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At a glance

New Zealand h ouse prices fell

We think more OCR hikes will

in December be needed
Down 0.5% m/m nationally And that will weigh on house prices
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Market tightness in Auckland

Is consistent with our view that further
moderation is on the way

——House price inflation (LHS)
Tightness in the market (adv. 6m, RHS)

House prices and the economy

== RBNZ Nov (Qtr avg) ANZ (Qtr end) Market Pricing (Qtr end)

Our outlook for house prices
Has been downgraded
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Moderate house price falls

Are they joined at the hip? May slow the economy a little
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This is not personal advice nor financial advice about any product or service . The opinions and research
are provided for information only, are intended to be general in nature and do not take into account your financial situation
Please refertothe  Important Notice.
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@ Contact Summary

Sharon Zollner , Miles Our monthly  Property Focus publication provides an independent appraisal of
Workman , Finn recent developments in the residential property market.
Robinson or David Croy
for more details. Housing market overview
See page 12. House prices fell in December and we think th
pressures continue to intensify, and that has led us to upgrade our OCR
INSIDE outlook. Implied higher mortgage rates mean a weaker outlook for house
Ata glance 2 prices. However, at this stage wedd still <cl a:
Housing Market Overview 4 7% fall in house prices as a soft landing . A very severe contraction in house
Regional Housing Market prices would likely require a significant household income shock, forcing the sale
Indicators 5 of properties. Thatodés always a possibility, b
Feature Article: ~ Correlation Nonetheless, numerous house price headwinds are expected to make for a very
or causation? 7 different housing market vibe over 2022, and any market that was this nutty on
Mortgage Borrowing Strategy 10 the way up has to be at risk of a few unpleasant bumps on the way down . See
Weekly Mortgage our Market Overview
Repayment Table 11
Mortgage Rate Forecasts 11 Feature Article:  Correlation or causation?
Economic Forecasts 11
Important Notice 13 In this feature article we explore whether the moderate house price declines
webre expecting in 2022 will cause wider econ:
model |l ing suggests that household consumption
m oderately declining house prices i especially given that the tight labour
market should support household incomes. But there are risks. Falling house
prices may cause a more significant decline in the construction industry, or a
ISSN 2624 -0629 souring in consumer and bus iness sentiment, and either of these factors could

feed through into more serious impacts on the wider economy .See this mont |
Publication date: 20 January 2022 Feature Article

Mortgage borrow ing strategy

Average mortgage rates are unchanged compared with last month. Although

this is the first month of no changes seen since rates started rising in the middle
of last year, with the OCR on track for 3% (from a current level of 0.75%) and
wholesale rates up sh  arply since the beginning of the year, mortgage rates are
likely to remain on an upward trajectory for the time being. It is not just local
interest rates that are on the rise, so too are global interest rates, and that

brings with it the risk of higher lo nger term wholesale and mortgage rates.
When we look at where breakevens sit, now that we expect the OCR to go much
higher (we had thought it would top out at 2% but we now think 3%), the idea

of fixing for longer now looks more compelling. The 1yr rate re mains the lowest
rate, but if the OCR reaches 3%, 1yr mortgages are on track for around 5%,

and that could make for some expensive rollovers. It may thus be worth
considering fixing for 2 to 3 years . See our Mortgage Borrowing Strategy
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Housing market overview

Summary Supply is a building headwind too. By our estimates,
the closed barder alongside gangbusters construction

House pricesfell in December and we think i S .
P activity means Ne w Z e a | hausig@eficit is closing

more to come . CPI inflation pressures continue to

intensify, and that has led us to upgrade our OCR tothe tune of art')ur?d 6,000 hogses per quarter.( . figure
outlook . I mplied higher mortgage rates mean a weaker 2). Supply continuiing to outstrip new demand fimit s
- P 9 geg the likelihood that house prices will get wind in their

outlook for house price s. However, atthisstage we 6 d
still classify our  (downgraded) outlook for a7 % fall in
house prices as a soft landing. A very severe

contraction in house prices would likely require a
significant household income shock, forcing the sale of

sails again any time soon. Butw hile ther e is still plenty
of work to do before supply and demand are in balance

once more (we estimate a housing shortfall of around

60,000 houses ), a severe contraction in house prices
acpd sentiment could  certainly putthe brakes on

propertes . That 6s al ways a iptoGsimodt i lgr, . A N .
central forecast . Nonetheless, n umerous house price construction activity in time (not that w eore seerng
. ’ i |
headwinds are expectedto make for a very different much evidence of that at the moment ) In other
housing market  vibe over 2022, and  any market that words, unless the ~ Government really ups its house i
' building game during the next const ruction cycle

was this nutty on the way up has to be at risk of a few

downt ur n ,doubtfel &Z vell end up with a
unpleasant bumps  on the way down.

sustained housing surplus.

Past the peak Figure 2. Housing supply and  demand imbalance

Annual house price inflation slowed another 2.3 % 17.51

points in Decemberto  a still -bananas pace of 26.5 %, 15.0

and broader market conditions suggest there is plenty 12.5] d'i"nigisd I

more moderation to come. Our outlook certainly

incorporates more, with annual inflation dipping 10-09

negative in late 2022 (figure 1) as higher mortgage w

rates, affordability constraints, tighter credit conditions, § 5.01

and housing policy changes continueto  bite. 2.5

Infact, with  even higher interest rates now expected , 0.01

we have downgraded our house price outlook. We now 231 Excess

expe ct house prices to fall around 7 % over the next -5.01 supply J

yearor so (previo us forecast was closer to a 3% fall). 7.5 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘
02 04 06 08 10 12 14 16 18 20 22

However, w e 6still call this a soft landing, given the

. . N . Supply-demand imbalance —New housing demand —New housing supply
starting point. It would likely take a significant

household income shock  (forcing the sale of properties) Source: Stats NZ, Macrobond, ANZ Research

for house pricesto  experience a very severe But itos not | uistgsdateasosuggpsp! y. L
contraction.  That said, anecdote regarding the impacts that 2022 may be a better year for home buyers  than

of the CCCFA have certainly made our ears prick up, 2021 was. Seasonally adjusted properties available for

and the 0.5% m/m contraction in December suggests sale climbed a little further ~ out of the ir record -low hole

thismay be bitinghard. 1~ t 6s entirely possippbmbérNdBi d $r & h£atendTthar buyers wil

straw that breaks the housing pBadpikge fo8@ cohGeX through 2022
contrib uting to a sharper fall in prices than we assume.

Figure 3. Inventories
Figure 1. House p rice forecast
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Housing market overview

Barfoot and Thompson provide some handy data for 1. | t difficult to engineer the economic conditions

the Auckland region, and it shows market tightness (as where house prices are not growing, but real

measured by the ratio of sales to listings) has dropped income growth is strong.

away quite rapidly  (figure 4) . While there may be  some 2. Astrategy that relies on income growth outpacing
lingering lockdown -induced noise in here,  this six - house price growth would likely take years

month lead for house price inflatiqn will be worth (possibly decades) to see  housing affordability  back
keeping a close eye on over coming months as we try attheir already -unaffordable pre -crisis le vel (figure
to gauge the likely trough of the house price cycle. 5).

Figure 4. Market tightness and house price inflation Figure 5. Median household disposable income (less housing

(Auckland) costs) to median house prices
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Source: Barfoot and Thompson, ANZ Research Source: Stats NZ. REINZ. ANZ Research
Allup, annual house price inflation is past the peak and Indeed, it would seem that in the absence of house
is expected to continue slowing . However, given the pricedeclines ,New Zeal anddés woeful hous

pace of price gains over the past year or so, the level
of house prices remains extremely high  relative to
incomes , meaning housing unaffordability is  still going

unaffordability score is destined to stay elevated for a
long while yet.  So through that lens, falling house
prices may be seen as a good thing.

nowhere fast.  Political appetite for correcting the
problem appears to favour stable house prices But with house price declines now expected by most
alongside growing incomes, but there are two potential forecasters, i t 6s wor ttte quessidai,n ginGouse
issues with this strategy: prices fall and not take broader economic momentum
(and incomes) along for the ride? See our Feature
Article for more.
Housing market indicators for Decem ber 2021 (based on REINZ data seasonally adjusted by ANZ Research )
Median house price House price index # of Monthly ~ Average
Level Annual %  3-mth%  Annual%  3-mth%  monthly % days to
change change change change sales change sell
Northland $735,025 12.9 5.7 27.0 6.7 176 +8% 39
Auckland $1,277,201 25.9 6.6 211 5.1 2,581 +1% 32
Waikato $840,176 25.9 6.9 28.9 5.7 664 +4% 30
Bay of Plenty $900,668 28.0 3.3 25.1 5.0 414 -6% 36
Gisborne $667,651 16.8 12.1 24.2 3.0 48 -15% 37
Hawkeds Bay $811,006 223 8.2 24.2 3.0 225 0% 30
Manawatu - Whanganui $639,171 22.8 2.3 22.0 4.0 362 +9% 33
Taranaki $584,558 18.3 10.3 27.2 6.0 175 +5% 30
Wellington $976,313 24.2 10.5 18.4 0.9 723 +8% 34
Tasman, Nelson & Marlborough $792,342 20.4 3.8 213 +3% 30
Canterbury $671,931 25.9 5.7 34.1 7.8 1,049 +1% 29
Otago $718,691 12.9 4.3 19.0 4.0 388 +11% 32
West Coast $334,041 25.3 19.7 21.3 4.8 36 -7% 36
Southland $452,170 21.8 4.0 20.1 4.2 178 +30% 33
New Zealand $900,569 21.6 7.0 23.1 4.2 7,316 +5% 32
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