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NZ Q1 retail sales volumes rose 0.9%

* Real retail sales rose 0.9% in the March quarter, as purchas-
es of big-ticket items returned to normal levels following the
post-GST hangover in 04.

* Spending fell in Canterbury after the February earthquake,
and higher fuel prices weighed on volumes, but spending
elsewhere was fairly resilient.

* Today’s result was in line with expectations, and does not
alter the outlook for an OCR hike in December.

New Zealand consumers started to crack open their wallets again in
the early part of this year, even if it was only to blow some of the
cobwebs out. Retail sales volumes rose 0.9% in the March quarter,
just barely reversing their decline through the second half of 2010.
While the return to a growth path is encouraging, the level of sales
remains far below pre-recession levels and a catch-up is likely to be
several years away.

The rise in Q1 sales was in part due to the easy gains to be made after
the post-GST hangover. Last year, purchases of some big-ticket items
were brought forward into September to beat the 1 October increase
in GST; although the tax hike would only have made a small difference
to sticker prices (+2.2% if fully passed on), it was also a cost that was
entirely avoidable. The consequence was that sales of big-ticket items
were below trend in the months after the GST hike, and were notably
weak in the Christmas shopping period. The Q1 survey saw sales rise
back to more normal levels, led by furniture (+8.0%), vehicles (+6.3%)
and electronic goods (+4.1%).

Outside these categories, sales volumes were relatively steady. Fuel
volumes (-3.9%) were weighed down by the disincentive of sharply
higher prices (up nearly 10% for the quarter), but this doesn’t seem
to have been a significant drag on consumers’ willingness to spend
elsewhere. In total, retail sales by value were up by 2%, the biggest
quarterly increase in four years.

The regional breakdown hinted at the impact of the Christchurch
earthquake on 22 February, although Statistics NZ warns against
placing too much weight on this measure (the retail survey is based
on the location of the reporting entity, rather than where the sales
occur). Spending by value was down 2.2% in the Canterbury region,
compared to the growth that was seen consistently across the rest of
the country, ranging from +3.2% in Auckland and Waikato to +2.0% in
the rest of the South Island.

One curious, though not crucial, aspect of the retail survey was a

32% rise in non-store and commission-based sales. This is a small
and volatile category that was recently added to the survey, and we
don’t have a strong feel for what goes into it (clothing and accessories
make up about a third of the deflator). One possibility is that it could
be a quake effect: with the Christchurch CBD closed off for half of
the March quarter, both buyers and sellers may have turned to other
sales channels.

Market implications

The renewed momentum in retail sales growth is an encouraging sign,
but the severely depressed level of sales means that there is still little
joy for retailers. In per capita terms, sales volumes are still a whopping
8.5% below their early 2007 high, and are only 1.7% above their trough
from two years ago. Our view is that, without the conditions for a
repeat of last decade’s house price boom, consumer spending growth
will be more constrained by the pace of income growth in coming
years. That implies that a return to the pre-recession level of sales
could be several years away.

We can’t give an immediate assessment of the implications for GDP,
as the retail component of GDP is prepared on a slightly different
basis to today’s release. That said, today’s result was right on our
expectation, so is unlikely to alter our current forecast of 0.2% growth
in March quarter GDP.
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Today’s result is consistent with the Reserve Bank’s views both that
the economy is regaining momentum, and that consumer spending
will play a relatively subdued role in the recovery. We agree with the
Reserve Bank that the next OCR hike is most likely to be in December.

Dominick Stephens, Chief Economist, Ph: (64-9) 336 5671
Michael Gordon, Senior Economist, Ph: (64-9) 336 5670

For further information, questions or comments contact Dominick Stephens, telephone (09) 336 567 1, email dominick_stephens@westpac.co.nz

For all clients: Westpac Institutional Bank is a division of Westpac Banking Corporation ABN 33 007 457 141, incorporated in Australia (“Westpac”). The information contained in this report: does not constitute an
offer, or a solicitation of an offer, to subscribe for or purchase any securities or other financial instrument;- does not constitute an offer, inducement or solicitation to enter a legally binding contract; and is not to be
construed as an indication or prediction of future results. The information is general and preliminary information only and while Westpac has made every effort to ensure that information is free from error, Westpac
does not warrant the accuracy, adequacy or completeness of the Information. The Information may contain material provided directly by third parties and while such material is published with necessary permission,
Westpac accepts no responsibility for the accuracy or completeness of any such material. In preparing the Information, Westpac has not taken into consideration the financial situation, investment objectives or
particular needs of any particular investor and recommends that investors seek independent advice before acting on the Information. Certain types of transactions, including those involving futures, options and high
yield securities give rise to substantial risk and are not suitable for all investors. Except where contrary to law, Westpac intends by this notice to exclude liability for the information. The information is subject to change
without notice. Westpac expressly prohibits you from passing on this document to any third party. Westpac Banking Corporation is registered in England as a branch (branch number BR0O00106) and is authorised
and regulated by The Financial Services Authority. Westpac Europe Limited is a company registered in England (number 05660023) and is authorised and regulated by The Financial Services Authority. © 2011

For Australian clients: WARNING - This document is provided to you solely for your own use and in your capacity as a wholesale client of Westpac.

1 WEB: 3411



