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KEY POINTS IN THIS ISSUE
�™��	Building activity Non-residential building work put in place rose again to a further record 
	 annual high. 

�™��	Building consents So did non-residential building consents, although this was made up 
	 of a fall in volume and increase in average value of consents. April 2009 was the highest  
	 month since the series began in 1965, partly due to the Christchurch International Airport  
	 development.

�™��	Building confidence Although the total value of non-residential building activity and 
	 consents continued to break new highs, firms across the building industry (residential and  
	 non-residential combined) remained pessimistic about their prospects. Over coming  
	 months, more consented projects than usual may be delayed, altered or cancelled before  
	 building work commences, depending on economic conditions.

�™��	Building investment With non-residential building investment forecast to decline over the 
	 next two years, we can expect consents to start slowing shortly. 

�™��	Building costs Building cost escalation is forecast to continue easing until early 2010, 
	 with falling investment in non-residential buildings. It is forecast to rise gradually over 2010  
	 and 2011 as economic growth accelerates, inflation rises and building investment resumes  
	 growing. 

Figure 1: Annual non-residential building work put in place 

Source: Statistics New Zealand

Building activity 
trends
Over the year to March 2009, 
non-residential building work 
put in place rose 5.2% to 
$5.287 billion – a further record 
high, as shown in Figure 1. In 
contrast, work on residential 
buildings fell 20.6% over the 
same year. 

Over the year, work on 
miscellaneous buildings1 grew 
22.0%, boosted by work on 
sports stadia (e.g. Eden Park) 
and buildings for the justice 
system. Work on education 
buildings also continued to 
grow strongly, by 17.4%, with 
the first quarter of 2009 being 
this sector’s busiest ever. All 
other sectors reported less 
work in the March 2009 year 
than the previous year, as 
shown in Figure 2.

1 	A category encompassing social cultural, religious, recreational and farm buildings
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Figure 2: Annual non-residential building work put in place by sector 

Source: Statistics New Zealand

Building activity 
outlook
Economic growth and 
building investment
The current recession started 
in early 2008, sparked initially 
by the North Island drought, 
which reduced dairy production 
and export volumes, whilst 
high food and oil prices and 
mortgage interest rates over 
much of 2008 dampened 
private consumption. These 
factors were compounded 
by the international financial 
market turmoil of September 
and October 2008 and ensuing 
fallout in economies around 
the world.

New Zealand’s real GDP fell 
0.9% in the last quarter of 
2008. NZIER estimates the 
economy to have contracted 
2.0% over the year to March 
2009 and expects a 1.4% 
contraction over the March 
2010 year, before recovering 
to average annual growth 
of 3.5% over the following 
five years. The recession is 
likely to linger through to the 
September quarter of 2009, 
before the economy resumes 
growing in the December 
quarter. The recovery will be 
assisted by rising immigration 
boosting the population, but 
the main factor will be the 
realisation of pent-up demand 
as the considerable stimulus 
to private consumption that 
has been building up in the 
economy at last gains traction.

Historically, growth in 
residential building tends to 
move in time with, if not lead, 
economic growth, whilst growth 
in non-residential building 
significantly lags economic 

upturns and downturns. 
NZIER estimates the total 
value of non-residential 
building investment to have 
grown 3.1% over the year to 
March 2009, but expects it to 
fall 12.7% over the March 2010 
year and 6.2% over the March 
2011 year, before rebounding 
to 10.8% growth over the year 
to March 2012. 

Interest rates
As economic growth has 
weakened, annual inflation, 
as measured by the rate of 
increase in the consumer price 
index, has eased rapidly from 
its 5.1% high of September 
2008 to 3.0% in March 2009. 
Producer price inflation has 
also slowed, for both inputs and 
outputs, but more markedly 
for inputs. The annual rate of 
increase in input prices slid 
from 13.6% in September 2008 
to 4.7% in March 2009.

This easing in inflationary 
pressure has enabled the 
Reserve Bank to make a 
succession of cuts to the 
Official Cash Rate (OCR) to 
help provide stimulus to the 
economy. These cuts reduced 
the OCR from 8.25% in mid 
2008 to 2.5% in late April 
2009. There are signs that, 
internationally, economic 
activity is stabilising and 
financial conditions improving, 
and domestically, the New 
Zealand economy is likely to 
begin growing again towards 
the end of 2009. The Reserve 
Bank therefore left the OCR 
unchanged at its latest review 
on 11 June 2009. With a “slow 
and fragile” recovery ahead, 
however, the Reserve Bank 
has not ruled out further cuts 
and expects the OCR to remain 
at or below the current rate 
until the second half of 2010. 
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Building consents
April 2009 recorded the highest 
ever value of non-residential 
building consents issued in a 
single month, since the series 
began in 1965. Over the year 
to April 2009, non-residential 
building consents rose 3.2% 
to $4.617 billion – another new 
high, as shown in Figure 3. 
This total was made up of an 
8.0% fall in volume, measured 
in terms of the total floor area 
of buildings consented, but 
a 12.2% rise in average value 
per square metre, as shown in 
Figure 4. 

Meanwhile, the total annual 
value of consents issued for 
residential buildings dropped 
36.1%.

Given the forecast downturn 
in non-residential building 
investment over the coming 
year, we can expect to see 
this sector’s consents start 
to slow shortly. We may also 
see more consented projects 
than usual being delayed, 
altered or cancelled before 
work commences, according 
to economic conditions. 

Consents by sector
Table 1 on page 5 shows the 
distribution of these consents 
by sector over the year to 
April 2009. Consents for 
miscellaneous buildings again 
grew at an astounding rate, 
although this is the smallest 
of the sectors reported 
and a residual category for 
buildings not covered by 
other sectors (e.g. public 
toilets and car parks). The 
education sector continued to 
record strong growth, whilst 
downward trends continued 
for shops, restaurants and 
taverns; storage buildings; 

Figure 3: Annual non-residential building consents 
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hospitals and nursing homes; 
and hotels and motels. The 
hostels and boarding houses 
sector has shown an upturn 
in recent months, leaping 
to 33.0% growth after a 
sustained period of decline. 

April 2009 was the highest 
month ever recorded for the 
offices and administration 
buildings sector, due in part 
to consenting of development 
at Christchurch International 
Airport.
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Figure 4: Annual total floor area and average value of consents 
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Table 1: Value of consents by sector in the year to April 2009

Sector Annual value 
($ million)

Share of total  
(%)

Annual growth 
(%)

Offices and administration building 1,208 26.2 31.2

Education buildings 591 12.8 32.2

Factories and industrial buildings 528 11.4 -7.5

Shops, restaurants and taverns 519 11.2 -24.9

Social, cultural and religious buildings 411 8.9 23.1

Storage buildings 371 8.0 -22.7

Farm buildings 330 7.1 3.8

Hospitals and nursing homes 220 4.8 -23.3

Hostels and boarding houses 172 3.7 33.3

Hotels and motels 165 3.6 -37.5

Miscellaneous buildings 105 2.3 275.0

Total 4,617 100 3.2

Source: Statistics New Zealand

Consents by region
The Christchurch International 
Airport development is also 
reflected in the 39.9% growth 
in consents issued in the 
Canterbury region over the 
year to April 2009, making this 
Canterbury’s highest month 
and year ever. 

As shown in Figure 5, the 
value of consents issued in the 
Gisborne region doubled over 
this year. Gisborne is, however, 
the second smallest region 
reported, so significantly 
affected by individual projects. 
Over the past year, these have 
included new education sector 
buildings approved in May 2008, 
new health sector buildings 
approved in July 2008 and 
new shops, restaurants and 
taverns approved in January 
and February 2009. 

Wellington recorded its second 
highest ever level of consents 
issued in any one month in 

January 2009 and had another 
busy month in April 2009. As 
shown in Figure 6, Wellington 
seems to be stabilising, with a 
2.0% fall in consents over the 

year to April 2009. Auckland 
recorded its highest ever level 
of consents issued in any one 
month in February 2009, but 
annual growth slowed to 4.0%.

Source: Statistics New Zealand

Figure 5: Annual growth in value of consents by region in the year
to April 2009 
Average annual percentage change
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Building industry
confidence
In NZIER’s April 2009 Quarterly 
Survey of Business Opinion, the 
building industry (residential 
and non-residential combined) 
remained pessimistic, with a 
net2 64% of firms expecting 
general business conditions 
to deteriorate in the next six 
months. 

In terms of their own business, 
a net 48% of firms in the 
building industry reported a 
drop in their output in the first 
quarter of 2009, up from a 
net 41% in the last quarter of 
2008, which was already the 
worst result for this indicator 
for the building industry since 
1998. Firms supplying building 
materials were worse affected 
than firms engaged in building 
construction. Firms expected 
a similar decline in output and 
new orders in the three months 
to the end of June. 

In response to weak demand 
for their output, a net 31% of 
firms in the building industry 
reported cutting staff numbers 
in the March 2009 quarter, 
around the same as in the 
December 2008 quarter and 
with similar expectations 
for the June 2009 quarter. 
Cost pressures and pricing 
intentions continued to ease 
from the highs of 2008. The net 
balance of firms reporting a 
decline in profitability improved 
slightly and was expected to 
improve a little more in the 
June 2009 quarter, suggesting 
that efforts to contain costs 
may be providing at least some 
relief.

The firms surveyed come 
from both the non-residential 
building sector and the larger 
and sharply contracting 
residential building sector. 
Of particular relevance to 
the non-residential building 
sector are other firms’ building 

investment intentions. A net 
balance of 46% of all firms 
economywide reported that 
they expect to reduce their 
investment in buildings over 
the next 12 months – the lowest 
investment intentions since 
the series started in 1975.

Building costs
The Capital Goods Price Index 
for Non-Residential Buildings 
(CGPI-NRB) provides an official 
measure of cost movements 
in the sector. The rate of 
increase in the CGPI-NRB can 
be used as an indicator of cost 
escalation. Note that this is 
a national average across all 
regions and building types. 
We therefore advise caution 
in applying the increase in the 
CGPI-NRB as an indicator of 
cost escalation for specific 
building projects.

The Rider Levett Bucknall 
publication International 
Construction Cost Commentary 
provides a tender price 
relativity between the main 
New Zealand, Australian and 
international centres. This 
publication is available on 
request from any Rider Levett 
Bucknall office.

Recent trends
According to this measure, 
average building costs fell 0.4% 
in the March 2009 quarter, 
which Statistics New Zealand 
attributed to lower labour 
costs for some buildings.  
This was the second quarter 
in a row that building costs 
have fallen. In annual terms, 
the CGPI-NRB still rose 1.5% 
over the March 2009 year, but 
this was the lowest rate since 
late 2007. 

2 	The percentage of firms reporting their output to have fallen minus the percentage reporting their output to have risen, 
	 after accounting for firms that did not provide a response.
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Figure 6: Annual growth in value of consents in main centres
Average annual percentage change
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Forecast
NZIER’s latest forecast of the 
CGPI-NRB and its annual 
percentage change are shown 
in Figure 7, Figure 8 and 
Table 2. 

NZIER forecasts cost escalation to 
continue easing until early 2010, 
as investment in non-residential 
buildings declines. Quarterly and 
annual cost escalation are forecast 
to rise gradually over 2010 and 2011 
as economic growth accelerates 
domestically and globally, inflation 
rises and building investment 
starts growing again, first in 
residential buildings and later in 
non-residential buildings. 

Compared with the previous 
forecast, the latest forecast 
indicates slightly higher cost 
escalation in the short run, but 
lower cost escalation in the longer 
run. Consents data and building 
investment forecasts suggest a 
lower volume of non-residential 
building work over the next two 
years, but of higher average value. 
The earlier upturn in residential 
building investment will also start 
to put pressure on some building 
costs. Cost escalation will remain 
relatively low over the forecast 
period, as the economy faces a 
long, slow recovery.
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Figure 7: Non-residential building cost index (CGPI-NRB)
Index based to 1000 in September 1999 quarter

Source: Statistics New Zealand, NZIER forecasts
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Figure 8: Non-residential building cost escalation
Annual percentage change in the CGPI-NRB
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Table 2: Non-residential building cost index
Year Quarter Index Quarterly change (%) Annual change (%)

2007 March 1332 0.1 5.0
June 1334 0.2 3.1
Sept 1340 0.4 1.7
Dec 1350 0.7 1.4

2008 March 1363 1.0 2.3
June 1371 0.6 2.8
Sept 1393 1.6 4.0
Dec 1390 -0.2 3.0

2009 March 1384 -0.4 1.5

Forecast June 1380 -0.3 0.7
Sept 1399 1.4 0.4
Dec 1396 -0.2 0.4

2010 March 1389 -0.5 0.3
June 1391 0.2 0.8
Sept 1415 1.7 1.1
Dec 1415 0.0 1.3

2011 March 1408 -0.5 1.4
June 1411 0.2 1.4
Sept 1436 1.8 1.5
Dec 1437 0.1 1.6

2012 March 1432 -0.3 1.7
June 1437 0.4 1.8
Sept 1465 1.9 2.0
Dec 1468 0.2 2.2
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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 New Zealand, 
NZIER forecast



Auckland	 Wellington	 Christchurch	 Palmerston North	 Tauranga	 Otago

t. +64 9 309 1074	 t. +64 4 384 9198	 t. +64 3 365 0590	 t. +64 6 357 0326	 t. +64 7 579 5873	 t. +64 3 409 0325

e. auckland@nz.rlb.con	 e. wellington@nz.rlb.com	 e. christchurch@nz.rlb.com	 e. palmerstonnorth@nz.rlb.com	 e. taurange@nz.rlb.com	 e. otago@nz.rlb.com

Oceania	 EMEA	 Asia	 Americas

t. +61 2 9922 2277	 t. +44 20 7398 8300	 t. +852 2823 1823	 t. +1 602 443 4848	

e. enquiries@oceania.rlb.com	 e. enquiries@emea.rlb.com	 e. enquiries@asia.rlb.com	 e. enquiries@americas.rlb.com	 www.rlb.com


