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Introduction

Welcome to the second issue of Regional Property
Insights for 2022, prepared by Tony Alexander with the
support of First Mortgage Trust.

In this issue we consider how vulnerable average house
prices are for each region to the generalised fall in
prices underway since December. Our principal means
of gauging this is to calculate the ratio of each region’s
average price to the NZ-wide average, then see how
things compare with the long-term trend.

We supplement this analysis with a look at the recent
pace of each region’s population growth versus the NZ
average and compare growth in dwelling consents
again with the NZ average.

What we are looking for are regions where prices
might be above trend, population growth weak, and
consent issuance high. This would imply high
vulnerability to price correction. We are also seeking
regions with prices close to or below trend, firm
population growth, and relatively mild dwelling supply
growth. For such regions price vulnerability during this
period of price adjustment over 2022 into 2023 will be
limited.

Not all regions will experience the same price
correction this year into 2022 as we pull back from
unsustainably high prices. Some regions in fact have
prices below their trend ratio to the country as a whole
including Auckland, Taranaki, Tasman, Canterbury, and
Queenstown Lakes.

But the dynamics in play differ tremendously between
these regions, and all have prices well above levels
which long-term trends on a standalone basis would
suggest they would be without the global pandemic.

In particular, in Auckland there is a supply boom
underway at the time of a slump in population growth.
This is the opposite of the seven years after the Global
Financial Crisis. In Taranaki investor flows on the way
up are constrained as they are on the way down. The
region delivers greater stability in prices than most
others and is set to benefit from high dairy prices. But
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the coming resurrection of international tourism will
count for little.

In Tasman, and in fact for the top of the South Island
generally, it looks like the population flow out of the
cities to the regions has not been as much a factor as
elsewhere. The scope for cyclical price declines looks
limited.

In Canterbury there is a long overdue price catch-up to
the rest of the country underway which may run for
the next 2-3 years.

In Queenstown the return of international visitors and
probably some renewed above average population
growth implies some unique price strength not to be
seen elsewhere in the country.

Previous issues of Regional Property Insights are
available here.

First Mortgage Trust Articles

Further extensive discussion of house price movements
and factors affecting prices can be found in the weekly
Tony’s View publication available from
www.tonyalexander.nz



https://www.firstmortgagetrust.co.nz/first_mortgage_trust_articles
http://www.tonyalexander.nz/
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Northland

Mild correction potential

Nationwide house prices have in the three months to
February averaged an unchanged level from the three
months to November. But this involved a 1.5% decline
in December, 1.3% fall in January, and 0.5% rise in
February. So, we can say that prices are falling but the
track is not unrelentingly downward and the pace not
strong.

The change in pace however is another thing. The 0%
February quarter change compares with a 6.6% rise in
the three months to November.

In the Northland region the change in average sale
prices over the past three months has been 4.0%. This
is down from 9.3% three months earlier. This tells us
that Northland is holding up better than the country on
average as the house price cycle turns, but the pace of
increase has definitely slowed.

House price inflation
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Looking just at the long-term trend in Northland house
prices since 1992 we can see that the surge since the
start of 2021 has taken prices well beyond where the
trend suggests they would otherwise be.

Long-term house price trend
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Prices have also moved above their average long-term
level compared with the country as a whole. But the
distance from this trend is not all that much. This
suggests that unless something quite specific of
negative import comes along for the Northland
economy, the correction in prices during the pullback
in the recent unsustainable boom will not be much
greater than NZ on average — if greater at all.

Ratio of Northland Region House Price Index to the NZ Average

Above average
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Below average
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0.7 Source:REINZ

In fact, Northland is set to benefit from the return of
international tourists along with improved incomes in
the primary sector. It will however see some reduction
in domestic tourism as Kiwis shift back to travelling
offshore and high petrol prices keep road trips move to
below average levels.
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Auckland declines. Therefore, a price correction of firm
magnitude is underway in our largest city.

Prices falling B House price inflation

Auckland house prices are currently sitting above % 3 month change
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In fact, when compared with the rest of the country’s Finally, closed borders have seen Auckland’s

prices Auckland prices are below their long-term trend population fall 0.1% in the year to June 2021. A further
relationship and becoming more so. decline this current June year is possible, and beyond
that the initial population growth recovery will likely be
Ratio of Auckland House Price Indexto NZ excluding Auckland hindered by young Kiwis going to Australia for much

higher incomes.

Population growth per annum

% pa Auckland

Above average

Se———

0.9

0.8
Below average
07

Source:REINZ 10

0.6

Sour‘ce: ISlalistics NIZ

On the face of it Auckland is not showing itself to be at s

9 QN

. . . - A L PPN DI DDA D U O]
high risk of price correction. But there are three FEFFFTETFTFT T T EE S S PSS S S

challenges to this comfortable conclusion. The first is
A correction in Auckland’s house prices exceeding 10%

looks likely this year. But beyond that an eventual
return of superior population growth is likely to see

the fact that Auckland is the only region to have
experienced prices falling in each of the last three
months. Those declines mean for the three months all
up ending in February Auckland house prices were prices edging back up again.
down by 1.4% from the three months to November.

Only Dunedin and Wellington (both having prices

extremely above trend) have shown greater quarterly
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Bay of Plenty

Average price fall vulnerability

In Bay of Plenty average house prices are above their
long-term trend relationship with the country overall.

BAY OF PLENTY
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Prices are also a long way above where they would
have been without the Covid-19 pandemic.

Long-term house price trend
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So far, the turning of the house price cycle has not
produced a decline in prices when measured as a three
month average versus the previous three months.

House price inflation
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However, prices have fallen in two of the past three
months and there is a tendency for changes in the pace
of house price inflation in the Bay of Plenty region to
follow changes in Auckland.

Housing Markets Which Almost Move Together
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Both markets are dipping down currently and given the
supply/demand interaction coming into play for
Auckland it seems reasonable to expect not just a
further slowing of house price growth in the Bay region
but falling prices for much of the rest of this year. But
note the way in which the Bay of Plenty region’s pace
of house price change stayed above that for Auckland
over 2019, and the continuing good population growth
shown in the following graph.

Population growth per annum
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The region does not present as being more vulnerable
than average during this current period of price

correction.
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Waikato

Correction due

Over the three months to February average house

prices in the Waikato region increased by a small 0.7%.

This was a steep turnaround from rises averaging 7.3%
just three months before and included a 1.5% fall in
December and 1.3% fall in January before a 1.5%
recovery in February.

House price inflation
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The direction for prices in the region is not one-way
downward. However, prices are well above there they
would have been without Covid-19.

Long-term house price trend
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And prices are well above their trend with the country
overall.
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Population growth has been firm in recent years and at
1.4% growth in the year to June the population gain
was above Auckland’s 0.1% decline and the rise for all
NZ excluding Auckland of 1.0%.

Population growth per annum
35
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The return of international tourists will be of benefit to
the region and supplement the firm gains stemming
from record milk payouts. The good expressway
network connecting more and more parts of the region
including with Auckland will facilitate industry growth
for many years going forward, including relocation of
some businesses out of Auckland.

Scope for price declines in the Waikato region this year
looks about average to perhaps slightly more given the
divergence of price growth in the past two years from
the region’s underlying trend upward.




Sponsored by:

Regional Property Insights =~ FIRST MORTCAGE TRUST

INVESTMENTS | PROPERTY FINANCE

H Population growth per annum vs. all NZ
Gisborne
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Before getting too pessimistic, it pays to note that the
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Hawkels Bay . Long-term house price trend
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Given the surge in construction this suggests some
eventual extra scope for price correction. Over the three months to February average house
prices in the region rose by 0.9%. A slowing growth
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Manawatu-Wanganui

Average correction then flatness

In the Manawatu-Wanganui region prices over the past
two years have soared to levels well above where the
long-term trend since 1992 would suggest they would
otherwise have been without the pandemic.

Long-term house price trend
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Compared with the country as a whole prices are also
seen to be well above trend.
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The pace of increase however is slowing, as seen here.
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But the speed with which this slowdown is kicking in is
less than in most other regions because some of the price
growth heat came out of the region’s housing market in
the middle of last year.

The region is enjoying a very large supply response to
soaring prices.

Dwelling Consents Issued - 12-month Total
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But population growth tends to sit well below that for the
country overall and once the pandemic truly passes this
pattern is expected to return.

Population growth per annum vs. all NZ
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Prices look set to fall in the Manawatu-Wanganui region
beyond the so far minor fall of 2.4% in January which is
the only month of falls recorded in the region since
January 2021.
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Taranaki

Price out-performance likely

In Taranaki average house prices are slightly below
their long-term average relationship with the country

as a whole.
TARANAKI
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Nonetheless, the region has seen an unusually strong
surge in prices over the past two years to levels well
beyond where the long-term trend suggests they
would be were it not for the pandemic.

Long-term house price trend
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The pace of increase in average house prices recently
has held up exceptionally well when compared with all
our graphs for other regions. This undoubtedly is
because of the lack of relative over-valuation.

House price inflation
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The region tends not to attract the same interest from
outside investors when the house price cycle
nationwide surges. But equally, it is not going to see
the same reweighting to other assets and profit-taking
now that we are on a downward leg of the price cycle.
The region will see only minor benefit from the
reopening of the borders. But it will gain tremendously
from the boom in dairy prices.

These factors suggest potential for strong relative price
outperformance of the region over the next couple of
years. The supply response in the region to firmer
prices has been firm.
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WELLINGTON

Wellington 12
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Potential for excess supply in the region looks to be
strong.
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Nelson, Tasman, Marlborough Longterm house price rend
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Less vulnerable than average
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In the three top of the South Island regions prices are not 000
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Tasman with regard to the latest positioning. 1000
500 Source:REINZ

TASMAN District

92 94 96 98 0 2 4 6 8 10 12 14 16 18 2020 2022

Above average

In Tasman house supply growth is above average, but not
by as much as in many other regions while in Nelson and
Marlborough consent issuance is at about average levels.
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Tasman

Overall, if we were to rank regions by least vulnerability to
the cyclical price correction, in the top grouping we would
05 have Taranaki, Canterbury and Queenstown Lakes. Next

in the list would be the grouping of Tasman, Nelson, and

0.0

Marlborough.

-0.5

Source: Statistics NZ

-1.0

SO PP PP
PP

AP DD N IR TN T T - B I T I B
D R H PP N L N S A
FEEFEFTEEFFET LSS TS 5

@ v
Compared with their specific long-term price trends
things have moved to above average levels over the past
two years, but not by as much as in most other regions.
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West Coast

Below average price fall vulnerability

In the small West Coast region house price growth has
slowed recently but remains positive.

House price inflation
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This situation is however unlikely to last. Prices are
above their long-term trend on a standalone basis.

Long-term house price trend
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But not so when compared with the rest of the
country.
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Population growth remains solidly below the NZ pace
despite the pandemic bringing relative gains for many
smaller other regions. Widespread damage in the
Buller District from two major flood events this past
year is likely to cause some permanent relocation from
the region and discourage inward migration from the
rest of New Zealand.

Population growth per annum vs. all NZ
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The return of international tourists will be positive, but
it may take some time for this to be noticed —the
coming summer perhaps. Good dairy returns are also
positive, but unlikely to lead to an expansion of the
sector in the region given land constraints and
challenges.

The new house supply response to higher prices has
been relatively muted compared with the country
overall and this suggests alongside removal of some
flooded houses from the occupancy pool that the
cyclical price correction downward will likely be mild.

Dwelling Consents Issued - 12-month Total
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Ca nterbu ry o House price inflation
o % 3 month change CANTERBURY
Only minor price declines likely
8.0
Canterbury’s period of long-overdue price catch-up to 6.0 ouree
the rest of the country’s post-GFC surge started in the o
June quarter of last year. That relative catch-up is likely
to continue over the next 2-3 years in the form of far e
less average decline in prices than for the country o0
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Prices remain below trend against all NZ.
The Canterbury economy will be supported over the

CANTERBURY coming 2-3 years by good prices in the primary sector,

the return of international tourists, a period of catch-

Above average

up in those numbers after weak activity post-
earthquake, and internal migration driven by good
housing affordability relative to New Zealand’s other
cities.

Below average

Note the return recently to above NZ-average

Ratio of average price
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Population growth per annum vs. all NZ

And the recent move in prices to above trend levels on

% p.a Canterbury
a standalone basis looks like a simple whipping up after o /\/\‘ /\ /\
the below trend position of recent years. 00 [t o S Lo Vl ' \/\/

-05

Long-term house price trend
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The pace of growth in prices has slowed recently but
remains positive.
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Dunedin Clty The city’s economy in the n.ext 2-3 Years will k.)e
supported by the return of international tourists, good
primary sector income growth, and some hefty

Strong price correction underway _ T _
construction projects including the much talked about

In Dunedin the correction in average prices from above hospital. However, the unusually high level of house
trend levels started as the pandemic got underway. prices relative to other cities will restrict the potential
for internal population gains and in fact well below
DUNEDIN City .
14 population growth could occur.
13
" . Despite some shifting to the regions these past 18
12 ove average

months from some older people bringing forward
cashing up and retirement plans, and perhaps some

flows related to working from home, it would be
0.8

Below average surprising if the sharp change in relative population
0.8 .
Ratio of average price growth seen below were to occur again.
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Prices remain above trend versus the country overall Dunedin City

06
and when looked at on a standalone basis.

Long-term house price trend
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e House price weakness may be accentuated by the
:::: extended period since 2016 during which house

w0 Source:REINZ construction has been at above average levels.

Dwelling Consents Issued - 12-month Total

600

Dunedin

In the three months to February average prices in -

Dunedin fell 2.8%. This was the largest decline for all
regions we track and much greater than 0% NZ change. 0o
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Queenstown Lakes

Any price decline will be minor

There are four regions in New Zealand where relative
to the NZ average prices are appreciably below trend.
But each faces very different dynamics which in
Auckland’s case (booming supply, net migration
outflows) will not prevent prices falling. In Queenstown
Lakes the global pandemic and loss of foreign visitors
for more than two years has dealt a severe economic
blow which has manifested itself partly in prices failing
to soar as they have elsewhere in the country.

Queenstown Lakes District

Above average

Below average

Ratio of average price

d with all NZ
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Prices are above the region’s standalone trend, and
this tells us that although the slowdown in price
growth so far has been very mild, one cannot rule out
some minor price decline over the coming year.

Long-term house price trend
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Over the three months to February average prices in
the Queenstown Lakes District were ahead 3.5% from
the three months to November. Only Taranaki at 4.1%
and Northland at 4% saw stronger prices growth. A

slowdown is underway, but it is mild.

House price inflation
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The district’s population growth rate was just 1.9% in
the year to June 2021 from 9% three years earlier. But
this was still above the NZ growth rate recently of
0.6%.

Population growth per annum vs. all NZ
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There has been a supply response to the earlier
population surge, but not a spectacular one.

Dwelling Consents Issued - 12-month Total
1600

Queenstown
1400

1200

1000

800

600

400

200

Source: Statistics NZ

With the return soon of foreign tourists it is likely that
the Queenstown Lakes District will produce superior
house price performance than possibly all other region
we cover in the next two years.
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So uthla nd o House price inflation
% 3 month change SOUTHLAND
8.0
Only a mild price correction in prospect
6.0
Squrce: REINZ
Average house prices in Southland have been 40
correcting back from well above trend levels versus the -
country overall since the start of the pandemic. This 2 I I I
0.0 R R e
has come about via prices rising at a slower pace I 1
slightly than for the country. =
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The region is going to receive a lift from strong dairy

prices and the eventual return of international visitors
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come summer. There is good economic support

already from redevelopment of the CBD. An economic
o stimulus remains from the strong surge in new dwelling

Below average'
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consents issued recently.
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Prices however remain elevated by historical standards
400

of the region on a standalone basis.
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This publication is written by Tony Alexander,
independent economist. You can contact me via
LinkedIn or email tony@tonyalexander.nz

Subscribers to Tony Alexander’s free weekly “Tony’s
View” receive additional information on the economy
and housing markets to that contained here, through
such add-ons as the monthly Spending Plans Survey,
mortgages.co.nz & Tony Alexander Mortgage Advisors
Survey, Sharesies and Tony Alexander Portfolio
Investments survey, and REINZ & Tony Alexander Real
Estate Survey. Subscribe for free here.
https://forms.gle/gW9avCbaSiKcTnBQA

This publication has been provided for general
information only. Although every effort has been made
to ensure this publication is accurate the contents
should not be relied upon or used as a basis for
entering into any products described in this
publication. To the extent that any information or
recommendations in this publication constitute
financial advice, they do not take into account any
person’s particular financial situation or goals. We
strongly recommend readers seek independent
legal/financial advice prior to acting in relation to any
of the matters discussed in this publication. No person
involved in this publication accepts any liability for any
loss or damage whatsoever which may directly or
indirectly result from any advice, opinion, information,
representation or omission, whether negligent or
otherwise, contained in this publication.
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Your non-bank
mortgage lender

Loans from $250 000 » Development & Construction Loans
J
Terms: 3 months - 4 years » Residential & Rural Loans

: . . » Commercial & Industrial Loans
First Mortgage Trust provides competitive

interest rates, flexible loan terms, and quick » Bridging
turn-around on first mortgage finance. » Equity Release

Talk to our
lending team
today
Bruce Smith Geoff Allen Jono Singh Caroline Olagues
Strategic Partnership Manager Auckland Auckland Auckland
bruces@fmt.co.nz geoffa@fmt.co.nz jonathans@fmt.co.nz carolineo@fmt.co.nz
027 222 8911 027 544 0011 027 522 6606 027 544 5590
. ‘A ﬁ
Cameron McLachlan Lawrence Russo Jeremy Finch Mark Beams Charlotte Bennett-
Auckland BOP [ Waikato / Southern Regional Wellington / Robertson
cameronm@fmt.co.nz Central North Island Manager Lower North Island South Island
027 544 5569 lawrencer@fmt.co.nz jeremyf@fmt.co.nz markb@fmt.co.nz charlotteb@fmt.co.nz
027 573 5554 027 742 8004 027 544 5561 027 544 5513

NZ MORTGAGE B\ [e\'B:7:Y,'114
0800 321 113  fmt.co.nz WINNER “Wz%‘;i

Lending criteria applies. Lending is from the First Mortgage Trust Group Investment Fund. First Mortgage Managers Ltd, the manager, is not a registered
bank under the Reserve Bank of New Zealand Act. For copies of our Product Disclosure Statements visit fmt.co.nz or contact us on 0800 321 113.
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