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Purpose 

1. This paper seeks agreement to an integrated package of home ownership assistance, 
which will complement other elements of the Government’s savings package (Work-
Based Savings Scheme and Tertiary Education Savings). 

 
Executive Summary 

2. Since 1991, home ownership rates have been falling (particularly amongst young New 
Zealanders, and Maori and Pacific Peoples). Assisting households into home 
ownership is one of the elements of the Government’s support for savings and asset 
accumulation. This reflects the importance of home ownership as a means of asset 
accumulation for New Zealanders. Home ownership assistance complements the 
savings package and some housing assistance will be delivered through the Work-
Based Savings Scheme (WBSS). 

 
3. This package aims to help first home buyers who are able to service a mortgage (ie. 

households earning $40,000 -         per annum) into home ownership. The 
package will help first home buyers to: 

 
• save for a deposit (WBBS home ownership drawdown and deposit subsidy) 
 
• divert savings to repay their mortgage (diversion of WBSS payments) 

 
• reduce or remove the need for a deposit (Mortgage Insurance Scheme (MIS)) and 
 
• learn about options and necessary steps to achieve home ownership (home 

ownership education).   
 
4. Assistance through the WBSS will become available in 2010, while the expanded MIS 

and education will be introduced in 2005/06. 
 
5. Preliminary modelling indicates that the package is likely to assist between 5,000 and 

7,000 first home buyer households into home ownership per annum. Specifically: 
 

• MIS is likely to assist around 5,000 households into home ownership per annum 
from 2007/08 at an annual cost of $23 million 
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• assistance through the WBSS (deposit subsidy and drawdown) is likely to assist 

around 1,900 households into home ownership per annum at an ongoing annual 
cost of between $14 and $20 million, depending on the size of the deposit subsidy.  

 
 
6. Preliminary modelling indicates that the package is likely to assist between 5,000 and It 

is likely that some households will access both MIS and WBSS-linked home ownership 
assistance. 

 
Background Information 

The need for assistance into home ownership 

7. New Zealand’s home ownership rate declined from a high of 74 percent in 1991 to 68 
percent in 2001. 1  This drop predominantly occurred among the 20-39 year old 
(household formation) cohort, yet the decline stretched across all metropolitan and 
urban areas and income bands. Over that time period, the already low home ownership 
rates amongst Maori and Pacific Peoples fell further and faster than other ethnic 
groups. 

 
8. This observed decline has occurred for a number of reasons, including less affordable 

house prices in some areas in some periods, demographic changes, delayed family 
formation, removal of housing assistance in the late 1980s, and changes in 
preferences.   Structural changes to the economy and financial sector, such as periods 
of negative real interest rates and constrained investment choices in the 1970s, may 
also have contributed to the high home ownership rates of the past.  

 
9. The Government believes that asset ownership is important to enable people to 

participate fully in society and that assets provide families with greater security, control 
and independence. Moreover, the security of tenure associated with home ownership 
confers further benefits on households, in terms of their health and education 
outcomes, and social cohesion.2   Home ownership also provides equity that many 
households are able to use when borrowing funds to establish small and medium-sized 
enterprises.   

 
10. Home ownership has been a significant means of saving for retirement in New Zealand 

for most households. Living standards research indicates better outcomes for retired 
home owners compared with retired renters.  

Comment 
An integrated home ownership package – objectives and aims  

11. We seek Cabinet’s agreement to an integrated package of overlapping initiatives that 
assists households who face barriers to entering home ownership without modest 
government assistance.  The barriers addressed by this package include: 

 
• difficulties households face in saving a sufficient deposit - the deposit gap; 
 

                                                 
1 As measured in Census 2001. 
2 Low-Income Homeownership: Examining the Unexamined Goal, Nicholas P Retsinas and Eric S Belsky eds, 2002. 



727741-1 

• a lack of motivation amongst households to save generally; 
 

• lenders’ aversion to  provide finance to households with zero or low deposits, but 
who could service a high loan-to-value mortgage; and 

 
• a lack of knowledge amongst prospective first home buyers about the risks and 

obligations associated with home ownership. 
 
12. The home ownership package is designed to complement the savings package to 

encourage asset accumulation, as a home is the single most valuable asset for most 
New Zealanders. 

 
Elements of an integrated home ownership package 

13. We have considered a wide range of measures in developing this package, including 
interest subsidies and shared equity schemes. We consider that the proposed package 
of home ownership initiatives provides a simple and effective package that offers value 
for money.  

 
14. People who meet certain eligibility criteria would be able to access any or all of the five 

initiatives listed below: 
 

• expansion of the existing Mortgage Insurance Scheme (MIS) to assist 
households that can afford to service a high loan-to-value mortgage but do not 
have a sufficient deposit to access a commercial loan (implemented from July 
2005); 

 
• a first home ownership drawdown of individual contributions and interest 

accrued in WBSS after at least three years’ participation to assist people to save 
a deposit (available from April 2010); 

 
• a deposit subsidy to provide further deposit assistance for first home buyers, 

after at least three years’ participation in WBSS (available from April 2010); 
 
• ability to divert regular WBSS payments towards the repayment of a home 

loan (available from April 2010); and 
 

• a home ownership education programme to complement the package, 
comprised of seminars for primarily first home buyers to improve their knowledge 
of what home ownership involves. This will help to mitigate risks of home 
ownership and will enable better targeting of other assistance available in the 
package (available from January 2006). 

 
15. Linking many of the elements of the home ownership package to participation in the 

WBSS provides an incentive for non-home owners to participate in WBSS and 
recognises the role that home purchase plays in New Zealanders’ saving plans.  These 
linked elements will take effect from April 2010, reflecting the 1 April 2007 
commencement date for WBSS and the requirement to save for three years before 
accessing home ownership assistance.  

 
16. The home ownership package is set out in diagrammatic form in Figure 1 below. 
 



727741-1 

Figure 1 – Integrated package of home ownership assistance 
 

 
Who is the package designed to help? 

17. This package is primarily focussed on assisting households earning between $40,000 
and   per annum who are able to afford home ownership with modest levels of 
assistance.3 This group of people would be able to save a proportion of their deposit 
themselves, and meet the ongoing mortgage repayments and other costs associated 
with owning a home. Government assistance would reduce any deposit gap but would 
not provide the total deposit.   

 
18. Low-income households are not excluded from receiving the assistance in this 

package.   Low-income households (eg below $30,000) and/or households in high 
house price areas would require much more assistance to enter home ownership than 
is available in this package, (ie about $50,000             per household in addition to 
what they can save themselves).  Moreover, assisting low-income households into 
home ownership could be risky if they cannot afford the mortgage repayments and 
related costs of owning a home, such as rates, maintenance and insurance. 

 
19. Offering more than a modest amount of assistance to the proposed group could 

significantly and rapidly increase the number of households that move into home 
ownership risking further house price increases.4  Higher house prices as a result of 
increased demand may lead to increased rents.  Setting modest levels of assistance 
also reduces the incentives for high-income people to rearrange their affairs to access 
the assistance. 

 
20. It is difficult to predict how individuals, lenders and markets will react to different levels 

and types of government housing assistance. A series of modest initiatives 
implemented in stages will allow us to observe the effects of the programmes and 
smooth out any effects on the housing market. 

 

                                                 
3 
 
          
4 The introduction of the Australian First Home Owners’ Grant is estimated to have contributed a three percent increase in 

house prices of the 18 percent increase after 2001, according to the Productivity Commission. 
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21. The package is unlikely to have a significant impact on the overall home ownership 
rate, as an additional 80,000 households would have had to move into home ownership 
between 1991 and 2001 to maintain the home ownership rate of 74 percent.  One 
effect of providing assistance to the proposed group of households is probably to 
speed up the purchase decisions of those who would have bought a home without 
assistance. 

 
22. The government already provides other forms of assistance for people who cannot 

afford to purchase a home. These include:  
 

• the Accommodation Supplement to assist low-income people with rent payments 
(and some home owners unable to afford their mortgage payments);5 

 
• a review of the Residential Tenancies Act 1986 (which provides a regulatory 

framework that governs the relationships between tenants and landlords) is 
underway and will explore longer term leasing options, which may  improve 
security of tenure for renters; and 

 
• state houses and income-related rents. 

 
23. Other work on home ownership assistance has been signalled as part of the New 

Zealand Housing Strategy 6 . Future work is likely to include improving our 
understanding of the home ownership rate decline and considering supply-side 
interventions that may remove further barriers to home ownership (eg through planning 
and zoning changes and working with developers) to make housing more affordable to 
those on modest incomes. 

 
Impact of the home ownership package 

24. The impact of the overall package of home ownership assistance depends on the level 
of assistance and eligibility criteria, including the balance of funding available for 
different elements of the savings package.  Initial modelling suggests that there is 
sufficient demand for an expanded Mortgage Insurance Scheme to assist up to 5,000 
households per annum by 2007/08.  Depending on the level of assistance and 
eligibility, a deposit subsidy may assist around 1,900 households per annum, some of 
whom will also require MIS.  

 
25. There are three groups of people who are likely to access different combinations of 

instruments in the home ownership package:   
 

• those households with sufficient income to service a high loan-to-value mortgage 
(ie, greater than 95 percent) but who have difficulty saving for a deposit.  This 
group is likely to be able to access home ownership through the MIS alone;  

 
• households who can accumulate a 5 percent deposit on a starter home from their 

WBSS savings plus a modest deposit subsidy after three years.  Most 
households in this group would not need the MIS to access home ownership; and 

 

                                                 
5 The Accommodation Supplement is being reviewed in 2005/06 with a view to assessing the best ways to deliver housing 

affordability assistance to New Zealanders.  
6 The New Zealand Housing Strategy is tentatively expected to be released in May 2005. 
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• those households who are likely to be able to access home ownership only when 
all instruments in the package are utilised.   

 
26. Home ownership is feasible for many households within this income range after three 

years’ participation in the WBSS. For example, a young single-earner two-child 
household, with household income of $50,000 gross per annum, would save 
approximately $9,000 after three years in the WBSS (excluding government 
contributions that cannot be drawn down).  If this was topped up with a $3,000 deposit 
subsidy (ie, $1,000 per year in the scheme), then they would have a 4.6 percent 
deposit on a house in Marlborough. Without a five percent deposit they would be 
unlikely to meet commercial lending criteria, but they could achieve home ownership 
through MIS.  After five years of saving, this household would have around $16,000, 
which would be topped up with a $5,000 subsidy, providing 7.8 percent of the house 
price.  They would not, therefore, require MIS as they could meet commercial lending 
criteria. 7 

 
27. In summary, the combination of the WBSS drawdown, deposit subsidy and MIS has a 

broader eligible population than each of the instruments in isolation.  
 
Design of individual elements of the package 

28. The following sections focus on the expanded MIS, home ownership education and 
deposit subsidy elements of the package.  The home ownership drawdown facility and 
the WBSS mortgage diversion are also discussed in the main WBSS Cabinet paper. 

Expansion of Mortgage Insurance Scheme 

29. The Government introduced the Mortgage Insurance Scheme as a small-scale home 
ownership assistance pilot in September 2003 as a partnership between the Housing 
New Zealand Corporation (HNZC) and Kiwibank.  By June 2005, the pilot is expected 
to have assisted around 1,100 households into home ownership that are likely to have 
remained renting, in the absence of the scheme.  To date we have provisioned $2,300 
per household as the cost of this scheme, based on actuarial advice about default 
rates, which makes this a relatively low cost intervention.  

 
30. MIS insures lenders against losses on the realisation of a defaulting loan by higher-risk 

households that fall outside normal commercial lending criteria. Under MIS, the 
borrower pays a one percent premium and the Crown provides a two percent premium.  
HNZC self-insures by holding the three percent premium in reserve and pays out 
against losses experienced by lenders on defaulting loans.  The level of claims against 
this reserve relates to the number of defaults and the difference between the 
outstanding mortgage debt (including realisation costs) and the amount recovered from 
a mortgagee sale. To date, there have been no defaults and 22 households have 
refinanced their loans.  In setting the premium, actuaries have considered a range of 
scenarios including flat or decreasing house prices, but a prolonged or major slump in 
house prices could see reserves exhausted. 

 
31. The long-term need for the MIS may reduce once the impacts of the WBSS start to 

take effect in 2010.  The combination of WBSS and the deposit subsidy will mean 

                                                 
7 These examples take into account expected income and house price growth between now and when the deposit subsidy 

would be accessed in 2010 (for three years of savings) or 2012 (for five years of savings). Refer to Annex 1 for further 
case studies. 
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many households can meet minimum deposit requirements for home mortgages or will 
fall within commercial mortgage insurance terms (some deposits of more than 5 
percent are likely).  MIS will continue to assist buyers who still fall outside commercial 
criteria eg, if local prices increase faster than the expected average rate and/or their 
incomes remain static.  

 
32. As part of monitoring the entire home ownership package, we will keep the MIS under 

review to ensure it is relevant to the market and reflects the actual ability of modest 
income home buyers to buy a home, whether as WBSS participants or otherwise.  This 
will include monitoring default rates and client profiles to provide better information 
about who uses the MIS.  

 
33. We intend to increase the maximum income caps applying under the MIS, from 

$65,000 to $85,000 per annum for one and two earner households (with a flow-on 
change from $100,000 to $120,000 per annum for three or more earner households).  
This will extend the reach of the MIS by increasing the eligible population.  Over time, 
we intend to raise these MIS income caps further so that the MIS and deposit subsidy 
extend to the same group of people by the time the subsidy is available in April 2010.  
Officials will also continue to review the MIS to determine whether it is still relevant to 
the market and seek decisions on any changes required to income, house price or 
eligibility criteria. 

 
34. Increasing the MIS income caps has an impact on the cost of the MIS, as higher-

income people are able to service higher loans.  As a result, the average premium paid 
by the Crown would be higher.  Increasing the income caps to $85,000 and $120,000 
would add around $1 million per annum to the ongoing cost of MIS. 

 
35. We propose to expand the reach of the MIS, as set out in Table 1 below, which 

includes its costs, benefits and risks.  
 
Table 1: Expanded Mortgage Insurance Scheme (1 July 2005) 
 

Proposal Eligibility Cost Benefits Risk mitigation 
Making MIS available 
to lenders other than 
Kiwibank from 
2005/06 
 
Increasing the 
number of loans to 
5,000 per annum 
from 2007/08 
 
Increasing the income 
limit from 2005/06 
 
Consider further 
increasing the income 
caps to align with 
deposit subsidy 
income caps once 
subsidy is available in 
April 2010  

 
Impact 

Up to 5,000 MIS 
loans in 2007/08 and 
outyears 
 

Household income 
less than $85,000 
gross per annum for 
1-2 earners and 
$120,000 for 3 or 
more earners  
0% deposit if loan is 
<$150,000 
5 % deposit if loan 
>$150,000 
(N.B. maximum 
insurable loan is 
$285,000 for $85,000 
income cap) 

$7m in 2005/06, 
rising to $21m in 
2008/09 and outyears 
(from the Social 
Development and 
Housing allocation 
and savings package) 
A further $0.4m in 
2005/06, rising to 
$1.2m in 2008/09 and 
outyears to increase 
income caps 
 
 

By subsidising 
lenders’ mortgage 
insurance for 
households outside 
commercial criteria, 
MIS reduces lenders’ 
risk and facilitates 
lending to households 
outside commercial 
criteria 
 
Using multiple 
lenders will increase 
reach of scheme from 
1% of market to 50% 
of market 

Exposure to Crown if 
households default 
beyond the level 
covered by reserves 
and there is a 
prolonged slump in 
house prices.  (N.B. 
3% premium has 
been assessed by 
actuaries as being 
sufficient to meet 
claims received under 
likely scenarios)    
 
Risk of low demand  
can be mitigated by 
incorporating lessons 
from the pilot, using 
more lenders 
(particularly major 
trading banks), and 
continually reviewing 
the relevance of MIS.  
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Home ownership assistance linked to WBSS 

36. Three elements of the home ownership package are linked to participation in WBSS, 
as described below. 

 
37. A one-off first home ownership drawdown  
 

• WBSS participants who have saved for a minimum of three years will be able to 
make a one-off drawdown of their own contributions and accumulated interest, for 
the purchase of their first home. Any WBSS government contribution would 
remain in the WBSS account.  People who access this drawdown could also 
access other forms of government home ownership assistance, if they meet the 
eligibility criteria.  This is also covered in the WBSS paper. 

 
38. Ability to divert regular WBSS payments towards the repayment of a home loan  
 

• WBSS participants may elect to divert their WBSS payments towards repaying 
their home loan, subject to further consultation with mortgage providers that this 
is feasible.  Once the loan is repaid, contributions to retirement accounts would 
resume. Diversion would not be mandatory for people who access either the 
drawdown or the subsidy, ie, they can elect to continue saving for retirement 
while paying off their mortgage, or to opt for a contribution holiday.  This is also 
covered in the WBSS paper and is subject to further consultation with banks.  

 
39. Deposit subsidy 
 

• While the WBSS first home ownership drawdown and MIS will assist some 
people into home ownership, further one-off support is proposed for people who 
require somewhat larger deposits than they could afford on their own.  The 
deposit subsidy for WBSS participants is intended to complement people’s own 
savings, as it will only be available to people who have saved in the WBSS for at 
least three years. In this way, the subsidy will focus assistance on those who are 
willing and able to save, provide an incentive for people to enter WBSS, and a 
reward for those who continue to save.   

 
40. The following sections discuss the key design issues relating to a deposit subsidy. 
 
Eligibility 

41. We seek agreement to a deposit subsidy that is available to individual members of the 
WBSS who: 

 
• have contributed to WBSS for at least three years (ie, the same timeframe as the 

first home ownership drawdown);8 
 
• have never owned a home or had an interest in a home; 

 

                                                 
8 Depending on decisions relating to whether individuals contributing to other retirement savings schemes can access WBSS 

government contributions, eligibility for the deposit subsidy may be broadened to include this group as well.  Officials will 
do further work on how to apply the three year eligibility period, eg when people have broken employment/WBSS 
contributions periods. 
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• use the deposit subsidy for the purchase of a home up to a regional house price 
cap, which will be the recipient’s primary place of residence (ie not for 
investment/rental properties or holiday homes); 

 
• have not previously accessed a deposit subsidy or home ownership drawdown 

from WBSS (ie, can only be used once); and 
 

• have a household income below the set income caps     
             
       

 
Individual subsidies within household income caps 

42. Two or more WBSS participants could combine their deposit subsidy for the joint 
purchase of the same house.  For example, a couple could be eligible for two subsidies 
if both participated in WBSS for three years, or an extended family of four adults could 
receive four subsidies.  This is because the unit of entitlement for the WBSS is the 
individual, although the recipients of the deposit subsidy would each have to meet the 
household income cap. 

 
43. While, in theory, a number of people could join together to receive a large amount of 

government assistance, we do not propose a limit on the number of subsidies per 
household.  Individuals can only access one subsidy in their lifetime, are required to 
actually live in the home, and the house price and income caps would limit the size of 
the house that could be purchased. Moreover, a limit on the number of subsidies could 
exclude extended families from accessing the assistance, which could particularly 
affect Maori and Pacific Peoples.  

 
44. Imposing an income cap allows the Government to restrict assistance to households 

who need it the most.             
              
          This is intended to prevent 
very high income people from accessing the assistance without blocking access to, for 
example, a young couple each earning $45,000 who are attempting to buy a home in a 
high price area such as Auckland.  

 
First home ownership 

45. The deposit subsidy is intended for people who have never previously owned a home, 
and do not have an interest in a home, so that it assists first home buyers.  In the 
future, we could consider whether to expand this to people who have owned a home in 
the past but are no longer able to achieve home ownership, eg, single parents following 
a relationship break-up.  
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Limiting the subsidy by maximum house price  
 
46. A house price cap would limit access to the deposit subsidy to those who are 

purchasing a “starter” home, rather than providing assistance to people who can afford 
expensive houses.9   

 
47. We propose that the house price cap be adjusted regularly based on lower quartile 

house prices at the time of purchase. We are directing officials to explore the best ways 
to set these caps, including how they can be set on a regional basis.  Some form of 
regionally-based cap would enable people to buy lower quartile homes in expensive 
regions (eg, Auckland), while preventing people in low-cost regions from using 
government assistance to buy an expensive house for that area.10 

 
Repayment if no longer occupying the house 

48. We seek agreement to provide the deposit subsidy as a suspensory loan rather than 
an unconditional grant, as this is expected to better target assistance to people who 
intend to live in the house over the medium term.  

 
49. A recipient of a suspensory loan, who ceased to use the house as a primary place of 

residence within a reasonable time period would be expected to repay the subsidy. We 
intend to further consider the appropriate “reasonable time” period as well as justified 
exceptions where people could move out of the house and not be required to repay the 
loan (eg marriage break-up, redundancy, relocation for employment reasons).  

 
50. A suspensory loan would add to administrative complexity and cost, however, this 

could be minimised by enforcing repayment on an exceptions basis rather than 
proactively. 

 
51. Normally, the Income Tax Act 2004 requires borrowers to pay income tax on a debt 

that is forgone. Suspensory loans for social assistance purposes can be excluded from 
the application of these rules, by Order in Council. We seek agreement to the deposit 
subsidy being declared a social assistance suspensory loan for the purposes of the 
Income Tax Act 2004. This will ensure that recipients do not have to pay income tax on 
the subsidy when the obligation to repay the loan is released. 

 
Amount of deposit subsidy 
 
52. The deposit subsidy is intended to be a modest amount that supplements an 

individual’s savings rather than providing the entire deposit.  Modelling suggests that 
WBSS savings at the default 4 percent rate for five years will amount to a 5 percent 
deposit for most income groups earning above $40,000. Where households cannot 
save enough to access a commercial loan, the MIS will assist them to obtain finance if 
their income is high enough to service a mortgage. 

 
53. After three years of participation in the scheme, all WBSS participants who meet the 

above eligibility criteria will be able to access a deposit subsidy based on the length of 

                                                 
9 This is consistent with the Australian Productivity Commission’s recommendations about how the Australian First Home 

Owners’ Grant could have been better targeted, as the grant primarily assisted single, young, and high income 
individuals. 

10 At present, the lower quartile house price is around $325,000 in Auckland City, $159,000 in Lower Hutt, and less than 
$90,000 in many smaller towns or rural districts. 
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time that they spend in the scheme. Therefore, someone who has saved for five years 
would receive a bigger subsidy than someone who saved for three. In situations where 
two or more WBSS participants buy a house together, they would be entitled to two or 
more deposit subsidies, provided they meet the household income criteria and 
purchase a house up to the regional house price cap.  

 
54. At present, we envisage that the deposit subsidy will be set at $1,000 for each year of 

saving in the WBSS, after a minimum of three years, up to a maximum of five to ten 
years (ie $5,000 to $10,000).  Setting the maximum subsidy based on ten years of 
savings may encourage people to build up a longer savings habit.  Conversely, 
modelling suggests there would be a high per household cost in providing a $10,000 
subsidy if people could achieve home ownership with only $5,000 of assistance.11 Our 
presumption is that we will set the maximum amount of subsidy available at the ten 
year/$10,000 level, but this will be determined as part of overall decisions on the size of 
the savings package. We will make these decisions once final fiscal forecasts are 
available. 

 
55. Our view is that a time-linked subsidy has the advantages of simplicity, certainty, and 

providing an incentive to save.  It also provides proportionately more assistance to 
lower income people than higher income people, eg a $10,000 subsidy is of relatively 
more value to a household earning $40,000 than to one earning $100,000. 

 
Monitoring demand and adjusting criteria 
 
56. Officials’ initial modelling of the demand for a deposit subsidy suggests that the initial 

take-up could be around 2,100 in 2010/11, which will settle to a steady state of around 
1,900 per annum over 2013/14 to 2022/23. 

 
57. Both the WBSS and deposit subsidy modelling rely on a number of participation and 

take-up assumptions that will need to be tested and evaluated over time.  For example, 
we have assumed that: 

 
• WBSS participants are broadly similar to the New Zealand population as a whole; 
 
• those accessing WBSS-linked housing assistance resemble the current renting 

population in terms of income, family types and geographic location; and  
 
• approximately 15 percent of the eligible population will take up the subsidy in any 

given year.  
 
58. There is a risk that demand may be higher than anticipated, with consequential fiscal 

costs.  The long-run cost could be higher than its cost over the first 20 years. This is 
because at present most people who would otherwise qualify for a deposit subsidy 
already own their own homes; whereas in the future all prospective home owners 
moving into the labour market could access the deposit subsidy. Officials are doing 
further work to estimate the long-run risk, and will examine ways to evaluate take-up 
and potential costs of a deposit subsidy as WBSS participation rates become clearer. 

 

                                                 
11 A deposit subsidy of up to $10,000 is modelled as assisting about 23 more households than a 

$5,000 maximum subsidy, at an additional cost of $5.8 million. 
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59. Holding the nominal value of the deposit subsidy and income and house price caps 
constant over time will reduce the potential reach of the scheme.  Controlling any 
adjustments to these critieria will allow Ministers to manage the risk of a long-run fiscal 
blow-out of the subsidy. We propose that Ministers regularly review and adjust these 
elements, taking into account inflation, house price costs, the pattern of demand for the 
deposit subsidy, and fiscal affordability. 

 
60. The following Table sets out the proposal, including its costs, benefits and risks. 
 
Table 2: Deposit subsidy (April 2010) 
 

Proposal Eligibility criteria Cost Benefits Risk mitigation 
Deposit subsidy of 
$1,000 per year up 
to a possible 
maximum of 
$10,000 for first 
home buying WBSS 
participants from 
April 2010 
 
Subsidy to buy a 
starter house at the 
time of purchase  
 
Subsidy can be 
recovered if the 
person no longer 
occupies the home 
 

Impact 
A deposit subsidy 
may assist around 
1,900 households 
per annum Some of 
these households 
will also benefit from 
the MIS 
 
 
 

WBSS participant for 3 
years or more 
 
Has never owned a 
home or had an 
interest in a house 
 
Has not previously 
accessed a WBSS first 
home ownership 
drawdown or a deposit 
subsidy 
 
Subsidy for purchase 
of a house  
• as individual’s 

primary place of 
residence; and 

• up to the regional 
house price cap 

 
Household income 
below a cap  

To be determined 
based on fiscal 
decisions about size 
of savings package 
 
Initial modeling 
suggests a subsidy 
capped at $5,000 
per person would 
cost around $10m in 
the first year and 
$14m per annum on 
an ongoing basis.   
A $10,000 subsidy 
would have identical 
costs in the first 5 
years but an 
increased ongoing 
cost of $20m  
 

Complements 
people’s own savings 
 
Focuses assistance 
on those willing to 
save 
 
Provides incentive for 
enrolment in WBSS 
and reward for 
continual savings 
 
Could benefit, and be 
attractive, to multi-
purchaser households 
(eg Maori and Pacific 
Peoples) 
  
 
House purchase price 
cap will restrict 
subsidy to those 
purchasing modest 
houses 

May be susceptible to 
people adjusting their 
circumstances purely 
to obtain a subsidy 
since it is tied to 
participation rather 
than the amount 
saved  (officials will 
examine ways to 
administer the scheme 
to limit this risk) 
 
Fiscal risks if higher 
than forecast take-up 
to be mitigated by 
periodically reviewing 
eligibility criteria 

 
Home ownership education 
 
61. Subject to funding being available from the savings package, we also intend to 

introduce home ownership education to complement the other elements of the 
package.  This would consist of seminars aimed primarily at first home buyers to 
improve their knowledge of general financial issues, and inform them of the risks and 
responsibilities of buying and owning a home. These seminars are intended to 
complement both MIS and home ownership assistance through the WBSS.   

 
62. Home ownership education is intended to improve participants’ knowledge of what is 

involved in home ownership, help to target promotion of other assistance (eg MIS, 
deposit subsidy), and also help to mitigate the risks that lower income households with 
low deposits/equity will default on their mortgages, whether obtained through MIS or 
other avenues. 

 
63. Many of the participants in the evaluation of the MIS pilot felt that there was a need for 

workshops to assist people, not only to apply for a loan, but to acquire the knowledge, 
skills and attitudes necessary to work towards achieving home ownership. This is 
particularly important for people from non-European cultures, where phone-based 



727741-1 

information and written media present serious barriers to understanding.  Such an 
approach has been very effective for Low Deposit Rural Lending clients. 

 
64. Home ownership education is not currently a prerequisite for MIS assistance.  We 

propose that once the education scheme is operational, people whose income, 
employment or other factors make them a high risk would be encouraged to complete a 
home ownership education course before applying for MIS.  

 
65. The programme would include evaluations to improve the design and targeting of the 

programme and to assess the effectiveness of the courses in helping participants 
access home ownership. Further monitoring of course participants will need to be 
undertaken to assess the impact of these courses on improving the sustainability of 
home ownership. The results could inform the wider generic financial/savings 
education being developed as part of the savings package. 

 
66. Table 3 sets out the proposal, including its costs, benefits and risks. 
 
Table 3: Home Ownership Education (January 2006) 
 

Proposal Eligibility Cost Benefits Risk  mitigation 
Seminars for first 
home buyers on 
practicalities of 
saving for and 
buying a home, and 
costs and 
obligations of home 
ownership 
• 1 January 2006 

– seminars for 
1,000 people 

• 1 July 2006/07 
– roll-out to 
5,000 people 
per annum  

•  
 

Impact 
Up to 5,000 potential 
home owners pa 
 

Universal, but aim to 
channel high-risk MIS 
clients, primarily first 
home buyers, through 
the seminars 

$3m per annum 
for 5,000 places 
(ie around $600 
per person).   
Subject to 
available funding 
from savings 
package 

Prepares households 
for the process, cost 
and obligations of 
home ownership, and 
enabling informed 
choice 
 
Reduces risk of 
default for low deposit 
borrowers and 
manages risk of 
people making the 
transition from renting 
to owning 
 
Encourages a savings 
habit by showing 
what’s needed to 
gather a deposit  
 
Delivers advice in 
culturally appropriate 
manner to overcome 
barriers to home 
ownership 
 
Identifies potential 
clients for other 
elements of home 
ownership package 
(eg MIS) 

Participation in home 
ownership education will 
not necessarily lead to 
home ownership.  This 
is a desirable outcome, 
as the home ownership 
education is intended to 
enable informed choice 
and to manage the risks 
of people making the 
transition from renting to 
owning. 

 
Next steps 
 
67. The Ministers of Finance, Housing, and Education, in consultation with the Prime 

Minister, will consider further design details relating to the home ownership assistance 
package in the context of finalising the overall savings package.  We will direct officials 
to report back on the issues reflected above to inform these decisions. 

 
68. We will also direct officials from the Housing New Zealand Corporation, in consultation 

with the Department of Building and Housing, Inland Revenue Department, Ministry of 



727741-1 

Social Development, and the Treasury to report back to the Ministers of Finance and 
Housing over the next year on a series of issues relating to implementation and 
monitoring of the home ownership assistance package.  This will include consideration 
of the need for, and cost of, any future evaluation of elements of the package and how 
to continue to ensure the home ownership package is aligned with the other elements 
of the savings package. 

 
Conclusion 

69. We consider that the proposed home ownership package will provide assistance for a 
significant number, in excess of 5,000 a year from 2007/08, of households to enter into 
home ownership.  

 
70. Home ownership assistance is expected to be an integral component of our 2005 

Budget savings package.  This package, including design issues relating to the size 
and targeting of home ownership assistance, will be finalised in the context of overall 
funding available for the Budget.  

 
Financial Implications 
 
71. The overall value of home ownership assistance will be considered as part of final 

decisions on the savings package, although the increase in MIS loans has been 
partially funded from the Social Development and Housing allocation.  

 
• Expanding the MIS to 5,000 people will have an ongoing cost of $23 million per 

annum.   
 
• The Social Development and Housing allocation includes an initiative to expand 

MIS to up to 2,500 loans per annum once the scheme reaches maturity, at an 
ongoing cost of around $14 million per annum. The incremental cost to increase 
the number of loans from 2,500 to 5,000 per annum is $7 million ongoing, which 
will be considered as part of the savings package.  In addition, expanding the 
MIS income cap to $85,000 per annum is expected to cost around $1 million per 
annum, which will also be considered as part of the savings package. Future 
increases in the MIS income cap to match the deposit subsidy cap have not yet 
been costed. 

 
• Further development work for a home ownership deposit subsidy can be met 

from within Vote Housing baselines in 2005/06, as proposed in Budget 2005.   
 
• Ongoing Vote Housing administration costs of a deposit subsidy are expected to 

be approximately $200,000 per annum from 2009/10, which cannot be met from 
within existing baselines.  

 
• The cost of the subsidy itself is modelled at around $10 million in the first year 

and $14 million on an ongoing basis for a $5,000 deposit, with the ongoing cost 
of a $10,000 subsidy being $20 million ( 

 
                   ).   These costs cannot be met from within existing baselines. 

 
• Home Ownership education will also be considered as part of the savings 

package.  It is expected to cost $1m for 1,000 places in the first year, increasing 
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to around $3 million in outyears for up to 5,000 places per annum once the 
scheme reaches maturity. 

 

Legislative Implications 

72. An Order in Council will be required to declare the deposit subsidy a social assistance 
suspensory loan for the purposes of the Income Tax Act 2004.  The Inland Revenue 
Department will provide advice to the Minister of Revenue regarding the drafting of this 
Order in Council before the first deposit subsidy is available in April 2010. 

 
Regulatory Impact Statement 

73. Not required.  The Order In Council referred to above is of a minor or machinery nature 
and does not substantially alter existing arrangements. 

  
Treaty Implications 

74. There are no specific Treaty of Waitangi implications.  Refer to the Human Rights Act 
section below.   

 
Human Rights Act 

75. The Ministry of Justice has been consulted. The home ownership package does not 
provide assistance based on any criteria prohibited by the Human Rights Act.  

 
76. The package is targeted at people who are able to achieve home ownership with 

modest levels of assistance, so may not assist many very low income people.  As 
Maori, Pacific Peoples, and women are disproportionately represented in lower income 
bands, these groups are less likely to access the home ownership package than 
groups concentrated in higher income bands. 

Gender implications 
 
77. The deposit subsidy is a positive initiative for women who often earn less than men and 

are less able to save for a housing deposit.  This has the likely impact of increasing the 
home ownership rates.  However, the decision to make the eligibility criteria available 
to those who have never owned a house before may disadvantage some single 
parents following a relationship breakdown.  This is of particular concern for women 
who often have to care for dependents (after a relationship breakdown) and have less 
income that can be saved for their home deposit. 

 
Publicity 

78. The home ownership and savings packages will be announced in the 2005 Budget.  
MIS will be promoted by both HNZC and participating lending institutions.  WBSS and 
the associated home ownership package will have their own publicity campaigns linked 
to the staged implementation.  
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Consultation 

79. This paper reflects joint work by officials from Housing New Zealand Corporation, the 
Treasury, the Department of Building and Housing, Inland Revenue Department and 
Ministry of Social Development.  Te Puni Kokiri, Ministry of Pacific Island Affairs, 
Ministry of Youth Affairs, Ministry of Women’s Affairs, Department of Labour and 
Ministry of Justice were also consulted.   

 
80. HNZC has consulted with eight mortgage lenders (besides Kiwibank) on proposals to 

expand the MIS. The group includes three of the main trading banks, one provincial 
bank, three co-operative/community lenders and a specialist mortgage finance 
company.  

 
81.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
82. The Ministry of Pacific Island Affairs strongly supports the recognition of the needs of 

Pacific Peoples within this paper and the proposed initiatives, and strongly endorses 
the continuation of the educational element for people on entry to the WBSS, and if 
requested while enrolled in the scheme. 

 
83. The views of the Ministry of Women’s Affairs have been reflected in the Gender 

Implications section above. 
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Recommendations 

84. We recommend that the committee: 
 

1. agree in principle, subject to paragraph 18, that the 2005 Budget home 
ownership package, which is linked to the savings package, comprise the 
following initiatives:  

 
1.1 expansion of existing Mortgage Insurance Scheme (MIS) to assist up to 

5,000 people per annum  by 2007/08; 
 
1.2 one-off first home ownership drawdown from the Work-Based Savings 

Scheme (WBSS) after a minimum of three years of participation, from April 
2010; 

 
1.3 one-off deposit subsidy for first home buyers in the WBSS after a minimum 

of three years of contributions, from April 2010; 
 
1.4 ability to divert WBSS payments to the repayment of a home loan, from 

April 2010, subject to further consultation with banks; 
 

1.5 appropriate home ownership education to complement the home ownership 
package; 

 
2. note that the home ownership drawdown and diversion of WBSS contributions to 

repay home loans are discussed in the Work-Based Savings Scheme paper; 
 
3. note that the package is targeted at people who are able to achieve first home 

ownership with modest levels of assistance; 
 
Expansion of Mortgage Insurance Scheme 
 

4. note that the proposed Social Development and Housing allocation includes an 
initiative to expand the MIS, which is currently being piloted with one bank, to a 
number of lenders and increasing the number of loans to 2,500 per annum from 
2007/08; 

 
Further increase to 5,000 MIS loans per annum 
 

5. approve the following incremental changes to appropriations, in addition to those 
reflected in the Social Development and Housing allocation, to expand the MIS to 
a total of 5,000 loans per annum from 2007/08, with a corresponding impact on 
the operating balance: 

 
 $m – increase/(decrease) 
Vote Housing 2004/05 2005/06 2006/07 2007/08 2008/09 & 

Outyears 
GST

Non-Departmental Output 
Class:  
HNZC Housing Support 
Services – 2.520 5.290 6.950 7.290 Incl.
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Increasing MIS income caps  
 

6. approve the following changes to appropriations to increase the MIS household 
income cap from $65,000 to $85,000 per annum for one or two earner 
households, and from $100,000 to $120,000 for three or more earners, from July 
2005: 

 
 $m – increase/(decrease) 
Vote Housing 2004/05 2005/06 2006/07 2007/08 2008/09 & 

Outyears 
GST

Non-Departmental Output 
Class:  
HNZC Housing Support 
Services – 0.420 0.882 1.158 1.126 Incl.
  
 

7.  
 
 

 
Deposit subsidy 
 

8. agree in principle, subject to paragraph 18, to provide a deposit subsidy for 
individual WBSS participants who: 

 
8.1 have contributed to WBSS for at least three years (ie same timeframe as 

the first home ownership drawdown); 
 
8.2 have never owned a home or had an interest in a home; 
 
8.3 use the deposit subsidy for the purchase of a home up to a regional house 

price cap, which will be the recipient’s primary place of residence (ie not for 
investment/rental properties or holiday homes); 

 
8.4 have not previously accessed a deposit subsidy or first home ownership 

drawdown from WBSS; 
 
8.5               

            
          and     
    

 
8.6 purchase a home with a purchase price at or below the lower-quartile 

house price in their region at the time;  
 

9. agree, in principle, subject to paragraph 18, that the value of the deposit subsidy 
be based on a nominal value of $1,000 per annum of saving in the WBSS, up to 
a maximum of ten years/$10,000; 

 
10. agree in principle, subject to paragraph 18,  that two or more deposit subsidies 

may be combined to assist with the purchase of a single house; 
 



727741-1 

11. note that the estimated ongoing cost of the deposit subsidy ranges from around 
$10 million in the first year and $14 million on an ongoing basis for  
             
             
             
      

 
Legal status of deposit subsidy 

 
12. agree in principle, subject to paragraph 18,  that subsidy recipients who do not 

continue to use the purchased home as a primary place of residence within a 
reasonable time (to be determined) will be required to pay the subsidy back to the 
Crown; 

 
13. agree that the deposit subsidy be treated as a social assistance suspensory loan 

for the purposes of the Income Tax Act 2004, to ensure that recipients of this 
assistance are not subject to income tax when the obligation to repay the loan is 
released; 

 
14. direct the Inland Revenue Department to provide advice to the Minister of 

Revenue regarding an appropriate Order in Council to give effect to the decision 
above, in time for it to be implemented prior to the first deposit subsidy being 
available in April 2010; 

 
Home Ownership Education 
 

15. agree in principle, subject to paragraph 18, to implement a home ownership 
education programme to complement the home ownership package, which will 
provide 5,000 places per annum from 2006/07, with the intention of: 

 
15.1. improving knowledge of what is involved in home ownership; 

 
15.2. mitigating the risk of inappropriate decisions; and  

 
15.3. helping to target promotion of other assistance; 

 
16. note that the cost of funding a home ownership education programme would be: 

 
17. note that officials will ensure that home ownership education is appropriately 

linked to any generic financial/savings education associated with the savings 
package, and that evaluations of the home ownership education will be available 
to inform the development of generic savings education and further development 
of home ownership education to ensure it meets the objectives in paragraph 16;  

 
Finalising the home ownership assistance package 
 

 $million - increase/(decrease) 

Operating (GST incl) 2004/05 2005/06 2006/07 2007/08 2008/09 & 
Outyears 

 - 1.000 2.850 2.850 2.700 
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18. delegate authority to the Minister of Finance, Minister of Housing and Minister of 
Education, in consultation with the Prime Minister, following receipt of the Budget 
Economic and Fiscal Update in April 2005, to agree detailed design issues for 
home ownership assistance, including the scope of and eligibility for the 
expanded Mortgage Insurance Scheme, and the eligibility criteria and size of the 
deposit subsidy, and inclusion of home ownership education in the savings 
package; 

 
Next steps 

 
19. direct officials from the Housing New Zealand Corporation, in consultation with 

the Department of Building and Housing, Inland Revenue Department, Ministry of 
Social Development, and the Treasury, to report back to the Ministers of Finance 
and Housing on the following issues: 

 
19.1 size of the deposit subsidy, level of income caps, administrative rules about 

who is a ”borrower”, and the use of regional house price caps; 
 
19.2 implementation and monitoring of the home ownership assistance package, 

including: 
 

19.2.1 measures to constrain fiscal risks if demand for WBSS and/or deposit 
subsidies exceed forecasts; 

 
19.2.2 default rates and client profiles of MIS, including whether it is still 

relevant to the market and reflects the actual ability of modest income 
people to buy a home; 

 
19.2.3 consideration of the need for and cost of any future evaluation of 

elements of the package; 
 
19.3 criteria for treating a deposit subsidy as a suspensory loan, including 

security of the loan, a “reasonable time” for occupying a home and any 
exceptions; 

 
19.4 ensuring assistance is delivered to the desired target groups, including 

administrative rules to prevent people adjusting their circumstances purely 
to obtain a deposit subsidy;  

 
19.5 continuing to ensure the home ownership package is aligned with the other 

elements of the savings package. 
 
 
 
 
 
 
 
 
Hon Dr Michael Cullen      Hon Steve Maharey 
Minister of Finance      Minister of Housing 
 
 



Annex 1 - Case studies of impact of WBSS drawdown and deposit subsidy on households’ ability to enter home ownership 
 
Family type 

(aged 25-34) 

Household 
income in 

2001 

WBSS 
participants 

Lower 
quartile 

house price 
(in 2010) 

Savings in 
WBSS  after 3 

years12 
 

Total deposit including 
deposit subsidy 

 (after 3 years) 

Savings in WBSS  
after 5 years13 

 

Total deposit including 
deposit subsidy 

 (after 5 years) 

Couple and 
2 children 

$50,000 1 $253,184 
(Marlborough) 

$9,017 $12,017 (4.6% deposit) 
 

$16,288 $21,288 (7.8% deposit) 
 

Couple and 
1 child 

$65,000 2 $377,867 
(Wellington 

City) 

$11,880 $17,880 (4.7% deposit) 
 

$21,451 $31,451 (7.8% deposit) 
 

Single and 1 
child 

$45,000 1 $235,372 
(Christchurch) 

$8,138 $11,138 (4.7% deposit) 
 

$14,698 $19,698 (7.8% deposit) 
 

Single and 2 
children 

$35,000 1 $114,505 
(Gisborne) 

$6,380 $9,380 (8.2% deposit) 
 

$11,520 $16,520 (13.5% deposit) 
 

 
The first three families would need to access the Mortgage Insurance Scheme (MIS) if they purchased a house after three years’ 
participation in the Work-Based Savings Scheme (WBSS) because their deposit would be less than five percent and commercial banks 
would not lend to them. If any of these families purchased a house after five years, they would not need MIS, because their deposit would 
be greater than 5 percent. 
 
The fourth household, aiming to buy a house in Gisborne, would not need MIS if it bought after three years in WBSS. However, a 
commercial lender may require standard lenders’ mortgage insurance because the loan is above 80 percent of valuation and the property 
market in Gisborne has been an area of low growth for many years. 
 
These examples take into account expected income and house price growth between now and when the deposit subsidy would be 
accessed in 2010 (for three years of savings) or 2012 (for five years of savings). 
 
 
 

                                                 
12 This does not include any government contributions. 
13 This does not include any government contributions. 
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