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Strong NZ growth momentum prior to lockdown 

• NZ real GDP expanded at a robust 2.8% qoq pace over Q2, confirming the NZ economy had considerable 
momentum prior to the more recent community COVID-19 outbreak. There were positive revisions to the level 
of GDP, with the magnitude of the 2020 Q2 dip and Q3 rebound revised a touch lower. 

• The Q2 figures look increasingly dated given more recent events. The most recent lockdown is set to add 
further volatility to GDP figures through the remainder of the year. Uncertainty is high, but we expect the sharp 
Q3 dip to be short-lived and followed by a strong Q4 rebound. 

• We expect the RBNZ to ‘look through’ near-term volatility and reduce monetary stimulus, with a series of 25bp 
hikes starting from next month. We envisage a gradual path of OCR hikes and a low 1.50% OCR endpoint. 

Summary & implications  
NZ Q2 GDP managed a massive 2.8% climb in Q2, suggesting that the heady pace of momentum had strengthened 

prior to the current community COVID-19 outbreak and the economy was on the cusp of overheating if it was not 

already doing so. The opening of the trans-Tasman bubble looks to have provided a sizeable boost to the Q2 readings 

on a number of fronts. The Q2 figures now look increasingly dated in light of subsequent events and a near-term hit to 

Q3 GDP looms. Uncertainty remains, but it is our hope that the NZ economy will quickly bounce back after the 

community outbreak is brought under control and restrictions eased, with a Q4 rebound looming. In our view the 

RBNZ will look through the near-term disruption caused by the outbreak and the path of least regrets still necessitates 

some removal of monetary stimulus. A gradual series of 25bp OCR hikes beckon, starting from October. 

 
 

Stonker Q2 GDP reading 
NZ real production-based GDP rose a seasonally-adjusted 2.8% 

in Q2 (+17.4% yoy), much stronger than ASB (+1.5% qoq) and 

market expectations (+1.1% qoq) and a considerable distance 

above the 0.7% qoq RBNZ pick. The jump followed the strong 

1.4% Q1 climb and took the level of real GDP to a record high and 

4.3% above pre-COVID-19 levels.   

The GDP figures contained historical revisions, as alternative 

methods were utilised to capture economic activity through the 

disruptive post-COVID period. These changes have boosted the 

GDP - June 2021 Previous Actual ASB RBNZ Market

quarterly % growth 1.4 2.8 1.5 0.7 1.1

annual % growth 2.9 17.4 16.5 15.6 16.1

annual average % growth -1.4 5.1 4.3
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level of outright GDP (the level of real GDP was 0.7% higher by 2021 Q1 than previously estimated) and slightly 

reduced quarter-to-quarter volatility over 2020.  The revisions were primarily for services (+0.9%) and primary sector 

GDP (+2.0%). 

The Q2 lift in GDP was driven by a sizeable 

2.8% qoq climb in services GDP, with 

sizeable rises for transportation (+14% 

qoq), and retail trade & accommodation 

(+9.5% qoq) showing the growth 

enhancing impact of the reopening of the 

trans-Tasman bubble. These are set to 

unwind in Q3. Activity in professional, 

scientific and support services (4.8% qoq) 

and arts and recreation (+4.4% qoq) was 

also strong. Increasing capacity constraints 

look to be behind slower Q2 growth in the 

construction sector (1.3% qoq) and the 

goods sector overall (1.3% qoq), with a more modest than expected 1.6% qoq climb in manufacturing sector value 

added.  Moreover, strong agricultural production boosted primary GDP by 5.0%. 

Expenditure GDP posted a strong 2.7% quarterly bounce (17% yoy). Driving the increase was a 17% surge in export 

volumes, with the opening of the trans-Tasman bubble boosting services exports by close to two-thirds, albeit off a 

low base with volumes still more than 40% below pre-COVID-19 levels. Much of the strength in retail activity was 

deemed to be export-led with private consumption volumes contracting 1.4% in Q2 after growing 5.6% in Q1, 

although they remain 9% above pre-pandemic levels. Disappointingly for future supply-side capacity, plant & 

machinery investment (-6.7% qoq) failed to build on a positive start to 2021 to be back slightly below pre-pandemic 

levels. With labour shortages unlikely to go away any time soon, firms will have to increasingly look at both capacity 

enhancing and labour-saving investment. 

Second half of 2021 will be bumpier but hopefully clearer skies ahead 
The Q2 figures now look increasingly dated in light of subsequent events but they certainly add conviction to our 

view that the NZ economy had run up a strong head of steam heading to the mid-August lockdown. Nevertheless, a 

sizeable Q3 contraction to overall GDP looms (in the region of -7½ %qoq), although fiscal support will help mitigate 

this. Statistics NZ will also be adding benchmark revisions to the Q3 figures that are likely to be lost in the wash. 

Uncertainty is pronounced but we are hoping that the current community outbreak in Auckland is contained, setting 

the scene for a swift Q4 bounce in GDP (close to +9% qoq in Q4), given pent-up demand, and the ingenuity and 

resilience displayed by households and firms. All thing going well, activity in the NZ economy will hit record highs by 

the end of 2021/early 2022.  

Further ahead, there remain a decent number of supports to NZ economic activity. However, border restrictions are 

likely to remain around for a while yet, providing a decent headwind to tourism and services exports and well as net 

immigration. In the absence of an uplift in productive investment, capacity constraints look set to become increasingly 

widespread as the economy rebounds. Moreover, cost pressures are intense, and consumers look more resigned to 

accepting price increases.  The delta variant of COVID-19 is a difficult nut to crack and periodic stop-start episodes and 

a period of pronounced volatility remain likely. 

RBNZ to look through near-term volatility and hike the OCR 
What will the RBNZ do? The Q2 GDP outturn was much, much stronger than the 0.7% qoq August MPS pick, which 

will boost RBNZ estimates of starting-point capacity pressures.  In our view the RBNZ will look through the near-

term disruption caused by the outbreak and focus on the degree of inflationary pressures and the state of the labour 

market beyond then. Both were showing signs of overheating prior to the lockdowns, hence the earlier hawkish 

rhetoric by the RBNZ. In our view the lockdowns will temporarily dent overall employment, with a larger fallout for 
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exposed sectors, but the labour market will subsequently tighten. Moreover, the lockdowns have done little to 

extinguish simmering cost and inflationary pressures that could well persist well into 2022. 

As such, the path of least regrets for the RBNZ still necessitates some prompt removal of monetary stimulus. The 

OCR at current levels is roughly 150bps lower than neutral settings and, while there will be a temptation to quickly 

remove stimulus (in 50bp steps rather than 25bps), we envisage that the RBNZ will tread carefully. We have pencilled 

in a series of gradual 25bp hikes in October, November and February 2020 that will take the OCR back to pre-

pandemic levels (1%). Beyond that we envisage the OCR peaking at a historically low 1.50% from the end of next year. 

The path of the OCR is uncertain and largely depends on how the NZ economy fares. 
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Disclaimer 

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.   
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