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Economic STRENGTH and PROGRESS
through CO-OPERATION

Otago Forward Update Inside This Issue

The sombre economic news that accompanied the last edition of Welcome to the second edition of Otago
Otago Forward has brightened a little with the cautious prediction of Outlook for 2006. On a year end basis,
modest but real economic growth in the months to come. In Otago activity levels for the building sector in
the exchange rate remains the single biggest key to that growth Otago remained strong with dwelling
being sustained in an economy dominated by the rate sensitive consents in the year to March 2006 10%
sectors of horticulture, agriculture, tourism and education. higher than a year before and the value

Against this background of cautious optimism Otago Forward is of non-residential consents 32% higher.
evaluating several projects which have the potential to be significant

- ) House prices in Otago appear to have
catalysts in the regional economy.

peaked and have declined in recent
The national and international visitor industry is of major importance months. Median house prices are still
to the regions economy and considerable potential exists to widen well up on a year ago though, with
the provinces appeal. Cultural tourism is capable of both enhancing the median price for Otago in the three
the current visitor experience and creating new markets by telling the months to March 2006 13% up on the
story of the people and places that make up Otago. Otago Forward year before.

is developing the brief for a project that aims to make the regions ) ,

history, heritage and culture a fundamental component of the visitor ~ 1ourism growth, at 2%, is  modest

experience and is working with heritage and cultural interest to pompared o recent experienoes,. but
progress this proposal. is strong compared with the national

experience and indicates a sound
performance by the industry when the
high exchange rate has not been helpful.
National visitor numbers for April provide
some hope that growth is beginning
to strengthen.

Gold founded Otago and its infrastructure and to this day gold
remains an important component of the provinces mineral asset.
The Otago Regional Council is promoting a project which will
map the minerals in the province using advanced aerial surveying
techniques and the information produced by this project will provide
foundation data on much that lies below the landscape including
what is arguably our most valuable asset. Water. Otago Forward has
an especial interest in supporting this important regional project,
which will combine local and central government resources with
those of the private sector.

Education remains an important economic driver for Otago and any
project which seeks to enhance its value is worthy of support. The
creation of an Otago Design Institute is being promoted by the Heads
of Design at the Otago Polytechnic and the University of Otago and
is a project which has drawn full support from Otago Forward and
the DCC Economic Development Unit. The Institute is being pitched
at delivering the highest international standards of design and if
brought to fruition will be a significant driver of economic activity in
the region.

Otago Forward is also supporting the review of Otago’s Regional
Economic Strategy and the establishment of an Otago Southland
Film Trust. In addition this publication, “Otago Outlook”, is being
reviewed and your comments on its content, timeliness, value will
be appreciated.

Clive Geddes
Otago Forward Chairman
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Business Environment Index
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The Business Environment Index' for Dunedin dipped by 1.5% in
the first quarter of 2006, while the indicator essentially remained
unchanged for the Otago region as a whole. This compares
with a 2.2% decline in the national indicator. The Business
Environment Index has been reviewed and recalibrated using
data up to the March quarter 2006. This recalibration results
in a more volatile indicator for Dunedin City, but confirms the
strong growth in business activity in the City in recent years. The
recalibrated measure also suggests that the pace of business
activity growth in the Otago region has generally matched the
national indicator.

Seasonally adjusted declines in building activity, particularly non-
residential, was the key negative influence on the indicator in the
March quarter. The key positive influence has been an increase in
commercial vehicle registrations.

* Seasonally adjusted, Otago retail sales
increased by 1% in the March quarter.

* The percentage of the Otago working
age population employed increased from
64.3% in December to 64.9% in March.

There were on average 155 fewer

registered job seekers during the

March quarter in Otago compared
with the December quarter.

Dwelling consents in Otago decreased
by 1.6% in the March quarter
(seasonally adjusted).

The seasonally adjusted real value
of non-residential building consents
in Otago also fell by 1.6% in the
March quarter.

There was a 0.6% quarterly increase
in guest nights spent in Otago
accommodation facilities
(seasonally adjusted).

There was very little change in the
number of house sales between
December and March quarters.

The seasonally adjusted median house
price in Otago fell by 1.6% in the March

quarter, the first quarterly fall in three years.

The weight of cargo shipped through
the Port of Otago declined by 42,600
in the March quarter.

The number of private car registrations
in Otago increased from 1883 in the
December quarter to 1992 in the
March quarter.

Commercial vehicle registrations
increased from 427 to 439.

A
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Population
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PRELIMINARY RESIDENT POPULATION
Territorial authorities and Regional Councils, as at 30 June 2001 - 2005.

Estimated Resident Population Average annual population | Population change | Share’
at 30 June change 2001 - 2005 2004 - 2005

2001 2004 2005 Number Percent Number | Percent | Percent
Otago Region 188,500, 194,900 196,600 2,070 11| 1,680 0.9 5
Waitaki 20,500 20,000 19,850 -170 -0.8 -150 -0.7 10
Dunedin 119,300 121,900 122,500 790 0.7 560 0.5 62
Clutha 17,550 17,350 17,200 -90 -0.5 -130 -0.8 9
Central Otago 14,750 15,050 15,100 80 0.5 30 0.2 8
Queenstown-Lakes 17,850 22,200 23,500 1,410 7.1 1,320 6.0 12
NZ excl. Auckland 2,663,600 | 2,744,600 2,761,800, 24,530 0.9| 17,170 0.6 67
New Zealand 3,880,500 | 4,061,400 4,098,900, 54,590 1.4| 37,450 0.9 -

Source: Usually resident population estimate - Statistics New Zealand
" Share for Otago Territories is percent of Otago region, others are percent of New Zealand Total.
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The preliminary results for the 2006 Census were released on 29
May. This initial data indicates that the New Zealand population
increased faster in the five years to 2006 than in the previous five
years. Nationally the population increased by 7.8% in the five year
period compared with 3.8% growth in the 1996-2001 period.

The pace of population growth in Otago also seems to have
picked up. The region’s population increased by 13,210 (or
6.8%) in the five years to 2006 compared with just 1,353 (or
0.7%) in the 1996-2001 period. Most of the population growth
in Otago occurred in the Queenstown-Lakes District, with 7,350
more people living there in 2006 than in 2001. This represents a
staggering 29.2% growth, the fastest pace of growth recorded for
a territorial authority area in New Zealand in the Census.

However, population growth in other Otago areas has been
impressive also. Both Dunedin and Central Otago have more
than replaced the population falls recorded between 1996 and
2001. Also, given the provisional nature of the latest data, the
population figures for Waitaki and Clutha probably better indicate
stability rather than decline.



Retail Activity

Retail Sales The pace of growth in retail sales slowed
Value ($ million) in the first quarter of 2006, both in Otago
and nationally. At $673 million, Otago
region retail sales in the March quarter

" - — 2006 were just 5.7% higher than in the
oooo - Dmr['mkmm,_ - = 00000 March quarter in 2005. National growth
_ e / ) over the same period was slightly lower
oo e at 5.4%. Over the whole year to March
. / - 2006, retail sales in the Otago region
= increased by 8% compared with the 6%

0iooo 0oIooo reported nationally.
ooo oomoog Nationally, department store sales and
: appliance retailing both enjoyed strong

volume results over the quarter (up
4.3% and 2.3% respectively). Some of
the sales performance for department
Source: Statistics New Zealand stores reflects aggressive discounting
and sales promotions, with prices down
0.5% and an unusually pronounced fall
in stocks across the retail sector. Given
the margin pressure being faced by
retailers from labour, petrol, and import
prices, it is unlikely that retailers will be

0o 00 00 00 OO0 00 00O 00O 00 00 OO0

Consumer Confidence
Westpac McDermott Miller Consumer Confidence Index

bom able to rely on heavy discounting to
ooo attract customers for much longer.
0ao The weakness in car registrations in
Otago has continued in the first months of
oon 2006. There were 8,048 car registrations
0o Ve \ in Otago during the year to March 2006,
. _\ / OoOomoomoo 630 (or 7%) fewer than in the previous year.
HHEEEREEE A positive sign for retail sales in Otago
oo was the increase in consumer confidence
o, : : : : : : : : : : recorded in the March quarter. The
ala] ala] ala| oo oo oo ala] oo ala| ala| o Westpac McDermott Miller index of

consumer confidence increased by 9
points in the March quarter after steady
falls in the three prior quarters. Consumer
confidence in Otago tends to be quite
similar to the national average, but the
confidence increase experienced in
Otago in March was not shared nationally.
Hopefully this reflects Otago leading the
way for rest of the country.
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Growth in Guest Nights by Area
Year on year growth, year ended March 2005
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Source: Statistics New Zealand
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GUEST NIGHTS PURCHASED IN THE OTAGO REGION

Annual

Year ended Year ended average

March 2005 | March 2006 % change

Waitaki 298,890 286,559 -4%
Dunedin 864,297 902,916 4%
Clutha 58,099 68,079 17%
Central Otago 271,428 | 272,240 0%
Queenstown-Lakes 2,754,045 | 2,817,336 2%
Otago 4,246,759 | 4,347,130 2%

Source: Statistics New Zealand

Otago Outlook

The growth in tourism has been slowing
since 2004, however the Otago industry
has proved more robust than other parts
of New Zealand. The number of guest
nights purchased in the region in the year
ended March 2006 was 2.4% higher than
in the previous year. This compared with
a0.7% decline in guest nights purchased
nationally. The growth in guest nights
occurred in all districts except Waitaki.
Growth has been particularly strongin the
Clutha District, which may partly reflect
accommodation of people working on
the major construction projects being
undertaken there.

At 2% annual growth, growth in guest
nights purchased in the Queenstown-
Lakes District has been a bit subdued.
But this still represented an annual
increase of 63,291 in the number of guest
nights purchased, and thus almost two-
thirds of the growth throughout Otago.

Visitor arrival numbers for April suggest
thatan upturnintourism may be underway.
Although the number of visitors to New
Zealand for the year ended April 2006 was
just 0.7% up on the year before, visitors
in the month of April 2006 were 9.7%
greater than in April 2005. The increase
in visitors to New Zealand in April came
primarily from four countries: Australia
(8,770 higher than a year earlier), United
Kingdom (5,562 higher), United States
(2,884) and China (2,860). The number
of visitors from Asia actually shrunk due
primarily to reduced visitors from Japan
(down 3,312 compared with April 2005)
and from Thailand (down 1,060).



Building Activity
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NON-RESIDENTIAL CONSTRUCTION IN THE OTAGO REGION?

New Building Consents Issued (value) Annual

Year ended Year ended | 8Verage

March 2005 (§) | March 2006 ($) | % change

Waitaki 5,186,357 10,049,778 94%
Dunedin 48,766,852 29,383,446 -40%
Clutha 4,476,031 65,394,398 | 1361%
Central Otago 20,043,154 | 16,379,110 -18%
Queenstown-Lakes 54,010,571 54,195,585 0%
Otago 132,482,965 | 175,402,317 32%

Source: Statistics New Zealand
2New consent values only
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Residential Construction by Area
Year on year growth, year ended March 2006
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RESIDENTIAL CONSTRUCTION IN THE OTAGO REGION

New Building Consents Issued Annual

Year ended Year ended | _average

March 2005 March 2006 | % change

Waitaki 87 116 33%
Dunedin 358 443 24%
Clutha 64 76 19%
Central Otago 205 211 3%
Queenstown-Lakes 650 649 0%
Otago 1,364 1,495 10%

Source: Statistics New Zealand

The key source of growth in non-
residential consents in 2005 was related
to the Otago Region Corrections Facility
currently being constructed near Milton.
Although this project dominates the
current annual consent values, there is
also a considerable amount of other non-
residential construction activity planned
or underway. A further $35 million worth
of non-residential building consents
were issued in the first three months of
2006. The new consents issued in the
first months of 2006 are more evenly
spread around Otago, although almost
half relate to projects planned for the
Queenstown-Lakes District.

The 1,495 dwelling consents issued in
Otago in the year to March 2006 were
10% more than the 1,364 issued in the
previous year. This growth in construction
activity in Otago compares with a 16%
decline in the country as a whole. The
boost in house building activity has
occurred primarily in Waitaki, Clutha and
Dunedin. House building activity is now
not far below its 2004 peak.

There continues to be considerable
amountof non-residential building activity
planned. Non-residential consent data
gives an indication about the direction of
work put in place — it takes 6-9 months
for trends in consent data to show up
in actual work put in place. It appears
that around $175m of non-residential
building work will be completed in the
region over 2006.



Real Estate Market
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HOUSE SALES IN THE OTAGO REGION

Year ended Year ended Annual

i March 2005 March 2006 average

% change

Waitaki 507 508 0%
Dunedin 3,091 2,999 -3%
Clutha 327 305 -7%
Central Otago 723 675 -7%
Queenstown-Lakes 688 744 8%
Otago 5,305 5,231 -1%

Source: Real Estate Institute of New Zealand (REINZ)
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Median House Sale Price
Three month running average
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MEDIAN HOUSE SALE PRICES IN THE OTAGO REGION

Median House Price

As at As at Annual

March 2005 ($) | March 2006 ($) % change

Waitaki 146,500| 153,083 4%
Dunedin 212244 228,676 8%
Clutha 118,667 132,417 12%
Central Otago 295,583 328,000 11%
Queenstown-Lakes 461,667 550,333 19%
Otago 249,084 282,132 13%

Source: Real Estate Institute of New Zealand (REINZ)

Otago Outlook

The number of house sales have
remained very stable in Otago over
the last year. At 5,231, there were 74
fewer house sales in the year to March
2006 than in the year before. But the
demand for houses has been very
steady, averaging 436 sales per month,
but falling below 400 sales in just two
months during the last year.

The Queenstown-Lakes District is the
only area to record any significant growth
in the number of house sales during the
last year.

The strong growth in house prices
experienced in Otago in 2005 appears to
have peaked in the first quarter of 2006.
On a year on year basis, house prices
in Otago are still well above where they
were a year ago, but prices have slipped
back from their high point. The median
house price in Otago for the three months
ending February 2006 was just shy of
$295,000. For the three months ending
March it had slipped to $282,132. This is
still $30,000 more than a year before.

The increases in house prices in 2005
appear to have stimulated a number of
marketreactionsinrecentmonths. House
sales have started to slow, there has been
a pick-up in housing construction, and
finally house prices have slipped back
from their peak levels. The increase in
the supply of houses implied the pick-up
in dwelling consents is likely to continue
to dampen house prices in 2006. But in
turn the lower house prices should also
stimulate a recovery in house sales later
in the year.



Agriculture

Farms by size
Number of farms within size groups (Ha)
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Farm Activities
Proportion of farms within area
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The primary sector is of greater import-
ance to Otago than it is to the national
economy. Agriculture, forestry and fishing
represent 10% of the Otago economy,
compared to 6% nationally. The primary
sector is the basis of a number of down-
stream processing businesses.

Farm activity in Otago is predominantly
pastoral in nature with 77% of Otago
farms involved in livestock farming.
And within this the predominant
activity is sheep farming. Of the 3,226
livestock farms, over 2,000 are involved
in sheep farming.

Given the focus on sheep farming, it
follows that Otago farms tend to have
a large area. The average farm size in
Otago is 565 hectares compared with
a national average of 201 hectares.
Livestock farming is the dominant form
of farming in all the Otago districts. For
Central Otago and the Queenstown-
Lakes Districts fruit growing is the second
most common form of farming. This has
traditionally been pip fruit but is now
increasingly focussed on grape growing
and winemaking.



Port Otago
Total cargo handled, weight in tonnes
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Net index
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Tonnage of cargo moved through the Port
of Otago provides an indicator of primary
sector activity. On a pure tonnage basis
the numbers can be dominated by the
flow of log and wood product exports. In
addition tonnage does not necessarily
translate through into income earned
from exporting. Given these caveats, the
key point one might take form the recent
history of cargo movements at the Port
of Otago is that there has been little
growth in cargo handling in recent years,
and there has perhaps been a slight
downward trend since 2004.

The decline in port activity is consistent
with reports of agricultural business
activity as reported by the National
Bank in their Business Outlook Survey.
Activity level expectations by agriculture
sector respondents steadily decline
from the middle of 2004. The Business
Outlook data also indicates that there is
a close relationship between agricultural
expectations and livestock investment
intentions. The promising result of
recent surveys is that there has been
a strong pick up in expectations about
business performance by agriculture
sector respondents and this is also
reflected in a strong pick up in livestock
investment intentions. The timing of this
pick-up in expectations would appear
to coincide with the fall in the value of
the New Zealand dollar since November
last year.
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National

Economic growth seems to have stumbled into a hole. However,
the current growth slump is very much supply related. Although
demand has slowed, the prime reason for the recent slowdown in
growth has been because a large proportion of the lift in domestic
spending in recent years was satisfied by imports, rather than
domestic production. In addition, the combination of rising
domestic costs (labour, fuel, interest rates) and a rising exchange
rate has produced a mini supply-side shock, especially for the
export sector.

Comparing economic data with previous economic downturns
suggests that the current downturn will be quite modest. While
current economic data remains mixed, this is often the case at
a turning point in economic prospects. Indeed responses to
recent business expectation surveys suggest that economic
recovery is imminent. In addition, the sustained reduction in the
exchange rate is improving the profitability of exporting. The fiscal
policy stance has become expansionary and will increasingly
bolster economic activity. And, while no easing in interest
rates is expected before 2007, no further interest rate rises are
expected either.

A key, but intangible, factor is the influence of confidence on
business and consumer activity, which remains brittle.  The
National Bank measure of business confidence indicates that a
net 31% of businesses in May expected a further deterioration in
business conditions. The Westpac McDermott Miller Consumer
Confidence Index was also at its lowest in over 5 years in the
March quarter. However these surveys also provide some
reasons for optimism about the future. Households generally
expect their own financial positions will improve over the next
year. Business responses to the National Bank’s April survey
also exhibited growing confidence about the future. More now
expect their sales, exports, employment numbers and investment
activity to increase over the coming year.

Otago

Construction activity should remain strong
this year as planned work is undertaken.
The completion of some major building
projects (Dunedin Airport, the corrections
facility at Milton) will inevitably reduce
activity later in the year. However, a steady
stream of new projects, particularly in
(but not restricted to) the Queenstown-
Lakes District, should see non-residential
building activity remain steady.

It is less clear that the high volume of
house building activity will persist. House
building seems to have been stimulated
by the surge in house prices in 2005.
But with Otago house prices peaking
in January and slipping back in recent
months, this may in turn curb some of
the incentive for house construction.

The fall in the New Zealand dollar
since November last year appears to
be stimulating business confidence,
particularly in the agriculture sector.
Livestockinvestmentintentions have shot
up in recent months, and this augurs well
for the region’s growth prospects going
into 2007. Tourism is the other area that
appears to be benefiting from the recent
fall in the New Zealand dollar.
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Contact

For economic development assistance in your area contact:

Waitaki District

Waitaki Development Board
Phone:03 434 1655

Fax:03 434 0390

Address: 8 Itchen Street, Oamaru

Email: admin@tourismwaitaki.co.nz
Website: www.enterprisewaitaki.co.nz

Dunedin

Peter Harris

Economic Development Manager, Dunedin City Council
Phone: 03 477 4000

Fax: 03 474 3451

Address: 50 The Octagon, PO Box 5045, Dunedin

Email: pharris@dcc.govt.nz
Website: www.CityofDunedin.com

Clutha District

Murray Brass

Planning and Environment Manager, Clutha District Council
Phone: 03 419 0200 or 027 201 2159

Fax: 03 418 3185

Address: PO Box 25, Balclutha

Email: Murray.Brass@Cluthadc.govt.nz
Website: www.cluthadc.govt.nz, www.cluthadistrict.co.nz

Central Otago

Anne Pullar

District Development Manager
Phone: 03 448 6979

Fax: 03 448 9196

Address: PO Box 122, Alexandra

Email: anne.pullar@codcgovt.nz
Website: http://www.codc.govt.nz

Queenstown Lakes District
Queenstown Lakes District Council
Phone: 03 441 0499

Fax: 03 442 7334

Address: Private Bag 50072, Queenstown

Email: services@qldc.govt.nz
Website: www.gldc.govt.nz

Otago Chamber of Commerce

Phone: 03 479 0181

Fax: 03 477 0341

Address: 10 George Street, PO Box 5713, Dunedin

Email: office@otagochamber.co.nz
Website: www.otagochamber.co.nz
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Please direct all database enquiries to Janet Favel (Otago Regional Council)
t: (03) 474 0827; 1:(03) 477 9837; e: janet.favel@orc.govt.nz
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n Otago C/o Economic Development Unit, Dunedin City Council
A Forward PO Box 5045,Dunedin
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f: (03) 474 3451

e: otagoforward@dcc.govt.nz
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