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High LVR lending restrictions dent housing confidence

¢ House price expectations remain high over the three months to October.
¢ Housing confidence continues to decline as respondents see now as a bad time to buy.

e Interest rate expectations lift with OCR increases likely from March 2014.

House price expectations remain elevated in the latest ASB Housing Confidence Survey, unchanged over the three months to
October. Housing demand continues to rise while supply remains well below demand, and the resulting imbalance will
continue to place upward pressure on house prices. The RBNZ’s high loan-to-value (LVR) lending restrictions will have a
modest impact on demand. However, we do not expect a meaningful reduction in housing market pressures until interest
rates and new housing construction increase.

Sentiment deteriorated over the three months to October, with net 5% seeing now as a bad time to buy. Auckland led the
decline in outlook, likely influenced by the introduction of the high-LVR lending restrictions.

Interest rate expectations continue to rise, as over half of respondents now expect interest rates to increase over the next 12
months. We continue to expect the RBNZ will lift the OCR from March 2014.

The ASB Housing Confidence survey shows that house price expectations remain firm:

¢ Anet 56% of respondents expect house prices to increase in the next twelve months;

e Anet 5% of respondents believe now is a bad time to buy;

e Anet 52% of respondents expect interest rates to rise in the next twelve months.

ASB Housing Confidence Survey (Source: Camorra)
Net percent who believe Good time to House prices Interest rates
(3 months to October 2013) ... buy a house will increase will increase
Auckland -20% 60% 49%
Rest of North Island 5% 53% 53%
Canterbury -12% 65% 56%
Rest of South Island 10% 49% 55%
TOTAL NZ -5% 56% 52%
Compare 3 months to July 2013 0% 56% 39%
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make a strong conclusion from this movement.

A breakdown of the net quarterly figure is:

* 62% expect higher prices, while only 5% expect prices to fall;
¢ the difference being the net 56% plotted opposite;

e 18% expect the same;

e 15%don’t know.
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Fewer see now as a
good time to buy as
RBNZ introduces high-
LVR lending
restrictions.

Interest rate
expectations lift as
rate hikes signalled by
RBNZ.

Net 5% of respondents now believe it is a bad time
to buy (i.e. the balance of good vs bad time to buy),
a deterioration from net 0% in the previous survey.
Views on the merit of buying a house tend to reflect
the degree of balance in the housing market, with a
tight market seen as a poor time to be buying.

Interestingly, the net respondents seeing now as a
bad time to buy in Auckland leapt from 17% in
August to 29% in October (i.e. the net result of good
vs bad time to buy has shifted from -17% to -29%).
This was a considerable deterioration in sentiment
and timed with the introduction of the high-LVR
lending restrictions. Given Auckland house prices
are considerably higher than the rest of the country
(even after adjusting for income), it is a more
challenging market for a first home buyer to raise
the 20% deposit now required to enter the market.

Meanwhile there was a slight improvement on
views of time to buy in Canterbury (although net
12% still believe now is a bad time to buy). This fits
with some tentative indications of more balance in
the Canterbury market as supply starts to increase
(albeit from very low levels). Nonetheless, despite
this slight improvement, the Canterbury housing
market remains very tight in an absolute sense.

The breakdown is:

e 17% say it is a good time to buy, while 22% say it
is a bad time;

¢ The difference is the net -5% plotted opposite;
e 46% say it is neither good nor bad;
¢ 15% don’t know.

Interest rate expectations lifted over the three
months to October, with net 52% expecting interest
rates to increase over the next 12 months compared
to net 39% in the previous three months. The
largest shift in the breakdown was an increase in the
number expecting rates to go up (to 55% from 44%).
A decline in the number expecting interest rates to
remain unchanged (to 20% from 27%) also
contributed.

There is a slight North/South split on interest rate
expectations, with slightly fewer in Auckland
expecting higher interest rates (perhaps wishful
thinking on account of their larger mortgages) while
those in the South Island are more convinced of
imminent rate hikes.

The breakdown is:

¢ 55% expect higher interest rates, while 3%
expect lower interest rates;

¢ The difference is the net 52% expecting higher
rates, plotted opposite;

e 20% believe interest rates will stay the same;
e 22% don’t know.
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Housing demand
continues to lift while
supply remains low.

Auckland housing
market remains
particularly tight with
rents also starting to
rise.

Canterbury market
still tight, but starting
to show signs of
stabilising.

High loan-to-value
lending restrictions to
dent demand slightly.

Increase in housing
supply needed for
pressures to
materially ease.
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Housing demand continues to lift

House prices continue to increase at a strong pace,
consistent with elevated house price expectations
over the past year. Demand has continued to
gradually increase and become more broad based
across the country, supported by low interest rates,
increased consumer confidence, increased investor
interest and a lift in population growth. In Auckland
and Canterbury sales have been relatively flat over
recent months, although this is likely due to a lack of
listings over most of 2013. Supply remains a key
issue in Auckland and Canterbury housing markets.

The Auckland market in particular remains very tight
with the pace of house price growth accelerating
over the past few quarters. New listings, though
starting to lift, remain at low levels compared to the
previous housing boom. Despite a tentative sign of
increase, the absolute level of new housing
construction is also low and yet to yield any
meaningful increase in market supply. At the same
time, the increase in net migration inflows into
Auckland has added to existing pressures. This is
evident in the recent acceleration in Auckland rents.
According to data from the Ministry of Business,
Innovation and Employment, over the three months
to September rents were up 3% on year-ago levels
compared to an annual increase of 1.5% for the
three months to June. The Auckland market will
remain under pressure until there is a meaningful
increase in the construction of new housing.

In contrast, there is some very tentative evidence
that pressures may be stabilising a touch in
Canterbury. The rate of house price has slowed
(slightly), and the median of days to sell has edged
marginally higher which is an indication the market
has become slightly less frantic. However, the
region’s fundamental supply issues do remain, with
rents up 13% on year-ago levels. The stronger
rental growth vs. house price growth may reflect
that new arrivals into Canterbury may look to rent
initially. This similar dynamic was evident in
Auckland in the wake of the Canterbury earthquakes
as some Cantabrians relocated, with Auckland rents
lifting initially and housing market activity increasing
6-12 months later.
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While housing market pressures remain intense, conditions are starting to subtly shift. The RBNZ
introduced high loan-to-value lending restrictions on the 1st October. These restrictions were
relatively aggressive and will lock a subset of buyers out of the housing market and reduce demand
at the margin. At the same time, the RBNZ’s more hawkish monetary policy outlook has seen
market expectations of rate increases lift and some fixed-term mortgage rates have also increased
in recent months. The combination of higher interest rates and increased construction of new
housing should see some of the pressures gradually come out of the housing market.

We continue to expect house prices will increase over the next year, but at a slightly slower pace
than seen this year. But any delay in the delivery of higher interest rates or new housing
construction would risk housing market pressures intensifying, particularly given the recent strength

of net migration inflows.
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RBNZ to lift OCR from  In summary:

March 2014. . . . .

. House price expectations remain unchanged over the past three months, holding at elevated
levels. A large imbalance between housing demand and supply remains and will continue to
underpin further house price growth. However, we expect demand to ease over the coming
year and supply to increase, which will slow the pace of house price growth.

. On balance, it is now viewed as a bad time to buy a house. There was a sharp deterioration in
sentiment from Auckland over October, which may reflect the RBNZ’s high-LVR lending
restrictions making it harder to enter this relatively expensive market.

. Interest rate expectations have continued to increase. Some fixed-term mortgage rates have
lifted on the increasing probability of OCR increases in coming years. We continue to expect
the RBNZ will increase the OCR from March 2014.

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 Jane Turner jane.turner@asb.co.nz (649) 301 5660

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

Economist Daniel Smith daniel.smith@asb.co.nz (649) 301 5853

https://reports.asb.co.nz/index.html
ASB Economics
Level 9, 135 Albert Street, Auckland

Important Disclosure

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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