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Shock to the system - Westpac-McDermott Miller Regional Economic

Confidence, June 2020 quarter.

- Regional economic confidence has fallen
sharply in most regions because of Covid-19.

- Confidence fell most in regions that rely heavily
on international visitors and those where
activities were deemed to be non-essential.

- Confidence in regions with an agricultural
backbone held up much better.

- Households in Otago are by far the most
pessimistic in the country, followed by
Auckland, Nelson/Marlborough/West Coast
and Wellington.

- The most optimistic households in the country
are in Gisborne/Hawke’s Bay.

Dominick Stephens, Chief Economist
@ 6493365671

Paul Clark, Industry Economist
@ 6493365656
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Regional economic confidence* (net confidence %)

Region Latest  Previous Change

Jun-20 Mar-20

Northland -18 -3 -15
Auckland -22 -1 -21
Waikato -4 (o] -4
Bay of Plenty 3 5 -2
Gisborne/Hawke's Bay 19 5 14
Taranaki/Manawatu-Whanganui 3 7 -4
Wellington -15 4 -19
Nelson/Marlborough/West Coast -16 -4 -12
Canterbury -13 2 -15
Otago -33 0 33
Southland -6 -6 0

Source: Westpac McDermott Miller

*Regional economic confidence reflects the difference between the percentage of
survey respondents that expect economic conditions in their region to improve and
those that expect prospects to worsen over the next 12 months. Sample sizes and
margins of error vary by region. The survey was conducted over 1-10 June 2020, with a
total sample size of 1556.

According to the Westpac-McDermott Miller Regional
Economic Confidence survey, regional economic confidence
fell for the second consecutive quarter in June, with most
regions seeing double-digit declines. Confidence fell in nine
regions, was unchanged in one, and rose in another.

The survey, which asks households how confident they are
about their region’s economic prospects, took place between
1to 10 June 2020.

The decline in confidence largely reflects disruptions to

economic activity caused by Covid-19, with the biggest falls
occurring in regions more acutely affected by the recent
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lockdown. That includes Otago, which has been heavily
impacted by a ban on foreign tourists, as well as Auckland,
Canterbury, and Wellington, where more activities were
deemed non-essential.

By contrast, regions that produce essential items like food
were less affected by the lockdown and have remained

more confident. That includes the Bay of Plenty, our biggest
kiwifruit producing region, Waikato, Southland, and Taranaki/
Manawatu-Whanganui, all big dairy producers, and Gisborne/
Hawkes’ Bay, which is by far our most confident region.

Regional Discussion.

Northland: Regional confidence in Northland fell sharply in
the June quarter with a net 18% of households expecting their
region’s economy to weaken over the coming year. Growing
pessimism reflects the impact of Covid-19 on key industries,
such as forestry and crude oil refining, as well as the effects
of the ongoing drought, with many dairy farmers in the region
forced to dry off their herds. Ditto for meat production,
which although deemed essential, was affected by the flow-
on-effect of meat processing restrictions under Covid-19.
That said, last season’s strong milk price will have given the
region’s dairy industry some cause for cheer.

Auckland: Regional confidence in Auckland plunged in the
June quarter, with a net 22% of households now expecting
New Zealand’s largest regional economy to deteriorate over
the coming year. Deepening pessimism in the region reflects
the impact of Covid-19, which saw activity in most sectors
reduced to a virtual standstill. Relatively few industries in
this region were deemed essential and thus free to operate.
Some firms were forced to close as a result, while many
others ended up restructuring their operations to stay afloat.
Resulting job losses and growing insecurities about future
employment prospects are also likely to have added to the
prevailing sense of pessimism.

Waikato: Confidence in this region’s economic prospects
tipped into the red in the June quarter with a net 4% of
households feeling pessimistic about the future. This more
pessimistic tone reflects the impact of Covid-19, which

has severely affected activity in the region’s forestry,
manufacturing, construction, and non-essential retail
industries. Drought conditions are also likely to have loomed
large, with many dairy farmers in this major producing region
forced to dry off their herds. The region’s beef farmers have
also brought slaughtering forward. That said, last season’s
strong milk price will have given the region’s dairy industry
some cause for cheer.

Bay of Plenty: Confidence in the Bay of Plenty’s economic
fortunes slipped slightly in the June quarter, although
optimists still managed to outnumber pessimists, with a net
3% of households expecting economic conditions to improve
over the coming year. Weakening optimism in the region
reflects the impact of Covid-19 on key industries, such as
forestry, ex-food manufacturing, construction, hospitality,
and non-essential retail. However, the performance of the
region’s large kiwifruit industry, which got off to a flying start

this season with growers posting a record harvest, is likely to
have buoyed spirits.

Gisborne/Hawke’s Bay: A net 19% of households in Gisborne/
Hawke’s Bay expect their region’s economy to improve over
the next 12 months, compared to just 5% in the previous
quarter. This healthy gain comes after a large fall in the March
quarter, making households in this region the most optimistic
in the country. The region has benefitted from a good grape
harvest, while apple growers have seen production gains and
higher prices. Forestry, meanwhile, is back in business and it
has been a great kiwifruit harvest. However, we expect this lift
in confidence will prove temporary given the coming global
economic recession and its likely impact on export returns
and house prices in the region.

Taranaki/Manawatu-Whanganui: Confidence in this region’s
economic fortunes slipped slightly in the June quarter, with

a net 3% of households expecting economic conditions to
improve over the coming year. This is a surprisingly small

fall given the impact of Covid-19 on the region’s forestry,
manufacturing, construction, and energy industries.
Education providers in the Manawatu have also struggled with
a sharp drop in international students. The region’s saving
grace is likely to be the performance of the dairy sector, which
has benefitted from strong production and last season’s high
milk price.

Wellington: Regional confidence in Wellington plunged in
the June quarter, with a net 15% of households in the region
expecting their economy to deteriorate over the coming
year. This big drop reflects the impact of Covid-19, which has
severely affected activity in the region’s construction, ICT,
hospitality, and public sectors. A resulting absence of workers
was acutely felt by retailers in Wellington’s CBD. With little
revenue coming in, some firms in the region were forced

to close, while many others ended up restructuring their
operations to keep afloat. Resulting job losses and growing
insecurities about future employment prospects during the
lockdown period may have also dampened the mood.

Nelson/Marlborough/West Coast: Regional confidence in
the Top of the South and West Coast dropped further during
the June quarter, with a net 16% of households now expecting
their region’s economy to weaken over the next 12 months.
That is the second consecutive quarter where pessimists
have outnumbered optimists. Sentiment is likely to have been
adversely affected by hot dry weather in the Nelson district,
and the impact of Covid-19 on the region’s forestry and meat
producing sectors. Ditto for tourism to the region. As the
second most exposed region in New Zealand to tourism, the
industry has been feeling the ban on international visitors.
That said, the region’s grape and fruit growers have benefited
from conducive weather conditions.

Canterbury: A net 13% of Cantabrians are feeling pessimistic
about the economic prospects for their region. That compares
to the net 2% that were expecting better times ahead in the
March quarter. The temporary halt to activity in this region’s
manufacturing, construction and service industries have
weighed heavily in recent months. Tourism has also been

02 | 25June 2020 Westpac McDermott Miller Regional Economic Confidence



feeling the effects of a ban on international visitors, while the Northland
region’s meat sector, an essential industry, is likely to have
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Gisborne/Hawke’s Bay
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Contact the Westpac economics team.

Dominick Stephens, Chief Economist
@ 16493365671

Michael Gordon, Senior Economist
@ 6493365670

Satish Ranchhod, Senior Economist
@ 6493365668

Nathan Penny, Senior Agri Economist
@ 6493489114

Paul Clark, Industry Economist
@ 6493365656

Any questions email:
economics@westpac.co.nz
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forecasts are based are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The ultimate outcomes may differ substantially from these forecasts.
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The material may contain investment recommendations, including information recommending an
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(i)  Chinese Wall/Cell arrangements;
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(iii) and well defined wall/cell crossing procedures;

(iv) a“needto know” policy;

(v)  documented and well defined procedures for dealing with conflicts of interest;

(vi) steps by Compliance to ensure that the Chinese Wall/Cell arrangements remain effective and
that such arrangements are adequately monitored.

U.S: Westpac operates in the United States of America as a federally licensed branch, regulated by
the Office of the Comptroller of the Currency. Westpac is also registered with the US Commodity
Futures Trading Commission (“CFTC”) as a Swap Dealer, but is neither registered as, or affiliated with,
a Futures Commission Merchant registered with the US CFTC. Westpac Capital Markets, LLC (‘"WCM’),
a wholly-owned subsidiary of Westpac, is a broker-dealer registered under the U.S. Securities
Exchange Act 0f 1934 (‘the Exchange Act’) and member of the Financial Industry Regulatory Authority
(‘FINRA’). This communication is provided for distribution to U.S. institutional investors in reliance on
the exemption from registration provided by Rule 15a-6 under the Exchange Act and is not subject to
all of the independence and disclosure standards applicable to debt research reports prepared for
retail investors in the United States. WCM is the U.S. distributor of this communication and accepts
responsibility for the contents of this communication. All disclaimers set out with respect to Westpac
apply equally to WCM. If you would like to speak to someone regarding any security mentioned herein,
please contact WCM on +1212 389 1269. All disclaimers set out with respect to Westpac apply equally
to WCM.

Investing in any non-U.S. securities or related financial instruments mentioned in this communication
may present certain risks. The securities of non-U.S. issuers may not be registered with, or be subject
to the regulations of, the SEC in the United States. Information on such non-U.S. securities or related
financial instruments may be limited. Non-U.S. companies may not subject to audit and reporting
standards and regulatory requirements comparable to those in effect in the United States. The value
of any investment or income from any securities or related derivative instruments denominated in
a currency other than U.S. dollars is subject to exchange rate fluctuations that may have a positive
or adverse effect on the value of or income from such securities or related derivative instruments.

The author of this communication is employed by Westpac and is not registered or qualified as a
research analyst, representative, or associated person under the rules of FINRA, any other U.S. self-
regulatory organisation, or the laws, rules or regulations of any State. Unless otherwise specifically
stated, the views expressed herein are solely those of the author and may differ from the information,
views or analysis expressed by Westpac and/or its affiliates.




