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Evolving conditions across 2026
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Evolving conditions across
2026

Our latest report highlights how construction markets across Australia and New Zealand are navigating a more complex and uneven recovery
in 2026. Slower economic momentum, persistent cost pressures, and geopolitical uncertainty are weighing on confidence and investment.

In Australia, activity continues to be supported by public investment and strong demand in sectors such as data centres and energy
infrastructure, although growth is becoming increasingly concentrated. In contrast, New Zealand is gradually emerging from a prolonged
downturn, with early signs of stabilisation but continued weakness in private sector demand and project conversion.

[nvestment and sector shifts sustain
Australia’s construction activity

Australia's economy is entering a phase of slower, investment-led growth. GDP rose by
0.3% in the March quarter, indicating that momentum has moderated from late 2025.
Economic activity is becoming more concentrated, with strength in sectors such as data
centres, infrastructure and defence, while household demand softens under higher
Interest rates and ongoing cost-of-living pressures.

Stabilisation emerging in New Zealand’s
construction market

New Zealand's economy is facing a more challenging recovery path, with growth remaining
fragile and exposed to global uncertainty. While early indicators pointed to improving
activity at the start of 2026, rising inflationary pressures linked to global conflict and the
potential for tighter monetary conditions are weighing on confidence and demand.

Construction activity remains subdued, particularly across the building sector, where both
residential and non-residential output declined in early 2026. Private sector investment is
constrained by financing conditions and weak business confidence, limiting near-term
project commencements.

Construction activity has remained steady through the first half of 2026, supported by
public sector investment and a strong pipeline of major projects. Non-residential building
continues to be underpinned by data centre development, while engineering activity is
driven by transport, water and energy infrastructure. However, growth remains uneven
across states, with Queensland and Western Australia gaining momentum, while Victoria
remains relatively subdued.

Structural shifts are reshaping the market. Investment is increasingly directed towards
energy transition infrastructure, utilities and digital assets, while traditional transport
pipelines stablilise following the delivery of major projects. At the same time, delivery
constraints, including labour shortages, cost escalation and infrastructure limitations,
continue to challenge project feasibility and timelines.

Despite these challenges, early signs of stablilisation are emerging. Residential consents
are increasing, and sectors such as data centres and social infrastructure are generating
pockets of activity. The infrastructure sector continues to benefit from a substantial long-
term pipeline, particularly in transport, water and energy, although many projects remain
unconfirmed or in planning stages.

Looking ahead, recovery is expected to be gradual. Policy support, infrastructure
Investment and improving underlying indicators should help stabilise the market; however,
progress will depend on the conversion of pipeline into committed projects and the
resolution of ongoing global and domestic uncertainties.



[nvestment-led activity offsetting
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weaker household demand

Australia’s economy is
entering a period of
slower growth, with
investment-led activity
offsetting weaker
household demand and
rising economic
headwinds

Figure 1

GDP grew by 0.3% in the March quarter of 2026, down from 0.9% In the previous quarter, indicating that economic
momentum is moderating. While annual growth remains relatively solid at 2.5%, recent data suggests activity Is
becoming increasingly concentrated in a limited number of sectors. RBA forecasts further easing over the remainder
of 2026, reflecting softer domestic demand and a more challenging global environment.

Economic growth in the March quarter was primarily driven by private investment, particularly expenditure on
machinery and equipment associated with data centre developments in New South Wales and Victoria. Public
iInvestment also remained supportive, underpinned by defence spending and ongoing infrastructure activity.

ousehold consumption increased in the March quarter, however, much of the increase was driven by spending on
essential items such as energy and fuel, rather than discretionary consumption. Elevated interest rates and ongoing
cost-of-living pressures continued to weigh on household budgets and consumer confidence.

Inflation is easing, though underlying price pressures remain elevated. Headline inflation moderated to 4.0% in May
2026, down from 4.2% in April, largely reflecting lower fuel prices driven by declines in global oll prices, alongside the

reduction in fuel excise still in place. However, underlying inflation continues to trend upward, with trimmed mean
Inflation increasing to 3.6% year-on-year from 3.4%. This indicates that broader price pressures remain embedded In
the economy, with earlier increases in fuel and transport costs continuing to flow through freight-intensive sectors
such as logistics, parcel delivery and building materials.

In response to persistent inflationary pressures, the Reserve Bank delivered its third consecutive rate rise earlier this
yvear. However, at its June meeting, the RBA paused further tightening to assess the impact of prior rate increases
and evolving global oil supply conditions on the economy. While fuel prices have softened, underlying inflation

remains sticky. Higher borrowing costs are expected to continue weighing on household spending and business
iInvestment, particularly in interest rate-sensitive sectors.

Labour market conditions have begun to soften, with the broader upward trend in unemployment still evident despite
the headline rate easing slightly from 4.5% in April to 4.4% in May. Employment rose over the month, although gains
were largely driven by part-time roles, with underemployment rate also edging higher, suggesting a degree of
underlying spare capacity in the labour market. While labour market indicators continue to be closely monitored,
inflation remains the central bank’s primary focus.

_ooking ahead, economic growth is expected to moderate further as higher borrowing costs, persistent inflationary

oressures and geopolitical uncertainty weigh on household demand and business activity. While public investment
and a substantial infrastructure pipeline will continue to provide support, downside risks to the outlook have
Increased. Softer consumer spending and easing labour market conditions are likely to constrain broader economic
momentum through the remainder of 2026.

Economic indicators - movement (%) or index value where stated
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Source: Australian Bureau of Statistics
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Figure 2:
AUD / USD performance
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Source: Reserve Bank of Australia

Figure 3:

AUD forex forecasts
s | e | oo | _amw |
USD 0.73 0.73 0.73 0.7 0.73
GBP 0.50 0.50 0.0 0.02 0.5
EUR 0.58 0.57 0.57 0.58 0.58
YUAN 4.96 4,96 4.96 0.00 4,96

Source: Turner & Townsend ANZ market intelligence report H1 2026
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Economy recovery is under
renewed pressure

NeW Ze aland’s economlc Economic growth was already fragile prior to these developments. GDP expanded by just 0.2% in Q4 2025, slowing

from 0.9% in the previous quarter. Early indicators at the start of 2026 pointed to a modest recovery, supported by

I'eCOVeI S/ IS under stronger retail activity across a broader range of industries and emerging signs of capacity constraints. However,
ongoing conflict in the Middle East is expected to weigh on near-term economic activity while adding to inflationary

renewed pressure; as pressures. As a small, open economy with a high reliance on global trade and tourism, New Zealand remains
gl()bal Conﬂl(:t drlve S particularly exposed to external shocks, increasing its vulnerability to disruptions on both growth and price stability.

- - : - Annual consumer price inflation was 31% in the March quarter of 2026, although the full impact of recent price
higher intlation, tighter ; " °' : e

pressures has yet to fully materialise. The Reserve Bank of New Zealand (RBNZ) forecasts inflation to peak at 4.3% in

monetary pOh(:y and the September quarter before gradually returning to the 2.0% target by mid-202/. Higher petrochemical costs are

‘ d . d o 1 expected to drive near-term inflation, with direct fuel price impacts flowing through quickly, followed by more gradual
grOWlng OWHS 1 e rls <S Indirect effects via input costs. Business responses are mixed, with some firms passing higher costs through fuel

to grO“7| h surcharges or price increases, while others are absorbing pressures into margins amid softer demand.

The RBNZ held the Official Cash Rate (OCR) at 2.25% at its May meeting. Compared with its February Monetary
Policy Statement, the RBNZ now expects a higher OCR track over the forecast period, reflecting stronger medium-
term inflation pressures. While the near-term increase In inflation from higher fuel costs is expected to be partly
temporary, more persistent second-round effects are anticipated. The pace of future policy tightening will depend on
the balance between sustained wage and price pressures and the dampening effects of weaker economic activity.

Labour market conditions present a mixed picture. The unemployment rate edged down to 5.3% In the March 2026
quarter from 5.4%. However, declining participation and rising underutilisation suggest underlying slack persists,
despite the modest improvement in headline conditions.

Overall, New Zealand's economic outlook has become more challenging. While early signs of recovery have emerged
following a prolonged period of weak activity, global uncertainty is expected to put pressure on confidence and
demand, with impacts likely to intensify over the coming quarters. Further policy tightening by the RBNZ to address
Inflationary pressures may place additional strain on households and businesses, suggesting continued headwinds
for the economy in the near to medium term.

Figure 4:
Economic indicators - movement (%) or index value where stated
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Source: Statistics.NZ

* data refers to electronic card transactions as per Statistics.NZ, with previous data adjusted.

Figure 5:
NZD / USD performance
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Source: Reserve Bank of New Zealand

Figure 6:

NZD forex forecasts
s | o | oo | _amw |
GBP 0.46 0.45 0.46 0.45 0.46
EUR 0.51 0.51 (52 (kB2 0.51
YUAN 4.30 4.27 4.3 423 4.30

Source: Turner & Townsend ANZ market intelligence report H1 2026







































