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At a glance

The sales to listings ratio suggests ... and particularly in Auckland
soggy prices nationwide...
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Summary

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

Property Focus

The housing market remains on ice, with sales subdued for this time of year, and
prices going nowhere fast. Listings are high, with property investors finding the
cashflow on their investments less tolerable in an environment of flat to falling
prices. Changes to the bright line test from 1 July could see a surge of listings
into the spring that keeps the power on the buyers’ side of the table. That points
to some downside risk around our house price forecast for a modest 3% rise in
prices over 2024. But every cloud has a silver lining: a moribund housing
market, all else equal, will make the RBNZ more relaxed about the market
tendency to price cuts in the OCR earlier than they themselves are forecasting, a
dynamic that has seen fixed mortgage rates ease a little from their peaks in
recent months. However, the RBNZ's hawkish tone this month saw the market
back away considerably from its early rate-cut bets. Expectations aside, all else
equal, a soggy housing market is a tick in the “earlier” rate cut column. But the
main thing currently for the monetary policy outlook is getting more runs on the
board in terms of getting domestic inflation down. See the Property Focus
section.

Feature Article: Soggy - and unaffordable

Housing affordability deteriorated significantly following the pandemic, with
house prices relative to incomes touching highs never seen before. It's been a
particularly bumpy ride for new entrants, who have not only had to save a larger
proportion of their income to come up with a deposit (and/or wait longer), but
who now face a much higher debt-servicing cost as a share of income compared
to the decade preceding the pandemic. The good news is that the worst is
hopefully behind us. But international comparisons show that some economies
may have it even worse, implying that the recent peaks in unaffordability seen in
NZ may still be shy of any “natural limit”. We present a range of affordability
indicators as well as a weighted affordability index based on some of these
measures. Plugging in our forecasts show that the only major relief on the
affordability front over the next few years is expected to come via the debt-
servicing channel as mortgage rates decline. But overall, our outlook implies
housing will remain less affordable over the next few years than it was prior to
the pandemic. See this month’s Feature Article.

Mortgage Borrowing Strategy

Mortgage rates are slightly lower again this month on average. Falls reflected
earlier drops in wholesale interest rates, but these have subsequently reversed
following the RBNZ's hawkish tilt at the May MPS. While at face value that might
be a reason to worry that mortgage rates may rise again, competition among
banks is heating up and bellwether wholesale rates like the 1 and 2yr are only
back to where they in late April. That may be enough to forestall or at least
dampen rises. Looking ahead, while we don't expect the RBNZ to cut the OCR
until 2025, markets are likely to continue to press for earlier cuts, and that
should keep lid on wholesale rates, barring any major surprises. See our
Mortgage Borrowing Strategy.
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Summary

The housing market remains on ice, with sales
subdued for this time of year, and prices going
nowhere fast. Listings are high, with property
investors finding the cashflow on their investments
less tolerable in an environment of flat to falling
prices. Changes to the bright line test from 1 July
could see a surge of listings into the spring that
keeps the power on the buyers’ side of the table.
That points to some downside risk around our house
price forecast for a modest 3% rise in prices over
2024. But every cloud has a silver lining: a moribund
housing market, all else equal, will make the RBNZ
more relaxed about the market tendency to price
cuts in the OCR earlier than they themselves are
forecasting, a dynamic that has seen fixed mortgage
rates ease a little from their peaks in recent months.
However, the RBNZ’s hawkish tone this month saw
the market back away considerably from its early
rate-cut bets. Expectations aside, all else equal, a
soggy housing market is a tick in the “earlier” rate
cut column. But the main thing currently for the
monetary policy outlook is getting more runs on the
board in terms of getting domestic inflation down.

Gauging the housing pulse

The REINZ house price index lifted 0.1% m/m in April
(ANZ seasonal adjustment). By region it was a mixed
bag. Falls in Auckland (-0.4%), Northland (-0.2%),
Taranaki (-0.4%), Gisborne/Hawke’s Bay (-0.3%),
Wellington (-0.1%) and West Coast (-0.3%) broadly
offset positive growth elsewhere. Southland (+1.8%)
was the outperformer, followed by Waikato (+1.5%).
Canterbury’s house price index (HPI) lifted 0.4%
m/m.

House sales rose 0.8% (sa) but remained well below
par for the month of April (figure 1).

Figure 1. Unadjusted sales versus range from 1992

Depending on how much you smooth the data (we
often use a three-month moving average), this
indicator can provide a three to six month lead on
house price momentum.

Starting with Auckland (New Zealand’s largest
housing market and often the canary in the coalmine)
the Barfoot and Thompson sales/listings data has
found a tentative floor in the past couple of months
but overall continues to suggest the market is quite
soggy (figure 2) and that price momentum could
soften further over coming months.

Figure 2. Auckland sales to listing ratio vs house prices

351
301
251
20
15
10 A
51
01
-5 1
-101
-151
-20 1 ro.1
15‘16‘17‘18‘19‘20‘21‘22‘23‘24
—Auckland HPI, LHS -—Sales/Listings (adv. 3m), RHS

Annual % change
o o
w iN
(ewwg) sbunsi|/ssjes

I
IN]

Source: REINZ, Barfoot & Thompson, Macrobond, ANZ Research

Auction clearance rates for Auckland can provide
even more lead time on where prices are headed, as
turning points here tend to lead sales by a couple of
months. They're noisy, and certainly can overstate
their case, but they are also suggesting downside risk
to our house price forecast for this year (figure 3).

Figure 3. Auckland auction clearance rates
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The ratio of sales to listings is a useful measure of
the heat in the housing market, as it reflects both
supply (listings and inventories) and demand (sales).
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Turning back to the nationwide picture, the number
of days it is taking houses to sell also provides a
gauge on the tightness of the market, and it's
another indicator sitting on the “loose” side of
neutral. On a three-month moving average basis, it



Property Focus

was taking 3.8 days longer to sell a house in April
compared to the historical average (figure 4). In
Auckland, it was taking 62 days longer than average,
2.7 days longer than average in Wellington, and 1
day quicker than average in Canterbury.

Figure 4. Days to sell vs average
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Headwinds and tailwinds

So, where to from here? One only needs to look at the
surprises the last few years have delivered to
appreciate that definitive statements about where the
housing market is going are fraught. Certainly, for now,
while the housing market is a must-watch for any
economic forecaster, there isn’t a lot to see. It's very
quiet out there. But let’s look at the main headwinds
and tailwinds that are affecting the market currently or
which will come into play soon. Hint: they're big, so
data surprises would not surprise us!

Interest rates: Definitely still a headwind, but a
(very) gradually easing one (figure 5). Rates haven't
come down a great deal yet, as the RBNZ is still
sounding quite alarmed about the slow speed at which
non-tradable inflation is falling (see our MPS Review).

We're optimistic the RBNZ will be able to cut before
they currently expect (which isn’t until August next
year), and wholesale market participants are in
aggregate still punting on a rate cut this year (though
much less than they were before the MPS). It's market
expectations that determine fixed mortgage rates, not
the RBNZ's forecasts, but the latter can of course
impact the former. Wholesale rates jumped this month
when the RBNZ sounded (even) less keen to cut than
the market had expected. All else equal, a cautious
RBNZ means fixed mortgage rates will come down
more slowly than otherwise.

That said, the RBNZ also sounded very reluctant to
hike, and as long as cuts are a question of “when”
rather than “if”, then that is a clear relative positive for
the housing market compared to the days when
estimates of how high interest rates would go were
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constantly being revised up along with inflation
forecasts.

But the data will have the last laugh versus any
forecaster’s take, as always. Bad news on the economy
and the housing market is good news regarding when
rates are likely to come down. You can take a glass-
half-full or a glass-half-empty view of that dynamic, as
you prefer.

Figure 5. Fixed mortgage rates
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Net migration: Population growth is a tailwind for
the housing market, though an easing one. How
strong a tailwind? It is less likely to be significant for
house prices than the immigration cycles of the
1990s and 2000s were, as there is now a foreign
buyer ban, and this particular wave of immigrants
skews more towards low-skilled workers. But even if
new migrants can't buy, they need somewhere to
live, and rental inflation has been rising strongly.
Rental yields are still far from enticing (figure 6), but
since when have property investors in New Zealand
invested for yield? Some apartment investors, yes,
but generally the game has been - and is likely to
remain — expected capital gains.

Figure 6. Residential property yields
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Housing supply: The total number of consents
issued has been falling steadily (figure 7), and in the
context of strong population growth, it’s clear that
the fundamental demand-supply balance is now a
tailwind for house prices. Our model suggests the
housing deficit could be widening to the tune of over
5000 dwellings per quarter and that over the past
five quarters alone the cumulative deficit is close to
30k dwellings.

Figure 7. Annual consents by type
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Rising unemployment: Our forecast is for the
unemployment rate to rise to a peak of 5.5% in late
2025, and real estate agents are reporting that
income and job security are now significant concerns
for would-be home buyers. Fear of unemployment
may not only deter buyers; actual unemployment
could put some people in a must-sell situation. We
are not expecting unemployment to rise to a high
peak compared to previous recessions, but with
feedback loops in the economy now kicking in, it is
hard to be definitive about the extent to which the
labour market will deteriorate.

Policy changes: The reduction in the Bright Line
Test to 2 years means we may see a surge of listings
from 1 July and into spring as a number of investors
who have been waiting to offload their properties test
the market. Stronger supply, for a given level of
demand, naturally puts downward pressure on prices.

That said, being able to sell a house more quickly
than before without incurring tax makes it a more
liquid investment and therefore more attractive than
otherwise. And the reinstatement of interest
deductibility for landlords clearly lifts the net present
value of a given housing investment and is thus a
positive for prices. How these impacts will net out
remains uncertain, but if would-be sellers feel a
greater sense of urgency than would-be buyers, the
overall package of changes may well be a net
negative for the market this year.
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In the macroprudential space, the net impact of
signalled debt-to-income restrictions and marginally
looser loan-to-value restrictions are also expected to
be a net positive for housing demand in the near
term, though the impact may be lost in the wash.

Affordability: Whether looking just at house prices
relative to incomes (figure 8) or taking into account
interest rates as well, housing affordability, while off
its recent highs, remains dire relative to history.
Without a solid dose of FOMO (which there is
certainly no sign of currently, given the sheer amount
of stock on the market), buyers are likely to still be
wondering why they’d bother. We look more closely
at the affordability question in our special feature on
page 8.

Figure 8. Ratio of house prices to household income
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Overall, our take is that 2024 is shaping up to be yet
another soggy year for the housing market, but while
we are expecting a little more weakness to come in
the near term, for now, we maintain our forecast that
house prices will eke out a modest (3%) gain over
2024. Downside risks are accumulating at this point,
however.

Figure 9. House price forecast
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Housing market indicators for April 2024 (based on REINZ data seasonally adjusted by ANZ Research)

Auckland 1,050,804 6.2 2.2 2.0 -0.2 1,976  +6% 45
Waikato | $742,676 0.2 11 1.4 0.2 574 5% 47
BayofPlenty 3818922 0.5 0.5 5.0 2.7 353 7% 51
Gisbome | $627,436 3.8 9.8 2.1 1.3 42 9% 45
Hawke'sBay | s$655471  -11.8 1.9 2.1 1.3 210 +1% 45
Manawatu-Whanganui | $545618  -0.3 2.9 3.3 0.5 260 5% 51
Taranaki | $623,927 9.9 1.0 0.3 0.0 145 +1% 43
Welington — $796,970 1.4 0.6 4.1 0.3 590 9% 39
Tasman, Nelson & Marlborough ~ $727,838 5.3 0.6 - - 209 +0% 45
Canterbury | 3673342 0.6 0.8 4.8 1.5 994 +4% 34
Otago 685881 2.7 2.1 5.4 2.0 340 +4% 41
WestCoast 3428307 195 3.9 1.9 0.9 36 7% 53
Southland 453,832 7.4 0.3 6.0 2.4 134 -8% 39
NewZealand 786,720 1.3 1.5 2.9 0.4 6,012  +1% 44




Feature Article: Soggy - and unaffordable

Summary

Housing affordability deteriorated significantly
following the pandemic, with house prices relative to
incomes touching highs never seen before. It's been a
particularly bumpy ride for new entrants, who have
not only had to save a larger proportion of their
income to come up with a deposit (and/or wait
longer), but who now face a much higher debt-
servicing cost as a share of income compared to the
decade preceding the pandemic. The good news is that
the worst is hopefully behind us. But international
comparisons show that some economies may have it
even worse, implying that the recent peaks in
unaffordability seen in NZ may still be shy of any
“natural limit”. We present a range of affordability
indicators as well as a weighted affordability index
based on some of these measures. Plugging in our
forecasts show that the only major relief on the
affordability front over the next few years is expected
to come via the debt-servicing channel as mortgage
rates decline. But overall, our outlook implies housing
will remain less affordable over the next few years
than it was prior to the pandemic.

Soggy - and unaffordable

Housing affordability matters. The costs of
unaffordable housing are well documented, ranging
from higher-than-otherwise poverty rates, worse
health outcomes, and lower-than-otherwise human
capital, just to name a few of the most significant
ones.

But as we discussed in our February edition, the
deterioration in New Zealand’s housing affordability
hasn’t been bad news for everyone. Through the
power of leverage, those who got on the property
ladder at the right time have tended to see their
wealth grow at a much faster rate than a renter
putting their savings to work. But as housing has
continued to offer some households a channel through
which to grow their wealth, others have found
themselves locked out. That is, deteriorating housing
affordability is also a wealth inequality story, with both
winners and losers.

What precisely is “housing affordability” anyway? This
month we present several ways to look at that
question and discuss how these measures have
evolved in recent years and how they are expected to
evolve over the next few. The good news is that it
looks like we're past the worst of the COVID stimulus-
driven spike in unaffordability, but in an absolute
sense, the overall level of where these indicators are
expected to sit over the next few years is certainly
nothing to celebrate for those who are not yet in the
market.
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(Un)Affordability indicators

The ratio of house prices to incomes is perhaps
the most common measure of housing affordability -
it certainly tends to be our first port of call, as it's
very intuitive and simple to calculate. We look at the
median sale price as a multiple of annual median
household income. We've also recently started
forecasting both these measures (along with median
rents), meaning not only can we show how
affordability has changed over the past few years,
but we can also discuss how we expect it to evolve
from here.

Sitting at just above 6.5 times income currently, the
house price to income ratio is significantly lower than
its recent peak of just under 9 times income which
was hit following the surge in house price inflation
after COVID stimulus. Looking forward, our
expectation for relatively modest growth in household
income (reflecting the loosening labour market) and
modest house price growth is expected to keep this
ratio relatively stable, but with a very slight gradual
uptrend over the next few years, consistent with that
prevailing before the pandemic. Health warning:
forecasting is hard, and anyone’s forecasts for both
incomes and particularly house prices should be
taken with a grain of salt. After all, house prices went
up 30% in the 12 months following everyone’s
forecast that they would fall double-digit when COVID
hit. But it’s useful to understand how our forecasts
for the two variables offset.

Figure 1. House price to incomes
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Source: Stats NZ, REINZ, Macrobond, ANZ Research
Another way to frame up the same data is to calculate
how many years it might take a household
earning a median income to save a 20% deposit

(based on saving a fixed proportion of their income
each year and the going median sale price).

Figure 2 (over) presents the number of years based
on saving 10%, 15% and 20% of household income.
For example, if a household earning the median
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income wanted to buy a house at the median sale
price it would currently take around 13.5 years if
they saved 10% of their income and little less than 7
years if they saved 20% of their income. Like the
house price to income ratio, this has trended higher
over time. In 2000, saving 15% of income would
produce a 20% deposit in around 5 years’ time;
today it'll take almost 9 years. Four more years of
saving is long time to wait. Our house price and
income forecasts imply this ratio will remain relatively
elevated but stable over the next few years.

Figure 2. Number of years to save a deposit
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Of course, households in the process of saving to buy
a house are likely to find themselves renting (if not
living with ma and pa), and the amount they can
save will be in part determined by how much rent
they must pay.

Figure 3 presents annual median rents as a share
of median household income. The chart shows
that, while volatile, this ratio has also been trending
higher over time. That means renters today have a
smaller share of their income available for other
essentials such as food and clothing, and also less for
both leisure and for saving that deposit.

Figure 3. Median rents share of median household income

Our forecast for median rents, which tend to reflect
both house prices and weekly earnings, is consistent
with a relatively stable rents to income ratio over the
next few years. But this is one measure where
surprises certainly wouldn’t surprise. The recent
surge in net migration, combined with a widening
housing deficit, is a key upside risk to rents. But on
the other hand, a softening labour market also
implies a softening outlook for household income,
which will apply a speed limit to how fast rents can
rise. There's also the hotly debated impact of
changes to interest deductibility settings for
landlords, and how that may or may not have an
impact on rents. We're not wading into that question
as the migration impacts are uncertain enough
(particularly given how volatile and subject to
revision the migration data is). But all in all, we
certainly wouldn't rule out the possibility that rents
end up gobbling up a larger share of household
income over the next few years than we expect.

But what about those who have transitioned recently
from renter to owner-occupier? For anyone with a
sizable mortgage, the lion’s share of their housing
costs is paying interest on that debt (see our
February edition for further discussion on long-run
renter vs buyer cash flows).

Figure 4. Servicing a mortgage
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Expressed as a share of household income, figure 4
shows the cost of servicing a home loan (principal
and interest) based on a loan-to-value ratio of 80%
of the median house price, the rolling 1-year
mortgage rate, and the loan documented over 30
years. This measure of affordability can be thought of
as a proxy for what affordability might look like to a
new entrant to the housing market. Plugging in our
forecasts for these variables shows this measure of
affordability is on the cusp of improving. Note the
dotted forecast line starts in Q3 2023 because
household income is a forecast from that point
onwards, but the big driver behind the easing in the
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debt-servicing burden for new entrants is falling fixed
mortgage rates - a process that has already begun,
albeit in a stop-start fashion due to the RBNZ still
appearing very nervous about the slow pace at which
non-tradable inflation has fallen.

Statistics NZ also produce data on how much
household income is being gobbled up by housing
costs. This is a relatively holistic measure, covering
rents, mortgage payments, council rates and
insurance. As at June 2023, 21.7% of household
disposable income was spent on housing costs figure
5). That’s the highest level since 2008 (21.9%) and
is broadly consistent with the change in servicing
costs outlined in figure 4.

Figure 5. Housing cost share of disposable income

Figure 6. ANZ housing affordability index

22.0 H

21.5 A

21.0 A

R 20.5

20.0 A

19.5 A

19.0 — T T T T T T T T — T
07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23

Source: Stats NZ, ANZ Research

While the Statistics NZ measure provides good
coverage, the data isn't very timely (the last release
is for almost a year ago) nor frequent (June years).

Introducing the ANZ housing affordability
index

We’'ve combined:

e house prices to incomes,

e rents to incomes, and

e the cost of servicing a new mortgage

into a single index (with equal weights), into which
we're also able to plug our forecasts. This generalised
measure of affordability, while off its peak, remains
very elevated compared to history, and is expected to
remain high for a long time yet. It is above pre-
pandemic levels over our full forecast horizon out to
December 2026. Over the next year it's still around
the peak it reached before the Global Financial Crisis.
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All in all, housing affordability in New Zealand is
pretty dire right now no matter which way you cut it.
But glass half full: it was worse a couple of years
ago, and the adjustment has been very orderly
(sudden improvements in housing affordability via
crashing house prices can take a lot of jobs with
them, causing an offsetting deterioration in
affordability from the income side).

Now it's worth asking how New Zealand stacks up
against some of the other countries to which we tend
to compare ourselves. While we haven’t built a
comprehensive affordability index for every country,
it's easy enough to find comparable data for house
prices relative to incomes. While certainly not the
worst country out there, as at Q4 2023, New Zealand
certainly ranked at the less-affordable end of the
spectrum.

Figure 7. House price to income ratio (Q4 2023)
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Given we Kiwis like to compare ourselves to our
Aussie cousins, figure 8 compares how house prices
relative to incomes have evolved over the past few
decades. Both economies experienced a sharp rise
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following the pandemic, but New Zealand'’s was off a
higher base and has since fallen meaningfully from its
peak. That largely reflects the impact of the RBNZ's
relatively aggressive tightening cycle. While house
prices to incomes in New Zealand have almost
returned to pre-pandemic levels, Australia’s ratio is
still holding up.

Figure 8. House prices to incomes (NZ vs AU)
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The fix?

The long-run answer to unaffordable housing is on
the face of it very simple: make sure housing supply
persistently outpaces demand. But unfortunately,
that’s not even close to happening at present. We
estimate New Zealand’s housing shortfall is widening
by a few thousand dwellings every quarter, given
very strong net immigration and a steady decline in
housing consents (figure 9).

Figure 9. Housing deficit dynamics
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Source: Stats NZ, Macrobond, ANZ Research

That all said, given land values account for the lion’s
share of a house values, we probably don’t even need
to build dwellings very quickly in order to make
housing more affordable. If we insist on growing our
population rapidly through immigration, then policy

ANZ New Zealand Property Focus | May 2024

makers ‘just’ need to free up a lot more land for
development. But this is where the issue rapidly get
messy.

e What about all the land around our cities that is
already zoned for housing and held by developers
but is being released only in dribs and drabs to
maximise long-run profit?

¢ Who should foot the bill for the extra
infrastructure needed to build more houses?
That’s a particularly hard nut to crack given
councils already face significant infrastructure
and budget challenges.

e What about the climate change and liveability
impacts of urban sprawl?

e What about all the areas (often where we already
have houses built) where we probably shouldn’t
have housing, due to flood risk, sea level rise or
other natural hazards?

¢ How do we make sure we don’t zone our most
productive agricultural land for housing?

e What about protecting our natural assets?

e And of course, what about all those people (read:
voters) out there who don’t want to see the value
of their house go down?

Like all seemingly simple solutions, there are trade-
offs and externalities once you start delving a bit
deeper. But New Zealand’s economic model of “just
come, and we will build it” is clearly not working.
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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 slightly lower again this month on
average. Falls reflected earlier drops in wholesale
interest rates, but these have subsequently reversed
following the RBNZ’s hawkish tilt at the May MPS.
While at face value that might be a reason to worry
that mortgage rates may rise again, competition
among banks is heating up and bellwether wholesale
rates like the 1 and 2yr are only back to where they
in late April. That may be enough to forestall or at
least dampen rises. Looking ahead, while we don't
expect the RBNZ to cut the OCR until 2025, markets
are likely to continue to press for earlier cuts, and
that should keep lid on wholesale rates, barring any
major surprises. With rate cuts expected within 12
months it is worth considering fixing for only 1yr, but
whether that works out to be cheaper than fixing for
2yrs depends crucially on how quickly the RBNZ cuts,
and it's a bit of a line call. For those who expect early
cuts, with the 6mth rate about on par with the 1yr
rate, selecting that term gives more optionality.

Mortgage rates are down a touch again this month on
average, continuing the trend of incremental declines
that started in January. Ahead of what almost all
forecasters think is likely to be a lower OCR ahead,
but against the backdrop of a RBNZ that is not yet
ready to signal cuts (and instead hinted that they
may yet need to hike again), borrowers are likely to
again feel in limbo, awaiting relief that is in sight, but
never seems to come.

For our part, we are forecasting declines in wholesale
rates as markets anticipate cuts next year, and more
as cuts finally arrive, but that is expected to be a
gradual process, and as we saw when rates rose after
the May RBNZ meeting, there’s likely to be volatility.

However, there are two things that ought to give
borrowers some comfort. The first is that although we
have seen wholesale 1 and 2yr rates rise in recent
weeks, they haven't exceeded levels seen in late
April, and in fact, average levels over the whole
month are actually a few basis points lower.

The second is that even though OCR cuts are likely
coming later (in November if you believe markets,
first half of next year if you believe us, or late next
year if you believe the RBNZ), markets aren’t afraid
to take the RBNZ on. History shows that markets will
front-run the RBNZ, even if that means getting
repeatedly disappointed, because when cuts come,
they’ll get rewarded. While it’s tough work for
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financial market participants, all this proverbial
“banging their heads against a brick wall” is
benefiting borrowers, because it's keeping a lid on
wholesale interest rates, and by extension, on
mortgage rates too.

Back to where things are now, our sense is that
émth, 1lyr and 2yr are reasonable options to
consider, but while nothing is certain, 3yrs plus may
prove to be well out of market in a couple of years.

The 6mth rate may suit those who are expecting
early cuts, who want the option of re-fixing for longer
after rates fall, if they do indeed fall sooner. The
opportunity cost of doing this is currently low, as
there is just 0.09% separating that rate and the
next-shortest alternative — the 1yr.

But it's the 2yr where things get interesting. As table
1 shows, for back-to-back 1yr fixes to work out
cheaper than fixing for 2 years at 6.77%, the 1yr
rate needs to fall from 7.26% to below 6.38% in a
year’s time. That’s further than we expect it to fall,
but not by much (based on our wholesale rate
forecasts, we see it at around 6.6% next May).
Mathematically, that suggests that the longer 2yr fix
may be a better choice. But borrowers who are
prepared to risk a little disappointment (just like
wholesale investors have been!) may prefer the 1yr
and the flexibility that gives if rates start to fall.
Whatever your expectations, a mix of terms spreads
risk and rules out the worst-case scenario.

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 7.26% 7.08% 6.39% 6.37% 6.15%
1 year 7.17% 6.73% 6.38% 6.26% 6.02%
2 years 6.77% 6.49% 6.20% 6.36% 6.57%
3 years 6.52% 6.48% 6.50% 6.55% 6.60%
4 years 6.67% 6.59% 6.54%

5 years 6.67% #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 8.6 8.6 8.6 8.7 8.7 8.7 8.7 8.4 8.2 7.9
1-Yr Fixed Mortgage Rate 7.2 7.3 7.2 7.2 7.1 7.0 6.8 6.4 6.2 6.0
2-Yr Fixed Mortgage Rate 6.9 7.0 6.8 6.6 6.4 6.4 6.2 6.1 5.9 5.8
3-Yr Fixed Mortgage Rate 6.7 6.8 6.6 6.4 6.3 6.2 6.1 6.0 5.9 5.8
5-Yr Fixed Mortgage Rate 6.5 6.7 6.5 6.5 6.4 6.3 6.2 6.1 6.0 6.0

Source: RBNZ, ANZ Research

Economic forecasts

GDP (Annual % Chg) 1.5 -0.6 -0.3 0.3 0.0 0.6 1.0 1.1 1.3 1.6
CPI Inflation (Annual % Chg) 6.0 5.6 4.7 4.0(a) 3.5 2.8 2.6 2.4 2.2 2.0
Unemployment Rate (%) 3.6 3.9 4.0 4.3(a) 4.6 4.9 5.1 5.2 5.4 5.4
House Prices (Quarter % Chg) 0.2 1.6 0.2 0.7(a) -0.4 1.1 1.5 1.3 1.2 1.2
House Prices (Annual % Chg) -10.6 -5.0 -0.7 2.7(a) 2.2 1.7 3.0 3.6 5.2 5.3
Interestrates  Sep:23 Dec:23 Mar-24 Jun24 Sep-24 Dec24 Mar25 Jun-25 Sep-25 Dec-25
Official Cash Rate 5.50 5.50 5.50 5.50 5.50 5.50 5.50 5.25 5.00 4.75
90-Day Bank Bill Rate 5.74 5.64 5.64 5.59 5.54 5.49 5.44 5.25 5.00 4.75
10-Year Bond 5.31 4.32 4.99 4.65 4.50 4.50 4.50 4.50 4.50 4.50

Source: ANZ Research, Statistics NZ, RBNZ, REINZ
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