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A. WORLD ECONOMY

The outset of the Covid-19 Pandemic since January 2020 has intensified downside risks on the
global economy, which is now expected to be severely hit, much worse than that experienced
in the 2009 Global Financial Crisis, the 1987 Stock Market Crash or even any other natural
and/or climatic disaster known to mankind in modern history. The immediate worldwide
travel restrictions, lockdowns and containment measures by most countries have resulted in
the sudden halt in economic activities across the globe, notably Asia, Europe, the United
States and including the Pacific region. According to the International Monetary Fund (IMF)’s
June 2020 World Economic Outlook, the global economy is now projected to track deeper
into a recession, contracting sharply by -4.9 percent in 2020 (1.9 percentage points lower than
the April WEQ), from a 2.9 percent growth estimate for 2019 (or on a fiscal year basis,
equivalent to -1.00 percent in FY2019/2020, from 3.25 percent in FY2018/2019). On the
assumption that the pandemic eases in the second half of 2020, global containment measures
are gradually lifted and with appropriate policy support, the global economy is projected to
recover by 5.4 percent in 2021, a 0.4 percent downward revision from April 2020 (or on a
fiscal year basis, to grow by 0.25 percent in FY2020/2021). This global growth outlook has a
higher than normal degree of uncertainty given the pandemic evolution and timing of when
these lockdowns may be eased. Adding to this downside risk is the renewed trade tensions
by the two global powerhouses (US and China) and civil disruptions in these two countries,
which will weigh further on the global growth trajectory over the next year. Given this gloomy
economic outlook, most central banks worldwide swiftly reduced their policy interest rates
to historically low levels of near zero percent and undertook significant quantitative easing
programs to support their respective economies.

Of Samoa’s trading partners,

e The second release of GDP estimates for the USA in the first quarter of 2020 points to
a 5.0 percent contraction, more than initially expected (of -4.8 percent) and ending
the country’s longest period of expansion, possibly since the Great Recession. This
was the largest drop in US’” GDP since the last quarter of 2008 at the outset of the
Global Financial Crisis, with the current outcome reflecting the economic costs of the
Covid-19 pandemic which forced several state lockdowns and millions of job losses.
The latest economic releases for the second quarter indicate a worse outcome with
as much as 40 percent contraction estimated as containment measures take full
effect. Adding further downward pressure on the major economy is the reigniting of
trade tensions with China relating to Covid-19 and Hong Kong, as well as the damaging
effects of recent civil protests across the US.

e NZ's real GDP shrank 1.6 percent in the March 2020 quarter, more than the 1.0
percent contraction expected by the markets and the largest decline in 29 years as the



immediate impact of Covid-19 took hold following travel restrictions and national
lockdowns in the latter part of March. The country’s statistical authorities also noted
this quarterly decline had exceeded the quarterly reduction during the Global
Financial Crisis. While the country’s lockdown has eased with the recent move to Level
1 in its Covid-19 restrictions, the country’s border remains shut similar to most other
countries worldwide. The trade risks remain high for NZ given recent developments in
China particularly with political tensions relating to the Covid-19 pandemic. The
markets forecast NZ's economy to contract by -3.0 percent in June, and to shrink
further to -6.3 percent by December 2020.

e The Australian economy continued to lose its growth momentum, ending its longest
expansionary period with concerns of a pending recession for the first time since the
1930s. Shrinking to 0.3 percent in the March 2020 quarter (from a 0.5 percent growth
in the previous quarter), the Australian economy suffered its first contraction since
the March quarter of 2011 as a culmination of devastating events (bushfires, drought
and the Covid-19 pandemic) severely impacted business activities, with household
consumption and business sentiments decreasing and mounting job losses adding to
further pressures. While recent indicators in June indicated a quick recovery than
initially expected, as partial lock-downs across various states gradually open up,
business conditions and confidence remain in extreme lows when compared to pre-
Covid times. The full economic impact from Covid-19 containment measures will be
reflected in the June quarter numbers, with the markets predicting around -6.3
percent annual contraction in real GDP, with modest recoveries towards a -4.0 percent
contraction at end December 2020.

With the weak outlook on our main trading partners’ economies, the external pressures
on the Samoan economy will likely be felt in its full effects in the first half of FY2020/21.
These outlooks (globally and domestically) are highly uncertain and will depend on the
magnitude and speed in which Covid-19 containment measures and international travel
restrictions may be lifted across most countries.

Given the weak economic prospects amidst the rising downside risks, the subdued
inflationary pressures and weak labour market conditions, central banks worldwide are
expected to continue with their easing monetary policies to support their economies out
of their recessionary outlooks. As a result, the unprecedentedly low global interest rate
environment of near zero percent is expected to be maintained for up to the next two
years alongside substantial quantitative easing programs.



