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Building Consents

NZ Consents — What Slowdown?

Residential consents have remained strong through 2019 despite
relatively widespread concerns that the market may be softening.
Ironically the strength in August was concentrated in Auckland and
Canterbury, the regions investors we talk with are most cautious about.
We do suspect segments of the Auckland market, notably apartments and
upper-end residential, will likely slow over the next ¢.12-18 months.
However, with interest rates at record lows, continued high migration, a
reduction in loan-to-value limits, and removal of the Capital Gains Tax
threat we expect the broader market to remain robust.

Residential underpinned by record low interest rates and strong migration

August residential consents were again strong -2% mom/+12% yoy to 36.9k
(annualised). Notably growth was concentrated in Auckland (particularly
townhouses, flats etc.) +8% yoy and Canterbury +30%, the two regions we
receive the most investor queries on. Whilst you cannot read too much into one
month’s numbers, in our view, the continued resilience in Auckland does
highlight that mid-market demand is solid. We do continue to believe that (1)
demand at the upper tiers of the Auckland market is soft, and (2) new apartment
feasibility is difficult given affordability and credit challenges, and that these
segments will likely soften from here. In Canterbury another strong month takes
the past six months to up +14%, again highlighting that the post-earthquake
downturn is over. Overall floor area consented, the best measure of future
construction activity, was up +3% yoy taking the past 12 months to +4% with the
lag to headline consents due to the trend toward smaller dwellings.

Non-residential consents may have peaked; downturn likely to be modest

August was a softer month (and quarter) for non-residential consents, down -8%
in value terms and -38% in floor area (sqm). The past quarter, +4% yoy in value
but -25% in sgm, plus anecdotes of a thinning pipeline (largely in Auckland), do
suggest investment could soften medium-term. That said, we do not anticipate a
steep downturn. The pipeline is full, over the past 12 months value consented is
up +12% and sgm +8%, with strong economic and population growth over
recent years necessitating investment across most segments.

Figure 1. NZ building consents (August 2019)

1 month 3 months 6 months Annual
Residential
Consented dwellings (#)
Detached houses ('000s) 224 223 22.1 219
Total ('000s) 36.9 36.9 36.6 35.7
yoy % chg
Detached houses 9.7% 8.2% 4.7% 4.9%
Total 12.2% 13.4% 7.8% 8.8%
Total floor area 3.3% 5.9% 3.3% 3.8%
Non-residential
Total (NZ$m) 552 1,712 3,887 7,519
yoy % chg -1.9% 4.0% 9.6% 11.9%

Source: Statistics NZ, Forsyth Barr analysis

Investment View

Whilst NZ-building related stocks headline valuation multiples appear prima
facie attractive relative to the broader market, in our view these fairly reflect
elevated NZ construction activity and company-specific issues.
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NZ building materials companies (12m forward)

Company Rating Share Target Total
price  price 12m est.
(NZ$)  (NZ$) return
FBU upP $5.15  $465 -52%
MPG NEUTRAL  $0.36  $0.50 +46.9%
STU NEUTRAL  $0.85 $1.00 +24.1%
Source: Forsyth Barr analysis
Company EV/ EV/EBIT PE(x) Cash
EBITDA (x) dividend
(x) yield (%)
FBU 6.5 9.1 14.4 4.5%
MPG 36 55 4.4 6.1%
STU 5.6 7.9 10.8 6.5%

Source: Forsyth Barr analysis

This publication is not for reproduction, public circulation or the use of any third party (whether in whole or in part) without the prior written consent of Forsyth Barr Limited.



Figure 2. NZ residential consents
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Figure 3. NZ residential consents: houses vs. other dwellings
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Figure 4. NZ residential floor area consented Figure 5. NZ residential consents by region
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Figure 6. NZ non-residential consents (value) Figure 7. NZ non-residential consents (sqm)
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Figure 8. NZ non-residential consents by sector
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Figure 9. NZ non-residential consents by region
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Figure 10. NZ building consents (August 2019)
1 month 3 months 6 months Annual
Residential
Consented dwellings (yoy % chg)
Auckland 8.4% 13.1% 6.8% 10.7%
Waikato-Bay of Plenty -14.6% 6.0% 6.3% 9.1%
Wellington 11.4% -1.2% -1.1% 2.0%
Regional North Island 4.4% 16.5% 5.9% 4.5%
Canterbury 29.7% 22.3% 14.2% 8.8%
Regional South Island 4.3% 2.5% 16.7% 6.2%
Detached houses 9.7% 8.2% 4.7% 4.9%
Apartments -32.9% 14.2% 1.6% 2.1%
Retirement village units 20.9% 3.8% 14.4% 21.5%
Townhouses, flats, units 47.9% 24.0% 22.5% 23.2%
Non-residential
Regional (value) yoy % chg
Auckland -16.5% -12.2% -3.9% 8.6%
Canterbury -16.4% 67.2% 39.0% 24.2%
Other 4.1% 1.4% 10.7% 9.2%
Total -71.9% 4.0% 9.6% 11.9%
m2 (000) 192 718 1,742 3,412
yoy % chg -37.6% -24.7% -5.8% 7.6%
Key sectors (value) yoy % chg
Accommodation -35.0% 44.5% 30.6% 42.0%
Health 0.7% 35.0% 32.5% 0.2%
Education 161.1% 33.7% 5.2% 0.5%
Retail 58.1% -18.9% -10.6% 11.2%
Office -23.8% -0.7% 15.6% -2.6%
Industrial -21.7% -10.4% -3.3% 9.1%
Source: Statistics NZ, Forsyth Barr analysis
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Not personalised financial advice: The recommendations and opinions in this publication do not take into account your personal financial situation or
investment goals. The financial products referred to in this publication may not be suitable for you. If you wish to receive personalised financial advice,
please contact your Forsyth Barr Investment Adviser. The value of financial products may go up and down and investors may not get back the full (or any)
amount invested. Past performance is not necessarily indicative of future performance. Disclosure statements for Forsyth Barr Investment Advisers are
available on request and free of charge. Disclosure: Forsyth Barr Limited and its related companies (and their respective directors, officers, agents and
employees) (“Forsyth Barr”) may have long or short positions or otherwise have interests in the financial products referred to in this publication, and may
be directors or officers of, and/or provide (or be intending to provide) investment banking or other services to, the issuer of those financial products (and
may receive fees for so acting). Forsyth Barr is not a registered bank within the meaning of the Reserve Bank of New Zealand Act 1989. Forsyth Barr may
buy or sell financial products as principal or agent, and in doing so may undertake transactions that are not consistent with any recommendations contained
in this publication. Forsyth Barr confirms no inducement has been accepted from the researched entity, whether pecuniary or otherwise, in connection with
making any recommendation contained in this publication. Analyst Disclosure Statement: In preparing this publication the analyst(s) may or may not
have a threshold interest in the financial products referred to in this publication. For these purposes a threshold interest is defined as being a holder of more
than $50,000 in value or 1% of the financial products on issue, whichever is the lesser. In preparing this publication, non-financial assistance (for example,
access to staff or information) may have been provided by the entity being researched. Disclaimer: This publication has been prepared in good faith based
on information obtained from sources believed to be reliable and accurate. However, that information has not been independently verified or investigated by
Forsyth Barr. Forsyth Barr does not make any representation or warranty (express or implied) that the information in this publication is accurate or
complete, and, to the maximum extent permitted by law, excludes and disclaims any liability (including in negligence) for any loss which may be incurred by
any person acting or relying upon any information, analysis, opinion or recommendation in this publication. Forsyth Barr does not undertake to keep
current this publication; any opinions or recommendations may change without notice. Any analyses or valuations will typically be based on numerous
assumptions; different assumptions may yield materially different results. Nothing in this publication should be construed as a solicitation to buy or sell any
financial product, or to engage in or refrain from doing so, or to engage in any other transaction. Other Forsyth Barr business units may hold views different
from those in this publication; any such views will generally not be brought to your attention. This publication is not intended to be distributed or made
available to any person in any jurisdiction where doing so would constitute a breach of any applicable laws or regulations or would subject Forsyth Barr to
any registration or licensing requirement within such jurisdiction. Terms of use: Copyright Forsyth Barr Limited. You may not redistribute, copy, revise,
amend, create a derivative work from, extract data from, or otherwise commercially exploit this publication in any way. By accessing this publication via an
electronic platform, you agree that the platform provider may provide Forsyth Barr with information on your readership of the publications available through
that platform.
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