NZ remain a magnet or will our allure fade? 

5. Consumer price inflation and interest rates. Will risks of stronger than expected inflation crystallise over 2021 and 

will interest rates start to move up? 

 

Last year was marked by a period of uncertainty and pronounced volatility. We are hopeful that we are past the worst 

of the COVID-19 hit. The global and NZ economies have been through the ringer and a much quieter period would 

provide the chance to recharge and set the scene for an upswing over 2022.  Let's hope so but, going by what has 

happened over the last 12 months, there is no guarantee there will be smooth sailing ahead.  

 

Our core view is that growth in NZ over 2021 will be anaemic, running at a 1% annualised pace.  This is despite our 

expectation that the house prices will continue to solidly increase over 2021. Inflation is likely to remain low, ending 

2021 at just over 1% and the unemployment rate is expected to end 2021 at around 6%.  As such, the OCR is unlikely 

to move up until 2023, but we expect the NZD to remain well supported, ending 2021 at around 73 on a TWI basis.   

 

There is the risk that a more resilient domestic demand and inflationary picture could see the economy firm and 

markets bring forward the timing of RBNZ rate hikes. The NZD could also push higher-still over 2021. The recent 

steepening of NZ and global yield curves and the high NZD suggests markets are cottoning onto this risk. This dynamic 

could well have further to run.  
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Did 2020 turn out as we thought? 
In a note a little more than a year ago we flagged five key domestic and global risks to look out for in 2020.  These 

risks tended to flag more upside than downside risk to the NZ economic outlook, the NZD and NZ interest rates. They 

also highlighted the possibility that the NZ economy would outperform its global peers, that the housing market 

would move from simmering to boiling over and that fiscal settings would be relaxed.  

As it turned out, the NZ economy outperformed global peers. The housing market went ballistic. Fiscal settings were 

also significantly relaxed. However, we did not foresee that the NZ and global economy would be hit by a one in 

100-year pandemic which significantly impacted the market and economic narrative. Volatility was pronounced, 

with both the NZ economy and financial markets experiencing a ‘V’-shaped profile, ending 2020 on a high. Looking 

though this pronounced volatility, it appears that the NZ economy and employment are unlikely to have grown much 

at all over 2020, their weakest performance since the Global Financial Crisis. The unemployment rate has gone up, 

though by less than originally feared. NZ interest rates ended 2020 significantly below where they started the year. 

The economic rebound has also been uneven: some firms and households have done very well, others have not.   

Our watchlist for 2021: COVID-19 is likely to dominate 2021 risks 
There are plenty of risks out there, both to the upside and downside. Here we focus on five risks. 

1) Impact of COVID-19.   

It's hard to look past a global pandemic as being #1 on our watchlist. Viral outbreaks have typically resulted in V-

shaped recoveries, and massive policy support and the speedy development of effective vaccines have raised hopes 

that history will repeat itself. After earlier being sceptical, markets and (eventually) economic forecasters look to be 

coming around to this view.  The most recent OECD forecasts, for example, estimate that global growth contracted by 

around 4% over 2020, the largest fall since the Great Depression. However, the OECD also expects a 4% rebound in 

global GDP in 2021, led by an 8% rebound in Chinese GDP. We expect NZ GDP to contract by around 2.5% over the full 

2020 calendar year but expand close to 5% over 2021. Quarterly growth over 2021 in NZ is expected to be anaemic, 

averaging roughly 0.25% per quarter.  

There is still a considerable amount that we do not know. On the positive side, the outbreak demonstrated how 

flexible and adaptable we can be if needed and this could help bolster future resilience. However, COVID-19 is still a 

huge negative shock and will continue to dominate the political, economic and market narrative for some time to 

come. The death toll, healthcare impacts and disruption to economic and social life have been significant. The 

Northern Hemisphere is still doing it tough, struggling through their winter months with COVID-19 cases soaring. The 

past year will have taken its toll and many firms, households and policymakers will now have lower reserves for 

dealing with further crises.  Optimism from the vaccine development could quickly fade.  There could still be a sting in 

the tail from COVID-19 if the vaccine rollout proves to be slower or less effective than expected, or if newer virus 

strains prove impervious to the existing vaccines. 

2) Shape of the NZ recovery post-COVID  

So far, the NZ economy looks to have largely dodged the COVID-19 bullet. Massive fiscal and monetary policy support, 

the willingness to work together, adaptability, flexibility and a fair degree of luck have all played their part. The NZ 

economy bounced back strongly in Q3 2020, with activity above pre-COVID levels despite the border restrictions.  

Both business and consumer confidence ended 2020 on an improving trajectory and suggest that the economy may 

well stay on the expansion path in Q4, with NZ expected to be amongst the top performers in the OECD. 

The issue for 2021 is whether the expansion will continue or if the NZ economy will run out of steam.  NZ can rightly 

feel proud for how we have pulled together and demonstrated flexibility and resilience. However, the border 

restrictions remain a headwind and will be felt more acutely over the peak summer months for inbound tourism. 

COVID-19 has proved tricky to contain and there is always the risk of another outbreak in NZ. Having effective 

vaccines is great but these will take time to build up immunity.  There are still pockets of pain out there and the 

jobless queue has grown. Households (and government) have done much of the recovery’s heavy lifting but, with a 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/Key%20issues%20for%202020%20-%20Dec19%20Final.pdf
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low saving buffer, they cannot continue to prop up the NZ economy.  We need to see business investment step up to 

provide more backbone to the expansion but doing so requires a leap of faith that many firms still appear reluctant to 

take in such an uncertain environment.  

3) House prices - Will they soar, stall or fall?  

Housing is the circa $2 trillion gorilla in the NZ economy. 

What happens to the housing market clearly matters. 

Worsening housing affordability has provided the 

Government with a major headache.  And, with the 

Government looking to formally include housing as a 

policy objective for the RBNZ, the burden of finding 

solutions looks to be shared. Housing surprised with its 

resilience in 2020. Our estimates suggest annual NZ 

house price inflation ended 2020 at around 15%, with 

house prices forecast to go up another 10% or so over 

2021.  

Risks appear two-sided. The housing market could 

continue to march ahead given record low mortgage 

interest rates, the fear of missing out and the substitution 

of funds earmarked for overseas into bricks and mortar. Conversely, the housing market could cool over 2021 given 

stretched affordability, low net immigration, increasing dwelling supply, the reimposition of lending restrictions and 

other RBNZ measures to slow housing demand. The next few months will be critical for seeing which of these 

opposing influences dominate. 

4) Population: Bust then boom? 

This is the key swing variable in the NZ economy. Surging net immigration leading up to the COVID-19 outbreak had 

boosted resident population, housing, and domestic demand. NZ’s resident population growth accelerated to just 

under 3% at start of 2020. Since then, the border restrictions have sharply cooled net immigration and are set to slow 

population growth to under 1% for much of 2021, a 100k slower increase.  Slowing population growth will provide 

some breathing space for infrastructure to catch up and could help cool the housing market. 

We are positive on the population outlook beyond 2021. NZ’s 

efforts in containing COVD-19 and technological change have 

increased NZ’s allure as a safe-haven destination and good 

place to live and work. This should leave NZ in an enviable 

position of being able to pick and choose who settles here. It 

remains to be seen if policymakers revert to pump-priming the 

economy via encouraging mass immigration and tourism.  

This outcome, however, will hinge on what happens to our 

border. The NZ border restrictions have reduced immigration 

inflows from a flood to a trickle. They have also dramatically 

shrunk our $17.5bn market for inbound tourism and the 

$4.2bn of annual international student expenditures. When 

the borders do open is still unknown, although signs are 

hopeful there will be a staged reopening of the border 

sometime this year.  
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5) Will inflationary pressures climb and push interest rates up?  

Inflation in NZ and abroad has remained low and looks set to remain so over 2021. However, concerns we had earlier 

held over potential deflation have subsided and a few risks of stronger inflation have surfaced.  

These fall under the following categories:  

Wages. For many of us, holding onto a job, any job, was the primary objective for 2020. In 2021 the focus for workers 

will be on increasing incomes. The economy is hardly booming at present, but with the immigration tap turned off for 

now, skill shortages are likely to intensify over the course of the year. This could see the emergence of a bout of wage 

inflation, particularly in those sectors where capacity pressures are most acute, and firms have scope to absorb higher 

wage costs in their margins or to increase prices.   

Housing. The housing market ended 2020 on a tear. Rents, construction costs, dwelling maintenance services and 

local authority rates look set to push higher. 

Other costs/influences. Global supply chain disruptions may have blunted the disinflationary impact of globalisation.  

Commodities. Rising global demand and concerns over supply should support commodity prices at the retail level.  

The high NZD will partly offset this. 

Policy support has played a key role in keeping the NZ economy 

afloat. However, as deflation risks subside the focus will be 

when to take the economic patient off life support. By 

continuing to do the heavy lifting, interest rates in NZ and 

offshore are expected to remain very, very low for a 

considerable period, particularly with central banks being 

reluctant to raise rates until they are confident that the 

recovery in demand and employment is entrenched.   

Our core view is that the OCR is unlikely to move up until 2023.  

A more resilient domestic demand and inflationary picture 

could see the timing of RBNZ rate hikes brought forward. The 

recent steepening of NZ and global yield curves suggests 

markets are cottoning onto this risk. This is not our core view, 

but the outright low level of NZ interest rates, both in absolute 

terms and in relation to our sub 2% view of neutral nominal 

interest rates in NZ, suggest the risks of a further lift in interest 

rates if upside inflation risks resurface. 

The NZD has started 2021 strongly, continuing the trend appreciation seen over the latter stages of last year. Key 

short-term drivers – interest rates, export commodity prices, and risk appetite – have supported a stronger NZD. So, 

where to from here? The NZD at a shade under 72 US cents is above most estimates of fair value, with our short-term 

fair value estimates currently around 70 US cents. The NZD should remain well supported over 2021, with risk that 

the bout of improving global market optimism translates into a synchronised global upswing, taking the NZD along 

with it.  There are of course some downside risks to the NZD, including a significant cooling in risk appetite and a 

weaker NZ economic outlook. 

We are very hopeful that 2021 will turn out better than 2020 but note that the outlook for 2021 remains highly 

uncertain. Rather than betting the house on any particular outcome eventuating, as we learned last year it will be 

wise to have flexible business plans and a degree of optionality in interest rate and exchange rate hedging 

strategies.  
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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 
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