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Economic Note

e Investors and first-home buyers have been the most active borrowers recently

e High-LVR investor borrowing in particular has jumped
e The central/lower North Island, notably Wellington, are the tightest markets amongst the regions

The turnaround in the fortunes of the housing market since lockdown has been remarkable. In our Home Economics
report last week, we materially lifted our house price inflation forecasts for 2020 and 2021. We now see prices
sustaining their recent momentum, with annual house price inflation tipped at 12% by June of next year.

Given the sheer strength in the market, it seems logical to ask: who’s buying? Where are the hot spots? In this short
note, we peruse the data on offer to try and find out. We look at housing activity across buyer cohorts, regions, price
brackets, and residency. Overall, we find that first-home buyers and high-LVR investors have been the most active
borrowers. Wellington is the tightest regional market and, at least in Auckland, there’s a growing preference for high-
end homes.
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lending to these cohorts is up over 40%.

The share of new lending attributable to first-home buyers hit a new high of 20% in August. Lending to investors has
also continued to creep up, and is now at 21% (chart above). Lending to existing owner-occupiers still accounts for by
far the largest share of mortgage lending, but this share has fallen sharply from 64% to 58% over the past 18 months.

Mortgage lending data are also cut by the loan-to-value ratio (LVR) of borrowers. This gives us a feel for whether the
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RBNZ’s dropping of all LVR limits back in April (for 12 months) has given rise to a rush of new lending to more highly-
geared borrowers.

The charts shows that “high” LVR lending® has indeed accounted for relatively more of the growth in new lending in
the three months since lockdown, but that it’s still a small share of the total at around 18%. What is interesting is that
the segment experiencing by far the largest growth in high-LVR lending, relative to the same period last year, is
investors.? Relative to the same period last year, growth in new lending to the high-LVR investor segment for the three

months to August is up 134%.
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We've also dug into regional housing activity data to examine more closely where the hot spots are. One way to
assess this is to look at the pace at which houses are selling. Relatively speaking, Auckland, Nelson, Waikato, and

Canterbury come out on top here.

However, house sales can be held back by a lack of available listings for prospective purchasers to buy. This looks to
have been the case in Gisborne recently, for example. A more useful measure of market “tightness” is the ratio of
sales to listings. This effectively shows how quickly house sales are burning off any available inventory.
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week’s Home Economics, these regions have, unsurprisingly, also tended to outperform in terms of house price
inflation since February. They will likely continue to do so in the short term. The Northland and Southland markets,

! Defined for these purposes as higher than the most recent RBNZ thresholds before they were temporarily dropped in April — 70% for investors and
80% for all other cohorts.
2 Defined as those drawing down a mortgage for a house they don’t intend to live in (not including bachs).
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while still tight in an absolute sense, occupy the opposite end of the spectrum.

The best data we have on housing activity by price bracket is from Barfoot & Thompson, which covers just Auckland.

In the early stages of the post-lockdown recovery, we noted that house sales in the lower price brackets (<$750k,

$750k-S1m) were accounting for a larger share of the total. This was supportive of other data and anecdotes pointing

to increased activity from first-home buyers and

investors.

However, more recently, increased activity has broadened
out to the more expensive price brackets as well.
“Bracket-creep” as house prices have risen strongly since
lockdown will also be a factor here.

The chart shows that the share of sales in the $1-2m
bracket have risen from around a third of the total to 40%
in September (figures in the chart are three month
moving averages). Sales in the $2m+ bracket accounted
for an astonishing 9% of the total in September, up from
3% in May.

Foreign buyers remain largely absent. The latest property
transfer statistics show that participation from non-
residents in the NZ property market has continued to
drift down to almost nothing following the imposition of
the so-called ‘foreign buyer ban’ in October 2018.
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Disclaimer

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or
needs. Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard
to your objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice. We believe that the
information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the information
available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy,
reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this document are
subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere by ASB Bank
Limited. We are under no obligation to, and do not, update or keep current the information contained in this document. Neither ASB nor any
person involved in the preparation of this document accepts any liability for any loss or damage arising out of the use of all or any part of this
document. Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are
subject to contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent
or warrant that any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.
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