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ABSTRACT 

New Zealand's commercial property market has historically experienced 

unspectacular levels of growth. This relatively stable, sometimes dormant 

market was the result of the high level of protectionism imposed over the entire 

economy through Government intervention that served to insulate the 

commercial property market from the effects of most offshore economic 

influences. The 1980's saw this protectionism removed resulting in New 

Zealand's commercial property market experiencing it's first major commercial 

boom and bust property cycle. 

This research backgrounds the factors that caused both the commercial boom 

and the subsequent bust, along with investigating why deregulation had such 

an immediate impact on New Zealand's commercial property market. As the 

commercial property sectors expansion is a direct result of deregulation, the 

main focus of the overall market analysis is on the associated implications of the 

new deregulatory policies on the overall New Zealand commercial property 

market. This is achieved by analysing both economic and commercial market 

indicators. 

A comparison between the maIn commercial market indicators for New 

Zealand's three main commercial cities Auckland, Wellington and Christchurch 

is utilised to determine both the similarities and differences between these three 

markets over the study period. The focus here is on the different reactions of 

each individual market to the deregulatory change and its associated 

implications, these different reactions being a result of size, complexity and 

compositional differences between the three markets. 

The different composition of the three main commercial markets is further 

reiterated through empirically analysing commercial sales price data for each 

city through the use of Multiple Regression and Discriminant Analysis models. 

This analysis found that the major factors determining commercial sales price 

in each city differ due to the complexity and composition of each market. The 



ii 

results offer strong support for localised modelling and comparison as 

opposed to more commonly used national modelling procedures adopted by 

author/it 

Words: Central Business District, Commercial Office Space, Commercial 

Property Cycle, Commercial Market Indicators, Key Economic Indicators, 

Deregulation. 
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CHAPI'ER ONE 

INTRODUCTION .. 

1.1 BACKGROUND. 

New Zealand has recently experienced its first significant commercial boom and 

bust cyclicaF market. The arrival of this phenomenon which has afflicted other 

commercial markets around the world for several decades, can be attributed to the 

removal of New Zealand's long standing government regulatory controls. These 

controls had served to insulate New Zealand from international economic and 

financial forces which would have otherwise influenced the flow of investment 

funds and the real estate market generally [Young;1992:17]. 

The New Zealand commercial market experienced an extreme reaction to the 

removal of government controls and the implementation of an entirely deregulated 

economy. The market changed from an insulated fairly dormant state to a highly 

active, internationalised market. This increased complexity has marked the arrival 

of the boom and bust cycle, which is the result of an over response by developers 

and investors to the profit opportunities afforded by a tight market. This situation 

has been severe in New Zealand due to the implementation of an across the board 

deregulation of the economy, on top of a market that was already experiencing a 

high level of unsatisfied tenant demand. Some interesting parallels though can be 

drawn between New Zealand and other markets that have experienced the lethal 

combination of deregulation and a market experiencing a shortage of commercial 

office space. 

1 A commercial property cycle is characterised by a pattern of well defined states:-
(J) Expansion: a period of strong positive growth due to high occupancy rates which push value 
and rentals upwards. 
(2) Slow down: the growth declines as absorbtion rates decrease and oversupply increases;and 
(3) Contraction: negative growth rates in rentals and values. [Clapp;1987;Ch12]. 
Frenetic investment in property leads to property 'booms' in market activity levels, these are 
inevitably followed by 'busts' as market activity cannot be sustained. Commercial property 
fluctuations are therefore referred to as cyclical movements, the boom and bust emphasizing the 
volatile trends that often result, the frequency and amplitude of property cycles varying between 
locations and periods. 
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International commercial markets have long been experiencing the effects of 

cyclical swings - high levels of activity that push values rentals upward 

followed by a subsequent downturn that pulls the market back into a recessionary 

state. A worldwide office cycle appears to now e::Kist due to the internationalisation 

of commercial property investment. While the lengi,h and severity of these cycles 

differs between individual cOlmtries, two nations, the United States of Alnerica and 

the United Kingdom have experienced extremes in cyclical activity in recent times. 

This volatility can be directly associated with the implementation of deregulatory 

policies on various sectors of the economy at key times. 

(A) United States of "'"",",LlI.'IJ.1l 

The 1980's began with a relative shortage of commercial space in most U.S 

markets. With tax law changes in the early 1980's that favoured real estate 

investment and development, deregulation of the savings and loan industry, and 

a dramatic rise in pension fund and foreign investment, the real estate market was 

flooded with billions of dollars of equity capitaL This signified the USA's longest 

period of peacetime expansion its history [Prudential;1991:12]. 

The early 1980's signalled the arrival of the USA's biggest expansion in commercial 

property in its history. The reason this upturn was larger than any of its 

predecessors was the convergence of two events which sent the property expansion 

of the 1980's racing on its way. These were the Economic Recovery Tax Act 

of 1981 which gave large tax advantages to investment commercial proper1:y and 

deregulation of the savings and loan which resltlted a deep pool of 

money becoming available for such [The Economist;1991:221 M:arkets 

to the forefront in this development were cities of Houston and 

Dallas, which experienced massive levels of development activity along with 

substantial increases in rentals and proper1:y values up until a peak in 1984 and 

1985, 
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The natural progression of the cyclical hit the USA in 1986, with 

market decline being aggravated by the high level of debt that the commercial 

sector had accumulated. The of the decline was the abrupt change caused by 

the 1986 Tax Reform Act. This a collapse of the broad property 

and a slump in the economy as a whole, thereby wreaking havoc the financial 

system [ibid]. The 1987 sharemarket was a further blow to what was already 

becoming an increasingly depressed The depressed nature of the 

commercial market is reflected in a 41 per cent2 decline in the value of Dallas 

office buildings since the market peak. The severity of the market decline 

further reflected by the fact that 1991 was Dallas's worst year on record for office 

leasing and that demand for office space plunged by more than 40 per cent in 1991, 

to the lowest level in more than 10 years [Brown;1991]. This situation was typical 

of cities throughout the USA, the sustained nature of the commercial depression 

being caused by the combination of massive levels of office oversupply and debt, 

along with the USA's longest economic recession since the 1930's.3 

The late 1980's and early 1990's have seen the USA .ov~",av,an an oversupply of 

commercial space and a severe credit crunch in its capital markets. This same 

boom and bust cyclical experience was to afflict the Zealand market 

approximately two years afler the USA. The catalyst for this severe cycle as in the 

USA being the combination of an overall market shortage of office space and the 

introduction of deregulatory policies, specifically of the financial sector. 

(B) United Kingdom. 

The United Kingdom like the USA has experienced several boom/bust type 

commercial cycles. London which is arguably 

the focus of this analysis experienced its 

The cause of this crash being the combination 

principal city and which 

.U.~,C."J"" property 

oil cnslS, economic 

2 Steve Brown, "Office Leasing in Dallas holds its own", The Dallas Morning News, 11 October 
1991. 

a John Greenwald, "Why the Gloom?", Time. January 13 1992, pp 30 - 37. 
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recession and rapidly rising interest and inflation rates. The severe nature of the 

1974 crash plays on the minds of many property professionals involved in the 

sector today [Baucher;1989:50]. The lessons of this crash were to be disregarded 

when the market expanded in the 1980's. 

The mid 1980's saw the demand for office space in London exceeding supply by a 

considerable margin [Dean;1988:37]. Much of this demand was due to the current 

stock of small antiquated office buildings being unable to meet the demands of 

tenants requiring large areas of modern space to cope with the internationalisation 

of the financial markets and the associated computerised information technology. 

The demand for larger modern office space was further fuelled by the deregulation 

of the London financial markets in October 1986 [Baucher;1990:50]. The perilous 

combination that had seen the cyclical boom and bust scenario experienced to 

excessive levels in the USA and New Zealand had now been implemented in 

London, the overall effect being much the same. 

As a result of the expanding financial sector and the liberalisation of the London 

stock exchange to allow foreign membership, huge increases in the demand for 

office space occurred. This is reflected in lettings for the city of London reaching 

spectacular heights, with as much as 560,000 square metres being let in 1986, 1987 

and again in 1988 [ibid]. The changes which began in the financial sector spread 

to the professions, as they benefitted from the extra business created by mergers, 

acquisitions and new business. This adding further to the already substantial 

demand pressures. The October 1987 sharemarket fall served only as a tremor in 

the expanding London office market. 

As in the USA and New Zealand, natural progression of the property cycle meant 

that the office building upturn could no longer be sustained. The realisation of the 

massive debt levels that accompanied the commercial property market, along with 

high interest rates and public expenditure cuts which caused an increasingly severe 

economic recession, served to push the London commercial property market into a 

severe decline. Most notable in London's declining market is Olympia and Yorks 
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Canary Wharf development4 which has the highest level of vacancy rates In 

Europe. 

(C) Conclusion. 

London along with the USA and New Zealand have aU experienced the effects of 

deregulation combined with a commercial market experiencing a shortage of space. 

Initially the market prospers to levels never before experienced due to the removal 

of controls that serve to inhibit the market. Inevitably though the market goes into 

recession, for periods far longer than that of the preceding prosperity. 

Unfortunately for the UK. and New Zealand the effects of this combination had not 

been fully realised at the stage deregulation was inaugurated. Hence all three 

markets have suffered severely. Countries planning to deregulate their economies 

in the near future, such as Australia, would be well advised to take note of what 

has happened in these countries as a result of deregulation combined with an 

existing shortage of office space. 

While a worldwide commercial property decline is known to currently exist because 

of the combination of a global economic decline and an internationalized cyclical 

commercial market, the USA, UK and New Zealand have suffered more than most 

due to the added ramifications of deregulation. Countries such as Australia which 

currently has a severely depressed commercial market, can be considered fortunate 

that they did not introduce a deregulated economy, which would have served to 

increase the severity of their commercial office oversupply problem. 

1.1.2 New Zealand. 

Between 1945 and 1980 the status of urban corrunercial properly in New Zealand 

ranged between fairly dormant to unspectacular growth. Very minor business cycle 

fluctuations were noticeable on occasions, but nothing like the boom and bust cycles 

Paul Isaac, "Another Reminder Bricks and Mortar can Crumble to Dust" in National Business 
Review. May 22 1992, P 40. 
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were expetienced elsewhere [Young;1992:17]. The stable cautious nature of 

Zealand commercial market was a direct result of Government policies 

that served to insulate the entire economy from overseas influences. 

'l'he 1980's were to herald changes in the New Zealand economy like never before 

experienced. These changes were a result of deregulatory policies, particularly of 

the financial sector, which served to remove long standing government controls over 

the economy. This opened the way for an influx of overseas investment in the New 

Zealand financial markets which resulted in a massive pool of funds being made 

available for property investment. This internationalisation transformed the 

commercial market into a modern complex system, but this new status brought 

with it the property cycle that had afflicted overseas countries for several years. 

An unprecedented bull sharemarket parallelled a major building upturn in the 

commercial property sector, the major influences being the sudden liberal 

availability of finance, the pent up demand for quality office space that had existed 

for several years and an explosion in the demand for office space due to the rapidly 

expanding financial and public sectors. 

An accumulation of factors giving rise to a potential commercial property upturn 

had been building up in New Zealand due to the increasing level of unsatisfied 

tenant demand. Deregulation introduced an environment in which structural and 

cyclical influences could take advantage of the existing demand. These influences 

served to artificially inflate demand levels and put the market into a development 

frenzy where long standing commercial construction guidelines were completely 

disregarded. 

Inevitably the combination of high debt levels and the 1987 sharemarket crash, the 

SOurce of funding, jolted the commercial into a rapid 

decline. same combination of factors that had effected U.S market and 

which were to soon push the London market into a serious decline had afflicted the 

New commercial property sector. A severe economy wide recession win 

serve to prolong the demise of commercial property in New Zealand. Four years 

of prosperity and greed for some will likely be followed by a decade of caution, low 
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returns and construction inactivity" In New Zealand's ease the sharemarket crash 

was the cause of the impending market decline, in the USA it was the Tax 

Reforms. In each case the event that was the basis of a serious market decline, has 

in the long term appeared to have helped each eountry avert an even more serious 

predicament. 

This study will emphasise the changes in the New Zealand commercial market over 

its most volatile period. From the early 1980's unspectacular growth levels to the 

mid 1980's period of hyperactivity, and finally from the late 1980's were the market 

experienced a rapid decline and entered a recessionary state. While deregulation 

was the stimulus of most of the transformations in the commercial market, its 

wider implications and other market influences will also be investigated. A 

comparison between the commercial markets in New Zealand's three main cities 

also being made. This study will benefit commercial property participants who are 

both entering the market or who experienced the recent market volatility. It win 

provide detailed analysis of what factors influenced New Zealand's commercial 

market over the study period. While these are unlikely to have the same influence 

in the future, documentation of the magnitude of their impact in the 1980's may 

help avert excessive cyclical volatility in the commercial market in the future by 

providing clear warning signs, which were unfortunately largely disregarded in the 

USA and UK, both of which have had previous experience of boom and bust cyclical 

markets. 

1.2 RESEARCH OBJECTIVES AND METHODOLOGY. 

Currently there is a dearth of empirical research on New Zealand's co:mmercial 

property market. The severity of this situation is exaeerbated by the fact that over 

the last ten years this market has lmdergone a complete transformation due to 

various factors, yet this situation has received little documentation. The objective 

of this study therefore is to fill the void that currently exists regarding commercial 

office property and its influences in New Zealand over the last decade. 
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The main aims of this research based on Uus objective are as follows: 

provide a detailed backgr01md of the overall New Zealand conunercial 

property market and its movements over the study period, emphasising the 

factors that had the greatest repercussions and their associated implications" 

provide a detailed comparison between the key commercial market indicators 

for New Zealand's three main cities - Auckland, Wellington and Christchurch" 

This analysis will focus on indicating the similarities and differences in the 

market trends in each city. Emphasis will also be on highlighting the 

structural differences that exist between the individual markets. 

further reiterate the structural disparity that exists between the individual 

markets by emphasising the different levels of significance that the factors 

that determine commercial sales price have in each city. This will be based 

on the results of Regression and Discriminant analysis models for each city. 

These results will outline the different impacts the various factors that 

determine sales price have in each city. 

It is anticipated that this empirical study will provide commercial property market 

participants with an informed analysis of the events that had the greatest 

repercussions on the commercial market during New Zealand's most substantial 

period of economic transition. It will also emphasise the differences that exist 

between New Zealand's three cities, both in their market trends and the factors 

that determine sale price. Finally the study will add to academic literature by 

making a comparison between the predictive ability of Regression and Discriminant 

analysis in a commercial market situation. 

1.3 RESEARCH SIGNIFICANCE. 

This study represents a pioneering academic investigation into New Zealand's first 

major commercial property cycle. The study will feature the factors that served to 
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accentuate the cyclical condition that the commercial market experienced, as well 

as outlining the magnitude of the cyclical trends in New Zealand's three main 

cities. 

The study will utilise time consistent commercial sales information which is absent 

from many overseas academic studies. Regression and Discriminant analysis 

models will be used to emphasise the difference that exists between the individual 

markets, based on the different levels of significance each factor, determining sales 

price, has in each of the models. This method of analysis also represents a 

pioneering method of academic investigation into commercial property. 

1.4 RESEARCH OVERVIEW. 

This study is divided into SIX chapters, with chapter two outlining relevant 

literature to the study. 

Chapter Three provides an overview of the New Zealand commercial property 

market over the period 1981 to 1991. A detailed analysis of various aspects of New 

Zealand's economy, key government legislation, the sharemarket and other 

components that influenced the commercial market is also provided. This chapter 

emphasises the transformation that occurred in the commercial sector over the 

study period. 

Chapter Four outlines the conceptual and theoretical framework which forms the 

basis of the study. It discusses the trends in key commercial market indicators 

over the study period, along with analysing the differences and similarities in the 

various inciicator movements for each city. 

Chapter Five provides a background of the commercial sales data set, outlining 

data manipulation and coding procedures. A Regression and Discriminant analysis 

model is then derived for the data set, made up of the best predictors of sales price. 

A comparison is then made between the results of each city using each approach, 
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to emphasise market factor differences. Finally the two analytical techniques are 

compared and eondusions drawn as to the suitability of each method as a means 

of determining market differences. 

Finally in Chapt,er Six a summary of the research is given outlining the 

implications and limitations of the study. Possible areas for future research and 

concluding remarks are also presented. 
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TWO 

LITERATURE REVIEW. 

2.1 IN7RODUCTION. 

rrhe commercial office property market provides a unique and interesting subject 

for research, yet it has received little attention from academic researchers. 

Heckman [1985:46] suggested it is a topic that deserves more attention in real 

estate literature than it has received of late. This clearly implies that there has 

been a distinct lack of specialist research relating to the commercial sector in 

recent times, especially considering the levels of activity that have been 

experienced and the prominence this market has obtained in recent times. 

Real estate research that has been conducted, is most prevalent in the area of 

residential property due to the availability of consistent time series data such as 

detailed sales information. Wheaton [1987:283] suggested that non residential real 

estate markets have presented a more difficult challenge for researchers because 

of the general absence of appropriate time series data i.e. consistent information 

on effective rents or commercial building sales prices. Wheaton [ibid;285] also 

determined that the most distinguishing feature of the office market that 

differentiates it from the housing market is its tenure structure. Close to 85 per 

cent of office space in the market is rented, the majority of this usually being for 

long terms. These factors have created a barrier in commercial office property that 

marlY researchers are either unwilling or unable to overcome. 

A""'."'-.HC'UL4 REAL ESTATE RESEARCH. 

After initial cycle theories of Kondratieff and Elliot in the 1920's which related 

to cycles, Kuznets and Wenzlick in the 1930's were the first to enter 

theoretical real estate research, identifying cyclical type to that of 

business cycles, in the real estate market. \Venzlick, a real estate economist who 
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wrote "'rhe Coming Boom in Real Estate" theorised that activity 

experiences peak and valley cycles every 17 to 20 [Downs;1980:35]. This 

study was the first to indicate a definite relationship 

general business activ-ity. Kuznets also established a 

cycle of approximately 20 years. 

The study oflong cycles became popular in the United 

estate and 

~1€.U",v. on a building 

during the 1930's and 

1940's due to the theories established by Kuznets and Wenzlick. Researchers such 

as Long (1940) and Isard (1942) being prominent during this period. 

During the long post war period of expansion (1946 to 1966), researchers had a 

tendency to believe that building cycles, like all types of economic cycles were 

having a less significant impact on the economy, therefore theoretical interest in 

real estate market analysis declined markedly over the postwar period 

[Jordan;1987:2]. Since 1970 the cyclical instability of the housing market has been 

the subject of several scholarly investigations and policy debates, Abramovitz, 

Cambell and Gottlieb being to the forefront during this era [Grebler;1982:124]. 

As previously illustrated most historical research concentrated on the housing 

sector, whether it be cyclical or some other type of research. The commercial 

market received little attention due to data shortages and other associated 

problems, along with the fact that commercial property was considered secondary 

to the more important housing and industrial sectors. Since 1970 office buildings 

have become increasingly prominent, this is reflected in them now being the 

success symbol for commercial and industrial achievement. They hav(') replaced 

smokestacks and blast decades ago as linarks of econornic well being 

[Detoy;1972:4]. Office becorne the largest (:omponent of non 

residential construction housing they are the most important of real 

estate investment 1985:37]. Because of the transition in the prominence 

of commercial property, contemporary research in this area has become 

increasingly demanded over recent years. 
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A large proportion of contemporary commercial property 

commercial market from a cyclical viewpoint and thus tend to be longer 

studies based on historical primary! data to establish movements commercial 

activity. Researchers who have used tlris approach have established that the real 

estate cycle is a rhythnric rise and fall in real estate and construction activity 

[Ring;1977:53]. These long studies have shown that the amplitude of the 

succeeding cycle is higher than the preceding cycle due to wages, building and land 

costs etc reaching new levels due to effects of inflation [Downs; 1980:36]. trhese 

basic principles of cyclical swings in real estate activity and real property values 

have now been acknowledged by participants in the real estate market, but very 

few act accordingly [Brown;1984:539]. 

Commercial office cycle research has many weaknesses, hence its limited 

application by market participants. Grebler (1982) established that the 

heterogeneity of constnlction outputs places limits on cyclical analysis, with each 

major type of construction being generated by its own set of econonric or political 

deternrinants. His conclusion was that given the great diversity of the 

deternrinants explaining sub sector activity, there is no place for a model of the 

total construction cycle. Chang and Lai (1991) outlined that different patterns of 

real estate activities occur among investment, construction and transaction stages 

of the real estate cycle. These different patterns affecting the accuracy of the 

commercial cycle modeL 

Grebler and Burn's study on "Construction Cycles in the United States Since World 

War II" (1982), was based on data from the United States national income 

accounts. This study showed that office constnlction is highly cyclical at the 

national level. The major wealmess in this approach was that the market for office 

buildings is primarily a local (19'72) established that nUice space 

was not homogenous, local population influences? along with 

a diverse range of classes and locations, mean that lumping commercial property 

together nationally results only establishing one amorphous, virtually non 

1 Primary data describes factors that relate directly to the commercial market e.g. vacancy rates, 
consumption levels, rental trends etc. 
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existent market. The o"Qjedive of Wheaton's study on "The Cyclic 

National Office Market" (1987) was to determine if there was a national office 

market cycle. Wheaton improved on Grebler's research by initially tracking a 

larger number of more diverse variables Le. construction, completions, office 

employment. absorbtion and vacancy rates. A further improvement was to use 

data derived from individual markets, then pool the data together to establish 

national trends for the aforementioned variables. Brown (1984) suggested that 

most researchers do not even agree on uniform measurement procedures, let alone 

the length and breadth of cyclical rhythms. This is due mainly to each researcher 

analysing dissimilar variables from different sources over different periods. The 

variables used in Wheaton's 1987 research will be used as the base for comparison 

for much of this study, but because of restrictions in historical data gathering 

procedures in New Zealand a long term cyclical type analysis similar to the 

aforementioned researchers is not feasible. The study will therefore be based on 

the cyclical type analysis procedures of previous authors, but will focus on a period 

of eleven years, this being 

been available. The study will 

of time that consistent commercial data has 

to compensate for its shorter period by 

considering a wider l'ange of variables than analysed in previous research and will 

further build on Wheaton's by making a comparison between the 

commercial data sets of individual cities to establish local trends; along with 

analysing nationwide commercial data over a period that corresponds to the most 

volatile in New Zealand's commercial property history, 

Despite the general acceptance that office are segmented into submarkets, 

most of the professional literature on conducting office market research ignores 

segmentation [Barrett;1987]. Even Wheaton's 198'1 study pooled segmented data 

together to establish national trends. Commercial property 

made for a individual location, not for a llnified national 

nationally being of little use in explaining the factors that 

decisions are 

local market 

and it will give biased results for the national picture composition 

of demand is not taken into accOlmt [Heckman;1985:33]. 011 Heckman's 

theory this study will put more emphasis on segmenting data so that the 

investigation can focus on detailed submarket analysis and comparison between 
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individual markets. This will provide a more accurate picture of individual market 

conditions, along with establishing clear relationships between markets at the 

national level. 

Research by Heckman (1979 to 1983) on rentals and vacancy rates, Voith and 

Crone (1980 to 1987) on vacancy rates and Carlson (1983 to 1984) on office space 

absorbtion, are all studies that concentrated on shorter term analysis that focuses 

on sub-market activity and comparison. This type of research has most likely 

eventuated because of the increased complexity of office markets due to user 

activities becoming increasingly specialised. The specialisation of the office using 

economy is a direct result of changing technologies, management innovation, 

intensive competition and government intervention. The effect of this rapidly 

changing market on real estate research is that historical data and long term 

cyclical type studies are becoming increasingly less applicable as a representation 

of the current market. Research that is representative of and applicable to today's 

fluctuating market requires detailed analysis of recent market activity for shorter 

time frames. This method of analysis is gaining increasing acceptance due to the 

work of researchers such as Heckman, Voith and Crone, and Carlson. The derived 

results achieved by these authors when adopting a shorter term research period, 

along with its obvious suitability to this study due to historical data restrictions, 

means that it appears the most appropriate method of analysis in this instance, a 

period of eleven years being adopted. 

This study will expand on the works of Heckman, Voith and Crone by analysing a 

greater number of primary commercial property variables to describe individual 

market situations. This will provide a greater perspective of activity levels both 

in individual markets and at the overall national level were secondary influences 

on the commercial market will also be addressed. The use of commercial sales data 

will provide a further dimension to this analysis that has not been available to 

authors such as Wheaton. It will provide a new level of commercial sub-market 

analysis that has yet to be documented. 
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RESEARCH. 

fact that there is only a handful of significant commercial property market 

related research works in New Zealand, clearlyiUustrates the dearth of information 

this country has on what has become a highly significant sector of the New Zealand 

economy. This situation alone, is basis enough to undertake research relating to 

commercial office property in New Zealand. The boom and bust market the 

commercial sector has experienced over the last ten years, along with the massive 

changes that preceded and influenced the markets movements, further justifYing 

that more research on New Zealand's commercial property sector is long over due. 

Most of the research completed on the commercial property sector in New Zealand 

has taken a descriptive type approach. While that type of analysis lacks statistical 

validity to verify the proposed research theory, it still provides explicit information 

on the associated research topic. A background of the major commercial property 

studies undertaken in New Zealand being discussed below. 

2.4.1 Auckland Commercial Property Research. 

Two major studies of Auckland's commercial property market have been completed 

in recent years, the authors being Murray Jordan (1987) and Dean Humphries 

(1990). 

Jordan~s 1987 thesis "The Real Estate Cycle" was a study of the cyclical nature of 

the supply of, demand for office space in Auckland's central area. This 

deSCriptive focused on the theory of the real cycle, making 

comparisons Auckland's commercial property cycle, from annual 

supply information the cycles that have been operating various overseas 

countries. comparison is used to explain Auckland's property cycle, which 

Jordan establishes as mirroring that of overseas trends. This conclusion is 

debatable considering the level of protectionism that has existed in the New 
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Zealand commercial market until recent years which has resulted in the market 

being isolated from outside economic influences. Statistical validation of this 

comparison perhaps adding more weight to this conclusion. 

Jordan does provided an interesting analysis of the factors that caused Auckland's 

commercial building boom. He emphasises the impact of deregulation along with 

the changing demand of market participants due to modernisation, employee 

demands etc i.e. growth in office employee space ratios [188]. Perhaps most 

interestingly he stresses the causational relationship between the level of economic 

activity and the level of office space demand and supply [160]. He also highlights 

the popular perception that the commercial property market acts as an 

independent force in the economy [161]. This naive perception being one of the 

reasons why the New Zealand commercial market went into a recession. If more 

market participants had taken notice of Jordan's suggestion, that the property 

market is an integral cog of the general economy and that it does not exist as some 

believe in a charmed vacuum, immune to economic forces [161], the market would 

have been better prepared to deal with the various factors that resulted in the 

commercial market decline. 

The other major study of Auckland's commercial property sector was completed in 

1990 by Dean Humphries, the thesis title being "Office Decentralisation in 

Auckland - A Comparative Study between the Auckland Central Business District 

and the Southern Corridor." The title of this work is self explanatory, Humphries 

data collection procedure being a survey of commercial tenants in the respective 

areas. Humphries research indicated that decentralisation is a major problem that 

Auckland's central business district has been facing. This though has been a 

problem that has existed for some time. Therefore while decentralisation has no 

doubt served to aggravate Auckland's central business district office oversupply 

problem, it cannot be justified as being a major contributor to the oversupply 

problem or the market decline that preceded it. 

Hlll1phries descriptive research provides some very interesting information 

regarding the factors that influence movement away from the central business 
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district. While such information would be useful in monitoring Auckland's future 

office location trends, its applicability to this study though is limited. 

This research adopts a descriptive type approach similar to Jordan's, that 

backgrounds the market and the various factors that impact on it. A survey type 

approach to establish a data set for this study, similar to the approach taken by 

Humphries would not be feasible due to monetary constraints. Although such an 

approach would be useful in providing detailed building information for statistical 

analysis. This research builds on that of Jordan's by making a comparison of 

similar data between New Zealand's cities, all of which have been subject to the 

effects of deregulation and its associated implications. The analysis will be further 

substantiated through the use of statistical analysis of commercial sales data from 

New Zealand's three main cities, this acting as a supplementary method of 

comparison. 

2.4.2 VI ellington Commercial Property Research. 

The only major study of commercial property in Wellington relevant to this 

research was completed by Steve O'Malley in 1988. The title of this study being 

"The Role of Financial Institutions, Property Developers and Contractors in Central 

Wellington's Office Development 1958 - 1988." 

This in depth descriptive study emphasises the roles of three key participants in 

Wellington's office development. The research indicates four distinctive cycles in 

the Wellington market over the study period, in which the roles of the major agents 

of property development have evolved and changed overtime, as a result of 

changing controls and economic conditions. 

The later two cycles of development that O'Malley determined were from 1978 to 

1983 and 1984 to 1988, these being the most pertinent to this study. Over the 

duration of these two cycles the position of contractors and developers were 

reversed. Over the period 1978 to 1983 contractors were the dominant 
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development agent in the central Wellington office course of 1984 

to 1988 property developers established themselves as the vrl9m:nUlertt development 

agent within the central Wellington office market [72]. in the 

development structure in central 'Wellington was a result of the bull 

sharemarket and deregulation which bought the listed to the 

forefront. Listed companies ability to raise sharemarket or 

from lending institutions due to the redueed meant they could 

develop properties both for sale and retention. Contractors were also expanding 

over this period, but as the number of listed property companies increased. the 

proportion of the work which contractors completed diminished. 

Another interesting area of O'Malley's is his analysis of the role of 

financial institutions and the dominance of Insurance Offices with respect to 

office investment in central Wellington. O'Malley highlights the suitability of 

commercial property investment for Life Offices, Pension Funds etc, due to its 

rental growth and tax advantages. development in central Wellington has 

therefore been predominantly been flIDded by Life Insurance Offices. The 

announcement that superannuation fund advantages were to be removed 

combined with the sharemarket r,p,{J,,pr~Hl were to mark the turning point in the 

commercial markets upward trend, not only in Wellington, but in all of New 

Zealand. 

O'Malley's research will therefore be used as the basis for analysis of the effects 

that listed property companies and superannuation funds had on New Zealand's 

commercial property market. O'Malley identified these factors as the catalyst for 

not only the boom but also the subsequent bust, which was only beginning to 

eventuate when O'Malley was finishing research. This study will build on 

O'Malley's work by the effects of the sharemarket crash and the 

removal of the superannuation 

period of market decline. will 

aNew Zealand wide sense. 

advantages, through looking at a sustained 

consider the implications of these factors in 
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The first major study of commercial property in Christchurch was by R H 

Merriman in 1966. His work titled "Office Movement in Central Christchurch, 

1955 ~ 1965" considered the decentralisation of office space from Christchurch's 

central area. Because of the age of Merriman's study it has little applicability to 

this research which considers a more recent period. It does serve explain the 

decentralised state of Christchurch's central business district, indicating that it is 

a situation that has existed for some time, hence office location is not a key factor 

in Christchurch's central business district due to its dispersed nature. 

Leonie Freeman's 1987 study titled "A New Approach to the Feasibility Analysis 

of Commercial Property Investments" concentrated on the Christchurch central city 

commercial property market. Freeman's work provides a useful analysis of supply 

and demand for office space in Christchurch, emphasising the dearth of detailed 

quantitative statistics summarising office space in the central area. Freeman 

develops an econometric model to determine whether any relevant indicators for 

floor space demand can be identified [54]. While the model meets all statistical 

requirements, Freeman stresses the simplistic nature of the model and the 

difficulty of building a model that realistically explains and identifies the factors 

affecting office space demand. The models shortcoming also being partially due to 

the lack of appropriate commercial market information. 

Freeman went on to introduce a symbolic model based on a non stochastic 

multiperiod mixed-integer linear programme. The objective being to examine the 

application of linear programming as a decision making tool to determine the 

optimal commercial property investment. While this particular model has little 

applicability to this research, Freeman's conclusion that linear programming can 

be as a decision support technique in this field [122], indicates that the use 

oflinear statistical modelling to enhance the validity of commercial research is an 

avenue worthy of investigation. 
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Freeman's research is perhaps the first in New Zealand to apply a linear model as 

a method of commercial market analysis. It was this initial application of 

statistical modelling that provided the basis for establishing a linear model for this 

study to differentiate the affects of various factors that determine commercial sales 

price in New Zealand's major cities. 

~4.4 Conclusion. 

It is clearly obvious through analysing New Zealand commercial property market 

research that is relevant to this study, that most of the researchers have adopted 

a descriptive type approach. Freeman is the only New Zealand author to introduce 

a statistical approach to analysing the commercial market, adopting linear and 

other econometric models as a method of analysis. The successful application of 

these models to the commercial property market by Freeman will be the basis for 

further statistical modelling in this research, the methodology for the modelling 

procedure being derived from a wider range of contemporary research. 

The dearth of research relating to New Zealand's commercial property sector can 

most likely be attributed to the following factors: 

a lack of adequate historical time series data. 

the unsophisticated nature of the New Zealand commercial property market 

until recent times, which has meant that research has not been possible nor 

required. 

I 

the fact that urban property courses are only available at Auckland, Massey 

and Lincoln Universities, of which little focus is put on the commercial sector, 

hence postgraduate research in this area is scarce. 

the sheltered nature of the New Zealand commercial market until recent 

times meant that competition was limited, therefore market demand and 

supply information and analysis has only recently been required. 
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ANALYSIS. 

Multiple Regression is used in a wide range of academic \.U,;;:."' .. ,,'u .. .1."'''' as both a 

descriptive and predictive method of analysis. Regression 

extensively applied to the real estate field, in a "vide range of 

usual focus being as a method of valuation. 

Ashton [1972:12] defined Multiple Regression Analysis (MRA) 

lJu""a,,,,,VJUO. the 

of valuation 

as being the least squares method of derivation of a value estimating equation in 

which each individual independent variable is systematically and objectively 

correlated with the dependent total value variable order to identifY the relative 

contribution of each independent variable to the total value estimate. The objective 

of MRA is thus to develop a strong predictive relationship between property 

characteristics and value. For this study 

concern, the focus being on the property 

derived value estimate is not of great 

sales price, 

As a valuation tool regression has been adopted by various authors as a method of 

analysis for a variety of situations. McGlade2 a regression model as a 

method of mass appraisal of residential in Victoria Australia, to 

determine current market values. Miller 

of describing some of the factors that 

used regression as a method 

....... " ....... ,,'v the value of condominiums in the 

USA, while Gibson4 adopted regression as a method of mass appraisal estimation 

of the rateable value of rural property in Central Canterbury, New Zealand. The 

diverse range of regression applications utilised by these authors indicates the 

procedures flexibility; so that while none of the aforementioned literature involves 

commercial property j the ~.n:!:S!s]lUn procedure is an appropriate method of analysis 

2 Adrian McGlade, "Use of Multiple 
1974. 

Analysis for Mass Valuation in Victoria Australia" 

3 
Norman Miller and Micheal Sklarz, "Multiple Regression Condominium Valuation with a Touch 
of Behavioural Theory" January 1987, pp 108 - 115. 

</ 
Bethia Gibson, "Computer Based Mass Appraisal for Rural Property - A Case Study in Central 
Canterbury, New Zealand" 1988. 
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of property. The lack of academic literature involving commercial 

applications being a reflection of commercial sales data 

rather than limitations in the regression model. Because of these data 

academic studies involving commercial property have adopted a 

econometric model as a method of market analysis. 

Although valuation regression models are most often used as a method to derive 

individual property value estimates, Miller and Sklarz's research indicates that the 

model through its application to establish value, is also suitable as a method to 

describe the factors that influence value, or in this case sales price. The rationale 

behind this approach when applied to this study is that a commercial property 

consists of a bundle of resources, each of which contributes something to the value 

of that property. Those value generating features hypothesised to be important are 

isolated and defined in quantitative terms. For each city a regression equation is 

developed that shows the relationship between the resources that best explain 

property value in each city. Therefore from a set of homogeneous variables for each 

city, regression will be used to isolate variables that best explain the sales price in 

that city and also to describe how these variables influence value. This comparison 

of regression models derived for sub markets will emphasise any disparity between 

the type and effect of individual market characteristics. The submarket model 

analysis vvill also reduce the bias that may be present in a national model. The 

final research methodology adopted for the MRA models in this study is outlined 

in chapter five, section four. 

2.6 MULTIPLE DISCRIMINANT ANALYSIS. 

Like regression analysis, Multiple Discriminant Analysis (MDA) has been utilised 

as an analytical tool by a wide range of academic disciplines, the procedure first 

being introduced R Fisher 1936.5 The application and interpretation of 

IV[])A is much the same as MRA; that is, a linear combination of metric 

Afifi and Clark, ~~~L!2~~!!!t~:!!:!1~~~~ 1984, p257. 
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surements for independent variables IS used to describe or predict mea 
behaviour of a single dependent variable. 

Unlike MRA which has been applied extensively to various types of real 

analysis, MDA has had virtually no application to real estate. The reason for this 

scarce use of MDA by estate practitioners, is MDA is only appropriate fbI' 

research problems in which the dependent categorical (nominal or 

nonmetric). This is obviously not the case when the dependent variable is sales 

price which is a metric variable, thus researchers tend to disregard MDA as a 

relevant method of analysis, instead opting for A major benefit of MDA 

that it can determine which of the independent variables account for the differences 

in the average score profiles of the dependent variable groups. This analytical 

technique is therefore appropriate for this study, as it can be used to indicate if 

there is a difference in the type and effect of the determinants of commercial sales 

price in each city's central business district. 

There are some situations where discriminant analysis is appropriate even if the 

dependent variable is not a true categorical variable. Sales price which uses an 

ordinal metric measurement can be used as a categorical dependent variable by 

creating an artificial multichotomy [Hair et al;1990:81]. This approach was 

adopted by Hamilton6 when he derived an MDA model to group properties into 

homogenous units to assist in the valuation of single family residences. From a 

data set of approximately 10,000 sales, Hamilton randomly selected 2,564 sales 

which he divided into 19 sales price brackets or groups. frhe 

dependent variable price groups being possible due to the large 

data set. 

number of 

the sales 

This study is limited by a significantly smaller eommercial sales therefore 

the number of sales priee braekets considerably fewer than that adopted by 

Hamilton. There are no yules number of groups, as long as they are 

mutually exclusive and exhaustive [Hair et al:81]. Based on assumption an 

~~~------~--~----------------------------------------------------G 
Stephen Hamilton, "Assisting the Valuation Process with Discriminant Analysis Models", 1974, 
Oh 7 pp 119· 135. 
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artificial trichotomy or three group representation of the dependent 

price is adopted for tIris study. These groups depieting low, medium and high sales 

prices. The guiding principle in establishing sales price brackets to 

homogenous (similar) groupings of properties. Due to the sets 

the range of each price group is greater than that adopted by but this 

is also a function of the less uniform nature of commercial sales ""_1'.0.0 compared 

to residential. As in Hamilton's study, the range of each bracket is 

unequal so as to discriminate between low, medium and high sales As 

Hamilton established, the selection of group sales price brackets is normally an 

estimate, the number and range of the brackets being a function of the size of the 

available data set (refer section 5.5 for further discussion). 

MDA will therefore be used as an additional method to isolat,43 the variables that 

best explain the sales price groups in each city. The statistics provided will also 

enable analysis of the impact of these variables on commercial sales price for 

each city, as a submarket discriminant model adopted for each city as in MRA. 

The final research methodology adopted for the models this study is 

outlined in Chapter five, section five. 
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Between 1945 and 1980, urban development activity in New Zealand (particularly 

in non residential fields) generally ranged between being relatively dormant and 

a state of unspectacular growth [Young; 1987: 174]. Fisher [1988:2] reiterated 

Young's sentiments when he suggested that an important feature of New Zealand 

property market in comparison with that of most western countries has been its 

relative stability. 

These two authors both suggest that the New Zealand property market (non 

residential) was formerly a very stagnant, stable, almost immature market. A main 

reason New Zealand's non residential real estate market was stable up until the 

1980's is that it was insulated from the affects of many offshore economic 

influences, by government intervention and regulations. 

The advent of a Labour Government in 1984, with its maSSIve thrust into 

deregulation of the business and financial community, was the single most 

influential change to affect the New Zealand property market in this cOlmt:t:y's 

history. This long overdue step created a need for more office space to 

accommodate increasing staff numbers. Combined with this was the realisation by 

employees and more importantly employers, that office accommodation standards 

were in the main obsoh~t('~ an.d completely inefficient compared to the rest of the 

world [Tuck; 1987:243]. 

The combined affect of these factors and many others, fuelled the largest increase 

in commercial office building activity New Zealand has ever seen. Property 

companies were established from nothing to become multi million dollar operations, 
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developer numbers 

dominated by cranes ":'''''El,u.''''J 

and the skylines of New Zealand's major 

con:unercial development. 
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Unforttmately, as people involved with commercial property would discover later~ 

much of the commercial development became increasingly speculative. Large profit 

marginS attracted greater numbers of inexperienced operators who went into 

developments without the normal safeguards such as set levels of pre-leasing before 

construction commenced. A massive slump in the commercial office market both 

in values and rentals being the result. This was initiated by the worldwide 

sharemarket crash in 1987, but many new players refused to acknowledge this sign 

of a possible market decline, adopting the optimistic attitude that tenant demand 

was insatiable; this only proved to delay and intensify the affects of the inevitable 

decline. 

As development continued, the presence of an oversupply in office space became 

increasingly obvious. While the mid provided the New Zealand commercial 

property market with its most prosperous period, the late eighties caused the 

greatest slump that the market has ever had to endure. New Zealand's commercial 

property market decline compared with the most severe in the world, in what has 

become a global trend. The frenetic pace of the 1980's with financial deregulation, 

variable inflation, tax cuts and large interest rate hikes often impaired judgements 

on commercial property. This commercial property roller coaster ride led to some 

huge supply and demand imbalances in the current market in all of New Zealand's 

main cities. 

3.2 OBJECTIVES. 

The objective of this ehapter is to outline some of the major on New 

Zealand commercial property market over the study causes of' 

what was New Zealand's first significant property boom and bust cycle will be 

discussed in detail. The chapter will be divided into sections, each covering major 

groups of variables that have a relationship with the New Zealand Commercial 

'n"·,,,;r~y market. 
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" tl' on 3.3 supplies a background of the New Zealand economy over the study 
"ec 
~od Various key economic indicators will be analysed to show movements in the pe,. . . 

economy and its relative strength. Section 3.4 gives a background of key 

government legislative decisions that influenced trends in the commercial property 

foarket in New Zealand. 

Section 3.5 examines trends in the New Zealand sharemarket over the study period. 

Listed property company numbers will be analysed, along with the general impact 

of the sharemarket crash on the commercial property market. 

Section 3.6 provides an overview of New Zealand commercial property market 

trends. A detailed analysis of the major impacts that influenced the property 

market will be outlined. Section 3.7 gives a chronology of New Zealand's major 

economic and commercial events based on the above overview, with section 3.8 

providing a brief summary of the overall chapter. 

a.3 THE NEW ZEALAND ECONOMY: 1981 ~ 1991. 

.3.3.1 Introduction. 

A background of the New Zealand economy over the study period will be provided 

by analysing several key economic indicators. These will include figures on 

inflation, unemployment, gross domestic product and the balance of payments. The 

relationship to, and the affects of these economic indicators on commercial property 

will also be addressed. 

1 

In New history persistently high inflation has been the exception rather 

than the rule. only quite recently from 1967 onward that high inflation has 

emerged as a feature of the economic landscape [Grimes; 1992: 1]. Regular 

1 Inflation in New Zealand is measured by the Consumer Price Index (CPl) which measures the 
annual rate of change in inflation. 
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high inflations arrival on the New Zealand economy, has served to significantly 

luce t he country's standing, compared to other overseas economies. ree /' . 

While New Zealand was not an open economy until the introduction of deregulation 

in 1984, it was still vitally important for it to keep its inflation down to the level 

of price rises of its major trading partners in the pre-deregulation period. But as 

figure 3.1 shows, New Zealand's inflation rate was running at very high levels in 

the early 1980's, far above that of its major trading partners. This higher inflation 

rate served to price New Zealand's exports out of foreign markets along with 

making imports far more attractive than locally made goods. It became obvious to 

the New Zealand government that its high inflationary economy could no longer be 

sustained. The most successful of the richer economies had in general, low 

inflation, while the poorer performing economies such as New Zealand and the 

United Kingdom were clearly suffering the affects of high inflation. The arrival of 

the wage and price freeze in June 1982 was the government's first real attempt at 

controlling inflation. Previously it had been running above the 10 per cent level, the 

introduction of the wage and price freeze bringing a sharp reduction to below 5 per 

cent in 1983/84. 
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inflation economy discouraged saving due to the decreasing 

savings over time. It tended to encourage speculative type 

as property, or goods such as antiques, instead of more productive 

investments. Zealand's high inflationary economy being a main reason 

property became so popular in the 1980's. Property companies became 

well established on the sharemarket, their initial impetus being provided through 

the capital gains that property offered due to high inflation. Commercial property 

especially, benefitted from the high inflationary environment. 

There are two sound reasons in theory why a high inflation rate should adversely 

affect the quality of investment decisions and so reduce growth. These are: 

1) when prices are changing rapidly, predictions of future price relatjvities are 

more difficult, and investment decisions made more risky. 

2) the tax structure becomes increasingly biased and less neutral between 

alternative investment decisions as inflation increases - this occurs on the one 

hand through the erosion of depreciation allowances, and on the other through 

debt financing being favoured by the tax deductibility of interest [N ew Zealand 

Planning Council (NZPC);1989:139]. 

The election of the Labour Government in 1984, meant a complete commitment to 

the reduction of inflation and the problems associated with it. Roger Douglas 

(Labour's Finance Minister) undertook a complete deregulatory program, the focus 

of his new monetary policy being directed to the task of permanently lowering 

inflation. 

The artificial reduction in inflation caused by the 1982 wage 

served to postpone the inevitable consequence of a totally ................ ",'4 

incomes approach. The impetus to inflation provided by the of the wage 

and price freeze is evident in figure 3.1 after 1984. Despite this catchup effect, 

Labour's new monetary policies began to succeed by early 1985, in halting the rate 

of price growth and starting to pull inflation back toward single 
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Introduction of the new and Services Tax (GST)2 October 1986 

interrupted this process, though price increases their downward trend 

in mid 1987 [ibid:140]. reasons for the failure of prices to be held back as 

much as Douglas had hoped include: 

high import prices from the July 1984 devaluation of the dollar. 

the high wage round of 1985~86. 

to market levels. 

monetary policy; and 

the policy of raising prices for government 

higher taxes on petrol, tobacco and alcohol. 

high interest rates caused by Douglas's 

conversely the Reserve Bank's failure to 

wanted until late 1986 [Collins;1986:136]. 

its monetary policy as tight as it 

Most of the above factors were unavoidable unless Labour had adopted an even 

tighter monetary policy, although would have resulted in higher 

unemployment. Labour therefore compromised the speed with which reduced 

inflation for a lower unemployment rate. It was inevitable that once the freeze was 

removed wages and prices would rise and government services had long been 

underpriced. Labour made several adjustments to the implementation of their 

monetary policy as the inflationary results were not as expected. It was inevitable 

though that such a radical reform would need adjusting. Therefore, following the 

reviewed tightening of monetary policy in late 1986, significant reductions in 

inflation and domestic activity began to show through by the September quarter of 

1987. The disinflation process then maintained its momentum through 1988 as the 

affects of the sharemarket crash were felt throughout the corporate sector. In 

contrast to the pre crash period, the bulk of disinfiationary over 1988 

1989 came as a result of reductions domestic rather cost pressures. 

This shift emphasis resulted main factors: 

------.----------------~~--~------~~~--------------~-----------
2 '['he purpose ol GST was to replace the existing system of variable sales taxes on a range of 

products and reduce the distortionary effects this variable system caused. GST's introduction was 
accompanied by a reduction in the level ol personal income tax and represented the broader based 
taxation system Labour was striving lor. 
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policy in New Zealand remained firm while in most other major 

eased; 

buoyant and protected sectors went through a major shakeout; and 

" ..... " .... u ..• 1". export commodity prices over 1988 - 1989 and a sharp (10 per 

cent) exchange rate depreciation in mid 1988 [Spencer;1990:257]. 

One further setback to reducing inflation arose with the government increasing 

GST to per cent, although the affect of this was relatively minor. Since mid 

1989 inflation has again continued to decline at a steady rate and is now at a level 

favourable to all its major trading partners. The sacrifice the country made in 

achieving a low inflation economy is now starting to payoff. The favourable 

exchange rate means exporters are now prospering in a recessionary hit worldwide 

economy. Gross domestic product has reached its most favourable situation for 

many years, as has consumer confidence. 

The impact of the government's disinflationary monetary policy on the commercial 

property sector has been severe. The high inflation period of the early to mid 

1980's was a main reason commercial property investment expanded, as did the 

entire commercial property sector. Many investors deserted commercial property 

due to the sharemarket crash and the realisation that a lower inflation economy 

was inevitable. Other commercial property participants, with a more optimistic 

attitude, took some time to realise that their assets were no longer appreciating in 

value and were actually depreciating at a rapid rate. The result was a massive 

decline in the general commercial property market, particularly values and rentals, 

due to large numbers ofinvestors wanting to sell out thus flooding the market with 

discounted property. Low inflation has therefore contributed to the market decline, 

but more significantly it has a major reason commercial property remains a 

relatively unattractive area for investment. 
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in General. 

New ,{,Jt:;;,CU.<.:4.AA"'" governments have traditionally implemented a 'full employment' 

strategy. This commitment was clearly conditioned by the experience of the 1930's 

depression, when measured unemployment rose to approximately 12 per cent of the 

labour force [Macrae and Sinclair;1975]. This commitment to full employment was 

still evident as recently as March 1977 when unemployment in New Zealand was 

a mere four thousand [Shirley;1990:32]. 

The commitment to a full employment strategy was not sustainable when the 

country's economy began struggling in the late 1970's and early 1980's. 

Unemployment began to rise steadily after 1977, this being a reflection of both the 

stagnant world economy and the lack of domestic growth to generate jobs. A 

particularly worrying aspect of this rise was the accompanying growth in long term 

unemployment which has become a problem ofincreasing significance [Employment 

Promotion Conference (EPC);1985:29]. 

Between 1980 and 1983 employment growth in New Zealand was especially low and 

was a clear reflection of the country's poor economic position. Eventually though 

in late 1983 and early 1984 there was a strong turn around in economic activity. 

During this period, employment grew steadily and for the first time since 1977 

unemployment declined significantly. This is reflected in the fact that 

unemployment levels at the end of 1984 were comparable with those of late 1982 

at around 56,000 [ibid;30). The reduction in unemployment was probably a 

function of short cyclical factors and the renewed economic optimism created 

by the election of a Labour Government in July 1984. 

Labour's 1984 election manifesto nominated full employment as its top economic 

objective. Yet despite proclaimed by Labour politicians during the 

election campaign, the social economic policies pursued by the new Labour 
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administration, were diametrically opposed to full employment 

Labour's Finance Minister therefore substituted the government's commitment to 

full employment for one of lowering inflation through changes to policy. 

Despite many objections, the decision was made and the state was 

away from a full employment strategy by Labour's policies. 

was made less obvious by the fact that unemployment fell 

The realisation that Labour was willing to 

'-'.l.U.l.L.LF,"" of policy 

1985. 

in their 

co:mmitment to disinflation became increasingly obvious as un.enlPlov:mEmt figures 

continued a steady rise from that time on. 

The impact of Labour's policies on employment in New Zealand were far reaching 

in that not only did unemployment increase, but pattern of unemployment 

changed completely. Many of the government's new policies were not performing 

as expected. Most notable were the exchange interest rates, which directed 

spending flows away from productive into speculative types of investment. As New 

Zealand found it increasingly difficult to compete international marketplace, 

production levels fell and employment the economy moved into deep recession. 

One exception to this trend was the financial sector and its satellite commercial 

property and construction sectors which benefitted from the high interest rates and 

liberal financial regulations. The resulting growth translated into thousands of 

financial sector3 jobs in the main cities, little or no surplus office space was 

available. Therefore, a commercial building expansion never before seen in New 

Zealand was initiated. This upturn commercial and financial activity in 

Auckland, Wellington and Christchurch was at the expense of the rest of the 

economy, where registered unemployment was lising sharply in the regions, 

doubling and trebling in a matter deregulation [ibid:39], This rising 

unemployment trend was 

sectors, due to the flow on 

areas of the economy. 

upturn in both the financial 

a nwnber of the main city employment 

the financial and commercial 

1988, when the realisation that the 

property sectors was over, unemployment in the 

El~ployment growth in the key service industries is a fundamental determinant of the demand for 
office space IRosen;1984:264}. 
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cities began to escalate. 'rhis situation was initiated by the 1987 

crash, which resulted in large numbers of businesses downsizing staff numbers or 

going into liquidation. The government's restructuring of the civil service also 

having a significant impact on unemployment levels. 

In the period 1985 to 1991 New Zealand experienced the worst economic 

performance in its post war history (the exception being inflation, Douglas's 

commitment to lower inflation was accomplished, but he also succeeded in getting 

himself and the Labour Party thrown out of office). This poor economic 

performance occurred in a period when both world demand and the terms of trade 

were increasing. Labour's new economic policies did not have the desired affect of 

improving economic performance. Although the trend towards high and continuing 

unemployment began between the period of 1967 to 1984, Labour's fundamental 

shift in economic and social relations was the key factor which produced a dramatic 

rise in unemployment along with a significant contraction in the total employment 

sector (Refer figure 3.2). 
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Inflation became the government's highest economic priority and unemployment 

treated as an adjustment problem en route to a more efficient economy 

ICaygill;1989]. The most damaging aspect of Labour's development strategy was 

way in which it undermined the country's traditionally strong productive sector 

in favour of short financial gains. It is easy to form the impression that high 

unemployment was a direct result of the switch in macroeconomic policies from 

1984 onwards. A large proportion of the current unemployment was caused by 

restructuring, but far from all. It would be unrealistic to assume unemployment 

could have been controlled under New Zealand's previously regulated economy. A 

gradual implementation of deregulatory reforms across the entire economy, instead 

of initially focusing on the financial sector, would have significantly reduced the 

current record unemployment, by giving the employment sector time to adjust to 

the new reforms . 

.lI.lIl1M./IJ7.1!,J''1.,.i'''''''' ....... '.IUI.<!ll of Restructuring the Public Sector on New Zealand's 
Property Market. 

Attempting to quantity the overall effects of deregulation and government 

restructuring on the commercial property market would is virtually impossible due 

to: 

1) the diverse number of influences on the commercial property market. 

2) a lack of accurate data to measure the effects on the market; and 

3) determining which variable most clearly reflects the commercial property 

market. 

A review office accommodation undertaken by the Government Office 

Accommodation Committee (GOAC) in May 1991 provides a clear indication of the 

affect that government restructuring had on commercial property in New Zealand. 

'rhis can most clearly be established through the figures the committee calculated 

for unemployment of government employees, because of restructuring. 



4 

Chapter 3: OVERVIEW OF NZ 37 

The committee established that government owned or 

currently running at a vacancy rate of 

levels of vacancy are a result of government 

12 to 4 Current high 

"AU'Ci.U'"O unaerl[!01ng substantial 

restructuring and having their roles functions of the public 

service being reduced from 72,400 as at 1 1987 to as 

1990 [GOAC;1991:16]. 

Another interesting figure established by the committee that the average area 

of office space for all departments is 27.2m2 per employee,5 excluding declared 

vacant space and subleased space. This compares to the private sector where the 

generally accepted norms fol' administrative functions comparable to government 

departments are approximately 21m2 person.6 The committee determined that 

a realistic goal for government departments leased space would be 22.5m2 per 

person.7 This would reduce the current leased area of 789,647m2 of spaces to 

653,175m2 of space9 for the 2903010 In accommodation. 

These figures can therefore approximately how much office 

space was made available through the public sector. As the actual 

number of staff occupying office '''iJ'-'''''Ci who were removed from the public sector is 

not clearly stated in the report, various scenarios were used as an attempt to 

quantify the area of office space available as a result of restructuring. 

Scenario one represents the best case scenario that only 50 per cent of the staff 

occupied office space. Assuming an average office building tower area of20.000m2. 

this scenario equates to approximat<~ly 24 buildings of that size being made vacant 

Government Office Accommodation Committee (GOAC) Review of Government Office 
Accommodation; May 1991. p 16. 

5 GOAC p 20. 

6 Ibid p 21. 

7 Ibid. 

8 Ibid. 

9 [b'd ~ . 

10 [b'd l . 
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due to Scenario two represents the most likely scenario and under 

the same assumptions equates to 33 vacant office buildings. Scenario three is the 

worst case scenario and equates to 42 vacant office buildings. 

Table 3.1: Estimate of the effect of Government Restructuring of 
~~Se.~tor on New Zealand's Commercial Property Market. 

75 % 100% 

12,900 19,350 25,800 

27.2 m 2 27.2 m 2 

350,880 m2 526,564 m 2 701,760 m 2 

136,472 m 2 136,472 m 2 136,472 m 2 

487,352 m 2 663,036 m 2 838,232 m 2 

'rhis example is an attempt to quantify the impact of government restructuring on 

the commercial property market. Obviously large numbers of staff have been re

employed and office space has been sold, leased and subleased. Therefore, the 

number of buildings or the amount of space stated as being available is no longer 

so high. 1'he example clearly highlights how much space has been made available 

through reducing public sector staff numbers, many of whom have been added to 

the country's growing unemployed. It also indicates the significance restructuring 

has on the commercial property decline, through the added pressure it has 

placed on the market; by reducing demand and adding to an existing oversupply, 

along with providing a clear of how the country's unemployment has 

contributed to the current office oversupply problems in years. 
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Other countries such as Australia who have not yet restructured their public sector, 

but are planning to do so, should look at the New Zealand example to determine 

the likely impact of restructuring on their own commercial property sectors. The 

Australian commercial market is currently in a very depressed state, due to a large 

office glut. Restructuring of the public sector on a scale similar to that undertaken 

by New Zealand would only serve to prolong and intensify Australia's commercial 

property depression. An analysis of the New Zealand restructuring procedure may 

help other countries avoid the implications of restructuring when the market is in 

a serious decline. Restructuring to the level utilised in New Zealand can only 

realistically be introduced once, the timing of this procedure can therefore reduce 

its implications on the related sectors. 

(A) Gross Domestic Product. 

Gross Domestic Product (GDP) is defined as a measure of the value added from all 

economic activity in New Zealand. This account shows the various forms of income 

generated within the economy and conversely where expenditure is made to 

generate production [NZ Pocket Digest of Statistics;1991:15]. GDP measures the 

net output of an economy during a given period and therefore the total income to 

be shared among the population as a whole; GDP being considered as one of the 

standard measures of economic performance. 

New Zealand's poor economic performance prior to the 1980's and in the early years 

of that decade is reflected in various measures against GDP. In the decade to 1984 

New Zealand's average current account deficit as a fraction of GDP was 4.8 per 

cent, compared with the OEeD average of 0.3 per cent for the same period [Spencer 

& Carey; 1988:2]. Instead of contributing to any significant productive investment 

growth, the increasing level of external public debt (from 10.7 per cent of GDP in 

March 1975 to 36.7 per cent in March 1984) had supported high levels of 

government and private consumption expenditure which could not be sustained by 

the economy [Margaritis;1992:7]. The ratio of net debt increased from about zero 

as a proportion ofGDP to almost 70 per cent over the same period [NZPC;9]. The 
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d' h 25 b f 1985' is decline in New Zealan s economic performance over t e . . years e ore 

'valent to the GDP per head of other OECD cOlmtries having grown 2 per cent equl 
per year more rapidly than that of New Zealand's. 

NEW ZEALAND TOTAL REAL GROSS 
DOMESTIC PRODUCT EXPENDITURE (MILLIONS) 
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figure 3.3. 

These various factors when measured against GDP show the poor performance of 

the economy over the period 1960 to 1985. From about 1980 onwards, there was 

less concern with controlling the fiscal deficit and GDP growth resumed, although 

not significantly, resulting in an eventual reduction in unemployment. It became 

increasingly obvious that a macroeconomic policy based on stimulating growth 

through a large fiscal deficit was not working. Therefore, the election of the Labour 

Government whose intention was to improve the cOlmtry's economic situation 

through deregulation and monetary reforms. 

Figure 3,3 shows that GDP expenditure has increased steadily since Labour's 

election, tapering off in the late 1980's as the recession took hold. Figure 3.4 shows 

the index for GDP production. The increase in this index has been extremely 

variable over the latter years indicating production has not performed as well as 

eXpected under the deregulated economy. 
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f'igure 3.4 also highlights the massive decline in GDP production in the building 

, d construction sector since the sharemarket crash. While this takes into accoWlt 
dn 

the commercial, industrial and residential sectors, the reduction in building in the 

commercial sector, especially since 1990 has had a significant impact on the index's 

decline. Since that time almost all major proposed developments have b~en put on 

hold or scrapped, due to decreasing values and rentals, and increasing vacancies 

in the commercial property sector. 
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Figure 3.4. 

(B) The Balance of Payments. 

The Balance of Payments serves as a systematic record of all the country's 

transactions with the rest of the world [Birks & Chattergee;1988:208]. It consists 

of merehandise exports and imports referred to as merchandise trade, exports and 

lmports of services such as tourism and investment income referred to as invisibles, 

non government capital transactions and government or official transactions. New 

Zealand's merchandise trade balance has shown some volatility over the study 

period. This is due to the country's exports consisting largely of agricultural 
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products, which are liable to fluctuations both in trade and volume. Another factor 

is that due to government policy, imported goods have been and therefore 

more attractive than domestically produced goods at various times. 

Figure 3.5 shows the trend in New Zealand's balance of paynlents over the study 

period for several factors. The current account balance consists of several sub 

balances:- the balance on merchandise trade, the balance on services and the 

balance on invisibles. The current account balance has been negative for the entire 

study period and shows the poor position New Zealand has been in regarding its 

transactions with major trading partners. 
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The relatively more favourable merchandise trade index indicates 

exports of merchandise are slightly ahead of imports. But the 

the countris 

clearly shows 

the steady decline in invisibles reform of the financial sector in 1985. 

This can be attributed to the large influx of overseas investors into New Zealand 

since due to the removal of monetary policy restrictions. The result has been 

that declining invisibles and the speculative inconsistent nature of the overall 
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market, has pulled the current account balance into an erratic mostly negative 

trend. Occasionally the current account has reached surplus figures, but this 

coincides directly with reduced deficits in the invisibles balance and to a lesser 

degree surplus merchandise trade figures. 

Over all New Zealand's balance of payments have been mostly in a deficit state over 

the study period. The amount of speculative investment income that has flowed 

into New Zealand in areas such as the sharemarket and commercial property has 

had a significant impact in causing an invisibles deficit. This in turn has caused 

a deficit in the over all current account. New Zealand's commercial property 

market can therefore be considered indirectly responsible for some of the balance 

of payments deficit. 

3,4 KEY GOVERNMENT LEGISLATION: 1981 m 1991. 

Some key government legislative decisions had an acknowledged impact on the 

commercial office property market in New Zealand; most of them coinciding with 

the arrival of the deregulated economy. While the overall impact of these 

legislative decisions is perhaps immeasurable, a clear outline of the resulting 

market conditions is provided. Special attention is given to the timing of the 

legislation and movements in indicators directly influenced by the legislative 

decisions. 

The linkages and affects that many of these decisions had on one another is more 

obvious than their overall affect on New Zealand's commercial property market. 

But their combined influences had a significant impact on making the commercial 

market what it was in the 1980's - a roller coaster ride of activity that resulted in 

New Zealand's first significant property cycle. Legislative decisions have been 

grouped together based on their relationship to one another. Much of this section 

is dominated by the affects of changes in monetary policy as this tended to be the 

most influential sector on New Zealand's commercial property market. 
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(A) Deregulation in General. 

The scope and speed of financial policy reform in New Zealand since July 1984 has 

not been equalled in either the OEeD or Pacific Region over the past two decades 

[Reserve Bank of New Zealand (RBNZ);1986]. Although financial reform has 

progressed more rapidly than other areas of the reform programme, the intention 

has been to achieve equitable low inflation economic growth. 

The main features of the regulatory regime which existed in New Zealand in the 

two decades prior to 1984 were: 

a pronounced emphasis on direct control. 

segmentation among financial institutions. 

entry restrictions into the financial services industry [Harper & Karacaoglu; 

1987:207]. 

These factors lead to New Zealand having the lowest per capita GDP growth in the 

OECD. During the decade ending in 1984 New Zealand's poor economic 

performance was reflected in: 

virtually no economic growth 

current account deficits at record levels; and 

high inflation (suppressed only by a wage and price freeze from ~June 1982). 

Therefore, the incoming Labour Government not only had short term eeonomic 

problems that required hmnediate action, it also had to overcome the general 

malaise that had afflicted the New Zealand economy over several decades and 

which had seen it slip from a position of prominence among OEeD nations. It was 

evident that a macro-economic policy orientation based on stimulating growth 

through a large fiscal deficit could no longer be sustained. Therefore, the process 
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of transforming the New Zealand economy started with a number of changes in the 

1983 to 1984 period, under the National Government; Closer Economic Relations 

(CER) being the most significant of these. The election of the Labour Government 

on 14 July 1984 served to greatly accelerate the reform under the new 

Finance Minister Roger Douglas, so that the economy had a complete reversal away 

from the previously highly regulated economy where protectionism and tariffs 

ensured the competitiveness of local industry. 

The majority of Labour's new reforms were either implemented or announced in the 

period between July 1984 and March 1985 although the reasons for this are 

perhaps unclear. Harper and Karacaoglu [ibid:215] suggested the government 

acted in the belief that the greater the number of restrictions and regulations they 

succeeded in removing, the more they would be forcing the hands of an incoming 

National Government to continue in the same direction. They also suggested that 

the government chose to deregulate the financial sector first and as fast as they 

could because 'public interest' required it to do so [ibid]. It was envisaged that 

financial reform would contribute most significantly to the economy by focusing 

exclusively on: 

1. creating a financial services industry that is able to provide efficient financial 

intermediation. 

2. preserving the soundness and stability of the financial system. 

3. maintaining a low and non volatile rate of inflation along with improving 

economic growth [The Treasury;1984:143-147]. 

The initial affects of deregulating the financial sector were levels of growth never 

before experienced in that sector. Markets aligned with that sector such as equities 

and commercial property were also swept up the growth trends. This though 

only served to focus the impact of specifie removal of controls 

high interest rates, onto those areas already UAA",A'C'l 

agriculture sectors. Also these sectors had long 

such as the export and 

protected by tariffs, import 

licences OVr\, ... ",,," incentives so that when they were removed the industries were 

suddenly un~:!onlDE)t] thus much industry vanished. Therefore, while part of the 
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New Zealand economy was prospering from being deregulated, part of it was 

suffering due to the uneven implementation of dereglllatory policies. 

The advent of the new Labour Government with its attendant new ministries, 

departments, corporations and the hiring of additional public servants to deal with 

new taxation, welfare, commerce, tenancy and other legislation could only but fuel 

the office development scene [Ch:ristiansen;1986:34]. Deregulation, especially ofthe 

financial sector, was to prove to have many more implications on the commercial 

office sector than just an increased demand for space by the civil service. 

The financial sector and the related commercial property and share markets were 

to suffer from their overindulgence in the freedom with which they were 

empowered. The October 1987 equities crash set off a massive decline in all areas 

of the financial sector. Unfortunately, the entire economy suffered and is still 

suffering from this crash, although the increased competitiveness achieved by the 

manufacturing and exporting sectors is finally starting to payoff. It can be argued 

that a more gradual, equal implementation of deregulatory policies would have 

given the economy time to adjust to the new reforms, thus reducing their initial 

negative impact on most of the economy. 

The restructuring policies that have been set up have had, with few qualifications, 

substantial success in achieving those preliminary objectives seen as facilitating the 

achievement of long term social and economic goals. Included in these are the 

macroeconomic goals of low inflation and better fiscal and extended balances 

[NZPC;1990:148]. Contrary to Uris is the fact that the sector most significantly 

deregulated is the one that suffered the most notable decline in the long term. 

(B) Monetary Policy Reformo 

Whitwellll described monetary policy as the part of econonrie policy which is 

concerned with money, credit, interest rates and exchange rates. Because of the 

J~n Whitwell, Economic's Professor, Massey University - "Monetary Policy with a Deregulated 
Fmancial Sector". ed Bollard & Buckle; 1987: 261. 
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significant affects that the reform of these factors has had on the commercial office 

market in New Zealand, this section will specifically address monetary policy 

reform. 

Previously the rationale for monetary policy was based on the proposition that in 

order to maintain financial stability, government intervention in financial markets 

was required so as to condition one or more of the aforementioned monetary policy 

factors. The shift in monetary policy that occurred in 1984/85 resulted from a 

combination of domestic and international developments. The domestic situation 

along with the overall economy's international standing were directly attributable 

to government intervention. Persistently high rates of inflation adversely affected 

New Zealand's relative competitiveness. Previous traditional approaches to 

controlling inflation through quantitative lending controls, attempts at negotiated 

solutions with unions and employers, and through direct prices and incomes 

management - had failed [NZPC;105]. Monetary policy's focus since 1984 has been 

directed at achieving low inflation so as to speed up the restructuring process and 

hopefully hasten the country's economic recovery. 

Deregulation was generally expected to reinforce the disinflation12 process by 

increasing competitive pressures on margins. Through deregulating finance 

sector more rapidly than other sectors, the expanding commercial property and 

equities markets that resulted presented considerable problems fbI' monetary policy. 

Massive differences in returns and mm'ket activity levels between sectors meant the 

impact of the high interest rates was concentrated on the areas already under 

severe pressure, in particular the exporting and manufacturing sectors. The 

nominal tax base and the absence of a capital gains tax fm:ther reduced the ability 

of monetary policy to constrain the booming arld other 

entrepreneurial sectors 1985 to 1987 [Spencer;1990:268], Another iaetor to 

be considered is that the introduction of competition an llPturn 

12 D' . fl unn ation is the control and reduction of consumer price inflation, while deflation is the 
reduction of real output below what it would otherwise have been. Therefore disinflation is often 
an objective of policy; deflation on the other hand, an unwanted consequence of disinflationary 
policies, but not easily avoided [NZPC:l05]. 
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in the financial sector and associated industries, but the arrival of increased 

efficiency and lower cost pressures didn't eventuate until activity levels in that 

industry had subsided. 

A clear implication from the monetary policy experience over the 1985 to 1987 

period, is that greater effort should have been made to open up the real goods and 

labour markets at an early stage of the deregulation process. This would have 

allowed monetary policy pressure to be spread more evenly across the economy, 

thus acting as an effective constraint on the excessive growth in asset markets over 

the expansionary period. More specifically for this study a constraint on commercial 

office property activity. 

Monetary policy has succeeded in its main goal of reducing inflation, which has 

been declining since 1986 (refer figure 3.1). For 1991 as a whole, inflation rose 1 

per cent which is the country's lowest increase in 32 years.13 The sacrifices the 

country went through to achieve this low inflationary economy were excessive. 

3.4.2 Regulations Mfecti!!Jl!' Financial InstitUJ.tio~...!. 

Regulations affecting financial institutions had a marked impact on New Zealand's 

commercial office market over the study period. The abolition of ratio requirements 

and credit control guidelines combined with the Reserve Bank's power to introduce 

new institutions, provided the commercial property sector with an almost unlimited 

supply of funds, after years of controlled access to commercial development funds. 

The removal of interest rate controls in August 1984 meant interest rates rose at 

an uncontrollable rate. Initially this situation was disregarded due to the high 

returns on commercial property. When returns dropped and interest rates 

remained high, the excessive levels of debt and the speculative nature of the 

commercial property market became alarmingly obvious. Deregulation of the 

--~~~~~~~~~~~~----------------------------------------------
13 

Patrick Smellie, "Inflation the Lowest in 30 Years", The Christchurch Press, 16 January 1992. 
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. tI"olQ affecting financial institutions therefore had a significant impact on New 
con " 
Zealand's cornmercial property market, as the following two sections explain. 

A) Abolition of Ratio Requirements and Credit Guidelines. 

Ratio requirements had previously been imposed on financial intermediaries over 

the years, by various New Zealand governments. The main intention of these was 

to provide the government with cheap funding, improve the soundness of financial 

institutions and achieve monetary control with relatively muted interest rate 

consequences. Lending-directive ratios did this by requiring financial institutions 

to allocate a certain proportion of their lending to favoured activities regardless of 

the riskiness or profitability that the institutions would obtain through investing 

in these sectors. 

Further credit growth guidelines were also imposed on major institutional groups 

over the 1982 to 1984 period, their aim being to control money and credit growth 

in the absence of market determined interest rates [Walker;1989:56J. While ratio 

controls imposed an effective tax on specified institutions by forcing them to 

purchase government securities earning non competitive interest rates, many other 

objectives were not met. Ratios did not have the capacity to exert a sustained 

independent influence on monetary conditions as was expected of them. Spencer 

and Carey suggested that any influence to be applied through ratios would be felt 

through interest rate pressures. Thus, if the interest rate consequences of a tight 

monetary policy could be tolerated, there was no additional monetary policy gain 

to be had through ratio controls [ibid]. Controlled institutions were clearly at an 

unfair disadvantage in that they were unable to offer the same returns as the 

uncontrolled institutions and therefore were not able to attract as large a 

proportion of available deposits. The requirement that certain financial 

intermediaries had to hold low yielding government stock served only to undermine 

the capital positions of the controlled institutions. 

Ratio controls also had the unintended consequence of discouraging private savings 

through taxing the institutions, hence the popularity of superannuation fund tax 
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free savings (Refer Section 3.4.4(A)). Ratio controls were abolished in February 

1985 with a shift from quantity to price based credit rationing. The only cost to the 

government was its source of cheap funding. Financial legislation changes which 

followed were designed to ensure a more lmiform environment for all financial 

institutions; this resulted in a 'level playing field' for what were formerly controlled 

and uncontrolled institutions and therefore a more contestable environment for 

financial activities. The Reserve Bank Amendment Act of 1986 enabled an 

unlimited number of banks to be registered at the discretion of the Reserve Bank 

provided they satisfied minimum standards in the areas of capital adequacy, 

individual borrower exposure, open positions in foreign exchange and exposures to 

borrowers who were connected with the banl~ [Margaritis; 1992:8]. This resulted 

in the market changing from four registered banks in 1984, to 15 in 1988; many of 

which were from overseas. The composition of savings banks, special purpose 

institutions and other financial institutions were also affected by this and other 

changes such as the Trustee Bank Restructuring Bill, May 1988, which was enacted 

on January 1 1989. 
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The new financial market structure enabled both individuals and businesses to 

adopt higher levels of debt. Much of this was due to the expanded range 

of financial and the obvious increase in competition between institutions. 

Initial on the commercial property market in New Zealand were a massive 

injection offunding for property development by property companies. This resulting 

from their newly acquired ability to attain higher levels of funding. A less obvious, 

but still significant 'spin off' of the new market structure was that the increase in 

the of institutions and the services they offered naturally required more 

staff and more office space. New institutions required large areas of office 

space in areas and because of the newly competitive and rapidly changing 

nature of the financial market, office space had to be built quickly, therefore a 

significant proportion of the commercial office demand can be attributed to changes 

to the financial sector. 

The rapid gro'wth the previously depressed financial and business servtce 

industr-ies added further upward pressure on the already active equity and property 

markets. This combined with the expanding foreign property and equity markets 

served to push both sectors into higher levels of activity over the mid eighties. In 

such an environment with investment analysts confidently predicting further 

market gains, investors failed to be deterred by historically high interest rates in 

the 20 to 25 per cent range. Investor attitudes became completely blinded to the 

possibility of any sort of decline in market levels. Any method to obtain funds was 

exploited, often with almost ridiculous levels of leveraging of assets or borrowing 

above normal 'safe' levels, to obtain funds for the high returning asset market 

expansion. This situation cannot be considered as surprising given the tax 

deductibility of nominal interest by corporates and the absence of a capital gains 

type taJL 

Because of the competitiveness of the new financial sector, banks became 

increasingly less daunted by the risks of funding an asset boom. New Zealand 

banks were perhaps the worst, formerly being used to a protected, relatively statie 

financial environment. Some locally based New Zealand banks in particular were 
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willing lenders to the entrepreneurial sector as they attempted to maintain their 

markets in the face of increasing competition from new and existing foreign banks 

[Spencer; 1990: 255]. 
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Figure 3.6 shows the massive increase in credit over the period of this study, 

especially after the introduction of the new credit guidelines and the abolition of 

ratio requirements in 1985. A large proportion of the New Zealand commercial 

property upturn of the mid eighties was funded through the relaxation of credit 

controls. The new found freedom that institutions had obtained along with the 

introduction of a large number of new banks pushed competition to the limit 

between banks. Many were forced to disregard previous lending policies so as to 

attempt to retain their market share. Financial houses consistently lent on 

increasing asset values, based on an individual companies own revaluations. 

Finance houses lent unsecured or by debenture to property companies with no 

specific recourse to the properties involved. Much of the blame for this situation 

can be attributed to the shortsightedness of the Reserve Bank. In exercising its 

OWn new freedom of discretion under the Reserve Bank Amendment Act of 1986, 
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it let too many new banks into the financial sector in too short a period. 

who were often inexperienced in commercial property lending, were forced 

to lend to property entrepreneurs who had little commercial development or 

investment experience. The result was a large increase in bankruptcies and 

company liquidations (refer figure 3.7) after the sharemarket reversal due to 

excessive debt levels. This in turn lead to high levels of loan write oITs due to the 

subsequent fall in asset values for which lenders or banks were not prepared. 

The distortionary effects of the share and real estate market shocks could have 

been lessened if banking supervision had been stricter) especially in the pre crash 

period [Margaritis; 1992:30]. Steven Collins in his 1986 review ofRogernomics (the 

name given to the deregulatory policies implemented by Labour's Minister of 

Finance, Roger Douglas) suggested the major danger in Douglas's banking policy 

is that the provisions in the event of a bank collapse could be inadequate [Collins; 

1986:53]. Unfortunately, Collin's foresight was not shared by Douglas and his 

Labour colleagues; nor did they note overseas practices of government insurance of 

bank deposits. 

Mter the sharemarket crash banks tightened up because of the ominous signs that 

necessitated them adopting tighter lending policies. These only served to limit 

investor access to finance and contributed to the severity and persistence of both 

the decline in the commercial office property market and the oVel'all economic 

recession New Zealand was facing. While the new credit regulations had an initial 

positive affect on the commercial property market, the lack of strict supervision of 

this area of the financial sector left a deep scar on the future of commercial 

property in New Zealand. The influence that the new regulations had on New 

Zealand's most significant boom and bust commercial property cycle were clearly 

obvious. 

CO) 

Prior to 1984 New ran an easier monetary policy most of its major 

overseas trading partners. Domestic real interest rates were thus kept low relative 
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to world standards, mainly through the implementation of exchange and interest 

rate controls. The flow .. on affect of this was that domestic spending was encouraged 

and saving discouraged. Subsequently the current accOlmt deficit deteriorated 

along with an expansion in aggregate demand relative to national income. This 

position could not be maintained so immediately upon election, Labour abolished 

controls on interest rates in .July 1984. Interest rate controls had previously been 

as follows: 

A) Deposit Rate Controls - applied to bank and non bank institutions: 

1) no interest on cheque accounts. 

2) a 3 per cent interest rate restriction on ordinary savings accounts. 

3) minimum 30 day maturity for interest bearing deposits at trading banks. 

B) Loan Rate Controls: 

1) widespread ceilings on loan rates of banks and non banks (real lending 

rates often being negative). 

2) lending rate controls applied to non trading bank mortgage loans in 1983. 

3) non mortgage lending controls applied to non trading banks in 1984 

[Margaritas;1992:3]. 

These controls resulted in low domestic interest rates, but to maintain this 

situation significant levels of overseas borrowing were established, at the cost of 

economic efficiency. Interest rate controls lead to funds being diverted to low risk 

borrowers and investment projects at the expense of projects which could offer the 

highest risk adjusted earnings. Low interest rates distorted people's choices 

between saving and spending their money. Controlled low rates made it easy for 

people to borrow and spend more. ThiB tended to push up prices and undermine 

New Zealand's international competitivenesB. The low interest rates discouraged 

people from saving so that much of New Zealand's capital investment had to be 

financed by overseas borrowing. 
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Removing interest rate controls may not have significantly aided the subsequent 

inflow of foreign reserves in 1984. Its timing to coincide with exchange rate 

devaluation was the first major step in the financial sector reform process. The 

main impact of the removal of controls was expected to be in providing a better 

balance between private savings and investment. Savings distribution was also 

hoped to be improved by enabling borrowers with the highest earning projects to 

successfully compete for funds in the marketplace. 

In May 1984 interest rates on short term government debt (six months to two 

years) had been nmning at 9.8 per cent. The removal of the controls and the 

tightening of monetary policy meant the same rates had risen to 17.3 per cent by 

December 1984. F'igure 3.8 shows the long term trends of short and long term 

interest rates the market. After the initial flourish of activity in the market 

where interest; reached extremely high levels between July 1984 and July 

1985, the affects of the tightening monetary policy and lower inflation levels 

successfully drove down. 
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3.8 also shows the more volatile nature of the shorter term interest rates, 

which many of the commercial property entrepreneurs were using. Interest rate 

percentages into the high 20's did not deter developers or entrepreneurs from 

borrowing. 'Fast track' type commercial buildings offered large returns and only 

required short term funding. Unfortunately the levels of return from property 

dropped more rapidly than the interest rate levels after the sharemarket crash. 

This meant that many speculators who had borrowed heavily no longer had the 

cash flow to maintain their rapidly mounting interest repayments which resulted 

in increasing levels of debt. The outcome was bankruptcy or company liquidation 

as figure 3.7 shows, for many commercial property market participants. Figure 

3.10 also shows clearly how the commercial property sector reacted to the removal 

of interest rate and credit guidelines. Many listed property companies were 

established through the use of borrowed funds, but were subsequently delisted, or 

put into receivership due to excessive levels of debt and insufficient levels of cash 

flow to maintain interest payments. The removal of controls on interest rates and 

credit growth guidelines had a significant bearing on the movements of the 

commercial property market in New Zealand over recent years. 

3.4.3 ExchsJly,e Rate Controls and the Floating of the NZ Dollar. 

New Zealand's exchange rate has historically been dominated by its relationship 

with its major trading partners. Over the country's earlier years the strong ties 

with the United Kingdom meant New Zealand's exchange was strongly influenced 

by the United Kingdom (the change in currency from pounds to dollars was only 

made on 10 July 1967). 

Since then other trading partners such as the United States, Japan and Australia 

have become mon;~ influential on the country's exchange rate. From 1979 until 1982 

a 'crawling 

system 

system of exchange rate adjustment was introduced. Under this 

rate was adjusted continually, based primarily on inflation 

rate differentials between New Zealand and its major trading partners [Birks 

Chattergee;1988:219]. From 1982 the resumed the former practice 
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of fixing the exchange rate against a basket of currencies (chosen from New 

Zealand's major trading partners). The United States dollar was used as the mid 

rate (as is standard procedure by foreign exchange dealers) against which the New 

Zealand dollar was measured. 

Exchange controls were used by New Zealand governments since 1938 up until 

1984 as a method to restrict the movement of money into and out of the country. 

Examples of exchange controls that were enforced include: 

New Zealanders travelling abroad could only take $1000 per month with 

them. 

comparues had to prove to the Reserve Bank that they could earn 

significant foreign exchange before they could set up overseas. 

new overseas shares could not be purchased. 

The purpose of these controls were: 

to avoid wasting scarce foreign exchange on luxuries, which the 

government thought was an essential step. 

to protect employment in New Zealand by stopping an outflow of our 

dollars to employ people overseas. 

to create stable conditions for business planning by allowing the 

government to hold the value of the New Zealand dollar constant 

[Collins;1987:40]. 

The new Labour Government argued that the controls served to overvalue the New 

Zealand dollar. This was detrimental to the country in that it made imports cheap, 

but more significantly made our exports hard to sell. Immediately upon becoming 

elected Labour devalued the dollar 20 per cent to stop the sale of the dollar by 

speculators which was causing the country's debt to reach unsustainable levels. 

Immediately import prices rose and the country's position steadied. Labour then 

had the justification to dismantle the control mechanisms, which had previously 

protected the economy. 
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Between October and December 1984 exchange control provisions were 

progressively abolished. People now had the opportunity to shift their money 

overseas or back. These speculative flows of money meant that the government 

could no longer realistically fix the val ue of the New Zealand dollar. Therefore) on 

4 March 1985 the dollar was floated. 14 Douglas contended that a fall in the dollar 

would make exporters more competitive even without subsidies and that without 

controls investors could put their money where they could make the most profit, 

(i.e. overseas) thus significantly adding to the national income. 

The introduction of the floating exchange rate along with the subsequent 

withdrawal of the Reserve Bank from the forward market shifted the risk 

associated with foreign exchange transactions away from taxpayers. Formerly 

taxpayers had to finance any losses incurred by the Reserve Bank on foreign 

exchange transactions. Now the risks have shifted to private sector participants 

in the foreign exchange market [Buckle;1987:244]. 

NEW ZEALAND EXCHANGE RATE 
MAJOR TRADING PARTNERS. 
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Figure 3.9. 

14 Floated means the government no longer has control of the dollar; its value being determined 
instead by demand and supply. 
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Figure 3.9 emphasises the affect of the devaluation of the dollar and the removal 

of exchange controls in mid to late 1984. This served to put the dollar in a more 

realistic position, especially in regard to US and Japanese currencies. The floating 

of the dollar had the desired affeet against the strengthening Japanese Yen in that 

the dollar dropped further to the benefit of exporters. As far as the US was 

concerned, its continually weakening economy, the Kiwi dollar's availability on the 

foreign exchange market and the country's improved export levels has meant that 

the New Zealand dollar has strengthened against that currency. As figure 3.9 

shows the US dollar subsequently strengthened in the latter years of the study. 

It is difficult to exactly determine the affects of the exchange rate related 

deregulation provisions on the New Zealand commerciaI property market. The 

influence of these provisions is more obviously associated with interest rates. 

Removal of exchange rate controls and the floating of the dollar did affect the 

commercial property sector, these being the key to dismantling the protected 

economy. Overseas investors were made more aware of New Zealand's potential 

by the removal of these previous barriers. Devaluation of the New Zealand dollar 

and the subsequent floating of the dollar attracted large numbers of investors 

toward commercial propertyo Many saw the potential and invested in the 

expanding market, only to be subsequently burned along with thousands of 

inexperienced New Zealanders after the fall in the share and property marketso 

The more astute investors, predominantly Asians, have been taking full advantage 

of the market since the crash. Stronger Asian currencies and the faU in New 

Zealand commercial property vaIues resulted in a large increase in investment in 

office property by overseas buyers. While this had little affect on the direction the 

commercial office market took over the study period, it has dlanged the stnlcture 

of the market participantso As Mr Peter Barge15 suggested, Asian investment in 

New Zealand is more substantial than ever before, being predominantly in lower 

value office property. 

5 Peter Barge - Presentation to Property Management Institute Conference, Christchurch September 
1992. 
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Superannuation is a payment of an allowance (pension) to a person who has had 

to stop working due to age or infirmity. Effectively therefore superannuation 

deferred income. New Zealand has had a strong background of superannuation 

schemes. National Superannuation (NS) the most prominent of these schemes 

came into existence in 1974. NS was a scheme established by the national party 

for the 1974 elections. This scheme proved so popular that it was to be one of the 

key factors in defeating the Labour Government in the 1974 elections. Effectively 

under the NS scheme everyone was entitled to a State funded pension at the level 

of 80 per cent of the average ordinary time wage. 

By 1984 it had become clearly obvious to both parties that the NS scheme could no 

longer be sustained. This was due mainly to the increasing age of the New Zealand 

population, which meant numbers of New Zealanders were eligible for NS. 

Significant budget deficits and the many loopholes in the system only compounded 

the problem. Also under the state funded scheme an individual still had the option 

of joining a private scheme. To encourage this, the government offered taxation 

incentives such as: 

all income on pension schemes was non taxable. 

no provisions for ongoing savings, therefore if someone withdrew from a 

scheme they effectively collected a tax free lump sum. 

The one sided advantages of both the NS and private schemes 

very popular in New Zealand. Effectively though they were an 

the New Zealand economy. 

they wen) 

'VU,().<JUlj:; d:rain on 

The change of government in 1984 and the rapid implementation of restructuring 

policies promised a significant change to superannuation New Zealand. 

Unfortunately, wasn't to be the case. Basically all the government did was 

reduce tax the motivation for doing this being consistent with its 
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overall tax policy thnlst of broadening the tax base while lowe-ring marginal tax 

rates. The superannuation industry defended the concessions by arguing that 

without incentives for long term contractual savings, the savings rate in the New 

Zealand economy would drop to a degree detrimental to its long term investment 

performance [Dickson; 1989: 146]. This argument lacked plausibility to the 

government as it saw a better overall climate for savers arising from its policies, 

notably the liberalization of financial markets, a lower inflation rate, a reduction 

in personal marginal tax rates and a switch from income to consumption tax (GST). 

The 1984 changes had only a limited affect and the use of superannuation as a 

personal tax shelter soon resumed [ibid]. 

The superannuation industry was not touched again until after the 1987 General 

Election. On 17 December 1987, three years after deregulation began and the 

initial changes to superannuation were made, it was announced that 

superannuation savings were to be treated in the same way as any other form of 

savings. The major changes announced being: 

1. all contributions to any superannuation scheme had to be from tax paid 

Income. 

2. all company contributions were liable for fringe benefit tax. 

3. all income and capital gains were to be taxed. 

This legislation established the concept of a 'level playing field' whereby 

superannuation funds and normal savings methods were treated as equal, thus 

superannuation schemes lost all their previous tax advantages. 

As the commercial property sector increasingly realised later, the presence of 

superannuation funds in the commercial office market grew out of control over the 

1984 to 1987 period. The discretionary cash flow (i.e. where the institution decides 

the pm:tfolio weighting) grew to mammoth proportions due to the major tax 

advantages superarmuation funds could still offer investors. Fund managers 

recognised the growth markets of equities and property over this period and thus 

re-weighted portfolios heavily toward the growth areas. Standard portfolio 
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weightings were completely disregarded due to the large amounts of discretionary 

cashflow. Often, these decisions were made without the consent or knowledge of 

the funds and were based solely on the manager's 'gut feeling' which usually 

amounted to the deal that was most financially beneficial for the manager, rather 

than the overall desire to benefit the fund. 

The irresponsible attitude of superannuation funds regarding portfolio weightings 

became alarmingly obvious to investors and fund managers with the collapse of the 

sharemarket in October 1987. The massive decline in the New Zealand Stock 

Exchange 40 Index over the following months proved a constant reminder to funds, 

of the inappropriateness of their portfolio weightings. As the value of their 

portfolios fell along with the value of their shares, the proportion of the portfolio's 

assets occupied by property exceeded even the dangerously high levels of the most 

optimistic fund managers. Therefore, the portion attributable to property in some 

cases increased from a desired 20 per cent too as high as 50 per cent of the portfolio 

[Darroch Aspect;1988:7]. 

The December 1987 taxation changes to superannuation funds served to compound 

what was becoming a major problem to superannuation funds regarding their 

property portfolios. As legislation was introduced implementing the changes, funds 

began to be w01md up, especially the many small schemes that had been set up 

specifically to avoid tax. Many fund members who had seen the value of their 

assets fall due to the crash, placed their money elsewhere, generally in banks. The 

fall off in the economy and rising redundancies also placed pressure on 

superannuation funds. 

The net result of these factors was a negative cashflow for the majority of funds, 

which together with the obvious need to reweight portfolios after October 1987, 

meant that superannuation funds have been net sellers of property. This was in 

dired contrast to pre October 1987, when collectively institutions were spending 

approximately 500 million per annum in the property sector [Robertson Young 

Telfer; 1990: 10]. 
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Implications of the sharemarket crash and taxation changes on superannuation 

funds flowed directly on to the commercial office market. The necessity of 

selling office property meant that many buildings were sold for much less than 

their actual worth. Many smaller superannuation funds were put into receivership, 

with receivers dumping the properties on the market at 'fire sale' prices. This 

applied mainly to the poorer quality buildings, rather than the top quality offices 

which tended to hold their value and remained in demand for some time. The 

result of this 'dumping on the market of office property was perhaps the first 

realisation that supply was beginning to outweigh demand. Nat1,lral progression 

meant that both values and rentals began to fall. The beginning of the end of New 

Zealand's most significant commercial office expansion was becoJl1,ing increasingly 

apparent. 

Conclusion 

Abolition of tax concessions for superannuation f)1Ilds and the introduction of the 

'level playing field' had a severe impact on funds under management, at a time 

when cashflow was under pressure, due to widespread redundancy and the 

aftermath of the October 1987 sharemarket fall [Dickson: 147]. The Life Offices' 

Association estimated these changes removed some $12 billion from the investment 

system as institutions sought clarification and direction. 

In hindsight it is apparent that too little attention was paid to the wider policy 

implications of abolishing the tax concessions. Realistically a longer transitional 

period might avoided the difficult adjustment which occurred and its effects 

on overall economic confidence. As far as the commercial office sector is concerned, 

the introduction 1987 legislation in 1984 or 1985 would have helped to curtail 

the significance funds on the overall office market. Much of the investment 

in office would have been avoided due to smaller amounts of funds being 

available. significantly, the combined effect of the sharemarket crash and the 

new would have been avoided. Therefore, the widespread dumping 

of commercial office property would have been significantly reduced. 
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1'ms not to say that the withdrawal of superarmuation funds from the property 

market precipitated its demise. However, it did significantly contribute to the 

oversupply of office space as superarmuation funds became net sellers of property, 

as they reweighted their portfolios and sought cash to cover outflows [RYT;1990:9]. 

1'he one benefit that can be established from this is that the combination of the 

crash and new tax legislation made it plainly obvious to the commercial office sector 

that an oversupply problem was beginning to surface and that debt levels had 

reached lmmanageable proportions. Previously developers, property companies and 

investors were under the misconception that tenant demand was insatiable, 

although greed may have been blinding them from reality. Therefore, an even more 

severe situation than currently exists in the commercial property sector, in regard 

to falling rentals and values, and massive levels of office oversupply, was probably 

averted due to the combined impact of these events. 

3.5 THE NEW ZEALAND SHAREMARKET. 

This section backgrounds the New Zealand sharemarket paying particular attention 

to changes in levels of activity over the study period. It analyses some of the key 

variables that caused these changes and why they were so influential. Finally. a 

brief look at Listed Property Companies will be taken, outlining the rise and fall 

from grace of property companies on the New Zealand sharemarket. 

3.5.1_J!ackg:Jround of the New Zealand Sharemarket. 

The sharemarket undertakes a fundamental role in the allocation and use of 

econ.omic resources. An effective sharemarket should facilitate the transfer from 

savers of surplus funds to the most productive user at the least cost. 

Figllre 10 the low level of the New Zealand Stock Exchange 40 (NZSE40) 

index the early 1980's. This situation had much the same in the 

prior to 1981. However, this was not because of the poor performance of 
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companies or overseas sharemarkets. The fact was that New Zealand's economic 

climate was not conducive to a savings type environment. This was due to high 

inflation and low interest rates which discouraged saving but encouraged spending. 

Therefore, the sharemarket's role to facilitate the transfer of funds from savers to 

the most productive user was limited by the fact that there was only a small pool 

of savers to draw from. 

The New Zealand sharemarket began what was to become a four year upward 

swing in 1983, resulting from the psychological boost given by other more buoyant 

world economies. The most influential factor on the overall upward sharemarket 

movement was the election of the Labour Party on 14 July 1984. Labour's strong 

deregulatory policies, especially of the finance sector, were to have a profound affect 

on the New Zealand sharemarket from that day on. Labour immediately 

implemented deregulatory policies in the following manner: 

controls on interest rates abolished and credit growth guidelines were 

removed. 

exchange control regulations and restrictions on overseas borrowing and 

on the access of overseas companies to New Zealand capital markets 

progressively abolished. 

compulsory 'ratio system' for financial institutions abolished. 

the New Zealand dollar was floated. 

None of these deregulatory policies apply to the sharemarket, but their influence 

on it was immense. New Zealanders no longer faced borrowing restrictions, 

financial institutions were no longer required to have a set proportion of their funds 

in goverrunent stock, and the devaluation and subsequent floating of the dollar 

immediately turned New Zealand from an over valued fortress to a competitive 

Open market. The result was an influx of capital into the New Zealand 

sharemarket, resulted in it rising to levels never before experienced. Once the 

sharemarket rise was initiated, it continued to accelerate feeding offits own innate 

dynamism. The key factors that initiated this rise were: 
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1. financial institutions which were no longer required to have a large proportion 

of their funds in government stock, suddenly had millions through the sale of 

this stock, obvious investment areas were the sharemarket and commercial 

property. 

2. the ability of new financial institutions to enter the banking sector, especially 

from overseas, bringing large amounts of new funds into the country, much of 

which was invested on the sharemarket. 

3. the relaxation of credit requirements, and the increased competition from new 

banks, meaning institutions became more willing to lend to New Zealanders 

with escalating investor interest in the sharemarket due to its rapidly 

increasing value. 

4. New Zealand's more attractive exchange rate, and improved investment 

opportunities induced overseas investors to move into New Zealand's capital 

markets. 
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Figure 3.10. 

T'he extra fhnds available to the sharemarket increased the demand for and price 

of shares, therefore the strength of the NZSE 40 increased to a record level 

of nearly 4000 points as Figure 3.10 shows. Further investor expectations of profits 
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increased so they continually sold and reinvested in shares. Vast numbers of new, 

inexperienced, small time New Zealand investors were also attracted to the 

sharemarket. The motivating factor being the investment psychology that share 

investing gripped the popular imagination [Burrowes and Mulholland;1986:59]. 

New Zealanders especially were under the impression that the returns from the 

sharemarket would continue unchecked (so was most of the world). But the 

inevitable happened and the market crashed on "Black Monday," 20 October 1987. 

This crash was in reaction to a collapse in sharemarket prices worldwide, with the 

New Zealand market suffering its biggest ever one day fall in the NZSE40 index. 

It must be noted that sharemarkets worldwide were experiencing high growth 

levels at the same time as New Zealand, but for different reasons. If these markets 

had not been thriving, New Zealand would have been a more attractive prospect for 

overseas investors and the inevitable crash would possibly have had even more 

devastating affects due to even higher levels of investment in the market. New 

Zealand can consider itself lucky that the crash came in time to bring the country 

back to reality. This event served as a reminder that only the deregulated financial 

sector and the entrepreneurial markets were experiencing periods of expansion. 

The remainder of the economy was still experiencing low growth and rapidly 

increasing employment. The result was that as the share and property markets 

started to decline New Zealand entered a recessionary state second only to that of 

the great depression of the 1930's. 

Confidence in and viability of the sharemarket has been severely depressed ever 

since the 1987 crash as Figure 3.10 shows. This is further evidenced by:16 

1. a 62 per cent decline in turnover between 1987 and 1988 from $4.5 billion 

to $1.7 billion. 

2. virtual absence of new capital raising (only $87 million in 1988, annual 

average for the three previous years approximately $2000 million). 

3. no new listings in 1988. 

16 Figures from the report by the Ministerial Committee of Inquiry into the Sharemarllet (MCIS) -
March 1989. 
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a 15 per eent decline in the number of listed companies in 1988. This 

figure is approximately half 1987 numbers as at 1991. Since October 1987 

there have been over 30 receiverships or liquidations representing in 

excess of 10 per cent of the companies listed at 31 December 1988; the 

majority of which were new listings in 1986 or 1987. 

the collapse in the share price of several companies, especially the 

'glamour' property investment companies that lead the market. 

6. a lackluster performance of share prices generally, due to the 

recessionary economy which has reduced investor funding for 

sharemarket investment. 

In 1988 a Ministerial Committee of Inquiry which was set up to determine the 

cause of continued poor performance of the sharemarket after the 1987 crash, found 

that the causes of the poor performance were numerous, with the most important 

factors being:17 

1. the number oflisted leveraged investment and property companies whose 

performance is particularly sensitive to sharemarket changes. 

2. lack of economic growth to provide stimulus to the market. 

3. uncertainty concerning the taxation of superannuation funds; and 

4. the adverse impact of the international taxation reforms on listed 

companies with offshore investments and offshore investors. 

The Ministerial Committee of Inquiry into the sharemarket was set up to ensure 

that a repeat of the 1987 crash could not happen again. It suggested several 

reforms that would improve the structure of the New Zealand stock exchange, thus 

helping to avoid the factors that induced the market's poor post 1987 

performance. main recommendations were: 

1. establishment of a Supervisory Authority (SA) with responsibility for 

of the equity and retail debt markets. 

-
17 Report by the Ministerial Committee of Inquiry into the Sharemarket (MCISJ- March 1989 p 4. 
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2. replacement of the licensing of sharebrokers under the Sharebrokers Act 

1908 to a requirement that they operate lmder an approved Self 

Regulatory Organization (SRO). 

3. improved integrity through trust accmmts, market ethics and increased 

accountability for client flmds (so that the wealth transfer of client nmds 

to directors that occurred over the expansion period cannot re-eventuate.) 

These reforms were required due to the important position of the New Zealand 

sharemarket in relation to the overall economy. In 1988 total market capitalization 

was approximately 40 per cent of GDP, in comparison with 15 per cent for the USA 

and 30 per cent for Australia. An economy such as New Zealand's that is so subject 

to international trends could not afford to have Black Monday and its aftermath 

occur agaIn. 

The structure of the New Zealand sharemarket after the Committee's report is as 

follows: 

- enforcement 
oflisting's 
requirements 

- operation of 
the markt~t 

=~~:J--~ 
- member entry - broker 

discipline 

Compliance Committee has the right to report to the Supervisory Authority 
which is set up by the stock exchange to oversee the stock exchange and has 
no government influence [MCIS:7]. 
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The sharemarket through the committee's recommendations now 

to deal with being an open international market that is significantly 

by overseas sharemarkets due to its limited liquidity. Necessary 

adjustments to allow for the deregulated economy did not accompany the new 

more 

the destruction of the market upon the drop in other world markets. 

New still has several key advantages that will again re-establish it as an 

attractive market for overseas investors, including the absence of stamp duty on 

transfers and proximity to the world's fastest growing region of AsialPacific. 

The New Zealand sharemarket's property sector fonowed a traditional development 

pattern in the early 1980's. The sector started with a small number of companies 

such as Aurora, City Realties and Grosvenor, establishing therpselves on the 

market with other companies such as Robert Jones, Landmark apd Comrriercial 

Secu:rities entering the market because of its obvious growth potential. These 

companies offered good growth and returns for investors, so became increasingly 

popular on the sharemarket. 

The removal of the wage and price freeze and the advent of deregulation after July 

1984 were to be major factors affecting the popularity of property companies in the 

years to come. Other factors such as the increasing demand for office space in the 

main cities and the high profile of some property company directors pushed the 

sector to the forefront of sharemarket growth from 1985 to 1987, although the seeds 

for that growth were perhaps sown between 1982 and 1984. 

The relaxation credit controls increased competition between financial 

institutions could borrow vast amounts to purchase new 

properties (predominantly commercial). Their rapidly increasing share price was 

a further source of funds, what became an increasingly common practice 

- the use of current properties as security (which were often only partly owned) to 
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obtain further funds to purchase new properties. This 'leveraging' or 'gearing' was 

later to cause the downfall of a number of the property companies, due to the 

massive levels of associated debt. 

Naturally the high level of appreciation, high returns and massive profits attracted 

many new property companies to list on the sharemarket. Figure 3.10 shows the 

steady increase in listed property company numbers between mid 1984 and mid 

1987. Basically the higher the NZSE40 index went, the greater became the number 

of property companies listed on the sharemarket. Unfortunately, many of the new 

companies that joined the sharemarket, especially after 1985, were headed by 

entrepreneurial type directors who had little or no property experience. Most of the 

property company administrators became hooked up in the hyperoptimistic mood 

of the market and moved into doubtful investments, paid too much for land, built 

and bought buildings that were low quality, borrowed too much at too high rates 

of interest and got their wires crossed in looking too enthusiastically at promised "

internal rates of return [Ward;1989:10]. Even experienced property professionals 

had their judgement and often their ethics clouded by the returns that could be 

made. Hence, a large number of the property companies coerced developers into 

taking shortcuts and developed low quality buildings so as to save time and make 

money. These 'fast track projects' as they were called, were to haunt the property 

companies upon the collapse of the sharemarket in 1987; they still haunt the 

industry today and will continue to do so in the years to come. Their poor quality 

and lack of reliable services has meant tenants are upgrading to the better quality 

buildings at far less cost than they originally paid to get into the poor quality space, 

when the market was at its peak. 

The sharemarket crash brought to light the perilous situation New Zealand's 

commercial property market was in. The massive drop in property companies' 

share the realisation that many property values were false and the fact that 

most >. .... 1" ......... ""'0 were severally leveraged meant bankruptcy and liquidation for 

most companies. Company numbers decreased far more rapidly 

than they rose as Figure 3.10 shows. Table 3.2 also provides a list of the companies 

during various stages of the study period, highlighting the build up in company 
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numbers along and share prices up to October 1987, fonowed by the subsequent 

decline company numbers and their share prices. 

Table 3.2: New Zealand Listed Property Companies. 

Aurora Group Advantage 29 Amun 
Chase Corp Allied 152 City Realities 
City Realities Amun 76 45 General 
Commercial Sec Argus Corp 475 Kupe 
General Props Arahi 80 32 Prop Link 
Landmark Arcadia 105 Roberl Jones 
Mainstay Areco 27 6 Shortland 
NZ Prop Trust Angus 293 180 
Robert Joncs Arth Barn 85 45 
'I'ag (Prollnk) Aurora Grp 420 190 
Williams Bexley 375 

Bowen 310 30 
Chase 515 79 
City Realities 105 20 
Conunercial Sec 251 90 
General 229 48 
Hobson 190 
James Smith 700 
Kupe 229 48 
Lakeland 135 48 
Landmark 210 30 
L D Nathan 795 
Mainstay 155 25 
Mainzeal 200 70 
Mayfair 359 90 
Paynter 405 
Prorada 68 12 
Rainbow Props 330 
Robert Jones 326 90 
Smart 112 25 
Tag (ProUnk) 79 35 
Terrace 140 50 
Wellesley 352 57 

The boom and bust scenano that afflicted New Zealand's commercial property 

market was similar to that of overseas markets, with many factors contributing to 

this eyclic phenomenon. Listed property companies are one of the most significant 

contrihutors to the situation. The policies of property companies were short-sighted 

with practice of writing up property values as company 'profits' to produce 

published results verging on false. Other factors such as the rapid 

deregulation of the financial the liberal lending 

retail bankers and a lack of action by the Reserve Bank in 

of merchant and 

to monitoring 
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credit levels; were the factors that enabled the hyperactivity. The blarne xnust 

with the companies for their own denrise. Their lack of responsibility and 

dishonesty has served to put the entire New Zealand commercial property sector 

into a deep recessionary state. 

3.6 OVERVIEW OF NEW ZEALAND COMMER,CJAL 
MARKET 1981 . 1991. 

rrhis section looks at the trends of several key New Zealand commercial property 

market indicators being used to determine activity levels of various sectors of the 

market. These will also be compared to several of the factors discussed earlier in 

this chapter so as to further determine the impact they had on the commercial 

property market. Indicators that will be analysed include various indexes and 

commercial construction related information. 

3.6.1 New Zealand Commercial Construction ActivitX2. 

This section will analyse various indicators of commercial construction activity over 

the study period. It win highHght the diverse range of activity levels of the various 

indicators, which clearly reflect New Zealand's first major commercial property 

boom and bust cycle. 

(A) Commercial Building Permits.18 

Commercial building perrrrits are a relatively accurate measure 

in New Zealand. Prior to the 1980's permits were cu .. """, 

the difficulty in obtaining them; this situation was to change 

the office oversupply problem had surfaced. 

to 

1987, once 

~.~~---=-----------------------------------------------------
18 Data relating to commercial building permits applies to the whole of New Zealand. Main centre 

distinctions will be provided in chapter 4. 



Chapter 3: OVERVIEW OF NZ COMMERCIAL PROPERTY MARKET: 1981-1991. 74 

Historical building permit data suggests a surge of commercial development activity 

in the early to mid 1970's in Auckland and Wellington. This rather insignificant 

level of development was an attempt to bring the country's accommodation 

standards closer to those of the rest of the world. At this stage New Zealand's 

major central business districts had a rather provincial make up of small, 

antiquated buildings. The attempt to remedy this situation was stopped in its 

tracks by an ideological, paternalistic, interfering government, through the agency 

of the building programmer, who for several years controlled and restricted quite 

severely the amOlmt of office development that was allowed [Tuck;NZV J:242-247]. 

This restrictive attitude towards office development continued into the early 1980's, 

although increasing demand due to a lack of space and lack of modern facilities was 

putting increasing pressure on councils to issue building permits. Figure 3.11 

indicates that this restrictive attitude didn't change significantly until 1984, with 

the advent of the deregulated economy. Many commentators suggest that tight 

controls over the commercial market implemented by the government, is one of the 

major reasons why New Zealand has never experienced a major commercial 

property cycle, while many similar economies without the restrictions have. It is 

also a major reason why the commercial building expansion in the mid 1980's was 

so substantial, as suddenly all the restrictions on the previously regulated 

commercial market and the other sectors that affect it were removed at once. 

As New Zealand businessmen increasingly travelled overseas they brought to light 

the inefficient nature of the country's commercial buildings. Their desire to 

improve both their company profile and the efficiency of their operations was 

immense. The relaxation of the building restrictions after 1984 meant the demand 

that had been building up for several years could finally be satisfied. The end 

result was that the increasing number of developers wanted building permits as 

quickly as possible, which put increasing pressure on councils so that some permits 

were perhaps issued inappropriately. Gone was the control over the commercial 

building industry that could have perhaps averted the later oversupply of office 

space. 
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Figure 3.11 shows the massive increase in the number, value and area, of office aIH1 

administration building permits in New Zealand. Permit numbers increased 

rapidly after 1983 due to the demand that already existed. As developer numbers 

increased so did value, as increased competition between developers and the extra 

demand meant a rapid increase in building costs. Building pennit area shows a 

similar trend but has a levelling off period between 1987 and 1988. This is because 

of the lag in commercial building that commits developers to completing projects 

once they have been initiated due to the large capital outlay. So while the actual 

number of permits decreased in 1987, value and area increased or remained static 

respectively due to permits being issued for larger more substantial buildings. By 

this time developers were still optimistic tenant demand was insatiable, with 

companies' desire to have the biggest most prestigious properties growing due to 

their increasing financial success. Therefore, some of the more substantial, high 

quality developments were completed after the market decline had become well 

entrenched. With construction periods of up to two years it was too late for 

developers to halt building. Examples of this include the ASB Centre, Coopers & 

Lybrand Tower and the National Bank Twin Towers all of which are in Auckland. 

All of these faced the indignity of being inteInational class, but were mostly vacant 

as tenants were no longer available. This situation was averted by the introduction 

of generous leasing concessions to attract tenants from their existing space. 

A number of projects such as the Boulcott-·Willis Tower in Wellington and the NZI 

Chancery Lane Project in Auckland were curtailed at the carparking levels. 

Permits for substantial developments had been issued for these sites. But the 

massive decline in the market, increasing vacancy rates and financial difficulties, 

meant development companies had to eurtail or not commenee eommerc::ial projeets. 

This trend became widespread and for the first time in New Zealand's history large 

numbers of projects were not being developed even though per.mits had been issued. 

The end result was a number of vacant proposed development sites in the main 

cities. 

Since 1990 there have been no substantial commercial office developments 

undertaken in either of New Zealand's three main cities. A clear indication that 
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a more controlled method of issuing permits for commercial buildings would have 

averted the current oversupply and would have resulted in a more realistic, 

sustainable upturn in commercial building activity. 
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Figure 3.11. 
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Commercial Building costs have taken a very unusual path over the study period 

due to the influences of various key factors. Figure 3.12 the Capital Goods Price 

Index (CGPI) for commercial buildings indicates the steady increase in the index 

over the study period. Commercial building costs rising slightly faster than average 

costs over much of the study period [Rider Hunt Holmes Cook;1992:1] 

Figure 13 which represents real commercial building costs presents an accurate 

picture of what the implications of deregulation were on building costs. Prior to 

1985 building costs were very high, due to the fact that there were few developers, 

Commercial Building Costs are taken as an average rate of all main centres throughout New 
Zealand. Although some deviation between centres can exist, this is not deemed to be significant 
for this study. 
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therefore their almost monopolistic position meant they could charge 

for developing buildings. The lack of competition and the fact there were only a few 

projects meant developers tended to take their time, resulting in cost overruns and 

therefore higher building costs. 

X 

NEW ZEALAND CAPITAL GOODS PRICE INDEX 
COMMERCIAL BUILDINGS (1981 - 1991). 
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The advent of deregulation from mid 1984 meant the introduction of a large 

number of new developers, who previously were unable to gain access to the market 

for various reasons. A major reason was that not enough work was available, plus 

the low returns, difficulty in obtaining finance and high interest rates meant 

setting up a development was not a viable option. Deregulation solved 

three out of four of these 

traditional developers were 

desperate for work so as to 

(interest rates continued to increase), so that 

with competition from new developers who were 

cashflow into their companies. This desperation 

meant that they undercut the traditional developers to get jobs, leading to a rapid 

decline in building costs from mid 1984 to mid 1985 as figure 3.13 shows. 
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This decline in costs didn't last as the demand for commercial office developments 

increased. Even though developer numbers continued to increase they were 

becoming increasingly stretched by the massive demand for office space. Naturally 

prices began to increase at an even quicker rate than they had declined, to a level 

slightly above where they were previously. This increase can also be attributed to 

developer greed; they took advantage of the situation, increasing costs, but often 

decreasing quality and taking shortcuts to maximise profits. The introduction of 

ifast track' projects meant developers could achieve an of the above, allowing the 

tenant or owner to take possession of their property within a short period. Soon 

they were to discover the many defects in their new offices due to developers not 

fulfilling their obligations. proportion of new office space of sub standard 

quality has now become partially or totally vacant due to tenant dissatisfaction 

with the buildings' services quality. 

The sharemarket crash did not bring an immediate drop in costs as might be 

expected. This was due to the long lag between commencement and completion of 
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large commercial oflice projects. Also developers were optimistic that tenant 

demand was insatiable and that the building expansion would continue. They 

therefore continued to keep building costs high even though the signs indicated a 

market decline. The large number of high quality projects that were commenced 

prior to and just after the crash (as mentioned earlier) also influenced building 

costs to stay up for a sustained period. 

Inevitably building costs began to fall, reflecting the widespread recession that the 

commercial market had entered. This took until 1989, almost 18 months after the 

sharemarket crash, because of developer hype which kept the price up, along with 

commercial market participants who refused too take any notice of the obvious 

signs. The poor state of the rest of the economy combined with the increasing 

oversupply served to push commercial building costs down even faster. The CGPI 

increase of 0.3 per cent in the year to December 1991 was the lowest annual 

increase in the ten year history of the index [ibid]. New Zealand commercial 

building industry costs are expected to continue to decline in response to low 

demand and a slower impact on the building sector of inflationaflJ pressures from 

New Zealand dollar depreciations in late 1991. 

(C) Ready Mix Concrete Figures.20 

Economic forecaster, Gareth Morgan, suggested that if statistics for ready mixed 

concrete were high, it was a sure sign that something is still going on somewhere 

[Morgan;1986:17]. 

It was under this premise that a brief analysis of concrete and eement figures 

New Zealand was undertaken. It must be clarified that these figures are 

Zealand wide and apply to aU concrete and was all 

Figures for the commercial ,"""'T<W' solely are available. While these figures 

include a broad category industries it must be noted that both the industrial and 

20 Figures are not available for concrete / cement for individual property sectors. Figures quoted 
therefore includ.R. concrete and cement used for residential, industrial and commercial purposes. 
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residential building industries were relatively subdued over much of the study 

period, This was initially a result of a high exchange rate and the removal of 

protection and tariffs for New Zealand industries, meaning that industrial exporters 

had difficulty competing overseas due to their decreased competitiveness resulting 

in the industrial sector contracting. Faced with an economy that did not promote 

saving for houses, the residential construction sector was relatively static. In latter 

years both types of construction were affected by the recessionary state of the 

economy. Much of the increase in ready mix concrete figures along with the 

subsequent decrease, is seen as a reflection of the expansion and contraction of the 

commercial building market (refer figure 3.14). 

MIXED CONCRETE/ CEMENT FIGURES 
QUARTERLY JAN 81 - DEC 91 
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Figure 3.14. 

'fhe for ready mix concrete follow a similar trend to that of building permits 

and costs, all of which decreased at some stage after the 1987 sharemarket crash. 

'fhe substantial nature of the increase in commercial development is clearly 

reflected by the fact that figures for ready concrete doubled 1981 to 

1987. The figures for cement are also provided and act as a reference point, 
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sUggesting a likely trend that ready mix concrete could have taken if the 

~ommercial property expansion did not affect New Zealand, as cement is not used 

In commercial property development. 

(D) Real Commercial Building ActhritYo21 

rhe final measure of commercial building levels that will be looked at for this study 

lS that of Real Commercial Building Activity. '1'his information relates to the value 

~Jf commercial buildings that are in the process of being constructed, as at each 

:Juarter. Figure 3.15, perhaps of all the indicators analysed so far, most clearly 

iepicts the boom and bust scenario that afflicted the New Zealand commercial 

property market over the study period. The value of commercial building activity 

lS in real dollars as at December 1989, thus the influence of high inflation is taken 

~JUt. 

rhe advent of the new deregulatory reforms was the catalyst for the maSSIve 

lncrease in the value of commercial building activity. Once the reforms were 

established and the fortunes that emild be made in commercial building became 

:>bvious, activity levels were to increase rapidly with no significant decline in 

activity until late 1987. 

I?igure 3.15 shows the immediate reaction of commercial building activity to the 

sharemarket crash, with a substantial decline in activity levels occurring. This is 

llnusual compared to some of the other indicators which had a lag of over a year 

In some cases and that most buildings had a development time of over a year. This 

sudden decline may be attributed to a slow down by developers because of the shock 

:>f the sharemarket crash. Many developers were optimistic that tenant demand 

was insatiable and so continued to build as the increase after the sharemarket 

~rash shows. The size and completion times of some of these projects <;aused the 

:ielay in the commercial building activity index's response. As time progressed the 

market contracted resulting in activity levels taking a series of sharp declines after 

mid 1988 as a result of the implications of the sharemarket crash. 

Figures are for New Zealand wide commercial activity. 
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Commercial building construction activity declined for the fourth successive year 

in 1991 and is now at levels comparable to those prior to the mid 1980's financial 

deregulation. This reduction is the result of over expansion of office space capacity 

in the late 1980's, coupled with a fall in New Zealand's aggregate commercial 

property demand due to recessionary pressures [RHHC:1]. The poor quality of 

some of the commercial buildings constructed over the study period and much of 

the over building in the commercial sector representing a misallocation of resources, 

has only served to reduce New Zealand's economic growth potential. 

3,6,2 New Zealand Commercial Indices m Jones Lang Wootton 
Property Pel'i'ormance Index.22 

The JLW total return index (figure 3.16) is a combined capital and income index 

showing the overall performance of a prime commercial property portfolio. This 

22 This section is based on the information provided in the Jones Lang Wootton (JLW) Property 
Performance Index, New Zealand· Pilot Study Report, October 1991. Comment$ included by the 
author may not reflect those of JL W. 
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involves measuring capital value change and adding into the calculations the net 

income received on a semi annual basis since ~hme 1980. 

Since 1980 the New Zealand ~JLW total return index shows an average return of 

16.9 per cent per annum for prime central city office property. This compares to 

the sharemarket at 20.7 per cent per annum and the bond market at 12.6 per cent 

per annum over a similar period. However comparison of the relative performance 

of different asset classes is only meaningful once allowance has been made for the 

degree of risk assumed to achieve the total return for each investment class. 

Shares registered a much high risk factor at 32.7 per cent compared with property 

at 12.1 per cent and bonds at 5.1 per cent risk. An interesting comparison can be 

made during the similar time scale in the United States using the Frank Russell 

NCREIF index (similar to the JLW index) which shows average returns of 8.9 per 

cent per annum for commercial office property. In the United Kingdom the JLW 

UK index shows average returns of 11.4 per cent per annum. 

Based on these figures New Zealand commercial property appears to be performing 

very well compared to overseas markets. But as figure 3.16 shows a large increase 

from mid 1985 to mid 1987 as a result of the influences of deregulation is having 

a large influence on the overall average return per annum. New Zealand's period 

of commercial expansion was also elevated by the removal of the high degree of 

protectionism previously in place which served to insulate the commercial sector 

from cyclical activity that the other markets experienced. Therefore, New Zealand's 

commercial property returns as measured by the index are out performing larger, 

more significant commercial economies over recent years as the market has had to 

endure a greater market progression. 

New Zealand's subsequent decline in commercial property is likely to pun its 

returns back to a similar level to that of the USA and UK. 'l'his balancing out is 

likely to occur as the New Zealand commercial market levels off its decline for a 

period of several years of stagnation or low growth. Other factors that must be 

considered in this international comparison are that different start dates for the 

indexes might result in significant differences depending on the cycles in respective 
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markets. Also the US and UK indices include the performance of all commercial 

property sectors, not just prime commercial property along with other differences 

in methodology [Rotherham;1991:41]. Investors should clearly note this difference 

as while prime property appears to be performing well in New Zealand, the large 

proportion of secondary and low quality space on the market is showing 

significantly lower returns. 
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Figure 3.16. 

Although the JL W index for New Zealand only became available in October 1991, 

(too late to alert investors of the market decline) the availability of international 

return indices will enable investors to see opportunities arising in other countries. 

Through this international investment investors will be able to out perform their 

domestic markets and certainly dampen the volatility of their portfolios by judicious 

investment. The JLW index will serve to establish a more informed market for 

investors (at least of prime property), a situation that did not exist in New Zealand 

over the 1985 to 1987 period of expansion. The overall uninformed nature of the 
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commercial market served to artificially prolong the upturn, mostly because 

developer optimism and a lack of investor knowledge regarding the market decline. 

The index after seven consecutive half yearly negative returns, for the first time 

since December 1987 showing an improvement from the previous half year, 

reflecting that the decline is now over, with a slow recovery expected. 

!3 

(A) The Post Sharemarket 

Since 1988, the correction in the property market has seen some twenty publicly 

listed property companies and a large number of private companies placed in 

receivership or statutory management. The assets of these companies were placed 

on the market or in many instances ownership or control moved to the company's 

financiers. This placed a weight of property to be sold on the market by either 

receivers, statutory managers or financiers, along with superannuation funds 

wishing to reweight their portfolios or sen off some of their property assets due to 

the new taxation implications [ibid: 12]. The 1990 report into the Auckland and 

Wellington property markets by Robertson Young Telfer (RYT)23 suggests 

approximately $3.3 billion worth of property assets have been placed in the hands 

of receivers or statutory managers since 1988. A further $1.5 billion was placed on 

the market by institutions reweighting portfolios and surviving property companies 

liquidating assets. To this has to be added those loans which financiers have not 

as yet placed in receivership. These figures clearly indicate the enormity of the 

market decline and the perilous situation most of the commercial market was in 

leading up to the crash. 

j1'rom 1988 to 1991 large 

or restructured, resulting 

recently been built. 

of organisations 

amounts of vacant 

out of business, 

rHUVlo'" added to what has 

have reached record levels, rental growth has 

Robertson Young Telfer - "The Property Investment Market - A General Overview of Auckland 
and Wellington". September 1990. 
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declined or disappeared and in latter years property values have, in some cases 

more than halved, being the most sig-nificant decline in the country's history.24 

This sharp downward adjustment in the commercial property market is serving to 

change the structure of New Zealand's commercial property investment market, 

through attracting interest from Asian investors. These investors are 

predominantly from Hong Kong, China, Indonesia and Taiwan. This situation has 

lead to the level of foreign investment in the New Zealand property market 

overtaking that of domestic investment for the first time in the country's history 

[Palmer; 1991:18]. This situation looks likely to continue during the early 1990's 

due to the high yields that are available to Asian investors and because of the 

depressed state of the New Zealand commercial property investment market. 

The introduction of an incentive driven leasing market from 1988 onwards, 

combined with ratchet clauses served to hold some property values up although 

somewhat artificially. As time progressed and incentives became increasingly 

complicated, (calculating the difference between the contract25 and effective26 

rents for a ten year lease with 48 months rent free fit out and other incentives 

wasn't that simple), more and more tenants opted to pay the current lower market 

rental for the entire period with fewer or no incentives. This divergence between 

the contract rental with incentives and the market rentals created a two tier rental 

structure for offices, although Tay Yong Chin's27 study of Auckland's two tier 

market suggested little difference in the effective rentals of each case. What this 

does indicate is the desperate lengths to which developers and building owners 

were prepared to go, to attract tenants and at the same time keep their property 

values up. 

24 Neil Darroch, National Business Review, July 18 1991. p 14. 

25 Contract Rent (or Nominal Rent) is the actual rent paid (either gross or net),on the face of the 
lease transaction often if incentives are paid the rent will be far higher; this serves to somewhat 
artificially hold up the building's income stream and therefore its capitalised value. 

26 Effective Rent is obtained by reducing the contract rent by the net present value of all leasing 
incentives. 

27 Tay Yong Chin - "Two Tier Rental Structure for Offices", New Zealand Valuers Journal, 
December 1991. pp 11 - 17. 
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New Zealand's commercial property market is now in a depressed state. It 

characterised by a weak demand for all classes of property, along with an 

overwhelming oversupply of office accommodation in the face of a contracting 

demand, by the absence of a New Zealand based pool of investment money available 

to rectify the situation and by an unpredictable and sporadic level of offshore 

demand [Young; 1992: 19]. Unfortunately, New Zealand commercial property market 

participants have no one to blame but themselves. They took advantage of the 

situation that was bestowed upon them by deregulation. As Chas Sturt28 of the 

serious fraud office was quoted as saying with reference to the mid 80's: 

the period was one of naked greed in New Zealand 
where deceit and malpractice was evident on a vast 
scale· an era of rampant corporate banditry 
unparalleled in the history of New Zealand. It 
has left a dirty and embarrassing blot on our 
commercial reputation which will never be erased. 

simply, it was a national disgrace. 

While Mr Sturt was not specifically implicating the commercial property industry, 

his description appears to be a fairly accurate summation of what drove the 

commercial market expansion. As the saying goes "what goes around comes 

around", so that the commercial sector along with the rest of the economy has faced 

a sustained recession, one which looks likely to continue for some time in the 

commercial sector, while much of the rest of the economy is showing signs of 

recovery. Ironically it is the experienced property people oflong standing who have 

managed to survive, whilst there has been a demise of many of the new players 

who were by greed to enter the market, although this win be to benefit 

of the regaining strength in the future. 

Chas Sturt, Sunday Star, April 5,1992. 
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(B) SYTatoJPlsis. 

The poor performance of commercial property over the last few years of the study 

is attributable to the following fadors: 

poor analysis of macro economic factors and their interrelationship with 

the commercial property market. 

low standard of management of development and property companies as 

a result of the inexperience of key appointees. 

highly speculative construdion of several key substantial high nse 

developments. 

low quality standards on a large number of buildings in respect to design, 

construction, finish, location and amenities. 

lack of attention paid to tenant quality and needs, along with neglecting 

normal tenant precommitment procedures. 

These factors were further exacerbated by: 

the sharemarket crash which lead to the downturn of most property 

companIes. 

the massive contraction of the New Zealand economy over the last four 

years of the study. The sharemarket and commercial property declines 

pulling the entire economy into a more severe recessionary state. 

the 17 December 1987 statement by the government regarding the 

taxation of superannuation funds which forced the funds to sell down 

property portfolios and generate cash for the new taxation demands. The 

decline in the sharemarket had already resulted in a severe imbalance in 

portfolio weightings towards property. 

continued construction activity combined with liquidations, bankruptcies 

and company restructuring which served to increase vacant space levels. 
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The implications of these factors on the commercial property Illarket have been so 

severe that presently there is: 

a high vacancy rate in the three main cities, approximately 20 per cent 

in Wellington, and 30 per cent in Auckland and Christchurch. 

a surplus of high quality and low quality space especially in Auckland. 

Due to the generous incentives and rentals being offered by the high 

quality developments, the trend has been for tenants to move out of their 

old space (often due to dissatisfaction) into the new space, so that much 

of the high quality space would have disappeared by the end of 1992. 

This has lead many of the owners to consider refitting buildings for 

alternative uses such as flats. 

a marked stratification in the market between high and poor quality 

buildings with a definite lack of average quality buildings. 

a lack of investors due to disenchantment with commercial properly after 

having lost large sums in the market crash. Increased investor 

awareness has naturally prevailed with more secure investments being 

the norm. 

These factors have placed severe restrictions on any type of growth in New 

Zealand's commercial properly sector. Vacancy and absorbtion rates indicate that 

development activity in the commercial sector is unlikely to eventuate at any 

significant level until the end of this decade. 

3.7 CHRONOLOGY OF NEW ZEALAND'S MAJOR ECONOMIC AND 
COMMERCIAL EVENTS: 1981 rn 1991. 

Financial services regulations amended to limit increases in lending interest 

rates by financial institutions. 
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1982 
~ 

1983 

June - A 12 month wage price and rent freeze imposed, covering also interest 

rates, and other fees and charges (freeze later extended to 1984) . 

.. June - A :fixed exchange rate regime replaces the former 'crawling peg' regime. 

......-....... ~ 

Australia and New Zealand Closer Economic Relations Trade Agreement 

(ANZCERTA) signed. Implications being licence and tariff barriers to trans -

Tasman trade to be phased out by the 1990's. 

April - Credit guidelines impose a limit of one per cent growth per month in 

lending by a wide range of financial institutions. 

September - Tendering system introduced for government stock. 

November - Tight regulations imposed on interest rates including an 11 per 

cent ceiling on first mortgages. 

~July 14·· Snap election called by Prime Minister Robert Muldoon. Lange and 

Douglas Labour Party elected to power with a large majority over the National 

Government. 

July - New Zealand dollar devalued by 20 per cent along with a three month 

price fi'eeze being introduced. 

July/August - Controls on interest rates abolished and the credit growth 

" ..... IV.LJU .. """ removed. 

October - New wage fixing rules announced allowing greater flexibility in 

.... • ..... dn .. O'TF'1 I€ICellDDIBI - Exchange control regulations and restrictions on overseas 

the access of overseas companies to New Zealand capital 

progressively abolished. 
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1985 =---

February - The compulsory ratio system for financial institutions abolished. 

February 14 - Increased Superannuation exemption- exemption level oftaxable 

'other income' for national superannuitants surcharge increased. 

March - The New Zealand dollar floated. 

1986 
~ 

1987 

Commerce Act comes into effect. 

May - Statement on government expenditure reform, outlines plans to change 

a number of departmental trading organizations to corporate structures. 

October - Goods and Services Tax (GST) of 10 per cent on almost all 

commodities introduced, accompanied by reductions in personal income taxes 

and benefit increases. 

April 1 - State Owned Enterprises (SOE) Legislation comes into effect, creating 

nine new public corporations structured on cormnerciallines. 

April - Institutions of suitable status including overseas organizations able to 

apply for banking licences. This being operative under the Reserve Bank 

Amendment Act 1986, which gives the Reserve Bank the power to register an 

unlimited number of banks, provided certain conditions are met. This act 

amends the Reserve Bank Act 1964 which was the relevant legislation. 

June - Plans announced in Budget for sale of government assets including 

newly formed SOE's, to payoff pu.bHe debt. 

August - Labour Relations Act (1987) {!omes into effect. 

October - Labour party re-elected, but with a reduced majority. 

October - New Zealand Steel sold. Sale of other SOE's including Petrocorp, Air 

New Zealand, Postbank, Electrocorp etc have since followed. 

October 20 - Sharemarket prices fall worldwide. New Zealand sharemarket 

suffers its biggest ever one day fall. 
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December 17 - Superannuation funds taxation amendments announced. Funds 

to be subject to taxation from 1st April 1988. 

May - Trustee Bank Restructuring Bill announced - requiring all Trustee 

Savings Banks (TSB's) to become companies by January 1st 1989. TSB's can 

now gain corporate clients and offer limited foreign exchange services. All 

restrictions on the operations of TSB's have now disappeared. 

From 1989 the government's balance date is to change from .31 March to 30 

June. 

December 14 - Finance Minister Roger Douglas departs from cabinet amid 

continuing controversy with the Prime Minister over the handling of economic 

policy. Douglas being the instigator of the deregulated economy. 

1990 

Trustee Bank Restructuring Act implemented (January 1st). 

Reserve Bank of New Zealand Bill proposes greater autonomy for the Reserve 

Bank and sets its primary objective as achieving and maintaining stability in 

the general level of prices. 

A new structure of local government comes into effect. 

July - Increase in GST to 12.5 per cent. 

October 27 - General Election - unprecedented National party majority in the 

House of Representatives. Attributed more to a rejection of Labour than 

support for National. 
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May··· Employment Contracts Act CECA) comes into effect. This act introduces 

a radical change regarding industrial relations. The main thrust of ECA is to 

allow the negotiation of individual contracts between employers and employees 

to be extremely flexible. 

3.8 SUMMARY. 

The New Zealand commercial property sector has experienced a complete transition 

over the study period as a result of the implementation of various economic 

changes. Historically New Zealand's commercial property market has been 

relatively inactive with occasional sporadic growth periods. The new technological 

age arrived in New Zealand in the early 1980's, but the growth this created in 

commercial property was restricted by various lending and building controls over 

commercial construction. New Zealand's commercial sector had both the potential 

and the requirements for the country's most significant period of commercial 

development expansion; all it required was the right environment to initiate the 

growth. This environment was provided by the introduction of Labour's new 

deregulatory policies in 1984 which removed the numerous restrictions that had 

served to insulate the New Zealand economy from the rest of the world. 

Unfortunately for the overall economy the deregulatory policies were not introduced 

evenly, the financial sector being deregulated within a few months of Labour's 

election. A gradual even implementation of the new reforms would have enabled 

the entire economy to take advantage of the new free market, which would have 

been better for the country in the long run. Instead Labour deregulated the 

financial sector first, which thus received all the benefits of the new free market at 

the expense of various other sectors. The suddenly hyperactive financial and 

associated sectors gave the rest of the country the false impression that the 

economy was recovering from years of low growth, this only serving to hide the 
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truth that agricultural and exporting sectors were performing poorly, 

growth was non and the only other area showing a rise comparable to that 

of the financial sector being unemployment. 

The new monetary policy reforms that were introduced had a massive impact on 

the financial sector, with New Zealand's commercial property market being swept 

along by the hyperactivity the new reforms created. Changes to credit guidelines 

and the removal of ratio requirements resulted in the sudden availability of funds 

for all types of investment. The arrival of several overseas banks boosted this pool 

of funds, but the removal of controls over interest rates meant that the share and 

commercial property markets were the only areas of investment that could offer the 

returns required to cover the cost of financing due to the rapidly increasing interest 

rates. 

Naturally with the sharemarket and commercial property market expanding the 

number of listed property companies grew in relation to the level of the NZSE 40 

index, the inexperience of these new companies both as property investors and 

developers introducing a highly speculative element into the commercial market. 

The removal of exchange controls and the floating of the dollar resulted in New 

Zealand suddenly becoming an attractive area for investment by international 

investors. These overseas investors along with most New Zealanders were 

attracted to the hyperactive sharemarket, where commercial property companies 

were to the forefront. As share prices and returns from investments grew, company 

directors became swept up by their own success, so were increasingly careless in 

their property investment and development dealings. This optimistic, irresponsible 

attitude was to prove to be the downfall of most of these companies when the 

inevitable market decline arrived. 

market decline was initiated by October 1987 sharemarket 

taking note of what was a major economic catastrophe, most 

property participants adopted the attitude that it was only a minor 

deviation from the path of further prospelity. This is reflected by the optimistic 

attitude of several developers around the country who believed tenant demand 
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would insatiable, so proceeded to commence several large commercial 

projects with little or no tenant pre~commitment. 

Superannuation funds had also been swept up in the investment hype, weighting 

their discretionary cash flow towards the growth area of commercial property and 

the sharemarket. Suddenly the implications of the sharemarket crash meant their 

portfolios were dangerously imbalanced towards commercial property due to the 

rapidly declining share prices; this situation being aggravated by a lack of 

provisions by the sharemarket, to steady the market during a sustained decline. On 

the back of this was the December 1987 announcement that the tax advantages 

superannuation funds experienced were to be removed. Superannuation funds were 

suddenly desperate to sell their commercial property assets to avoid large tax 

charges, so that the market was flooded with underpriced commercial properties. 

The combination of the sharemarket crash and superannuation tax changes in 

quick succession served to turn the commercial property market into a major 

downward slide. Although various sectors of the market hung on, as some of the 

commercial indicators show, an unstoppable market decline was initiated which 

saw the inevitable collapse of the commercial property market throughout New 

Zealand. The artificial nature of the market in regard to company profits, property 

values etc, ensured the decline was swift and severe. 
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This chapter analyses the individual characteristics of New Zealand's three 

commercial cities - Auckland, Wellington and Chri~tchurchJ focusing on 

key primary commercial market indicators and cornparing the trends of these 

for each city. The implications of deregulation are analysed, as well as 

various other factors that influenced the boom and bust trends that 

all three cities. Conclusions are drawn as to the main changes in the 

market based on the above analysis, along with a brief summary outlining the 

major between each of the markets. 

It must stressed that a large differential exists in the amount and quality 

of data available from each centre. Auckland has been the most rapidly 

expanding city and therefore has a good level of available data from the 

Auckland City Council (ACC), various property research companies as well as 

Department of Statistics information. This is especially true from 1984 

onwards when the compilation of a wider range of data, such as vacancy rates, 

began. Wellington, because of its size and importance as the country's capital, 

also has a good range of historical property data. Christchurch 

though, a dearth of historical information, due to its small 

size and 

lack of 

ctrve]tle~ls to investors compared to the other cities. This 

for Christchurch has posed a problem when drawing 

comparisons between cities. 

The lack of detailed historical data for all three centres in the early 1980's has 

also been a limitation and a major reason why there is a dearth of empirical 

research on New Zealand's commercial prope:rty sector. 
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4.2 AUCKLAND COMlIVilJERCIlAJCA OFJF'J{ CJI~ IVIIAJllRET TJl.U~NDS. 

(A) Historical Perspective. 

Auckland's obvious suitability as a port along with its proximity to a fertile 

and populous hinterland were the major features influencing Hobson in his 

choice of the site for Auckland city. Auckland became the political capital for 

the new dependency over the p(~riod 1840 to 1865, although this title was to 

shift to Wellington from 1865 [Bush;1971:69]. This strong initial impetus has 

meant that Auckland has seIved as a dominant commercial centre since its 

development. 

Because of Auckland's suitability for exporting, much of the prime central area 

was originally used for industrial purposes due to the proximity of port 

facilities. This situation remained for nearly 100 years, but the increasing 

demand for commercial type activities had a significant impact on central area 

land use. Competition for prime central area sites between the commercial 

and industrial sectors initially began in 1940, but became more significant 

after 1960. The commercial sector's ability and willingness to pay a higher 

economic rent than did the industrial sector enabled it to occupy the premium 

central area sites. This lead to a decentralisation of Auckland's industrial 

sector, into suburban locations where land prices and rentals were far cheaper 

[McDermott 1;1986:19]. The evolution of Auckland's central business district 

had finally begun. Another factor that has aided Auckland's growth blas been 

the population shift to the North Island, along with a population drift to the 

two main North Island cities, especially AlU!kland. This has re~mlted in 

Auckland's population growing to be the country's largest (approximately one 

million), the effects of decentralisation resulting in the city being one of the 

most dispersed in the world. 

Prior to 1960 Auckland's commercial development activity was minimal. 

Between 1938 and 1962 only four large multi storey office blocks were 
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constructed in central Auckland by private enterprise. Restrictions by 

central government in regard to amounts of capital were a major 

inhibiting factor [Aitken; 1980:265-266]. In 1960 Auckland had approximately 

188,000 square metres of office 0t-'(1,,"1:' which amOlmts to approximately 17 per 

cent of today's total [Keys;1992:1]. 

The tertiary secto~ has been the dominant force in the Auckland economy 

since the early 1960's. Financial and business services, which demand office 

space, have shown continued growth since 1960 in an employment force that 

has been relatively static. rrhese having had a significant impact on the 

demand for office space in central Auckland since that time. This is reflected 

by the fact that between 1961 and 1968, 13 multi-storey office block 

redevelopments were completed. This redevelopment activity was Auckland's 

most significant, up to that date, in the city's short commercial history 

[Aitken;267]. The redevelopment activity had precipitated a vibrant 

commercial market and marked the emergence of the property developer as a 

significant contributor to the modernisation, expansion and redevelopment of 

New Zealand's major cities [Christiansen;1983:2]. The 1960's, therefore, can 

be seen as a period of fairly stable unspectacular growth in Auckland, 

providing the base for further commercial activity in the 1970's and 1980's. 

A more significant expansionary trend hit the Auckland commercial market in 

the early 1970's. Three key factors precipitated this upturn: 

1) 

2) 

3) 

a buoyant international and domestic economy c:a.I"UJ.S<; a high level of 

demand for office accommodation [Aitken:268]. This eventually heing 

deflated by the subsequent crisis. 

a general ' ..... ""·"'0 

funds for COInIIlerCI 

money supply providing 

development [.Jordan;1987:65]. 

inv(-~stment 

of space in central Auckland precipitated by a a general 

dramatic commercial building activity during the 

years of the late 1960's [Aitken:269]. 

Tertiary Sector is the term applied to distributive trades and includes establishments which 
sell both goods and services [McDermott 11;1986:28]. 
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These factors served to significantly increase the supply of office space m 

Auckland's central business district between 1971 and 1976. By world 

standards the increase was negligible with the peak supply being in 1972 when 

40,116 m2 of office space2 was provided to the market. An international 

property market collapse that was initiated by the oil crisis, leading to a world 

recession, also served to reverse the New Zealand commercial market upturn. 

Throughout the period of expansion in the 1970's Auckland's central area 

enjoyed only a small cumulative oversupply of office space maintaining a 

relatively stable property market. This reinforces the popular theory of the 

time, that central Auckland's office market was supply lead and devoid of the 

large speculative element found in overseas property markets [J ordan:58]. 

This historical analysis highlights the relatively short period of commercial 

property market operations in Auckland. The market has experienced a small 

number of intensive development periods but overall, has been fairly stable up 

until the early 1980's. Several factors precipitated what can be described as 

a stable but immature market. The most significant of these was the sheltered 

environment that the whole New Zealand economy operated under prior to 

deregulation. Central government restrictions on raising large amounts of 

capital for development, along with tight controls on the issuing of building 

permits, served to severely restrict the supply of commercial development. The 

slow growth in central city employment from the mid 1970's to the early 1980's 

in response to the world wide recession also had a significant impact on the 

demand for office space. 

(:8) Auckland Study Area Defined. 

Roberts3 defined the Central Business District (CBD) as the downtown area 

of a major city.Wurtzebach and Miles4 were slightly more precise in their 

Christiansen W.J(.S - "The Supply of Office Accommodation in Central Auckland, Grafton 
and Newmarket Borough 1960 " 1986" (Inclusive), August 1987, Study Paper 91, School of 
Architecture, Auckland University. pp 9" 13. 

3 Roberts, Duane F "Marketing and Leasing of Office Space", Revised Edition. National 
Association of Realtors, USA: 1986. p 411. 

4 
Wurtzebach, Charles H, and Mike E Miles. "Modern Real Estate" Third Edition, John Wiley 

& Sons, USA:1987. p 737. 



CluJ!,pterr 41: OVERVIEW OF OFFICE MARKET TRENDS" AUCKLAND. 100 

definition of a central business district as being generally the main shopping 

or business area of a town or city and consequently the place where real estate 

values are the highest. While these definitions are obviously unspecific in 

their application; Roberts, Wurtzebach and Miles are some of the few 

commercial proponents who have attempted to define the central business 

district. Most either assuming the meaning is understood, or are sceptical 

about defining an area that has a diverse range of activities both within and 

between cities. So that while a central business district definition may be 

relevant for one city, it may be inappropriate for another due to the various 

characteristics of that city. 

As no clear definition of a central business district or its specific criteria are 

outlined, a subjective approach to establish Auckland's central business district 

was used. Obviously for this study it is the area that contains the highest 

proportion of office buildings,5 with the boundary for this area initially being 

based on New Zealand Valuation Department roll number boundaries. The 

use of an aerial photograph of the central city area along with a map showing 

specific central city building details, helped define the final central area 

boundary for this study (refer map 1). Some commercial proponents may 

argue whether or not this encompasses all of Auckland's central business 

district. For this study, which uses minimum size and floor numbers as 

selection criteria, this boundary covers the most concentrated area of 

commercial office space and is therefore the best representation of Auckland's 

central business district; the main boundaries being: 

Quay street to the north. 

Hobson, Fanshawe, Nelson and Pitt streets to the west. 

Karangahape road to the south; and 

the IV£otorway off ramp across to Wellesley Street, to Kitchener Street, 

to Waterloo Quadrant, to Symonds Street, across to Beach Road and up 

to Britmnart Place, as the eastern boundary. 

This area covers all of Valuation New Zealand roll numbers 1530 and 1510, 

along with a small area of 1520. 

5 Office Building is a structure in which a service is provided, in contrast to a structure in 
which products are manufactured or sold or people reside [Downs;1986:2321. 
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The deregulation of New Zealand economy enhanced Auckland's prospects 

as a commercial centre Inlln€~n8ely 

an expanding share market 

The removal of financial regulations and 

New Zealand attractive to offshore 

investors. Auckland was the major beneficiary of this investment because of 

its Iocational advantages, immense development potential and the fact that the 

city was rapidly becoming New Zealand's financial headquarters. A growth in 

the number of multi-nationals developing both regional and head offices in 

Auckland also contributed to an increasing demand for high quality well 

located central area office accommodation. This increased demand was on top 

of the demand that already due to a shortage of average quality office 

space, a remnant of most importantly was the dearth of high 

quality office space in Auckland as a result of various restrictions, 

along with the fact that previous demand was for lower quality office 

accommodation. The low supply, coupled with the demand explosion for higher 

quality office space, resulted in the massive building upturn that was most 

substantial in Auckland between 1984 and 1988. 

The implications of the deregulated free market economy have been most 

significant in Auckland, of New Zealand's main cities because of above 

reasons. To illustrate the of the commercial development explosion in 

Auckland, an analysis of several indicators will be undertaken. 

Over the period 1984 to 1991 stock in central J:.AU,"" ...... lQ,U,U 

virtually doubled. A staggering 86 buildings were committed or completed 

'"'" .... """" .......... "6 a total area of approximately 594,560 m 2 [Keys:1992]. The above 

illustrates the massive increase in commercial office stock in 

deregulation. Figure provides a visual representation of 

Office Stock is the total amount of offu:e space for a particular area i.e. CBD, usually 
measured on a net letable area basis [Keys:1992). 
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how Auckland's office stock changed from year to year. Because of the lag in 

building times (around two for a commercial development) it was not 

unti11986 that significant increases in office stock were noticed. the effects 

of the new free market economy worked through the financial sector to the 

construction sector, Auckland1s office stock showed larger each year 

after 1986. This was a delayed reaction of two years before, due to the 

building lag, so that even 1987 sharemarket crash could not slow down the 

yearly increase in Auckland's office stock levels. The was an 

unprecedented abnormal freak, with construction supplies labour in very 

short supply. Factors that had never operated in the Auckland office market 

before creating a giant mutation of office development [Brynes 1;1986:33]. 

?~--"----------------------------~120 
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As the effects of sharemarket crash began to on 

property market several factors caused Auckland's office stock 

continue to even though market was decline. 

to 

were: 

in 1988 the reality had not sunk in to the major property players that 

they should suspend construction. Developers were highly optimistic 

that the tenant demand was insatiable. Therefore they continued 

existing projects and began new ones. Although as time progressed and 

lending facilities tightened up, more and more projects were put on hold. 
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the lag time involved in commercial projects meant that the large 

number of projects that were commenced in 1986 and 1987 were only 

completed in 1988 and 1989. 

several extremely large projects that were commenced in late 1987, 

early 1988, were almost impossible to stop [Synnott: 1992]. These 

included the ASB building, MacDow's Pacific Tower Gater to be Robert 

Jones Tower and finally Coopers and Lybrand), and the National Bank 

Twin Tower. These massive projects, which matched the egos of the 

developers and investors involved, were to add over 93,000 m2 of office 

space to the Auckland market in late 1990 early 1991. 

the fact that Auckland's annual average supply of office space has 

increased dramatically over the past seven years. In the 1960's it was 

approximately 10,000m2 per annum,7 in the 1970's it was 22,500m2 per 

annum,s while from 1980 to 1984 it was approximately 26,350m2 per 

annum.9 From 1985 to 1991 Auckland's supply of office space has 

shown a staggering increase to over 50,500m2 per annum10 over this 

period, hence the massive increase in the level of office stock over recent 

years. 

Figure 4.1 also shows Auckland's office space completionsll for each year. 

Office completions have shown a steady increase over each year of the study 

except for 1985. A significant decline occurred in 1991 as the effects of the 

depressed economy and the massive oversupply of office space were finally 

realised. The speculative nature of the Auckland commercial market is clearly 

represented by the high level of office completions in 1989 and 1990. 

Developers refused to acknowledge the effects of the sharemarket crash and 

its wider implications and went ahead with several large developments that 

---,--,.".-~~~~-~-~~~-------------------

7 Auckland City Council Data and Policy Team. "The Office Sector in Auckland City Centre -
Recent Trends and Comparisons with Wellington." Februar-y 1985. 

8 Ibid. 

9 Ibid. 

10 Jones Lang Wootton - "Property Digest - The Market as at December 1990" Issue No 12. 
11 

Completions are the amount of space in a completed building as at the date of completion 
fKeys;1992]. In this case it is completed space per annum. 
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had little or no tenant precommitment. The accuracy of the completions 

figures may be suspect due to them being drawn from two different sources; 

Keys Preston Maskell and the Auckland City Council. They do highlight the 

extent of office completions in Auckland and provide a useful comparison as to 

the different reaction of each market to deregulation. An interesting 

comparison can be made with Wellington and Christchurch by looking at 

sections 4.3.2(A) and 4.4.2(B) respectively. 

(B) Auckland Office CODBumption.12 

The historical consumption data provided in figure 4.2 indicate the dramatic 

upsurge in consumption in Auckland in the period from 1984 to 1988. Prior 

to 1984 Auckland's commercial property market was supply led because of the 

tight restrictions on commercial property which limited development. This is 

verified by the fact that Auckland's average office space consumption over the 

period 1970 to 1984 was a mere 14,000m2 per annum.13 

Consumption, as a measure of demand, indicates the effects that deregulation 

had on demand levels for commercial office space in Auckland. The removal 

of the various restrictions over the commercial market through the 

implementation of the new open market policy resulted in an immediate 

increase in the demand for Auckland's office space. Much of this initial 

activity was due to the pent up demand for office space which was a remnant 

of the late 1970's, early 1980's undersupply. The sustained consumption from 

1985 to 1987 can be attributed to the expanding financial and public sectors, 

a direct result of deregulation. 

The demand for Auckland's office space over the 1984 to 1987 period is 

reflected in the fact that tenant precommitment for new development was at 

least 80 per cent. This is a result of the unique nature of the New Zealand 

property market by world standards, in that particularly central city office 

buildings are substantially preleased. Frhis is a tradition in New Zealand due 

to the financiers requirements that this be so and quite rightly in such a small 

12 Consumption is the amount of new space taken up by (lease committed) tenants [Keys:1992]. 

13 David Keys, Moving Times Seminar, 1992. 
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market [Reynolds;1988:668]. A serious danger to Auckland's commercial 

market was the possibility that the high levels of preleasing demanded by 

prudent developers and financiers would be allowed to slip. If this happened 

the risk of an oversupply and sudden market collapse was high [Moore;1987]. 

Unfortunately the increased demand experienced by financial institutions and 

developers resulted in both groups neglecting previously established preletting 

standards. This combined with a lack of market research was to lead to a 

serious imbalance between the demand and supply of office accommodation. 

AUCKLAND OFFICE CONSUMPTION 
TOTAL PER ANNUM 1980 - 1991. 

1980 81 82 83 84 85 86 87 88 89 90 91 .--------
SOURCE: KEYS PRESTON MAS YEAR 

Figure 4.2. 

The late 1987 sharemarket crash was to also have an immediate effect on 

Auckland's commercial market. It caused a decline in financial activity as well 

as forcing companies to restructure and down size their operations. The fall 

U<;;;JLUQ.J..i.y' for space is reflected by the fact that consumption fell over 78 

per cent between 1987 and 1988. Although it was impossible for developers 

to foresee sharemarket crash and the effects it would have on the 

commercial property sector, they have only themselves to blame for the 

resulting oversupply. Developer's optimism that tenant demand was insatiable 

lead them to disregard established preletting standards at their own periL 

This combined with the lack of market research meant that no one in the 
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commercial sector had any idea exactly what demand for 

office space, therefore when an oversupply situation began to surface 

commercial sector no way of noticing it. 

The crash brought to light the fact that an hnbalance between demand and 

supply was beginning to An average consumption figure of over 

111,000 m2 per annum between 1984 and 1987 meant that developers had set 

their sights high for the late 1980's and early 1990's. The sudden fall-off in 

consumption, the level of office development and the natural lag in 

building times that existed in commercial developments, meant that 

Auckland's oversupply progressively escalated in the late 1980's and 1990. 

Figure 4.2 actually shows a negative consumption figure for 1990; this was due 

to several buildings that were previously fully leased, becoming partially 

vacant, mainly owing to reasons mentioned above. Auckland's consumption 

levels again showed a this time in 1991. This can be 

attributed to the arrival developments onto the 

market that were mentioned Owners of these developments, in their 

desperation to get tenants (Coopers and Lybrand Tower had no tenant 

precommitment upon completion), were offering generous office leasing 

incentives. These included the buying out of tenants' existing leases and 

extremely low rentals for the quality of being offered. These leasing 

packages were too good for many tenants to pass up, even in a depressed 

market, so that the majority of the top end space will be soaked up over 

the next two years [Skellern;1991l This trend reflected in the high 

consumption rates for Auckland in 1991 and the fact that nearly an of the 

available space in the ASB Celtltre and most of the the 

Lybrand and National Banl{ buildings llad been A""<!:~"'''''U 

Unfortunately this improvement in consumption activity done little to 

reduce Auckland's oversupply of office space as measured by office vacancy 

rates. This was due to tenants vacating their existing premises and relocating 

their operations, rather than absorbing extra space, as the consumption figures 
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Net Absorbtion.14 This is a positive sign, as once the high 

taken up, the supply of other classes of office space will begin 

in turn, will lead to a recovery in prices and a reduction in 

that are now beginning to show. incentives, "'(,4""."".< 

(C) Building Penni ta. 

Permits are an excellent indicator of building intentions. While not all permits 

issued lead to a completed building, the correlation between permits and 

completions is extremely high. 

Data compiled by Chris Moore15 in his assessment of the Auckland property 

market suggested that the upturn was not limited to prime office space in 

central Auckland. All classes of property and locations were showing 

substantial growth through the mid 1980's. Office space development became 

the most prominent due to the size and the value of the projects that evolved. 

The Auckland market therefore, was perhaps imitating the trends of many 

overseas markets before it, in illustrating how a healthy regional economy can 

support a commercial building upturn, even though the national economy is 

subject to a recession. Growth in various sectors of the Auckland regional 

economy. most notably the finance sector, served to drive the city's expanding 

commercial building sector in the face of aNew Zealand wide economic 

downturn. This is reflected in figure 4.3, which shows the rapid increase in 

the number and value of building permits in central Auckland after 1984. A 

caveat about these figures is that they apply to central Auckland not just the 

central business district, most of the permits issued in fact being in the central 

business district area defined in section 4.2.1 (B), due to this being the 

prominent area fhr office space to be located. 

14 Net Absorbtion is the amount of consumption less the area of space vacated by the tenant 
[Keys;1992J. Therefore making the comparison between consumption and accumulated stock 
figures to determine oversupply doesn't represent the actual market situation as 
consumption does not include the area of space vacated by the tenant, yet this will 
contribute to the oversupply. Net Absorbtion figures were nat available for this study, but 
vacancy rates will be used to address oversupply in section 4.2.3. 

15 Chris Moore, "The Auckland and Wellington Property Markets ~ A Risk Assessment. /I 
Westpac Merchant Finance, May 1987. 
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'l'he Auckhmd City Council has established a data and policy team that looks 

into various aspects of the Auckland commercial property market. The team 

has established that when interpreting permit issues data, a number of factors 

should be considered: 

the issue of a permit is an expression to build and actual construction 

can be somewhat less than issues data suggest. Generally however 

starts and completions in the office category are a high proportion of 

Issues. 

there is a tendency toward understated values for permit data, since the 

actual construction cost is often much higher than the estimate for 

permit purposes due to increased costs of materials and labour, weather, 

etc, that occur during construction [ACC2; 1986: 12-13]. 

CENTRAL AUCKLAND ZONE BUILDING PERMITS 
OFFICES & ADMINISTRA TION- NUMB ERN ALUE. 
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Figure 4.3. 

Therefore, when interpreting this permit data, one has to consider that the 

permit values may have been understated. The market decline and subsequent 

drop off in demand for commercial permits is well illustrated in figure 4.3. It 
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is interesting to note that value continued to increase up until 1989 even 

though numbers of permits had actually shown a significant decline after 1988. 

This is due mainly to the four large commercial developments, previously 

mentioned, which were having a significant impact on the value of the permits 

issued, because of their size and quality. 

The Auckland cowlcil's attitude towards issuing commercial building permits 

obviously changed significantly with the advent of deregulation, although the 

inCl'ease in demand for office space after this event also helped to significantly 

increase permit values and numbers. Previously there had been a shortage of 

office space, especially of top quality because of the council's tight controls over 

permits. Restrictions on lending for commercial development, along with strict 

lending criteria meant that very few people were able to obtain a commercial 

building permit. This is reflected in the fact that only 116,600 m2 of office 

space was constructed in the Auckland central area between 1960 and 

1970,16 with 214,700 m2 being constructed between 1971 and 1980.17 

The advent of deregulation completely changed both the council's outlook 

towards issuing permits and commercial property participants' ability to obtain 

them. During the period 1985 to 1989 Auckland Planning Authorities showed 

little inclination to interfere in the approval of new commercial developments. 

As long as the projects complied to the respective District Planning Schemes, 

they were generally accepted. Unprecedented levels of commercial expansion 

resulted from this sudden liberal attitude, with increasingly larger 

developments commencing as time progressed. The consequences of more 

pennits being made available was a massive development expansion that 

resulted in more office space being built between 1985 and 1989 than over the 

previolls 

to 

was a massive oversupply of office space in central Auckland due 

of control on the issuing of building permits. Some proponents 

IV."' ........ '" the council's lax attitude regarding issuing permits as one of maIn 

16 Figures from Dean Humphries. "Auckland Property Direction." PMl Journal January 1991. 
pp 23 - 24. 

17 Ibid. 
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factors that enabled the upturn to reach the levels it did. Undoubtedly many 

permits were issued that should not have been. It must be noted that the 

council was put under immense pressure due to the massive demand for 

commercial building permits. The council dealt with the situation as well as 

it could, but the rapidly changing nature of the market, along with aggressive 

developers who often coerced the council into issuing permits, resulted in a 

lack of control over the issuing of commercial building permits. 

Humphries18 suggestion that Auckland's planning authorities come together 

to devise a mechanism that controls the supply of office space seems very 

pertinent, in hindsight. Various overseas cities have introduced referendums 

on building permits such as San Francisco's "Proposition M". This serves to 

tighten the planning controls enclosed in the downtown area by imposing 

annual limits on construction for the central business district. The Auckland 

city council should look at introducing a similar referendum for controlling 

building permits, so as to avert future oversupply problems. If such planning 

mechanisms were introduced in line with deregulation, the current office over 

supply problem in Auckland and New Zealand's other main centres would have 

been lessened. 

(D) Auckland Office Employment. 

The causational relationship between the level of economic activity and the 

level of office space demand and supply is firmly reflected when looking at 

central city employment data. The popular perception has been that the 

property market acts as an independent force in the economy when, in fact, the 

property market is an integral part of the general economy. 

The increasing demand for office employees is a direct response to the major 

legislative change that has accelerated the economic direction of Auckland's 

regional economy, that change being the introduction of a free market 

economy. Prior to this Auckland had a relatively small number of office 

employees considering that it was the cOlmtry's largest city. The rapidly 

expanding financial sector required large numbers of new employees, all of 

18 Ibid. 
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whom were to be housed in predominantly central city office space, therefore 

contributing to Auckland's building upturn. Accordingly employment numbers 

are a good indicator of how the commercial sector and the overall economy is 

performing. Office based employment, though, cannot be traced with great 

precision, as the employment data routinely collected by the Statistics and 

Labour Departments is based on divisions of economic activity rather than 

land use categories. Office employment dominates Professional and Technical, 

Administrative and Managerial, and Clerical and Related occupational groups 

as table 4.1 shows. These groups being used to monitor office employment 

trends. 

Table 4.1: Auckland Occupatiorr.al Offjce Employment Fi@res. 

18,102 62,724 

28,655 81,375 

55,635 63,672 

89.08 85.95 

89.00 83.40 

90.00 est 83.00 est 

16,125 53,911 

25,503 67,866 

50,071 52,847 

Source: Markham, 1988 and NZ Census 1981, 1986 and 1991. 

Of all the cities, Auckland has the most comprehensive base of office 

employment data, due to the endeavours of the Department of Planning and 

Community Development of the Auckland city council. The council has done 

several studies on office employment and has therefore established the various 

employment ratios that are used in Table 4.1 to determine office employees as 

a proportion of the main occupational groups. This information is derived from 

five yearly census data, so does not give a totally accurate picture of the levels 
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office employment reached in Auckland at the market peak in 1987/88. It does 

establish that office employment numbers in Auckland have grown 

substantially between the 1981 and 1986 census because the commercial 

market was highly active in the later part of that period. Clerical worker 

numbers have since declined because of the overall economic recession and 

more specifically due to massive restructuring of the financial and public 

sectors, this being most severely felt in this occupational group as clerical jobs 

are the easiest to do without. Both Professional and Technical, and 

Administrative and Managerial employment numbers have increased since the 

1986 census, a reflection of the expansion that occurred in the financial sector 

resulting in more business executives, along with the more prominent role 

Auckland has attained as an internationalised commercial centre. 

A caveat about these figures are that they apply to employment throughout the 

Auckland region, with the office employment numbers also being for office 

workers throughout Auckland. Also the 1991 office ratio was an estimate 

based on the overall change in each occupations employment, figures taking 

into account the increased prominence of Professional and Technical, and 

Administrative and Managerial workers. 

AUCKLAND CITY CENTRE TOTAL EMPLOYMENT 
FULL TIME EQUIVALENT 1987 ~ 1992. 

87 88 89 90 91 92 

I SOURCE: AUCKlAND CITY COUNCIL I 
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cmmcil has endeavoured to monitor central Auckland employment by 

annual employment data by sector. This information is shown in 

indicates that for the five years from 1987 to 1992, employment 

in the central city declined nearly 27 cent,19 while retail employment has 

nearly 40 per cent.20 Unfortunately this information is only 

available for the period stated, but combined with the earlier information, it 

gives an indication of how employment in central Auckland has changed. 

These figures also do not give an office employment breakdown, but figure 4.4 

shows an estimate of likely employment in central city offices based on the 

sectors that have the highest proportion of office workers. Note that this is 

only an estimate based on the council's analysis. These figures include the 

Financial, Insurance, Business Services and Public Administration sectors, 

which are predominantly office workers. 

Through estimating these office employment figures for central Auckland, the 

impact that the drop in employment numbers has had on Auckland office 

oversupply can be estimated as follows: 

Drop in employment numbers (1987-1991 main office employment sectors) 

This 

of the 

25,791 

Drop in 
employment 
numbers 

21,269 == 4,522 

x 

x 

Office 
Employee 
Space Rati021 

21 m 2 

Office 
Space Made 
Available 

94,962 m 2 

highest 

that approximately 95,000 m 2 of office space could have 

'AA"<AI'''''''' through decreasing office employment. Closer inspection 

", ... "Ufut that office employment in these sectors was actually at its 

1988 as financial, business and insurance services actually 

19 ACC Planning and Development Services· Indicators of Economic Activity in the CBD, 
Report 1992. 

20 Ibid. 

21 Private Sector Offwe Employee Space Ratio of 21m2 was determined by the Government 
Office Accommodation Committee (GOAC), May 1991. p 16. 
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eontinuing to expand after the crash. If the drop in employment is applied 

figure, almost 139,000 m2 of office space was made available through 

drop in office employment numbers in central Auckland. While there are 

obvious discrepancies in this approach, it provides a useful indication as to 

how decreasing employment has contributed to Auckland's office oversupply. 

4.!2Ul Other Fac~tors Influencing Auckland's Commercial Office Market 

(A) Office Employee Floorspace Ratios. 

An important factor that has contributed to Auckland's commercial property 

market building upturn has been the expansion of office space per occupant. 

This combined with changes in total employment has served to significantly 

add to the demand for office floorspace. 

Auckland's average office floorspace ratio was 19m2 per employee22 in 1978, 

the private sector having a slightly more efficient rate of 18.5m2 per 

employee23 compared to the public sector's 20.9m2 per employee.24 As time 

progressed and the effects of a lack of supply of space began to take hold, 

floorspace ratios declined to even lower rates. The 1986 Auckland city council 

office survey shows that firms relocating to new premises had a rate of 16m2 

per employee25 in their existing premises, while their new offices had a rate 

of 20.5m2 employee.26 This trend of adopting a larger area for 

employees becoming increasingly prominent in the mid 1980's. 

The City Council Monitoring Report27 indicated that 54 per cent 

of was being taken by firms in finance, banking or insurance. with 

22 Aucilland City Council Office Sector Update - Data and Policy Team, November 1986. 
p 21. 

23 Ibid. 

24 Ibid. 

25 Ibid. 

26 Ibid. 

27 Auckland City Council - Auckland City Centre Monitoring Report, September 1986. p 1. 
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a further nine per cent by legal firms, these being the .finns that were 

prospering due to the new open market policies. This is reflected in the fact 

that 82 per cent28 of floorspace was being taken by firms which had vacated 

premises elsewhere in the city centre. These firms were expanding rapidly and 

also wanted to improve their profile and image by relocating to new higher 

quality space. The same firms took three square metres of new space for every 

two square metres of space vacated because of their optimism that their 

business growth would continue. Therefore office employee floorspace ratios 

showed a dramatic rise to 21m2 per employee29 by 1986, 10 per cent30 

above the 1978 city centre average. The 1987/88 Auckland city council survey 

of tenants in new office buildings in the Auckland city centre showed an 

average 22.6m2 of office space per employee,31 but if staff recruitment 

intentions are considered this reduced to around 20.3m2 per employee.32 

Unfortunately the 1987 sharemarket crash negated any further recruitment 

for most businesses and eventually business down sizing and restructuring 

served to leave firms with large amounts of excess office space which they 

could not sublet. As a result floorspace worker ratios remained artificially 

high. 

The expansion in Auckland's floorspace ratios can be attributed to various 

other factors, most of which can be either directly or indirectly attributed to 

the newly deregulated economy. Those factors being: 

Ibid. 

Ibid. 

Ibid 

Ibid. 

the internationalisation of Auckland's commercial property market 

which had increased businesses desire for additional space, for reasons 

of image and prestige. This was refleded in larger reception and lobby 

areas to enhance client image, along with improved staff facilities. 

the transition in the <:om.position of central Auckland's employxnent. 

This led to a growth in administrative and Inanagerial employxnent as 

32 Auckland City Council - Survey of Tenants in New Offu:e Buildings in Auckland City Centre 
May 1988. p 10. 
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a result of the rapidly expanding financial sector. 'The high demand 

that existed for these staff meant that companies were willing to offer 

larger offices to ensure staff retention. 

a change in leasing practi(~e towards whole floor to include what 

had previously been considered to be eonidor space, also suggested as 

contributing to the increase [~Jordan:191]. 

Auckland's office floorspace employee ratios appear to be similar to that of 

various overseas cities, although such cornparisons should be treated cautiously 

due to possible differences in floorspace definitions. A 1986 Auckland city 

council report indicated an office employee floorspace ratio of 32.5m2 in newly 

tenanted offices under conditions of severe oversupply in the USA.33 This is 

an interesting figure to note, based on the vast office oversupply surfacing in 

Auckland since 1988. The high number of company liquidations and reductions 

in employee numbers have undoubtedly contributed to raising Auckland's 

floorspace ratios, as much of this spaee been unable to be sublet. Another 

factor contributing to raising floorspace space ratios is the significant 

restructuring of the public sector. While most of these people were In 

Wellington, a significant proportion of jobs were lost in Auckland. has 

resulted in government office space employee ratios reaching 27.2m2 per 

person,34 due to most government departments having long term leases and 

being unable to sublet space. 

These factors, combined with the figure obtained from the US study in an 

the asslunption that Auckland's office space 

1991 than it was in 1987. higher rate 

oversupplied market, 

employee ratio would be 

being a reflection of "'~"A"''V oversupply rather than a allocation 

of office space per 

33 Auckland City Council Office Sector Update - November 1986. p 24. 
34 

Government Office Accommodation Committee - Review of Government Office 
Accommodation. May 1991, p 26. 
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(B) 

An indication of the immature nature of the New Zealand cOInmercial property 

market prior to the 1980's is the fact that vacancy rates weTe not consistently 

measured in New Zealand until 1984. This was the ease even though vacancy 

rates were an internationally recognised measure of the balance (or imbalance) 

between supply and demand. 

The council's 1978 study of Auckland's city centre estimated a vacancy rate at 

or below 5 per cent.3S This low figure being a reflection of the restrictive 

commercial development policies that existed. Figure 4.5 shows the low 

vacancy rate figure continued into the early 1980's. At this stage office 

employment and commercial construction activity were relatively static, these 

factors combined with the pent up demand for office space ensuring vacancy 

rates remained low. 

The introduction of Labour's deregulatecil economy served to greatly increase 

the demand for office space in AucklantL vacancy rates were alTeady 

extremely low they couldn't drop much further, the high demand for office 

space serving to absorb the increasing level of space that was being made 

available to the market. Therefore vacancy rates remained low through 1985 

and 1986 with only a slight increase between 1987 and 1988 due to the high 

levels of office space consumption. 

As vacancy rates only reflect available space in completed stock they provided 

no initial indication of the implications of the 1987 sharemarket crash. 

Auckland's vacancy rates around six 1987 and 1988 with 

a minor increase to for 1989. What vacancy rates were not 

reflecting was the of uncommitted vacant, space that was only 

just beginning to come on to the market. Auckland18 office supply was 

continuing to increase dramatically, while demand was decreasing at a similar 

to the financial collapse sparked by the sharemarket crash. This 

Vacancy Rate is the ratio of space available for lease or sublease, as a percentage of total 
office stock [Keys,·1992]. 

Office Sector Update - November 1986. p 46. 
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imbalance between demand and supply was unnoticed through 1988 and most 

of 1989 because of a lack of market research combined with developer 

optimism. The seriousness of the situation only becoming clear to Auckland's 

commercial property sector in 1990. 

AUCKLAND'S CSD OFFICE VACANCY RATES. 
1981 s 1992. 

81 82 83 84 85 86 87 88 89 90 91 92 
"-1 SOU-AC-E-:MO-Vl-NG-Tl-M-ES""',I YEARS I N&: 1981- 1983 FIGURES ESTIMATES, II 

Figure 4.5. 

The high vacancy figures for 1990 were a reflection of the lack of 

precommitment that existed in recently completed developments and developer 

optimism that tenant demand was insatiable. The established guidelines for 

commercial property development had been completely disregarded, so that 

now the entire Auckland commercial property market was suffering a massive 

oversupply. As the larger commercial developments that had been initiated in 

1988 began to enter the market in 1991, vacancy rates soared even higher. 

Auckland's vacancy rates climbed another massive step from just over 20 per 

cent to another record high of 32 per cent in 1991, the arrival of several large 

developments and a lack of consumption being the main contributors. The 

central Auckland office market vacancy rate had increased 26 per cent over 

three years, to a level comparable with that of anywhere else in the world. A 

dubious honour indeed. 
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seriousness of disregarding normal pre commitment standards, became 

IJet.LUAU."".y obvious in the early 1990's. The implications of the markets highly 

attitude and unwillingness to take notice of oversupply warnings by 

practitioners were now obvious to the commercial sector. The property 

for National Business Review had written as far back as March 

1986 that the days of erecting forests of glass and steel towers without 

worrying about occupancies or vacancy rates are over [Brynes 1;1986:33]. 

Warnings from various other practitioners regarding the possibility of office 

oversupply were also well documented. 'Dr Doom', Mr Chris Moore, Westpac 

Banks chief economist being one of the most prominent advocates of this view. 

One that may have contributed to central Auckland's high office 

vacancy level is the trend towards office decentralisation in Auckland. The 

increasing development of office space in suburban centres such as Takapuna, 

Newmarket, The Southern Corridor and Manukau is well documented by Dean 

Humphries37 in his research on office decentralisation in Auckland. Based 

on analysis, Auckland's office decentralisation trend has removed 

a significant number of tenants from the central city, therefore contributing to 

the increased central city vacancy rates. 

Auckland's vacancy rate has reduced somewhat in late 1991, to a level around 

29 per cent. This is due to high levels of leasing of the large developments 

mentioned earlier. The very attractive leasing deals these properties are 

offering combined with tenant dissatisfaction with the existing premises has 

meant office space consumption in Auckland has increased significantly in 

1991 (refer figure 4.2). Unfortunately this high level of consumption is only 

having a minor impact on Auckland's vacancy rates due to firms relocating to 

new space and leaving their old premises vacant. It is therefore likely that 

Aucklar:ufs vacancy rate will not drop dramatically over the next three to four 

years, however it. will sink downwards through the high quality tier to the 

older less attractive buildings while the new stock is progressively taken up. 

Several :new low quality developments that are technically inefficient and 

which are unlikely to ever will ensure that Auckland's 

rates take a long low levels. 

37 Dean Humphries, "Offu:e Decentralisation in Auckland - A comparative study between the 
Auckland Central Business District and Southern Corridor." 
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(C) Rentalse 

rrhroughout the 1980's decade Auckland's rentals have shown consistent 

growth levels. In the early years this growth was driven by a high demand for 

office space which existed due to a lack of supply hence vacancy rates were low 

(refer figure 4.5). This growth was somewhat limited by the June 1982 price 

and rent freeze that was introduced by the government. This did not apply to 

newly constructed office space, which although minimal at that time, could set 

initial rentals above the static market rate. This served to inject some growth 

into the Auckland market, even though overall market rentals could not move. 

The freeze served its purpose of restricting rental growth to a minimum, but 

upon its removal in late 1984 rentals began to soar. 

A return to market determined rentals, after a long rental freeze resulted in 

a catch up period for rentals which provided much of the impetus for 

Auckland's central city development activity. This combined with the 

unprecedented demand for office space fuelled a very buoyant market resulting 

in rapidly increasing rental levels. The massive demand for office space was 

driven by the rapidly expanding financial and government sectors which were 

a direct result of the deregulatory policies introduced in 1984. 

The five year period from 1983 to 1988 saw Auckland's office rentals grow by 

a phenomenal 25 per cent per annum compound [Keys; 1992]. During this 

period vacancies were very low especially for high quality office 

accommodation. Rental levels for high quality office space peaked in the 1988 

to 1989 at around $30038 per square metre net or $40039 a square 

such as 

Although various examples of higher rentals than this existed, 

square metre in the Fay Richwhite building paid in 

nUTCUL'... since mid 1988 the demand for Auckland's office 

contracted severely and significant vacancies have resulted. 

38 Richard Ellis Auckland Property Market Report. December 1989. p 8. 
39 Ibid. 

40 Synnott, Mark. "The Leasing Market· Post Sharemarket Crash". Moving Times Seminar, 
1992. 
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was sparked by the October 1987 sharemarket crash, which resulted in 

a number of company liquidations and drastic company restructuring, so 

that the demand for office space virtually vanished, while at the same time 

office development levels were reaching new heights. The result was a massive 

demand and supply imbalance which lead to rental growth vanishing. 

80 81 82 83 84 85 86 87 88 89 90 91 
r~SO~UR-C-E:-KE-YS-P-R-ES-TO-N-MA-SKE-LL~ YEARS I RGURESREPRESENTTOTALOCCUPANCYCOST. I 

Figure 4.6. 

As figure 4.6 shows it took some time for rental growth to finally stop due to 

the emergence of significant tenancy inducements. These inducements or 

incentives41 served to keep rentals up, even though commercial property 

values were beginning to fall and vacancy rates were rising. Through keeping 

the rentals up building value was maintained when the income was 

capitalised. 'I'his helped property companies to conserve their asset values and 

thus avoid value write downs. the decline in the commercial market 

more serious and the competition for tenants increased, incentives 

became more diverse, substantial and complex. Some of the incentives that 

were offered included: 

-----------~------~-~ 
41 Incentives are the complete consideration flowing from the owner I developer to the tenant for 

taking the lease (the difference between the nominal and the effective rentals) [](eys;1992J. 
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~ Cash injections 

- Rent free periods 

- Office fit outs - hard and soft (furniture) 

~ Contra business e.g. 

- Fixed rental periods 

- Rent reviews to CPI 

~ Shorter term flexible A'VUO"'''' 

- Lease buyouts, etc. 

as a 

12:1 

The Auckland leasing market which 

became sophisticated to the point that 

previously been very simplistic, 

tenants did not know what their 

effective42 rental actually was. Leasing incentives became a mandatory 

element of all leasing transactions. Incredibly in retrospect there were office 

leasing transactions where tenants had paid key money43 for prime office 

space in the early 1980's. 

Because of the number and size of buildings that came on 

the market in 1990 and 1991, competition dramatically as investor's 

could not afford to let these buildings untenanted. Incentives therefore 

increased twelve fold over the last four and a half from three months to 

36 months rent free equivalent (the most common incentive). The level of 

incentives being dictated by:-· 

the strength of the tenant and landlord. 

length of the lease. 

age and quality of the building. 

location or va(~ancy factor of the particular 

[Synnott; 1992] 

The massive office nu,c,"1l"'" 

party instead the AU.".,,,U.'J" 

has resulted in the tenant 

as traditionally been the case, for leasing 'Ul1V(llO. 

1'1"\1'1"1 .... 11"".." nature that incentives have reached due to increased 

42 Effective Rental is the rental calculated as the nominal rental (actual rent) less the Net 
Present Value of all leasing incentives [ibid]. 

43 Key Money is money that is paid by a tenant to secure a lease, usually present in markets 
that are suffering from an under supply of office space and demand for offlCe space is high. 
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competition, many tenants are now opting to pay a far lower nomina144 

and disregard any incentives being offered. As supply and demand 

rebalanee so incentives will reduce and perhaps evaporate as quickly as they 

has (~ontributed to various claims of a two tiered45 rental market 

Empirical Research undertaken by Tay46 suggested that a 

structure did exist between reviewed rentals47 and contract 

Auckland. Another factor other than incentives which may have 

lDlltea to the two tiered market is the ratchet clause which stops rentals 

previous highest level. This lease clause which is present 

a number of recently signed leases has caused rentals to remain very 

high even though the overall rental market is dropping. The rentals are not 

able to to market levels, even at the rent review period. 

and the ratchet clause have held Auckland commercial 

rentals at an artificially high rental leveL Therefore the Auckland rental 

market has appeared to be in better condition than it actually is. The 

possibility of a two tiered rental market may have existed, but this has been 

relatively short lived with new leasings being entered into without ratchet 

clauses and incentives falling out of favour [Jeffries;1992:23]. The two tiered 

office market has in fact been stated as being "dead"49 at the 1992 Rent 

Review and Arbitration seminar in Wellington. Whatever the effects 

incentives, ratchet clauses and two tiered markets have been on Auckland 

rentals, they have still sustained falls of between 30 per cent and 60 per 

44 Nominal Rental is the rental on the face of the lease transaction, either on a gross (including 
operating expenses) or net basis [Keys;1992}. 

45 

46 

The two tiered structure refers to rentals obtained by a new lessee as the first tier (lWW very 
low rentals due the declining market) and that being paid by the sitting tenant as the 
second tier (higher rentals due to the demand that existed when the lease was signed or due 
to incentives holding the rental value up) [ibid}. 

Tay Yong Chin. "Two Tiered Rental Structure for Offices". December 1991. p 11. 

47 Reviewed Rentals - rental determined on a comparative/objective basis (usually by a valuer), 
at a lease rent review period. 

48 Contract Rental. rental for new iettings before discounting for incentives i.e nomominal 
rental. 

49 Denis Wederell. "Two Tier Market Dead· Official". New Property, Volume 20, 
No 8, August 1992. p 7. 
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cent. 50 The Auckland rental market is indeed in a sorry state and is 

u:nlikely to show any improvement for sometime. 

Auckland's commercial property market has experienced the most spectacular 

development expansion of the three cities, it has also experienced the most 

severe decline. 

Tight restrictions on commercial construction combined with a rapidly 

expanding population meant that an unsatisfied demand for office space 

existed in Auckland in the early 1980's. The advent of deregulation in 1984 

and the subsequent removal of construction and lending restrictions meant 

that this pent up demand could finally be satisfied. The rapidly expanding 

financial sector added to the existing demand so that a massive upturn in 

commercial office development in the central city occurred. Developers and 

investors were quick to realise the city's potential as an international trading 

centre so that office construction levels continued to increase each year after 

deregulation, on the back of the bull sharemarket. The massive investment in 

office development by listed property companies brought with it a highly 

speculative market which became increasingly out of control as lending and 

tenant precommitment criteria were disregarded by developers. This highly 

speculative market with its massive levels of debt combined with the lack of 

information regarding supply and demand, and developers unrealistic attitude 

that tenant demand was insatiable, was to prove the Auckland's downfall. 

The sharexuarket crash of 1987 was widely disregarded by most of Auckland's 

commercial property participants. The declining sharemarket and financial 

sector brought with it company downsizing, liquidation and bankruptcy in New 

Zealand's glamour market. Oversupply came to the fore as supply increased 

and demand disappeared. The more speculative nature of the Auckland 

market resulted in the arrival of a number of international class developments 

in the late 1980's, early 1990's, whlch were mostly uncommitted. This served 

50 Mark Synnott, Moving Times Seminar 1992. 
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to aggravate an already depressed situation, the result being that Auckland's 

commercial market has suffered the most severe market decline. 

Auckland's prospects, while currently severe, look favourable for the future. 

It has establiBhed itself as an international centre, gaining increasing 

prominence over Wellington as New Zealand's commercial trading 

headquarters. This combined with the larger population base and few 

geographic restrictions means that Auckland's over supply problems will be 

slowly but steadily rectified. Prospects for the city in the late 1990's appear 

to be favourable based on recent high levels of leasing activity of available 

international dass office space. 

4.3 WELLINGTON COMMERCIAL OFFICE MARKET TRENDS. 

4.3.1 lntroduction to the Wellington Commercial Property Market. 

(A) Historical Perspective. 

Wellington became New Zealand's capital in 1865. Since that time the central 

city's development has been strongly influenced by the statutory and 

regulatory policy functions of central government. From the mid 1930's up 

until the mid 1950's there was very little new commercial building activity in 

central Wellington. The affect of the Second World War combined with 

government controls served to halt most development. 

In the early pOBtwar period the government regulated the supply of new office 

buildings through its control over new capital issues and through controlling 

the issue of building licences. These policies were primarily designed to 

allocate scarce capital and human resources as the economy recovered in the 

aflennath of tlu~ war. The building controls were not eased until 1956, with 

the controls over capital issues being abolished in 1962 [OMalley;1988:15]. 

The removal of controls resulted in an upsurge in commercial development in 

the 1960's. This was due to a backlog in demand that had been building up 
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since the 1950's, combined with the postwar growth inthe service sector. As 

office commencements continued to increase each year in line with demand, 

the government decided to reimpose the controls on building permits as it felt 

the demand was beyond the control of the industry. Government also 

requested banks to restrict lending for commercial property developments, this 

serving to postpone much needed developments so that demand for office space 

in Wellington continued. 51 

Another measure enacted by central government that affected office 

development in Wellington was its regulatory policies with regard to financial 

institutions and in particular with regard to the Life Offices. The government 

introduced security ratios that reduced the ability of Life Offices and other 

financial institutions to finance commercial property development. A directive 

at one stage was in fact issued that requested Life Offices not to purchase or 

finance commercial properties [ibid]. 

The :mix of a general cash shortage combined with various government 

regulations acted to dampen office development in Wellington so that it was 

not until the 1970's that major city redevelopment began. The interaction 

between these two factors and office user demand can be attributed to causing 

the varying scale and intensity of development activity over time. It also 

accounts for the four distinct cycles that exist in the Wellington office market 

since 1958 [ibid]. 

(B) Background of Wellington City. 

Wellington, as the capital city, has long been the home for the civil service, but 

a capital does not just attract public servants. Major firms need their head 

quarters to be close to the political decision makers. By the early 1970's 

central Wellington bec.ame the place to be for investors and developers, hence 

major inner city redevelopment began. The financial climate also encouraged 

speculative investment so that the first wave of major high rise building 

development took off. 

-----------~--------
51 New Zealand Industrial Register, 29 November 1966. 



l'wl.A.RKET TRENDS 0 .128 

To some extent similar circumstances were to prevail in the early 

an dimension helped this wave, this being the decision of Wellington 

City Council (WCC) to invoke its rights under Section 301A of 

Corporations Act which allowed councils to require strengthening or uvA.U.V~ 

of buildings that would be dangerous in a 

[Kernohan; 1989:6]. 

The strong demand for office space in central Wellington, 

physical restrictions imposed by topography has produced an well 

defined concentration of commercial development. This differs from spread 

out nature of central Christchurch and has actually resulted central 

Wellington reclaiming some ground in the south of Lambton 

Harbour. 

Wellington, because of the influence of the civil has New Zealand's 

study it has the highest average income level of the 

lowest level of unemployment. It also has the of university 

educated people and the largest area of central city office space in New 

Zealand (approximately 1,400,000m2),52 area considering 

the population for the total Wellington area 280,000.53 

(C) Wellington Study 

The outline of the Auckland area discussed the lack of clarity that exists 

in defining a central Few practitioners define it and those 

who do, do so in its broadest sense. Therefore with no clear guideline available 

to determine Wellington's business district boundary a subjective 

approach was again 

Wellington's .... 01n,1-... 0 

in that its 

somewhat different from Auckland's 

by geographic features, namely the hills and 

sea. therefore concentrates the Wellington central business district 

into a relatively small basin. The problem still exists as to where the actual 

---~~-~--~~~--------------------------------------------~ 
52 Robertson Young Telfer· Central Wellington Offree Market Study, April 1992, p 15. 
53 

New Zealand Census, 1991. 
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boundal7y is that encloses the highest proportion of office buildings. Valuation 

Department roll number boundaries along with a map showing specific central 

city details were used to define the final central business district boundary 

(refer map 2). Commercial proponents may argue about the dimensions of this 

boundary, but for the purposes of this study it covers the most concentrated 

area of commercial office space and is the best representation of the city's 

central business district. 

The Wellington central business district boundaries for this study are therefore 

as follows: 

- Bowen and Whitmore Streets to the North 

m the Wellington Urban Motorway and the Southern Terrace to the west 

m Vivian Street to the south, and 

m Taranaki Street, Jervois and Customhouse Quay to the east. 

This area covers valuation roll number 17,260, and part of 17,240 and 17,270. 

4.3.2 Implications of Financial Deregulation on Wellington's 
Commercial Office Market. 

The Wellington commercial property market is unique when compared to the 

other markets because of its strong civil service influence. Because of this, it 

reacted somewhat differently to deregulation than Auckland, to which it is 

more similar in office area than Christchurch. Deregulation caused the market 

to change, but due to its composition the changes experienced differed from 

those of the other cities. 

Traditionally 40 to 50 per cent54 of all office space created was occupied by 

central government or by government corporations. Government policy on 

future occupational requirements for government departments and 

corporations therefore has a major impact on office consumption levels. 

54 Keys Preston Maskell - Wellington City Office Space Study, August 1981 
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Beeause of tighter policies in this regard, government office consumption 

dropped back to between 30 to 40 per cent550f all office space created in 

Wellington in the early 1980's. 

Property eonsultants, Keys Preston Maskell (KPM), noted in their March 1985 

report that while many people involved in property investment and 

development business have predicted a decline in government demands for 

office accommodation, we note that the government is actively seeking space 

for a number of major departments. This increased demand is attributable to 

the deregulatory policies introduced in late 1984. The new open market policy 

was implemented in the financial sector first so that the departments that 

were expanding, had some relationship to this sector. Therefore office 

consumption by government departments increased during the next few years 

as a direct result of the affects of deregulation. 

The implications of the deregulated free market economy have been less 

obvious Wellington than in Auckland. The internationalisation of the 

economy to push Auckland ahead of Wellington as the country's main 

commercial and financial centre. This brought with it a more speculative 

element of commercial development to Auckland, than experienced in 

Wellington. The lower profile that Wellington has sustained since deregulation 

has been better in the long term, with the commercial market having 

considerably less oversupply since the market decline. The market has been 

through the boom and bust cycle to an extent never before experienced, a 

direct result of deregulation and its implications on the civil service. 

(A) "A ... ,. ..... ,." Completionso 

The .... "A."-"'''''''' for the Wellington commercial office market has been found 

to different Auckland's for various reasons. Historical data regarding 

Wellington's stock is not available until 

therefore office completions will used to reflect how much space 

55 Ibid, March 1985. 
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came on to the market for each year. 

of the increase in Wellington's 

stock figure that is available. 

a relatively good indication 

analysed with the cunent 

be noted when using this 

data that need to be outlined: 

when comparing the Auckland's office stock increase, it 

should be noted that the completions figure for Wellington, takes no 

account of the space that was Although the demolitions 

figure is significantly smaller than that of the completions, it would 

serve to reduce the area to the total stock by completions if 

included i.e. Annual Stock :: Completions ~ Demolitions (this 

being the case in Auckland). 

office completion numbers and areas have been sourced from property 

consultants, Keys Preston Maskell, while office stock figures are sourced 

from Robertson Young Telfer. There exists a minor difference in the 

central business each uses, but it is felt that this 

little or no impact on for this study. 

Figure 4.7 shows the area of commercial office developments 

were completed in central Wellington over the study period. Although a 

comparison with Auckland's office stock is not possible, figure 4.1 outlines net 

office floor space for Auckland over the study 

comparison between 

two cities, due to the 

two graphs emphasises the dissimilar nature of the 

being driven by various different 

Wellington eXI)€nlen~:::ed more substantial growth than Auckland the early 

1980's, culminating a v'uP" .... " area of completed office 

bought with it the country~s tallest 

BNZ Tower. This can two 

which 

era, the 

the absence direct gove-rnment regulations on commercial 

building sector. This removal of controls enabled building to commence 

based on the demand that already existed. This was not being the case 

""_'''''oUJln .. where controls were still in place. 
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the strong ongoing office user demand for floor space derived from thf~ 

public sector and from the growing rnunber of financial institutimrlB that 

wished to locate in the «xmntry's capital. Much of this demand was due 

to a catch up component resulting from the low level of development 

over the period 1974 to 19780 The expanding service sector and the 

steady increase in office floors pace per employee requirements also 

significantly adding to demand. 

WELLINGTON CBD OFFICE SPACE COMPLETIONS 
AREA & NUMBER OF DEVELOPMENTS. -91) 
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The absence of building controls combined with cumulating dem~md meant 

that office development in WeUinf~ton was quite substantial in the years prior 

to deregulation, while in Auckland, although th<~ demand was thiE~I'e, bui1.dhlg 

and credit controls served to restrict development. 

The change to a deregulated free market economy from the end of late 1984, 

had a different affect on Wellington than it did on Auckland. In fact the 

deregulated economy served to establish Auckland as a serious competitor to 

Wellington as a commercial centre due to several higher quality developments 
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proceeding in Auckland. TIle massive potential that existed in Auckland for 

office development because of its pent up dernand from previous years along 

with fewer geog-raphical restrictions, served to make it a more attractive 

investment opportunity than Wellington. Lower costs associated with 

development, lower rentals and various other benefits such as the country's 

main international airport made Auckland more attractive to overseas 

corporations wishing to become established in New Zealand. Thus for the first 

time, Wellington was living in the shadow of Auckland. 

The completion figures for the two cities remained fairly parallel for the next 

two years. But due to the new earthquake regulations, the size of buildings 

being demolished in Wellington was equivalent to a greater proportion of office 

space that replaced it, than in Auckland. This was because the earthquake 

regulations meant that the buildings had to be strengthened or demolished at 

some stage. It was therefore more viable to knock down larger buildings in 

Wellington because of the requirement that they had to be strengthened. 

Similar buildings may have remained in Auckland, instead being renovated. 

The result of this was that Am:kland's office stock increased more rapidly in 

proportion to Wellington's, due to the buildings that were demolished in that 

city being significantly smaller. 

Deregulation still impacted on the Wellington market, although not with the 

same affect as in Auckland. Wellington's development began to take off in 

1986, with an upsurge in development starts to slightly under 140,OOOm2 for 

that year.56 The upward trend in office starts is reflected in figure 4.7 with 

successive record years for office completions in 1987 and 1988; 1989 showing 

a dramatic decrease in floorspace <:ompletions, a trend that was to <:ontinue for 

the remainder of the study period. ~'his decline was a result of building starts 

falling dramatically from 1987 onwards. By IH8'7 it was becoming apparent 

to many market participants that the market had peaked. Given the amount 

of space that had come onto the market, along with that which was under 

construction or planned for the immediate future, office oversupply was 

becoming a distinct possibility in the near future. The sharemarket crash of 

O,Malley, p 29. 
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October 1987 given such a view acted merely to hasten the construction 

downturn. The drop in completion numbers and areas after 1988 is evident in 

figure 4.7. This downturn resulted in only four schemes being started in 1988 

as against 11 in 1987 and 26 in 1986 [O'Malley; 29]. These figures represent 

the decline, with the completions graph indicating the building lag before the 

space actually came onto the market. The more speculative nature of the 

Auckland market is evidenced by the fact that completions remained relatively 

high lmtil 1991, while Wellington's had long since declined. 

Wellington's floorspace completions are significantly higher than Auckland's 

in area but slightly lower in number. Overall the total area added to each 

market's stock would appear to be similar taking into account the larger 

buildings that have been demolished in Wellington. At the end of 1991 central 

Wellington's total office stock is as follows: 

CBD Core 
CBD Fringe 
TeAro 
Thorndon 

714,362m2 

267,019m2 

248,441m2 

184,850m2 

1,414,672m2 

(Source: Robertson Young Telfer, 1992, p 15) 

For this study, the Thorndon and part of the Te Aro area does not meet the 

studies central business district criteria. Therefore an approximate estimate 

of the total stock for Wellington's defined central business district study area 

is 1,080,757m2; a figure similar to that of Auckland's. These figures show that 

while Wellington's office stock has increased a great deal, a large proportion 

of this replacement is due to the earthquake regulations. Auckland's office 

stock on the other hand, has almost doubled over the study period, formerly 

being signifh~antly less than Wellington's. This fact reflects the different paths 

each market has taken over the study period, both reacting differently to the 

factors effecting the commercial sector due to compositional dissimilarities 

between each market. 
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Consumption. 

The historical consumption data shown in figure 4.8 provides an interesting 

comparison with the Auckland consumption data in figure 4.2. This 

comparison further emphasises the different path each market has taken over 

the study period. 

The Wellington market shows a high level of consumption in 198~ and 1983. 

This indicates the affects that the removal of building restrictiqns etc, had on 

the Wellington market in comparison to Auckland which still had restrictions 

in place. Wellington's consumption figures have been relatively high and 

steady in comparison with Auckland's more volatile market. Average 

consumption for the last 11 years has been 50,360m2 per annum,57 while for 

the last six years average consumption has been 51,270m2 per annum. 58 

This reflects the less speculative nature of the Wellington market in 

comparison to Auckland over the study period. This factor also being 

influenced by the secure government base that is operating in Wellington, but 

which does not exist to the same extent in Auckland. 

WELLINGTON ANNUAL OFFICE CONSUMPTION 

81 82 83 84 85 86 87 88 89 90 91 

5 PFlEsTON MASKELL YEARS 

Eiggre 4.8. 

57 Keys Preston Maskell - Wellington City Office Space Study - July 1991 

58 Ibid. 
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Because much of Wellington's 'catch up' demand period was experienced before 

deregulation, the Wellington market had only one year of expansion similar to 

that of Auckland's. Auckland, on the other hand, had to wait until the advent 

of deregulation before it could 'catch up' on its pent up demand. Therefore it 

experienced a more volatile and higher level of consumption. Yet overall, the 

forces shaping both of the markets were relatively similar, the main impetus 

being provided from the deregulatory changes. These resulted in a high 

demand from the likes of the Inland Revenue Department, Post Office, 

Merchant Bankers, Accountants and Lawyers, all of whom were committing 

themselves to extra space because of the implications of the increased activity 

in the financial sector. 

Wellington's consumption in 1982 and 1983 may have also been attributable 

to a demand for more office space per person. This pattern of higher employee 

space ratios had emerged in Wellington in the early 1980's resulting in about 

20 per cent 59 more space being demanded. At this stage Wellington was 

New Zealand's most advanced commercial property market, so that it was the 

first to reflect what had become an established overseas trend. 

Deregulation fuelled Wellington's office consumption to record levels in 1986. 

Nonetheless, by early 1987 it was becoming apparent that there was a strong 

risk of future oversupply. While demand was at its peak, it was unrealistic to 

assume that such high levels could be maintained indefinitely. The 

sharemarket crash of October 1987 served to hasten the fall in demand to 

dramatic effect. After the high of 1986, Wellington's office consumption has 

continued to drop almost every year to an insignificant level in 1991. 

Since the sharemarket crash, office space users have been forced to rethink 

their future office space requirements due to the resulting economic recession. 

This has had dire consequences on all of Wellington's commercial office users. 

Many companies have been liquidated or have had to downsize their office 

areas. Even the previously secure demand from government departments for 

office space has disappeared because of drastic restructuring of all 

59 Anne Brynes. National Business Review, May 30, 1986, p 32. 
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departments, which has had the greatest in Wellington as a reslut of 

the higher proportion of civil servants. The Wellington commercial market had 

never hit on hard times to a major 

of an unhealthy market which was 

supply_ This created an imbalance 

space in a market that previously 

world. 

before, all this has changed because 

of falling demand and increasing 

to a severe over supply of office 

vacancy rates as low as any city in the 

Wellington has not experienced a rejuvenation in office consumption levels like 

Auckland has in the later part nfthe study. Much nfthe space recently leased 

in Auckland has been top quality, with extremely attractive leasing deals 

hence leasing activity has heen high. One of the few International 

Class60buildings in Wellington up to the standard of those recently leased in 

Auckland, remains predominantly vacant. The Majestic Tower on Willis Street 

is Wellington's equivalent to the Coopers and Lybrand building in Auckland. 

It is the city's largest building was also completed in 1991. The Majestic 

and other similar buildings 

because: 

Wellington remain at least partially vacant 

the leasing package offered to tenants is not as competitive as in 

Auckland (fewer incentives) and is not attractive enough to draw 

tenants out of their existing buildings. 

complete lack of tenants in the market. 

the strong public sector influence, Wellington's tenants are less inclined 

to relocate to new premises, and would rather one spot on a 

secure longer 

Wellington's consumption levels remain low, even quality space 

is on offer, while Auckland, under the same conditions, consumption has 

are obvious differences between the markets, as reflected 

International Class includes the following - excellent design, high lift specifications, 
computer controlled security systems, dueting space for communication and computer 
cabling, computerised climate control, etc. 
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by the trends each city's consumption levels have taken what has 

influenced these trends. Various factors currently present in Wellington are 

serving to restrict office consumption rejuvenation, these being: 

the lack of lease renewals coming up in the near future. 

the major occupiers of office accommodation have either moved or are 

comfortable in their current buildings. 

the government has been directed to occupy only crown owned 

properties, either on new lea sings or lease renewals. 

(C) Wellington \..iOJIDl!IlerCl 

Figure 4.9 outlines office and administration building permit numbers and 

value for Wellington. A caveat about these figures that they apply to all of 

Wellington, not just the central business district defined in Section 4.3.1(C). 

Due to the geographic restrictions on commercial development in Wellington, 

most offices and administration permits are issued for the central city. 

Therefore these figures should provide a relatively accurate indication of 

permit numbers and values for central Wellington. 
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Permit numbers in the years 1981 to relatively 

relation to value. This is most likely a reflection of the 

new earthquake standards. Lik.e Auckland, the freeing up offinancial markets 

has played a major part in the upturn for peITilits for well located 

good quality office amalgamation of professional 

practices and the growth of the public sector hel ped underpin demand. 

This demand is reflected in large rises in the value and number of building 

permits in 1987 and 1988. This makes an interesting comparison with the 

Wellington completions graph (figure 4.7) which also had its highest level in 

1987 and 1988. Based on this and the known time lag in commercial building 

one would have to assume that a significant number of Wellington office 

developments that were issued permits in 1987 and 1988, in fact were not 

commenced because of the low levels of completions after 1988. This seems 

logical considering the more reactive, less speculative nature of the Wellington 

market. Furthermore, if a comparison is made between the Auckland permits 

(figure 4.3) and completions graphs (figure 4.1) one can see that permits were 

also at their peak in 1988, yet completions remained high until 1990 in that 

city. 

Based on this analysis, it would appear that central Wellington had a number 

of commercial office developments that did not proceed, some curtailed 

at the carparking level. This can be attributed to the less optimistic attitude 

of Wellington's developers when compared to Auckland's. This less optimistic 

attitude seems to have reduced over supply and vacancy rates Wellington, 

to a level significantly below that of Auckland. While the commercial sector 

in the capital is still nA'nrt'j;!~AI its more realistic, less 

a more severe situation. appears to have saved 

nature 

Office building demand because it is not a direct of 

population, \lVith buildings, tenant demand pressures are related not to 

people but to the employment mix of the economy [Detoy;1972:6]. Employment 

figures for Wellington are worthy of note based on Detoy's presumption, due 

to the city's high proportion of office employees. 
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Office based employment analysis in Wellington faces similar problems to 

Auckland, in that it cannot be traced with great precision, particularly at the 

regional level and below. This is a result of limitations of the available 

employment data. Census data is the only time consistent series of 

information available on employment for central Wellington. While this 

information does not specifically address office employment and no percentages 

of the proportions of office workers in each category are available (as was the 

case in Auckland), the figures do indicate office employment numbers in 

Wellington. Because the occupational groups used are known to have the 

highest proportion of office employees and as Wellington has a high proportion 

of white collar workers, it is felt that the employment figures will give a fair 

representation of office employment growth trends in central Wellington (refer 

Table 4.2). 

Table 4.2: Wellington Occupational Office Employment Figures. 

12,141 44,181 

21,588 29,166 

(Source: NZ Census 1981, 1986 and 1991.) 

Growth in office business executive numbers as a result of deregulation and 

an expanding financial sector is reflected in the increased figures for the 

professional and technical, and administrative and managerial occupations 

between the 1981 and 1986 census's. Department of Labour (DOL) data 

indicates office job growth between 1981 and 1986 was around 4,60061 jobs. 

When compared to Auckland's estimated 18,00062 this seems insignificant, 

however Wellington's overall population growth over the study period was also 

low in comparison to Auckland's, which was New Zealand's highest growth 

61 ACC Office Sector Update - November 1986 p 10. 

62 Ibid. 
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city. This increase of 4,600 jobs between 1981 and 1986 would have required 

at least 80,000m2 of office space at 21m2 per person. Based on Wellington's 

employment growth figures, four out of five jobs63 added to the region's total 

were office based, a higher proportion than Auckland's one out of two.64 

Therefore Wellington's office employee growth, while not significant compared 

to Auckland's, was significant for that region between 1981 and 1986. 

The figures for professional and technical, and administrative and managerial 

occupations showed further increases from 1986 to 1991. These occupational 

groups benefitted the most from the expanding financial sector, although it 

would be a fair assumption to make that these numbers have fallen from when 

the market was at its peak. Clerical workers have experienced a substantial 

reduction in Wellington since 1986 because of the implications of government 

restructuring, which have been most severe in Wellington. Overall these 

figures show that Wellington's employment has grown substantially in the 

occupational groups with the highest proportion of office employees, this 

growth being reflected in a larger office stock, and higher office completions 

and consumption over the markets most prosperous years. 

4.3.3 Other Factors Influencing Wellington's Commercial Office 
Market Trends. 

(A) Wellington Office Employee Floorspace Ratios. 

The ~on the ground' linkage between employment (floorspace demand) and 

completions (floorspace supply) is through the floorspace worker ratio (the 

average amount of office space per employee). Along with changes in total 

employment, changes in the ratio will effect the demand for office floorspace. 

63 Ibid. 

64 Ibid. 
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BOMA 65 national president, Mr Mal McLennan suggested in 1986 that 

demand for office space per person had been a significant trend that had 

increased demand across the board. Th.is pattern emerged about three years 

ago with about 20 per cent more space demanded now [Brynes 2;1986:32]. 

Wellington's increasing office space employee ratio therefore arrived in the 

early 1980's, well before a similar trend hit Auckland. At this stage 

Wellington was both the national and commercial capital of New Zealand. 

This status meant that it was the New Zealand leader in responding to 

overseas market trends. A prominent trend at that time in overseas 

commercial markets was increasing office employee ratios, this trend being 

passed onto the Wellington market in the early 1980's. 

The increasing office employee floorspace trend is evident when looking at 

historical worker ratios for Wellington. For buildings built between 1960 and 

1980 the ratio was 17.3m2 per employee66
, while for buildings built between 

1980 and 1984 the ratio had increased to 20. 7m2 per employee.67 This 

marked increase in the employee ratios had a significant impact on office 

demand, as reflected in the high consumption levels over the early 1980's. 

Approximate consumption over the period 1981 to 1984 was 221,000m2 , at 

20. 7m2 per employee (assuming that all space consumed had this ratio). Yet 

if the ratio had remained at 17.3m2 per employee, consumption would have 

only been 185,000m2, a difference of 36,000m2. While this example adopts a 

somewhat broad assumption in regard to office consumption (older space with 

lower ratios was also likely part of the (!onsmnption figures), it indicates the 

added demand higher employee ratios have placed on the Wellington market 

since the early 1980's. A caveat about thiB historical information is it is 

unclear whether the original flom:' area was in gros8 or net h-)I'ID8, therei()n:) 

comparisons need to be treated with eare. 

----~~~~~~~~~-------------------------------------------------
65 BOMA - Building Owners and Managers Association. 
66 

Wellington City Central Business District Offwe Development Study - September 1984. Note: 
figures apply to the Lambton Quay Study area. 

67 Ibid. 
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Office employee floQI'space studies of central Wellington up to 1984 

the following results: 

144 

space standards win 

1970's counterparts by 

more generous in 1980's buildings than their 

to a fifth (20.7m2 as opposed to 17.3m2). 

generally the sedor appears slightly more space 

consumptive than the sector, with the latter more likely to take 

up and relinquish space more readily [Auckland City Council 1;16]. 

More generous space standal'ds for office employees, especially in buildings 

built in the 1980's is a well documented trend up lmtil the mid 1980's when 

interest in this area waned as market research was directed towards the 

analysis of vacancy rates, which had become a more relevant market indicator. 

An interesting comparison can be made with historical public sector ratios that 

highlights the impact of deregulation after the sharemarket crash. A 1984 

study put central Wellington's public sector floorspace ratio at 21.2m2 per 

employee.68 This was the last significant study analysing fioorspace ratios, 

but the ratio most likely increased further due to the following reasons: 

changing structure of employment in the central city office sector with 

relatively fewer clerical positions, more generous allowances for senior 

staff and for public contact areas. 

higher labour productivity and provision for expansion justifying higher 

accommodation standards. 

A recent study undertaken by 

Committee (GOAC) 1991 highlights how 

ratio has increased. Up until the 

to the above factors, but since then 

Office 

sector 

crash 

other factors have ratio 

to grow to 27.2m2 per employee.S
!) was stated in the report that a space 

above 25m2 per person generally indicates an underutilisation of 

unless there is a specialist function accommodated in the 

68 Ibid. 

69 
May 199J. p 20. 
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majority of the pre:nrises [GOAC:20]. The public sector is therefore grossly 

underutilising its premises, with the above figures likely to be even higher if 

declared vacant space was included. The inefficient use of office space by 

government departments is best illustrated by the fact that 13 out of 35 of the 

departments actuany have ratios of 30m2 per person and above [ibid]. 

Various reasons have caused this ratio increase since the c:!ommerdal market 

decline. One of the main reasons for the high level of both vacancy and 

underutilisation of accommodation being the high level of restructuring, 

rationalization for efficiency and other changes in government policy that 

occurred between 1988 and 1990. This has led to a significant reduction in 

public service employee numbers from 72,40070 as at 1 April 1987 to 

46,60071 as at 31 December 1990. These massive changes, while improving 

public sector efficiency, have resulted in the majority of departments being 

inefficient users of office accommodation, with large areas of underutilised 

space. The GOAC being set up to remedy what has become a serious problem, 

especially for Wellington's public service dominated office market. 

If we assume that the public sector ratio could be dropped to 22.5m2 for its 

remaining 29,03072 staff in leased accommodation, it would result in a 

reduction of approximately 136,000m2 of office space most of which is in 

Wellington. It would therefore be fair to assume based on tms, that central 

Wellington's vacancy rates are being artificially held down because of the 

underutilisation of office space by a significant proportion of the market. If 

much of this extra space was introduced to the Wellington office market, it 

would serve to push vacancy rates up, possibly as high as Auckland's. The 

Wellington market appears to he in a he:-~althier position than Auckh-md'8, due 

mainly to its tenant structure, although Hris position is somewhat aItifidaL 

The public sector trend of long tA~rm leases or owner occupation stabilised the 

effects of the many factors that have impacted on the market over the last 10 

70 Ibid p 21. 

71 Ibid. 

72 Ibid. 
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years; something that was not available to Auckland or Christchurch, hence 

their more precarious positions. Wellington's office sector did suffer the most 

severe effects of government restructuring, of the three cities. 

(B) Wellington Office 

The recording of office vacancy In New Zealand is only a recent 

phenomenon which began arOlmd 1984. While annual recordings since that 

date have been gathered in Auckland, little time consistent historical V<,lcancy 

data for Wellington is available. This is therefore a limitation in comparing 

what is a key commercial market indicator between the cities. The sporadic 

vacancy data that is available providing a useful indication of how the 

Wellington commercial vacancy levels have changed over the study period 

(refer figure 4.10). 

WELLINGTON VACANCY 

81 84 88 89 90 91 92 

FRINGE TEARO 

Eigu~Q:. 

A study of Lambton Quay area by the Wellington city council in 1984 found 

the vacancy for prime central office space to be 4 per cent.73 While this 

73 Wellington City Council Central Business District Office Development Study, September 
1984. 
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study doesn't cover the entire central business district, it indicates how low 

vacancy rates were in Wellington. Prior to this, based on the high number of 

office completions in 1983 and 1984, and what other practitioners said about 

the demand that existed for office space, vacancy rates were undoubtedly even 

lower; perhaps as low as two per cent in 1981. 

After the 1984 study, there was little documented information about vacancy 

rates in Wellington until 1988. Over this period vacancy rates would have 

fluctuated slightly, due to the high number of completions in the Wellington 

market, but overall it is estimated that they would not have gone above five 

per cent because of the high demand that had risen from the expanding 

financial and public sectors in central Wellington. 

Since 1988 there have been several detailed studies on vacancy rates in central 

Wellington which proved useful to investors and the market in general, in 

reflecting the condition of the office market. A study in July 1988 by property 

consultants Robertson Young Telfer suggested a vacancy rate for the central 

area of around 2 to 3 per cent.74 Three months later a more concise study 

indicated the actual figure to be 8.2 per cene5 for the core, 18.2 per cenes 

for the fringe and 10.8 per cent 77 for the total central business district. This 

massive increase can be attributed to the following factors: 

lack of data in the first study. 

a more concise and accurate second study. 

The overall increase in vacancy levels since 1984 can be attributed to: 

a consistently high level of office completions. 

decreasing demand from the financial sector after the 

shar,emarket crash in 1987. 

74 RYT Study. Central Wellington Office Space, July 1988. 

75 RYT Study - Central Wellington Office Space Market Study, Report No 1, October 1988. 
p3. 

76 Ibid. 

77 Ibid, p 6. 
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the introduction of restructuring policies to government 

departments which significantly reduced both the public sector 

work force and government office consumption. 

These factors caused office demand and therefore consumption levels to 

decrease, while office supply, completions and total stock were continuing to 

increase. This led to a demand and supply imbalance that resulted in rapidly 

increasing vacancy rates for central Wellington's office space. A breakdown of 

vacancy rates into core and fringe areas, shows how important these rates 

have become in providing a generalised overview of the state of central 

Wellington's office market. The figures provided in Robertson Young Telfer's 

1992 market study are utilised in Table 4.3 to provide a background of the 

Wellington central business district (CBD) vacancy situation over recent years. 

Table 4.3: Wellington Vacancy Statistics. 

22.9% 

14.9% 16.7% 17.1% 

21.0% 16.1% 14.64% 

[Source RYT: April 1992] 

These figures indicate the high vacancy rates that have existed in Wellington 

over the past four years. There has been an obvious increase in the overall 

market rate, with some of the individual markets fluctuating somewhat. All 

of the three main Wellington central areas that make up the central business 

district for this study are at their highest vacancy rates in early 1992, 

reflecting the current state of the commercial market, the sustained effects of 
I 

restructuring and the poor state of the economy in general. Other factors such 

as a lack of tenant precommitment and the over optimistic attitude of 

developers also influenced vacancy rates in Wellington, but not to the same 

degree as in Auckland; again, indicating a difference in the stnlcture of each 

market. 
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Wellington's vacancy rates have remained lower than Auckland's for various 

reasons; the main ones being: 

substantial amounts of space did not come onto the market III the 

1990's, as was the case in Auckland. 

the substantial proportion of public sector office space and its associated 

current high office employee space ratio, has served to keep Wellington's 

vacancy rates lower than they would be in a market not dominated by 

government office use. 

(C) Wellington Office Rentals. 

Like Auckland's commercial rental market, the Wellington market also 

experienced an increased sophistication in the rental market as well as a 

massive increase in rental levels. Figure 4.11 indicates the changing level of 

Wellington's top quality space rentals over the study period. Between the 

years 1981 and 1986, rental growth rates were relatively constant. This 

growth reflects the demand that existed in the market, but due to the steady 

supply of new top quality space over these years, rental growth did not reach 

extreme levels. 

WELLiNGTON COMMERCIAL OFFICE RENTALS 
TOTAL OCCUPANCY COST~ TOP QUALITY SPACE 

81 82 83 84 

SOURCE: KEYS PRESTON fvASKELL 

85 86 87 
YEARS 

88 89 90 91 

RENTAL RATES FOR CENTRAL WEWNGTON 
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t.ook off in 1987 when a 40 per cent increase in rentals was 

attained over the previous year. This massive increase in Wellington's office 

rentals between 1986 and 1987 was fuelled by a price war that had developed 

between property developers for central city land. Prominent city developers 

constnlction companies were trying to outbid and outsmart each other for 

scarce The massive increases in land prices were eventually passed on 

to tenants, as the price war served to also push up building values and rentals. 

When properties were finally developed, tenants had to pay higher rentals as 

JJUJUUJLJ'J.~ owners required more income from the property to cover the extra 

and obtain the required return. This cycle served to continue to 

rentals up to record levels between 1986 and 1989. 

Since 1989 central Wellington's top quality office space rentals have remained 

static based on Keys Preston Maskell's (KPM) July 1991 Market Study. This 

lack of growth is a result of the poor state of the general economy and its 

effects on the commercial property market. This situation has been made more 

severe by the sharemarket crash and government restructuring which severely 

reduced demand for office space in Wellington. With no demand or economic 

growth rentals should have fallen, but the introduction of incentives for 

tenants served the same purpose as in Auckland in keeping rentals, especially 

in prime central city property, at artificially high levels. As in Auckland, the 

market for tenants has tightened and the levels of incentives has increased in 

top quality space. For inferior quality buildings, rentals have shown a 

downward trend due to owners being unable to offer incentives, instead being 

satisfied vvith having a tenant pay a lower rental. 

As in Auckland, tenants are became aware of the pitfalls in incentive deals, 

to a current rental without the generous incentives on 

a July 

incentives 

end of 1991 

figure of over $450 per square metre for 1991 was based on 

study. This figure does not reflect the trend away from 

resulted in rentals showing substantial declines. At the 

rentals have been estimated to the 

range of $200 to $350 depending on factors such as 

level, tenant quality, !vUJU,U.J,AJ.~ location, lease term, etc. While these figures are 

only an estimate, are based on the opinions of various Wellington 
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commercial property agents. 78 While a large rental range exists, it highlights 

the probable level of rentals in the central Wellington and that rentals have 

experienced a significant decline, a reality that many comrnercial property 

participants have been unwilling to face. 

(D) Wellington Earthqu.ake Ordinances. 

A key factor enacted by central government, which has affected office 

development in central Wellington, has been earthquake regulations. An 

amendment to the Municipal Corporations Act was introduced in 1968 that 

empowered local bodies to rate buildings under their jurisdiction as earthquake 

risks. Under this amendment, owners were required to either demolish or 

upgrade any buildings that were deemed to be vulnerable to earthquake risk. 

This amendment had the greatest impact in Wellington because the city is 

located on a known earthquake fault line and the city also has a high number 

of older multi storey buildings. 

To comply with the new amendment, the Wellington City Councillmdertook 

a survey of central city buildings and found that 187 buildings 79 on the 

Golden Mile (Lambton Quay, Willis Street, Manners Street and Courtenay 

Place) and 40580 other central city buildings were earthquake risks. Little 

was done about the amendment until the early 1980's when the council decided 

to invoke its rights under Section 301A of the act. A requirement of 1984 for 

replacement or strengthening was found to be unattainable, so three later 

dates were introduced in 1984 of either five, seven or nine years to bring the 

buildings up to standard, depending on the risk of the building. 

Because of the relatively high lev{~l of developmt!:mt in Wellington in the early 

1980's, by March 1984 48 per centS1 of the at risk buildings on the Golden 

78 Edward Percy - Richard Ellis (Personal Communication), 1992. 
Brian Ferguson - Rolle & Associates (Personal Communication), 1992. 

79 Evening Post, 22/ 7/78. 
80 Ibid. 

81 Wellington City Council, 1984. 
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been demolished with 6 per cent82 being strengthened. Throughout 

1980's the council never had to enforce the ordinance due to the 

of developers to build new buildings to fill the high demand for 

office space. This situation was never more evident than in the period between 

1985 U)87 when developers were lining up for earthquake risk buildings. 

The decision of the city council to invoke these powers, coupled with a massive 

growth period on the New Zealand stock exchange and other financial markets, 

led to a frenzy of development activity in the Wellington market. This 

development had a major impact on the demolition of the old and the provision 

of the new in Wellington. While some notable strengthening and refurbishing 

work has been carried out on existing buildings, central Wellington has 

recently undergone a radical change. Without the earthquake regulations the 

amount of refurbishment of older buildings would surely have been higher, 

with the city perhaps retaining more of its older character. 

O'Malley suggested that it is difficult to precisely quantifY the overall effect of 

earthquake regulations upon office development in central Wellington. Adding 

that while the regulations have doubtless had some impact in raising the 

question of redevelopment with owners, it would appear that various parallel 

forces primarily demand have probably had the greater impact [1988:18]. 

O'Malley's comments seem to appropriately sum up the effects of the 

regulations. They did have some influence, but like many other factors, how 

much is not quantifiable. The regulations would have had little effect on the 

demand, but certainly impacted the type of development that was constructed 

over the 1980's. 

As a heady days of the 1980's, most of the earthquake risk 

huildings demolished or strengthened. Some still exist but, as it is 

110 longer viable to bring these buildings up to standard, the 

Structural Department of the Wellington city council may be unable to enforce 

existing laws. The council has adopted a sensible financial 

predicament of many owners. Rather than 

perhaps bankrupting owners, they are penalising 

82 Ibid. 

regulations and 

by not letting them 
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flilly lease their available space. This penalty is currently having little effect 

as most owners with vacant space cannot let, due to the lack of tenants. 

The influence of the large proportion of civil service office space occupiers in 

Wellington has acted as a steadying influence on the commercial office market 

over the study period. Central Wellington has experienced a significant office 

expansion, unlike any ever experienced in what has historically been New 

Zealand's most commercialised city. 

Wellington's office growth began before the advent of deregulation, unlike the 

other cities which experienced most of their growth after 1984. The 

introduction of new earthquake regulations, combined with fewer restrictions 

on commercial construction, meant that Wellington experienced high levels of 

office growth in the early 1980's. This early growth served to lessen the 

impact of deregulation through the city not already having a significant pent 

up demand for office space which was the situation in Auckland. 

Wellington experienced a massive upturn in office space development due to 

deregulation, with large amounts of space being completed between 1986 and 

1988. Deregulation led to a large increase in civil service employee numbers, 

along with a massive expansion in the city's financial sector, which has 

traditionally been the country's headquarters. Wellington, like Christchurch, 

appears to have reacted more rapidly to the effects of the sharemarket crash 

in 1987. The implications of this on the economy, combined with restructuring 

of govern.ment departments, served to curtail the city's office development 

expansion. 

An oversupply problem surfaced in 1988, but it appeared less significant than 

the other cities. This can be attributed to Wellington's longer, less volatile 

upturn which served to disperse the effects of deregulation. The presence of 

a large civil service, while providing a steady supply of tenants, was to COWlt 

against the Wellington commercial market when it began to decline. 
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Restructuring brought about a steady reduction in office employee "AM.LAJ\, .. ",.,.' 

hence office space requirements diminished, Developers hoping to secure 

government tenants upon building completion, were left with large areas of 

vacant space due to the public sector no requiring and 

actually significantly reducing its requirements. 

became a major problenl, but in Wellington's case, overbuilding was not the 

major contributor. 

Wellington's less speculative market the presence of a large civil service 

component has meant that the commercial office market has still fared the 

best of the three cities. The presence a strong financial sector, combined 

with the civil service, means that it will recover from the slump far more 

quickly than Christchurch due to its higher absorption levels. Auckland's 

growing reputation as a financial centre and its larger population are serving 

to postpone Wellington's recovery by attracting many of the city's traditional 

tenants north. Wellington's base will ensure recovery, but its 

high level of underutilised public office space will mean that any growth 

in employee numbers will be able to be absorbed by leased space, 

therefore consumption levels may IIJ ......... , ........ low for some time. 

TRENDS. 

(A) Historical Perspective. 

Christchurch haB as the th(;) Burrounili:ng 

Canterbury region. other centres (Auckland, 

Wellington and Dunedin), occupies an unspectacular site at the 

a vast plain. Due to the lack of geographical constraints, Christchurch 

developed a continuous sprawling appearance, covering an area far greater 

of cities with similar populations (approximately 300,00083). 

83 New Zealand Department of Statistics. 
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Christchurch's reliance on the surrounding agricultural region haB meant that 

commercially related industries have traditionally had little sigrlificanee in 

Christchurch. The Christchurch central business district has historically been 

relatively small for the size only a small public sector 

workforce and most larger New """'Y.,,,,A<lAAA"" COinpanles pl'eferring to locate their 

commercial operations in Wellington, 0:1' more l'ecently Aucklando With a 

population of slightly over three :million, a minion of whom live in Auckland, 

New Zealand is not large enough large commercial centres. 

Wellington has survived due to the influence of the civil service, while 

Auckland has rapidly expanded due to the population drift to that city from 

further south. Christchurch is still the largest south island city but it is 

significantly smaller than the two north island centres. 

Due to the sprawling nature of Christchurch, the city's central business district 

is very spread out, considering small size. This can be attributed to a 

decentralisation trend Christchurch in 1955.84 At that stage 

office location was controlled by council's Undisclosed Plan, but offices 

could still legally locate This anomaly was late 

1957, tightening the controls the central city frame, but the decentralisation 

trend continued to a """,,,"''VL n""rnl'.o,4J\ as offices cOl.ild still be located outside the 

areas zoned for commercial use. The lack of controls over this """""tnri has 

resulted in a dispersed central business district, although more controls 

have helped to concentrate commercial development in the central city area. 

Christchurch experienced an increased level of building activity the central 

commercial zones over period 196fi to 1975; with 217,OOOm2 of 

floorspace85 being Demolitions of 85,OOOm2 over that period86 

reduced the net gain • 87 an average increase 13,OOOIU2 

per year. 88 Around gain for 

84 Merriman, R.H. Office Movement in Central Christchurch, 1955-1965. 

85 Christchurch City Council· District Scheme, p 26. 
86 Ibid. 

87 Ibid. 

88 Ibid. 

89 Ibid. 

use. 
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Mter 1975 little office development occurred in Christchurch, reflecting both 

the country's poor eeonomie perioI'rmmce and more particularly the declining 

export levels of agricultural products. This effected the entire region, even 

though it was beginning to diversify into a wider range of industries, as 

agriculture was still the region's main income source. 

NB: A caveat about the Christchurch analysis is that due to the size of the 

city and the unsophisticated nature of the market, very little historical 

commercial data was available. Some time consistent data was obtained and 

while not exactly foeusing on office space, it gives an indication of the extent 

of the change in the city's office structure. Some generalisations and estimates 

will be made to highlight more specifically the level of office development over 

the study period. While the accuracy of these generalised figures may be 

suspect it is felt they will enhance the substance of the data available, both for 

monitoring Christchurch's office market and for making comparisons with the 

other cities. 

(B) Christchurch Study Area. Defined. 

As for the other cities, a subjective approach to determine the central business 

district for Christchurch was used. It was most difficult for Christchurch 

because the central business district is very spread out for the size of the city, 

with the number of buildings also being small considering the area it covers. 

Some larger buildings were left out, but overall, the area covers the most 

intensively occupied area of commercial development. 

Valuation Department roll numbers along with an aerial photograph and a 

map showing specific building details were used to define the final cmatral 

business district boundary for Christchurcho As with th{~ other centres 

proponents may argue about the boundary, but for this study it covers the 

most concentrated area of office space, meeting the size and floor number 

criteria of the study. 

The Christchurch central business district for this study encompasses the area 

bounded by (Refer map 3):-
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Tuam and Lichfield Streets to south 

Madras Street and Manchester 

Oxford Terrace and Peterborough to the north, and 

Montreal Street to the west. 

This area included part of Valuation roll 22,670,22,680, 22,690 and 

22,700. 

The implications of Labour's deregulation policies on Christchurch have been 

similar to that of the other cities that have previously been discussed. While 

not being as spectacular as Auckland, or as significant in the amount of space 

built as in Wellington, Christchurch has experienced a major commercial 

property expansion as a result of deregulation. 

Of the three cities studied, deregulation has perhaps had the greatest influence 

on the changing structure of Christchurch's commercial office market. While 

the other cities were commercial centres, central 

business district was insignificant, even for the size of the city itself. 

Auckland's upturn was deregulation and a pent up for office 

space due to tight building and lending restrictions. Wellington's upturn was 

fuelled by deregulation a consistent demand from the civil 

Christchurch's upturn was 

previously existed due to 

that little demand for office 

more prominent industrial and 

third choice as a location activities. Christchurch was a "'""""1V<.<A 

headquarters, with 

serving the local community. 

major changes occurred to 

office market. 

space being occupied by c~.uu.u 

;0",,0.1'''',,,.0 when deregulation was 

structure of Christchurch's COrnIllle 

Central Christchurch therefore changed the most due to deregulation and its 

implications as the analysis of the following variables will show. The central 

business district changing from a small rural township into a major 
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commercial centre, with development being on a scale similar to that of the 

other cities, taking into account original office stock levels. 

(A) Christchurch's Office IW'."~~,,,,. 

Christchurch's office floorspace has increased dramatically over the last six 

years since deregulation in 1984, as figure 4.12 shows by using net floorspace 

stock for the central commercial zones, this information being compiled by the 

Christchurch City Council (CCC). No breakdown into office space for the 

central city is available (although the central business district covers most of 

the central commercial zones for this study) on a time consistent basis, as until 

recently there has been no requirement for such an analysis. 

CHRISTCHURCH NET FLOORSPACE STOCK 
CENTRAL COMMERCIAL ZON 

80/81 81/82 82183 83/84 84185 85186 86187 

YEARS 

While 4.12 does not make an ideal comparison with the office stock 

levels the other cities, it does indicate the rapid increase in floorspace since 

deregulation. This floorspace increase was predominantly in the office sector, 

as no high quality office space was available in Christchurch. Suddenly new 
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banks and other financial institutions were moving 

requiring large areas of office space. Demand for """1>',r ... """,,,,, such as lawyers 

and accountants was escalating, with the trend towards computerisation and 

a higher profile meaning that small offices floors and 

buildings were no longer adequate for 

market. Tenants wanted quality office space 

improved their efficiency and whieh could 

commercial 

""AJULU;J. •• .."vu. their image, 

rapidly expanding 

business needs. Therefore most of the increase floorspace since 1984 can be 

attributed to the expanding office sector in central Christchurch. The only 

other major contributor being the tourism industry, where two large hotels 

were built in the central city. 

Figures gathered by property valuers, Aubrey, reiterate the view that 

most of the increase in floorspace can be attributed to the expanding office 

sector. Since 1986 the total floorspace has increased by approximately 

200,OOOm2
, while the Aubrey study indicated 164,OOOm2 of office 

space90 contributed to this 

total office stock for central 

Fright Aubrey study suggested a 

of 440,OOOm2 as at January 1992.91 

The 164,OOOm2 increase from 1986 representing a 59.4 per cent92 increase in 

the level of office stock from a total 49 new buildings.93 

Like the other cities, hyperactivity by developers with little apparent 

as to levels of demand, historic absorption and disregard to competitive supply, 

has resulted in a level of oversupply sirnilar to that of the other based 

on vacancy rates. Supply is now fixed with de:mand being limited; the 

oversupply being by tenant failures or dishonoured lease 

commitments. While Christchun:h was slower to read to 

because of its less COIDnlerCl structure, the 

to the other cities, VLJ!."'~UJ!.1'c. being the 

90 Fright Aubrey-Investment Review, February 1992. 
91 Ibid. 

92 Ibid. 

93 Ibid. 

ret:rult has similar 
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Christchurch's new floorspace completions (figure 4.13) shows a pattern similar 

to that for office completions in Auckland a~d Wellington, a continuous build 

up from 1984, up to a peak in 1988 (1990 for Auckland due to its more 

speculative nature), followed by a severe decline. While figure 4.13 represents 

all floorspace completions in the central commercial zones of Christchurch, it 

is fairly representative of the office space completion trend for Christchurch. 

Most of the floorspace developed in Christchurch after 1984 being for office 

use. 

A 1990 study by the Christchurch city council indicated the office portion of the 

floorspace composition of the central commercial zones to be 46 per cent.94 

This rate was applied to figure 4.13 to highlight the likely proportion of office 

space that was completed, with adjustments being made over the higher years 

of activity to allow for the expanding office completions market. 

Office or floorspace completions were relatively low in Christchurch up until 

1984, this was not because of building or lending controls as in Auckland, it 

was the mere fact that the demand for office space in Christchurch was very 

limited. Deregulation changed this, with office space demand increasing each 

year as the financial sector in Christchurch expanded. 

The availability of funds and the flourishing sharemarket meant that 

commercial property development and investment became increasingly 

attractive as commercial property values and rentals increased. Auckland and 

Wellington were the main targets for this investment, but as property values 

in those cities grew, Christchurch became increasingly attractive to outside 

investors and developers. The city also had immense potential because of its 

lack of quality commercial office buildings. The expanding sharemarket, 

financial and other sectors served to increase that potential so that 

Christchurch became an ideal alternative, especially for smaller companies 

unable to afford the higher prices of the other cities. 

94 Christchurch City Council, Urban Study 1990. 
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Figure 4.13. 

The skyline in Christchurch changed almost overnight; the city previously 

having only a small number of buildings over 10 storeys. Within a short 

period eight buildings with over 10 levels were developed, along with many 

other multilevel buildings, resulting in Christchurch finally having a central 

city skyline, although this still has a dispersed appearance. The increased 

level of development and demand for office space served to increase property 

and rental values even further. Naturally the higher these went, the more 

attractive the city became. Completions reached a record level in 1988, 

reflecting the lag time in commercial development, the market turning in late 

1987, early 1988, due to the sharemarket crash. As in Wellington, the years 

after 1988 showed a significant decline in office completions. Christchurch 

reacted rapidly to the market decline due to the market being less speculative 

than Auckland's and without the security of a significant civil service presence 

as in Wellington. 

(C) Christchurch (;ommercial Building Permits. 

Figure 4.14 outlines office and administration building permit numbers and 

values for Christchurch over the study period. A caveat about these figures is 

that they apply to all of Christchurch, not just the central business district 
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Section 4.4.l(B). Due to the relatively insignificant nature of 

commercial operations in the early 1980's, there was no 

• ,, .. ',,,,n''0''101- to decentralise office space, because the city's central business 

district was already widespread. Because of this widespread nature, 

developers to take advantage of the many suitable central city sites for 

office Therefore the figures gathered for office and 

administration building permits are fairly representative of the numbers and 

value of permits issued in the central city. 

Overall, the trend in figure 4.14 is very similar to that of Wellington's in figure 

4.9. It is interesting to note that the number of permits issued for each city 

is very similar, while the value of the permits for Christchurch is far less than 

that of Wellington. This highlights the size of the developments in each city. 

Christchurch's, while being large by that city's standards, were far smaller 

than those in Wellington. This can be attributed to factors such as : 

Wellington being a larger, more commercialised market thus requiring 

larger office buildings. 

geographical restrictions, meaning Wellington was running out of space 

and thus had to build upwards. 

the more prestigious nature of Wellington's (and Auckland's) markets. 

Companies wishing to locate their headquarters in either of these cities 

hoped to enhance their image by locating in modem high rise buildings, 

hence the quality of the Wellington commercial developments was 

significantly greater than what was required in Christchurch. 

As Christchurch has, at best become only a secondary location for companies, 

image is not such an important requirement as will be discovered in section 

4.4,a(B). rrherefore, the quality and size of a commercial developments is 

generally less than that of Auckland and Wellington. This is reflected in the 

fact that Christchurch's largest development over the period of expansion was 

the Price Waterhouse Centre at 19 storeys, compared Wellington's 

Majestic Tower (36 storeys) and Auckland's Coopers and Tower (39 

storeys). This is not to detract from Christchurch's central business 

which has had a complete transition over the past eight u";",,-V'o 
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CHRISTCHURCH BUILDING PERMITS 
OFFICES AND ADMINISTRATION. 
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Figure 4.14. 

Deregulation resulted in an instant demand for office space in Christchurch 

due to the expanding financial sector. New and larger permits were 

increasingly issued, with city plot ratios95 surpassing previous levels. The 

city council was guilty, like councils in the other cities, of not considering the 

prospect of an oversupply of office space. Tighter controls on the issuing of 

building permits should have been implemented after the initial expansion up 

to the end of 1986. If the council had foreseen or considered the prospect of 

oversupply, the city's current high vacancy rates could have been minimised. 

Obviously, the hyperactivity of developers with little apparent research as to 

levels of demand, historic absorption and disregard for competitive supply, 

were contributing factors to the current state of oversupply. The council 

should not have been coerced by developers into issuing permits. If they had 

closely analysed demand and supply, and been less generous in issuing 

building permits, undoubtedly the oversupply of office space in Christchurch 

could have been minimized. 

95 Plot Ratio is the maximum allowable building area based on the area of the site i.e. 7:1 
means the building area can be up to seven times the site area. 
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(D) Christchurch Office Employment. 

Office based employment analysis faces the same problem in Christchurch as 

in the other two cities, except there is even less available data. There have 

been no significant studies undertaken by the Christchurch city council into 

office employment, so census data is the only available source of historical 

employment data. 

The following occupations have the highest proportion of office workers, with 

administration and management, and clerical and related being predominantly 

office workers. Administration and management has shown a significant 

increase since 1981 reflecting the expanding financial sector which lead to an 

increase in the number of office executives, a .direct result of deregulation. 

Christchurch city's employment figures for the four main office occupations are 

as follows: 

Table 4.4: Christchurch Occupational Office Employment Figures. 

14,904 19,434 

Source: NZ Census, 1981,1986, 1991. 

Professional and technical, and clerical and related workers also showed 

significant growth up to 1986, a reflection of the newly deregulated economy 

and its effects on office employment in Christchurch. Between 1986 and 1991 

the number of clerical workers has shown a marked decline, this has reslllted 

from the country's poor economic perfonnance and the sharemarket crash 

which has seen the advent of company restructuring and downsizing in 

Christchurch, especially of lower level clerical type staff. Professional and 
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technical worker numbers on hand have increased over 

a reflection of the increasing n'll'r\VVI'1nOlrtr'o, the Christchurch "",n UUA 'V A 

sector. 

A caveat about this data is 

the number of employees for 

office employees. While the overall 

it does highlight the likely office 

Christchurch city and 

are the total number, not just 

this data is therefore suspect, 

The increase in employee 

numbers can mos~ly be attributed to the office sector, as most of 

Christchurch's other industries showed little or no growth over most of the 

study period due to the poor performance of the overall economy in recent 

years. 

(A) 'Vi'.I!..I!..I!."'-''''' V scsncy Rates. 

As discussed earlier, Christchurch's commercial office upturn can 

be directly attributed to the introduction of Labour's deregulated free market 

policies in late 1984. The market decline was initiated by 1987 

sharemarket crash which, due to its smaller size, less speculative nature 

lack of a significant civil service presence meant developers were quick to 

to the decline. They took notice of the warnings of a declining 

began winding down. This was fortWlate for the 

development continued, a more severe oversupply than cU1Tently 

have resulted. 

A 1992 study by 

Christchurch at 

rate analysis 

when flu""',..,,. 

1V""".n .. """, the vacancy level for the central 

28.9 cent.9S Prior to this study vacancy 

not been completed in Christchurch because, up until 1988 

first surfaced, vacancy was not a problem. The Fright 

96 Fright Aubrey. Investment Review, February 1992. 
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Aubrey study indicated that the lowest vacancies were for modem, good 

quality, air conditioned buildings, the rate being 2l.2 per cent.97 This 

indicates that many firms relocated to better quality newer space where there 

was room to expand. Lower quality smaller buildings where these firms came 

from having far higher vacancy rates. Another interesting point from the 

Fright Aubrey study is that the high quality international grade A buildings 

actually had the highest vacancy rate at 44.9 percent.98 This is a reflection 

of the secondary nature of the Christchurch office market, were high quality 

space is not in great demand. Companies with headquarters in Wellington or 

Auckland are not willing to pay for top quality space in Christchurch where 

image is not such a priority and business income is also lower. Local 

companies, while wishing to improve their image and expand their operations, 

cannot justify paying the rental required for top international quality space. 

Therefore the few grade A buildings that were built in Christchurch have not 

proved to be very successful, in what is still a very small commercial property 

market, making vacancy rates for that type of building very high as rentals are 

too high for most tenants. 

While Christchurch's vacancy level is almost as high as Auckland's, its 

consumption rate is far lower than either Auckland's or Wellington's. Without 

the benefit of Wellington's significant government presence or Auckland's 

closer international connection, expansion is more determined by local 

economic activity. While Canterbury's economy has been leading the country 

out of recession in recent years, much of this can be attributed to the export 

of agricultural products. This upturn in the Canterbury economy will do little 

to help the commercial property sector as its related industries are the last to 

benefit from a rejuvenated agricultural sector. Christchurch's greatest 

commercial leasing activity is likely to occur from tenant relocation between 

the quality categories; the desperation of grade A property owners will mean 

that incentives and reduced rentals will attract tenants to the higher quality 

space eventually. 

97 Ibid. 

98 Ibid. 
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long term, Canterbury's export 

e1tlect on expanding Christchurch's 

appears increasingly attractive to North ",,,,"'<;u.!. ..... 
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some 

Christchurch also 

due to the lower 

quality of life. occupancy cost of office accommodation 

While Christchurch suffers from a lack 

data, the Fright Aubrey study enables a 

'>4VA,AO"OV;;;;;A"" historical vacancy 

between the three cities 

at a time when vacancy levels are Christchurch's cu:crent 

position does not appear very favo'urable to the other cities, its 

future looking dismal due to its lower consumption levels which will result in 

it taking longer than Auckland or to recover from the oversupply 

of office space. 

(B) Christchurch's .......... 11. .... ""'" 

Figure 4.15 indicates Christchurch's floor office rentals at the main 

New Zealand data. Rental growth central city locations based on 

was overall relatively stagnant until 1985, although it was somewhat 

variable depending on Colombo Street, which showed 

significant rental grovnh 1981 to 1983 then levelled off up until 1985. 

Overall there is little difference the rentals paid at each of the five locations 

throughout the study even the massive growth years between 1986 

and 1988. This situation reflects the different factors that the 

Christchurch market to the other cities. In 

Wellington prime are paid for sites on Queen Street or Quay 

respectively, due to 

depending on their 

that location is 

rentals are ml,;lCn 

central area is 

the central UU.!:U.II.II.t;;OI:) 

prominence over 

location. Rentals in other streets are lower, 

prime sites. 

as the city is 

the central 

t:!T'Ii"QOT """.,., ........ \.11 the Square, area of 

around Victoria Square increasing 

years, this resulting from its tourist influence. Rentals 

in these so~caned prime areas remain similar to that of other locations. 
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Like Auckland and Wellington, Christchurch's 

rapidly around 1986 as the impact of the deregulatory changes began to take 

affect. Christchurch's office rentals showed over the 

period 1985 to 1988, an increase of approximately Auckland 

showed an increase of approximately 110 

approximately 145 per tent. This reflects the 

'VJU'UJlf,,"'VJlJl increased 

in the 

Christchurch rental market as it thanged relative simplicity to high 

sophistication. As a direct result of deregulation increased and 

brought about the development of sophisticated, quality office blocks, the likes 

of which Christchurch had not seen before. With high tenant demand and 

higher quality buildings, rentals had to rise to meet investor returns. Tenant 

precommitment was high, 80 Christchurch was becoming a viable investment 

alternative to the other two cities, as it was offering competitive returns on 

commercial investment. 

Naturally the increasing 

began attracting developers 

by the upwardly spiralling rentals 

These more speculative 

types of developers moved disregarding normal precommitment 

criteria and competitive supply. This led to further rental increases, along 

with the arrival of "flick on merchants .. 99 who bought buildings, did nothing, 

then sold to double their money. Christchurch's commercial property upturn, 

like that of the other cities, was never destined to last especially the 

hyperactive levels of 1985 to 1987. The 1987 sharemarket crash signalling the 

end of the upturn although the rental market took some time to reErpono. 

Figure 4.15 shows that rentals continued to increase into 1988 even the 

sharemarket crash, of being attributable to pn~committed tenants. 

Rentals became as the effects of the to take 

effect on the increased again 1991, as a 

result of the following Jl«"-,,,,,,, 

the arrival on of two of Christchurch's and highest 

due to 

""AV' .......... "' .... ,,"', The Price Waterhouse Centre and Robert Jones 

buildings were asking higher rentals than normally paid 

superior quality. 

99 Ann Brynes . National Business Review, 3 October 1986. pp 45 . 46. 
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more significantly, as competition for tenants intensified, leasing 

incentives arrived onto the Christchurch commercial scene. The above 

two properties especially were demanding higher rentals; when tenants 

were not forthcoming, they began incentives so they could 

maintain their rentals and thus their capitalised value. This began 

attracting tenants so that other vacant properties had to take a similar 

stance to remain competitive, hence rentals remained artificially high. 

The Christchurch commercial leasing market suddenly became highly 

sophisticated with the arrival of complex incentive packages. As in the other 

markets the popularity of large incentive packages did not last. The 

increasingly dominant position of tenants meant that they could demand lower 

rentals with smaller incentive packages even though this served to reduce the 

building's value through its capitalised income stream. Late in 1991 office 

rentals for all grades of property began faning due to this new tenant stance. 

The VNZ figures do not reflect this as the market was still artificially being 

held up by the effects of incentives. Christchurch experienced a two tier type 

rental market similar to that of Auckland and Wellington, but this was not so 

significant due to the city's overall lower prime rentals. 

~ 

CHRISTCHURCH COMMERCIAL OFFICE RENTALS 
FIRST FLOOR MAXIMUM NET RENTALS PER m2 
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Figure 4.15. 
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Christchurch has proved to be a completely different market from Auckland 

or Wellington due to variouB factors. Size is the most obvious, with 

Christchurch being significantly smaller than the other two the 

commercial sense. 

Christchurch, however has experienced the greatest transition over the study 

period, most of this being attributed to deregulation. In the early 1980's the 

city's central business district was almost non-existent. Financial deregulation 

helped fuel commercial activity, so that large amounts of new, airconditioned 

space was built to meet the demands of expanding accounting and legal fi:rrIls, 

etc., requiring larger floor areas. The Christchurch business community 

recovered from years of straitjacketed slumber and suddenly needed larger and 

more prestigious offices to reflect 

Christchurch's annual supply of office 

more prestigious images. IOO 

13,000 - 14,OOOm2 

per annum101 over the period 1977 to 1986, to 70,OOOm2 annum102 

over the period 1987 to 1988. Over a years appearance of 

Christchurch's central business district dramatically as the city 

emerged as a significant commercial 

Like the other markets, an office space surplus became apparent in 

Christchurch after the sharemarket crash. Christchurch was the quickest to 

respond to this sudden decline in commercial activity, but the lack of research 

by developers into demand levels, historic absorption, and disregard for 

competitive supply, had already been done. 'I'he city was 

to experience a serious 

by a severe recession 

the local rural sector. 

other factors, is such 

100 Ibid. 

until 

of office space which was agglcavated 

e{!onomy, along with a downturn in 

office oversupply, coupled with these 

office development is unlikely to commence 

mid to late 1990's. An increase in commercial 

101 Colin Jenkins, NZ Properly 308, June 1988. p 17. 
102 Ibid. 
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late 1991, combined with improved rural exports, 

Christchurch's commercial decline; one that has been as 

upturn. 

The Auckland, Wellington and Christchurch central business district 

office markets have each experienced a boom and bust cyclical 

over the last decade. While a number of the factors contributing to 

this cyclical phenomenon are the same are similar for all three markets, the 

compositional differences between each market has resulted in various 

localised factors also influencing the direction each market has taken. 

the beginning of the 1980's Wellington was New Zealand's only true 

commercialised centre. The central city was experiencing high levels of growth 

as a result of the removal of building controls and the influence of the 

earthquake regulations. Auckland was experiencing a large population drift 

which was placing an increasing demand on an already short supply of 

commercial facilities. A pent up demand from the late 1970's due to various 

building and credit restrictions that were in place in Auckland serving to 

restrict the supply of office space and increase the severity of the office space 

shortage. The Christchurch commercial market was relatively static in the 

early 1980's, some growth was experienced as the city was diversifying into a 

wider range of industries. The influence of these new industries on the 

commercial market was limited, so that what little growth did occur was 

sporadic, the city retaining its small town central city appearance. 

The advent 

in all three 

arrival of 

1984 was to signify massive levels of growth 

~'va"JL"''''' of the different composition of each city the 

eXlpel'1el1CerQ at different stages. Central Auckland's 

commercial sector ""~I!JA'j'U";U arrival of deregulation. The removal of 

the long standing controls over commercial construction meant that the vast 

103 The Christchurch Press: Commercial Property Sales", 21 Augnst 1991"Confirmation of 
Market Strength", 21 August 1991. 
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deregulated and rapidly expanding finan(~ial sedor serving to place an 

increasing strain on an already undersupplied market. Wellington's growth 

began to pick up in 1985, but as it had experienced a record year office 

building completions in 1984, was not a gross shortage of space as was 

the case in Auckland. Demand for new was high but this was a 

result of the requirement for more and growth in the financial 

sector, a spinoff from the deregulatory "'AUUJtf9.'VO. Christchurch's initial reaction 

to deregulation was rather compared to the other cities. As no 

pent up demand for office as the city only had a small civil 

service component the for more office space was limited. Even the 

expanding financial sector had little initial impact, as the new banks etc were 

concentrating their activities on established in the larger more 

commercialised north island cities. The expansion in this sector finally began 

filtering through to the Christchurch central business district in late 1985, 

with large increases in commercial building activity occurring in 1986. 

Auckland's commercial property upturn was the most spectacular of the three 

cities because of on top of the pent up demand that already existed came a 

massive expansion in financial sector employee who, because of their 

'high profile' as business executives required areas of office space per 

employee. As many of the new financial institutions established their 

headquarters in Auckland, the availability of funds was greatest in that city, 

this being reflected by the increasing size quality of commercial 

developments between 1985 and 1991. This situation was exacerbated 

by the expanding sharemarket and the of listed properly 

companies, most of whom were located 

Auckland. 

developing (!O][nITlerCl property in 

While a similar amount of office space was built in Wellington over the study 

period the development upturn in that city was not as spectacular as 

This occurred because a large amount of office space was built 

deregulation as building restrictions had been removed in that city, 

wasn't such an obvious shortage of quality office space. Also the 

},n:;l~)tlUI,;tl of the civil service meant that buildings of quality 
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being developed in Aud{]and were not so common, these usually being ,1) 

reflection of a companies image ilmctionality. The civil 

service contributed to a large of Wellington's office growth but could 

not justifY the extra expense high quality buildings, so that 

Wellington's development activity "",,,,.u'Vu. to be overshadowed by Auelcland's, 

because of the hype created by regarding the quality of their 

buildings in that city, not was significantly less development. 

Christchurch experienced the greatest transformation based on the change in 

the levels of most of its market indicators. Deregulation and its 

implications on associated industries was the catalyst for increasing office 

development in Christchurch. Although the free market economy took Borne 

time to effect the Christchurch commercial market, when it did the growth in 

the commercial sector was astounding. While the area and quality of space 

constructed was significantly less than Wellington which has a similar 

population, but a 

Christchurch transformed 

proportion of office employees, central 

a small town central business district into a 

true commercial centre within a short period. 

The 1987 sharemarket crash signalled the beginning of of New 

Zealand's most significant commercial property expansion with the arrival of 

the imminent market all three markets ignoring obvious pre and post 

crash signals that a commercial market recession was forthcoming. 

Christchurch reacted to the sharemarket crash due to it not having a 

large population base such as Auckland or a significant civil service presence 

like Wellington, developers therefore being more weary of market declines. 

Christchurch's current vacancy levels can 

by developers which saw too many cornrrler'Cl 

was the shortest period of expansion 

of the surrounding rural economy 

to overbuilding 

over 

restructuring and 

downsizing have also been major contributors to the recessiona:ry condition of 

commercial market. This depressed state will be prolonged 

the future due to its lower office consumption levels. 
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Wellington also reacted relatively quickly to the 

several projects being halted 

has undoubtedly saved Wellington 
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crash with 

responsive attitude 

oversupply problem as 

the implications of government have been foreseeable 

at an early stage in the market oversupply is 

therefore not a direct result of overbuilding as the case in Christchurch. The 

affects of restructuring in redudng both of dvil service office 

employees and the future demand for office £'I,,"H""'" by the public sector, which 

many developers had been cOlmting on, has resulted in a down sizing in civil 

service office space requirements causing a vast oversupply of office space. The 

decline in the financial sector witb. Va:r:iOU8 company liquidations has also 

added to the available supply of office space so that Wellington's oversupply is 

more a function of declining space requirements and declining demand, rather 

than vast overbuilding. The future for Wellington is not as dismal as 

Christchurch, but the underutilisation of office space by the public sector may 

mean consumption of 

leased space will be utilised 

some time, as existing 

The speculative nature of the Auckland commercial market resulted the 

increasing presence of inexperienced listed property companies. 

companIes bought with them increased levels of lending for commerdal 

development and decreased levels of tenant pre-commitment. of 

this combination were to prove devastating on this market, but the 

greatest contributor to the markets own downfall was the high level of 

optimism that existed the commercial sector. When the market was 

expanding companies were so optimistic the growth would continue that they 

were ordering up to 100 cent more office space than they 

for assumed company eXloaJnmlOn (this occurred 

lesser degree). ", .. "".n:no,,-o were so oDtinlistic 

that they disregarded ratios 

to allow 

hut to a 

lLA .. "U .. ..., money 

construction 

(the high competition between financial institutions in normal 

preletting also being disregarded by banks)J they would 

be able to tenants before project completion. Once the affects of the 

sharemarket began to take hold companies actually began to down size 

their oDl3raltlc~ns rather than expand as they assumed and took less far space 
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than they had quoted developers, as they were not legally committed to leasing 

the office space. This resulted in a massive oversupply of office space in 

Auckland which was made more severe because of the arrival on the market 

of Auckland's three largest commercial developments in late 1990, early 1991. 

These were largely uncommitted so they served only to push vacancy levels 

even higher. Auckland's office oversupply is therefore a function of 

overbuilding which resulted from the optimistic attitude of both tenants and 

developers regarding office space requirements, declining market demand 

merely adding to the problem. The future for Auckland does look the brightest 

of the three cities due to its increasing prominence as an internationalised 

commercial trading centre. This future potential is already being reflected in 

the high levels of office space consumption in late 1991 and 1992, which signal 

a market recovery. 

Overall this chapter has established that while all three cities have 

experienced boom and bust type cyclical trends in the various indicators of the 

commercial market, the combination offactors causing this phenomenon differs 

between each city. This is a result of the compositional differences that are 

present in each market, these being further reiterated in chapter five. 
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This chapter discusses the methods used to collect, and the procedures applied 

to analysing the commercial sales data set. The study utilises two different 

types of research methods, Multiple Regression Analysis (MRA) and Multiple 

Discriminant Analysis (MDA), to achieve the research objectives. These 

analytical techniques will initially be used to show that different factors 

influence sale price in each of the three cities being studied, this serving to 

emphasise the different commercial structure each of the cities has. Mter the 

models for each city have been established, the statistics derived using each 

approach will be analysed so as to determine how much each variable 

contributes to the model. These will then be contrasted between the cities to 

ascertain the different impacts the variables that determine sales price have in 

each city. 

Section 5.2 outlines the objectives of the analysis and introduces the hypotheses 

to be tested using the MRA and MDA procedures. Section 5.3 discusses the 

commercial sales data set outlining the data collection procedures and criteria. 

It also describes the data manipulation and coding procedures that were used 

to prepare the data for statistical analysis. Finally a brief summary using 

descriptive statistics is included to provide a background of the commercial sales 

data sets for each city. 

Sedion 5.4 introduces the MRA model outlining the procedures used to derive 

the model for each city. A comparison between the different independent 

variables that are utilised is made, with a detailed analysis of their associated 

statistics for each city being provided. Conclusions based on the sales price 
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the MRA model for each city are made, with limitations 

U'V"'<"'AJ'!:'. procedure and the resulting statistics also being discussed. 

Section the MDA model outlining the procedures used to derive 

the model for 

independent 

city. in section 5.4 a comparison between the utilised 

is made, with a detailed analysis of the independent 

variables statistics, for each city being provided. Conclusions based on the sales 

price determinants used in the MDA model for each city are made, with 

limitations of the modelling procedure and the resulting statistics also being 

discussed. Section 5.6 provides a brief summary of the overall chapter and the 

derived results. 

5.2 RESEARCH OBJECTIVES. 

The objective of this study is to analyse the overall New Zealand commercial 

property market, making comparisons between the market trends of the 

country's three main cities. This chapter builds on the descriptive analysis 

provided in chapters three and four by empirically analysing the factors that 

determine commercial sales price in Auckland, Wellington and Christchurch. 

The rationale for this stratified sample model comparison is the fact that the 

market for office buildings is primarily a local market; a model estimated on the 

national level biasing the results. This empirical analysis highlights any 

differences that may exist in the type and effect of the factors that determine 

sales price, in each city. This objective being achieved by: 

establishing the best linear combination of independent variables 

reflects the commercial sales market in each city using regression models. 

models each city are then compared so as to indicate OA.ul.U.A("J. 

differences between the type and effect of the independent variables, 

are significant for each of the three cities. 

establishing the best linear combination of independent variables that 

discriminates best between the a priori defined groups used to represent 

sales price in each city. A comparison between the type and effect of the 
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variables utilised in the discriminant model will be used to determine 

whether there is any difference between the variables that determine 

sales price in each city. 

For the purpose of this study, key determinants of sales price refer to the 

components that are a direct representation of the attributes of each individual 

commercial building sale. Based on this and the above objectives the hypotheses 

for this study are as follows: 

H t = there is a difference between the ~ of key commercial sales 
price determinants, in the central business districts of Auckland, 
Wellington and Christchurch. 

He: there is a difference between the effects of key commercial sales 
prices determinants, in the central business districts of Auckland, 
Wellington and Christchurch. 

These hypotheses are self explanatory in their purpose, the methods for 

determining the validity of each hypothesis being outlined in section 5.1. The 

key determinants that will be analysed for each city are outlined in section 5.3. 

5.3 DATA SELECTION CRITERIA AND SETUP. 

5.3.1 Commercial Sales Data Selection Procedure. 

The commercial sales data that is to be used for the statistical analysis in this 

study was sourced from Valuation New Zealand (VNZ). Initially all improved 

commercial within city sales (VNZ Urban Category CC) were gathered from 

January 1981 to December 1991, in Auckland, Wellington and Christchurch. The 

use of Valuation New Zealand microfiche being the only method available to 

obtain an accurate record of all commercial sales data in the three cities over a 

long term period. Valuation New Zealand roll numbers were also used to 

determine the location of the appropriate sales vrithin each city. The roll 

numbers being (:hosen based on their proximity to the central area of each city. 

The initial selection criteria was sales price, which had to be $500,000 plus as 

at ~January 1981, this figure being inflation adjusted up to 1991 dollars based 

on the consumer price index (CPI), at quarterly intervals up until the end of 
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1991. This removed small insignificant sales which it was felt were not relevant 

to the study due to the strong presence of retail uses, thus not reflecting the 

commercial sales market. The central business district (CBD) was refined so as 

to meet the purposes of this study, sections 4.2.l(B), 4.3.1(C), and 4.4.1(B) 

outlining the final boundaries for Auckland, Wellington and Christchurch 

respectively. The reason the period 111/81 to 31/12/91 was chosen was that only 

sporadic Valuation New Zealand sales records prior to 1981 were available, with 

data used in other parts of the study (i.e. chapters three & four) also not being 

available prior to 1981. This period was therefore chosen as data limitations 

were minimised and it coincides with the most diverse movements in the New 

Zealand commercial property market. Upon the completion of this data 

gathering process, over one thousand commercial sales had been gathered that 

met the initial selection criteria of improved commercial sales in a central city 

location for all three cities. 

Because of the wide variation in some factors recorded by Valuation New 

Zealand, that made up sale price, it was determined that further constraints 

should be imposed on the initial data in order to get a data set that was more 

representative of the commercial market in New Zealand. While these criteria 

would serve to significantly reduce the number of sales available for analysis, 

(which wasn't particularly large by statistical standards, especially in 

Christchurch and to a lesser degree in Wellington) it was established that they 

would help to reduce the variation between the sales by limiting the number of 

outliers. 

Further selection criteria that were utilised included: 

buildings were a rnmlmum of at least three storeys high or greater 

(including the ground floor). 

building area was a minimum of 500 m2. 

aU sales were for the entire property i.e. no sales of a part interest in the 

building were used, as it was felt these understated the value of a 

commercial property when the other details such as building and land 

area were recorded in their entirety. 
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a boundary for the central business district of each city was established. 

This was based on the use of roll numbers, aerial photographs and the 

central business districts determined by property research companies 

such as Keys Preston Maskell, Richard Ellis and Jones Lang Wootton. 

(Refer Sections 4.2.1(B), 4.3.l(C) & 4.4.1(B). Any sales outside the 

established central business district areas were also removed from the 

commercial data sets. 

The imposition of these sales selection criteria reduced the number of sales from 

over one thousand down to five hundred and seventy three. While this was a 

significant reduction in the number of sales, the data that remained was a more 

concise set of commercial sales, as the smaller properties which were most often 

used for retailing were removed. 

One further selection criteria that was imposed was the removal of unit or 

strata title sales. These were originally included as they were a significant 

proportion of the sales, (particularly in Auckland) and they met all other 

selection criteria. Upon the establishment of the model, various methods of 

multiple regression analysis were completed. The results of the regression in 

each city indicated that the unit title sales were contributing nothing to the 

model and were in fact restricting the models ability to predict the market. 

Based on these results it was determined that it was more appropriate to 

remove the unit title sales, even though they were a significant proportion of the 

data set. It was felt that the removal of these sales would not prove to be 

contentious, as the regression results served to verify that comparing whole 

buildings to part ofa building, was not comparison of the same type of property. 

Also including the unit title sales to boost the number of sales in the data set, 

may serve only to reduce the validity of the statistical analysis. 

After the removal of the unit title sales a total of 437 central business district 

commercial sales remained that met all of the selection criteria. The make up 

of the sales data being as follows: 

Auckland Sales 259 
Wellington SaleE! 107 
Christchurch Sales .11 
Total Commercial Sales Number 440 
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While the mnnber of selected sales is significantly less than the original set, 

analysing sales that were not pertinent to the study would be defeating the 

purpose of the research. Volume of data is always going to be a problem for 

commercial sales analysis, with the imposition of selection criteria being a 

necessity so as to achieve the objectives of the analysis. At the conclusion of the 

data selection procedure a final set of eleven uniform independent variables was 

established for all three markets, these being analysed by the MRA and MDA 

statistical procedures. 

5.3.2 Commercial Sales Data Coding Criteria. 

The VNZ microfiche provided the following information on each commercial 

sale:- street number address, sale date, net sale price, roll number, gross floor 

area, age, condition, construction, capital value and land value. 

This data was recorded on a spreadsheet onto which other relevant information 

pertaining to each sale was gathered. This information was sourced from 

Chaunter Publications 'Cityscope' which provides details about all of the 

buildings in each city's central area. The use of historical cityscopes for 

Auckland 1984/85/86 and Wellington 1986/87 provided further information on 

buildings which had since been demolished. Historical cityscopes were not 

available for Christchurch but interviews with new building owners and other 

commercial market participants provided the necessary information about sales 

which had since been demolished. This analysis provided information about 

specific building details that weren't available, along with the composition of the 

space (Le. presence of retail, penthouse etc). Most significantly for this study 

it provided the number of floors for each building, which was a key selection 

criteria (refer section 5.3.1.) and which would be used as a method of coding the 

quality of each building. As much of this data was in a raw or alphabetical form 

it was coded in the following manner so it could be analysed statistically. 

Table 5.1 outlines some of the main factors that impact on commercial property 

value. One of the most important factors, location had not been considered. 

Because of the impact location has on a commercial property's sales price, it was 
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established that a subjective attempt to qualify location into a numeri<: form 

would help improve the validity of the model. While no documented evidence 

of academic practitioners using such an approach was found, it was felt the 

inclusion of such a variable would provide the hasis for further research on what 

is a key contributor to property value. 

Sales Price as at sale 
date(nominal) 

Sale Date = 1/81 
1/82 

Bui1din~ Area = 
1200 m 

Land Area = 0.0650 

Age: 
A = Pre 1880 
B = 1880 - 1889 
C = 1920 - 1929 
9 = 1990 - 1999 

Condition: 
G = Good 
A = Average 
X = Mixed 
F = Fair 
P = Poor 

Construction: 
Glass = G 
Aluminum = A 
Brick = B 
Iron = I 
Tiles = T 

Table 5.1: Data Coding CriteIia. 

Inflation Adjusted to December 1991 
value based on CPI 

Change from date to ordered 
numeric format in months from 1181 

divided by 10 to make independent 
variables comparable size. 

times 1000 to make independent 
variables comparable size. 

Pre 1900's buildings originally 
represented by a letter, changed to a 
number with the first beginning with 
1 (A) the last 14 (9). 

A numeric value to represent each 
alphabetised code was established 
with the assistance of the VNZ. 
Number being based on how much 
value the condition added to the 
building. 

A numeric value to represent the 
alphabetised codes developed with 
the assistance of VNZ. Number 
based on how much value the 
material added to the building. 

Sales Price in December 
1991 (Real Dollars) 

Sale Date::::: 1 
13 

Building Area::::: 120 

Land Area::::: 65 

Age: 
A-I 
B-2 
C-3 
9 - 14 

Condition: 
G= 8 
A=6 
X= 4 
F=3 
P=l 

Construction: 
G = 4 NB: Other const 
A = 3 types also 
B = 2 utilised 
I::::: 1 
T=l 

A simplistic scale of on«~ to five was established with five being a prime lloeatioycl 

and one being a very poor loeation. There were no sales eoded one in this study 

as the very poorly located fringe eommercial property had already been excluded 

from the defined central business district areas. The basis of the qualitative 

coding was through the use of Valuation New Zealand 1991 pedestrian counts 

for each city. This reduced the subjectivity of the locational variable by 

providing a data source upon which the value of the location was based. While 

some of the loeational zones were generalised into street blocks, as not enough 
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pedestrian count information was available, the use of the pedestrian counts has 

dearly established zones that reflect the locational trends of each city (refer 

appendix E). This approach providing the basis for further research into a 

variable that has a strong influence on commercial sales price. 

A regression model based on the above independent variables was run for each 

city but it was found that condition, construction and number of floors were not 

significant contributors to the model each having low t and high p values. Even 

though statistically these variables were not strong predictors, it was felt that 

they substantially contributed to sales price. Therefore a combination of the 

variables was derived to subjectively attempt to produce a quality index that 

was a function of the height, condition and construction ofa building. The index 

being derived as follows: 

[Condw x FIrs +. Condr] + [Constw x FIrs + Constr] = Building Quality Index. 

where: Condw = Condition of Walls 
Condr = Condition of Roof 
FIrs = Number of Floors 
Constw = Construction of Walls 
Constr = Construction of Roof 

This index assigns a value for the quality of the commercial building that is 

based on three variables that contribute to the quality of the building. If the 

building is small but is in good condition and made of good materials it will 

have a high index rating for a building of its height. Alternatively a poorly 

constructed building made of cheap materials that is tall, will have a low index 

for a building of its height. The benefit of this index is that it reflects the 

contribution these variables have on value or sales price, but more importantly 

it portrays the prestige and extra building cost associated with taller commercial 

buildings. The combination of these variables when analysed statistically as a 

single quality index was found to significantly contribute to the statistical 

:predictability of the regression model. 

Overall this section provides a background of the variables that contribute to 

sales price. It also indicates how each variable was coded from its raw data 

form into one which is identifiable by the statistical analysis packages. This 

coding procedure being important for the analysis, because the numeric values 
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of the eocles should ideally reflect the proportional difference in the raw data. 

Any disparity in the coding may affect the significance of a particular variable 

or the validity of the statistical results. 

5.3.~. Data Limitations. 

There are various limitations in both the overall commercial sales data set and 

in the data sets for each city. Volume of sales is the biggest limitation with the 

total for all three cities only being 440. Based on Heckman's 1985 studyl, that 

determined that a model for the national market will be of little use in 

explaining local conditions, a model that represents each city was established 

(this approach being verified as the most appropriate by Lincoln University 

statisticians),2 this therefore requiring the data to be split into groups. Due 

to the size of each market these groups were unequal with the Auckland group 

having 259 sales, Wellington 107 and Christchurch 74. This disparity between 

the group sizes may affect the validity of the results especially for the 

discriminant analysis modelling techniques. 

5.3.4. Aucklan.d. Wellington. Christchurch Commercial Data Set 
.Des~rintive Statistics. 

Table 5.2 provides selected descriptive statistics for each city's commercial sales 

data set for the entire study period. Table 5.3 provides a yearly breakdown of 

number of sales and average sales price to highlight commercial market sales 

trends over the study period. Because of the small number of sales, especially 

in Wellington and Christchurch, the yearly breakdown into average figures must 

be interpreted with caution. This is due to the increased likelihood that larger 

sales may have an undue influence on the yearly averages because of the small 

number of saleB per annum. An example of this being Christchurch's 1988 

average sale price of nearly $43 million dollars, this situation resulting from 

1 Heckman, 1985, p 33. 

2 Charley Lamb - Department of Economics and Marketing, Lincoln University (Personal 
Communication). George Love - Centre for Computing and Biometrics, Lincoln 
University (Personal Communication), 
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only one appropriate sale occurring in Christchurch that year which happened 

to be the cities largest commercial building. The statistics do provide some 

interesting information on the commercial sales prices for each city, which when 

compared emphasise some obvious differences in the type and structure of the 

individual cities commercial sales market. 

Table 5.2: Descriptive Statistics. 

12,742,586 510620 124,893,572 

65.01 10.6 423.4 

.95 2 5 

605.56 34 7,650 

53.14 26 486 

3.69 3 34 

9,847,046 582,120 54,009,000 

51.41 16.2 300.7 

.82 2.0 5.0 

370.71 42.0 1,766 

63.13 26.0 348.0 

4.03 3 24 

6,028,066 515,500 42,880,680 

63.31 21.8 309 

1.15 2 5 

346.65 69 2,428 

41.97 26.0 280 

2.73 3 19 

Table 5.2 provides the mean, standard deviation, minimum and maximum for 

selected independent variables over the entire study period for each city. 

Wellington has the highest mean sales price which is a reflection of the high 

rentals and the prestigious nature of that market, Christchurch has the lowest 

sales price which indicates the secondary nature of this corrunercial market 
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compared to the other two cities. Christchurch has the highest land area while 

Wellington has the lowest, a reflection of the geographic restrictions in 

Wellington that are not present in Christchurch. Christchurch's location 

variable mean is the lowest of the three cities which shows the city puts less 

emphasis on building location. Wellington has the highest average building area 

which reflects its high proportion of office employees, predominately from the 

civil service who require large floor areas. The impact of building quality on 

sales price in Auckland and Wellington is reflected in the higher averages for 

that variable in those cities when compared to Christchurch. The high average 

number of floors in Wellington being a reflection of both geographic restrictions 

and the cmnmercialised image of that market. 

Table 5.3: Yearly Descriptive Statistics. 

2,003,731 9 4,999,488 5 1,172,803 

2,423,802 13 4,169,331 6 

2,3690,257 12 4,548,912 5 1,486,720 

3,228,086 9 7,166,248 5 1,467,630 

5,020,431 15 5,494,268 7 2,210,985 

7,242,038 11 13,213,062 1 2,006,620 

5,440,075 B 13,232,853 1 42,880,680 

13,908,507 4 17,282,143 16 4,692,011 

6,233,454 7 10,372,662 9 2,450,600 

13,672,197 10 14,743,796 14 2,685,178 

the number of sales and the average sale price each city. 

there is a steady increase in average sales price up until 

1980's, number of sales following a similar trend in most instances. 

In the years both average price number show movements. 

This can be attributed to the market condi tiona fact that 

several larger buildings were 

1990's. These high priced n .... ",n"' .. "'" 

in each market in the late 1980's, early 

having an undue ","",.sA"", on the average 
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sale price during the later years. A high number of sales oecurred in all three 

cities in 1991, this is a reflection of the depressed market, where large numbers 

of commercial propexty owners either want to, or have to sell their buildings. 

Overall these descriptive statistics serve to distinguish differenees between each 

of cities based on sales price and various factors that determine sales price. 

They also serve to reiterate the differences in primary market indieators 

outlined in chapter four. 

5.4 REGRESSION MODEL APPLICATION 

5.4.1 Introduction. 

From the final data set for each city which comprises eleven independent 

variables, multiple regression analysis is used to indicate the variables that best 

explain the composition of each individual city's commercial sales market. 

Comparisons are made between the derived models for each market, which 

highlight differences in the composition of eaeh market. The general fonn of the 

MRA equation being utilised is as follows: 

where: Y ::: sale price. 
a ::: constant. 
Xi :::: a variable. 
bi :::: coefficient to be estimated. 
n :::: the number of variables in the equation. 
u :::: the error terrn. 

From the set of eleven independent variables (IV's) for each city numerous 

combinations were tested so as to determine the equation that best calculates 

the dependent variable (DV) commercial sales price for each city. Initially a 

Least Squares (LS) regression model for each city was adopted using the entire 

set of independent variables. This initial testing indicated that the significance 

of the variables differed for each city, so stepwise regression was adopted to 

remove the insignificant independent variables. 
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As the objective of the study is to determine whether the composition of the 

factors determining cormnercial sales price differs between each city, it was 

established that the introduction of a stepwise regression model would be the 

most suitable method to meet the study objectives. The primary advantage of 

the stepwise technique is that it reduces the total set of potential independent 

variables to a more manageable number. While the number of independent 

variables available for this study was not high, the least squares regression 

indicated several of the recorded variables in each city were contributing little 

to the model due to their low level of significance. It was therefore determined 

that a more appropriate approach for this study would be to isolate only the key 

contributors to the regression model in each city. Drawing conclusions as to the 

composition of the sales market in each city based on the derived significant 

variables. Stepwise regression therefore provides a basis for examining the 

relationship of the key independent variables on the dependent variable for each 

city, with comparisons between cities emphasising market composition 

differences. 

The stepwise regression procedure was run using the program SPSSIPC with 

the following models being derived for each city: 

Auckland 

Price = -7,485,200 + 10,958 (BLDG) + 91,966 (QUALITY) + 20,145 (LAND) 

Wellington 

Price = -13,878,000 + 11,359 (BLDG) + 79,853 (DATE) + 2,039,900 (LOCATION) 
+ 592,080 (FLRS) 

Christchurch 

Price = -1,780,700 + 15,885 (BLDG) 

where: BLDG ::::: 
QUALITY ::::: 
LAND ::::: 
DATE ::::: 
LOCATION ::::: 
FLRS ::::: 

Commercial Building Area 
Building Quality Index 
Land Area 
Sale Date 
Location Index 
Number of floors per building. 
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The initial perception gained from analysing these models is that there is 

evidence of eompositional differences in the factors that determine sales price 

in each :market, as the model for each city has a different set of variables. 

Considering a lmiform set of independent variables was used, this would seem 

a fair assumption. This situation can be further reiterated through the analysis 

of the associated statistics for each model, using goodness of fit and other 

statistical tests to highlight differences between each market. 

1).4.2. J1ackground of Regression Statistical Testing Procedures. 

Various statistical tests are used to validate the results of the regression models 

for each city, many of these also being used in the initial least squares 

regression analysis. 

The first and most obvious test is the coefficient of determination CR2) which is 

the ratio of the explained variation to the total variation. It represents the 

percentage of movement of the dependent variable that can be explained by the 

percentage of movement in the independent variables, or how well changes in 

the independent variables explain the change in the dependent variable. There 

is no real benchmark to evaluate a significant R2 value, generally though a high 

R2 indicates that the MRA equation explains changes in the dependent variable 

welL 

The next test is the t statistic which is used to determine the significance of 

each coefficient in predicting the estimated sales price. It indicates the number 

of standard deviations that the particular coefficient is away from zero. The t 

statistic c:an be positive or negative and is calculated as follows: 

b- coefficient 
1 

t statistic .~ = 
sdi standard deviation for that coefficient 

where: i = the ith independent variable. 
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To determine the statisti<!al significance of each variable using the t 

general rule of thumb can be used for determining whether the coefficient 

significantly different at the H5 cent confidence leve1. If the t statistic 

greater than or equal to the absolutf;~ value of two then the coefficients of the 

independent variables are probably statistically significant [Wonnacott & 

Wonnacott; 1982:225]. The procedure uses the general rule 

that are less than two. ~rhe of thumb to disregard any variables with t 

higher the t statistic the more accurately an independent variable contributes 

to the model. 

The f statistic or f test is a to determine whether the total 

equation is significant in predicting the dependent variable. No matter how 

significant (high) the calculated R2, the f statistic can be used to distinguish 

between statistically significant correlations and correlations resulting from 

sampling error or by chance. 'ehe f statistic being calc,Ilated as follows: 

~ / m or Explained Variance I m 
f= 

I(n - m - i) (1 - If) / (n - m - i) Unexplained 

where: ~ == 
m :: 

n = 

[Murphy; 1989:503] 

coefficient of determination 
number of coefficients (bs) to be estimated 
number of observations. 

The refined method of determining the f statistic significance If'nVnnD'r.c,c, the 

calculated f statistic to a critical/, value derived from an f 
This critical value depends on the de£:,YI'ees of freedom for the ARVl,A)U""~ 

the denominator (n - m "' i). If the /' statistie is greater than the 

at the 95 per cent confidence level, it ean be concluded 

equation is significant (i.e. one can be at least that 

there an significant relationship between sales price and the derived 

significant variables. The more the calculated f statistic exceeds 

the critical value, greater the confidence one can place in the equation [ibid]. 
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'rhese first three tests are 'goodness of fit' tests which are considered primary 

statistical tests to substantiate the most reliable MRA equation. Two other 

supplemental tests will also be used to assist in indicating the strength of the 

relationships in each regression equation. 

Multicollinearity indicates a problem in the multiple regression equation - the 

independent variables having a high probability of correlation. As the 

correlation between two independent variables approaches unity (or one), the 

regression coefficients become less reliable and confidence in the accuracy of the 

model is undermined. A general rule is that if a correlation between any two 

variables is greater than or equal to 0.70 then a high degree of interrelationship 

can be inferred and the possibility of multicollinearity exists. In the initial least 

squares regression several variables were found to be highly correlated, namely 

condition of the walls and roof, building area and number of floors, and quality 

and floors being the most prominent. A major benefit of utilising the stepwise 

technique for this study is that it disregarded several of these variables that 

were found to be highly correlated because they were not significantly 

contributing to the model. Thus the possibility of multicollinearity has been 

reduced by the removal of these variables. The purpose of the quality index was 

to represent five variables (condition walls and roof, construction walls and roof, 

and number of floors) that obviously have some influence on commercial sales 

price, but due to various reasons cannot be included in the model due to the 

likelihood of them bringing multicollinearity into the model. There are still a 

number of strong correlations that exist in the models which will be discussed 

individually. The likelihood of multicollinearity being present in the models 

being substantially reduced by the above steps. 

Equation coefficient stability tests have also been utilised. As the derived 

results using this test for each model were appropriate and considering that it 

is only a method to validate equation stability, the resulting outputs for each 

dty are not included in this dissertation. 

The Durbin Watson test is the final method of analysis used in this study, it's 

applicability to cross sectional sales data is arguable but it will be used as a 

check on the regression models. The Durbin Watson is used to indicate whether 
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the W1explained individual errors are independent of each other (ie whether the 

residuals are random). When there is no independence there is a probability of 

autocorrelation3, also referred to as serial correlation. This could mean that 

the estimated standard errors are biased, resulting in an W1reliable t statistic 

calculation (Le. it can indicate that an important part of the variation of the 

dependent variable has not been explained). Table 5.4 outlining the Durbin 

Watson interpretation criteria. 

Each of the statistical tests will be discussed for each city with section 5.4.6 

making comparisons between the results for each city and draws conclusions as 

to the composition of the individual markets based on these tests. 

Table 5.4: Durbin Watson Interpretation Criteria. 

2.0 

1.5 - 2.5 

1.0 - 1.5 or 2.5 - 3.0 

0.0 - 1.0 or 3.0 - 4.0 

[Murphy; 1989:505] 

Perfect independence - no autocorrelation 
(complete randomness). 

Apparent independence - probably no 
autocorrelation (almost total randomness). 

Some possibility of independence (grey area 
concerning randomness). 

ProbabiHty of autocorrelation or serial correlation 
(non randomness). 

5.4.3. Auckland Regression Results and Analysis. 

The stepwise regression procedure applied to the Auckland commercial sales 

data set determined the variables building area, quality and land area were the 

most reliable for forecasting commercial sales price in Auckland. Predictably 

building area was the common denominator in all three cities, sales price being 

greatly influenced by the size of a commercial building. The presence of the 

3 The presence of autocorrelation indicates that the dependent variable is being influenced 
by its value in some previous time period. As a result the error term will not be a true 
random variable, as it would have also been caused by an autoregressive process 
[Gibson;1989:451. 



Chapter 5: RESEARCH METHODOl,O(iIY, 194 

quality index variable is a reflection of the prestigious nature of th.e Auckland 

office market, where image has become paramount to company executives. The 

presence of land area reflects the increasing significance this variable has 

obtained in Auckland, with the variouB large developments in that city paying 

a premium for larger sites. 

The stepwise method has disregarded several variables Buch as date, age and 

location indicating that they are not highly significant determinants on sales 

price in Auckland. This is somewhat surprising as location especially, is an 

important consideration in determining value in central Auckland; this perhaps 

being a reflection of the subjective location scaling methodology which may have 

required a wider range of numbers to represent location in what has become a 

highly complex market. Another consideration is the increasing significance of 

location in Auckland over the study period, which may have some impact on the 

derived results. The stepwise results for the entire data set indicated that 

condition, construction and number of floors contributed to the model, but not 

enough to meet the stepwise inclusion criteria. Thus the use of the quality 

variable which is a representation of all of these factors, is further reiterated for 

this city's regression model. 

CONSTANT -7,485,200 777,260 -9.63 

LAND AREA 20,145 7,046.3 2.86 

BLDGARI!!A 10,958 987.80 11.09 

QUALITY 91,966 9,278.7 9.H2 

The coefficient of determination (R2) for Auckland indicates that 81.52 percent 

of the variation in the dependent variable can be explained by the regression 

modeL There is no real benchmark to evaluate the R2 value, but the derived R2 

for Auckland indicates that the unexplained variance is relatively small, thus 

the model is fairly representative of the Auckland commercial sales market. 
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1.000 

0.656 1.000 

0.401 0.712 1.000 

The t statistics for Auckland indicate building area is the most significant 

contributor to the model, but is closely followed by quality. Land is the least 

significant variable but is still an important contributor to the model. 

U sing the refined method of determining the significance of the f statistic, the 

f distribution chart indicates a critical f value of 2.60 based on a 95 per cent 

confidence level. The calculated f statistic of 375 is far greater than the clitical 

f value (2.60) thus it can be concluded that the regression equation is 

significant. One can be approximately 95 per cent certain that there is an 

overall significant relationship between the estimated sales price (Y) and the 

independent variables building area, quality and land area. As the f statistic 

significantly exceeds the critical value a great deal of confidence can be placed 

in the predictive ability of the equation. 

The correlation matrix of the variables indicates there is a high correlation 

between building area and quality. This correlation of 0.712 marginally exceeds 

the general rule of thumb (0.70), so that while a relatively high level of 

interrelationship between building area and quality exists, this it:) not exceBBive, 

therefore the possibility ofrrnllticolline:Fuity being present in the model i8 gmaU. 

The Durbin Watson statistic for Auckl:Fmd of 1.8033 indicates there is probably 

no autocorrelation in the Auckland model, thus the lmexplained individual 

errors are independent of each other; this being based on the Durbin Watson 

interpretation criteria (see table 5.4). 
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The stepwise regression """,",',J'An,,,,- to the Wellington commercial sales 

data set determined the variables building area, date, location and number of 

floors, were the most reliable forecasting commercial sales price in that city. 

Building area, as mentioned is a key determinant on price, 

The presence of date is a reflection that the Wellington market more sensitive 

to the timing of major influences on sales price. This seems logical considering 

the fact that the Wellington market was quick to respond to the events such as 

the sharemarket crash. The presence oflocation and floors is a reflection of the 

geographic restrictions that are present in the central Wellington. Because of 

the confined central city area there are several prime office locations, namely 

The Terrace and Lambton Quay. Thus the location of a commercial property in 

relation to the prime areas has a large impact on a buildings value. Floors is 

also a reflection of the central city in Wellington, which has resuJted 

in it having the highest number of floors per sale (refer Section 5.3 Descriptive 

Statistics). As the Wellington market has been forced to build upwards, along 

with the extra costs associated with tan buildings, the number of floors a 

building has is a major contributor to a properties in that city. 

Table 5.7: WellingtQn RegressiQ.!l....Summill:Y Statisti~ 

BLDG AREA 11,359 

DATE 79,853 

LOCATION 2,039,900 

No FLRS 592,080 222,610 

as quality, age, condition and construction were disregarded by 

method as they were not significant to sales price in Wellington. 

the surprise exception as it was thought to be a fairly significant 
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contributor to value in that market; the variable number is 

redudng the significance of quality to their strong correlation. Land area 

was found to be a significant contributor to the model, but was just outside the 

model entry criteria. This again refleeting the geographic limitations of this 

market. 

The coefficient ofdeteI"lIlinat.ion (R2) for Wellington indicates that only 60.89 per 

cent of the variation in the dependent variable can be explained by the 

regression model. This is not an exceptionally high value indicating that the 

model may not be totally representative of the Wellington commercial sales 

market. 

Table 5.8: Wellington iQorrelation.,.Coefficient Matrix. 

0.200 1.000 

0.124 -0.090 1.000 

0.728 0.194 0.154 1.000 

The t statistic for Wellington indicates building area is t.he most significant 

contributor to the model, but this is closely followed by date. Location floors 

have somewhat lower t scores than the aforementioned variables, the t 

scores for these variables are also very close. 

The refined f statistic AAA"",,,,,,,,,'''4 indicates an f value of 

distribution chart at The 

for Wellington of 39.71 significantly the 

therefore it can be concluded that the regression equation 

the l 

(2.48), 

significant. 

Therefore there is approximately a 95 per cent possibility that a significant 

between estimated sales price (Y) and the independent variables 

area, date, location and number offIoors, exists in Wellington's central 

district. 



The correlation matrix of the independent valiables ...... "'-'''''''' 

interrelationship between building area and number of floors. 

is easily explainable in a market that has geographic 

naturally the larger the building area the greater 

building will have. As this correlation (0.728) only 

rule of thumb (0.70) the possibility of 

the model is small. The likelihood of this problem being 

low interrelationship between the other valiables in the .LA.!.,-',",,,,""" 
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of floors a 

exc:eeCiS the 

in 

by the 

The Durbin Watson statistic for Wellington of 1.0095 there is some 

possibility of autocorrelation in the Wellington model, but this is by no means 

definite. The unexplained individual errors therefore may not be totally 

independent of each other; this being based on Durbin Watson interpretation 

(see table 5.4). 

The stepwise regression procedure applied to Chlistchurch commercial sales 

!J"'AJ.Y.~'J."" variable building area was data set determined that only the 

reliable for forecasting sales price in Christchurch. This is an interesting result, 

reflecting that the other variables are not contributors to sales price 

in that city. This is an indication of the uncomplicated nature of this market 

over much of the study period and that it still has a long way to go before it has 

a central business distlict 

and Wellington. 

15,885 

to the more advanced cities of Auckland 

833.94 19.05 
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The stepwise method disregarded most of the 

number of floors being the most significant variable 

criteria. This was likely discarded because of 

building area. 
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with 

model entry 

correlation with 

The coefficient of determination CR2) for Christchurch indicates that 83.44 

percent of the variation in the dependent variable is explained by the model, 

which is very high considering only on independent variable is utilised. The t 

statistic for building area in Christchurch is obviously very high as it is the only 

variable in the modeL 

The refined f statistic method indicates an f critical value of 4.00 from the f 
distribution chart at the 95 cent confidence level. The calculated f statistic 

for Christchurch of362.8 is far greater than the criticalfvalue (4.00) thus it can 

be concluded that the regression equation significant. Therefore there is 

approximately a 95 per possibility a significant relationship between 

sales price (Y) and the independent building area exists in 

Christchurch. 

As there is only one independent variable In the model for Christchurch 

multicollinearity cannot exist in that market. The Durbin Watson statistic for 

Christchurch of 2.3152 indicates there is probably no autocorrelation in the 

Christchurch model, thus the lmexplained individual errors are independent of 

each other; this being based on the Durbin Watson interpretation (see 

Table 5.4). 

The various regression 

condition (walls and 

cities indicated variables 

construction (walls roof) were contributing 

little "'''''LV'''. model. This can be attributed to the limited assessment 

criteria \A .. u'u.'O.!.\tQ.~,,<;;i.U by Valuation New Zealand for these variables, on which 

little placed. A wider range of codes to represent condition and 

construction have most likely differentiated between the individual 
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more concisely and thus the significance of these variables would 

The variable 

problem surfaced relatively early in the study hence the 

quality index as a method to represent the above four 

of floors. This proved to be a satisfactory indicator 

"' ..... "'''''-'''-'',.u ..... where quality has a major impact on market price, 

of the condition and construction of the building. 

representing the decade in which the building was developed 

was originally thought of as being a key determinant of sales price. The various 

tests indicated was not the case, age having an insignificant impact on 

sales price. can attributed to the fact that many commercial buildings 

have had refits and in some cases retrofits during the course of their life. These 

keep the buildings to standard, so that while the shell of the building may 

be old, the internal structure of the building is completely modernised. Hence 

the age recorded by Valuation New Zealand is often not a reflection of the 

functional age of a property and the services it offers. 

When comparing the derived stepwise models for each city obvious differences 

in both the models and the results are apparent. Of the three cities Wellington's 

model utilises the most independent variables, yet its overall results are the 

most inconclusive, having a lower R2, an average Durbin Watson statistic and 

a possibility of multicollinearity. These problems maybe a function of the small 

sales data set, a higher number of sales such as in Auckland most likely giving 

a more conclusive set of results. 

The Christchurch model utilises only one independent variable yet it has the 

highest R2 and a high Durbin Watson test. Having only one independent 

variable, reduces the confidence one can place in the model, but .... E;.;u..u this can 

be attributed to the size of the sales data set, which is the three 

cities. The lack of significance of the other variables is a reflection that the 

Christchurch central business district is not yet a fully commercialised centre, 

therefore variables such as quality have a less significant on while 

the dispersed nature of the central city is reflected location little 

significance. 
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results generated by the Auckland model appear the most 

assumption being based both on the results and the size of the 

the model gelleratE:!O 

market has the largest extremes in price and building area, 

a clear reflection of the composition of the market. The 

R2 JU,,,,,,,,,,'C><, is very representative of the Auckland commercial sales 

while the likelihood of multicollinearity is small. The durbin watson 

test suggests there no autocorrelation in the model, therefore it would appear 

that the Auckland model is the most representative model of its market, various 

factors undermining the validity of the derived models for the other two cities. 

The only va:riahle common to all three models is building area. Analysis of the 

t scores indicates this is most significant in Christchurch due to it being the only 

variable utilised. It also the most significant variable in the other two cities, 

but is far more significant in Auckland than in Wellington. Auckland's t scores 

overall are fat· stronger than those in Wellington hence its better market 

representativeness. This is further reiterated by analysing the f statistic which 

determines whether the total equation is significant in predicting the dependent 

va:riable. Both Auckland and Christchurch have very high f statistics that far 

exceed the de:rived {critical value. While Wellington's f statistic exceeds its 

critical {value, it does so by a far smaller margin than in the other two cities, 

thus less confidence can be placed in the equation for that city. 

Overall the regression models support the hypothesis outlined in section 5.2. 

The composition of the three markets is obviously different based on the 

regression model results, this supports the descriptive analysis provided in 

chapter four that suggests various market indicators for each city followed 

different trends over the study period and that each city reacted differently to 

mqjor impacts on the commercial market. 

There are various limitations in this statistical analysis, the catalyst 

of these being deficiencies in the commercial sales data set, both in 

most 

of 

associated sales information i.e. data on lifts, airconditioning etc, all 
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of which on commercial sales price but which are not readily available. 

The ~#J<J<'<A~"'LiJC two literature review emphasised the lack of commercial property 

especially involving sales analysis. The rationale behind this is the 

problems in obtaining bonafide commercial sales information and the 

sales transactions that occur in the market place. These 

with them associated analytical problems so that researchers often 

avoid the cOBllnercial sector. 

This study involves a pioneering commercial sales analysis, at least in New 

which a relatively small commercial market. Because of this the 

number of sales transactions was limited, the upturn in market activity serving 

to disperse the range of commercial sales attributes even wider. An attempt to 

reduce the dispersed nature of the market was made through introducing 

minimum size and price criteria, but a wide range in various independent 

variables still existed (refer section 5.3.4 Descriptive Statistics). 

Detailed statistics using the computer program Shazam suggested the presence 

of heteroscedasticity4 in some of the earlier analysis. While Borne of the 

methods to reduce this were adopted, it was determined that the introduction 

of log manipulations etc to the sales data would only serve to misrepresent the 

data and shift the focus away from the study objective of determining individual 

market composition differences. It should be noted that this and other problems 

that exist are as a result of the wide variance in the sales information and the 

lack of sales numbers. The removal of outliers may reduce some of the data's 

statistical deficiencies, but it will also reduce the size of the data sets, with a 

new set of outliers surfacing in the data set when tested, which will also be 

significantly smaller. The deletion of outliers to improve the above problem was 

not seen as a feasible approach to improve the data sets and associated 

statisticfI, the initial selection criteria removing sales not appropriate to the 

study. Because of the data problems, the discriminant analysis approach will 

also be utilised as a method of further statistical verification of the data. 

4 If a model is heteroscedastic, it has a non constant variance which will either increase or 
decrease as the value of some independ..ent variable in the model increases {Gibson;1989:461. 
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As this is a pioneering empirical study, problems are likely to surface. The 

regression modelling procedure has highlighted compositional differences in the 

factors that drive the commercial markets in Auckland, Wellington and 

Christchurch, which was the studies main objective. It has also indicated the 

limitations of regression analysis when applied to the commercial market due 

to its associated wide variation in sales information and lack of data. This 

therefore reducing the applicability of a regression model to the commercial 

sector. 

The use of a stepwise regression technique while appropriate for this study, also 

has various limitations. Because a variable maybe deleted, even though it 

belongs in the true equation, the stepwise technique may result in biased 

coefficients. A second serious problem is that the inclusion or deletion decisions 

in stepwise techniques are generally based on significance or R2 criteria and 

totally ignore whether the estimated coefficients have reasonable magnitudes 

or expected signs (these problems were reduced in this study by initially using 

least squares regression technique and using the results as a method of 

analysing the overall data set and substantiating the stepwise regression 

results). 

5.5 DISCRIMINANT ANALYSIS MODEL APPLICATION AND RESULTS 

5.5.1. Introduction. 

Discriminant analysis is the appropriate statistical technique when the 

dependent variable is categorical (nominal or nonmetric) and the independent 

variables are metric.:. Obviously sales price is not a nominal dependent variable, 

but by breaking sales price down into groups (for this analysis low, medium and 

high sales price) it can be used as a representative measure of sales price in 

discriminant analysis. This reduction in the variability of sales price, a problem 

that existed in the regression model, will remove some of the effects of 

heteroscedasticity that was present in that model. Discriminant analysis can 

therefore be used to derive the linear combination of independent variables that 

discriminates best between the a priori defined sales price groups in each city. 
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analytical technique will therefore further reiterate the derived regression 

show that market compositional differences do exist in the factors 

that commercial sales price in Auckland, Wellington and 

Christchurch. 

The linear combinations for discriminant analysis are derived from an equation 

that takes the following form:-

where: the discriminant score 
W :: the discriminant weights 
X::;: the independent variables 
n::;: the number of variables in the equation 

The application and interpretation of discriminant analysis is much the same 

as in regression analysis. That is, a linear combination of metric measurements 

representing independent variables used to describe or predict the behaviour 

of a singe independent variable. The difference being that discriminant analysis 

is appropriate for research were the dependent variable is categorial. 

The sales price categories adopted for the dependent variable are as follows:-

1 
2 
3 

$500,000 
$2,000,000 
$8,000,000 plus 

$1,999,999 (Low) 
$7,999,999 (Medium) 

(High) 

TIns artificial trichotomy of sales price groups for the dependent variable was 

originally based on a subjective estimate, with minor adjustments being made 

to establish the above groups which provide the best hit ratio the 

classification matrix for all three cities. 

As with the regression analysis a stepwise approach will also 

discriminant analysis, variables being excluded based on multicollinearity or 

statistical significance, This analysis uses the minimisation of Wilks 

approach of stepwise variable selection; the significance of the change in Wilks 
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Lambda when a variable is entered or removed from the model being based on 

the associated f statisti(:. The f v~111w for Hu) dUlxilge ireA Wilks Lambda wlum a 

variable is added to a model whieh contains p independent variables is: 

where: n 
g .-
)..p :::;;; 

AP + 1 ::::: 

the total number of cases 
the number of groups 
Wilks lambda before adding the variable 
Wilks lambda after inclusion. 

The stepwise discriminant analysis method will be a further method of analysis 

to reiterate whether the composition of the factors determining eommercial sales 

price differs between each city. The stepwise discriminant procedure was run 

using the program SPSSIPC with the following models being derived for each 

city: 

Auckland 

CODE P = inc (DATE, LAND, LOCATION, BLDG, QUALITY) 

Wellington 

CODE P = inc (DATE, LAND, LOCATION, BLDG, QUAI-AITY) 

Christchurch 

CODE P :: inc (BLDG, LAND, FLRS) 

where: COPE P ,00 

BLDG '" 
QUALITY ~> 

DATE ~. 

LOCATION :::;;; 
FLRS ,. 
LAND ~> 

Sale pli(~e code 
Building Area 
Building Quality iinde:l'( 
Sale Date 
Location Index 
Number of floors per building 
Land Area 

The initial perception gained from looking at these models is not the same as 

the regression analysis, as all three models were different for that method. The 

discriminant models for Auckland and Wellington are the same so that further 

analysis of the associated statistics is required to determine whether there are 
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any composition differences in the factors determining sales In 

of those Christchurch's model differs from the other two cities, 

associated statistics being used to determine that models representativeness. 

5.5.2. Backg]i.'ound of Discriminant Analysis Testing Procedures. 

The Multiple Discriminant Analysis (MDA) begins with a table outlining the 

of cases (sales) in the a priori defined sales price categories. Since 

ep~en<ler:lCU~8 among the variables effect most multivariate analysis, a 

pooled group correlation matrix is provided to allow examination of the 

variables. This matrix is obtained by averaging the separate 

covariance matrices for all groups, then computing the correlation procedure. 

The classification results or classification matrix outlines the number of correct 

incorrect classifications, along with determining the predictive ability of the 

discriIninant function. With MDA, the "hit ratio" (percentage correctly 

classified) is analogous to regressions R2 in terms of the equations "goodness of 

fit." The hit ratio reveals how well the discriminant function classified the 

statistical lmits; the R2 indicating how much variance the regression equation 

explained, thus the higher the hit ratio the more effective the discriminant 

function. 

As a stepwise MDA method is being used, the main method of interpreting the 

relative discriminating power of each independent variable will be through the 

use of the associated f values. This is accomplished by examining the absolute 

sizes of the significant f values (a minimum of two to be included in the 

discriminant function.) The larger the f values in MDA the greater the 

discriminating power of each variable. The analysis of the f values will 

1h"''''''QiI-,c,,,,,,, .U!lI""!u!'l">"MJ differences in the effects of the independent variables in each 

city compositional differences (this will differentiate between 

Wellington which utilise the same set of independent variables). 

The remaining statistical 

effectiveness of the 

covered in section 

involves a brief description of the overall 

U.u..UA<-U"IJ function for each city, this 

will involve an inspection of the multivariate 
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aspects of the model which are reported the heading Canonical 

.............. ""' ... ,, ... Functions. As three sales are utilised it is necessary 

to develop two separate canonical functions to distinguish between the three 

groups. The first function separating one other two, the second 

the largest ratio 

The second function is 

largest ratio. The canonical 

which is the ratio of the 

separating the remaining two 

of between groups to within groups sum 

uncorrelated with the first and has 

discriminant function table shows 

between groups to within groups sums of squares, larger eigenvalues being 

associated with good functions (overall value should be one or greater). The 

percent of variance is the sum between group variability per function, the 

first function always has the largest between groups variability, the remaining 

functions have successively 

representation of the sum of 

variability. The cumulative percent is a 

percentage of variance of that function and the 

preceding ones. The canonical correlation for the function is the square root of 

the between groups to the total sum of squares. When squared 

proportion of total variability by differences between groups. 

Each of these statistical of the discriminant function will be 

each city, with section comparisons between results each 

city and drawing conclusions as to the composition of the individual 

based on these tests. 

The stepwise 

commercial sales 

date and location were 

analysis procedure applied to 

determined the variables land, 

reliable for describing vv." .... u.l.'Vl. 

provide an accurate in Auckland. 

determine COlDDler 

and building area are 

Y\ ... ,r\r,,~'li"1"'" values in Auckland, The 

determinants of sales price in 

Auckland 

that 

of land 

Auckland, 

whih~ location quality are a reflection the more prestige orientated direction 

the market has taken since its internationalisation. As the Auckland market 

was highly speculative in the mid and late 1980's it is logical that sale date 

would an impact on sales price in that city. 
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The stepvlise MDA disregarded similar variables to the stepwise MRA 

emphasising that the likes of condition construction and number of floors are 

not significant contributors to the MDA model individually but in the combined 

form as a quality index their contribution is important. Age, as discussed in the 

MRA section, is not a significant contributor to commercial value in either of the 

cities due to the reasons previously discussed. There are no notably strong 

correlations between the variables in the Auckland model based on the 

correlation matrix in table 5.10, unlike the other two cities. 

Table 5.10: Auckland Discriminant Analysis Summary Statistics - Number of 
Cases by Sales Price Group and Pooled Within Groups Correlation Matrix . 

. 01989 1.000 

-.0285 -.1367 1.000 

.09750 .52507 .0831 1.000 

.21305 .10985 .1392 .6043 1.000 

The clarification matrix for Auckland indicates hit ratio of 69.50 percent of the 

grouped cases are correctly classified. The discriminant function has classified 

a high proportion of the statistical units indicating the derived discriminant 

function for Auckland is relatively effective. 

Table 5.11: Auckland F Ratios and Classification Matrix. 

16.5% 1.7% 

51 15 

51.5% 15.2% 

8 35 
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The f values for Auckland indicate land has the greatest 

of the utilised independent variables, closely followed by quality. Building area 

and date are also significant discriruinating variables, while location has the 

smallest level of discriminating power in the derived modeL 

The stepwise discriminant analysis procedure applied to the Wellington 

commercial sales data determined the variables building area, quality, land, 

date and location were the most reliable for describing commercial sales price 

in Wellington. These variables reflect the nature of the Wellington market and 

outlines the main factors determining sales price in that city. 

Table 5.12: Wellington Discriminant Anal:ysis Summary Statistics - Number 
of Cases by Sales Pljce Group and Pooled Within Groups Correlation Matri2h 

1.000 

".2011 ··'()3537 1.000 

~.0545 .82235 .02785 1.000 

.12751 .05572 .50674 1.000 

As in the other cities the stepwise MDA disregarded "' ... Ul ..... A< ..... 

stepwise MRA, emphasising that condition, construction 

as individual variables contribute little t.o the .... n'''.u_· .... 

represented as a qualit.y index, t.he contribution of 

significant. The strong (~orrelation between land and building area should be 

but this is explainable in a market with obvious geographic restrictions. 

The classification matrix for Wellington indicates a hit ratio of 72.90 cent 

of the grouped cases are correctly classified. The discriminant function has 
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a high proportion of the statistical units .U.J.U.J.\.<ClI. 

function for Wellington is relatively effective. 

Table 5.13: Wellington F Ratios and Classification Matrix. 
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The {values for Wellington show Building Area has the greatest discriminating 

power followed by the quality index. Land and date are also significant 

discriminating variables, while location has the smallest level of discriminating 

power in the derived model. 

The stepwise discriminant procedure applied to the Christchurch commercial 

sales data set determined the variables building area, land area and number of 

floors were the most reliable for describing commercial 

Christchurch. These variables reflecting the less commercialised 

Christchurch commercial market were factors such as lOc:at],on 

pnce ill 

of the 

building 

quality are not major contributors to value. These variables and the others not 

included in the model no doubt have an impact on commercial sales price, but 

this impact is not significant enough to gain into the 

stepwise criteria. It should be noted that the use of a number of 

independent variables in Christchurch may be a function of the smaller set. 

Table 5.14 indicates the strong correlation between building area number 
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of Christchurch, this can be explained by the obvious 

a property is, the greater the amount of area the building 

will contain. 

Table 5.14: Christchurch Discriminant Analysis Summary Statistics -
Number of Cases by Sales Price Group and Pooled Within Groups 

Correlation Matrix. 

1.000 

.79045 1.000 

The classification matrix for Christchurch indicates a hit ratio of 75.68 per cent 

of the grouped cases are correctly classified. The discriminant function has 

therefore classified a high proportion of the statistical units, indicating the 

derived discriminant function for Christchurch is relatively effective. 

Table 5.15: Christchurch F Ratios and Classification Matrix. 

11 0 

24.4% .0% 

20 o 
76.9% .0% 

1 2 

The l values Christchurch show building area has the greatest 

discriminating power followed by number of floors and land area, as the 

significance for each 

discriminant function, 

meaning they all contribute to the 

f values are of less relevance. 



ME THODOLOGYo 212 

The discriminant analysis results for all three cities reiterated those derived in 

the MRA analysis; that differences exist in the types and effects of the variables 

.... ""JUl .... '.AAF, sale price in each city. 

The best indicator of the market composition differences for each city using 

MDA is the {values for each independent variable. Auckland and Wellington 

utilise same variables for their respective discriminant function, but the 

elt,ect of these variables on sales price is totally different. In Auckland land area 

has the greatest discriminating power, while in Wellington building area has the 

greatest discriminating power. The absolute size of the {values in Auckland are 

overall, far higher than those in Wellington. Christchurch doesn't include date, 

location or quality in its model substituting floors for quality. The {values for 

Christchurch's variables are substantially different from the other cities, the 

level of these values is not of great importance as they have all been established 

as being highly significant to the discriminant function. 

Table 5.16: Canonical Discriminant Functions. 

0.0132 100.00 0.1141 0.9870 

1.0848 88.71 0.7213 0.4215 

0.1380 100.00 0.3483 0.8787 

1.7694 88.05 0.7993 0.2911 

0.2403 100.00 0.4401 0.8063 

The ClalSS1LDc:atlLon matrix for Auckland indicates a hit ratio of 69.50 per cent 

while it 72.90 per cent, showing that although Auckland's { 

values are discriminant function for Wellington is more 

effective at placing 

Christchurch's hit 

discriminant function 

marketo 

into the a priori defined sales price groups 0 

75.68 per cent indicating that 

that city requires fewer variables to 
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discriminant functions indicate Christchurch has the highest 

for both functions, while there is little difference between the 

in Auckland and Wellington. Of the three cities Auckland's first 

covers the greatest proportion of between group variability while 

and Christchurch have similar variances for both functions. In all 

cities as is to be expected, the canonical correlation for the first function 

most of the proportional variability between the groups. Auckland's 

second function explains very little of the variability between groups while in 

the other cities the second function explains significantly more proportional 

variability, hence the overall better scores in Wellington and Christchurch. 

Overall the MDA reiterates the conclusions generated in the MRA analysis, that 

the composition of the factors determining commercial sales price, is different 

for each city due to the structure of each market, thus supporting the 

hypothesis. The MDA has produced models that overall are a more accurate 

reflection of the factors determining sales price each market. Auckland and 

Wellington have become increasingly over the study period because of 

the expansion in the Auckland central business district and its more 

internationalised position. It is therefore logical that the MDA models for those 

cities utilise the same independent variables, the different f values for each 

independent variable indicating individual market compositional differences. 

The MDA has shown Christchurch to be totally different from the other two 

cities, it's less sophisticated: smaller central city commercial area being reflected 

by the model utilising fewer independent variables to describe the commercial 

sales market. This use offewer independent variables in Christchurch possibly 

being a function of the smaller size of the sales data set. 

This discriminant utilised as a supplementary method of 

analysis to that of therefore only the necessary MDA statistics that 

indicate market composition differences have been utilised (Le. f values). 

Various procedures are normally adopted in MDA neglected, 
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both because of data limitations and because the extra analysis would be 

unlikely to provide any extra information or any further market compositional 

differences. 

When applying discriminant analysis the analyst usually tests the validity of 

the derived discriminant function. The usual procedure to achieve this involves 

developing the discriminant function on one group (analysis sample) and then 

testing it on a second sample (holdout sample\ The usual procedure for this is 

to divide the total sample randomly into two groups, this method of validating 

the function is referred to as the split sample or cross validation approach. Due 

to the limited number of commercial sales, especially in Wellington and 

Christchurch this approach was not possible for this study. Adopting it in 

Auckland was considered, but this was disregarded as making a comparison 

between split sample data in one instance and whole group data in the other, 

is in fact not making a comparison of relative data to determine market 

differences. 

The justification for dividing the total sample into two groups is that an upward 

bias will occur in the prediction accuracy of the discriminant function if the 

individuals used in developing the classification matrix are the same as those 

used in computing the function. Therefore, the results in the classification 

matrix for each city maybe biased, so that they are higher than what they really 

are. While this may limit the external validity of the findings of the overall 

model for each city, the type and effect of the variables determined by the 

stepwise model are unlikely to have been effected by this bias. Also this bias is 

only a major concern if the same discriminant function is used to classifY a 

separate sample, which would effect the external validity of the findings for that 

sample. As the discriminant functions are not going to be used to classinj a 

separate sample in this study, the upward bias that may exist in the 

classification matrix is not a major concern, but should be noted for further 

research. It should also be noted that as different size of the three data sets 

may be influencing the derived statistical results. 

As lVIDA is only a supplementary method of analysis in this study the more 

detailed statistics indicating the overall model representativeness have been 
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This may in itself be a limitation as further 

indicate either model benefits or deficiencies. 
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The MRA and MDA approaches have both concisely validated the study 

hypotheses that the type and effect of the determinants on commercial sales 

price differ between the cities of Auckland, Wellington and Christchurch. While 

various problems associated with the statistical analysis of both approaches 

exist, these should not detract from the overall results of what is a pioneering 

study. This analysis has also fulfilled another objective in filling the void that 

exists regarding statistical analysis of commercial property sales in New 

Zealand; providing a base for more detailed future research in this field. 
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The objective of this study was to provide a detailed analysis of New Zealand's 

commercial property market during its period of greatest transformation. This 

involved examination of the trends of key commercial market indicators to provide 

a cross sectional representation of the New Zealand market, each indicator 

experiencing record levels at some stage during the study period. These made an 

interesting comparison with the various non commercial market indicators (i.e. 

Balance of Payments) that were utilised, most of these showing poor performance 

levels over most of the study. This comparison emphasised that the commercial 

sector was one of the few sectors to initially benefit from the impetus provided by 

deregulation, while the rest of the economy suffered as a consequence. It was 

found that the New Zealand commercial property market experienced its most 

significant national boom and bust property cycle (if not its first) during the study 

period. The main contributors to the commercial boom pe:riod were: 

deregulation in general, but specifically of the financial sector. The new 

monetary policy reforms enabling commercial property investment and 

development to explode as the financial sector changed from being highly 

regulated to deregulated within a few months. 

the massive pent up demand for quality, modern commercial office space 

that existed in the pre-deregulation period. Thi.s remnant of thl!:~ late 

1970's was made inereasingly more severe by the rapid teehnologkal 

advancements that were occurring in the business comrrUlllity. Thestf~ 

added to the demand for modern office space, while the tight controls on 

commercial building permits and construction financing served to further 

limit the supply of commercial property developments, when they were 

needed most to meet the rapidly growing demand. 
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the hyperactive share market which pulled the commercial development 

sector up with it, this is reflected in the fact that the number of listed 

property companies having a strong correlation to the level of the NZSE 

40 index. 

The combination of these factors served to ensure that this was a commercial 

development expansion to rival any experienced around the world. Unfortunately 

New Zealand's previous isolation meant that it was neither prepared or experienced 

enough to deal with a commercial property upturn; hence much of the development 

proceeded at an uncontrolled rate. This level of development was unsustainable 

so that inevitably the market had to be bought back to reality. The main 

contributors to what was a rapid market decline were: 

the October 20 1987 sharemarket crash. This event was the catalyst for 

the commercial market reversal due to the sustained pressure it placed 

on the financial sector and the entire economy. As no provisions were 

made by the sharemarket for such a decline, once stocks began falling 

they continued to decline pulling the financial and commercial sectors 

down with them. 

the December 1987 announcement that the taxation advantages 

superannuation funds experienced were to be removed. This resulted in 

the commercial market being flooded by undervalued properties at a time 

when office completion levels were at their highest. 

These two events signalled the end of the commercial property market upturn, 

causing the market to experience a steep decline that was made more severe by: 

public Hector restructuring which significantly reduced demand for office 

space. 

the recessional"y state of the overall New Zealand economy. 
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number of liquidations and bankruptcies because 

reversal, many of these being a repercussion of gross over 

which resulted from the misrepresentation of asset values 

profits. 

At the 1 Zealand commercial property market was in the most 

depressed state of its short history. The market has matured from the boom and 

bust experience, increased complexity and the fact that deregulation of the 

economy to initiate a commercial market upturn cannot be experienced again, 

ensuring the severity of future commercial property cycles will not be so great. 

The study moved on to analysing New Zealand's three main commercial property 

markets, emphasising the different reactions of each market to the major economic 

events affecting the market. Each market experienced their most substantial boom 

and bust cycle with all commercial market indicators reaching record levels at some 

stage of the study. The factors driving the markets over the study period were 

found to differ due to the individual city's compositional differences. This resulted 

in the markets experiencing different reactions when both the boom and the bust 

periods were initiated. 

Auckland was found to be the most spectacular market because of its highly 

speculative nature. As a result this market experienced the extremes of building 

quality and activity, both of which ensured the market experienced the most severe 

decline. 

Wellington's development upturn tended to be overshadowed by Auckland, yet a 

vast area of new office space was constructed over the study lost 

out to Auckland as the country's financial headquarters, the "' ... E ......... " .. "'" ..... '" 

instead ensuring a steady, but low key u.., ...... , .. , ........ . 

changed Wellington looked to be the best placed of the cities as 

was minimal. This stable position soon changed with the implications 

of public sector restructuring causing the 

vacancy rates, even though most its construction was the 
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(!rash. Therefore Wellington's commercial market has also endured 

a decline, whieh while not as substantial as Auckland's, appears to be well 

entrenched because of the vast underutilisation of office space by the remaining 

public: sector. 'l'his confirming that a rapid recovery will not be possible. 

Christchurch experienced the greatest transition of the three cities, changing from 

a low level simplistic rural centre into a prominent commercial central business 

district. Its small population, lack of a significant civil service presence and 

umnonitored overbuilding resulted in the market being grossly oversupplied after 

only a short period of sustained building activity. Its future looking dim due to the 

above factors, which limit its office consumption levels therefore resulting in a long 

slow recovery. 

An analysis of commercial sales data for each city was then used to reiterate the 

possibility that market compositional differences exist between each market. From 

a set of uniform independent variables various multiple regression and multiple 

discriminant analysis models were established. These models determined that both 

the type and effect of the independent variables used to determine commercial sales 

price in each city differ, therefore supporting the two hypotheses. 

6.2 RESEARCH IMPLICATIONS, LIMITATIONS AND FUTURE 
RESEARCH OPPORTUNITIES. 

Interpretations of this study, as indeed of any study should be tempered by an 

acknowledgement its limitations. Most of the limitations present in the study 

are a direct of the various data deficiencies. The small number of 

comm«'~rcial the limited amount of individual sales data are always going 

to present a for statistical type analysis. As the scope of the statistical 

analysis ig study has placed more emphasis on the descriptive method 

of analysis. This is not detract from the statistical was undertaken 

which emphasised the limitations of regression models data sets and 
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introduced discriminant analysis as a method of further justification of the 

statistical results. The models that were derived appear too simplistic to 

realistically explain the commercial market situation of each city. This work has 

however established that the factors determining commercial sales price differ due 

to the composition of each city and it has provided a quantitative base from which 

further adjustments and research work can be taken. 

Future research of this kind obviously needs to establish a more substantial set of 

commercial market information. Based on this the subjectivity of key variables 

influencing commercial properly sales prices such as location need to be more 

appropriately quantified so as to increase the validity and predictability of the 

statistical model, and improve its market representativeness. 

This study makes a useful contribution to the dearth of commercial properly 

research in New Zealand. It is the first of its kind in this country to compare and 

contrast the paths taken by New Zealand's three main cities, along with providing 

a detailed background of major economic and associated market influences.· The 

statistical modelling has emphasised the benefits of utilising individual as opposed 

to national market models as a method of analysis. Furthermore it has introduced 

discriminant analysis as an appropriate method of individual market 

differentiation. The various pioneering attributes of this study undoubtedly 

broaden the base for future commercial property research in this country. 
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2.61 
3.48 361 124196 i 215960 
3.10 158391 3 

1541.66 5.41 
3251 11935 1510.41 4.61 
3338 20630 1604,02 3.60 
4099 32386 1608.41 3.99 
4958 38543 4.06 
1301 44159 5.58 
8188 46231 
9120 411 
8840 53216 1 1175 
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1000 100 100 100 
987 105.4 132.4 103.4 
1002 117.6 169.2 106.7 
999 130.1 177.6 110.1 
1053 148 166.8 114 
1036 166.5 163.6 117.5 
1022 188.8 251.6 121.6 
1021 209.9 358.9 123.9 
1018 233.7 390.6 125.5 
1019 256.3 453.6 127.7 
943 293.7 500.5 136 
924 332.2 606.3 150.4 
994 409.1 865.3 169.1 
1024 494.5 1224.9 175.6 
1026 608.6 946.7 195.5 
1021 659.9 630.2 217.7 
1041 658.8 614.4 241 
1032 654.3 586.8 256.2 
1030 640.9 629.2 277.9 
967 621.6 691.6 296.9 
965 597.6 632.7 316.8 
958 574.8 444.9 339.6 
961 554.4 520.5 379.1 
970 
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81 16029 3 60385 441275 105 37 14780371 
82 15180 3 241540 445920 116 46 32135482 
83 37320 3 301925 487725 126 33 44815294 
84 94575 3 278700 510950 156 46 45461307 
85 125052 3 515595 524885 194 70 101983683 
86 103648 3 353020 575980 253 71 146725475 
87 124021 6 1086930 613140 334 101 213769729 
88 26660 6 1100865 719975 387 112 318378653 
89 11800 10 998675 845390 407 54 532398498 
90 -352 21 854680 929000 330 18 76920400 
91 108637 32 873260 1021900 251 13 7917807 



2.:11; 

81 19294 108 8 35698 17 27427321 
82 82691 123 5 7655 15 40836402 
83 59594 145 11 65714 15 33537521 
84 66857 172 9 122451 17 46835017 
85 53099 199 4 26370 18 71535671 
86 98458 240 11 66995 19 62912285 
87 62182 377 14 141161 33 143780398 
88 50551 457 28 147286 37 230969449 
89 19133 485 8 49623 14 128478052 
90 19190 485 6 44085 13 47028094 
91 5000 485 2 33336 8 19030407 

3 
... 

: 



81 10000 1099762 2528925 17 50 52 58 
82 26500 1108035 20701464 15 65 52 68 
83 13489 1111214 4356198 17 70 60 70 65 
84 20321 1128285 12131377 18 70 60 70 75 65 
85 17859 1137989 15311643 19 70 70 70 80 65 
86 43834 1165759 26201446 33 110 110 110 120 110 
87 71500 1212903 60055338 37 150 150 150 150 150 
88 116000 1296658 73882569 14 185 185 185 185 185 
89 40000 1329288 54579573 13 185 185 185 185 185 
90 17000 1348276 26176369 8 220 200 200 200 200 
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CKLAND COMMERCIAL SALES DATA SET - 1/I/1l1 TO 31/12/91. 

CE CODEP DATE LAND LOCATION BLDG QUALITY FLRS AGE CONDW COND CONSTW CONSTR 
510620 1 12 29.1 4 106 48 4 7 6 6 4 '1. 
516750 1 21 88.8 4 221 35 3 :> 6 3 4 '1. 
517583 1 12 11.3 4 74 96 ., 7 6 6 6 6 
531590 1 126 11.3 4 74 96 7 7 6 6 6 6 
538365 1 42 30.7 3 48 38 3 0 4 6 6 2 
575000 1 130 28.8 3 197 108 7 12 8 8 6 2 
578550 1 27 19.7 2 75 48 4 8 6 6 4 2 
586080 1 47 26.1 4 68 38 3 0 6 6 4 2 
595700 1 51 37.2 3 163 40 5 7 3 3 4 2 
626373 1 129 10.6 4 70 84 6 7 6 6 6 6 
633536 1 20 37.2 3 163 40 5 7 3 3 4 2 
639360 1 129 14.1 4 99 84 6 7 6 6 6 6 
642525 1 28 85.2 4 202 26 3 3 3 3 4 2 
645000 1 131 35.9 3 149 56 4 7 6 6 6 1-
650750 1 1 22.5 4 83 48 4 7 6 6 4 2 
661440 1 19 10.6 4 70 84 6 7 6 6 6 6 
661440 I 21 10.6 4 70 84 6 7 6 6 6 6 
680050 1 36 62 2 209 38 4 0 3 6 4 4 
686000 1 32 26 2 104 60 4 9 6 6 6 6 
691792 1 107 27.8 3 84 46 3 14 8 8 4 2 
707115 1 126 15 4 71 60 4 7 6 6 6 6 
709500 1 69 42.4 3 124 38 3 6 6 6 4 2 
723245 1 43 31.9 4 160 33 4 5 3 3 4 2 
726740 1 4 32.9 4 165 58 5 6 6 6 4 2 
738206 1 57 12.4 4 34 38 3 7 6 6 4 2 
744975 1 62 34.5 3 137 48 4 7 6 6 4 2 
747650 1 55 27.8 3 III 38 3 4 6 6 4 2 
754325 1 10 46.8 2 181 62 4 9 8 8 4 6 
TI8175 1 43 85.2 4 1D2 26 3 3 3 3 4 2 
799200 1 48 15 4 71 70 4 7 8 8 6 6 
804314 1 55 37.2 3 163 40 5 7 3 3 4 2 
821715 1 42 28.5 4 165 50 4 0 6 6 4 4 
845975 1 1 88 4 220 48 4 5 6 6 4 2 
854128 1 10 15.1 :> 92 82 7 7 6 6 4 6 
859845 1 27 33.4 5 112 33 4 8 3 3 4 2 
881980 1 12 26.3 3 148 68 6 7 6 6 4 2 
888000 1 46 28.3 4 119 48 4 7 6 6 4 2 
888000 1 47 34.9 3 140 56 4 6 8 6 4 2 
914640 1 47 31.9 4 160 33 4 5 3 3 4 2 
925520 1 24 23.8 5 no 72 5 6 6 6 6 6 
927401 1 37 84.2 4 368 58 5 3 6 6 4 2 
955210 1 53 59.7 4 133 26 3 0 3 3 4 2 
979440 1 75 23 4 70 46 3 II 6 8 6 2 
988100 1 8 91.3 3 121 38 3 6 6 6 4 2 
993300 1 69 26.7 4 53 38 3 7 6 6 4 2 

1011875 I 52 28.3 4 119 48 4 7 6 6 4 2 
1012200 1 7 19.4 5 39 48 4 7 6 6 4 2 
1017311 1 25 84.5 4 269 55 5 5 6 3 4 2 
1018400 1 104 98.6 5 490 68 6 6 6 6 4 2 
1029000 1 32 75.6 3 85 44 3 to 6 6 6 2 
1052520 1 5 19.4 5 39 48 4 7 6 6 4 2 
1060500 1 119 55.6 3 107 38 3 5 6 6 4 2 
1062850 1 66 34.5 3 137 48 4 7 6 6 4 '1. 
1066945 1 115 28.1 3 69 38 3 7 6 6 4 2 
1069200 1 82 54.2 :} 300 94 6 13 8 8 6 2 
1100000 1 132 23.5 4 81 38 3 6 6 6 'I '1. 
1106600 1 22 89.9 :} 178 58 5 7 6 6 4 2 
1108600 1 7 26.3 :} 148 47 6 '] :} :} 4 2 
1171961 1 9 82.6 '1. 323 62 5 7 6 (; 4 (; 

1207200 1 23 24.9 3 1.':52 112 7 0 8 8 (; 6 
1219530 1 21 136.5 2 351 56 4 9 6 6 6 2 
1245510 1 30 199.1 4 414 26 3 .5 3 3 4 '1. 
1267990 1 50 26.1 4 68 38 3 0 6 6 4 2 
1272000 1 73 20.7 5 62 38 :1 I 6 6 4 2 
1272480 I 9 60.7 :5 1110 31 3 II 3 6 4 4 
1297632 1 96 26 2 104 60 4 9 6 6 6 6 
1311985 I 117 89.9 3 178 58 .5 7 6 6 4 2 
1350635 1 42 427 3 140 38 3 3 6 6 4 2 
1354500 1 62 45.4 4 123 44 3 9 6 6 6 2 
1360100 1 34 35.9 3 149 66 4 7 8 8 6 2 
1364803 1 41 30.6 3 122 48 4 7 6 6 4 2 
1379840 1 58 58.8 2 226 66 4 11 8 8 6 2 
1390620 I 68 55.9 2 212 48 4 5 6 6 4 2 
1393600 1 105 15.1 4 92 72 6 7 6 6 4 6 



Appendix F Commercial 241 

1400435 1 52 55.9 2. 2.12 48 1\ '5 6 6 1\ 2 

1404810 I 69 54.8 3 303 68 6 5 6 6 4 2 
1424430 I 18 45.5 4 212 48 4 5 6 6 4 2 
1426356 1 15 75.9 3 512 82 6 3 II 8 4 2 
1434375 I 132 153.9 4 156 66 4 13 II 8 6 2 
1455645 I 44 35.7 4 176 68 6 6 6 6 4 2 
1470695 I 3 45.4 1\ 123 44 3 9 6 6 6 2 
1488175 1 7 44 3 300 74 8 0 4 4 4 6 
1508650 1 11 54.9 3 277 80 7 7 6 6 4 4 
1530090 1 42 61.5 2 288 53 4 0 8 3 4 2 
1540000 1 60 85.2 1\ 7m 26 3 3 3 3 4 2 
1541600 1 39 79.7 3 7_'>3 26 3 7 3 3 4 2 
1554400 1 36 78.4 3 375 58 5 7 6 6 4 2 
1561800 I 1 12.8 5 123 108 II 6 6 6 6 6 
1569075 1 35 83.5 2 382 58 5 5 6 6 4 2 
1582860 1 50 23.8 5 110 72 5 6 6 6 6 6 
1596375 1 67 27.8 3 III 38 3 1\ 6 6 4 2 
1632659 1 71 16.4 3 66 68 6 7 6 6 4 2 
1637907 1 3 40.5 4 183 48 1\ 5 6 6 4 2 
1662900 1 8 56.4 4 263 66 4 8 8 8 6 2 
1690655 1 42 34.5 3 137 48 4 7 6 6 4 2 
1694400 1 106 113.7 4 88 46 3 6 8 8 4 2 
1694400 1 106 21.8 1\ 71 60 4 13 8 8 4 4 
1702500 1 95 16.4 3 66 68 6 7 6 6 4 2 
1724800 1 78 31.6 2 179 48 4 3 6 6 4 2 
1735020 1 18 168.7 3 469 27 3 5 3 4 4 2 
1735200 1 7 55.6 2 334 68 6 5 6 6 4 2 
1773750 1 67 28.8 3 137 38 3 3 6 6 4 2 
1775900 1 61 31.9 1\ 160 33 4 5 3 3 4 2. 
1829650 1 49 78.4 3 375 58 5 7 6 6 4 2 
1832330 1 41 56.2 4 263 62 5 0 6 6 4 6 
1848000 1 59 71.3 4 143 31 3 0 3 6 4 4 
1900000 1 130 61.7 3 591 120 9 10 6 6 6 6 
1915650 1 67 11.3 4 74 96 7 7 6 6 6 6 
1927000 1 39 12.4 5 75 84 6 6 6 6 6 6 
1943000 1 34 91.1 4 411 48 4 3 6 6 4 2 
1951840 1 101 37.5 4 325 94 7 8 8 8 4 2 
1963650 1 19 25.5 2 228 92 8 7 6 6 4 6 
1%7530 1 71 83.5 2 382 68 6 5 6 6 4 2 
1%8325 1 45 71.1 5 236 45 4 0 6 3 4 2 
1986600 1 69 154.6 3 787 112 7 13 8 8 6 6 
2010750 2 91 19.4 5 39 48 4 7 6 6 4 2 
2067450 2 4 136.5 2 351 56 4 9 6 6 6 2 
2088450 2 18 61 4 411 110 7 7 8 6 6 6 
2119700 2 39 85.7 3 266 46 4 0 6 4 4 2 
2147172 2 111 55.6 3 167 32 3 4 4 4 4 4 
2188720 2 122 44.1 4 287 152 10 13 8 8 6 4 
2204044 2 128 136.5 2 351 56 4 9 6 6 6 2 
2298000 2 92 38.7 3 115 44 3 11 6 6 6 2 
2308800 2 47 83.5 2 382 68 6 5 6 6 4 2 
2310000 2 58 35.9 3 149 66 4 7 8 8 6 2 
2328900 2 102 32.6 3 167 80 6 12 6 6 6 2 
2340902 2 57 69.6 3 348 68 5 11 6 6 6 2 
2342320 2 105 117.3 4 11)70 106 8 0 6 6 6 4 
2365350 2 79 35.6 2 134 38 3 7 6 6 4 2 
2380300 2 43 35.6 5 164 48 4 6 6 6 4 2 
2408750 2 39 54.9 3 277 80 7 7 6 6 4 4 
2450000 2 130 145.7 4 506 104 8 12 6 6 6 2 
2471250 2 30 58.7 2 334 74 5 II 8 8 1\ 6 
2486400 2 48 34.5 3 137 48 1\ 7 6 6 4 2 
2505100 2 39 88 4 220 48 4 5 6 6 'I 2 
2505100 2 39 88.8 4 721 35 3 .'i 6 3 4 2 
2543612 2 15 93.8 2 461 72 5 7 8 II 4 'I 
2565500 2 66 24.9 3 152 112 7 0 8 8 6 6 
2587200 2 76 273 4 U.'i 68 4 11 8 8 6 1\ 
2651743 2 12 20.7 .'i 226 168 11 12 Il II 6 6 
2664000 2 47 114.3 'I 340 38 3 7 6 6 'I 2 
2752300 2 53 60.7 .) 280 31 3 II 3 6 4 'I 
2771500 2 9 97.3 'I 2.16 82 7 12 6 6 4 6 
2771500 2 9 155 4 631 40 4 0 4 6 4 '2 
2840800 2 105 35.6 5 164 48 4 6 6 6 4 2 
2858800 2 115 183.6 3 179 40 'I 0 4 4 4 1/ 
2880420 2. '57 82.6 2 323 62 5 7 6 6 4 6 
2891070 2 108 55.9 3 314 94 7 5 8 8 4 2 
2912250 2 108 60.7 5 280 31 3 11 3 6 4 4 
2942625 2 27 208.9 4 135 40 3 0 6 6 4 4 
2946840 2 42 147.1 3 174 58 4 12 8 8 4 2 
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2970000 2 82 15 4 71 70 4 7 8 8 6 6 

2979200 2 32 37.5 4 325 94 7 8 8 8 4 2 
2989650 2 III 60.2 2 216 56 3 13 8 8 6 6 
3002912 2 93 114.1 2 565 58 5 10 6 6 4 2 

3010000 2 63 45.5 3 163 48 4 0 6 6 4 2 
3021150 2 44 56.4 4 315 82 6 II 8 8 4 2 
3076100 2 53 56.3 4 135 38 3 6 6 6 4 2 

3127200 2 72 41 2 196 62 5 7 6 6 4 6 
3253500 2 7 98.6 5 490 33 6 6 1 1 4 2 

3388000 2 60 80.2 5 1083 134 12 11 6 8 4 6 
3430000 2 33 18.8 5 110 72 5 8 6 6 6 6 
3456576 2 106 106 4 411 96 7 12 6 6 6 6 

3511833 2 19 171.7 3 315 70 5 0 8 8 4 2 
3544040 2 35 59.8 5 452 88 8 0 6 6 4 2 

3550675 2 71 60.2 2 216 56 3 13 8 8 6 6 
3596800 2 15 4:U 5 250 70 6 7 6 6 4 4 
3612000 2 62 154.9 3 582 88 8 5 6 6 4 2 

3659700 2 101 18.5 4 127 84 6 10 6 6 6 6 
3673427 2 51 202 3 397 56 4 11 6 6 6 2 

3762500 2 62 61.5 2 288 53 4 0 8 3 4 2 
3915750 2 94 61 4 411 96 7 7 6 6 6 6 
3934887 2 67 55.6 2 334 68 6 5 6 6 4 2 

3966900 2 42 91.6 4 298 126 8 11 8 8 6 6 
4016000 2 122 lOlA 3 225 80 9 13 4 4 4 4 
4016000 2 123 1328 5 838 98 6 13 8 8 6 6 
4053000 2 90 80.2 5 1083 134 12 11 6 8 4 6 
4053000 2 88 25.5 4 138 68 6 11 6 6 4 2 

4061750 2 11 62.7 5 578 144 11 7 6 6 6 6 
4087740 2 89 31 5 163 88 8 0 6 6 4 2 
4088000 2 87 37.5 4 325 94 7 8 8 11 4 2 
4128450 2 53 136.5 2 351 56 4 9 6 6 6 2 
4141000 2 119 46.3 5 7:79 47 6 6 3 3 4 2 

4200000 2 132 119.1 4 390 94 6 13 8 8 6 2 
4221000 2 105 88.5 4 641 96 7 7 8 8 4 4 
4325800 2 22 91 4 422 70 4 0 8 8 6 6 
4371300 2 52 51.1 3 373 118 9 11 8 8 4 2 
4398000 2 65 84.5 4 269 55 5 5 6 3 4 2 

4620000 2 60 136.5 2 351 56 4 9 6 6 6 2 
4630075 2 101 61 4 411 96 7 7 6 6 6 6 
4716622 2 121 73.3 5 562 108 8 8 6 6 6 6 
4823140 2 65 203.2 3 218 86 6 13 8 8 4 6 
4824600 2 69 90.1 4 455 122 8 12 8 8 6 2 
4972800 2 47 61.7 3 591 120 9 10 6 6 6 6 
5048143 2 100 75.7 4 238 60 4 7 6 6 6 6 
5292060 2 88 31 5 163 88 8 0 6 6 4 2 
5316675 2 27 627 5 578 144 11 7 6 6 6 6 
5402320 2 59 54.9 3 7:77 80 7 7 6 6 4 4 
5619375 2 128 129.5 4 1243 178 12 12 8 8 6 2 
5749729 2 128 85.8 5 408 94 7 7 6 6 6 4 
5799725 2 69 77.9 5 919 182 14 12 8 8 4 6 
6094320 2 105 60.7 4 475 178 12 12 8 8 6 2 
6272000 2 32 115.1 5 754 116 9 0 6 6 6 2 
6314420 2 51 184.1 4 402 30 3 0 4 4 4 2 
6519200 '1 14 9704 4 379 33 4 7 3 3 4 '1 
6742890 '1 58 117.4 5 781 56 5 6 6 4 4 2 
6761535 2 67 91.1 4 411 48 4 3 6 6 4 2 
6886250 2 55 103.1 4 140 54 3 7 8 8 6 4 
6925384 2 66 75.9 3 512 82 6 3 8 8 4 2 
6948940 2 113 56 4 315 84 6 13 8 8 4 4 
6964180 2 63 627 5 578 144 11 7 6 6 6 6 
7238578 2 80 31.1 3 174 108 7 13 8 8 6 2 
7411050 2 91 146.7 3 740 122 8 13 8 8 6 2 
7850575 '1 70 46.3 5 7:79 68 6 6 6 6 4 2 
8008000 3 60 60.7 4 475 178 12 12 8 8 6 2 
8063000 3 65 145.7 4 506 104 8 12 6 6 6 2 
8131200 3 78 52.1 2 260 58 5 5 6 6 4 2 
8141750 :1 99 145.8 3 670 122 8 13 8 8 6 2 
8277500 3 62 93.8 2 461 72 5 7 8 8 4 4 
8354900 3 36 217.6 5 952 48 5 0 4 4 4 4 
9179558 3 84 154.6 3 787 112 7 13 8 8 6 6 
9191.000 ::I 92 42.3 5 250 70 6 7 6 6 4 4 
9751.400 3 62 51.1 3 373 118 9 11 8 8 4 2 
9782500 3 63 626 5 402 142 11 13 8 8 4 '1 
9929863 3 100 74 4 147 58 4 0 8 8 4 2 

10272300 3 107 80.5 4 409 164 11 13 8 8 6 '1 
10293700 3 72 106.7 5 430 50 5 8 3 3 6 '1 
10309423 3 37 97.4 5 849 104 9 7 6 8 4 6 



10699800 3 110 190.4 3 508 60 4 13 8 8 4 4 

10767300 3 42 115.1 5 754 116 9 0 6 6 6 2 
10928880 3 106 187.2 4 409 110 6 13 8 8 8 6 
11004882 3 105 119.3 4 423 138 8 13 8 8 8 2 

11018000 3 55 322.1 4 842 30 3 5 4 4 4 2 
12178500 3 106 172.4 4 905 150 10 12 8 8 6 2 
14211780 3 107 220.9 4 585 94 7 13 8 8 4 2 

14308000 3 87 29 5 335 164 11 12 II 8 6 2 
14493600 3 82 29 .5 335 122 8 12 8 8 6 2 

14493600 3 82 29 .5 335 164 11 12 8 8 6 2 
1455rooo 3 79 220.9 4 585 94 7 13 8 8 4 2 
14720100 3 106 62.7 5 578 144 11 7 6 6 6 6 
14888742 3 93 220.9 4 585 94 7 13 8 8 4 2 
14985000 3 128 151.7 4 1572 1.06 14 12 8 8 6 2 
15909075 3 128 80.2 .5 1083 134 12 11 6 8 4 6 
16749500 3 9 135.3 5 1178 80 7 0 6 6 4 4 
16997985 3 128 285.9 2 1449 164 11 13 8 8 6 2 

19296000 3 105 117.3 4 1070 106 8 0 6 6 6 4 
19545000 3 72 115.1 5 754 116 9 0 6 6 6 2 

20328000 3 76 152.8 4 694 154 10 13 8 8 6 6 
22062627 3 102 423.4 4 985 48 .5 12 4 4 4 4 
22802500 3 72 146.7 3 740 122 8 13 8 8 6 2 
27092397 3 107 194.2 4 1106 132 10 13 8 8 4 4 
29109750 3 110 128.4 4 752 154 12 13 8 8 4 2 
3(1776044 3 107 124.4 4 1096 226 18 13 8 8 4 2 

32800000 3 131 214.5 4 1844 238 16 13 8 8 6 6 
38000000 3 131 179.2 4 1678 224 15 13 8 8 6 6 

54900000 3 131 247.7 5 1987 282 17 13 8 8 8 2 
85779001 3 108 202 5 2767 312 25 13 8 8 4 4 

105899999 3 106 400.6 5 7650 312 25 13 8 8 4 4 

124893572 3 123 329.5 4 3570 486 34 14 8 8 6 2 



WELLINGTON COMMERCIAL SALES DATA SET. 

PRICE CODEP DATE LAND LOCATION BLDG QUALITY FLRS AG CONDW CONDR CONSTW CONSTR 
582120 1 31 24.2 4 109 60 4 7 6 6 6 6 

6fJ7600 1 31 3:t5 4 128 35 3 !l 6 3 4 2 
650700 1 1 61.5 3 181 38 3 S 6 6 4 2 
713115 I 19 44.6 " 81 32 3 0 4 4 " 4 

141100 1 1 23.2 3 153 72 6 5 6 6 4 6 
786800 1 14 37:1. 3 280 79 8 ., 3 3 6 4 

195195 1 20 65 3 219 48 " 5 6 6 4 2 
827718 1 35 27.1 4 82 26 3 6 3 3 4 2 
847000 1 60 26.3 3 65 38 3 7 6 6 4 2 
851592 1 41 26.3 3 65 38 3 7 6 6 4 2 
909420 1 30 39.5 3 194 70 ;; 8 6 6 6 4 

915500 I 45 37.2 3 280 79 S 7 3 3 6 4 
938833 1 40 28.1 4 109 60 4 8 6 6 6 6 

1002400 1 4 36.6 .5 125 50 " 6 6 6 4 4 

1021200 I 49 29.4 4 204 117 9 S 6 3 6 6 
1059421 1 1 37.2 3 280 79 S 7 3 3 6 4 

1101881 1 114 36.4 3 102 57 :; S 6 3 4 4 
1136800 1 31 50.8 3 211 60 4 7 6 6 6 6 
1202586 1 2 73.9 2 190 32 3 6 4 4 4 4 
1237200 1 114 30.7 3 180 98 6 11 8 S 6 6 
1290590 1 6 52.4 3 146 44 3 S 6 6 6 2 
1315650 1 .5 52.7 3 158 40 3 II 6 6 4 4 
1449360 1 83 26.8 3 119 60 4 7 6 6 6 6 
1498450 1 71 96.1 4 456 136 9 12 g g 6 2 
1500800 I 105 95.7 2 162 48 .5 12 4 4 " 4 
1560900 1 67 26.8 3 119 60 4 7 6 6 6 6 
1562880 1 47 38.1 4 190 68 .5 g 6 6 6 2 
1691225 1 100 26.8 4 78 38 3 3 6 6 4 2 
1748700 1 34 44.5 4 216 58 .5 5 6 6 4 2 
1771000 1 59 39.5 3 194 70 .5 8 6 6 6 4 
1927000 1 39 76.1 2 511 138 9 12 8 8 6 4 
2032800 2 76 27.3 2 110 56 4 5 8 6 4 2 
2075850 2 28 71.9 3 367 40 5 5 3 3 4 2 
2077050 2 96 54.5 3 142 84 6 7 6 6 6 6 

2197200 2 44 44.5 4 216 58 5 5 6 6 4 2 
2199000 2 65 260.3 2 1209 192 13 12 8 8 6 :2 
2257500 2 61 27.'5 :5 112 60 5 0 6 6 4 " 2292740 2 35 27.'5 5 108 70 5 0 8 6 4 4 
2439700 2 55 24.2 5 78 48 4 '5 6 6 " 2 
2483250 2 61 100.7 4 232 26 ::I ::I :3 :3 4 :2 
2786100 2 123 37.2 2 305 106 8 12 6 8 6 2 
2797200 2 127 16.8 2 453 108 7 13 8 8 6 2 
2832128 2 49 33.4 4 335 154 10 II 8 8 6 6 
2838000 2 67 36.4 3 102 51 '5 8 6 3 4 4 
2890500 2 39 191.7 4 532 40 3 7 6 6 " 4 
3045840 2 47 23.5 5 61 46 3 6 8 8 4 2. 
3179550 2 38 32.6 4 240 126 8 10 8 8 6 6 
3311000 2 61 52.7 3 158 40 3 8 6 6 4 4 
3547500 2 69 27.7 3 164 84 6 7 6 6 6 6 
3650000 2 131 40.3 .5 334 140 9 II 8 8 6 6 
3982425 2 45 45.5 4 467 210 14 12 8 8 6 6 
4191225 2 31 45.5 4 467 210 14 12 8 8 6 6 
5051800 2 35 7l.8 4 557 154 10 11 1\ 1\ 6 6 
5114200 2 14 51 5 189 110 7 1\ 8 6 6 6 
5235414 2 122 175.8 3 561 66 " 12 1\ 8 6 2. 
5322053 :2 12 70.9 :3 632 12 8 11 4 4 4 4 
5395200 2 15 55.6 :5 360 110 7 13 8 II 6 <1 
5454350 2 12 49.8 " 316 130 to 8 6 6 \) " 5596800 2 75 30.1 3 180 98 6 H 1\ 8 (j 6 
5119015 2 129 113.6 " 460 70 4 13 3 8 6 6 
5733200 :2 72 37.2 2 :m5 106 1\ 12 6 II 6 /, 

5798350 2 n 16.2 :5 42 38 3 6 6 6 4 2 
5928250 2 114 58.7 " 380 154 10 B II 8 6 6 
6032250 2 91 96.1 4 456 136 9 12 8 8 6 :2 
6314000 2 60 52,9 " 277 n '5 7 6 6 6 6 
6423307 2 15 51.3 :; 158 84 6 8 6 6 6 6 
6443750 2 114 74.5 :1 353 126 8 13 8 8 6 6 
6646200 2 74 43.4 5 412 102 9 8 6 6 4 6 

1243200 2 24 213.2 4 1651.5 238 16 12 8 8 6 6 
7421675 2 III 113.6 4 460 70 " 13 8 8 6 6 
7480550 2 36 84.3 4 370 94 6 6 8 8 6 2 
7492250 2 72 41 3 348 140 9 11 8 8 6 6 



Commercial 24f) 

7592400 2 129 40.8 4 391 150 10 13 8 8 6 2 
7772000 2 34 64.9 4 509 210 14 11 II II 6 6 
8301150 3 67 100.7 " 232 26 3 3 3 3 4 2 
8428000 3 63 111.9 3 873 72 II 11 4 4 4 4 
8500800 3 78 41 3 348 140 9 II 8 8 6 6 
8778000 3 59 50.1 4 410 150 10 12 II 8 6 2 
8996400 3 18 60.6 3 644 196 13 II 8 8 6 6 
9363750 3 96 41 3 348 140 9 II 8 8 6 6 
9486400 3 76 91.7 3 708 210 14 12 8 8 6 6 
9527371 3 19 76.9 3 758 154 10 11 8 II 6 6 

10098000 3 82 329 4 327 140 9 11 8 8 6 6 
10677975 3 69 74.3 " 346 70 :; 13 8 8 4 2 
10780000 3 31 54 3 389 108 8 13 8 8 4 4 
11233200 3 51 94.3 3 877 88 10 0 <1 4 4 4 
11847547 3 104 121.9 3 640 98 6 13 8 8 6 6 
12936000 3 31 300.7 5 1766 64 7 0 4 <1 " 4 
15215678 3 III 60.6 3 644 196 13 II 8 8 6 6 
15570522 3 84 125.9 3 877 112 7 12 8 8 6 6 
16212000 3 90 141.8 4 1197 220 15 12 8 8 6 2 
16287500 3 71 65.7 4 405 136 9 13 8 8 6 2 
16410400 3 85 60.1 4 495 140 9 11 8 II 6 6 
17666000 3 87 127.8 :5 844 72 8 0 4 4 4 4 
18415375 3 96 71.8 4 557 132 10 11 6 6 6 6 
19686000 3 88 64.9 4 509 210 14 11 II II 6 6 
21621600 3 78 58.2 " 670 224 15 12 II 8 6 6 
22453200 3 82 79.9 " 612.7 III 13 13 4 " 4 " 24172300 3 126 156.7 3 985.3 56 6 6 " 4 4 4 
24725250 3 128 117.4 4 835 180 12 13 II 8 6 4 
2S634285 3 132 91 3 580 150 10 13 II II 6 2 
28904400 3 47 165.9 5 1752 348 24 11 8 8 6 4 
29260000 3 59 171.1 " 1237 196 13 13 II 8 6 6 
35260200 3 112 141.2 4 1366 224 15 11 8 8 6 6 
41888000 3 78 117.3 .5 910.9 252 17 13 8 8 6 6 
42126000 3 126 156.8 4 1176 210 14 13 8 8 6 6 
54009000 3 107 162.9 4 noo 196 13 13 8 8 6 6 
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:URISTCHURCH COMMERCIAL SALES DATA SET 

~RICE CODEP DATE LAND LOCATION BLDG QUAUTY FLRS AGE CONDW CONDR CONSTW CONSTI~ 

:'515500 I 114 49.2 4 101 26 3 12 3 3 4 2. 

516750 I 20 62.3 2. 159 60 5 11 6 6 4 4 

577155 I 106 92.9 2 138 48 3 7 6 6 6 6 
578760 I 21 48.1 4 315 78 7 6 6 6 4 2. 

626500 I 6 38.7 4 136 48 4 10 6 6 4 2 
640000 I 131 38.7 \ 136 48 4 5 6 6 4 7. 

654310 1 102 28.4 5 105 26 3 1 3 3 4 '2 
659160 1 45 28.8 5 112 70 4 7 8 8 6 6 

663087 1 55 38.7 4 136 48 4 10 6 6 4 2 

682065 1 30 52.8 4 132 50 4 :5 6 6 4 4 

689765 1 35 72.6 4 277 33 4 5 3 3 4 2. 

193160 1 123 15.4 :5 426 98 6 11 8 8 6 6 
801920 1 6 21.8 5 69 38 3 6 6 6 4 2. 
804041 1 36 81.1 4 285 80 5 5 8 8 6 7. 

847028 1 6 72.6 4 277 33 4 5 3 3 4 2. 

882000 1 31 101.2 4 148 47 6 1 3 3 4 7. 

888810 I 20 46.8 5 162 66 4 8 8 8 6 2. 

918900 1 115 185.2 3 117 48 3 II 6 6 6 6 

927175 1 125 22.1 5 104 80 5 13 8 8 6 2. 

952850 1 11_'> 74.4 2 140 66 4 12 8 8 6 2. 

1021200 1 48 172 2. 166 80 6 6 6 6 6 2. 

1048950 1 129 78.5 4 424 164 11 12 8 8 6 '1. 

1048950 1 129 50.8 2 229 108 7 12 8 8 6 '1. 

1060267 1 69 60.4 2. 281 112 7 12 8 8 6 6 

1081492 1 52 89.8 '1. 193 84 5 11 8 8 6 6 

1097600 1 31 61.8 2 131 80 5 12 8 8 6 2 

1231904 1 15 106.2 2 367 72 7 8 3 3 6 6 

1288838 I 114 84.4 4 330 52 4 9 6 6 4 6 

1292928 I 47 61.7 2 182 66 4 12 8 8 6 2 

1305626 1 4 32.2 :5 128 70 4 7 8 8 6 6 
1309350 1 62 48.1 4 315 78 7 6 6 6 4 2 

1343770 1 53 70.6 4 309 48 4 13 6 6 4 2 

1388240 1 105 36.5 4 145 48 4 8 6 6 4 2. 

1489580 I III 29.8 5 241 152 10 13 8 8 6 4 

1502494 1 125 88.5 3 191 80 5 12 8 8 6 2 

1593260 1 35 206.1 4 422 58 .5 12 6 6 4 2 

1611505 I 97 65.8 1. 167 48 3 7 6 6 6 6 

1616000 1 120 32.2 .5 128 70 4 1 8 8 6 6 

1646438 1 101 70.6 4 309 48 4 9 6 6 4 2 

1751000 1 123 104.5 4 225 33 4 8 3 3 4 2 

1713750 1 61 65.8 2 161 48 3 7 6 (; 6 6 

1803180 1 66 29.7 5 88 38 3 .5 6 6 4 2 

1810100 1 57 35.2 4 232 96 7 11 6 6 6 6 

1852950 1 98 65.8 2 167 48 3 7 6 6 6 6 

1855800 I 113 158.6 2 445 98 6 13 8 8 6 6 

2006000 1. 126 62.3 4 206 66 4 8 8 8 6 2 

2006620 1. 71 65.8 1. 167 48 3 7 6 6 6 6 

2144000 2 lOS 78.2 3 162 80 .5 13 8 8 6 1. 

2158600 1. 121 181.8 2 323 40 3 13 6 6 4 4 

2197200 2 43 241.3 2 285 126 8 10 8 8 6 6 

2217200 1. 7 102.1 2 221 52 3 12 8 8 6 1. 

2263116 1. 44 lSI 3 109 68 4 12 8 8 6 4 

2285305 1. 99 16.6 '5 374 56 4 11 6 6 6 '2 
2439700 1. 56 76.6 '5 374 72 S 11 6 6 6 6 

lSII630 1. 67 27.4 '5 107 58 4 6 8 8 4 2 

2647192 2 22 82.6 2 479 86 6 11 6 8 6 () 

2680000 :2 103 105.2 3 179 52 3 13 8 8 6 ;). 

2932000 2 65 102.4 5 lSS 26 3 7 3 3 4 '2 

3001600 :2 104 105.2 3 179 52 3 13 8 8 6 1. 
3496500 2. l29 161.4 2 360 70 .5 13 g 8 4 :I. 

3516160 2. 105 147.9 2 Z19 66 4 13 8 l! 6 :~ 

3719840 2- 105 11,5.1 ::I 281 66 4 12 8 8 6 2. 
39{12080 2 105 133.8 3 321 66 4 13 8 8 6 2 
4086720 2 68 164.3 3 414 94 6 12 8 8 6 :2 
4227100 2 112 1,54.2 3 364 94 6 12 8 8 6 '2 
474::lbOO '}, 112 308.6 3 402 82 6 12 8 8 4 '2 

5076990 2 130 52.3 4 439 94 7 13 8 8 4 '2 
5401090 :2 117 102.4 5 255 38 3 1 6 6 4 2 
6118300 '2 126 127.8 4 745 108 7 13 8 8 6 2 

7396800 2 lOS 52.3 4 439 94 7 13 8 8 4 2. 

7984800 2. 101 135.2 5 646 94 6 13 8 8 6 2 
10064925 3 128 102.7 :5 358 52 3 13 8 8 6 '2 
30711000 3 108 301.3 3 2428 2110 19 13 8 8 6 6 

42880680 3 91 204 .5 1983 2SO 17 13 8 8 6 4 
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