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Dear  
 
Thank you for your Official Information Act request, received on 5 July 2021. Your 
request was: 

In the Budget Economic and Fiscal Update 2021, the Treasury estimated that 
annual house price inflation would peak at 17.3% before dropping to 0.9% in 
June 2022.  

Please provide the following information under the Official Information Act: 

1.  All available information in relation to how these forecasts were calculated - 
including inputs, assumptions, and methods.  

2.  All available information relating to alternative scenarios for house price 
inflation calculated by the Treasury between the Half Year Update (Dec 
2020) and the release of the Budget Economic and Fiscal Update 2021 
(May 2021).  

3.  All advice provided to the Minister of Finance in relation to the accuracy 
and/or reliability of the house price forecasts.  

Given the importance of the housing crisis and record house price inflation to the 
New Zealand public, it is in the public interest that these details be released.  

I wrote to you earlier to extend the time limit for deciding on your request by an 
additional 15 working days, due to the consultation necessary. 

The Treasury’s house price forecasts are primarily produced in our macroeconomic 
forecasting model. The forecasts are based on the effects of interest rates, population 
growth and how prices have tended to grow previously. Analysis of indicators such as 
the monthly REINZ housing market data, new lending statistics and other economic 
data inform the near-term outlook. 
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In cases where the macroeconomic model is unable to fully capture the effects of new 
developments, such as the Government’s Housing Package, other approaches and 
models are used to supplement the macroeconomic model’s output. In the BEFU 2021 
forecasts, this meant using an Investment Value model which estimates the impact of 
the new tax rules on leveraged property investors, and analysed market information to 
assess how other buyer types would respond. As some details of the Housing Package 
were yet to be confirmed at the time the forecasts were finalised, we were required to 
make some assumptions around some key parameters of the tax policies. The 
documents in the following sections were used to inform and produce the house price 
forecasts, along with assessing alternative scenarios.  

Information being released 

Please find enclosed the following documents: 
 

Item Date Document Description Decision In Scope of 
Request Part 

1.  24 March 2021 Housing Forecast Chat BEFU 2021 Release in part Q1 

2.  24 March 2021 Email and attachment: Data on housing investor 
lending 

Release in part Q1 

3.  25 March 2021 Email: Interest deductibility and price forecasts Release in part Q1 

4.  25 March 2021 Real interest rates and residential property 
prices 4b 

Release in full  Q1 

5.  26 March 2021 Email: Impact on house prices Release in part Q1 

6.  26 March 2021 DRAFT BEFU2021: tax change impacts on 
housing forecasts  

Release in full Q1&2 

7.  29 March 2021 Email: The impact of tax changes on house 
prices: one economist's thoughts 

Release in part Q1 

8.  12 April 2021 Investor Value calculations for deductibility 
BEFU 2021 

Release in full Q1&2 

9.  16 April 2021 Alonso-Muth-Mills model of uncompetitive land 
markets with Poterba equation 

Release in full Q1 

10.  13 April 2021 Email: Plan for scenarios Release in full Q2 

11.  20 April 2021 A3 summaryBEFU21_Upside Release in full Q2 

12.  20 April 2021 A3 summaryBEFU21_Downside Release in full Q2 
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I have decided to release the relevant parts of the documents listed above, subject to 
information being withheld under one or more of the following sections of the Official 
Information Act, as applicable: 

 advice still under consideration, section 9(2)(f)(iv) – to maintain the current 
constitutional conventions protecting the confidentiality of advice tendered by 
Ministers and officials, 

 names and contact details of officials, under section 9(2)(g)(ii) – to maintain the 
effective conduct of public affairs through protecting ministers, members of 
government organisations, officers and employees from improper pressure or 
harassment, and 

 direct dial phone numbers of officials, under section 9(2)(k) – to prevent the 
disclosure of information for improper gain or improper advantage. 

Some information has been redacted because it is not covered by the scope of your 
request. This is because the documents include matters outside your specific request. 

Direct dial phone numbers of officials have been redacted under section 9(2)(k) in 
order to reduce the possibility of staff being exposed to phishing and other scams. This 
is because information released under the OIA may end up in the public domain, for 
example, on websites including Treasury’s website. 

Information publicly available 

The following information is also covered by your request and is publicly available on 
the Budget and Treasury websites: 
 

Item Date Document Description Website Address In Scope of 
Request Part 

13.  8 April 
2021 

Treasury Report T2021/852: 
BEFU 2021 Final Economic 
Forecasts 

https://budget.govt.nz/informati
on-release/2021/finance.htm 

Q1&3 

14.  19 April 
2021 

Treasury Report T2021/967: 
Impacts of recent housing tax 
changes on Budget 2021 
forecasts 

https://budget.govt.nz/informati
on-release/2021/finance.htm 

Q1&3 

15.  26 
February 
2021 

Treasury Report T2021/327: 
BEFU 2021 Preliminary 
Economic and Tax Forecasts 

https://budget.govt.nz/informati
on-release/2021/finance.htm 

Q2 

16.  20 May 
2021 

Budget Economic and Fiscal 
Update 

https://www.treasury.govt.nz/si
tes/default/files/2021-
05/befu21.pdf 

Q2&1 
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Accordingly, I have refused your request for the documents listed in the above table 
under section 18(d) of the Official Information Act: 

the information requested is or will soon be publicly available.

Some relevant information has been removed from documents listed in the above table 
and should continue to be withheld under the Official Information Act, on the grounds 
described in the documents. 

In making my decision, I have considered the public interest considerations in section 
9(1) of the Official Information Act.  

Please note that this letter (with your personal details removed) and enclosed 
documents may be published on the Treasury website. 

This reply addresses the information you requested.  You have the right to ask the 
Ombudsman to investigate and review my decision.  

Yours sincerely 

Nairn MacGibbon 
Team Leader, Forecasting 
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o

o

o

o

o $17,064 million was lent to investors in 2020, of this, $7,378 million was lent to 
investors subject to interest-only repayments.  

o It might be assumed that investors with an interest-only loan repayment plan are more 
likely to respond to the denial of deductibility, whereas those who are paying down their 
principal sum had always planned/intended to have fewer deductions in the future. 
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Policy and Regulatory Stewardship 
Kaupapa me te Tiaki i ng  Ture 
55 Featherston Street 
PO Box 2198 
Wellington 6140 
New Zealand 

Briefing note 
 
 
Reference: BN2021/106  
 
Date: 11/03/2021 
 
To: Revenue Advisor, Minister of Revenue  Thomas Allen 
 Private Secretary, Minister of Revenue  Alice Yan 
 
cc: Naomi Ferguson, Commissioner 
 David Carrigan, Deputy Commissioner 
 Emma Grigg, Policy Director 
  Kerryn McIntosh-Watt, Policy Director (Acting) 
 Phil Whittington, Chief Economist 
 Government & Executive Services (Ministerial Services) 
 
From: Ben Hammond 
 
Subject: Mortgage Data  
 
 
Context and summary 

1. During the Minister of Revenue’s meeting with officials from Inland Revenue on 
Tuesday 9 March, officials undertook to provide data on interest-only mortgage 
lending and standard mortgage terms. This briefing note provides information as 
part of that undertaking. 

2. The Reserve Bank of New Zealand (RBNZ) as part of their Financial Stability 
mandate collect and report on the amount of interest-only lending1 and high LVR 
lending.  

3. The RBNZ do not collect data on the original or residual maturity of banks’ 
mortgage lending. However, they do have access to some loan-level databases 
collected from major banks that can provide some insights. 

4. The Minister of Revenue also enquired about financing for new builds as compared 
to existing houses and data on how community housing providers are financed. The 
RBNZ does not collect data on financing for new builds and we have not found good 
information on how community housing providers are financed.   

5. A summary of the data the RBNZ collect is: 

Close to half (41.3%) of existing lending to investors is interest-only.  
Very little (0.5%) of new interest-only lending to investors is at high LVRs. 
Banks will only generally allow borrowers (either owner-occupied or investors) to 
borrow on interest-only terms for periods up to 5 years, at which point by 
default the loan would revert to a table loan or need to be financed. 

 
1 The Reserve Bank’s data series - C32, New and existing residential mortgage lending by payment type - 
includes revolving credit lending within their “interest-only” figures. Therefore, for the purposes of this note 
“interest-only” includes revolving credit lending.    

s9(2)(k)
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Roughly 60% of interest-only loans to investors have an initial interest-only 
period of 5 years, the rest are for a shorter period. 
The most common term length for a new mortgage is 30 years. 

Interest-only mortgage lending to investors 

6. As at Dec 2020, approximately 41.3% of existing lending to investors was interest 
only. 

7. The amount of new interest-only lending to investors has trended down in the past 
5 years. The five-year average is 47.8% but only 43.5% of new lending to investors 
in 2020 was interest-only.    

8. $17,064 million was lent to investors in 2020, of this, $7,378 million was lent to 
investors subject to interest-only repayments.   

9. Of the $7,378 million of new interest-only lending to investors, approximately 0.3% 
or $22m was to investors with higher than 80% LVR. This level has been generally 
consistent over the past 5 years (0.5% on average).  

10. We could conclude that approximately two in every five dollars lent to investors is 
subject to interest-only repayments, but that interest-only lending is rarely 
(~0.5%) on high leveraged property.  

11. Figure 1 shows the downward trend in interest-only lending to investors (black 
line).  

Figure 1 

 
Source: Treasury analysis of RBNZ data 

12. Figure 2 shows the downward trend of interest-only lending to both owner-
occupiers and investors (notwithstanding the temporary spike due to COVID-19 
relief offered by banks last year), as well as the greater prevalence of interest-only 
lending to investors compared to owner-occupiers (16.3%). 

g
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Figure 2: Interest-only and revolving mortgages as a % of total  

 

Source: Reserve Bank, Bank Balance Survey. 

13. Appendix 1 provides a table summarising the data on interest-only lending for both 
investors and owner-occupiers (proportions and total dollar figures). Appendix 2 
shows existing lending by LVR and repayment type.     

Mortgage lending terms 

14. The RBNZ do not collect data on the original or residual maturity of banks’ 
mortgage lending. However, the RBNZ have access to some loan-level databases 
collected from major banks that can provide some insights.  

Data collected from major banks 

15. The RBNZ have told us that they understand that banks will only generally allow 
borrowers (either owner-occupied or investors) to borrow on interest-only terms for 
periods up to 5 years, at which point by default the loan would revert to a table 
loan, or need to be financed.  

16. RBNZ data collected from one major bank show that for investors around 60% of 
interest-only loans have an initial interest-only period of 5 years, the rest are for a 
shorter period. It is more common for owner-occupiers to have a shorter interest-
only period (around 90% of interest-only loans are interest-only for a period of 1-3 
years).   

17. The RBNZ understand that for principal and interest mortgages, 30 years remains 
the most common initial length. 

Consultation with Treasury 

18. Treasury, Reserve Bank and HUD were informed and contributed to the reporting of 
the data.  

 
 
 
Ben Hammond 
Policy Analyst 

 

g g g g
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Appendix 1 

  

Interest-only lending  Interest-only lending 
with LVRs >80% 

Share of 
lending  

Total amount 
($m) 

% of interest-
only lending  

Total amount 
($m) 

All - Existing 
lending (as at 
Sept 2020) 25.6% 73,686 6.0% 4,208 
All - New 
lending per 
year 27.1%  20,7192 2.7% - 
Investors – 
Existing 
lending (as at 
Dec 2020) 41.3% 33,436 - - 
Investors - 
New lending 
per year  47.8%1 7,3782 0.3% 22 
Owner 
occupiers – 
Existing 
lending (as at 
Dec 2020) 16.3% 35,110 - - 
Owner 
occupiers - 
New lending 
per year  26.1%1 13,0212 4.6% 599 

Source: Inland Revenue estimates using RBNZ data.  
1 5yr average (Dec 2016 to Dec 2020) 
2 New lending in 2020 
 
 
Appendix 2: Outstanding mortgage lending, for both investors and owner occupiers, by 
LVR and payment type (all locally incorporated banks).     
 

Loan-to-Value Ratio Interest-only and 
Revolving credit Principal and interest 

LVR<=60 31,844 98,375 

LVR>60<=65 8,343 22,161 

LVR>65<=70 9,690 24,262 

LVR>70<=75 7,475 25,175 

LVR>75<=80 8,398 34,741 

LVR>80<=85 1,476 6,882 

LVR>85<=90 709 8,387 

LVR>90<=95 365 1,565 

LVR>95<=100 258 457 

LVR>100 and unknown 1,400 2,334 
Source: Reserve Bank, LVR Positions Survey, 31/12/2020 
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It depends a bit on assumptions.  David Hargreaves makes a good point that these models assume 
that whatever the current interest rates, inflation rates, debt levels and tax rates are that these are 
assumed to apply into the indefinite future.  This is a pretty strong assumption which is one of a 
number of reasons why effects may be smaller than the models suggest. 
 
How about reducing precision and saying that a simple model would suggest investors valuations of a 
home could fall by 17% to 20% if rents are held constant. 
 
Matt 
 

Hi Stephen 
 
Results are as follows: 
 
Under these assumptions (rental  of $26k, f = 2%, iB = 4%, pi = 2%, g = 1.27%, m1 = m2 = 33%, 
no tax on capital gains or c =0, risk premium of 3.03% and 60% debt finance)  there would be a fall in 
the price to rent ratio of 17.4% if the lending interest rate were 2% and by 19.7% if the lending 
interest rate were 4%.   
 
As we noted, saying that these would be the change in prices makes a couple of strong 
assumptions.  First, rents may rises which will tend to reduce the price falls.  Typically as David 
Hargreaves has pointed out these models tend to overstate price changes.   
 
If you want, a spreadsheet is attached.  This also provides valuation estimates for owner occupiers.  It 
also looks at changes in value at some other assumptions about real rental growth. 
 
Best wishes 
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Matt 
 
 

Stephen
 
Thanks.  I am also assuming a risk premium of 3.03% (from my note), a real rate of growth of rents 
of 1.27% (from my note – average over previous 13.5 years), no tax on gains, a marginal tax rate of 
33%, a debt level of 60% and that deductible costs of renting are 2% of capital values (see note).
 
Potentially answers will depend on both a borrowing interest rate (assumed to be 4%) and a lending 
interest rate (will do two simulations 4% and 2% with 2% being closer to reality).  Does that make 
sense?  Happy to discuss.
 
Matt
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CONFIDENTIALITY NOTICE

 
The information in this email is confidential to the Treasury, intended only for the addressee(s), and may also be legally privileged. If you 
are not an intended addressee: 
a. please immediately delete this email and notify the Treasury by return email or telephone (64 4 472 2733); 
b. any use, dissemination or copying of this email is strictly prohibited and may be unlawful. 
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