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Economic shifts shape sector confidence 4 : | ' | .




Adapting to shifting economic
conditions

Our latest report highlights how Australia and New Zealand’s construction sectors are adapting to shifting economic conditions, including
interest rate movements, labour market pressures and evolving infrastructure priorities. While Australia is seeing renewed momentum in
residential and utility sectors, New Zealand’'s market remains subdued with early signs of stabilisation through policy support and rate cuts.

Australia’s construction outlook
strengthens amid sectoral transition

Australias economy expanded by 0.6 percent in the June quarter and 1.8 percent over

the year, marking a modest rebound following weather-related disruptions earlier in 2025.

Growth was supported by household and government spending, though public

iInvestment declined as major infrastructure projects reached completion.

Economic recovery efforts progress
across New Zealand

New Zealand's economy contracted by 0.9 percent in the June quarter, marking the third
decline in five quarters. Activity remains subdued across construction, manufacturing and
services, however recent interest rate cuts and easing inflation are helping to stabilise
conditions.

Construction activity remains steady across healthcare, education and utilities, with data
centres and manufacturing emerging as growth areas. Residential construction is gaining
momentum, driven by lower interest rates, population growth and targeted incentives.
Infrastructure priorities are shifting toward energy and water systems, reflecting Australia's
net-zero commitments and the rising demand for resilient utilities. While the outlook
remains positive, labour shortages and delivery capacity continue to pose challenges.

The Reserve Bank lowered the Official Cash Rate to 3.0 percent in August, with further
cuts expected to support demand. While construction consents remain flat, infrastructure
Investment is projected to strengthen ahead of the 2026 election. Labour shortages
persist, with targeted migration and apprenticeship programmes aimed at helping to
rebuild capacity. Aithough near-term growth is limited, policy adjustments and public
sector investment are expected to support a gradual recovery.



Economy rebounds

Australian economy
rebounds, but rising
unemployment signals
possible rate cuts ahead
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Australia's economy grew by 0.6 percent in the June quarter and 1.8 percent over the year, marking a modest
rebound after a subdued start to the year. Economic activity was impacted in March by severe weather events,
iIncluding Tropical Cyclone Alfred, which affected parts of Queensland and New South Wales. However, the June
quarter saw a lift in demand for goods and services, particularly in regions undergoing reconstruction and recovery,
which helped support overall growth.

Household and government spending were the main contributors to Australias economic growth during the quarter.

Household consumption rose by 0.9 percent, supported by interest rate cuts in February and May, which boosted
purchasing activity, particularly in non-essential categories. This rebound in consumer spending kept interest rates on
hold in the Reserve Bank of Australia's (RBA) September meeting, signalling improved consumer confidence and
resilience in domestic demand.

Government spending also increased due to higher social benefits and national defence spending, rising by 1.0
percent and further supporting overall economic activity. Public investment, however, declined for a third quarter and
was the largest detractor from growth, as several major infrastructure projects reached completion.

Labour market conditions continue to cool, with the unemployment rate rising to 4.5 percent in September from 4.3
percent in August. This marks a four-year high and reflects a pace of softening that is faster than the Reserve Bank
had anticipated. This rise in unemployment has strengthened market expectations of a rate cut this year, despite
stronger-than-anticipated GDP figures earlier in the quarter.

Inflation continued to ease in the June quarter, with headline consumer prices rising at an annual rate of 2.1 percent,

down from 2.4 percent in the March quarter. This marks the lowest annual inflation rate since the March 2021 quarter.
Underlying inflation also moderated, falling from 2.9 percent to 2.7 percent. Electricity rebates remained in place
across most capital cities, helping to contain annual inflation.

Looking ahead, growth in Australia's major trading partners is expected to slow in Q4 2025 and into 2026. Recent

tariff escalations between the United States and China, including new U.S. duties on Chinese imports and China's
export restrictions on critical minerals, are weighing on global demand and posing downside risks for Australian
exports. These pressures, combined with volatility in global financial markets and uncertainty around the US'
monetary policy continue to present challenges.

Economic indicators - movement (%) or index value where stated

GDP growth (QoQ)

GDP growth (YoY)

Inflation rate (YoY)

Unemployment rate

Business Confidence Index

Retail sales (YoY)*

Interest rate

Source: Australian bureau of statistics

Latest period Previous period

0.6 0.3

March 2025 - June 2025 December 2024 — March 2025
1.8 1.4
June 2024 - June 2025 March 2024 — March 2025
2. 2.4
June 2024 - June 2025 March 2024 — March 2025
4.5 4.3
September 2025 August 2025
4.0 3.0
August 2025 July 2025
o.] 4.6
July 2024 - July 2025 June 2024 - June 2025
3.60 3.85
August 2025 July 2025

*Based on ABS Monthly Household Spending Indicator, which replaced the discontinued Retail Trade series.
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Figure 3:
AUD forex forecasts
USD 0.70 Q.72 0.73 0.73 0.73
GBP .50 0.50 0.50 0.50 0.50
EUR 0.07 0.58 0.58 0.57 0.57
YUAN 4.90 4.97 4.96 4.96 4.96

Source: Turner & Townsend ANZ market intelligence report Q3 2025




Economy slows amid ongoing
challenges

Steeper I‘ate Cuts New Zealand's economy contracted by 0.9 percent in Q2 2025, a sharper decline than the Reserve Bank of New
Zealand's (RBNZ) forecast of 0.3 percent. This marks the third contraction in five quarters, highlighting the persistent

dehvered aS NeW Zealand economic challenges facing the country.

economy SIOWS aI‘I‘] ld Activity across key sectors remained subdued, with construction slowing due to reduced investment, manufacturing
iImpacted by weaker export demand and the service sector showing limited recovery amid soft tourism. Rising prices

OHgOH]g Challenges, for essentials, employment shifts and falling property values constrained household and business spending.
eXpOI't pressures and External pressures further weighed on the economy during the quarter. In April, the US imposed 15 percent import

. ff , tariffs on products from several countries, including New Zealand, and higher than the 10 percent rate applied to
tarl lmp aCt Australian goods. This disparity risks New Zealand's export competitiveness and output performance in the outlook.
Broader global trade tensions and weaker demand from key trading partners have also impacted the export-reliant

economy.

Inflation remains near the upper end of the Monetary Policy Committee’s 1.0-3.0 percent target range but easing

domestic pressures and spare capacity are expected to bring headline inflation back to the 2.0 percent midpoint by
mid-2026. Labour market conditions softened slightly, with the unemployment rate rising from 5.1 to 5.2 percent,
Indicating additional slack in the labour market.

In a surprise move, the RBNZ cut the Official Cash Rate by 50 basis points to 2.5 percent in October 2025, which is
double the reduction anticipated by most economists. The central bank cited weaker than expected economic
activity through mid-2025 and subdued household consumption as key drivers of the decision. This marks a
cumulative 300 basis point reduction since August 2024, making the RBNZ one of the most aggressive easing
central banks globally.

'he RBNZ signalled openness to further rate cuts if inflation pressures continue to ease and growth remains weak.

'he move triggered a sharp market reaction, with the New Zealand dollar falling nearly 1.0 percent to a six-month low
and government bond yields dropping, reflecting expectations of prolonged monetary stimulus.

Looking ahead, the outlook presents a mix of risks and opportunities. While cautious consumer and business
sentiment may limit near-term growth, the larger than expected rate cut is expected to provide stronger support for
demand and investment. Market pricing now suggests a strong possibility of another 25-basis point cut in November,
as policymakers aim to revive momentum and steer inflation sustainably toward the 2.0 percent target.

Figure 4:
Economic indicators - movement (%) or index value where stated

Latest period Previous period

0.5 0.9

GDP growth (QoQ)
March 2025 — June 2025 December 2024 — March 2024
GDP growth (YoY) . .
June 2024 - June 2025 March 2024 — March 2025
Inflation rate (YoY) - )
June 2024 - June 2025 March 2024 — March 2025
Unemployment rate ) ’
June 2025 March 2024
Business Confidence Index 49.7 47.8
August 2025 July 2025
Retail sales (YoY)* ) )
June 2024 - June 2025 September 2024 — September 2025
Interest rate ’ )
October 2025 September 2025
Estimated net migration (people) : "
End of year August 2025 End of year August 2024

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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Figure 6:
NZD forex forecasts
N N N N
USD 0.59 0.60 0.60 0.60 0.60
GBP 0.45 0.45 0.46 0.45 0.46
EUR 0.51 0.51 0.51 0.51 0.52
YUAN 4.25 4,26 4.30 427 4.3

Source: Turner & Townsend ANZ market intelligence report Q3 2025



Navigating uneven growth

Australia’s construction
sector navigates uneven
orowth and shifting
priorities.
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In the third quarter of 2025, Australia's construction industry is experiencing a period of transition with growth
patterns diverging across regions and sectors. While public investment in health, education and utilities continues to
anchor activity, the overall pace and spread of expansion remains uneven. Sector-specific headwinds, in addition to
high construction costs, relatively elevated interest rates and global economic uncertainty, are shaping distinct trends
across segments.

Queensland and Western Australia hold the strongest growth prospected in the national outlook. However, both
states remain in a holding pattern as budget allocations and spending timelines are being finalised. Early signs of
movement are emerging, with some procurement activity beginning to surface on a handful of major projects,
suggesting momentum may soon build.

New South Wales and South Australia appear better positioned than other states in the next tier, supported by a
relatively stronger pipeline from the public sector. Victoria continues to experience a step back in activity, with more
subdued conditions prevailing.

Non-residential construction is seeing growth in areas like data centres, healthcare facilities and manufacturing
plants, driven by long-term structural demand and strategic investment. Meanwhile, commercial developments such
as office buildings and retail developments remain sluggish, as the lingering effects of tight monetary policy continue
to weigh on feasibility and financing.

he residential sector is beginning to show signs of renewed activity, with a noticeable uptick in dwelling approvals
across several markets. However, growth is uneven, with different segment trends emerging in each state. This
divergence is being driven in part by state-specific policy responses, with governments individually rolling out
Initiatives to stimulate buyer demand and increase housing supply, including planning reforms and targeted
Incentives. These measures are helping to unlock pockets of activity, particularly in urban centres and growth
corridors where demand remains strong.

Despite these early signs, the broader residential recovery remains in its early stages. While lowering interest rates,
rising wages and limited housing stock are creating more favourable conditions for investment, a much greater

Increase in commencements is needed to the meet the federal housing target of 1.2 million new dwellings by 2029.
High construction costs and lingering investor caution continue to weigh on the pace of new development,
suggesting that sustained momentum will require further policy support and market confidence.

nfrastructure investment in Australia is shifting focus. Road and rail construction demand has peaked as more major

orojects near completion, following several years of robust development. Utilities are emerging as the next growth
frontier, driven by the country’s commitment to net zero emissions and the growing need for resilient energy systems
and a reliable water supply. This momentum is further amplified by the rapid expansion of data centres, which place

substantial demands on power networks and require robust, scalable infrastructure to support their operation and
growth.

These emerging opportunities represent a rise in technically complex and high-investment projects, yet they also
bring to light challenges in securing sufficient skilled labour to support delivery. This shift may strain resources and
Impact capacity across other segments of the construction industry, prompting concerns about workforce readiness
and sector-wide balance.

Figure 7:
Australia construction cost escalation
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