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NZ economy stumbles after Q3 surge 

• StatsNZ estimates that GDP fell 1% in Q4, much weaker than economists expected.   

• Q4 GDP is down 0.9% compared to year-ago levels and pre-pandemic levels.  The unexpected fall in Q4 GDP 
suggests the NZ economy has not fared as well as previously believed through the COVID-19 pandemic.   

• The Q4 GDP result will quash any talk of rate hikes.  We expect the OCR to remain on hold for the rest of the 
year.  If further stimulus is required, it would be most effective through targeted fiscal policy given the uneven 
impacts of COVID-19 on the economy.  

Summary & implications  
Q4 GDP was much weaker than expected, falling 1% qoq, vs. ASB’s forecast of a -0.1% decline and the market median 

expectation of a 0.1% increase and Reserve Bank of New Zealand (RBNZ) February Monetary Policy Statement (MPS) 

forecast of zero growth.  Q4 GDP is 0.9% below year-ago levels, also much weaker than expected.  The size of the Q4 

fall raises questions around the true extent of NZ’s economic performance through the pandemic, but also raises 

questions over how strong H1 2021 growth will be.  The absence of foreign tourists had a greater negative impact on 

Q4 GDP than previously estimated.  This was compounded by the possibility of capacity constraints holding back the 

stronger parts of the economy, particularly in the construction sector.  The implications are mixed, as some sectors 

are constrained by weak demand but others may be constrained by supply.  

NZ’s GDP growth over 2021 is likely to remain muted, largely due to the impact of closed borders on the economy via 

tourism and population growth.  However, prospects for 2022 have improved in large part due to the early signs of 

success in global vaccinations to date and clarity around NZ’s own vaccination timetable.  From this point on, 

businesses should become more confident on the outlook and look to take action on employment and investment 

plans over the coming year.  

 
Q4 GDP records unexpected, sizable decline  
Q4 GDP was much weaker than expected by most economists, with a contraction of 1% over the quarter leaving NZ 

GDP down 0.9% on year-ago levels.  This is a much greater degree of payback than expected, following from Q3’s 

massive 13.9% rebound, and suggests NZ has not fared quite so well through the pandemic as previously thought.   

The weaker result was due to a very large and unexpected contraction in construction, along with a larger-than-

expected decline in retail trade and accommodation.  

GDP - Dec 2020 Previous Actual ASB RBNZ Market

quarterly % growth 13.9 -1.0 -0.1 0.0 0.1

annual % growth 0.2 -0.9 0.1 0.3 0.5

annual average % growth -2.3 -3.0 -2.7
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Revisions to previous estimates of GDP were relatively minor, 

compared to the size of the Q4 GDP surprise.  The size of the 

Q3 GDP rebound was shaved down a touch, and saw the 

annual rate of growth in Q3 revised down by 0.2 percentage 

points to +0.2% from +0.4% previously reported.  

Can we build it?  No we can’t 
Behind the weaker result was a much sharper-than-expected 

contraction in Q4 construction – down 8.7% qoq vs our 

expectation of a 0.8% qoq fall based off Q4 building work put 

in place figures. This fall contributed 0.6 percentage points to 

the 1% Q4 decline.   StatsNZ attributes the fall to a decline in 

“construction services, heavy and civil construction and non-

residential construction”.  Indeed, the non-building 

component of construction, which we don’t have a good guide on ahead of the GDP release, fell 7.5% over the 

quarter.  The fall over Q4 suggests the activity which took place over Q3 may have been largely driven by ‘overtime’ to 

catch up on lost activity during the strict Level 4 lockdown earlier in 2020.  It suggests that the level of activity seen in 

Q3 is not sustainable on an ongoing basis.  That raises some questions about the future pace of growth going 

forward, as building consent demand has been very strong over the second half of the 2020 and points to further 

demand for construction over H1 2021.  However, it could be there are not the resources available in the 

construction sector to meet this level of demand.   

Missing overseas tourists has greater impact than expected 
Also weighing on the Q4 GDP was a 5% qoq fall in retail trade, a much larger fall than we had expected based off the 

retail trade survey which suggested only a 2.7% decline.  Exports of services typically lift strongly in Q4, underpinned 

by a seasonal lift in the numbers of overseas visitor arrivals.  In the absence of this seasonal lift, exports of services fell 

17.3% over the quarter.  This fall in visitor numbers also likely weighed on retail and accommodation spending (albeit 

with quite a large partial offset by more NZ’ers taking domestic holidays).  The large-than-expected fall suggests there 

could also be a larger drag in Q1 2021 than we have pencilled in.   
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Size of Q4 fall will prompt a reassessment of H1 2021 growth prospects 
The uncertainty ahead of this quarter’s GDP release was higher than normal as the ongoing net impacts of COVID-19 

on the economy remain difficult to estimate.  GDP forecasts by domestically-based economists were unusually spread 

– with a range of -1.0% through to +0.7%. The median forecast was for small increase, and the outcome of a large fall 

in Q4 will be quite a surprise to most, including the RBNZ.  This will likely see a material reassessment of NZ’s 

underlying economic performance through the pandemic and will reinforce to the RBNZ and market participants 

that lifting the OCR from its current low levels is likely to be a long time coming.  Indeed, the NZ economy is more 

vulnerable than previously thought and the Q4 outcome has likely reopened the door to the possibility of cutting the 

OCR to zero or into negative territory if the NZ economy hits additional speed bumps on its road to economic recovery 

over the rest of 2021. 

There is light at the end of the tunnel 
NZ’s economic performance appears to have been weak over summer. Nonetheless, compared to our key trading 

partners, NZ’s economic performance is still a strong one (albeit not as quite so strong as previously thought).  The 

overall picture for 2021 remains one of muted growth, but prospects for 2022 have improved.  The labour market 

and household income growth have held up relatively well and that’s a key positive for the NZ economy this year.  But 

a lot of NZ’s GDP growth over recent years has come from population growth (net migration) and, with borders likely 

closed until the end of the year, weak population growth will limit the degree of economic recovery.  Nonetheless, the 

end is in sight.  Vaccination is underway in those countries most acutely impacted and early data on the efficacy of 

vaccines has been promising.  For NZ, just last week we received clarity on NZ’s vaccination plan (with general 

population to get vaccines from July!).  Furthermore, with vaccination of border workers in progress the risk of further 

COVID-19 border breaches has been materially reduced.  From this point on, businesses should become more 

confident on the outlook and look to take action on employment and investment plans over the coming year.  
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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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