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Hey cautious spender

e We sift April data for how consumer spending
patterns are changing

¢ Impact of spiking fuel costs obvious

e Broader spending fundamentals also set to drag:
- Soggy labour market conditions to extend
- Near-term downside risk for house prices, but

with one eye on a reducing supply/demand gap

- Cashflow boost from mortgage refixing ending

¢ No change to our interest rate views, including an
unchanged RBNZ OCR decision next week

Early shifts in consumer spending patterns post the
disruption in the Middle East have become clearer as the
numbers have rolled in for April.

Sifting through the latest BNZ and Stats NZ retail card
spending figures, as well as Monday’s Performance of
Services index, shows:

e Spending on fuel declined in April, despite double-digit
price increases. Volumes are falling, in other words, as
those that can reduce fuel demand do so.

e After some front-loading in March, spending cutbacks
were made across most spending categories in April.

e Areas of discretionary spending under the most
pressure appear to be hospitality, apparel, domestic

travel and tourism, and recreational activities.

Discretionary spending cuts help pay the fuel bill
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e Spending on durable goods has so far fared relatively
better but this may reflect folk getting ahead of
perceived price rises. Potentially falling into this
bracket was the outperformance of the DIY/building
supplies category in April BNZ card spend data.

e The front-loading of vehicle purchases boosting March
spending figures proved fleeting.

These data reference the value of nominal spending. So
the real or inflation-adjusted spending pulse will be weaker
again. So, all in all, there’s nothing here to disturb our view
that economic growth stalled in the second quarter. That’s
after what was probably a reasonable Q1.

It’s also clear that not all of the cost shock has filtered
through to consumer prices. We've recently revised down
our second quarter inflation forecast to 4.0% (from 4.5%).

Firms are absorbing some of the hit. Business surveys are
showing notably less upward movement in selling price
expectations compared to costs. Profitability expectations,
as proxied for example by the ANZ confidence survey, are
consequently under severe strain.

Business profitability taking a hit

Profit expectations - next 12 months
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Retail fuel prices have backed off a little in May so far,
roughly in line with movements in offshore refined fuel
prices and the NZ dollar. That might soothe some of the
sticker shock for households. Whether these declines are

www.bnz.co.nz

Page 1



Eco-Pulse

21 May 2026

sustained is of course the bigger question and impossible
to gauge.

Abstracting from fuel and other price impacts for a
moment, broader fundamental headwinds for household
consumption are gathering. Below we whip through what
we’re seeing in the labour market, housing market, and
mortgage interest rates.

As a wise man once said, ‘things are now in motion that
cannot be undone’. That is, even if the flow of oil through
the Strait of Hormuz was soon restored, it’s unlikely these
trends would be quick to turn around.

A soggy jobs market

We went deep on the labour market in our last note.
Suffice to say, the recent period of soggy labour market
conditions now looks likely to extend through 2026.
Elevated job insecurity, low turnover, and pressure on real
wages are not conducive to a reflation of spending
appetites, particularly on large and discretionary items.

Today’s job ads figures for April provided more evidence
that firms’ hiring plans are being put on hold. That’s a
message coming through in business surveys as well.

SEEK job ads fell 0.7% from March (s.a), the second
monthly decline. Prior to March, ads had lifted for eight
consecutive months.

The level of job ads is still consistent with employment
growth but a tick up in the number of applications per ad
(in March) leans in the direction of additional labour
market capacity. Labour demand falling short of supply, in
other words. That’s built into our forecast for the
unemployment rate to drift up to 5.6% by year end.

Positive jobs market trends at risk of faltering

Job ads & applications
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Housing drags, global picture less so

Historically, household spending in NZ has been closely
correlated with house prices. There’s debate about
whether the correlation has waned in recent years but,

regardless, it doesn’t look like this wealth effect channel
will be back in action anytime soon. Well not in the
northern two thirds of the country anyway.

The small fall in national house prices over April has
already been widely reported (-0.4% REINZ HPI, s.a.). But
we think a clearer sign of the changing fortunes of the
market has been the turn down in transaction activity.

The pace of (seasonally adjusted) monthly house sales
peaked in December and, as of April, was running well
below this. This points to the housing market losing
momentum well before the uncertainty from the Iran war
showed up. Higher mortgage rates from December are the
likely culprit.

Our assessment of the partial data and anecdote suggests
May is looking at least as weak as April. This tips to the
downside the risks around our flat forecast for house price
inflation through 2026. That we haven’t changed it reflects
both extreme uncertainty and some of the other drivers of
the market.

We may yet see some steadying in confidence later in the
year should the war reach some sort of resolution. We'd
also note the migration cycle looks to have turned upward,
pushing population growth back towards average sorts of
levels. In March, annual net migration rose to a 15-month
high a little above 24k.

At the same time, higher construction costs risk home-
building activity tailing off a little in the second half of the
year once the recent burst of consents are worked
through.

Auckland, Wellington well supplied, Southland, BoP less so
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At the margin, these factors may slow the build-up of
unsold inventory that has been a feature of particularly the
Auckland and Wellington property markets (chart above).
Already, population growth has closed some of the gap to
growth in housing supply (data in chart to Q1).
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Population growth closes gap to housing supply

Growth in population vs. dwelling stock
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If housing remains a drag, it’s worth acknowledging there
may be at least some steadying impact on household
wealth perceptions from what’s happening offshore.
Global equity markets have not only reclaimed February’s
all-time high but have pushed on a further 3% or so,
helpful for KiwiSaver balances.

We won’t add our two cents on how sustainable all this is;
suffice to say global growth forecasts have, so far, held in
remarkably well through the recent period of tumult.

Global growth expectations hang in there

Evolution of 2026 GDP growth expectations
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Cashflow boost from mortgage refixing peters out

The influence of mortgage positioning on household cash
flows is rounding an inflexion point. The average interest
rate paid on mortgage borrowings fell 150bps over the
past 18 months, providing an important boost to
cashflows.

However, that period is now in its closing stages. Term
mortgage interest rates started rising in late in 2025. This,
rolled in with our forecasts and borrowers’ renewed
preference for longer terms, implies the average mortgage
yield is largely done falling and will start to rise again in the
second half of 2026.

Inflexion point

Mortgage rates
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The flipside is that the recent flurry of mortgage refixing
activity has resulted in a lengthening of the average
borrowing term. For example, the proportion of mortgage
borrowings with remaining terms of 1-2 years has risen
from a lowish 14% of the book 12 months ago to now be
bang in line with the 24% long-run average.

Average mortgage borrowing term lengthens

Remaining mortgage terms
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Borrowers, in aggregate, are thus initially less exposed to
increases in mortgage rates from here. The effective
mortgage rate will be slower to rise.

The fact market pricing already bakes in a chunky Reserve
Bank tightening cycle will also limit how quickly mortgage
rates rise this year. Three 25bps OCR hikes are enshrined in
pricing for this year, with a July start to the tightening cycle
near fully priced.

We continue to call a September start — acknowledging a
still wide range of possible scenarios. All eyes at next
week’s meeting will be on the Reserve Bank’s interest rate
projections which, relative to February, we think will show
an earlier start to hikes with a potentially higher end point.
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Disclaimer: This publication has been produced by Bank of New Zealand (BNZ). This publication accurately reflects the personal views of the author about
the subject matters discussed, and is based upon sources reasonably believed to be reliable and accurate. The views of the author do not necessarily reflect
the views of BNZ. No part of the compensation of the author was, is, or will be, directly or indirectly, related to any specific recommendations or views
expressed. The information in this publication is solely for information purposes and is not intended to be financial advice. If you need help, please contact
BNZ or your financial adviser. This publication is intended only for the person in New Zealand to whom it is sent by BNZ, and must be treated as strictly
confidential. Any statements as to past performance do not represent future performance, and no statements as to future matters are guaranteed to be
accurate or reliable. To the maximum extent permissible by law, neither BNZ nor any person involved in this publication accepts any liability for any loss or
damage whatsoever which may directly or indirectly result from any, opinion, information, representation or omission, whether negligent or otherwise,
contained in this publication.
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Forecasts as at 18 May 2026
Key Economic Forecasts
Quarterly % change unless otherwise specified Forecasts
Jun-25 Sept-25 Dec-25 Mar-26 Jun-26  Sept-26 Dec-26 Mar-27 Jun-27  Sept-27
GDP (production s.a.) -0.9 0.9 0.2 0.9 0.1 0.3 0.5 0.5 0.6 0.6
Retail trade (real s.a.) 0.8 1.9 0.9 1.2 0.6 0.4 0.5 0.6 0.7 0.8
Current account (ann, % GDP) -3.7 -3.5 -3.7 -3.7 -3.9 -4.5 -4.8 4.8 -4.5 -4.2
CPI (a/q) 0.5 1.0 0.6 0.9 1.4 0.6 0.3 0.6 0.7 0.5
Employment -0.2 -0.1 0.5 0.1 0.2 0.3 0.5 0.5 0.5 0.5
Unemployment rate % 5.2 53 5.4 5.3 5.4 5.5 5.6 57 5.7 5.7
Pr. avg hourly earnings (ann %) 4.6 4.1 3.5 3.5 2.6 2.6 2.7 3.3 3.2 3.2
Trading partner GDP (ann %) 34 3.3 3.3 34 3.1 2.9 2.7 2.8 2.8 2.8
CPI (yly) 2.7 3.0 3.1 3.1 4.0 3.6 3.2 2.9 2.2 2.1
GDP (production s.a., yly) -1.0 1.1 1.3 1.1 21 1.6 1.8 1.5 1.9 2.2
Interest Rates
Historical data - qtr average Government Stock Swaps US Rates Spread
Forecast data - end quarter Cash 90 Day 5Year 10 Year 2 Year 5Year 10 Year SOFR US 10 yr NZ-Us
Bank Bills 3 month Ten year
2025 Mar 3.92 3.84 3.99 4.58 3.47 3.71 4.15 4.30 4.45 0.13
Jun 3.33 3.38 3.85 4.55 3.19 3.57 4.10 4.30 4.35 0.19
Sep 3.08 3.09 3.67 4.42 2.99 3.40 3.95 4.20 4.25 0.17
Dec 2.33 2.51 3.54 4.27 2.71 3.26 3.85 3.80 4.10 0.18
2026 Mar 2.25 2.50 3.96 4.52 3.12 3.71 4.15 3.65 4.20 0.33
Forecasts
Jun 2.25 2.50 3.95 4.75 3.35 3.70 4.35 3.65 4.35 0.40
Sep 2.50 2.75 4.25 4.90 3.70 4.00 4.50 3.65 4.50 0.40
Dec 2.75 3.15 4.35 4.90 3.95 4.15 4.55 3.40 4.50 0.40
2027 Mar 3.25 3.65 4.45 4.90 4.10 4.30 4.60 3.15 4.50 0.40
Jun 3.75 4.05 4.45 4.90 4.15 4.35 4.65 3.15 4.50 0.40
Sep 4.00 4.15 4.35 4.90 4.05 4.30 4.70 3.15 4.50 0.40
Dec 4.00 4.15 4.25 4.90 3.95 4.25 4.75 3.15 4.50 0.40
Exchange Rates (End Period)
USD Forecasts NZD Forecasts
NZD/USD AUD/USD EUR/USD GBP/USD USD/JPY NZD/USD NZD/AUD NZD/EUR NZD/GBP NZD/JPY TWI-17
Current 0.58 0.71 1.16 1.33 159 0.58 0.82 0.50 0.44 92.7 66.4
Forecasts
Jun-26 0.59 0.71 1.18 1.33 156 0.59 0.83 0.50 0.44 92.0 66.7
Sept-26 0.61 0.72 1.19 1.34 153 0.61 0.85 0.51 0.46 93.3 68.4
Dec-26 0.63 0.73 1.20 1.33 152 0.63 0.86 0.52 0.47 95.4 69.8
Mar-27 0.64 0.74 1.21 1.36 150 0.64 0.87 0.53 0.47 96.2 70.7
Jun-27 0.63 0.73 1.20 1.35 149 0.63 0.87 0.53 0.47 94.2 69.6
Sept-27 0.63 0.72 1.20 1.35 146 0.63 0.88 0.53 0.47 92.0 69.6
Dec-27 0.63 0.72 1.19 1.35 144 0.63 0.88 0.53 0.47 90.7 69.7
TWI Weights
16.2% 17.8% 9.2% 4.0% 4.7%
Source for all tables: Stats NZ, Bloomberg, Reuters, RBNZ, BNZ
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Annual Forecasts

FO recasts March Years December Years

as at 18 May 2026 Actuals Forecasts Actuals Forecasts
2024 2025 2026 2027 2023 2024 2025 2026 2027

GDP - annual average % change

Private Consumption 1.1 0.0 1.3 1.2 2.4 1.1 -0.2 1.4 0.9 21
Government Consumption 1.1 -1.3 3.4 1.3 -0.5 0.1 -0.9 2.4 23 -0.4
Total Investment -1.1 -4.9 -0.4 52 3.7 -0.3 -4.9 -1.5 4.2 4.2
Stocks - ppts cont'n to growth -1.4 0.4 0.4 0.2 -0.1 -1.2 0.4 -0.1 0.6 -0.2
GNE -0.9 -1.1 1.7 2.3 2.1 -0.7 -1.1 0.8 2.5 2.0
Exports 8.6 3.4 2.6 3.8 3.7 115 47 2.7 3.9 3.4
Imports -1.4 1.5 4.9 4.9 2.7 -0.7 1.7 34 5.8 2.8
Real Expenditure GDP 1.5 -0.7 0.8 1.8 2.3 2.1 -0.3 0.5 1.7 2.1
GDP (production) 1.8 -0.9 0.6 1.7 2.3 2.2 0.3 0.2 1.7 2.0
GDP - annual % change (q/q) 1.6 -0.7 1.1 1.5 2.6 1.4 -1.6 1.3 1.8 2.4
Output Gap (ann avg, % dev) 1.3 -0.4 -1.0 -0.7 -0.3 1.4 0.0 -0.9 -0.7 -0.4
Nominal Expenditure GDP - $bn 417 431 449 474 496 413 427 445 468 491

Prices and Employment -annual % change

CPI 4.0 2.5 3.1 2.9 2.0 4.7 2.2 3.1 3.2 2.0
Employment 0.9 -0.9 0.4 1.5 2.3 2.6 -1.3 0.2 1.1 2.1
Unemployment Rate % 4.4 5.1 5.3 5.7 5.6 4.0 5.1 5.4 5.6 5.7
Wages - ave. hr. ord. time earnings (private sector) 4.8 3.8 3.5 3.3 3.2 6.6 4.0 3.5 2.7 3.2
Productivity (ann av %) -0.6 0.1 1.1 0.6 0.3 -0.8 0.1 1.1 0.7 0.2
Unit Labour Costs (ann av %) 6.6 4.4 2.6 2.6 3.0 71 4.7 3.0 2.3 3.1
House Prices (stratified, mth) 2.7 -0.7 0.3 -0.5 5.4 0.7 -0.8 -0.3 0.0 4.5

External Balance
Current Account - $bn -23.8 -18.3 | -16.6 -22.8 -18.4 -256.8 -20.0 -16.3 | -224 -19.2
Current Account - % of GDP -5.7 -4.2 -3.7 -4.8 -3.7 -6.3 4.7 -3.7 -4.8 -3.9

Government Accounts - June Yr, % of GDP

OBEGAL ex ACC (core op. balance) (Treasury forecasts)  -2.1 -2.1 -3.0 -2.2 -1.0
Net Core Crown Debt (ex NZS) (Treasury forecasts) 41.8 41.8 43.3 46.0 46.9
Bond Programme - $bn (Treasury forecasts) 39.3 42.6 35.0 34.0 34.0
Bond Programme - % of GDP 9.4 9.9 7.8 7.2 6.9

Financial Variables ("

NZD/USD 0.61 0.57 0.58 0.64 0.63 0.62 0.57 0.58 | 0.63 0.63
USD/JPY 150 149 159 150 142 144 154 156 152 144
EUR/USD 1.09 1.08 1.16 1.21 1.18 1.09 1.05 1.17 1.20 1.19
NZD/AUD 0.93 0.91 0.83 0.87 0.88 0.93 091 0.87 | 0.86 0.88
NzD/GBP 0.48 0.44 0.44 0.47 0.46 0.49 045 0.43 | 0.47 047
NZD/EUR 0.56 0.53 0.51 0.53 0.53 057 055 049 | 052 0.53
NZD/YEN 91.1 85.4 92.8 96.2 89.5 89.5 884 903 | 954 90.7
TWI 71.2 67.9 66.8 70.7 69.8 720 68.5 66.8 | 69.8 69.7
Owernight Cash Rate (end qtr) 5.50 3.75 2.25 3.25 4.00 550 425 225 | 275 4.00
90-day Bank Bill Rate 5.64 3.60 2.50 3.65 4.15 5.63 4.26 249 | 3.15 4.15
5-year Govt Bond 4.60 4.00 4.10 4.45 4.15 450 3.90 3.90 | 435 4.25
10-year Govt Bond 4.60 4.50 4.65 4.90 4.90 465 445 450 | 490 4.90
2-year Swap 4.91 3.35 3.32 4.10 3.80 493 353 298| 395 395
5-year Swap 4.40 3.65 3.87 4.30 4.15 443 3.63 3.61 415 4.25
US 10-year Bonds 4.20 4.25 4.25 4.50 4.50 4.00 440 415 | 450 4.50
NZ-US 10-year Spread 0.40 0.25 0.40 0.40 0.40 065 0.05 0.35 | 040 0.40
™ Average for the last month in the quarter

Source: Statistics NZ, BNZ, RBNZ, NZ Treasury
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