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In this last Weekly Economic Update (WEU) for 2021,
partial indicators of GDP show that economic activity
fell substantially following the delta-outbreak and
subsequent restrictions during the September 2021
quarter, with economists estimating a fall between
1% and 7% in September quarter GDP. We
anticipate a near 6% decline. Since then, easing
restrictions have allowed for at least a partial
recovery in most parts of the country and the move to
the COVID-19 Protection Framework will likely be
supporting activity further, combined with continued
strength in commodity prices. This week’s Special
Topic discusses the expected fall in September 2021
quarter GDP in more detail. The WEU will resume in
late January 2022.

Construction activity fell...

The volume of building work put in place fell 8.6%
from the June 2021 quarter following the delta
outbreak and subsequent reimposition of higher Alert
Levels in August. Both residential and non-residential
construction activity experienced large falls, but these
were not as severe as those experienced in the June
2020 quarter (Figure 1), given the shorter period
under Alert Level 4 for most of the country.

Figure 1: Volume of building work put in place
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Residential investment is expected to remain
elevated as the effects of the latest round of
restrictions ease while consents issuance remains at
record highs. Ongoing supply-side constraints will be
working to constrain growth in activity however, with
materials and labour shortages still major concerns
for construction firms, which will be keeping
inflationary pressures elevated.
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...while other business activity was mixed ...

Part of the fall in construction activity could reflect
lower manufacturing volumes, with some critical
construction goods manufacturers in Auckland
experiencing a longer lockdown than businesses in
other regions. Manufacturing volumes fell 8.7% from
the June 2021 quarter, with 10 of the 13
manufacturing industries experiencing reduced sales.

Wholesale trade values rose 1.8% from the June
2021 quarter, driven by a 6.1% increase in the
grocery, liquor and tobacco products industry. All
industries recorded an increase in stock building,
likely reflecting trading restrictions and adjustments to
supply chain management during periods under
higher alert levels.

...and commodity prices continued to rise

The ANZ World Commaodity Price Index rose 2.8% in
November, increasing further from its previous record
high in June 2021. Dairy prices lifted a further 6.3%,
from a month ago, with particularly strong increases
for prices of butter and cheese. Aluminium prices fell
10.1%, reflecting rising uncertainty following the
discovery of the new Omicron variant of COVID-19.

Dairy prices rose a further 1.4% from a fortnight ago
at the latest GlobalDairyTrade auction, taking prices
to their highest level since 2014, and suggests the
goods terms of trade will remain well supported in the
final quarter of 2021 (Figure 2). Earlier this year,
Fonterra raised and narrowed its farmgate milk price
range to $7.90-$8.90 per kilogram of milk solids for
the 2021/22 season, with the $8.40 midpoint
matching the previous record high set in 2014.

Figure 2: Commodity prices and goods terms of trade
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Labour market reports in the US presented mixed
messages, though other data indicate a tight labour
market, increasing the likelihood of a faster
tightening in monetary policy. The services sector
appears to be recovering strongly in the US, and
spending in the euro area remained steady, though
the Omicron variant continues to raise uncertainty.

Mixed messages in US labour market data...

US labour market data for November were mixed,
with the two surveys of employment telling two
different stories. While the Establishment Survey
(which collects payroll data from employers)
showed the weakest growth in employment all
year, the Household Survey showed both
employment and labour force participation growth
picking up pace (Figure 3). This brought the
unemployment rate down to 4.2%, though the rate
would be much higher if labour force participation
had recovered to the same extent as employment.

Figure 3: US Household Survey
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With employment in both surveys still well below
pre-pandemic levels, the US Federal Reserve will
be considering the reports carefully to determine
which is a better signal of momentum in the labour
market. If the Household Survey is thought to be
closer to the truth, and today’s Consumer Price
Index (CPI) data show annual inflation continuing to
rise, then a faster tapering in monetary support
would appear highly likely.

...but labour demand appears strong...

The US Job Openings and Labour Turnover Survey
for October showed job openings rising to only
slightly below the record high set in July, indicating
strong demand for labour. The quits rate also
remained elevated, suggesting that workers are
taking advantage of the tight labour market to find
higher-paying jobs. This points to ongoing upward
pressure on wages, possibly adding further fuel to
rising CPI inflation.
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...and services activity is recovering

The Institute for Supply Management (ISM)
services index reached a record high in November,
indicating a strengthening recovery in services
activity in the US (Figure 4). The transition in
consumer demand from goods back to services
appears to be under way, which may help to ease
upward pressure on consumer prices.

Figure 4: ISM indexes
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Euro area consumer spending holds steady...

Consumer spending remained strong in the euro
area in October, with retail sales rising 0.2% in the
month. The spread of COVID-19 has since
intensified in Europe, with a number of countries
reintroducing restrictions, suggesting that the boost
given to GDP by consumer demand will fade over
the rest of the December quarter.

...while uncertainty around Omicron continues

The spread of the Omicron variant of COVID-19
has been significantly faster in South Africa
compared to Delta, though hospitalizations and ICU
admissions appear to be much smaller as a
proportion of cases. This could reflect either a less
severe form of the virus or protection from
vaccines. Recently published results from Pfizer
indicate that a third dose of their vaccine is
necessary for full protection against Omicron,
though the company stated that a strain-specific
vaccine could be required and would be ready by
March. Markets continue to be volatile as
uncertainty around the variant continues, though
most of last week’s losses have been recovered.

Date Key upcoming NZ data Previous

15 December |Current account balance |-3.3 (% of GDP)

16 December |Gross domestic product 2.8 (gpc)

25 December |Imports (from North Pole) 2.5 (apc)
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Special Topic: September 2021 quarter GDP data preview

e Q3 GDP expected to have fallen 6%
e Economists expect a 1% to 7% fall
e Delta drives decline and uncertainty

GDP fall of around 6% owing to Delta...

The emergence of the Delta variant of COVID-19 in
the community in August and related shifts to
higher Alert Levels over August and September
significantly impacted on economic activity.

We predict that real GDP likely recorded its second
largest quarterly decline, falling by around 6% in
the quarter. This is only beaten by the June 2020
quarter decline that resulted from the initial COVID-
19 lockdown when GDP fell 9.9%.

Figure 5: Real GDP
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...but uncertainty high

Uncertainty around this pick is high — a result a
couple of percentage points either side (i.e., in the
4% to 8% range) would not be that surprising. The
September quarter was very much one of two
halves, with the Delta impact occurring in the
second half. These timing differences will
complicate measurement with a potential risk that
more of the impact shows up in the December
quarter relative to what we have assumed.

On balance, the various business-focussed data
released yesterday tilt risks towards the less
negative side of the range above.

Services industries are most affected...

Public-facing services industries such as retail and
accommodation, transport and arts and recreation
services are most impacted given the COVID-19
restrictions in place, with large falls apparent in
September quarter retail sales. Reductions in the
movement of both people and freight (see high
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frequency charts) have adversely impacted on the
transport industry.

... but most industries will experience falls

Building work put in place, down 8.6% in the
quarter, provides evidence of a sizable reduction in
the construction industry as building sites were shut
for some of the period and supply constraints for
some materials affected activity. Agriculture,
forestry and fishing will be less affected but lower
milk production and reduced forestry harvesting
during lockdown is likely to still mean a reduction in
industry GDP.

Wholesale trade holds its ground

Wholesale trade appears to have performed better
than expected with sales up 1.8% in nominal terms
suggesting fairly flat industry GDP once price
movements are allowed for. This contrasts to the
June 2020 quarter lockdown when both sales and
industry GDP fell by around 12%.

Negative contributions across expenditure GDP

The fall in retail trade is indicative of a smaller fall in
private consumption as some components of GDP
such as housing consumption will have been much
less affected. Similarly, the decline in residential
construction will be reflected in a decline in
residential investment, while lower non-residential
building will contribute to falling business
investment. Both falling exports and rising imports
will subtract from GDP in the quarter and also
contribute to a widening current account deficit.

Current account deficit to widen

The annual current account deficit is expected to
have widened to 4.7% of GDP in the September
quarter, owing to a surge in goods imports and
ongoing weakness in services exports pulling down
the goods and services balances. The deficit will
likely continue to widen over the next few quarters
as rising interest rates drag on the income balance,
though the return of international visitors should
support a recovery in the current account balance
from the second half of next year.

We expect that COVID-19 restrictions will have less
of a negative impact on the December quarter.
Next week’s Half Year Economic and Fiscal Update
will indicate how we expect further recovery as we
move into 2022.

Page 3



High-Frequency Indicators

Traffic and Freight Movement Card Spending
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People Movements at Selected Locations Jobseeker (JS) and Income Support Recipients
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COVID-19 Cases Per Million People World Commodity Prices
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" Additional high frequency indicators are available on the Stats NZ COVID-19 data portal:

https://www.stats.

govt.nz/experimental/covid-19-data-portal
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Quarterly Indicators 2020Q2 2020Q3 2020Q4 2021Q1 2021Q2 2021Q3
Real Production GDP (1) qgpc 9.9 13.9 -1.0 1.4 2.8
aapc -1.3 -1.6 2.1 -14 5.1

Current account balance (annual) %GDP -1.5 -0.7 -0.8 2.5 -3.3
Merchandise terms of trade apc 6.3 -0.3 -1.6 -0.9 -0.1 5.6
CPI inflation qpc -0.5 0.7 0.5 0.8 1.3 22

apc 15 14 14 1.5 3.3 49
Employment (HLFS) (1) qgpc -04 -0.7 0.7 0.5 1.0 2.0
Unemployment rate (1) % 41 53 48 4.6 4.0 34
Participation rate (1) % 69.9 70.1 70.2 70.4 70.5 71.2
LCl salary & wage rates - total (2) apc 21 1.8 1.6 1.6 21 24
QES average hourly earnings - total (2) apc 3.0 42 43 4.0 4.0 35
Core retail sales volume apc -11.7 7.6 4.4 54 30.2 -3.2
Total retail sales volume apc -14.2 8.1 4.7 6.6 33.3 5.2
WMM - consumer confidence (3) Index 97.2 95.1 106.0 105.2 1071 102.7
QSBO - general business situation (1,4) net% -61.2 -36.7 -15.0 -8.2 8.6 -84
QSBO - own activity outlook (1,4) net% -25.0 1.1 9.5 75 27.1 9.3
Monthly Indicators Jun 21 Jul 21 Aug 21 Sep 21 Oct 21 Nov 21
Merchandise trade balance (12 month) NZ$m -276.6 -1088.4 -2922.3 -4105.2 -4920.3
Dwelling consents - residential apc 24.0 24.2 423 244 10.5
House sales - dwellings apc 10.4 -91 -23.6 -36.4 217
REINZ - house price index apc 29.9 304 30.7 30.0 29.9
Estimated net migration (12 month total) people 991.0 1,810.0 731.0 796.0
ANZ NZ commodity price index apc 17.5 16.9 15.4 17.4 16.5 229
ANZ world commaodity price index apc 28.0 222 215 23.6 238 26.1
ANZBO - business confidence net% -0.6 -3.8 -14.2 -71.2 -13.4 -16.4
ANZBO - activity outlook net% 316 26.3 19.2 18.2 217 15.0
ANZ-Roy Morgan - consumer confidence net% 1141 113.1 109.6 104.5 98.0 96.6
NZAC apc 5.1 46 -0.6 0.1 0.6
Weekly Benefit Numbers 29 Oct 5 Nov 12 Nov 19 Nov 26 Nov 3 Dec
Jobseeker Support number 189,855 189,309 183,165 182,583 181,971 182,115
Work Ready number 108,471 107,844 102,924 102,261 101,607 101,718
Health Condition and Disability number 81,384 81,465 80,241 80,325 80,364 80,397
Wage Subsidy August 2021 (cumulative) $millions 3,720 3,956 4,172 4,321 4,494 4,633
Unique jobs supported number 1,282,152 1,290,603 1,296,192 1,300,179 1,304,898 1,308,258
Businesses associated with paid application number 329,961 331,665 332,970 334,104 335,061 335,739
Daily Indicators Thu Fri Mon Tue Wed Thu

2112/21 31221 6/12/21 712121 8/12/21 912/21

NZ exchange and interest rates (5)
NZD/USD $ 0.6811 0.6799 0.6748 0.6746 0.6784 0.6805
NZD/AUD $ 0.9590 0.9603 0.9617 0.9577 0.9526 0.9503
Trade weighted index (TWI) index 732 732 72.8 72.8 73.0 73.0
Official cash rate (OCR) % 0.75 0.75 0.75 0.75 0.75 0.75
90 day bank bill rate % 0.86 0.87 0.88 0.88 0.88 0.89
10 year govt bond rate % 240 243 2.35 2.41 246 247
Share markets (6)
Dow Jones index 34,640 34,580 35,227 35,719 35,755 35,755
S&P 500 index 4,577 4,538 4,592 4,687 4,701 4,667
VIX volatility index index 28.0 30.7 27.2 21.9 19.9
AU all ords index 7,536 7,544 7,529 7,605 7,707 7,689
NZX 50 index 12,670 12,677 12,598 12,610 12,868 12,772
US interest rates
3 month OIS % 0.08 0.08 0.08 0.08 0.08
3 month Libor % 0.18 0.19 0.19 0.20 0.20
10 year govt bond rate % 1.44 1.35 1.43 148 1.52 1.49
Commodity prices (6)
WTl oil US$/barrel 66.50 66.39 69.62 71.94 72.36
Gold US$/ounce 1,765.00 1,767.55 1,778.65 1,781.35 1,783.80
CRB Futures index 566.30 568.79 569.03 571.35 572.19
(1) Seasonally adjusted (4) Quarterly Survey of Business Opinion Data in italic font are provisional
(2) Ordinary time, all sectors (5) Reserve Bank (11am) ... Not available
(3) Westpac McDermott Miller (6) Daily close
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Country Indicator Apr21 May21 Jun21 2021Q2 Jul21 Aug21 Sep21 2021Q3 Oct21 Nov 21
GDP (1) qpc 1.6 0.5
United Industrial production (1) mpc 0.1 0.7 05 0.8 0.0 -1.3 1.6
States CPI apc 42 5.0 5.4 5.4 53 54 6.2
[10.6% Unemployment rate (1) % 6.1 5.8 5.9 54 5.2 48 46 4.2
shareof ~ Employment change (1) 000s 269.0 6140 962.0 1091.0 483.0 379.0 546.0  210.0
total Retail sales value apc 534 28.0 18.9 15.3 15.7 14.3 16.3
goods House prices (2) apc 15.2 17.3 19.2 20.0 19.6 19.1
exports] PMI manufacturing (1) index 60.7 61.2 60.6 59.5 59.9 61.1 60.8 61.1
Consumer confidence (1)(3) index 1175 120.0 128.9 125.1 1152 109.8 1116  109.5
GDP (1) qgpc 0.5 0.9
Industrial production (1) mpc 29 6.5 6.5 -15 -3.6 -54 1.1
Japan CPI apc -11 0.7 0.4 -0.3 -0.4 0.2 0.1
[5.6%)] Unemployment rate (1) % 28 3.0 29 2.8 28 2.8 2.7
Retail sales value apc 11.9 8.3 0.1 24 -3.2 -0.5 0.9
PMI manufacturing (1) index 53.6 53.0 52.4 53.0 52.7 515 53.2 54.5
Consumer confidence (1)(4) index 34.8 34.2 37.6 37.5 36.6 38.0 39.2 39.2
GDP (1) qpc 2.2 22
Industrial production (1) mpc 0.7 -1.2 0.3 1.3 1.7 -0.2
Euro CPI apc 1.6 20 1.9 2.2 3.0 34 41
area Unemployment rate (1) % 8.1 8.0 7.8 7.6 7.5 74 7.3
[6.5%) Retail sales volume apc 23.7 8.8 5.7 3.3 1.3 26 14
PMI manufacturing (1) index 62.9 63.1 63.4 62.8 61.4 58.6 58.3 58.4
Consumer confidence (5) index -8.1 5.1 -3.3 4.4 -5.3 -4.0 -4.8 -6.8
GDP (1) qpc 5.5 1.3
Industrial production (1) mpc -04 0.9 -0.6 0.3 1.0 -04
United CPI apc 1.6 21 24 21 3.0 29 3.8
Kingdom  Unemployment rate (1) % 48 48 47 46 45 43
[2.3%)] Retail sales volume apc 421 244 8.8 1.9 04 -0.7 -1.3
House prices (6) apc 71 10.9 134 10.5 11.0 10.0 9.9 10.0
PMI manufacturing (1) index 60.9 65.6 63.9 60.4 60.3 571 57.8 58.1
Consumer confidence (1)(5) net%  -15.0 -9.0 -9.0 -7.0 -80 -13.0 170 -14.0
GDP (1) qpc 0.7 -1.9
CPI apc 3.8 3.0
Australia  Unemployment rate (1) % 5.5 5.1 49 4.6 45 46 5.2
[13.1%] Retail sales value apc 23.8 71 29 2.9 -0.7 1.9 4.6
House Prices (7) apc 19.8 254
PMI manufacturing (1) index 61.7 61.8 63.2 60.8 51.6 51.2 50.4 54.8
Consumer confidence (8) index 1188 1131 107.2 108.8 1041 106.2 1046 1053
GDP apc 7.9 49
China Industrial production apc 9.8 8.8 8.3 6.4 53 31 35
[31.5%] CPI apc 0.9 1.3 1.1 1.0 0.8 0.7 1.5 2.3
PMI manufacturing (1) index 51.1 51.0 50.9 50.4 50.1 49.6 49.2 50.1
South GDP (1) qpc 0.8 0.3
Korea Industrial production (1) mpc -1.9 -1.3 2.3 0.2 -0.5 -1.1 -3.0
[2.9%)] CPI apc 23 26 24 2.6 26 25 3.2 3.7
(1) Seasonally adjusted (5) European Commission
(2) Case-Shiller Home Price Index 20 city (6) Nationwide House Price Index
(3) The Conference Board Consumer Confidence Index (7) Australian Bureau of Statistics
(4) Cabinet Office Japan (8) Melbourne/Westpac Consumer Sentiment Index
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