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More mortgage restrictions

There has been a decidedly mixed tenor to housing market
data recently. Seasonally adjusted house sales rose 4.1% in
February, but that followed a 12.4% fall in January. Market
activity has clearly been slower in early-2015 than it was

in late-20 14, probably because the post-election rush of
activity has faded. Meanwhile, data coming from the banking
system such as mortgage approvals and housing credit
growth has accelerated. And inventory levels on realestate.
co.nz are extremely low. At this stage we remain comfortable
with our forecast for 7.5% increase in nationwide house
prices this year - Auckland will probably exceed that figure,
while the rest of New Zealand is a little more subdued
(including Christchurch).

The main driver of this year’s house price inflation is low fixed
mortgage rates - these are among the lowest mortgage rates
New Zealanders have seen in a generation. And we see no
scope for the Reserve Bank to push mortgage rates higher
again this year. Consumer price inflation is awfully low, and
that obliges the RBNZ to keep interest rates low.

For some time we have been predicting that the Reserve Bank
would take the only remaining available option for dealing
with the overheating housing market - further restrictions
on mortgage lending. Earlier this month an important step
was taken in that direction. The RBNZ announced that it was
consulting with banks on requirements that would require
banks to set aside more capital if they lend to property
investors. In and of itself this regulatory change would have
only a modest impact on the interest rates that property
investors actually face, and therefore the impact on the
housing market will be small.

However, the RBNZ also stated that the purpose of identifying
property investors as a separate class of borrower “is

partly to facilitate the introduction of a macro-prudential
property investor policy, should that become necessary.” In
other words, the RBNZ’s next move might be to tighten the
availability of mortgage lending to property investors, over and
above the restrictions that already apply to all borrowers.

REINZ housing data

Feb-15 Jan-15 Feb-14
House sales, number, s.a. 6864 6591 6109
Mth % chg 4.1 -12.4 -2.3
Ann % chg 12.6 2.6 -7.6
Days to sell, sa 35.2 34.9 35.1
House Price Index (s.a.) 4113.9 4109.2 3875.2
Mth % chg 0.1 0.9 1.3
Ann % chg 6.1 7.5 8.2
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If those restrictions are significant, there could well be a
noticeable impact on the housing market. We consider
property investors the marginal buyer in the lower end of

the housing market - meaning they are the most important
drivers of the price. Property investors enjoy tax deductible
mortgages, whereas first homebuyers do not, and they have
plenty of access to capital. This means that property investors
set a price-floor at auctions - if a first homebuyer wants to
buy a particular house, they must pay more than that house is
worth to a property investor, tax deductions included.

(No wonder young people are opting to rent for longer!)
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If you are located in Australia, this material and access to this website is provided to
you solely for your own use and in your own capacity as a wholesale client of Westpac
Institutional Bank being a division of Westpac Banking Corporation ABN 33 007 457
141 AFSL 233714 (‘Westpac’). If you are located outside of Australia, this material and
access to this website is provided to you as outlined below.

This material and this website contain general commentary only and does not
constitute investment advice. Certain types of transactions, including those involving
futures, options and high yield securities give rise to substantial risk and are not
suitable for all investors. We recommend that you seek your own independent legal
or financial advice before proceeding with any investment decision. This information
has been prepared without taking account of your objectives, financial situation or
needs. This material and this website may contain material provided by third parties.
While such material is published with the necessary permission none of Westpac or
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such material. Although we have made every effort to ensure the information is free
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the forecasts are based are reasonable, the forecasts may be affected by incorrect
assumptions or by known or unknown risks and uncertainties. The ultimate outcomes
may differ substantially from these forecasts.

Transactions involving carbon give rise to substantial risk (including regulatory
risk) and are not suitable for all investors. We recommend that you seek your own
independent legal or financial advice before proceeding with any investment decision.
This information has been prepared without taking account of your objectives,
financial situation or needs. Statements setting out a concise description of the
characteristics of carbon units, Australian carbon credit units and eligible international
emissions units (respectively) are available at www.cleanenergyregulator.gov.au as
mentioned in section 202 of the Clean Energy Act 2011, section 162 of the Carbon
Credits (Carbon Farming Initiative) Act 2011 and section 61 of the Australian National
Registry of Emissions Units Act 2011. You should consider each such statement in
deciding whether to acquire, or to continue to hold, any carbon unit, Australian carbon
credit unit or eligible international emissions unit.

Additional information if you are located outside of Australia

New Zealand: The current disclosure statement for the New Zealand division of
Westpac Banking Corporation ABN 33 007 457 141 or Westpac New Zealand Limited
can be obtained at the internet address www.westpac.co.nz. Westpac Institutional
Bank products and services are provided by either Westpac Banking Corporation
ABN 33 007 457 141 incorporated in Australia (New Zealand division) or Westpac
New Zealand Limited. For further information please refer to the Product Disclosure
Statement (available from your Relationship Manager) for any product for which
a Product Disclosure Statement is required, or applicable customer agreement.
Download the Westpac NZ QFE Group Financial Advisers Act 2008 Disclosure
Statement at www.westpac.co.nz.

China, Hong Kong, Singapore and India: Westpac Singapore Branch holds a
wholesale banking licence and is subject to supervision by the Monetary Authority
of Singapore. Westpac Hong Kong Branch holds a banking license and is subject to
supervision by the Hong Kong Monetary Authority. Westpac Hong Kong branch also
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Westpac Shanghai and Beijing Branches hold banking licenses and are subject to
supervision by the China Banking Regulatory Commission (CBRC). Westpac Mumbai
Branch holds a banking license from Reserve Bank of India (RBI) and subject to
regulation and supervision by the RBI.

U.K.: Westpac Banking Corporation is registered in England as a branch (branch
number BR000106), and is authorised and regulated by the Australian Prudential
Regulatory Authority in Australia. WBC is authorised in the United Kingdom by the
Prudential Regulation Authority. WBC is subject to regulation by the Financial Conduct
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Kingdom. Details about the extent of our regulation by the Prudential Regulation
Authority are available from us on request. Westpac Europe Limited is a company
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Regulation Authority and regulated by the Financial Conduct Authority and the
Prudential Regulation Authority. This material and this website and any information
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matters relating to investments falling within Article 19(1) of the Financial Services
Act 2000 (Financial Promotion) Order 2005 or (b) high net worth entities, and other
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The investments to which this material and this website relates are only available to
and any invitation, offer or agreement to subscribe, purchase or otherwise acquire
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not a relevant person should not act or rely upon this material and this website or any
of its contents. In the same way, the information contained in this material and this
website is intended for “eligible counterparties” and “professional clients” as defined
by the rules of the Financial Services Authority and is not intended for “retail clients”.
With this in mind, Westpac expressly prohibits you from passing on the information
in this material and this website to any third party. In particular this material and this
website, website content and, in each case, any copies thereof may not be taken,
transmitted or distributed, directly or indirectly into any restricted jurisdiction.
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with the US Commodity Futures Trading Commission (“CFTC”) as a Swap Dealer, but
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(‘FINRA). This communication is provided for distribution to U.S. institutional investors
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