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¢ A mid-year wobble
¢ But businesses keeping the faith
¢ No respite for retail, while dust settling on construction downtrend
¢ A nuanced inflation outlook
* RBNZ rate cut no longer expected next week, but forecast 2.75% low unchanged
Chart 1: A slowdown born in the USA Lol 2025 trading partner GDP growth forecasts
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Chart 3: Mayday

It’s fortunate exports and the primary sector are
doing their best to drag the economy out of the
mire. Because some of the more domestically
orientated sectors appear to be faltering.

There was a clear wobble in a whole range of
indicators in May. But none more so than the
Performance of Services & Manufacturing Indices.

Their deeper decline into contractionary territory
was not in ‘the recovery’ script. It also leaves NZ
again standing out amongst our global peers, and
not in a good way.

Chart 4: Retail therapy required

The failure of retail spending to fire has a lot to
do with the stuttering nature of the recovery.
Indeed, the retail sub-component was a clear
underperformer in amongst the detail of the
May PSI mentioned above.

To even say spending is flat may be overstating
the case. The value of retail card spending in
May was no higher than that of September
2022.

On a per-person basis, it’s still 6% below the
2023 peak.

Chart 5: Dust settles on construction
downturn

Construction is another important sector that'’s
been hit harder than most. But it increasingly looks
as if the downtrend is done.

Residential construction volumes eked out a 2%
expansion in the March quarter GDP accounts.
That was the first such increase in seven quarters.

Moreover, the guidance from monthly building
consents figures, including Tuesday’s reported
10.4% lift for May, is more sideways than down.
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Chart 6: The only way is up Economic growth vs. surveyed activity
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Chart 9: A nuanced inflation outlook

On our forecasts, inflation will soon threaten the
top-end of the RBNZ’s 1-3% target range. But far
from symptomatic of an overheating economy, the
major contributors are rates, food, and energy.

Stymied demand means the underlying inflation
pulse is weak. Hence inflation’s expected return to
around 2% by mid-2026.

Two of the indicators from Tuesday’s NZIER
business survey support this view of a barely-there
underlying inflation pulse.

Chart 10: Downtrend’s last dance

To summarise, the economy needs a bit more help.

We've thus retained our view the RBNZ’s Official
Cash Rate will fall to a cycle low of 2.75%.

What we have changed is the phasing of the
expected cuts. We now see a pause at next week’s
RBNZ meeting, and an October low point.

Our broader view hasn’t changed: shorter-term
retail interest rates have perhaps another 20-
40bps of downside, but the bigger picture is we're
into the last dance of the downtrend.

Mike Jones
Chief Economist

bnz_chief_economist@bnz.co.nz
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