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A Message From the Editor
Welcome to the first issue of the University of Auckland 

Investment Club Bulletin for the 2016-2017 year. 

The focus for this issue is the Macroeconomic environment 

around us from the investor’s perspective. New Zealand 

investors face various challenges in the local and global 

marketplace, and in this issue our team of writers explore 

certain elements of the macroeconomic environment from 

the investor perspective.

In the local economic environment, Borna covers the 

Auckland housing market and the impacts on property 

investors and equity investors. 

Offshore, Charlie covers the slowdown of economic growth 

in China and its consequences for the global economy, 

Mitchell covers the repercussions that Brexit may have and 

Jamie discusses the implications of the influx of migrants 

to Europe, in particular Germany from Syria. 

This year, the Bulletins will be centred around a central 

topic, which will paint a picture of the global world of 

investing over the course of the year. 

I hope you enjoy reading these articles with many thanks 

to our talented group of writers.

Logan Van Rynbach

Editor
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China’s Slowdown
By Charlie Baxter
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“IN A PERIOD OF 8 YEARS, DEBT HAS INCREASED 
110%, EVEN THOUGH GDP HAS ONLY INCREASED 
69.1% OVER 2008”

The rapid growth of the Chinese economy over the past two 
decades has been a source of both admiration and concern. 
For New Zealand, it’s given rise to a huge market for our 
exports, and it is of undeniable economic importance. 
From a kiwi investor’s point of view, China can have an 
significant impact both directly (think tourism numbers) 
and indirectly (China’s global demand for commodities 
affecting our terms of trade). Needless to say a basic 
understanding of the Chinese economy, and the events 
that are currently occurring within it, are a necessity for 
anyone who wants to be financially literate.
 
Over the past year, a number of alarming events have 
occurred, indicating that the health of this major economic 
player may not be as positive as first thought.
 
The first of these indicators takes the form of a slowdown 
in GDP.

 
Second quarter Chinese GDP growth was at 6.7% this year. 
While exceeding some expectations, this 6.7% is down from 
7.4% this time last year. More significantly perhaps, it is in 
stark contrast to the 10% GDP growth China has averaged 
over the past forty years. However, many experts believe 
that these official figures have been overstated by Chinese 
officials, with a more realistic GDP growth rate consensus 
around 4%.
 
Then there’s the several stock market corrections that 
have occurred over the past year.
 
The worst was in August of 2015. The 24th of August saw the 
Shanghai main share index lose 8.49% of its value. On the 
25th, it lost a further 7%. In January of this year, there was 
another correction – dropping 7%.
 
Lastly, concern over China’s rising debt levels and the 
various issues this gives rise to.
 

Debt levels have been estimated at 240% of GDP. However, 
the figure itself, while high, isn’t the concerning part. 
Instead, it’s the rate that debt is being taken on. In 2008, 
debt was 130% of GDP. This means that in a period of 8 
years, debt has increased 110%, even though GDP has only 
increased 69.1% over 2008.
  
How has this all come about?
China’s average GDP growth of 10% annually has come from 
fixed asset investment (meaning investment into tangible 
capital and infrastructure) and international demand for 
Chinese goods. Investment has increased exponentially 
in China over the past 30 years as key infrastructure such 
as roads, rail, water services and airports have all been 
invested into and built up incredibly quick to service a 
rapidly growing middle class.
 
What this means is that a key driver for the Chinese economy 
has been fixed asset investment, and the manufacturing 
and construction that has occurred as a result of this. It 
has been the crucial factor for the 10% average GDP growth 
we have seen over the past thirty or so years.
 
But continuous investment into fixed assets and a 
dependence on exports can only fuel so much growth. A 
point of diminishing returns will inevitably occur when 
they don’t provide the means for the rapid growth they 
once did. Only so much investment into infrastructure 
and capital can occur. In other words, once the housing, 
utilities and the bridges are in place, the ‘low hanging 
fruit’ has been taken, where more complex projects and 
investment are required to grow the economy further.
 
This provides the explanation for the slowdown in GDP 
I mentioned at the beginning of this article. Previously, 
investment and exports accounted for the large GDP 
growth. As these two factors yield less and less impact 
on the Chinese economy, GDP will inevitably decrease 
with them. In order to ensure future growth, it’s logical 
that another part of China’s economy must provide 
for it. In other words, the Chinese economy needs to 
rebalance. It’s widely regarded that in order for it to do so, 
domestic businesses must be developed – businesses that 
provide goods and services for domestic consumption. 
It is plausible that these businesses are the next step for 
China’s economy as it moves away from the sectors that 
it has traditionally relied on. The idea is that businesses 
providing goods and services for domestic consumption 
– things like retail, healthcare, and entertainment, are 
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underdeveloped in China. Because of this there is a lot of 
scope for development and growth. These services are 
what the government is turning to in the face of ailing GDP.
 
All in all, the lowering of GDP is quite possibly due to an 
economic rebalancing, a sign that investment into fixed 
assets needs to slow down and domestic consumption 
driving domestic business needs to pick up. Then, we have 
the issue related to the stock market corrections. What do 
these mean?
 
Well, 85% of investors in both the Shanghai and Shenzhen 
stock markets are retail investors, meaning everyday 
individuals, rather than the institutional investors that 
typically dominate stock markets. Retail investors often 
have speculator behaviours when investing and so this 
adds to the volatility of share prices. The sheer scale of this 
can be illustrated by the fact that 30 million new trading 
accounts were created in the first 5 months of 2015 alone.
 
The bull market that occurred in China was fuelled by 
millions of retail investors speculating. It would be more 
accurate to say that they were attracted to the rapid 
increase in value of the stocks and viewed it as a way to make 
easy money. This was encouraged by the government, who 
wanted to use the buying power of a massive population 
to bolster stock market performance. Impulse buying and 
speculation ensued, further driving up the price of the 
stocks. This is somewhat ironic given gambling is illegal in 
mainland China, government deregulation allowed margin 
lending to take place, fueling this speculation. Inevitably, 
the drastic overpricing of stocks that took place, fuelled 
by speculation and debt, had to come to an end. The asset 
bubble burst. Because of the amount of purchases made 
on debt, there was a mass sell-off as investors tried to 
recover enough funds to cover the debts they had incurred 
to buy them. In many ways the unwinding of the stock 
market bubble was simply a much needed response to 
exorbitantly overpriced shares. It does however paint 
a concerning picture of the government’s role in this: a 
lethal combination of encouragement and deregulation 
allowed investors with little knowledge to borrow and 
invest spurred on by greed and the idea of wealth.
 
And lastly, this leaves China’s debt situation. China’s debt 
started increasing rapidly after the 2008 financial crisis. 
In an attempt to pull the economy through the financial 
turmoil, the Chinese government undertook a huge 
stimulus programme, increasing spending and investment. 

In the short-run this worked in the sense that it fostered 
investment and spending as intended. However, in the 
long run it has led to a sizeable increase in debt, and a bad 
hangover in the form of overcapacity in manufacturing, as 
well as a real estate glut.

Disconcertingly, debt is still continuing to rise rapidly, 
and the kinds of institutions it is being issued to are 
hardly bastions of prosperity. They include bloated state 
enterprises that aren’t profitable and won’t be able to 
repay the debt anytime soon. Real Estate features as well. 
There’s the worrying statistic that it is now taking four 
renminbi of credit to increase GDP by one renminbi. These 
are significant problems, and the uncertainty surrounding 
them is unsettling. The slowdown in GDP can be attributed 
to economic rebalancing, and a volatile stock market can 
be attributed to a much needed correction. But, China’s 
large amount of debt, and the consequences of this, leave a 
question mark lingering on the true status of its economic 
health.

“RETAIL INVESTORS OFTEN HAVE SPECULATOR 
BEHAVIOURS WHEN INVESTING AND SO THIS ADDS 
TO THE VOLATILITY OF SHARE PRICES.”
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Brexit: Catalyst for Change 
in the Global Economy?

By Mitchell Tapp
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On June 24th, 2016 the United Kingdom voted with a 52% 
majority in the Brexit referendum to enact article 50 of the 
Treaty on European Union and begin a negotiation period 
to leave the European Union. Supporters of leaving the EU 
wish to reduce immigration and gain more independence 
over the British economy by reducing European 
intervention.

The fallout of this result was immediate. UK Prime Minister 
David Cameron resigned, the pound sterling fell against 
the Euro and USD, and markets stuttered in the wake of 
the “Leave” decision. The Brexit decision was an economic 
uncertainty shock, but it has not caused a large scale global 
crisis as some predicted. It is likely however to have long 
running effects, primarily on the UK economy but also on 
a global scale.

Article 50 of the Treaty on European Union stipulates a 
two year deadline for withdrawal from the EU once official 
notice has been given. The new government has not yet 
given official notice or established a clear time frame 
for when they intend to begin the exit process, leaving 
an element of uncertainty and caution in the economy. 
Moving forward, the impact of the Brexit decision will 
be greatly influenced by policymakers as they shape the 
future of the United Kingdom and the way it interacts with 
the global economy.

Growth
The Bank of England announced a cut to the interest 
rates to 0.25%, the lowest rate in the bank’s history, and 
expects to make further cuts as part of a stimulus package 
to support the UK economy following the referendum. The 
stimulus package also includes an extension to quantitative 
easing, plans to purchase corporate bonds and Term 
Funding Schedule (TFS) which will give banks cheaper four 
year funding in return for lending. The TFS is intended to 
reduce the pressure on the banking industry as a result of 
the easing measures and ensure a healthy banking sector. 
The steps taken by the Bank of England and the timeliness 
of its decision, illustrate its willingness to support growth 
and that policymakers are engaged. Many central banks 
are finding that the effectiveness of monetary policy is 

declining and they are running out of tools to stimulate 
the economy.

Despite these measures, the United Kingdom will likely 
experience an economic slowdown in the near future. 
The UK is only a small part of the global economy so the 
slowdown will not have a major effect on growth globally, 
although there will be some impact.

Stricter immigration in line with the desires of voters will 
restrict growth in the UK labour force and the uncertainty 
generated by Brexit will also resulting in a hiring slowdown 
as businesses become more cautious. These will both 
have a dampening effect upon growth in the UK economy. 
The European labour markets are not likely to be greatly 
affected.
 
Trade
A major factor for the future of the UK economy is going to 
be the nature of the new trade deals negotiated between 
the UK and European Union. Exports to Europe currently 
account for a significant proportion of the total output of 
the UK economy. Leaving the EU also generates a need to 
negotiate with countries such as Turkey and South Africa 
with whom the UK currently trades freely due to free trade 
agreements negotiated with the EU.

It will be mutually beneficial for new favourable trade 
agreements to be reached as both the EU and UK are reliant 
on each other’s respective markets. Similarly it is unlikely 
that Britain will be unable to negotiate trade agreements 

“ARTICLE 50 OF THE TREATY ON EUROPEAN UNION 
STIPULATES A TWO YEAR DEADLINE FOR WITHDRAWAL 
FROM THE EU ONCE OFFICIAL NOTICE HAS BEEN GIVEN”
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with the countries which it trades with via the EU free 
trade agreements.

A major point of contention in negotiations with the EU 
will be access to the European single market. Complete 
access to this market is unlikely without the UK allowing 
for free movement of workers which is one of the primary 
principles opposed by Brexit supporters as they seek to 
reduce immigration into the country.  For similar reasons 
the UK is unlikely to seek to be part of the European 
Economic Area as they would be subject to EU regulation 
- including free movement of people in EU and EFTA 
countries.

Any tariffs or restrictions that come into place will have 
impacts on business decisions with fears that companies 
may shift head offices out of the United Kingdom and into 
EU countries. In the financial services industry, leaving 
the European Union could result in institutions based in 
the United Kingdom losing their passport rights. Passport 
rights allow banks to sell financial services in the European 
Union without having to have a branch there. The London 
banking sector is endeavouring to develop a plan that 
will allow it to maintain its access to the EU through 
“passporting” deals.  
 
Investment
In response to Brexit many businesses have halted or 
delayed investment plans while they try to determine the 
consequences of the decision on their operations. This 
freeze in investment will continue until uncertainty has 
fallen and business confidence has risen. Prime concerns 
for businesses regard the access that the UK will have to 

the single market and other markets currently accessed 
through EU trade agreements.

The new government led by Theresa May has yet to 
establish a clear stance on government funded investment. 
Since taking over as Prime Minister, May has approved 
plans for construction of an offshore wind farm but 
decided to delay approval of the Hinkley Point C nuclear 
power station which was set to be partially funded by 
China. The new government’s strategy may be indicated in 
coming months with its decision regarding the expansion 
of either Gatwick or Heathrow airport. Approval of a 
significant infrastructure project would signal that the 
government intends to support the UK economy through 
project spending.

The delay of the Hinkley project caused tensions with 
China, an important potential source of foreign investment 
in the wake of Brexit. In 2013 the EU accounted for 46% of the 
UK’s stock on internal foreign direct investment, making 
the EU an important source of foreign investments for the 
United Kingdom. During campaigns in the lead up to the 
referendum China was touted as a potential replacement 
for EU as a source for foreign investment. The United 
Kingdom’s business relationship with China could become 
increasingly important if foreign direct investment from 
the European Union declines. 
 
Investor Takeaways
• Uncertainty is still a major factor in the UK economy 

following the Brexit decision. Business decisions will 
be determined by clarity regarding a timetable for 
leaving the EU and the negotiating strategy of the UK 
government.

• Economic data over the coming weeks will provide 
the first evidence of economic slowdown. Statistics 
on inflation, the housing market and other factors 
following the referendum will illustrate where the 
economy may be heading.  

• The Autumn Statement due before the end of the year 
will likely outline the government’s spending plans and 
make a statement about its approach to investment as 
a form of stimulus.

• Investigations into industries that could benefit from 
some of the consequences of the Brexit decision 
may yield some investing opportunities. For example 
a weaker pound may have implications for future 
benefits for UK exports to countries outside of Europe 
or for the tourism industry. 
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The Economic Impacts of 
the European Migrant Crisis

By Jamie Parr-Thomson
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“THE GERMAN GOVERNMENT HAS ESTIMATED THAT 
THE COST OF BEARING A SINGLE REFUGEE IS 12,000 
EUROS PER YEAR”

Over the course of 2015, there were an unprecedented 
1,321,560 claims for asylum status in the European Union. 
The vast majority of these migrants are escaping the civil 
war in Syria, but many of them are fleeing violent oppression 
in other countries such as Eritrea, Iraq and Afghanistan. 
However, a second less well-known wave of migration into 
other European countries has sparked too. Many people 
from poorer Balkan countries and Western African nations 
are joining the migratory masses seeking a better life in 
the European Union. These migrants normally get denied 
asylum status, as they are not escaping direct persecution, 
merely looking for higher living standards, but do add to 
the migratory stress currently being experienced in the EU.

This is the largest movement of people in European history 
since World War II, and will have permanent lasting effects 
on the continent and the survival of the European Union.

The German government has estimated that the cost of 
bearing a single refugee is 12,000 Euros per year, and the 
total cost of the situation for Germany alone is estimated 
at 10 Billion Euros. The often overlooked side to this is the 
fact that it should cause a stimulus in aggregate demand as 
these migrants begin to participate in the local economy. 
This is not a guarantee however, and depends entirely on 
how well the migrants successfully integrate into their 
new societies. Cultural integration is probably the greatest 

concern for Europeans opposed to the migrant influx. 
Many may argue that the predominantly Islamic refugees 
will not be able to assimilate into traditional European 
cultures. This is a huge risk, and puts a cloud of instability 
over all the European markets.

Growing unemployment is possibly the largest direct 
consequence of the crisis. The total amount of refugees 
arriving in Europe over 2014-2017 is currently forecast at 
just over 3 million, all of which will realistically need to 
find employment if they hope to fully integrate into their 
new situations. However, whether or not these jobs exist, 
or whether or not the migrant is willing or able to work 

is another issue. Reaction from migrants has been mixed, 
with some happily taking on new jobs while others refuse 
to work.  The arrival of a large number of unskilled workers 
in these labour markets will lead to a fall in domestic wages 
for unskilled work. This will be viewed very negatively by 
the local population who originally worked in these fields, 
however it will have the interesting flow-on effect of 
lowering costs for simple tasks and services for the general 
population, i.e. cleaning services.

The effect of refugees and migrants from Syria on non-
European countries has been surprisingly positive. It 
is thought that the wave of almost 1.1 million migrants 
in Lebanon has actually acted to increase GDP through 
heightened demand for local goods and services. In Turkey, 
the refugees have contributed heavily to the workforce for 
part-time and informal sectors, and even lead to higher 
average wages through an increase in employment in the 
formal sector. These effects go against popular belief and 
are encouraging for Europe, but must be taken in context. 
Turkey and Lebanon have much more in common with 
Syria in terms of cultural identity, religion and socio-
economic factors, and this could be why the adoption of 
these migrants has flown so smoothly. The main European 
countries gaining refugees: Greece, Italy, Germany and 
Hungary, on the other hand have very different societies to 
Syria and the likelihood of seamless cultural integration is 
much less probable.
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One pro-migration argument is that these wealthy 
European countries have high levels of demand for 
migrant labour, and that this situation will aid this. Turkish 
migration to Germany in the early 1960’s was a necessary 
step for the country, and despite some resistance from 
some locals, it was successful and lead to positive results 
for the economy. This new wave of migrants from Syria, the 
Balkans and West Africa could be just what Europe needs in 
terms of new labour and population growth, but will bring 
along with it a number of issues around religion, politics, 
patriotism and xenophobia.

The largest economic effect that the refugee crisis could 
have on Europe would be causing a divisive stance in 
the European Union. Different countries have reacted in 
different ways to the situation, and it could cause rifts 
between nations which will have long lasting effects 
in relation to mobility of labour and trade in Europe. 
Countries in the Schengen region have increased border 
control measures in response to the emergency, and some 
countries are beginning to feel like they are carrying an 
unfair proportion of refugees when compared to their 
neighbours. This imbalance could put political strain on 
European agreements, and in the case of a fallout between 
countries the economic implications would be massive. 

The migrant crisis could be the straw that broke the 
camel’s back for a number of unhappy European countries, 
and might lead to growing populist movements in nations 
like Italy and Germany. Economically this means seeing the 
possibility of more Brexit-like events, which would curb 
economic growth in Europe and destabilise the whole 
region.

The recent migrant issue in Europe has proven to be 
complex and will have serious implications on the 
continent for years to come. Economic predictions are 
changing directions like the wind and only time will tell 
what affects the crisis will really have on Europe.

“THE LARGEST ECONOMIC EFFECT THAT THE REFUGEE 
CRISIS COULD HAVE ON EUROPE WOULD BE CAUSING A 
DIVISIVE STANCE IN THE EUROPEAN UNION”
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Auckland Housing Market
By BORNA KING
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“IT IS IMPORTANT FOR INVESTORS TO UNDERSTAND 
THE DYNAMICS OF THE PRESENT ENVIRONMENT 
WHEN MAKING DECISIONS”

As prices continue to soar within the Auckland housing 
market, the growth rate of speculation seems to be in 
tandem. When will the market slow down? When will the 
‘bubble’ burst? With average prices continuing to rise, it 
seems that the introduction of capital gains tax (for sales 
within two years of purchase) has only made the sight of 
open homes rarer, with little effect on reducing prices. 

With ongoing political and social concern surrounding 
the matter, it is important for investors to understand 
the dynamics of the present environment when making 
decisions and what these decisions could mean in the 
future. 

Facts and influences on average prices 
In the last year leading up to July 2016, Auckland house 
prices have provided a 16% return on average. This is 
nothing far from an ideal return for investors. Furthermore, 

to put it in a timely perspective, if you had purchased a 
property in July 2012, just four years ago, you would have 
earned a gross compound return of 14.76% per annum on 
average. However, ‘on average’ as the media often spurs, 
is not the same for all home owners as there is often more 
surrounding the prospect of owning a title that influences 
potential buyers. Factors such as the condition of the 
house, the contour of the land and the community area, 
all play a large role in determining this average. To get an 
idea of what really seems to play the major determinant 
in price, Jack Pescy, a real estate agent from Barfoot & 
Thompson has offered his insight into the matter. 

“City of Sails or City of Millionaires?! It is my personal view 
that the majority of the purchasers are aiming to satisfy 
their real need of accommodation, proximity to good 
schools and transport. Furthermore, they are strongly 
driven by the need for the right location and trendy 
lifestyle. It is aspects such as access to popular beaches, 
cafes and entertainment that really make a sale. Looking at 
my area of operation (Mission Bay, Kohimarama, St Heliers 
and Orakei) and specifically at what was once considered 

the “high end of the market” at approximately $2M, this 
figure is now becoming the norm in those influential 
suburbs. With a 100% increase in the number of sales (in 
the $2M plus segment) during 2015, and with 30% of all sales 
hitting the $2M mark in the first half of 2016, Auckland’s 
“average price” is now a million dollars.” 

Wealth Divide and Drivers 
As well as looking at the market from an investor’s 
perspective, it is important to recognise the social 
separation that the escalated prices have brought. Now 
that the average house price in Auckland is at the million 
dollar mark, many segments of society such as students, 
low income individuals and young families are locked out 
of home ownership. What certainly doesn’t help either, is 
the media’s continuous coverage about ‘crazy’ house prices 
and the new ‘sleep in cars scheme’ that seems to have 
flooded the nation. What does this all do? It makes vendors 
not want to sell and buyers all the more eager to jump 
into a house, pushing home ownership even more into 
the distance for those who can’t afford it. As a result, while 
house prices have segmented the population, the media 
has thickened the dark lines separating the financially able 
members of society from the rest. 

Monetary Developments 
With social concern that house prices are now growing ten 
times that of the average Auckland wage, the same amount 
of unease is being felt by the New Zealand banks. In the last 
six months, the major banks have implemented restrictions 
to fully eliminate non-resident non-NZ citizen borrowers 
who are using overseas income to fund investment 
properties. The reason behind this suggests that banks 
too, are sympathetic for New Zealanders who can’t afford 
a property. However, looking from a financial perspective, 
Andrew King – an executive member of the New Zealand 
Property Investors Federation – suggests that banks are 
now faced with a range of risks from overseas borrowers. 
The most evident of these, is currency fluctuations that 
increase the likelihood of default, and the increased 
opportunities of fraud and money laundering. Public 
pressure due to scapegoat-like tactics of foreign buyers 
have caused banks to cave in to foreign buyer lending. 
However, it must be emphasised that foreigners do make 
up a very small percentage of house sales. According to the 
government’s statistics (Land Information New Zealand), 
foreigners made up only 3 percent of sales in Auckland for 
the first quarter in 2016. As a result, while this may slightly 
reduce competition for property investors, it is not likely 
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to affect house prices, as domestic demand, the primary 
cause, has not been addressed with this policy change. 
However, recently the Reserve Bank has made significant 
domestic changes, which are outlined below. 

Following the policy change from the Reserve Bank in 
July, Banks now require an LVR ratio of 60% for all owner- 
occupiers and property investors. An LVR (loan to value 
ratio) is effectively the amount of loan received compared 
to the total value of the property. By decreasing an LVR, 
more equity is required (in this case 40%) for an initial 
deposit. The rate of property investment theoretically 
slows down as investors are not as easily able to purchase 
properties one after another, by leveraging equity in an 
existing property to fund the deposit of a new one. 

For first home buyers, the LVR has not dropped, remaining 
at the same 20 percent threshold (though there are 
exceptions such as new builds). While this allows first 
home buyers an more of a chance of dipping their feet into 
the property market, it must be remembered that while 
the percentage may be comfortable, the dollar value of an 
average house is still very significant. The LVR restrictions 
are not set in stone, and banks can lend a small percentage 

of loans with a slightly lower deposit to selected target 
markets, however they generally charge a higher interest 
rate on the loan to compensate for the additional risk 
presented by having a lower margin of safety before 
negative equity occurs. 

It is worth noting that there are also other debt measures 
that the Reserve Bank could adjust in the future, creating 
risks for investors. Basic metrics such as debt to income 
ratios, which are used to generally value a mortgage could 
be adjusted downwards to hamper the market. This would 
largely affect investors who rely on leverage and young 
home buyers who are only starting their career paths on 
low incomes. 

Speculation 
So what can we expect for the future? With multiple forces 

“IT MUST BE EMPHASISED THAT FOREIGNERS DO 
MAKE UP A VERY SMALL PERCENTAGE OF HOUSE 
SALES”
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acting on the market such as increased demand, media  
pressure, monetary policy and high benchmark prices, it 
is not perfectly clear where the market will go. However, 
the market must slow down as the current growth rate 
is unsustainable. If house prices continue to increase, 
small segments of buyers will inevitably drop off as the 
growth rate of housing will mean mortgage repayments 
will become even less affordable than they already are. 
Furthermore, the LVR policy recently introduced will add 
an increased burden to investors, reducing the aggressive 
approach of buying multiple properties within a short time 
period. Lastly, there is also a massive push to increase 
supply through the Unitary Plan in Auckland (Urban 
Intensification in City Fringe areas) and new development 
(eg. Hobsonville Point and Wynyard Quarter) which should 
help to level out demand. 

However, property as an investment must also be 
viewed from an alternative viewpoint. In recessionary 
environments, as has been seen over the last few decades, 
property prices have fallen sharply as a mass inventory 
of property to sell floods the market – something that is 
multiplied with the gearing of a mortgage. However, over 
the long term, property investment will inevitably grow 
in price due to demand from natural increase as well as 
immigration, and is not something that is sensitive to 

changing tastes or trends. Another downside of property 
though is that because of the high cost of investment, it 
is very difficult to diversify your holdings in the same way 
you can with other asset classes, and so property can be 
a risky investment if not managed properly. However, 
having regard to the influential factors as discussed, and 
their weight compared to the asset’s characteristics, I 
believe that prices will gradually correct. There is much 
uncertainty over the current property market in Auckland, 
but one thing is for sure, if you are able to understand the 
macroeconomic drivers of property, you will be able to 
make better planned and safer investments over the long 
term. 

Equities 
Lastly, how are equity investors impacted from this new 
environment? 

Well, anyone who has invested in companies that are based 
on land and facility ownership will see an increase in the 
value of any land the firm owns. In the retirement sector, 
a major catalyst for elderly people to shift into retirement 
villages is house prices increasing, as retirement units 
aren’t cheap and require a large initial investment, as 
well as ongoing service fees and facility dues. With house 
prices increasing nationally, elderly retirees can afford 
to sell their current properties and downsize, and have 
capital left over to supplement their lifestyle. Large stocks 
such as Summerset and Ryman Healthcare which develop 
retirement villages have enjoyed significant growth due to 
aging population demands and house prices making the 
option a more financially viable one for pensioners. Take 
Summerset for example - at the start of 2015, the share 
price was $2.83. Now, in August 2016 the price is $5.49. 
That’s a holding period return of 94%. 

Applying the influencing factors to the housing market, 
the increased demand has certainly escalated house 
prices as well as the price of attractive areas that many 
elderly may want to live in. From an investor’s perspective, 
the new LVR’s may be too high for investors that do not 
have enough capital. As a result, investment in shares is 
a more accessible option. However, it is important to 
understand that the returns from a listed company are 
not based on assets but performance. When buying shares 
of a listed company, you purchase reputation and other 
future potential. There are always risks associated with 
businesses, where poor management or reputation can 
offset the gains that the housing market has created. 



UAIC  |  17 

IMAGE CREDITS

COVER
AgnosticPreachersKid - The Marriner S. Eccles Federal Reserve 
Board Building

CHINA’S SLOWDOWN
Cover - Red Angelo - unsplash.com
Heurik - Shanghai Stock Exchange

BREXIT
Cover - Chris Lawton - Unsplash.com
No Brex Please - mazz_5 - flickr.com

CREDITS
EUROPEAN MIGRANT CRISIS
Cover - kazuend - Unsplash.com
Arbeitsbesuch Mazedonien - Flickr
Gémes Sándor - Migrants in Hungary Near the Serbian Border

AUCKLAND HOUSING MARKET
Cover - Mathew Waters - Unsplash.com
Follash - Devonport, Auckland Waterfront and Waitemata Harbour
Abaconda Management Group  - Auckland, New Zealand



18  |  UAIC

UAIC


