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Introduction

Tena koutou katoa, welcome everybody. Thank you for the opportunity to speak today on an

important and live topic ‘The policy lessons from a year of living with COVID-19’.

In the beginning...

From late-2019 citizens of the world have watched the COVID-19 virus evolve into a global
pandemic. We observed global decision makers face what seemed an incalculable dilemma:
whether to implement measures to contain the spread of the virus - potentially sacrificing
lifestyles and livelihoods - or to endure the health consequences of allowing the virus to
spread. This policy dilemma was quickly, and unfortunately, resolved by compounding
hospitalisations, threatening the sustainability of health care systems. Policy inaction was not
an option and social mobility has been dramatically curtailed as a result.

In Aotearoa, New Zealand, we have now been living in this constrained world for a year. The
level of social restrictions has fluctuated with our COVID Alert Levels — as we have seen in
the events of this week — between the extremes of being one of the most mobility-constrained
societies on the planet to one of the most free (Figures 1 and 2). As citizens, our economic

fortune has been closely linked to these actions.

Figure 1: Cross-Country Lockdown Comparisons
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Source: Corona Virus Government Response Tracker from Oxford University (Hale et al., 2020)





















The house as a home and an asset

What is clear for one monetary policy transmission channel, however, is that lower interest
rates assist in inflating asset prices, with the subsequent ‘wealth effect’ supporting spending
by the owners of these assets. This ‘wealth effect’ directly benefits the owners of the assets,
but it only indirectly impacts others in the economy through the subsequent increase in
economic activity and jobs. The impact of low nominal interest rates and significant fiscal
stimulus on asset prices is very evident over recent years. Global equity market prices have
risen to historic highs both in market capitalisation terms and relative to companies’ underlying

earnings (Figure 5).

House prices have also risen in general across many of our trading partners and here in New
Zealand, especially relative to household incomes. Given that adequate housing is a basic
economic need, affordable housing and sustainable house prices will always be in the front
line of economic policy importance. The Reserve Bank must have a clear understanding of
the impacts its policy decisions have on the housing market both directly and indirectly — that

is both our monetary and financial stability policies.

Figure 5: Asset prices in New Zealand and around the world
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Before talking directly to the impact of the Bank’s policies, | briefly allude to the many factors
— including the level of interest rates — that impact on both housing affordability and house

prices (Figure 6).

Recent studies have identified housing supply as the most significant determinant of house
prices in New Zealand, with responsive housing supply essential for ensuring positive and
sustainable housing outcomes.!® Likewise, housing demand factors can influence house
prices, but increasing or suppressing housing demand generally only has a temporary impact
on house prices and affordability.’

Ensuring house prices are sustainable, thus requires coordination and consistency across
many government policies and agencies and non-government participants. Table 1 provides
a simple snapshot of the many policy levers that can influence the demand, supply, and
ultimately price of houses and housing affordability.

Figure 6: Factors affecting house prices and housing costs (or affordability)

Source: Adapted fromthe Pr oducti vity Commi ssionds Il nquiry into

16 See, for example, the Productivity Commission’s 2012 Inquiry into housing affordability in New
Zealand, and Eaqub, Howden-Chapman and Johnson (2018), —fe—fet T f™ ffZfetie
17 Ministry of Business, Innovation & Employment. Briefing for the Incoming Minister of Housing and
Urban Development (2017).
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