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 Construction holds up although exports fall in the March quarter 
 Business outlook weakens but inflationary pressures may be easing 
 OECD revises their global growth outlook down but COVID-19 restrictions ease in China  
 Global commodity prices may rise further   
 

Indicators of economic activity in the March quarter were 
mixed, as falls in exports and manufacturing were 
partially offset by a rise in construction. On balance, this 
raises the risk that economic activity in the quarter does 
not rise as strongly as anticipated in our Budget 
forecasts. The outlook has also deteriorated, with falls in 
business sentiment and weaker global growth prospects. 
The OECD and World Bank both downgraded their 
global growth projections for 2022 and 2023 but stopped 
short of forecasting a recession. However, they 
acknowledged the risk that further rises in energy prices 
and inflation could result in slower growth. Highlighting 
these risks, oil prices have increased to over US$120 per 
barrel in recent days. Our Special Topic examines recent 
commodity price developments in more detail.             

Construction holds up… 

Stats NZ’s Building Work Put in Place survey for the 
March 2022 quarter shows building activity was 3.2% 
higher than in from the previous quarter. This followed an 
8.9% increase in the December quarter, lifting growth for 
the year ended March to 8.5%. Residential building 
activity rose 3.5% in the quarter, slightly stronger than 
anticipated in the Budget Update.  

Turning to activity in the current quarter, consents for 
new homes in April fell 8.5% from March, to be 18% 
higher in the year ended April (Figure 1). Looking 
forward, consents are likely to continue easing as rising 
interest rates, falling house prices and the elevated cost 
of building weigh on intentions. Meanwhile, construction 
intentions, have fallen further in May’s ANZ’s Business 
Outlook (ANZBO).   

Despite consents easing and the rising risk of project 
delays and cancellations, the construction sector should 
be well supported over the year with the level of consents 
near record highs. With labour and material supply 
disruptions likely to remain, pressure on construction 
price inflation will likely stick around for some time.  

Figure 1: Building consents and construction 
intentions 

 

Source: Stats NZ, ANZ 

…but export volumes plunge 

Import and export prices both rose sharply in the March 
2022 quarter up 7.8% and 7.2%, respectively.  
Consequently, the goods terms of trade rose 0.6% to 
near record-high levels.   

Export volumes fell sharply, down by 7.0%, while import 
volumes fell 2.6% (Figure 2). This was the largest fall in 
exports since 2004, driven by weak dairy production and 
COVID-19 disruptions in other sectors.  These 
disruptions were evident in manufacturing sector activity, 
were sales volumes fell 3.5%, led by a 5.0% fall in meat 
and dairy product manufacturing.  Excluding meat and 
dairy, sales volumes fell 2.8%.     

The falls in manufacturing and export sales were not 
anticipated in our Budget Update, increasing the risk that 
GDP growth will be weaker than our 0.7% forecast.  
March quarter GDP will be released on 16 June.  
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Figure 2: Overseas Trade Volume Indexes 

 

Source: Stats NZ 

Inflation pressures may be topping out 
May’s ANZBO showed business activity falling back into 
negative territory, while headline confidence remained 
deeply depressed. On the positive side, the ANZBO 
showed some moderation in one-year ahead inflation 
expectations.  

Electronic Card Spending in May rose 1.4% from April, 
despite weak consumer sentiment. However, a good 
chunk of this rise is likely to be due to higher prices. For 
example, petrol prices rose 8.9% in the month.  

ANZ’s World Commodity Price Index fell 2.8% in May, 
but rose in New Zealand dollar terms as the exchange 
rate weakened. Meanwhile, the GlobalDairyTrade 
auction was up 1.5% from the previous fortnight after 5 
consecutive declines.  

OECD downgrades global outlook… 

The OECD’s latest Economic Outlook saw global growth 
forecasts revised to 3.0% in 2022 and 2.9% in 2023, 
down from 4.5% and 3.2% in December (Table 1). The 
war in Ukraine and COVID-19 impacts, particularly in 
China, were the key drivers of the downgrade. The 
OECD sees risks to global growth as skewed to the 
downside, driven by persistent inflation and energy 
supply uncertainty. 

Inflation is forecast to be much more persistent that 
previously anticipated, particularly in Europe as energy 
prices remain high. However, inflationary pressures are 
broad-based and core inflation is expected to remain 
above medium-term objectives in many advanced 
economies at the end of 2023. Inflation across the OECD 
is expected to average 8.5% in 2022 easing to 6.0% in 
2023, as supply responds and tighter monetary 
conditions slow demand growth.  

The OECD’s forecasts for New Zealand are similar to 
those in the Budget Update, with real GDP growth 
slowing, unemployment rising and inflation remaining 
high throughout 2023. 

Table 1: Real expenditure GDP forecasts  

 Calendar years  
(annual % change) 

2021 2022 2023 

World 5.8 3.0 2.8 
Euro Area 5.3 2.6 1.6 
China 8.1 4.4 4.9 
Australia 4.8 4.2 2.5 
New Zealand 5.0 3.0 2.0 
United Kingdom 7.4 3.6 0.0 
United States 5.7 2.5 1.2 

Source: OECD Economic Outlook - June 2022 

The World Bank (WB) also released its Global Economic 
Prospects this week, which forecast global growth to 
slow sharply to 2.9% in 2022, down from its 4.1% 
forecast in January, and 3.0% in 2023. These reports 
follow a 0.8%-pt downgrade to global growth in 2022 by 
the IMF in its April World Economic Outlook, as the 
global landscape continues to shift.  

China’s economy remains weak but restrictions 
are easing… 
Reported COVID-19 cases in China have fallen 
significantly in the past few weeks, and the government 
is  easing restrictions in Shanghai and Beijing. High-
frequency mobility data confirm that activity is beginning 
to recover in these cities. However, the economy 
contracted further in May, but at a slower pace than in 
April, according to Purchasing Managers Indexes (PMIs) 
(Figure 3).  

Figure 3: China Purchasing Managers Indexes 

 

Source: Haver 
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China trade data for May also indicated improving 
economic activity with export growth rising to 16.9% 
compared to the previous year, as easing health 
restrictions saw factories reopen and supply-chain 
disruptions ease. Imports rose for the first time in three 
months, up 4.1% but continue to highlight weak domestic 
demand. While exports continue to provide a key support 
to the economy, the growth outlook remains challenging 
as consumer confidence and residential investment 
sentiment remain weak (Figure 4).  

Figure 4: Economic sentiment in China  

 

Source: Haver 

The Government has ramped up monetary and fiscal 
policy support in recent months. In May, the Government 
lowered mortgage rates for the second time this year to 
help prop up the property sector, which is over a quarter 
of the economy. Consensus forecasts show GDP growth 
stalled in the June quarter, and headwinds remain across 
the rest of the year.  

Australia GDP growth holds up 

In Australia, real GDP rose 0.8% in the March quarter, as 
floods and Omicron weighed on growth. This followed 
growth of 3.4% in the December quarter as the economy 
recovered from lockdowns. Domestic demand rose 
strongly, up 1.6% in the quarter, led by a solid increase in 
household consumption (up 1.5%), public spending (up 
2.6%) and business investment (Figure 5). Net exports 
were the main drag on growth, as imports surged. 
Nominal GDP surged 3.7%, to be 10.2% higher than the 
same quarter a year ago, helped by a near-6% gain in 
the March quarter terms of trade. Looking forward, a still-
elevated household saving rate (11.4%) and strong 
growth in labour earnings (up 1.8%) points to ongoing 
solid growth in household consumption. However, that 
growth will be tempered by Reserve Bank of Australia 
(RBA) interest rate hikes, easing house prices and weak 
consumer confidence.   

Figure 5: Contributions to Australian GDP growth 

 
Source: Haver 

US labour market remains tight… 
May’s employment data in the US showed continued 
tightness in the labour market, as strong labour demand 
continued. Employment growth beat expectations, as 
nonfarm payrolls increased by 390,000. Unemployment 
remained steady at 3.6%, as higher participation offset 
the effect of higher employment (Figure 6). The labour 
force participation rate remains well below pre-pandemic 
levels, however, with over 2 million workers still not 
having returned to the workforce. The participation rate 
has returned to pre-pandemic levels for 16–64 year-olds, 
but lags considerably when including those over 64.  

Figure 6: US labour market 

 

Source: Haver  
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…pressures are mounting on central banks  
As labour markets remain tight and broad-based 
inflationary pressures persist central banks are balancing 
rate rises against weaker growth prospects. 

The Reserve Bank of Australia (RBA) raised its policy 
rate 50 basis points (bps) to 0.85%, on 7 June, 
exceeding market expectations. The RBA signalled 
further increases in the coming months as the Australian 
economy remains resilient despite headwinds to 
demand. In their assessment, interest rates will need to 
rise faster than previously anticipated to correct current 
supply-demand imbalances. 

The European Central Bank announced an end to its 
asset purchasing programme on 1 July, and said it 
intended to lift interest rates by 25bps in July. This 
followed record high inflation of 8.1% in May (Figure 7). 
driven by energy price inflation of 39.2%. Core inflation 
lifted 0.3 percentage points to 3.8%.  

Figure 7: Inflation 

 

Source: Haver 

Coming Up:  
Date Release 
14 Jun House Prices, May (REINZ) 
15 Jun  Balance of Payments 
16 Jun GDP 
22 June International Trade (May)   
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Special Topic: Commodity Update 
Russia’s invasion of Ukraine has worsened strains in 
global supply chains and caused significant increases in 
the prices of many commodities, particularly those 
exported by Russia and Ukraine. Globally, the sharp rise 
in commodity prices, especially food and energy, is 
adding to inflation and to the effects of other pre-existing 
headwinds to growth including reduced fiscal and 
monetary support. How long prices remain high depends 
on the course of the war and how quickly supply and 
demand can be rebalanced. This Special Topic 
concludes that the risks to global commodity prices are 
skewed towards further rises.   

Commodity prices rose further in May… 
The economic effects of the war in Ukraine are being felt 
through many channels, but particularly through food and 
energy commodity prices. Together, Russia and Ukraine 
account for about 30% of global wheat exports, 15% for 
corn, 20% for mineral fertilisers and natural gas and 11% 
for oil. In addition, global supply chains are dependent on 
Russian and Ukrainian exports of metals and inert gases. 
The prices of many of these commodities increased 
sharply after the onset of the war, even in the immediate 
absence of any significant disruption to production or 
export volumes.  

Commodity prices rose further in May, up 3% on April’s 
average, led by energy and agriculture, while metals 
prices declined (Fig 8).  

Figure 8: Commodity prices 

 
Source: Haver/S&P GSCI  

 

 

…as weaker agricultural production… 
In agriculture, grain exports from Ukraine have been 
severely disrupted by the blockade of shipping in the 
Black Sea, although much of the 2021 season’s harvest 
has already been exported. The chief concern is how the 
war will affect planting in the coming season. Recent 
forecasts from the US Department of Agriculture (USDA) 
assume Ukraine’s wheat and corn production will be 
around 30% lower than in the 2021 season.  

At the same time, rising input costs including fertilisers and 
energy, and export restrictions are weighing on global 
supply prospects. India’s bans on sugar and wheat exports 
in May added to limits in other countries that have taken 
global food export restrictions higher than in the 2008 food 
crisis, on some measures (Figure 9). On the positive side, 
Indonesia allowed exports of palm oil to resume after a 
three-week ban intended to stabilise soaring domestic 
prices, but progress has been slow despite ample supply.  

In its June update, the Food and Agricultural 
Organisation (FAO) of the United Nations forecast world 
production of major cereals to decline in 2022, the first 
fall in four years. However, food consumption is not 
anticipated to be impacted, but the use of cereals for 
animal feed is expected to fall. The FAO expects modest 
declines in global corn and wheat production, reflecting 
lower output in Ukraine and some other countries, but 
partly offset by higher production elsewhere. Global 
oilseed production is also forecast to contract in the year 
ahead and demand rationing is anticipated in some 
markets owing to high prices and export restrictions. 
Meanwhile, global rice production is forecast to be flat to 
higher and supplies to be ample.   

Figure 9: Food export restrictions 
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…and rising input costs, keep markets tight… 
Turning to the outlook for prices, it is important to note 
that agricultural prices were high prior to the war. 
Agricultural prices have been on an upward trend since 
mid-2020, as strength in demand has outpaced supply 
growth and inventories have fallen.  

In January 2022 the FAO’s Food Price Index, which 
measures monthly changes in a basket of food 
commodities1 was just 1.5% below its 2011 peak. With 
markets already tight, Russia’s invasion of Ukraine and 
the shock to grain supply generated a spike in prices that 
sent the index to a record high (Fig 10). 

Figure 10: FAO Food Price Index 

 
Source: FAO 

In this context, the question of how long prices will 
remain high depends partly on how the war evolves but 
also on how the underlying supply-demand imbalance is 
resolved.  

The FAO observes that agricultural sectors are exposed 
to supply limitations due to rising input costs, in particular 
fuel and fertilisers, that could spur further price rises. 
Over the past year the FAO’s measure of global input 
prices for food production has risen more rapidly than 
food prices and is currently at an all-time high. This 
points to falling real returns to farmers and suggests that 
if production is to increase either input prices need to fall 
or output prices need to rise or some combination of the 
two. The FAO concludes that the current environment 
“does not augur well for a market led-supply response 
that could conceivably rein in further increases in food 
prices for the 2022/23 season and possibly the next”.   

The demand destruction effect of high prices has given 
rise to concerns around who bears the burden of 
adjustment, both within and between countries. 
International efforts, including those led by the G7 and 
World Bank, have provided a range of financial support 
measures to help low-income countries meet the higher 
costs. Meanwhile, a number of high-income economies 
have used fiscal policies to help address affordability 
concerns for low-income households. 

 
1  The basket consists of the average of five commodity group 

indices: cereals, vegetable oils, dairy, meat and sugar. For 
more detail see FAO Food Price Index.  

…including meat and dairy  
Internationally, meat and dairy producers are both heavy 
users of grains for feedstock and higher crop prices will 
eventually flow through to meat and dairy markets. 
However, in the short-term the rise in input costs will 
incentivise farmers to reduce production. 

Global dairy supply is already tight as supply has not 
kept pace with demand over recent seasons. The global 
dairy herd, outside India, has been static for a number of 
years and growth in supply has primarily come from 
higher yields. Consequently, an expansion of the herd 
size is needed to catch up with demand, but rapidly rising 
input costs will mitigate against this and, as with crops, 
may result in lower yields. 

In New Zealand, dairy producers Fonterra and Synlait 
have both announced an initial forecast of $9 per kg of 
milksolids for the current season. This follows Fonterra’s 
expected record payout of $9.30 kg/ms in the just 
completed 2021/22 season. Westpac analysts view the 
$9 figure as the “new normal” for payouts.    

Global meat production rose strongly in 2021, driven by a 
recovery in China’s pork industry. Production is expected 
to expand further in the current year, driven by increases 
in Brazil, Australia and China, although high input costs 
will likely be a constraint. Overall, meat prices, which 
have been on an upward trend since mid-2021, are 
expected to remain high reflecting robust demand and 
constrained supply.  

Oil prices may need to rise further… 
Energy supply remains tight as expectations of increased 
demand to meet US domestic travel and international 
travel, and expectations of recovery in China’s demand 
lifted prices to around US$120 in recent weeks (Fig 11). 
On the supply side, the European Union’s move to ban 
seabourne imports of Russian oil by the end of the year, 
was partly offset by OPEC’s agreement to a faster pace 
of supply increase and by the International Energy 
Agency’s release of strategic reserves.  

Figure 11: Oil and oil product prices 
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The rise in crude oil prices is having an even greater 
effect on refined products such as petrol and diesel. 
Refined product inventories were declining prior to the 
Russia-Ukraine war as refining capacity trailed the 
increase in global demand as pandemic disruptions 
eased. Sanctions on Russian exports have led to 
increased competition for refined product barrels from 
other markets in the Middle East, US and Asia. Refining 
capacity is expected to increase as maintenance is 
completed, but the phase out of Russian supply means 
the market will remain tight and provide support for high 
prices. Goldman Sachs analysts believe that oil prices 
will need to rise further to bring demand back into line 
with supply. 

Natural gas prices also remained high, but eased 
somewhat over May, particularly in Europe, reflecting 
weaker demand and a steady supply, which has helped 
Europe to rebuild its inventories. The rise in stocks came 
despite Russia cutting supply to Finland and uncertainty 
around payment for contracted supplies as Russia insists 
on payment in roubles.  

In Australia, outages at coal fired power stations saw 
domestic gas prices surge higher. Consequently, the 
Australia Energy Market Operator intervened to ensure 
adequate gas was available for electricity generation in 
east coast markets. Meanwhile, Australian coal prices 
have increased to near-record levels.    

…but metals prices have eased 
Metals prices have been sensitive to China’s economic 
fortunes. Steep falls in household consumption and 
industrial production have been reflected in lower prices 
over the month. The government has responded with a 
range of policy support measures, but the effectiveness 
of these measures depends importantly on the path of 
the pandemic, which remains highly uncertain. 
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High-Frequency Indicators 

Traffic and Freight Movement 

 
Source: Waka Kotahi NZ Transport Agency 

People Movements at Selected 
Locations 

 
Source: Google/Haver 

COVID-19 Cases Per Million People 

 
Source: Johns Hopkins University/Haver 

 

Card Spending 

 
Source: Marketview data via MBIE 

Jobseeker (JS) and Income Support 
Recipients  

 
Source: MSD 

World Commodity Prices 

 
Source: Haver 
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(1) Seasonally adjusted (4) Quarterly Survey of Business Opinion Data in italic font are provisional 
(2) Ordinary time, all sectors (5) Reserve Bank (11am) ... Not available 
(3) Westpac McDermott Miller (6) Daily close    
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Country Indicator Oct 21 Nov 21 Dec 21 2021Q4 Jan 22 Feb 22 Mar 22 2022Q1 Apr 22 May 22 
 GDP (1) qpc    1.7    -0.4   
United Industrial production (1) mpc 1.4 0.7 -0.3  0.8 1.0 0.9  1.1 ... 
States CPI apc 6.2 6.8 7.0  7.5 7.9 8.5  8.3 ... 
 Unemployment rate (1) % 4.6 4.2 3.9  4.0 3.8 3.6  3.6 3.6 
 Employment change (1) 000s 677.0 647.0 588.0  504.0 714.0 398.0  436.0 390.0 
 Retail sales value apc 16.5 18.6 16.8  13.7 17.7 7.3  8.2 ... 
 House prices (2) apc 18.5 18.3 18.5  19.0 20.3 21.2  ... ... 
 PMI manufacturing (1) index 60.8 60.6 58.8  57.6 58.6 57.1  55.4 56.1 
 Consumer confidence (1)(3) index 111.6 111.9 115.2  111.1 105.7 107.6  108.6 106.4 
 GDP (1) qpc    1.0    -0.1   
 Industrial production (1) mpc 2.1 5.0 0.2  -2.4 2.0 0.3  -1.3 ... 
Japan CPI apc 0.1 0.6 0.8  0.5 0.9 1.2  2.5 ... 
 Unemployment rate (1) % 2.7 2.8 2.7  2.8 2.7 2.6  2.5 ... 
 Retail sales value apc 0.9 1.9 1.2  1.1 -0.9 0.7  2.9 ... 
 PMI manufacturing (1) index 53.2 54.5 54.3  55.4 52.7 54.1  53.5 53.3 
 Consumer confidence (1)(4) index 39.2 39.2 38.8  36.6 35.1 32.5  32.0 33.1 
 GDP (1) qpc    0.2    0.6   
 Industrial production (1) mpc -1.5 2.5 1.7  -0.8 0.5 -1.8  ... ... 
Euro CPI apc 4.1 4.9 5.0  5.1 5.9 7.4  7.4 ... 
area Unemployment rate (1) % 7.3 7.1 7.0  6.9 6.8 6.8  6.8 ... 
 Retail sales volume apc 1.6 8.5 2.3  8.5 5.2 1.6  3.9 ... 
 PMI manufacturing (1) index 58.3 58.4 58.0  58.7 58.2 56.5  55.5 54.6 
 Consumer confidence (5) index -5.4 -8.2 -9.3  -9.7 -9.5 -21.5  -22.0 -21.1 
 GDP (1) qpc    1.3    0.8   
 Industrial production (1) mpc -0.7 1.0 0.3  0.9 -0.3 -0.2  ... ... 
United CPI apc 3.8 4.6 4.8  4.9 5.5 6.2  7.8 ... 
Kingdom Unemployment rate (1) % 4.2 4.1 4.1  3.9 3.8 3.7  ... ... 
 Retail sales volume apc -1.1 3.7 -1.4  9.9 7.4 1.3  -4.9 ... 
 House prices (6) apc 9.9 10.0 10.4  11.2 12.6 14.3  12.1 11.2 
 PMI manufacturing (1) index 57.8 58.1 57.9  57.3 58.0 55.2  55.8 54.6 
 Consumer confidence (1)(5) net % -17.0 -14.0 -15.0  -19.0 -26.0 -31.0  -38.0 -40.0 
 GDP (1) qpc    3.6    0.8   
 CPI apc    3.5    5.1   
Australia Unemployment rate (1) % 5.2 4.6 4.2  4.2 4.0 3.9  3.9 ... 
 Retail sales value apc 4.5 6.2 5.0  5.8 9.1 8.2  11.1 ... 
 House Prices (7) apc    27.5    ...   
 PMI manufacturing (1) index 50.4 54.8 48.4  48.4 53.2 55.7  58.5 52.4 
 Consumer confidence (8) index 104.6 105.3 104.3  102.2 100.8 96.6  95.8 90.4 
 GDP apc    4.0    4.8   
China Industrial production apc 3.5 3.8 4.3  7.5 7.5 5.0  -2.9 ... 
 CPI apc 1.5 2.3 1.5  0.9 0.9 1.5  2.1 2.1 
 PMI manufacturing (1) index 49.2 50.1 50.3  50.1 50.2 49.5  47.4 49.6 
South GDP (1) qpc    1.3    0.6   
Korea Industrial production (1) mpc 0.4 1.6 3.4  0.4 0.3 1.1  -3.3 ... 
 CPI apc 3.2 3.8 3.7  3.6 3.7 4.1  4.8 5.4 
 

 

 (1) Seasonally adjusted (5) European Commission  
 (2) Case-Shiller Home Price Index 20 city (6) Nationwide House Price Index  
 (3) The Conference Board Consumer Confidence Index (7) Australian Bureau of Statistics  
 (4) Cabinet Office Japan (8) Melbourne/Westpac Consumer Sentiment Index 
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