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Business activity contracts in Q2
•

The Q2 NZIER QSBO confirmed a fall in business activity over Q2 as businesses took stock of trading conditions
over recent months.

•

Firms have reduced employment and signal more job cuts to come. We expect the unemployment rate to peak
near 8% later this year.

•

We will continue to place more emphasis on the monthly ANZ survey for the time being, as it is more timely
and better able to capture this volatile, unusual and rapidly-changing economic backdrop.
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Summary & implications
The fall in business activity in the Q2 NZIER Quarterly
Survey of Business Opinion were foreshadowed in the
monthly ANZ business survey. Given the volatility over the
quarter – as NZ transitioned from Alert Level 4 all the way
back to ‘normal’ Level 1, along with the heightened
uncertainty which prevailed over the quarter – we feel the
monthly survey better illustrates business confidence that
prevailed over each month, rather than a quarterly
snapshot.
By design the survey is unable to predict GDP movements
with its usual accuracy given the highly unusual
circumstances over Q2. We expect GDP to contract 17% in
Q2, followed by a 15% rebound in Q3. We will continue to
place more emphasis on the monthly ANZ survey for the time being as it is more timely and better able to capture
this volatile, unusual and rapidly-changing economic backdrop.
The QSBO confirmed a plunge in economic demand, signalled a reduction in employment and investment and
indicated rising deflation risk. While recent activity indicators (such as traffic volumes and retail sales) signal a faster
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recovery from lockdown than expected, the economic outlook remains very challenging. We expect that at the end
of 2020 the unemployment rate will rise to around 8% and economic activity will be 5% below year-earlier levels.

Services sector to feel the brunt of this year’s recession
Firms’ experienced own activity fell most for the services sector, as this sector was most heavily impacted by trading
restrictions imposed to control the spread of COVID-19. Under Alert Level
4 only essential business could operate, and even under Alert Level 2
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Net 61% of businesses in the services sector reported a fall in activity over
Q2, compared to just a net 19% of merchants reporting a fall in activity
(many retailers were able to operate online) and a net 30% of builders and
manufacturers reporting a decline (with the latter likely including those
whose activity was considered essential). Expectations for activity going
forward remain lowest for the services sector. With borders closed to
international visitors in order to control the spread of COVID-19, the
tourism and hospitability sector will feel the brunt of this year’s
recession.
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Labour demand plunges, deflation risks rise
The labour market is a key area we are watching over the coming year, as
limiting the deterioration in labour market conditions will be key to
limiting the severity of this year’s recession. We expect the
unemployment rate to rise to around 8%, and that by Q4 of this year
economic activity will be 5% below year-earlier levels. The QSBO points
to a contraction in employment over Q2 and for further declines to take
place in Q3. According to the QSBO, the pandemic has seen reported skill
shortages disappear overnight, and points to considerable slack in the
labour market prevailing over the second half of 2020.
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Business Pricing
Consistent with the plunge in demand, inflation pressures have also
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weaker than the lows reached during the 2008/09 Global Financial crisis.
Inflation indicators point to a looming deflation risk and justify any and all means necessary from the Reserve Bank
of New Zealand to ensure its medium-term inflation and employment targets are met.

Construction activity disrupted by supply chains, demand falling
The QSBO survey suggests the pandemic impact on the building sector may be impacting earlier than we expected.
Anecdotally, post lock-down construction activity has been fairly busy as activity resumed on projects which were
already underway prior to the COVID-19 pandemic outbreak. However, going forward, we expect to see a sharp drop
in construction demand as the recession impacts investment appetites. 51% of the building sector now reports weak
demand as a factor limiting expansion: this compares to a low of 26% in 2016. Labour shortages appear to no longer
be factor holding back the construction sector, or the lack of spare operating capacity. The QSBO survey has also
confirmed that the pandemic has disrupted building sector supply chains, with 9% of builders reporting supplies as
a key constraint to activity, compared to 0% typically reported. Interestingly, builders are the only respondents
reporting a material lift in supply disruption constraining output. Expected activity for architects has plunged, as
expected, with expectations most pessimistic for commercial building projects.
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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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