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Higher fuel prices weigh on retail sector




Retail sector volumes stall in Q3, with higher fuel prices weighing on wider retail volumes.
Sector details were mixed, with retail momentum trending lower over 2018.
Flat Q3 retail volumes suggest some downside risk to our +0.6% qoq Q3 GDP pick. Changes to the OCR look
some way off.

Total volumes (qoq)
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0.0%
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0.6%
1.2%

Market
1.0%

ASB
0.6%

Summary & implications
Q3 retail volumes were considerably weaker than expected and were inconsistent with 2% qoq prints for Q3
electronic card spending and consumer sentiment. Rising fuel prices look to have weighed on retail sector volumes.
The retail figures suggest quarterly economic momentum may have slowed after a strong Q2, and suggests some
downside risk to our +0.6% qoq pick for Q3 GDP. We expect that the more recent falls in retail fuel prices, the tight
labour market, continued government support, and increasing wages and higher producer incomes should translate
into a reasonable Xmas for retailers. However, a nervous couple of months lie ahead. Changes to OCR settings look
some way off and we do not expect any moves until 2020.

Details
Retail trade spending volumes were flat over Q3, considerably
weaker than the market consensus (+1.0 % qoq) and our belowconsensus +0.6% qoq pick. On an annual basis, total volume
spending growth ticked up to 4.0%. Core retail spending (excluding
fuel and vehicle-related) showed slightly more vigour, with volumes
up 0.4% qoq (3.4% yoy). The figures were consistent with a
selection of indicators, including the Q3 decline in house sales
volumes, falling vehicle registrations and weaker consumer
confidence, which had pointed to a softening in retail momentum.
Retail values rose just 0.6% qoq (4.0% yoy) and core values climbed
0.3% qoq (3.4% yoy). This was considerably weaker than indicated
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by electronic card spending values (which surged 2%+ qoq for both retail and core). The retail sales deflator rose by
0.6% qoq (+1.2% yoy). The impact of rising fuel prices was clearly evident, with fuel spending values up 7.7% qoq
(18.4% yoy). Higher spending on fuel looks to have dampened spending in other areas. Prices fell 0.1% qoq for core
retail sales (-0.4% yoy), considerably milder than the 0.9% qoq increase in consumer prices (+1.9% yoy) and suggesting
core inflationary pressures remain low.
Q3 was a mixed bag, with volumes in eight of the 15 retail sub-groups rising. It looks as though the boost to lowerincome households from the Government’s Families Package provided a boost to pockets of the retail sector, with
department store sales (+7.4% qoq) particularly strong. Fuel volumes actually rose in Q3, with higher fuel prices yet to
impact on vehicle use. The 2.3% fall in motor vehicle retail volumes was consistent with lower vehicle registrations.
Cooling house sales volumes translated into sluggish sales for furniture (-1.2%), but electrical retail volumes posted
another solid increase (+1.0% qoq), as did apparel volumes. The booming inbound tourism market was evidenced by
higher accommodation volumes (+1.6% qoq, 4.6% yoy) and liquor sales (+1.8% qoq), but food and beverage services
volumes fell.
There were regional contrasts, with provincial retail significantly
outperforming the major centres. Retail sales values were flat in
Auckland, with annual retail value growth at just 3.1%, the lowest
since 2009. Wellington retail values managed a moderate 0.5% qoq
increase (+4.3% yoy). Retail values showed more vigour in other
North Island centres, with strong. Waikato retail values surged 2.2%
in Q3 (7.3% yoy), with particularly strong growth in the Bay of Plenty
(6.6% yoy), Hawkes Bay (+5.8% yoy) and Manawatu (+5.7% yoy),
Sales growth was ore sluggish in the South Island, with annual value
growth down to 2.5% yoy. Retail sales values fell 1.5% qoq
seasonally adjusted in Canterbury, and were up just 1.5% compared
to a year ago, the lowest in two years.
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On a trend basis, retail volume growth over the middle of 2018
looks to have eased further. Annualised growth in retail volumes for the middle six months of 2018 was around 2.3%
as opposed to the 5-6% rates in the middle of 2017. Core volume growth (+3.6%) also slowed.
We believe that household spending growth will be increasingly driven by developments on the income side of the
economy. Given recent sluggishness in nationwide residential property %
ANNUALISED RETAIL VOLUMES GROWTH
6m averages
prices (the picture looks considerably brighter outside of Auckland and 12
Christchurch) and the recent slide in global equity values, this is just as 10
8
well.
6

Be that as it may, however, flat retail volumes growth suggests
economic momentum slowed after a strong Q2, and suggests some
downside risk to our +0.6% qoq pick for Q3 GDP. Easing retail fuel
prices, the tight labour market, continued government support,
increasing wages and higher producer incomes should translate into a
reasonable Xmas for retailers, but a nervous couple of months lie
ahead. Changes to OCR settings, either on the upside or downside, look
some way off and we do not expect any moves until 2020.
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Disclaimer
This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or
needs. Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard
to your objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.
We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based
on the information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as
to accuracy, reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this
document are subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed
elsewhere by ASB Bank Limited. We are under no obligation to, and do not, update or keep current the information contained in this document.
Neither ASB nor any person involved in the preparation of this document accepts any liability for any loss or damage arising out of the use of all or
any part of this document.
Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to
contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant
that any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.
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