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2.	The Economy
	The NSW economy has faced unprecedented challenges over the last 12 months. The devastating bushfire season was followed by a global pandemic that has plunged the world economy into deep recession.
In line with the sharp contraction in the national economy, the NSW economy has recorded its first recession in nearly 30 years. 
The recession in New South Wales has been less severe than witnessed overseas. The State’s containment measures and world class health system have been effective in slowing the virus and the worst of the shock appears to be behind us. The careful easing of restrictions in New South Wales and coordinated policy support from the Reserve Bank, Commonwealth and state governments have put the economy in a position to rebound strongly.
Following a contraction of 1 per cent in 2019-20, economic activity is expected to fall by a further ¾ per cent in 2020-21. Growth is then expected to rebound to 2½ per cent in 2021-22, and continue to grow at an above-trend rate throughout the forward estimates, reflecting the positive effects of unprecedented stimulus and successful management of the pandemic.  However, the level of economic activity is not expected to recover to pre‑COVID-19 levels until 2021-22.
Unemployment is likely to rise in coming months, as key Commonwealth support measures unwind, and is not expected to return to pre-COVID-19 levels over the forecast horizon. But, record levels of stimulus from the NSW Government are expected to support a decline in the unemployment rate to 5¼ per cent by June quarter 2024. 
The closure of international borders has lowered the state’s population growth to the slowest rate in more than 100 years. This will weigh heavily on short-term economic growth and severely impact the state’s education and tourism exports.
The economic outlook in this Budget is subject to an unusually high degree of uncertainty and risk. The Commonwealth has linked the timing of an effective vaccine for COVID-19 to the reopening of international borders. The recent resurgence of COVID-19 cases overseas also highlights the precarious nature of virus containment. 
A careful balancing of containment measures and the progressive resumption of economic activities—supported by the NSW Government’s comprehensive stimulus plan, productivity enhancing reforms, and record investment in infrastructure—will be critical to the continued rebound in confidence and employment in New South Wales.


NSW - economic performance and outlook(a) 
	 
	2018-19
	2019-20
	2020-21
	2021-22
	2022-23
	2023-24

	 
	Outcome
	Outcome (d)
	Forecasts
	Forecasts
	Projection
	Projection

	Real state final demand
	2.1
	-1¾ (2) 
	-1½ (2¼)
	2½ 
	2¼ 
	3¼ 

	Real gross state product
	1.9
	-1 (1¾) 
	- ¾ (2¼) 
	2½ 
	2¼ (2½) 
	2¾ 

	Employment
	3.3
	0 (1½) 
	-1 (1¼) 
	1¼ 
	1 (1¼) 
	1

	Unemployment rate (b)
	4.6
	6½ (4¾) 
	6½ (4½) 
	6 (4½) 
	5¾ (4½) 
	5¼ 

	Sydney consumer price index
	1.7
	1 (1¾) 
	1 (1¾) 
	1¼ (2)
	1½ (2)
	1½ 

	Wage price index
	2.4
	2 (2¼) 
	1¼ (2½) 
	1¼ (2¾) 
	1½ (2¾) 
	1¾ 

	Nominal gross state product
	3.7
	-½ (3½) 
	1¼ (4)
	4 (4½) 
	3¾ (4½) 
	4¼ 

	Population (c)
	1.3
	0.9 (1.5)
	0.0 (1.5)
	0.2 (1.4)
	0.7 (1.4)
	1.1



(a)	Per cent change, annual average unless otherwise stated. Previous forecast (HYR 2019-20) in parenthesis where different.
(b)	June quarter, per cent.
(c) 	Per cent change through the year to 30 June. Forecasts are rounded to the nearest 0.1 percentage points.
(d) 	Real gross state product and population for 2019-20 are NSW Treasury estimates.
Sources: ABS 5206.0, 5220.0, 6202.0, 6401.0, 6345.0, 3101.0 and NSW Treasury
The economy is rebuilding with policy stimulus support
State Final Demand, the broadest measure of NSW economic activity, first contracted in the March 2020 quarter. This initial contraction was driven by disruptions caused by bushfires, combined with restrictions on the arrival of foreign students and tourists in the early days of the COVID-19 outbreak. 
The full economic impact of COVID-19, however, was felt in the June quarter. The introduction of containment measures in late March successfully lowered the number of new COVID-19 cases in New South Wales but came at significant economic cost. State Final Demand fell by 8.6 per cent in the June quarter, the most significant contraction ever recorded for the state.
The impact of the virus on the state’s labour market has been equally severe. Almost 270,000 people lost their jobs in New South Wales between March and May. Many thousands more saw their hours of work reduced. However, the volume of job losses was contained by government initiatives aimed at keeping businesses afloat and workers attached to their jobs. 
While the downturn in the NSW economy has been significant, the experiences of major advanced countries around the world have been more severe (see Chart 2.6). For example, the United Kingdom lost nearly 20 per cent of its output in the June quarter, and New Zealand’s GDP fell by more than 12 per cent.
The International Monetary Fund (IMF) expects a V-shaped recovery for the global economy in the short term. Beyond 2021, growth will continue, but the pace will slow. 

	Economic impact of COVID-19 around Australia (June Qtr)
  
Source: ABS 5206.0 and NSW Treasury
	Plunge in net overseas migration has slowed NSW population growth to a crawl
 
Source: ABS 3101.0 and NSW Treasury 



For New South Wales, the re-opening of the economy is well underway. This is expected to deliver a short-term rebound in economic growth. The economic outlook hinges heavily on the timing of the removal of the remaining restrictions put in place to contain the virus, as well as public perceptions around the health risks. The lingering impacts from closed international borders and elevated rates of unemployment suggest a slower pace of recovery after the initial boost, rather than a rapid return to pre-COVID-19 levels of activity. 
Based on current Commonwealth policy settings, it is assumed that closed international borders through to the end of 2021 will result in a permanent reduction in population.[footnoteRef:2] This would permanently lower the expected productive capacity of the economy. The population effect alone means the economy is forecast to be more than 5 per cent smaller by the end of the projection period than was forecast at the 2019-20 Half-Yearly Review. [2:  	This is consistent with the Commonwealth’s technical assumption of no change to the current migration policy setting once borders reopen.] 

The recovery in the labour market will be gradual. Policy support measures in 2020, such as the JobKeeper wage subsidy, helped cushion the short-term impact of the pandemic. By extension their gradual removal is expected to see employment growth soften in coming months. From next year, employment growth is then expected to accelerate in line with an improvement in aggregate demand and eventual reopening of international borders. 
The NSW unemployment rate is expected to peak close to 7½ per cent towards the end of 2020, before gradually declining. As with previous downturns, it will take more than four years to recover to pre-COVID-19 levels.
[bookmark: _Hlk56187651]Government support will continue to play a key role in the economic recovery. Stimulus by the Commonwealth government, combined with the NSW Government’s stimulus plan and a record capital program, will help generate jobs and accelerate the economy’s recovery. They should help offset the impact of other measures being wound back over coming months. 
NSW Government’s stimulus and economic support measures are estimated to support around 27,000 jobs per year in the four years to 2023-24. Without the significant level of State Government assistance NSW Treasury estimates that the unemployment rate could have been as much as 1.0 percentage point higher in June 2021.
The outlook presented in this Budget is subject to a greater degree of uncertainty than normal. The economic recovery will likely encounter speedbumps along the way. For example, a renewed wave of global infections and the unwinding of key Commonwealth government support measures present risks to the near-term outlook. 

	Health assumptions that underpin the economic outlook

	The working assumption of NSW Treasury, in line with the Commonwealth Government’s assumption, is that a vaccine for COVID-19 will start to roll out in NSW from around the middle of 2021, with 20 per cent of people vaccinated by the end of the September quarter. Vaccination rates are expected to build from there. 
It is assumed that some social distancing restrictions will continue until a vaccine is widely available, noting the uncertainty around the timing and efficacy of the vaccine and the possible need to extend social distancing restrictions beyond this time.
The assumptions on Australia’s international border restrictions underpinning the demographic/macroeconomic forecasts broadly align with those in the Commonwealth’s recent Budget. This reflects the fact that policy levers around Australia’s international borders and the rollout of a vaccine are largely held by the Commonwealth Government.
	Australia’s international borders are expected to re-open in the December quarter 2021, in line with the assumed timing of a widely available vaccine. A gradual return of international students and permanent migrants is assumed from the latter part of 2021. Inbound and outbound international travel is expected to remain low through the latter part of 2021, after which a gradual recovery in international tourism is assumed to occur.
Some inbound travel of New Zealand tourists to NSW without quarantine restrictions has resumed. It is assumed that NSW tourists will be permitted to travel to NZ from around the March quarter 2021.
All interstate border restrictions are expected to be removed by the end of 2020.





The pandemic had a significant initial impact on the economy  
Consumer spending was hardest hit from the initial shutdown
Household spending has been impacted by a number of factors, including social distancing restrictions, changes to business operations, major job losses and volatile confidence. The result was a plunge in household consumption of more than 13 per cent in the June quarter. This contributed to around three-quarters of the decline in State Final Demand. That was despite the introduction of significant income support measures by the Commonwealth Government. The combined effect of lower consumption and increased government transfers to households saw the national household saving ratio jump to 19.8 per cent in the June quarter, the highest rate since June 1974 (Chart 2.3).
Consumer spending on discretionary goods and services has been hit especially hard. Spending on transport services (which includes domestic airline travel) fell by 84.2 per cent over the June quarter. Spending at hotels, cafes and restaurants dropped by almost 60 per cent. However, not all consumption has fallen during the pandemic. One side-effect of the lockdown had been increased spending on essential items such as food. Meanwhile, spending on furnishings and household equipment (including home office, entertainment, and renovation) increased, along with spending on household utilities as people spent more time at home. 
At the same time, there has been a notable shift toward more online shopping, including click-and-collect, with several retailers quickly adopting online sales channels. Total online sales remained elevated in September at 10.6 per cent of total sales in Australia. This is broadly in line with the peak seen in April 2020, when restrictions were in place across the whole country, and is significantly higher than the 6 per cent level seen in January.
	Consumers have chosen to save during the pandemic
 

Source: ABS 5206.0 and NSW Treasury
	Online spending accelerated as people were forced to stay at home
  

Source: ABS 8501.0 and NSW Treasury


Heavy disruption to business and the labour market
Business confidence plunged with the onset of COVID-19 and the introduction of containment measures, as over half of all Australian businesses reported reduced revenues since March 2020. Lacklustre demand throughout the economy led to a drop in firms’ capacity utilisation rates from 82 per cent to 75 per cent, below the levels needed to generate widespread incentives to invest. Intended investment spending for 2020-21 has subsequently been revised down by almost 10 per cent. It is also likely that containment measures had a negative impact on productivity, at least initially. For example, health orders to work from home (where possible) may have caused disruption for some workers, particularly for those who were unprepared for such an arrangement and/or were required to care for children unable to attend school or childcare.
Fortunately, the easing of restrictions from late May has helped drive a rebound in business confidence in New South Wales (Chart 2.5). If sustained, this bodes well for an eventual rebound in investment as final demand improves.
The weakness in final demand weighed heavily on the NSW labour market. Around 270,000 workers lost their jobs in New South Wales during the peak of the virus containment phase in April and May. The unemployment rate subsequently jumped to 6.4 per cent in May. The result was tempered by the fact that most workers laid off in April and May temporarily left the labour market, driving the participation rate down to a more than 15 year low. 
The outcome for the labour market was cushioned by the Commonwealth Government’s JobKeeper program, which kept many workers employed or notionally attached to their employers. In April, 230,000 additional people reported being employed while working zero hours. Were it not for Government support measures and people dropping out of the labour market, the unemployment rate would have increased to 15.8 per cent in April. That is more than double the official unemployment rate.  
Labour market outcomes have been quite different for young workers, including the youth (aged 15 to 24 years) and those aged 25 to 29, compared to other age cohorts. Employment for 15-29 year olds remained 5.6 per cent below its pre-COVID-19 level in September       (non-seasonally adjusted) compared to a decline of 0.2 per cent for all other age cohorts. Participation of this cohort in the labour market has also fallen by 39,000 (non-seasonally adjusted) since the pandemic started, whereas it has increased by 25,000 on net for all other age groups. 
	Business confidence stabilises
	GDP growth in selected countries

	

Source: NAB and NSW Treasury
	  
*China GDP is for the March quarter 2020
^NSW State Final Demand is presented here. GSP is not available quarterly.
Source: Bloomberg and NSW Treasury


Australia has been a standout compared to many major global economies
The COVID-19 pandemic is having an immense impact on economies around the globe, many of which are experiencing the largest contraction in decades. In the first half of this year, economic activity contracted severely across the globe as most governments imposed restrictions to contain the virus. 
The direct link between containment measures and economic activity, however, is complex (See Box 2.2). In the June quarter, the United States economy contracted by 9 per cent, with the unemployment rate hitting a peak of almost 15 per cent, more than double the rate seen in New South Wales. Meanwhile, the eurozone economy shrank by more than 15 per cent in the first half of 2020. The weakness in activity was even more stark for the United Kingdom, which contracted by 20 per cent in the June quarter alone, more than double the rate of decline in NSW State Final Demand (Chart 2.6). Reflecting this, for the first time in history, the IMF expects that both advanced economies as well as emerging markets and developing economies will shrink in 2020 in aggregate terms. 
	How the response to COVID-19 has impacted economies around the world

	COVID-19 related restrictions on activity expanded rapidly in New South Wales at the end of March, before peaking on 2 April, as stay at home orders were expanded across the country. 
While strict and instrumental in the sharp economic contraction in the June quarter, the magnitude of containment measures was relatively ‘mid-range’ when compared to other advanced economies.
The stringency index, produced by Oxford University, is a standardised measure of the strictness of ‘lockdown style’ policies that primarily restrict people’s behaviour (on a scale of 0-100). The containment measures in Australia early in the June quarter resulted in an average stringency index around 69. 
However, international evidence on the correlation between containment measures and economic outcomes is not clear cut. Countries such as Japan and Sweden had a much more relaxed response to the pandemic, yet experienced a similar economic contraction to Australia in the June quarter—although each experienced very different rates of infection in the quarter. In contrast, South Korea imposed stricter measures than Sweden and Japan, but had much lower rates of infection and a smaller negative impact on the economy.
	In other countries where infection rates were high, the negative correlation between containment measures and economic outcomes becomes more apparent.
Recent analysis by the IMF found that “the adoption of lockdowns was a significant factor in the recession, but voluntary social distancing in response to rising infections also contributed very substantially to the economic contraction.” The IMF concluded that “although easing lockdowns can lead to a partial recovery, economic activity is likely to remain subdued until health risks abate.”  
This analysis indicates that containing the virus remains instrumental in maintaining an environment conducive to business success and jobs growth. Containment will provide the conditions for (i) minimal restrictions, and (ii) ensuring the population has the confidence to move and consume, to the full extent permitted. 
The NSW Government has emerged as a global leader in response to the COVID-19 pandemic, in terms of positive health outcomes and achieving one of the lowest economic impacts in comparison to peers. NSW’s capabilities in quarantine and tracing will remain key to re-opening the economy while protecting public health.

	The correlation between containment and economic impact is mixed

(a) The stringency index is a standardised measure of the extent to which containment measures have been applied in each jurisdiction (most relaxed measures have an index = 0). The chart above uses an average index for April and May 2020. The Australian stringency index has been applied to NSW.
Source: OECD, Oxford University and NSW Treasury





The easing of COVID-19 restrictions in several countries has triggered a partial rebound in economic activity. Business surveys of purchasing managers suggest a continued strong rebound in global manufacturing activity through the September quarter. The rebound in activity outside manufacturing, however, has subsequently softened in many countries, particularly Europe, reflecting a second wave of infections and subsequent renewed restrictions. 
Border restrictions will determine the recovery in services exports 
Services exports have been hit hard as international border closures limit the number of students, tourists and other travellers arriving in Australia. The recovery in services exports will hinge on the re-opening of international borders, which is set to be one of the final restrictions lifted by the Commonwealth Government (see Box 2.1 on COVID-19 assumptions).
International education is the single largest services export for New South Wales, adding $13.9 billion to the NSW economy in 2018-19. While there are still a considerable number of international students studying in New South Wales, the future pipeline of students is shrinking. International student commencements in New South Wales have fallen 16.7 per cent in the first eight months of 2020 compared to the same period in 2019, the largest fall observed in the 18-year history of the data. The majority of spending by international students is on goods and services in the economy, rather than fees. Thus, the sharp drop in international students creates flow-on effects to other sectors of the economy, including demand for dwelling and accommodation services. 
	International students in NSW 
	Number of monthly overseas arrivals in NSW

	 

Source: Department of Education and NSW Treasury 
	 
Source: ABS 3401.0 and NSW Treasury


International tourism exports are the state’s second largest services exports, adding $7.7 billion to the NSW economy in 2018-19. This is expected to drop to a historical low in 2020-21 amid international border closures. The number of tourist arrivals to NSW has effectively fallen to zero (Chart 2.9). A gradual recovery is expected with the initial opening of a trans-Tasman bubble with New Zealand and, later, a lifting of international border restrictions more broadly. Re-opening of borders is likely to at least partly depend on the health outcomes of other countries, as well as the arrival and implementation of a vaccine. Nevertheless, it may take several years for tourism exports to return to their pre-COVID-19 levels. The International Air Transport Association expects global air travel will not return to pre-COVID-19 levels until 2024. 


The Government’s strategy for navigating out of the pandemic
The removal of containment measures is allowing firms to get back to business
The containment of health risks has allowed for a successful re-opening of the economy. During the peak of restrictions in April, indicators of peoples’ movements, or mobility, more than halved compared to pre-COVID-19 levels. Public transport patronage, based on the number of Opal trips taken in New South Wales, slumped by 75-80 per cent. Similarly, Google Maps data showed that travel to workplaces dropped by 82 per cent as many workers began working from home, while travel to retail and recreation venues (such as restaurants, shopping centres and cinemas) was 72 per cent below normal levels. 
As restrictions were relaxed, mobility data for June and July revealed that individuals had started to travel again for a range of purposes, albeit below normal levels. 
The success in bringing COVID-19 under control clearly has buoyed confidence in New South Wales. The Westpac-Melbourne Institute consumer confidence index in NSW has surged over 40 per cent since the trough seen in April. This in turn has improved the outlook for businesses. Fewer businesses reported a decrease in revenue in October (31 per cent), compared to July (47 per cent). Additionally, the proportion of businesses that expected to see a decline in the number of employees in October (7 per cent) was much lower compared to July (13 per cent).
The successful re-opening of the economy has helped many businesses re-open their doors, allowing people to return to work and driving increased optimism in the labour market. New South Wales has regained 65 per cent (174,000) of the employment previously lost at the height of the pandemic. Together with the reintroduction of mutual obligation requirements for Commonwealth income support, this has seen a return of those workers who left the labour market during the shutdown, with the participation rate rebounding to above pre-COVID-19 levels (at 65.4 per cent in September). The higher participation rate has caused the unemployment rate to rise above 7 per cent in recent months, more than 2 percentage points higher than the pre-COVID-19 level, despite the strong rebound in employment. 
Successful management of the public health risks has supported the safe re-opening of the economy and will continue to be a key factor in maintaining and improving business and consumer confidence and spending. 
Providing near-term support through the worst of the impacts
A coordinated effort at both the State and Commonwealth levels of government to support the economy has been instrumental in smoothing the severity of the downturn. 
Commonwealth support has been principally delivered through the JobSeeker and JobKeeper programs, which have provided direct income support to households and businesses. These programs have been critical in keeping people connected to their workplace. They have supported broader confidence in the economy and buoyed consumption throughout the crisis. 
Around 354,000 NSW businesses have had applications for JobKeeper processed as of 20 October. More than 1 million individuals were estimated to be receiving the JobKeeper payment, representing a quarter of all employed people in New South Wales. The number of businesses in New South Wales receiving JobKeeper has remained relatively steady throughout the pandemic.
The construction industry represents the largest share, at 16.9 per cent, of all businesses in New South Wales on the JobKeeper scheme. This is followed by businesses in professional services (15.1 per cent) and health (8.6 per cent). 


In September, there were almost 450,000 individuals living in New South Wales receiving JobSeeker income support. This represents around 28.7 per cent of all recipients across the country (Chart 2.11). This is slightly lower than was the case back in May. While significant, this is lower than New South Wales’ share of the national working age population. 
	NSW businesses on JobKeeper
	Individuals on JobSeeker

	  353,637
NSW businesses with JobKeeper applications processed
(20 October)



Source: Commonwealth Treasury
	 
Source: Commonwealth Treasury



Looking ahead, the unwinding of these measures presents a key risk to the outlook. Spending from those on JobSeeker and JobKeeper will likely have fallen since September when payment rates were reduced. A further easing of spending from those receiving support from these policies is expected as these JobSeeker payments are scheduled to revert back to pre‑COVID-19 levels and the JobKeeper scheme winds up. Notably, payrolls data show a drop in employee jobs and a fall in wages in the immediate aftermath of the tapering of JobKeeper payments at the end of September. 
To manage this risk and assist the transition away from emergency support measures, governments have accelerated other measures to bolster demand within the economy. Personal income tax cuts have been brought forward by the Commonwealth Government to support household disposable income. NSW residents are expected to receive around $5.7 billion in income tax relief over the next two years, with almost half expected to flow onto additional consumption. Increased spending in turn is expected to improve business confidence and encourage firms to create more jobs and invest. 
To complement these measures, and provide necessary additional near-term support to the economy, the NSW Government has provided additional stimulus worth almost $29 billion (including spending in the 2019-20 fiscal year). 
The focus of these measures is to provide timely and temporary support to the economy at a time when private demand remains relatively weak. Combined, these measures are expected to have a significant impact on the labour market, supporting an average of 27,000 jobs per annum over the next four years, with particular focus in the next 12-18 months. This is expected to assist a reduction in the unemployment rate, with NSW Treasury estimating that the unemployment rate could have been as much as 1.0 percentage point higher in June 2021 in the absence of NSW stimulus measures.
This is in addition to the NSW Government’s record infrastructure pipeline and ambitious reform agenda to drive future economic growth, which in addition to providing support to activity is also serving to lift the long run productive capacity of the economy (see Section 2.5 for details on the role of reform in the economic recovery). 
Combined, these measures will assist the recovery in the labour market, which is projected to result in a 270,000 increase in employment by 2024. This is forecast to contribute to a decline in the unemployment rate to 5¼ per cent by June 2024.
Encouraging business to drive the long-run recovery
Both the Commonwealth and the NSW Government have shifted from emergency response to propelling a swift recovery, putting in place policies to support business and encourage them to employ and invest. This in turn will support jobs and households. Businesses will benefit from reduced red tape, faster planning approvals, reforms to credit, insolvency and labour laws, subsidised training, improvements in labour mobility, loss carry back provisions and full asset write-offs. Business investment will be critical to productivity growth, which will in turn fuel the economic growth needed to fully recover from the pandemic and reduce the burden from higher debt.
Equipment investment typically ebbs and flows in line with quarterly economic growth. The rebound in household demand is thus expected to support a recovery in equipment investment from early 2021. The recovery will be bolstered by the Commonwealth Government’s full asset write-off incentive and support for the manufacturing sector. 
On the other hand, construction-related investment lags the business cycle, as the pre-existing pipeline of projects allows work to continue. Once this pipeline becomes depleted, activity can slump for a prolonged period, long after other sectors have recovered. Without support from the public sector this would create a long and deep drag on employment, given that construction is one of the State’s largest sources of employment and has a large spill over effect on other industries. Additionally, the pandemic may shift the composition of construction investment and activity, stemming from changes in the way we shop, work and do business. These changes may have implications for demand for offices, short-term accommodation and retail space, all of which had been reasonably robust in recent years.  
Commonwealth and state governments have mobilised to fill the gaps left by private industry through increased public investment, including the NSW Government’s record $107.1 billion infrastructure pipeline. Supporting the construction sector — through direct expenditure and improvements in the planning system—while private investment gradually returns is key to the NSW Government’s stimulus and recovery strategy. 

	Public demand stepped in as private demand weakened
	NSW non-residential building approvals plummet

	

Source: ABS 5220.0 and NSW Treasury
	  
Source: ABS 8731.0 and NSW Treasury





The economy still faces major challenges to the outlook
New outbreaks could threaten the global economic recovery
As is the case in New South Wales, easing restrictions has seen the beginning of a recovery in many other economies. The IMF revised up its expectation for growth in the global economy in its October World Economic Outlook. The IMF expects a 4.4 per cent rate of contraction in 2020 (a 0.8 percentage point smaller decline as compared to the June report) largely due to better than expected results in the first half of 2020. The upward revision was most evident in major advanced economies, but growth in NSW’s major trading partners, including China, was revised only modestly higher. India saw a heavy downward revision—India’s economy now is expected to contract by 10.3 per cent in 2020. 
Global growth is forecast to be 5.2 per cent in 2021 as economies reopen, although this is modestly weaker than what the IMF expected in June. The IMF notes that there would have been a stronger upward revision if not for the persistent social distancing and stalled             re-opening in the second half of the year as infections re-accelerated across the northern hemisphere. 
Beyond 2021, the global recovery is likely to be drawn out, with the economy making slow progress towards catching up to the path of activity expected before the onset of the pandemic. This is most stark for advanced economies, where the IMF is forecasting growth in GDP per capita between 2019-2025 to be only half the rate expected pre-COVID-19. 
The outlook is subject to a greater degree of uncertainty than normal, especially as new  outbreaks in COVID-19 infections throughout Western Europe have prompted many countries to delay the removal of, or even reinstate, some containment measures (Chart 2.14). 
Several countries have re-introduced a raft of measures in an effort to stop the spread of the virus. These include curfews, reduced caps at weddings, and strict limits or bans for gatherings of people indoors (outside of work or education). Workers, meanwhile, are being encouraged to work from home where possible throughout the European winter.
A second round of infections is likely to have negative impacts on economic activity, irrespective of government restrictions. This is due to increased voluntary social distancing associated with health risks. IMF analysis shows that in the first seven months of the pandemic, the impacts of voluntary social distancing and government-imposed lockdowns were comparable. Ultimately the impact on economic activity will depend on health risks from the virus. 
After a sharp contraction in GDP of NSW’s major trading partners in the first half of 2020, a recovery is expected to be underway from the September quarter. GDP growth is expected to be negative in 2020, followed by a rebound in 2021. 


	The pace of easing containment measures has slowed 
	Major trading partner GDP outlook

	 

Source: Oxford University and NSW Treasury
	 
Source: IMF and NSW Treasury


Lower population growth will continue to weigh on the construction industry
International border closures have implications beyond the direct disruption to overseas students and tourists. A positive for regional areas and some other retailers has been the influence on domestic spending patterns as savings from international holidays are partly redirected into regional travel and other household expenditure. However, sectors which are more exposed to tourism flows such as accommodation and food services and transport services, are still performing well below pre-pandemic levels.
The closure of the international border is also reducing the level of net international migration to New South Wales, which weighs on the outlook for dwelling investment and household consumption. Net international migration to New South Wales is now expected to be negative in both 2020‑21 and 2021-22, while the fertility rate is also expected to be lower. NSW’s population in June 2024 has been revised down by 376,000 since the 2019-20 Half-Yearly Review. 
The reduction in population growth is a drag on housing demand and, therefore, is a headwind to the outlook for dwelling investment. Dwelling investment in New South Wales has now already declined for eight consecutive quarters since reaching a record high in mid-2018. A high level of new dwelling completions combined with rapidly diminishing population growth, reductions to income and jobs due to COVID-19 and a shift of short-term rentals into the   long-term market are all placing upward pressure on the rental vacancy rate in Sydney. As a result, rents in Sydney are falling, and Sydney dwelling prices have shown moderate falls since the start of the pandemic. While low interest rates and government stimulus measures will provide some support, dwelling investment is expected to be weak over the forecast period.


	Population policy is critical to the outlook

	Re-opening international borders will be a critical step towards achieving a full economic recovery from COVID-19. Decisions around the timing of re-opening and the subsequent migration policy—both levers controlled by the Commonwealth government—has the potential to signficantly affect a successful recovery. 
The Commonwealth Budget in October indicated that almost no population growth was expected for the next two years, largely due to weak net overseas migration (NOM). A net outflow of migration is expected for the first time since 1946, with no catch-up in subsequent years, leaving the level of population permanently lower than expected prior to the pandemic. 
Based on current Commonwealth policy settings and assumptions, this will reduce NSW population in 2023-24 by around 376,000 people compared to projections at the 2019-20 Half Yearly Review (Chart 2.16).
Closed borders are the most significant remaining health restriction in place, in terms of the impact on population growth and flow-on effects for GSP over the forecast period.  
	NSW population revisions

	 
Source: ABS 3101.0 and NSW Treasury



	The decline in population growth (other things being equal) is expected to reduce the level of GSP in NSW by around 5 per cent by 2023-24 (or almost $34 billion).  
This population effect is a major reason why, despite a strong recovery in per-capita GSP, the overall economy is not expected to fully recover to its pre-COVID-19 trajectory over the forward period (Chart 2.17). 
	GSP & GSP per capita revisions

	 
Source: ABS 5220.0 and NSW Treasury


Migration has a direct impact on the supply of labour and, by extension, the productive capacity of the economy. In the nine months to November 2019, around 50 per cent of migrants arriving in Australia gained employment, many of whom filled critical skill shortages within New South Wales.
The impact on GSP is not set in stone, and will hinge on border and migration policy decisions by the Commonwealth in coming years. As a downside risk, any delay in the rollout of a vaccine and re-opening of international borders will result in an even larger negative impact on GSP (see Appendix F). In contrast, progress towards developing safe ways to allow for a higher level of migration intake in the future would support stronger growth in the economy.  


The labour market gradually moving back towards full employment
The outlook for employment growth depends on a range of factors which, on balance, suggest a slow recovery in the near-term, followed by an acceleration in growth from next year as demand recovers. Jobs will continue to be supported by further easing of domestic restrictions in the near-term. Recently announced Commonwealth measures including the hiring credit and incentives to boost apprenticeships are supportive. By contrast, the winding down of the JobKeeper scheme, closed international borders and weak population growth will remain a headwind. Overall, employment is expected to fall 1 per cent in 2020-21, before recovering 1¼ per cent in 2021-22 in line with the recovery in aggregate demand. 
The unemployment rate is expected to peak at 7½ per cent by the end of 2020, before falling thereafter as demand picks up. As with previous recessions, it will take quite some time to reverse all of the increase in the unemployment rate seen during COVID-19. The unemployment rate is forecast to ease to 5¼ per cent by June quarter 2024.
Wages growth in New South Wales eased sharply to 1.8 per cent through the year to the June quarter 2020. Given the weakness in the labour market, private sector wages growth is expected to ease through the course of 2020-21, before gradually picking up as the labour market strengthens. Growth in NSW public sector wages will also be lower than in previous years, reflecting the NSW Industrial Relations Commission recent decision to grant a 0.3 per cent increase for many NSW public sector employees in 2020-21. Scheduled annual increases of 0.5 per cent in the superannuation guarantee starting from 1 July 2021 are also expected to detract from wages growth.
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Spare capacity in the economy will keep inflation subdued
The near-term outlook for inflation is dominated by three factors: the Commonwealth Government’s policy to provide free childcare; a gradual recovery in global oil prices, following a sharp fall earlier in the year; and material weakness in the housing sector, particularly rents. These factors combined to push annual headline inflation into negative territory for the first time since 1997—Sydney headline CPI fell 1.0 per cent over the year to the June quarter 2020.
Moving forward, the unwinding of these short-term effects and continued removal of COVID-19 restrictions over the next couple of months should produce a rebound in consumer prices which will see a temporary spike in June 2021 up to 3 per cent. This forecast is also predicated on oil prices rebounding moderately from current levels and the waiver of childcare fees in Victoria not extending much beyond the end of this year.
Further out, several factors will work to constrain consumer price growth over the medium term including limited wage and rental price growth, excess global industrial capacity, the easing of drought conditions and a gradual appreciation of the Australian dollar.  


Reform will be crucial in sustaining our long-term recovery
Swift and unprecedented government action has mitigated the worst of the immediate economic and health impacts from COVID-19 in New South Wales. While fiscal stimulus will be needed to support the economy in the short-term, it will be most effective when combined with productivity reforms. Such reforms can support the economy through its post-COVID-19 adjustment, and underpin economic growth over the medium-term, as stimulus is gradually withdrawn.
Productivity reform is the most powerful tool we have for supporting sustained economic growth and drive improvements in living standards. With COVID-19 impacting other major drivers of economic growth, boosting the State’s productive capacity has never been more urgent and relevant.
[bookmark: _Hlk56165758]Productivity reforms can improve the speed and efficiency of adaption to new conditions. They also can encourage businesses to be more innovative and competitive, and make it easier to develop or adopt new technologies. Productivity growth enables higher wages for workers and supports revenue growth to fund essential services and minimise public debt. Importantly, in a post‑crisis environment, reform can be a powerful tool to boost business investment, support investor confidence and encourage a business-led recovery.
One of the key lessons of the response to the Global Financial Crisis is that reform delayed is reform denied. Economic stimulus was not backed up with longer-lasting productivity reforms. The result has been mediocre productivity growth over the past decade, placing government budgets under pressure and constraining real income growth.
Recognising the need to lay the foundations of a strong economic recovery, the NSW Government has introduced a suite of productivity reforms in this Budget. Many of these are drawn from the NSW Productivity Commission’s recent Green Paper and are designed to:
support individuals and businesses to rapidly adapt to the new environment
make it easier to do business by removing hurdles to investment and innovation, and
leverage the opportunities from COVID-19 and adopt new technologies.
Supporting individuals and businesses to rapidly adapt
As the structure of the post-COVID-19 economy takes a more definite shape, it is important that labour and capital are free to move to where they are needed most. COVID-19 has impacted heavily on the female-dominated hospitality, retail and tourism industries and many women will see the transition into a secure new job, such as trade, as a good option. 
[bookmark: _Hlk56174416]The NSW Productivity Commission has, however, highlighted chronic skills shortages and gender imbalance in the trades. Most trades workers are men, particularly in areas with serious skills shortages (e.g. construction, refrigeration, automotive and electrotechnology, where men comprise around 98 per cent of workers). Trades training is currently limited to apprenticeships and is not being delivered in flexible ways suitable for women or mature workers. 
To address these structural problems, the NSW Government has allocated an additional $57.4 million over four years to establish a Trades Skills Pathways Centre that will:
initially focus on the construction industry to tap into the potential of experienced workers who lack a qualification
develop new and flexible training pathways for ‘non-traditional’ groups such as women and mature-aged workers to enter trades, and
establish accelerated pathways into trades qualifications that are suitable for experienced workers.
[bookmark: _Hlk56166162]Together with the Commonwealth, New South Wales is also leading work on a new national automatic mutual recognition scheme, enabling occupational licensees to be recognised in other jurisdictions without having to apply, or pay fees. Licence holders will be able to undertake the activities they are licensed for in their home jurisdiction, and regulators will be able to take any necessary enforcement action under local laws. This will reduce costs and promote the free flow of labour between jurisdictions. In this Budget, the NSW Government is providing $10 million to support implementation and administration of the new scheme, which is expected to start in mid-2021.
In addition, to help small businesses start or pivot their business model with the changing needs of the economy, the NSW Government has committed an additional $39.3 million over four years to Business Connect. 
Making it easier to do business and innovate 
Business investment will be critical to a sustainable recovery. The NSW Government is supporting businesses affected by COVID-19 to adapt, innovate, and invest in new activities. 
The NSW Government’s targeted relaxation of trading hours and other regulations at the height of the pandemic has helped businesses pivot to alternative models and encouraged the uptake of new technology. The Treasurer will lead a whole-of-government evaluation of the costs and benefits of retaining some of these temporary changes to promote a stronger recovery. 
The Government is also proactively reviewing regulations with the aim of giving businesses more room to innovate, including more freedom to adopt new technologies, while still ensuring compliance with safety and other important standards. The Government is exploring         wide-ranging reforms to how we regulate across all sectors, including reforms recommended by the NSW Productivity Green Paper, such as: 
delivering greater competition in the e-conveyancing market by leading the development of a national interoperability framework, and
improving the operation of competition policy and introducing regulatory reforms in areas identified by the NSW Productivity Commission such as drones, micro-mobility devices, retail trade and agriculture.
The planning system has an important role to play by supporting the private sector to invest in job-creating construction projects that will grow the economy as we rebuild. The NSW Productivity Commissioner’s Green Paper has identified scope to improve the planning system by reducing delays in processing and approvals. To do this, the 2020-21 Budget allocates $258.5 million of new funding over four years to deliver the NSW Planning Reform Action Plan, which includes:
making planning processes more efficient to reduce assessment times
simplifying the system to accommodate new business models and changing needs
improving the interface between industry and the Government with a ‘one stop shop’ 
investing in ePlanning to bring council processes into the twenty-first century, and
developing an integrated digital tool to transform the way stakeholders interact with the infrastructure contributions system ($14.8 million). 
This is in addition to reforms to the infrastructure contributions system arising from the NSW Productivity Commission review currently underway.
These reforms will increase NSW businesses and citizens’ capacity to: adapt to the new economic conditions, be more innovative and competitive, and develop or adopt new technologies. Doing so will drive productivity growth, support the economy, help balance budgets, lift wages and improve living standards for the people of New South Wales.
Key risks to the outlook
In addition to the greater than usual uncertainty around the forecasts, there are several key risks that, if realised, could significantly affect the outlook. There are risks both to the upside and downside, although in the current environment the downside risks tend to be the most apparent.
Critical to the recovery will be the development of an effective vaccine. Expedited development and distribution of a vaccine could lead to a faster recovery in trade-exposed sectors such as education and tourism and a quicker than expected removal of remaining social distancing restrictions. This would see higher consumer spending and lower unemployment than expected. Conversely, an effective vaccine may never eventuate, or could be delayed, impacting service export industries for far longer than currently envisaged. 
On the downside, re-opening the economy could contribute to a spike in infections, which would either heavily impact people’s willingness to leave home, or trigger a re-tightening of containment measures. Either of these outcomes would have a substantial negative impact on the economy and the labour market. The longer containment measures persist, the more enduring the impact on incomes and structural rates of unemployment. 
There also is a high level of uncertainty about what will happen once temporary fiscal support, including JobKeeper, are scaled back from the December quarter (with JobKeeper slated to end after March 2021). Recently announced stimulus measures are helping to mitigate this risk. Cash flow enhancing measures, debt repayment holidays and insolvency relief have masked much of the business failure and mortgage default risk that overshadows the economy, with current levels of insolvencies only around half their usual level. Available data suggests that $179 billion in loans nationally (6.7 per cent of loans), including $133 billion in mortgages, have received a repayment deferral. These policies are buying time for the economy to recover, allowing households and businesses that otherwise would have remained viable (if not for COVID-19) to repair their balance sheets.
Geopolitical tensions with China materialising in the form of substantial restrictions on NSW exports is another tail risk. China already has placed a travel warning on Australia. If this travel warning is still in place after the international borders open to Chinese students and tourists, there will likely be a noticeable impact on services exports and population growth. There have also been reports that China will impose restrictions on the import of certain Australian goods such as coal, timber, copper ore and concentrates, barley, sugar, lobster and wine. Any further escalation in such restrictions could have a material impact on NSW exports. 
[bookmark: _GoBack]Migration to Australia could be permanently higher or lower than expected. This could be demand driven (demand from migrants coming to Australia) or policy driven (changes in Commonwealth Government immigration policy). Population growth has been an important driver of the construction industry and consumer demand over the last few decades. A protracted downturn in construction activity is already expected given the dramatic decline in migration. A further decline in population growth would extend this downturn, while an earlier or larger increase in population growth would support a sooner than expected recovery in construction activity.
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UK	NZ	Eurozone	Canada	China*	USA	Sweden	Japan	Australia	NSW^	-19.8	-12.2	-11.8	-11.5	-10	-9	-8.3000000000000007	-7.9	-7	-8.6	
GDP growth in the June quarter 2020*



NSW	69.382622950819723	-8.6	3.7627018149784239E-2	Australia	69.382622950819723	-6.9971356389999997	2.7492203421648868E-2	Canada	72.140655737704918	-11.511696074	0.18127461005082482	Finland	55.862459016393444	-4.3833287199999997	9.894966311626556E-2	France	83.953278688524605	-13.729596347999999	0.19745689749309914	Germany	70.239344262295049	-9.7932810769999996	0.19496783126063424	Italy	79.372295081967223	-12.977659338	0.3423525279305239	Japan	43.79065573770491	-7.9195194259999999	1.1045468611467822E-2	Netherlands	75.805245901639395	-8.5421219120000007	0.23071281646939817	New Zealand	75.061147540983669	-12.164277498000001	2.2711522435194528E-2	South Korea	55.00196721311471	-3.1538518880000002	2.1748386731800389E-2	Spain	81.832786885245866	-17.8	0.46456914426422424	Sweden	46.026557377049187	-8.3024113229999994	0.31071301582172411	United Kingdom	76.883278688524655	-19.810925559000001	0.29730008264392332	United States	72.690000000000012	-8.9861167690000006	0.42737308305891764	Stringency Index (Average)a


GDP growth in the June quarter 2020
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per cent change on prior year 

Overseas arrivals to NSW	43709	43739	43770	43800	43831	43862	43891	43922	43952	43983	44013	44044	44075	251730	285200	298050	388710	280350	252660	114510	720	1420	1920	1570	1600	1880	Thousands
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Percentage point contribution to GSP
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Millions




HYR 2019-20	42522	42887	43252	43617	43983	44348	44713	45078	45444	42887	43252	43617	43983	44348	44713	45078	45444	570.34900000000005	588.45399999999995	603.14300000000003	614.40899999999999	625.30178964799541	639.96490034801013	655.92451753225271	671.94020824712504	688.73871345330303	Budget 2020-21	42522	42887	43252	43617	43983	44348	44713	45078	45444	42887	43252	43617	43983	44348	44713	45078	45444	570.34900000000005	588.45399999999995	603.14300000000003	614.40899999999999	608.37172411173515	604.56029738262987	619.61624008636261	633.88087419742192	650.80359932979331	42522	42887	43252	43617	43983	44348	44713	45078	45444	42887	43252	43617	43983	44348	44713	45078	45444	74.17486656287457	75.241534937337192	75.969995313775215	76.264836936770209	76.468159025527484	77.116463502467965	77.903934102319937	78.679558624593867	79.454726689860792	Budget 2020-21	42522	42887	43252	43617	43983	44348	44713	45078	45444	42887	43252	43617	43983	44348	44713	45078	45444	74.17486656287457	75.241534937337192	75.968559999642281	76.306908996339772	74.732511151981726	74.077290402020026	75.83136408375313	77.220950187802487	78.494678972450856	
$ billions (real)


$ thousands (real)




HYR 2019-20	38869	38961	39052	39142	39234	39326	39417	39508	39600	39692	39783	39873	39965	40057	40148	40238	40330	40422	40513	40603	40695	40787	40878	40969	41061	41153	41244	41334	41426	41518	41609	41699	41791	41883	41974	42064	42156	42248	42339	42430	42522	42614	42705	42795	42887	42979	43070	43160	43252	43344	43435	43525	43617	43709	43800	43891	43983	44075	44166	44256	44348	44440	44531	44621	44713	44805	44896	44986	45078	45170	45261	45352	45444	5.2729720439588244	5.1652671269373442	4.8054916552725944	5.0732906707862586	4.8357154893569794	4.673185474969725	4.6436729318122145	4.413209517946493	4.6313280318284118	4.7932823294628415	5.2045647991071844	6.1336675722591085	6.3480696033851727	5.7832180850369008	5.9765476616358733	5.4949455126484228	5.4336528405244007	5.1204459507825213	5.0156658347829035	4.9093688252651893	5.1400339773946175	5.3347086233334862	5.3427162030007551	4.9822992054425272	5.0764739643867687	5.0479144822704294	5.099788872635024	5.2639969320887037	5.4951312654033764	5.7168780656516809	5.905988301976266	5.4842887728814853	5.6109261290367964	5.7942509700471296	5.9912714100527742	6.0884059878604306	5.7620851589984801	5.8588768302746717	5.292098463948852	5.3031747486595702	5.142347738817616	4.9888992515076991	5.0392948621480764	5.0986651283541997	4.6902880590472877	4.8249308849493504	4.6929150188056035	4.9843073635117374	4.8120639016653586	4.6294175717888404	4.3838575432657354	4.1913329025728467	4.5648009112705425	4.4024345307147756	4.7996686968524065	4.7496686968524067	4.6996686968524068	4.6596686968524068	4.6196686968524068	4.5796686968524067	4.5396686968524067	4.5196686968524071	4.4996686968524076	4.4996686968524076	4.4996686968524076	4.4996686968524076	4.4996686968524076	4.4996686968524076	4.4996686968524076	4.4996686968524076	4.4996686968524076	4.4996686968524076	4.4996686968524076	Budget 2020-21	38869	38961	39052	39142	39234	39326	39417	39508	39600	39692	39783	39873	39965	40057	40148	40238	40330	40422	40513	40603	40695	40787	40878	40969	41061	41153	41244	41334	41426	41518	41609	41699	41791	41883	41974	42064	42156	42248	42339	42430	42522	42614	42705	42795	42887	42979	43070	43160	43252	43344	43435	43525	43617	43709	43800	43891	43983	44075	44166	44256	44348	44440	44531	44621	44713	44805	44896	44986	45078	45170	45261	45352	45444	5.2718367670823207	5.1656985350197795	4.8060141234949363	5.0729804344167713	4.8341481216312676	4.674021697694049	4.6437957947558344	4.4132330799005759	4.629552092250159	4.7945500028377017	5.2044643665277448	6.1339559808928268	6.3452558833423307	5.7848600261315042	5.976155675260709	5.4952751581063275	5.4314058076182352	5.1216718838120343	5.0156174184639806	4.909724211661934	5.1377931225405016	5.3357901668729975	5.3433166951075295	4.9825239579337977	5.0750157301718586	5.0486829982083998	5.0994863161537163	5.2641186023411679	5.4946681660446117	5.717238929834453	5.9040525150245031	5.483699158448446	5.6112279931337561	5.7965491892400811	5.9845387430551611	6.0908762548178901	5.764006040568705	5.8631630387718427	5.280085303271	5.3078380837362378	5.1454250814489315	4.9955152898328876	5.0242702832080006	5.1038506480878851	4.6952495595831065	4.8333117823840697	4.6740151308719931	4.9903896262497245	4.8197763577672346	4.637532078332379	4.3607937085791786	4.2022142686440933	4.5777436995219203	4.4215294658618554	4.6325020135438644	4.6406062995377262	6.5318232357446009	7.0188949239684302	7.4562694346726053	6.9681721844489717	6.5039184275877195	6.4635500880315098	6.328318751609431	6.1519193662953278	6.0210392204859593	5.9759139824427274	5.8726891706158888	5.8304925049434031	5.7444661362866256	5.6839507820553106	5.5252265968724634	5.3993581553476471	5.2159754694505738	
Unemployment rate
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