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It’s a tough market but
high end residential can
work

By Tamba Carleton, Zoltan Moricz

The apartment development environment is very tough. Presales for Q4 2023
were at a ten-year low and sell down speed remains significantly slower than
what it was during the 2015-2017 period. These two factors are symptomatic .

of poor market conditions for new development, and it has been an 41 U n ItS
exceedingly difficult couple of years for developers.

Q4 2023 presales

Buyers affected by (lack of) affordability

Akl mortgage % of income

One of the reasons that presale volume is low is that buyer activity is
hampered by affordability. For households that are reliant on mortgages to 540/
purchase apartments, the rapid increase in interest rates has made them ©
unaffordable. Existing dwelling prices have come down somewhat to counter

this, but it has not gotten any cheaper to construct brand new. Infometrics

data shows that mortgage payments as a proportion of income are one of the

highest ratios they have ever been, even higher than during the GFC. Reduced

affordability is playing a part in limiting presales.

FIGURE 1: Housing affordability using mortgage payment as a proportion of income
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Source: Infometrics. Data measures the proportion of average household income that would be needed to service a 20 year mortgage
on the average house value, with a 20% deposit at average 2 year fixed interest rates (March years)
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The buyer types most affected by rising interest costs are first home buyers, and
investors. These two buyer types almost always take on debt in purchasing a

new apartment off the plans. In comparison, the downsizer owner occupier has NZers who own outright
been much less impacted because they often do not carry mortgage debt.

Affordability for these households stems from income, savings, and wealth stored 32%
in equity. An estimated 32% of NZ households own their home outright.

Despite being unaffected by rising mortgage costs, activity from these buyers

was subdued during 2022 and 2023 because their equity was on a downward

slide. This was a time of significant uncertainty in market with regard to the scale OCR change in basis points
and severity of the evolving housing downturn. Auckland prices declined from a
peak of $1.3m in November 2021, bottoming out at $943,000 in January 2023. + 525
The rate of year-on-year decline has slowed since then, and in December 2023

growth has tipped into positive territory. This, combined with the general

consensus that the OCR is at its peak, gives mortgage free homeowners comfort

around th?'r housing equity Ie\{el and enables them to confidently assess Peak to trough Ak decline
affordability of new off plan units.

| - - _27Y%
Total launches declined from 51 projects in 2022 to 35 projects in 2023, but o
developers are increasingly recognising the opportunity to capture demand from

downsizer owner occupiers. This is changing the type of product being brought

to market. In 2023, 56% of market project launches were Prime grade, compared
to 38% in 2022.

Prime grade outperforms

The increase in Prime as a proportion of all launches is expected to continue into
2024 given the emerging evidence that projects of this nature are achieving a
faster sell down than others. For Prime launches that occurred in 2022, the
average sell down after 6 months was 20%, compared to 15% for non-Prime

projects. For launches that occurred in 2023, that has increased to 34% for Prime
projects and 27% for non-Prime projects.

FIGURE 2: Auckland Annual House Price Growth

30%

25%

20%

15%

10%
o% J'\M M |
0% N : '\/‘/v i

iy T
-10%

-15%

-20%

y-0-y growth

W O X000 = NG O 00O = N OO0 000 55N O
QP QPPPORRYOOOROD T LT LT YT LT TS
cC ¢ © Cc & & © ¢ & ¢ = L ¢ cC C c € © € c c© & ¢ ¢ ¢ &
%cccococcco%mmm%%%m%%@gmmmmmmmmmmm@m
S5 5535585358385 38385 R R R e e e e I i e T T

Source: REINZ

RESEARCH © 2024 CBRE, INC.



Creating Resilience It’s a tough market but high end residential can work

Prime also outperforms in terms of pricing. The average $/sqm of Prime

launches in 2023 was $29,300 per sqm. We note that Prime grade buyer Prime % of 2022 launches
demand is often for larger than average dwellings. This, combined with a high
$/sqm, puts overall pricing of units in the multi million dollar bracket. 38%

Naturally, the depth of the buyer pool at this price is limited. There are
relatively few Auckland households who can afford a multi million dollar
apartment. Developers recognise this and de-risk by making their projects
small scale. The average number of units in a Prime project launched in 2023

. . (o)
was 17, around half that of non-Prime. The boutique nature of small-scale 5 6 /)
buildings holds additional appeal to a discerning group of buyers.

Prime % of 2023 launches

A small buyer pool means that there are not many presales to go around. Even
though some Prime projects are finding success, their small scale has little
impact on overall Auckland presales. Despite this, the fact that some are

achieving good presale momentum means that we believe there is opportunity $29’8 O O
to create projects that cater to downsizer owner occupiers in 2024. We expect

to see more Prime grade launches but in a wide range of locations to avoid
exhausting what is an active but limited demand base.

Average $/sqm of Prime

FIGURE 3: Auckland off plan apartment project pricing by launch year
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