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CONFIDENCE TODAY INSPIRES TOMORROW

RIDER LEVETT BUCKNALL

With a network that covers the globe and a heritage spanning over two centuries, Rider Levett Bucknall is a
leading independent organisation in cost management and quantity surveying, and advisory services.

Our achievements are renowned: from the early days of pioneering quantity surveying, to landmark projects
such as the Sydney Opera House, HSBC Headquarters Building in Hong Kong, the 2012 London Olympic Games
and CityCenter in Las Vegas.

We continue this successful legacy with our dedication to the value, quality and sustainability of the built

environment. Our innovative thinking, global reach, and flawless execution push the boundaries. Taking
ambitious projects from an idea to reality.

FORECAST 98

Prepared by the New Zealand Institute of Economic Research (Inc.) exclusively for Rider Levett Bucknall,
Forecast is produced quarterly and provides detailed local construction market intelligence and knowledge.

CONSTRUCTION MARKET INTELLIGENCE

Forecast is supplemented by Rider Levett Bucknall’s construction market intelligence publications: the
International Report, regional (including the Oceania Report) and country specific reports.

KEY POINTS IN THIS ISSUE

Economic activity picked up in the first quarter of 2021 after a lull in December 2020, led by strong construction
demand. The New Zealand economy has proven to be more resilient than expected a year ago when uncertainty
over how the COVID-19 pandemic would play out reduced confidence. The unprecedented amount of stimulus
from the Government and the Reserve Bank has boosted demand, particularly in construction.

Businesses feeling more confident about hiring and investment

Business confidence continues to improve in New Zealand as uncertainty over further community outbreaks
lessens. This is despite other major economies grappling with continued outbreaks, which has meant border
restrictions remain largely in place. This improved confidence has seen businesses feeling more positive about
hiring and investment.

Capacity pressures becoming more apparent

There are increasing signs of capacity constraints in the New Zealand economy. In the construction sector, these
constraints largely stem from labour shortages and the difficulty of firms in sourcing building materials given
COVID-related supply chain disruptions. The shortage of skilled labour is particularly acute, as border restrictions
limit the ability of firms to bring in workers with specialised skills from overseas.

These capacity pressures, along with higher shipping costs and a surge in the price of building materials such as
copper and iron ore, have driven a sharp increase in construction costs. Increased difficulty in sourcing building
materials is also affecting the completion of construction projects.

Demand for housing robust despite new measures

Housing demand remained robust in recent months despite measures targeted at taking the heat out of the
housing market including the extension of the bright-line test for capital gains tax and removal of interest
deductibility for property investors. REINZ house sales data for May showed the housing market remained very
tight, while house prices continued to lift.

Focus turns to timing of OCR increase

Intensifying cost pressures, including rising global commodity prices, are underpinning a lift in inflation in the
New Zealand economy. As a result, focus has turned to when the Reserve Bank will start to tighten monetary
policy, with the central bank’s projections indicating an OCR increase in the second half of 2022.

Future outlook

The property and construction sector’s longer-term outlook remains positive given the low interest rate
environment is supporting demand. However, there are potential headwinds to activity stemming from supply
constraints, which include:

= Supply chain disruptions affecting the ability of firms to source materials
»  Border restrictions affecting the ability of firms to hire skilled overseas workers

= Construction cost escalation from these supply side constraints also has the potential to weigh on demand
given some construction projects will no longer become feasible.
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BUILDING ACTIVITY TRENDS

Construction growth has led the
recovery in the New Zealand
economy over the past year.
Demand has rebounded strongly,
as the economy responded to
the unprecedented amount of
stimulus implemented by the
Government and the Reserve Bank
in response to support activity
during the COVID-19 outbreak. In
particular, low interest rates have
boosted demand for housing,
with the surge in house prices
encouraging new housing supply
to come on board.

This growth in construction has
been broad-based across the
regions. Building Work Put in
Place data showed a particularly
strong lift in construction activity
in the North Island over the
March quarter. Population growth
over the past decade has been
concentrated in Auckland, and the
effects of this on housing demand
is spilling over to its neighbouring
regions particularly Waikato.

Looking ahead, the outlook for
construction remains very strong
for the coming year, particularly
for residential construction.
Residential building consent
issuance continues to edge up to
new record highs, with building
demand in Auckland especially
strong.

The architects’ measure of activity
in their own office in the NZIER
Quarterly Survey of Business
Opinion (QSBO) indicates a

solid pipeline of construction
across residential, commercial
and Government sectors.

Besides increasing the demand
for housing, strong population
growth over the past decade has
also increased the demand for
infrastructure including transport,
water and utilities, with population
growth outpacing the growth

in infrastructure investment. To
address the infrastructure shortfall
and support the economic
recovery, the Government in
Budget 2021 has allocated
infrastructure investment of

$57.3 billion over the next five
years. However, with capacity
constraints in the construction
sector becoming more apparent
there is a risk of the capital
investment programme being
more protracted if construction
work was to be delayed.

Commercial construction activity
is also recovering, albeit at a
slower pace than the rebound

in residential construction. The
sharp deterioration in business
confidence during the height

of the COVID-19 outbreak

led businesses to hold off on
investment. Banks also became
much more cautious about
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lending to the corporate sector
and for commercial property.
With uncertainty about further
community outbreaks and
lockdowns lessening, businesses
are now feeling more positive
about investment. Banks’ appetite
to lend for commercial property
has also improved. These factors
are supporting stronger demand
for commercial construction.

Residential consent issuance
shows a surge in demand for
medium-density housing such

as townhouses over the past
year. The shortage of centrally
located land, amidst strong
housing demand, has sharpened
the focus on multi-unit dwellings.
Banks’ improved appetite for
lending to the corporate sector
and for commercial property is
supporting a continued pick-up in
the construction of high-density
housing such as apartments.
Although construction demand
for standalone houses remains
robust we expect a continued shift
towards housing intensification
over the coming years.

As part of the trend towards
housing intensification, we also
expect the ageing New Zealand
population to support demand
for retirement villages. The low
interest rate environment, along
with easier access to finance,
should support demand for
housing developments more
broadly.



BUILDING ACTIVITY OUTLOOK

Capacity pressures are intensifying in the construction sector as construction demand continues to recover
strongly. COVID-related supply chain disruptions are affecting the ability of firms to source building materials
for construction, and shipping costs are rising. Labour shortages are also becoming more acute, particularly for
skilled labour. Stats NZ March 2021 quarter labour market data shows growth in construction jobs leading the
recovery in the labour market over the past year.

Continued border restrictions mean that firms will likely continue to face labour shortages, with the potential
for the New Zealand-Australia quarantine-free travel bubble to exacerbate these shortages as demand in the
Australian mining sector picks up. A pick-up in job prospects in Australia will likely encourage New Zealand

workers to head overseas.

These acute capacity pressures are driving up construction costs. Reflecting the stronger demand in residential
investment, this area of construction cost escalation has been strongest. Nonetheless, the recent acceleration
in the average value of non-residential consents per square metre points to non-residential cost escalation
picking up as well. We expect that as a continued improvement in investment intentions drives non-residential
construction demand this will underpin a further lift in cost escalation over the coming years. The surge

in commodity prices is also underpinning a substantial increase in the cost of building materials. Strong
construction cost escalation has the potential to weigh on construction demand as it reduces the feasibility of

some construction projects.

ECONOMIC BACKDROP

The New Zealand economy
continues to show resilience, with
fiscal and monetary policy stimulus
continuing to support a continued
recovery in demand across a
broad range of sectors. March
quarter GDP indicated the New
Zealand economy started 2021

on a strong note following a dip

in activity in the previous quarter.
The household sector is particularly
strong, reflecting the effects of
continued strength in the housing
market and the improving labour
market. Higher household incomes
are supporting retail spending, with
spending on durables particularly
strong as households furnish their
new homes with furniture and
electronics.

Besides non-residential investment,
higher business confidence also
underpinned a strong recovery in
spending on plant and machinery
in the March quarter. We expect
further growth in plant and
machinery investment over the
coming years, as acute labour
shortages and rising labour costs
encourage firms to invest in labour-
saving technology.

Despite the positive developments
in the New Zealand economy
over the past year, there remains
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pockets of weakness in sectors
affected by continued border
restrictions. Spending on
transport and hospitality in the
areas exposed to international
tourism are particularly affected,
although the New Zealand-
Australia travel bubble has helped
to improve demand.

Beyond the continued unevenness
of the recovery, capacity
pressures are broadening beyond
the construction sector. COVID-19
outbreaks around the world have
led to supply chain disruptions

for many businesses here in

New Zealand. These disruptions
have been experienced across

the sectors and are hindering

the recovery even as demand
picks up. Besides building firms
struggling to source materials for
construction, retailers are facing
difficulty in restocking shelves
while manufacturers are also
finding it more difficult to source
inputs into its production. These
pressures are driving an increase
in costs across the sectors. The
improvement in demand means
that firms have found it easier to
pass on the higher costs by raising
prices, albeit not to the extent of
the cost increases. Overall, this

is leading to a pick-up in inflation
pressures in the economy.

Rider Levett Bucknall

INTEREST AND

EXCHANGE RATES

Rising inflation pressures have
seen focus in the markets turn

to when the Reserve Bank will
begin to tighten monetary policy.
An increase in inflation resulting
solely from supply constraints
does not warrant an increase in
interest rates, given monetary
policy tightening would constrain
demand. However, with demand
picking up in the New Zealand
economy and signs that firms are
now passing on higher costs by
raising prices there is a risk of
inflation expectations rising above
the Reserve Bank’s inflation target
of 1 to 3 percent.

The Reserve Bank in its May
Monetary Policy Statement
indicated that it would likely
increase the OCR in the second
half of 2022. Subsequent data
releases, particularly with the
latest release of March quarter
GDP showing a strong lift in
activity over the quarter, has
increased speculation of an earlier
increase in the OCR.

Attention in the US is also
turning to when monetary policy
tightening will commence. The
latest Federal Open Market
Committee (FOMC) meeting
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acknowledged the strengthening
in economic activity and
employment. Although the
Federal Reserve held the policy
rate at the zero to 0.25 percent
range and reiterated it would
continue asset purchases at a
$120 billion monthly pace until
“substantial further progress”
was evident for employment and
inflation, its projections show
thirteen of the eighteen members
in favour of at least one rate
increase by the end of 2023, with
eleven of them seeing a move in
2022 as appropriate.

While there has been an increase
in interest rate expectations
globally, developments in the US
has generally dominated currency
movements, with the New Zealand
dollar depreciating against the

US dollar as a result. We expect

a further easing in the NZD/USD
over the coming year, with the
easing in the NZD crosses more
modest reflecting the favourable
New Zealand economic outlook
relative to other major economies.

BUILDING INVESTMENT
Consent issuance points to a
solid pipeline of both residential
and non-residential construction.
Banks’ appetite to lend for
commercial property has
improved, and with investment
intentions picking up demand
for private sector non-residential
construction is recovering.

BUILDING CONSENTS
Non-residential consent issuance
is strengthening from the lows
seen over the lockdown periods,
reflecting the effects of higher
business confidence. Nonetheless,
weak non-residential consent
issuance seen over the past year
will likely weigh on non-residential
construction activity over the
coming year, with activity
expected to recover from 2022.

Building consents by sector
Consent issuance across the
sectors reflect the unevenness
of the recovery in the New
Zealand economy. Growth in
non-residential consent issuance
has been led by increased
demand for education, industrial
and healthcare buildings.

The Government’s focus on
infrastructure investment as part
of supporting the post-COVID
recovery is driving this growing
demand. Meanwhile, supply
chain disruptions and increased
shipping costs has increased the
focus on inventory management.
This is underpinning demand for
industrial and storage buildings.
Although demand for farm
buildings is only slightly higher
on year-ago levels, we expect
demand to pick up as improved
farmgate returns encourages on-
farm investment.

Demand for new office space is
recovering after some weakness in
recent years. There are opposing
forces driving office space
demand. While the lockdowns
implemented last year to control
the COVID-19 outbreaks has
increased working from home
even as restrictions were lifted,
the increase in white collar jobs
as the New Zealand economy
improves should increase demand
for office space.

Border restrictions reduced
tourism activity, which negatively
affected demand for new
accommodation and retail
outlets. The acceleration in online
shopping as a result of lockdown
restrictions will also likely weigh
on demand for bricks and mortars
shops over the coming years,
despite the rebound in household
spending.
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Building consents by region
Growth in non-consent issuance
was strong across many regions
over the past year. Bay of Plenty,
Auckland and Southland faced
the strongest increase in demand.
In the Bay of Plenty, the increase
was particularly large for industrial
buildings, with demand for health,
education and social buildings
also robust.

Meanwhile, growth in Auckland
non-residential consent issuance
was driven by broad-based
strength in demand across
education, industrial and
storage buildings, as well as
accommodation - despite

the decline in demand for
accommodation in many of the
other regions.

Also going against the nationwide
trend was the increase in demand
in retail outlets in Southland, with
this sector being the key driver of
growth in non-residential consent
issuance in the region over the
past year. Stronger farmgate
returns on higher global dairy
prices is underpinning a recovery
in confidence in the region,

which is flowing through to retail
spending.

Looking ahead, strong global
demand for New Zealand
commodity exports should

drive increased non-residential
investment in rural regions such
as Southland and Waikato over
the coming year. In contrast,
non-residential investment in
regions particularly exposed to
international tourism such as
Otago will likely remain weak until
there is a broad-based relaxation
of border restrictions.
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FIGURE 1

Construction growth broad-based across the regions
Quarterly values, s.a.
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FIGURE 2

Strong pipeline of residential construction
Annual number of consents

RESIDENTIAL CONSENTS BY REGION
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FIGURE 3

Banks feeling more positive about lending for commerical property
Index, change over past six months
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FIGURE 4

Very strong demand for medium density housing
Annual number of consents

RESIDENTIAL CONSENTS BY TYPE
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FIGURE 5

Supply constraints drive up cost pressures

NON-RESIDENTIAL CONSENTS & COST
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FIGURE 6

Education and industrial buildings lead growth in non-residential construction demand
Change over year to April 2021

NON-RESIDENTIAL CONSENTS BY BUILDING TYPE
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TABLE 1

Non-residential building consents by region and sector
$m of consents for the year ending December 2020; red colour shading for decline in consents from previous year

SECTOR
HOSTELS, SOCIAL,
REGION PRISONS ACCOMODATION HEALTH EDUCATION CULTURAL, RETAIL OFFICE STORAGE INDUSTRIAL FARM
ETC RELIGIOUS
NORTHLAND 0.0 4.9 20.4 80.9 26.9 32.7 28.6 16.7 19.2 18.0
AUCKLAND 61.7 378.8 191.6 499.4 124.7 269.4  392.1 505.2 275.1 25.3
WAIKATO 176.9 9.3 21.7 145.6 28.6 51.7 64.3 88.9 78.8 92.1
BAY OF PLENTY 0.3 14.3 46.2 74.2 49.9 60.7 20.0 51.5 223.9 10.8
GISBORNE 1.8 0.4 3.2 16.4 13.5 3.0 4.0 2.5 15.4 3.2
HAWKE'S BAY 3.0 8.5 77.3 41.6 14.8 34.9 29.2 35.5 54.1 17.4
TARANAKI 1.0 0.2 78.6 18.7 4.6 5.7 7.3 8.7 16.3 12.7
MANAWATU-WANGANUI 11 1.9 8.5 55.6 31.0 18.1 26.1 91.9 49.1 15.7
WELLINGTON 2.5 19.5 46.7 122.0 118.7 52.3 279.3 36.4 71.8 10.0
NELSON 0.3 0.4 6.9 4.9 3.7 3.0 3.9 12.5 6.5 0.1
TASMAN 0.1 0.9 4.6 9.5 10.3 20.0 1.2 5.8 7.8 3.1
MARLBOROUGH 0.3 0.1 0.5 7.9 23.1 4.1 0.4 4.1 28.6 4.1
WEST COAST 0.0 0.1 13.3 11.7 0.9 5.8 2.1 1.0 1.7 3.1
CANTERBURY 34.7 34.6 155.8 236.3 128.1 61.7 69.0 123.0 88.0 32.5
OTAGO 17.6 22.3 44.0 104.5 9.8 26.6 40.4 19.4 52.3 21.9
SOUTHLAND 0.8 24.9 1.4 27.2 9.1 69.0 28.6 43.6 19.8 20.8

Source: Statistics NZ, NZIER
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BUILDING COSTS

The Capital Goods Price Index for
Non-Residential Buildings (CGPI-
NRB) (the Index) is an official
measure of cost movements in the
sector. The Index excludes GST.
We use the Index as an indicator
of cost escalation.

The Index is a national average
across all building types. We
therefore advise caution in
applying the increase in the
CGPI-NRB as an indicator of cost
escalation for specific projects.

The Rider Levett Bucknall Fourth
Quarter 2020 Oceania Report
provides local regional comment
and tender price relativity
between the main New Zealand
and Australian centres. This
publication is available at
www.rlb.com or on request from
any Rider Levett Bucknall office.

FIGURE 7

Non-residential construction cost
escalation remains modest for
the year to March 2021, despite
capacity pressures becoming
more evident in the construction
sector. So far, these capacity
pressures are having more of an
impact on residential construction
cost escalation.

Nonetheless, the NZIER QSBO
highlights the increased cost
pressures facing building sector
firms arising from supply chain
disruptions and labour shortages.
Building construction firms report
the shortage of skilled labour at its
most acute since the history of the
survey, while a record proportion
of building materials firms
reported stock levels being too

Non-residential building cost escalation

CGPI-NRB index, annual % change

12 4

10 4

A

low. We expect these constraints,
along with strengthening non-
residential construction demand,
will drive an increase in non-
residential construction cost
escalation over the coming
years. We forecast annual non-
residential construction cost
inflation to accelerate to a peak
of 5.6 percent by March 2022

as firms pass on rising costs in
the face of strong construction
demand.

FORECAST
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TABLE 2

Non-residential building cost index

18

QUARTERLY % ANNUAL %
YEAR QUARTER INDEX CHANGE CHANGE
MARCH 1519 08 3.1
JUNE 1533 0.9 3.3
2016
SEPTEMBER 1553 13 3.7
DECEMBER 1591 2.4 5.6
MARCH 1601 0.6 5.4
JUNE 1618 11 5.5
2017
SEPTEMBER 1635 11 5.3
DECEMBER 1656 13 4.1
MARCH 1670 0.8 4.3
JUNE 1689 11 4.4
2018
SEPTEMBER 1711 13 4.6
DECEMBER 1731 12 4.5
MARCH 1747 0.9 4.6
JUNE 1762 0.9 4.3
2019
SEPTEMBER 1799 2.1 5.1
DECEMBER 1825 1.4 5.4
MARCH 1838 0.7 5.2
JUNE 1841 0.2 4.5
2020
SEPTEMBER 1843 0.1 2.4
DECEMBER 1860 0.9 1.9
MARCH 1867 0.4 1.6
2021 JUNE 1892 1.4 2.8
SEPTEMBER 1924 1.6 4.4
DECEMBER 1951 1.4 4.9
MARCH 1972 11 5.6
JUNE 1990 0.9 5.1
2022
SEPTEMBER 2007 0.9 4.3
DECEMBER 2023 058 3.7
MARCH 2040 0.8 3.5
JUNE 2058 058 3.4
2023
SEPTEMBER 2075 0.9 3.4
DECEMBER 2094 0.9 3.5
MARCH 2112 0.9 35
JUNE 2130 0.9 3.5
2024
SEPTEMBER 2147 058 35
DECEMBER 2165 0.8 3.4
MARCH 2182 058 33
JUNE 2199 0.8 3.3
2025
SEPTEMBER 2216 0.8 3.2
DECEMBER 2233 0.8 3.1

Notes: The current and forecast CGPI-NRB is a national average, which does not differentiate between regions
or building types. We therefore advise caution in applying the increase in the CGPI-NRB as a measure of cost
escalation for specific building projects.

Source: Statistics NZ, NZIER forecasts
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RIDER LEVETT BUCKNALL OFFICES

For further information please contact Grant Watkins +64 4 384 9198
or your nearest Rider Levett Bucknall office.

New Zealand

Auckland +64 9 309 1074
Christchurch +64 3 354 6873
Dunedin +64 3 409 0325
Hamilton +64 7 839 1306
Palmerston North  +64 6 357 0326
Queenstown +64 3 409 0325
Tauranga +64 7 579 5873
Wellington +64 4 384 9198
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