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Looming slowdown

Welcome to Home Truths, Westpac’s regular update on 
the housing market. 

The March monthly REINZ housing market data was mixed. 
Seasonally adjusted house prices rose 0.4%, although price 
moves were very mixed across regions – Auckland prices 
were flat while some others rose more sharply. Nationwide 
seasonally adjusted house sales were down 4.5% in the 
month, but it is hard to tell what that means – it comes  
after a very strong February for sales, and REINZ tends 
to undercount the number of sales at first. Overall, the 
housing market remains in broadly positive territory. 
New Zealand’s housing market slowed in early-2017, 
especially in Auckland. But since late last year the market 
has been more positive, with slightly brisker price increases 
and slightly faster market turnover – again, this trend 
was most marked in Auckland, although it has occurred 
elsewhere too. 

In our view the market became more positive due to an 
easing in financial conditions – banks began reducing 
mortgage rates independent of the OCR, and in January the 
Reserve Bank eased its LVR mortgage lending restrictions. 
But there may also be an element of buyers rushing in to beat 
upcoming tax and regulatory changes driving the market. 

In our view the “good times” for the market are going to 
end very soon. We are forecasting a small decline in house 
prices for the second half of 2018. Looking through the 
factors that might affect prices over the coming year, there 
is a lot lined up on the negative side of the ledger, and not 
much at all on the positive side: 

REINZ housing data, Westpac seasonal adjustment

zsdgfag Mar-18 Feb-18 Mar-17

House sales, number, s.a. 6403 6707 6608

  Mth % chg -4.5 3.0 2.6

  Ann % chg -9.9 3.9 -9.5

Days to sell, sa 36.7 37.5 35.6

House Price Index (s.a.)    

  Mth % chg 0.4 0.6 0.2

  Ann % chg 4.2 3.9 10.7

 – The Bright Line Test has been extended from two to 
five years. In 2015 a new rule required people to pay 
tax on capital gain if they resold an investment property 
within two years. House prices had been rising at over 
4% per quarter, but fell 0.7% in the three months after 
that rule was introduced (see figure 1). The extension 
of the Bright Line to five years will be a very significant 
change for investors, and can be expected to negatively 
impact prices at least for a short period. 

 – Foreign buyers will be banned, probably from the 
middle of this year. This can be expected to have a one-
off impact on the level of prices. In Toronto, house prices 
fell 6% in the six months after a 15% stamp duty was 
levied on foreigners. 

 – Property investors will lose part of their tax 
advantage over first homebuyers. Currently, when 
landlords pay more in mortgage interest and expenses 
than they receive in rent, they can claim tax losses that 
reduce their overall tax bill. This practice of “negative 
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gearing” will be phased out or removed from next year. 
This will reduce, but won’t eliminate, the tax advantage 
property investors have over first homebuyers and over 
other forms of investment. 

 – The Tax Working Group will probably recommend a 
capital gains tax excluding the family home (CGTxFH). 
In 2009 we analysed the potential impact of a 10% CGTxFH, 
and concluded that it would reduce house prices by 
15% relative to the counterfactual. The Government has 
indicated that it would not introduce a CGTxFH before the 
next election, so there is considerable political uncertainty. 
However, the increasing risk of a capital gains tax will surely 
affect sentiment in the market over the coming years.

 – Mortgage rates are more likely to rise than fall. The 
most important determinant of year-to-year changes 
in house prices is interest rates – see figure 1. Lower 
mortgage rates make property investment more 
attractive and home ownership more affordable. We are 
now in an environment of rising global interest rates, and 
New Zealand long-term mortgage rates will be swept 
higher on this rising tide over the coming few years.

 – Net migration is slowing and construction is 
picking up. And both trends are expected to intensify. 
This will eventually start to ease housing shortages in a 
range of regions. 

This is a prodigious set of negative factors, but for a few 
reasons we are forecasting only slight house price decline, 
rather than anything dramatic. First, the labour market is 
expected to stay in pretty good shape – sharp house price 
declines usually occur when unemployment rises, and 
that is not something we anticipate. Second, the Reserve 
Bank is ready and able to relax its LVR mortgage lending 

restrictions, particularly if the market were to turn very 
negative. And finally, the Government might go cold on 
some of its proposed policies if prices started to fall sharply 
– after all, the only thing less popular than rising house 
prices is falling house prices.

Figure 1: Quarterly house price inflation & mortgage rates
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Past performance is not a reliable indicator of future performance. The forecasts given in this document are predictive in character. Whilst every effort has been taken to ensure 
that the assumptions on which the forecasts are based are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. 
The ultimate outcomes may differ substantially from these forecasts.
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Disclaimer

This material contains general commentary, and market colour. 
The material does not constitute investment advice. Certain types 
of transactions, including those involving futures, options and high 
yield securities give rise to substantial risk and are not suitable for all 
investors. We recommend that you seek your own independent legal 
or financial advice before proceeding with any investment decision. 
This information has been prepared without taking account of your 
objectives, financial situation or needs. This material may contain 
material provided by third parties. While such material is published 
with the necessary permission none of Westpac or its related entities 
accepts any responsibility for the accuracy or completeness of any 
such material. Although we have made every effort to ensure the 
information is free from error, none of Westpac or its related entities 
warrants the accuracy, adequacy or completeness of the information, 
or otherwise endorses it in any way. Except where contrary to law, 
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liability for the information. The information is subject to change 
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the brand under which products and services are provided by either 
Westpac or Westpac New Zealand Limited (“WNZL”). Any product 
or service made available by WNZL does not represent an offer 

from Westpac or any of its subsidiaries (other than WNZL). Neither 
Westpac nor its other subsidiaries guarantee or otherwise support 
the performance of WNZL in respect of any such product. The current 
disclosure statements for the New Zealand branch of Westpac 
and WNZL can be obtained at the internet address www.westpac.
co.nz. For further information please refer to the Product Disclosure 
Statement (available from your Relationship Manager) for any product 
for which a Product Disclosure Statement is required, or applicable 
customer agreement. Download the Westpac NZ QFE Group Financial 
Advisers Act 2008 Disclosure Statement at www.westpac.co.nz.

China, Hong Kong, Singapore and India: This material has been 
prepared and issued for distribution in Singapore to institutional 
investors, accredited investors and expert investors (as defined in 
the applicable Singapore laws and regulations) only. Recipients in 
Singapore of this material should contact Westpac Singapore Branch 
in respect of any matters arising from, or in connection with, this 
material. Westpac Singapore Branch holds a wholesale banking 
licence and is subject to supervision by the Monetary Authority of 
Singapore. Westpac Hong Kong Branch holds a banking license and 
is subject to supervision by the Hong Kong Monetary Authority. 
Westpac Hong Kong branch also holds a license issued by the Hong 
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by and are the sole responsibility of Westpac Banking Corporation 
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place of business in the United Kingdom at Camomile Court, 23 
Camomile Street, London EC3A 7LL, and is registered at Cardiff in 
the UK (as Branch No. BR00106), and (b) authorised and regulated 
by the Australian Prudential Regulation Authority in Australia. 
Westpac is authorised in the United Kingdom by the Prudential 
Regulation Authority. Westpac is subject to regulation by the  
Financial Conduct Authority and limited regulation by the Prudential 
Regulation Authority. Details about the extent of our regulation by 
the Prudential Regulation Authority are available from us on request. 
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Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”) 
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otherwise lawfully be communicated, falling within Article 49(2)(a) 
to (d) of the Order (all such persons together being referred to as 
“relevant persons”). Any person who is not a relevant person should 
not act or rely on this communication or any of its contents. The 
investments to which this communication relates are only available 
to and any invitation, offer or agreement to subscribe, purchase or 
otherwise acquire such investments will be engaged in only with, 
relevant persons. Any person who is not a relevant person should not 
act or rely upon this communication or any of its contents. In the same 
way, the information contained in this communication is intended for 
“eligible counterparties” and “professional clients” as defined by the 
rules of the Financial Conduct Authority and is not intended for “retail 
clients”. With this in mind, Westpac expressly prohibits you from 
passing on the information in this communication to any third party. 
In particular this communication and, in each case, any copies thereof 
may not be taken, transmitted or distributed, directly or indirectly into 
any restricted jurisdiction. This communication is made in compliance 
with the Market Abuse Regulation (Regulation(EU) 596/2014).

Investment Recommendations Disclosure

The material may contain investment recommendations, including 
information recommending an investment strategy. Reasonable 
steps have been taken to ensure that the material is presented in a 
clear, accurate and objective manner. Investment Recommendations 
for Financial Instruments covered by MAR are made in compliance 
with Article 20 MAR. Westpac does not apply MAR Investment 
Recommendation requirements to Spot Foreign Exchange which is out 
of scope for MAR.

Unless otherwise indicated, there are no planned updates to this 
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has no obligation to update, modify or amend this Investment 
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Westpac does not permit any issuer to see or comment on any 
investment recommendation prior to its completion and distribution.

Individuals who produce investment recommendations are not 
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or derivatives in relation to the issuers covered by the investment 
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Westpac has implemented policies and procedures, which are 
designed to ensure conflicts of interests are managed consistently 
and appropriately, and to treat clients fairly. 

The following arrangements have been adopted for the avoidance and 
prevention of conflicts in interests associated with the provision of 
investment recommendations.
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Investing in any non-U.S. securities or related financial instruments 
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securities of non-U.S. issuers may not be registered with, or be subject 
to the regulations of, the SEC in the United States. Information on 
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The author of this communication is employed by Westpac and is 
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