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SUMMARY

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

THE MONTH IN REVIEW

It’s been several months since the Reserve Bank’s introduction of LVR lending 
restrictions. Over the past four months we’ve seen the volume of house sales 
slow, prices retrace slightly, and the median time taken to sell lengthen. The 
brakes will be applied more forcefully once the Offi cial Cash Rate is hiked, most 
likely next month. The supply of housing has started to crank up but it needs to 
increase a lot further to make an impact, especially considering net immigration 
fl ows are lifting.

PROPERTY GAUGES

The housing market has been supported by housing shortages, high net 
immigration, and low (but rising) mortgage rates. The RBNZ remain confi dent that 
the high-LVR speed limits will help to slow house price infl ation, with the REINZ 
data partly supporting this. OCR rises are coming, nonetheless. Climbing housing 
construction and pending increases in mortgage interest rates will eventually 
help reduce pressure on prices, but the RBNZ are likely to remain vigilant given 
the fi nancial stability and infl ation risks posed by the buoyant Auckland property 
market. 

ECONOMIC BACKDROP

The economy is fi rmly into a broad-based economic expansion. The drivers are 
not hard to identify: pent-up demand, high commodity export prices pushing the 
goods terms of trade to a 40-year high, the $40bn Canterbury rebuild gaining 
pace, rising net immigration, an improving labour market and still-low mortgage 
interest rates supporting domestic spending. Investment will be a major driver 
of growth over the coming years. The magnitude of the boom will be capped by 
a weak national balance sheet and resource availability, with bottlenecks set to 
appear over coming years.   

MORTGAGE BORROWING STRATEGY

The only change to ANZ’s carded mortgage rates in February was a lift in the 6-12 
month fi xed rates by up to 20bps. Financial markets continue to expect the OCR 
to rise by over 1 percent in 2014 and a further 0.6 percent over 2015, a factor 
borrowers should take into consideration when making the decision to fi x. While 
further increases in mortgage rates are inevitable, breakeven tables show that 
stiff rises in rates are needed to fi x for longer than 2 years. Pricing remains more 
attractive for terms of 12-18 months. That said, borrowers may wish to consider 
fi xing a small portion of their mortgage for longer terms for the sake of certainty.

FEATURE ARTICLE: MIGRATION UPDATE

Large swings in external migration have historically been one of the key drivers 
in economic and housing market cycles in this country. Much of the recent 
turnaround in net migration has been due to a sharp fall-off in departure numbers 
to Australia, with the stronger employment outlook encouraging would be 
emigrants to stay off the plane. The steady pick-up in immigrant arrivals largely 
refl ects a strengthening in non–NZ residents, with the importance of China and 
other non-OECD destinations increasing. While the conventional wisdom is that 
increasing migration infl ows will add more to infl ationary pressure, increased 
migration fl ows present an opportunity to expand productive capacity and smooth 
through some of the frictions in the economy. 
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It’s been several months since the Reserve Bank’s introduction of LVR lending restrictions. 
Over the past four months we’ve seen the volume of house sales slow, prices retrace 
slightly, and the median time taken to sell lengthen. The brakes will be applied more 
forcefully once the Offi cial Cash Rate is hiked, most likely next month. The supply of 
housing has started to crank up but it needs to increase a lot further to make an impact, 
especially considering net immigration fl ows are lifting.

STATISTICS NZ, BUILDING CONSENTS – DECEMBER

Residential consents lifted 10.7 percent in December. There were 21,300 residential 
consents issued in 2013, the highest for a calendar year since 2007. This follows a 
concerted period of under-building, with low residential consent issuance over the past few 
years. Residential consent numbers in Canterbury were the highest since records began, 
climbing to 5,762 in calendar 2013 (about 60 percent above historical averages) as a 
consequence of the Canterbury rebuild. Auckland annual consent numbers hit a 6-year high 
in the December quarter, but at 6,309 over the 2013 calendar year remain more than 20 
percent below historical averages and well below the levels required to meet needs posed 
by a rising population. 

REINZ, HOUSE SALES – JANUARY

Sales volumes rose 3.7 percent sa in January, but this follows a period of weaker dwelling 
turnover following the introduction of the high-LVR speed limits in October, with sales 
volumes down 6.2 percent sa in the three months to January. Our seasonally adjusted 
estimates show rises in sales volumes in most regions, while Auckland volumes were 
broadly unchanged on a month prior. Sales volumes for only four regions are higher than 
a year ago, led by Central Otago, Northland, and Canterbury, whereas most regions – 
including Auckland – fell. Our estimates suggest that the slowdown in volume growth 
is starting to impact on prices. The stratifi ed house price index, which controls for the 
composition of dwellings sold, fell 0.3 percent sa in January, with annual house price 
infl ation easing to 7.7 percent. Our estimates suggest that the moderation in house price 
infl ation is coming primarily from the regions. Annual house price infl ation remains high 
in Auckland and Canterbury, at 12.9 and 10.8 percent respectively, whereas annual house 
price infl ation over the remainder of New Zealand equated to only 4.7 percent. 

STATISTICS NZ, EXTERNAL MIGRATION – DECEMBER

Annual net immigration lifted to 22,468 persons in 2013, the highest calendar year total 
since 2003. This refl ects strong arrivals but mostly low departures, with the net PLT outfl ow 
to Australia slowing to 19,605 persons, as compared to a close to 39,000 person exodus in 
2012. Demand in our two largest centres is being underpinned by rising net immigration, 
with the annual net PLT infl ow into the Canterbury region, at 4,546 persons, continuing to 
move up. Moreover, annual net PLT infl ow into Auckland, at 10,924 persons, continued to 
move up, and is a contributing factor behind more property market buoyancy in that region. 
These two regions accounted for a large chunk of the annual net PLT infl ow over the last 12 
months, and look set to continue to remain magnets for some time to come.

RBNZ, MORTGAGE APPROVALS – MID-FEBRUARY

The volume of mortgage approvals eased 5.2 percent (seasonally adjusted) in the month 
of January, with the value of approvals dropping 7.9 percent sa. Mortgage approvals to 
mid February are still tracking around 10 percent lower than what was evident 12 months 
earlier.

RBNZ, HOUSEHOLD CREDIT GROWTH – DECEMBER

Mortgage lending to households rose 0.4 percent sa in December, the weakest monthly 
increase since July. Annual growth in the series was unchanged at 5.9 percent.

Why are you in 
such a hurry? Is 
it really worth 
the worry? Look 
around, then slow 
down.

What’s it like 
inside the bubble? 
Does your head 
ever give you 
trouble? It’s no 
sin, trade it in.

Hang on, help is 
on its way. I’ll be 
there as fast as I 
can.

Are you always 
in confusion? 
Surrounded by 
illusion?

Seem to make a 
good beginning,
Someone else 
ends up winning.

(With thanks to the 
Little River Band) 

THE MONTH IN REVIEW
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The housing market has been supported by housing shortages, high net immigration, and low (but rising) 
mortgage rates. The RBNZ remain confi dent that the high-LVR speed limits will help to slow house price 
infl ation, with the REINZ data partly supporting this. OCR rises are coming, nonetheless. Climbing housing 
construction and pending increases in mortgage interest rates will eventually help reduce pressure on prices, 
but the RBNZ are likely to remain vigilant given the fi nancial stability and infl ation risks posed by the buoyant 
Auckland property market. 

We use ten gauges to assess the state of the property market and look for signs that changes are in the wind.

AFFORDABILITY. For new entrants into the housing market, we measure affordability using the ratio of house 
prices to income (adjusted for interest rates) and mortgage payments as a proportion of income.

SERVICEABILITY/INDEBTEDNESS. For existing homeowners, serviceability relates interest payments to 
income, while indebtedness is measured as the level of debt relative to income.

INTEREST RATES. Interest rates affect both the affordability of new houses and the serviceability of existing 
mortgage payments.

MIGRATION. A key source of demand for housing.

SUPPLY-DEMAND BALANCE. We use dwelling consents issuance to proxy growth in supply. Demand is 
derived via the natural growth rate in the population, net migration, and the average household size.

CONSENTS AND HOUSE SALES. These are both key gauges of activity in the property market.

LIQUIDITY. We look at growth in private sector credit relative to GDP to assess the availability of credit in 
supporting the property market.

GLOBALISATION. We look at relative property price movements between New Zealand, the US, UK and 
Australia in recognition of the important role that globalisation is playing in NZ’s property cycle.

HOUSING SUPPLY. We look at the supply of housing listed on the market, recorded as the number of months 
needed to clear the housing stock. A high fi gure indicates that buyers have the upper hand.

RENTAL GROWTH. We look at growth in the median market rent as an indication of whether it is a better time 
to buy versus rent, and how rental yields are shaping up for the property investor.

Indicator Level
Direction 
for prices

Comment

Affordability Plan for some pain ↔/↓ Rising house prices are hindering affordability.

Serviceability/ 
indebtedness

Good times gone ↔//↓ The proportion of weekly income spent on the mortgage repayments 
is up to a 3-year high.

Interest rates / 
RBNZ

One way bet ↔/↓ Minor tweak to fi xed rates. A hike in the OCR is already factored into 
the pricing of wholesale interest rates.

Migration Invasive ↑ Net PLT migration lifted to a 10-year high.

Supply-demand 
balance

Build it and they 
will… already be 

here
↔/↑ A larger net migration infl ow is pushing up demand for housing, with 

supply remaining tight.

Consents and 
house sales

Often licked, 
never beaten

↔ Consents are on the up but the volume of house sales is under 
pressure after the introduction of LVR lending restrictions.

Liquidity Lubricant ↔ Moderate credit growth, but LVR restrictions gaining traction.

Globalisation Out in front ↔/↓ NZ leading the other nations but the rest are catching up fast.

Housing supply Restless ↔/↓ Listings have risen to a 15-month high.

Median rent About time ↔/↑ Rents ticked up to a new high in January, 6.1 percent above last 
year’s fi gure.

On balance
Time to take the 

new ball?
↔ LVR restrictions continue to dampen sales volumes.

PROPERTY GAUGES
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SUMMARY

The economy is fi rmly into a broad-based economic expansion. The drivers are not hard to identify: pent-
up demand, high commodity export prices pushing the goods terms of trade to a 40-year high, the $40bn 
Canterbury rebuild gaining pace, rising net immigration, an improving labour market and still-low mortgage 
interest rates supporting domestic spending. Investment will be a major driver of growth over the coming 
years. The magnitude of the boom will be capped by a weak national balance sheet and resource availability, 
with bottlenecks set to appear over coming years.   

OVERVIEW 

NZ’s economic momentum is lifting. What is particularly striking is the broad-based nature of the 
expansion, as evidenced by the number of sectors pointing up. There are the obvious pro-cyclical drivers, in the 
form of accommodative fi nancial conditions, pent-up demand, high commodity prices, and a net immigration-
assisted pick-up in population. Business and consumer confi dence remain high and the demand for labour is 
strengthening.

But these recent developments must be read in conjunction with much deeper forces shaping the medium-term 
outlook, both positive and negative:

• The national balance sheet is still weak. Net external debt at around two-thirds of GDP is world class 
– at the wrong end of the spectrum. The household saving rate is a big doughnut. That means limited 
scope for a pro-cyclical borrow-and-spend recovery. The economy still needs to deleverage; we don’t need 
to scrimp, but income growth needs to exceed spending growth, given the realities of a poor national and 
household saving performance. 

• Fiscal policy is contractionary. The NZ government is on track to deliver a surplus in 2014/15. More 
money will be taken out of the economy in taxes than the government puts back in. That’s a headwind.

• The NZD is a drag on activity. The TWI is around one quarter above historical averages, presenting a 
signifi cant headwind to tradable sector participants not benefi ting from high commodity prices. While much 
is penned about the NZD/USD, the NZD/AUD has rocketed from signifi cantly under-valued to signifi cantly 
over-valued within a year, and we suspect it will remain high, kicking away an important crutch of support to 
the wider export sector.

• The connectivity story with Asia is ongoing. Our commodity prices are elevated, China has surpassed 
Australia as our number one merchandise export destination, and visitor arrivals from China increased by 20 
percent in 2013. There are wider opportunities in South America and wealthier parts of the Middle East, as 
well as the broader Asia region. When fi rms see growth they invest, which is what we are seeing now. 

• The global scene may have stabilised, but risks of an accident are clear, as the exceptional policy 
stimulus experiment is wound down. Eyes are on emerging markets – including China.

• The $40bn Christchurch rebuild will be around for at least a decade, but it faces challenges in 
producing a real return on investment as costs escalate. 

• Housing shortages in Auckland are acute; while it’s recovering from its lows, residential construction still 
sits below historical norms. That’s a signifi cant growth pipeline if supply-demand balance is to be restored. 

• The RBNZ is wary of borrow-and-spend habits gaining a strong foot-hold and have put in place loan-
to-value ratio lending restrictions. They will be around for some time. 

Net on net the economy has strong momentum and we have pencilled in around 3½ percent growth 
for 2014 and the same in 2015. Investment will be a major growth driver in the NZ economy over 
the medium term. Not only will this take the form of construction sector investment, but we are more likely to 
see renewed focus on building up the productive capital stock. The Government will also be playing a key role 
here, with the National Infrastructure Unit earmarking more than 3,000 infrastructure projects over the next 10 
years, with a total spend of around $92bn.

This growth pipeline will place pressure on the economy’s resource capacity over the coming years.  
Resource availability will replace demand as being the primary constraint on growth. This implies rising infl ation 
and a higher OCR.  

ECONOMIC BACKDROP
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SUMMARY

The only change to ANZ’s carded mortgage rates in February was a lift in the 6-12 month fi xed rates by up 
to 20bps. Financial markets continue to expect the OCR to rise by over 1 percent in 2014 and a further 0.6 
percent over 2015, a factor borrowers should take into consideration when making the decision to fi x. While 
further increases in mortgage rates are inevitable, breakeven tables show that stiff rises in rates are needed 
to fi x for longer than 2 years. Pricing remains more attractive for terms of 12-18 months. That said, borrowers 
may wish to consider fi xing a small portion of their mortgage for longer terms for the sake of certainty.

OUR VIEW

ANZ’s carded fi xed mortgage rates are little changed 
from a month ago, with ANZ announcing small lifts in  
6 and 12 month fi xed rates (of up to 20bps) late in 
February. Wholesale rates were also little changed on 
the month. With the RBNZ signalling they need to lift the 
OCR “soon” and the market fully priced for a 25bp rate 
hike in March, our focus will be on comments relating 
to the size and scope of future rate hikes. Like the 
market, ANZ expects the OCR to rise by 1 percent 
in 2014. If the RBNZ delivers on current market 
expectations, carded fl oating mortgage rates could rise 
to 6.75 percent by the end of 2014 and to 7.5 percent by 
the end of 2015. 

But while we believe the RBNZ will raise rates 
this year, this does not necessarily imply that 
borrowers should be in a hurry to fi x for more than 
2 years. For standard (i.e. non low-equity) borrowers, 
fl oating rates are more sensitive to OCR moves and are 
already higher than short-term fi xed rates. By contrast, 
tighter competition for 6-18 month terms makes these 
rates more attractive and bias breakevens higher. This 
helps swing the balance in favour of shorter-term 
fi xed rates.

We are also mindful that an expectation of higher 
interest rates is now “priced in” to mortgage rates. 
Consequently, we still believe it makes sense to heavily 
weight your borrowing towards short-dated fi xed rates 
which offer the lowest rates on the curve. This is borne 
out by our breakeven analysis, which shows for example, 
that the 1 year (standard) rate would need to rise from 5.69 percent to 6.89 percent in 1 year’s time for 
borrowers to come out on top by fi xing for 2 years now.

The fact that breakevens rise so sharply means that borrowers ought to be cautious when fi xing 
for longer periods. The 6 month fi xed rate continues to offer the lowest point on the mortgage curve, but it 
provides very little protection and will likely expose borrowers to “rate shock” when it rolls off. With interest 
rates out to 18 months close to or below fl oating rates, and the OCR set to rise from March, we see little 
worth in selecting fl oating rates unless one is able to negotiate a signifi cant discount. Instead, we 
remain focused on the 1 year and 18 month terms.

There is nonetheless merit in fi xing a portion of mortgage debt for longer terms due to the certainty 
it brings. There is more to fi xing than cost. Locking in a portion of your mortgage for a longer period of 3-5 
year terms at 6.65-7.20 percent may turn out to be more expensive than fi xing for shorter terms if the RBNZ 
fails to deliver on current market expectations, but households who do fi x for longer terms will gain more 
certainty over mortgage servicing costs.

MORTGAGE BORROWING STRATEGY

Low-Equity Rates
Breakevens for Low equity 

borrowers

Term Current
in 

6mths
in 1yr

in 
18mths

in 2 
yrs

Floating 5.74%

6 months 5.89% 6.49% 6.67% 8.11% 7.69%

1 year 6.19% 6.58% 7.39% 7.90% 7.87%

18 months 6.35% 7.09% 7.49% 7.95% 8.03%

2 years 6.79% 7.24% 7.63% 8.05% 8.19%

3 years 7.15% 7.56% 7.95% 8.22% 8.31%

4 years 7.49% 7.81% 8.08%

5 years 7.70%

Carded Mortgage 
Rates

Breakevens for 20%+ equity 
borrowers

Term Current
in 

6mths
in 1yr

in 
18mths

in 2 
yrs

Floating 5.74%

6 months 5.39% 5.99% 6.17% 7.61% 7.19%

1 year 5.69% 6.08% 6.89% 7.40% 7.37%

18 months 5.85% 6.59% 6.99% 7.45% 7.53%

2 years 6.29% 6.74% 7.13% 7.55% 7.69%

3 years 6.65% 7.06% 7.42% 7.72% 7.81%

4 years 6.99% 7.31% 7.58%

5 years 7.20%
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FEATURE ARTICLE: MIGRATION UPDATE

SUMMARY

Large swings in external migration have historically been one of the key drivers in economic and housing 
market cycles in this country. Much of the recent turnaround in net migration has been due to a sharp fall-off in 
departure numbers to Australia, with the stronger employment outlook encouraging would be emigrants to stay 
off the plane. The steady pick-up in immigrant arrivals largely refl ects a strengthening in non–NZ residents, 
with the importance of China and other non-OECD destinations increasing. While the conventional wisdom is 
that increasing migration infl ows will add more to infl ationary pressure, increased migration fl ows present an 
opportunity to expand productive capacity and smooth through some of the frictions in the economy. 

RECENT MIGRATION FLOWS

Migration infl ows into New Zealand have been strengthening. Net permanent and long-term (PLT) 
infl ows into the NZ economy swelled to 22,500 persons in the 2013 year, the highest net infl ow in around a 
decade. When short-term (less than one year) migration fl ows are included, the total net infl ow was around 
27,000 persons. With migration fl ows more cyclical than changes in population due to natural increase, resident 
population growth in the 2013 year reached a 3-year high. Historically, net migration fl ows are a major swing 
variable for the economy, with high rates of net inward migration tending to coincide with periods of fi rmer than 
average GDP growth. 

Examining net migration fl ows between New Zealand and the rest of the world shows that NZ tends 
to gain population fl ows from migration, but that we tend to lose more people to Australia than we 
gain. New Zealand typically acts as a spring-board to our much larger and richer cousin. Historically, much of 
the variability in PLT departures is attributable to fl ows in PLT departures to Australia, with the 15,000 person 
fall in PLT departures in the past 12 months due to a fall-off in departures to Australia of a similar size. 
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FEATURE ARTICLE: MIGRATION UPDATE

Changes to benefi t eligibility criteria around the start of the previous decade saw a spike in 
departure numbers to Australia. Since then, however – with the exception of Canterbury’s post-
earthquake exodus from NZ (which has now slowed sharply) – respective labour market conditions have 
tended to be the primary infl uence on fl ows between the two countries. Job advertisements here are 
strengthening relative to those across the Tasman. Our unemployment rate is at a 4½-year low and is set to 
fall over the course of this year. Australia’s unemployment rate, at 6 percent, is the same as ours, but has been 
edging up over the last 18 months. Moreover, NZ’s participation rate is higher as well, which signals more job 
availability for those seeking work. The stronger NZ labour market vis-à-vis the other side of the Tasman is 
expected to stem the outfl ow of migrants for a while yet.

While the conventional wisdom is that the strengthening in PLT arrivals has been driven by an 
increasing number of Kiwis returning home, the bulk of the recent climb in PLT arrival numbers has 
in fact been attributable to strengthening PLT arrivals of non-NZ residents. Non-resident PLT arrival 
numbers dipped immediately following the global fi nancial crisis and softened around the time of the Canterbury 
earthquakes, but have been climbing steadily over the past year or so. Viewing the composition of arrivals over 
the last decade confi rms that the UK and Australia remain the largest source of arrivals. However, arrivals from 
the UK have been on a declining trend over the last decade, with much of the recent increase in arrivals from 
Australia refl ective of a lift in arrivals from NZ residents from across the Tasman. Also apparent has been the 
growing infl uence of China and India, with arrivals from non-OECD countries strengthening. This should come 
as no surprise. Both nations – and China in particular – are growing in terms of economic relevance for NZ.Inc 
(China is now our largest merchandise trading partner) and with that it is inevitable that investment and labour 
trends follow. A massive lift in the number of Chinese students studying here (already at 25,000 in 2012, with 
expectations of a sharp rise from this level) has been a positive linkage too.
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FEATURE ARTICLE: MIGRATION UPDATE

Given the strong performance of the NZ economy compared to other overseas destinations the 
outlook is for PLT arrivals to hold up over the course of the year. We now reside in a world where labour 
is more mobile and jobs and opportunities count. This is where migration can become somewhat of a swing 
variable for an economy; get the right conditions in place for migration and associated migrant infl ows and 
population growth “swings” you into a higher trajectory. As such, annual net PLT immigration looks on 
track to top 30,000 persons by the middle of this year. 

THE IMPACTS OF MIGRATION

When examining the impacts of migration infl ows, the focal point is usually the housing market. 
Historically there has been a reasonably close relationship between swings in migration, house prices, and 
housing activity. More people in New Zealand means a higher demand for housing, which typically coincides 
with a ratcheting up of house prices, and strengthening residential construction activity. The early 1970s, 
mid 1990s and early 2000s housing cycles coincided with large swings in resident population. There 
is a raft of NZ research on this issue, with recent RBNZ estimates (2013) suggesting an additional net infl ow 
equivalent to 1 percent to the population leads to an 8 percent increase in house prices over the following 
three years and an additional dwelling built for every six migrants. It also fi nds that more arrivals have a larger 
impact than lower departures, with arrivals from Europe having a bigger impact than those from Asia.

What is apparent this time around, however, is that house price infl ation had already lifted before 
net migration fl ows started to strengthen. While there are demand-side facets, our analysis suggests that 
supply-side factors have also contributed to regional housing market differences. There is a low inventory of 
existing properties for sale in the Auckland and Canterbury markets, and in addition, housing construction has 
failed to keep pace with rising population in several regions, most notably Auckland (see next month’s Property 
Focus for our updated estimates of regional housing demand and supply balances). It appears that several 
factors have been infl uential: the concerted period of underbuilding, the destruction of around 10 
percent of the Christchurch housing stock in the Canterbury earthquakes, low mortgage interest 
rates, and the low inventory of properties on the market.

There are strong regional facets to migration fl ows. While a cyclical pattern for migration fl ows is evident 
in most areas of the country, net PLT infl ows into Auckland tend to have a higher proportion of returning 
residents than other regions in the country. Of late, however, Canterbury has been experiencing a turnaround in 
migration fl ows after the exodus following the Canterbury earthquakes. The combination of rising net migration 
in these centres, a low inventory of existing properties on the market, and prior underbuilding have contributed 
to house prices in Auckland and Canterbury outperforming the rest of the country. 
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In 2013 a sharp fall in PLT departures accounted for around two thirds of the swing in net PLT 
immigration compared to the previous year, with the remaining third attributable to a lift in PLT 
arrivals. This matters for regional house performance because arrivals tend to want to domicile in Auckland 
(which is why the current points system offers incentives for migrants to settle elsewhere). Departures tend 
to come from all parts of New Zealand. Our regional housing balance measures point to so-called housing 
shortages in Auckland and Canterbury, with a surfeit across most other regions in New Zealand. This dynamic 
won’t eliminate a positive impact on house prices from migration, but the mix of departures versus arrivals will 
help temper the magnitude. 

Although the focus tends to be on its impact on the housing impact, migration fl ows generate much 
wider economic impacts. The table below summarises contemporaneous correlation coeffi cients between 
two measures of net migration and a range of variables. Not surprisingly, there is a strong positive correlation 
between net immigration and population growth, with a positive correlation also evident between migration 
and house prices, and various measures of NZ economic and labour market activity, as well as changes in the 
NZD. Correlation, however, does not imply causation – there are likely to be a range of factors infl uencing both. 
Migration both refl ects and reinforces the New Zealand economic cycle.

Cross correlations with annual net migration fl ows1

Correlations over 0.5 are in bold

Net PLT Immigration Total Net Immigration

1992-2013 2002-13 1992-2013 2002-13

Population growth 0.98 0.98 0.72 0.75

GDP 0.34 0.49 0.25 0.26

Private consumption 0.53 0.49 0.33 0.29

Residential investment 0.38 0.47 0.26 0.28

House price infl ation 0.66 0.57 0.39 0.30

TWI – Annual change 0.59 0.42 0.41 0.27

HLFS employment 0.43 0.37 0.29 0.22

CPI infl ation ex GST 0.21 0.00 0.25 0.19

Real 90-day interest rates 0.10 0.14 0.07 0.18

Capacity2 0.32 0.30 0.31 0.27

Sources: ANZ, Statistics NZ, REINZ
1 Migration variables are expressed as a proportion of resident population. 
2 QSBO – capacity and labour as factors limiting expansion 
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In terms of the overall infl ationary impact, increased migration has historically tended to provide 
more support to the demand side of the economy. People need be immediately housed, clothed and fed, 
whereas it can take a while for migrants to fi nd work. Indeed, there has tended to be a mild positive correlation 
between net migration and capacity-based metrics of economic stretch and measures of domestically generated 
infl ation, though the fact higher net migration is often associated with a higher NZD (not necessarily causal) 
tends to provide an offsetting impact in terms of the effect on tradable CPI prices. 

THE IMPORTANCE OF THE SUPPLY SIDE

While a strengthening migration outlook is likely to present upside risks to the outlook for 
infl ation, this is likely to be tempered considerably if the additional labour infl ows generated by 
more migration are effective in alleviating chronic skill shortages and/or if the migration attracts 
productive capital investment as well as fi nding ways to do things better. We have observed a lift in PLT 
arrivals of skilled and semi-skilled migrants, which will go some way to alleviating bottlenecks in the economy, 
although an infl ux of more tradespeople is clearly needed. The construction sector is expected to account for 
around a third of our nationwide growth over the next three years, if suffi cient capacity is found. This is where 
the timing of the peaking and associated tailing-off in prospects for the mining sector in Australia could prove 
fortuitous for NZ in terms of returning tradespeople. 
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The Government seem to be on a similar page, with priority given to migrants possessing the necessary 
skill sets and to those with a job offer from a NZ employer. Late last year the Government announced a new 
visa named “Entrepreneur Work”, a new points-based system for assessing business migrants, which will be 
implemented by the end of March 2014. In addition to a minimum of $100,000 in capital investment, the 
system introduced a points system designed to ensure that successful applicants could create high growth 
and innovative businesses with export potential. An overall pass mark of 120 points would need to be met. 
Points would be awarded for business experience, job creation and export potential, innovation, and capital 
investment, as well as age. Signifi cantly, the points system places emphasis on migrants who plan to invest 
(and reside) outside of the Auckland region, with these migrants awarded an extra 20 points. 

THE UPSHOT

Resource stretch, including in the housing market, seems inevitable in the New Zealand economy as the 
economic expansion runs its course. Net migration will both refl ect the economy’s relative strength 
and contribute to it, as more people need to be housed, clothed and fed. The impact on the supply side is 
less certain but no less important – the degree to which New Zealand manages to tailor the skill sets of 
migrants to what will prove to be very specifi c needs over coming years will have large impact on 
how well the supply side of the economy can keep pace, and therefore the degree to which the Reserve 
Bank is forced to hit the brakes.
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Weekly mortgage repayments table (based on 25-year term)

Mortgage Rate (%)

M
o

rt
g

a
g

e
 S

iz
e
 (

$
’0

0
0

)

5.00 5.25 5.50 5.75 6.00 6.25 6.50 6.75 7.00 7.25 7.50 7.75 8.00 8.25

200 270 276 283 290 297 304 311 319 326 333 341 348 356 364

250 337 345 354 363 371 380 389 398 407 417 426 435 445 455

300 404 415 425 435 446 456 467 478 489 500 511 522 534 545

350 472 484 496 508 520 532 545 558 570 583 596 610 623 636

400 539 553 566 580 594 608 623 637 652 667 682 697 712 727

450 607 622 637 653 669 684 701 717 733 750 767 784 801 818

500 674 691 708 725 743 761 778 797 815 833 852 871 890 909

550 741 760 779 798 817 837 856 876 896 917 937 958 979 1,000

600 809 829 850 870 891 913 934 956 978 1,000 1,022 1,045 1,068 1,091

650 876 898 920 943 966 989 1,012 1,036 1,059 1,083 1,108 1,132 1,157 1,182

700 944 967 991 1,015 1,040 1,065 1,090 1,115 1,141 1,167 1,193 1,219 1,246 1,273

750 1,011 1,036 1,062 1,088 1,114 1,141 1,168 1,195 1,222 1,250 1,278 1,306 1,335 1,364

800 1,078 1,105 1,133 1,160 1,188 1,217 1,246 1,274 1,304 1,333 1,363 1,393 1,424 1,454

850 1,146 1,174 1,204 1,233 1,263 1,293 1,323 1,354 1,385 1,417 1,448 1,480 1,513 1,545

900 1,213 1,244 1,274 1,306 1,337 1,369 1,401 1,434 1,467 1,500 1,534 1,567 1,602 1,636

950 1,281 1,313 1,345 1,378 1,411 1,445 1,479 1,513 1,548 1,583 1,619 1,655 1,691 1,727

1000 1,348 1,382 1,416 1,451 1,486 1,521 1,557 1,593 1,630 1,667 1,704 1,742 1,780 1,818

Housing market indicators for January 2014 (based on REINZ data)

 
House prices 

(ann % 
change)

3mth % 
change

No of 
sales 
(sa)

Mthly % 
change

Avg days 
to sell 
(sa)

Comment

Northland 9.1 3.4 187 +15% 56 Strongest number of house sales for a January since 2007

Auckland 11.8 2.7 2,585 0% 34 Strong annual growth in prices with two regions close behind

Waikato/BOP/Gisborne 9.7 5.3 907 +6% 45 7th consecutive mthly increase in house prices to a new high

Hawke’s Bay 0.9 -5.8 222 +12% 52 Weakest 3mth span in house price growth across the regions

Taranaki -0.7 -0.4 266 +37% 48 Volume of house sales rebound from 3-year low in December

Manawatu/Whanganui 1.0 7.9 151 +5% 50 Strongest lift in house prices over past three months

Wellington -2.0 1.9 604 -4% 32 First time in over 2 yrs that Wgtn trails annual price change

Nelson/Marlborough 11.7 2.6 241 +2% 40 Median sale price hit a new record high of $380,000 s.a.

Canterbury/Westland 7.7 2.8 876 +5% 30 Still the quickest place to sell a house but starting to edge up

Central Otago Lakes 0.3 5.9 136 +15% 57 Longest time to sell but still below long-term avg of 59 days

Otago 10.9 2.9 223 +8% 35 Recorded fi rst double-digit annual price growth since Mar-12

Southland 7.5 3.9 121 -5% 39 Lowest sales volumes recorded by the region in 7 months

NEW ZEALAND 8.8 4.3 6,557 +4% 36 Sales volumes lifted in January, but are lower post-LVR

Key forecasts
Actual Forecast

Economic indicators Jun-13 Sep-13 Dec-13 Mar-14 Jun-14 Sep-14 Dec-14 Mar-15 Jun-15 Sep-15

GDP (Ann Avg % Chg) 2.2 2.6 2.7(f) 3.1 3.5 3.6 3.7 3.6 3.4 3.3

CPI Infl ation (%) 0.7 1.4 1.6 1.8 2.0 1.9 2.1 2.2 2.4 2.5

Unemployment Rate (%) 6.4 6.2 6.0 5.7 5.6 5.5 5.5 5.5 5.4 5.4

Actual Forecast (end month)

Interest rates (carded) Dec-13 Jan-14 Latest Mar-14 Jun-14 Sep-14 Dec-14 Mar-15 Jun-15 Sep-15

Offi cial Cash Rate 2.50 2.50 2.50 2.75 3.25 3.25 3.50 3.75 3.75 4.00

90-Day Bank Bill Rate 2.8 2.9 3.0 3.2 3.5 3.5 3.9 4.0 4.0 4.4

Floating Mortgage Rate 5.7 5.7 5.7 5.9 6.4 6.4 6.6 6.9 6.9 7.1

1-Yr Fixed Mortgage Rate 5.2 5.5 5.6 5.7 6.1 6.5 7.0 7.0 7.0 7.2

2-Yr Fixed Mortgage Rate 6.0 6.0 6.0 6.2 6.4 6.7 6.9 7.0 7.1 7.3

5-Yr Fixed Mortgage Rate 7.1 7.2 7.2 7.2 7.3 7.4 7.4 7.4 7.4 7.5

KEY FORECASTS
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