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Highest to lowest

We expect a 0.4% fall in GDP for the
June quarter, following a 0.8% rise in the
March quarter.

While there is evidence that the economy has
lost some momentum since the start of the
year, we caution that the GDP figures are likely
to overstate the case.

A seasonal distortion in the GDP calculations,
which we’ve discussed in previous releases,
is expected to detract 0.5ppts from growth
in the June quarter. This is a timing issue that
will also lead December quarter growth to
be overstated.

There were also some ‘lumpy’ factors in the
March quarter that are likely to be partially or
fully reversed this time.

Beyond these factors, we expect to see a
mixed performance over the quarter, with
favourable conditions for the agricultural
sector and a modest impact on households
from lower mortgage rates.

Our forecast is similar to the -0.3% that the
Reserve Bank had factored into its forecasts at
its most recent policy review.
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We've revised down our June quarter GDP forecast to

a 0.4% decline, compared to our previous pick of a flat
outturn. The final indicators released yesterday showed
that some of the factors that boosted growth in the March
quarter have been reversed, and to a greater degree than
we had factored in. We've also made a larger allowance
for the seasonal distortion to quarterly GDP that has been
apparent in recent releases.

Our forecast is similar to the 0.3% fall that the Reserve
Bank had factored into its August Monetary Policy
Statement forecasts, which seems to have provided much
of the basis for signalling further OCR cuts by the end of
this year. As such, we don’t expect a negative GDP outturn
to spur the market to price in more than the further
50bps of easing that the RBNZ has already signalled.
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There is ample evidence that the New Zealand economy
has lost some momentum again in recent months, after

a surprisingly strong 0.8% lift in March quarter GDP. Our
GDP Nowcast model has settled at 0.1% growth for the
June quarter, coming down from earlier estimates of
around 0.4% as more information about the economy has
rolled in.
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However, we expect that next week’s release will
overstate the degree of softening in the economy.
Firstly, the single biggest contributor to our -0.4%
forecast actually stems from a technical issue in how GDP
is calculated, which leads to a gap between overall GDP
and the sum of its parts. This gap has been unusually
variable in recent times - we estimate that it currently
detracts around 0.5 percentage points from growth

in June quarters (and adds about the same amount

to growth in December quarters). That implies a ‘true’
picture of closer to +0.1%.

It's not entirely clear why this technical factor has had
such an impact lately. Stats NZ notes that there has been
an increase in the weighting of GDP for some sectors

that have very strong seasonal patterns, such as dairy
manufacturing (which falls to minimal levels in the winter
months). This in turn has imparted a stronger seasonal
pattern to total GDP, which the adjustment process hasn't
caught up with yet. This effect should be ironed out over
the longer term, but in the meantime it’s something that
we have to contend with in the quarterly releases.

The best way to deal with this issue is to focus on year-on-
year changes in GDP. We expect the annual growth rate
to lift to -0.1% for the June quarter, compared to -0.7% in
March. That suggests an economy that is stabilising after
a marked downturn in the middle part of last year, but is
lacking any significant upward momentum just yet.

The second reason we're expecting a decline for the

June quarter is that much of the growth in the March
quarter appeared to be lumpy and narrowly focused, and
yesterday’s batch of data confirmed that this has since
been partially or fully reversed. The most prominent case
is in non-food manufacturing, which saw a 4.4% jump last
quarter — well out of proportion with what the monthly
manufacturing PMI would have suggested, for instance.

The latest manufacturing sector data shows that this
jump has since reversed and was quite likely to be survey
‘noise’ in the first place.

The other major contributor to the March quarter was
areported 2.7% rise in professional services - at a time
when employment in this sector was falling. The latest
Business Financial Data shows that this was partially, but
not fully, unwound in the June quarter.

Setting aside these ‘payback’ moves, our June quarter
forecast suggests a mixed performance across sectors,
with slightly more gains than declines. On the positive
side, we expect a solid lift in agricultural output, led by
stronger than usual milk collections for this time of year.
Arecord farmgate milk price is giving farmers an incentive
to maximise their production.

Retail spending proved to be stronger than we expected
with a modest rise in the June quarter, and this appears
to have flowed through into more wholesaling activity as
well. Falling mortgage rates led to higher lending growth
and a lift in house sales in seasonally adjusted terms.

We're also expecting gains in healthcare and personal
services, based on the employment indicators for
these sectors. That said, we don’t have a high level of
confidence in these estimates, as the indicators that we
have only provide a loose fit to GDP.

On the downside, we're expecting a fall in food
manufacturing, in particular a sharp drop in meat
processing. However, this isn’t a bad news story: with
beef and lamb prices soaring, it appears that farmers
were holding back stock to allow them to put on more
weight, in order to maximise their returns. The weekly
slaughter statistics suggests that there has been a
significant catch-up since June, which in turn should
provide a significant boost to GDP growth in the
September quarter.

The construction sector resumed its prolonged slowdown
in the June quarter, after a surprise 0.5% lift in March.
While building consents have stabilised over the last year,
the pipeline of approved work is continuing to run down
from its post-Covid highs. Other likely negatives include
forestry (albeit coming off a 6% jump in the March
quarter), mining (declining oil and gas extraction) and
transport (as overseas visitor numbers eased compared
to the strong summer period).
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June quarter 2025 GDP forecast
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