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Global headwinds intensifying

Overview: As conflict in the Middle East continues, upside risks to the near-term
inflation outlook are intensifying, as is the risk that New Zealand’s nascent
economic recovery is delayed. The latest Q4 GDP partials point to weaker growth
than previously forecast, suggesting momentum heading into this shock is slightly
softer. That said, high-frequency data out this week for the month of February
remained expansionary. The export sector remains resilient too, with next week’s
GDT auction expected to stabilise after the 5.7% increase at the previous event.
To some extent, the lower NZD (if sustained) will help exporters to weather the
shock, including those in the international tourism industry. However, a weaker
currency is less welcome for household budgets (adding to the cost of imports),
and when combined with higher petrol prices and rising NZ swap rates (which if
sustained, may pose upside risks to fixed mortgage rates), the squeeze appears to
be intensifying.

Global volatility continues: Conflict in the Middle East has continued over the
week, with each day it continues representing more upside risk to our near-term
inflation forecast and more of a threat to New Zealand’s nascent economic recovery.
The conflict has now moved beyond a short-lived geopolitical shock and into a phase
where oil supply losses are increasingly at risk of becoming more persistent. The
release of oil from emergency inventories, coordinated by the International Energy
Agency (IEA), is likely to play an important role in cushioning near-term disruptions,
but that can only slow the problem, not solve it. A critical risk that may be under-
appreciated is the prospect of well shut-ins emerging by late March. Many producers
in the region rely on uninterrupted power supply, continuous field staffing and stable
access to water and gas injection systems. Prolonged disruptions increase the risk
that operators will shut-in production to protect reservoir integrity and ensure worker
safety. And once wells are shut-in, bringing them back online is neither immediate
nor guaranteed. Similarly, reports of mines being laid in the Strait of Hormuz
underline that a return to ‘normal’ will not be a flick of the switch.

Figure 1. Daily NZD brent oil price vs weekly NZ petrol price
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Time to update our CPI forecast? As oil markets demonstrated this week — with
WTI ranging between USD77/bbl and USD120/bbl — incorporating geopolitical
developments into forecasts is no easy feat. We need to make assumptions that
could go out of date very quickly. But after another week of conflict, it would be fair to
say that the headroom we had owing to the weaker-than-expected January SPI read
has now run out. Once we have the February SPI data in the bag (out next week),
we think it'll be time to make our first attempt at centralising recent developments.
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Q4 GDP in focus: GDP for Q4 2025 is released next Thursday (19 March). We
expect the New Zealand economy grew 0.2% a/q in Q4, weaker than the RBNZ’s
February Monetary Policy Statement (MPS) forecast of 0.5% q/q, and our
preliminary forecast of 0.7% q/q. This would be a marked step down from the 1.1%
g/q growth recorded in Q3. Still, smoothing through the volatility, this would put
average growth over the second half of 2025 at a reasonable 0.7% q/q pace. A
downside surprise to the RBNZ’'s GDP forecast of the size that we are forecasting
would only have a small impact on the RBNZ'’s thinking given all that's happened
globally over recent weeks. At the margin though, it would give the RBNZ a little
more latitude to look through the near-term inflationary impact of the oil shock.

Q4 manufacturing sales underwhelming: Manufacturing sales volumes fell 0.5%
g/q in Q4, against our expectation for an increase. This has kept it around the
same low level it has stayed at since 2023. This weakness means manufacturing
likely contributed little to GDP growth in Q4. However, there are reasons to expect
manufacturing to trend up from here. Survey data such as the PMI and our
Business Outlook survey has improved in recent months, but this can take time to
be seen in actual activity. Food manufacturing was the main area of weakness in
Q4, potentially due to farmers holding back stock for processing while pasture
conditions were good. If this is the case, it's just a timing issue. Non-food
manufacturing was more positive, posting 1.5% quarterly growth, led by equipment
manufacturing. Components of manufacturing most closely related to construction
(metal, wood, and mineral products) posted little growth, mirroring weakness in
construction activity. However, rising residential consents suggests these
components should follow construction higher from here.

PMI remains in expansion: The PMI for February was 55.0, very similar to last
month's 55.1 and well above its historical average of 52.5. This signals
manufacturing was growing decently through February. The subcomponents were
solid too: production and new orders were well into expansionary territory at 56.7
and 57.6 respectively, while the other subcomponents were just above 50.

Net migration rounding a corner: Net migration started 2026 with a monthly inflow
of 4460, up from an upwardly revised 3600 in December (previous: 2870), and well
above its 2025 average monthly run rate of 1500. Historical revisions combined with
the latest monthly release put the annual net inflow at 23k, up from December’s read
of 18.5k (previous: 14.5k). A closer look at the details suggests improving demand
for labour is the cause: the share of net migrants who are working age continues to
recover alongside a gradual lift in the number of work visas. That squares with the
recent trend in job ads too. While the face-value signal here is labour supply
responding to demand, we’re cognisant that revisions next month could alter the
story. Further, a lot has changed since January: the fresh wave of global uncertainty
washing over New Zealand businesses has the potential to weigh on appetite to take
on additional headcount, but given lags and typical volatility in the migration data
we'll be better off watching our Business Outlook, the PMI, PSI, job ads and even
monthly filled jobs to see how that’s unfolding.

Short-term visitor arrivals continue to rise in January: Tourist arrivals have
continued to trend up through the key summer season, rising to 96.5% of 2019 levels
in January, from 95.2% in December. Disruption from the conflict in the Middle East
could be a headwind to tourist arrivals but won’t show up in this data until data for
March is released. Long-haul flight to NZ will be less appealing if higher oil prices
drive up airfares. Disruption to travel via hubs in the Middle East could also put off
some visitors — mainly those from Europe (around 14% of arrivals) and from Africa
and the Middle East (just 1% of arrivals).

Truckometer remains northbound: The Light Traffic Index (LTI) lifted 2.5% in
February to be up 4.5% year-on-year, its strongest annual growth in three years.
The Heavy Traffic Index (HTI) rose 2.4% in the month and is up a more modest
2.4% yly, with annual growth trending up. The Truckometer indexes will be timely
indicators of the early impacts on activity of the fuel price shock.
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Data calendar
What's coming up in the months ahead.

Date Data/event

Mon 16 Mar REINZ House Prices —
(9:00am) Feb

Mon 16 Mar Performance Services
(10:30am) Index — Feb

Mon 16 Mar Electronic Card
(10:45am) Transactions — Feb
Tue 17 Mar Selected Price Indexes
(10:45am) —Feb

Wed 18 Mar Global Dairy Trade
(early am) auction

Wed 18 Mar Balance of Payments
(10:45am) -Q4

Thu 19 Mar

(10:45am) GDP -Q4

Fri 20 Mar Merchandise Trade —
(10:45am) Feb

Fri 27 Mar ANZ-RM Consumer
(10:00am) Confidence — Mar
Tue 31 Mar ANZ Business Outlook
(1:00pm) — Mar

Tue 31 Mar RBNZ Mortgage
(3:00pm) Lending — Feb

Wed 1 Apr Building Consents —
(10:45am) Feb

Tue 7 Apr ANZ Commodity Price
(1:00pm) Index — Mar

Wed 8 Apr Global Dairy Trade
(early am) auction

Thu 9 Apr ANZ Truckometer —
(10:00am) Mar

Fri 10 Apr BusinessNZ Manuf
(10:30am) PMI — Mar

Mon 13 Apr Performance Services
(10:30am) Index — Mar

Tue 14 Apr . .

(10:45am) Net Migration — Feb
Fri 17 Apr Selected Price Indexes
(10:45am) — Mar

Fri 17 Apr Electronic Card
(10:45am) Transactions — Mar
Mon 20 Apr Merchandise Trade —
(10:45am) Mar

Tue 21 Apr

(10:00am) NZIER QSBO - Q1
Tue 21 Apr

(10:45am) ~ CPI-A

Wed 22 Apr Global Dairy Trade
(early am) auction

Tue 28 Apr Employment Indicators
(10:45am) — Mar

Thu 30 Apr ANZ Business Outlook
(1:00pm) — Apr

Fri 1 May ANZ-RM Consumer
(10:00am) Confidence — Apr

Fri 1 May Building Consents —
(10:45am) Mar

Tue 5 May ANZ Commodity Price
(1:00pm) Index — Apr

Wed 6 May Global Dairy Trade
(early am) auction

Wed 6 May

(10:45am) Labour Market — Q1
Tue 12 May ANZ Truckometer —
(10:00am) Apr

Wed 13 May RBNZ 2Yr Inflation
(3:00pm) Expectations — Q2

Interest rate markets

Bond yields and interest rates rose across all major markets as higher energy
prices drove markets to rethink the outlook for monetary policy. To illustrate,
whereas last month before Middle East hostilities started US markets had been
expecting at least two Fed cuts by late December, they are now pricing in less than
one cut this year. The direction of travel locally has been similar — local markets
were pricing in 29bp of hikes by December before hostilities began, but today are
pricing in 54bp. So there is now less easing priced in the US and more tightening
priced in both locally and in Australia, where markets are now backing a hike from
the RBA next week. Prior to hostilities, this was seen as only a remote possibility.
Given the magnitude of the re-pricing, moves at the long end have been highly
correlated with moves at the short end, pushing the entire term structure of interest
rates higher here and elsewhere. Returning to central banks — they will be the
focus next week, with the RBA decision due on Tuesday (at 4.30pm NZT) and the
Fed decision due on Thursday (at 7.00am). While only the RBA is expected to
hike, how each characterises the risks and their likely response will help inform
local market expectations for RBNZ policy too, and next week could be volatile.

FX markets

While correlations between the level of interest rates and currencies seem to have
broken down since the onset of Middle East hostilities (i.e. local interest rates are
higher but the Kiwi is lower), moves in relative interest rates remain influential, with
the USD being supported by the more dramatic rise in US short-end interest rates.
Safe-haven considerations, reduced risk appetite and increased volatility have also
played a role in depressing traditional risk currencies including the Kiwi, as have
market perceptions of energy security. Returning to interest rate differentials, the
big regional mover this week has been NZD/AUD, which fell sharply as Australian
economists changed their calls to expecting the RBA to hike next week, which
markets latched on to. NZD/AUD is now below 0.83 and trading at levels not seen
since 2013, when AUD/USD was trading above parity.

The week ahead

REINZ House Prices — February (Monday 16 March, 9:00am). There are good
odds that house prices will be flat or slightly falling for the month in seasonally
adjusted terms. Seasonality is large in February, with the monthly change in the
unadjusted REINZ HPI usually being around 1ppt greater than seasonally adjusted.

Performance Services Index — February (Monday 16 March, 10:30am). The
PSI was just above par at 50.9 last month, and solid results in the PMI and ANZBO
suggest it should stay there.

Electronic Card Transactions — February (Monday 16 March, 10:45am). Our
internal cards data suggests total card spending will be up around 0.5% m/m.

Selected Price Indexes — February (Tuesday 17 March, 10:45am). Weighted
together, we expect to see a 0.3% m/m fall across the SPI indexes, largely owing
to continued payback from December’s 33% rise in international airfares. Food
prices are expected to be flat, rents up modestly, and petrol down around 1% (but
we're bracing for a big increase in March!).

GlobalDairyTrade auction (Wednesday 18 March, early am). The previous GDT
auction saw prices rise 5.7% just a few days after the current Middle East conflict
began. Dairy prices on futures markets have not increased further since then, with
powders looking slightly weak and fats increasing slightly. But there is still plenty of
uncertainty and potential for news in the next few days to shift sentiment.

Current Account Balance — Q4 (Wednesday 18 March, 10.45am). We expect
the annual current account balance to be 3.5% of GDP. See our Preview.

GDP - Q4 (Thursday 19 March, 10.45am). We expect GDP grew by 0.2% g/q in
Q4. See our Preview.

Overseas Merchandise Trade — February (Friday 20 March, 10:45am). The
annual trade deficit is likely to hold near its current level of $2bn in the near term.
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Key Forecasts and Rates

Actual Forecast (end month)

Jan-26 Feb-26 Jun-26 Sep-26 Dec-26 Mar-27 Jun-27
NzZD/USD 0.602 0.600 0.585 0.610 0.620 0.630 0.640 0.650 0.660
NZD/AUD 0.865 0.843 0.827 0.871 0.873 0.875 0.877 0.878 0.892
NZD/EUR 0.508 0.508 0.508 0.521 0.521 0.525 0.525 0.528 0.532
NZD/JPY 93.1 93.6 93.2 95.2 96.1 97.0 97.9 98.8 99.0
NZD/GBP 0.440 0.445 0.438 0.452 0.456 0.460 0.464 0.468 0.475
NZ$ TWI 68.6 67.6 66.7 69.6 70.3 71.0 71.5 72.2 73.1
Interest rates Jan-26 Feb-26 Jun-26 Sep-26 Dec-26 Mar-27 Jun-27
NZ OCR 2.25 2.25 2.25 2.25 2.25 2.25 2.50 3.00 3.00
NZ 90 day bill 2.51 2.49 2.52 2.48 2.53 2.63 3.05 3.30 3.38
NZ 2-yr swap 3.15 2.95 3.35 3.13 3.28 3.42 3.54 3.60 3.65
NZ 10-yr bond 4.61 4.33 4.68 4.50 4.50 4.50 4.50 4.50 4.50

Economic forecasts

Sep-25 Dec-25 Mar-26 Jun-26 Sep-26 Dec-26 Mar-27 Jun-27
GDP (% qoq) 1.1 0.2

GDP (% yoy) 13 15 Under review

CPI (% qoq) 1.0 0.6 0.6 0.4 0.9 0.4 0.4 0.4 0.8
CPI (% yoy) 3.0 3.1 2.8 2.6 2.5 2.3 2.0 2.0 1.9
Employment (% qoq) 0.0 0.5 0.5 0.6 0.6 0.6 0.6 0.6 0.6
Employment (% yoy) -0.7 0.2 0.8 1.6 2.2 23 24 24 24
Unemployment Rate (% sa) 5.3 54 5.3 5.2 5.1 4.9 4.8 4.7 4.6

Figures in bold are forecasts. mom: Month-on-Month; goq: Quarter-on-Quarter; yoy: Year-on-Year. Click here for full ANZ forecasts
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