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Modest COVID-19 hit, but significantly more in store for Q2
•

•
•

More modest than expected contraction in retail volumes in Q1, but some signs of a COVID-19 impact with
surging supermarket sales offset by weaker hospitality and accommodation retail.
We expect a record Q2 contraction in retail volumes given the impact of the lockdown for non-essential retail
earlier in this period.
Easing restrictions on non-essential retail and pent-up demand should trigger a retail rebound, but we still
expect a close to 10% fall over 2020, given widespread job losses and the weak economic backdrop.
Retail Sales: 2020Q1
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Summary & implications
The fall in Q1 retail volumes was milder than we had expected. Signs of a COVID-19 impact were evident in the Q1
figures, with panic buying supporting supermarket sales, but with accommodation, apparel and hospitality retail well
down. Durables spending was mixed, part of which looks to be related to COVID-19 impacts. We expect Q2 to be the
low-water mark for the retail sector, followed by a modest recovery. Widespread job losses and the weak economy
are expected to encourage spending restraint with discretionary and durables retail likely to remain under pressure
over 2020 and potentially into 2021.
The milder than expected fall in Q1 in retail trade volumes suggests some modest upside risk to our -0.5% qoq pick for
Q1 GDP. The retail trade figures are one of the earlier published inputs to GDP. However, retail spending looks to
have run into a brick wall in Q2 as the COVID-19 outbreak and associated restrictions took effect.
The easing of restrictions and pent-up demand is expected to see retail volumes rebound in the second half of the
year, but we expect overall retail volumes to be around 10% lower over 2020. We expect consumers to rein in
discretionary and durable spending and to look for cheaper alternatives elsewhere.

Details
Retail trade spending volumes declined 0.7% in Q1, marking the first contraction in the quarterly retail sales
volumes since mid-2015 and the largest decline in eight years.

Mark Smith – Senior Economist (649) 301-5657 mark.smith4@asb.co.nz

Please refer to the important disclosures at the end of this document.

The contraction in retail volumes was driven (no pun
intended) by sharply falling motor vehicle retail (down 7.5%
qoq) that had earlier been signalled by a sharp fall in car
registrations. Core retail volumes (which exclude fuel and
vehicle-related spending) actually rose 0.6% qoq. Annual
spending volume growth in the March 2020 year eased to
2.3%, its lowest in close to 9 years, whereas annual growth in
core retail ticked up to 4%.
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There has been a notable deceleration in the pace of retail
activity. There were sizeable revisions to previous quarters,
with Q4 2019 retail volumes now essentially flat (previously
+0.7% qoq). As a result, the pace of total retail volume growth
over the last 6 months has slowed to around a 1% annualised
pace for overall volumes, the lowest in 9 years. The 2.4%
annualised growth in core volumes was the lowest in close to
8 years.
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Quarterly movements for most retail categories were pronounced. Activity fell in 8 of the 15 retail sub-groups (6 of
12 core sub-groups).
Even though we expect significantly more of the impact of COVID-19 to impact in Q2 (and beyond), the Q1 figures
still showed likely signs of COVID-19 impacts:
-

-

Panic buying in supermarkets look to
have underpinned an 8.5% qoq rise in
supermarket sales volumes for the
quarter, taking their level to a record
high. Liquor retailing also rose strongly
(+6.1% qoq).
Fuel retailing might have been classified
as essential and able to remain open
over all of Q1, but the early part of the
lockdown looks to have dented demand
with fuel retail volumes down 1.1% in
Q1. Pharmaceutical volumes also
declined in Q1, but this followed
sizeable rises in H2 2019.
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The progressive tightening in travel
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restrictions from early February and
increasing restrictions on domestic travel towards the end of the quarter contributed to sizeable declines in
accommodation (-9.3% qoq) and food & beverage services (-6.7% qoq).

-

Tightening restrictions as NZ moved up the COVID-19 Alert scale prompted some closures of non-essential retail.
Apparel (-6.6% qoq), furniture (-6.2% qoq) and motor vehicle (-7.5% qoq) retail copped heavy falls.

-

Consumers also likely stocked up on additional items that would make a potential period in lockdown more
comfortable. Appliance and electrical and electronic retail volumes (+1.3% qoq) and hardware volumes (+1.5%
qoq) rose, with the former having earlier been boosted by the Black Friday Sales at the end of last year.
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Viewing the changes in retail spending values
over the March 2020 year by retail sub-group
(see above chart) shows that supermarket
sales have been the major outperformer over
that period in terms of dollar increases in
sales. Pharmaceutical sales values have
increased, with the Q1 contraction in retail
volumes likely to reverse in subsequent
quarters. The durable sector was a mixed bag.
Solid increases remained evident for hardware
stores and electrical and electronic goods.
Sharp falls in motor vehicle sales in Q1 saw a
contraction in sales in this category. Sales in
the hospitality sector are tracking well below
where they were a year ago, with this
underperformance to continue for a while yet.
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There is more to come, and we expect a
record contraction in retail volumes in Q2.
We have pencilled in around a one-third contraction to overall retail volumes given that non-essential retail was
effectively shut for much of April. While the shift to Level 2 halfway through the quarter has meant that more of the
retail sector is operational, levels of retail spending are still expected to be well below ‘normal’ given the physical
distancing requirements. Of the broad retail categories (see chart above), we expect essential retail to continue to
fare reasonably well (modest falls, with easing Alert levels seeing a pullback in panic buying). However, durable and
other retail (which includes hospitality, accommodation and other retail linked to the tourism sector) are expected to
suffer larger proportionate falls.
The hopeful easing of restrictions and pent-up demand is expected to see retail volumes rebound in the second half
of the year, but we expect overall retail volumes to be around 10% lower over 2020, with more sizeable falls for
hospitality and accommodation retail. Fiscal and monetary policy settings are at full throttle, but widespread job
losses, falling house prices and a weak outlook for tourism means that 2020 will be a difficult year for most
retailers. We expect consumers to rein in discretionary and durable spending. Even within retail categories we expect
consumers to look for cheaper alternatives. Next year may not be markedly better for some.

ASB Economics & Research
Chief Economist
Senior Economist
Senior Economist
Senior Economist
Senior Rural Economist
Senior Economist, Wealth
Data & Publication Manager
www.asb.co.nz/economics

Nick Tuffley
Mark Smith
Jane Turner
Mike Jones
Nathan Penny
Chris Tennent-Brown
Judith Pinto

nick.tuffley@asb.co.nz
mark.smith4@asb.co.nz
jane.turner@asb.co.nz
mike.jones@asb.co.nz
nathan.penny@asb.co.nz
chris.tennent-brown@asb.co.nz
judith.pinto@asb.co.nz

Phone
(649) 301 5659
(649) 301 5957
(649) 301 5853
(649) 301 5661
(649) 448 8778
(649) 301 5915
(649) 301 5660
@ASBMarkets

Economic Update | 22 May 2020

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.

Economic Update | 22 May 2020

