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A housing market primer

Is the real estate market bottoming stopped falling. Saying they are rising is
out? something different.
Yes. In seasonally adjusted terms sales have Why is the downward leg of the cycle
improved about 19% in the past three months ending?
though history suggests this bounce up from the
bottom should not be extrapolated. Such e Banks have recently been easing their
bounces do not last. lending criteria assisted by the Reserve
Bank easing LVR rules and tweaking
Also, average prices have been flat for each of recently of CCCFA regulations.
the past three months, again in seasonally e House prices are on average over 18%
adjusted terms. down from their peaks — more in Auckland —
yet people have jobs and their wages have
, ., HousePrice Index seas. adj NZ-wide risen on average 17% since early-2020.
s / e Rents continue to rise.
s e Stories of people losing their deposits on
zer0 % some new-build projects have encouraged
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buyers to revert to looking at listings for
existing properties. Soaring construction
costs have also driven a focus back on

% monthiy existing dwellings.

T enenae e There is a net migration boom pressuring
the rental sector and growing awareness of
the boom and how such surges in the past
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P xmr WM A M 4 4 A S 0O NDDBF M AM have affected the housing market.
e There is a view that interest rates have
So, we can reasonably say that in the past 2-3 peaked (we'll be right about this one day),
months both sales and prices seem to have so buyers can see their worst case scenario

for financing costs.
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e Over 200,000 migrants are in the process of
having their temporary work visas
transitioned to residency visas and therefore
gaining the right to purchase a dwelling.

How fast will prices rise this year and
through 2024?

The key point to note when considering how fast
prices are likely to rise for the country, a region,
a local authority area, suburb etc is this. No-one
has shown an ability to reasonably accurately
predict house price changes. We economists will
give you a forecast. But we’ll just pluck the
numbers out of the air and actually prefer not to
make such forecasts at all because we know
how ridiculous they are.

Plenty of people believe that there is a rule of
thumb whereby house prices double every seven
to ten years.
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But let’s say you believe that and the equation
says the market peak is near so you might be
thinking about selling off some of your rubbishy
properties. You're not going to blindly sell without
considering what the indicators of housing
market strength are showing. You'll look at
inflation and interest rate pressures, migration
flows and so on rather than blindly adhere to a
formula.

There may well be 7-10 year cycles in place for
large parts of the country. But all that these
“calculations" are really saying is this one simple
thing when it comes to growing your wealth from
holding housing assets. You hold for as long a
period of time as possible and arrange your cash
flow affairs with just one objective in mind — not
being forced to sell when the market might be
weak. Property investing is actually very easy.
Buy. Maintain acceptable cash flows. Focus on
your personal abilities, family goals etc. Hold as
long as possible.
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Still, what looks likely for average house prices
this year and next? | expect rises. Let's guess
5% annual gain come the end of this year then
10% next year. What factors will contribute to
house prices rising?

e Record net migration inflows (ignoring the
initial pandemic surge).

e Rising rents.
Rising income and saved deposits.
Easing lending criteria imposed by banks,
the Reserve Bank, and government.

¢ Rising chance of a change in government in
October and reintroduction of tax rules
encouraging provision of rental
accommaodation.

¢ Rising tourist inflows leading investors to
switch to servicing foreigners rather than
providing long-term accommaodation.

¢ Declining volumes of new house
construction with a flow of stories of builder
collapses and buyer loss of deposits
causing people to increasingly switch to
buying existing properties. Developments in
popular suburbs however will continue to be
well supported.

e Activation of a queue of delaying buyers
building up since early-2021.

What factors will restrain the pace of price rises?
¢ Rising unemployment — though probably not

above a 5% rate.
e Interest rates only slowly declining.
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Will stock availability improve much as
vendors step forward?

| don’t think so.

More vendors will step forward to finally sell their
property after stepping back from the market
since the end of 2022 because of the dearth of
buyers and not needing to sell. But buyers
should not get optimistic about a rush of sellers.

The following graph shows the annual humber of
dwelling sales as the dark blue line measured on
the left side. Note the pandemic surge, the
collapse over 2021-22, and the bottoming out
now evident. The orange line shows the three
month rolling average number of fresh property
listings received by real estate agents each
month.
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From 2007 to 2012 the two series tended to
move together. But since a decade ago new
listing numbers have trended down despite
surging sales from 2015 into 2017. The
correlation restored during the pandemic — but
then all graphs of things like this moved strongly
over this period of time and we have to be
careful not to over-interpret and extrapolate
things we think we see from 2020 into 2022.

The graph shows new listings trending down. |
expect they will rise as sales go up this year. But
| question how strong the rise will be.

This next graph again shows annual dwelling
sales as the dark blue line measured on the left
side. The orange line shows the end of month
inventory of listings on the realestate.co.nz
website. This number is measured upside down
on the right side.
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What happen when sales go up? The orange line
visually rises which means numerically it gets
smaller. Rising sales tend to lead to a falling
stock of listings for buyers to choose amongst.

| like to highlight this information on listings
developments because | believe it was a record
low number of listings in the middle of 2021
which caused the return of FOMO and newly
soaring prices in the second half of that year in
spite of rising mortgage rates, net migration
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outflows, tightening lending rules, and tax
changes hitting investors.

Will housing affordability ever strongly
improve in New Zealand?

No. Construction costs have not sat unchanged
while prices for existing dwellings have risen on
average 7% a year for the past three decades.
Productivity growth in construction is about the
worst of all sectors. Plus, the pandemic has
created supply chain problems which although
easing seem to have locked in higher costs for
many construction inputs.

Residential construction cost changes
18.0

16.0 + % change on a year ago
14.0
12.0 Source:Statistics New Zealand
10.0
8.0 +
6.0
4.0 +
20 +

0.0 /\

wuiiiuuu|w|1i1w|wuwiiwiiuw||wui

-2.0
90 92 94 96 98 0 2 4 6 8 10 12 14 16 18 20 22

Building costs and general inflation
1200

Index numbers
1000

800 Capital Goods Price Index for
residential construction

600 +

400 + """ Consumers Price Index

200 +

0 +—— F——

Houses are increasingly being required to meet
higher, and therefore costlier, standards for
many things. Insulation, earthquake standards,
health and safety rules, council inspections, etc.
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Councils charge more fees than in the past.
People also want their new houses built to higher
specs than in earlier decades. They want toilets
to be on the inside and that there is more than
one for instance.

TRUST MANAGEMENT
+

ADMINISTRATION SERVICES

Cost Effective 021 451 966

BLACK+ www.bwts.co.nz

|

Responsive

There is a fixed quantity of land available within
any given distance from every city’s centre. Our
population in 1973 was 3 million. Twenty years
later in 1993 it had grown 18% to 3.5 million.
Now, 30 years beyond in 2023 it has grown
another 46% to 5.2 million. The average annual
growth rate for the past three decades as the
ratio of average house prices to income has
risen from three to near eight has lifted from
0.8% to 1.3%. More people, same quantity of
land = land prices much higher. Even opening up
swathes of land on the fringes won’t change this
dynamic much.

Mortgage interest rates trended down from the
early-1990s until two years ago. The ability to
service a mortgage of any given size therefore
improved and that improvement led to more
people looking to buy and prices being bid
upward. Lower financing costs have been baked
into higher house prices.

There are other reasons. But they add up to the
ratio of house prices to incomes permanently
shifting upward.

HOUSING STOCK to HOUSEHOLD INCOME RATIO
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Which regions look like they have
potential to out-perform this cycle?

A key point to keep in mind is this. Over the long-
term areas with low population growth
experience low construction levels and there
does not develop the sort of imbalance between
housing demand and supply with price-
suppressing effects which many people believe.

The table below shows changes in average
house prices for all regions between the three
year period 1992-94 (earliest data) and the last
three years. There certainly is a difference
between the 6.9 times rise in price for Auckland
and 4.9 times gain for Dunedin. But | suspect the
difference is a lot less than many people would
have guessed. Areas of high population growth
out-perform. But that is not an argument against
investing in slower population growth areas if
one gets compensation through a yield which
tends to be better.

Price rise
1992-94 to 2020-23
Queenstown Lakes District 7.6 times increase

Auckland 6.9
Waikato 5.9
Bay of Plenty 5.9
Wellington 5.9
New Zealand 5.9
Hawkes Bay 5.4
Gisborne District 5.3
NZ ex. Akld 5.2
Southland 5.2
Northland 5.2
Taranaki 4.9
Tasman District 4.9
Dunedin City 4.9
Manawatu/Wanganui 4.7
Marlborough District 4.5
West Coast 4.5
Nelson City 4.4
Canterbury 4.1

For the coming upward leg of the house price
cycle | have noted previously my expectation that
Auckland will out-perform. | won’t repeat all the
graphs | have printed here recently to illustrate
this just to fill up space. But they tend to look like
this regarding Auckland prices looking “cheap”
on a long-term trend basis. No graph like this
allows you to make a forecast about what will
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happen over what time period. All they can do is
suggest where the price change risk lies.

Ratio of Auckland House Price Index to NZ excluding
Auckland
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And remember, if someone presents you with a
graph like this for any asset and it suggests the
thing is under-priced 15%, maybe that is only
because it is on the way to being under-priced by
40%. After all, it was under-priced 7% and kept

going.
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In case you missed it

This week | released my latest Spending Plans
Survey which gives retailers some insight into
consumer spending intentions over the coming
3-6 months. Key results include these.

e A net 38% of the 726 respondents plan
cutting spending in the next 3-6 months.

e Spending intentions are particularly weak for
eating out and durable goods like cars and
furniture.

e Offshore travel plans remain positive
however — just.

If 1| were a borrower, what
would | do?

Yesterday the Reserve Bank reviewed their cash
rate and as expected left it at 5.5%. No surprise
there. But better than expected inflation data
overnight in the US means bank wholesale
borrowing costs have fallen slightly this week.
Pressure for banks to raise fixed mortgage rates
again is low. Cuts are likely before the end of the
year.

’Ashcroft Homes

*Per unit build price only,
includes GST, excludes cost of
E3w 2.5 land, site works and consents.

Lincoln

Personally, I still favour fixing 12-18 months.

| discuss rates a lot more in Tview Premium with
lots of useful graphs to help your decision-
making process.

Nothing | write here or anywhere else in this
publication is intended to be personal advice.
You should discuss your financing options
with a professional.

- Residential Property Management

- Bodies Corporate Management

- Residents’ Associations Management
- Commercial Property Management

- Waiheke Island Holiday Home Management
- HomeWatch Management

www.apm.kiwi | 09 638 2500

apm is the trading name of Auckland Property Management Ltd
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