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FY17 retail growth was strong at 3.7% (nominal 5.5%) and continued to outpace the broader economy, with GDP growing 2.7%*.
Retail growth in FY17 was spread across the country, with the exception of Canterbury, which had no growth in FY17 as the
earthquake rebuild has now peaked. Growth in the regions is likely due to the recovery of dairy prices and property price
appreciation spreading from Auckland to the rest of the country.
Record levels of tourism and net migration continued to fuel retail growth, with accommodation, food and beverage services,
electronics, hardware and homewares sectors all continuing to report strong growth.
Online retail continues to grow, up 14.0% in FY17, with international online retailers now taking 44.2% of online spend by New
Zealand consumers, up from 32.1% in 2010. New Zealand retailers need to improve their online offering to defend themselves,
especially as research shows 80% of US in-store purchasing is now digitally influenced (i.e. researched online). Online retail is no
longer about the 7.5% of transactions that occur online, it is about the research consumers conduct online before purchasing
in-store. This is particularly critical with the announcement of Amazon’s arrival in Australasia in 2017.
We saw a number of retail failures in FY17, including Pumpkin Patch, Shanton, Hardy’s Healthy Living, David Lawrence/Marcs,
Banks Shoes, Nosh and PK Furniture, with Topshop New Zealand falling into receivership in August 2017. Despite this, the
outlook appears positive with forecast continued GDP growth, reflected in improved consumer confidence. Key risks continue to
be external shocks such as a property market correction or global geopolitical instability.

CORE RETAIL INDUSTRIES (“RETAIL”)** GROWTH CONTINUES TO OUTPACE GDP
FY17 real retail sales grew 3.7% (nominal 5.5%), contributing 7.1% of New Zealand’s GDP and outpacing GDP growth of 2.7%*.
As detailed later in this report, retail growth varied significantly across segments and regions.
LTM real retail and GDP growth

Source: Statistics NZ

*GDP growth for 12 months ended 30 June 2017 vs. 12 months ended 30 June 2016. Growth of 2.5% recently reported in the media is comparing the quarter ended
30 June 2017 to the quarter ended 30 June 2016.
**Retail industries reported by Statistics NZ, excluding fuel and motor vehicles and parts
FY = 12 months ended 30 June 20xx
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CANTERBURY STALLS, REST OF COUNTRY SHOWS STRONG GROWTH
Continued record levels of immigration and tourism have driven strong retail growth, aided by a recovery in dairy prices boosting
consumption in the regions. Wellington has recovered from anaemic growth in FY16, likely driven by strong house price growth.
Christchurch (Canterbury) has now truly gone past the peak post-earthquake rebuild, with retail growth flat or negative in real
terms if you consider cumulative CPI of 2.1% over the last two years.
Retail growth by region FY16 and FY17 (includes non-core retail, seasonally adjusted)

Source: Statistics NZ

CONSUMER CONFIDENCE IMPROVED AS EXPECTED
Consumer confidence has risen since our report last year and is at the highest level since early 2015. Gains in confidence have
been widespread, both geographically and by income levels. The rise in consumer sentiment reflects improved confidence
in the economic outlook with increasing numbers of households expecting economic conditions to improve over the coming
year. Importantly, households expect that this will pass through to an improvement in their own financial position. Last year we
reported that Kiwis appeared unjustifiably pessimistic and it is pleasing to see that consumer confidence has risen in the periods
subsequent to better reflect underlying economic fundamentals.
Retail growth and consumer confidence (quarterly)

Source: Statistics NZ; Westpac Consumer Confidence Report (June 2017)

IN RETAIL (NEW ZEALAND)
FY17 IN REVIEW
RETAIL GROWTH CONTINUES TO BE DRIVEN BY TOURISM, IMMIGRATION AND HOUSING
■■

Accommodation and food and beverage services grew strongly in both FY16 and FY17 due to continued record levels of
international visitors, with the Ministry of Business, Innovation and Employment (“MBIE”) forecasting continued growth of
4.8% per annum to 4.9 million visitors per annum in 2023* (the end of MBIE’s forecast period), from 3.7 million in FY17.
*Source: New Zealand Tourism Forecasts 2017-2023, MBIE, May 2017

■■

Electrical and electronic goods, hardware, building and garden supplies and furniture, floor coverings, houseware
and textiles grew strongly in both FY16 and FY17, primarily due to record levels of net migration and rising house prices.
Although migration continues to set records, house prices appear to have plateaued and many political parties are
campaigning on lowering migration, which may pose a risk to these categories in the future.

Retail growth by category FY16 and FY17 (seasonally adjusted)

Source: Statistics NZ

FY17 retail categories

Source: Statistics NZ
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TOURISM GROWTH CONTINUES
Accommodation and food and beverage services grew 11.2% and 8.9% respectively in FY17, following similar strong growth in
FY16. This growth correlates strongly (0.99 correlation) with the continued growth in international visitor arrivals (tourism) to
3.7 million in FY17, an increase of 14.1% in the last 12 months. With MBIE forecasting continued growth of 4.8% per annum to 4.9
million visitors per annum by 2023*, the outlook continues to appear positive, barring any major geopolitical incident.
*Source: New Zealand Tourism Forecasts 2017-2023, MBIE, May 2017

Food and beverage services and accommodation retail, and international visitor arrivals (quarterly)

Source: Statistics NZ

IMMIGRATION/BUILDING EFFECT
Electrical and electronic goods, hardware, building and garden supplies, and furniture, floor coverings, houseware and textiles
continued to grow strongly primarily due to record net migration, rampant house price appreciation and consequently increased
residential building activity. Spending in these categories is closely correlated to residential building consents (0.98 correlation),
which have continued to increase and are forecast to peak in 2020*. However, a cooling housing market and political pressure
on immigration may slow growth in this sector. Retailers in the Canterbury region are also at risk of declining sales as the
earthquake residential rebuild tapers off.
*Source: National Construction Pipeline Report, Building Research Association & Pacifecon, Aug 2017

Electrical goods and hardware and furnishings retail, and residential building consents (quarterly)

Source: Statistics NZ; Infometrics
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ONLINE SALES, AND THEIR INFLUENCE ON
IN-STORE SALES, CONTINUE TO GROW

LTM online sales ($’m)

Retail sales data from Statistics NZ only includes domestic
retailers (both physical and online); it does not include sales
from international online retailers. BNZ’s Online Retail Sales
(compiled by MarketView), shown in the chart to the top
right, tracks electronic transactions, including international
purchases. Online retail is estimated at approximately 7.5% of
all retail spending in New Zealand.
Online retail grew 14.0% in FY17, comprising growth in
international online retail of 15.7% and domestic online retail
of 12.7%. As a share of online spend, international has grown
from 32.1% for the year ended December 2010 to 44.2% for
FY17. This trend has continued despite volatility in the New
Zealand dollar, which fluctuated between 65 and 90 cents to
the US dollar in this period.
We expect this long term trend to continue as international
online retailers offer a greater range, and, due to economies
of scale, often at a lower price. In addition, a number of
international online retailers offer free shipping to New
Zealand, offsetting the shipping cost against the GST/VAT
they do not pay on export sales. In Australia only 25% of
online sales are to international retailers, despite the same
issues, suggesting New Zealand retailers need to improve
their online offering.

Source: BNZ Online Retail Sales, MarketView

% of online sales per retail category

The ratio of online sales to total sales varies by category, as
shown in the middle chart to the right. Categories that offer
smaller, non-perishable and undifferentiated goods (e.g.
books) are most likely to be consumer price-sensitive and
therefore are likely to have proportionally higher online sales.
In the US in 2016, 80% of in-store purchases were digitally
influenced; i.e. consumers researched online first for 80% of
purchases that they then went into a store to buy. The chart
to the bottom right shows how this has grown exponentially
from just 14% in 2012.
Online retail is no longer about the 7.5% of transactions
that occur via the web, it is about the likely 80% of in-store
transactions that are researched via the web.

Source: MarketView

Digitally influenced in-store sales

Australia is following a similar trend to the US. New Zealand,
like Australia, is generally an international retail trend follower
and we expect this same behaviour is occurring in New
Zealand.
It is no surprise therefore that digital advertising spend is
now half of total advertising spend in the US and 40% in New
Zealand, with 70% of that spent with Google and Facebook
alone.
Accordingly, now more than ever, it is vitally important that
retailers’ websites are a key “shop front”, allowing consumers
to experience the retailer’s core brand values and inspiring
the consumer. A website that is just used as a clearance
outlet is not inspirational and is likely to negatively impact
your brand (unless you are a discount retailer). New Zealand
retailers also lag best practice in online retailing, with many
clumsy websites that are not mobile optimised.

Source: Deloitte navigating the new digital divide
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OUTLOOK: POSITIVE, YET VUNERABLE TO EXTERNAL SHOCKS
Forecast overall GDP growth remains positive based on record levels of immigration, the continued strength of the building
and tourism sectors and improving commodity prices (particularly dairy). We expect retail to continue to grow overall, but for
competition to continue impacting poor performers, particularly those who have failed to adapt to a changing digital landscape.
The economy still remains vulnerable to external shocks such as a housing market correction, immigration curbs, or global
geopolitical instability.
Seasonally adjusted nominal retail and GDP growth (quarterly)

Source: Statistics NZ; Westpac New Zealand economic and financial forecasts (15 September 2017)

OTHER ECONOMIC INDICATORS
LTM residential building consents and Property
IQ house price index

Net migration (# black) and unemployment rate (% yellow)

Source: Statistics NZ; Reserve Bank New Zealand

Source: Reserve Bank New Zealand

Consumer price index (LTM)

Household consumer credit (non-property debt)

Source: Statistics NZ

Source: Reserve Bank New Zealand
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MCGRATHNICOL SERVICES TO RETAIL
The McGrathNicol team works with lenders and retailers to achieve improved performance. We have a broad range of
experience across the sector, from independent single store operators to vertically-integrated national and international chains.
Our team understands the critical success factors within retail operations and can quickly provide an independent assessment
of key issues and assist in designing and implementing solutions for retailers at all stages of the business life cycle.
We have conducted numerous confidential independent business reviews of retailers to improve profitability. On Project Cuff,
we used big data analytics to analyse category and product profitability by SKU to refine category selection and product ranging.
On Project Sport, we identified that a major supplier’s products were generating a low margin and cannibalising higher margin
products. Using our analysis, the directors negotiated improved pricing with the supplier. We also identified improvements to
sales processes, stock management and reporting.
McGrathNicol acted as Administrators or Receivers of numerous retailers in the last few years, including Topshop New Zealand,
Pumpkin Patch, Dick Smith, Wild Pair, Valleygirl/TEMT, Identity, Shanton and Hardy’s Healthy Living. Using our retail experience,
we maximise returns to creditors by developing pricing and sales strategies that optimise customer engagement and gross
margin. Where applicable, we can also generate recoveries by assigning leases for key money, benefiting landlords by eliminating
void periods and new rental contributions, and benefiting creditors through higher returns and lower rental-bond debt.
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