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- We expect a 0.6% rise in GDP for the March
quarter, after a 1.0% drop in December.

- Strong domestic demand appears to have
outweighed the loss of from the absence of
international tourists over the summer period.

- The strong housing market has been an engine
for economic growth, providing a tailwind for
some industries.

- We expect the current account deficit to widen
in the March quarter, due to the loss of tourist

earnings and a rebound in demand for imports.
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Mar-21

Dec-20 Westpac Mar-21
actual ffc RBNZ f/c
GDP
Quarterly % chg -1.0 0.6 -0.6
Annual % chg -0.9 0.9 -0.3
Annual average % chg -2.9 -2.7 -3.1
Balance of Payments
Current account balance $m -2,695 -2,230 -
Annual balance $m -2,549 -6,680 -5,334
Annual balance % of GDP -0.8 -2.1 -1.6

Q1GDP, 17 June.

We estimate that GDP rose by 0.6% in the March quarter, a
partial unwinding of the 1% drop in the December quarter
last year. This would put the level of activity slightly below
its pre-Covid peak, and more significantly, about 4% short
of where we would have expected the economy to be if Covid
hadn’t happened.

This is an upgrade from our initial forecast of a flat quarterly
result, which was essentially an acknowledgement that
things could go either way. The absence of overseas tourists
was expected to weigh more heavily on the economy over
the summer months, but this was countered by an ongoing
rebound in domestic demand. The data released over the
last week or so suggest that the latter won out over the
March quarter.

There’s still a high degree of uncertainty around our forecast,
given the challenges that Stats NZ faces in measuring the
impact of Covid on activity. But as we’ve noted previously,
we wouldn’t regard a weak result as a sign of a ‘double dip’
recession; rather, the loss of overseas tourism has disrupted
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the normal seasonal patterns in spending. The flipside of this
is that we expect a strong lift in growth through the middle
part of this year.

Our forecast is likely to be well within the range of market
forecasts. Financial markets also appear to be braced for a
solid lift in activity over the quarter, although a weaker than
expected result would probably only prompt a minor reaction.

We expect a much stronger result than the 0.6% drop that the
Reserve Bank forecast in its May Monetary Policy Statement
(which didn’t have the benefit of the activity indicators that
have been published recently). On the face of it, that might
prompt the RBNZ to bring forward its expected timing of

OCR hikes even further. However, we’re still sceptical that by
next year the evidence on inflation pressures will be enough
to warrant rate hikes. Indeed, the strong pace of growth in
domestic activity actually argues against the idea that we’re
running up against capacity constraints.

In terms of the details, we expect the strongest contributions
to come from wholesale trade (up 3.9%), construction (up
2.8%) and non-food manufacturing (up 2.3%y). The strong
housing market is likely to have contributed to these sectors
in various ways, both boosting household spending and
generating demand for construction materials.

Other positive drivers include the continued strong growth in
the public sector, and a 0.5% rise in retail spending, led by
hospitality. A lift in milk production boosted the agricultural
sector, although food manufacturing overall was held back by
a drop in meat and wine volumes.

The main weak spots in March quarter activity relate to
natural resources in one way or another. The mining sector
saw a further decline in oil and gas extraction, while low hydro
lake levels saw both a drop in total electricity generation and
a greater reliance on more expensive sources.

The March quarter included a short period of Covid
restrictions, with Auckland returning to Alert Level 3 for a
total of eleven days. However, the data that we’ve seen for
the quarter reinforces what we suspected from previous
episodes: short periods of restrictions largely result in activity
being delayed rather than lost altogether. Given that the
restrictions happened in the middle of the quarter, it’s likely
that the ‘catchup’ period has already been captured in the
March quarter figures.

Q1 Balance of Payments, 16 June.

We expect the annual current account deficit to widen to
2.1% of GDP in the March quarter, after having narrowed to
a19-year low of 0.8% late last year. The main factor is the
lack of the usual lift in overseas visitor spending at this time
of year. This will see the deficit widen further over the rest of
2021, with a broad-based resumption of overseas travel not
expected to begin until next year.

Meanwhile, the March quarter goods balance (in seasonally
adjusted terms) is also likely to tip back into negative territory.
Importantly, import volumes continue to rebound after last
year’s dramatic drop during the Covid lockdown. A temporary
dip in export volumes of around 2.5% is likely to add to the
weakness in the goods balance over the quarter.
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