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House price expectations remain elevated

¢ House price expectations remain elevated, with a net 49% of respondents expecting house prices will increase.
e The vast majority expect higher interest rates over the next twelve months.

e Sentiment about buying a house has deteriorated, with a net 11% of respondents seeing now as a bad time to buy.

House price expectations remain elevated in the latest ASB Housing Confidence Survey. A net 49% of respondents expect
house prices will increase. That’s very similar to the previous two quarters’ surveys, but a slight decline from early last year
when a net 63% expected house prices to increase. The housing market remains tight, but the easing in price expectations is
consistent with the moderation in activity observed since late 2013.

Sentiment about buying a house has dipped again, with a net 11% of respondents seeing now as a bad time to buy a house.
That’s the worst sentiment since October 2007. The combination of rising mortgages, expensive housing and lending
restrictions will all be playing a part in the decline in sentiment over recent surveys, including the last quarter’s results.

Interest rate expectations are little changed over the past quarter. The vast majority (a net 69%) expect higher interest rates
over the next twelve months (was 70% in the April quarter). That is consistent with the increases in the OCR and mortgage
rates over the quarter. The influence of RBNZ’s pause signal in late July will be something to monitor in the next survey.

The ASB Housing Confidence survey shows that house price expectations remain firm:
e Anet49% of respondents expect house prices to increase in the next twelve months;
e Anet 69% of respondents expect interest rates to rise in the next twelve months; and

e Anet 11% 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 July 2014) ... buy a house will increase will increase
Auckland -21% 57% 67%
Rest of North Island -3% 44% 70%
Canterbury -19% 59% 72%
Rest of South Island -3% 40% 68%
TOTAL Nz -11% 49% 69%
Compare 3 months to April 2014 -4% 48% 70%
Price expectations edge up: Net% NET PRICE EXPECTATIONS
* 56% expect higher prices, while only 6% expect 80%
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expectat.u.)ns have to the lifts in the OCR to date this year and flow-on
been resilient. effect to floating mortgage rates. The slight easing -20%
in price expectations over the past year occurred 40%
after the RBNZ's high-LVR restrictions were
. Source: ASB
implemented last October. -60%
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Price expectations in the country’s hottest housing

markets — Auckland and Canterbury — edged up over
the quarter. In Auckland’s case the rebound in
expectations is slightly larger and has been
underway since the start of the year.
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e 72% expect higher interest rates over the
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* 9% expect rates to stay the same (was 8%),
while 17% don’t know, (was 17% last quarter).

Interest rate Expectations that interest rates will rise have Net% INTEREST RATE
expectations lift as remained high and at a similar Ievel.to the results - EXPECTATIONS
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responses range from a low of 67% (net) of

Aucklanders expecting higher interest rates over the Net%

year ahead to a high of 72% (net) of respondents in GOOD/BAD TIME TO BUY
Canterbury expecting higher rates over the year 80%
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Buyers are
increasingly negative
about buying now.....

...with sentiment
declining noticeably in
Auckland and
Canterbury.

The housing market
remains tight, making
it a challenging time
for buyers.

On balance respondents are increasingly negative $000's
about whether now is a good time to buy. The shift
has been mainly driven by a greater proportion of

NZ MEDIAN HOUSE PRICE

(stratified median, 3m moving average)

700

respondents viewing now as a bad time to buy, in Source: REINZ Auckland
Auckland in particular. The net 11% of respondents /J—
seeing now as a bad time to buy a house is the 000
worst sentiment since October 2007. The
combination of rising mortgages, expensive housing 500 W S
and lending restrictions will all be playing a partin AM
the decline in sentiment over recent surveys, 400 s
. . , Christchurch
including the last quarter’s results.
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In Auckland a net 21% of respondents view now as a
bad time to buy (VS. 10% in Aprll) while in Other North Island Other South Island

. . 200
Canterbury 19% view now as a bad time to buy (vs. Apr-05  Apr07  Apr-09  Apr-1l  Apr-13

16% in April).

It’s understandable why sentiment has deteriorated,

particularly in Auckland. House prices there are NUMBER OF WEEKS INVENTORY

more expensive in than anywhere else, and Source: realestate.conz

Auckland continues to record stronger price gains 60 i

than elsewhere, adding to the affordability strain. Nationwide
The ratio of inventory to sales (a measure of market %0

tightness) is lower in Auckland than anywhere else, 40

and the Christchurch market also remains tight.

Data from realestate.co.nz suggest the amount of

20
inventory in Auckland amounts to around 16 weeks V4 CamerburyW

of sales, compared to 20 weeks in Canterbury and 10
31 weeks for New Zealand as a whole. This lack of o . . Auedand
supply is a likely cause of frustration for Auckland Jan-07 Jan-09 Jan-11 Jan-13

and Canterbury buyers, and accordingly, a

contributing factor to their views that now is a bad

time to buy. This will change as construction increases the supply of houses available, but this
process takes time. Likewise, with the economy performing well, there is no obvious catalyst for
house prices to fall, or interest rates to come down in the near future. Accordingly, affordability (or
lack of it) is likely to continue to be a drag on sentiment over the next year or two.

Housing and interest rate outlook

The housing market continues to moderate steadily. Higher interest rates and high LVR lending
restrictions are dampening demand, and more building will add to housing supply. In Auckland and
Canterbury strong migration is an additional influence on demand, and some counterbalance to the
dampening influences.

Price growth is likely to be slower than the RBNZ expected in its June Monetary Policy Statement.
At the margin, the housing market moderation is a reason for inflation pressures being slightly
softer than the RBNZ expects. We recently revised our OCR view to incorporate a later start (now
March 2015) to the next part of the RBNZ's tightening cycle. Dairy price weakness and persistent
NZD strength are key factors in addition to the housing developments discussed (full report here).

We continue to expect the RBNZ will lift the OCR to 4.5% over the course of 2015, another 1% or
four 0.25% hikes above the current level. For borrowers, that means more mortgage rate increases
are on the radar. Mortgage increases will be greatest for rates of up to 2 years maturity: these
terms will steadily reflect the effect of the rising OCR. In contrast, longer-term rates have less to
move as their time periods mean that for some time they have been increasingly factoring in the
tightening cycle.



https://reports.asb.co.nz/tp/download/525425/90b833a405f68331e1c235069409ebf4/OCR-Outlook-August-2014.pdf
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In summary:

¢ House price expectations remain elevated in the latest ASB Housing Confidence Survey, despite
the impact of LVR restrictions and a series of interest rate increases seen so far this year. A net
49% of respondents expect house prices will increase. The proportion of respondents expecting
price increases has been quite steady this year and is only down slightly from 2013’s peak.

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

e Over the past year, the majority of respondents have been expecting mortgages to increase.
And a clear majority of respondents continue to expect mortgage rates will increase over the
coming 12 months. That is also our view. However, the RBNZ is now likely to pause raising the
OCR for several meetings, and this recent signal may influence responses in the next survey.

e Momentum in the housing market is continuing to slow gradually. The peak period of house
price appreciation occurred in late 2013, and we expect price growth to moderate over this year
and next.

e However, the tight housing market, combined with New Zealand’s broader economic strength
means that house price declines are not likely at present.

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

Economist Christina Leung christina.leung@asb.co.nz (649) 301 5661

Rural Economist Nathan Penny nathan.penny@asb.co.nz (649) 448 8778
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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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