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NATIONAL OVERVIEW

The international economic situation continues
to deteriorate. Reports from the US on bur-
geoning unemployment and more institutional
collapses further intimidating confidence
around the world. Reports from Asia have also
been unfavorable as they are drawn into the
global recession.

New Zealand is still only pondering the strug-
gles overseas, be it with increasing concern,
but the height of the drama in world financial
markets has not truly fully impacted our
shores. Yes, the New Zealand economy is in
recession with unemployment on the increase,
property values on the decline, fewer dwelling
consents being processed, tourism volume
down, business confidence down, and retail
spending back. But we haven’t had the large
institutional collapses of our international
counterparts, and our housing market is not
as over supplied and/or over funded. This is
not to say we aren’t still hurting.

The Reserve Bank of New Zealand is reacting
to the poor economic indicators by continuing
to ease the Official Cash Rate (now at 3.00%)
and commercial banks are generally following
suit. Banks are however constricting access to
money, and making demands on existing
debt. This is partly preserving any fervour in
property demand.

The latest statistics from the Ministry of Tour-
ism show international arrivals down some
0.9% on the previous year (year to Jan 09),
with a small increase in Australian visitors, but

a large drop off in Japanese visitors. We are a
long way from the rest of the world when trav-
elers are not as financial which makes it diffi-
cult to see any upside here for some time. Net
migration to the country in January saw a net
inflow of 660 people, with the annual inflow at
4,500. The downturn in the UK and Australia
encouraging Kiwis to stay (or return) home.
This inflow will need housing which is a posi-
tive if the trend continues.

The keyword at this stage of the recession is
“‘unemployment”. This is on the rise around
the world, and New Zealand has joined that
movement. The recent ‘Job Summit’, a brain-
storming session represented predominantly
by New Zealand business leaders, was run to
come up with ideas to discourage job layoffs.
One idea was a nine day fortnight with the
tenth day used for training, designed to retain
jobs and up-skill workers. There were many
more ideas; it will be interesting to see what
eventually comes of it.

On the farming front, the forecast dairy payout
was reduced in January to $5.10/kgMS from
$6.00/kgMS on the back of falling commodity
prices overseas. This fall in dairy prices has
come about as a result of the very high prices
of last year which created price resistance and
dramatically cut demand at the same time as
supply of milk was increasing globally,
strengthened by the global downturn. Con-
trastingly sheep farmers are at the other end
of the cycle with returns on their meat produce
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considerably higher when compared to the
previous three years. Wool however has
slumped, many farmers holding on to wool in
the hope of a lift later in the season. The im-
pact on property values is mixed. Dairy and
sheep & beef land prices tracked too high
over the last three years on the back of the
fervor in the dairy industry, stimulating conver-
sions, and adaptation to dairy support. Rural
property sales volume has fallen right off. It
goes without saying that when returns are low,
so will be the inclination of buyers to purchase
and indeed the incentive by banks to lend.

In a free market the wheel of enterprise only
spins if we are active. Good opportunities are
definitely now there, so enjoy the challenge
and with it our eventual climb back to a more
positive environment.

MARKET INDICATORS

Actual Date Inc/dec

CPI 1077 Dec 08 yr +3.4%**

GDP 1.7%* | Sept08yr | -0.4% o
Unemployment 4 6% Dec 08 qtr +0.4%

Median House Prices - 3 months to Jan 09 (REINZ)

3 Month Median

Tational 1 1.20% $330,000

Lakes JT0.00% $300,000

Central 1 1.40% $388,500
Major Bank Interest Rates (guide only — Feb 2009)
Variable 6.49% to 7.49%
1yr Fixed 5.69% to 5.95%
Reserve Bank - OCR 3.00% Mar 09

* Economic Grawth
** Inflation (annual increase in the CPI)

We are now approaching autumn following a
relatively cool summer with above average
rainfall levels. This has assisted farming
considerably with very good pasture growth
and buoyant lamb prices being achieved.
However, this is countered by beef prices
remaining relatively low, fine wool and veni-
son prices remaining relatively strong, the
coarse wool market is at its lowest ebb ever.
Our orchard industry has undergone a rela-
tively good season with mainly strong export
prices being achieved, but local market
prices have been only fair. We have yet to
see what the early arrival of autumn may
have on vineyard production. At this stage
there is a good crop showing, but markets for
some of our wines look like they’re becoming
oversupplied.

The rural property market has continued to
show an exceptionally low volume of sales
and some consolidation in land values may
soon take place, particularly for dairy and
dairy support quality land. The rural lifestyle
market continues to show a reasonable sales
volume, but with sale prices remaining rela-
tively steady. The residential market has
also shown a very low sales volume and in

most areas some reduction in sale prices is
apparent.  Section sales have been minimal
as have sales of vacant rural lifestyle blocks.
The construction industry is still relatively
busy at present with existing houses and
some new non residential building, but it is
unlikely that this level of interest will continue
through to later in 2009. Generally the vol-
ume of house sales is at its lowest level since
1991. It is of interest to see the volume of
rental properties advertised in local newspa-
pers, suggesting that the rental market is
currently very well supplied.

The volume of tourist traffic in Central Otago
has shown some reduction, this being appar-
ent in the accom-

both overseas and from other parts of New
Zealand and this has assisted in maintaining
the real estate market at levels that are more
buoyant than other parts of New Zealand.
This effect has tended to insulate us to an
extent from the global recession, but it may
well be that this may have a more significant
influence in our local markets over the next
six to nine months.

The graph below shows seasonal sales volume of
dwellings and median dwelling sale prices since 2005
in the Central Otago District, illustrating the volume of
sales and trend of the median sale price for the last
three years.
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Queenstown: The seasonal median sale
price for residential dwellings in the Queens-
town Lakes District has been in a state of
gradual decline for the past year although
sales volume has remained fairly consistent
through this period. The upper end of the
market still appears to be strong although off
the peaks of 2007. Good quality product and
location are still attracting buyers. The lower
end of the market has been the most active
with a steady volume of sales occurring be-
tween $350,000 and $500,000. Most of the
downward pressure is occurring to the middle
bracket between $600,000 and $1,000,000.
Similar to Central Otago there is currently an
oversupply of long term rental accommoda-
tion in the area putting the squeeze on rents.
On a positive note there has been a small
resurgence in building activity in the end of
summer, which is an area that became in-
creasingly quiet through 2008; lower interest
rates and cheaper labour costs are now start-
ing to restore confidence in this area.

The apartment market continues to suffer
from an over-supply and lack of demand
which when combined with a bleak financial
outlook has put purchasers firmly in the
driver’s seat. As we enter 2009 there are still
a large number of forced and mortgagee
sales occurring and many buyers are paying
up to half the price they would have during
2007. Location is now playing an important
role in determining sale price, with apart-
ments in the town centre retaining their val-
ues much more readily than those situated
further out of town on Frankton Road where
values have been more severely affected. A

number of developments that have completed
over the last six months are still sitting un-
used in a state of limbo as purchasers who
signed up at well above today’s market val-
ues are refusing or even unable to obtain the
finance to settle. Despite some bad health in
this area of the market good sales are still
occurring in developments with established
income histories and central locations.

The number of commercial/industrial sales
this year has eased, and capitalisation rates
are increasing. Tougher lending criteria and a
lack of confidence in the rental market are
causing this. Queenstown CBD yields are
seen in the 5.50% to 7.00% range, industrial
yields are seen in the 7.50% to 8.50% range.

Commercial rentals are coming under pres-
sure as vacancies appear, and existing and
prospective tenants become more discerning
in their rental negotiations. The four large
commercial developments in the CBD,
‘Terrace Junction’ development in Frankton
and on going expansion at Remarkables
Park, is ensuring there will be ample supply of
retail and

terms with landlords. The prime retail areas in
Queenstown are well defined however, and
the desire by tenants to be well located is still
strong, so healthy rental levels in these areas
may be maintained. Office rentals are coming
under pressure as vacancy levels increase;
some adjustment is possible here. The indus-
trial market has been relatively sombre re-
cently. On the whole Industrial property land-
lords appear to be prepared to meet the
rental market.

Activity in outlying areas Kingston and
Glenorchy continues to be slow. Kingston had
three dwelling sales through the summer
between $265,000 and $485,000, and there
were no recorded sales in the Glenorchy
area.

Overall the Queenstown property market,
including outlying areas, is varied across the
sectors. A generally cautious approach is
being taken but the inherent qualities of the
area are still attractive.
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Arrowtown: Sales in Arrowtown have been
relatively consistent through 2008 and into
2009. There were 15 dwelling sales this sum-
mer; the median sale price $595,000, com-
pared to last summer where there where 18
dwelling sales (median $557,000). Signifi-
cantly this summer's median sale price of
$595,000 is well above the medians recorded
for spring and winter 2008. Arrowtown is one
of the more affordable locations in the area
where demand between $400,000 and
$600,000 is firm.

Wanaka: Wanaka is being affected by the
market downturn with reduced activity and
fewer sales being recorded. Since January
most residential sales have been in the
$400,000 to $800,000 range, with only two
house sales exceeding $900,000. To the
other extreme we have had three top end
properties selling in the $1,975,000 to
$3,000,000 range, two of these being situated
in close proximity to Lake Wanaka.

The market overall continues to be mixed;
with some new houses still selling well, whilst
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the values of older and dated residential prop-
erties noticeably falling, as vendors meet
purchaser’'s lower market expectations to
conclude deals. Older homes are struggling
to compete in this market. Of interest, the
entry level residential market in the $350,000
to $400,000 range appears to be holding up.

Vacant section values are mixed and the
number of sales much reduced. Promotional
rebates were being offered at Riverside Park
and Peninsula Bay and also delayed settle-
ment options elsewhere. The secondary sec-
tion market is weak with a section sale in
Peninsula Bay reported at $236,000, and
another in Luggate Park at $130,000 for a
4093 sq metre block.

Like Queenstown, apartment sales have
slowed with little to no buyer interest except
when properties are offered at discounted
prices. Apartments in Wanaka we are now
experiencing losses in value similar to
Queenstown.

The lower dairy payout is impacting both on
farm and lifestyle sales. Lifestyle sales out-

side of Wanaka stopped occurring about Sep-
tember 2008 and the values of vacant blocks
are falling.

Vineyards continue to be hard to sell with
investors very cautious, no doubt a reflection
of both Central Otago’s challenging growing
environment and falling grape prices particu-
larly for whites.

General: This new market is challenging for
all involved. The change of government, re-
duction in the OCR, reducing interest rates
and fuel costs are helping to lift confidence,
but unemployment is increasing.

The transition between the boom years from
2003 to 2007 and the recession we now find
ourselves in has been very sudden. Keeping
on top of this rapidly changing market,
whether you are selling, purchasing, refinanc-
ing, insuring, developing, or building is key to
making the right decision. So make sure you
contact us early in your property endeavor
and get independent and professional advice
from our team of friendly experts.
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