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Reference: T2021/2 SH-18-2-9 
 
 
Date: 13 January 2021 
 
 
To: Minister of Finance (Hon Grant Robertson)  

 
 
cc: Associate Minister of Finance and Minister of Housing (Hon Dr Megan 

Woods)  
Associate Minister of Finance and Minister of Revenue (Hon David 
Parker) 

 
 
Deadline: 19 January 2021 
 
 
Potential interventions in the housing market: next steps 

This note accompanies and provides additional context to the joint Treasury / IRD report, 
Tax measures to moderate house price growth (IR2021/009; T2020/3844).  
 
Furthermore, this note outlines the advice you will receive on housing affordability over 
the next few weeks. 
 
Recent reports on the housing market 
 
On 5 January 2021, CoreLogic released its House Price Index report for December 
2020. The table below, extracted from the report, shows that house prices are 
continuing to rise at an accelerating rate in all major centres. This level of price 
acceleration is exacerbating housing unaffordability, increasing wealth inequality, and is 
adversely affecting the wellbeing of New Zealand’s most vulnerable people.  
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The CoreLogic report states that the 10.2% quarterly increase for Tauranga house prices 
is ‘extraordinary’ – this is in the magnitude of an $80,000 median price change. The 
report further highlights the concern that this degree of house price inflation is no longer 
restricted to New Zealand’s major centres. For example, the quarterly growth rate in 
Masterton (17.4%) was much higher than in Tauranga. Other provincial centres that 
exceeded 10% quarterly growth over the same period include Whanganui (11.2%), 
Porirua (10.9%) and Gisborne (10.4%), with Palmerston North just shy at 9.6%. 
 
In fact, Gisborne, which has historically experienced moderate to low house price growth 
relative to the rest of the country, has property values now 30.4% higher than at the start 
of 2020, with an average sales price of $514,212. Similarly, between 2015 and 2020 
rents in Gisborne increased by 33% (compared with 26% across New Zealand). The 
growing unaffordability of the housing and rental market in Gisborne has seen the 
Housing Register increase by 232% since 2015 (compared with 113% across New 
Zealand). 
 
According to CoreLogic’s Mapping the Market report (December 2020) the only areas 
that experienced a decrease in property values during 2020 were: 
 
• Auckland: Muriwai (down 0.3%) 

 
• Christchurch: Northwood (down 0.8%), Fendalton (down 3.6%) and Scarborough 

(down 0.2%) 
 

• Otago: Wanaka1 and Queenstown2 areas.  
 

It should be noted that Queenstown and Wanaka have seen sustained price growth over 
a longer period of time and therefore the downtick they experienced in 2020 does not 
materially offset the large price inflation they have been experiencing for many years. 
For example, during the 2010s, Kelvin Heights’ median property values increased by 
121%.  While Queenstown and Wanaka experienced decreases in 2020, nearby towns 
including Clyde, Alexandra, Cromwell, and Roxburgh saw price increases of between 
3% and 10%. 
 
  

 
1  Wanaka – down 3.9%, Lake Hawea – down 0.3%, and Albert Town – down 3.2%. 
2  Arrowtown – down 5.6%, Lake Hayes – down 10.9%, Lower Shotover – down 5.2%, Frankton – down 4.5%, Jacks 

Point – down 4.9%, Kelvin Heights – down 3.1%, Queenstown – down 6.5%, Arthurs Point – down 0.3%, Fernhill – 
down 1.7%, and Sunshine Bay – down 4.7%. 
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Income and house price increases are decoupled  
 
Since 2010 growth in median household incomes (46%)3 has been an order of 
magnitude lower than median house price growth (112%)4 and lower quartile house 
price growth (150%)5. This disparity in the rate of growth has contributed to a decrease 
in homeownership rates for people aged 25-44 (biggest decline for those aged 25-34) 
and minority groups. First home buyers in these groups, particularly those with no 
familial support6, must save for longer, which delays homeownership.  
 
One other adverse effect of the decoupling of income and house price increases is that a 
higher percentage of household disposable income is spent on housing costs. 
Households that spend more than 30% of their income on housing costs are 
considered to be cost-burdened. In 2019 a quarter of homeowners were spending 
30% or more of their disposable income on housing costs. Both house prices and rent 
growth have accelerated ahead of income growth since that time.  
 
Given the disparity in rates of growth between income and house prices it is unlikely that 
moderating house price growth alone will lead to a significant improvement in 
affordability. Although moderate, sustained house price growth at low levels (2-3%) is 
still increasing from a highly inflated base.  
 
In this context, officials would welcome a discussion of the relative prioritisation of your 
affordability and home ownership objectives to inform our advice on selecting and 
calibrating options for further housing market reform and intervention.       
 
Will capitalising Working for Families payments help families into home 
ownership? 
 
We understand that there is interest in whether capitalising Working for Families (WFF) 
payments might help some families into homeownership. Capitalisation would allow a 
family to receive a lump sum WFF payment ‘today’ to be used towards a home deposit, 
as opposed to receiving that payment weekly to support everyday living costs7.   
 
This scheme is similar to the capitalisation of the Family Benefit for buying a first home 
between 1958 and 1991. However, a significant difference between these payments is 
that the Family Benefit was a universal payment to all families with children under 16 
years, whereas WFF payments are means tested and entitlements to WFF can vary over 
time, and are difficult to predict.   

 
3   Household income by region, household type, and source of household income. Measure, Median Income from All 

Sources collected. http://nzdotstat.stats.govt.nz.  
4   REINZ Median Price NZ Total.  
5   HUD and REINZ. 
6  Familial support can be in the form of cash/ equity for a deposit or offering below market rent. 
7  A technical note:  to capitalise WFF payments we have calculated the net present value of future WFF payments using 

a prescribed period (15 years) and discount rate (the public sector discount rate of 5%).   
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Allowing WFF payments to be capitalised would therefore be a significant policy change.  
Joint Ministers have commissioned a review of Working for Families as part of the 
welfare overhaul, with a key focus on addressing the Government’s Child Poverty targets 
[T2020/3615 refers].  Making a decision around capitalising WFF at this stage, and 
outside of that review, runs the risk of cutting across other objectives.  
 
Testing the impact of Capitalising Working for Families   
 
To test whether this policy would realistically help families on WFF into homeownership, 
we have developed two ‘stylised’ example families. This analysis was not consulted with 
other agencies but could be further refined and presented in an infographic showing 
regional variations should this be of use to you. When making assumptions for our 
modelling we erred on the side of generosity. For example, we have assumed that: 
 

• both example families can withdraw the full amount from their KiwiSaver account 
to help with their deposits; 
 

• their entitlement to WFF remains the same (in other words, their earned income 
does not change over the years);  

 
• interest rates stay low (4.44%) and both families take out a 30 year mortgage; 

and 
 

• both families buy a lower quartile priced house.  
 
One of the core objectives of Working for Families is to support income adequacy and 
reduce child poverty.  Therefore, any decisions around facilitating home ownership will 
need to be balanced with this objective.  As such, we have modelled a limit on the level 
of entitlement which can be capitalised of $113 per week, which is equivalent to the 
unabated eldest child rate of the Family Tax Credit.  There may be risks that this 
policy may nevertheless increase the rates of child poverty (both on material 
hardship and after-housing-costs measures). 
 
The results of the initial analysis suggests that capitalising WFF will hinder our 
example families in terms of bringing housing within reach. Capitalising WFF in 
both cases puts financial stress on families, as a significant proportion of disposable 
income (after tax and WFF reductions) is spent on mortgage servicing (above the 30% 
level).  Renting a lower quartile house in almost all locations is less expensive than 
servicing a mortgage (at the 10% deposit level)8.  
 
If a family did buy a house in an ‘affordable’ location and interest rates increased it is 
likely that the family will need mortgage payment support or will lose their home. Overall, 
targeting mid-to-low and low income families for home ownership support in this 
way does not help the families - at best it displaces them to inferior locations, and at 
worst it creates severe financial hardship. Families on WFF are identified as being in 

 
8 Tenancy services Market Rent online tool 
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need of financial assistance and the WFF payments are designed to support the basic 
every-day costs of living.  
 
Critically, in developing our analysis, we have assumed that house prices will not 
increase in response to capitalised WFF benefits becoming available. This assumption is 
unrealistic; in a market with insufficient and unresponsive supply, the cash injection will 
lead to buyers bidding-up the price to compete in the market and vendors increasing 
their price expectations. This results in the capitalised payments being soaked-up. The 
net expected result, is that capitalising WFF payments will further inflate an 
already heated housing market. 
 
Other areas of consideration include: 
 

• The impact on Crown Finances. Capitalising WFF tax credits would have a 
significant impact on the Crown accounts. Rather than recognising payments on 
an annual basis (as is the status quo), the full value of the payment would be 
recognised upfront. In theory, this policy would be cost neutral over the long term 
as it would be offset by small annual savings in WFF payments. However, the 
immediate expense to the Crown of the full capitalised payment would flow 
through to OBEGAL and net debt.  If demand were high, this could impact on the 
Government’s ability to meet their Budget Responsibility Rules.  

 
• Equity. Entitlements to WFF can vary over time and are difficult to predict (this is 

in stark contrast to the Family Benefit, which was universal). This would require a 
policy choice on what action to take if a family’s entitlement to WFF were to 
reduce in later years. One option would be to allow the family to keep the WFF 
they have capitalised. This would create equity concerns and increase the overall 
cost to the Crown. A different option would be to claw back payments, which 
would be administratively challenging, create significant financial stress on 
families and would create a financial disincentive to work.  

 
We are available to discuss any of these points with you. 
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Further advice on housing affordability 
 
Since our meeting with you in mid-December, officials from the Treasury have been 
working closely with colleagues from the Ministry of Housing and Urban Development 
(HUD), and the Inland Revenue Department (IRD), to prepare further advice. While we 
are confident in our assessments, we are also conscious that we do not have a 
quantitative model of the housing market and that we are trying to influence the 
behaviour of investors (with outcomes therefore difficult to predict).  
 
It may be that only a few measures will be sufficient to persuade investors that the 
housing market is not the appropriate vehicle for speculative gains and high rates of 
return, it may also be possible that more significant reform is needed before alternative 
investments are preferred. The question of what type and number of changes will be 
necessary is an area we are continuing to work on. 
 
The joint Treasury / IRD advice accompanying this note considers two options that 
increase the tax paid by residential property investors: 
 

• Extending the bright-line test from its current 5-year period; and 
 

• Limiting the ability for property investors to claim tax deductions for interest 
expenses.  

 
Treasury supports extending the bright-line test, while Inland Revenue does not. This 
reflects different on-balance judgements on the relative costs and benefits of the 
measure. This is partly because of different judgements on the likely size and housing 
market impacts of the ‘lock-in’ effect, as well as broader efficiency and fairness 
concerns.  
 
Both Treasury and Inland Revenue do not recommend making decisions on limiting tax 
deductions for interest in January. Both agencies consider the policy should not be 
announced until the policy and implementation issues with this option have been worked 
through. Instead we recommend you direct officials to undertake additional work to 
determine whether the housing market benefits outweigh the potential costs and risks.  
 
The advice also considers two alternative tax measures. 
 

• 

• A deemed rate of return taxation method on residential property.   
 
Inland Revenue and the Treasury consider that these alternative measures could 
achieve your housing market objectives at lower economic cost and can provide further 
advice on these measures at your request. 

 

[33]

[33]
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On 22 December 2020, HUD provided the Minister of Housing with advice on possible 
impacts on existing housing stock and tenants from the following potential changes to 
the treatment of rental properties for investors: 
 

• Extending the bright-line period  
 

• Limiting interest-only mortgages 
 

• Removing deductibility of mortgage interest. 
 

HUD noted that while these measures may reduce the rate of property price increases 
(including by avoiding further speculation on existing properties), and could benefit first 
home buyers, they would not increase supply. In addition, HUD noted if these measures 
apply to existing housing stock, they could have a negative impact on the households 
who rent these properties, particularly those on lower incomes.   
 
HUD is concerned that if some property investors sell, existing tenants (most of whom 
are unlikely to be able to afford to buy) will be displaced, and therefore face substantial 
costs. However, we note that the impact of the bright-line test on existing stock will be 
lessened if it is extended using our proposed transition rule, which would mean it applies 
only to properties acquired after the application date. 
 
For that reason, HUD recommends that measures focus on disincentivising future short-
term speculation, rather than causing churn in the current rental market.  HUD has 
noted its general support for measures that increase supply, and noted that it 
supports measures that act as a deterrent to investors buying current housing 
stock, and that instead channel housing investment towards new rental supply, 
particularly through exemptions or different treatment for new build versus existing rental 
properties.   
 
HUD is preparing further advice for the Minister of Housing, due on 21 January 2021. 
HUD’s advice will focus on a package of measures to increase housing supply and 
improve housing affordability over the short-term, focusing primarily on supply-side 
measures. It will contain measures which support first-home buyers, and further consider 
how to divert investor demand to new builds to increase supply, and stop further 
speculation on existing housing.  
 

We are also working with HUD and the Department of Internal Affairs on other matters 
outlined in the 7 December 2020 Treasury Report (T2020/3529) and will report back on 
those soon.  
 
Housing officials are also drafting options to increase supply; some of those matters can 
be taken forward as part of resource management reforms, and we are engaging with 
the Ministry for the Environment on them.  At the same time, we are looking to ensure 
that our advice on Budget 2021 takes account of your desired housing policy outcomes.  

[33]
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Hannah Ouellet, Analyst, Housing and Urban Growth, 
Bastiaan van der Scheer, Acting Manager, Housing and Urban Growth, 

[35]
[35]




