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Here we go

Back in August Home Truths predicted a short, sharp lift 
in the housing market around New Year. Previously, we 
had been sounding warnings that various tax policies and 
the foreign buyer ban would cause house prices to flatten 
or decline over the long term. But then the Reserve Bank 
changed its stance and wholesale interest rates fell sharply. 
We predicted an imminent drop in fixed mortgage rates, 
which in turn would cause a short, sharp boost to house 
prices. This was a short-term prediction, not a change 
to our long-run view on house prices, which remained 
fairly negative. 

Three months on, mortgage rates have fallen and there 
are clear signs that the short-term housing market boost is 
upon us. October REINZ data registered a large 9.3% lift in 
house sales (seasonally adjusted by Westpac). Remember, 
REINZ tends to understate sales when it first releases 
its data, so the true extent of the lift in sales is probably 
even larger than that. The lift in sales was most heavily 
concentrated in Auckland. Corroborating the idea that the 
market has perked up, the number of days taken to sell a 
house fell from 38.2 to 37.2, which is about the level it was at 
back in April (all figures seasonally adjusted).

Price data for the month was fairly subdued – nationwide 
house prices rose 0.4% in the month of October, which is 
5.4% annualised. But looking at the three month averages, 
it is clear that the rate of house price inflation has lifted 
recently. The acceleration is coming from Auckland and 
Canterbury, which have shifted from slightly falling to 
slightly rising house prices, and from Otago and Southland, 
where house prices are rising fast and accelerating. 
Meanwhile, the rate of house price inflation in Wellington 
and a few nearby regions has eased a little.

House sales are a fairly reliable guide as to the short-term 
outlook for prices. A lift in market turnover like we have 
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REINZ housing data, Westpac seasonal adjustment

Oct-18 Sep-18 Oct-17

House sales, number, s.a. 6802 6225 6061

 Mth % chg 9.3 -0.5 2.8

 Ann % chg 15.5 -0.6 -13.0

Days to sell, sa 37.2 38.2 36.2

House Price Index (s.a.)

 Mth % chg 0.4 0.6 0.6

 Ann % chg 3.8 4.0 3.4

Figure 1: REINZ house price index, three month average 
versus previous three months
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seen this month is a fairly good indicator that house price 
inflation is set to accelerate further. We remain comfortable 
forecasting roughly one and a half percent house price 
inflation in the March quarter of 2019.

Once again, we are seeing clear evidence that the most 
important driver of house prices is interest rates. But 
mortgage rates will not keep falling forever. Actually, 
wholesale fixed interest rates have risen quite sharply over 
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the past week or two. That should at least arrest the decline 
in fixed mortgage rates, if not reverse it. This is why we think 
the current housing market upturn will be short-lived.

We remain convinced that mortgage rates will eventually 
rise significantly. At that point, we expect the housing 
market to be severely impacted. But with the Reserve Bank 
looking very keen to keep the OCR low for some time, this is 
more a story for the 2020s than the current decade. We are 
forecasting falling house prices in the early 2020s. 

The other reason to be circumspect on the long-run 
outlook for house prices is government policy. We were 
surprised that today’s data showed no evidence that the 
foreign buyer ban, which came into force in late October, is 
affecting the market. However, we do believe that the ban 
will have a bearing on house prices eventually. Next year the 
market will be impacted by changes to the rules around tax 
deductions for property investors. And if a capital gains tax 
is introduced, the impact on house prices will be large. 

Even though the short-term outlook for house prices is 
positive, the long-term outlook remains negative.

Dominick Stephens 
Chief Economist (+64 9 336 5671)
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Past performance is not a reliable indicator of future performance. The forecasts given in this document are predictive in character. Whilst every effort has been taken to ensure 
that the assumptions on which 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.
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Disclaimer

This material contains general commentary, and market colour. 
The material 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 
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or financial advice before proceeding with any investment decision. 
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China, Hong Kong, Singapore and India: This material has been 
prepared and issued for distribution in Singapore to institutional 
investors, accredited investors and expert investors (as defined in 
the applicable Singapore laws and regulations) only. Recipients in 
Singapore of this material should contact Westpac Singapore Branch 
in respect of any matters arising from, or in connection with, this 
material. 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 holds a license issued by the Hong 
Kong Securities and Futures Commission (SFC) for Type 1 and Type 
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Branch holds a banking license from Reserve Bank of India (RBI) and 
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place of business in the United Kingdom at Camomile Court, 23 
Camomile Street, London EC3A 7LL, and is registered at Cardiff in 
the UK (as Branch No. BR00106), and (b) authorised and regulated 
by the Australian Prudential Regulation Authority in Australia. 
Westpac is authorised in the United Kingdom by the Prudential 
Regulation Authority. Westpac is subject to regulation by the 
Financial Conduct Authority and limited regulation by the Prudential 
Regulation Authority. Details about the extent of our regulation by 
the Prudential Regulation Authority are available from us on request. 
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In particular this communication and, in each case, any copies thereof 
may not be taken, transmitted or distributed, directly or indirectly into 
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with the Market Abuse Regulation (Regulation(EU) 596/2014).

Investment Recommendations Disclosure
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steps have been taken to ensure that the material is presented in a 
clear, accurate and objective manner. Investment Recommendations 
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of scope for MAR.

Unless otherwise indicated, there are no planned updates to this 
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Investing in any non-U.S. securities or related financial instruments 
mentioned in this communication may present certain risks. The 
securities of non-U.S. issuers may not be registered with, or be subject 
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associated person under the rules of FINRA, any other U.S. self-
regulatory organisation, or the laws, rules or regulations of any State. 
Unless otherwise specifically stated, the views expressed herein are 
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