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Key Points 
• Analysts’ point to the fall in retail sales volumes as a sign of weak consumer spending; 

• Certainly, declining real income growth has made households more cautious with their 

spending; 

• The increase in relative prices had also weighed upon retail spending; 

• As has the catch-up spending on services. 

 
The weakness of retail volumes 

 

The volume of retail sales fell in Q2 2023. That was the third successive quarterly decline, only the second 

time that has happened in the past forty years. The only other time was in 2008. Maybe the GFC played a 

role then although I suspect rising interest rates was the bigger culprit.  

 

Analysts have pointed to the decline of retail volumes as the clearest sign of weakness in consumer 

spending. Certainly, there is no lack of supporting evidence for that view, whether that be survey’s about 

consumer spending intentions on households goods, their declining sentiment about the jobs market or 

their views about the current state of their household budgets. 

The volume of retail sales fell in Q2 for the third 
successive quarter. 

 

This is consistent with consumers sentiment about 
buying household items. 

 

Reduced confidence about the jobs market might be 
playing a role. 

 

The bigger issue is the state of family finances.  
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The negative sentiment about consumer spending on retail goods sits a little at odds with the view from retailers. 

Retailers view about their profitability in H1 2023 was above its long-run average, albeit down from their peak 

optimism hit during the pandemic. A key factor was that many retailers have been able to keep their profit 

margins at above pre-pandemic levels despite rising costs and slowing demand (including increased inventory 

and higher labour costs). The combination of increasing supply of goods at a time of falling demand will 

increasingly weigh on retailers over the next year. The decline in confidence suggests that may already be 

taking place amongst small retailers.   

 

Retailers have had a positive view on profitability, 
albeit not quite as rosy as during peak pandemic. 

 

A key reason is that they managed to keep profit 
margins above pre-pandemic levels. 

 

This was despite having to rebuild inventory due to 
strong demand. 

 

Confidence though has been weaker amongst 
smaller retailers.  

 

Despite the decent vibe from retailers, there can be no doubt that consumer spending took a step down in H1. 

The weakness of ‘real’ household disposable income growth (disposable income growth after allowing for the 

impact of inflation) was the main driver. It is unusual that the weakness of disposable incomes has occurred at 

a time of rising labour income (a result of strong jobs growth and increasing wages). According to RBA analysis, 

inflation and rising mortgage payments have played a significant role driving the weakness in real disposable 

incomes, as has the decline in ‘other net payments’.  

 

A focus just on the retail sector over-states the weakness of the consumer. Up to Q2 prices for retail goods had 

risen more strongly than prices for consumer services. Particularly at a time of declining real disposable incomes 
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that relative price shift would cause some consumers to shift a portion of their spending towards services and 

away from retail goods.  

 

The improvement in many global supply chains has seen a slowing in goods inflation in the first half of this year. 

With the likelihood of further slowing in goods prices in coming quarters (and a rise in the price of services), 

relative prices are shifting again to make the retail sector more attractive. That may lead to some consumers to 

switch some of their spending back towards retailers (such as hosting more dinner parties versus eating out).  

 

The decline in real household disposable income 
growth has played a key role in slowing spending. 

 

Changes in relative prices is beginning to favour 
spending on goods over services. 

 

 

An even bigger influence on the patterns of consumer spending has been the pandemic. Being stuck at home 

and not being able to go out to a restaurant or a museum meant that many households took the opportunity to 

upgrade their furniture (or purchase another bottle of wine) which they could buy on-line. Spending on those 

categories jumped well in excess of their pre-pandemic trend and was therefore vulnerable to a pullback once 

the furniture had been upgraded and restaurants opened their doors.  

 

Consumers were not able to maintain their usual rate of spending on some goods categories (such as on cars 

and clothes) through the pandemic, and they have benefitted from catch-up spending over the past 12-18 

months. But with spending on those categories moving above its pre-pandemic trend they became vulnerable 

to a pullback, which appears to be taking place. This catch-up spending was even more evident for many 

services (such as recreation), with that spending also now beginning to slow. 

 

One category of consumer spending that remains below its pre-pandemic trend is transport. Partly that reflects 

the reduced use of mass transport as working from home becomes an established part of the work culture. It 

also reflects that spending on holiday travel has not yet returned to its pre-pandemic level. That suggests that 

further catch-up spending on transport is still to come. 
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There has been payback from the above-trend 
spending on some categories of goods. 

 

There has been catch-up spending on some other 
goods categories, such as cars. 

 

As there has been more generally for services. 

 

There is still some distance to go before transport 
spending hits its pre-pandemic trend.  

 

Consumer spending growth is slowing, reflecting the decline in real disposable income growth. But a focus just 

on retail spending overstates the weakness of consumer spending. Real disposable income growth is likely to 

improve in coming quarters. How much of this extra income consumers decide to spend or save will play an 

important role in the outlook for the economy over the next 1-2 years, particularly in the retail sector. 

 

We really do live in interesting times. 

  

 

Regards   

 

Peter Munckton   

Chief Economist  

Bank of Queensland  

BOQ | 255 George Street Sydney NSW 2000    

Twitter: @petermunckton   

NOT INVESTMENT RESEARCH 
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This presentation was prepared by Bank of Queensland Limited ABN 32 009 656 740 Australian Credit Licence Number 244616 

(Bank). 

No Reliance 

This presentation is not investment research and does not purport to make any recommendations. This report is for informational 

purposes only and is not to be relied upon for investment purposes.  You should seek independent advice from a qualified 

professional on these matters. 

This presentation has been prepared without considering your objectives, financial situation, knowledge, experience or needs. The 

content of this presentation is not to be construed as an act of solicitation, or an offer to buy or sell financial products. To the extent 

that you choose to make any investment decision after having read this report, you should consider the appropriateness and 

suitability to your own objectives and obtain independent professional advice about your particular circumstances. 

The Bank makes no representations or warranties about the accuracy or completeness of the content contained in this 

presentation. Any opinions, conclusions or recommendations made in this report are subject to change without notice, and may 

differ to the opinions, conclusions or recommendation expressed elsewhere by the Bank. The Bank is under no obligation to update, 

keep current, the information contained in the report. 

Forward-Looking Statements 

This presentation may contain forward-looking statements about market conditions. These forward-looking statements may be 

identified using forward-looking terminology, including the terms “believe”, “estimate”, “plan”, “target”, “project”, “anticipate”, “expect”, 

“intend”, “likely”, “may”, “will”, “could” or “should” or, in each case, their negative or other variations or other similar expressions, or 

by discussions of future events. 

Readers should not place undue reliance on any forward-looking statements. To the maximum extent permitted by law, 

responsibility for the accuracy or completeness of any forward-looking statements, whether because of new information, future 

events, or results or otherwise, is disclaimed. BOQ does not undertake to update any forward-looking statements contained in this 

document, subject to disclosure requirements applicable to it. 

Liability 

The Bank does not accept any liability for any loss or damage arising out of any error or omission in the information provided or 

arising out of the use of all or any part of this presentation. 

"NOTICE (You must not remove this notice from this email)  

 


