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Cameron Bagrie
2019 Economic Outlook
Don’t reach for the defibrillator yet
continues to look at government policy
with a degree of nervousness. Businesses
tend to hold fire on investing and hiring
when they are nervous. We are starting
to see signs of this.

The outlook for the economy and various
asset classes, including commercial property,
looks rockier in 2019 than it was last year. That
will present both challenges and opportunities.
There is no need to reach for the defibrillator
– yet. But we need to acknowledge that
economic circumstances and the risk profile
have shifted. The New Zealand economy is
late in the business cycle, and asset prices
have had a pretty good run.

• The banking sector is facing massive
change and credit is becoming tougher to
get. Sensible heads are required to keep
the credit wheels turning.
The good news is that New Zealand is well
placed to weather these challenges.

Five key focal points to watch

Inflation and interest
rates are low.

• The global scene, and especially China, is
looking wobbly. House prices are falling
in Australia, and notably Sydney and
Melbourne.
• Auckland house prices are weakening as
some air gets taken out of an over-inflated
tyre. Comparisons are being made with
Sydney. Dairy land prices are correcting
too.

Historically, it has been rapid rises in
interest rates that have initiated a major turn in
the economic cycle.
Expectations have shifted in that the
Reserve Bank could cut the Official Cash Rate,
and they have scope to. The fiscal position is
strong.

• Grumpflation is intensifying; that’s the
combination of grumpy growth and rising
costs/inflation pressures which are hitting
business margins.

Standard and Poor’s has just raised
New Zealand’s credit outlook from stable to

• The business sector, including farmers,
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The good news is that cycles can
present opportunities too.
positive. That reflects a healthy fiscal account and
the fact that we haven’t built up the normal late
cycle excesses that can preclude a shakeout. A
weakening Auckland property market has removed
a point of vulnerability. That’s a good thing provided
it remains orderly.

What’s under the spotlight?
Some pockets will come more under the spotlight
though, notably Auckland property, given trends
across the Tasman. Other less affordable and low
yielding regions are likely to follow Auckland over
2019. Low yields and a lack of affordability, are a
reality check. Other more affordable regions are
still seeing price lifts. Dairy land prices might be
well down, but other rural land prices are holding
up.
Close attention needs to be paid to the banking
sector, which will be impacted by events across
the Tasman. Banks are likely to try and push up
margins. Credit criteria is being tightened, as
responsible lending demands bite. That’s healthy,
but will take some getting used to, as more i’s need
dotting, and t’s crossed to get a loan.

Outlook for Commercial Property
The commercial property sector is seeing mixed
results, but is generally stable. Yields are low and
we will likely see some pressure on valuations
in some areas, but they haven’t been driven to
the extremes seen in other asset classes. Not
being in the cross-hairs of government policy,
such as the environment (dairy) and affordability
(Auckland housing) helps too, though earthquake
strengthening issues linger.

The Bottom line?
The bottom line is that we are late in the cycle.
That means extra care needs to be taken, as
valuations and economic fundamentals get tested.
New Zealand’s fundamentals are actually pretty
good, but we need to respect that cycles come
and go. The good news is that cycles can present
opportunities too.

Disclaimer
The material in this communication is for information purposes only. The information is for general
purposes only and it is not personalised advice.
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Political Opinion
Is this the Year of
Unintended Consequences?
Denis McMahon
Chairman of the Board with PMG

In my last column, I wrote about the
rise of populism globally and some of
the surprising political outcomes which
had ensued as a result. Without doubt,
the biggest of these was the election of
Trump as President in the USA. Now, a
couple of years on, it’s possible to see
the real effect of populist politics where
it meets economic reality and his case
serves as a microcosm of what can be
expected in other populist regimes.
He has clearly failed to deliver on
his wall and his trade war with China
contains all of the classic paradoxes of
rhetoric versus reality. In one of the best
examinations that I have read on this
subject, Howard Marks from Oaktree
Capital, in the States, compares Trumps'
political ideology on the subject, with
the economic reality of that ideology.
Some of the consequences include
U.S. consumers having to pay more for
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imported goods and small American
companies having to pay more for
materials. This is pushing up the price of
the finished product, thereby becoming
uncompetitive and putting jobs at risk.
If, as he has indicated, he spreads
the tariff war into the car industry, there
will be so many unintended negative
outcomes for the U.S. that it will almost
certainly be abandoned.
At the same time, a new force is
rising in the States and it is that of the
Democratic Socialists, a new breed of
Democrat who hold hard-left views of
the world in general and Capitalism, in
particular.
Marks uses the example of Alexandria
Ocasia-Cortez, a 28-year-old, who won
a primary in New York last year. She has
introduced her Accountable Capitalism
Act, which basically proposes that
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Big business and business in general know that
to succeed they need to look after their people,
customers and communities.
incorporation of large companies becomes a Federal
matter. These federally mandated companies would
be answerable to a diverse group of stakeholders
comprising investors, employees, customers, and
communities; any one of which is free to sue the
company if it fails in its mandate. In essence, she
is proposing that owners of businesses should not
actually have control of their business.
Marks believes that the Democratic Socialists
will show strongly in the 2020 elections as they
represent, as Trump did in 2016, a large proportion
of disenchanted voters, who want a slice of the
American dream, even if it means destroying the
very pillars which built that dream.

In my view, big business and business in general
know that to succeed they need to look after their
people, customers, and communities. Think, the
Vodafone Foundation, the Tindal Foundation, the
Spark Foundation, to name a few. It’s something
I’ve personally subscribed to for over 26 years. I
trust business will self-regulate when it comes to
looking after stakeholders and the world – without
either there is no business.
I suspect that 2019, far from being the ‘year
of delivery’, will be more the year of unintended
consequences.

To some extent, we are seeing a watered down
(or cleverly concealed) version of this playing out
in NZ. The coalition has taken what, at the time
of the 2017 election, the OECD described as a
“Rockstar Economy” and almost single-handedly
stalled it. We are now looking at growth of only 2%
per annum, as opposed to 3% plus. The continual
assault on business through wage prescriptions,
the reintroduction of collective bargaining and
the recent Tax Working Group's Capital Gains Tax
recommendations, has somewhat taken the wind
out of the economy’s sails.

A new force
is rising in the
States.

Populism may be finding a voice worldwide.
The world does need to provide some care for the
vulnerable and greater good, but how far does the
pendulum need to swing? If pressure and belief
from the proponents continues to build to ultimately
dismantle Capitalism, then this is something we, as
investors and business people, should be acutely
awake to.
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Is it time to
break-up with residential?
Philip Macalister, publisher of NZ
Property Investor Magazine, ponders if
our relationship with residential property
investment is waning.
We all know that New Zealanders have
a love affair with residential property,
but maybe some of us are considering
changing our partners.
For some, dumping their residential
partner to start hanging out in the
commercial sector is a growing trend. We
see this in our work publishing the NZ
Property Investor Magazine. More and more
readers are wanting to embrace commercial
property.
It’s not just about changing a partner, but
also about the grumpy mother-in-law. In this
case, it’s the government and regulators
poking their noses into the residential area
and making changes to everything from
tenancy laws, to insulation, to lending rules
and maybe even tax.
Residential investing can be a fraught
relationship with its ups and downs.
As someone who invests in both
residential and commercial, I can
understand this.
One of the reasons residential investors
are put off commercial is that they don’t
understand how it works.
Yes, it is a different relationship, but one
with many comforting benefits.

The ones I like best are
that commercial (property)
tends to be good at
generating steady income or
cash flow.

It’s not so much focussed on capital
gains, but they are there too.
Perhaps the biggest plus, is that
managing commercial tenants can be a
much easier relationship.
A figure I heard from the Ministry of
Business, Innovation and Employment,
was that the average residential tenancy is
less than a year. In commercial it’s a very
different story as businesses want to stay in
the same location for long periods of time.
They also tend to be more
understanding about rent increases. In
many cases, these are built into the lease
agreements.
The attraction of property, for me, is
that there are many different ways to invest
and strategies to follow. All have their place
and investors can pick and choose what
to do. In commercial, many investors will
buy properties directly, others will choose
syndicates or funds, while others may select
going down the listed company route.
I am a believer in having some
diversification in my investments so owning
residential and commercial, along with other
assets, provides the financial security we all
crave.
With the residential market looking as
though it is getting near the end of its run,
especially in the Auckland market, the
attraction of commercial is looking more
and more attractive.
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For some, dumping their
residential partner to start
hanging out in the commercial
sector is a growing trend.
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Proptech

Technology transforming
commercial property sector
Jeremy Whelan, Managing Director of Ignite
Architects provides insight on how technology
and data are being used to understand how
people interact with real estate.

Digital Twin Modelling =
Design Led Architecture
Digital Twin Modelling – or
simply ‘Digital Twinning’ as it’s
known – is the practice of creating
a digital replicate of a physical
machine or building, to help
understand its elements and how
they work together.
It’s way more than just a visual
blueprint or a schematic – it takes
into account all the physical entity’s
moving parts and dynamics. It
places the users of space at the
heart of its design, like never
before and is dramatically changing
the way architects, designers,
engineers and developers create
and change built environments,
saving time and money.
By creating a digital replicate of
a real-life space or building, you can
model and test a variety of things,
such as how people move around
the building or interact with the
outdoor space around it.
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How does it work?
Digital Twinning lets you
assign human characteristics and
behaviours within the modelling
tool, such as a holiday maker, a
student, or an employee to show
how different people might use the
space, both inside the building, as
well as out.
A great example of the process
is in an office fitout design where
we can consider space occupancy
and usage of the spaces, energy
management, and the occupant
experience as well as supporting
the design and build process, to
deliver the fitout.
•

Bringing the Built Environment
to life.

•

It’s a powerful tool especially for
developing retail environments,
as it focuses thinking around
how customers engage with a
space when they are shopping,
where they are drawn to, and
how its elements contribute to
people’s shopping experience.

PMG

•

•

Digital Twin Modelling becomes especially useful
when planning spaces on a macro-scale, such as for
a suburb or city-wide level.
It’s also extremely useful for property managers
who can now understand the assets they manage
better, predict any issues or stretch concerns and

then plan how best to manage them.
•

The Future of Architectural Practice is Data.

•

We are starting to utilise Artificial Intelligence
(AI) tools more and more, both for computational
modelling to solve design problems, as well as for
presentation and marketing.

How it's
applied

•

•

Predictive tools like Digital Twinning can assist
significantly in lowering development risk, by taking
key stakeholders on a journey with the architect.
This then becomes a key part of the decisionmaking process also.

of any built environment and run tests to see the
benefits of each.
•

Effectively with Digital Twin Modelling, we can
create comparative scenarios to show the benefits

It’s still early days, but the evolution of architecture
and development is going to be led by this kind
of technology, as it ultimately provides better
intelligence for the decision-making process.

IKEA Case Study
IKEA is about to set up shop in Auckland. The Furniture giant already uses AR/VR
technology where potential buyers choose a piece of furniture through their catalogues,
scan with their IKEA App, making it virtually appear in 3D to scale, and then magically
places it in the room.
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Through VR and AR anyone can now
learn new skills without any risks

Beyond the game: AR and VR
Pleayo Tavaranonte, Managing Director of Rev3 Tech demonstrates how
gaming technology is becoming right at home in the property sector.
Sparking from the Gaming industry, think Pokémon GO,
no one thought that Augmented and Virtual Reality would
spread like wildfire to other industries worldwide. MD of Rev3
Tech, Pleayo Tavararonte says it will be commonplace in
business, health and property within the next five years.
Virtual Reality (VR) is when you wear headgear and are
immersed in the newly-created ‘virtual’ environment, whereas
Augmented Reality (AR) allows part of that ‘virtual’ component
to be superimposed onto the real surrounding, creating an
‘augmented’ experience. The latter can be controlled simply
by hand gestures or gaze.
Through VR and AR anyone can now learn new skills
without any risks; like flying an aircraft, teleporting from one
place to another, or even walking on a tightrope.
Tavararonte says the technology’s real potential is in
creating new and unique experiences to business customers.
We are currently integrating such technology into the real
estate, property development and construction industries.
Working with hotel and apartment developers, we can
show them their finished products, as a ‘table model’ or a
virtual building magnified to 1:1 scale, without them having to
turn a single piece of sod.
They can then show these building models to investors,
who may not be in the same town, but can still have the
same experience. Any major design flaws or architectural
errors are picked up prior to construction, saving time and
money. [https://www.youtube.com/watch?v=57feljxIkyM].
Real estate agents and property managers can also use
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this technology as a marketing tool or "virtual open homes"
for prospective buyers or tenants, without having to give
current tenants any prior notice.
AR in the commercial world has huge key benefits,
including seeing errors in projects before they surface in
reality, allowing for easy changes in design, and better
collaboration between all stakeholders involved.
Complying with Health & Safety requirements has seen
innovative uses of AR and VR in the construction and airline
industries which ensures staff are well-orientated before
starting their jobs.
AR/VR allows workplace orientation or inductions to take
place virtually anywhere around the world simulating real
hazards and safety learning points.
Without a doubt, 2019/20 will be a pivotal year for AR
and VR. Market researcher, IDC projected
worldwide revenue from AR/VR would grow
from $5.2 billion in 2016 to $162 billion by
2020, confirming its potential to become
the next big computing platform.

Its' applications to the
property industry are
almost endless.

PROPERTY MANAGERS GROUP

The Changing
Investor Landscape
Matt McHardy
Head of Investor Relations with PMG

There’s no doubt that since the
Labour, Greens, and NZ First
Coalition Government came into
power in November 2017, the
landscape for investors, both local
and overseas, has changed. Since
November 2017 we have seen the
following legislation changes:
•

The residential property ‘brightline’ extended from two to five
years.

•

The Healthy Homes Bill made
changes to the Residential
Tenancies Act, placing minimum
standards on landlords and
property managers to meet
around the warmth and insulation
of rental properties.

•

•

The Overseas Investment Office
(OIO) has overseas buyers unable
to buy residential or ‘sensitive’
land in New Zealand as of
October 2018, which includes
farms and agricultural land.
The Tax Working Group (TWG)
has delivered recommendations
to the Government on
implementing a capital
gains tax (CGT), not just on

residential investment property,
but commercial investment
properties, shares, business
assets and farms from 2021.
While some of these changes have
been born out of good intentions –
ensuring all New Zealanders have warm
homes to live in, first home buyers can
get on the property ‘ladder’, protecting
precious New Zealand land – other
changes or proposed changes could
be detrimental to local investors and
investment, and New Zealand as a
whole.

The downside to regulation
Economists will tell you that a capital
gains tax will slow the economy down in
the short-term, which could throw more
uncertainty to an already uncertain
economic outlook.
PMG’s Head of Investor Relations,
Matt McHardy, says that in the last
year he’s seen a growing number of
enquiries about PMG’s Funds, coming
from traditional residential investors as
they look to crystalise their gains and
invest in a passive fund with stronger
returns.
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In the last year we've seen a growing number
of enquiries about PMG’s Funds, coming from
traditional residential investors as they look to
crystalise their gains and invest in a passive fund
with stronger returns.

“Not everyone in New Zealand
wants to, or can afford to own their
own home, even with a stabilising of
prices in the sector,” says McHardy.
“With potentially less rental properties
available for rent where do these
individuals or families live?”

If all the proposed Tax Working
Group’s recommendations on a capital
gains tax come into play, this could
result in some costs being pushed back
to end users to cover the increases in
taxes, or investors investing offshore
instead of in New Zealand.

“Ongoing investment in productive
New Zealand assets, brings muchneeded funding to our farming
communities, agribusiness, and real
estate sectors,” says McHardy.

What does this mean for New
Zealand investors?

“Investment not only assists in
growing these sectors, but it also
helps create more jobs, delivers
improvements in infrastructure and new
ideas.

Restricting investment
could hinder regional and
national economic growth.

The upside of such regulation is
that local investors face less offshore
competition when looking to acquire
real estate in New Zealand; that is if it’s
not too big for local investor budgets.
A far-reaching capital gains tax
does level the playing field when it
comes to making an investment choice.
Residential property investment has
been the ‘darling child’, where many
Kiwis prefer to put their money. This is
likely to change. It’s likely we’ll see an
inflow of capital into cashflow-focussed
asset classes, such as commercial

-15-

PROPERTY MANAGERS GROUP

As an agile business we’re focused
on listening to our investors and
delivering on their expectations now
and in the future.
have done this for 26 years and have second
and third generation investors, thanks to this
philosophy.

property, away from the likes of residential
property and speculative capital gains. This
would be good for our investment funds and
New Zealand’s economy.
Two important points are that the TWG
has recommended any capital expenditure on
an asset be tax deductible, and the possible
re-widening of the depreciation regime is
considered.

We also hold the properties in our funds
in the medium to longer term, so under the
proposed CGT, capital gains would only be
taxed upon the sale of a property, which is not a
regular occurrence given our long-term strategy
to acquire and hold quality assets in PMG Funds.

From a PMG perspective, our investment
philosophy has always been to deliver regular
and reliable returns over time to investors. While
our investors have enjoyed the increases in
capital value of their investments with us, they
have first and foremost invested for the regular,
passive income PMG Funds provide them. We

Whatever regulation is placed upon the
investment sector, investors will always find ways
to invest in the things they think will achieve their
savings and wealth goals. As an agile business,
we’re focused on listening to our investors and
delivering on their expectations, now and in the
future.
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Case Study
Investment benefits all

Originally from Texas, entrepreneur, businessman,
investor, philanthropist and environmentalist, Logan
Craft and his family visited New Zealand in 2013
and then moved to the country in 2016 having
been pre-approved on an Investor Visa.
He was impressed with the opportunities he
believed existed in the rural, agricultural and
residential sectors here coupled with other
interests he had in the for-profit and not-for-profit
sectors.
In 2016 Craft formed Sentinel Ridge, an ecologically
sensitive livestock farming enterprise, in the
Western Bay of Plenty. It was born from his passion
of improving the economic utility and value of
agricultural property, creating high value rural
residences, while simultaneously preserving and
enhancing the environment.
The project is funded by both local and
international investment and will bring a number of
economic, social and environmental benefits to the
Western Bay of Plenty.
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It’s a revolution!

Globally, property funds
management is on the move
As one of New Zealand’s most established property funds
managers, PMG’s CEO, Scott McKenzie, explores the
changing landscape of the global property funds industry.

It’s a revolution! Globally, property
funds management is on the move.
Globally, the property funds
management industry is experiencing
a revolution. New business models and
competition, technology, and changing
tenant and investor expectations
are redefining the property funds
management industry, at an everincreasing rate.
In a recent global survey by Deloitte
of 500 professional real estate investors,
97% indicated they intended to increase
their investment in real estate funds by
between 12-13% over the next 18 months.
This, despite global concerns around
flattening returns, tax reforms, trade
tariffs and uncertainty around the impact
of Brexit in Europe.¹
Individual commercial property
ownership is decreasing in favour of
larger property funds, as investors
seek out diversification and yield, as
alternatives to equities, bonds and debt.
Smaller investors are becoming more
time-poor and growing complexity and
regulatory compliance requirements of
managing real estate, means professional
property funds managers are attracting
much more interest. Larger property
funds managers provide the benefits
of diversification, economies of scale,
operating efficiency and ultimately
stronger returns than individual
ownership.
Despite this industry growth, the ship
continues to sail into uncharted waters,
and there is no doubt the sea ahead

will be choppy for many property funds
managers. Regulatory and compliance
pressures, the fast changing real-estate
landscape, slow technology adoption,
together with the need to continue to
invest in infrastructure and talent will see
headwinds and higher costs for many
property funds managers.
What does this mean for property
funds managers?
Historically, one may argue that
investors perhaps have tunnel-vision, as
they fundamentally focus on the return
on their investments. Property funds
managers will have to find ways to realign
their business priorities and adapt to
the new demands of their stakeholders,
which are not just about returns
anymore.
When considering where to put their
money, investors are scrutinising more
closely the individuals behind that
investment and how the investment
benefits the community, the environment
and how it is governed.
Property funds managers must adapt
to the changing demand and use of
the built space. Take the example of
WeWork, the co-sharing space owner
that is positioning itself in its 287
physical locations around the world as
a “services” company rather than as
a property owner-operator facilitating
temporary accommodation for shortterm tenant stays. At $20 billion, WeWork
-18-
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Investor expectations are redefining the
property funds management industry at an
ever-increasing rate.
is considered among the most valued tech
startups, following Uber and Airbnb.
Properties and funds will continue to take
different shapes and forms, such as building
more flexible spaces and making properties
more experiential and engaging. Property
funds managers will need to reimagine the
tenant experience, with the clever use of
technology to strengthen tenant stickiness,
reduce investor exposure to obsolete
properties, and therefore improve valuations.
Property funds managers will start to use
gaming technologies, such as augmented
reality (AR) and virtual reality (VR) as well
as big data (Internet of Things) and artificial

intelligence (AI), to better inform how a space
is used and redefined (see the Proptech
article in this publication for more about
technology redefining the property sector).
Once property funds managers are ready
to change their mindset, agility tends to be the
most important factor. Change needs to occur
quickly in order to remain competitive and
grow. Adopting new behaviours and mindsets
tends to go against the grain for most people.
But the alternative to proactive change is
organisational irrelevance. Although, some
property funds managers won’t adapt, many
of their competitors will—taking not only their
customers and top talent, but the investment
dollar as well.

References:
¹https://www2.deloitte.com/content/dam/Deloitte/us/Documents/financial-services/us-fsi-dcfs-2019-cre-outlook.pdf
¹https://www.oaktreecapital.com/docs/default-source/default-document-library/oaktreeinsights_real-estate_final.pdf
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The PMG Philosophy
“Performance Matters”
“At the end of the day, performance is all that matters and money
talks. In saying that, we value growing relationships, as much as we
value growing returns. The two are inextricably linked. We invest
alongside our clients. We’re that confident in our people, to add value
and generate strong returns. But don’t take our word for it. We now have
third generation clients who trust us to grow their wealth, because we
did right by their family, and theirs’ before that.”

PMG’s Evolving

compared to our unlisted peers, as well
as listed property funds. We are also
the first unlisted commercial property
funds manager to receive two AA
ratings from FundSource for two of our
funds.

In the last 26, nearly 27 years, from
our roots as a manager of commercial
property in 1992, to ‘cutting the
template’ on property syndications
with the Security Commission in 1995,
PMG has continually evolved to ensure
it meets the needs of our clients,
investors, tenants, contractors and
suppliers.

What’s next for PMG?

Following the GFC in 2008, we
responded to investor demand for
less risk by launching one of the first
diversified commercial property funds
in the country, and we were among
the first property funds managers to
receive a Managed Investment Scheme
license from the FMA.

With an agile philosophy, we are
always looking at how we are delivering
on our clients’ needs and expectations
including;

Since then we’ve launched a number
of funds to give investors choice. We’ve
focused on the services we offer and
the relationships we hold with our
tenants, to ensure they are happy in
their spaces.
We’ve invested in the skills of our inhouse, asset and facilities management
teams to ensure the underlying assets
of our funds are well-looked after,
whatever the economic weather.
We’ve also put our funds, and
ourselves as managers, under the
scrutiny of independent investment
research firms, Northington Partners
and FundSource. They have reported
our funds are performing well when
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•

continuing to improve the
quality and diversification of our
portfolios;

•

measuring and reducing the
environmental footprint of our
investments;
increasing the positive impact
we have on our communities;

•
•

using better technology to
reduce our costs;

•

working hard to gain and
maintain the trust of our
investors and tenants; and

•

evolving our name and brand
to ensure it remains relevant to
these changes.

PMG

Where next for
Kiwisaver?
Fisher Funds’ Head of Direct Property, Brent Buchanan
provides some insight into where next for KiwiSaver
and why KiwiSaver is good for Commercial Property
and Commercial Property is good for KiwiSaver.
In recent years the growth of KiwiSaver
has been exponential. 2.8 million New
Zealanders now belong to a KiwiSaver
scheme, with the industry collectively
managing almost $50b for Kiwis¹. By 2030
Treasury forecasts KiwiSaver balances will
top $200b².

part of diversifying a long-term investment
portfolio. The logic for this is sensible. At
any point in time some countries around the
world are doing well and some less well. By
diversifying across a lot of different markets,
investors can spread their risk and get a more
stable return.

New Zealand fund managers are now
looking at where to invest next and agree
that the diversification commercial real estate
offers, meet the investment objectives of
their clients.
The advent of KiwiSaver has significantly
raised the average Kiwi’s awareness
of retirement savings, and the range of
investment options available to them. As New
Zealand’s 5th largest KiwiSaver provider,
Fisher Funds is an active manager seeking
to generate attractive long-term returns for
investors with a range of risk profiles, from
conservative to those more focussed on long
term growth.
Fund managers are tasked with finding
the right mix of assets to deliver attractive
long-term returns, without taking too much
risk, for those clients who have entrusted
their KiwiSaver savings to them. We are
continually seeking out different investment
opportunities as part of creating a diversified
portfolio. Ideally, we want assets that perform
in different ways at different times in the
economic and financial market cycle. This
helps spread risk.
It’s widely accepted that investing both
internationally and onshore is an important
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Commercial
property has
some wonderful
characteristics as an
investment.

THINKBOOK

What is sometimes less appreciated is that having
a range of different asset types in a portfolio is
important as well. This means owning shares and
fixed income investments in most cases, but we also
think that there is an important role for Commercial
Property in long term portfolios.
Fixed income property provides predictability of
future income over the medium to long term – a highly
desirable trait for the investor.
Equally, KiwiSaver clients want the buying power of
their investment today to be preserved into the future
when they require it, which could be in 40 years’
time. Like shares, property provides an ideal inflation
hedge. Fundamentally, property pricing is determined
by an underlying land value, and its construction costs
- costs which typically rise at least equal to, if not
above the rate of inflation.

via Listed Property Trusts like Kiwi Income and
Precinct Property. While these trusts will continue
to play a role we believe that New Zealand fund
managers, as we have already done at Fisher Funds,
will increasingly turn towards direct ownership of
high quality commercial real estate. The ongoing
growth and success of KiwiSaver have resulted in
New Zealand based investment managers seeking
out alternative asset classes on significant scale. Over
time, this flow of capital will further strengthen the
property market, along with the fortunes of those who
participate in it.

In many ways
property is the best
of both worlds,
combining the
stability of fixed
income with long
term capital growth
from shares.

So, in many ways, property is the best of both
worlds, combining the stability of fixed income with
long term capital growth from shares.
This makes domestic commercial property an ideal
candidate as an alternative asset class for KiwiSaver
investors.
In the past, most New Zealand based fund
managers have obtained property exposure primarily

Sources:
1 FMA KiwiSaver Annual Report 2018
2 Review of the KiwiSaver Fund Manager Market Dynamics and Allocation of Assets, New Zealand Treasury
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Getting the most out of
your investment?
Constant reinvention:
The Art of Asset Management
PMG's Steve Williams (Head of Asset
Management) and Brian Berry (Asset Manager)
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In today’s ever-changing world full of designled thinking, we expect to be able to reinvent
products, services, technology and even ourselves
in a heartbeat. However, when it comes to bricks
and mortar, not so much. Purely due to the innate
nature of property - its fixed construct - and the
rising costs to update or change it, the reinvention
of existing buildings is viewed as arduous,
expensive and slow. Right?
Not in our view. We disagree to the point that
if the asset or property manager looking after your
owned or rental property is not constantly evolving
it, you’re not getting the most value or productivity
out of that space – you’re losing time and money.

PMG’s Head of Asset Management, Steve
Williams, and Asset Manager, Brian Berry, say there
are a number of trends impacting the demands
tenants have on their workspaces.
“As millennials become a greater part of the
workforce, advances in e-commerce progress,
our drive for greater sustainable performance
of our buildings, the increase in labour market
interventions such as more flexible working
becomes available, the spaces in which we work
need to not only modernise and reinvent, but
expand or shrink on a regular basis,” says Steve.
Colliers International December report
‘Predictions for 2019’, portrays the need to
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“A great example of this is the ongoing
repositioning of 5 Short Street, an eight-level
office building in Newmarket, Auckland owned
by PMG Direct Office Fund,” says Steve.

continually improve and update work environments,
is only going to increase¹. The report says ‘the
flexible work space sector will forge ahead in 2019,
while it will be a challenging year for many retailers
as online and offline competition mounts, so expect
to see owners of retail properties transitioning them
into more experiential, entertainment and food and
beverage offers.

“Over a number of years managing the building,
we have worked through it progressively,
improving the physical environment, which
meant creating smaller tenancies and
reconfiguring and modernising some floors.

So how do you ensure the property you own
or work in is fit for purpose, remains operationally
flexible and returns maximum value?

“During our management of the building, we
have maximised occupancy and value by
ensuring rents have been brought up to market
level,” says Steve.

Successful asset and property management
in the digital age.

“Now we are looking to add further incremental
value through initiatives, such as digital
billboards on the building exterior, improving
common areas and adding additional amenities it’s about the constant evolution of the building.”

1. Know your customers: While the concept is not
rocket science, the practice is easier said than
done. Understanding and staying connected
to your customers – those who use the space,
your tenants, is key. How well do you know
them, their businesses and their needs of the
space they operate from?
“At PMG, we pride ourselves on our relationships
with our tenants. We see it as much more
than just a landlord/tenant relationship – it’s a
partnership,” says Brian.
“Thanks to this we expect to know well in
advance if a tenant may want to expand,
contract or use the space differently, so we have
time to work with them to find a better solution
and retain them.”

As a result, the uplift in value of 5 Short Street
since PMG Direct Office Fund acquired it in
December 2016 has been 28% or 12.6% per
annum (equivalent annualised return).
3. Be proactive: With strong human trends now
dictating different requirements of property,
each category of the commercial property
sector needs to adapt. The key to the
successful management of those assets is
constant proactivity.
“For the office sector it’s about pre-empting
and being flexible and receptive to how a tenant
might want to use a space now, next year and in
years to come,” says Brian.

2. Understand your product: Know the potential
value of the space and its capability. This is
where having experience and expertise in the
commercial property industry is worth its weight
in gold.

“For retail, it’s about asking customers what
they want when they go shopping and focusing
on their experience of the retail environment.
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their expanding business,” says Steve.

We are currently repositioning two properties,
under our care, that are owned by PMGmanaged Pacific Property Fund Limited.
“Kelston Mall in Auckland is transforming into a
community medical and services centre, moving
away from a more traditional shopping centre. We
have developed a food alley feel, with one of our
mixed-use properties at 2 Robert Street in Ellerslie.
This has bred new life, foot traffic, tenants and value
into these assets,” says Steve.

“Our happy tenant has now committed to a new
10-year lease, at a much-increased rent, adding
significant value to this Pacific Property Limited
Fund asset.
As Benjamin Franklin once said:

An investment in knowledge
pays the best interest.

“The industrial sector might be the darling of
commercial property right now, but it still needs
proactive thought. Technology and advances
in logistics and automation, require industrial
warehouses to do more than ever.
“An example of this is at our industrial property
in Wiri, Auckland where we have worked with
an existing tenant, building an extension to their
existing warehouse facility, to meet the needs of

Who’s looking after your commercial property
investment?

¹ https://www.colliers.co.nz/~/media/new%20zealand%20website/files/research/monthly%20research/colliers%20
new%20zealand%20research%20report%20-%20december%202018.ashx/
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A City Taking Shape
How Commercial Property Investment is
bringing the soul back to Christchurch
ING

OM
EC

An interview with Hamish Doig, Managing Director of
Colliers International, Christchurch.
Very few New Zealanders will have
forgotten the images of the city of Christchurch
that appeared on our television screens on
22 February 2011, as the city experienced
massive devastation from the most powerful
earthquakes to hit the region since its settlement
over a century and a half ago.
Yet as the stories and pictures of the ruins
have gradually disappeared from the front
pages of the national news, the long and
painstaking business of rebuilding the city and
bringing it back to life has largely taken place
out of view, with those responsible for it getting
on with the job mostly unheralded.
We spoke with the Christchurch-based
Managing Director of Colliers International
Christchurch, Hamish Doig, about where things
are at for Christchurch right now. We wanted
to know what 2019 looks like for commercial
property in the city and how it feels to be
living and working in the city as the rebuild
progresses?

A City Taking Shape
It’s great to see how eight years on from the
quakes, the city is really taking shape again.
Population-wise, the city is nearly back to
pre-quake levels, and those who are coming
back are returning to discover a modern
and cosmopolitan city rising from the rubble.
Statistics NZ figures show GDP in the region
took a notable jump in the last five years,
following several years of consistently steady –
but considerable – growth.
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Key developments which have brought the
soul back to the city are the River Precinct, the
revitalised Tūranga Central City Library area
and the Garden City Xtreme Entertainment
Centre.
Disappointingly, however, is that the majority
of investment has come through the private
sector, not public, despite major efforts.

Some leading and loyal local
investors, who were invested
in commercial and residential
property before the quake, have
had to unexpectedly become
developers over the last eight
years.
These key individuals could have invested
their insurance monies out of Christchurch,
given the unknown seismic risk the city held.
Yet they didn’t, and now the city is much better
off because of them. I think they need a mention.
In the retail precinct, Philip Carter has
developed The Crossing retail precinct; Nick
Hunt, the BNZ Centre; Tim Glasson, the old
Triangle site and ANZ centre; Richard Pebbles
et. al, the Farmers Market development – all
of these are big projects and, in my view, very
much needed.

THINKBOOK

There are many other names we
can mention; Stephen Collins, Ngai
Tahu, Craig Newbury, Miles Yeoman,
Armitage Williams, Lindsay O’Donnell
and Tony Clear to name just a few.

A Change in Momentum

These individuals and organisations
all deserve recognition for taking the
commercial risk on Christchurch, as they
could have put their capital into other
places, but didn’t.

Other new developments are also
bringing new life to the city, including
Lime Scooters.

While the progress of rebuilding
Christchurch’s commercial properties
has been significant, the city is still
experiencing challenges – some of
which are signalling that things are on
the up.
Colliers’ has recently seen a
number of healthy signs occurring in
Christchurch’s CBD including retailers
returning to the city and having to
compete over spaces.
Multiple offers for a tenancy have
started to occur, putting pressure on
the retail sector to accommodate the
growing interest. There is perhaps
nothing more indicative of the change in
momentum for Christchurch than that.

There is perhaps no city in New
Zealand better suited for scooters than
Christchurch, with the lattice of straight
flat roads in the CBD. What’s more, with
speed limits on some major roads still
restricted to 30km per hour, it can take
forever to get around the city by car, so
scooters make it much easier to move
around.
In spite of all the negative coverage
of Lime Scooters that seems to be
coming out of Auckland, we’re finding
they are giving a boost of energy to the
city. Personally, I use them all the time
to get into town via the laneways and
cycles ways, which is much more time
efficient.
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Further Investment Needed
I’m continually buoyed by the signs of
growth that are evident across the whole of
the Canterbury region, and not just the CBD.
However, further investments in the industrial
sector are needed, as is further residential
investment – ideally with more diversity of
design.
We could certainly do with a hundred
thousand, or even two hundred thousand
more people settling in the region. The
easy transport, land availability and
economic growth are incentive enough for
that. I’d like to see those with immigration
responsibilities, encourage Christchurch as a
destination.
With hindsight, it’s easy to look back on
what Christchurch was and realise that it

was not built as well as it could have been
in the first place. As much a tragedy as the
earthquakes were, they did give us the
opportunity of a blank canvas for rebuilding
the city.
I’m energised by the ongoing possibilities
for commercial property development in
Christchurch, and the commitment that
continues to come from local investors
towards restoring – and exceeding – the
city’s former glory.
When you live, breathe and sleep in this
city every day, it’s easy not to notice how
major developments have enhanced the
cityscape over the last few years – but when
you stop and take a proper look around, you
start to realise what a truly amazing place it
is to live in.

I’m energised by the ongoing possibilities
for commercial property development in
Christchurch, and the commitment that
continues to come from local investors
towards restoring – and exceeding – the
city’s former glory.
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It’s great to see how eight years on from the
quakes, the city is really taking shape again.
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Property Industry Partnership
It’s time for collaboration and a
collective consciousness

We spoke with Leonie Freeman, CEO of
the Property Council New Zealand for her
views on four key issues facing the property
industry in 2019.
Facing the possibility of a
change in the property market

Ensuring legislation encourages
growth

“Ever since the Global Financial
Crisis of 2008, the question on
the minds of economists, business
leaders and especially property
owners and managers, has been,
‘When can we expect a change in the
property market?’ says Freeman.

In preparing for the future,
Freeman believes that developing
effective legislation is crucial to
encouraging growth.

“Whenever this comes – and it
will come at some point – it will likely
be triggered by a global event, and
there’s no doubt New Zealand will
be affected in some way. The key
question we need to address is how
will we deal with it?”
While acknowledging its
inevitability, Freeman is optimistic
about New Zealand’s capacity
for weathering any change in the
property market.

“In property today, there are
a lot of foundational issues that
can be barriers to growth, such
as the regulatory and compliance
environment (including the RMA),
consenting issues, and the
associated costs and delays that
come with simply getting things done.

“Everyone acknowledges
the need for growth. We
want planned growth –
infrastructure and property
development, together."

“There is still a lot of investment
capital available around the world
right now, and as New Zealand is
seen to have a stable government,
this would boost confidence in our
market and help us continue to
deliver reasonable returns.

“Lately there has been a focus
on some of the challenges with
Kiwibuild. As an industry, we need to
work together with the government
so we can get these schemes
operating at scale and delivering
the outcomes that the country
desperately needs.

“A change in the market is
more about how we manage
the change,” Freeman says.

“We especially need to look at
the tax issues that are pending for
industrial and commercial property,
as well as the overseas investment
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The NZ property sector needs to take a much
greater leadership role in, not just advocating, but
solving some of the big issues that exist throughout
the country around property, such as how do we
manage and increase population and growth while
maintaining our beautiful country?

regime and what these will mean for the whole
economy. We want to ensure there is fairness in who
pays what, but we need to ensure we don’t create
negative, unintended consequences.

am one of the few women senior leaders in the
industry; so, I see this as my legacy – something I
can create and put in place for those younger people
coming through after me.

“Dealing with these issues is not just the Property
Council’s responsibility, and it’s not just Government.
It’s about how we bring all the separate industry
sectors together around a shared vision to deliver
the results we need, with the best outcomes for New
Zealand as a whole.”

“It’s not just about social justice and ‘doing
the right thing’, but is sound business sense. As
an entrepreneur, my experience is that building
innovative organisations requires the ability to change
at speed and scale, and to do that you need diversity
of thought.

Growing strong communities
At its heart, Freeman believes the focus for the
property industry in 2019 and beyond, needs to be
around growing strong communities and cities.
“When you look at this from a bigger, strategic
perspective, the challenge facing the NZ property
sector now, is how do we harness the growth to date
and build strong, vibrant communities that meet the
needs of New Zealanders today as well as future
generations.
“The NZ property sector needs to take a much
greater leadership role in, not just advocating, but
solving some of the big issues that exist throughout
the country around property, such as how do we
manage and increase population and growth, while
maintaining our beautiful country?”

“This means you need different types of people
– different genders, ethnic backgrounds, ages
and experience. You also want to create work
environments where you can take advantage of that
diversity and create transformational change. In my
experience, the best way to build innovative cultures
is to create spaces where no ideas are excluded.

It’s time for our sector to go on this
journey; we’ve come a long way,
but there’s a lot more we can do.
For me, I want to show there is a
clear pathway for anyone in our
industry if you work hard and are
good at what you do. This is the
legacy I want to leave.

Strength in Diversity
Freeman believes that strong communities –
including property industry workplaces – are those
that value and support diversity.
“This is personal for me, as I’ve been in the
industry for 30 years. I’ve seen a lot of change and
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“We at the Property Council can’t solve these
issues on our own, but we can help the industry
become more co-ordinated and speak as one voice –
and when that happens, it’s a powerful thing.”

Creating value and security for people in property

0800 219 476
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www.propertymgr.co.nz

