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New Zealand economy: On a gradual recovery path

New Zealand had a tough couple of years, as Quarterly GDP
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The global backdrop: Stronger thanit’s given credit for

World economic growth turned out stronger
than expected in 2025, and the outlook for
this year has been upgraded as well. Indeed,
the economy has been stronger than was
predicted even before the tariff announcement
last April.

Similarly, the growth outlook for 2026 has
ticked up again after the initial shock of the
Middle East conflict, and remains stronger
than was being forecast late last year.

Sharemarkets have continued to set new
highs, on the back by strong growth in
corporate earnings.

Market forecasts of world GDP growth
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Strong export conditions are driving an uneven recovery

Global demand for food is supporting export
prices (sometimes aided by limited global
supply, such as for beef).

Tourist arrivals are still recovering towards
pre-Covid levels, meaning that strong rates
of growth are still achievable.

Hence growth is strongest in those regions
that are overweight on agriculture and
tourism — particularly Canterbury, Otago,
Southland.

Meanwhile the Auckland economy is
underweight in these areas (and probably
over-reliant on housing as an investment).

Filled jobs by location
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The lure of the Lucky Country still heckons

The Australian economy has had a better run
in recent years, partly reflecting a less
aggressive response to inflation.

Unemployment has remained low and hiring
has remained strong.

People move to opportunity — and for Kiwis
that largely means Australia.

Despite some claims, departures are far from
record highs — but they are well above pre-
Covid levels.

New Zealand’s net migration flow remains
positive, due to arrivals from other countries,
but overall population growth has been
subdued in recent years.

Trans-Tasman jobs market and migration
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Iran conflict: The bhiggest energy shock in history

The effective closure of the Strait of Hormuz
took out:

» Around 20% of the world’s crude oil
supply. Some Middle East oil was
redirected to other ports or through the
Saudi pipeline, so the net impact was less.

» Around 25% of the seaborne LNG supply
(but only about 3% of global gas supply —
most gas is carried through pipelines).
Uses include as a feedstock for fertilisers
and plastics.

» Alarge share of the supply of noble gases
(helium, neon etc) that are by-products of
gas refining — used for a range of industrial
and medical purposes.

Crossings of cargo ships through the Strait of Hormuz
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Why dicn’t oil prices rise by more than they did?

Buffers. Both private companies and Crude oil and refined product prices
governments hold reserves, which they have US$/bbl USS$/bbl
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Some of these only delay the pain — how
long the conflict lasts is critical.




The impact on NZ is largely through price

New Zealand imports all of its fuels from
refineries in Korea, Singapore and Malaysia,
who in turn received a substantial share of
their crude from the Middle East.

Fuel supplies have bobbled around from
week to week (tankers don’t enter our waters
every week), but they have held up through
the conflict.

The reality is that rich countries will outbid
poor ones — the latter are the ones who have
had to e.g. impose rationing measures.

We will get what we need, at the going
price. The problem is that that price could
be eye-wateringly high.

Fuel stocks
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The existing inflation position was not ideal

Even before the Iran conflict, ‘core’ inflation —
however you might attempt to measure it —
was already on the higher side of the RBNZ's
target range.

That’s not a great starting point if you expect
the economy to be regaining momentum in
the years ahead — little room to absorb a
pickup in demand-driven inflation pressures.

New Zealand is not alone in this — many
central banks left the job of taming inflation
somewhat unfinished, and some such as the
RBA were hiking rates again even before the
Iran conflict.

Headline and core inflation
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Hence the argument for higher interest rates

We expect a series of OCR hikes over late OCR forecasts
2026 and through 2027 to bring the OCR o %
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General Election - 7 November

Your guess is as good as mine. Political polling 2-9 July (Reid Research)

Not a lot of daylight between the main parties
on economic policy — but minor parties are
playing an increasing role in coalition

agreements and subsequent policy. ng;ur
o

National
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Urban legend is that the economy pauses in
the months ahead of an election. Hard to find
evidence of this though!
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How to ‘survive until 25 26 27’

Keep talking with your suppliers, your banker, your clients — ‘no surprises’
Cost control — still a lot of pent-up cost pressures that firms would like to pass on
Regional diversification is an advantage

Al — The most promising uses are not in doing existing tasks more efficiently, but in
doing things that would have been impractical for a human to do before
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