
 

 

 

Welcome to your monthly update from Quinovic Merivale on property investment news and opportunities.                     24 December 2018
  

www.quinovic.co.nz 

 

    

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Here we are. The end of another year – our 
eleventh.  It has been a very mixed year from our 
perspective. It started off strongly, the middle was 
awful but the last couple of months indicate an 
improvement – hopefully one that will continue into 
2019. 
 
Many of the issues that we have encountered 
during the year as a direct result of the confusion 
and disruption the current Government has created 
within the residential property management sector. 
Numerous interventions have created an 
environment that resulted in some investors / 
landlords choosing to withdraw.  
 
This has been exacerbated here in Christchurch by 
a marketplace heavy with rentals but light with 
tenants. Not surprising in any way. The massive 
influx of new to market rentals immediately 
following the quakes had to be followed by a high 
vacancy rate once people were either rehoused or 
repairs were completed on damaged homes. This 
has further been exacerbated by the fact that the 
city has not been successful so far in attracting 
people back within the 4 avenues due to what 
some see as the slow regeneration of the CBD. 
 
But we are extremely positive.  
 
It is a fact that there will continue to be a demand 
for rental property. Statistics show that more and 
more New Zealanders will be dependent on rental 
accommodation in future years. This is not 
necessarily a good thing but in fact all that is 
happening is that New Zealand is starting to reflect 
the situation that has existed in other countries 
around the world for many years. In parts of 
Europe over 85% of the population live in rental 
accommodation. 
 
It is also a fact that the Government relies on 
private investors / landlords to provide over 80% of 
all rental accommodation in this country. They 
obviously forget this on occasions but they can’t 
avoid it.  
 

And as demand for rental accommodation grows 
the more evident it is becoming that the planned 
KiwiBuild program is proving inadequate and that 
the target of 100,000 new houses, built through 
KiwiBuild over 10 years from 2017 is not going to 
be successful. (More on that later). 
 
There are two types of investors in the country.  
 
There are those that find themselves as landlords 
‘by accident’. Perhaps the market is weak and they 
have been unable to sell the property. Perhaps 
they have inherited a property but delays within the 
legal process are a barrier to a sale. However they 
did not start out with a plan to become an investor.  
They will at some stage leave the market. 
 
Then there are those investors with a long-term 
strategy of being players in the residential property 
sector. They have witnessed ‘swings and 
roundabouts’ in one form or another over many 
years. They will stay in the market though will most 
likely refresh their portfolio over time. 
 
As a landlord you are seeing your profit margins 
being eroded by many activities outside of your 
control. As others leave the market however it 
makes your property an even better investment as 
demand will continue. But we say this guardedly.  
 
The reality is as the market slows and more choice 
is available to a potential tenant then it is a 
landlords responsibility to ensure that their 
investment is competitive in the current 
marketplace. This may be competitive in rent level 
but in more cases it is about being competitive in 
value. What does the property look like? What 
does it offer? What are its advantages over other 
rentals? What are its weaknesses? What needs to 
be done to ensure it retains a high occupancy rate?  
Sometimes when the market is rough this is the 
time to spend some money on improvements. 
 
Something to ponder over. BUT we repeat. We 
remain extremely positive over the future of 
residential property investments. 
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We mentioned KiwiBuild earlier. What should have 
been a showpiece for the Government is rapidly 
turning into an embarrassment with negative 
comment on almost a daily basis. 
 
We are now 1 year into the program. To be fair it 
would be unjust to expect 1/10th of a 10 year 
program to result within the first year. The program 
needed to be established, rules and practices put 
into place, the public and contractors educated. 
This all takes time. 
 
But it was probably fair to expect for than the small 
handful of completed houses that have so far been 
constructed. It is hard to find an exact number but 
some sources have it as low as less than 100. 
Even if it were 500 this is a massive shortfall on the 
target.  
 
Questions are being asked ‘are they truly all new to 
market’. There have been instances when the 
Government has purchased ‘spec’ or ‘off plan’ 
properties from developers. This doesn’t add 
anything to the available stock. It just changes the 
name under which it is sold.   
 
There has been criticism around the price of these 
new properties and whether or not they are truly 
aimed at low income buyers. With prices ranging 
up to $600,000 for a two bedroom unit it is unlikely 
that i) buyers on lower incomes could afford to 
meet mortgage conditions and ii) that these homes 
cater for families. One of the key reasons the 
Government has quoted in support of KiwiBuild 
was that it would help to lift children out of poverty. 
Based on the current program this seems an 
unlikely outcome. 
 
There has been a lack of interest in KiwiBuild from 
buyers. A proposed 10 home development in 
Wanaka drew very few applications when the ballot 
was done in October. Some of the homes attracted 
no interest at all.  The 2 and 3 bedroom houses 
were priced between $565,000 and $650,000 
which is the HomeStart and Welcome Home price 

caps for the region. 
 
A new block of 10 x 2 bedroom apartment s in 
South Auckland are now up for ballot applications 
but are already attracting considerable backlash. 
“KiwiBuild homes are out of the reach for the 
‘working poor’ or the unemployed who are the ones 
facing the real brunt of the housing crisis” says the 
Auckland Action Against Poverty spokesman 
Ricardo Menendez March. “With a price tag of 
$500,000 KiwiBuild homes are a dream” 
 
This regular criticism has forced Housing Minster 
Phil Twyford to say “KiwiBuild was not a program 
aimed at low income families because they may 
not be able to service a KiwiBuild mortgage”. Not a 
good look for a Minister recently judged in a media 
survey as one of the poorer preforming Ministers in 
the Government. He has even been required to 
justify why the CEO of the KiwiBuild program has 
been absent from the office for several weeks.  
 
The sad part of all this is that if successful the 
KiwiBuild program would go a long way towards 
helping the countries long-term housing problems. 
Let’s hope that many of these issues get resolved 
and more houses hit the market. 
-------------------------------------------------------------------- 
Other matters concerning to investors / landlords 
remain under review: 

• Sir Michael Cullen, as Chair of the Tax 
Working Group, has presented an interim 
report.  It includes two options with regard 
to Capital Gains Tax. 
 
It seems that a straight Capital Gains Tax 
has been ruled out.  Instead two options for 
taxing Capital Gain are being considered – 
though these are not yet true 
recommendations. 
 
The first is to tax any gain on the sale of an 
investment asset (perhaps not limited to just 
property?) at roughly the marginal tax rate. 
The second is a regime under which a 
portion of the value of certain assets (for 



 

 

 

Welcome to your monthly update from Quinovic Merivale on property investment news and opportunities.                     24 December 2018
  

www.quinovic.co.nz 

 

    

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

example rental properties) would be subject 
to tax to be paid each year. 
 
There are numerous other tax matters not 
relating to Capital Gains Tax within the 
report. Public feedback is now being sought 
before the group releases its final report in 
February 2019. 

 
• The review of the Residential Tenancies Act 

continues. This review covers many matters 
but the key ones are: 

Security of tenure for tenants 
Removal of the 90 day ‘no cause’ 
notices 
How a landlord can sell their rental 
property 
Allowing tenants to modify the rental 
property 
Potentially making it compulsory to 
allow pets. 

  
The first three are inter-related, all aimed at 
shifting the control of the rental away from the 
owner and towards the tenant. If done well it 
shouldn’t be a problem as there are many 
landlords who would welcome long term 
tenancies.  
        
Where the problem lies is that tenant groups 
want long-term security coupled  
with the flexibility to exit quickly should they 
wish to. A one-sided policy and one-sided 
policies seldom end well. One of the 
suggestions under consideration is an end to 
fixed-term leases and the conversion of 
periodic tenancies to open-ended tenancies. An 
open-ended tenancy would mean a landlord 
can only end it if they require the property ‘for 
another purpose’ or if the tenant isn’t meeting 
their obligations.  A lot of work yet to be done in 
this area. 
 
The remaining two issues are currently so 
open-ended that much more work needs to be 
done.  

What constitutes ‘modification? A redecoration 
or actual construction work? What happens 
when a tenant leaves?   
 
Likewise pets. Many landlords currently permit 
pets within reason.  Numbers? Size? There 
have to be some rules. What about 
neighbours? Do they have any say should the 
pets be disruptive? 

 
• The Healthy Homes Guarantee Act.  

It is possible that the Government is 
reconsidering level of insulation required to 
meet the new standards. The current 
minimum standards require properties with 
no insulation to install insulation to the 
current standards. Those rental properties 
with insulation with no significant degree of 
degradation were not required to do so. 
Now the Government has sought out 
information aimed at discrediting this and 
requires existing homes with insulation to 
be ‘topped’ up to current standards,  
 
It is possible that landlords may be required 
to install heat pumps when there is 
evidence that tenants do not want them. It 
would seem that any benefits to tenants 
from the lower running costs will be offset 
by higher rents. 

--------------------------------------------------------------- 
 
The Reserve Bank will ease ‘loan to value’ ratios 
from 1st January, 2019. 
 
“Risks to New Zealand’s financial system have 
eased over recent months but vulnerabilities 
remain – especially households remain exposed to 
financial shocks due to their large mortgage debt 
burden. However both mortgage credit growth and 
house price inflation have eased to more 
sustainable levels reducing the riskiness of new 
bank lending.  Therefore the RB will reduce LVR 
restrictions and you can expect further easing over 
the next few years” says Adrian Orr, Governor 
RBNZ. 
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Accordingly from 1.1.19 Banks may lend up to 20% 
(up from 15%) of new mortgage loans to owner 
occupiers who have less than 20% deposit. Banks 
can lend up to 5% of all new mortgage loans to 
investors with less than 30% deposit – down from 
35%. 
 
According to QV Property Consultant Hamish 
Collins “It appears the market in Christchurch is 
steady with signs of more investor activity following 
the LVR changes in January. This is being offset by 
tough serviceability criteria being applied by the 
banks”. 
-------------------------------------------------------------------- 
Of Interest- NZ Vs Australia: A Property 
Comparison  
With house prices now falling significantly in 
Australia, the inevitable question is beginning to 
arise: “will the downturn spread across to NZ?” 
Here are 3 reasons that it won’t:  
 
First, NZ does not generally have an oversupply of 
property of any type or in any region. Indeed, our 
largest city of Auckland has the opposite problem: 
a large shortfall of housing, which is propping up 
values even though property is relatively 
unaffordable in our biggest city. By contrast, it is 
widely accepted that there are too many 
apartments in Sydney and Melbourne, and this is 
dragging down prices. So-called settlement risk 
(where a buyer who purchased off the plans some 
time earlier suddenly walks away from the 
transaction) is a growing problem for some of these 
large-scale developments.  
 
Second, NZ is yet to see the same increases to 
mortgage rates that other countries are seeing, 
including Australia. In fact, although there are now 
signs that it might be ending, the banks here have 
recently engaged in a “rate war” with borrowers 
enjoying some pretty sharp fixed-rate deals in 
recent weeks. On a related point, about 80% of 
mortgage debt is on fixed interest rates in NZ, 
giving borrowers time to adjust their finances in 
advance of an interest rate increase being pushed 
through to their mortgage. That is in stark contrast 
to Australia, where floating rates dominate.  

 
Third, NZ’s regulators have arguably been much 
more proactive than Australia’s in curbing the riskiest 
lending practices. Interest-only lending is more 
controlled in NZ, and it’s also easy to forget that 
we’ve actually had the LVR restrictions (in one form 
or another) here for five years now. This has put our 
mortgage market on a surer footing than Australia’s. 
To be fair, none of this precludes a housing market 
downturn here in NZ at some stage in the future. But 
for now, and with the labour market a huge support 
for property, we’re confident that Australia’s 
problems won’t be replicated in New Zealand for the 
foreseeable future. 
---------------------------------------------------------------------- 
Short Term Rentals- Air BNB etc.  
With all the talk of increased council rates and 
compliance for short term rentals, do they still make 
investment sense? Low rental yields and high entry 
price points across the country mean short-term 
holiday rentals look like a lucrative investment 
opportunity for residential investors. But moves to tax 
profits on holiday rentals are becoming more and 
more frequent due to shortages in long-term rentals 
for locals and pressure on infrastructure.  
 
Councils across the country have introduced, or are 
looking to introduce increased rates for short-term 
rental providers.  
 
Yet, in spite of this the number of available 
properties in New Zealand, currently sitting at around 
50,000, is still growing. In Auckland the number of 
entire homes available for short-term stays has sky-
rocketed from 694 listings in October 2015 to 3,840 
in October 2018, according to AirDNA.  
However, the percentage increase has slowed since 
Auckland Council introduced an Accommodation 
Provider Targeted Rate (APTR) for web-based 
holiday accommodation listings last year. The APTR 
is applied to properties that book more than 135 
nights a year (rated as businesses); those that book 
between 29 and 135 nights will be rated 75% 
commercial.  
 
In Queenstown and Rotorua commercial rates are 
currently imposed on short-term rental 
accommodation providers under similar structures. 
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Other councils including Tauranga, Christchurch 
and Westland are poised to introduce similar 
systems. In Queenstown a resource consent is 
required for some short-term accommodation; and 
a “bed tax”, which is a user-pays system is also 
being explored in both Auckland and Queenstown.  
 
Infometrics senior economist Benje Patterson says 
there are several district plans currently under 
review, and we’ll get more detail as they are 
finalised. Regulatory-  
-------------------------------------------------------------------- 
Negative Gearing  
The Bill which will put an end to the practice of 
negative gearing on investment properties has now 
been introduced into Parliament. Revenue Minister 
Stuart Nash released the dry-sounding Taxation 
(Annual Rates for 2019-20, GST Offshore Supplier 
Registration, and Remedial Matters) Bill.  
 
The Bill implements new tax legislation intended to 
ensure greater fairness in the way the tax system 
shapes commerce, investment decisions and social 
policies, he says. One of the major tax policy 
changes contained in the Bill deals with the 
proposed ring-fencing of tax losses from rental 
properties, which the Government consulted on 
earlier this year. “The proposed change will mean 
residential property investors no longer get a tax 
break by using losses on rental properties to offset 
the tax payable on other sources of income such as 
salary and wages,” Nash says.  
 
Currently investors with loss-making rental 
properties can subsidise part of the cost of their 
mortgages through reduced tax on other income. 
But the Government does not like this practice, 
saying it allows investors to make tax-free capital 
gains when they sell their properties. The 
Government also claims it helps investors to outbid 
owner-occupiers for properties.  
 
Nash says that, in conjunction with the extension to 
the bright-line test, ring-fencing losses from rental 
properties will make property speculation less 
attractive. “It will level the playing field between 
property investors and home buyers and help 
create a fairer revenue system.”  

 
The new rules will not apply to a person’s main home 
or to a property that is rented out and used privately 
like a bach.  
 
Many investor advocates are staunchly opposed to 
the proposed ring-fencing of rental losses. They say 
the change will deter many investors from going into 
the provision of rental property as when starting out 
many investors rely on losses to get by.  
Additionally, rental property providers already pay 
tax on the rental income generated by their 
properties.  
 
For Gilligan Rowe and Associates managing director 
Matthew Gilligan, the policy change is actually 
socially regressive because high net worth, high 
income people will be far less affected.  
 
“If interest rates increase in the future (which they 
always do), it will have little impact on those with low 
LVRs and those with high incomes (who will have 
the cash flow to manage)," he says.  
 
“On the other hand, those with lower incomes and 
higher LVRs will surely be served up as insolvent 
dishes to people in better financial positions as they 
struggle to cope with spikes in rates and lose the 
ability to get tax relief from such fluctuations because 
of ring-fencing 
 
"The policy will increase the polarisation of wealth 
from poor to rich if interest rates go up."  
 
REINZ chief executive Bindi Norwell says they are 
concerned about the impact the proposed loss ring-
fencing rules may have on the rental market, 
particularly in high-density residential areas that 
already attract high rent prices.  
 
“We consider restricting the use of rental losses for 
investors could negatively influence the rental 
market, either by investment property owners 
passing on the cost of the reduced benefits to 
renters through increased rental prices or making 
rental ownership a less appealing investment 
choice”.  
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"This may lead to a reduction in rental properties, 
thereby increasing pressure on the rental market 
and driving up rental prices. “This is particularly 
undesirable in the current environment whereby 
home ownership is at its lowest level in 60 years 
and the number of people living in rental 
accommodation is increasing at a greater rate than 
those living in their own homes."  
-------------------------------------------------------------------- 
Looking Ahead to 2019  
Wondering what is in store for residential and 
commercial property across the spectrum in the 
coming year? Here’s what Colliers International 
New Zealand’s have to say in their annual 
predictions…  
1. Residential prices in regional centres outside of 
Auckland that have low unemployment and housing 
supply shortages will experience further price 
inflation, while Auckland will undergo an extended 
period of consolidation. This will have ripple effects 
throughout the development industry. A levelling off 
in sales prices and rates of sale with stubbornly 
high development costs will lead to a cyclical high 
in deferred and abandoned projects. This will 
counterproductively reduce future supply that is 
needed to unlock more affordable prices. While 
KiwiBuild will underwrite certain projects and 
enable supply, it’s not a long-term silver-bullet 
solution.  
2. High house prices, positive attitudinal shifts 
towards renting and rising legislative and tax 
requirements on the ‘mum and-dad’ Private 
Residential Sector (PRS) in 2019 will result in more 
companies entering the housing investment 
market. Following on from positive offshore 
experiences, this will drive purpose-built projects 
for long-term renting (known as Build-to-Rent or 
BTR) as well as investment vehicles and funds 
undertaking large scale investments of residential 
projects for Invest-to-Rent (IVR) products. While 
there are only a handful of these projects currently, 
the number will more than double in 2019.  
3. Total annual sales value of commercial office, 
retail and industrial property in 2019 will fall just shy 
of the forecast $10 billion year of 2018. This is due 
to additional legislative compliance and potential 
tax changes in 2019 that will add complexity, costs 
and time delays to the sales process. 

Approximately 85% of the properties that will sell in 
2019 will have an asset value of $2m or under and 
be highly sought after by investors and owner-
occupiers.  
4. Numerous opportunities in the prop-tech space 
will emerge with the release of 5G-ready 
smartphones in 2019. Both landlords and occupiers 
stand to benefit from the advances in technologies 
that 5G unlocks. New Zealand will be geared up but 
waiting in anticipation as our 5G mobile network is 
only expected to be available in late 2020. 
 5. The flexible workspace sector will forge ahead on 
its own growth path in 2019, undergoing a period of 
maturity in New Zealand. Landlords that focus on 
more traditional fixed-term leasing will try to diminish 
the disruption from the sector by embracing flexible 
workspace initiatives like tenant events and 
seminars, technology-based building and operating 
solutions and customer-centricity supported by 
community managers.  
6. High-value office assets will receive strong interest 
from offshore purchasers that entered the New 
Zealand market in 2018 looking to expand their 
presence, but they will face stiff competition from 
new offshore entrants and locals spurred on by 
strong levels of tenant demand, rising rents and low 
interest rates.  
7. Industrial precincts across New Zealand will 
experience an increase in occupier demand that will 
require a new wave of development activity in 2019. 
This will lead to one of the biggest years of 
uncommitted industrial developments commencing. 
This will prove fruitful.  
8. As local economies grow, and the Government’s 
Provincial Growth Fund takes shape, the golden 
triangle of distribution and logistics activity between 
Auckland, Hamilton and Tauranga will become an 
elongated parallelogram reaching further north into 
Whangarei, south into Palmerston North and east 
into Hawke’s Bay.  
9. Physical retail stores capture almost 90% of 
worldwide retail sales, but it will be a challenging 
year ahead for many retailers as online and offline 
competition mounts and discretionary spending 
becomes more selective in 2019. This will see a re-
rating of retail asset values in 2019 with those likely 
to experience uplifts being the owners of assets with 
supportive demographic catchments, not overly 
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weighted towards clothing and fashion and those 
transitioning into more experiential, entertainment 
and food and beverage offers.  
10. Big name offshore retailers that have been 
waiting in the wings will dip their toes in the New 
Zealand market in 2019 with the opening of some 
big new retail centres in Auckland. It’s hard not to 
expect the likes of Uniqlo, Muji, Apple and others 
finally setting up stores in these flagship centres 
and expanding our international retailer presence, 
but will 2019 be the year we get our first top-10 
global retailer – Amazon? 
-------------------------------------------------------------------- 
Our office is now closed. We reopen on Thursday 
3rd  January, 2019 with 2 staff manning the office 
and from Monday 7th January the whole team will 
be back.  We will however be available by phone or 
email at all times.  
 
As is usual at this time of the year there will be 
short delays with the payment of rents to landlords. 
The banks demand 5 working days between receipt 
of payment and payment through to us. We then 
pay out to owners on that 5th day. With the statutory 
holidays of Christmas Day and Boxing Day and 
then News Years Day and the day after all falling 
on week days (Tuesdays and Wednesdays) there 
will naturally be some disruption. We appreciate 
that you realise that this is beyond our ability to 
change. 
 
Now that I’ve provided you with some summer 
reading it remains for me to say a big thank you to 
all of our clients. Without you we wouldn’t be in 
business. Without your support and loyalty over the 
past 12 months life would have been a lot harder. 
We all look forward to working with you again in 
2019. 
 
Lastly a big thank you to my wonderful team. Sue, 
Lexi, Caroline and Andrea have done a great job 
over the year for which I am very grateful. They are 
the front person of the company in the eyes of our 
landlords and tenants. The great relationship we 
have with everyone is a testament to their abilities 
– and often patience. 
 
 

We wish you and your families a wonderful 
Christmas and New Year. Enjoy the sunshine whilst 
we have it. 
 
Best wishes, 
Sharon, Sue, Caroline, Lexi and Andrea 
 
 
 
 
 


