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A quick summary

| have completed the regular surveys | run each
month and some of the key insights able to be
gleaned from the responses include the following.

In the real estate market conditions remain flat.
Many more agents feel that prices are falling than
rising in their area of operations and are still
finding fewer people turning up at auctions and
open homes.

HOW DO YOU FEEL PRICES ARE GENERALLY CHANGING AT
THE MOMENT?
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First home buyers remain active, but investors
continue largely to hide in the shadows. For
buyers who are out and about there are increasing
concerns about where interest rates are headed
and the risk that prices will continue to fall after
making a purchase.

This latter factor alongside interest rate rises and
tax changes hitting investors looks to be
contributing to a sizeable decline in activity and
prices in Australia. Analysts there see prices as
likely to fall 10% - 15% before a floor is reached
and even though the Federal government are
trying to skew the market towards young buyers

their activity levels have stepped back
substantially.

One factor likely to be in play is the withdrawal of
funding support by parents who see little sense in
backing their child into their first home purchase
when expected price falls could see them in a net
negative equity position in less than a year.

Until a view develops that prices have bottomed
out over there the Aussie housing market is likely
to stay very quiet.

Here in New Zealand the fear of falling prices
effect is not so large given the absence of fresh
tax changes hitting investors and the so far muted
extent of house price rises.

Could a capital gains tax after the election affect
things a lot? There would be a negative impact
should this eventuate. However, buying from
investors is already so weak that the impact would
likely be quite minor.

Looking back at my surveys again we can see that
consumers are indicating plans to spend more
money in the near future and readings for most
individual items are running above average.

However, there is nothing to suggest anything
other than reasonable trading conditions for
retailers lying ahead and as with my real estate
agent survey the two housing measures | gather
in my Spending Plan survey are decidedly still on
the weak side.
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Do you feel confident enough about your future to increase
spending over the next 3-6 months?

Net % saying more
Source:Tony's View
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From my property investor survey (results out
early next week) we can see increasing plans by
landlords to raise their rents. But tenants remain
in relatively short supply, and concerns continue
about things like council rates, interest rates,
insurance costs, and the risk of legislation
changes favouring tenants at the cost of
landlords.

Are you planning to raise your rents in the next 12 months?
100

Net %
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There is an interesting increase in the proportion
of the few investors looking to buy again who say
they would favour a new-build over an existing
property. But that could be a statistical blip, and |
will await next month’s results before saying
anything firm regarding the growth in house
construction currently underway.
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Finally, from my business survey we can see that
expectations remain strong for improved revenue
flows next year. But deep concerns continue
around the state of politics in the country and the
underlying strength of the economy. Worries are
growing about the low level of the Kiwi dollar, but
plans are strong for investing in technology.

In 12 months from now, are you expecting your business revenue to
be better, worse or stay the same?
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Taken together the surveys paint a picture of an
improving economy but housing turnover activity
and prices potentially remaining on the soft side
for the entirety of the current economic growth
period.

Note that the monthly survey of mortgage brokers
which | have been running since June 2020 has
ended. Response numbers have always been on
the low side and have slipped below 50 which |
set as a cutoff for continuation.

This development likely reflects the easing back
of the residential real estate sector from the
forefront of people’s minds now that the various
factors which propelled prices upward so strongly
from the 1990s have now reversed or ended their
structural change. That is, less business for
brokers, especially as some banks are cutting
them out of the process again.
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In its various aspects the real estate transaction,
advisory, and financing sector is reverting to pre-
1990s settings.

With regard to the upcoming election, is there
capacity for the rate of growth in our economy to
be much affected by the outcome? Probably not if
the centre-right win but if the centre-left grouping
proves victorious then worries about increased
taxes, government spending, and regulations may
negatively impact on some sentiment and
spending decisions.

But the underlying forces propelling our economy
upward are unlikely to be affected — the likes of
higher farm incomes, more tourists, more foreign
students, more infrastructure spending, higher
house building, and a cyclical lift in business
investment and consumer spending.

Can one reasonably position one’s activities and
portfolio ahead of the likely outcome one
envisages to occur? Maybe. But while one might
take a view on which direction the vote goes — left
or right — that does not give 100% insight into what
the policy changes will be over the next three
years.

It depends on the relative strength of the parties
which form the coalition. The small parties and the
two majors have learnt that if you want 99%
certainty of policies being enacted over the term
of the parliament you need to get them included
in the coalition agreement. That means hard
negotiations after election night, stretching them
out for weeks if necessary in order to get a
reasonable degree of what one wants. And the
more parties in the coalition the longer and more
volatile the process is likely to be.

The democratic voting process is still delivering us
the ability to elect a parliament of our choosing.
But formation of the government and the policies
to be implemented by that government are no
longer in our hands unfortunately.
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This morning the September quarter inflation
number was released, and it came in very close
to market expectations at 3.7% for the year. That
means minimal change in wholesale interest rates
for the moment or expectations for how monetary
policy will track over the coming year.

That also means | retain my concern regarding the
following.

1. The Reserve Bank eased policy too much
last year by cutting the cash rate to a low
2.25% while the economy was already
growing at an annualised pace of 2.9%
over the second half of the year.

2. Businesses have had their margins
crunched and are likely to take advantage
of the eventual return of customers in
greater numbers over 2027-28 to raise
their selling prices.

3. Extra inflation is set to run-through the
system because of the new upward
pressure on global fuel prices.

4. Extra inflation is also set to come from El
Nino raising food prices and the Al boom
pushing computer chip and electricity
prices higher globally and feeding into the
consumer goods pricing mechanisms.

5. The NZ dollar is tracking at lower than
expected levels and that also means a bit
of extra inflation.

6. There is a strong tendency at the start of
an economic upturn for Kiwi forecasters to
underestimate how strong inflationary
pressures will be and how high interest
rates will eventually get pushed.

7. Related to this our central bank has a
firmly established record of easing too late
then easing too much, then tightening too
late and tightening too much.

Putting everything together | reckon the official
cash rate this cycle ends up at 4.5% rather than
the 3.25% - 3.5% commonly expected amongst
analysts, in the markets, and by the Reserve
Bank.

Or to sum it all up a different way — our central
bank is predicting that as a result of the pace of
growth in our economy accelerating to near 3%,
productivity growth sitting low, and spare
resources being used up, inflation will fall from
over 4% and sit comfortably near 2%. Econ 101
says something different. Good luck borrowers.

If I were borrowing at the moment, I'd probably fix
two years as the three year rate commonly on
offer now looks a tad expensive.

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

Page | 4



