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A HUGE HIT TO THE BUSINESS SECTOR FROM CORONAVIRUS

Key messages from the survey: The impact on the business sector of Coronavirus containment measures

has been immediately obvious. Business confidence saw its largest decline on record and is now at its
weakest level in the history of the NAB business survey (including the quarterly). This is somewhat
unsurprising given the recent escalation of widespread containment measures, which are unlikely to be lifted
in the near-term and the risk of further escalation. Business conditions also declined sharply in aggregate
and across the bulk of industries. Recreation & personal services saw the largest hit, unsurprising given the
effective shut down of these sectors. Forward orders collapsed to their lowest level on record, while capacity
utilisation also saw a sharp decline. Overall, the decline in forward orders and business conditions imply a
large fall in GDP in the next 6 months. While it is unlikely that the unprecedented policy support targeted at
the business sector will be unable to offset the near-term pain, it will be very important in supporting activity
in the recovery phase. The timing of a recovery is extremely uncertain at this point, but supporting business
sector cashflow and the ability to hold onto employees will need to remain a focus. There is significant risk
that a blow to confidence of this magnitude for an extended period could lead to ongoing fallout in terms of
employment growth and capital expenditure by business. This has been reflected in the response of policy
makers to date.
Both business confidence and conditions recorded their largest monthly falls on record in March. Business
confidence fell to -66 index points – its lowest level on record. Business conditions fell to -21 index points, slightly
weaker than the GFC but well above the trough seen in the 1990s recession. The decline in conditions was driven by
a fall in all three components, with profitability weakest at -27 index points.
According to Alan Oster, NAB Group Chief Economist “Worryingly but not surprisingly, business’s outlook is the
weakest ever. Business confidence has fallen to its lowest ever level – and in a single month. Business has
essentially told us that trading conditions, profitability and employment all went backwards in a big way in the
month”.
“The decline in confidence was wide-spread across industries with most industries recording falls larger than 60
points. The decline in conditions was also sharp, and there may be more to come” said Mr Oster.
“Forward orders and capacity utilisation also declined sharply. The decline in forward orders suggests that activity
will weaken further in coming months. Capacity utilisation is at its lowest level ever, but could also decline further
as containment measures remain in place” said Mr Oster.
Business cashflow also deteriorated in the month reflecting the issue faced by the business sector of slowing sales
or forced closures while fixed costs continue.
“While almost everyone expects a fairly rapid bound back in activity once the spread of the coronavirus is
contained and social distancing rules are relaxed, the immediate worry for the business sector is the impact on
cashflows. Without cashflow support, it is likely many businesses will be severely impacted and unable to return to
operations once the economy begins to recover. This has been an important focus of policy makers.” Mr Oster said.
“We expect a recession of unprecedented speed and magnitude for the Australian economy over the next three
quarters. This will see a sharp increase in unemployment. Policy makers have made a huge response that we think
will be unable to offset the negative prints we will see in economic data in the near term but we are optimistic
these actions will support a solid recovery once the virus is contained” said Mr Oster.
“For now more businesses expect it to get worse before it gets better. It could well be that conditions fall to the
lowest level since the 1990s recession in coming months – but we will be closely watching the survey for a turn in
business confidence which may take some time to recover following an economic shock of this magnitude” said Mr
Oster.
For more information, please see the NAB Monthly Business Survey report.
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Important Notice
This document has been prepared by National Australia Bank Limited ABN 12 004 044 937 AFSL 230686 ("NAB"). Any
advice contained in this document has been prepared without taking into account your objectives, financial
situation or needs. Before acting on any advice in this document, NAB recommends that you consider whether the
advice is appropriate for your circumstances.
NAB recommends that you obtain and consider the relevant Product Disclosure Statement or other disclosure
document, before making any decision about a product including whether to acquire or to continue to hold it.
Please click here to view our disclaimer and terms of use.
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