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From EY Australia Senior Economist, Paula Gadsby

The March quarter National Accounts show the Australian economy was already losing momentum
at the start of 2026, ahead of the full effects of the Middle East conflict and recent rate hikes by
the Reserve Bank. The quarterly growth rate of 0.3 per cent was weaker than market expectations
and down from 0.9 per cent in December 2025.

Data centres helped power growth in the Australian economy for the third consecutive quarter,
pushing investment in machinery and equipment up 16.3 per cent, faster than the mining
investment boom peak in 2012. However, with the majority of data centre equipment imported,
this offset the gains as net exports detracted 0.8 percentage points from GDP growth. Weaker
shipments of iron ore and coal due to cyclone disruptions, along with falling education services
exports, also weighed on the result.

Other areas of private demand point to a softer story. Business investment outside of data centres
appears weak and households faced higher costs for essentials such as electricity as government
rebates came to an end. Weaker discretionary spending and falling consumption goods imports
suggests a weaker outlook for household consumption, in line with very low consumer sentiment.

The government sector made no contribution to GDP growth as the rise in spending on defence
assets and state government transport and health projects was offset by the ending of state
government energy bill relief.

The annual growth rate of 2.5 per cent was steady compared to last quarter and in line with
Australia's long-run average growth rate. Inflationary pressures are likely to persist, with
productivity growth continuing to lag and unit labour costs remaining elevated.

Today's result is unlikely to impact the Reserve Bank's deliberations at its June meeting and we
expect the board will need to tighten monetary policy further in the second half of this year.

While the full effects of the Middle East conflict, higher interest rates and inflation are yet to be
seen, the outlook for the Australian economy in 2026 does not look rosy. Cautious consumers,
softer business sentiment and a potential cooling in the housing market could compound these
impacts and weigh further on growth.

Paula Gadsby | Senior Economist, EY Australia



Annual GDP growth was unchanged in the March quarter and
remains positive in per capita terms
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Household consumption growth increased in the quarter,
driven by higher spending on essentials

Household consumption growth
contributions, % y/y
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3. The household saving ratio fell to 6.2 per cent, in line with its
10-year pre-pandemic average
Household saving ratio
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4. Reserve Bank rate hikes have raised interest costs marginally
and personal income taxes remain elevated

Interest on dwellings and income tax payable less social assistance benefits
% of disposable income
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5. Dwelling investment continued to rise in the March quarter
alongside higher approvals

Dwelling investment and approvals
(Index = 100, 2005)
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6. Productivity growth remains weak and well below the long run

average rate

Labour productivity (GDP per hour worked)
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7. Investment in new data centre equipment drove the increase in
capital expenditure

Capital expenditure - information media & telecommunications
Real, $b
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8. Business investment picked up, but remains well above pre-
COVID levels
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9. Unit labour costs were steady in the March quarter and remain
elevated, adding upward pressure to inflation

Labour costs
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10. Public demand remains well above the long run average share

of GDP

Public demand
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EY can help

The future is uncertain, but the path there
doesn’'t need to be.

Oceania Economics is an economic advisory
practice specialising in applied quantitative
analysis, combining the elements of
Economics, Policy and Strategy to provide
insights through modelling and data
visualisation.

We have a deep knowledge of the Australian
economy and the business environment,
offering a unique perspective in a rapidly
changing world.

We deliver:

= Economic scenario modelling and
economic impact assessments

= Macroeconomic modelling and forecasting
= Tailored Economic Insights

= Bespoke economic models and tools

= Deep labour market modelling capabilities
= Economic Policy Development

= Climate change modelling

For updates and analysis, visit
https://www.ey.com/en_au/services/econo
mics

Key contacts

Paula Gadsby

Senior Economist

Oceania Economics | Perth
EY Australia
paula.gadsby@au.ey.com

Nicholas Hordern

Senior Economist

Oceania Economics | Sydney
EY Australia
nicholas.hordern@au.ey.com
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EY | Building a better working world

EY is building a better working world by creating
new value for clients, people, society and the
planet, while building trust in capital markets.

Enabled by data, Al and advanced technology,
EY teams help clients shape the future with
confidence and develop answers for the most
pressing issues of today and tomorrow.

EY teams work across a full spectrum of
services in assurance, consulting, tax, strategy
and transactions. Fueled by sector insights,

a globally connected, multi-disciplinary network
and diverse ecosystem partners, EY teams can
provide services in more than 150 countries
and territories.

Allin to shape the future with confidence.

EY refers to the global organization, and may refer to one or more, of
the member firms of Ernst & Young Global Limited, each of which is a
separate legal entity. Ernst & Young Global Limited, a UK company
limited by guarantee, does not provide services to clients.
Information about how EY collects and uses personal data and a
description of the rights individuals have under data protection
legislation are available via ey.com/privacy. EY member firms do not
practice law where prohibited by local laws. For more information
about our organization, please visit ey.com.
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All Rights Reserved.
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This communication provides general information which is current at the time
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without limitation, for any direct or indirect or consequential costs, loss or
damage or loss of profits) arising from anything done or omitted to be done by
any party in reliance, whether wholly or partially, on any of the information.
Any party that relies on the information does so at its own risk. Liability limited
by a scheme approved under Professional Standards Legislation.

ey.com



	Default Section
	Slide 1
	Slide 2
	Slide 3
	Slide 4
	Slide 5
	Slide 6
	Slide 7
	Slide 8


