
The slowdown becomes entrenched
We have had another round of data confirming that New 
Zealand’s housing market is firmly in slowdown mode. 

Real Estate Institute data for January showed that house sales 
fell for the fourth month in a row, while the time taken to sell 
rose (both figures seasonally adjusted by Westpac). This month 
we also saw the beginnings of weaker price data. The REINZ 
House Price Index fell in seasonally adjusted terms for the first 
time since April 2012. And Quotable Value’s monthly price index 
registered a sharp slowdown in the pace of price appreciation. 

The fall in house sales has been heavily concentrated in the 
lower-priced end of the market, and appears to have hit all 
regions except Queenstown Lakes. Most main centres are 
participating in the price downturn, including Auckland. 

Supply theories come up short
Housing markets can affected by a variety of factors at 
different times – housing supply, population growth, interest 
rates, and taxation to name a few. Among the possible drivers, 
opinion in New Zealand seems to have zeroed in on housing 
shortages as the explanation for the house price run-up of 
2012-2013. 

But this physical shortages explanation does not fit the 
evidence well, and does not explain recent year-to-year 
changes in the rate of house price inflation. Something else 
must be going on – and if we want to have a shot at correctly 
anticipating the next change in the housing market, we have to 
understand what it is.

The supply-shortage story failed to predict the sudden 
acceleration in house price inflation of 2012. There was no 
corresponding change in the physical supply of houses versus 
population at that time (Auckland had been building too few 
new houses for years; the Canterbury earthquake occurred a 
year earlier; net migration ramped up a year later).

This latest downturn is another housing market development 
that was not predicted by physical supply shortages. Net 
migration has accelerated recently, and although there has 
been some increase in construction activity, it has not been of 
sufficient magnitude to explain this housing market downturn. 

In contrast, we have been able to predict major turns in the 
housing market over the past few years by focussing on 
financial factors such as mortgage rates. Back in mid-2012 we 
observed a very sharp decline in fixed mortgage rates, and
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REINZ housing data, January 2014

 Jan-14 Dec-13 Jan-13

House sales, number, s.a. 6305 6310 6728

  Mth % chg -0.1 -1.2 2.6

  Ann % chg -4.3 -1.1 21.1

Days to sell, sa 35.7 35.2 34.1

House Price Index (s.a.) 3826.3 3837.3 3551.3

  Mth % chg -0.3 0.0 1.1

  Ann % chg 7.7 9.2 7.2

correctly predicted that double-digit house price inflation 
would promptly ensue.1 That prediction was based on our 
Investment Value of Housing model, which calculates the 
value of a median house to a property investor (see chart). 

The investment value of a given property is sensitive to 
interest rates – the more cheaply an investor can borrow, 
the higher the price he/she can pay for a house while still 
realising a profit at a given level of rents. When interest rates 
fell sharply in 2012, our Investment Value model rose sharply. 
This was a valuable signal of house price inflation to come. 

The latest slowdown in the housing market has played out 
similarly. There was a sharp increase in fixed mortgage rates 
beginning in August 2013. Our Investment Value model fell 
sharply, suggesting a market slowdown was around the corner. 
Around the same time the RBNZ introduced new mortgage 
lending rules that restricted the availability of credit to some 
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1 August 2012 Economic Overview, Figure 3: http://www.westpac.co.nz/assets/Business/Economic-Updates/2012/Bulletins-2012/Economic-Overview-August-2012.pdf
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aspiring buyers, and resulted in very large increases in the 
mortgage rates available to others – another financial factor 
that pointed in the direction of an imminent market slowdown. 

Where to from here?
The impact of the RBNZ’s mortgage restrictions has probably 
passed its peak. Banks have reduced lending to people with 
small down payments by more than enough to meet the RBNZ’s 
requirements, and can now afford to increase lending a bit. 
So the housing market slowdown is not necessarily going to 
become any more severe over the next couple of months – if 
anything, we might see a small tick up in market turnover.

However, over the course of the year we expect rising 
mortgage rates to become the biggest drag on the market. 
We expect floating mortgage rates will rise by about one 
percentage point this year, while fixed mortgage rates rise by 
a lesser increment. This will have the usual impacts – property 
investment will look less attractive, as will getting a mortgage 
instead of continuing to rent. 

We have maintained our forecast of 6.5% house price inflation 
this year, down from 10% last year.

Dominick Stephens 
Chief Economist 
(09) 336 5671
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