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Price expectations cool in line with a slowing housing market

¢ Acooling housing market appears to have cooled expectations for higher house prices.
e Butinterest rate expectations continue to climb higher, reflecting recent lifts in mortgage rates.

e Overall, respondents still think it’s a bad time to buy a house, but are less pessimistic than 3 months ago.

ASB Housing Confidence Survey (Source: Camorra)

Net percent who believe Good time to House prices Interest rates

(3 months to January 2017) ... buy a house will increase will increase

Auckland -27% 36% 38%

Rest of North Island -13% 52% 37%

Canterbury -6% 44% 34%

Rest of South Island -11% 62% 37%

TOTAL Nz -17% 46% 37%

Compare 3 months to October 2016 -26% 58% 7%
Fewer people expect house price increases, according to the latest ASB Net% PRICE EXPECTATIONS
Housing Confidence Survey, especially in the North Island. However, every 80% AucKland
region registered fewer respondents expecting house price gains in the three 60% | —
months to January. This survey corresponded with a significant drop in housing o 7
market activity following the RBNZ’s latest investor focussed loan-to-value \ [ VY
ratio (LVR) restrictions. Not only has housing market data shown a fall in sales 20% fe--
activity recently, it has also suggested house price growth has slowed in a 0% U othertionnts

number of regions. It is likely that weaker market activity has impacted on
respondents’ house price expectations this quarter. The drop in respondents
expecting house price gains was most acute in Auckland and a degree of “surely  _400

-20%

prices can’t keep rising?” might also be impacting respondents’ answers, NewZealand Source: ASE
especially as average Auckland house prices hit the $1m mark late last year. —Goofloan—04 Jan-06 Jan-08 Jan-10 Jan-12 Jan-14 Jan-16
Overall, respondents think that now is a better time to buy than last quarter, MORTGAGE REPAYMENTS
but ultimately the majority of respondents continue to think now is a bad time OF A '(,:/(I)Rl_?/-,: T'l\%MOEMEUYER
to buy a house. While price expectations may have dipped, elevated house (25year, 20% deposit)
prices are likely to still be weighing on sentiment, as are the higher deposit % iustrative only. Assures median house
requirements now facing many (particularly investors). On the other hand, 70 [Proe 2nd edian houseRold incore: Ao
higher interest rate expectations are not necessarily worrying respondents too " _j A“Ck'a‘”d/
much yet (as sentiment didn’t fall further), likely because interest rates remain / /
near record lows. 50 // V"“/
40 A
Fewer people are expecting house prices to rise ,_//\\// o
The number of people expecting higher house prices fell this quarter to the 30 Fef- Xy
second-lowest level since 2012. Auckland led the shift lower with the rest of the 0 |Source: RBNZ, REINZ, ASB estimates
North Island close behind. A breakdown of the net quarterly figure for New Mar-98 Mar-01 Mar-04 Mar-07 Mar-10 Mar-13 Mar-16 Mar-19

Zealand is as follows: MONTHLY DWELLING SALES

e 56% of respondents to the ASB survey expect higher prices, while only N (seasonally adjusted)
. 5000
10% expect prices to fall (was 64% and 7% last quarter); Source: REINZ, ASE

e On balance, a net 46% expect higher prices (was 58% last quarter); 4000 A L

*  20% expect the same (was 15%); while 14% don’t know (was 14%). e
The drop in respondents expecting house price gains likely reflects the fact that 3000 f-mmmgfig == N
the housing market has cooled following the latest round of investor-focused
LVR restrictions. Further, given the slowing has been quite pronounced in 2000 Bl Carmaoy A T
Auckland and other recent “hot spots” such as Waikato and Tauranga, it’s not Auckland
surprising expectations for house price gains cooled the most in the North 1000 |- guie™ R Y, 7Y
Island. A net 36% of people in Auckland expect house prices to rise in the next e v
12 months, down from 51% previously. In the rest of the North Island the 0

Jan-00 Jan-03 Jan-06 Jan-09 Jan-12 Jan-15

balance dipped to a net 52%, from 64%.
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Higher interest rates on the horizon Net% INTEREST RATE

It seems respondents think the days of low interest rates are over. After falling EXPECTATIONS

sharply in late 2015, interest rate expectations have rebounded over the last 6 80%

months. A breakdown of the net quarterly figure is: o A A

e 43% expect higher interest rates over the coming year, while 6% expect \ [ J \ /
lower interest rates (was 25% and 18% last quarter); 40% n \ ¥ u

¢ The difference being the 37% plotted opposite (was 3% last quarter); 20%

* 26% expect rates to stay the same (32%); while 25% don’t know (25%). % v \

With most major banks increasing mortgage and term deposit rates recently, J v

it’s no real surprise interest rate expectations have also lifted. Bank funding ~20%

dynamics have muddied the relationship between the OCR and short-term -40%

interest rates and, as a result, the last two OCR cuts were not fully passed Source: ASB

through to mortgage rates. Further, the election of Donald Trump hasseen US %  i1eomis

interest rates rise, which has had a flow-on effect with regards to New
Zealand’s longer-term interest rates.

We expect the RBNZ to leave the OCR on hold until late 2018, which should % HOME LOAN RATES *
provide an anchor to short-term rates. However, funding issues and offshore o
rate increases have seen interest rates creep higher. ; [ l i .

Still a bad time to buy, just not as bad

Sentiment around whether or not it’s a good time to buy a house edged up
slightly in the latest ASB Housing Confidence Survey, but remains near record J’m‘_‘—
lows. That is, more people still consider it a bad time to buy, than a good time. L’Jj

Breaking down the net quarterly figure:

‘ Variable Rate
H e

e 12%say itis a good time to buy, while 28% say it is a bad time (was 10% 5 i — {
and 35% last quarter); L-year rate
¢ The difference is the net -17% plotted opposite (was -26% last quarter); couce ASE
ource:
e 46% say it is neither good nor bad (was 42%) and 14% don’t know (13%). jan_m Sep-13May-14 Jan-15 Sep-15 May-16 Jan,174

Despite reduced expectations of house price increases, house prices remain
high across the country, which is likely to continue weighing on sentiment. For
example, Auckland sentiment remains the lowest (a net 27% of people think Netos

it’s a bad time to buy in Auckland) and this is where house prices are most GOOD/BAD TIME TO BUY
stretched. Higher deposit requirements facing many would-be buyers 80%
(particularly investors) are likely to continue to weigh on sentiment as well.

60%

However, the fall in the number of respondents expecting further house price ‘\ M A

gains suggests people are a little less pessimistic about whether or not to buy 40%

a house this time around. V \ I \\A
20%

On the flip side, expectations of higher interest rates (and therefore higher /
debt servicing costs) don’t seem to have made respondents think it’s a worse %
time to buy. Given mortgage rates are currently only just off record lows, any
further small lifts would still mean interest rates were relatively low.

-20%

Source: ASB

-40%
In Summary: Jan-96Jan-99Jan-02Jan-05Jan-08Jan-11Jan-14Jan-17

e Expectations of higher house prices eased in the three months to January,
in line with a slower housing market. The latest LVR restrictions appear to

still be impacting respondents’ answers this quarter. REGIONAL HOUSE PRICE FORECASTS

(annual growth)

30%
e Recent lifts in mortgage rates appear to have respondents bracing ASB flc

themselves for more. While we expect the RBNZ to leave the OCR on hold 2 AKLA
until late 2018, funding pressures and offshore interest rates could see 20% T

interest rates creep higher. e R N\
ATOLZE L 2 B\ ——
e On balance, respondents still see it as a bad time to buy, but are slightly ?f\
5%

less pessimistic than three months ago. = ‘
P & 0% ) A

*  While fewer people expecting house price expectations could have madea orner

few respondents look more favourably on whether or not to buy a house, V Nationwide CHCH
. . . . . . -10%
would-be buyers (especially investors) are likely to still be feeling the pain Source: Q, ASE()
of higher deposit requirements. Higher interest rate expectations don’t O o8 Mo 08 10 Ve 12 a1 e 16 a1
appear to have worried respondents too much yet (as sentiment didn’t fall

further), likely because interest rates remain near record lows.
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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”.

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 5853

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

Economist Kim Mundy kim.mundy@asb.co.nz (649) 301 5661

Economist Daniel Snowden daniel.snowden@asb.co.nz (649) 301 5657

Data & Publication Manager Judith Pinto judith.pinto@asb.co.nz (649) 301 5660

https://reports.asb.co.nz/index.html
ASB Economics
ASB North Wharf, 12 Jellicoe Street, Auckland

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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