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The holiday blues.

Consumer confidence indices
- Consumer confidence has continued to fall,
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The holiday season is upon us. And although the celebrations
may be underway, New Zealand households are not feeling all
that festive, with consumer confidence continuing to tumble
over the past few months.
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The Westpac McDermott Miller Consumer Confidence Index
fell 3.6 points in the December quarter. That drop followed

a similarly sharp fall last quarter and leaves confidence at a
level of 99.1. With confidence below the 100 mark, this means
that there are now more New Zealanders who are pessimistic
about the economic environment than there are those who
are optimistic.

The months since our last survey have been a mixed bag for the
New Zealand economy. Since September we’ve seen activity
restrictions being gradually rolled back. The labour market has
remained in good health. And spending has been on the rise.

However, other developments have put a dampener on the
party, with two developments in particular likely to account for
much of the pessimism we’ve seen.

First is that mortgage interest rates have started to push
higher, and forecasters - including ourselves - expect that
they will continue to rise over the coming year. For many
households, higher interest rates will have already taken a bite
out of their disposable incomes, and many more will face re-
fixing at higher interest rates over the coming year.

The other big development in recent weeks has been the
emergence of the omicron variant. Reports on this new strain
were hitting the headlines at the start of December, right at the
time we were polling households. And with the country having
just emerged from the Delta lockdown, that’s likely to have
stoked fears about the risks to health and the possibility that
activity restrictions could be reimposed over the summer.

Against this backdrop, households have become increasingly
pessimistic about the outlook for economic conditions over the
next few years.

But it’s not just worries about the general economic landscape
that are causing concern. Many households have reported that
their personal financial position has deteriorated over the past
year, and a growing number expect their finances will come
under pressure in the new year.

Are you better or worse off financially than a year ago?
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In part, households’ increased concern about their financial
position is likely to reflect increases in borrowing costs.
However, many households will also be grappling with the
sharp lift in the prices of many consumer goods over the past
year. Consumer prices rose by 4.9% over the past year. That’s
the fastest pace in a decade. And for many households, wage

growth won’t have kept pace, meaning their purchasing power
will have been squeezed. Importantly, we’re seeing no sign that
inflation pressures will let up anytime soon, meaning that this
is likely to become an issue for a growing number of households
in the new year.

The rest of New Zealand is really
missing Aucklanders.

Confidence is at low levels in every part of the country, but
there are some differences across regions.

Consumer confidence by region
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Auckland is one of the few areas where confidence picked up
in December (albeit modestly). That modest improvement in
sentiment likely reflects that, after a protracted lockdown,
those in our largest city are now enjoying some well-earned
freedoms. That’s been very obvious walking around the
Auckland Viaduct during the warm summer evenings, with
spending in bars and restaurants on the rise again.

Consumer confidence by region

Dec-21 Sep-21 Change

Northland 90.7 103.2 -12.5
Auckland 102.9 101.4 1.5
Waikato 97 105.8 -8.8
Bay of Plenty 91.7 107.9 -16.2
Gisborne/Hawke's Bay 95.7 101.5 -5.8
Taranaki/Manawatu-Whanganui 103.7 103 0.7
Wellington 106.7 106.7 (0]
Nelson/Marlborough/West Coast 94.6 98.8 -4.2
Canterbury 94.2 103.2 -9
Otago 94.5 94.3 0.2
Southland 89.1 97.8 -8.7
Nationwide 99.1 102.7 -3.6

However, confidence has fallen in most other regions,

with sharp falls seen in many parts of the North Island and
right throughout the South Island. In tourist hot spots like
Queenstown, Nelson and the Bay of Plenty, that likely reflects
that social distancing requirements and a lack of tourists from
Auckland have been a significant drag on economic conditions.
However, given widespread and large falls in confidence over
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the past months, it’s clear that households are also worried
about the economic situation more generally.

Our recent Westpac Regional Roundup' takes a closer look at
economic trends across the country.

All I want for Christmas is consumer
electronics, home renovation
supplies, new furniture...

On top of concerns about the economic outlook, households
are also apprehensive about making major purchases. Despite
rising slightly over the past quarter, the number of households
who think it’s a good time to buy a major household item
continues to languish at low levels.

However rather than signalling weakness in spending appetites
over the holiday season, this apprehension likely reflects some
well publicised difficulties in the retail sector. That includes
widespread disruptions to global supply chains and large
increases in shipping costs. Combined, those factors have
meant that supplies of some consumer goods are limited. It’s
also meant that the prices for many in demand items have
been rising rapidly. But despite those disruptions, retailers who
have been able to source stocks have actually reported solid
levels of consumer demand. In fact, recent weeks have seen
households spending up on a range of durable household items
like furnishings and recreational equipment.

Is this a good or bad time to buy a major household item?
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Here’s to a happy and financial
prudent new year.

While spending has remained resilient in recent months, the
drop in consumer confidence does indicate some downside

for consumer demand in the new year. We already expect

that household balance sheets will come under pressure

over the coming years as mortgage rates push higher and

the housing market slows. Spending appetites will also be
challenged by continued uncertainty around the evolving Covid
situation. However, the anticipated slowdown is expected to
be moderate, with the strong labour market and robust export
earnings still helping to buffer household incomes.

Survey description.

The Westpac McDermott Miller Consumer Confidence

Index summarises the net balance of optimistic/pessimistic
responses to five questions: how households’ financial situation
has changed over the past year; whether now is a good time

to buy a major household item; how households expect their
financial situation to change over the coming year; and near
term and longer-term prospects for the New Zealand economy
as awhole.

The first two of these questions are summarised in the Present
Conditions Index, and the last three are summarised in the
Expected Conditions Index. An index number over 100 indicates
that optimists outnumber pessimists, though the series may

be above or below 100 on average. The survey also includes
questions on respondents’ spending on entertainment and
eating out, and on what they would do with a $10,000 windfall.

Survey interviews were conducted over the period 1-12
December 2021. The sample size was 1,558.

Do you expect to be better or worse off financially in a year’s time?
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Do you expect good or bad economic times over the coming years?
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https://www.westpac.co.nz/assets/Business/tools-rates-fees/documents/economic-updates/2021/Other/Regional-Roundup-Dec-21-Westpac-NZ.pdf
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