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Housing market riding high  
Prices 4½% above pre-crisis levels  

 

 

 

Starting to look a bit “frothy” 

 Income support a cushion  

 Lower mortgage rates a boost  

 FHB and investor activity increasing  

 Low-deposit loans contained 

 But a speculative dynamic is emerging 

 

Broad based by region  
Solid price increases over past year  

 

 But vulnerability is increasing  
FHBs facing high debt to income  

 

Income strains are a concern  
Market out of sync with fundamentals 

 

 A question of sustainability 
Macro-prudential policy in spotlight  

 Housing price wobbles expected  

 Don’t see a painful fall, but risk is there  

 Macro-prudential policy one option 

 RBNZ may respond if trends continue  
 

Source: Statistics NZ, RBNZ, REINZ, ANZ Research   

This is not personal advice. It does not consider your objectives or circumstances. Please refer to the Important Notice. 
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Contact   
Liz Kendall, David Croy 

or Sharon Zollner for 

more details.  

See page 13. 
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Summary 

Our monthly Property Focus publication provides an independent appraisal of 

recent developments in the residential property market. 

Housing market overview  

The housing market is very tight, with inventory of houses on the market at an 

all-time low. This has added to price pressures, with house prices up 4% over 

the past three months. Price increases have been broad based regionally, 

although there are some reports of softness in the Auckland apartment market. 

Further price increases are expected in the short term, with the market still 

tight, but a serious test lies ahead. Although the economic outlook is a little 

better in the short term, the recovery is expected to stagnate as we enter 2021, 

at which point we expect to see some wobbles in the housing market emerge, 

even with further stimulus expected from the RBNZ. See Housing Market 

Overview for more. 

Feature Article: Riding high  

The housing market is riding high, with income support having provided a 

significant cushion, alongside a boost from lower mortgage rates. The removal 

of loan to value ratio (LVR) restrictions has added to demand but has not been 

a significant driver of the market – and yet financial stability risks are 

increasing. A “frothy” speculative element appears to be emerging, with FOMO 

(fear of missing out) part of the equation. Buyers are of the view that it is a 

good time to buy despite being in the midst of an enormous economic 

downturn, and house prices appear to be moving against the tide of 

fundamentals from already very elevated levels. That could contribute to a more 

volatile cycle if a turn in the market comes – particularly if buyers entering the 

market have high debt to income, making them more vulnerable to income 

strains. Macro-prudential policy is likely to be increasingly in the spotlight if 

current trends continue. The fact is, the housing market does undergo 

downturns from time to time and homeowners need to be able to ride the wave 

knowing that sometimes it does get choppy. See Feature Article: Riding high for 

more. 

Mortgage borrowing strategy 

Average home loan rates across the four major banks are little changed over 

the past month. The average 6-month rate is lower, but it is still sufficiently 

above the 1-year rate that it remains less unattractive, even with our 

expectation that we see an OCR cut in around 6 months. Floating is also 

unattractive and we instead favour the 1-year rate as a proxy for floating, 

mindful that the likely introduction of a “funding for lending” programme by the 

RBNZ next month is likely to lead to further mortgage rate reductions. It is this 

expectation that makes 2-year and 3-year fixed rates less appealing despite 

them being at historic lows and not significantly higher than the average 1-year 

rate. See Mortgage Borrowing Strategy for more. 
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Summary 

The housing market is very tight, with inventory of 

houses on the market at an all-time low. This has 

added to price pressures, with house prices up 4% over 

the past three months. Price increases have been 

broad based regionally, although there are some 

reports of softness in the Auckland apartment market. 

Further price increases are expected in the short term, 

with the market still tight, but a serious test lies ahead. 

Although the economic outlook is a little better in the 

short term, the recovery is expected to stagnate as we 

enter 2021, at which point we expect to see some 

wobbles in the housing market emerge, even with 

further stimulus expected from the RBNZ.  

Demand strong, price pressures mount  

The housing market is extraordinarily tight. Although 

new listings onto the market have edged higher as we 

have entered spring, continued strong demand has 

seen inventory of unsold houses on the market fall to 

an all-time low – adding to price pressures. In the 

month of September, prices rose 1.8% m/m to be up 

4% over the past three months – an exceptional 

increase in the midst of a global pandemic and 

economic downturn. 

Recent buoyancy in sales and prices will encourage 

some potential sellers to take the plunge and list their 

homes. But with the starting point for listings so low, 

the market should remain tight, consistent with further 

price pressures in the short term. 

Broad-based across regions 

Regionally, price pressures have been reasonably 

broad-based over the past year (figure 1).  

Figure 1. Annual house price inflation  

 

Source: REINZ  

Looking at the last three months in particular, strong 

price rises have occurred in Waikato (5.1%), 

Wellington (5%), Taranaki (5%) and Canterbury 

(4.7%). Otago is the only region where house prices 

are still below March levels (down 4%), driven by 

weaker prices in Queenstown, but prices in the region 

have now started rising again (up 2.9% q/q). See 

Housing Market Indicators overleaf.   

Anecdotally, there are pockets of weakness in the 

Auckland apartment market, which isn’t surprising 

given the lack of foreign students. But nonetheless, 

Auckland house prices are up 4% over the past three 

months, in line with price rises for the country as a 

whole. With tightness in this market still evident, some 

further price rises are likely in the near term (figure 2), 

but this pressure is not expected to be sustained and 

Auckland prices may be particularly vulnerable if the 

housing market were to turn. See our ANZ June 

Property Focus for more details.   

Figure 2. Auckland house price inflation and market tightness  

 

Source: Barfoot & Thompson, REINZ, ANZ Research  

Building activity strong 

Strength in the housing market and low mortgage 

rates have continued to support home building and 

renovations. After a period of disruption due to 

lockdown restrictions, the construction industry is very 

busy again.   

Figure 3. New dwelling consents  

 

Source: Stats NZ  
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New dwelling consents are 6% below where they were 

in February, but are still elevated, supportive of a 

strong residential construction pipeline in the next 6-9 

months (figure 3). 

Economic outlook a little more positive  

The construction industry is the most buoyant sector 

according to business surveys, and this is not 

surprising, given the strong housing market and the 

domestic focus of these firms. Other businesses are 

finding conditions more difficult, but nonetheless are 

also starting to feel more positive about the outlook. It 

now looks like a more solid rebound in activity can be 

achieved through the second half of this year, 

alongside a smaller deterioration in the labour market, 

in no small part due to the support provided by the 

likes of the wage subsidy.  

Figure 4. ANZ GDP forecasts  

 

Source: Stats NZ, ANZ Research  

We have upgraded our short-term economic forecasts 

and now see GDP rebounding a bit more strongly 

through the second half of this year (figure 4). 

With GDP expected to be a bit stronger, closed border 

impacts not fully evident yet and the wage subsidy 

having provided a cushion to date, the unemployment 

rate is expected to rise a bit more slowly than 

previously assumed. We expect the unemployment 

rate to peak at 7½% by the end of 2021.  

But the real test is yet to come  

A serious test for the economy lies ahead though, with 

the recovery expected to stagnate into 2021, 

particularly as fiscal supports roll off, and as the 

impacts of the closed border become more evident, 

with domestic tourism unable to offset the loss in 

international visitors in the summer months. See our 

ANZ Quarterly Economic Outlook for more details.  

As the economy enters a more challenging time as we 

move into next year, the housing market is expected to 

experience some wobbles, even with more monetary 

stimulus expected. Currently, the housing market is 

moving out of sync with where we see fundamentals 

(such as income) tracking and the sustainability of the 

current upturn is increasingly coming into question, 

especially to the extent that it’s driven by speculative 

behaviour. See Feature Article: Riding high for more 

details.  

Further declines in mortgage rates are expected to 

provide some further offsetting support for the market 

through next year. In November, we expect the RBNZ 

to announce the deployment of a Funding for Lending 

Programme (FLP), providing money cheaply to the 

banks in order to allow retail interest rates to go even 

lower. See our recent Insight for more details.    

Housing market indicators for September 2020 (based on REINZ data seasonally adjusted by ANZ Research) 

 

Median house price House price index # of 

monthly 
sales 

Monthly  

% 
change 

Average 

days to  
sell 

Level Annual % 
change 

3-mth % 
change 

Annual % 
change 

3-mth % 
change 

Northland $549,068 16.1 11.8 10.2 1.8 245 +2% 43 

Auckland  $957,418 12.5 3.8 11.4 4.0 2,954 +12% 39 

Waikato  $638,196 14.6 8.8 11.8 5.1 926 +11% 33 

Bay of Plenty  $712,340 17.9 9.7 9.1 1.3 616 +18% 39 

Gisborne  $549,996 44.2 15.0   40 +3% 38 

Hawke’s Bay  $595,324 16.9 -1.0 15.9 3.2 290 +6% 30 

Manawatu-Whanganui  $457,551 16.4 8.3 11.8 1.4 476 +19% 25 

Taranaki  $471,050 21.4 13.8 12.9 5.0 196 +12% 24 

Wellington  $733,635 13.1 4.1 14.5 5.0 887 +3% 29 

Tasman, Nelson & Marlborough $641,000 14.5 2.6   298 +10% 28 

Canterbury  $500,342 11.1 7.3 7.8 4.7 1,224 +17% 32 

Otago  $608,187 20.9 14.3 4.0 2.9 425 +17% 34 

West Coast  $237,138 35.8 6.8 10.8 3.0 64 +33% 44 

Southland  $345,411 6.6 6.7 13.0 1.3 198 +1% 33 

New Zealand $687,915 14.8 6.5 11.1 4.0 8,734 +11% 34 
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Summary 

The housing market is riding high, with income support 

having provided a significant cushion, alongside a boost 

from lower mortgage rates. The removal of 

loan-to-value ratio (LVR) restrictions has added to 

demand but has not been a significant driver of the 

market – and yet financial stability risks are increasing. 

A “frothy” speculative element appears to be emerging, 

with FOMO (fear of missing out) part of the equation. 

Buyers are of the view that it is a good time to buy 

despite being in the midst of an enormous economic 

downturn, and house prices appear to be moving 

against the tide of fundamentals from already very 

elevated levels. That could contribute to a more 

pronounced cycle if a turn in the market comes – 

particularly if buyers entering the market have high 

debt to income, making them more vulnerable to 

income strains. Macro-prudential policy is likely to be 

increasingly in the spotlight if current trends continue. 

The fact is, the housing market does undergo 

downturns from time to time and homeowners need to 

be able to ride the wave knowing that sometimes it 

does get choppy. 

The housing market is riding high  

The housing market has seen a solid resurgence 

post-lockdown, with the price declines seen in April and 

May now a mere blip (figure 1). There has been an 

element of catch-up taking place, but house prices 

have more than clawed back declines to be up 4½% 

since March, despite the enormous economic downturn 

underway. House prices are now 13½% higher than 

they were in mid-2019.  

Figure 1. Real house prices  

 

Source: REINZ, Stats NZ, ANZ Research   

The economic shock that has been seen to date has 

had a muted effect on the housing market for a few 

reasons.  

First, lower interest rates have been supportive, with 

mortgage rates having fallen about 80bps. In normal 

times, this would usually be associated with house 

prices rising about 2-2½%. But in a recession it is quite 

typical for house prices to fall even as interest rates are 

slashed, due to income losses and uncertainty. But we 

have seen house prices rise even further than the usual 

response to lower mortgage rates in normal times, and 

more quickly too. Some of it is finance maths: at low 

interest rates, the pass through to asset prices is likely 

more potent than usual estimates would suggest. But 

even so, it appears that something else is going on.  

The other key factor providing a significant cushion has 

been income support. Household incomes have been 

shielded by the wage subsidy and mortgage deferment 

schemes, while the unemployment impacts of the 

recession have been muted so far, even as production 

in the economy has taken a massive hit. This has been 

crucial for supporting spending, business sentiment and 

the housing market – though it is important to note it 

was never a sustainable response and the impacts of 

the policies will now quickly taper.  

Added to that, the suspension of loan-to-value 

restrictions by the RBNZ at the onset of the COVID-19 

crisis will have contributed to housing demand a little, 

even though the restrictions were not binding for the 

banking system as a whole. For some buyers, 

relaxation of the restrictions will have allowed them to 

at least bid in auction rooms, if not buy. But this effect 

has been at the edges; it does not appear to be a 

significant driver of recent housing market strength 

(with low-deposit lending contained – see below).  

Overall low-deposit lending has not 

increased…  

First home buyers and investors have been taking a 

greater share of new mortgage lending. In September, 

new mortgage lending was 29% higher than seen on 

average over 2019, but lending to first home buyers 

was 39% higher and investor lending 54% higher. That 

has seen the share of lending going to first home 

buyers rise to 19.1% from a 2019 average of 17.6%, 

and the investor share rise from 19% to 23%.  

Yet overall low-deposit mortgage lending (defined as 

deposits of less than 20%, ie 80%+ LVRs) has not 

increased, even as house prices have risen further. 

First home buyers tend to have smaller deposits and 

investor loans tend to be considered more “risky”, but 

the overall share of buyers at 80%+ LVRs (low 

deposits) has not risen. It is sitting at about 11% – the 

same as it was over 2019. Banks remain cautious. 

Where there has been an increase is in investor lending 

with deposits in the “medium-high” risk range with a 

20-30% deposit (figure 2). This is a trend that bears 

watching. Indeed, the RBNZ has indicated that it is 

watching these trends closely.  
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Figure 2. Investor lending by loan-to-value ratio   

 

Source: RBNZ, ANZ Research   

But overall, there does not appear to be a concerted 

move towards high-risk lending by banks, nor on the 

other hand, a material tightening in credit standards 

taking place. The RBNZ credit conditions survey for 

September showed that credit standards for 

mortgages have changed little (figure 3). Banks are 

checking incomes more carefully, but on the other 

hand, they are now applying lower interest rates to 

test serviceability, which represents a freeing up of 

credit, all else equal.  

Figure 3. Credit availability compared with last three years  

 

Source: RBNZ, ANZ Research   

Policy changes have played a role in keeping credit 

flowing to the economy. Although banks quite rightly 

perceive that there is more risk out there, and they 

are wary about it, the RBNZ’s responses – lowering 

the OCR, embarking on the LSAP (boosting deposit 

funding) and removing LVR restrictions, among others 

– have contributed to the fact that there has not been 

a material tightening in credit conditions (figure 4).  

 

 

 

Figure 3. Factors affecting the availability of credit  

 

Source: RBNZ, ANZ Research   

Overall, it appears that credit demand is in the driver’s 

seat. But there’s a two-speed response happening – 

home buyers and large businesses are keen to take on 

credit, but small businesses are not (figure 5).  

Figure 5. Credit demand over the past six months  

 

Source: RBNZ, ANZ Research   

…and equity positions are good, for now  

In aggregate, homeowners appear to have good cash 

deposits or existing equity positions, with overall 

equity associated with housing turnover increasing in 

recent months (figure 6).  

Some sellers may be downgrading and using home 

sales to pay down debt. Anecdotally, cashed-up kiwis 

returning home from abroad may also be contributing 

to the jump in equity. But population flows overall 

have actually been very weak, so it’s not clear how 

significant this has been. It is possible that cashed-up 

buyers have been contributing to price pressures, but 

there is no way to verify that in the data.  

For first home buyers, accumulated savings, KiwiSaver 

withdrawals and potentially redirected travel funds are 

helping support new purchases, plus the bank of Mum 

and Dad may be helping in some cases. In the month 
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of August, $127 million in KiwiSaver funds were 

withdrawn for first home purchases, plus many buyers 

presumably had other cash to contribute. New lending 

worth ten times that went to first home buyers in the 

same month, and 42% of that lending was with a 

smaller than 20% deposit – about the usual 

proportion.  

Figure 6. Equity associated with housing turnover  

 

Source: RBNZ, REINZ, ANZ Research   

Meanwhile, investors have been able to use the equity 

they have built up on the back of house price rises to 

purchase additional homes. This has become more 

appealing given low returns on other assets. As house 

prices have risen, rental yields have fallen (figure 7), 

with rents having risen only 1% over the past year but 

house prices up 11%. A fall in rental yields and other 

asset returns is to be expected when interest rates fall, 

because investors move between different assets in 

search of return, suppressing yields.  

Figure 7. Rental yields and long-term interest rates  

 

Source: Bloomberg, MBIE, REINZ, ANZ Research   

But a speculative dynamic is emerging  

House price expectations are increasing and they 

appear to be lagging actual house price developments 

at present (figure 8). Recent strength in the housing 

market appears to be fuelling expectations that price 

rises will continue, stoking demand in a way that has 

the potential to become self-fulfilling. Anecdotes and 

reports of a strong market are no doubt adding to 

that. This isn’t an unusual dynamic for the housing 

market, but seeing it at play in a recession is certainly 

something new. 

Figure 8. House price inflation and expectations 

 

Source: REINZ, ANZ Research  

And even more telling is the fact that ASB’s Housing 

Confidence survey shows that the proportion of 

households who think it is a good time to buy a house 

is at net 21%, despite the enormous economic 

downturn underway. This is the highest level since 

2012, when the housing cycle was starting to take off 

and a speculative element was beginning to take hold 

of the market. Eventually, an expansion of risky 

borrowing led to the implementation of loan-to-value 

ratio (LVR) restrictions by the RBNZ.   

And yet, when the ANZ Roy Morgan consumer 

confidence survey asks households whether it is a 

good time to buy a major household item, the answer? 

“Heck no”. Sentiment here is improving but remains at 

recessionary levels. So are we going to have a whole 

lot of freshly bought houses with no appliances in 

them? No. The fact that households are simultaneously 

saying it’s a great time to borrow $500,000 to buy a 

house but a terrible time to borrow $500 to buy a 

fridge speaks to the uneven nature of this economic 

shock. Lower income earners are bearing the brunt of 

the COVID-related job insecurity. But many of them 

were locked out of the housing market long ago. 

The expectation that house prices will continue to rise 

(even if perhaps by less than before) – and perhaps a 

realisation that renewed LVR restrictions may be 

looming – is leading to the perception that an 

opportunity to enter the market mustn’t be missed. 

And that demand is stoking house price expectations 

further. Those same expectations of capital gains are 

driving investor demand too, even as increased 
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regulation has made property investment less 

attractive. Forecasts that interest rates will move even 

lower are likely adding to these expectations. 

FOMO appears to be part of the equation  

Effectively, there appears to be an element of FOMO 

(fear of missing out) driving the market, based on an 

assumption that house prices will keep increasing. This 

dynamic has the potential to contribute to frothiness in 

the market that ultimately cannot be sustained – 

adding to financial stability risks. The fact is, history – 

especially further back than the past few decades – 

tells us that house prices do indeed fall from time to 

time and that the market can turn very quickly.  

Expectations that interest rates will remain low are 

encouraging borrowers to enter the market with debt 

levels that are high relative to their incomes, even if 

deposits are decent. We have seen first home buyer 

activity increase, and those buyers are more likely to 

be in vulnerable debt-to-income categories, even if 

their equity positions are good. Indeed, there has been 

an upward trend in the share of buyers in riskier 

debt-to-income buckets over the past year (figure 9).  

Figure 9. Share of first home buyer lending by debt to income  

 

Source: RBNZ, ANZ Research   

But buyers are vulnerable to income shifts  

Exuberance, if it continues, could contribute to a more 

pronounced housing cycle, adding to risks that the 

housing market has further to fall if it eventually turns. 

This risk is accentuated to the extent that buyers who 

are entering the market have high debt-to-income 

ratios, making them more vulnerable to income 

strains.  

Income strains are a typical pressure point for the 

housing market in a recession. Good equity positions 

(low LVRs) make it less likely that homeowners will go 

into negative equity if house prices fall. But if 

someone’s income dries up, then they may not be able 

to service their mortgage, no matter how low 

mortgage rates might seem right now. In the extreme, 

this can lead to significant financial hardship, fire sales 

and nasty feedback loops between house prices, 

spending and credit supply. House prices and 

household debt levels are already very high in New 

Zealand, making the market vulnerable to a disorderly 

correction at some point. This isn’t a new risk by any 

means, but an outright housing boom in a recession 

would certainly up the ante. 

Housing affordability is a serious social and economic 

problem in New Zealand that requires some mix of 

lower prices and/or enormously higher incomes to 

resolve. Seeing prices drift lower as a result of more 

supply, weaker population pressures or adjusting 

regulation would be socially desirable, even if it would 

come at a cost to existing homeowners. But triggering 

a demand-choking painful correction in house prices 

would most certainly not be a win.  

To be clear, it is not our expectation that such a 

painful correction in house prices will occur, but the 

risk is there, and increased speculative behaviour that 

could expose borrowers to income strains adds to it.  

We question the sustainability of the upturn  

Unemployment looks set to rise, even if by less than 

previously expected, and some households will face 

more challenging times ahead. As such, we are 

becoming concerned that the housing market appears 

to be increasingly moving out of step with 

fundamentals, like rents and incomes – particularly 

given our expectations for where those fundamentals 

are headed.  

Looking forward, we expect that the economic 

recovery will stagnate, that closed border impacts will 

become more evident, and that income strains will 

increase – and ripple well beyond low-income earners. 

It is our view that these effects will see some wobbles 

emerging in the housing market as we enter 2021, 

even as mortgage rates move lower. Our current 

assumption is that we see another strong quarter to 

finish the year, but that house prices will fall 4% next 

year, before recovering. This is a smaller, later fall 

than our previous forecasts. 

Of course, the outlook is highly uncertain and the 

strength in the housing market to date has surprised 

us. It is possible that further declines in mortgage 

rates have a more potent effect than we assume and 

the housing party goes on longer. But there is also the 

possibility that increased income strains, reduced 

population pressures, and a shift in expectations lead 

to a more abrupt adjustment in house prices than 

incorporated in our central forecast. Policymakers will 

be cognisant of the risks on both sides.  
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Financial stability in the spotlight  

Recent signs that financial stability risks might be 

creeping higher will see macro-prudential and broader 

housing policy increasingly in the spotlight, if those 

trends continue.    

Interest rates are not the right tool to address financial 

stability risks; prudential tools are. “Leaning against 

the wind” (keeping interest rates a little higher than 

otherwise on financial stability grounds) has been 

shown to lead to suboptimal societal outcomes. The 

housing market is one of the (many) channels that 

monetary policy works through, but longer-term trends 

in house prices tend to be largely outside the control of 

central banks.  

That’s not the same thing as saying there is nothing to 

worry about, though. Increasingly, we are moving to a 

world where “big bang” monetary stimulus at the onset 

of the crisis needs to be replaced by a more nuanced 

approach, with the case for ever-increasing stimulus 

becoming less clear, especially with impacts and risks 

associated with new unconventional tools unknown. We 

think more stimulus will be deemed necessary by the 

RBNZ, in the form of an FLP and then negative OCR. 

But at some point, adding more stimulus could boost 

the housing market more than is necessary for 

monetary policy objectives to be achieved. A 

considered, gradual approach is likely to be 

increasingly required as the recovery progresses, with 

scope to pause and see how the economy is tracking. 

The best policy at the RBNZ’s disposal for addressing 

financial stability concerns is prudential policy. 

Micro-prudential policy relates to the solvency and 

liquidity requirements faced by banks to ensure they 

can cope with unexpected shocks. On this score, New 

Zealand banks have excellent buffers to weather any 

storm and protect the interests of both shareholders 

and depositors. RBNZ’s proposals to increase capital 

requirements still further in July next year would mean 

the banks would have even more “skin in the game”, 

but it could come at a cost by increasing the price of 

credit, or curbing its availability, at a time when a 

fragile recovery is still in infancy. In that respect, it’s 

not the case that bigger system buffers are always 

better, and timing broad changes carefully is very 

important.  

Macro-prudential policy provides an extra overlay to 

the micro-prudential framework by responding to 

financial stability risks in a more cyclical or targeted 

fashion, such as responding to an increase in risky 

lending that might lead to an unhelpfully pronounced 

house price cycle. The RBNZ has a number of these 

tools currently at its disposal, including LVR 

restrictions, countercyclical capital tools, and 

adjustments to the core funding ratio.  

At the start of the COVID-19 crisis the RBNZ relaxed 

some of its counter-cyclical tools, loosening the core 

funding ratio and suspending LVR restrictions for a 

year. The aim was to protect against a tightening in 

credit supply and that appears to have been 

successfully avoided. But at the time the RBNZ was 

anticipating marked falls in house prices and activity. 

Now with signs of a “frothy” dynamic emerging in the 

market, albeit in its infancy, the RBNZ will be alert to 

evolving risks and may respond with a 

macro-prudential overlay.  

If wobbles in the housing market emerge next year as 

we expect, then the RBNZ would be more likely keep 

LVR settings as they are to ensure that credit keeps 

flowing, since downturns in the market are typically 

accompanied by increased caution on the part of both 

lenders and borrowers.   

But if the market continues to run hot and 

macro-prudential policy is deemed necessary, the 

obvious response would be to reinstate LVR 

restrictions. Responding with broader tools, like the 

counter-cyclical capital buffer, could risk choking non-

housing lending though, so not all macro-prudential 

policy options would be deemed appropriate. The 

RBNZ plans to review whether to reinstate LVR 

restrictions in March next year. The case would be 

particularly clear if there was a surge in low-deposit 

lending between now and then. 

But implementing LVRs isn’t the only option, and it 

may not be effective or indeed the best response. High 

debt-to-income ratios (like high LVRs) can be a 

significant source of vulnerability in a downturn, and 

risks tentatively appear to be building in this area.  

The RBNZ does not currently have a mandate to 

implement debt-to-income (DTI) restrictions, but its 

macro-prudential policy powers are currently under 

review as part of The Reserve Bank Act Review.  A 

case could be made for expanding the RBNZ’s powers 

to include these sorts of tools should they be required 

in the future, even if they are not needed any time 

soon. But it’s political, because DTIs make it harder for 

first home buyers to get on the ladder. 

Broader policies are also needed to address our long-

term housing affordability challenge, like adjustments 

to regulations limiting land supply and building, and 

ensuring that population flows are sustainable (once 

the border opens) given limited home building capacity 

and infrastructure. Such policies can help from a 

financial stability perspective too. Lack of 

responsiveness of housing supply and huge swings in 

population can lead to house prices becoming 

unaffordable, but can also lead to more exaggerated 

house price cycles overall. There are no easy answers, 

but doing nothing isn’t a solution either.   

bit.ly/ANZ-Insight-FLP-20201022
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This is not personal advice. The opinions and research 

contained in this document are provided for information 

only, are intended to be general in nature and do not 

take into account your financial situation or goals. 

Summary 

Average home loan rates across the four major banks 

are little changed over the past month. The average 

6-month rate is lower, but it is still sufficiently above 

the 1-year rate that it remains less unattractive, even 

with our expectation that we see an OCR cut in around 

6 months. Floating is also unattractive and we instead 

favour the 1-year rate as a proxy for floating, mindful 

that the likely introduction of a “funding for lending” 

programme by the RBNZ next month is likely to lead to 

further mortgage rate reductions. It is this expectation 

that makes 2-year and 3-year fixed rates less 

appealing despite them being at historic lows and not 

significantly higher than the average 1-year rate.  

Our view 

Average mortgage rates are once again little changed 

over the past month, and once again the only change 

of any note was the circa quarter percentage point fall 

in the average 6-month rate. The 1-year rate remains 

the cheapest rate. Although we expect the RBNZ to 

introduce a “funding for lending” programme next 

month and to cut the OCR below zero in April, which in 

turn should see most mortgage rates move gradually 

lower, we continue to favour the 1-year term as a 

proxy for floating.  Odd as it may seem to fix for a year 

ahead of a period when we expect mortgage rates to 

generally fall, with the 1-year rate so much lower than 

floating and 6 month rates, it is still likely to be 

cheaper overall.  

Our sense that the 1-year tenor is the most attractive 

is borne out in breakeven analysis. Logical as it sounds 

to perhaps fix for 6 months now with a view to re-fixing 

again in six months, the maths just doesn’t stack up. 

As our breakeven table shows, the 6-month rate would 

need to fall from its current rate of 3.58% to 1.46% 

over the next six months for the interest bill on a pair 

of back-to-back 6-month terms to be less than the 

interest bill on a 1-year term at 2.52%. That could 

happen, but it seems a stretch considering that most 

forecasters expect a much smaller move in the OCR. 

For example, we expect a 0.50% point fall in the OCR 

in April.  

Staying on floating would be even more expensive in 

the meantime, and one would need to be confident of 

some fairly large falls in rates in months to come for it 

to be worthwhile remaining floating with a view to 

fixing later. If, for example, one had a $100k mortgage 

and elected to remain floating at 4.51% instead of 

fixing for 1 year at 2.52%, the extra interest is around 

$166 per month. If you stayed on floating for, say, 3 

months, it’d cost you an extra $497. To be better off in 

the long run, you’d need to recoup that by fixing at a 

better rate in three months’ time. And if you wanted to 

fix for one year, to recoup the $497, the rate would 

need to be 0.50% lower. We could see a move like that 

over the next three months, but it’s more than what 

we have seen in recent months, and it’s a lot to expect 

ahead of an OCR cut that’s not likely until April. It is 

this maths that stands behind our preference for the 1-

year rate, and if one’s mortgage is split over a number 

staggered terms, that is a close proxy for being 

floating, albeit at more competitive rates.  

With longer-term fixed rates also very low, it is worth 

asking: is now a good time for fix for longer? When 

considered purely from a cost perspective, we don’t 

think it is. Certainty has a place and some borrowers 

value it – but ahead of what is likely to be further 

declines in mortgage rates and a long period of rates 

remaining low, that certainty comes at a high price.   

Figure 1. Carded special mortgage rates^ 

 

Table 1. Special Mortgage Rates  

 Breakevens for 20%+ equity borrowers 

Term Current in 6mths in 1yr in 18mths in 2 yrs 

Floating 4.51%     

6 months 3.58% 1.46% 2.78% 2.95% 2.94% 

1 year 2.52% 2.12% 2.86% 2.94% 2.99% 

2 years 2.69% 2.53% 2.93% 3.30% 3.75% 

3 years 2.79% 2.91% 3.45% 3.54% 3.61% 

4 years 3.22% 3.18% 3.42%   

5 years 3.24% #Average of “big four” banks 

Table 2. Standard Mortgage Rates  

 Breakevens for standard mortgage rates* 

Term Current in 6mths in 1yr in 18mths in 2 yrs 

Floating 4.51%     

6 months 3.96% 1.99% 3.45% 3.13% 3.41% 

1 year 2.97% 2.72% 3.29% 3.27% 3.46% 

2 years 3.13% 2.99% 3.38% 3.57% 3.91% 

3 years 3.24% 3.28% 3.70% 3.73% 3.81% 

4 years 3.52% 3.48% 3.68%   

5 years 3.54% #Average of “big four” banks 

^ Average of carded rates from ANZ, ASB, BNZ and Westpac. 

Source: interest.co.nz, ANZ Research 
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Weekly mortgage repayments table (based on 25-year term) 

 Mortgage Rate (%) 
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 2.50 2.75 3.00 3.25 3.50 3.75 4.00 4.25 4.50 4.75 5.00 5.25 5.50 5.75 

200 207 213 219 225 231 237 243 250 256 263 270 276 283 290 

250 259 266 273 281 289 296 304 312 320 329 337 345 354 363 

300 310 319 328 337 346 356 365 375 385 394 404 415 425 435 

350 362 372 383 393 404 415 426 437 449 460 472 484 496 508 

400 414 426 437 450 462 474 487 500 513 526 539 553 566 580 

450 466 479 492 506 520 534 548 562 577 592 607 622 637 653 

500 517 532 547 562 577 593 609 625 641 657 674 691 708 725 

550 569 585 601 618 635 652 669 687 705 723 741 760 779 798 

600 621 638 656 674 693 711 730 750 769 789 809 829 850 870 

650 673 692 711 730 750 771 791 812 833 854 876 898 920 943 

700 724 745 766 787 808 830 852 874 897 920 944 967 991 1,015 

750 776 798 820 843 866 889 913 937 961 986 1,011 1,036 1,062 1,088 

800 828 851 875 899 924 948 974 999 1,025 1,052 1,078 1,105 1,133 1,160 

850 879 904 930 955 981 1,008 1,035 1,062 1,089 1,117 1,146 1,174 1,204 1,233 

900 931 958 984 1,011 1,039 1,067 1,095 1,124 1,154 1,183 1,213 1,244 1,274 1,306 

950 983 1,011 1,039 1,068 1,097 1,126 1,156 1,187 1,218 1,249 1,281 1,313 1,345 1,378 

1000 1,035 1,064 1,094 1,124 1,154 1,186 1,217 1,249 1,282 1,315 1,348 1,382 1,416 1,451 

Mortgage rate forecasts (fixed rates based on special rates) 

 Actual Forecasts 

Interest rates Mar-20 Jun-20 Sep-20 Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 Jun-22 

Floating Mortgage Rate 4.8 4.6 4.6 4.3 4.3 3.8 3.8 3.8 3.8 3.8 

1-Yr Fixed Mortgage Rate 3.1 2.7 2.6 2.1 1.9 1.8 1.8 1.8 1.8 1.8 

2-Yr Fixed Mortgage Rate 3.3 2.7 2.7 2.1 1.9 1.9 1.9 2.0 2.0 2.0 

5-Yr Fixed Mortgage Rate 3.9 3.1 3.1 2.2 2.2 2.2 2.3 2.4 2.4 2.4 

Source: RBNZ, ANZ Research 

Economic forecasts 

 Actual Forecasts 

Economic indicators Dec-19 Mar-20 Jun-20 Sep-20 Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 

GDP (Annual % Chg) 1.8 -0.1 -12.4 -4.3 -2.4 -2.0 12.2 2.5 0.8 3.3 

CPI Inflation (Annual % Chg) 1.9 2.5 1.5 1.4(a) 1.2 1.1 1.7 1.4 1.1 1.0 

Unemployment Rate (%) 4.1 4.2 4.0 5.3 6.0 6.3 6.7 7.1 7.4 7.0 

House Prices (Quarter % Chg) 3.0 3.2 -0.4 4.0 2.0 -2.0 -2.0 2.0 1.5 1.0 

House Prices (Annual % Chg) 5.3 8.1 7.7 10.1 9.0 3.5 1.8 -0.1 -0.6 2.5 

 

Interest rates Mar-20 Jun-20 Sep-20 Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 Jun-22 

Official Cash Rate 0.25 0.25 0.25 0.25 0.25 -0.25 -0.25 -0.25 -0.25 -0.25 

90-Day Bank Bill Rate 0.49 0.30 0.31 0.25 -0.08 -0.25 -0.25 -0.25 -0.25 -0.25 

LSAP ($bn) 30 60 100 100 100 100 100 100 100 100 

Source: ANZ Research, Statistics NZ, RBNZ, REINZ 
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This document is intended for ANZ’s Institutional, Markets and Private Banking clients. It should not be forwarded, copied or 

distributed. The information in this document is general in nature, and does not constitute personal financial product advice 

or take into account your objectives, financial situation or needs.  

This document may be restricted by law in certain jurisdictions. Persons who receive this document must inform themselves about and 
observe all relevant restrictions. 

Disclaimer for all jurisdictions: This document is prepared and distributed in your country/region by either: Australia and New Zealand 
Banking Group Limited (ABN11 005 357 522) (ANZ); or its relevant subsidiary or branch (each, an Affiliate), as appropriate or as set out 

below. 

This document is distributed on the basis that it is only for the information of the specified recipient or permitted user of the relevant 

website (recipients).  

This document is solely for informational purposes and nothing contained within is intended to be an invitation, solicitation or offer by ANZ 
to sell, or buy, receive or provide any product or service, or to participate in a particular trading strategy.  

Distribution of this document to you is only as may be permissible by the laws of your jurisdiction, and is not directed to or intended for 

distribution or use by recipients resident or located in jurisdictions where its use or distribution would be contrary to those laws or 

regulations, or in jurisdictions where ANZ would be subject to additional licensing or registration requirements. Further, the products and 

services mentioned in this document may not be available in all countries. 

ANZ in no way provides any financial, legal, taxation or investment advice to you in connection with any product or service discussed in this 
document. Before making any investment decision, recipients should seek independent financial, legal, tax and other relevant advice 

having regard to their particular circumstances.  

Whilst care has been taken in the preparation of this document and the information contained within is believed to be accurate, ANZ does 

not represent or warrant the accuracy or completeness of the information Further, ANZ does not accept any responsibility to inform you of 

any matter that subsequently comes to its notice, which may affect the accuracy of the information in this document. 

Preparation of this document and the opinions expressed in it may involve material elements of subjective judgement and analysis. Unless 
specifically stated otherwise: they are current on the date of this document and are subject to change without notice; and, all price 

information is indicative only. Any opinions expressed in this document are subject to change at any time without notice.  

ANZ does not guarantee the performance of any product mentioned in this document. All investments entail a risk and may result in both 

profits and losses. Past performance is not necessarily an indicator of future performance. The products and services described in this 

document may not be suitable for all investors, and transacting in these products or services may be considered risky. 

ANZ expressly disclaims any responsibility and shall not be liable for any loss, damage, claim, liability, proceedings, cost or expense 
(Liability) arising directly or indirectly and whether in tort (including negligence), contract, equity or otherwise out of or in connection with 

this document to the extent permissible under relevant law. Please note, the contents of this document have not been reviewed by any 

regulatory body or authority in any jurisdiction. 

ANZ and its Affiliates may have an interest in the subject matter of this document. They may receive fees from customers for dealing in the 
products or services described in this document, and their staff and introducers of business may share in such fees or remuneration that 

may be influenced by total sales, at all times received and/or apportioned in accordance with local regulatory requirements. Further, they 

or their customers may have or have had interests or long or short positions in the products or services described in this document, and 

may at any time make purchases and/or sales in them as principal or agent, as well as act (or have acted) as a market maker in such 

products. This document is published in accordance with ANZ’s policies on conflicts of interest and ANZ maintains appropriate information 

barriers to control the flow of information between businesses within it and its Affiliates. 

Your ANZ point of contact can assist with any questions about this document including for further information on these disclosures of 

interest. 

Country/region specific information: Unless stated otherwise, this document is distributed by Australia and New Zealand Banking 

Group Limited (ANZ). 

Australia. ANZ holds an Australian Financial Services licence no. 234527. For a copy of ANZ's Financial Services Guide please click 
here or request from your ANZ point of contact.  

Brazil, Brunei, India, Japan, Kuwait, Malaysia, Switzerland, Taiwan. This document is distributed in each of these jurisdictions 

by ANZ on a cross-border basis. 

European Economic Area (EEA): United Kingdom. ANZ is authorised in the United Kingdom by the Prudential Regulation 
Authority (PRA) and is subject to regulation by the Financial Conduct Authority (FCA) and limited regulation by the PRA. Details 

about the extent of our regulation by the PRA are available from us on request. This document is distributed in the United Kingdom by 

Australia and New Zealand Banking Group Limited ANZ solely for the information of persons who would come within the FCA definition 

of “eligible counterparty” or “professional client”. It is not intended for and must not be distributed to any person who would come 

within the FCA definition of “retail client”. Nothing here excludes or restricts any duty or liability to a customer which ANZ may have 

under the UK Financial Services and Markets Act 2000 or under the regulatory system as defined in the Rules of the Prudential 

Regulation Authority (PRA) and the FCA. ANZ is authorised in the United Kingdom by the PRA and is subject to regulation by the FCA 

and limited regulation by the PRA. Details about the extent of our regulation by the PRA are available from us on request.  

Fiji. For Fiji regulatory purposes, this document and any views and recommendations are not to be deemed as investment advice. Fiji 
investors must seek licensed professional advice should they wish to make any investment in relation to this document. 

Hong Kong. This publication is issued or distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered at the Hong 

Kong Monetary Authority to conduct Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate 

finance) regulated activities. The contents of this publication have not been reviewed by any regulatory authority in Hong Kong.  

India. If this document is received in India, only you (the specified recipient) may print it provided that before doing so, you specify 
on it your name and place of printing.  

Myanmar. This publication is intended to be general and part of ANZ’s customer service and marketing activities when implementing 

its functions as a licensed bank. This publication is not Securities Investment Advice (as that term is defined in the Myanmar 

Securities Transaction Law 2013). 

New Zealand. This document is intended to be of a general nature, does not take into account your financial situation or goals, and 
is not a personalised adviser service under the Financial Advisers Act 2008 (FAA).  

http://www.anz.com/documents/AU/aboutANZ/FinancialServicesGuide.pdf
http://www.anz.com/documents/AU/aboutANZ/FinancialServicesGuide.pdf
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Oman. ANZ neither has a registered business presence nor a representative office in Oman and does not undertake banking business 

or provide financial services in Oman. Consequently ANZ is not regulated by either the Central Bank of Oman or Oman’s Capital 

Market Authority. The information contained in this document is for discussion purposes only and neither constitutes an offer of 

securities in Oman as contemplated by the Commercial Companies Law of Oman (Royal Decree 4/74) or the Capital Market Law of 

Oman (Royal Decree 80/98), nor does it constitute an offer to sell, or the solicitation of any offer to buy non-Omani securities in 
Oman as contemplated by Article 139 of the Executive Regulations to the Capital Market Law (issued vide CMA Decision 1/2009). ANZ 

does not solicit business in Oman and the only circumstances in which ANZ sends information or material describing financial products 

or financial services to recipients in Oman, is where such information or material has been requested from ANZ and the recipient 

understands, acknowledges and agrees that this document has not been approved by the CBO, the CMA or any other regulatory body 

or authority in Oman. ANZ does not market, offer, sell or distribute any financial or investment products or services in Oman and no 

subscription to any securities, products or financial services may or will be consummated within Oman. Nothing contained in this 

document is intended to constitute Omani investment, legal, tax, accounting or other professional advice.  

People’s Republic of China (PRC). This document may be distributed by either ANZ or Australia and New Zealand Bank (China) 

Company Limited (ANZ China). Recipients must comply with all applicable laws and regulations of PRC, including any prohibitions on 

speculative transactions and CNY/CNH arbitrage trading. If this document is distributed by ANZ or an Affiliate (other than ANZ China), 

the following statement and the text below is applicable: No action has been taken by ANZ or any affiliate which would permit a public 

offering of any products or services of such an entity or distribution or re-distribution of this document in the PRC. Accordingly, the 

products and services of such entities are not being offered or sold within the PRC by means of this document or any other document. 

This document may not be distributed, re-distributed or published in the PRC, except under circumstances that will result in 
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