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THE LIMIT FOR HIGH-LVR MORTGAGE LENDING 

 

What is it and how can this affect me? 

 

The Reserve Bank New Zealand (“RBNZ”) announced on the 20th August 2013 that it will 

impose 80% restriction on Loan-to-value ratio (“LVR”) on any lending against residential 

property.  Any bank in New Zealand is required to limit their residential property lending over 

80% LVR to 10% of their total lending portfolio.  This new LVR restriction just came into force 

on 1st October 2013.  

 

A LVR is the ratio of how much a bank lends against a residential property compared to the 

value of that particular property.  Limiting lending over 80% LVR means that more home 

buyers will need to contribute equity equivalent to at least 20% of the purchase price.  

 

The RBNZ introduced this LVR restriction to limit the risks involved in the property 

market.  Housing lending accounts for almost 50% of the bank lending in New 

Zealand.[1]  Housing prices in New Zealand have been on the rise in the last few years, 

especially in the Auckland region.  This is considered high even at international standards 

when compared to disposable income and rent.  Given fear of bubbles in the market and the 

potential impact of a significant fall in house prices in the future, the RBNZ considered it 

necessary to increase the threshold of current lending criteria.  It is less likely for home owners 

to default on their mortgages when they have contributed more equity - as the loan is more 

affordable compared to highly-indebted home owners. 

 

Banks can still lend to borrowers with low deposits, however they must limit this to 10% of 

their lending portfolio.  The RBNZ did not state how long the LVR restriction will be effective for, 

however it is expected that this restriction will persist until the property market becomes 

steady.  On-going compliance of this LVR restriction will be managed by the RBNZ, and failure 

to comply with the restriction may lead to the cancellation of banking licences. 

 

The LVR restriction essentially means that potential home buyers will most likely need to save 

up a minimum 20% equity before they are able to purchase a property.  Auckland has 

experienced the highest growth in property price over the last few years, with the average 

price of a property being $639,385 in the year to June 2013 (according to statistics provided 

by QV).[2]  If you are to purchase a house at an average price in Auckland, you will need to 

save up to $127,877 under the new LVR restriction.  

 

As of several days ago, ASB Bank has withdrawn all outstanding pre-approved loan offers for 

borrowers with less than 20% deposit to ensure compliance with the new lending rules. 
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What can I do? 

 

Potential home buyers are encouraged to save up more equity for their proposed 

purchase.  The Kiwisaver First Home Withdrawal Scheme and First Home Subsidy may also be 

of assistance.  Please refer to our solicitor Tina Hwang’s earlier blog on this topic 

[http://queencitylaw.co.nz/2013/06/kiwisaver-first-home-withdrawal/].   

 

The Government has announced changes to the existing KiwiSaver First Home Deposit Subsidy 

Scheme.  The house price threshold in the Auckland region has increased to $485,000 from 1 

October 2013, and the income cap will change to a new two-tier system of $80,000 for one 

buyer, and $120,000 for two or more buyers.  We may also see the growth of non-bank 

lenders. 

 

 

 

[1] RBNZ Policy Statement: http://www.rbnz.govt.nz/financial_stability/macro-

prudential_policy/5393159.html 

 

[2] http://www.interest.co.nz/property/65302/qv-says-average-house-price-nz441254-

auckland-prices-126-year-average-price-nz639385 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Disclaimer: This publication is necessarily brief and general in nature. You should seek professional advice 

before taking any further action in relation to matters dealt with in this publication.  
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