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The Queenstown Lakes Community Housing 

Trust has been assisting first home buyers into 

home ownership for the past 4 years. Its goal 

is to overcome an entrenched affordability 

problem in one of the most expensive regions 

of the country. 

 

 During this period we have been entrusted 

with personal data on 444 first home buyers. 

This information has been supplemented by 

an independent research study of a further 

420 renters commissioned in 2009. This 

background data along with the many 

conversations with struggling first 

homebuyers has given the Trust a good 

understanding of the issues they face. 

 

To date we have assisted 40 families into their 

own homes through a popular shared 

ownership programme. More recently the 

Trust launched a Rent-Saver programme for 

households not yet ready for home 

ownership.  

We are happy to share information on both 

these programmes with the Commission. 

 

While we have observed many factors 

contributing to the affordable problem in New 

Zealand, there is one single component in our 

view that is significant above all others. 

 

 Our submission focuses on this issue. 

 

  



3 
 

Queenstown Lakes Community Housing Trust 
 

  

 

 

Executive Summary 

 

Measuring Affordability 

 What is the right measure 

 How do we fare 

 Is it a structural or cyclical problem 

 

 How the current lending regime is failing first home buyers 

 Uncompetitive mortgage rates 

 Culture of “short term borrowing” 

 Homebuyers continually wrong footed on rates 

 Ownership no longer delivering certainty to household budgets 

 Reserve Bank policy not supportive of legitimate first home buyers 

 Middle class solutions not working for low-moderate income earners  

 Legitimate homebuyers exposed to global economic gyrations 

 High DSR levels fuel higher mortgage rates 

 

The Consequences 

 An unsafe buying environment 

 No financial argument for buying a home except in a strongly uptrending market 

 Families have little control over largest single household budget item 

 Rental Congestion 

 Spiralling Accommodation Supplement 

  

How do we restore homeownership to international competitiveness 

 Competitive long term rates for first home buyers 

 Starter loans  

 Funded by a new Housing Bond 

 Delivery 

 

Appendices 

i) Household budgets 

ii) Affordability grid 

iii) Balancing the affordable equation 

iv) Growth of Accommodation Supplement for non beneficiaries 

 

  

 

C O N T E N T S 
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The popular measure of housing affordability compares house prices to household income. 

As shown by Demographia in its annual publication, New Zealand ranks as “severely 

unaffordable” based on this measure. However, even this measure presents a rosier picture 

than is justified. 

 

Home buyers measure affordability by their ability to meet mortgage repayments.  

Ie Mortgage costs / Household income = the Debt Service Ratio [DSR].   

The DSR ceiling of affordability is defined internationally as 30%.  Anything higher is deemed 

unaffordable.  Because mortgage rates in New Zealand are higher than in many other OECD 

countries, affordability is much worse using the DSR measure than the Demographia 

formula shows. 

 

Our analysis shows that DSR rates for first home buyers are typically in the range 40%- 48%.  

It means a family on a median income will pay up to $10,000 /year more from their net 

disposable income than what the international benchmark deems appropriate. This is the 

real cost of the affordability problem – for those fortunate enough to qualify. 

 

Moreover, these DSR levels have been stubbornly above the accepted international norms 

for at least the past 13 years. It suggests the problem is more structural than cyclical. 

This conclusion is reinforced by macro and empirical data now showing up across our 

national statistics. 

 

 Long term decline in home ownership rates – contrary to other OECD nations 

 Falling levels of new residential construction 

 Rental congestion – no “pull-through” incentive for renters to become buyers 

 

There are many factors affecting affordability but in our view the most significant is the way 

we are paying for our houses.   

 

Specifically  we have observed:- 

 

 A culture of two year mortgages – borrowing short and investing long 

 A lack of affordable long dated fixed mortgages in New Zealand 

 Ownership no longer brings certainty to household budgets 

 Home buyers are required to have a grasp of global economic factors at the same 

time they are making  the biggest investment decision of their lives 

 A small change in the OCR has orders of magnitude impact on household budgets 

 Homebuyers are regularly wrong footed on interest rates 

Executive Summary 
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The cumulative effect of this environment is:- 

 

 New Zealand has created a largely unsafe purchase environment for first home 

buyers 

 It makes no financial sense for anyone to purchase a house except in a strongly 

uptrending market 

 

In our view what is needed is a set of policies and initiatives that will deliver houses where 

the mortgage repayments comprise no more than a target 30% of gross  household income 

and that retain this affordability benchmark beyond the purchase date. 

 

 For the past 12 months, the Trust has been developing a pilot programme to address these 

same issues that we believe may have potential for scaling to a national initiative. 

It embodies – 

 

 A  Starter Loan for eligible first home buyers that offers:- 

- A low interest rate 

- Fixed for 5 years the period when buyers are most stretched 

 

Our research shows that if New Zealanders were able to borrow at the same interest rate as 

many other countries, almost all of the affordability problem would disappear. 

 

 We believe a starter loan could be funded by the issue of - 

 

 A new Housing Bond – an investment product designed with some uniquely New 

Zealand characteristics:- 

- marketed as a socially responsible investment 

-  attracting a government performance guarantee 

- initially offering a term of five years 

-  monthly return of P+I providing enhanced cashflows to investors 

Our dialogue around the country suggests investors from a number of sectors might be 

attracted to such an issue. 

  

Access to affordable homes for aspiring home buyers goes beyond ideologies – it is the 

cornerstone of our heritage. We have seen many reports produced over recent years 

analysing the problem but few attempts to address the issue at a structural level.  We 

believe  the nation will be held back in its achievements without a solution to this issue 

affecting growing numbers of people across our communities.  
It’s time to be bold. 

 

 Note:    The Queenstown Lakes Community Housing Trust is piloting a housing bond with the 

 above design characteristics with investment funds from a community trust and a 

 performance guarantee from the TLA. 
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Which measure? 

 

It is generally accepted that there are three factors that affect housing affordability:- 

 House prices 

 Gross incomes of households 

 Borrowing costs 

 

Affordability problems result from any misalignment of these three variables.  

 

 

    
It has become popular in recent years to measure 
affordability by looking at just the first two variables - House prices/Gross Incomes 

This is the measure for example that Demographia adopts in its annual affordability 

publications. 

But housing affordability is not confined to the purchase decision. What can be affordable 

for a household at the time of purchase can become unaffordable through time with buyers 

required to be knowledgeable and vigilant about changes in monetary policy that directly 

affect their repayments. 

 

Measuring affordability on the first two variables does not provide international 

comparisons of affordability. It assumes that mortgage rates are all the same – and of 

course they are not. 

 

New Zealand mortgage rates are higher than in most other OECD countries and focusing just 

on house prices and incomes, camouflages the severity of the problem in this country. 

We contend that affordability is not a snapshot captured at the time of purchase, it must 

apply right through the duration for the mortgage repayment period.    

 

A  more accurate measure of affordability is therefore to compare the last two variables  

            Borrowing costs / Gross household income 

 

Measuring Affordability 
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Indeed this is how households themselves measure affordability.  

How much of our income will it cost us to support our purchase decision 

 

 

 

 

 

 

 

 

 

Interestingly, while major lenders in New Zealand calculate DSR when assessing loans for 

approval, few first home buyers meet the 30% DSR test. Lenders have had to relax their 

criteria and incorporate other additional measures when assessing first home buyers. 

How do we fare? 

 

If a Debt Service Ratio of 30 is regarded internationally as the upper limit of affordability, 

how do we fare in New Zealand? 

 

    

 It shows that affordability is a larger issue than it was in 1998 

 The national statistics conceal a greater problem in key regions 

 Median statistics mask the greater hardship faced by low-moderate income 

earners 

 The global financial crisis may have alleviated the symptoms (lower rates) but has 

not solved the problem. 
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The accompanying 

chart shows the 

DSR levels based on 

median statistics up 

to 2009 and against 

prevailing interest 

rates at the time. 

DSR is the preferred test of affordability  of:- 

 Canada Mortgage and Housing Corporation 

 Australian Housing and Urban Research Institute 

 DTZ in New Zealand 

 

This ratio calculates a Debt Service 

Ratio (DSR) and the recognised 

international ceiling of affordability 

using this measure is 30%. Any 

measure above this figure is 

considered unaffordable. 
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It is our experience that a buyer with a 20% deposit will need to commit to a DSR greater 

than 40% when buying their first home even at the current low ebb in the interest rate 

cycle. (see Appendix II) 

For a median income household, this higher DSR equates to more than $7,000 of additional 

net income that must be found to service the mortgage to pay for the affordability 

problem– money that must be found from discretionary spend – usually minimal for low-

moderate income earners. 

 

Is it a structural or cyclical problem? 
 

As the above chart shows, New Zealand has been outside the international norms of 

affordability for the past 15 years. It suggests the problem is more structural than cyclical. 

 

Further evidence of a structural problem manifests itself in the macro data:- 

 

 Homeownership rates in New Zealand are in long term decline  

 Building consents are sharply down on their historical norms 

 Rental congestion 

 

But there are good reasons why the problem has not been addressed earlier. At first sign of 

an affordability problem, it is difficult to diagnose if it is a cyclical problem or a deeper 

structural issue. Initially the symptoms look the same - households struggling to get into 

homeownership. 
 

For policy makers it is appropriate to assume at the outset that it is just a cyclical problem 

requiring a cyclical response.  

A typical policy response to a cyclical affordability problem  

would be to improve “access” to housing for those that  

are being marginalised by the problem. 

 

We suggest Welcome Home Loan is such a product.  

It may improve access but has no impact on affordability. 

 

It assists first home buyers by lowering the threshold deposit  

but the product does nothing to address affordability. 

Indeed it makes affordability worse by requiring the  

homeowner pay part of the insurance premium for  

participating – an embedded cost of several thousand dollars. 

Welcome Home Loan (WHL) is a 

Housing New Zealand product that 

helps households with minimal  

deposit into homeownership. 

It achieves this by the Corporation 

guaranteeing to the lender the 

performance of the mortgage. 

This guarantee allows the lender to 

stretch their normal credit lending risk 

and lend up to 95% of the price of the 

dwelling. 
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Access and Affordability are different things. We believe strongly that any initiative to 

address the structural problem must confront affordability directly. It must lower the DSR 

for households - targeting the 30% international benchmark.   

It is our view – 

 

 WHL is a cyclical solution for a largely structural problem 

 It exacerbates affordability for the homeowner – rather than relieving it 

 It does not encourage saving for a deposit 

 It can encourage home ownership for those not ready for the responsibility 

 It is really a product for the banks – not the homeowner 

 It is a subsidy from the Crown but is not mutually exclusive to other subsidies the 

homebuyer may receive - like the Accommodation Supplement. 
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Uncompetitive Mortgage rates 

We respectfully question the Commission’s assertion that “deregulation has made mortgage 

finance much more attainable and competitive.” [P43] 

While the mantra in New Zealand is ‘strive for international competiveness’, we are 

significantly uncompetitive in the single largest item of a household budget – mortgage 

costs. (during the first 10 years of home ownership) 

 

   
    

 

 

 

 

 

 

 

The example shows a New Zealand household must fund an additional $8,748 each year 

from after tax earnings to meet its mortgage obligations, compared with a similar household 

in the UK. Or expressed in terms of DSR, it must allocate 13% more of its gross income to 

service its mortgage. 

0.0%
2.0%
4.0%
6.0%
8.0%

4.4% 3.2% 4.5% 3.8%

7.8%

5 year mortgage rates

 Mortgage      Annual        DSR 

 Rate     Repayments  

   

    7.8%     $31,860   46% 

    4.4%     $23,112   33% 

A scan of five year 

comparative rates 

from a few other 

countries shows the 

extent of our 

uncompetitiveness. 

 

               Note: Australia has been excluded from the comparison because it has a  

               similar interest rate regime to New Zealand and a similar affordability problem. 

The impact on a median income household is 

palpable. The accompanying table shows the extra 

burden (DSR) for a New Zealand family versus their 

counterpart in the UK.  It assumes a $70,000 income 

and a $350,000 mortgage. 

 

How the current lending regime is failing first home buyers 
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While this example is based on 5 year comparative mortgage rates, the disparity is equally 

apparent with shorter dated rates. Two year rates in New Zealand are at least 77% higher 

than the UK, Canada, Singapore or the US. 

 

Significantly,  almost all the affordability problem would disappear if mortgage rates were as 

competitive as the other countries shown. Refer model in Appendix 3   

 

Culture of “short term borrowing” 
 

In New Zealand there are no long dated fixed mortgages that allow households to peg their 

mortgage costs beyond 5 years.   

This contrasts with many northern hemisphere countries where fixed rate mortgages for 

10,15,20 years are common with interest rates ranging from just 4% - 6.5% . 

 

The absence of any affordable longer term fixed rate in New Zealand leaves buyers with 

little choice but to “borrow short and invest long”. 

 

It would be unusual in the commercial world for an organisation to finance a long term 

capital project with a bank overdraft. It would likely be financed by a long dated bond or 

some other means that preserved certainty around the project investment. 

Homeowners in this country have no means of using this time honoured good financial 

practice. They must take on a purchase contract never knowing how much the house might 

ultimately cost them. 

 

What is needed is a longer dated fixed rate product that engenders confidence for our 

younger generation to take the bold step into homeownership. 

 

First homebuyers continually wrong footed on rates 

 

It has been our observation that first home buyers are regularly wrong footed on interest 

rates and to a large extent the market cycles works against them. 

A household may have saved a 10% deposit but decide to postpone their purchase decision 

because prices are at a cyclical high.  However as economic conditions soften, the changed 

climate makes lenders more cautious and they raise their lending criteria. We saw this occur 

in 2009 when deposit thresholds were raised to 20%. 
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Just when prices are at a low ebb in the cycle, our first home buyer is not able to take 

advantage of the favourable buying conditions without finding a further 10% deposit which 

could be a significant part of a year’s net income. 

Inevitably, they have to postpone their purchase decision until the economy improves and 

banks once again relax their lending criteria. At that time interest rates are on the way up 

again and house prices are responding to renewed confidence in the economy. 

This cycle gives our first homebuyer just a narrow buying zone to purchase – at a time 

nearer the peak of the next cycle.  

Indeed, the pent-up demand from those unable to take advantage of buying when 

conditions are slack in the economy exacerbates the amplitude of the swings – as more and 

more homebuyers seek to “get on the ladder” at the only time in the cycle that lets them 

aboard. 

 

This quirk of the way fluctuating interest rates control when first homebuyers have the 

opportunity to buy only encourages the speculative motive for house buying – rather than 

smoothing the home buying trend.   

 

 

Ownership no longer delivering certainty to household budgets 

 

Many New Zealanders can still recall the days of 30 year fixed interest mortgages. Buying a 

house brought certainty to the largest item of household expenditure. There was a strong 

incentive for families to move from rental to a purchase decision. Families knew that that 

there would never be a mortgage payment larger than the first instalment.  

Conditions tighten 

      Interest rates fall 

          Deposit levels raised 

               Prices soften 

              Prices rise 

        Lending relaxed 

     Interest rates rise 

   Economy improves 

Buying zone for stretched 1
st

 buyers 
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When we factor in the vagaries of future interest rate increases for a buyer the incentive to 

purchase is quite absent – even for those able to meet the borrowing threshold. 

The only argument in favour of buying is a “punt on property prices” – which should not be 

the motive for young New Zealanders aspiring to home ownership. 

 

  

Reserve Bank policy admonishes legitimate homebuyers 
 

Because homebuyers have little or no opportunity to lock-in long term mortgage rates, they 

become more directly exposed to changes in the OCR by the Reserve Bank. We respect the 

Bank’s monetary policy guidelines but if raising interest rates is intended to curb inflation by 

dampening down consumption, its effect on legitimate homebuyers can be devastating. 

       
It is our view that legitimate first home buyers need to be insulated from OCR changes. 

What was affordable at the time of purchase can quickly become unaffordable after 

purchase because of circumstances beyond the control of the homeowner.  

 

The Trust is aware of home owners that have been forced from their homes because of 

interest rate changes damaging their ability to meet the new repayments. The devastation 

on the family when this occurs is only part of the story – it also discourages them from  

re-entering the market. 

 

% Gross Income  Rental  Purchase 
Rent      25-30%      Nil 

Mortgage cost         Nil    40-45% 

Rates/Insc/Maintenance         Nil      3-4% 

Comparison      25-30%    43-48% 

Consider a  household on an income of 

$70,000 with a mortgage of $350,000 

A 1% interest rate rise will cost an 

additional $3,500 per year in interest. 

But the family will need to find another 

5% from their gross income to fund the 

rise. 

Today’s environment 

has moved very much 

against the home 

buyer and  in favour of 

the renter. 
                          Based on a median income of $70,000 
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With the Reserve Bank portending higher rates in coming months and many first home 

buyers holding variable or short dated fixed terms, the consequence on household budgets 

is a very real looming issue. 

 

If New Zealand is wanting to encourage young people to put down roots and invest in 

something as fundamental as their own home, it must reciprocate by delivering a safe 

environment that rewards them for that commitment. 

 

It would be farcical if the Commissioner of Taxation were to make pronouncements on 

changes to the tax rates every 6 weeks. Yet ironically mortgage costs, directly influenced by 

the RBNZ, represent a far greater portion of the household budget than tax. 

 

Middle class solutions no longer working for low-median earners 

Like any structural problem in the economy, the effects are felt most by those at the 

margins. In this case the low-moderate income earners have been disenfranchised the most 

from meeting home ownership thresholds. 

Most of the statistics today are focused on medians – median house prices and median 

incomes. They ignore 50% of the cohort made up of low-moderate income households that 

fall below the median bar. For these struggling families, the middle class solutions for buying 

a home are simply unachievable – the Kiwi dream is no longer alive for them. And the social 

costs are being felt through our communities – along with the growing cost to the Crown for 

providing direct support. 

 

 

 

 

 

Legitimate homebuyers exposed to global economic gyrations 

We are living through volatile economic times. Dramatic swings in currencies, threats to the 

Euro, debt ceiling issues in the US and rampant price movements in many agricultural and 

hard commodities. These global ructions are playing out daily through the headlines.  

They should have no effect on households struggling to pay their mortgages in New Zealand. 

We believe it is unreasonable to expect first home buyers to have an understanding of 

global economic issues at the same time they are making the biggest purchase decision of 

        “The Impossible Dream” 

Household Income          =   $ 50,000 

Modest house cost          =  $360,000 

Bank deposit required    =  $  72,000 

DSR on borrowings          =     45% 

Even if the family could save the 

required deposit of 20%, the Debt 

Service Ratio is beyond a lender’s 

credit criteria. 



15 
 

Queenstown Lakes Community Housing Trust 
 

their lives. Yet that is the house buying environment the country has created. There must be 

a disconnect. Housing our people is a far greater obligation to successive generations than 

embroiling them directly in the financial turmoil of successive global financial crises. A more 

supportive and nurturing environment for legitimate first home buyers is essential if 

confidence is to be restored for aspiring young homeowners. 

 

 

 

 

 

High DSR levels fuel higher mortgage rates 

  

 

 

     

 

 

 

  

 

High DSR 
levels

Higher risk for 
homeowner

Higher 
risk for 
lender

Higher 
lender 
margin

Higher 
mortgage 

rate

The Consequences 

 

Global 

market 

changes 

     NZ 

Monetary 

    Policy  

    reacts 

Lenders 

adjust 

rates & 

 terms 

  

Homeowner 

caught in the 

crossfire 

          A 

    Vicious 

       Cycle 

It is challenging to change an established paradigm. Lenders with their long established experience 

will adjust their lending margins to the environment within which they operate. 

 

  

 

For them, higher DSR levels 

equate to higher risk of a 

homeowner default. 

 

That risk will lead to a higher 

margin to offset the risk.  

 

And that margin of course is 

passed onto the borrower in 

higher lending rates. 

 

That in turn raises the DSR level 

for the homeowner - making 

affordability even worse. 

 

 

 

 The converse is also true and is supported by the Trust’s experience. A low DSR [30%] puts less stress 

on household budgets, lowers the risk of default and justifies a lower lender margin commensurate 

with the risk. 

      No filters 
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An unsafe buying environment 

We argue that New Zealand has created a largely unsafe environment for first home buyers  

– particularly for low-moderate income earners. Before the next generation can have 

confidence in committing to home ownership, there must be acceptable terms of payment 

for them to have that confidence. 

At the very least the goal must be to restore affordability rates to the internationally 

acceptable benchmark. 

 

Through its shared ownership programme, the Trust calculates the % ownership a buyer can 

afford by targeting a 30% DSR. The Trust will purchase the balance. It is noteworthy that 

across the 40 low-moderate income households that have been assisted in this way, none 

has missed a single mortgage repayment through what has been a challenging economic 

period.  

That is the reduced credit risk of a lower DSR. 

 

It makes no financial sense to buy a house 

Unless house prices are trending upwards strongly, it makes no financial sense to purchase a 

house. Housing costs are significantly greater for buyers than renters and the uncertainties 

of future interest rates expose a household to greater financial risk in a buying environment. 

Many prospective buyers know that we are at a low ebb in the interest rate cycle and 

remain nervous about making a purchase decision against a backdrop of the RBNZ 

threatening imminent rate rises. 

Rental Congestion 

Because the buying environment disadvantages a purchaser over a renter, there is little 

incentive to purchase. It makes greater sense for families to stay longer in rental 

accommodation. With no “pull through” from rental to purchase the lack of incentive to 

purchase creates rental congestion – further contributing to a distortion in the housing 

market. 

Slump in new residential builds 

There may be many extraneous reasons for the current slump in building consents including 

of course the collapse of many of the second tier finance companies that funded new 

developments. But we believe it’s not just a supply problem. New Zealand needs to recreate 

a safe buying climate for new buyers to stimulate a demand led resurgence of new builds. 
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Spiralling Accommodation Supplement [AS] 

We note that the AS for non-beneficaries has risen by 350% in the past 7 years.  

Refer Appendix IV.  

Clearly this is unsustainable and it masks the extent of the problem. Some of this 

appropriation we believe could be diverted to putting in place a structural solution to 

produce better outcomes than a straight subsidy that AS represents. We would welcome a 

discussion on some possibilities. 
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First homebuyers need a break – particularly low-moderate income households. 

They need to know that buying a house is safe and their decision will not be scuttled by 

exogenous global events outside their control. They are happy to take the “price” risk at the 

time of purchase– but should not be expected to shoulder the “buying” risk of not knowing 

how much they will end up paying for it. 

 

We believe a circuit breaker is needed – a new paradigm that changes the game for first 

home buyers – particularly those in the low-moderate income range who have been 

disadvantaged the most. 

 

There are two parts to our recommendation.  

 

A New Housing Bond –special purpose capital for a specific purpose 

 

 ✓A fixed interest investment 

 ✓Carries a term of 5 years (initially) 

 ✓The performance of the bond is underwritten by the Crown 

 ✓Pays monthly instalments (P+I)  where P is based on 25 year table mortgage 

 ✓Balance of principal owing after 5 years is repaid to the investor 

 
Its attraction to investors 

 

 ✓The coupon rate is marginally above the 5 yield on government bonds 

 ✓Monthly cashflow returns to investors 

 ✓Sovereign risk  

 ✓Socially responsible investment   

              ✓Performance certainty 

 ✓ A secondary market 

 

Potential investors 

 Our own discussions with investment houses and institutional advisors around the 

 country suggest a potential appetite for this type of investment from:- 

✓  Philanthropy/wealthy private investors 

✓  Community Trusts (investment funds) 

✓  Institutions  

✓  Retirees (looking for enhanced cashflow)  

Recommendations 
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Starter Loans 

 

   Funds from the Housing Bonds will be applied to create starter loans for first home buyers. 

  

 

While the initial starter loan period may be 5 years, as investors grow confident about the 

performance of the Housing Bond, we would like to see the term of the starter loan stretch toward 

10 years.            

Why is a starter loan important 

         ✓ It locks-in affordability beyond the purchase date for home buyers. No other  intervention 

 will do this 

         ✓ It helps break the culture of 2 year home loans that has been cultivated over the 

  past decade or so in New Zealand. 

         ✓ It avoids legitimate home buyers being buffeted by global economic factors  

               beyond their control. 

          ✓ It delivers certainty to household budgets during that critical establishment period 

  when buyers are inevitably stretched. 

          ✓ It restores confidence to buyers –encouraging them to move from rental to purchase and 

   easing rental congestion 

          ✓ It helps flatten the cyclical gyrations of property prices and removes an element of   

   speculation from the buying decision. 

 

What happens after 5 years 

            ✓     The homeowner will have repaid 10% off their principal by this time and will a higher 

        level of equity to cushion refinancing options 

            ✓     Their income and circumstances are likely to bridge the transition to a regular  

                     market product without causing strain on the household budget. 

A starter loan is – 

✓ A 5 year fixed interest loan 

✓ For first home buyers 

✓ Low interest 

✓ No penalties on early exit  

      (people’s circumstances change) 

 

At the end of 5 years the homeowner is 

required to move to a market mortgage. 
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Who is eligible 

 Starter loans will only be available to households – 

  ✓   with permanent residency 

  ✓   who don’t own other property 

✓  where at least one member of the household is in fulltime employment 

✓   who have saved a minimum of 5% deposit 

               ✓   with low-moderate incomes 

 A household qualifying for a starter loan cannot also receive an Accommodation Supplement. 

 

Delivery 

 

Starter Loans could be delivered through accredited community housing organisations (CHOs) as a 

means for assessing eligibility. This would also be supportive of the HSAG recommendation of having 

CHOs addressing more of the affordability issues in their communities. 

 

The Trust has spent 18 months developing a pilot housing bond programme and a 5 year starter 

loan rate to homeowners around the current variable mortgage rate. It is planned for launch later 

in 2011. We would be happy to share with the Commission the models/framework for 

 

Note:  Canada has achieved considerable success in lowering mortgage rates through the issue of 

housing bonds. Today up to 15% of all residential mortgages are funded through housing bonds. 

They are managed through Canada Housing Trust which is a wholly owned subsidiary of Canada 

Mortgage and Housing Corporation, a state owned enterprise.  
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The Commission acknowledges the strong links between home ownership and 

a range of positive social outcomes. We have seen this demonstrated in the 

township of Wanaka where five separate families were assisted into home 

ownership through the provision of government owned land. It was nearly 50 

years ago. None was a beneficiary. Each one of those families were so grateful 

for the assistance, they independently committed decades of voluntary service 

to the community through boy scouts, fire service and the County Council. This 

sort of dividend cannot be measured in a modelling metric – but is an 

indication of the return that occurs when families feel that have been given a 

lifetime break.  

As our data suggests, if New Zealand can deliver mortgage rates comparable to 

many northern hemisphere nations, almost all the affordable problem 

disappears. If those rates can also be held for a longer period as they are in 

many northern hemisphere nations first home buyers can be confident that 

affordability will also be locked in.   
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There have been recent calls to match the 

incomes levels of Australians to discourage 

the drift of our skilled workers offshore.  

We believe we can achieve the same 

outcome by a different means.  

Mortgage costs are the largest single item 

of household expense and we know New 

Zealanders are paying significantly more 

than the international benchmark 

prescribes. 

The initiatives outlined in this submission 

will not raise household gross incomes, but 

they will reduce the largest household cost 

item for first home buyers. 

And that will have a positive impact on 

discretionary incomes. 

A whole set of benefits then start to flow. 
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Appendix I 

Household Budget 
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X
Affordability problems 

drain households of 

discretionary income. 

Reducing the size of the 

mortgage cost for first 

home buyers will have a 

corresponding benefit on  

their disposable net 

incomes – and a positive 

effect throughout the 

economy. 
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Appendix II

Affordability Grid

Assumptions -

Interest rate 6.00%

Term (years) 25  

Deposit 15%

Instalments    Monthly

Equity partnership 0%  

 

Purchase   Deposit Principal Annual ______________________________Gross Household Income_____________________________

price  borrowed repayments $50,000 $55,000 $60,000 $65,000 $70,000 $75,000 $80,000 $85,000 $90,000

$330,000 $0 $49,500 $280,500 $21,687 43% 39% 36% 33% 31% 29% 27% 26% 24%

$340,000 $0 $51,000 $289,000 $22,344 45% 41% 37% 34% 32% 30% 28% 26% 25%

$350,000 $0 $52,500 $297,500 $23,002 46% 42% 38% 35% 33% 31% 29% 27% 26%

$360,000 $0 $54,000 $306,000 $23,659 47% 43% 39% 36% 34% 32% 30% 28% 26%

$370,000 $0 $55,500 $314,500 $24,316 49% 44% 41% 37% 35% 32% 30% 29% 27%

$380,000 $0 $57,000 $323,000 $24,973 50% 45% 42% 38% 36% 33% 31% 29% 28%

$390,000 $0 $58,500 $331,500 $25,630 51% 47% 43% 39% 37% 34% 32% 30% 28%

$400,000 $0 $60,000 $340,000 $26,287 53% 48% 44% 40% 38% 35% 33% 31% 29%

$410,000 $0 $61,500 $348,500 $26,945 54% 49% 45% 41% 38% 36% 34% 32% 30%

$420,000 $0 $63,000 $357,000 $27,602 55% 50% 46% 42% 39% 37% 35% 32% 31%

$430,000 $0 $64,500 $365,500 $28,259 57% 51% 47% 43% 40% 38% 35% 33% 31%

$440,000 $0 $66,000 $374,000 $28,916 58% 53% 48% 44% 41% 39% 36% 34% 32%

$450,000 $0 $67,500 $382,500 $29,573 59% 54% 49% 45% 42% 39% 37% 35% 33%

$460,000 $0 $69,000 $391,000 $30,231 60% 55% 50% 47% 43% 40% 38% 36% 34%

$470,000 $0 $70,500 $399,500 $30,888 62% 56% 51% 48% 44% 41% 39% 36% 34%

$480,000 $0 $72,000 $408,000 $31,545 63% 57% 53% 49% 45% 42% 39% 37% 35%

$490,000 $0 $73,500 $416,500 $32,202 64% 59% 54% 50% 46% 43% 40% 38% 36%

$500,000 $0 $75,000 $425,000 $32,859 66% 60% 55% 51% 47% 44% 41% 39% 37%

 

This worksheet shows the Debt Service Ratios for varying household incomes
and varying levels of mortgages. The international benchmark is 30%.
The pink area denotes the unaffordable range.

The model shows that a household earning $70,000 with a 15% deposit and buying a $400,000 house will face a DSR of 38% 
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Appendix III

Balancing the affordable equation

Variables

Income $70,000

Depos it $60,000

House price $425,000

DSR % 30

Interest rate Borrowing capacity   Shortfa l l

to meet 30% DSR       $

 

2.5% $386,912 -$21,912

3.0% $365,676 -$676

3.5% $346,112 $18,888

4.0% $328,064 $36,936

4.5% $311,392 $53,608

5.0% $295,973 $69,027

5.5% $281,693 $83,307

6.0% $268,450 $96,550

6.5% $256,155 $108,845

7.0% $244,725 $120,275

7.5% $234,086 $130,914

8.0% $224,170 $140,830

8.5% $214,918 $150,082

9.0% $206,274 $158,726

9.5% $198,189 $166,811

Conclusion based on the variables shown:-

If mortgage rates were close to northern hemisphere rates there would be no affordability problem.

The problem is the mortgage rates we are paying to buy our houses.
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This chart shows the dollar 
impact on affordability of 
different mortgage rates

for a given set of household
circumstances.
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Appendix IV 

 

Charts showing the spiralling growth  in Accommodation Supplement 

being paid to non-beneficiaries. 

The Accommodation Supplement has been a palliative for the 

unfolding structural affordability problem and has camouflaged 

some of its impact on families. 

 

The Crown has an opportunity to offset some of this appropriation  

with support into the Housing Bond programme. 
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