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Deficit begins to widen again

e Annual current account deficit now 3.7% of GDP
e Terms of trade hit likely to bring further widening
¢ As petroleum and related prices lift

¢ Net international liability position declining

e Q4 GDP pick stays at +0.3% q/q

Today’s Balance of Payments data was always going to
take a backseat relative to the conflict in the Middle East.
The current account deficit widened to 3.7% of GDP in the
year to December 2025, slightly larger than the 3.5%
deficit recorded in the year to September. It draws to an
end the material narrowing trend in the current account
deficit over the past three years.

The bigger story is where the external accounts will go to
from here. We expect the terms of trade to come under
downwards pressure that is likely to dint NZ’s annual
current account balance. The turnaround in the terms of
trade will largely be due to surging import prices on the
back of oil price hikes and higher prices for related
products like fertiliser. This will see the annual goods
balance begin to widen again. The impact will be tempered
if domestic demand cools import volumes. It is difficult to
be confident in any specific numbers at present, but we
believe the terms of trade will be materially weaker than
the Reserve Bank forecast in its February MPS.
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The terms of trade and broader economic picture would be
much worse were it not for the recent resurgence in dairy
prices and general strength in meat prices. The GDT Price
Index edged up 0.1% overnight, following a strong run
higher this year to date. Dairy price strength is supportive
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of export values. There may well be some precautionary
buying occurring as concerns around logistics, fuel
surcharges, and freight availability elevate.

Back to today’s data, it is important to note that a current
account deficit is not necessarily a bad thing. It depends
what the funds are being spent on and the rate of return
being achieved. That said, a nudge higher in the annual
deficit may raise an eyebrow or two at the rating agencies
even if the deficit is much smaller than its 9.0% peak in late
2022. The change of trajectory will be noted. Our current
forecasts see the annual current account deficit pushing
well above 4% of GDP in 2026. International rating
agencies may take some comfort that NZ's net
international liability position continued to decline to
44.3% of GDP in December 2025.

Net liabilities trending smaller
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The 3.7% annual current account deficit was wider than
our (and market) expectation of 3.4%. Goods and services
trade data were in line with our thinking, with the surprise
stemming from the investment income balance. In
particular, profits accruing to foreign direct investors in NZ
lifted by more than we had pencilled in. If this is indicative
of stronger profits across the economy in general, it would
offer a hint of upside risk to our 0.3% q/q pick for Q4 GDP.

While tomorrow’s GDP data is relatively dated, it does set
the starting point for the economy pre-conflict. We are
also monitoring timely activity indicators to assess the
impact of higher oil prices. This includes today’s Westpac
McDermott Miller Consumer Confidence Index which
eased from 96.5 to 94.7.
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Jump higher
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The survey captures the early stages of the conflict, but
before the full extent of rising higher fuel prices was
realised. We know that rising inflation cuts spending
power, and when that inflation is centred on essential
items it hurts even more. Confidence had been trending
higher but is now likely to weaken as fuel prices rise. We

will be watching the ANZ survey next Friday for another
guide on consumer confidence as the implications of the
conflict in the Middle East become clearer.
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