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Construction sector weeding out lies ahead
Last week I wrote about the poor outlook for the
widely defined hospitality sector on the back of
Omicron fears and other factors. The week has
brought no shortage of articles in the media
saying the same thing as people scared of
catching Omicron stay in their shells. This week
I’d like to repeat a previous warning about a
weeding out process coming in the residential
construction industry.
There is a boom underway in house building all
around New Zealand, driven by a range of factors,
some of which are unwinding. Interest rates were
at record lows, but mortgage rates have already
risen and as we pass through 2022 people will
read a lot more stories about interest rates rising
to high levels than they will calming messages.
Demand for new housing is going to ease and
presales by developers will become harder to
achieve.
Adding to the easing in demand will be the credit
crunch underway, much of which will remain
courtesy of strengthened LVRs and imposition of
DTIs even if and when the CCCFA legislation
enacted by Labour gets altered one day.

FOMO has disappeared and buyers increasingly
feel that time is on their side. Worries about being
caught out by making a purchase then watching
prices decline have risen (FOOP = fear of overpaying).

Also, there is one other indicator from my monthly
survey of real estate which I have been keeping
an eye on but not discussing as yet because it
hasn’t done much. But some movement is now
occurring. The proportion of agents saying that
investors expect prices to rise took a decent fall
after the March tax changes, edged back up
again, but now is decreasing anew.
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a risk of a snowball effect here because the issues
which are afflicting developers who so far have
closed up shop or cancelled projects are going to
get worse.
Prices for construction materials keep rising and
supply chains for these materials look like
remaining quite disrupted through this year into
2022. Managing a building project has become
difficult and is going to become more so.

The relevance is that few people want to contract
to purchase an asset which they expect to fall in
price (investment asset, not something simply
expensive like a car).
If expectations rise strongly about prices falling,
this will have potentially a greater impact on
willingness of people to order or purchase a new
build than rising interest rates.
Another factor in play now is that the stock of
listings is rising and this will be encouraging
buyers to go back to perusing them as opposed to
looking through quite so many brochures of new
developments.
Further discouraging buying will be the growing
number of stories we will see this year of
developers closing down, leaving signed up
buyers, staff and contractors in the lurch. There is

This week brought news of wallboard being
rationed.
Building projects grind to a halt as Gib orders frozen
| Newsroom
High inflation at 5.9% and set to soon hit near
6.5% will drain household budgets and reduce the
pool of people who feel that they are in a good
enough position to contract for a new dwelling.
Adding to the difficulties is the rising risk of a loss
of skilled tradespeople across to Australia when
the borders for Kiwis properly open up. Some
projects will be canned because of a shortage of
materials, some because of a shortage of
workers, and some because of an inability to get
buyers to stump up extra cash to cover the cost
blowout.
There will also be closures because bank finance
will be harder to obtain to cover cost blowouts and
delays in receiving sales proceeds. Bankers well
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know that the long-term default risk is higher in the
building industry than in most other sectors so will
already be paying extra special attention to their
developer client base.
Cream rises
For those developers who have been around for
a few cycles and have built up substantial
expertise in how to restrain oneself when a boom
comes along, things will generally be okay. Most
at risk will be the newer developers who do not
have experience in handling challenges with staff,
materials, and finance in particular. They know
nothing other than talk of shortages which they
repeat to themselves in a daily mantra, and they
know nothing other than scrambling buyers.
Which brings me to a key reason why we are
entering into a period of some “weeding out” in the
residential property development sector. There
has been a boom. Booms tend to go too far and
eventually a retreat back to levels of production
more commensurate with long-term underlying
demand will naturally happen.
The trouble is things these days can often happen
a lot faster and more brutally than we have seen
in the past outside of shocks such as the GFC.
All of which means what? For developers, take
some risk off the table early. That might mean

consolidating one’s business size rather than
trying to get bigger and bigger heading into the
first monetary policy tightening cycle of decent
magnitude in New Zealand since 2005-08. Allow
for the rising inflation risks here and overseas and
the message becomes one of easing back
perhaps from planned growth volumes. That can
include offloading some land one has banked
ready for construction.
For buyers, pay special attention to the history of
the builder which you are signing up with. Is
project completion guaranteed? Have the
developers been around for a good number of
years with respected projects?
For those already signed up and being asked to
stump up more cash, be aware that if you don’t
the project may collapse. You could be in for the
full run as far as it goes and as long as it takes.
Not the GFC
Are we talking about a collapse in project
completions akin to the post-GFC period or the
second half of the 1970s? No. We’re talking about
a pullback from an extremely high number of
dwelling consents which will catch out those
operators who entered the boom with least
experience, least capital, and least ability to make
quick changes as the ground shifts under them.
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Would I be willing to purchase a property off the
plan now? Yes. I’d just do extra due diligence. Do
I expect project prices to come down so it would
be worth waiting a while before signing up? No.
Not with costs rising.

Note the unusual period from 2004 when falling
consents did not produce much of a decline in
construction volumes.

How would I prepare for surprises? By allowing for
a 20% cost blowout rather than the more
traditional 10%. I would pay extra special attention
to items I think are included in the construction but
in fact are not. You might want to get someone
with experience to help you identify these missing
things.
Just for your guide and because people
sometimes raise the issue – there is a decent
correlation between the number of consents being
issued and the volume of house building which
occurs. The following graph shows annual
consent numbers as the red line and the annual
real value of work as the blue line.
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Life Learnings
A lot of the time the things which I am warning
people about reflect not just what economic
theory tells me, but what I have seen and
sometimes experienced myself over the years.
Here are some of the things which I have learnt
from experience over the past four and a bit
decades.
Loss avoidance
Back in 1980 in my first year at varsity I learnt
that if you develop a share trading strategy –
stick with it. I bought a stock going up and down
in an established range. It went down, I sold, it
then went up. At a cost of $200 I learnt that when
you are in a position of financial loss your trading
plans can get swamped by a visceral desire to
avoid further losses.
Loss avoidance is a powerful emotion and we
saw it in play this time two years ago when
young KiwiSaver investors switched their funds
from Growth to Conservative after prices had
fallen 35% in order to avoid further losses they
believed would come and in order to sleep easier
at night.
The fact that they would not touch the money for
four decades went out the window, along with all
the images of graphs they had seen of
sharemarkets since the 1920s going up, down,
then up and up again.
FOMO
In 1987 upon returning to New Zealand from
Sydney I learnt all about FOMO – fear of missing
out. The NZ economy was being deregulated,

credit was being thrown around by the banks,
house prices were soaring, and because I had
come back to New Zealand partly to buy a
house, I became driven by FOMO. I was deeply
concerned that if I did not buy a house right
away, I would be shut out for years.
So, I ran four credit cards to their limits and took
the cash and told the bank I had a 10% deposit.
Being unable back then to check where the
funds came from, they agreed, and I got
financing for a house purchase. I can still recall
the intensity of that FOMO and that is why I
include a question about it in my monthly survey
of real estate agents and why I give it such a
high rating when considering where house prices
are likely to go.
Shortcut dangers
I learnt some years back when tramping a lot
that it would take me 12 minutes on average to
recognise from compass, map, altimeter and
contours that I was on the wrong path in the
bush. When it happened, I would stop and laugh
because I could feel coursing through my body
an intense desire to quickly recover the time I
had lost by bush bashing through to where I now
“knew” the track I wanted must be.
I learnt to laugh because going bashing through
the bush in some parts of the country could see
me falling down a tomo or off the edge of a slip
face. I’d turn around, go back to the last marker
on the correct track, and set out again. The key
was recognising that I had to just write off the
time I had lost, which can be difficult if you are a
time-focussed walker as I am.
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Knowledge of how you feel when you are not in a
position you want to be in can help you avoid a
big mistake.
Unrecognised stress
I learnt back in 1992 that sometimes you can be
stressed to the max, but you don’t recognise it
until your circumstances change.
For a year and a half over 1991-92 I would chat
with Paul Holmes on 1ZB in Auckland each
morning at 6.40am regarding exchange rates
and the economy overall. Right after I left
Westpac in 1992 and ceased doing the daily
briefing I was sitting on my couch of a weekend,
and it struck me that I felt calm and relaxed.
Eventually I realised it was because a part of my
mind was not being continually devoted to
crafting what I would say first thing on Monday
morning when live on air again having risen at
4.30am.
You can be stressed out but not even realise it
and maybe it would be useful to set up some
means of gauging if you are stressed and then
doing something about it. Otherwise before you
know it, you’ll be shouting at your kids and
partner (no kids back then, five since), or being
an ass around other people.
Have a go ya mug
Another thing I learnt from that period was not to
be afraid when an opportunity comes along. I
was given three days notice of speaking live
each morning and could have turned the gig
down. But it felt like a challenge I could rise to,
and feedback indicates it was okay – especially
as people learnt on air about my courting of my

girlfriend (now wife) who was completing a PhD
in Dunedin at the time.
Rationalised panic
I’ve learnt over the years that people panic easily
and make bad decisions, often because they are
not shown a reasonable alternative to the
emotion-drive rabbit hole they have taken
themselves down. That happens a lot these days
with the rubbish available on social media. The
internet spreads information. Social media
spreads emotion. But I am referring specifically
to managing one’s mortgage.
In 1998 and again in 2008 monetary policy
tightened so much that short-term interest rates
moved well above long-term interest rates. This
is known as an inverse yield curve.
People sought to avoid relatively expensive
floating and one-year fixed mortgage rates by
fixing five years. On both occasions I wrote that
people should not tough the five year rate with a
bargepole because an inverse curve is a signal
that the economy is about to tank and monetary
policy could be eased aggressively. It turned out
that way on both occasions and when people
went knocking on their bank’s door asking to
break from their five year fixed rate, they learnt
all about contracts and break costs.
I spoke with many people at the time about why
they were ignoring the economic outlook and
locking in at a five year fixed rate at its peak.
They said they had no choice, that they could not
afford the floating or one-year rates which were
about 2% higher and had to focus on immediate
cash flows.
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Thankfully, no-one last year said to me that they
were locking in one-year fixed at 2.19% rather
than fixing five years because they could not
afford the 2.99% five year rate. But in both
cases, ignoring what the slope of the yield curve
is telling you has proved costly.
With great power comes…
I not so much learnt but applied what I had learnt
regarding the tendency of people to panic, back
in late-2008 when Lehman Brothers Investment
Bank collapsed. Like other bank economists at
the time I chose to downplay the worst potential
scenarios and instead concentrated my
commentary on the various factors which would
help our economy – insulate it - to some degree.
I did this in spades following one person’s
forecast of house prices falling 40% which could
do nothing other than generate substantial
sentiment weakness and very bad decisionmaking by homeowners. I predicted falls would
amount to 10% - 15% and they turned out to be
11% at their worst.
At some point in 2009 – I can’t remember when
because the letter got lost – I received a letter
from the Reserve Bank Governor which I
assume other bank Chief Economists at the time
also received. It basically said thanks for not
scaring the chooks.
My experience from then and again during the
first nationwide lockdown in 2020 is that putting
things in perspective and pointing out the
insulating factors can be brand positive and build
client numbers.
The currency gamble
I’ve learnt, and continue to prove, that I have no
ability to forecast exchange rates. Only a few
months ago I reckoned we’d be experiencing a
firmly rising NZD right now. Wrong. Don’t listen
to any prediction I give of where the NZD is
going to go. Its worthless. I did back my currency
view a few years ago with purchase of some
forward contracts. I got out by the skin of my
teeth and avoided a loss.

Deliberately gain alternative
perspectives
Back in 2000 I learnt that you need to step away
from the group of people you are having the
most interactions with in order to gain more
balanced insight into what is happening in fields
relevant to yourself.
As noted above, I spent a year and a half
chatting with Paul Holmes from 1991-92 and so
with him I was quite relaxed in subsequent years
when he would interview me.
In 2000 Labour were freshly back in power and
passing legislation aimed at penalising upper
income earners (like Labour now) and making
the operating environment more costly and
difficult for businesses (again, happening now
under Labour. They are not a friend to you –
Shawshank ref.).
I was on the road staying at the Novotel in
Hamilton, tired, and getting ready for a midday
talk in Otorohanga. I did an interview with Paul
and he asked me how I would rate the new
Finance Minister Michael Cullen. I called him a
failure three times.
The comments were impolite and driven by the
constant anti-government messages I was
getting from the businesspeople I mainly
interacted with back then.
The shit hit the fan, an apology was drafted
making it look like I had prepared it, I signed off
on it and things calmed down from there. Full
credit to the Finance Minister back then for not
raising the issue into something more grand. I’ve
always thought he understood the circumstances
and the environment in which the comments
were made so accepted the apology and that
was that.
What I learnt was that you have to make sure
never to get caught in a silo of the same
messages bouncing back and forth again
between tight walls. You need to get out of your
small world and see things from a broader
perspective.
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If I were a borrower, what would I do?
Nothing I write here or anywhere else in this
publication is intended to be personal advice.
You should discuss your financing options
with a professional.

Policy tightening next week
A key piece of news this past week relevant to
where our interest rates are going came last
Thursday night. The United States annual rate of
inflation came in higher than expected in January
at a four-decade high of 7.5%.
The evidence suggests that inflation is being
boosted by more than the “transitory” factors the
Fed. and other central bankers optimistically
talked about repeatedly last year. Price gains are
widespread and wages growth is accelerating.
As a result the markets have shifted to pricing in
a very high chance that in March the funds rate
will be lifted 0.5% and that over 2022 there will
be six rises in total adding up to 1.75%, rather
than the five factored in before the inflation
number came out.

Our central bank is universally expected to raise
the official cash rate by at least 0.25% come
February 23. More forecasters are also coming
around to the view I have been expressing for
some time that the rise will probably be 0.5%.
Raising this 0.5% probability is the rise in
inflation-fighting words from central banks
offshore. This trend provides cover for the
Reserve Bank to move aggressively without
looking like an outlier.

The hike in market inflation and policy tightening
expectations has pushed the yield on ten-year
US government bonds solidly above 2% and this
along with other rates rising has fed through into
higher wholesale interest rates here in New
Zealand.

Another thing to keep in mind is that a central
bank has not only things like cash rate changes
and macroprudential rule alterations at its
disposal. When it wants to exert upward or
downward pressure on the willingness of us
consumers to spend money and affect the ability
of businesses to alter their prices it can also talk
in a scary voice, warning about the risk of much
higher financing costs should inflation prove
intransigent.
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One challenge for our PC and wildlife-focussed
institution claiming to be a big tree in the forest
will be warnings about wage rises. That will be a
fairly un-PC thing for them to do in their current
garb. But central banks in the past have often
warned about the second-round effects of higher
inflation from specific shocks causing higher
inflation to be locked in.
A trouble there is that the country needs much
faster wages growth to force greater productivity
growth. Plus, labour is in desperately short
supply and wage rates need to adjust to reflect
that or else the brain drain I anticipate offshore
this year and next could be quite intense.
After all, if you are disappointed with the
unwillingness of your employer to even keep
your wages growth up with cost of living
increases and you know you can only get better
income by changing employer, you may as well
make the big leap across the Tasman. In the
process you will gain a cheaper cost of living,
greater range of goods and services to enjoy,
cheaper housing, and more freedoms from
government control.

year periods. The last column shows the current
minimum 2 – 5-year fixed rates charged by the
lenders I track.

2022
2023
2024
2025
2026

Forecast Rolling
1 year
average
rate
rates
3.65
4.75
4.20
5.25
4.55
4.25
4.48
4.00
4.38

Current
fixed
3.65
4.15
4.65
4.79
4.95

1 yr
2 yr
3 yr
4 yr
5 yr

If these forecasts prove correct (I’d give that a
10% probability), rolling one-year fixed will
deliver an average rate for the next two years of
4.20%, three years 4.55%, four years 4.48%,
and five years 4.38%.
The last column shows what the current
minimum fixed rates are for those time periods.

If I were a borrower, what would I
do?
I would probably fix in the two and three year
periods.
To see the interest rates currently charged by
major lenders go to www.mortgages.co.nz
In Tview Premium each week

This week the one-year swap rate at which
banks borrow to lend at a fixed rate for one year
has moved up to 2.08% from 2.00% last week
and 1.95% two weeks ago. The three year swap
rate has risen to 2.77% from 2.63% last week.
My current expectation for the one-year fixed
mortgage rate in February each year is shown in
the first column of the table below. I focus on that
rate because there are many people who have
fixed one-year repeatedly since 2009 and the
strategy has worked very well.

1. I include deeper discussion about rate
changes and the factors driving where
borrowing costs will go.
2. I also present graphs showing levels of fixed
mortgage rates over the past three decades
so that latest changes can be put into
perspective.
3. I also print graphs showing bank lending
margins on fixed rate mortgages so one can
get a feeling for the direction in which rate
pressures lie and by how much mortgage
rates could change even without any
alteration in financial market/monetary policy
pricing.

The second column shows what the one-year
rate will average over the next 2-, 3-, 4-, and 5-

Page | 9

Links to publications
Tony’s

View

Spending

Plans

Survey

mortgages.co.nz & Tony
Mortgage Advisors Survey

Alexander

Tony’s View Business Survey

Tony Alexander Regional Property Report

Tony’s Thoughts Vlog

Valocity Valuer Survey

REINZ & Tony Alexander Real Estate Survey

Crockers & Tony Alexander Investor Insights

Oneroof weekly column

Tony’s View Portfolio Investment Survey

Handling high interest rates
Handling staff shortages
Handling high cost of living
To enquire about advertising in or sponsorship of Tony Alexander publications email me at
tony@tonyalexander.nz
This publication has been provided for general information only. Although every effort has been made to ensure this publication is accurate
the contents should not be relied upon or used as a basis for entering into any products described in this publication. To the extent that
any information or recommendations in this publication constitute financial advice, they do not take into account any person’s particular
financial situation or goals. We strongly recommend readers seek independent legal/financial advice prior to acting in relation to any of
the matters discussed in this publication. No person involved in this publication accepts any liability for any loss or damage whatsoever
which may directly or indirectly result from any advice, opinion, information, representation, or omission, whether negligent or otherwise,
contained in this publication.

