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Economic Note

e Total card spending rose in August, with the FIFA Women’s World Cup clearly boosting retail spending.

e The August lift will have been a welcome change of pace for retailers in what’s been a slow first half to 2023.

o Nevertheless, we expect recent trends will resume from September as the FIFA boost unwinds.

ECT
Actual ASB
Total retail ECT (mom) 0.7 1.4
yoy 3.7
Core retail ECT (mom) 0.6
yoy 4.2
Total ECT (mom) 0.9
yoy 5.7

Total card spending rose in August, with the lift in activity likely to be a welcome change of pace for retailers across
New Zealand. Card spending lifted across all sub-measures, including a 0.7% mom rise in headline retail spending,
slightly below our forecast. Some of the rise in activity

looks likely to be due to the FIFA Women’s World Cup 2019M12 =100
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soon and we expect electronic card transactions will
return to pre-World Cup trends for at least the = Total = Core Retail ~ Total Retail
remainder of 2023. Source: Macrobond, ASB

It’s not all doom and gloom for retailers though. Population growth, thanks to high levels of net migration, is a
tailwind for both consumption and the housing market. We expect that population growth will help to put a floor
under spending, even if per-capita levels continue to decline. Consumer spending could end up being more robust

Kim Mundy — Senior Economist (027 404 3204) kim.mundy@asb.co.nz

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



mailto:mark.smith4@asb.co.nz

than anticipated if migration data continues to be upwardly revised, as we’ve seen in other data from Stats NZ this
morning.

However, at this stage, soggy underlying consumer spending is consistent with our view that the OCR’s current level
of 5.5% OCR is likely to be the peak this cycle. But, with inflation running at 6% and still well above the RBNZ’s 1-3%
inflation target, talk of OCR cuts remains premature.

Retail electronic card spending rose by 0.7% mom in August in seasonally-adjusted terms, slightly less than our
forecast. Core spending (which excludes fuel and vehicle spending) rose 0.6% over the month (4.2% yoy) while total
retail spending (including non-retail and services) rose 0.9% (5.7% yoy).

Five out of the eight categories rose in August (figures below are seasonally adjusted unless otherwise stated):

- Therise in core spending was driven by a 2.5% mom lift in apparel spending (+0.2% yoy). Some of that boost
may represent people buying merch in support of their favourite football team. Elsewhere, consumables (-0.1%
mom), hospitality (-4.2% mom) and durables (-0.7%
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- Fuel spending surged 13.5% mom, following a 20 |
13.8% rise in petrol prices over the month. With 20
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resulted in less spending in other categories.
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- Non-retail spending (which includes health care Hospitality == Apparel, SA == Durables, SA == Consumables, 54
and travel) rose 1.1% mom (+11.5% yoy). Again,

this bump in non-retail spending in August likely

Source: Macrobond, ASB

reflects World Cup related movements.

- Services spending (which includes repair and maintenance, personal care and other personal services) jumped
a sizeable 3.5% mom (+6.8% yoy), more than offsetting July’s 3.1% mom fall. The ongoing switch in consumer
spending behaviour back to pre-COVID norms is likely to be helping underpin services spending.

It’s clearly a tough economic environment for many households at the moment, and with inflation proving slow to
decline and interest rate cuts still a future prospect, that’s unlikely to change any time soon. On a per-capita basis,
we expect the current household consumption recession to continue. However, the population is growing thanks to
strong net migration and that will help to put a floor under aggregate consumer spending. To the extent that strong
net migration supports house prices, there could also be an additional boost to spending via the housing market
channel.

Nevertheless, the soggy undertone to consumer spending will remain a relief to the RBNZ as it tries to bring
inflation back to target. The fact that there is unlikely to be a strong turnaround in consumer spending any time soon
is consistent with our view that the current 5.5% OCR is likely the peak. But inflation is high and, as a result, OCR cuts
are unlikely to be entertained until well into 2024.
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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 August 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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