


At a glance

We now expect house prices to be ...but OCR cuts should turn around

flat in the first half of this year... housing market momentum
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Consents have been falling with ...but 40,000 more construction
the construction industry in a employees must have been hired
bust... for a purpose!
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Summary

Our monthly Property Focus publication provides an independent appraisal of
recent developments in the residential property market.

Property Focus

We expect house prices to go sideways over the first half of this year. House
prices fell 0.3% m/m sa nationwide in December and Auckland led the way, down
0.9% m/m. Forward indicators of house prices remain soft, with elevated
inventories and sluggish house sales. As mortgage rates fall in the second half of
this year we expect house prices to recover, as buyers who were unable to enter
the market due to high servicing costs purchase homes. This month we changed
our OCR forecast. We now expect the RBNZ to deliver a steady sequence of 25bp
OCR cuts starting in August. That timing is not a strong conviction call by any
means, and we currently see the risks as roughly balanced on whether the RBNZ
starts cutting earlier or later than that. And one can't rule out a hike in February,
though that isn’t our forecast. In other news this month, the RBNZ proposed
changing mortgage lending rules. Their new DTI limits are unlikely to have much
impact this year, as we don’t see them being binding for some time. The
associated loosening of LVR settings is likely to provide modest support for house
prices from the second half of the year. The RBNZ is not intending to have a big
impact on credit conditions overall with these changes and we expect impacts to
be small. See the Property Focus section.

Feature Article: Building on up

Construction may be about to bottom out. Fair to say, the housing market
rebound has been underwhelming since it found a floor earlier than anticipated in
April. However, the outlook for construction is nonetheless intriguing, as
population growth and still-high interest rates square off. While consents are yet
to find a floor, builders in the ANZ Business Outlook survey became much more
optimistic some months ago, and their colleagues in the NZIER QSBO now
concur. That suggests that consents and construction activity could soon base.
The RBNZ is relying on a prolonged slowdown in residential construction as part
of their plan to bring down domestic inflation, and the risk is that the slowdown
will be sharper but not as prolonged as the RBNZ expects. The implications for
the inflation outlook are unclear. See this month’s Feature Article.

Mortgage Borrowing Strategy

Mortgage rates are either unchanged or slightly lower this month. Falls seen in
carded rates haven’t been particularly large, but they are noticeable and
represent a welcome change for borrowers after a year of steady increases. The
catalyst has been the turnaround in wholesale interest rates as markets look for
OCR cuts later in the year. While we can't rule out a further OCR hike from the
RBNZ (things are going their way, but perhaps not quickly enough), at this point
that’s not our central scenario; we are forecasting cuts starting in August. While
the prospect of OCR cuts points to progressively lower mortgage rates over time
(which we have incorporated into our projections), if there is a word of caution, it
is that financial markets may have gotten a little ahead of themselves, which in
turn, suggests that mortgage rate cuts seen this month may not be repeated in
the immediate months ahead. But there are reasons to be more confident that
rates are likely to be lower in a year’s time, and that may be enough to deter
borrowers from fixing for longer. Managing risks is always key though, and one
way to do so is to spread borrowing over several terms. See our Mortgage
Borrowing Strategy.
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Property Focus

Summary

We expect house prices to go sideways over the first
half of this year. House prices fell 0.3% m/m sa
nationwide in December and Auckland led the way,
down 0.9% m/m. Forward indicators of house prices
remain soft, with elevated inventories and sluggish
house sales. As mortgage rates fall in the second half
of this year we expect house prices to recover, as
buyers who were unable to enter the market due to
high servicing costs purchase homes. This month we
changed our OCR forecast. We now expect the RBNZ
to deliver a steady sequence of 25bp OCR cuts
starting in August. That timing is not a strong
conviction call by any means, and we currently see
the risks as roughly balanced on whether the RBNZ
starts cutting earlier or later than that. And one can’t
rule out a hike in February, though that isn’t our
forecast. In other news this month, the RBNZ
proposed changing mortgage lending rules. Their new
DTI limits are unlikely to have much impact this year,
as we don’t see them being binding for some time.
The associated loosening of LVR settings is likely to
provide modest support for house prices from the
second half of the year. The RBNZ is not intending to
have a big impact on credit conditions overall with
these changes and we expect impacts to be small.

House prices fell in December, with
Auckland especially soft.

The housing market is soft. House prices fell 0.3%
m/m nationwide in December, their weakest month
since February 2023 (figure 1).

Figure 1. Nationwide house prices

Figure 2. Auckland house prices
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It's a similar story with house sales. Auckland house
sales are sluggish, having fallen in each of the last
three months, with a 1.8% fall in December (figure
3). Sales throughout the rest of the country aren't as
weak, but they aren't indicating strong prices ahead.

Figure 3. House sales
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Auckland was especially weak this month, falling
0.9% m/m (figure 2), dragging down the house price
index for the rest of New Zealand. While Auckland
house prices tend to move around each month,
momentum, or lack thereof, in Auckland tends to flow
through to house prices in the rest of the country.
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Inventories have also built up again, and are not far
off their 2022/3 highs (figure 4).

Figure 4. Lifting inventories
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Property Focus

Days to sell remain elevated, with the average home
now selling in about 42 days, above the long-term
average of 39, indicating that the market remains
soft after the 2022 house price falls (figure 5).

Figure 5. Days to sell

Figure 7. Our updated house price forecast and Auckland
auction clearance rates
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We expect house prices to go sideways
over the first half of this year...

The extent of weakness across house prices and
leading indicators has caused us to tweak our house
price forecast downwards. We now expect house
prices to stay flat over the first half of this year and
finish the year with a 2% lift (figure 6).

Figure 6. Our house price forecast

50 A r90
40 r8o0
30 Falling mortgage 70
rates support
< 204 house prices r60 i
© t50 &
2 10 2
c h F40 &
< 0 1 ‘
r30
ol NN
Soft near-term k20
-201 house prices 10
-301 0
21 22 23 24 25

—Barfoot & Thompson auction clearance rate, advanced 6 months, RHS
~—REINZ House Price Index, ANZ forecast, LHS

Source: REINZ, Barfoot & Thompson, interest.co.nz, Macrobond,
ANZ Research

... but we also expect house prices to lift as
mortgage rates decline

When mortgage rates take a large step lower, we
expect house prices to lift as buyers who were unable
to enter the market due to high servicing costs
purchase homes. This month we changed our OCR
forecast. We now expect the RBNZ to deliver a steady
sequence of 25bp OCR cuts starting in August, taking
the OCR to 3.5% over 12 months (figure 8).

Figure 8. Our OCR forecast
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Auction clearance rates in Auckland have been soft
recently and indicate house prices could fall, but they
can be very volatile and we’ll wait for more evidence
before reading too much into it (figure 7).
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As these cuts flow through to mortgage rates we
expect them to turn housing market momentum
around, supporting modest lifts in house prices over
the second half of this year. Looser LVR settings
(discussed over the page), should provide a modest
lift later this year also. Overall, we expect this to
more than offset house price stagnation in the first
half of the year, to leave house prices up 2% in
2024. It’s a delicate balance and house prices could
easily notch up a modest fall or a larger gain this
year.


https://bit.ly/ANZ-OCR-Call-Change-20240118
https://bit.ly/ANZ-OCR-Call-Change-20240118

Property Focus

August OCR cuts are not a strong conviction call by
any means, and we currently see the risks as roughly
balanced on whether the RBNZ starts cutting earlier
or later than that. On our current forecasts, by the
September quarter inflation is back in the band,
unemployment has cracked the 5% mark and is still
rising, and economic activity is sluggish. However,
there’s still a chance of a hike, either in February, or
later in the year if inflation ultimately gets ‘stuck’.

Borrowers have just started to see the benefit of
market expectations for a lower OCR this year.
Mortgage rates have begun falling for those
borrowing at longer fixed terms (figure 9). We expect
1 and 2 year fixed mortgage rates to come to rest at
about 6% in 18 months’ time, around their average
level over the past 15 years.

Figure 9. Mortgage rates

Figure 10. Household debt servicing
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While the recent run-up in mortgage rates has been
painful for homeowners with large mortgages, on
average homeowners have found this hiking cycle
much less severe than in the early 2000s. Currently,
kiwi households are spending around 10% of their
income on servicing their mortgages, while pre-GFC
this figure peaked closer to 15%. One of the reasons
for this difference is that household debt has been
flat relative to incomes over the last 15 years (figure
10). Debt has grown, but incomes have too.
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The RBNZ has proposed changing the rules
on riskier mortgage lending

The growth of household debt in New Zealand is at
times constrained by the RBNZ'’s regulations on
mortgage lending. This month, the RBNZ released for
consultation proposed changes to its mortgage
lending polices, with implementation likely in the
second half of this year. These policies are intended
to reduce the risk of bank failures in the event of a
housing market downturn and are unrelated to the
RBNZ’s inflation-targeting objective.

Loan-to-value (LVR) restrictions, which limit the size
of a loan relative to the value of the house in
question, have been around for nearly a decade. The
new element is debt to income (DTI) ratio limits,
which restrict new bank lending according to a
borrower’s debt as a multiple of their income. The
RBNZ has proposed capping lending at no more than
20% for owner occupiers with a DTI greater than 6x
their income (figure 11).

Figure 11. Percentage of new lending to owner occupiers
with a DTI above 6x
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For investors they’ve proposed capping lending at no
more than 20% to those with a DTI greater than 7x
their income. Banks were doing considerably more
high-DTI lending than that during the recent boom
(figure 12).

Figure 12. Percentage of new lending to investors with a
DTI above 7x
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At the same time the RBNZ is proposing easing LVR
restrictions, allowing banks to write 20% (previously
15%) of their mortgages to owner occupiers with less
than a 20% deposit, while 95% of investor lending
will now require at least a 30% deposit (previously at
least a 35% deposit is required).

The lift in the investor LVR cap from 65% to 70% will
allow investors to acquire more leverage from the
same amount of equity — borrowing more and
potentially paying more for a property at the same
time that tax changes will, all else equal, lift the
expected financial returns from a given rental
property.

Figure 13. Share of lending to investors by LVR
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DTI limits, they will be more affected than owner
occupiers simply because of the fact that first home
buyers typically require more borrowing than people
who are upsizing or moving. The same is true for LVR
restrictions to some extent as well, so the easing of
LVR restrictions will make it a touch easier for some
first home buyers (figure 14).

Figure 14. First home buyer lending by LVR
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The new DTI limits are unlikely to have much impact
on lending this year, as we don’t see them becoming
binding for some time. This is consistent with the
RBNZ’s stated intent to calibrate them “so they act as
guardrails - in which they are binding during booms
but minimally binding during other times.” In our
view the associated loosening of LVR settings is likely
to provide modest support for house prices from the
second half of the year. The RBNZ is not intending to
have a big impact on credit conditions overall with
these changes and we expect impacts to be small.
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Feature Article: Building on up

Summary

Construction may be about to bottom out. Fair to say,
the housing market rebound has been underwhelming
since it found a floor earlier than anticipated in April.
However, the outlook for construction is nonetheless
intriguing, as population growth and still-high interest
rates square off. While consents are yet to find a floor,
builders in the ANZ Business Outlook survey became
much more optimistic some months ago, and their
colleagues in the NZIER QSBO now concur. That
suggests that consents and construction activity could
soon base. The RBNZ is relying on a prolonged
slowdown in residential construction as part of their
plan to bring down domestic inflation, and the risk is
that the slowdown will be sharper but not as prolonged
as the RBNZ expects. The implications for the inflation
outlook are unclear.

There’s not been a lot of building...

Construction has struggled to tread water in the face
of enormous cost rises from supply chain bottlenecks
and labour shortages, falling house prices and a steep
run-up in interest rates. Construction typically faces
boom-bust cycles, and the current downturn has
helped drag economic activity in New Zealand into
recessionary territory (figure 1).

Figure 1. Construction and GDP

Figure 2. Consents by region
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One of the leading indicators we use to assess the
outlook for construction activity is building consents,
as before building can start a consent is usually
required. In general, consents tend to lead
construction by 3-6 months; however, this can vary
depending on supply chains, the type of building and
the overall economic situation. Consents around New
Zealand have unwound their Covid-era surge and are
now below their pre-pandemic level (figure 2).
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Recent land-use changes have allowed apartments and
townhouses to be built in more places, but it takes
time for developers to plan buildings that fully utilise
the new rules and for builders to tool-up to build these
new larger dwellings, which can require more robust
materials and different construction techniques from
single story, standalone family homes. Despite the
shift in zoning rules, consents have fallen across all
building categories (figure 3), as easing supply
constraints have not been enough to offset weakening
demand, even for townhouses and apartments. Policy
uncertainty around how the new Government will
amend the Medium Density Residential Standards
(MDRS) is also encouraging some developers to hold
off progressing construction for some of these larger
dwelling complexes.

Figure 3. Annual change in consents by dwelling type
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...but there’s a lot more people

The construction bust can’t carry on forever. The clock
is ticking to appropriately house the nearly 130,000
new net migrants that are estimated to have come to
New Zealand in the past year (figure 4).


https://bit.ly/ANZ-Insight-Recession-20240115
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Figure 4. New Zealand migration
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New Zealand continued building at a solid rate while
the border was shut, which has eased housing
shortages compared to pre-pandemic, but we are
now eating into the net housing supply at a rapid clip
(figure 5). Weak building activity is unlikely to be
sustainable long term, given we are building far less
homes than are required to support record population
growth.

Figure 5. Change in the net housing shortfall

251
201 New supply exceeding new demandI
(narrowing housing deficit)
154
» 104
o
=
5 |
0,
=51 New demand exceeding new
supply (widening housing deficit)
-10 T T T T T T T T T T T T

02 04 06 08 10 12 14 16 18 20 22 24

Supply-demand imbalance —New housing demand
~—New housing supply

Source: Stats NZ, Macrobond, ANZ Research

We've seen the bust; here comes the
recovery?

While consents have continued to fall, the underlying
economic drivers are improving, which should see the
construction activity turn around in time. Labour and
materials are easier to find, house prices have
bottomed out and mortgage rates have begun falling.
The turnaround means builders are feeling much
more optimistic about the future (figure 6), which
historically has been a good indicator of whether
construction activity is likely to pick up.
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Figure 6. Survey construction indicators vs. RBNZ
residential investment forecast
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Even if consents don’t recover in a hurry, there’s now
a pipeline of unfinished (or unstarted!) projects that
can be completed without waiting for the planning
and consenting process. Many new building projects
have been delayed or cancelled in recent years, as
high costs and falling house prices have taken their
toll (figure 7). As some of these projects become
more viable, new or existing owners are likely to
begin construction work on pre-existing consents,
which could result in quicker rebound than consent
issuance itself would suggest is likely.

Figure 7. Auckland Council completion rate

100% 1+
95%
90% 4
85% -
80% -
75% A

70% A
65% -

60% -
55% A

50% T T T T T T T
16 17 18 19 20 21 22 23

Source: Auckland Council, ANZ Research

Construction is also likely to be buoyed by
plummeting construction cost inflation (figure 8),
which is making it easier to make the maths work.
Construction experienced some of the most extreme
inflation of any part of the CPI over the last two years
as the house price bubble combined with acute
shortages (remember when the lack of supply of GiB
was front page news), and severe shortages of skilled
tradies. We expect some unwind as these acute
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shortages ease, which will make it more affordable to
build new homes.

Figure 8. Survey construction sector price indicators

there could be more domestically generated inflation
to come (figure 10).

Figure 10. Housing inflation
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We've also seen the fastest ever increase in the size
of the construction workforce, with an additional
41,000 employees joining the sector over the past
year, a 23% y/y increase! (figure 9). It won't all be
residential building, of course, but firms won't have
hired all those extra employees for them to sit
around doing nothing, so it’s entirely possible a
strong recovery in building activity is underway,
albeit not as dramatic as this chart suggests. Some of
that will be relieving pent-up demand while the
border was closed.

Figure 9. Filled jobs in the construction industry
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Beware construction-driven inflation

Construction booms can cause extra inflation,
particularly in the non-tradable components that the
RBNZ worries will keep inflation high. The falls in
construction and consents to date have helped to
moderate inflation so far, but if the early indicators of
a rebounding construction sector above come true,
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The RBNZ is relying on a prolonged slowdown in
residential construction as part of their plan to bring
down domestic inflation, and the risk is that the
slowdown has been sharper in the rear-view mirror,
but wasn't as prolonged as the RBNZ was relying on
to cure New Zealand of the inflation infection.

Zooming out, the broader economy is cooling, with a
weak economy last year and rising unemployment.
We don’t expect further OCR increases, but if they
come about later this year, a booming construction
sector is a likely culprit.
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Mortgage borrowing strategy

This is not financial advice about any product or service.
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. Please refer to the
Important Notice.

Summary

Mortgage rates are either unchanged or slightly lower
this month. Falls seen in carded rates haven't been
particularly large, but they are noticeable and
represent a welcome change for borrowers after a year
of steady increases. The catalyst has been the
turnaround in wholesale interest rates as markets look
for OCR cuts later in the year. While we can’t rule out
a further OCR hike from the RBNZ (things are going
their way, but perhaps not quickly enough), at this
point that’s not our central scenario; we are
forecasting cuts starting in August. While the prospect
of OCR cuts points to progressively lower mortgage
rates over time (which we have incorporated into our
projections), if there is a word of caution, it is that
financial markets may have gotten a little ahead of
themselves, which in turn, suggests that mortgage
rate cuts seen this month may not be repeated in the
immediate months ahead. But there are reasons to be
more confident that rates are likely to be lower in a
year's time, and that may be enough to deter
borrowers from fixing for longer. Managing risks is
always key though, and one way to do so is to spread
borrowing over several terms.

Most borrowers will welcome the news that average
mortgage rates have either stayed the same or fallen
in January, bringing an end to 2023’s string of steady
increases. Moves haven't been large, and have come
in the absence of OCR cuts, but for terms around 2
years and beyond, it’s not where the OCR is that
matters, but rather where wholesale markets think the
OCR is heading. And falls in mortgage rates seen this
month have been driven by exactly that: widespread
expectations in financial markets that the next move in
the OCR will be lower. While we aren’t prepared to
write off the possibility of another hike or two (the
RBNZ might have no choice if inflation remains sticky),
at this point, we think odds are higher that the next
move is indeed a cut, and we're forecasting that to
start in August. Things are fluid and data-dependent,
but even so, markets have raced ahead and priced in
cuts starting even earlier. That’s what delivered lower
mortgage rates this month, but that could be it for a
few months, especially if the RBNZ clings to its
erstwhile tone for a little longer.

But stepping away from the near-term outlook and
discounting lower-probability outcomes (like more OCR
hikes), the big picture is one of gradually lower
mortgage rates. That’s a similar picture to the one we
painted in this column last month, and as such,
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regular readers won't be surprised that the arguments
for fixing for shorter (with a view to re-fixing later at a
lower rate) look more compelling than they did for
most of last year. That doesn't mean borrowers should
ignore upside risks (don't forget that core inflation is
still sitting around 4-4.5%, and domestic inflation was
5.9% in 2023), but our forecast is that the OCR has
peaked, and borrowers who share our view might be
more inclined to fix for a shorter term.

Breakeven analysis asks how far rates need to move
for one strategy - say lyr - to be better than, say
2yrs. We generally read the results with an eye on our
projections, and as in recent months, breakevens tend
to be above those. Taking our projections as gospel,
that suggests that fixing for a shorter period would be
cheaper in the long run. This month, for example, we
note that fixing for 2 years at 6.89% will only be
cheaper than fixing for 1 year and then re-fixing for
another year if the 1yr rate falls below 6.40% in a
year’s time. Given the current average 1yr mortgage
rate is 7.38%, expecting it to fall by a little over one
percentage point may seem like a big ask, but our
projections have them falling further (to nearer 6%).
But as noted, there are still upside risks, so borrowers
need to be confident in their fixing decisions. Fixing for
shorter offers less time certainty, and is thus riskier by
nature. Borrowers can always spread their risk over
several terms - that rules out completely nailing it, but
it also rules out the worst-case scenario should the
unexpected happen.

Figure 1. Carded special mortgage rates”
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Table 1. Special Mortgage Rates#
Breakevens for 20%+ equity borrowers

Term Current in 6mths in 1yr in 18mths in 2 yrs
Floating 8.65%

6 months 7.38% 7.38% 6.69% 6.11% 6.50%
1 year 7.38% 7.04% 6.40% 6.31% 6.43%
2 years 6.89% 6.67% 6.41% 6.51% 6.78%
3 years 6.74% 6.68% 6.65% 6.64% 6.71%
4 years 6.83% 6.74% 6.63%

5 years 6.78% #Average of “big four” banks

Source: interest.co.nz, ANZ Research.
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Key forecasts

Weekly mortgage repayments table (based on 30-year term)

262 269 277 284 292 299 307 315 323 330 338 347 355 363

327 336 346 355 364 374 384 393 403 413 423 433 443 454
393 404 415 426 437 449 460 472 484 496 508 520 532 544
458 471 484 497 510 524 537 551 564 578 592 606 621 635
524 538 553 568 583 598 614 629 645 661 677 693 709 726
589 606 622 639 656 673 690 708 726 744 762 780 798 816
655 673 691 710 729 748 767 787 806 826 846 866 887 907
720 740 760 781 802 823 844 865 887 909 931 953 975 998
786 807 830 852 875 897 921 944 968 991 1,015 1,040 1,064 1,089
851 875 899 923 947 972 997 1,023 1,048 1,074 1,100 1,126 1,153 1,179
917 942 968 994 1,020 1,047 1,074 1,101 1,129 1,157 1,185 1,213 1,241 1,270
982 1,009 1,037 1,065 1,093 1,122 1,151 1,180 1,209 1,239 1,269 1,299 1,330 1,361
1,048 1,077 1,106 1,136 1,166 1,197 1,227 1,259 1,290 1,322 1,354 1,386 1,419 1,452
1,113 1,144 1,175 1,207 1,239 1,271 1,304 1,337 1,371 1,404 1438 1,473 1,507 1,542
1,178 1,211 1,244 1,278 1,312 1,346 1,381 1,416 1,451 1,487 1,523 1,559 1,596 1,633
1,244 1,278 1,313 1,349 1,385 1,421 1458 1,495 1,532 1,570 1,608 1,646 1,685 1,724
1,309 1,346 1,383 1420 1,458 149 1,534 1,573 1,613 1,652 1,692 1,733 1,773 1,814

Mortgage rate projections (historic rates are special rates; projections based on ANZ’s wholesale rate forecasts)

Floating Mortgage Rate 8.5 8.6 8.6 8.6 8.6 8.4 7.9 7.7 7.2 6.7
1-Yr Fixed Mortgage Rate 6.9 7.2 7.3 7.4 6.8 6.4 6.1 5.9 5.9 5.9
2-Yr Fixed Mortgage Rate 6.5 6.9 7.0 6.9 6.6 6.3 6.2 6.0 6.0 6.0
3-Yr Fixed Mortgage Rate 6.3 6.7 6.8 6.7 6.6 6.4 6.2 6.1 6.1 6.1
5-Yr Fixed Mortgage Rate 6.3 6.5 6.7 6.8 6.7 6.5 6.4 6.4 6.4 6.4

Source: RBNZ, ANZ Research

Economic forecasts

GDP (Annual % Chg) 2.1 1.5 -0.6 0.0 0.4 0.1 0.7 1.1 1.3 1.6
CPI Inflation (Annual % Chg) 6.7 6.0 5.6 4.7(a) 4.1 3.4 2.5 2.3 2.1 2.3
Unemployment Rate (%) 3.4 3.6 3.9 4.3 4.7 4.8 4.9 5.1 5.1 5.2
House Prices (Quarter % Chg) -2.5 0.0 1.5 0.3(a) 0.0 0.0 0.6 1.4 1.3 1.2
House Prices (Annual % Chg) -13.6 -10.6 -5.0 -0.7(a) 1.8 1.8 0.8 2.0 3.3 4.6
Interestrates  Jun-23 Sep23 Dec23 Mar-24 Jun-24 Sep-24 Dec24 Mar-25 Jun-25  Sep-25
Official Cash Rate 5.50 5.50 5.50 5.50 5.50 5.25 4.75 4.50 4.00 3.50
90-Day Bank Bill Rate 5.71 5.74 5.64 5.52 5.18 4.68 4.40 3.97 3.75 3.83
10-Year Bond 4.62 5.31 4.32 4.75 4.50 4.25 4.00 3.75 3.75 3.75

Source: ANZ Research, Statistics NZ, RBNZ, REINZ
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