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Groundhog Day 
• The economy has come out of the major lockdown better than previously expected, though still taken a hit.    

• Nevertheless, global COVID-19 challenges point to global economic recovery being gradual and disrupted. 

• A negative OCR will further support NZ, as would improving implementation of our COVID elimination plan. 

Notwithstanding the jaded feel of déjà vu from another lockdown, in general our latest economic outlook is a touch 

better than our May lockdown edition.  But there is a mixed bag of good, bad and the ugly amidst the continued 

global cycle of responding to renewed outbreaks of COVID-19. 

Our NZ forecasts look slightly better now than they did back in May.  We expect the economy to shrink around 5% 

when comparing the end of 2020 with the end of 2019, an improvement on the 6% decline we had anticipated back in 

May.  NZ’s relatively rapid lift to Level 1 has limited the extent of near-term economic carnage (though we still expect 

around a 14% GDP decline over Q2).   Unemployment looks likely to peak at a lower rate of 7.5%, in part because of 

the quick return to Level 1 but also the extensions of the wage subsidy.  We see the housing market holding up even 

better (‘only’ a 3% price fall) than our previous forecast that was at the rosy end of wider views.  People’s behaviours 

are shifting and interest rates are getting ever lower – and will continue to if the RBNZ does indeed cut the OCR to a 

negative rate as we now expect.  

But there have been some sobering developments.  COVID-19 is proving very tough to get on top of globally, with 

many countries having to renew COVID-fighting restrictions after seemingly getting on top of initial outbreaks.  Global 

recovery is going to get disrupted periodically until such measures are no longer needed.  NZ’s repeat of restrictions 

has brought more focus on the economic costs and the human challenges of the response.  

NZ’s main political parties are committed to continuing with the strategy of elimination of COVID-19 in NZ.  That 

means the likelihood of NZ’s borders being opened up in any large-scale manner is some time off when the health 

risks to NZ from doing so are dramatically reduced.  In the meantime, NZ needs to work on ways to fill the estimated 

5% of GDP gap that closing our borders (and reduced global travel appetite) have created.  NZ’s economy and society 

are irrevocably on changed paths as a result of the pandemic and we need to adapt to the new reality.  

The elimination strategy also means doing our utmost to ensure that its implementation is as effective as possible and 

takes account of the economic toll it is taking.  Money and other resources should not be obstacles to getting it right.  

The most recent lockdown’s $1+ billion cost in lost economic activity shows the high cost of having to resort to 

widescale lockdown measures – and that estimate doesn’t take into account impacts from business failures, dented 

confidence, and greater health challenges many face through lockdown pressures or deferred healthcare treatment. 

Recent weeks have also been a reminder of how important it is that we all keep adapting our home and work 

practices so that – as much as is feasible – we can continue to live and work under a range of operating restrictions. 

mailto:nick.tuffley@asb.co.nz
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ASB COVID-19 related publications 

ASB Economic forecasts and monitoring: 

ASB COVID-19 Chart pack 

A chart pack, updated weekly, monitors key economic and financial markets trends for NZ and its major trading 
partners, with a specific focus on the impact of the COVID-19 pandemic.  

Running the COVID-19 Marathon – assessing the economic impact of the NZ August COVID-19 outbreak 

COVID-19 Economics Frequently Asked Questions 

Financial market trends: 

Markets Monthly 

A monthly recap of key financial market developments 

 

Corporate Hedging Toolbox  

Our pragmatic guide for corporates managing foreign exchange and interest rate exposures. Using a variety of 
quantitative tools, we try and make sense of financial markets, and offer some hedging considerations to address the 
challenges facing corporate treasuries. 

 

ASB Podcast for investors 

Worried about Kiwisaver? Don’t fret, listen to the latest podcast from the ASB Investment Team, discussing key 
COVID-19 and financial market developments and how the will impact investments, featuring Senior Economist Chris-
Tennent Brown.  

Policy response: 

Negative OCR and Funding for Lending tag team in action from 2021 

We expect the RBNZ to cut the OCR to -0.50% in early 2021. The negative OCR would likely be launched in conjunction 
with a Funding for Lending Programme (FLP) that would provide stable, low-cost funding to banks that can be lent 
out, mitigating some of the adverse impacts of a negative policy interest rate. We expect further details of this 
scheme to emerge in the coming months.  

 

The RBNZ expands its asset purchase programme at the August Monetary Policy Statement.  

 

Industry specific analysis and other: 

Lower interest rates – higher house prices 

We now expect the Reserve Bank of New Zealand to cut the Official Cash Rate into negative territory next year, and 
this will bring mortgage rates down with it.  Falling mortgage rates provide powerful stimulus to the housing market.  

 

Impacts of COVID-19 on the Tourism Sector 

The tourism sector is perhaps the most visible casualty from COVID-19. Due to the loss of international 

tourism, NZ’s GDP will be 3-5% lower than it would otherwise be.  Domestic tourism within New Zealand is 40% larger 
than inbound tourism, and the switch towards domestic tourist experiences for New Zealanders will lessen the 
economic hit.  

 

Where to find support 
ASB financial support package 

Government support package 

COVID-19 alert system explainer 

  

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/asb-covid-chartpack-aug-28.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/covid-19-august-outbreak.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/covid-q-&-a.pdf
https://www.asb.co.nz/documents/economic-research/markets-monthly.html
https://www.asb.co.nz/documents/economic-research/corporate-hedging-toolbox.html
https://www.asb.co.nz/investment-advice/podcast.html?et_rid=MjMxOTE4NzQ0ODEwS0&et_cid=3349174
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/negative-ocr.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/rbnz-aug2020-mps-review.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/home-economics/housing_insights.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/economic-note-tourism-overview.pdf
https://www.asb.co.nz/page/covid-19.html
https://www.beehive.govt.nz/feature/covid-19-economic-response-package
https://thespinoff.co.nz/politics/21-03-2020/pm-ardern-announces-four-tier-covid-19-alert-system-as-nz-faces-community-spread/


  

 

Quarterly Economic Forecasts  |  September 2020 

International Outlook – long and winding road 
The global economic impact of the response to the COVID-19 

pandemic has been increasingly evident.  Whether countries have 

done ‘hard’ or ‘soft’ lockdowns, the economic toll has been 

immense.  Some of the impacts over the first six months are likely 

to be reversed, as the recent experience in China demonstrates. 

However, the periods of lost activity still translate into a massive 

loss of income, which is being papered over by huge amounts of 

government borrowing and more central bank policy stimulus. 

The recovery phase is also likely to be drawn out given that the last 

couple of months has seen COVID-19 infections flare up after many 

countries have relaxed restrictions.  The outlook for NZ’s main trading 

partners for 2021 has been tempered slightly to a rebound of 5.6% 

after a forecast dip of 2.6% for calendar 2020.  

Over the past few months, many countries have experienced a return 

to freer movement, with economic activity rebounding.  There are, 

however, marked differences by country, with mixed fortunes for 

different economic sectors. As the Google mobility chart shows, 

movements to key places for commercial activity remain below pre-

pandemic levels.  Although people are adapting to the health risks, 

such as working/shopping from home, this may not be as economically 

optimal.  And as NZ, Australia and Italy are all demonstrating, 

suppression of further viral outbreaks can quickly dent that ‘new 

normal’ for a period.  

Until COVID-19 is brought under control economic activity will face 

periods of disruption.  An effective vaccine to combat the outbreak 

could still be years away. Until then, containment looks to be the best 

solution. The art will be refining and adapting restrictions and business 

operations to minimise this disruption.  The global economic path over 

the next couple of years will remain heavily influenced by the impact of 

COVID-19, measures taken to contain the outbreak and the timeline for 

introduction of an effective vaccine. 

As NZ pays its way in the world, demand for our key goods export 

products will remain tied into the fortunes of our key trading partners.  

To date an encouraging factor has been China’s rebound.  Overall GDP 

has reversed the Q1 drop, and industrial activity is back on its pre-COVID 

trend.  Retail spending has also rebounded substantially, though not 

quite back to last year’s level yet.  Continued recovery in Chinese 

consumer spending will be important for underpinning the prices of NZ’s 

key food exports, and meat export prices may get a further prop from 

the impact of flooding on China’s pork supplies.   

The US economy has been getting back to its feet after suffering a sharp 

increase in unemployment.  Across the ditch in Australia, Victoria’s 

lockdown means Australia’s recovery will be slowed up but still likely to 

register a 2020 fall of ‘only’ 4.2%, fairly similar to our expectation for NZ.  
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The New Zealand Economy – Elimination supports a faster recovery 
The global COVID-19 pandemic has sent the NZ economy into recession during 2020.  StatsNZ’s preliminary estimate 

(which is likely to be revised) saw the NZ economy contract 1.6% in Q1.  This initial fall will prove to be just the tip of 

the iceberg, and we have a 14% quarterly contraction pencilled in for Q2.  NZ’s hard and early policy response to the 

COVID-19 pandemic resulted in a relatively strict 4-week Alert Level 4 lockdown, when only essential activity was able 

to take place.  Over May and June NZ gradually eased Alert Level restrictions and allowed economic activity to 

resume.   As a result of the strict lockdown, NZ was able to eliminate community spread of the virus.  Economists, 

including at ASB, were pleasantly surprised by how quickly and strongly economic activity returned through June 

and July.  A range of activity measures returned to pre-COVID levels, including retail spending, house sales and 

residential building consents.  Business confidence surged and many economists, including ASB, were relieved to 

revise earlier GDP forecasts higher.  We now forecast GDP to contract 5% on year-ago levels, by December 2020 – 

compared to a 6% contraction forecast in May.   

Air New Zealand was also surprised by the strength of demand for domestic travel, having to put on additional flights 

(particularly through the school holidays).  Many New Zealanders typically head overseas during winter – and with 

NZ COVID free during June and July, it appears many took a holiday domestically which has supported NZ retail 

spending and provided some limited offset to the loss of international tourism.  ASB has previously estimated that 

the direct impact on border closures and exports of services could be around 5% of GDP.  However, diverted spending 

of NZers who would typically holiday offshore could mitigate this loss by up to 2%.  As a result, the net impact of 

border closers on GDP is likely to be between 3-5%, making allowance for indirect impacts on support sectors.   

The August COVID-19 outbreak was somewhat of a shock to NZ and saw Auckland re-enter Alert Level 3 for 2.5 weeks 

while the rest of the country was put back to Alert Level 2.  ASB estimates that this lockdown could take up to 8% off 

weekly NZ GDP – and all up the August outbreak is likely to take approximate 0.5% off annual GDP.  With NZ now 

more wary of the possibility of future outbreaks, we expect a more cautious attitude from consumers and businesses 

going forward.  Nonetheless, our economic growth forecasts are still stronger compared to our forecasts finalised in 

May. We now expect the unemployment rate to peak at 7.5%, compared to 9% back in May.  The wage subsidy 

scheme appears to have been fairly successful in minimising the lift in unemployment, along with the relatively swift 

return to business as usual during Alert Level 1 through June and July. Nonetheless, we expect to see a second wave 

of job losses as the wage subsidy extensions expire.  

Our house price forecasts have also been revised up substantially (click here to read more). The housing market will 

benefit from the labour market holding up better than expected, along with the prospect of lower mortgage rates 

given the RBNZ is now widely expected to cut the OCR into negative territory next year.  This has also seen us revise 

our near-term construction forecasts higher.  Nonetheless, slowing population growth (as net migration dries up due 

to border restrictions) is likely to eventually weigh on the housing market and housing demand.  

Another pocket of strength has been NZ’s export sector – in particular, fruit exports have performed well. Meat and 

dairy prices have recovered some of the declines seen earlier in the year.  China has weathered the pandemic 

relatively well and is likely to remain a source of support for some of NZ’s commodity exports. We expect NZ’s food-

related export earnings are likely to cushion the impact of weaker global economic demand on the broader NZ export 

sector.   

While the NZ economy has proven to be more resilient than expected over 2020, we remain relatively cautious about 

the pace of growth over 2021 and 2022.  We see growth prospects in NZ as being relatively muted over 2021, with 

the border likely to stay closed and weak global growth limiting NZ’s export performance.  Over 2021, the realities of 

the weaker labour market are likely to catch up with consumers, impacting spending appetites, and many firms may 

remain reluctant to invest while the uncertainty of the pandemic continues to weigh.  Even once a vaccine is 

developed, it will take some time before it can be manufactured and distributed in quantities which will allow border 

restrictions to be materially relaxed.  In our view, it will be 2023 before the NZ and global economies properly enter 

‘recovery mode’ and allow for above-average rates of GDP growth.  

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/economic-note-tourism-overview.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/home-economics/housing_insights.pdf
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Interest Rates and Exchange Rates – negative OCR to dampen NZD  

Interest rates to fall even further 

We now expect the RBNZ to cut the OCR by 75bps, to -0.50%, in April 2021. Our change in view is due to the RBNZ’s 

apparent willingness to move the OCR lower after its current forward guidance (0.25% OCR until early 2021) expires, 

along with our conviction that current monetary settings do not offer enough economic support. The risks are tilted 

towards OCR cuts being delivered sooner and we would not rule out a February OCR cut. The negative OCR will likely 

be launched in conjunction with a Funding for Lending Programme (FLP) that will provide low-cost funding to banks 

that can be on-lent to the public, mitigating some of the adverse impacts of a negative policy interest rate. In the 

interim, we expect the RBNZ to continue to use forward guidance and its expanded $100bn Large Scale Asset 

Purchase programme to dampen NZ yields and keep the yield curve flat.  

A -0.50% OCR will lower yields across the curve and our forecasts are for bank bill interest rates and swap yields to 

move below zero from late 2020/early 2021. We expect yield curves to remain upward sloping, with longer-term rates 

less tied to domestic short-term interest rate settings and more sensitive to global influences.   

Global yields are expected to remain low given weak inflation and subpar economic activity. The move towards a 

more flexible inflation targeting approach by the US Federal Reserve suggests the Federal Funds rate could be stuck at 

its 0% to 0.25% operational low for a number of years. The RBA is not expected to hike its 0.25% cash rate until at 

least 2022. Global long-term yields are forecast to be little changed from current levels, with Australian and US 10-

year bond yields to remain sub-1%. 

We have pencilled in the first RBNZ rate hike in early 2023, but admit the timing is highly uncertain and dependent on 

the impact of COVID-19 amongst other influences. Our forecasts expect the OCR to gradually drift higher, with the 

OCR reaching just 0.50% by late 2024. We eventually expect that the improving NZ economic outlook and brighter 

signs abroad will push term rates higher, with the yield curve steepening. Nevertheless, we expect NZ longer-term 

yields to remain below US and Australian counterparts for a number of years. 

 

Foreign Exchange 

Our NZD forecasts have been tweaked to incorporate both our weaker USD view, and our lower NZ interest rate 

outlook. These two factors are offsetting in nature, at least for NZD/USD, and the net result is a forecast for the 

NZD/USD that essentially goes sideways. Most of the NZD crosses are expected to slide gradually lower. 

The USD index is hovering around 2-year lows, but we expect the pending (but muted) global rebound and the 

worsening US external position to drive further USD weakness over the next year or so.  

Lower NZ interest rates and hence NZ interest rate differentials to the rest of the world are the main factor expected 

to weigh on the NZD crosses. We have the most conviction in our call for further NZD falls against the AUD. In contrast 

to the RBNZ, the RBA has repeatedly ruled out taking its cash rate negative. The RBA is also running a much less 

aggressive Quantitative Easing policy relative to the RBNZ. Reflecting this difference in monetary policy stance, the 

NZD is forecast to decline from just over 91 Australian cents at present to around 86 cents by the end of 2022.  

Other NZD crosses are expected to be fractionally lower, with the NZD easing against the euro (from 0.56 at present 

to 0.53 by late 2022), Pound Sterling (from 0.50 to 0.49) and yen (from 70 to 69). The improving global backdrop, 

strengthening Chinese demand, NZ’s food-centric export mix and the positive NZ commodity price outlook remain key 

supports, limiting the expected downside in the currency.    

For more discussion on the current state of the housing market – please read our latest Home Economics reports. 

For more discussion on regional economic developments – please read our latest Regional Economic Scoreboard. 

For more discussion on rural developments – please read Farmshed Economics and the Weekly Commodities Report. 

For up-to-date discussion on global financial market themes – please read our Markets Monthly Report.  

The Economic backdrop can change quickly – for the most up to date views on Interest Rates and FX – please read our 

Economic Weekly and for our latest views on the changing economic landscape – subscribe to our Economic Notes 

and Rural Economic Notes. Subscribe to all of these reports here. 

https://www.asb.co.nz/documents/economic-research/home-economics.html
https://www.asb.co.nz/documents/economic-research/regional-economic-scoreboard.html
https://www.asb.co.nz/documents/economic-research/farmshed-economics.html
https://https/www.asb.co.nz/documents/economic-research/commodities-weekly.html
https://www.asb.co.nz/documents/economic-research/markets-monthly.html
https://www.asb.co.nz/documents/economic-research/economic-weekly.html
https://www.asb.co.nz/documents/economic-research/economic-note.html
https://www.asb.co.nz/documents/economic-research/rural-economic-note.html
https://reports.asb.co.nz/register/index.html
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Economic and Financial Forecasts 
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Senior Economist Mark Smith mark.smith4@asb.co.nz (649) 301 5657 
Senior Economist Jane Turner jane.turner@asb.co.nz  (649) 301 5853 

Senior Economist Mike Jones mike.jones@asb.co.nz (649) 301 5661 
Senior Economist, Wealth Chris Tennent-Brown chris.tennent-brown@asb.co.nz  (649) 301 5915 
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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.   

ASB  economic forecasts Mar-20 Jun-20 Sep-20 Dec-20 Mar-21 Mar-22 Mar-23

<< actual  forecast >>

NZ GDP real AA% 1.5 -2.5 -4.4 -6.0 -6.6 3.8 2.3

private consumption AA% 2.2 -2.6 -4.6 -6.0 -7.2 4.7 2.8

dwelling construction AA% 1.8 -7.6 0.0 -13.2 -12.2 8.5 -4.4

other investment AA% 0.9 -6.7 -9.6 -11.2 -11.3 6.7 5.3

exports AA% -0.4 -7.9 -12.9 -17.9 -21.2 4.5 10.0

imports AA% 0.6 -6.2 -12.0 -17.6 -20.5 4.8 9.7

NZ GDP real A% -0.2 -14.1 -5.1 -4.7 -2.8 0.8 3.2

NZ GDP real Q% -1.6 -13.8 11.3 0.9 0.4

NZ CPI A% 2.5 1.5 1.7 1.2 0.6 1.3 1.3

NZ house prices (QV index) A% 7.1 6.0 3.6 0.0 -3.3 4.7 4.4

NZ unemployment (sa%) Qtr 4.2 4.0 6.4 7.1 7.4 6.8 6.7

NZ private sector wages (LCI) A% 2.4 1.8 1.4 1.0 0.8 1.5 1.9

    A% = percentage change since same quarter the previous year

    AA% = percentage change for year ending quarter since the previous year

ASB interest rate forecasts Mar-20 Jun-20 Sep-20 Dec-20 Mar-21 Mar-22 Mar-23

(end of quarter) << actual  forecast >>

NZ cash rate target 0.25 0.25 0.25 0.25 0.25 -0.50 -0.25

NZ 90-day bank bill 0.51 0.30 0.25 0.15 0.00 -0.50 -0.20

NZ 2-year swap rate 0.53 0.21 0.10 0.00 -0.15 -0.30 0.00

NZ 10-year gov't stock 1.03 0.91 0.55 0.45 0.25 0.20 0.55

ASB foreign exchange forecasts Mar-20 Jun-20 Sep-20 Dec-20 Mar-21 Mar-22 Mar-23

(end of quarter) << actual  forecast >>

USD per NZD 0.60 0.64 0.66 0.67 0.67 0.66 0.66

GBP per NZD 0.49 0.52 0.50 0.50 0.49 0.49 0.49

AUD per NZD 0.97 0.93 0.90 0.89 0.88 0.86 0.86

JPY per NZD 65.1 69.2 70.0 71.0 70.4 68.6 68.6

EUR per NZD 0.54 0.57 0.54 0.54 0.54 0.53 0.53

CNY per NZD 4.26 4.54 4.55 4.60 4.57 4.44 4.44

TWI - 17 country 68.8 71.4 69.6 70.0 69.5 67.7 67.7

mailto:nick.tuffley@asb.co.nz
mailto:mark.smith4@asb.co.nz
mailto:jane.turner@asb.co.nz
mailto:mike.jones@asb.co.nz
mailto:chris.tennent-brown@asb.co.nz
mailto:judith.pinto@asb.co.nz
https://twitter.com/asbmarkets?lang=en
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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.   


