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More price gains and fewer rate rises expected

e House price expectations have lifted further, with a net 59% of respondents expecting house prices will increase.
¢ Fewer respondents expect higher interest rates, although the majority still expect rates to go up over the next year.

e Sentiment about buying a house varies from region to region. Nationwide a net 6% see now as a bad time to buy.

House price expectations have lifted higher in the latest ASB Housing Confidence Survey. A net 59% of respondents expect
house prices will increase. That’s up on the last quarter’s result, when 48% expected higher prices, and is the highest reading
since early 2013.

The RBNZ lifted the OCR four times between March and July last year. Despite the RBNZ’s OCR hikes, fixed-term mortgage
rates have been held down and at times dipped, as global interest rates declined. Bank competition has further pushed down
some of the fixed rates on offer. The combination has meant it has been possible for borrowers to access fixed-term rates
that are lower than when the RBNZ began raising rates a little less than a year ago. All these developments are influencing
interest rate expectations. The majority still expect interest rates to increase over the next twelve months, but the net
percentage expecting higher rates has declined to 34% from 55% in the previous quarter’s survey.

A net 6% of respondents see now as a bad time to buy a house. Sentiment has become a little less pessimistic in the last two
quarters, having recorded the worst sentiment reading in several years six months ago. Since then, mortgage rates have
dipped lower, which will be helping sentiment improve. Sentiment remains poorest in Auckland and Christchurch.

The ASB Housing Confidence survey shows that house price expectations have firmed:
e Anet59% of respondents expect house prices to increase in the next twelve months;
¢ Anet 34% of respondents expect interest rates to rise in the next twelve months; and

e Anet 6% of respondents believe now is a bad time to buy.

ASB Housing Confidence Survey (Source: Camorra)

Net percent who believe Good time to House prices Interest rates
(3 months to January 2015) ... buy a house will increase will increase
Auckland -15% 68% 33%
Rest of North Island 2% 52% 34%
Canterbury -16% 58% 36%
Rest of South Island -1% 55% 39%
TOTAL NZ -6% 59% 34%
Compare 3 months to October 2014 -8% 48% 55%
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Views regarding
future house price
gains vary from region
to region.

Price expectations
suggest acceleration
in price growth over
late 2013 and early
2014.

The RBNZ’s pause
signals since late July
and mortgage rate
specials influence
expectations about
the interest rate
outlook.
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Once again, expectations of higher prices were
greatest in Auckland. A net 68% expect gains over
the year ahead, up from 56% last quarter. We have
to go back to 2007 to see a quarter when more
Aucklanders expected higher prices.

In Canterbury, the proportion expecting gains picked
up too, with 58% expecting gains in the latest
quarter’s survey. That’s up from 51% the prior
quarter, but down from 59% in the July 2014 survey.
A few years ago there were a lot more people
expecting higher prices in Canterbury, with net
expectations of price gains peaking at 79% back in
April 2013. This is consistent with other data (house
sales, listings, as well as building data) that suggest
some of the housing shortage pressures in the
region have eased over the past year. Nonetheless,
expectations of price gains remain at an historically-
high level.

Expectations of price gains over the year ahead have
picked up in other areas too. For the North Island
(ex-Auckland) the net percentage expecting price
gains lifted from 42% to 52%, back to near where it
was in late 2013. And for the South Island (ex-
Canterbury), a net 55% expect price gains over the
year ahead, up from 44% last quarter, and the
highest conviction since January 2013.

Price expectations suggest acceleration in price
growth over late 2013 and early 2014. Although
seasonality does make interpreting housing data
difficult in December and January, the various
housing data releases do suggest activity has picked
up recently.

Expectations of higher interest rates ease further:
A breakdown of the net quarterly figure:

e 41% expect higher interest rates over the
coming year, while 6% expect lower interest
rates (was 59% and 4% last quarter);

¢ The difference is the net 34% plotted opposite
(was 55% last quarter);

¢ 30% expect rates to stay the same (was 15%);
while 23% don’t know, (was 22% last quarter).

In sum, fewer people are expecting higher rates, and
more expect rates to stay the same. Fractionally
more people are saying they don’t know what will
happen to rates or that rates will fall.

A year ago the RBNZ was about to start lifting the
Official Cash Rate and 70% of respondents were
expecting higher interest rates over the upcoming
year. By July the RBNZ had lifted the OCR four
times, to 3.5%, and signalled it would pause to
assess the impact of the tightening delivered. Since
then, the RBNZ has been on hold, and respondents’
expectations of higher interest rates have declined.
As yet, very few people expect interest rates to
decrease over the year ahead (even though
mortgage rates have actually been declining). A year
ago 2% of respondents expected rates to decrease
over the upcoming 12 months, now 6% have that
expectation. But each month we have observed a
fall in the number of people expecting rate
increases.
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Buyers are a little less
negative about the
market now.....

....but sentiment is
still low in Auckland
and Canterbury.....

....whilst sentiment is
more balanced in
other regions.

The housing market is
starting 2015 on
strong footings.

We expect a buoyant
few months for the
housing market.
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Since the last OCR hike in July 2014, the RBNZ had
been signalling that it expected to lift the OCR at
some time in the future. But in January 2015 it
changed to an explicit neutral stance. This may
impact expectations in the next quarter’s survey.

Is it a good time to buy a house?
A breakdown of the net quarterly figure:

e 14% say itis a good time to buy, while 20% say it
is a bad time (was 11% and 19% last quarter);

¢ The difference is the net -6% plotted opposite
(was -8% last quarter, and -11 prior to that);

e 51% say it is neither good nor bad (was 53%);
e 16% don’t know (was 17%).

In the July 2014 quarter, respondents to the Housing
Confidence Survey recorded the most negative
sentiment since October 2007. In the subsequent
two quarters’ surveys, respondents have become a
little less negative. Saying that, sentiment is still low,
with a net 6% seeing now as a bad time to buy.
Perceptions remain the most pessimistic in Auckland
and Canterbury. In the January quarter a net 15% of
Auckland respondents regarded now as a bad time
to buy a house (was 16% in the October quarter and
21% in the July quarter), while in Canterbury a net
16% of respondents viewed now as a bad time to
buy, a modest improvement from 19% in the
previous two quarters. House prices remain high,
and the market is tight in both these regions, but
lower interest rates may be helping sentiment
become a little less pessimistic.

Sentiment is actually marginally positive in the
North Island outside of Auckland, with a net 2%
seeing now as a good time to buy. (was 0% last time,
with respondents evenly split on whether it was a
good or bad time to buy). In the South Island
outside Canterbury the pessimists narrowly
outnumber the optimists, with a net 1% viewing
now as a bad time to buy. The ratio of house prices
relative to incomes (a measure of affordability) have
diverged from region to region. Affordability will
likely be one factor behind the varied regional
responses to this question. The graph and table to
the right highlight this divergence.

Market snapshot and outlook

The housing market is starting 2015 on strong
footings. Many regions around the country
experienced strong sales in the final quarter of
2014, and early indicators suggest this momentum
will continue: we are expecting a fairly buoyant few
months in the housing market.

The combination of strong migration inflows, low
interest rates and the confidence shown by
respondents in the ASB Housing Confidence Survey
is supportive of robust demand and price gains in
the typically busy summer and autumn months. Low
interest rates will continue supporting the NZ
housing market over the coming months and —in
the short term at least — are providing borrowers
with plenty of opportunities to manage their debt-
servicing costs.
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Over the long term,
we expect price
growth to moderate
significantly

Auckland prices are
high, and could get
higher.

Listings are incredibly
low, while demand
remains high.

RBNZ will be carefully
monitoring
developments.

LVR restrictions will
continue to restrict
some borrowers.

Buyers should also be
prepared for further
measures.
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But we expect that the extreme downward pressure
on NZ interest rates stemming from global financial
markets will abate as global economic sentiment
improves, and as the US Federal Reserve responds to
an increasingly-robust US economy by lifting rates.

MORTGAGE REPAYMENTS
OF A FIRST HOME BUYER
% H/H INCOME
(25year, 20% deposit)
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Auckland affordability looks the most stretched

When it comes to price, Auckland is standing out from the pack, and a reacceleration is increasingly
evident. Looking at the ratio of regional house prices relative to incomes, or mortgage repayments
for first-home buyers, Auckland stands out as looking quite stretched compared with elsewhere.

The supply of Auckland homes listed for sale is extremely low. At the start of this year Auckland had
listings equivalent to 9 weeks’ worth of sales, against nationwide inventory of over 21 weeks. That
Auckland ratio is the lowest for realestate.co.nz’s data, which go back to the start of 2007. Low
supply and strong demand suggest the upward pressure on prices is increasing right now. From a
property market perspective, it may sound like Auckland is the tail wagging the dog these days. But
the region does account for around 40% of nationwide property turnover, so it’s a pretty big tail.

Long-term solutions to on-going challenges in Auckland lie in a swifter and more cost-effective
supply response to meet added housing demand. Government and local council actions will work to
improve this supply response — but it will take time. Building consent issuance has lifted in
Auckland, but needs to lift further still just to match current population growth.

RBNZ: how do you solve a problem like housing?

The RBNZ is interested in housing market developments for a number of reasons, including financial
stability. Highly indebted households are vulnerable to unexpected loss of income, as well as
interest rate increases. The current rebound in Auckland is likely to be increasing the RBNZ’s
concerns. The higher house prices go relative to incomes, the greater the risk is of a significant
pullback (and in turn financial stability threats) in the event of an economic downturn.

With broader inflation pressures very low, it is unlikely the RBNZ will lift interest rates in the
foreseeable future. Accordingly, concerns the RBNZ may have about the housing market really only
have one avenue for action: further prudential tools. It is increasingly likely that the current loan-
to-value ratio restrictions remain in place for longer than we (and probably the RBNZ) originally
anticipated. We think late 2015 will be the earliest the RBNZ could remove the restrictions. Buyers
should also be prepared for further measures, whether directly targeted at property investors (e.g.
increasing the capital banks have to hold against large-scale investors) or more general (e.g. debt
servicing limits).

There are practicality challenges with prudential tools. How does the RBNZ know if they will they
will work? What distortions could they cause to the housing market, construction, or credit
allocation?

Some have suggested regional lending restrictions, given a lot of the risk seems to be concentrated
in Auckland. Regional restrictions would be difficult to implement and monitor, and have the
potential for some unintended impacts, such as skewing construction and demand to areas just
outside the region, rather than stimulating construction within the region. Furthermore, although
the risks do look highest in Auckland, house prices in all regions lifted sharply relative to incomes
during the 2000s boom.

The RBNZ could announce changes to the existing high LVR restrictions, or new prudential tools at
any time. Over the year ahead, the RBNZ’s Financial Stability Reports (May, November) and
Monetary Policy Statements (March, June, September and December) will be important to monitor
for insights into the RBNZ’s thoughts on the housing market and the related financial stability
concerns.
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In summary:

e House price expectations lifted in the latest ASB Housing Confidence Survey. A net 59% of
respondents expect house prices will increase over the next year. That’s just shy of the record
levels recorded in 2003 and 2013.

¢ The housing market remains tight, with low numbers of houses listed for sale nationwide. The
shortage of listings is particularly noticeable in Auckland. We continue to see this tightness as a
key influence on housing market sentiment, and price expectations.

¢ The majority of respondents still expect interest rates to increase over the next twelve months,
but the net percentage expecting higher rates has declined to 34% from 55% in the previous
quarter’s survey. Fewer people are expecting higher rates, and more expect rates to stay the
same or decline.

¢ The peak period of house price appreciation occurred in late 2013. But, having slowed over
most of 2014, activity and house price appreciation picked up late in the year. Conditions
suggest this buoyancy will continue over the busy summer and autumn months of this year.

e Concerns the RBNZ develops about the stretch in house prices (particularly in Auckland) really
only have one avenue for action: further prudential tools. It is increasingly likely that the
current loan-to-value ratio restrictions remain in place for longer, at least into later stages of
2015. Other measures are likely to be implemented, provided they are feasible in reality, not

just theory.
ASB commentary on For more ...
housing and home Commentary on the housing market and on home loan rates go to the following online ASB reports:
loan rates. e Housing Confidence (this report)
e Home Loan Rates
e Weekly Economic Reports.
For general reference, the reports are included within the online Information Centre
(https://reports.asb.co.nz/index.html).
For specific reference to housing, reports that include housing commentary can be accessed via a
Search page (https://reports.asb.co.nz/search/keyword.html) by selecting the keyword “Housing”.
ASB Economics & Research Phone Fax
Chief Economist Nick Tuffley nick.tuffley@asb.co.nz (649) 301 5659 (649) 302 0992
Senior Economist Chris Tennent-Brown chris.tennent-brown@asb.co.nz (649) 301 5660
Senior Economist Jane Turner jane.turner@asb.co.nz (649) 301 5853
Rural Economist Nathan Penny nathan.penny@asb.co.nz (649) 448 8778

https://reports.asb.co.nz/index.html
ASB Economics
ASB North Wharf, 12 Jellicoe Street, Auckland

Important Disclosures

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or needs.
Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard to your
objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the
information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy,
reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this document are subject
to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere by ASB Bank Limited. We
are under no obligation to, and do not, update or keep current the information contained in this document. Neither ASB nor any person involved in the
preparation of this document accepts any liability for any loss or damage arising out of the use of all or any part of this document.

Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to
contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant that
any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.
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