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Retail Spending Pulse.
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« New Zealanders have been keeping their credit
cards in their wallets, with retail spending
growth remaining weak in the early part of
theyear.

« Financial pressures, including higher mortgage
rates, have been a particular drag on spending
on discretionary items like furnishings and
dining out.

+ In most parts of the country, spending growth
has fallen below the rate of population
growth, with particular softness in Auckland
and Wellington.

Annual spending growth (rolling three-month averages)
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Cruel Summer.

New Zealand’s retail sector has been looking very flat
in the early part of the year. Our tracker of spending

on Westpac issued debit and credit cards showed that
spending levels in the three months to March were up
just 1.3% on the same time last year.' That’s a slowdown
from the already soft rates of growth that we've seen in
recent months, and well below the rates of growth we
saw last year.

The weakness in spending reflects the continuing squeeze
on households’ finances. Consumer prices rose by 4%
over the past year, which has eaten away at households’
purchasing power. There have been particularly large
increases in the costs of necessities like food, housing
and utilities, which has been especially tough for those
families on lower incomes.

Many households have also been grappling with high
mortgage rates. On average households with mortgages
are now spending around 18% of their disposable
incomes on interest costs (up from around 10% in 2029).
These high debt servicing costs have seen spending by
households with mortgages effectively stall. In contrast,
spending by households without mortgages was up
modestly, rising by 2%.

1 This data excludes spending on non-chip EFTPOS cards. It also adjusts for the additional leap-day in February this year.
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Over the coming months we will see some further
increase in households’ interest costs as borrowers
continue to roll off earlier lower fixed mortgage rates, and
that will continue to be a brake on spending. However,
those increases in borrowing costs are likely to be much
more modest than the very large increases that we saw
over the past year.

Spending on interest costs (households with mortgages)
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Discretionary spending being wound back.

The weakness in spending has been widespread, with
households cutting their discretionary purchases in the
face of ongoing financial headwinds and a softening
economic outlook. Spending on recreational activities
has been especially weak, with spending on dining out
down 8% and spending on other entertainment activities
down 7%.

And it’s not just spending on services that’s taken a
knock. Spending on apparel has fallen 6% and spending
on furniture is down nearly 8%. Consistent with that
softness in spending and the drag from high interest
rates, we're seeing prices in these areas dropping back,
with the latest CPI figures showing falls in the prices of
many household durables and clothing items in the early
part of the year.

The one category that continues to buck the trend is
spending on travel with the post-pandemic recovery in
travel and tourism continuing.
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Spending weak across the country despite
strong population growth.

The weakness in spending is even more notable given the
strength in population growth. In fact, as the charts over
the page show, in most parts of the country spending
growth has fallen below the rate of population growth,
signalling outright falls in per capita spending levels.

Spending appetites are looking particularly soggy in
Auckland. With Auckland attracting the lion’s share of
new migrants, we estimate the region’s population has
grown by more than 3% over the past year. However,
spending levels in the region are up just 0.4%. Auckland’s
labour market has been softening, with unemployment
rising to 4.2%. On top of that, many households in the
region have been grappling with large increases in
housing costs - In addition to high house prices and
increases in mortgage interest rates, housing rents in the
region are up nearly 5%.

Households in Wellington have also been increasingly
cautious about their spending, with spending levels
down nearly 1% over the past year. Over the same
period, Wellington’s population has grown by around 1%.
During our recent talks with businesses in the Capital
(summarised in our latest Regional Roundup report),
many of those we spoke to reported increasingly tough
trading conditions, with cutbacks in the public sector
flowing through to broader nervousness about economic
conditions in the region and related softness in spending.
We expect spending levels in Wellington will remain
subdued over the year ahead.

We've also seen weak conditions at the top of the South
Island, though it’s a mixed picture across the region. Our
recent discussions with businesses have highlighted
softness in Nelson and Marlborough, with spending more
resilient in the Tasman and West Coast regions.

The Hawke’s Bay and Gisborne have seen stronger
spending growth than other parts of the country.
However, that’s in part due to the recovery in spending
following last year’s severe weather. Underneath the
surface, businesses in the region are reporting that
demand has become patchy, with increasing softness in
sales of non-necessities.
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https://www.westpac.co.nz/assets/Business/tools-rates-fees/documents/economic-updates/2024/Other/Regional-Roundup_Economic_report_03Apr24.pdf

Spending and population growth by region - Upper North Island
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Spending and population growth by region - South Island(three
months to March vs same time last year)
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