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What will happen to Canterbury’s labour
force as the rebuild winds down?

The Canterbury rebuild has peaked.

Demand for construction workers in Canterbury
is expected to fall from late 2016.

Around 14,000 construction jobs could be lost in
Canterbury over the next few years.

Our analysis suggests that most of the workers
added to the industry in Canterbury since the

earthquakes were Cantabrians entering the labour

force, rather than migrants.

This means we need to plan now to manage

the impact this downturn will have on Canterbury
construction employment and the wider

regional economy.

. ST

The Westpac Economics team recently published a report
highlighting the fact that Canterbury rebuild work has
plateaued, and is set to fall over the next 18 months or so,
particularly as residential rebuild work falls away. This
bulletin assesses the implications for Canterbury’s labour
force and sets out some points for action.

Where we are building

Overall construction activity in New Zealand, measured by
consent values adjusted to real dollars, is higher than at any
point in the last 15 years.
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1 See http://www.westpac.co.nz/assets/Business/Economic-Updates/2015 /Bulletins-20 15 /Update-on-the-Canterbury-Rebuild-July-20 15.pdf
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This activity is overwhelmingly centred on Auckland and
Canterbury. Canterbury’s contribution to total consent value
has risen from an average of 13% in the 12 years to March
2011, to 24% of total consent value in the 4 years since the
February 2011 earthquake. Nevertheless, it is important

to keep some perspective by acknowledging that Auckland
activity has been higher than Canterbury’s at all times over the
last 15 years, rebuild notwithstanding.

Between them, Canterbury and Auckland have accounted for
more than 50% of all consent activity in New Zealand since
March 2012.

The ride is over, nearly

But for Canterbury, the boom in construction activity as a
result of the devastating earthquakes is plateauing. Activity
is expected to start falling from the 3rd quarter of 2016, as
residential rebuild activity in particular falls sharply. By 2022,
the non-residential and non-building components of the work
are expected to wrap up as well.

Reconstruction work put in place
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This will mean a surplus of workers in Canterbury, which
creates a real risk of a downturn in the region.

Over the 3 years following the February 2011 earthquake,

a total of 22,000 additional workers were employed in
Canterbury. Business demography data suggests around
14,000 of these (63%) were in the construction industry. The
size of the construction industry all but doubled, reaching
around 30,000 workers.

It is worth noting that prior to the earthquakes, employment in
Canterbury construction was around its long-term level. This
suggests that as rebuild activity subsides, the jobs of 14,000
people who have been put to work rebuilding the region will
be harder to maintain. Theoretically, by 2022, the jobs of all
these workers may have disappeared.

We’re not going anywhere

To many outsiders looking in, it may appear that, despite the
scale of these numbers, there is no need to worry. Just as
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the work-rate ramped up in Canterbury, it can scale down,
some would argue. Anecdotes abound that thousands of
people moved to the region from overseas and from the rest
of New Zealand, and that these people could just as easily
relocate back home or elsewhere after the rebuild.

The numbers tell a different story.

Pinpointing exactly where the new construction workers in
Canterbury came from is particularly challenging, but we can
identify where the bigger pool of 22,000 new workers across
all industries in Canterbury came from. Working back from
there provides some indication of where the construction
workers are likely to have come from and more importantly,
where they might go.

Growth in Canterbury labour force

Share of Canterbury labour force growth, 2011 - 2014
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The vast majority of workers appear to have come from
Canterbury itself, through increased labour force participation,
reduced unemployment, and natural growth.

1. Canterbury’s reduced unemployment

Household Labour Force Status data shows not only a massive
reduction in the Canterbury unemployment rate since March
2011, but a large fall in the absolute number of unemployed
people. Between March 2011 and March 2014, the
unemployment rate fell from 5.5% to 3.4%, even as it remained
far stickier at a national level (falling from 6.9% to 6.3%).

Unemployment rates
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In absolute terms, unemployment fell by 6,200. In other
words, all else held constant (see more on this below), 6,200
people living in Canterbury who did not have jobs in March
2011, had found jobs by March 2014. This accounts for 28%
of all job growth in the region over that time.

2. More Cantabrians entering the labour force

Even more impressive than the shift of unemployed people
into jobs, was the number of working age people who
previously were not even in the labour force (i.e. were not
employed nor seeking work) who found jobs.

Canterbury labour force changes
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In percentage terms, the labour force participation rate grew
slightly, to 72.3% from 70% prior to the quakes. But in absolute
terms, the number of people joining the labour force grew
significantly. Approximately 7,600 people who were not in

the labour force in March 2011, had joined it by 2014. This
accounts for 35% of all new workers in Canterbury.

It is unlikely that the reduction in the number of unemployed
and people not in the labour force is due to a gross outflow
of these people without jobs and an even larger gross inflow
of people with jobs lined up. While some groups, such as
retirees, were more likely to leave, this is at the margins. A
previous Westpac study highlighted the fact that people who
move after a disaster tend to move close to home, and thus
would likely have remained in the Canterbury region2. We
would further argue that the unemployed or those thinking
about joining the workforce would have been particularly
unlikely to leave for other parts of the country as the scale of
the rebuild and its job opportunities were revealed.

3. Natural population growth

One further natural source of growth in Canterbury is from
natural population growth. The working age population in
Canterbury is estimated to have grown by 6,900 over the three
years between 2011 and 2014 (births less deaths, excluding
migration). This implies around 3,900 new workers added in
Canterbury as people reached working age and entered the
workforce. This accounts for 18% of all new workers, assuming
participation rates in line with the working age population overall.

4. Overseas migration

In the 3 years to March 2014, net overseas migration into
Canterbury was 3,700. This included a net outflow of 3,600 in
the 9 months immediately following the February 2011 quake,
and a net inflow of 7,300 in the 21 months following that.

Cumulative net overseas migration to Canterbury
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Assuming an 85% working age breakdown (in line with external
migration data), and 80% labour force participation rate
(slightly above regional average of 70% in the 3 years prior

to February 2011), this suggests 2,500 new workers from
overseas, or 11% of all new jobs created in Canterbury since
the quakes.

5. Workers from across New Zealand

These calculations leave only a net 1,800 workers (8% of all
new jobs) that likely came from other parts of New Zealand.
Of course many more Cantabrians may have left and been
replaced by people from other parts of New Zealand on a
gross level, but the focus here is on the net gain by Canterbury
of workers from elsewhere in New Zealand.

Looking at construction activity and employment across
New Zealand reveals that there is low mobility of construction
workers between regions.

Consent and construction employment changes
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2See http:/ /www.westpac.co.nz/assets/Business/Economic-Updates/2011/Disasters-in-history.pdf
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Parts of the country with little construction growth or even
declines still had employment growth, rather than the fall
in construction employment we would expect if workers
migrated to where activity was higher. In other words,

this data confirms the point that relatively few of the new
construction workers in Canterbury are likely to have come
from elsewhere in New Zealand.

The data also suggests that workers in Auckland and
Canterbury are producing far higher levels of output than in
parts of the country where consent growth has been weaker.
The consent value per worker generated in these two regions
is twice as high as that for Taranaki / Manawatu-Whanganui,
for instance.

Construction productivity by region
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Again, this points to poor mobility despite widely varying
workloads.

6. Shifts between industries

Shifting our focus from the entire Canterbury labour market
to construction in particular, we must consider the possibility
that construction workers redeployed from other industries.
But the data on industry level employment suggests that
shifting into construction from other industries is limited.

Canterbury shifts between industries
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Strong growth in construction employment has been offset by
declines in wholesaling and manufacturing employment. This
is consistent with what was until recently a strong dollar that
hurt manufacturing jobs.

What does this mean for Canterbury?

We don’t know with certainty what proportion of new
construction workers in Canterbury came from outside the
region, or how likely they are to leave again when the boom
is over. But we can make some assumptions to estimate a
minimum number of workers in construction who may be at
risk as the downturn hits:

* Canterbury has nearly 14,000 more construction workers
today than it is likely to need after the rebuild.

* A small portion of these workers may relocate. Even if we
assume all 4,300 migrants from outside Canterbury work in
construction and are able to relocate, we are left with 9,400
workers without jobs.

e A small number of the 14,000 construction workers may be
able to shift back into other industries, but given the limited
redeployment observed on the upside, this is not likely to be
more than a few hundred

This still leaves around 9,000 construction industry workers
who will not have jobs as construction activity returns to
longer-term averages, and are unlikely to relocate if current
mobility trends continue. This outcome would create
significant downward pressure on Canterbury economic
growth, as several thousand income earners lose their jobs.

The good news

The good news is that the Canterbury rebuild pipeline

is relatively clear. This means that unlike in most other
instances, we have good visibility of what to expect in the next
few years. This offers the rare opportunity to plan for the end
of the boom, a gift that should not be undervalued. But plan
we must, and quickly:

* Business planning for the downturn: Canterbury
construction-related businesses in particular need to plan
now for how to deal with the slowdown.

* Diversification: Central and local government agencies
need to work with local industries to encourage other
inward investment and develop other industries.
Christchurch will in many ways be a brand new city when
the rebuild is complete. Now is the time to look to other
industries to develop, with what will be an attractive,
highly liveable city. e.g. the ICT sector, which was strong in
Christchurch even before the earthquakes.
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* Labour force mobility: Government agencies and the
private sector should be taking practical steps to increase
worker mobility, both geographically and occupationally.
Practical measures include upskilling or job fairs where
regions short of workers are able to recruit staff. We also
need to think about how we can make it easier for workers
to relocate to areas of high demand, such as Auckland,
particularly with regard to housing.

Our follow-up report due out soon considers the extent to
which demand for new housing in Auckland can be sustainably
delivered, and constraints to meeting that housing demand.
While there is the possibility that some workers will move from
Canterbury or overseas to help build capacity in Auckland,

the Canterbury experience suggests that most workers will be
locally sourced.

Meanwhile, however, presented with this data on the expected
impact of the construction slowdown, planning must begin to
prevent a major slowdown in the Canterbury economy.

David Norman
Industry Economist
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+64 9 336 5671
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Any questions email:
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Disclaimer

Things you should know: Each time someone visits our site, data is captured so
that we can accurately evaluate the quality of our content and make improvements for
you. We may at times use technology to capture data about you to help us to better
understand you and your needs, including potentially for the purposes of assessing
your individual reading habits and interests to allow us to provide suggestions
regarding other reading material which may be suitable for you.

If you are located in Australia, this material and access to this website is provided to
you solely for your own use and in your own capacity as a wholesale client of Westpac
Institutional Bank being a division of Westpac Banking Corporation ABN 33 007 457
141 AFSL 233714 (‘Westpac’). If you are located outside of Australia, this material and
access to this website is provided to you as outlined below.

This material and this website contain general commentary only and does not
constitute investment advice. 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. We recommend that you seek your own independent legal
or financial advice before proceeding with any investment decision. This information
has been prepared without taking account of your objectives, financial situation or
needs. This material and this website may contain material provided by third parties.
While such material is published with the necessary permission none of Westpac or
its related entities accepts any responsibility for the accuracy or completeness of any
such material. Although we have made every effort to ensure the information is free
from error, none of Westpac or its related entities warrants the accuracy, adequacy or
completeness of the information, or otherwise endorses it in any way. Except where
contrary to law, Westpac and its related entities intend by this notice to exclude liability
for the information. The information is subject to change without notice and none of
Westpac or its related entities is under any obligation to update the information or
correct any inaccuracy which may become apparent at a later date. The information
contained in this material and this website does not constitute an offer, a solicitation of
an offer, or an inducement to subscribe for, purchase or sell any financial instrument or
to enter a legally binding contract. Past performance is not a reliable indicator of future
performance. The forecasts given in this material and this website are predictive in
character. Whilst every effort has been taken to ensure that the assumptions on which
the 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.

Transactions involving carbon give rise to substantial risk (including regulatory
risk) and are not suitable for all investors. We recommend that you seek your own
independent legal or financial advice before proceeding with any investment decision.
This information has been prepared without taking account of your objectives,
financial situation or needs. Statements setting out a concise description of the
characteristics of carbon units, Australian carbon credit units and eligible international
emissions units (respectively) are available at www.cleanenergyregulator.gov.au as
mentioned in section 202 of the Clean Energy Act 2011, section 162 of the Carbon
Credits (Carbon Farming Initiative) Act 2011 and section 61 of the Australian National
Registry of Emissions Units Act 2011. You should consider each such statement in
deciding whether to acquire, or to continue to hold, any carbon unit, Australian carbon
credit unit or eligible international emissions unit.

Additional information if you are located outside of Australia

New Zealand: The current disclosure statement for the New Zealand division of
Westpac Banking Corporation ABN 33 007 457 141 or Westpac New Zealand Limited
can be obtained at the internet address www.westpac.co.nz. Westpac Institutional
Bank products and services are provided by either Westpac Banking Corporation
ABN 33 007 457 141 incorporated in Australia (New Zealand division) or Westpac
New Zealand Limited. For further information please refer to the Product Disclosure
Statement (available from your Relationship Manager) for any product for which
a Product Disclosure Statement is required, or applicable customer agreement.
Download the Westpac NZ QFE Group Financial Advisers Act 2008 Disclosure
Statement at www.westpac.co.nz.

China, Hong Kong, Singapore and India: Westpac Singapore Branch holds a
wholesale banking licence and is subject to supervision by the Monetary Authority
of Singapore. Westpac Hong Kong Branch holds a banking license and is subject to
supervision by the Hong Kong Monetary Authority. Westpac Hong Kong branch also
holds a license issued by the Hong Kong Securities and Futures Commission (SFC)
for Type 1 and Type 4 regulated activity.
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Westpac Shanghai and Beijing Branches hold banking licenses and are subject to
supervision by the China Banking Regulatory Commission (CBRC). Westpac Mumbai
Branch holds a banking license from Reserve Bank of India (RBI) and subject to
regulation and supervision by the RBI.

U.K.: Westpac Banking Corporation is registered in England as a branch (branch
number BR000106), and is authorised and regulated by the Australian Prudential
Regulatory Authority in Australia. WBC is authorised in the United Kingdom by the
Prudential Regulation Authority. WBC is subject to regulation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority in the United
Kingdom. Details about the extent of our regulation by the Prudential Regulation
Authority are available from us on request. Westpac Europe Limited is a company
registered in England (number 05660023) and is authorised by the Prudential
Regulation Authority and regulated by the Financial Conduct Authority and the
Prudential Regulation Authority. This material and this website and any information
contained therein is directed at a) persons who have professional experience in
matters relating to investments falling within Article 19(1) of the Financial Services
Act 2000 (Financial Promotion) Order 2005 or (b) high net worth entities, and other
persons to whom it may otherwise be lawfully communicated, falling within Article
49(1) of the Order (all such persons together being referred to as “relevant persons”).
The investments to which this material and this website relates are only available to
and any invitation, offer or agreement to subscribe, purchase or otherwise acquire
such investments will be engaged in only with, relevant persons. Any person who is
not a relevant person should not act or rely upon this material and this website or any
of its contents. In the same way, the information contained in this material and this
website is intended for “eligible counterparties” and “professional clients” as defined
by the rules of the Financial Services Authority and is not intended for “retail clients”.
With this in mind, Westpac expressly prohibits you from passing on the information
in this material and this website to any third party. In particular this material and this
website, website content and, in each case, any copies thereof may not be taken,
transmitted or distributed, directly or indirectly into any restricted jurisdiction.

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 of
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. If you would like to speak to someone regarding any
security mentioned herein, please contact WCM on +1 212 389 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 be 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.

For the purposes of Regulation AC only: Each analyst whose name appears in
this report certifies that (1) the views expressed in this report accurately reflect the
personal views of the analyst about any and all of the subject companies and their
securities and (2) no part of the compensation of the analyst was, is, or will be, directly
or indirectly related to the specific views or recommendations in this report.
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