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A pottle of optimism

Westpac McDermott Miller Regional
Economic Confidence, December quarter 2015

* All regions other than Northland saw a spike in
optimism with regard to the economic outlook for
their region.

Some of the largest improvements in mood were in
dairying regions, which were particularly downbeat
at the time of our last survey - Taranaki/Manawatu-
‘Whanganui, the West Coast and Southland all saw
large positive changes in sentiment.

The Bay of Plenty is once again the most optimistic
I'he Bay of Plenty 1ce again the most optimistic
region in New Zealand, followed by Otago, which saw
a huge upswing in sentiment in the latest quarter.

Regional economic confidence*

Region Regional economic confidence (%)
Sep-15 Dec-15 Change
Northland -4 -9 -5
Auckland 13 21 8
Waikato -1 4 5
Bay of Plenty 25 41 16
Gisborne/Hawke's Bay 13 14 1
Taranaki/Manawatu-Whanganui -15 9 24
Wellington 16 28 12
Nelson/Marlborough /West Coast 16 26 10
Canterbury 23 25 2
Otago -4 37 41
Southland -36 16 52

Source: Westpac McDermott Miller

*Regional economic confidence is the balance of households expecting good,
as opposed to bad, economic times in their region over the coming year, as a
percentage of total number of households. Sample sizes, and margins of error,
vary by region. The national average is weighted by the share of each region in
the total population. The survey was conducted over 1-11 December, with a total
sample size of 1565.

Sentiment has markedly improved across almost all regions
since the September survey. In many regions exposed to dairy,
this has been in response to a better payout forecast as dairy
prices have rebounded since their August lows. Examples
include Taranaki/Manawatu-Whanganui, the West Coast and
Southland, as well as the Waikato, which had resilient results
last quarter given its dairy exposure, and which has seen an
even more positive result this quarter.

We have previously set out our expectations of a bounce in
sentiment, as the September survey was at a particularly low
ebb for the dairy sector, but in some cases the scale of the
rise in positivity is surprisingly large. Some of this variation
may be explained by wider margins of error, especially for
regions like Southland, where sample sizes are small, but

a 52-point swing in that region cannot be explained just by
statistical noise. There is absolutely no doubt that the region
is more upbeat as a $3.85 Fonterra payout has been revised
to $4.60.

We would caution, however, that the current payout forecast is
still weak. We would need to see a further significant uptick in
the payout forecast before another bump in sentiment would
be likely.

Positivity has strengthened in the major urban centres, too.
Canterbury’s rise was small (up 1.6 percentage points) off a
relatively high base, but further optimism has swept across
Auckland (up 8.1) and Wellington (up 12.0). These changes
in residents’ outlook have occurred even with greater
certainty that the Canterbury rebuild has peaked, reducing
the likelihood of stronger growth there, and as signs have
emerged that the new investor rules in Auckland are taking
the wind out of the city’s housing market sails.

Northland has seen a slight downturn in what was already a
marginally negative outlook. While this is not a strong result,
Northland still has a reading well ahead of its five-year average
of a net 17% pessimistic. A number of indicators in that region
remain positive, as we discuss below.
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Regional Roundup

Northland: Although Northland has experienced several
challenging years, there is a more optimistic view there now.
Unemployment was down sharply in the September quarter, and
the kiwifruit industry has recovered well. Tourist guest nights
rose 3.3% in the three months to October 2015 compared

to a year earlier, and house prices have risen. That said, the
region does have some exposure to dairy, and the impact of
this summer’s El Nifio weather pattern is yet to be measured.
Forestry is another industry that faces tepid growth, which will
also be weighing on sentiment. Residents will want to see how
the summer pans out for the tourism, dairy and sheep and beef
industries before too much optimism creeps in.

Auckland: Aucklanders’ positive view of the region’s economic
outlook remains undented. Strong house price growth has
fuelled a significant wealth effect in Auckland over the last
couple of years. Retail sales were up around 8% in the
September quarter, for instance. While house price growth has
now slowed, there are still many positive signs in the region.
Residential construction is booming, and a lot more scope

for growth exists. Several new commercial developments are
planned downtown, and job advertisements are still remaining
strong. Auckland, as an urban centre, has also been more
insulated from the commodity price weakness seen elsewhere
in New Zealand.

Waikato: After two quarters in which pessimists outnumbered
optimists on the outlook for the Waikato region, December saw
a return to positivity. The bounce reflects marginally improved
fortunes for the dairy sector. The Waikato employs one in
every four dairy workers in New Zealand, so its fortunes are
very strongly tied to that sector. At the time of the September
survey, dairy prices were exceptionally low and farmers were
looking at a payout of around $3.85 per kilogram of milk solids.
The mood has improved although many farmers will still be
struggling even at the higher payout. Sentiment is mixed across
the region, however. Strong house price growth in Hamilton,
suggests a lot more confidence in the city than in some other
parts of the region, where tractor sales, for instance, are down
23% from sales for the November quarter in 2014.

Bay of Plenty: For the third quarter in a row, Bay of Plenty
residents are more positive about their region’s economic
outlook than any other region in New Zealand. A resurgent
kiwifruit industry, strong house price growth, and falling
unemployment all point to this rise in optimism. Electronic
card sales were up 8.4% in the September 2015 quarter,
compared to the same quarter last year, and house prices were
up strongly in the region’s largest city, Tauranga. Guest nights
grew 3.3% in the three months to October 2015, compared to
the same period a year ago. At the same time, the economic
outlook does vary across the region. Our view is that the west
is looking a lot more rosy than the east, where a tepid forestry
sector means views on the outlook are likely to be more mixed.

Gisborne/Hawke’s Bay: For the fifth straight quarter, there
was an improvement in Gisborne and Hawke’s Bay residents’
views of how the regional economy will pan out over the next
12 months. A net 14% of respondents were upbeat, up a
whisker from the September quarter, and from a net 2% feeling

pessimistic in September 2014. Although residents are still a
bit less optimistic about the outlook than most regions in New
Zealand, positivity does appear to be growing. Electronic card
sales have risen modestly, and there has been some growth in
house prices. At the same time, this region is likely to be one of
the worst affected by the El Nifio weather pattern hitting over
summer. Depending on how this affects the region’s sheep and
beef farmers and fruit growers, we may see some reversal of
the recent upswing.

Taranaki/Manawatu-Whanganui: Taranaki and Manawatu-
Whanganui have seen a significant improvement in outlook for
the regional economy but remain the second least optimistic
region in New Zealand. A net 9% of respondents were upbeat
in December, compared to a net 15% of respondents who were
pessimistic in September. Taranaki and Manawatu-Whanganui
are major dairy regions, and their September mood reflected
dairy’s challenges. Since then, the dairy payout forecast has
risen, with a commensurate bounce reflected in regional
economic confidence. At the same time, Taranaki continues
to bear the brunt of low oil prices - this means very little new
exploration activity is happening there, affecting jobs and
dampening regional economic confidence. Consumers will
likely wait and see what happens to commaodity prices before
confidence rises much further.

Wellington: Wellington residents’ views on the region’s
economic outlook rose sharply in December. A net 28% of
respondents were upbeat, compared to September, when a

net 16% of respondents were optimistic. Much of this optimism
appears to be based on the high level of incomes relative to
costs of living rather than necessarily an expectation of fortunes
improving, given the mixed data at hand. Wellingtonians have
been positive about the region’s future since March 2013, but
this is the strongest reading since June 2014. After a long
period of flat house price growth, there are signs of life - at
least across the urban centres within the region. Less perceived
risk of more central government job cuts will likely play some
role in this positivity.

Nelson/Marlborough/West Coast: The overall regional
economic confidence reading for the Top of the South rose in
December. A net 26% of respondents were upbeat, substantially
better than in September. The industrial composition of

this region varies significantly. On the one hand, the West
Coast has large dairy and mining sectors, both of which have
struggled with lower commaodity prices. On the other hand,
Nelson-Tasman and Marlborough have benefitted from a
stronger wine industry and booming tourism. Guest nights in
the three months to October 2015 were up 11% compared

to the same quarter last year, for instance. The dichotomy is
evident in house prices, which were up in Nelson, Tasman and
Marlborough in the three months to November 2015, but down
in Buller, Grey and Westland.

Canterbury: Cantabrians remain positive about the outlook
for their regional economy. The reading for the region is almost
unchanged from September, with a net 25% of respondents
feeling upbeat about where the region is heading economically
over the next year. The result reflects the plateauing of the
Canterbury rebuild, the dominant story in the region. There is
still a lot of rebuild work to be done, but the amount of work is
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not expected to grow further in the next year. At the same time,
house price growth is flattening in Christchurch especially as
supply begins to better match demand. Respondents may feel a
little less confident about the region’s outlook as we move into
2016 and further evidence of the rebuild wind-down emerges.

Otago: Residents of Otago are among the most upbeat over
their region’s economic outlook. A net 37% of respondents
thought the region’s fortunes would improve in the next

12 months, a remarkable turnaround after a net 4% were
pessimistic in the September quarter. The old story of strong
growth led by the Queenstown-Lakes area, with increasing
property values, and more tourism has returned. Guest nights
are up more than 7% in the latest quarter compared to a year
ago, house prices are up, and unemployment remains the
second lowest in the country after Canterbury. The region has
significant exposure to meat producers, however, and time will
tell if the EI Nifio weather pattern will moderate the mood as a
dry summer hits.

Southland: Three months ago, Southlanders were the most
pessimistic in the country about the region’s economic

outlook, but that view has seen a dramatic reversal. A net 16%
of respondents expect the next 12 months to be better for

their region’s economy in the latest survey. Southland is very
exposed to dairy, and as a result, its September reading was
dismal as the dairy payout forecast was exceptionally low. With
a limited recovery in the payout forecast, farmers are feeling
more positive. Still, tractor sales, a measure of farm confidence,
were down 22% in the three months to November, compared

to a year earlier. Other regional indicators like tourist guest
nights (up 6.5%) and reasonably strong electronic card sales are
balancing the subdued mood on-farm.

Consumer confidence: regional breakdown

Consumer confidence by region

Region Consumer confidence index
op15 | Dec-t5 | Grange |
5.9

In this bulletin we also report on the regional breakdown of
the Westpac McDermott Miller Consumer Confidence Index.
Separately from the Regional Economic Confidence Survey,
the Consumer Confidence Index summarises responses to
questions about households’ own financial situation, their
expectations for the New Zealand economy as a whole, and
their current willingness to buy a major household item.

Consumer confidence lifted in all regions other than
Canterbury in the December quarter. Interestingly, even
though regional economic confidence rose in that region,
consumer confidence was down. This mixed result implies a
weakening view of households’ personal economic outlook
compared with the broader regional outlook.

In Northland, the opposite was true. Households were more
bullish about their own future compared with their views on
the economic future of the region.

The regions with the most buoyant consumer confidence were
Gisborne /Hawke’s Bay, Nelson/Marlborough/West Coast
and Auckland. This is a fascinating mix. The view of Auckland
households is easiest explained - the region has seen strong
house price growth until recently, making many consumers
feel wealthier. Gisborne and Hawke’s Bay are feeling a lot
more positive than they did three months ago, perhaps driven
by a steady market for beef exports, and some house price
growth. Nelson/Marlborough/West Coast consumers are
much more confident as dairy prices have partly recovered
and as viticulture continues to do well.

Overall consumer confidence rose to around national long-
term averages, at 110.7.

David Norman
Industry Economist

Northland 104.0 109.9

Auckland 111.4 113.9 2.6
Waikato 100.8 108.2 7.4
Bay of Plenty 107.3 109.6 2.3
Gisborne/Hawke's Bay 103.4 1171 13.7
Taranaki/Manawatu-Whanganui 101.9 104.7 2.8
Wellington 101.8 111.0 9.2
Nelson/Marlborough /West Coast 103.6 114.0 10.4
Canterbury 108.3 105.1 -3.2
Otago 100.8 113.4 12.6
Southland 92.8 103.0 10.2
Nationwide 106.0 110.7 4.6

3 A pottle of optimism January 2016



Northland

Index Net % optimistic

100 -

I
I

i

: © Regional economic confidence (LHS)
]
l' Consumer confidence (RHS)

Source: Westpac McDermott Miller
-100 ‘ pae :

Waikato

100 -

----- Regional economic confidence (LHS)

Consumer confidence (RHS)

Source: Westpac McDermott Miller

-100

1988 1991 1994 1997 2000 2003 2006 2009 2012 2015

Index Net % optimistic

Gisborne/Hawke’s Bay

100 -

60 4+ Y @ ee=-- Regional economic confidence (LHS)

Consumer confidence (RHS)

Source: Westpac McDermott Miller
-100 T

1988 1991 1994 1997 2000 2003 2006 2009 2012 2015

Index Net % optimistic

1988 1991 1994 1997 2000 2003 2006 2009 2012 2015

- 140

130
120
110

+ 100

90
80
70
60

- 140

130
120
110
100
90
80
70
60

140
130
120
110
100
90
80
70
60

Auckland

100 ~

Index Net % optimistic

Consumer confidence (RHS)

Source: Westpac McDermott Miller
-100 T T T

1988 1991 1994 1997 2000 2003 2006 2009 2012 2015

Bay of Plenty

Index Net % optimistic

100 +
80 -
60 -
40 ~

&
1<)
.

Consumer confidence (RHS)

Source: Westpac McDermott Miller

-100 T

1988 1991 1994 1997 2000 2003 2006 2009 2012 2015

Taranaki/Manawatu-Whanganui

100 -

604 0 ===-- Regional economic confidence (LHS)

Consumer confidence (RHS)
Source: Westpac McDermott Miller

-100 T

Index Net % optimistic

1988 1991 1994 1997 2000 2003 2006 2009 2012 2015

140
130
120
110
100
90

r 80

70
60

r 140

130
120
110

+ 100

90
80
70
60

r 140

130
120
110
100
90

r 80

70
60

A pottle of optimism January 2016



Wellington
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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.

Disclaimer continued overleaf.



Disclaimer continued

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
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