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Data summary

Latest Previous RBNZ

Quarterly % 0.2% 0.9% 0.0%
change

Annual % change 2.6% 1.7% 21%

Annual average 1.8% 0.9% 1.6%
% change

Persevering

e The New Zealand economy expanded 0.2% q/q in Q2 2026, slightly above
our forecast of 0.1% g/q and the RBNZ’s forecast of zero growth.

e Upward revisions to the prior quarters took annual growth to 2.6% yl/y, well
above our forecast (and the market consensus) of 2.2% yly.

e The details showed many parts of the economy continuing to grow despite
higher fuel prices impacting sectors such as hospitality and transportation.

e GDP data is released with a lag, and timely data suggests the economy
has grown at a reasonable pace in the months since the period covered by
today’s release. However, the recovery is likely to be patchy as ongoing
offshore volatility buffets both New Zealand and our trading partners.

e At the September MPS the RBNZ was non-committal about when the next
OCR hike might come but was clearly leaning towards a pause at the next
meeting in October. Global developments since then have already been
suggesting it would be prudent to hike sooner rather than later, and the
resilience shown in today’s GDP data adds further pressure in that
direction. We continue to expect a 25bp hike at the next meeting in
October.

The big picture and monetary policy implications

Today’s data showed a slowdown in growth over Q2 as fuel prices surged, but
the economy was more resilient than feared. Production GDP increased 0.2%
g/q in Q2 (and at 0.247% q/q unrounded was very close to rounding to 0.3%
a/q). While it is a slowdown from the average growth seen over the prior three
quarters of 0.8% q/q, it was slightly above our forecast of 0.1% q/q and the
RBNZ’s forecast of flat.

Adding to the upside surprise, Q1 GDP was revised up from 0.8% q/q to 0.9%
q/q. That took annual growth to 2.6% y/y, well above our forecast of 2.2% yly
and the RBNZ'’s forecast of 2.1% yl/y. The revisions were mainly due to higher
estimates of construction activity.

Figure 1. GDP level and quarterly % change
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The expenditure GDP measure also showed resilience, expanding by 0.4% g/q and
3.0% yly. As with production GDP, there were a few upside historical revisions.

As expected, the details showed Q2 weakness in areas exposed to discretionary
spending as higher fuel prices and global uncertainty hit. Accommodation & food
services and transport, postal & warehousing went backwards in the quarter, and
growth in retail trade was subdued. That tracks both our Business Outlook survey
and card spending signals. However, this was more than offset by growth in other
areas. This included a solid rise in construction activity from low levels and growth
across a range of business-facing and government-led services industries.

The GDP data are — as always — dated, and timely data suggests the economy has
grown at a reasonable pace in the months since the period covered by today’s
release. For example, our Business Outlook survey paints a picture of firms who are
keen to get on with things despite a volatile global backdrop. However, the recovery
is likely to remain patchy given ongoing global volatility and the recent strong lift in oil
prices.

At face value, the upside surprise to the RBNZ’s MPS GDP growth forecast suggests
the output gap is now a little narrower than the Committee had assumed, which
would, at the margin, reduce their assessment of how disinflationary the current state
of the economy is. However, the RBNZ's estimates of the output gap are based on a
wider suite of metrics than just GDP, and their Q2 estimate of -1.5% implied
considerable spare capacity, of which the upside surprise today will have absorbed
only a small portion. Some of the upside surprise is also likely to be judged to
represent higher-than-anticipated potential GDP rather than less-than-expected
spare capacity in the economy.

At the September MPS the RBNZ was non-committal about when the next OCR hike
might come but was clearly leaning towards a pause at the next meeting in October.
However, four of six committee members saw inflation risks as tilted to the upside
and developments since then had already been suggesting it might be prudent to
hike sooner rather than later. Oil prices have moved sharply higher in the last
fortnight, posing renewed inflation risk. The NZD trade-weighted index is also now
lower than the RBNZ assumed, adding to imported inflation pressure. Today’s
stronger-than-expected GDP data will nudge the MPC further towards an October
hike. There is more data to come before the October meeting that could yet change
the picture, particularly the QSBO (6 October) and Q3 CPI (22 October). However,
we expect by the time the meeting rolls around, the MPC will conclude that the most
prudent course of action is in fact to proceed with getting back to neutral promptly,
with a 25bp hike.

The details
Breaking down the 0.2% q/q increase in production GDP:

e Services industries (70% of GDP) grew 0.2% q/q, just above our forecast of
0.1% q/q. The upside surprise was spread across a few industries, including
public administration, information media and telecommunications, and rental,
hiring and real estate services. Going the other way, professional services was a
little weaker than expected. We don'’t think there is much to these surprises
beyond quarterly noise.

e Manufacturing (around 8% of GDP) grew 0.4% q/q, slightly above our forecast
of 0.3%. Food manufacturing grew a little more than we had expected and non-
food manufacturing a little less.

e  Construction (around 6% of GDP) grew a solid 2.7% q/q, a bit below our
forecast of 3.5% q/q growth, but was nonetheless a solid lift after being subdued
for several years. Construction GDP growth for last quarter was also revised up
from -1.0% q/q to -0.1% q/q.

e  Utilities (around 2.5% of GDP) grew by 0.5% qg/q, close to expectations.

e Primary industries (around 6% of GDP) contracted 0.3% q/q, which was
weaker than our forecast of 0.5% qg/q growth as an expected bounce in mining
activity failed to materialise.

e The unallocated tax component (around 7.5% of GDP) contracted by 0.2%
a/q, in the ballpark of our forecast of a 0.5% q/q contraction considering the
volatility of this component.
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e The seasonal adjustment balancing item subtracted 0.14ppts from headline
quarterly GDP growth beyond the aggregation of the industries listed above.
This item captures growth beyond what is identifiable in individual industries. Its
contribution was a little less negative than the 0.27ppt negative contribution we
had expected, but this has mainly resulted in a reallocation in growth across
quarters as its contribution to growth in other quarters was revised up. Given
annual growth surprised to the upside as well, we don't think the revisions here
detract from the overall story of growth being somewhat more resilient than
expected.

Figure 2. Quarterly change in GDP by industry
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GDP grew 0.4% qg/q in the expenditure measure, above the RBNZ'’s forecast of a
0.1% qg/q decline. We prefer production GDP as a gauge of economic momentum, but
it's worth noting that the expenditure measure also shows resilience in the economy.

The composition of expenditure GDP growth was largely in line with the RBNZ’s
expectations, but with a little less strength in net exports than expected and a little
more support from business and residential investment. Net exports made a sizable
contribution, supported by a 3.3% q/q increase in exports and a 0.8% qg/q decrease in
imports. Goods exports underpinned the strength, with services exports and imports
both going backwards in the quarter (though services imports fell by more). Partly
offsetting the contribution from exports, inventory drawdown subtracted 0.4ppts from
quarterly growth.

Private consumption was flat in the quarter, close to the RBNZ’s forecast of a 0.1%
g/q decline. Likewise, government consumption fell 1.7% qg/q, close to the RBNZ's
expectation of a 2.2% q/q decline. Business investment grew 0.3% q/q, somewhat
stronger than the RBNZ'’s expectations of a small decline. Residential investment
grew 4.4% q/q, a little above the RBNZ's forecast of 3.3% qg/q growth.

Figure 3. Expenditure GDP components
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Market reaction

Although the data is dated, starting point surprises are important for the RBNZ and
market participants know that, so it was not a surprise to see short end rates and the
NZD tick up slightly after the data. The data also support our view that a follow-up
OCR hike in October is more likely than not, and more likely than a December hike if
we are to only see one more hike this year.
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