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Three months to July 2016 August 2016

Sentiment takes a hit

e Sentiment around whether or not it is a good time to buy a house has dropped sharply around the country.
e At the same time, more people expect house prices to lift over the next 12-months.

¢ Combined with expectations for interest rate rises, it’s not surprising to see buying sentiment shift lower.

ASB Housing Confidence Survey (Source: Camorra)
Net percent who believe Good time to House prices Interest rates
(3 months to July 2016) ... buy a house will increase will increase
Auckland -32% 57% 3%
Rest of North Island -16% 66% 10%
Canterbury -14% 52% 0%
Rest of South Island -1% 59% 10%
TOTAL NZ -20% 61% 6%
Compare 3 months to April 2016 -3% 50% -7%
Fewer people think now is a good time to buy according to the latest ASB Net  PRICE EXPECTATIONS  Net
Housing Confidence Survey. The sharp drop in sentiment is not much of a 80% 80%
surprise when expectations for higher house prices, as well as higher interest 60% | Al o
rates, picked up over the quarter. Sentiment has fallen across the country as “
40% A 40%
respondents appear to be wary about possible increases in debt servicing costs I \ r/ V
when house prices are already considered high. 20% 20%
The announcement of further investor loan-to-value restrictions by the RBNZ 0% 0%
from 1 October could see sentiment move lower again this year. The -20% -20%
requirement for investors around the country to have a 40% deposit will o e "
undoubtedly knock investors’ confidence. However, if the new restrictions slow [ Newzealand w1
market activity and house price growth, potential first home buyers might look R v ———————
more favourably on the housing market. If the RBNZ cuts the Official Cash Rate AV SAD AR A Janis Sana s
(OCR) once more this year and mortgage rates move slightly lower, that would REGIONAL HOUSE PRICE FORECASTS
temper any fall in sentiment. On balance though, high house prices and a higher s (annual growth)
deposit threshold for investors are likely to weigh on sentiment this year. - ASB fic
Still expecting higher house prices 20%
It appears people still believe house prices are only going one way, up. R
Confidence in the North Island ex-Auckland is at an all-time high, while S\ I (I W /74 | A\ —
expectations for further house price increases in Auckland have well and truly 5% 1 =
recovered. Breaking down the net quarterly figure: 0% A
* 68% of respondents to the ASB survey expect higher prices, while only 7% % V FA— heh
expect prices to fall (was 59% and 8% last quarter); 0% S
e On balance, a net 61% expect higher prices (was 50% last quarter); O 8 W0 Va0 WA a e e s
e 12% expect the same (was 18%) while 13% don’t know (was 15%).
MONTHLY DWELLING SALES
A net 57% of people in Auckland now expect house prices to rise in the next 12 No. (seasonally adjusted)
months. In the rest of the North Island the balance increased to a net 66%. 5000
A‘ Source: REINZ, ASB
Not to be outdone, expectations have lifted across the board in the South Island 4000 1
as well. Expectations lifted noticeably in Christchurch, with a net 52% expecting ey,
higher house prices, up from 37% in the previous quarter. Overall, a net 56% of 3000

people in the South Island expect house prices to lift.
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House price expectations are likely being influenced by the degree of coverage
house prices are getting in the NZ media. Yet across-the-board lifts in house 1000 Lo T
price expectations do reflect the increase in house prices we’ve seen around the "‘I"'
country recently. On the other hand, any hit to activity from the new investor

regulations are also likely to be well-documented. As a result, expectations for fan_oo Jan'_os Jan'_oa Jan'_og Jan'_lz Jan'_ls
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house price lifts could soften if we do see a fall in activity over the coming

months. Net% INTEREST RATE
EXPECTATIONS

People believe interest rates have reached their lows 80%

The notion that all good things must come to an end seems to have prevailed 609 A A A A

this quarter. For the first time in over a year, more people expect interest \

rates to rise rather than fall. A breakdown of the net quarterly figure is: 40% ¥

e 24% expect higher interest rates over the coming year, while 17% expect 20% n \ V
lower interest rates (was 18% and 25% last quarter); v |

e the difference being the 6% plotted opposite (was -7% last quarter); o ' V

* 32% expect rates to stay the same (31%); while 27% don’t know (25%). -20%

This survey was conducted before the RBNZ cut the OCR by 25bp in August. 40%

Prior to this, the RBNZ had not cut the OCR since March and home loan rates Source: ASB

had remained largely steady. The lack of widespread mortgage rate falls over O eI OoI OB A OE I Oa A 1 1a

the quarter could well have had respondents questioning whether or not

there were any more interest rate falls to come. Netos

GOOD/BAD TIME TO BUY

However, after cutting the OCR in August, we expect the RBNZ to cut the OCR 80%
by 25bp again in November. As a result, we could see another turn-around in
interest rate expectations in the next survey, particularly if mortgage rates
move lower over the period.

Nationwide
60%

\ Auckland A
40%

People do not think now is the time to be buying w0 |

Nationwide, sentiment is at its lowest level since the beginning of 2012. q \
Sentiment is particularly low in Auckland with a net 32% thinking now is a bad 0% [

time to buy. A breakdown of the net quarterly figure for New Zealand is:
e 13% say it is a good time to buy, while 33% say it is a bad time (was 17% 2 Canterbury
and 20% last quarter); gy, Lo Ase
Jan-96 Jan-99 Jan-02 Jan-05 Jan-08 Jan-11 Jan-14

¢ The difference is the net -20% plotted opposite (was -3% last quarter);

e 41% say it is neither good nor bad (was 47%) and 13% don’t know (16%). % HOME LOAN RATES %
Taking a step back and looking at house price and interest rate expectations, I_,_\

it’s not surprising sentiment has taken a hit over the last quarter. And this is 7 e
reflected in the fact that it’s not only Aucklanders who are cautious. This is the 5-year

first quarter since mid-2014 where every region has thought it was a bad time f

to buy, on balance. 6

A compounding factor in Auckland is that house prices are sitting at
unprecedented highs and are very stretched relative to incomes. As
affordability in Auckland is squeezed more so than elsewhere, we expect to

see Auckland sentiment continue to drag relative to the rest of the country. L-year rate
Finally, the impending loan restrictions will undoubtedly knock investors’ 4 | Souce ASB 4
. . e . . Jan-13 Jul-13 Jan-14 Jul-14 Jan-15 Jul-15 Jan-16 Jul-16
confidence going forward and will likely weigh on sentiment over the rest of
the year.
MORTGAGE REPAYMENTS
In summary: OF A FIRST HOME BUYER
% H/H INCOME
¢ Sentiment fell sharply in the latest ASB Housing Confidence Survey with (25year, 20% deposit)
those who think now is a bad time to buy at a high since 2012. 80
e This comes as expectations for house price increases continue to rise /\ Auckland /V\/J
around the country. At the same time, on average, people expect interest 60 ~

rates to rise rather than fall for the first time in over a year.

e Concerns over higher debt servicing costs on top of already high house 0 N

prices, appears to have weighed on sentiment this quarter. M \,.,Lr/\
NZ

e Unsurprisingly, sentiment is lowest in the Auckland where house prices are

Source: RBNZ, REINZ, ASB estimates
the most stretched. 20
Jun-98 Jun-03 Jun-08 Jun-13 Jun-18

e The impact of the new LVR restrictions and RBNZ interest rate cuts could
alter house price and interest rate expectations. But the new requirement
for investors to have a 40% deposit is likely to weigh on sentiment over
the remainder of the year.
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For more ...
Commentary on the housing market and on home loan rates go to the following online ASB reports:

e  Housing Confidence (this report)

e Home Loan Rates

e Weekly Economic Reports.

e Home Economics

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”.
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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.



https://www.asb.co.nz/story10056.aspx?cat=2
https://www.asb.co.nz/story10056.aspx?cat=2
https://www.asb.co.nz/story10056.aspx?cat=1
https://www.asb.co.nz/story10056.aspx?cat=1
https://www.asb.co.nz/story10050.aspx?cat=2
https://www.asb.co.nz/-News-and-Reports/-Antenna/Media-Centre/Housing/Feed-list?cat=1
https://reports.asb.co.nz/index.html
https://reports.asb.co.nz/search/keyword.html
mailto:nick.tuffley@asb.co.nz
mailto:jane.turner@asb.co.nz
mailto:nathan.penny@asb.co.nz
mailto:kim.mundy@asb.co.nz
mailto:daniel.snowden@asb.co.nz
https://reports.asb.co.nz/index.html

