
1 Westpac New Zealand Economics

Riding the GDP rollercoaster
	• We expect a 0.9% rise in GDP for the 

September quarter, an upgrade from our 
previous forecast of 0.6%. 

	• This is substantially stronger than what much 
of the high-frequency data has been signalling 
in recent months. But more recent sectoral 
releases, including today’s business financial 
data, have shown surprisingly strong gains in 
several areas. 

	• If our forecast is correct, this would mark a 
continuation of the unusually high volatility in 
GDP that we’ve seen in recent times. 

	• Future data revisions may soften some of 
this volatility, giving a clearer picture of the 
underlying trend in the economy. 

	• Indeed, we expect that the annual revisions 
included in next week’s release will remove 
some of the excess seasonality that was 
introduced into the data this time last year. 

	• Our forecast is now well above the 0.4% that 
the Reserve Bank expected in its November 
policy review. If the result is in line with our 
view, it could exacerbate the recent surge 
in longer-term interest rates as the market 
has begun to speculate about the timing of 
OCR hikes.
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Westpac 
forecast

Next Thursday’s GDP report is set to end the year on 
an encouraging note, with growth over the September 
quarter shaping up stronger than appeared to be the 
case even a few weeks ago. After the final set of business 
indicators that were released today, we’ve revised up our 
forecast to a 0.9% increase for the quarter, from 0.6% 
previously (and 0.4% at the time of our October Economic 
Overview). 

If we’re right, this will be a substantially stronger result 
than the general pulse of the data has been suggesting 
over the last few months (though with hindsight you 
could argue that it was foreshadowed by the strong lift in 
hours worked in the labour surveys). Admittedly it does 
come after a shocking 0.9% fall in the June quarter – but 
that in turn came after a 0.9% rise in the March quarter. 
This degree of volatility in quarterly GDP is unusual even 
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by New Zealand’s standards, and we’ll see how much of it 
survives future rounds of data revisions. 

This would also be a substantially stronger result than 
the 0.4% rise that the Reserve Bank assumed in its 
November Monetary Policy Statement, suggesting that 
the economy is working through its excess capacity faster 
than expected. While the RBNZ themselves may take this 
in their stride, it comes at a time when financial markets 
are already falling over themselves to price in a switch to 
OCR hikes next year. 

For our part we think it’s early days to be considering 
pulling forward the date for when the tightening cycle 
begins (noting we have a December start to the tightening 
cycle, whereas for the RBNZ this is a 2027 affair). We 
think it would pay for the RBNZ to provide some guidance 
on its thinking during the long summer break between 
policy meetings. 

Forecast details
Our forecast of a 0.9% rise in the production measure 
of GDP reflects solid contributions across a number of 
sectors. The highlights include: 

Agriculture: Milk collections were up 2.5% in seasonally 
adjusted terms, reaching a new quarterly record as 
farmers sought to boost production to take advantage of 
the high farmgate milk price. 

Non-food manufacturing: Activity was mixed across 
sub-groups. Tiwai Point (aluminium) and Methanex 
(methanol) ramped up their output, having previously 
been constrained by energy shortages, but sales of wood 
products and machinery fell. There was also a build-up 
of stocks of machinery, implying that production was 
stronger than sales. 

Electricity: Full hydro lakes meant both a strong lift in 
total generation, and a switch away from higher-cost 
thermal generation, lifting the sector’s value-added. 

Construction: Residential building work rose 2.8% 
for the quarter, outweighing a further decline in non-
residential work. 

Wholesale trade: Today’s business financial data 
showed a surprisingly strong lift in this sector. There was a 
particularly strong rise in vehicle wholesaling, something 
that was also apparent in the retail trade survey last 
month, but there were gains across other sub-groups 
as well. 

Retail and accommodation: The 1.9% rise in sales 
volumes was much stronger than expected. Lower 
mortgage rates are putting more money back in 
households’ pockets, and overseas tourist arrivals were 
stronger over the quarter. 

Professional services: Another area where today’s 
business financial data showed a surprisingly strong 
lift in activity. This is a large and varied sector, but with 

little in the way of advance indicators, and on its own 
was responsible for most of the upgrade to our overall 
GDP forecast. 
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We haven’t identified many negatives for the quarter, 
although many service sectors are set for modest 
growth at best. The one sector that’s turned out weaker 
than we expected is food manufacturing. We knew that 
dairy production was up for the quarter, and that meat 
processing would rebound after farmers had held stock 
back on the farm during the June quarter. But there was 
a surprisingly sharp drop in fruit processing, both in sales 
and stocks. 

We also expect the transport sector to be on the softer 
side. However, this is an area where the impact of the 
Covid lockdown and the border closure is still making it 
difficult to identify the seasonal pattern in the data. While 
tourist arrivals were up for the quarter, this hasn’t been a 
reliable indicator for transport sector GDP in recent years. 

Data revisions
The September quarter release is also when Stats NZ 
applies its most substantial revisions to the GDP history. 
Stats NZ has signalled the impact of some of these 
revisions, though there are others that won’t be revealed 
until the day. The chart below shows our estimates of 
how these revisions will alter the quarterly profile of GDP 
(assuming that annual revisions spread evenly across the 
four quarters). 
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The first significant revision is the annual benchmarking 
exercise, as the quarterly figures are aligned with more 
complete but less timely annual data sources. The net 
effect will be a lift of around 0.4% in the level of GDP, with 
small downward revisions for the March 2023 year but 
larger upward revisions over the March 2024 and March 
2025 years. There’s no particular part of the economy 
driving these changes – they reflect the balance of some 
quite large upward revisions (construction, transport, 
media and communications, education) and some 
quite sizeable downward ones (agriculture, utilities, arts 
and recreation). 

The scale of these revisions is broadly in line with history. 
Over the long run, GDP growth has more often than 
not been revised up from what was first reported, by 
an average of about 0.5% a year. It’s unclear why these 
revisions are persistently in one direction, though we 
think it may stem from an initial undercount of the effects 
of population growth. 

The second major change is the introduction of industry 
weights from the March 2024 year, which will apply 
to GDP growth from June 2024 onward. In our recent 
article GDP Insights: Order and balance, we showed 
that the introduction of new industry weights last year 
had an unusual effect on the GDP calculations, leading 
to excessive seasonal volatility in the quarterly growth 
rates for the last few years. Put another way, much of the 
variation in quarterly GDP has ended up being attributed 
to the ‘balancing item’ rather than changes in any 
particular sector.

Our assessment is that the new weights will unwind 
some of the excess seasonality that was introduced by 
last year’s revisions. The main reason is a reduction in 
the weighting for the agricultural sector, which has a very 
pronounced seasonal pattern. As a result, we expect that 
GDP growth will be revised up for June quarters, and to 
a lesser degree for March quarters, while being revised 
down substantially for December quarters. 

As it happens, this goes largely in the direction that would 
have been achieved by switching to indirect seasonal 
adjustment, as we advocated for in our GDP Insights 
article. The difference is that our proposed solution would 
have seen growth for the March 2025 quarter revised 
down from the currently reported 0.9% increase – 
instead, we may see it revised up even further. 

We think the argument for switching to indirect seasonal 
adjustment still stands. While the new industry weights 
for this year seem to go in a similar direction, that 
need not have been the case. And if indirect seasonal 
adjustment had been used, the reported growth figures 
would have been more stable for the whole time, without 
having to go through a two-year roundtrip of revisions. 

The revisions that we’ve detailed here are unlikely to have 
much bearing on the RBNZ’s thinking about the economy. 
The annual benchmarking revisions are modest and 
date back a couple of years, so they don’t tell us much 
about where the economy currently stands relative to 
its potential. As for the changes in seasonality, the RBNZ 
have also been highlighting this issue with the data for 
some time, so they will likely be pleased but not surprised 
to see some of it revised away. 

https://assets.dam.westpac.co.nz/is/content/wnzl/dist/all-of-bank/economic-reports/economic-data/Economic-Data_291025-GDP-adjustments_bulletin_29Oct25.pdf
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