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Abstract: Severd years ago the Massey Univerdty Red Edtae Andyss Unit (MUREAU)
edablished the “Red Edate Outlook Survey” series, incorporating quarterly forecests for
various sectors of the New Zealand red edtate market. The series attempt to bridge the gap
between higtoric market information and forecasting future red estate market behaviour; to
improve the range of information available to the property industry and the public so that
people may be in a better position to report, make decisons, generate other anadyses etc. at
various pointsin time during the course of property ownership, lease, mortgage etc.

Forecasts are based on confidentid questionnaires completed each quarter by panels of
property “experts’. The focus of this paper is the Auckland resdentid property market
forecasts. It reviews the accuracy of quarterly property market forecasts by comparing the
Auckland pandlists forecasts to market indicators. The review is intended to help readers
gan an enhanced gppreciation for the forecasts, and secondly and equaly importantly to
provide forecast participants with feedback to help improve judgmentd accuracy of future
predictions.

1. INTRODUCTION

MUREAU was edablished as a research unit & Massey Universty in the early 1990's.  Its
primary objective is to provide rdiable property information to the property industry, land
related professons and the public. It is considered to be in a unique postion to provide the
samne, given the Universty is independent and not in competition with property industry
groups. MUREAU research fdlsinto two broad categories.

1. Fredy available “public good” research.
2. Contracted private research.

Included in the fredy available “public good” category is the Red Esate Market Outlook
Survey series, incorporating quarterly forecasts covering the:



New Zedand rura market.
Auckland commercia market.
Christchurch commercid market.
Wiédlington commercial market.
Auckland resdentid market.
Chrigtchurch resdentid market.
Widlington resdential market.

The series atempt to bridge the gap between higtoric market information and forecasting
future rea edate market behaviour; to improve the range of information avaladle to the
property industry and the public so that people may be in a better position to report, make
decidons, generate other anadyses etc. a various points in time during the course of property
ownership, lease, mortgage etc.

The forecasts are based on confidentia questionnaires completed each quarter by pands of
property “experts’. The use of pandist opinions is well established in economic forecasting
and market research. For example, the New Zedand Inditute of Economic Research
(NZIER) Quarterly Survey of Business Opinion, The Nationd Bank of New Zedand Limited
(NBNZ) Monthly Survey of Busness Outlook, and the WestpacTrust McDermott Miller
Quarterly Survey of Consumer Confidence are al consdered to be leading indicators of
future economic activity in New Zedand.

In regard to New Zedand property markets, ASB Bank Limited produces a quarterly housing
report incorporating a survey of consumer housing intentions and homebuyers  confidence.
While Matby and Partners Limited in association with the New Zedand Property Inditute
conducts surveys gathering information on property and construction industry sentiment.

MUREAU pandigs ae chosen on the bass of ther propety maket expetise (i.e
involvement at the property “cod face’), to make sensible forecasts about future changes in
property price levels, volumes of sdes and market confidence amongst other things. With
property there is normdly a time lag between an impending event and occurrence of that
event. The mgor advantage in using people a the property “cod face’ is that they can
observe emerging market trends before market evidence is avalable  For example, the
impact of risng mortgage interest rates (higher debt servicing costs) on potential homebuyers
often results in red estae agents observing a drop in buyer enquiry and sdes volume months
before officid sales Satistics are avallable.

It is dl very wdl to publish property market forecasts, but how good are they? From time to
time readers of MUREAU forecasts ask questions regarding their accuracy. Do the ‘experts
pandigs actudly add vaue to the forecasts? Do any one individuad group of respondents
supply more rdigble information? Could a group of ‘nonexperts do as wel by guessing?
With such questions in mind this paper reviews the accuracy of the MUREAU quarterly
property market forecasts, more particulaly MUREAU’s Auckland resdentid housng
market forecasts. The sudy extends prdiminary research undertaken by Hargreaves (1998)
on the Auckland resdentid market, and pardlels a sudy completed by Don (1998) on data
collected from MUREAU’ s commercid property market forecasts.

Forecast accuracy is tested by comparing the Auckland panelists forecasts to market
indicators. Red Edtate Ingtitute of New Zedland sales data is used as a benchmark for price
and saes volume comparisons. At the same time, the paper:



Compares the pandiss genera maket confidence with consumer confidence to
determine if thereis any rdationship or smilar trends.

Compares the pandigts forecasts with what they experienced.

Tests whether the pandists overal performance is superior to using the nai ve method of
forecasting.

Tests whether any one group of respondents is supplying more religble information.

Tests whether the aggregated respondents are supplying more reliable information than
any oneindividua group.

2. LITERATURE REVIEW

The Concise Oxford Dictionary defines the word forecast as. “conjectural estimate of
something future; prediction”.

2.1 Why forecast?

The literature on forecadting is extendve. A common premise is tha the need for forecasts
are linked to society attempts to decrease their dependence on chance. Berenson and Levine
(1996) note that since social and economic conditions change over time entities mugt find
ways of making provisons for the effects of such changes. They advocae forecasting as an
important aid.  Makridakis et d (1998) contend that accurate forecasting information
provides a superior base fom which to plan and take gppropriate actions amed a enhancing
the likelihood of a favourable outcome.

2.2 Forecasting Techniques

Forecasting Stuations vary widely in terms of time horizons, data patterns etc. Consequently,
a wide range of forecasting methods have been developed to ad the discipline of forecagting.
These range from na ve methods, such as using the most recent observation as a forecad,
through to highly complex approaches such as the modeing of econometric Smultaneous
equations. In generd, forecasting methods can be divided into two categories. quantitetive
and qualitative (Berenson and Levine, 1996).

Quantitative forecasting methods can be gpplied when aufficient higorica information is
avalable, which can be quantified in the form of numericd data The am is to discover the
dructure of the avaldble daa and therefore provide a means for predicting future
occurrences.  The underlying methodology can be classfied as ether explanatory or time
series.

Explanatory methods involve discovering the explanatory variable(s) that relate to the
vaiable to be predicted, and measuring and expressng the relaionship(s) in the form of
an equdtion. For example, the median house price for a region might be expressed as
price = f (employment, rea wages, demographics, fiscd policies... error). In accord with
explanatory forecasting a change to a factor on the right hand sde of the equation will
affect the dependent variable in a predictable way.

Time series methods make no attempt to discover the explanatory variables that relate to
the variable to be predicted. More amply the aim is to discover and measure the pattern
in the historicdl data series, and extragpolate that pattern into the future. If the only
concern were to forecast the future median house price without concern as to why a



certain price level will be reached, then a time series gpproach would be appropriate.
Based on time series observation the median house price might be expressed as. price+; =
f (price, price.1, price.p, price.s... eror). Here the median price of next month is
dependent on the previous month and the month before that and so on; ¢ is the present
month, ¢ + 1 isthe next month, 7 — 1 isthe last month, ¢ — 2 is two months ago etc.

Qualitative forecasting methods ae rdevant when quantitative historical data is not
avalable, but sufficdent human judgment and accumulated knowledge exigs. In the man
quaitative methods are used for medium and long term forecadting Stuations to provide hints
rather than specific numerica forecasts.

The benefit of usng a quditaive regime is tha human judgment incorporates indde
knowledge and information about the future. Quantitative forecasting methods are generdly
argued to be chegper and more accurate than quditative methods. However, quditative
forecasts remain indigpensable, particulaly where the costs of forecasting errors might be
codly. Common to dl quantitative forecasting is the assumption of continuity i.e some
agpect of the past will continue into the future. In redity though, unexpected changes can and
do occur. Human judgment presents the only option to predicting changes from exising
relationships and/or established patterns.  Further, when changes are detected or if we know
they are imminent, human judgment is the only viable dternaive for predicting ther extent
or implications.

MUREAU’s quarterly property market forecasts use quditative forecasting methods.
Quditative gpproaches often require input from specidly traned people or “experts’. This
holds true for the forecasting methodology adopted by MUREAU in producing their red
estate market outlook series.

A common theme in econometric housng market literature is the complexity of markets
(Savage, 1996):

Housng is both a consumption good (for owner occupation) and an investment good (for
income sream returns).  Therefore, market activity/prices are influenced by a mix of
consumption factors (eg. demographic changes) and investment factors (eg. rate of
return on housing relative to other asset classes).

Housing is a heterogeneous good. Every property has a unique set of characterigtics (i.e.
gze, qudity, locaion etc). This implies that changes in the market vadue of certain
properties may vary from median o average price movements, and at times there may be
ggnificant differences between condruction costs and resde vaue.

House prices are known to exhibit strong cyclica patterns and volatility.

An undersanding of housing markets requires consderation of the following (Peters and
Savage, 1996):

Supply factors — includes changes in the avalability of land and skilled congtruction
labour. As supply of these factors declines (increases), there is upward (downward)
pressure on house prices. There is evidence that condruction activity is rdatively dow to
respond to changes in housng market conditions. New condruction is dow to put
downward pressure on prices during high demand periods. Therefore, higher prices can
lead to overbuilding, which ultimately could result in excessive pricefals.



Indtitutiond factors — include changes in the regulaions affecting lending inditutions,
changes in the behaviour of those inditutions (eg. lending criteria), and changes in fisca
(e.g0. home owner subsidies) and monetary policies (e.g. interest rates).

Location factors — there is evidence that differences in the behaviour of house prices can
persst between regions and between price tiers (eg. the lower and upper ends of markets)
within regions.

Fnancid factors — includes changesin tax rates, inflation, share prices and interest rates.
Demographic factors — changes in the growth rate and compostion of the population.
Amongst these the growth of the house buying “age-cohorts’ and immigraion are
important.

Indugtrid  factors — changes in indudrid activity can be exaggerated in regions or
locations that rely on asmdl range of indudtries for employment.

Speculative price bubbles — for periods of time prices may be inconsgent with the
fundamenta forces of supply and demand (i.e. current price movement may smply
reflect past price movements).

Research on the behaviour of market participants indicates house buyers and sdlers often
have price expectations (current and future) that are inconsgtent with the way markets
actudly work. Case and Shiller (1988) survey of house buyers in four United States cities
found that the “popular modd” employed by most participants varied dgnificantly from the
true “economic modd” of housing markets. The results of their survey showed:

None of the respondents noted fundamenta factors related to current or future supply or
demand trends as determining prices.

There was a strong specul ative motive behind house prices in some regions.

There appeared to be a view thet in boom cities prices could not fal. Most respondents
anticipated little or no risk in buying a house.

There was evidence of “shortege illuson” i.e. the belief that price changes will not tend to
resore equilibrium.  Respondents in boom cities tended to believe that house price
increase would continue indefinitely.

Housng makets ae drongly influenced by recent loca experience; with price
expectations dmost entirely based on past price movements.

Given the foregoing, MUREAU assart tha there are only limited numbers of people who are
suitably qudified (i.e. have the knowledge and experience) to comment on given sections of
the property market.

Of the range of quditative forecasting models, MUREAU'’s gpproach is most closdly digned
to the “Dephi method’. The “Dephi method” uses questionnaires to dicit responses from
panels of experts and produce predictions of wha future events will be or when they will
occur. More paticulaly, MUREAU’s approach mirrors the NZIER Quarterly Survey of
Business Opinion modd, whereby survey pandists are asked to indicate either up, down, or
the same in response to a series of questions and the collected data is then andysed usng the
“net method” (see Section 3.2 Survey Methodol ogy).

2.3 The Accuracy of Forecasts

Hargreaves (1998) notes that the literature on economic forecasts gives forecasters mixed
reviews. For example, Cho (1996) suggests that individua forecasters may have a tendency



to take extreme pogtions because the payoffs for getting the forecast right are professond
awards and podtive media atention. Cronshore (1996) concludes that dthough surveys of
United States inflation forecasts had a bad reputation in the early 1980's the forecasts have
gnce improved. Baghestani and Nelson (1995) note that while the media tend to report
forecasts that miss the mark, the consensus of professond forecasts is superior to the nai ve
forecadt; accuracy improves with shorter time horizons and athough no single forecaster was
consigtently accurate, the average group forecast error was relaively low.

In reference to forecasting methods, Makridakis et a (1998) notes that empirica studies lead
to the concluson that smple forecasting methods do a least as well as datigticaly complex
methods, even when a few series are involved and judgmenta adjustments can be made by
expert forecasters.  They conclude that the weight of evidence suggests that judgmentd
forecasts are not necessxily any more accurate than dHatistical ones, particularly when
forecasts are made on a frequent basis and/or when data can be quantified.

Sources of Forecasting Errors

Featherstone and James (1994) note three basic sources of erors that can potentidly affect
the accuracy of economic forecasts:

Assumptions regarding exogenous events or ¢ircumstances.
Quality of the base data.
Specification of the economic models or forecasting techniques used.

With reference to quditative forecasts judgmenta bias is often a problem.  According to
Makridakis et a (1998) common judgmenta biases include:

Anchoring — being unduly influenced by initid information.

Attribution of success and falure — believing success is atributable to one's sills and
failure to bad luck or someone ese's error.

Availahility — relying upon specific events eedly recdled from memory.

Consarvatism — falling to change (or changing dowly) one s mind to new informetion.
Conventiond wisdom — information over-load and being unable to discriminate between
useful and irrdevant information.

Illusory correlaion— believing that patterns or relationships exist when they do not.
Incongstency — being unable to gpply the same decision criteriain Smilar circumstances.
Optimism — preferences for future outcomes influencing overoptimistic predictions.

Recentness — the memory of recent events dominating less recent events.

Regression effects — rather than a genuine trend, continua increases (or decreases) might
be due to chance.

Search for supportive evidence — gathering data that supports certain conclusions.

Selective perception — seeing problems in tems of on€s own background and
experience.

The consensus of literature on judgmental biases points in the same direction: judgmenta
biases do not imply ineptness on the part of the forecaster(s), rather they result from the way
the mind operatesin its attempts to reconcile conflicting informeation and objectives.



2.4 The New Zealand Experience

The NZIER has a practice of anaysing the performance of their business opinion surveys and
dlied economic forecasts. This has resulted in arange of observations:

In relation to the business opinion survey there is a dight negative bent in respondents
opinions regarding profits, service sectors are generdly more optimigic than indudrid
sectors, the mean of responses generaly equates with the net baance figure.

No forecaster can accurately predict every variable forecast. For specific varigbles some
forecagters may be more accurate than others, but few will condggtently outperform others
across elther time or variable.

It is interesting to note that architects (included in the NZIER business opinion survey) to
some extent predicted the commercid property market crash of the late 1980's.  Following
the 1987 New Zealand stock market crash architects responses to the Inditute's business
opinion survey indicated a massve downturn in ther work. From a podtion of abundant
design work in hand architecturd practices were hit with cancdled work orders and daff
layoffs, dl at atime when the“craneindex” was at an dl time high.

The NBNZ publishes monthly survey data on business peopl€'s expectations of 12-months
ahead CPI inflation. It reports the average response after removing responses that exceed
three standard deviations from the mean. An anayss of the survey series by Razzak (1997)
found that:

The survey’s predictive power was better than that of “random walk” and “ARIMA” time
seriesmoddls.

When inflation is low and stable the survey’ s predictive power deteriorates,

Hargreaves (1998) in his paper “Property Market Forecasting — How Good is it?” assessed
the accuracy of MUREAU’s Auckland resdentia property market forecasts over the firg
year. In the firs part of his paper smple linear regresson was used to compare what the
pandigts forecast with what they actudly experienced. Using net percentage experienced as
the dependent variable and net percentage forecast as the independent variable the results for
sde price, volume of sdes, and combined price and volume showed that forecasts explained
between 53 percent and 69 percent of the variaion in what was subsequently experienced.
Thal's U-Satigsic was dso computed to show that the overdl performance of the pandists
was superior to usng the nai ve method of forecasting. The second pat of the paper
presented an andyss of the performance of the market forecasts by usng Red Inditute of
New Zedand sdes volume data and the median house price datistic as benchmarks for
volume and price comparisons respectively.

Hargreaves concluded that:

The pandists performed wel by correctly predicting the direction of market price
movements around 75% of the time.

The panelists appeared to be better a predicting movements in saes volume as opposed
to movementsin sale price.

Don (1998) completed a dmilar study on MUREAU's Auckland, Wadlington and
Chrisichurch commercia property market forecasts, using data spanning a 15-month period.



He utilized nationd building consent data and the NBNZ Regiona Economic Activity Index
as benchmarks for market confidence and Quotable Vaue New Zedand (QVNZ) sdes data
as benchmarks for sales volume and price comparisons. He found that:

The forecasts provided an accurate measure of general commercid property market
confidence.  They had a high postive corrdation (R = 0.75) with the NBNZ Regiond
Economic Activity Index.

Sdes volume changes were more difficult to predict than price changes.

No single group of respondents emerged as being more accurate than others.

In mogt instances the overdl net response proved to be more accurate than the individud
group responses, indicating that the survey forecasts should continue to be published on
an overal net response basis.

Volume forecasting improved by lagging the sdes data by one quarter; the effect on price
was minima as expected given the time series panned alow inflationary period.

Significant differences were found in the respondents’ replies to the survey.

Both Hargreaves and Don noted that while the results were encouraging, the results were
limited by the fact that they were based on short times series data (one year and 15-months
respectively); and, accordingly further andyss usng longer time series data would be
desrable in due course.

This paper embraces Hargreaves and Don’'s recommendations, it reviews MUREAU's
Auckland residentid forecasts using data spanning afive-year period.

3. AUCKLAND RESIDENTIAL MARKET FORECASTS

MUREAU'’s firg Auckland residentid property market survey was done in June 1996. The
survey provides a regiona perspective. It takes a “broad brush” approach to forecasting
market changes in the four Territorid Authorities (TAS) that make up the Auckland urban
region: Auckland City, Manukau City, North Shore City, and Waitakere City. It does not
capture information on suburbs or sub digtricts within the TAs, and as such it acknowledges
that individua properties or subsections of a market may not move in tandem with overal
market changes.

Of generd interest, the combined TAs with a total population of jus over 1 million form
New Zedand's largest urban centre. Based on QVNZ figures (see Tables 3.1 and 3.2 below)
Auckland City has the largest and the least affordable resdentiad market, Waitakere the
smdlest and most affordable.

Table 3.1: Number of Residential Property Assessments June 2001

Territorid Authority Houses Flats Sections
Auckland City 88,671 35,300 4,121
Manukau City 52,986 19,750 3,707
North Shore City 48,748 13,064 2,992
Waitakere City 45,849 4,279 3,099

Source: Quotable Value New Zealand



Table 3.2: Average Residential Sale Prices June 2001

Territorid Authority Houses Flats Sections
Auckland City 334,170 213,774 185,321
North Shore City 294,149 225,605 138,263
Manukau City 241,268 196,627 121,397
Waitakere City 210,310 162,674 104,050

Source: Quotable Value New Zealand

3.1 Expert Panels

MUREAU pandigs ae dl chosen on the basis of their propety market expetise. By
definition the number of “experts’ in a given propaty maket will be rdativey smadl
(Hargreaves, 1998). The number of “experts’ for the Auckland region totas approximately
50; respondents for each Territorid Authority (TA) are about 30.

There are saven groups of respondents, dl involved in the property market to varying

degrees. Table 3.3 shows the profession of each group and the proportion they represent of
thewhole per TA.

Table 3.3: Respondent Groups in the Survey.

% of Pandligts
Profession Auckland City Manukau North Shore Waitakere
Bankers 19 13 11 19
Vduers 27 26 31 27
Red Edtate Agents 19 30 23 11
Conveyancing Solicitors 15 9 15 23
Property Owners 4 4 4 8
Property Developers 8 9 8 4
Property Analysts 8 9 8 8

To gan the pandigds confidence MUREAU dgns an individud confidentidity agreement
with every member. Under the agreement dl survey pandids reman anonymous, and dl
information provided by the respondents remains confidentid to MUREAU. Once collated
and recorded the individud responses are destroyed, and the results of the survey are
published on an aggregate basis only.

3.2 Survey Methodology
The surveys are carried out on a quarterly basis. The questionnaires are mailed out and the
pandigs are asked to respond by freepost envelope or facamile. Methodology is smilar to

business and consumer confidence surveys. For each of the four TAs:

The pandigs are asked to express their opinions on the generd outlook for the property
market over the next Sx months.



In addition they provide detalled information on sde price, sdes volume and market
confidence changes expected over the next three months, compared to the gtuation
experienced over the past three months, for housing, unit/apartments, and sections.

A copy of the questionnaire is shown in Appendix 1. The surveys ask pandigts to mark one
of three options upward movement, downward movement, or no change. Pandists are not
asked to forecast the percentage change in prices, volumes etc., but smply the direction.

The ceptured survey data is andysed using the “net method” i.e. the totd percentage of

respondents forecasting upward movement minus the total percentage of respondents
forecasting downward movement. An example of the “net method” is provided in Table 3.4.

Table 3.4: Panelist Responses

Response Quarter 1 Quarter 2 Quarter 3
Up 30 10 10
Same 60 70 60
Down 10 10 30
N/A 0 10 0
Net response Up Same Down

In Quarter 1. 30% of respondents expected the market to move up, 60% expected it to remain
unchanged, and 10% expected it to move down. The result, net 20% for up the percentage
answering up minus the percentage answering down) implies a forecast improvement in the
market. In Quarter 2, 10% expected the market to move up, 70% to remain unchanged, and
10% to move down. While, 10% were undecided or did not offer an opinion. The net
percentage is zero (upward forecasts exactly balance downward forecasts) or a forecast of no
change in the market. Quarter 3 is smply the reverse of Quarter 1 (net 20% for down); the
market is forecast to deteriorate.

3.3 Survey Results

The results of the surveys are published on a quarterly bass. An example of the Auckland
resdential survey publication is attached at Appendix 2.

4. ANALYSIS OF FORECASTING PERFORMANCE

The forecasts cover the period 1 June 1996 to 31 August 2001, a total of 21 quarters. Figure
4.1 shows a plot of quarterly sdes volume and median dwelling price data (from the quarter
ended 31 August 1996) for the Auckland Metropolitan Region. Sdes volume movements

were quite volaile, displaying seasondity and cyclica behaviour, while the median dweling
price remained stable/shows modest growth.
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Figure 4.1: Auckland Region House Sales
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In particular, changes to immigration policy, mortgage interest rates and economic outlook
gopear to have had a dgnificat impact on the market. In regard to sdes activity, after
pesking in mid 1997 there was a sharp drop through to early 1998 coinciding with a
dowdown in immigration and weak consumer confidence; then a rise over the next twelve
months, with a fdl in interest rates and improved housing affordability. From mid 1999 to
the end of 2000 uncertainty over Government policy, risng mortgage interet rates, the low
New Zedand dollar, and risng fud and retaling prices varioudy dampened investment.
Latterly, sdes activity has increased again, with a fal in interest rates and improved housing
affordability.  Some these factors as contributors to price dability, are the result of
Government economic polices.  Government, like many globdly has recognised the
importance of keeping inflation a low levels and economic policies recognise this The
Reserve Bank has a 0-3% inflation target zone.

4.1 Market Confidence

Question One of the survey relates to confidence in the red estate market. It asks, do you
condder that the resdentid market will improve, reman the same or deteriorate during the
next Sx months?

4.1.1 Market Confidence Responses
Confidence data for dl four TAs is aggregated into Figure 4.2. The corrdation between

improvement and same is —0.54, and -0.76 between improvement and deterioration. This
infers that the respondents believe the market has been in decline over the survey period.
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Figure 4.2: Auckland Region Market Confidence
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Quegtion One confidence data for each TA exhibit smilar results.  In each ingance there is a
generd trend from improvement towards same.

4.1.2 Comparison with Consumer Confidence

Survey results are compared to WestpacTrust McDermott Miller Consumer Confidence Index
survey data for Auckland, by congructing a MUREAU index adopting WestpacTrust
McDermott Miller Consumer Confidence indexing methodology. The index base is 100; net
percentage data (i.e. the tota percentage of respondents forecasting upward movement minus
the total percentage of respondents forecasting downward movement) for each quarter is then
added or subtracted from the base depending upon whether it implies upward or downward
movement.  An index number over 100 indicates improvement (or there are more optimists
than pessmigsts), while a number under 100 indicates deterioration (or that pessmists
outnumber optimists).

WestpacTrust McDermott Miller Consumer Confidence surveys date pre 1990s. The survey
questionnaire — index component questions are as follows:

1. Thinking about how you are getting dong financidly these days, would you say you and
your family are better off or worse off financidly, than you were thistime last year?

2. Looking ahead to this time next year, do you expect you and your family to be better off
financidly or worse off or about the same as now?

3. Now thinking of the economic conditions in New Zedand as a whole. During the next 12
months, do you expect well be having manly good economic times, or manly bad
€conomic times?

4. Looking ahead now, in the next five years do you think New Zedand as a whole will
have mainly good economic times, or will we have mainly bad economic times?

5. Now thinking about mgor household purchases. Do you think now is a good time or a
bad time to buy mgor household items?
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WestpacTrus  McDermott  Miller  Consumer  Confidence survey  results  reflect many
economic factors, some of which may or may not impact on propety. The purpose in
comparing consumer confidence with MUREAU confidence was to determine if there were
gmilar trends

Figure 4.3 shows a comparison of the indexes (with MUREAU data for the four TAsS
aggregated). The MUREAU respondents confidence is generdly more extreme than
consumer confidence.  However, MUREAU confidence and consumer confidence moves in
the same direction in 15 quarters or 75% of the time. This indicates a good correlation
between MUREAU confidence and general consumer confidence.

Figure 4.3: Auckland Region Confidence Indexes
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Table 4.1 shows the corrdation coefficients (R) between the MUREAU Market Confidence
and WestpacTrust McDermott Miller Consumer Confidence indexes.

Table 4.1: Correlation Coefficients for MUREAU and WestpacTrust Surveys

Territorid Authority R

Auckland City 0.500
Manukau City 0.539
North Shore City 0.514
Waitakere City 0.595
Overdl 0.545

This indicates that there is a podtive linear relationship between the MUREAU Market
Confidence and WestpacTrust McDermott Miller Consumer Confidence indexes.

As noted earlier in the literature review section of this paper property markets are especialy
complex. The didinctive characterigtics of property; the individuad market characteridtics,
fixed capitd commitment etc. may help to explan variaions in movement/direction between
MUREAU confidence and consumer confidence.
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4.2 Comparing Forecast with Experienced

The second part of the MUREAU survey incorporates the capture of sde price and volume of
sdes information. It asks, basing your opinion on the work done in your own office, what
has been your experience in the past three months and what changes do you expect during the
next three months in relation to change in sde prices and volume of sales?

Housng sde price data from dl four TAs in the Auckland Region is aggregated into the
scatterplot shown in Figure 4.4. 1t shows a plot of what the panelists forecast versus what
they ultimately experienced.

Figure 4.4: Auckland Region Sale Prices

100

80

40

20

20 , 0 h

Net % Experienced

"
-t
*
__T %y
»-

-40 1 PS , 1 o ‘I

W

-60 1 ] e °
ol
-80 1 $ ! 1 !

-100

-120
-100 -80 -60 -40 -20 0 20 40 60 80

Net % Forecast

In the unlikely event that the forecasts perfectly matched experienced, then dl the points on
the graph would fdl dong an upward doping 45-degree line through the origin. A more
likely scenario is for the points to be randomly digtributed on ether sde of a theoretica
upward doping 45-degree line (Hargreaves, 1998). In this case there appears to be a bias
indicating that the forecasts were generdly more optimigic than wha was subsequently
experienced.

A dmple linear regresson was aso undertaken on the aggregated TA housng data.  Net
percentage experienced was inputted as the dependent variable and net percentage forecast
the independent variable. The results of the regressons for sde prices and sdes volume are
shown in Table 4.2. The datigtics show that forecast explains between 56 and 67 percent of
the variation in what was subsequently experienced.
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Table 4.2: Auckland Region Regression Outputs

Statidic Sale Prices SdesVolume
R 0.820 0.750

R Square 0.672 0.562
Adjusted R Square 0.671 0.561
No. of Observations 252 252
Standard Error 0.042 0.053

T 22.651 17.923
Sg. T 0.000 0.000

Unexpected events subsequent to the forecasts being made do impact on what was
experienced. Changes in exchange rates and mortgage interest rates can fdl into the
unexpected event category.

The data was dso andysed usng Theal's U-ddidic. This Saidtic provides a relative bass
for comparing forma forecasting methods with nai ve gpproaches (Makridakis et a, 1998).
Theranges of the U-gatigtic can be interpreted as follows:

U = 1. thenai ve method is as good as the forecasting method being evauated.
U < 1. the forecasting method being evaluated is better than the nai’ ve method.
U > 1: thenai ve method is better than the formal forecasting method.

The nai ve method uses the most recent observation as a forecast. It assumes what happens in
the next period will be the same as what has just occurred. The U-datigtics for changes in
house sde prices and saes volumes are shown in Tables 4.3 and 4.4 respectively.

Table 4.3: Theil’s U-statistics for House Prices — Forecast with Experienced

Territorid Authority Low Cost Medium Cost High Cost
Auckland City 1.037 1.134 1.556
Manukau City 0.983 1.122 1.008
North Shore City 0.737 0.994 0.967
Waitakere City 1.136 1.355 1.360
Table 4.4: Theil’s U-statistics for House Sales Volume — Forecast with Experienced
Territorid Authority Low Cost Medium Cost High Cogt
Auckland City 0.902 1.253 1.449
Manukau City 0.871 0.655 0.769
North Shore City 0.824 1.173 1.280
Waitakere City 0.647 0.844 0.698

The panelists gppear to be doing much better than the nai ve method in forecasting changes in
sdes volumes (in paticular in the more affordable TAs Manukau and Waitakere, and the low
cos housng category in Auckland City and North Shore). The pandigts are inferior in
forecading changes in prices. The later finding is not necessarily surprisng given empiricd
dudies of busness surveys have found that when inflation is low and dtable the predictive
power of surveys deteriorate (see Razzak, 1997). Not too much should be read into
comparing forecast with experience. It must be remembered that panelist opinion is based on
work done in their office, and it is possble tha the paneist experience may not coincide with
actual market outcomes. The next section compares forecasts with actud sdes (price and
volume) data.
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4.3 Comparing Forecast with Actual

With rea edate, sourcing market data and measuring performance is not a smple task.
Residentid property has the best set of regularly published historical sdes data, namely:

Red Edate Ingtitute of New Zedland (REINZ) Market Statistics - monthly series.
Quotable Vaue New Zedland (QVNZ) Sales Statidics— quarterly and hdf-yearly series.

In this section of the paper, REINZ datigics are used to compare sde price and volume
forecasts with actua changes in prices and sdes volumes. QVNZ data has been regected
because of time lag problems associated with their sales data; dso with the enactment of the
Rating Vduations Act 1998 there is no longer a mandatory obligation for Territorid
Authorities to forward sdes data onto QVNZ. With the large volume of sales in Auckland,
the REINZ median dwdling price datigic is conddered a reidole benchmak for price
comparison.  The figures are released monthly by REINZ via a survey of member agencies
sdes during that specific month

Figures 45 and 4.6 show comparisons of actua percentage change with net percentage of
pandigs. Once again data from the four TAs is aggregated. Readers should remember that
pandlists are not asked to forecast the percentage change in prices or volumes, rather they are
amply asked to forecast the direction of change.

Figure 4.5: Auckland Region House Prices
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In Figure 45: Auckland Region House Prices, the pandiss forecast the direction of the
market changes correctly in 16 of the 21 quarters, or 76% of the time. This indicates a good
correlation between the actua percent market price change and the net percent forecast. It
can be concluded that if the paneligts forecast a particular price direction movement then it is
extremdy likdly that the market will movein this direction.
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Figure 4.6 shows percentage changes in the quarterly volume of house sdes in rdation to
forecasts. The pandigs have correctly forecast the direction of volume changes in 11 of the
21 quarters, or 52% of the time.

Figure 4.6: Auckland Region Sales Volume
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The results of the analysis on changes in house sale prices and sdes volumes for each TA ae
recorded in Table 45. The percentages represent the number of times the forecasts match
actua sdes data over the 21 quarters. The results indicate that price changes are more
difficult to predict in North Shore and Waitakere.

Table 4.5: Territorial Authority Sales — Forecast with Actual

Correct Forecasts
Territorid Authority Sale Prices (%) Sdes Volume (%)
Auckland City 71 62
Manukau City 62 52
North Shore City 50 57
Waitakere City 57 62

It is not smple to work out why the pandigts were wrong in some quarters. Changes to the
politicd environment, immigration policy, mortgage interest rates and economic outlook may
have impacted a various stages. Obvioudy, any system of forecasting is unlikdy to turn out
correct dl the time. As noted earlier, unexpected events car/do influence actual outcomes.
One of the drengths of quarterly forecasts, such as the MUREAU forecadts, is the ability of
pandissto quickly adjust their forecasts to incorporate new information.

4.4 Respondent Groups: Comparing Forecast with Actual
The results of the anadyss comparing the respondent groups with actud changes in house sde
prices and sdes volumes are recorded in Table 4.6. Data from the four TAs is aggregated;

once agan, the percentages represent the number of times the forecasts match actuad sdes
data.
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Table 4.6: Respondent Group Comparison with Region Sales — Forecast with Actual

Correct Forecasts
Group Sde Prices (%) SdesVolume (%)
Bankers 57 62
Vduers 71 57
Real Edate Agents 81 38
Conveyancing Solicitors 71 52
Property Owners 38 33
Property Developers 53 26
Property Analysts 24 35

Bankers (62%) are the most accurate group at forecasting volume changes, followed by
Vaduers (57%) then Solicitors (52%). This is not too surprisng, given these groups are
widdly involved in the sde process (loan agpplication, vauation, conveyancing) and can
observe emerging market trends before official detitics are available.  What is surprising is
the poor performance of Rea Estate Agents (correct only 38% of the time).

Red Edate Agents do redeem themsdlves when forecasting changes in price. They are the
most accurate group (81%), followed by Vauers and Solicitors (both 71%). Agents and
Vauers should be leading the way or near the top, since they are often involved in sting
prices/rely on the latest sales information in providing their services.

Not too much should be read into the lesser performances of the owner, developer and andyst
groups as thelr results are heavily influenced by low response rates.

Table 4.7: Group Forecasts Comparison with Overall Forecasts

Most Accurate Group (%) Overal Accuracy (%)
Sde Prices 81 76
SdesVolume 62 52

For Auckland the most accurate group's forecasts were marginaly ahead of overdl forecast
accuracy. However, no one group is the mogt accurate a forecasting changes in both price
and volume and the overdl forecasts are generdly more accurate than the mgority of
individua group forecasts. These obsarvations suggest tha MUREAU Auckland residentia
market survey results should continue to be published on an overdl net response bads rather
than the net responses of any individua group.

The volatlity of housng sdes volumes over the past five years has obvioudy contributed to
the pandigs lesser performance in predicting volume changes. It is interesting to note that
when sdes volume data is seasondly adjusted there is no noticegble improvement in the
pandids forecasts. This suggests that the pandists are building seasond effects into ther
responses to the survey questions.

5. CONCLUSIONS

This paper has examined the accuracy of MUREAU Auckland residential property market
forecasts since their inception five years ago. It is important to be aware of how a forecasting
model has performed in practice; can it be improved upon etc.?
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During the pagt five years housng sdes volumes have been quite volaile, while prices have
remained stable/show modest growth. Againgt this background the expert pandigs have
performed reasonably well. Overdl, the pandists appear better at forecasting movement in
sde price than movements in volume.

When sdes volume data is seasondly adjusted there is no noticesble improvement in the
pandigs forecasts. This suggedts that the pandids are building seasond effects into ther
responses to the survey questions.

Market confidence is seen to be in decline over the period, trending from improvement to
samne. This is expected given New Zedand's current low inflation environment. Results
show there is a pogtive linear relaionship between MUREAU confidence and consumer
confidence. However, vaidions between the two remind us that propety markets are
complex and the reading of consumer confidence is not a reading of propety market
confidence.

No one goup was the most accurate at forecasting changes in both price and volume, and the
groups as a whole generdly performed better than the mgority of individua groups. This
suggests that MUREAU Auckland resdentid market survey results should continue to be
published on overal net response basis rather than the net responses of any individua group.

Obvioudy, any sysem of forecadting is unlikely to turn out correct dl the time. The survey
data has its limitations. Unexpected events can influence actua outcomes (examples might
be changes to exchange rates, interest rates, politicad environment, September 11 terrorist
atack on the United States etc.). MUREAU surveys are a sample of the population of
property professonds, sampling introduces error. Smal sample sze of some groups, non
responses to parts of questions etc. can be seen as possible limitations. There may aso be an
element of bias within the surveys, as the respondent groups do not necessarily represent the
entire range of property experts.

Despite the foregoing the surveys ae gill vaduable one of the drengths of quarterly
forecasts, is the ability of panedists to quickly adjust their forecasts to incorporate new
information. The survey daa is not used to represent anything other than the groups
involved.

Future research/further andyss should be undertaken in due course on badance MUREAU
Rea Edate Outlook Surveys. It is not practical to shorten survey-reporting periods from
three months.  However, andyses usng longer time series would be useful, to dlow more
detailed judgement of overdl trends, cyclical effects, and “ unexpected events’.

In regard to resdentid markets price change andyses could be caried out using an
dternative measure from the REINZ median dweling price datistic. The median has the
advantage of smplicity (caculation and interpretation), but it possesses serious limitations
paticulaly in low volume sdessmdl markets An improved method for measuring price
changes might be a regresson-based index. Such a method would more likely better capture
market dynamics.

19



6. REFERENCES

Baghestani, H. and Nelson, D. (1995), How Accurate are Professional Economic Forecasts?
Journa of Applied Business Research, Winter, 10 (1).

Berenson, M.L. and Levine, D.M. (1996), Basic Business Statistics Concepts and
Applications (6" Ed.), Prentice Hall, New Jersey.

Case, B. and Schiller, R. (1988), The Behaviour of Buyers in Boom and Post-Boom Markets,
New England Economic Review, November/December.

Case, B. and Schiller, R. (1994), A Decade of Boom and Bust in the Prices of Single-Family
Homes: Boston and Los Angeles 1983-1993, New England Economic Review, March/April.

Cho, D.W. (1996), Forecast Accuracy: Are Some Business Economists Consistently Better
Than Others? Journd of Business Economics, October, 31 (4).

Cronshore, D. (1996), Inflation Forecasts: How Good Are They? Busness Review, Federd
Reserve Bank of Philadelphia.

Don, A.J. (1998), An Analysis of the NZIV Commercial Market Outlook Survey, Unpublished
Dissertation, Massey University, PAmerston North.

Featherstone, K. and James, D. (1994), Assessment of NZIER Forecast Accuracy, New
Zedand Indtitute of Economic Research Working Paper 94/9, Wdllington.

Fildes, R., Hibon, M., Makridakis, S. and Meade, N. (1997), The Accuracy of Extrapolative
Forecasting Methods: Additional Empirical Evidence, Internaiond Journd of Forecasting,
13.

Hargreaves, R.\V. (1996), Adding Value for Clients - Forecasting Real Estate Market
Behaviour, New Zedland Vauers Journa, March.

Hargreaves, R.V. (1997), Property Market Forecasting — How Good is it? Pacific Red Edate
Society Conference, Perth.

Makridakis, S, Chatfield, C., Hibon, M., Lawrence, M.J, Mills, T., Ord, K. and Simmons,
L.F. (1993), The M2-Competition: A Real Time Judgmentally Based Forecasting Study (with
comments), Internationa Journal of Forecasting, 9.

Makridakis, S., Whedwright, SC. and Hyndman, R.J. (1998), Forecasting Methods and
Applications (3 Ed.), John Wiley & SonsInc., New York.

Peters, J. and Savage, J. (1996), Determinants of House Prices in Auckland, Wellington and
Christchurch: 1980-1995, New Zedand Indtitute of Economic Research Contract Report,
Welington.

Quotable Vaue New Zedland Ltd. (2001), Urban Property Sales Statistics — Half Year Ended
June 2001, Wdlington.

20



Razzak, W.A. (1997), Testing the Rationality of the National Bank of New Zealand’s Survey
Data, Reserve Bank of New Zedland, Wdlington.

Savage, J. (1996), Aspects of the New Zealand Housing Market, New Zedand Inditute of
Economic Research Contract Report, Wellington.

Sykes, JB. (1982), The Concise Oxford Dictionary of Current English (7" Ed.), Oxford
Universty Press, Oxford.

Vandersyp, S. (1989), Forecasting: Issues and the New Zealand Experience, New Zedand
Ingtitute of Economic Research Working Paper 89/22, Wdlington.

21



Appendix 1

REAL ESTATE MARKET OUTLOOK SURVEY
AUCKLAND REGION RESIDENTIAL PROPERTY

Massey University Real Estate Analysis Unit Number:
Department of Finance, Banking & Property Eorecast Period: 1 Dec. 2001 26 Feb. 2002
Massey Universit orec eriod: ec. - .

1 CONFIDENTIAL

Fax (06) 350-5651

INSTRUCTIONS: This survey relates to residential real estate transactions. The objective is to forecast the volume of
transactions, the price levels, and confidence in the market. Please indicate answers by ticking the appropriate boxes. (V).
Please complete the questionnair e as soon as possible and return in the freepost envelope.

1) Do you consider that the residential property market in the Auckland Urban Region will improve, remain the same or deteriorate
during the next six months?

Improve Same Deteriorate N/A

2) Basing your opinion on the work done in your own office, what has been your experience in the past three months and what
changes do you expect during the next three months in relation to change in SALE PRICES, VOLUME OF SALES, AND
CONFIDENCE IN THE MARKET for each of the following sectors?

Experienced change in PAST three months SALE PRICE CHANGES Expected change inNEXT three months

Up Same Down N/A Up Same Down N/A

Housing less than $200,000

$200,000 - $400,000

exceeding $400,000
Unitg/Apartments
Sections
Experienced change in PAST three months VOLUME OF SALES Expected change inNEXT three months
Up Same Down N/A Up Same Down N/A

Housing less than $200,000

$200,000 - $400,000

exceeding $400,000
UnitgApartments
Sections
Experienced change in PAST three months CONFIDENCE IN THE MARKET Expected change in NEXT three months
Up Same Down N/A Up Same Down N/A

Housing less than $200,000

$200,000 - $400,000

exceeding $400,000

Unitg/Apartments

Sections

IMPORTANT: Please write any comments on individual markets overleaf.




Massey University Real Estate Analysis Unit

Volume 6, Number 2 (2001)

e REAL ESTATE MARKET OUTLOOK SURVEY

. . June 2001
University

W Auckland Region Residential Property

Quarterly Survey Volume 6, Number 2

Prepared by Garry Dowse* and Bob Hargreaves’

DATA SOURCE

This survey is based on confidential questionnaires completed each quarter by a panel of Auckland real estate market experts
drawn from leading Bankers, Solicitors, Developers, Real Estate Agents, Property Consultants, Property Managers, Valuers,

Property Owners and Property Analysts.

Favourable mortgage rates under pin Auckland market

This quarterly MUREAU publication covers the outlook for the
residential property market in Auckland City.

Detailed results of the survey are set out on the second page of
this publication. The graph on the right compares the predicted
confidence for this quarter, broken down into market sectors,
with the results from the previous four quarters.

Responses to our latest survey indicate a stable outlook for the
Auckland City residential property market. According to the vast
majority of respondents (83%) the market will remain the same
in Auckland City over the next six months, the balance 17%
anticipate an improvement (down from 61% expecting an
improvement the previous quarter).

Comments from respondents note the first half of this year has
been generally positive for Auckland real estate with low
mortgage interest rates, improving activity and stable prices.
Results are, however, said to be mixed across the market; while
housing is meeting good demand, the apartment sector is
characterized by negative entiment after the recent failure of a

number of high profile players and the emergence of poor returns once
rental guarantees end.

The panelists believe similar will extend into the next quarter. Better
than two-thirds of respondents are forecasting housing turnover and
prices to stay the same over the next three months. The balance of
opinion is weighted towards increases (for the lower and upper ends of
the market). In regard to unitsapartments the panelists are less
positive. While the majority of respondents forecast sales volumes and
prices to remain the same, the remainder is expecting falls.

The survey also captures information on the Manukau, North Shore and
Waitakere residential markets. Panelist expectations for these areas are
generally consistent with the Auckland City predictions.

Readers should note that this survey takes a ‘broad brush’ approach to
forecasting changes in the Auckland Region residential property
market. It is acknowledged that individual properties and subsections
of the market may not move in tandem with overall market changes.

Expected Confidencein the Market
Quarterly Comparisons

Opinion of Panelists*
o
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the market will increase minus the percentage saying it will

decrease
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*The numbers in the boxes are expressed as percentages Quarter: 1 June - 31 Auqust 2001 M asey University Red Egate Analys's

1) Do you consider that the residential property market in Auckland City will improve, remain the same or deteriorate Unit
during the next six months?

17 03 0 III The primary objective of the Massey University Real Estate
_ Unit (MUREAU) is to provide reliable property information to
Improve Same Deteriorate N/A the property industry, the land related professions and the

2) Basing your opinion on the work donein your own office, what has been your experience in the past three monthsand ~ public.
what changes do you expect during the next three monthsin relation to changein SALE PRICES, VOLUME OF SALES,

AND CONFIDENCE IN THE MARKET for each of the following sectors? The Director of MUREAU is Professor R.V.(Bob) Hargreaves.
MUREAU also offers a consulting service for individual
Experienced change in PAST three months (%) Sale Price Ch anges Expected change in NEXT three months (%) clients. MUREAU publications, free on request, are;
Up Same Down N/A Up Same Down N/A
11 72 17 0 Housing less than $230,000 17 72 11 0 1 AMP Banking Home Affordability Report (Quarterly)
5 2 Rura Real Estate Market Outlook (Quarterly)
° 85 > > $230,000 - $400,000 > 85 ° > 3 Auckland Commercial Market Outlook (Quarterly)
28 56 11 5 exceeding $400,000 17 78 0 5 4  Christchurch Commercial Market Outlook (Quarterly)
50 40 5 Units/ Apartments 0 78 17 5 5 Waellington Commercial Market Outlook (Quarterly)
73 5 17 Sections 0 8 1 1 6 Auc.kland Reﬂdefmal Market Outlook (Quarterly)
7 Christchurch Residential Market Outlook (Quarterly)
8 Waellington Residential M arket Outlook (Quarterly)
Experienced change in PAST three months (%) Volume of Sales Expected change inNEXT three months (%) 9 NZ Residential Rental Market (Quarterly)
Up Same Down N/A Up Same Down N/A
56 39 5 0 Housing less than $230,000 22 67 11 0 ..
Enquiries
56 39 0 5 $230,000 - $400,000 11 73 11 5 . . o
] Concerning this publication and other research papers prepared
56 34 > > exceeding $400,000 17 3 > 5 by MUREAU may be addressed to:
11 73 11 5 Units/ Apartments 5 68 22 5
17 66 0 17 Sections 5 61 17 17 MUREAU
Department of Finance, Banking and Property
: : . . - Massey University
Experienced change in PAST three months (%) Confidencein the M arket Expected change inNEXT three months (%) Private Bag 11 222
Up Same Down N/A Up Same Down N/A Palmerston North
50 39 11 0 Housing less than $230,000 22 67 11 0
50 45 0 5 $230,000 - $400,000 17 73 5 5 Telephone: &-+64.6 350 5799 ext. 2323
i Facsimile: & +64 6 350 5651
45 50 0 5 exceeding $400,000 17 78 0 5
5 50 40 5 Units/ Apartments 0 67 28 5 http://pr operty-gr oup.massey.ac.nz/mur eau/mur eau.htm
17 61 5 17 Sections 10 62 11 17
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