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The ANZ Business Micro Scope is
a quarterly indicator which
focuses on the prospects of small
businesses across New Zealand.
The survey was launched in March
2012 to address a lack of ongoing
research specific to the small
business sector. The Micro Scope
covers a range of key business
intentions and views on prospects
for both respondents’ own
businesses and the wider
economy. The figures in this
release cover the three months to
September 2019.

The survey includes responses
from approximately 200 small
firms, comprising two tiers: the
“micro-sized” segment (up to 5
staff) and the “intermediate”
segment (6 to 20 employees).
The sample is taken from the ANZ
Business Outlook survey, which
covers micro up to large
businesses. Comparisons prior to
March 2012 are calculated by
extracting corresponding data on
small businesses from that
survey, which goes back to
December 1999.

Like a stone

Summary

e Small firm confidence dropped like a stone in September to its lowest level
since 2008.

e Growth indicators also fell, only investment managed to stay above the lows
of 2009.

e Regulatory requirements and a lack of skilled staff continue to top the list of
biggest problems faced by small businesses.

Small firm business confidence pushed even further into negative
territory in the September quarter, with a net 50% of small businesses
pessimistic about general business conditions in the year ahead (down from 36%
in June). Confidence is now approaching the historical lows recorded during the
Global Financial Crisis (GFC) and in 2005. Small firm confidence can turn quickly,
as we saw coming out of the GFC and after dairy prices tanked in 2015.
However, with economic momentum easing, other forward-looking indicators
soft, and the global economic backdrop fragile, there appear to be few catalysts
out there that could drive a recovery in the near term.

Our composite growth measure for small firms — a proxy for GDP growth
- fell to -4.4, the lowest since 2009. The composite measure is based on
growth indicators such as firms’ own activity outlook, hiring and investment
intentions, and profit expectations. All four growth indicators fell sharply in
September, with declining employment intentions weighing heavily. Only
investment was able to avoid setting a new post-GFC low.

Figure 1. Small business confidence and composite growth measure
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Figure 2. Own activity
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Figure 3. Hiring intentions’
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Figure 4. Investment
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Figure 5. Profitability
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Small firms’ expectations of their own activity
fell below O for the first time since June 2009.
Firms’ view of their own activity fell 6%opts to a net
negative 0.3%. A net 20% of retail firms expect lower
activity in the year ahead - that’s the most pessimistic
reading out of the last six consecutive negative
outturns for this sector. Construction also joined the
gloomy outlook at -13%, but expectations firmed over
the latter part of Q3. Services and agriculture (both
+5%) and manufacturing firms (+1%) managed to
stay positive on the outlook but pressure is mounting,
primarily from easing economic momentum and global
uncertianty.

A large fall in hiring intentions puts one of the
recent pillars of economic growth firmly in
focus. Hiring intentions fell 8%pts to -7% in
September. This represents a material risk for the
wider economy as employment growth and the tight
labour market has been a major driver of consumer
sentiment and consumption this cycle. Other business
surveys? report similar findings across manufacturing
and services sectors. Notably, large firm hiring
intentions, which are typically more positive than
their small business counterparts, are also reporting
that they expect to shed headcount in the coming
year.

Investment intentions fell to the fourth lowest
recording since 2000. Intentions to invest in plant,
buildings and equipment fell to a net negative 7% of
firms. Similar ructions are being felt in large firms (-
1%). All sectors are in negative territory with
agriculture appearing to close the book on further
investment for now. This sector is in the midst of
overhauls in key areas like water and other
environmental policies. Overall, soft investment is a
little worrisome for the medium-term growth view, as
it implies a lower capital stock than otherwise.

Small business profit expectations are woeful;
none of the five sectors have had positive profit
expectations since March 2018. All sectors are net
negative regarding their profit expectations,
indicating widespread concerns about activity and
squeezed margin pressures. Firms’ ability to raise
prices are also falling, indicating inability to pass on
costs alongside mounting competition for consumers.
Agriculture and retail firms are the most gloomy.

! Linked Employer-Employee Dataset (LEED). Latest data is for June 2018 at time of writing.
2 Quarterly Survey of Business Opinion, BNZ-Business New Zealand PMI/PSI
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Figure 6. Biggest problem faced
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Figure 7. Sectoral composite business sentiment
measure: small firms
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Figure 8. Regional composite business sentiment
measure: small firms
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Regulation remains the biggest problem facing
small firms, as it has been since the December 2017
quarter. All sectors except manufacturing report it as
their biggest problem. Large firms overwhelmingly
see lack of skilled employment as their biggest
problem (36% of all large firms).

Difficulty finding skilled employees remains
second on the list of problems. The labour market
remains tight for the moment, although dark clouds
are hovering if some of the leading indicators on
employment are to be believed.

Low turnover and other problems round out the top
four.

Our small business composite growth measure
fell across all sectors; only services managed to
maintain a positive growth outlook, just.
Construction firms had the biggest fall as mounting
pressure on hiring over the year ahead weighed
heavily. The sector still has a housing deficit and low
interest rates have kept house prices from falling
further, particularly in Auckland. But profit margins
are squeezed, putting pressure on hiring and
investment. Retail slid a further 2pts. Tough
competition and a continuation of squeezed margins
weigh heavily on the sector. Manufacturing is under
pressure globally; local firms are reporting lower
turnover expectations with competition a bigger
problem than previously.

The composite growth measure shows
widespread growth concerns. Canterbury
unwound last quarters gain, and a set post-GFC low
of -12. Employment and investment woes were the
major concerns. The rest of the South Island was
much more upbeat as activity, employment and
investment all contributed positively; but profit
concerns are still hampering the outlook. Wellington
maintains a positive stance although employment
was negative for the region. Outside of the capital,
employment and activity are dampening the medium
term growth outlook.



Dec 18 Mar 19 Jun 19 Sep 19 Dec 18 Mar 19 Jun 19 Sep 19

0.7 1.4 0.1 -4.4 8.0 2.1 5.0 -0.3
356  -33.3  -36.3  -49.9  -284  -36.3  -354  -50.3
6.2 7.5 5.9 -0.3 14.3 9.9 10.9 2.7
11.1 0.4 1.6 -2.0 14.2 6.2 2.9 5.0
3.7 3.4 11 -6.7 2.3 9.0 7.5 -1.0
4.9 3.5 3.8 1.5 19.0 13.7 6.7 or
11.1 1.9 0.2 -4.2 6.5 9.1 102 -10.3
7.6 4.8 0.4 -7.4 3.2 9.5 0.7 -9.2
0.9 1.2 0.6 7.2 6.2 3.2 2.4 -7.8
18.8 29.2 36.3 44.3 17.8 25.6 32.0 39.7
182  -158  -13.9  -21.9 1.9 7.7 8.6 -17.5
26.2 15.4 283  -51.0 21.5 6.1 29.7  -55.0
22.8 24.2 23.3 18.4 36.2 30.0 30.1 23.0
306  -359  -37.4  -41.3  -22.0  -43.8  -37.0  -39.7
2.3 2.1 1.9 1.7 2.1 2.0 1.9 1.7
Agriculiure  -103  -140 6.7 7.2 18.2 18.3 4.4 6.4
Manufacturing 17 3.6 3.7 -4.3 3.8 1.8 7.1 2.1
Construcon 2.9 -5.0 15  -157 101 15 57  -15.6
Retal | 70 2.4 109 -12.5 7.8 2.7 10.6 6.9
Services 36 1.0 3.7 0.4 10.0 2.7 4.7 -0.8
]
Auckland 18 2.3 35 -6.0 20.9 4.4 11.6 4.4
Wellington 19 0.9 5.5 2.5 2.4 7.2 5.2 1.4
Restof North Island 2.3 4.4 2.6 -7.6 5.8 3.4 1.4 2.2
canterbury  -46 4.3 5.7 -11.6 2.0 111 1.8 -16.0
Restof South Island 5.0 3.7 2.0 2.8 7.6 1.0 9.9 -7.6

Source: ANZ Business Outlook survey. The definition of business size is based on the number of employees in the following way:
Small 0-20 and Large 21+. The data is net balance (% up/improve minus % down/worsen), except for inflation expectations.
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Important notice

This document is intended for ANZ’s Institutional, Markets and Private Banking clients. It should not be forwarded, copied or
distributed. The information in this document is general in nature, and does not constitute personal financial product advice
or take into account your objectives, financial situation or needs.

This document may be restricted by law in certain jurisdictions. Persons who receive this document must inform themselves about and
observe all relevant restrictions.

Disclaimer for all jurisdictions: This document is prepared and distributed in your country/region by either: Australia and New Zealand
Banking Group Limited (ABN11 005 357 522) (ANZ); or its relevant subsidiary or branch (each, an Affiliate), as appropriate or as set out
below.

This document is distributed on the basis that it is only for the information of the specified recipient or permitted user of the relevant
website (recipients).

This document is solely for informational purposes and nothing contained within is intended to be an invitation, solicitation or offer by ANZ
to sell, or buy, receive or provide any product or service, or to participate in a particular trading strategy.

Distribution of this document to you is only as may be permissible by the laws of your jurisdiction, and is not directed to or intended for
distribution or use by recipients resident or located in jurisdictions where its use or distribution would be contrary to those laws or
regulations, or in jurisdictions where ANZ would be subject to additional licensing or registration requirements. Further, the products and
services mentioned in this document may not be available in all countries.

ANZ in no way provides any financial, legal, taxation or investment advice to you in connection with any product or service discussed in this
document. Before making any investment decision, recipients should seek independent financial, legal, tax and other relevant advice
having regard to their particular circumstances.

Whilst care has been taken in the preparation of this document and the information contained within is believed to be accurate, ANZ does
not represent or warrant the accuracy or completeness of the information Further, ANZ does not accept any responsibility to inform you of
any matter that subsequently comes to its notice, which may affect the accuracy of the information in this document.

Preparation of this document and the opinions expressed in it may involve material elements of subjective judgement and analysis. Unless
specifically stated otherwise: they are current on the date of this document and are subject to change without notice; and, all price
information is indicative only. Any opinions expressed in this document are subject to change at any time without notice.

ANZ does not guarantee the performance of any product mentioned in this document. All investments entail a risk and may result in both
profits and losses. Past performance is not necessarily an indicator of future performance. The products and services described in this
document may not be suitable for all investors, and transacting in these products or services may be considered risky.

ANZ expressly disclaims any responsibility and shall not be liable for any loss, damage, claim, liability, proceedings, cost or expense
(Liability) arising directly or indirectly and whether in tort (including negligence), contract, equity or otherwise out of or in connection with
this document to the extent permissible under relevant law. Please note, the contents of this document have not been reviewed by any
regulatory body or authority in any jurisdiction.

ANZ and its Affiliates may have an interest in the subject matter of this document. They may receive fees from customers for dealing in the
products or services described in this document, and their staff and introducers of business may share in such fees or remuneration that
may be influenced by total sales, at all times received and/or apportioned in accordance with local regulatory requirements. Further, they
or their customers may have or have had interests or long or short positions in the products or services described in this document, and
may at any time make purchases and/or sales in them as principal or agent, as well as act (or have acted) as a market maker in such
products. This document is published in accordance with ANZ’s policies on conflicts of interest and ANZ maintains appropriate information
barriers to control the flow of information between businesses within it and its Affiliates.

Your ANZ point of contact can assist with any questions about this document including for further information on these disclosures of
interest.

Country/region specific information: Unless stated otherwise, this document is distributed by Australia and New Zealand Banking
Group Limited (ANZ).

Australia. ANZ holds an Australian Financial Services licence no. 234527. For a copy of ANZ's Financial Services Guide please click here
or request from your ANZ point of contact.

Brazil, Brunei, India, Japan, Kuwait, Malaysia, Switzerland, Taiwan. This document is distributed in each of these jurisdictions by
ANZ on a cross-border basis.

Cambodia. This document is distributed in Cambodia by ANZ Royal Bank (Cambodia) Limited (ANZ Royal Bank). The recipient
acknowledges that although ANZ Royal Bank is a subsidiary of ANZ, it is a separate entity to ANZ and the obligations of ANZ Royal Bank
do not constitute deposits or other liabilities of ANZ and ANZ is not required to meet the obligations of ANZ Royal Bank.

European Economic Area (EEA): United Kingdom. ANZ is authorised in the United Kingdom by the Prudential Regulation Authority
(PRA) and is subject to regulation by the Financial Conduct Authority (FCA) and limited regulation by the PRA. Details about the extent
of our regulation by the PRA are available from us on request. This document is distributed in the United Kingdom by Australia and New
Zealand Banking Group Limited ANZ solely for the information of persons who would come within the FCA definition of “eligible
counterparty” or “professional client”. It is not intended for and must not be distributed to any person who would come within the FCA
definition of “retail client”. Nothing here excludes or restricts any duty or liability to a customer which ANZ may have under the UK
Financial Services and Markets Act 2000 or under the regulatory system as defined in the Rules of the Prudential Regulation Authority
(PRA) and the FCA. ANZ is authorised in the United Kingdom by the PRA and is subject to regulation by the FCA and limited regulation by
the PRA. Details about the extent of our regulation by the PRA are available from us on request.

Fiji. For Fiji regulatory purposes, this document and any views and recommendations are not to be deemed as investment advice. Fiji
investors must seek licensed professional advice should they wish to make any investment in relation to this document.

Hong Kong. This publication is issued or distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered at the Hong
Kong Monetary Authority to conduct Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate
finance) regulated activities. The contents of this publication have not been reviewed by any regulatory authority in Hong Kong.

India. If this document is received in India, only you (the specified recipient) may print it provided that before doing so, you specify on it
your name and place of printing.

Myanmar. This publication is intended to be general and part of ANZ’s customer service and marketing activities when implementing its
functions as a licensed bank. This publication is not Securities Investment Advice (as that term is defined in the Myanmar Securities
Transaction Law 2013).
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New Zealand. This document is intended to be of a general nature, does not take into account your financial situation or goals, and is
not a personalised adviser service under the Financial Advisers Act 2008 (FAA).

Oman. ANZ neither has a registered business presence nor a representative office in Oman and does not undertake banking business or
provide financial services in Oman. Consequently ANZ is not regulated by either the Central Bank of Oman or Oman’s Capital Market
Authority. The information contained in this document is for discussion purposes only and neither constitutes an offer of securities in
Oman as contemplated by the Commercial Companies Law of Oman (Royal Decree 4/74) or the Capital Market Law of Oman (Royal
Decree 80/98), nor does it constitute an offer to sell, or the solicitation of any offer to buy non-Omani securities in Oman as contemplated
by Article 139 of the Executive Regulations to the Capital Market Law (issued vide CMA Decision 1/2009). ANZ does not solicit business in
Oman and the only circumstances in which ANZ sends information or material describing financial products or financial services to
recipients in Oman, is where such information or material has been requested from ANZ and the recipient understands, acknowledges
and agrees that this document has not been approved by the CBO, the CMA or any other regulatory body or authority in Oman. ANZ does
not market, offer, sell or distribute any financial or investment products or services in Oman and no subscription to any securities,
products or financial services may or will be consummated within Oman. Nothing contained in this document is intended to constitute
Omani investment, legal, tax, accounting or other professional advice.

People’s Republic of China (PRC). This document may be distributed by either ANZ or Australia and New Zealand Bank (China)
Company Limited (ANZ China). Recipients must comply with all applicable laws and regulations of PRC, including any prohibitions on
speculative transactions and CNY/CNH arbitrage trading. If this document is distributed by ANZ or an Affiliate (other than ANZ China), the
following statement and the text below is applicable: No action has been taken by ANZ or any affiliate which would permit a public
offering of any products or services of such an entity or distribution or re-distribution of this document in the PRC. Accordingly, the
products and services of such entities are not being offered or sold within the PRC by means of this document or any other document.
This document may not be distributed, re-distributed or published in the PRC, except under circumstances that will result in compliance
with any applicable laws and regulations. If and when the material accompanying this document relates to the products and/or services of
ANZ China, the following statement and the text below is applicable: This document is distributed by ANZ China in the Mainland of the
PRC.

Qatar. This document has not been, and will not be:

e lodged or registered with, or reviewed or approved by, the Qatar Central Bank (QCB), the Qatar Financial Centre (QFC) Authority, QFC
Regulatory Authority or any other authority in the State of Qatar (Qatar); or

e authorised or licensed for distribution in Qatar,

and the information contained in this document does not, and is not intended to, constitute a public offer or other invitation in respect of
securities in Qatar or the QFC. The financial products or services described in this document have not been, and will not be:

e registered with the QCB, QFC Authority, QFC Regulatory Authority or any other governmental authority in Qatar; or

e authorised or licensed for offering, marketing, issue or sale, directly or indirectly, in Qatar.

Accordingly, the financial products or services described in this document are not being, and will not be, offered, issued or sold in Qatar,
and this document is not being, and will not be, distributed in Qatar. The offering, marketing, issue and sale of the financial products or
services described in this document and distribution of this document is being made in, and is subject to the laws, regulations and rules
of, jurisdictions outside of Qatar and the QFC. Recipients of this document must abide by this restriction and not distribute this document
in breach of this restriction. This document is being sent/issued to a limited number of institutional and/or sophisticated investors (i) upon
their request and confirmation that they understand the statements above; and (ii) on the condition that it will not be provided to any
person other than the original recipient, and is not for general circulation and may not be reproduced or used for any other purpose.
Singapore. This document is distributed in Singapore by the Singapore branch of ANZ solely for the information of “accredited
investors”, “expert investors” or (as the case may be) “institutional investors” (each term as defined in the Securities and Futures Act
Cap. 289 of Singapore). ANZ is licensed in Singapore under the Banking Act Cap. 19 of Singapore and is exempted from holding a
financial adviser’s licence under Section 23(1)(a) of the Financial Advisers Act Cap. 100 of Singapore.

United Arab Emirates (UAE). This document is distributed in the UAE or the Dubai International Financial Centre (DIFC) (as
applicable) by ANZ. This document does not, and is not intended to constitute: (a) an offer of securities anywhere in the UAE; (b) the
carrying on or engagement in banking, financial and/or investment consultation business in the UAE under the rules and regulations
made by the Central Bank of the UAE, the Emirates Securities and Commodities Authority or the UAE Ministry of Economy; (c) an offer of
securities within the meaning of the Dubai International Financial Centre Markets Law (DIFCML) No. 12 of 2004; and (d) a financial
promotion, as defined under the DIFCML No. 1 of 200. ANZ DIFC Branch is regulated by the Dubai Financial Services Authority (DFSA)
ANZ DIFC Branch is regulated by the Dubai Financial Services Authority (DFSA). The financial products or services described in this
document are only available to persons who qualify as “Professional Clients” or “Market Counterparty” in accordance with the provisions
of the DFSA rules. In addition, ANZ has a representative office (ANZ Representative Office) in Abu Dhabi regulated by the Central
Bank of the UAE. The ANZ Representative Office is not permitted by the Central Bank of the UAE to provide any banking services to
clients in the UAE.

United States. Except where this is a FX- related document, this document is distributed in the United States by ANZ Securities, Inc.
(ANZ SI) which is a member of the Financial Regulatory Authority (FINRA) (www.finra.org) and registered with the SEC. ANZSI's
address is 277 Park Avenue, 31st Floor, New York, NY 10172, USA (Tel: +1 212 801 9160 Fax: +1 212 801 9163). ANZSI accepts
responsibility for its content. Information on any securities referred to in this document may be obtained from ANZSI upon request. This
document or material is intended for institutional use only — not retail. If you are an institutional customer wishing to effect transactions
in any securities referred to in this document you must contact ANZSI, not its affiliates. ANZSI is authorised as a broker-dealer only for
institutional customers, not for US Persons (as “US person” is defined in Regulation S under the US Securities Act of 1933, as amended)
who are individuals. If you have registered to use this website or have otherwise received this document and are a US Person who is an
individual: to avoid loss, you should cease to use this website by unsubscribing or should notify the sender and you should not act on the
contents of this document in any way. Non-U.S. analysts: Non-U.S. analysts may not be associated persons of ANZSI and therefore may
not be subject to FINRA Rule 2242 restrictions on communications with the subject company, public appearances and trading securities
held by the analysts. Where this is an FX-related document, it is distributed in the United States by ANZ's New York Branch, which is also
located at 277 Park Avenue, 31st Floor, New York, NY 10172, USA (Tel: +1 212 801 916 0 Fax: +1 212 801 9163).

Vietnam. This document is distributed in Vietham by ANZ or ANZ Bank (Vietham) Limited, a subsidiary of ANZ.

This document has been prepared by ANZ Bank New Zealand Limited, Level 26, 23-29 Albert Street, Auckland 1010, New Zealand,
Ph 64-9-357 4094, e-mail nzeconomics@anz.com, http://www.anz.co.nz
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