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Department of Building and Housing Submission 

This is the Department of Building and Housing‟s submission to the Productivity Commission 
Inquiry into housing affordability.  We welcome the Inquiry and are keen to contribute and assist 
the work of the Commission in any way possible.   

The Department‟s policy/work programme over the last several years has been focused on a 
range of initiatives aimed at reducing cost and improving efficiency in the building and housing 
sector.  The key initiatives which will support improved affordability are set out in the following 
table. 
 

Housing Affordability 
Issues 

DBH Initiatives 

Land Supply Working with Auckland Council in the development of 
their Spatial Plan – to link growth projections to planning 
rules, provision of infrastructure/services (and 
associated development levy/funding structures), and a 
mix of location, density and pricing development options  

Planning Regulation Input into the Resource Management Act review and its 
impact on urban development, land supply and the time 
required to bring new housing to market 

Industry Productivity Establishment of an industry based Productivity 
Partnership to: 
- improve industry skills and productivity 
- use research as a means of targeting and improving 

productivity 
- look at ways to change procurement processes to 

improve quality and productivity 
- considers ways of improving construction systems 

Building Control System - Supporting consolidation and economies of scale in 
local government‟s building consenting and 
inspection function. 

- Shifting the emphasis from a control system (plan 
consents and inspections) to an industry focus on 
quality and accountability/liability – e.g. occupational 
licensing 

- Improving quality systems in councils‟ supervisory 
role – e.g. the Building Consent Authority 
accreditation process 

- Reducing the cost of building consents – e.g. 
exempting minor work from needing a consent and 
making it quicker and easier to get a consent for low 
risk and standard design building work (MultiProof) 
and the „simple house‟ compliance document 

Social Housing Reform Development of a more innovative and efficient social 
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housing sector, with a greater number of social housing 
providers and growth in the overall quantum of houses 
available 

Our submission addresses six areas impacting on housing affordability which the Department 
considers are critical in terms of housing affordability and relate to the Productivity 
Commission‟s Housing Affordability Issues Paper.  These areas are: 
 

 Context of housing affordability (relating to the following sections of the Issues Paper: 
section 2, The Commission‟s Approach; section 3, The importance of well functioning 
housing markets; section 4, Analysing Housing Markets; section 5, Recent Trends in 
Housing Markets; section 13, Macro-economic influences; section 15, The Relative 
Costs of Renting versus Owning) 

 Land supply, local government issues, planning, tenure choice, and sustainability 
(relating to: section 3, The importance of well functioning housing markets; section 7, 
Urban planning, design and land use policies; section 8, Infrastructure charges; section 
11 - Population and demographic change)  

 Construction sector productivity, regulation, and costs (relating to: section 9, Building 
Controls and section 10, Performance of the building and construction industry)  

 Housing affordability and the social housing reform programme (relating to section 5, 
Recent trends in housing markets and section 6, Markets for housing)   

 Finance and prudential regulatory supervision (relating to section 14, The availability of 
finance)  

 Housing markets, taxation and housing affordability (relating to section 12, The role of 
Taxation) 

We have also attached a more detailed Appendix to support the points made in this submission. 

 

Housing Affordability 

The housing system is not one market but segments across a number of dimensions - including 
geographic, socio-economic status and positioning of households, housing type/style/price, 
tenure type, the life cycle stage of occupants and their personal preferences.  As a 
consequence the experience of housing affordability is very different between existing home 
owners, first home buyers, rental tenants, and across different localities and household types. 

House prices increased at a significantly faster rate than household incomes between 1996 and 
2006.  House prices have dropped in some areas since 2006 and interest rates are now low, 
but this has not fully overcome the effects of rising housing prices in the period 2002-2007.  The 
overall effect has resulted in a significant decline in first home buyer housing affordability, but 
left existing home owners with higher housing equity.  At the same time rents have generally 
increased at a slightly lower rate than household income, so rental affordability has not (yet) 
deteriorated to the same extent as first home buyer affordability.  House prices in Auckland and 
other major metropolitan areas (and in retirement/sun-belt areas like the Queenstown Lakes 
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district, Nelson and Tauranga) are consequently still at higher multiples of household income 
than other regions. 

The housing affordability issue predominantly affects aspiring first home buyers, but a growing 
housing supply shortage in Auckland raises concerns about the possible emerging effect on 
rental prices in some markets.  This concern raises the question of how to achieve a growing 
supply of houses in areas of rising population pressures and at pricing points affordable to a 
wider range of buyers than is currently being achieved.  

Achieving these objectives impacts on a number of other areas, including: 

 land supply/zoning 

 regulatory costs  

 the structure and productivity of providers and investors  
These areas are discussed further below. 

Case Study of sub-market impacts 

Auckland is our fastest growing area in terms of population and households, but the volume 
of new housing construction is considerably lower than the rate of population growth.  At a 
sub-regional level, much of Auckland‟s population growth is in the areas of south Auckland 
(like Otara), but less than 20% of the city‟s new housing construction is in south Auckland.  
While the population of those areas is growing and there are rising numbers with an 
improved income/education/employment profile and rising expectations (and who wish to 
retain their strong links into the community), the housing stock is still predominantly old 
(often state owned) and with a relatively narrow range of features/options and price range.  
That is, while the population is growing and the consumer profile is increasing in diversity, it 
has not been supported by a growing range of housing options through either renewal or 
new housing supply. 
 

Land supply, local government issues, planning, tenure choice, and sustainability 

Local government has a strong influence on the local housing markets through both service 
delivery and the regulations imposed to achieve their long term planning goals and objectives 
e.g. through land zoning, provision of infrastructure and development charges.  This regulatory 
role affects the supply of and demand for housing (both rental and owner–occupied) and, hence 
its price and affordability1.     

The cost of land is a major contributor to housing costs.  Restrictive planning practices which 
limit green/grey/brownfield land supply/development capacity within an urban area result in 
inflated land values, higher house prices and poorer housing affordability.  The Department 
considers that an adequate supply of zoned land (which provides for a range of dwelling 
typologies in areas where people want to live) is necessary to avoid negative affordability 
impacts.  International practice indicates a minimum of 20 years supply. 

                                                
1
   The income transfer/support and monetary systems can also affect the market for housing, but this paper 

confines its attention to tax. 
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What is important in terms of the impact of land development on affordability is not just the 
potential volume of zoned land but also its effective release (as a result of the provision of 
infrastructure, planning regulations etc) – see the lead times case study below.  This is true 
whether the capacity is allocated on the urban periphery or through the redevelopment of 
brownfield sites.  In addition to total land supply/development capacity, a mix of development 
options that provide for size and development scalability across the range of development 
typologies (green/grey/brownfield) is more likely to match the range of consumer demand. 

Ideally, increasing land supply for housing would maximise use of existing infrastructure 
capacity (water, wastewater, transport, public amenities, etc.).  Current council development 
charges impose a significant cost increment on new dwelling construction.  They are also not 
currently used to provide incentives for development which would maximise use of existing 
capital infrastructure investment.  Factors which are relevant to the allocation of costs 
associated with providing additional infrastructure (required as a result of population growth) 
include: 

 the benefits of matching charging regimes to the expected lifetime of the capital 
investment/infrastructure 

 identifying both narrow but also wider benefits of population growth (and therefore the 
alignment of charging with benefits) 

 designing development contributions to encourage the nature of desired development.     

Planning regulation that provides certainty for developers reduces their risk and therefore their 
cost structure.  The Department is not convinced that the existing “effects based” Resource 
Management Act (RMA) framework is conducive to achieving effective and lower cost urban 
development outcomes – particularly for larger scale development/redevelopment areas.  An 
enhanced regulatory role for spatial planning could assist in reducing the amount of regulation 
and design review underlying current planning regimes.  Reduction in regulatory costs through 
more streamlined processes and certainty of regulatory outcomes would also reduce supply 
side rigidities.  Establishing institutional capability with the ability to accumulate 
green/grey/brownfield land holdings for redevelopment could also improve the supply side 
environment.  The objective would be to help drive supply, including intensification, through the 
accumulation of land holdings, potentially in partnership with private sector developers. 
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Case Study: Typical time taken to get building land to market 

Table 2.1:  Typical Plan Change and Planning Consent Timeframes 

Year Year 1 Year 2 Year 3 Year 4 Year 5 

Quarter 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 

1. Feasibility and Setup 
                    

2. Structure Plan                     

3. Consultation                     

4. Plan Change/Variation                     

i. Preparation                     

ii.Pre-notification Processing                     

iii. Notification Periods                     

iv. Officers Report                     

v. Hearing & Decision                     

vi. Appeals                     

5. Masterplan 
                    

6. Resource Consents 
                    

7. Construction  

(subdivision only) 
                    

 

 

As a final point in this section, it is worth noting that the construction of new dwellings only 
typically adds 1% to 3% to the total stock in any one year.  Thus, although new supply is critical 
to maintain supply/demand balance and land supply issues are important factors impacting on 
housing affordability, the majority of households will occupy the existing stock and it is the value 
of the existing house stock which most directly impacts housing affordability.  In addition, the 
majority of new dwellings are not (currently) targeted at the affordable end of the market – with 
the exception of some multi-unit developments built in the Auckland and Wellington CBDs.   
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Construction sector productivity, regulation, and cost 

The existing construction industry has almost unique characteristics which work against 
productivity compared to other project-based industries.  Those characteristics include – high 
levels of „bespoke‟ construction and sub-contracting, small firm size, volatile boom/bust demand 
cycles, and low levels of capital investment in production technology/methods. 

The Department believes that productivity gains for the sector are likely to come from a variety 
of points in a complex project-based process, rather than just one point.  These points include 
the use of modular and prefabricated elements in construction, the structure of the construction 
industry, the use of data and digital technologies, developing and training participants in the use 
of future business models, and improving industry skill levels. 

The elasticity of labour supply to changes in demand is also a concern - because construction is 
a labour intensive industry and its ability to respond to cyclical changes in demand is uncertain, 
particularly with the expected increase in demand for new dwellings from Christchurch. 

Case Study: Christchurch Recovery 

The Productivity Commission‟s paper identifies that short-term constraints on 
responsiveness of supply make it difficult to accommodate surges in demand. The likely 
surge in demand for housing in Christchurch could be considered as part of the 
Commission‟s report on housing affordability.  

The task of re-housing households whose homes have been destroyed in Christchurch is a 
significant challenge.  The Department is aware of the risks of both capacity constraints and 
the price gap between the value of properties destroyed and prevailing new dwelling 
construction costs and is actively working with the Canterbury Earthquake Recovery 
Authority (CERA) to monitor housing needs and provide support where required.  

 
In 2008, the Department initiated a Productivity Taskforce, which was tasked with 
understanding the lack of productivity improvement in the building and construction sector as a 
whole. 
 
This Taskforce found that New Zealand‟s construction sector productivity was poor compared 
with other sectors in the economy, and when compared internationally.  The report 
recommended there needed to be: 

 more information/data on, and analysis of, sector performance 

 better workforce skills, including management skills 

 career pathways and training to attract and retain the workforce 

 better procurement approaches and reduced adversarial attitudes 

 pipelines of work to enable planning for skill and capital equipment needs 

 smoothing construction demand to reduce the „boom‟ and „bust‟ cycle 

 increased use of standardisation, modularisation and prefabrication 

 increased industry responsibility for productivity and skill issues   

 a stronger, collective voice for the sector. 
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The Building and Construction Productivity Partnership (the Partnership)2 was established to 
progress recommendations from the Productivity Taskforce and has identified four work 
streams covering: 

 ways to Improve Labour Productivity and Skills 

 research as a tool to Target and Improve Productivity 

 changes to Procurement Processes to improve Productivity and Quality 

 ways to Improve on the Productivity of Construction and Systems. 

The construction of residential dwellings is subject to a variety of controls and regulations 
intended to ensure the health and safety of people who use buildings.  The objective of these is 
to provide a framework for building design, quality, construction, controls and liability across the 
sector.  The Department has reviewed the Building Act and regulatory framework governing the 
sector.  While the building regulatory system is broadly aligned with international best practice 
and the system is not missing critical elements, there are weaknesses in certain parts of the 
system, and the relationship between certain systems components are „out of balance‟. 

Current regulatory settings are based on rising product quality expectations, a low tolerance for 
risk and a strong emphasis on the role of (local and central) government in protecting home 
owners from risks of building defects and failures.  There is a heavy reliance placed on the 
building controls system (plan consents and inspections) in protecting consumers from defective 
building work – rather than a focus on industry providing quality and accountability.  The 
Department is aware of the issues in this area and has a programme of work in place to 
address the key changes required (see the attached appendix for more information).  However, 
while there is room for greater efficiency the Department does not consider that they are the 
primary drivers impacting on affordability.  

While there are 69 local authorities processing around 80,000 consents per year, most are 
processed by the larger metropolitan authorities.  As a consequence, a number of councils face 
difficulty in attracting and retaining staff with the appropriate level of skill and experience, and in 
maintaining effective systems.  There have been some initiatives to consolidate building 
consent functions, but overall the pace of consolidation has been slow.  Given the low volume of 
consents processed in some centres, and the application of national building standards, the 
Department considers that there may be significant economies of scale in a more consolidated 
approach and has undertaken work to investigate the potential for investing in productivity-
enhancing technologies, systems and processes. These potential efficiencies are being 
foregone under the status quo. 

 

Housing affordability and the social housing reform programme 

A housing shareholders advisory group (HSAG) report and subsequent advice from officials in 
2010 confirmed that: 
 

 Financial assistance for housing is inequitable, and inadequate for some. 

                                                
2
 http://www.buildingvalue.co.nz  

http://www.buildingvalue.co.nz/
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 There are continuing affordability problems for low-income renters, especially 
beneficiaries and those on NZ Super. 

 There is a lack of alternatives to state housing that offer security of tenure and are 
affordable, making transition out of state dependence difficult. 

 The quality of lower cost housing is often poor, resulting in higher health and social 
costs. Cold, damp housing is also more expensive to heat, so is not necessarily more 
affordable for the occupant. 

The Government has prioritised the development of a more efficient and innovative social 
housing sector as part of the strategy associated with the recommendations of the housing 
shareholders advisory group report.  This will be characterised by greater third party provision 
and growth in the overall volume of social housing.  To implement the advisory group‟s 
recommendations the Department is leading work to: 
 

 Establish a Social Housing Unit (SHU) – already established. The Unit is expected to 
contribute to the reforms by providing advice that enables the Government to grow the 
total volume of social housing and maximise the effectiveness and efficiency of supply-
side provision, through increased diversity and scale of housing providers 

 Improve effectiveness of social housing provision by encouraging increased scale, 
creating the conditions to enable innovation, enabling specialist provision that will better 
meet the needs of particular tenant groups, ensuring provision is of an adequate 
standard to support positive outcomes, and is prioritised for high needs households 

 Increase the effectiveness of financial assistance. This means improving financial 
assistance so that it is based on the level and nature of housing need, is adequate to 
address that need, creates incentives to reduce the level of dependence on government 
as need reduces, and is aligned with wider welfare income support mechanisms and 
reform objectives 

 Consider aligning the level of housing subsidies provided under the accommodation 
supplement and HNZC income related rents. 

 

Housing markets, taxation and housing affordability 

Current property tax arrangements favour property investment over other investment classes, 
favour rental investors over first home buyers, encourage rental investment for untaxed capital 
gain and reduce potential income tax revenue by approximately $1 billion per annum (by 
allowing rental losses to be deducted against personal income tax liability).   

Removing current property market tax advantages would reduce rental investor returns in the 
short/medium term and potentially have an adverse impact on the volume of supply in a market 
which is already under-supplied, particularly in the larger, faster growing metropolitan areas.  
There is consequently an argument for complementary intervention to boost supply volumes in 
target areas (for example Auckland) and market segments, at the same time as any decision to 
change property tax rules. 
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Finance and regulatory supervision 

One current significant constraint on the supply side of the market is the inability of developers 
to access debt on terms that make development feasible.  At the same time, easy access to 
credit during the recent boom helped inflate land prices and facilitate increased housing supply.  
These trends are pro-cyclical and are likely to have increased the amplitude of the last property 
cycle.  Increased prudential/regulatory supervision with the objective of trying to minimise the 
pro-cyclical attributes of the finance market may minimise the amplitude of future house price 
cycles and assist in maintaining a more even supply side response to changes in demand.  It is 
noted that identifying these trends is difficult in advance but easy with hind sight. 

 

Summary 

Housing markets are complex, dynamic and do not exist in isolation from the rest of the 
economy. They are heavily influenced by migration patterns, economic factors and macro policy 
settings. Over the last decade housing markets in New Zealand have been characterised by 
very strong population and investment driven demand growth, significant house price inflation, 
growing housing affordability issues for some households, falling home ownership rates and a 
growing „intermediate‟ housing market, with consequent increasing pressures on the rental 
market.  

More recently the „global financial crisis‟ and collapse of the domestic development finance 
market - along with weaker consumer confidence, household debt de-leveraging and slower 
economic growth – have contributed to some price reductions and declining housing 
construction volumes.  While recent price reductions and low interest rates have improved 
affordability for first home buyers, house price to income ratios are still significantly higher than 
their early 2000 pre-housing boom levels.  At the same time the number of new dwellings 
authorised has continued to fall - with a total of 13,538 consents issued in the year to June 
2011.  This was 16% lower than the previous 12 month period and significantly below 
population growth rates.  The annual number of residential dwelling consents issued is now at 
the lowest level since Statistics New Zealand starting collating consent data in 1982. 

The Department of Building and Housing considers that there are a number of structural issues 
with the way the housing market has operated historically, with negative impacts on housing 
affordability.  These relate to: 

 Land supply, with the cost and availability of land for residential development being 
influenced by: 

– the regulatory framework (the Resource Management Act) applying to urban 
growth management and land use 

– the current use of development levies to fund (part of) the infrastructure costs of 
population growth 

 Issues with productivity levels and procurement processes in the construction sector 

 The structure of housing provision for lower income households and those with high 
levels of housing need 
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 Current tax rules leading to distortions in patterns in investment and tenure choice 

 The potential for banking/finance sector arrangements to exacerbate booms and busts 
in the housing market. 



 

Submission to the Productivity Commission Inquiry on Housing Affordability     
Department of Building and Housing 

  13 

Appendix 1: Background Information 

Context 

1.1 Introduction 

The material in this Appendix is intended to provide more context and detail to support the 
Department‟s submission. 

1.2 Housing Affordability Measurement 

The objective of this section is to summarise some of the key issues relating to housing 
affordability and to provide a context for the Department‟s submission.  The issues covered 
include: 

 Housing affordability measurement and issues 

 Housing price and cost drivers 

 Housing affordability trends 

 The key housing affordability risks 

Housing affordability relates housing costs to household incomes.  Different affordability 
measures are appropriate at various stages of a family‟s housing cycle (e.g. renters, first home 
buyers, and owner occupiers).  Typical housing affordability measures include: 

 Households earning less than 80% of median household income and paying more than 
30% of their gross household income in housing costs (i.e. either in rent or regular 
mortgage payments) 

 There are a number of affordability measures that can be used for first home buyers.  
The most common simply compares average house prices as a multiple of average 
household incomes (with the disadvantage that this approach ignores the impact of 
changing interest rates).  A more robust approach looks at changes in average 
mortgage servicing costs relative to average income – see the Massey Affordability 
Index3.  Other options include: 

· the relative size of the intermediate housing market4 

· the deposit gap (difference between the lower quartile house price and what 
a household earning the median household income can afford to pay)  

· the number of median income households unable to buy a dwelling at the 
lower quartile house sale price 

 Affordable living – which encapsulates housing costs along with transport and energy 
costs associated with a dwelling providing a broader measure of living expenses 

 The householder‟s cost of capital5 may also be an appropriate affordability measure for 
owner occupiers. 

                                                
3
 http://economics-finance.massey.ac.nz/publications/property/125448HomeAffordabilityReport0611.pdf 

4
 The intermediate housing market is defined as those renter households that have at least one member in 

paid work and unable to buy at the lower quartile house sale price. 
5
 The householder‟s cost of capital is defined as the current mortgage interest rate less future expectations of 

house price appreciation 
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Housing affordability outcomes are on a continuum from readily affordable (ample household 
income after payment of housing costs) to unaffordable, and thus, inaccessible housing. Factors 
contributing to affordability pressures include:6  

 Income (current and expected lifetime) – which directly impacts on a household‟s ability 
to purchase and make housing payments 

 House prices and rents 

 Interest rates, nominal and real – which determine the cost of borrowing for home 
owners 

 Labour market conditions – which affect a household‟s ability to earn an income, and 
thus be able to maintain housing costs over a period of time  

 Mortgage and rent payments directly impact on a household‟s ability to save and 
increase their housing consumption in the future.  This is especially relevant for 
households in the rental market who are looking to purchase a house 

 Supply constraints may limit the ability of the market to respond to demand for housing. 

These factors are clearly interrelated. Labour market conditions directly affect people‟s incomes, 
specifically their certainty of future income streams.  Mortgage and rent payments are 
determined by interest rates, house prices, rents, and wealth.  Supply side constraints affect 
house prices. Interest rates can also affect house prices as a result of changes in demand for 
purchasing a house. 

One clear implication of this combination of pressures is that while housing policy can mitigate 
some of the effects of these interrelated economic factors, through income support, or supply 
side subsidies, but it has (in the short term) limited leverage in terms of the fundamentals driving 
up house prices. 

                                                
6
 DTZ (2004). 
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1.3 Housing Price and Cost Drivers 

Figure 3.1 presents a framework for affordability analysis and identifies the majority of the key 
housing market drivers. 

Source:  Martin Jenkins (2007) 

This framework demonstrates the complexity of the housing market and the range of drivers 
involved on both the demand and supply side of the housing market - but has a number of 
omissions and could be supplemented by including: 
 

 Developer‟s profitability –which can have a significant impact on the supply response 
associated with changes in demand 

 Developers access to and cost of finance – the ability to access finance on terms and 
conditions which allow developments to proceed is an important constraint on the 
market at the moment 

 Labour market – the level of confidence in the labour market is an important demand 
driver.  When the level of unemployment is high households are less likely to take on 
more debt and enter the property market 

 The availability of mortgage finance and lending criteria of banks –which can influence 
both the level of demand and the type of dwellings being built.  For example if banks 
have different lending criteria between stand-alone houses and apartments, a 
household‟s ability to buy one style of dwelling over another will be biased 

 Taxation effects – the tax treatment of the owner occupied and investment property 
influences both the level of demand and the type of housing in the market. 
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1.4 Housing Affordability Trends 

Table 3.1 presents the percentage change in median house prices, rents and household 
incomes between 1996 and 2006 by main urban areas. 

Table 3.1:  Percentage Change in Median House Sale Prices, Rents and Household 
Incomes by Urban Areas Between 1996 and 2006 
 

Region Median House Sale Price 
Median Rent (3 bdrm 

Dwelling) 
Median Household 

Income 

Auckland 93% 21% 57% 

Hamilton 107% 40% 45% 

Taranga 126% 40% 52% 

Wellington 163% 42% 46% 

Christchurch 120% 45% 47% 

Dunedin 152% 56% 42% 

Source:  DTZ (2008) 

House prices increased at a significantly faster rate than household incomes between 1996 and 
2006.  This resulted in a significant decline in first home buyer housing affordability.  At the 
same time rents, with the exception of Dunedin, increased at a lower rate than household 
income.  Consequently rental affordability did not deteriorate to the same extent as first home 
buyer affordability.  It is important to note however, that some groups within the private renter 
market are significantly worse off than others.  Low income renter households typically have the 
highest levels of housing stress.7   

The factors which influenced the rapid growth in house prices between 1996 and 2006 included 
strong economic growth, the increased availability of credit (particularly to those who already 
owned property), relaxed lending criteria, increase in demand driven in part by high levels of net 
inward migration, and a sluggish supply side response.  Subsequent to the peak in the market 
in mid 2008, real house prices have declined by over 10% and the amount of new supply has 
declined.   

The key factors influencing these outcomes since 2008 have been the collapse of the finance 
industry and consequent significant reduction in access to credit for developers, tighter bank 
lending criteria, decline in labour market conditions, slower growth in economic activity and 
household income growth, and lower levels of net overseas migration.   

Housing markets/prices have historically tended to move in cycles.  Although the rate of house 
value growth is currently subdued, if effective demand increased and the supply side of the 
market lagged in its response, house price growth could again increase and as a consequence 
affordability could decline.  One issue the Commission may want to consider is how to improve 
the supply side response to changes in demand to assist in reducing the price effect of market 
changes. 

                                                
7
 A stressed renter household is defined as paying 30% or more of their gross household income in housing 

costs. 
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Figure 3.2 presents the trend in the proportion of housing stress by household income for renter 
households in Auckland between 1996 and 2009. 

Figure 3.2:  Proportion of Renters Experiencing Housing Stress by Income 
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 Source:  Darroch (2010) 

Lower income households have a higher proportion of households experiencing housing stress, 
but this ratio has remained relatively constant.  What is noticeable is that the proportion of 
middle income households with housing stress increased significantly over this period. 

Table 3.2 presents the level of renter households in the private rental market facing housing 
stress, by age and household type as at 2006. 

Table 3.2:  The Proportion of Stressed Private Renter Households by Age and Household 
Type 

 

Age Couple 
Without 
Children 

Couple With 
Children 

One Parent 
With 

Children 

One-Person Other 
Households 

Total 

20-29 20.8% 28.9% 71.6% 51.9% 35.7% 34.0% 

30-39 10.6% 25.5% 65.9% 30.6% 16.6% 25.1% 

40-49 13.8% 23.6% 51.7% 35.6% 21.7% 31.3% 

50-59 17.5% 24.6% 39.0% 46.3% 23.3% 36.7% 

60-69 37.8% - - 54.1% - 46.2% 

70 + 42.9% - - 56.8% - 52.8% 

Source:  DTZ (2008) 
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Older renter households, one parent and one person households have significantly higher 
proportions of housing stress than other categories.   

One measure of first home buyer housing affordability is the trend in the size of the intermediate 
housing market8.  Figure 3.3 presents the trend in the size of the intermediate housing market 
between 1996 and 2006. 

Figure 3.3: The Intermediate Housing Market 
 

Source:  DTZ (2008) 

The size of the intermediate housing market is driven by a number of factors, including: 
 

 Household income 

 Mortgage interest rates 

 House price trends 

 Household growth rates 

 Bank lending criteria 

The absolute size of the intermediate housing market remained relatively constant between 
1996 (70,300) and 2001 (72,300).  During this period house prices and the number of 
households in the private rental market increased, household incomes also increased, while 
interest rates fell.  These trends effectively cancelled each other out.  Between 2001 and 2006, 
house price inflation, combined with growth in the size of the private rental market and an 
increase in interest rates more than off-set the increase in household incomes.  As a 
consequence, the size of the intermediate housing market more than doubled from 72,300 to 
187,300 households. 

                                                
8
 The intermediate housing markets is defined as those households currently living in private rented dwellings, 

have at least one member in paid employment, and cannot afford to buy a dwelling at the lower quartile house 

sale price. 
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Table 3.3 presents the trend in the size of the intermediate market by region.   

Table 3.3:  Intermediate Housing Market by Regions 
 

 Number of Households Proportion of the Private Rental Market 

 1996 2001 2006 1996 2001 2006 

Northland  1,900 2,200 5,800 28% 24% 55% 

Auckland  30,600 31,600 68,000 50% 35% 64% 

Waikato  6,400 7,200 18,500 30% 26% 59% 

Bay of Plenty  4,600 5,600 13,000 33% 29% 59% 

Gisborne  600 400 1,500 27% 13% 45% 

Hawke's Bay  2,500 2,400 6,300 32% 24% 58% 

Taranaki  900 800 3,100 17% 12% 42% 

Manawatu-Wanganui  2,100 1,800 7,400 16% 11% 42% 

Wellington  6,400 7,400 21,700 26% 23% 56% 

Nelson 1,200 1,200 2,500 41% 33% 63% 

Tasman  1,000 1,000 2,100 50% 40% 72% 

Marlborough  700 600 2,000 37% 25% 71% 

West Coast  100 100 700 7% 5% 30% 

Canterbury  8,700 8,000 25,500 33% 23% 62% 

Otago  2,100 1,600 7,300 18% 12% 47% 

Southland  500 400 2,000 12% 7% 34% 

Total 70,300 72,300 187,400 34% 26% 58% 

Source:  DTZ (2008) 

These trends demonstrate two aspects of the private rental market - the affordability of owner 
occupier housing in each region as measured by the relative size of the intermediate housing 
market and the scale of the intermediate housing market by region. 

The affordability of owner occupier housing as measured by the relative size of the intermediate 
housing market declined across all regions between 1996 and 2006.  In 2006 there were 
187,400 households in the intermediate housing market.  Thirty-six percent of all intermediate 
households or 68,000 households were in Auckland, 14% or 25,500 households in Canterbury, 
12% or 21,700 households in Wellington, 10% or 18,500 households in the Waikato and 7% of 
all intermediate households or 13,000 households in the Bay of Plenty.  These five regions 
together accounted for 79% of all intermediate housing market households in 2006.   

One consequence of the fall in housing affordability for first home buyers has been a fall in the 
level of home ownership rates.  The fall in the level of owner occupation has been greatest for 
younger households.  Table 3.4 presents the historical trend and projected change in home 
ownership rates by region. 
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Table 3.4:  Home Ownership Rate Trends by Region 
 

Region Home Ownership Rate % Point Change 

 1996 2001 2006 2011 (p) 2016 (p) 96 to 06 06 to 16 

Northland 71.2 70.5 68.6 66.4 64.1 -2.6 -4.5 

Auckland  69.2 64.6 63.8 61.0 58.3 -5.4 -5.5 

Waikato  68 67.6 65.4 63.2 61.4 -2.6 -4.0 

Bay of Plenty  71.7 68.4 67.3 64.7 62.1 -4.4 -5.2 

Gisborne  65.1 63.2 61.8 59.2 57.0 -3.3 -4.8 

Hawke's Bay  70.6 67.8 67.9 65.2 62.7 -2.7 -5.2 

Taranaki  72.1 72.2 69.9 67.1 64.6 -2.2 -5.3 

Manawatu-Wanganui  68.7 67.9 66.8 64.4 62.4 -1.9 -4.4 

Wellington 69.9 66.9 66.1 63.8 61.3 -3.8 -4.8 

Tasman  74.7 73.7 72.5 69.7 67.2 -2.2 -5.3 

Nelson  72.3 68.7 68.6 65.3 62.7 -3.7 -5.9 

Marlborough 77.4 76.1 75.8 73.1 70.0 -1.6 -5.8 

West Coast  73.7 72.6 69.3 66.6 64.5 -4.4 -4.8 

Canterbury  73.8 71.4 70.4 67.9 65.3 -3.4 -5.1 

Otago  71.9 69.6 69.1 66.4 64.1 -2.8 -5.0 

Southland  77.7 75.6 73.5 70.8 68.8 -4.2 -4.7 

New Zealand 70.7 67.8 66.9 64.3 61.9 -3.8 -5.0 

Source: DTZ (2007) 

Home ownership rates are expected to continue to decline across all regions.  Despite recent 
declines in house prices, minimum deposit requirements and mortgage servicing costs are still a 
significant barrier for younger households.  This is projected to have a sustained impact on 
home ownership rates over the next ten years as the lower home ownership rates in the 
younger age cohorts progress through the population. 

1.5 The Key Housing Affordability Issues and Risks 

Housing is typically one of the largest household expenditure items.  As housing costs increase 
there is less money available within a budget for other types of expenditure.  A decline in 
housing affordability can have a significant impact on household overall wellbeing.  Declining 
housing affordability can have significant implications, including: 
 

 The fall in housing affordability has resulted in a structural decline in the home 
ownership rate particularly for younger households.  As a consequence the number of 
renter households is increasing significantly faster than owner occupiers.  The result is 
an increasing group of households that are unlikely to ever make the transition from the 
private rental market to owner occupation. 

 The typical length of tenure for a renter household is less than a year compared with 
seven to eight years for owner occupiers.  While a shorter length of rental tenure may 
not be a problem for younger „flatters‟ (who have historically made up the bulk of the 
rental market) it can have a number of undesirable outcomes for families with children 
and older people – who are the growth segments in the rental market. 
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 There are fiscal implications for central government from declining home ownership 
rates as more households seek income support for housing costs, and for longer 
periods. 

 A potential reduction in the benefits that have been linked to home ownership - 
including:  

· a strong link between home ownership, and better educational outcomes 
and future income prospects for resident children (Haurin et al, 2001) 

· home owners tend to have more civic engagement, higher trust in others, 
and a positive sense of community (Roskruge et al, 2011) 

· home owners tend to have higher standards of living in retirement (Ministry 
of Social Development, 2008) 

· the quality of housing is closely linked to health outcomes (Howden-
Chapman et al, 2007) 

 As more middle income households remain for longer periods of time in the rental 
market they place increased pressure on low income households and compete against 
them for better quality rental properties.  This increases demand for social housing 
and/or results in increasing crowding (with consequent negative health and educational 
outcomes). 

 Potential for lower household saving rates, if the growing ratio of renting households do 
not increase savings by at least the amount they would have accumulated by paying off 
a mortgage. 

 A potential for increasing disparity of wealth over time as housing wealth is concentrated 
in fewer households (typically already owners of property) – with potential negative 
impacts on community stability. 

 A requirement for a significantly increased level of capital investment in rental housing – 
as a result of both growing population and increasing rental tenure.  While private rental 
investment did increase significantly over the last decade, the key question is whether 
similar amounts of capital will be available in the future if the outlook for the residential 
investment market remains soft?   

1.6 Summary 

In summary, housing markets are complex, dynamic and do not exist in isolation from the rest of 
the economy. They are heavily influenced by migration patterns, economic factors and macro 
policy settings. Over the last decade housing markets in New Zealand have been characterised 
by very strong demand growth, significant house price inflation, growing housing affordability 
issues for some households, a growing intermediate housing market, falling home ownership 
and increasing pressures on the rental market.  

An adequate supply of affordable housing that is well located, well designed, healthy and 
appropriate (given the composition and needs of households) is critical to the social and 
economic wellbeing of a community.  The housing market trends experienced over the last two 
decades have resulted in poorer housing market outcomes – particularly for first home buyers 
and potentially in the future for renters - whist existing home owners have largely benefited from 
the recent property cycle.
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Land Supply, Local Government Issues, and Housing Affordability 

1.7 Introduction 

The focus of this section is on the effects of land supply and local government issues on the 
housing available to New Zealanders.  Land supply and the institutional and regulatory 
environment in which a housing market operates can have a significant impact on housing 
market outcomes.  Local government has a strong influence on local housing markets through 
the regulations imposed to achieve their long term planning goal and objectives - this can 
strongly affect the supply of, and demand for, new housing (both rental and owner–occupied) 
and, hence its price and affordability.   

The areas addressed in this section include: 
 

 Land supply, urban form and their impact on housing affordability 

 Housing typology, tenure choice and housing affordability 

 Sustainability and affordable housing 

 Planning regulation and housing affordability 

 Special development vehicles and housing affordability 

1.8 Key Issues 

The key issues are: 

 The cost of land is a major contributor to the costs of new housing.  Restrictive planning 
practices which limit land supply/development capacity within an urban area result in 
inflated land values, higher house prices and poorer housing affordability. 

 Development capacity with a minimum of 20 years supply of developable land across a 
range of dwelling typologies in locations where it is economically feasible for 
development to occur and where people will want to purchase is generally seen as being 
necessary to avoid negative affordability impacts. 

 Bringing land/development capacity to market can lag behind demand for a number of 
reasons including regulatory restrictions, infrastructure capacity, and environmental 
externalities.  Re-zoning new land parcels or up-zoning established areas to provide for 
greater intensification can take up to 8 years.  This can cause short term spikes in 
prices. 

 To respond to demand and population growth land supply/development capacity would 
ideally provide a range of size, development typologies (green/grey/brownfield) and 
pricing points and limit land banking and other monopolistic practices by 
landowners/developers. 

 There is a strong case for development, whether on the periphery or through brownfield 
sites to maximise use of existing infrastructure capacity (water, wastewater, transport, 
receiving environments). 

 It is not clear that the current structure of development charges adequately aligns the 
costs of population growth and infrastructure provision with either: 
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· the groups that benefit from population and housing growth (by focusing 
development charges on new housing only) 

· the expected life of the infrastructure/amenity investment (i.e. current 
arrangements front-end load cost recovery) 

· council growth objectives. 

 Housing decisions are a complex process involving a wide range of tradeoffs including 
price, typology, tenure, quality, location and transport costs.  Optimal outcomes for 
households require an institutional and planning framework that provides a range of 
housing choices. 

 An institutional and planning framework that provides certainty for developers reduces 
their risk and therefore their cost structure.  This could include an enhanced regulatory 
role for spatial planning in comparison to the existing “effects based” RMA framework.  
Adopting a master planning approach to larger scale development/redevelopment of 
areas within the urban area would also assist in reducing the amount of regulation and 
design review underlying current planning processes. 

 More streamlined land use consenting processes would contribute to greater certainty of 
outcomes, reduced supply side rigidities and a reduction in regulatory costs. 

 Establishment of an Urban Regeneration Entity (URE) with the ability to accumulate 
green/grey/brownfield land holdings for redevelopment could improve the regulatory 
environment, housing supply and affordability.  1.9 Land Supply, Urban Form and 
Affordable Housing 

The issues discussed in this section include: 
 

 Land Supply (development capacity), land values, house prices, and housing 
affordability 

 Supply Side Sluggishness 

 The Cost of Land as a Significant Contributor to Housing Costs 

1.9 Land Supply (development capacity), land values, house prices, and housing 
affordability 

Both local and overseas research identifies links between an urban area‟s total development 
capacity and its impact on both land values and house prices, and consequently housing 
affordability9.  There are two aspects to development capacity which are relevant to the impact 
on land values.  First is the total quantum of the development capacity within a market.  Second 
is the ability of the market to develop this capacity within a reasonable time frame10 (supply side 
sluggishness11).   

The amount of development capacity available to the residential development community can 
be constrained in a number of ways.  These include: 
 

                                                
9
 See Grimes and Liang (2007) 

10
 See MacLennan (2008) page 10, and Backer (2004) 

11
 Supply side sluggishness occurs when the market is relatively slow in responding to changes in demand, 

i.e. it is inelastic. 
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 Physical constraints associated with the location. 

 Regulatory controls such as metropolitan urban limits (MULs) or urban growth 
boundaries (UGB), and regulation limiting intensification and infill in the existing urban 
area. 

 Not aligning the provision of necessary infrastructure with land development (whether it‟s 
a green, grey or brownfield development). 

 

The Department considers that there are two important considerations - first to ensure that there 
is sufficient total development capacity and second, that there is adequate development 
capacity which can be developed immediately with few, if any, impediments.  Studies12 all 
suggest that there needs to be adequate development capacity within the urban area and 
careful consideration needs to be given to how readily developable the land is in terms of the 
constraints which limit its potential for development.  A minimum of 15 to 20 years of capacity 
across a range of development types (green/grey/brownfield) within the urban area is a 
generally accepted benchmark.  The capacity limits need to be regularly reviewed with 
adjustments made so that capacity does not fall below 15 years.  If the capacity is reviewed 
every 3 years and the review process takes two years then 20 years worth of supply would be 
required on the completion of each review.  Any capacity constraints tend to be reflected in 
higher land values, higher house prices and consequently poorer housing affordability.   

Supply Side Sluggishness 

Lags are an inherent feature of land development and dwelling construction and construction 
lead times are one reason that the supply side of the construction market lags behind changes 
in demand13.  MacLennan (2008) noted that “rising demand with inelastic supply has meant 
significant increases in real land prices and in consequence, increased „economic rents‟ for land 
and home owners.  Sluggish supply appears to be an inherent feature of housing systems but 
there are cross country and cross period differences in response patterns.  These can arise 
from planning differences, infrastructure shortages, and market failures.”(Page 10). 

Grimes & Aitken (2010) demonstrated that territorial local authorities with less responsive 
supply have greater price spikes for a given demand shock and that higher constructions costs 
and land prices, relative to existing housing stock, tend to stifle new supply.  The Department 
consequently considers that it is important for the regulatory process not to limit the market‟s 
ability to respond to changes in demand and that investment in infrastructure is co-ordinated 
with the spatial planning process to minimise infrastructure bottle necks in the development 
process. 

 

 

The Cost of Land as a Significant Contributor to Housing Costs 

                                                
12

 ODPM (2005), Buxton and Scheurer (2007), UDIA (2011) 
13

 Martin Jenkins (2007) page 49 
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Land is a significant contributor to the cost and price of newly built dwellings and has increased 
at a faster rate than other contributing components14.  There are a number of strategies which 
can be employed to reduce land cost.  These include using the land more intensively (smaller 
sections and or multi level developments) to reduce the land cost per dwelling unit and ensuring 
that there are no land supply (development capacity) side constraints.   

In encouraging more intensive development local authority zoning rules need to be aligned with 
both what is economically feasible for the developments to occur and consumer location and 
pricing preferences.  It is also important that strategic approaches to greater intensification are 
not undermined by place based amenity regulations (such as parking requirements) that 
compromise the ability to deliver reductions in land costs per dwelling unit. 

Another challenge to reducing land costs through higher density development is that land 
ownership (in areas suitable for such development) is too fragmented to accumulate 
development sites and/or subject to „hold-out‟ plot owners.  There is currently no mechanism to 
facilitate the orderly accumulation of green/grey/brownfield sites for redevelopment15 - e.g. use 
the Australian model of public land corporations which buy, hold, add infrastructure/services and 
then subsequently release land for housing or industrial development. 

1.10 Housing Typology and Tenure Choice 

Housing preferences (including dwelling type, location and quality) are complex decisions16 and 
households face trade-offs when having to make real choices.  New Zealanders still have a 
strong bias to purchase a standalone dwelling in preference to higher density terraced dwellings 
or apartments.  The Department acknowledges the importance of taking account of these 
preferences and ensuring that a range of housing choices are available.  At the same time 
consideration needs to be given to the following: 
 

 The benefits associated with increasing housing density can mitigate higher land costs 
and provide more affordable dwellings. 

 Sufficient absolute supply growth is needed to respond to population growth and to allow 
for the potential for change in dwelling preferences as a result of demographic changes.  
For example, the number of aged people and small households are expected to 
increase at a faster rate than families with children over the next two decades. 

 A range of dwelling type, tenure, pricing options and location choice may be preferable 
to the current supply bias (because it matches supply chain capability?) for stand-alone, 
higher spec houses built on the urban periphery. 

 Population growth and its spatial distribution need to be taken into account in the 
planning process to achieve both an adequate volume of new housing supply, 
intensification goals, and to mitigate the potential for the concentration of deprivation 
and/or increased crowding in lower socio economic areas. 

 Development incentives and, leveraging crown/council land holdings could be used to 
change development economics and encourage private developers to enter some 
market areas. 

                                                
14

 Martin Jenkins (2007) page 48. 
15

 Section 3.7 discusses the potential role of Urban Development Corporations 
16

 See Beacon (2010) and Preval et Al (2010) 
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1.11 Sustainability and Affordable Housing 

Sustainable urban form and housing quality can provide long term community and private 
benefits, however they can also increase threshold cost hurdles for entry into house ownership 
by driving up construction costs.  The goal of achieving a compact city is often promoted by 
limiting the amount of greenfield development capacity, with the objective of higher land prices 
encouraging more intensive and mixed-use developments.  The Department is not convinced 
that a regulatory prohibition on urban expansion is the most effective mechanism to achieve 
higher density development and is concerned that it is a counter-productive mechanism if 
planning regulations and other delivery initiatives do not in reality unlock the capacity for higher 
density developments in existing suburbs.  Metropolitan limits without the ability to achieve 
higher density development (because of commercial feasibility, community opposition, or 
conflicting council regulations) would result in higher dwelling values and poorer housing 
affordability.   

Strategies that can assist in achieving better urban development outcomes include taking into 
account locational choice in infrastructure investment and pricing – to encourage development 
to occur in ways which complement the spatial plan, utilise existing/planned infrastructure and 
amenity investment and long term sustainability. 

1.12 Planning Regulations and Housing Affordability 

 

The Department is concerned that the Resource Management Act‟s permissive and „effects 
based‟ approach to urban planning does not fit well with spatial planning objectives and the 
advantages of aligning urban growth and development objectives with wider infrastructure and 
capital investment programmes.  The Department notes that the Auckland spatial plan currently 
has no „regulatory weight‟ and cannot be fully effective until Resource Management Act and 
Local Government Act plans are required to „give effect‟ to it.   

Provision of infrastructure has long lead times and can impact on the timing of development 
delivery – e.g. residential capacity cannot be increased if there is inadequate services 
(particularly water, wastewater and storm water).  In greenfield developments these services 
are generally provided by the developer, whereas brownfield developments in urban areas often 
require upgrading of existing council services.  Delays in funding and development of 
infrastructure can constrain supply, while ensuring that infrastructure is aligned and sequencing 
with growth, ensuring it is in place before additional capacity is released, would support housing 
supply and affordability. 

Similarly, distributing the cost of infrastructure more evenly with higher user fees levied on those 
benefiting from the services provided would reduce the upfront costs associated with 
infrastructure and lower development contributions to developers and added to new housing 
costs.  Higher user charges could be levied by rating differentials. 

 

1.13 Special Development Vehicles and Housing Affordability 

Fragmentation of land ownership and the difficulty of developers purchasing/accumulating large 
sites for comprehensive redevelopment have been identified as a significant deterrent to 
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development within the urban area.  For example, Auckland does not have any sizeable 
development sector involved in land aggregation and development.  Developers instead focus 
on more readily developable sites. Aggregating smaller sites is time consuming and costly, and 
unlikely to occur while there is an alternative of greenfield development.   The alternative of 
smaller scale infill development results in lower yields (Market Economics & Harrison Grierson, 
2008) and does not provide the population densities to justify significant infrastructure 
investment.  

Urban development/regeneration entity/ies (URE) with the ability to accumulate and use under-
utilised government and council owned green/grey/brownfield land for redevelopment are used 
in other countries to achieve higher density development via the accumulation of land holdings 
and an improved regulatory environment - generally in partnership with private sector 
developers.   

In addition, development partnerships with not-for-profit organisations could contribute to 
affordability goals and objectives.  For example, the land resource could be made available to 
not-for-profit organisations to develop the land in partnership with private developers.   

The key outcomes of this approach would be: 
 

 Urban regeneration models/entities are used to leverage under-performing public land 
and building resources. 

 Intensification of housing with the ability to create mixed communities and dilute existing 
concentrations of deprivation. 

 Attraction of private funding into marginal development markets/locations. 

 Opportunity to increase the range of housing typologies, ownership models, and tenure 
choices 
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Construction Sector Productivity Regulation, and Costs 

1.17 Introduction 

The focus of this section of our submission is on the issues associated with the construction 
industry‟s productivity and regulatory environment and influences of this on housing 
affordability.   

1.18 Key Issues 

Key Issues include: 
 

 The opportunity for business models and transition strategies for smaller enterprises that 
aid them to adopt more sophisticated systems 

 Stimulating more rapid up-take of productivity-enhancing techniques and technologies 

 Integration of construction processes 

 Development of modular or prefabricated systems to maximise off-site controlled 
production to reduce waste, the level of rework required, and construction time 

1.19 Sector Productivity and Innovation 

Construction has almost unique characteristics which contribute to low productivity compared to 
other project-based industry.  These include:17  
 

 The unique, „one-off‟ nature of projects, which makes prototyping and team development 
difficult 

 Short notice and lowest cost tendering making project team development difficult and 
constrain design/production work 

 Labour intensive with upwards of 40 different disciplines needed in the design and 
production system process, with individual professional goals as well as project goals 
potentially leading to conflict 

 Multiple languages with unique vocabularies amongst the professionals needed in a 
project, and a lack of understanding of any of those languages from most clients 

 Geographically specific adding to the difficulty of design and construction, and which 
may also constrain the talent or materials available for parts of projects 

 Homogenous workforce with historically a lack of project management and  
client-focused skills 

 Huge range of components and potential combinations of components for achieving 
functional and aesthetic purposes 

 Complex regulatory environment with tension between achieving safety and certainty 
and managing the uniqueness of each project 

                                                
17

 This taxonomy is largely drawn from Dainty et al Communication in Construction: Theory and Practice 

Taylor and Francis, 2006.  The definition of “project” is Turner‟s, at p20. 
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 Logistical complexity because of the sourcing and sequencing of a wide range of 
components and labour, plus regulatory requirements and the historical divisions (and 
risk shifting) between disciplines. 

Against this background, productivity gains for the sector are likely to come from a variety of 
points in a complex project-based process, rather than just one point and may include issues 
around: 
 

 The structure of the construction industry 

 Increased specialisation 

 Use of data and digital technologies 

 Use of modular and prefabricated elements in construction 

 Future business models.  

The structure of the construction industry 

Most enterprises in the sector are small and either cannot afford or manage sophisticated 
design and production systems.  There is consequently an opportunity for business models and 
transition strategies for smaller enterprises that aid them to adopt more sophisticated systems.  
There are considerable research materials and resources available for improving performance 
of small and medium enterprises (SMEs) that can be tapped into18.  The sector‟s Building and 
Construction Productivity Partnership is one such initiative. 

Specialisation and Construction as a “service” industry. 

The trends in production in construction are for increased specialisation on projects.  This 
enables faster and more accurate work, and also improves the possibility that modular and 
prefabricated elements can be used in production.  However specialisation increases the risks 
of logistical and sequencing errors and possibly exacerbates a lack of links between members 
of project teams (which can lead to errors).  Design and production systems that address the 
potential problems of specialisation are therefore likely to be needed.  

Arguably, construction will be seen as containing more „service‟ elements, as more of the value 
of projects is in their design and production system „back-office‟ elements (to ensure value to 
clients and eliminate waste and minimise inputs).  The business models for the delivery of those 
services, particularly for SMEs, is also arguably either not there or still developing. Ensuring 
transparency and integration of processes when there is likely to be increased specialisation (to 
reduce error and increase speed) in the design and production system is likely to be challenging 
but worth examining, particularly with the very large number of small enterprises.  One 
challenge that exists is developing policy which stimulates the more rapid up-take of 
productivity-enhancing techniques and technologies.  Whether barriers lie in the market are 
technological or cultural needs to be understood.  The best ways to produce change can then 
be established on the basis of this analysis.  Almost certainly culture change will be the most 

                                                
18

 SME Advisory Group (Ministry of Economic Development) and agencies like Department of Labour Ministry 

of Agriculture and Forestry and IRD have undertaken considerable SME work, the SME Centre at Massey, 

CAENZ and other research centres also have accumulated a lot of knowledge. See www.buildingvalue.co.nz 
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challenging aspect of the work, and specific thinking is required in this area.  These are the 
issues that the Productivity Partnership will pursue as part of its work programme. 

The use of data and digital technologies to assist both with the design and integration of 
production materials and processes, are also likely to yield gains.   

One of the significant „silos‟ often identified is the gap between design and construction.  
Research indicates that the up-front costs of good design and production are small compared to 
the overall costs of running and maintaining buildings or other structures, and the productivity 
losses to users of poorly designed structures.  Integration of construction processes based on 
good design is therefore vital to lifting overall value19.      

The use of modular and prefabricated elements in construction, particularly in a context of lean 
production, is likely to yield productivity gains.   

While most innovations in materials are likely to be received from overseas, examination of the 
processes for adoption of innovations and their use in novel ways are areas where significant 
gains might be made.  In particular the development of modular or prefabricated systems to 
maximise off-site controlled production are likely to reduce waste, the level of rework required, 
and construction time.  Reducing waste of materials and rework are areas of particular concern 
in construction.  There are relatively few large enterprises in New Zealand responsible for a 
large part of the expenditure in the sector; even small gains for them in productivity performance 
are likely to be significant for the sector as a whole, and through sub-contracting, they may drive 
even wider sector gains.  This type of approach could have significant benefits in areas of high 
demand (for example Auckland and the rebuild required in Christchurch) by reducing 
construction time frames and greater standardisation. 

There are uncertainties about the future business models around data and the ability of the 
sector to utilise them for Building Information Models and Integrated Project Design. 

The nature of data management is changing very rapidly, for example the use of cloud 
computing, leasing of applications and data, co-production of IT services and products, etc and 
this changes business models where data are at the heart of the value created.20  All of these 
potential uses are inhibited by the costs, changes to software the need to acquire new skills to 
effectively manage and run Building Information Models and Integrated Project Delivery.  Also, 
their use across the sector is patchy, which reduces the integration potential of the tools. 

                                                
19

 „Design‟ as a holistic approach to producing increased value has produced some outstanding New Zealand 

businesses.  For instance Methven or Icebreaker.  The “Better By Design” initiative managed under NZ Trade 

and Enterprise provides tools and support for ”…identifying problems, asking good questions, and finding 

better answers.”  http://www.betterbydesign.org.nz/ Similarly there are workplace productivity examples and 

tools available within a programme managed by the Department of Labour. The approach of these 

programmes is to examine businesses as complete systems, identifying where weaknesses 

lie.http://www.dol.govt.nz/workplaceproductivity/index.asp. 
20

 Ibid, Coote. 
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1.20 Building Regulation – Building Act Reform 

The focus of this section is on the issues associated with the construction industry‟s regulatory 
environment and how this links to housing affordability.   

The Building Act 2004 sets out the regulatory framework for ensuring building quality and 
performance in New Zealand.  The construction of residential dwellings is subject to a variety of 
controls and regulations designed to protect the health and safety of those who use buildings.  
The Act provides a framework for building design, quality, construction, controls and liability 
across the sector.   

This section describes the current environment and the reforms that are underway as a result of 
the review of the Building Act begun in 2009.  The review found that there had been general 
improvements in building quality since 2004, but that the current system was overly 
cumbersome and that there were concerns about costs, complexity and delays. 

The Building Act review recommended a package of regulatory reforms: 
 

 Changes to the Building Act to clearly signal roles and accountabilities for building work 
and Building Code compliance between designers, builders, building owners and 
building consent authorities. 

 New legislative provisions to enable residential consumers to better hold building 
contractors to account. 

 Changes to the Act and regulations to exempt a broader range of low-risk building work 
from consenting requirements, and to provide for a stepped, risk-based approach to the 
administration of building consent and inspection requirements, so that they are 
proportionate to the risk and consequences of building defects and the skills and 
capabilities for those doing the work. 

 Work by officials on making improvements to the administration of the regulatory 
system. 

Institutional characteristics of the market for building services 

Consumers face risk in their engagement with building and construction because of several 
factors: 
 

 Building is a complex process – it is characterised by a large number of small firms, 
extensive sub-contracting arrangements, and sometimes ill defined supply chains – and 
consumers therefore face difficulties in making informed decisions 

 Residential consumers contract infrequently for building work and lack experience in 
contracting relative to building contractors 

 Frequently there is no formal written contract setting out the nature of the agreement 
and the rights and obligations of each party – many consumers and builders are 
unaware of implicit warranties 

 It is difficult and costly for consumers to hold practitioners to account – the consumer 
has little leverage over the practitioner once building work has been paid for 
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 There is little incentive for a practitioner to repair defective work or pay compensation, as 
doing so is costly and practitioners typically face little risk of sanction 

 Residential consumers have limited access to timely, cost effective mechanisms to help 
them resolve disputes 

 Residential consumers have limited knowledge of risks, and limited options for 
managing their risks. 

These issues are exacerbated by the fact that some developers, designers and builders actively 
manage or mitigate (and in some cases avoid) their risks, for example through the use of 
„development specific‟ and „limited life‟ company structures. 

The Building Act 2004 emphasised consumer support, but did not include specific measures to 
assist consumers to understand or enforce their rights, or hold practitioners to account, other 
than through the disputes tribunal (for small claims) or the Courts.  Since the passage of the Act 
consumer guidance and information has been provided though, for example, the 
ConsumerBuild website.   

Enhancing consumer protection is a major focus of the current reforms.  Changes planned to 
the Building Act 2004 include mandatory written contracts for all work over $20,000 in price, 
disclosure provisions for builders and new general remedies. 

Allocation of risk and responsibility  

The nature of the market for building services means that there is an unbalanced allocation of 
risk and responsibility in practice: 
 

 Residential consumers and building consent authorities bear the brunt of the risk 
associated with building work that fails to perform, despite having the least control over 
the quality of that work 

 Building practitioners, on the other hand, are able to manage and mitigate risks through 
the quality of their work, and in some cases have tools to avoid risks, for example, 
through the use of limited life companies 

 While building consent authorities face high risk they do not realise any benefits from 
risk-taking within the context of a building project, thus creating incentives for building 
consent authorities to be risk averse. 

As a result: 
 

 A negative dynamic is created whereby those best placed to manage risk (i.e. building 
practitioners) are less likely to actively manage it 

 Incentives for good practitioner performance are relatively weak with potential 
implications for the rate of defective building work, the costs of the inspection process, 
and incentives for practitioners to improve skill levels 

 Risk averse behaviour on the part of building consent authorities, which has been 
exacerbated by their liability for legacy weather tightness issues, adds direct and indirect 
costs to the building process which are ultimately borne by consumers 
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 Rates of innovation are likely to be lower because the costs associated with the building 
control system are higher where new, novel or innovative products, systems or designs 
are used. 

These imbalances will be addressed through the Building Amendment Bill (No 3), which clarifies 
accountabilities for building work (currently waiting for its second reading).  The Department 
also has work underway on assessing whether any change is needed to the application of joint 
and several liability and to the regulation of guarantee products and services in the building and 
construction sector.  Changes to extend the coverage of the Construction Contracts Act to 
residential building work are also planned.   

Matching effort with implicit risks 

Current regulatory settings are based on a low tolerance for risk and a strong emphasis on the 
role of government in protecting home owners from risks of building defects and failures.  There 
is a heavy reliance placed on the building controls system in protecting consumers from 
defective building work. This heavy reliance results from a combination of: 
 

 The statutory role played by building consent authorities (i.e. issuing consents, 
undertaking inspections, and issuing code compliance certificates) 

 The duty of care imposed by the courts on local authority building consent authorities in 
respect of residential homeowners combined with the rule of joint and several liability, 
which increases building consent authorities‟ exposure to losses where building work is 
subsequently found to be defective 

 The use of risk avoidance techniques by developers and builders (e.g. limited life 
companies) 

 The fact that local authority building consent authorities are „deep pockets‟ backed by 
the power to rate with limited options to effectively manage that risk. 

The heavy reliance on building consent authorities is misplaced because their control over final 
building quality is limited and because it has a number of perverse effects.  These include: 
 

 Building consent authorities take an unduly risk-averse approach to regulatory decision 
making, which has resulted in a general increase in compliance costs (e.g. 
documentation requirements, number of inspections etc) and over-regulation of low-risk 
building work. Common concerns relate to perceptions that documentation requested to 
support consent applications is onerous and excessive; a large number of on-site 
inspections are required in the course of construction, and time is wasted in arranging 
inspections and waiting for building officials to complete inspections before work can 
proceed. 

 While around 83 per cent of building consents are issued within statutory timeframes, 
there is a widespread perception amongst builders and developers that timeframes are 
not always met, and that there are significant costs associated with delay due to 
stopping the clock while additional information is sought. 

 Innovation is also hampered by this approach because there are lower compliance costs 
associated with low-risk building designs and building systems that comply with 
Compliance Documents (acceptable „stock‟ solutions rather than alternative „design-led‟ 
solutions). There is also productive-efficiency enhancing innovation, in the form of 
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standardisation and mass production, which can be hampered by inconsistent 
interpretations across local authorities. 

 

Changes were made to the Building Act in December 2010 to increase the amount of low risk 
building work which is exempt from consenting requirements.  Further changes are proposed in 
Building Amendment Bill No 3 to provide for a stepped, risk-based approach to the 
administration of building consent and inspection requirements, so that they are proportionate to 
the risk and consequences of building defects and the skills and capabilities for those doing the 
work. 

Multiple jurisdiction building control systems 

Currently, 69 local authorities process around 80,000 building consents each year - but with 
most being processed by the larger metropolitan local authorities.  Each authority must be 
accredited by International Accreditation New Zealand (IANZ), and registered and monitored by 
the Department of Building and Housing.  Almost all separately establish and manage their own 
systems and processes, and they compete in the labour market to maintain sufficient capacity 
and capability to carry out their functions.  Each must also meet any costs of litigation. All of 
these costs are passed on to building consent applicants and recovered through a system of 
fees and charges, with any shortfall borne by ratepayers. 

While efforts have been made to consolidate building consent functions in some areas, overall 
the pace of consolidation is slow.  There may be significant economies of scale in a more 
consolidated approach. This is because the consenting and inspection workload at a local level 
is likely to be lumpier than at a national level. The economics of investing in productivity-
enhancing technologies, improving skill levels of practitioners, and systems and processes may 
also improve with scale. These potential efficiencies are being forgone under the status quo. 

There are also inconsistencies in the interpretation of regulatory requirements across building 
consent authorities, which can cause frustration to consumers and building practitioners alike 
and increase the costs in doing business on a national basis.  While in absolute terms the 
incidence of these costs is relatively low, they are borne disproportionately by individuals and 
firms that deal in new or novel products, building systems, and designs. This may also result in 
a potential loss of innovation, by encouraging businesses to rely on acceptable or prescribed 
means of construction. Inconsistencies can also be a barrier to increased standardisation, 
factory production and national-scale operations.   

The Department is exploring opportunities to drive greater national consistency and efficiency in 
the building regulatory system as part of the Building Act reform package.   

Despite the above problems, the overall conclusion is that the building regulatory system is 
broadly aligned with international best practice and is not „broken‟. Although the system is not 
missing critical elements, there are weaknesses in certain parts of the system, and the 
relationship between certain system components is „out of balance‟. In summary, while there is 
scope for greater efficiency, the building regulatory system is not a key contributor to housing 
affordability concerns. 



 

Draft - Submission to the Productivity Commission Inquiry on Housing Affordability     
Department of Building and Housing    

35 

1.22 Christchurch Case Study 

The Productivity Commission‟s paper identifies that short-term constraints on responsiveness of 
supply make it difficult to accommodate surges in demand. The likely surge in demand for 
housing in Christchurch could be considered as part of the Commission‟s report on housing 
affordability. Initiatives which improve the responsiveness of supply would help in ensuring that 
there are sufficient houses available, house price inflation is constrained, and lower construction 
costs. 

While demand for new housing supply remains uncertain, with around 6,000 residential 
properties in the red zones so far and almost 10,000 in the orange zone yet to be finally 
classified, demand from those who are forced to move off their land could be significant.  This 
demand is likely to peak in 9 to 12 months as the Government‟s support package is taken up 
and again at any point when residents are required to vacate their properties.     

With the scale of rebuild required, and the potential gap between the cost of existing market led 
new construction and the level of payments available from insurance etc there is a risk that 
there will be insufficient supply of appropriate, affordable housing to meet demand.   

That risk suggests there may be value in looking at options for different procurement and 
production processes to achieve a higher volume of construction and at a wider range of pricing 
points.  Different approaches may generate positive developer response where they are 
supported by expedited planning processes and reduced development levy costs.  The 
Department is working closely with the Christchurch Earthquake Recovery Authority to identify 
areas where Government involvement is needed and to implement appropriate interventions. 
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Housing Affordability and the Social Housing Reform Programme 

1.23 Introduction 

This section highlights issues associated with housing affordability assistance, tenure choice 
and the provision of social housing. 

1.24 Key Issues 

Key issues include: 
 

 Housing affordability needs to be considered across the different stages of the housing 
cycle (renters, first home buyers, and owner occupiers) as well as by geographic area 
and demographic group, particularly taking into account the level of household income. 

 Overseas experience suggests that without significant incentive or subsidy, the private 
sector is not likely to invest in affordable housing. 

 Supply and delivery of social and affordable housing was reviewed in 2010 by the 
Housing Shareholders‟ Advisory Group (HSAG). In response to their report, the 
Government has embarked on a new direction for social and affordable housing – the 
Social Housing Reform Program (SHRP).  Goals of the reform programme include: 

· improved effectiveness of social housing provision and better use of the 
Crown‟s property portfolio 

· competition between providers and increased scale of housing providers 

· growth in the volume of total social housing stock 

· focusing state housing on provision for households with high needs  

· more choice for tenants.  

1.25 Tenure Choice 

Households in New Zealand still have strong preferences for owner occupation over renting, 
Beacon Pathways (2010) and DTZ (2005).  Over time the relative costs of renting and owning 
have changed with rents increasing approximately at the same rate as household incomes over 
the last 20 years whilst house prices have increased at a significantly faster rate.  This trend has 
resulted in significant barriers for households wishing to make the transition from renting to 
owner occupiers. 

New Zealand, like a number of other countries, only has a limited range of tenure types 
commonly available.  This was not so important when housing affordability was not a significant 
issue for the majority of households.  However, as housing affordability deteriorated over the 
last 20 years, particularly for middle income households, the traditional housing cycle has 
become more complex.   

There are a number of potential strategies/policy options available to try and mitigate the 
decline in affordability.  These including policies focused on addressing the underlying 
affordability issues, for example lowering housing costs, to policies that mitigate the effect of the 
decline in affordability.  Encouraging the use of a larger range of mixed tenure options may 
assist more households step up the tenure ladder and become owner occupiers.  These include 
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tenure options such as “rent to buy” and “share equity” schemes which to date have only been 
used by a limited number of third sector and not for profit organisations and by the Government 
for a small number of households.   

The Government‟s approach to home ownership assistance in the past has been the 
development of demand-side products targeted at narrowly defined groups of renters who are 
on the margins of being able to afford home ownership. 

As the Productivity Commission discussion paper notes, these initiatives have had only limited 
success. Demand-side products do not address the causes of low affordability, and have to 
date only been applicable to a limited number of households. They could be implemented at a 
larger scale, but this would increase demand pressures on house prices and would be fiscally 
expensive. These products could be used to supplement interventions directed at increasing 
housing supply.  For example, with the focus of the recently formed Social Housing Unit on 
growing the provision of social housing, some proportion of new developments could be aimed 
at affordable home ownership (and/or mixed tenure options), combining increased supply with 
some measure of demand-side assistance. 

Successive New Zealand governments have in the past supported third sector housing 
providers through the Housing Innovation Fund.  To date organisations which have benefited 
from that support have not been able to scale their operations in a way which enables them to 
generate internal surpluses and any significant growth potential.  Typically they have lacked a 
strong capital base capital which is able to generate surplus cashflow.  The recent formation of 
the Social Housing Unit within the Department for Building and Housing is intended to address 
those constraints and support the growth of effective third sector housing providers.  Growth of 
this sector is expected to benefit communities by increasing housing supply and providing more 
pathways towards home ownership and/or housing stability.     

Private sector investment in affordable housing is relatively rare in OECD countries without 
significant subsidies.  Significant state and federal tax credits are used in the United States of 
America to encourage institutional investment in residential rental property.  Other strategies 
such as inclusionary zoning are used in a number of other jurisdictions to effectively force 
developers to include affordable housing units in their developments.  The Australian „National 
Rental Affordability Scheme (NRAS) provides a grant of approximately $10,000 per annum for 
ten years to new affordable housing providers who agree to charge no more than 80% of 
market rents.  This overseas experience suggests that without significant incentive or subsidy, 
private sector providers are not likely to grow the level of investment in affordable housing.   

1.26 Social Housing Reform Programme 

Supply and delivery of social and affordable housing was reviewed in 2010 by the Housing 
Shareholders‟ Advisory Group (HSAG). In response to their report, the Government has 
embarked on a new direction for social and affordable housing – the Social Housing Reform 
Program (SHRP).  Goals of the reform programme include: 

 

 Improved effectiveness of social housing provision and better use of the Crown‟s 
property portfolio 

 Competition between providers and increased scale of housing providers 

 Growth in the volume of total social housing stock 
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 Focusing state housing on provision for households with high needs  

 More choice for tenants.  

Over 195,000 private renting individuals receive the Accommodation Supplement. A further 
61,000 households are assisted with affordability through Housing New Zealand Corporation 
income-related rents. However, the HSAG report and subsequent advice from officials in 2010 
confirmed that: 
 

 Financial assistance for housing is inadequate for some (and inequitable between 
tenants renting from different providers) 

 There are continuing affordability problems for low-income renters, especially 
beneficiaries and those on NZ Super 

 There is a lack of alternatives to state housing that offer security of tenure and are 
affordable, making transition out of state dependence difficult 

 The quality of lower cost housing is often poor, resulting in higher health and social 
costs. Cold, damp housing is also more expensive to heat, so is not necessarily more 
affordable for the occupant. 

In response to this, the Government has prioritised the development of a more efficient and 
innovative social housing sector characterised by greater third party provision and growth in the 
overall quantum of social housing. The effective implementation of this will increase the number 
of affordable housing units and provide an improved ability for HNZC to house those with 
serious housing need. 

A key initiative of the Social Housing Reform Programme (SHRP) is the establishment of the 
Social Housing Unit. The Unit is expected to contribute to the reforms by providing advice that 
enables the Government to grow the total quantum of social housing and maximise the 
effectiveness and efficiency of supply-side provision, through increased diversity and scale. In 
the long-term, the Unit‟s specific objectives are to achieve: 

 

 Improved effectiveness of social housing provision, by:  

· facilitating/ encouraging increased scale in the provision of social housing 

· creating the conditions to enable innovation in social housing provision to occur 

· creating the conditions to enable specialist provision that will better meet the 
needs of particular tenant groups to occur 

· ensuring that social housing provision is of an adequate standard to support 
positive outcomes, and that provision for households with high needs is a priority. 

 Improved efficiency of social housing provision, so that:  
· more individuals and households in need are housed per dollar spent by 

Government 

· to the greatest extent possible, the Government‟s investments in the sector are 
funded through improved financial performance of the current investment. 

 A market that is able to respond effectively and efficiently to changes in demand to 
the greatest extent possible, that is: 
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· expected increases in demand can be met without significant additional investment 
from Government 

· the sector becomes self-sustaining over time, through the emergence of viable 
economic models for the provision of social and affordable housing. 

A further initiative of the reform programme is to review and improve the effectiveness of 
financial assistance aimed at housing affordability. This may involve change which means that 
financial assistance is based on the level and nature of housing need, is adequate to address 
that need, and creates incentives to reduce the level of dependence on government as need 
reduces.
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Housing Markets, Taxation and Housing Affordability 

1.27 Introduction 

The focus of this section is the effects of the tax system on the housing available to New 
Zealanders.  Tax can strongly affect the supply of and demand for housing (both rental and 
owner–occupied) and, hence its price and affordability.   

1.28 Key Issues: 

Housing policy effects of potential tax reform options involve a number of factors including: 
 

 Current property tax arrangements favour property investment over other investment 
classes, favour rental investors over first home buyers, encourage rental investment for 
untaxed capital gain and reduce potential income tax revenue by allowing rental losses 
to be deducted against personal income tax liability. 

 Reducing existing tax expenditures, and/or introducing new land or property taxes, 
would widen the tax base, provide more neutral investment incentives and increase tax 
revenue, but at the expense of reduced housing investment incentives. 

 Additional property taxes create a tension between the objectives of stable investment 
markets, generating significant tax revenue, and achieving stable housing market 
outcomes. 

 The importance of the building and housing sector as a driver of economic growth, 
suggests the need to offset the negative effects of any widening of the tax base by 
supporting additional housing supply. 

The key housing affordability challenge from a tax perspective is to create a level playing field 
and reduce investment driven house price increases without having an adverse impact on 
supply volumes (across a range of tenure types). 

1.29 Tax and Housing Policy 

New Zealand‟s current tax rules as they relate to owner occupied housing are broadly in line 
with other western nations (i.e. there is no capital gains tax or ability to deduct interest/mortgage 
expenses), but treatment of rental investment housing is markedly different (capital gains are 
not taxed, there are no transfer/sales taxes and there are few restrictions on the ability to offset 
rental losses against other taxable income21).   

                                                
21

 See Martin Jenkins (2007) pages 62-63 
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As a consequence New Zealand‟s current property tax rules: 
 

 Favour property investment over other investment classes 

 Favour rental investors over first home buyers 

 Encourage rental investment for untaxed capital gain 

 Reduce potential income tax revenue by approximately $1billion per annum (by allowing 
rental losses to be deducted against personal income tax liability). 

Investment in housing is seen as an effective method of household wealth accumulation22, 
which has resulted in a view that New Zealanders over-invest in housing.   The key driver of tax 
advantages to property investment is that it is more tax efficient to accrue untaxed capital gains 
than taxable income.  The relatively favourable status of capital gains makes the value of 
property higher, probably results in the building of bigger houses, and also makes the value of 
property more volatile23.  The effect of current tax advantages (along with a period of high 
property value growth rates) has been to: 
 

 Grow demand for property investment over other investment options - for both capital 
gain and negative gearing 

 Increase the price of housing because rental investment is usually in lower value 
existing dwellings and only marginally directed to new construction (primarily urban 
apartments) 

 Contribute to a reduction in home ownership rates because tax advantaged investors 
are able to pay higher prices24 

 Reduce the rental return from property investment because rents have been constrained 
by tenant income growth and capital growth has provided an increasing part of the total 
return 

 Create inequities between „ma and pa‟ and institutional investors as the latter cannot 
pass tax losses onto their investors. 

The House Price Unit report (2008) concluded that “the absence of tax on imputed rents favours 
home ownership over other investment options. In addition, the capacity for investors to deduct 
losses from rental properties against other sources of taxable income puts investors at a relative 
advantage to first home buyers (assuming they fund the property mainly through debt).  Their 
estimates suggested that the ability to deduct losses from rental properties increases the value 
of a median priced house to the investor by $25,000, relative to a potential home owner who 
needs a large mortgage to buy the same house” (report of the House Price Unit, page 33).   

                                                
22

 http://www.nzinstitute.org/Images/uploads/pubs/Exec_Summary_Paper_4_(low-res).pdf 
23

 http://www.rbnz.govt.nz/research/discusspapers/dp08_06.pdf 
24

 Price for investment in housing is determined by movement in income, interest rates (i.e. by expected future 

rental yields), and also by tax conditions which favour investors over consumers/occupiers – thereby bidding 

up house prices. 
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Possible tax changes that have been considered during the recent tax reform process include: 
 

 Taxing imputed rental income 

 Capital gains tax (accrual or realisation basis) 

 Ring fencing – i.e. reducing the ability of rental investors to deduct taxable losses on 
rental investments against personal tax liability from other income sources 

 Land tax or property tax 

 Reducing income tax 

 Increasing GST. 

The effects of the tax reform options considered in this paper are summarised in Table 5.1.   

Table 5.1:  Summary of key impacts of various tax changes 
 

Tax change Rental prices Housing prices 
New 

construction 
Rental vs home-

ownership 
Additional 
revenue 

Tax imputed rental 
income 

Increase 

(in short term with 
reducing impact) 

Reduce 

(reducing impact 
over time) 

Less 
Reduced home 

ownership 
$4.22 billion 

Tax capital gains 
on sale

25
 

Upward pressure
+
 Reduce Minimal impact 

Increased home 
ownership 

$0.4 billion to $1.3 
billion* 

Ring-fencing Upward pressure
+
 Reduce 

Small negative 
effect 

Increased home 
ownership 

$1 billion 

Land/property tax 
(at 1% or 0.5% 
per annum) 

No/little effect Reduce Reduce 
Increased home 

ownership 
$4.611 billion 

+ 
But constrained by tenant incomes and ability to pay. 

* Depending on whether it is limited to investment properties or applies to all property sales. 

Reducing existing tax expenditures, and/or introducing new land or property (i.e. land and 
improvements) taxes, creates a tension between the objectives of generating stable and 
significant tax revenue, and achieving stable housing market outcomes.   

The importance of the building and housing sector as a driver of economic growth suggests the 
need to offset the negative effects of any widening of the tax base by supporting additional 
housing supply.  Expert input into the tax review process26 has made the case that a broadly 
based annual land tax is more consistent with revenue and tax base objectives and less 
distorting of property markets in general, than a capital gains tax on property.  There are 
however, significant distributional consequences of a general land tax – particularly for groups 
who can be categorised as asset rich but income poor (e.g. the elderly, farmers, Maori land 
ownership) where land/property holdings do not generate sufficient income to pay an additional 
tax.  Grimes & Coleman (2009) suggest it may be difficult to compensate such groups through a 
countervailing income/consumption tax reduction with any degree of precision. 

                                                
25

 Based on: value of stock $617b, turnover averaging 7 years, 5% value growth rate (nominal), 66/33% owner 

occupied versus rental tenure, tax rate of 30%, no behavioural change 
26

 Coleman and Grimes (2009) 
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From a housing policy perspective, The Department considers that any change in tax rules 
needs to also consider the objective of achieving stability in building and housing markets (and 
the wider economy) by: 
 

 Contributing to an adequate supply of new dwellings and avoiding contributing to 
emerging housing shortages -  i.e. the supply of housing grows in line with the growth in 
the number of households 

 Ensuring the demand for housing would be free of distorting influences that drive up 
prices or costs (which would improve first homeownership affordability) 

 Not contributing to inflationary expectations 

 Allowing industry participants to take longer term investment horizons (in both the rental 
and development markets) and reduce market volatility 

 Contributing to new residential development funding models which leverage private 
sector capital 

 Encouraging more intensive residential developments that deliver economies of scale 
and liveable communities 

 Contributing to reduced volatility in the housing markets and the resulting negative 
consequences for the building sector and wider economy.  
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Finance and Regulatory Supervision 

1.30 Introduction 

This section discusses the role of finance, interest rates, bank lending criteria and regulatory 
supervision, and their contribution to housing affordability. 

1.31 Key Issues 

The key issues include: 
 

 Trends in the cost, conditions and access to finance anecdotally appear to have 
increased the amplitude of the current housing market cycle 

 Lack of finance on terms and conditions that make developments feasible are currently 
constraining supply 

 Bank lending criteria may influence households dwelling typology outcomes 

 Increased prudential supervision could mitigate some of these outcomes. 

1.32 Finance, regulatory supervision and housing affordability 

The cost and availability of finance has a significant impact on both the demand and supply 
sides of the housing market.  One current significant constraint on the supply side of the market 
is the inability of developers to access debt on terms that make development feasible.  The 
collapse of many finance companies post 2008 (which provided mezzanine finance) has 
reduced access to development finance and therefore the volume of new developments being 
initiated, particularly for apartments and higher density developments.  Developers often relied 
on mezzanine finance to fund the additional capital not provided by banks, which have more 
conservative lending criteria.  Funding of this debt relied on pre-sales and staging developments 
to spread out the costs of construction and bring products to market quickly.  The demise of 
much of the mezzanine finance sector and collapse of the housing market has affected the 
ability of developers to get finance.  This lack of security in the housing market and the collapse 
of many smaller developers has resulted in a significant decrease in housing supply which 
ultimately places upward pressures on housing costs, particularly in locations with strong growth 
in demand. 

At the same time the ready availability of lenders willing to provide finance to developers during 
the recent boom helped inflate land prices, whilst assisting in facilitating increased supply.  
These trends are unfortunately pro-cyclical and are likely to have increased the amplitude of the 
last cycle.  Such swing in the level of finance available to property market participants is 
undesirable.   

Increased prudential/regulatory supervision with the objective of minimising the pro-cyclical 
attributes of the finance market may minimise its amplitude and assist in maintaining a more 
even supply side response to changes in demand.  It is acknowledged that identifying these 
trends is difficult in advance, but easy with hind sight 
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Finance is also likely to have had an impact on the demand side as well.  Growth in money 
supply combined with relaxation in lending criteria (such as minimal deposits for dwelling 
purchase) and the upswing in the property cycle (creating expectations of further capital gains), 
resulted in increased demand which was in turn capitalised into higher house prices.  Some 
countries are introducing minimum deposit levels for purchasers with the objective of „leaning 
against‟ investor exuberance and decreasing market volatility.   

Bank lending criteria may also influence demand outcomes by dwelling typology.  For example, 
higher deposit requirements for apartments can be expected to influence the pattern of effective 
demand outcomes by dwelling typology.
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