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A promising start, until...

We expect a 1% rise in GDP for the March

quarter, up from our previous forecast of 0.8%.

Seasonal distortions will add around 0.4ppts
to the reported result, but the underlying

picture was still reasonably healthy in the early

part of this year.

Manufacturing, household spending and
tourism were among the most notable
contributors to growth.

While the Iran conflict dominated headlines
in March, it does not appear to have filtered
through into activity for the quarter as a
whole. The effects are much more likely to be
apparent in the June quarter.

Our estimate is in line with the RBNZ’s
forecast in its May Monetary Policy Statement.
While this is the only major data release
ahead of the 8 July OCR review, it’s unclear
how much bearing it will have on the views

of the Committee members, given their
apparent focus on forward-looking indicators
of inflation.
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Next Thursday’s GDP report is set to confirm that the
New Zealand economy was gaining momentum in the
early part of this year. We expect a 1.0% rise in GDP for
the March quarter, up from our previous forecast of 0.8%
after the strong batch of sectoral data that was released
yesterday. This would see annual growth dip slightly to
1.2%, given an unusually strong March quarter result last
year, but would nonetheless mark a third straight quarter
where activity was running ahead of population growth.

This seemingly positive picture comes with two caveats
though. The first is that seasonal distortions mean that
the reported result will overstate the underlying pace

of growth. As we showed in our analysis last year and
as Stats NZ has expanded on recently, the methods
used to calculate total GDP result in a ‘balancing item’
that in recent years has been both unusually large and
strongly seasonal. This has its greatest impact on March
quarters, adding around 0.4ppts to the reported growth

Westpac New Zealand Economics


https://assets.dam.westpac.co.nz/is/content/wnzl/dist/all-of-bank/economic-reports/economic-data/Economic-Data_291025-GDP-adjustments_bulletin_29Oct25.pdf
https://www.stats.govt.nz/methods/comparing-direct-and-indirect-seasonal-adjustment-of-gross-domestic-product-gdp/

rate. Using an alternative method of seasonal adjustment,
which significantly shrinks the balancing item, suggests

a more moderate but still healthy 0.6% growth pace for
the quarter.
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The second caveat is that this data largely pre-dates

the Iran conflict, which kicked off at the end of February
but doesn’t appear to have had an immediate impact on
economic activity. We expect the effects to become more
apparent in the data over the coming months - indeed,
our recent Economic Overview incorporated a 0.3% fall

in GDP for the June quarter (some of which is due to an
unwinding of the seasonal distortion).

Our updated forecast is in line with the 1% increase that
the RBNZ assumed in its May Monetary Policy Statement.
We suspect that other market forecasts will land in the
same region, once they incorporate yesterday’s batch

of data.

As we've noted before, the GDP report is the only major
data release ahead of the RBNZ’s July OCR review. Given
the policy committee’s extremely close decision in May,
would a surprise in either direction be enough to tip the
balance of voting? We suspect that it would have to be a
large surprise - the subsequent comments by committee
members suggest that their focus will be on timely, high-
frequency indicators of inflation pressures, rather than
dated activity data.

Forecast details

Our forecast of a 1% rise in GDP is spread across a range
of sectors, with a few notable standouts both positive
and negative. We see the strongest contributions
coming from:

Manufacturing: Based on the quarterly manufacturing
survey we expect an increase of 2.8%, spread across

a range of sub-sectors. Food manufacturing benefited
from a strong lift in milk collections and a rebound in
fruit and wine, although meat processing was down

as high prices encouraged farmers to hold back

stock. Machinery manufacturing saw a particularly
strong rise, driven by both higher sales and a build-up
of stocks.

Wholesale trade: We estimate a rise of 3% in real
terms, on top of three already-strong quarters of
growth. Wholesaling is often a bellwether for the
wider economy, given its links to a wide range of
other industries.

Professional services: The quarterly business
financial data suggests a rise of around 2%, following
a 0.7% fall last quarter. This category has been
somewhat unstable in recent years, and quarterly
swings of 2% or more have not been uncommon.

Retail and accommodation: Spending by

New Zealand households has been picking up
gradually, but the greater impact will have come from
tourists, with overseas visitors continuing to recover
towards pre-Covid levels.

Unallocated taxes: Includes the growth in GST from
retail spending and tourist activities, and a seasonally
adjusted lift in tobacco excise. This is another category
that have become unstable in recent years, in part due
to the shifting timing of tobacco excise collections.

The notable negatives are:

Construction: Residential and non-residential building
work fell by 3.5% in the March quarter. While the
pipeline of homebuilding consents has picked up

again in the last year, this hasn't translated into higher
activity yet.

Mining: We estimate a drop in output of around 12%,
with oil and gas extraction slowing sharply. While
mining is a small sector, this is a very large fall and
knocks around 0.1ppts off total GDP for the quarter.

Electricity: While we expect a fall for this quarter, this
comes after a few quarters of very strong gains, led by
a shift towards lower-cost renewables generation.

Finance: This one is admittedly quite uncertain as we
don’t have a good indicator for it. But the point to note
here is that this sector is not seasonally adjusted in the
official data, but probably should be - in recent years
it has tended to fall in March quarters.
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Past performance is not a reliable indicator of future performance. The forecasts given in this document are predictive in character.
Whilst every effort has been taken to ensure that the assumptions on which the forecasts are based are reasonable, the forecasts
may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The ultimate outcomes may differ

substantially from these forecasts.
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