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Can we cope with higher mortgage rates? Redux 
A quick look at household balance sheets and implications for our forecasts  

 

• We estimate that higher mortgage interest rates will add a (net) $5.6b to aggregate household outgoings over the 
coming 18 months. It’s a big number, but we expect it to be fully offset by strong income growth. 

• However, adding in other cost of living hikes lifts this estimate to more like $15b. Strong growth in household 
wealth will help buffer this impact, but most of it is tied up in housing. And you can’t pay the bills with your house.  

• We’re left with support for our view that consumer spending growth will slow to a crawl later this year.  
 

Summary 
With mortgage rates rising at the fastest pace in 20 years, there’s plenty of attention on the ability of households and 

the economy to cope. We thought it was timely to update and expand our analysis from this time last year.  

The numbers are macro-level, which underplay the difficulties faced by those at the pointy end of the debt 

distribution. But we can at least pull out some ball-park economy wide impacts. Overall, we estimate that higher 

mortgage rates could add a net $5.6b to household outgoings by the end of next year.  

This looks reasonably manageable, not least because it should be offset by strong growth in labour incomes over the 

coming 18 months. However, adding in broader cost of living impacts outside of mortgage rates (food, fuel, rents etc.) 

produces a bill closer to $15b. That’s a big hit for households and the economy to absorb over the coming 18 months. 

For reference, it’s roughly equivalent to 9% of retail sales. 

The RBNZ is putting plenty of store in the buffering impact from strong household balance sheets. We find that they 

are indeed in good shape, with reported household net worth surging by around $600b through the pandemic. Most 

of this wealth run-up reflects the revaluation effect from the boom in house prices.  

This raises a couple of issues. First, house prices are now falling, meaning a chunk of this (paper) wealth will be 

disappearing again. This flipping of the wealth effect is typically not good news for retail spending. Second, you can’t 

use your house to pay the bills. Cash and deposits comprise a comparatively small part of household assets. 

So, will households run down savings to pay the bills, or will they cut up the credit card? We think it will be a 

combination, but with a healthy dose of the latter. It’s well known that households have built up a swathe of savings 

through the pandemic. But our ball-park estimates suggest that the mortgage rate and cost of living hit of around 

$15b is of a size roughly equivalent to two thirds of all post-COVID savings. We doubt these savings will be chewed up 

by spiking costs, partly because the savings distribution won’t evenly match the pain. Belts will be tightened. 

Overall, we’re left with support for our view that consumer spending growth will slow to a crawl later this year. 
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It’s been a year  
This time last year we asked, Can we cope with higher mortgage rates? The conclusion was, broadly, yes. But a lot has 

happened since then. Mortgage interest rates are way higher. Our old upside scenario in which we stress tested on a 

4% mortgage rate now looks decidedly undercooked. 

 

In this note we update and significantly expand our analysis. In particular, we include a closer examination of the 

RBNZ’s claim that the household sector can readily cope with what has been the most rapid run-up in mortgage rates 

in 20 years. The data and analysis are necessarily high-level, meaning it will smooth over the difficulties those at the 

pointier end of the debt distribution will be facing. But we can at least pull out some ball-park impacts. We also assess 

the implications for our forecasts for house prices, retail spending, and GDP more generally.  

 

So it begins 
Our interest rate forecasts call for an additional 150bps of OCR hikes, taking the cash rate to 3.50% by the end of 

2022. All of this (and more) is priced into wholesale interest rates already. This means there’s further upside in 

mortgage rates, but not a huge amount (see our 

latest forecasts here).  

 

Mortgage rates have been increasing rapidly since 

around this time last year, but most of the impact 

from these higher rates is yet to be felt. The process 

of mortgage borrowers rolling off old mortgage terms 

onto higher rates is slow moving. The “effective 

mortgage rate” (EMR) is an estimate of the average 

rate being paid on the stock of mortgage debt.  

 

The chart shows that the EMR has only just begun to 

increase, but it has a long way to rise. On our rough 

estimates, it’s lifted only around 60 basis points from the 2021 lows, with another 230bps to come through over the 

next few years.   

 

A $5 billion shock 
Debt servicing payments fell to very low levels through the COVID era as the RBNZ slashed mortgage rates. But 

mortgage payments are set to rise sharply over the next few years as the EMR moves up. The chart shows that debt 

servicing will lift from 5% of aggregate disposable 

income to more like 10% over the next few years. This 

is more a reversion to ‘normal’ than anything crazy, 

but it’s still a level not seen since 2015.  

 

If you’re thinking 10% sounds a bit low relative to your 

own situation, you’re probably right. Macro averages 

hide the wide range of circumstances facing individual 

borrowers. Not everyone owns a house, and not 

everyone that owns a house has a mortgage. We also 

know that household debt became more concentrated 

through the pandemic, with larger mortgages amongst 

fewer households.  
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Based on our EMR projections, and on average borrowings of $260,000, a ‘typical’ borrower would see an increase in 

debt servicing costs of around $5,700 p.a (excluding principal repayments) from now through to end 2023. That’s 

about 11% of disposable income now, rising to 18% by end 2023.  

 

The lift in debt servicing will be much steeper for relatively new entrants to the housing market. This cohort typically 

has lower housing equity and, hence, higher debt. For example, consider a household that purchased an Auckland 

home at the median price of $1.2m in August last year. Assuming a 20% deposit, and an even split between variable 

and one-year fixed rate borrowing, debt servicing costs (excluding principal) are about to rocket from $2,800/month 

to $4,500/month. That’s about 39% of average disposable income rising to 62%. That will be really stretching things.  

 

Writ large, we estimate an increase in the effective mortgage rate along the lines of the above will result in an extra 

$7.3b in household debt servicing payments by the end of next year. Of course, a chunk of this will be redistributed to 

net savers. The issue is that household deposits are noticeably smaller than mortgage debt (around $230b compared 

to $330b). Income derived from savings is also taxed, and generally less likely to be spent. Bearing these factors in 

mind, we estimate that an extra roughly $1.6b could be returned to household deposit holders by the end of 2023 

thanks to higher interest rates. Trimming this from our $7.3b figure above leaves a net $5.6b estimate of the 

mortgage rate cost shock facing households. 

 

Wage growth an important offset 
It's a big number, but is it material in the context of the broader economy?  

 

For perspective, 18 months’ worth of retail spending in NZ amounts to around $165b. In an extreme scenario where 

households were forced to trim spending by the full amount of the (net) mortgage rate hit, it would pull spending 

down by just over 3%. That’s reasonably material. But we need to account for the offsets coming through from the 

rock-solid labour market. We expect raw wage growth increases of 6-7% over next couple of years which, on their 

own and at a macro level, will more than fill the 

hole left by higher mortgage rates. This won’t be 

true for everyone but, at a macro level, the 

economy should be ok.    

 

Supporting the idea of household resilience to 

higher mortgage rates, banks have been “testing” 

new mortgage borrowers on mortgage rates of 6-

7% over the past few years. That’s even as carded 

mortgage rates hit record lows below 3% in 2021. 

These test rates are close to where we currently 

see the effective mortgage rate ending up. This is 

not to say there won’t have to be some serious 

belt-tightening, but it does provide some comfort 

that household finances have already been stress-tested on the sort of rates we see panning out over the coming few 

years. 

 

But adding in other living costs changes the picture 
There’s still a fly in the ointment though. Higher mortgage interest rates aren’t the only game in town when it comes 

to cost of living hikes. Inflation is suddenly everywhere. It’s unlikely the bank test rate analysis noted above 

incorporated the full extent of recent cost of living spikes.  

 

Adding in higher food, housing, and fuel bills – based on Mark Smith’s excellent prior analysis – changes the picture a 

little. These costs, alongside higher mortgage rates, lift the estimated hit to household budgets over the coming 18 
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months from a net $5.6b for just interest rates, to an estimate more like $15.3b. That’s conservative too, as it doesn’t 

assume any additional food/rent/fuel prices hikes over 2023.  

 

Price hikes in essential spending areas like food and fuel act like a tax on discretionary incomes, they’re hard for 

households to dodge. In theory, mortgages can be restructured to provide some payment relief – either via reduced 

principal payments or extending duration. However, there may not be as much room to move on this front this time 

around. Much depends on the buffering impact from strong household balance sheets. The RBNZ in particular has 

placed a lot of faith in these when queried on household resilience to much higher mortgage interest rates. Below, we 

take a quick look at the structure of household balance sheets to test their potential resilience to the upcoming cost 

shock. 

 

Household balance sheets will provide a buffer… 
The first point is that the COVID shock was historically weird in that it resulted in a positive balance sheet impact for 

households in aggregate. This certainly wasn’t the case during the Global Financial Crisis for example, the last big 

global recession.  

 

Household net worth surged by around $600b from March 2020 to December 2021. The chart below shows that most 

of this reflects the boom in house prices of the past two years. The value of houses (including land) leapt around 45% 

from March 2020 to December 2021 according to Stats NZ data. This almost exactly matches the 43% increase in the 

Corelogic quarterly house price index over the same period. Growth in deposits (17%) and equities & investment 

funds (23%) was noticeably less. Liabilities increased 15%, which almost entirely reflected the extra housing loans 

used to fuel the boom.  

 

…but you can’t use your house to pay the bills  
This analysis brings forth a couple of issues.  

 

First, higher house prices have been responsible for most of run-up in household wealth since 2020, but the fact they 

are now falling means a good chunk of this paper wealth will be disappearing again. Household net wealth is still in a 

strong position overall, but this negative wealth effect is typically not good news for retail spending and the economy 

more generally. There’s a very close relationship in NZ between house price inflation and spending habits (chart 

below). The good housing boom giveth, now it taketh away. 
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Second, you can’t use your house to pay the bills. A 

strong household balance sheet thanks to an 

inflated house price is all very well but to pay 

higher mortgage rates, food prices, and petrol 

costs you need cash.  

 

Cash and deposits comprise a comparatively small 

part of household assets, although they have 

grown strongly through the COVID period. Indeed, 

we and the RBNZ have highlighted before the 

sharp lift in household savings over the past two 

years. It might have been forced savings, but it still 

counts.  

 

Calling on the rainy-day fund?  
The million-dollar question is: will households run down these savings to pay the bills, or will they cut up the credit 

card? We think it will be a combination, but with a 

healthy dose of the latter. This is certainly the 

message from recessionary levels of consumer 

confidence, and our analysis broadly supports the 

case.  

 

Household savings since the start of the pandemic 

total around $23b (chart opposite). Against this, the 

extra (net) $5.6b cost impost from higher mortgage 

rates seems relatively manageable, especially given 

the buffer of strong wage growth mentioned earlier. 

But adding in the other cost of living hikes – to get 

our earlier $15b estimate – means the hit to 

household outgoings is roughly equivalent to a 

sizeable 65% of all post-COVID savings. We doubt households will allow these savings to be chewed up to fund spiking 

living costs.  And the distribution of savings is likely to be uneven compared to where the cost pressures are biting 

hard.  For example, ASB's ongoing research into financial wellbeing suggests that around 40% of surveyed customers 

have less than $1,000 in savings available. 

 

To conclude… 
The analysis above is high-level only. Macro-level data and averages smooth over a lot of rough edges. COVID-19 

would have dealt a huge hit to incomes and balance sheets of some unlucky households who were in the wrong 

industry at the wrong time.  

Still, we are able to at least put some rough numbers around the impact of higher mortgage rates, and the higher cost 

of living more generally. Yes, household balance sheets are in great shape. But household assets are highly 

concentrated in housing, and house prices are now falling. Household savings are solid, but the higher cost of living is 

of a size equivalent to roughly two thirds of the savings built up over the past two years. There’s no escaping the fact 

that household spending is going to suffer.  

We’re left with support for our view that consumer spending growth will slow to a crawl later this year. We continue 

to think the RBNZ is being too optimistic on GDP growth (chart below). 
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What about house prices? We covered the impacts of 

the mortgage rate surge on house prices in our recent 

Home Economics note. Suffice to say, we don’t expect to 

see the kind of nasty mortgage delinquencies and forced 

selling that can really amplify a housing market 

downcycle. We’re at (beyond?) full employment, and we 

don’t expect this to change anytime soon. Household 

mortgage serviceability is thus still high. Non-performing 

loans remain low. 

However, alongside rising supply and tighter credit 

conditions, soaring mortgage rates are acting to squash 

housing demand. We continue to expect a 12% peak-to-

trough decline in nominal house prices.   
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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 
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We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based 
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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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