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RBNZ: look to supply-side factors 
• The RBNZ has responded in more detail to the Minister of Finance’s recent request for the RBNZ to see what it 

can do about rising house prices. 

• The RBNZ has put much of the emphasis on solving housing supply challenges, within a range of complex drivers. 

• The RBNZ’s preference would be for any formal house price consideration to be added as part of its financial 

policy remit, rather than being an added consideration for monetary policy. 

The RBNZ has today given the Minister of Finance its fuller response to the Minister’s request to look into how the 

RBNZ and Government could “work together to address the issue of rising house prices”, including a suggestion that 

“avoiding unnecessary instability in house prices” could be added to the monetary policy remit. 

RBNZ has reiterated that, based off past housing studies done by various governments, supply-side measures are 

the most significant influence on house prices.  Measures that suppress demand will only work in the short term.  

The RBNZ suggests that a single agency co-ordinates the Government’s housing response across government agencies, 

given the complexities of addressing supply and demand drivers.  It has expressed a keenness to work with the 

Government on solutions. 

And, as the RBNZ had already noted, housing matters are taken into some account already by the RBNZ through 

housing-related cost measures (construction, maintenance, rents etc.).  The housing market also influences the 

overall state of demand within the economy, which the RBNZ is also factoring into its growth and inflation outlook 

(and policy decisions). 

The RBNZ’s view is that if added regard for house prices was added to its job, it would be better adding it to its 

forthcoming financial policy remit rather than its monetary policy remit.  With the latter, there is the risk that added 

focus on house price could lead to trade-offs in growth and employment outcomes through interest rates potentially 

being higher than overwise.  We think that keeping any house price consideration out of the Monetary Policy remit 

is prudent: the more monetary objectives there are, the harder it is to effectively achieve them all. 

The RBNZ asked for a debt to income (DTI) tool to be added to its Memorandum of Understanding with the 

Government over what macroprudential policies are agreed on to be used by the RBNZ. 

Pointing the finger at supply 
The RBNZ has reiterated that much of the issue with high house prices lies with the supply side of the equation.  We 

do concur that NZ’s high house prices relative to incomes is being influenced by factors such as land zone restrictions, 

building restrictions, and lengthy time delays for receiving consent for development.  We have covered a number of 

these issues in greater depth in past housing reports (here and here).  And our recent Housing Insight comparing 

Auckland and Canterbury house price trends in the wake of the 2010/11 earthquakes and subsequent building 

response highlighted the contrasting affordability experience of two of our major cities. 
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Interest rates do indeed play a role in influencing house price.  That is certainly the case through the cycle.  

Structurally, also, the decline in interest rates since the 1980s has boosted the debt-servicing capability of borrowers 

and lowered the threshold rate of return investors require on all assets, not just housing.  This latter shift is one 

influence on global asset prices – including house prices in other countries too.  Yet, NZ still has relatively high house 

prices compared to incomes, within a country that is sparsely populated compared to many. 

Monetary policy’s role 
As the RBNZ points out, monetary policy already takes into account the costs of housing consumption – the cost of 

shelter as measured through rents, construction and maintenance costs, local authority rates, and real estate agent 

fees.  The housing cycle also influences economic demand through wealth effects and the amount of housing-related 

retail spending and construction.    

The RBNZ makes the distinction between consumption costs and house prices (the price of an asset).  From a policy 

perspective, instability in house prices that causes instability in the financial system is where house price movements 

have taken on more prominence for central banks and regulators of financial systems – particularly in the wake of the 

Global Financial Crisis.  At present, the RBNZ’s role does not permit using financial stability tools for the purpose of 

expressly cooling house prices – unless doing so is justifiable on financial stability grounds.  

Monetary vs. Financial Policy? 
The RBNZ notes that if “avoiding unnecessary instability in house prices” is to be added to the RBNZ’s job, it would be 

better added to the Financial Policy Remit that will be established once the RBNZ Review is completed.  We concur 

that if something needs to be added – bearing in mind that governments have been grappling with supply issues for a 

long period – then the financial stability leg appears more appropriate. 

The RBNZ notes that potential pitfalls from focusing on house price stability could be higher than otherwise interest 

rates, leading to: 

• Higher than otherwise unemployment, NZ dollar, high debt-servicing costs/lower housing affordability; and the 

• Lower than otherwise inflation and inflation expectations, and lower growth in the supply of housing. 

In short, when a central bank has multiple targets and some of the targets come in conflict with each other, trade-offs 

between the targets have to be made.  Right now, is it more appropriate for monetary policy to try and boost 

employment and inflation, or to dampen house prices?  It can’t do both of those at the same time.  The RBNZ has 

alluded that in such situations, the inflation and employment mandates would take precedent, which would dampen 

the influence of having a house price focus added to the mix. 

Incorporating any housing consideration into financial stability objectives would be more closely aligned with wider 

policy objectives, as rising house prices can increase financial stability risks (if house prices went through a boom and 

bust cycle).  But there are still trade-offs to be made.  For one, monetary and financial stability policy may come into 

conflict more.   Furthermore, using financial stability tools to dampen house prices has, and would continue to, make 

purchasing a home more difficult or more costly for some.  And that brings the circle back to what goals as a society 

we want to achieve around housing, as the above fix potentially brings with it some of the very impacts that are trying 

to be avoided.  Making sure we are diagnosing the issues correctly is ultimately important to solving the challenges. 

A plea for a further tool 
The RBNZ took the opportunity to request that its financial stability toolkit gets augmented by permitting the use of 

debt serviceability tools, such as Debt to Income (DTI) measures.  The RBNZ has been seeking the latter for some 

years, and in the current circumstances is more likely to get such measures added to its list of policy tools. 
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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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