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1 May 2015 

Minister of Finance 
Minister of Revenue 

Additional information on Housing options 

Executive summary 

Further to our meeting with Ministers English, Smith and McClay on Tuesday 28 April 2015 
to discuss Treasury's report T2015/844 on Housing Options, Ministers have asked for more 
information from tax policy officials on the following: 

• requiring IRD numbers to be provided as part of the conveyancing transaction for all 
property transfers; 

• a brightline test requiring income tax to be paid if residential property is bought and 
sold within two years; 

• 

• 

Ministers requested advice on the timelines for progressing the options and on what could be 
announced on Budget night. This is in addition to the extra money for Inland Revenue's 
property compliance work which could be announced at the same time. 

Inland Revenue and Treasury tax policy officials, in the short time available, have discussed 
the options with Land and Information NZ,

. We have also talked to the 
Department of Internal Affairs regarding linkages to anti-money laundering legislation and 
the proposal to require IRD numbers for all property transactions. 

Given the overall impact of likely RBNZ actions on LVRs for investors, and the tax options 
covered in this report, Treasury's view is that the best package of changes include the bright-
line test, the collection of IRD numbers from property buyers, and the RBNZ LVR changes 
for investors. 

T2014/891, IR2015/217: Additional information on housing options 	 Page 1 

[8]

[8]



Annex one to the report provides further information on some of the drivers of Auckland 
house prices. A key point is that while investors are buying an increasing share of properties, 
there remains strong demand from other home buyers. 

Recommended action 

We recommend that you: 

1. Agree to announce on Budget night: 

• A requirement that IRD numbers are to be provided as part of the conveyancing 
transaction for all property transfers. 

Agreed / Not agreed 	 Agreed / Not agreed 

2. Agree to announce on Budget night: 

• a brightline test requiring income tax to be paid on any gain where residential 
property is bought and sold within two years. Work could also commence on 
collecting any income tax payable on the gain from this sale by way of a 
withholding tax. This work would be a longer timeframe and would need to fit 
with the wider Inland Revenue Business Transformation programme. 

Agreed / Not agreed 	 Agreed / Not agreed 

3. 	Agree to announce on Budget night that there will be a short period of consultation for 
these two measures with legislation to follow within the next three to four months with 
enactment in late 2015 and application in early 2016. The use of withholding taxes 
would be on a longer time frame. 
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6. 	Refer a copy of this report to the Minister of Housing. 

Steve Mack 
Principal Advisor 
The Treasury 

Emma Grigg 
Policy Director 
Policy and Strategy, Inland Revenue 

Hon Bill English 	 Hon Todd McClay 
Minister of Finance 	 Minister of Revenue 
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Background 

1. Following on from your consideration of the Treasury's report T2015/844 on Housing 
Options and your discussion with officials this week you have asked for further 
information on some of the options from tax policy officials. This report provides 
additional information on: 

• requiring IRD numbers to be provided as part of the conveyancing transaction for all 
property transfers; 

• a brightline test requiring income tax to be paid if residential property is bought and 
sold within two years; 

• 

• 

2. This report also provides advice on what could be announced in Budget 2015, suggested 
timelines for further work, and a legislative process. 

3. The housing initiatives in this report could be presented as part of a wider package of 
Government initiatives, including supply side measures, that responds to Auckland house 
price inflation. 

• initiatives aimed at reducing regulatory cost/time — i.e. Auckland Housing Accord and 
Special Housing Areas, RMA reform; 

• 20,000 new dwellings expected to be delivered under the Auckland Housing Accord 
up to 2018; 

• 

• recent initiatives to identify and tender vacant Crown owned land for development 
which could deliver an additional 1000 dwellings over the next three years (in-line 
with the approach recently adopted in Christchurch, e.g. Awatea); 

• recently announced decisions to transfer HNZC property to the Tamaki 
Redevelopment Company — which could deliver 5000 additional dwellings over the 
next 10 — 15 years; and 
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• engagement with the Auckland Council to explore the potential for joint approaches 
between the new 'Development Auckland' and central government development and 
infrastructure initiatives. 

4. The benefit of the initiatives above to Auckland's housing supply will have two 
aspects. First, the direct delivery of more social, affordable and other housing in the 
developments themselves. Secondly, the scale of the developments could provide 
sufficient volume to drive regulatory change and scale efficiencies in the supply chain - 
to the benefit of both the developments themselves and housing supply in Auckland more 
generally. 

5. In addition to these Government initiatives the RBNZ is expected to announce in its 
Financial Stability Report on 13 May that it will consult on changes to its LVR 
rules. This includes a new LVR for investors in Auckland property of 70%. 

The combined efficacy of RBNZ actions and tax options 

6. Consideration must be given to the overall impact of likely RBNZ actions on LVRs for 
investors, and the tax options covered in this report. The Treasury's view is that the best 
package of changes include the brightline test, the collection of IRD numbers from 
property buyers, and the RBNZ LVR changes for investors.

Additional enforcement, the collection of 
IRD numbers and information exchange, and the brightline test have a beneficial effect in 
the current market, while also being justified on traditional tax-policy grounds.

Option 1: Requiring IRD numbers to be provided as part of the conveyancing 
transaction for all property transfers 

Background 

7. Currently, solicitors undertaking conveyancing transactions are required by the Land 
Transfer Act 1952 to identify the parties to the transaction, generally by way of checking 
government issued photo identification (such as a passport or drivers licence). The 
solicitor is also required to keep a copy of the identification on file for 10 years. Inland 
Revenue currently obtains information regarding property transactions from LINZ via a 
commercial arrangement. This information comprises the name/s of the purchaser and 
the title details of the property. 
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Proposal 

8. Under this option purchasers and sellers of any property in New Zealand would be 
required to provide their IRD tax number/s along with current identity information 
requirements as part of the conveyancing process. This information would be required to 
be provided to LINZ to effect the transfer of the property. We note that the proposal 
covers the purchaser and the seller, however further consideration will need to be given 
as to how necessary collecting the IRD number from the seller would be. 

9. In addition to the IRD number the solicitor representing the purchaser and seller in the 
conveyancing transaction will be required to collect a non-resident purchaser's and sellers 
tax identification number/s (TIN) in their home jurisdiction as well as suitably robust 
documentation concerning identity and intention. 

10. The policy could be restricted to Auckland only. However we recommend this as a 
general tax system change that should apply nationally. While non-compliance in 
relation to property transactions is a concern in relation to the Auckland market, the issue 
is not unique to Auckland. 

Design issues 

New Zealand resident purchasers and sellers of property 

11. The proposal is that New Zealand resident purchasers and sellers will be required to 
provide: 

• their IRD number; and 
• an identifier related to the IRD number (e.g. passport or drivers licence) to confirm the 

identity of the person. 

Non-resident purchasers and sellers of property 

Issuing IRD numbers to non-residents 

12. Inland Revenue has an office in Dunedin which manages non-resident tax matters 
including the issuing of IRD numbers. A taxpayer requiring an IRD number has to 
complete a standard IRD number request form and provide a photocopy of their passport. 
Also required is a proof of address, general contact details including phone number and 
the reason why they require their IRD number. 

13. Generally, IRD number requests are processed within five working days. The normal 
method of communication is for taxpayers to e-mail Inland Revenue and then Inland 
Revenue phoning the taxpayer. Most taxpayers have sufficient English but where 
language is an issue we use Language Line for support. A supporting letter is sent 
confirming their IRD number and other relevant information. Electronic communication 
is not used to ensure taxpayer confidentiality. 
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Provision of information by a non-resident purchaser as part of the conveyancing transaction 

14. The proposal is that a non-resident purchaser or seller will be required to provide their 
solicitor with: 

• their IRD number; 
• their TIN for the jurisdiction/s in which they are tax resident. As an additional 

supporting measure, we are proposing that non-residents have to provide their TIN at 
the time of application for an IRD number; 

• the country code identifying the country(s) of tax residence related to the TIN; 
• details of beneficial interests in land being transferred; and 
• suitably robust documentation concerning identity such as a passport or ID card for 

the relevant tax jurisdictions. 

15. Even though we will require provision of the relevant TINs at the time of issuing an IRD 
number to the non-resident we still require provision of the TIN again at the time of 
transfer to cope with transient tax residents and to increase the robustness of the proposal. 

Other required information from resident and non-resident purchasers of property 

16. In cases of residents and non-residents we will also require a declaration as to whether 
they are intending to occupy the property purchased and whether they hold the property 
on revenue account. This information will be used to determine whether a rental income 
stream should be expected to be generated from that property. If the taxpayer declares 
that the is property to be held on revenue account this will be relevant as to whether they 
can claim any tax losses arising on the subsequent sale of the property. 

17. This information will also be useful for determination of tax residence, intent regarding 
the property, and physical residence. 

Benefits of this option 

Additional information for Inland Revenue's compliance work 

18. All purchasers of property will be required to provide additional information to their 
solicitor who will then pass it to LINZ via the property transfer process. 

19. The tax consequences will arise for property speculators through Inland Revenue being 
able to more easily track and identify property transactions where it is likely that property 
was purchased with the intention of re-sale and thus tax is owed on any gain. 

20. Other people who are impacted include: 

• owners of rental properties: Inland Revenue will be better able to identify properties 
where rental income should be expected to be returned; and 
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• the hidden economy: Inland Revenue will be better able to identify situations where 
the money used to purchase the property does not have clear provenance, for example 
where there is not sufficient declared income to support the purchase. 

21. The extension of the use of IRD numbers to property transactions will allow Inland 
Revenue to systematically identify transactions which may be of interest across the New 
Zealand property base. 

Exchange of information with other jurisdictions 

22. By requiring non-residents to provide their foreign TIN we will also be able to support 
other jurisdictions in their tax compliance activities. This is part of our exchange of 
information obligations we have with other jurisdictions. 

Links with anti-money laundering (AML) and countering financing of terrorism(CFT) 
legislation 

23. There is a further option to "harden" the proposals against non-compliance by extending 
the proposal to require conveyancers to undertake customer due diligence to the same 
level as expected in the AML/CFT legislation. We understand this same sort of due 
diligence standard is also being applied to non-residents who wish to open a bank account 
in New Zealand. This would provide a high degree of confidence as to the identity of the 
purchaser or seller of the property but would increase compliance costs on conveyance. 
The impact will be most significant if the purchaser is non-resident, or the legal entity 
being used lends itself to anonymity of the underlying participants. 

Legislative design and implementation timetable 

24. We discuss below a proposed timeline for consultation and legislation on options 1 and 2 
as a package. 

Administrative and system implementation issues for Inland Revenue and LINZ 

25. We believe that a reasonable timeline for phase one of the implementation of this 
initiative is an operational live date of early 2016. 

26. The implementation of this initiative is proposed to be undertaken in two phases: 

• Phase One — information capture by LINZ of all relevant fields for natural persons, 
trustees and all other legal entities involved in land transfers; and 

• Phase Two — information capture by LINZ of all beneficial interests in land. 

27. LINZ has recognised that changes to their Land On Line systems in order to collect the 
additional information, are required. Further, Inland Revenue will need to be in a 
position to receive this information and ultimately analyse the information. LINZ have 
commenced the design and testing of their system to get ready to meet the requirements 
for implementation. LINZ believes that their Land On Line system will be capable of 
implementing this proposal from early 2016. However, should substantial changes to the 
capture fields for the system be required this will lengthen the commencement date. 
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28. Clearly the measure will increase the compliance costs on those undertaking property 
transactions. In practice, the impact on individuals purchasing a home will be small as 
the vast majority of people purchasing property will already have an IRD number and the 
costs associated with requesting a number are small. The primary increase in costs will 
be imposed on non-residents required to provide their TIN at the time of applying for an 
IRD number and providing their TIN again when purchasing property. Solicitors will 
have a small increase in data entry costs and will have to ask for extra details from the 
purchaser of a property. 

Compliance cost impact 

Option 2: A brightline test requiring income tax to be paid if residential 
property is bought and sold within two years 

Proposal 

29. The current proposal as laid out in the Treasury report is to tax all gains on residential 
property that is sold within two years of purchase unless the property: 

• was the seller's principal place of residence; and 
• was not used as a rental property. 

30. The brightline test helps address the subjectivity of the current intention test in the land 
sale rules. It creates a clearer rule that supplements the intention test and makes it easier 
to enforce. It ensures that persons who turn properties over quickly are taxed on their 
gains. However it needs to be recognised that a brightline test is quite a blunt instrument 
and will inevitably have an element of rough justice. 

31. The brightline test would be in addition to the existing land sale rules. The existing rules 
tax people who purchase with an intention of resale as well as property developers, 
dealers and builders. This means commercial builders of residential houses are already in 
the tax net and, therefore, will not be affected by the brightline test. 

Design issues 

32. As discussed with Ministers there are a number of important design issues that need to be 
worked through and would benefit from public consultation before Ministers make their 
final policy decisions. It would also be useful to discuss these design features with 
Ministers before options are developed for consultation with the public. 	This 
consultation could also potentially be targeted and relatively short. The issues include: 
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Types of land covered 

33. The brightline test could cover all land or just residential land. 

34. Although covering all land would reduce issues around the boundary between residential 
land and other land, covering only residential land ensures that the policy is targeted at 
the main mischief of high churn of residential property in conjunction with the 
subjectivity of the current intention test. 

35. Therefore, we would recommend that the brightline test is directed only at residential 
property. We think the boundary between residential and other land can be drawn with 
sufficient certainty to ensure the test is robust. 

36. The brightline test would apply to empty land zoned for residential purposes. This is 
necessary to ensure the test achieves its objective of targeting short term churn of 
residential properties, some of which includes properties that are not yet built that are 
bought off the plans. We note that developers will already be subject to tax on their gains 
under current rules. 

Land-rich companies 

37. The current land sale provisions can be circumvented by holding land in a company and 
selling the shares in that company rather than the land itself 

38. It is important that people cannot readily avoid the brightline test. Therefore, one of the 
design issues with the brightline test is whether it should extend to the sale of shares in 
land-rich companies. 

39. Officials note this is an issue across all the land sale provisions and should be dealt with 
comprehensively rather than for the brightline test only. In addition, this is a highly 
technical issue and consultation would be desirable to avoid unintended consequences. 
We would not propose making this wider change if we need to progress the brightline 
rule in a short time frame. 

Land held by trusts 

40. If a trust sells property within two years of purchase it would be covered by the brightline 
test and be taxable. 

41. However, we would recommend that the owner-occupier exclusion apply to family 
homes held in trusts where the family members are beneficiaries of the trust and reside in 
the house. 

Exemptions from the two-year rule 

42. The brightline test will inevitably have a measure of rough justice about it. In order to be 
effective the numbers of exemptions should be as few as possible and tightly defined. 
However, we think some exemptions may be justified where there is no reason to believe 
that the short term turnover of the property would be associated with any intention to 
make a profit. These are discussed below. 
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Inheritance 

43. There are a number of options we could look at for inherited property that is sold within 
the two-year period: 

• treat it as being acquired by the person inheriting at the same time and value the 
deceased originally acquired it. This would mean the person inheriting would be 
taxable under the brightline if they sell the property within two years of the original 
acquisition; 

• treat it as acquired at the date of death by the person inheriting and at the value at that 
time and if is sold within two years of this date the gain will be taxed; and 

• 	completely exclude from the brightline test. 

44. On balance we believe there is a strong case for a complete exemption for inherited 
property. 

Relationship property settlements 

45. An exemption could also be justified when property is transferred on a settlement of a 
relationship property. Similar issues to those discussed above for inheritance would 
apply. However, we do not recommend an exemption where property is gifted or settled 
on a trust (subject to our comments on the owner-occupier exception). 

Scope of owner-occupier exception 

46. An important exception to the brightline test is for owner-occupiers. The scope of this 
exception needs to be carefully defined and allow for situations such as people moving 
from one main residence to another, and the purchaser renting the property for a short 
period prior to settlement (rent to settle). 

47. Arguably, such situations should qualify for the owner-occupier exception as the property 
has been primarily used as the principal place of residence of the seller and, therefore, the 
brightline test should not be triggered. Exact borderlines here would be useful to discuss 
as part of consultation. 

Hardship 

48. There are hardship provisions in the tax legislation addressing situations where payment 
of tax could cause serious hardship. Charging provisions in the legislation do not contain 
separate hardship exceptions. We think that the current hardship provisions are adequate 
and no additional provisions should be included for a brightline test. 

Losses 

49. The issue of any losses arising on the sale of a residential property under the brightline 
test needs to be addressed. There are four main options: 

1. Deny the claiming of losses where they arise from sales in the two year period. 
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2. Only allow losses to be recognised under the brightline test if the seller of the 
property declared to Inland Revenue that they held the property on revenue account 
when they purchased the property. 

3. Ring-fence losses under the brightline test which would mean they can only be 
offset against taxable gains arising under future land sales. 

4. Fully allow losses under the brightline test to be offset against any other income 
without further requirements. 

50. At this stage, officials would recommend the second option. Officials consider this 
option prevents people gaming the system by saying they only had an intention for resale 
for property losses and not for property gains. Officials do not recommend options one 
or three because it could effectively mean that people never get to utilise genuine losses 
that are on revenue account. Officials do not recommend option four because of the 
opportunity for gaming. 

51. Our preferred option requires people to notify Inland Revenue at the time they purchase 
the property that they intend to hold the property on revenue account. This notification 
could sensibly be made as part of the conveyancing transaction and form part of the 
information provided to the solicitor before the title is issued by LINZ, as with the 
proposal above to require the provision of the IRD number as part of the conveyancing 
transaction. Consequently we recommend that if this option is adopted that it is sensible 
that the two proposals are packaged and progressed in the same legislation and as part of 
the same consultation process. We discuss below a proposed timetable for consulting on 
and implementing such a package. 

Withholding tax 

52.

53. While we would not be able to recommend a withholding tax in the same time frame as 
we are suggesting for the brightline rules and the IRD number, Inland Revenue will 
consider further the possible timing for such a withholding tax. In particular the timeline 
for a withholding tax would need to be worked through with regard to the wider Business 
Transformation project and also considering whether this could be done as part of a 
COTS solution. LINZ would need to be involved with this work. 

Timetable for development and implementation of a package including IRD 
number requirement and brightline test 

54. Given the significant change to the requirements for all parties to land transactions in 
New Zealand, some public consultation on this initiative will be important to ensure the 
design is workable in practice. Consultation will also provide clarity around the 
respective responsibilities for collecting and exchanging information. 
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55. We therefore propose consultation, but abbreviated, to be completed by 30 June 2015. 
We propose to consult with key stakeholders such as the New Zealand Law Society and 
the Real Estate Institute of New Zealand. As existing processes apply to provision of 
information to other jurisdictions no consultation is required on this aspect. 

56. We consider that options 1 and 2 could sensibly be included in the same legislation and 
consulted on together. Our attached timeline suggests a short targeted consultation within 
a month of the announcements on Budget night. Legislation could be introduced within 3 
to 4 months and referred to Select Committee for a truncated period and enacted by the 
end of the year. LINZ has indicated that they could have the system in place to support 
the IRD number requirement for conveyancing a month after the law is enacted. This 
would mean that the package would be implemented by early 2016. We note that it is 
also possible to progress Option 1 and 2 separately. However consideration would need 
to be given to how the loss proposals under Option 2 could operate if Option 1 is not 
progressed before Option 2. 

Budget announcements for development and implementation of a package 
including IRD number requirement and brightline test — market impact 

57. There is some possibility that some people may bring forward their purchases of property 
to get in before the new rules are implemented. With, for example, the brightline test 
applying to properties purchased from the date legislation is introduced, some people who 
expect to sell within a short period of time might bring forward their purchases. 
Similarly some purchasers may bring forward purchases to avoid having to provide their 
IRD and TIN. However, the fact that the Government is taking action in this area could 
partially offset this effect because potential purchasers will be aware that the Government 
has a focus on this area. This is especially the case if the Government is undertaking 
other measures at the same time such as funding additional audit resources on property 
compliance. In particular, for the brightline test those purchasers who do have an 
incentive to bring forward their purchase should probably be taxed under current law 
anyway. In this case, an expectation of increased enforcement may negate some of the 
incentive to bring purchases forward. 

58. Announcement prior to implementation is necessary in order for the changes to be 
consulted on and consultation is needed for the changes to work well with as low 
compliance costs as possible. For these reasons officials consider that it would be viable 
to announce this change in Budget 2015 even if it was not to be implemented until early 
2016. 

59. It is likely that some of the quick churn in new properties plays a role in developer 
finance in the construction sector. People may be buying properties before they are built, 
with the intention of selling within two years (or within a much quicker timeframe). 
These people are subject to tax at the moment, but in many cases it will simply not be 
paid, and IR will struggle to prove that the taxpayer always intended to sell the property. 
The status quo might be described as a de facto subsidy for some development fmance 
through the non-collection of tax. As a corollary, beginning to collect the tax on these 
transactions removes this subsidy and so raises the question of the impact on housing 
supply. In short, officials' view is that it is sufficiently economical to finance and 
construct houses, given high current prices, without any de facto subsidy. Further, 
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because the churn activity seems to be localised to a few particular areas, developers 
outside these areas are sourcing financing which is not reliant on any similar subsidy. 

60. In summary, the market should be monitored for any adverse outcomes, but our 
expectation is that collecting tax which was due anyway will not materially affect the 
supply of new housing. 
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General Comments 
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Fiscal consequences 

85. Given the short time available and lack of detail in the proposals, we have had time to do 
only very rough fiscal estimates. 

86. We estimate the additional information reporting and two-year brightline test would be 
expected to raise about $5 million per year.  

 

87. 
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4  All estimates are based on average home sale prices of $765,000 and $533,000 in Auckland and nationally, respectively, over the past 12 
months to March 2015. 
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ANNEX 1 

Investors in the Auckland market 

T2015/844 provided some evidence on what we viewed as unrealistic expectations of current 
Auckland house buyers. We concluded that although models of 'fair value' for housing can be 
constructed that suggest current house prices in Auckland are reasonable, if interest rates 
remain near current low levels and the supply issues in Auckland are not resolved, housing in 
Auckland was likely overvalued: 

On balance, it seems to us that a significant number of market participants are 
underestimating the likelihood of fundamentals changing, or overestimating returns going 
forward due to adaptive expectations in an environment that has experienced consistently 
rising prices. 

We drew attention to the following factors: 

• the highest ever price/rent ratio in history in New Zealand; 
• the highest ever price/income ratio in history in New Zealand; 
• media stories of investors making very large returns from holding property; 
• media stories of first-home buyers "desperate" not to miss out at an auction and see 

prices move higher, and therefore bidding "whatever it takes"; 
• anecdotal stories of foreign buyers buying multiple properties in short time frames 

with very little due diligence; 
• international and domestic evidence that most housing investors simply extrapolate 

recent returns in the expectations of future returns, and very high recent returns in 
Auckland; and 

• the high rate of change, in an environment where it is hard to pinpoint new 
fundamental information justifying large price changes. 

The Reserve Bank of New Zealand (RBNZ) is concerned about current valuations for 
financial stability concerns. Treasury is also concerned about wider macroeconomic impacts 
of a sharp correction should such an event occur. These concerns are not specific to investors, 
and in T2015/844 we restricted our policy options to those targeted at investors only because 
you requested those options. The greatest tax advantage in housing remains the non-taxation 
of imputed rent for an owner-occupier financing ownership with equity. 

This note looks in further detail at the price/rent ratio and its inverse, the rental yield. This is a 
metric particularly relevant for investors, but also affects the decision for a first-home buyer 
whose choices include continuing to rent. 

In summary, there are indications that investors are buying an increasing share of properties in 
an environment of very low rental yields in Auckland. Whether this provides enough evidence 
to intervene aside from the RBNZ's financial stability concerns is debateable. However, 
Treasury considers that an intervention that increases the tax impost on an under-taxed asset 
(housing in an environment of significant capital gains) is a sensible way to intervene to 
address current market valuations, while minimising risk that the intervention does more harm 
than good. Note that the evidence of under taxation is unique to Auckland amongst major 
cities, although there are areas like Queenstown where data would show similarly low yields. 
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Rental yields in Auckland 

A time series of the rental yield in Wellington, Christchurch, and Auckland shows that while 
the rental yield in Wellington and Christchurch has been relatively stable since 2007, the 
rental yield in Auckland has dipped significantly from late 2011. This is not driven solely by 
investors, but the current yield represents the income yield that investors can expect to earn on 
their property, relative to its price. 
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The rental yields in the above chart are biased downward because the price series represents 
all purchases, while the rent series is drawn from the stock of housing that is (on average) 
lower quality. However, the relative level of Auckland to Christchurch and Wellington, and 
the movement over time, shows that demand for housing (including by investors) is strong, 
despite the fact that rents have not significantly increased in Auckland. 

Falling interest rates over the period will have pushed prices up and lowered rental yields, but 
the close inverse relationship between property prices and interest rates only exists in an 
environment of constrained supply. Supply is much more price elastic in the long term (i.e 
higher prices do eventually encourage more construction), but buyers today may be assuming 
that low construction levels will exist forever. As we indicated in our T2015/844, one 
manifestation of unrealistic expectations could be the assumption that interest rates and 
construction will permanently be low and migration into Auckland will permanently be high. 

Chart 2 shows the house price and rent index for Auckland beginning in 1993. 
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Chart 2: House price and rent indices in Auckland 
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While the rent index has slowly but steadily increased over recent years, the house price index 
has moved markedly. 

Yields on all assets across the world are low as a result of low global interest rates, and there 
may be reasons why rental yields should be lower in Auckland relative to the rest of the 
country. The two most commonly offered reasons are: 

• Expectations of future rent increases, 
• Expectations of capital gains. 

Expectations of future rent increases 

If rents are expected to increase in the future, current prices will be high relative to current 
rents because current prices reflect the discounted value of future rents. 

While rents have not been increasing at a rapid rate, they are relatively high when compared 
to incomes in Auckland. In Auckland the median rent on a 3 bedroom home is 33% of take 
home pay, whereas in Wellington it is 28%, Christchurch it is 30%, and across New Zealand 
it is 26%5. While rents are likely to increase in Auckland, it is difficult to see how they could 
increase significantly given expected income of tenants. This limits the role that large future 
rent increases can play in justifying current prices. 

5  The source for this information is the March 2015 AMP360 rent or buy report 
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Expectations of capital gains 

Total expected return for housing is made up of the net rental yield, and the capital 
appreciation in the property. 

Investors in Auckland may be expecting material capital appreciation from purchases made 
today. This can justify current low rental yields, as investors are not solely looking at rental 
yields when making their decision on total expected return. 

One aspect not commonly noted during discussions of future capital appreciation is that 
capital appreciation at a rate higher than rent increases implies that the price/rent ratio 
(currently higher than it has been since the price and rent series used in this report began in 
1993) is going to rise to an even higher level. The current price/rent ratio is 30 in Auckland, 
while its average since 1993 is 20. If the price/rent ratio contracts to 23 (still above its average 
over the period), even with annual 2.5% rent increases, house prices would be lower in ten 
years' time than they are today. 

Is the current state of the market due to investors? 

The above could all be true without investors playing a large part in the market. For example, 
first-home buyers could be driving prices higher, regardless of the fact that it may make more 
financial sense to rent. 

We have two data sources that suggest that investors are playing a growing role in the 
market. The first is RBNZ data on new mortgage commitments. 

Chart 3: New commitments share by 
borrower - values 

Chart 4: New commitments share by 
borrower - volumes 

Mortgage New Commitments By Type 
- by value and borrower type 

Mortgage New Commitments By Type 
- by volume and borrower type 

The second is data from Corelogic NZ on the share of purchases by investors in 
Auckland and the rest of New Zealand. 
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Chart 5: Investor share of house purchases — Auckland vs. Rest of NZ 
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These data do not prove that investors are necessarily the marginal buyers bidding prices to 
current levels. First-home buyers and movers make up the majority of house buyers. The data 
indicate that: 

• investors are paying high prices relative to rents they will receive, and current high 
valuations are not deterring them from further purchases; and 

• first-home buyers and movers are buying houses at high valuations, despite the fact 
that renting remains relatively cheap. 
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ANNEX 2 

Possible timeline for developing and implementing legislation for options 1 and 2 

Policy development 

Announcement of the proposals: Budget night 
Consultation 

	  consultation) 

5-30 	June 2015 	(note need to 	consider 
Ministers signing off on issues paper for 

Government decision-making 

Ministerial decisions  22 July 2015 
Cabinet Committee (EGI):  29 July 2015 
Cabinet approval of policy proposals:  3 August 2015 
Cabinet approval of the introduction of the 
Bill (LEG):  

12 August 2015 

Legislative process 

Introduction of the Bill: 20 August 2015 
First reading and referral to FEC: 26 August 2015 
Submissions close: 7 September 2015 
Consideration:  16 September 2015 
Report back of Bill:  26 September 2015 

Enactment 

Royal assent:  12 November 2015 

Implementation by LINZ and IR 
(includes system changes and education) 

Early 2016 
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