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Executive summary  
The Wellington Company asked Sense Partners to explain the rental inflation experience in 
Wellington over recent decades. 

We found that annual rental inflation is typically twice the rate of CPI inflation. Over the last 
15-years, the cumulative increase in Wellington City rents was 80%, while the CPI rose by 37%. 

In some years, market rents have risen at a lower rate than CPI. This seems to have been from 
cumulative increase in rental stock, transitory CPI inflation shocks and government austerity. 
The risk of rental stock over-supply seems low given current shortages. The risks from inflation 
shocks and government policy are unquantifiable.  

FIGURE 1: IN THE LAST 15 YEARS WELLINGTON CITY RENTS HAVE RISEN AT NEARLY TWICE THE RATE OF CPI INFLATION  

 

Source: Statistics New Zealand, MBIE, Sense Partners    
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1.1. Why we are interested 

The Wellington Company asked Sense Partners to look at the history and drivers of Wellington 
rental inflation to understand the risk of negative real rental inflation over a 15-year period.  

This is motivated by a proposal in front of the Wellington City Council (WCC), which seeks a 
15-year guarantee on inflation indexed rental revenue for affordable long-tenure rentals. This 
guarantee provides certainty for financiers, meaning the cost of capital is lower, which would 
make such a project viable.  

1.2. History of housing price indicators  

Historical New Zealand data give one important message: housing cost have risen faster than 
CPI, whether it is house prices or rents. The same is true for Wellington region and city rents.  

Arguably, a more important driver of housing costs is the ability to pay, or wages. The cost of 
rent has followed a similar pattern to incomes, but rents have risen faster. Since 1995, rents 
have increased by 250% and wages have increased by a little over 200%. The wedge is likely to 
reflect housing shortages. 

FIGURE 2: ALL HOUSING PRICE INDICATORS HAVE RISEN FASTER THAN CPI OVER A LONG PERIOD OF TIME  

 

Source: Statistics New Zealand, QVNZ, MBIE, Sense Partners  
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Do house prices drive rents? 

House prices have increased much more, rising nearly 440% since 1995. House prices have 
increased much faster than incomes and rents. The motivation for investors is not rental 
income, rather expected capital gains. This explains the disconnect between house prices and 
rents.  

While there are competing explanations, such as falling interest rates, they do not stand to 
scrutiny. Very high increase rates in 2007-2009 did not lead to a substantial increase in rents, 
over and above what we may have expected due to supply/demand (availability and need for 
rental housing) imbalance and incomes (ability to pay). 

It seems unlikely that a even if house prices fall that rents would fall similarly. Rents tend to be 
sticky on the downside (less likely to fall) and more closely linked to incomes.  

FIGURE 3: RENTS HAVE NOT KEPT PACE WITH HOUSE PRICES  

 

Source: QVNZ, MBIE, Sense Partners  

1.3. Distribution of housing cost indicators  

In considering rental inflation risk, we need to consider whether:  

(1) It could happen over the whole 15-year life of the contract (it has not happened 
before) 

(2) it could happen in any given year (yes it could).  

We looked at the data from 1995, when the quality of rent data from the Tenancy Bonds 
database is of a sufficiently high quality. These are summarised in a table and graph in the 
following page. 

3 
 



WELLINGTON RENTAL HISTORY ASSESSING LIKELY LONG-TERM INFLATION RISK 

 
 
When compared to Wellington City rental inflation, the median rental inflation rate is 4.3%pa, 
compared to CPI median inflation of 1.9%pa. Median rental inflation in the Wellington region 
was 4.0%pa and across New Zealand 4.2%pa.  

History suggests that rental inflation is likely to be about 2x the rate of CPI inflation 
over a 15-year period. In the 15 years to 2018, Wellington City Rents have increased by 80% 
and CPI has increased by 37%. 

FIGURE 4: DISTRIBUTION OF SELECTED PRICE INFLATION INDICATORS, 1995-2018 

  CPI  Wages  House 
prices 

NZ Rents 
as per 
bonds 

Wellington 
Region 
rents 

Wellington 
City rents 

Max  5.3%  5.6%  24.8%  9.7%  12.2%  12.4% 

Upper quartile  2.8%  3.7%  11.3%  5.4%  5.8%  5.9% 

Median  1.9%  3.0%  6.8%  4.2%  4.0%  4.3% 

Lower quartile  1.3%  2.3%  2.5%  3.0%  1.7%  1.9% 

Min  -0.5%  1.1%  -9.2%  -1.3%  -1.5%  -3.9% 

 

Source: Statistics New Zealand, QVNZ, MBIE, Sense Partners 

 

FIGURE 5: DISTRIBUTION OF SELECTED PRICE INFLATION INDICATORS, 1995-2018 

 

Source: Statistics New Zealand, QVNZ, MBIE, Sense Partners 
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However, it is possible for rents to rise at a lower rate than CPI occasionally, or for real rents to 
fall. There seem to have been three episodes explained by: 

(1) falling real rents in early 2000s preceded by massive supply growth over many years 
(currently the supply of rental properties is growing at a very slow pace, around 1%pa) 

(2) falling real rents in 2005 due to a transitory spike in inflation (these will continue to 
happen, for example due to sudden changes in the global price of crude oil) 

(3) falling real rents in 2010-2012 due to sustained government austerity and increase in 
GST, which lifted CPI but not rents (both could happen again). 

History shows that real rents can fall for short durations, but despite three episodes in the last 
two decades, the cumulative increase in rents are about twice as much as CPI. 

FIGURE 6: REAL RENTS CAN FALL OCCASSIONALLY  

 

Source: Statistics New Zealand, MBIE, Sense Partners 

1.4. Conclusion  

The historical data suggest the risk of sustained negative real rental inflation is extremely low. 
Rather, rents are likely to increase faster than CPI. The WCC guarantee will create: 
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