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Executive Summary

New Zealand’s housing affordability
problems are well documented. Barely
a week passes when housing in New
Zealand is not in the news: either because
prices are rising, or as in 2008—09 when
prices briefly fell and many people were
upset about paying too much for a house.

This report examines the development
of housing in New Zealand since the eatly
1900s, the current state of the housing
market, and its journey to this point.

New Zealand is suffering a shortfall
of houses caused by anti-development
attitudes, tighter building regulations,
and artificial restrictions on land supply.
Some of these attitudes reflect the rising
discipline of urban planning: a discipline
pregnant with questionable assumptions,
some of which have proved to be self-
defeating.

This stands in marked contrast to New
Zealand’s post World War II attitude to
building and construction. Housing was a
key plank of New Zealand’s post World
War II welfare state. The state, through
State Advances Corporation 3% loans and
a corporatist approach to building and
construction, ensured that New Zealand
enjoyed very high rates of building and
higher levels of private homeownership
than had previously been the case.

Despite a richer and larger population,
New Zealand’s rates of building since
the 1980s have not reached the levels of
the 1960s and 1970s. As a result, New
Zealand’s new house building is lagging
with a shortfall of at least 10,000 new
houses annually — a shortfall that is
continuing to grow.

The trend can be explained by several
key changes to New Zealand’s economy,
culture and legislative arrangements in the
past half century.

First, the economy slowed down quite
drastically from 1974 onwards. There was
less government money available through
the State Advances Corporation to
stimulate the construction of new homes
for first-thome buyers. This fading of
government stimulation was accompanied
by the formation of new types of family
units (or family households) — partly due
to cultural change, partly due to welfare
and partly due to a rise in divorce and
remarriage rates. The number of new
houses built dropped from a record 34,400
in 1974 to 24,200 in 1978. Although the
economy improved in the 1990s and eatly
2000s, housing completions have seldom
reached the rate of new houschold
formation.

Second, since the 1970s, there has been
a misplaced fear of urban sprawl. Less
than 1% of New Zealand is built upon
even after including landfill and roads.
Fears of ‘using up all our farmland’ are
grossly exaggerated.

Third, this fear of ‘urban sprawl’ has
resulted in urban limits and restrictive
and prescriptive zoning, which have
conferred a virtual monopoly market
power on landowners near the city fringes.
Regardless of how many thousands of
sections of land ate available within urban
limits, they are only worth the developer
opening them up at a certain price. The
experience of Auckland’s Metropolitan
Urban Limit (MUL) is similar to that of
Portland, Oregon, with land outside the
city limits costing nine times less than
within city limits.

Fourth, as New Zealand has become
more prosperous, green agendas of more
affluent New Zealanders have trumped
traditional egalitarian social aspirations,
such as suburban homeownership.




Executive Summary

Although a slim majority of New
Zealanders now think rising house
prices are undesirable, the current policy
quagmire has created a situation where the
interests of those who are lucky enough
to own property are often opposed to
the interests of non-owners or younger
people secking to get a first step on the
property ladder.

However, it should also be remembered
that since the 1980s, houses in New
Zealand have not only become more
expensive but they are also much bigger
with a far greater square footage and
better insulation and fittings. These
improvements are partly the result of
changes to government and local authority
rules in recent years. As a result, many
first-home buyers now have an unrealistic
expectation of what standard of house is
available at what price.

Changing the face of the housing market
will require political will and perseverance
as well as overcoming a central part
of New Zealands economy that sees
investment in housing as a way, or indeed
the best way, to make individual wealth.
We should remember that individuals can
get wealthy off housing, but the country
cannot.
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The State of Play

Affordable housing in
New Zealand: History,

facts and myths

‘Affordable housing’ is New Zealand’s
public policy problem du jour. Of all
the ‘cost of living” political issues, it is
the one that hits the average person the
hardest. New Zealand’s house prices have
increased by a staggering amount over
the past 30 years, aided by a mixture of
policies and social and cultural changes
that have forced up the price of building
ot buying a house.

Housing affordability in New Zealand
is a serious national economic issue.
High house prices and the resulting high
mortgages are key contributors to New
Zealand’s high levels of private debt. But
the economic cost is not the only issue.
The cultural value of homeownership is
also important: the number of people not
owning their own home is considered,
rightly or wrongly, a national problem.

As with many settler societies,
particularly in the Anglosphere, New
Zealanders identify with and believe in
landownership to an extent that people
from BHurope fail to understand, or do
not regard as so important. For much
of our history, the government has
encouraged this affinity with a variety
of policy prescriptions: opening up
cheap land, extending low interest loans,
benefits for
More

recently, the accommodation supplement

capitalising government
equity-strapped households, etc.

has performed a less direct role. New

Zealand’s high level of homeownership
is believed to have contributed to social
stability and safer communities, and is a
key aspect of the national mythology of
egalitarianism.

However, for the past four decades, and
the past 10 years in particular, house prices
have risen inexorably. This is undesirable
for two reasons:

1.  New Zealanders’ attachment to
property has resulted in high
levels of national indebtedness,
making New Zealand one of the
most privately indebted nations in
the developed world.

2. High house prices make it very
difficult  for people,
particularly lower

many
those on
incomes, to own their own home.

While a rational response might be,
‘big deal, homeownership in FEurope is
low where many people rent as a more
sensible economic choice’, this response
doesn’t automatically work here. New
Zealanders will not stop seeking to buy a
house just because it is expensive — and
it is important to note that the relatively
low rate of poverty among New Zealand’s
elderly is partly due to the frechold
homeownership that occurred decades
ago when houses were acquired at a much
lower cost.

www.nzinitiative.org.nz
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The state of the market

New Zecalanders face a shortage of
dwellings of just about every description,
while paying far more for those we do have.
This has led to inflation in the housing
market, which like any other inflation, is
caused by too much cash chasing too few
goods. It is a contention of this report
that governments at several levels are
artificially restricting the supply of houses,
and hence, the ability of the housing
market to answer the public’s needs.

New Zealand’s obsession with houses is
also unhealthy from a national economic
While be
productive in a strict economic sense, it

perspective. housing may

is not really productive in an investment

sense. This can be seen in the capital
stock formation ratio in Figure 1. The
artificially inflated price of our houses
is a drag on New Zealand’s investment
patterns; capital- and investment-hungry
industries are losing out at the expense of
housing and people desperate to climb the
first rung on the housing ladder. Figure 1
shows the relative investment in housing
since 1987. Residential housing has risen
at the expense of every other sort of
investment.

As investment in housing accelerated
from the 1970s, so did house prices; as the
number of new houses being constructed
has
outstripped supply. These trends have

slowed,  demand consistently

been particulatly pronounced in Auckland

Figure 1: Net capital stock by asset type
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1. The State of Play

where prices between 1995 and 2011
compared to the rest of New Zealand
increased by 260% in the lowest quartile
of housing and by between 230% and
150% in the medium and upper quartiles,
respectively.'

Of course the issue is not only one of
rising house prices. What do we know
about house price to income ratios? Two
of the more useful measures of this ratio
are the Massey Housing Affordability
Index which uses a mixture of average
weekly earnings, interest rates and house
prices to calculate its index (a low index
shows affordability).  This
graph shows the mix of real payment a

improved

household might have to make and how
it changes over time. As can be seen in

Figure 3, it is wildly varying over time,
but in 2008 was at a similar level to 1989.
The second is the Demographia Annual
Housing Affordability Survey.

The
Affordability Survey calculates a ‘median
multiple’, a number reached by dividing

Demographia Housing

a region’s median house price by median
household It calculates
many years’ annual household income

The
Demographia survey puts the affordable

income. how

is necessary to buy a house.

housing level at a median multiple of 3,
which puts most New Zealand cities in the
unaffordable category on this measure.
Auckland rates 6.4 and Christchurch 6.3.
This measure is particularly useful because
it is linked to regional income and gives

' Housing

Affordability
Inquiry. Housing
Affordability.
Wellington: New
Zealand Productivity
Commission, 2012,
p- 2.

Figure 2: House prices, real and nominal
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a view of housing affordability as felt by
consumers in different regions.

The
Affordability Survey calculates a ‘median

Demographia Housing
multiple’, a number reached by dividing
a region’s median house price by median
household
many years’ annual household income
The
Demographia survey puts the affordable

income. It calculates how

is necessary to buy a house.

housing level at a median multiple of 3,
which puts most New Zealand cities in the
unaffordable category on this measure.
Auckland rates 6.4 and Christchurch 6.3.
This measure is particularly useful because
it is linked to regional income and gives
a view of housing affordability as felt by
consumers in different regions.

Government failure,
not market failure

One of the problems in discussions of
housing in New Zealand, and most other
nations in the Anglosphere, is the use of
the term ‘housing market’. The housing
market deals with probably the single-
largest asset most New Zealanders will
invest in during their lifetime. We tend to
think of the housing market as a sector
relatively free of restriction: you can
buy a house as long as you can raise the
necessary finance. If you wish to build a
house, you find yourself some land, or a
plot in a new subdivision, and build on it.

However, this perception is inaccurate
in todays world. There is nothing
approaching a free market in housing:
it is a market largely created and
manipulated by government — whether

from Wellington or by local councils.

Figure 3: Net capital stock by asset type
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1. The State of Play

Table 1: Demographia Housing Affordability Survey 2012

International ;\/[/I;ili’; National i . : : Median
Affordability 5 i1 ie Affordability  Nation ARl ieTd b bl hl‘;zl‘:;i N;er‘liézn Household

Rank Rank Rank Income

299 71 8 NZ | Auckland 64 | $464400 | $72.500

298 7 NZ Christchurch 6.3 $354,600 $55,900

265 5 NZ | Dunedin 52 | $249700 | $47,900

241 2 NZ Hamilton-Waikato 4.8 $303,900 $62,700

241 2 NZ | Napier-Hastings 4.8 $265,300 $55,200

216 1 NZ | Palmerston North-Manawatu 4.1 $231,700 $56,300

290 6 NZ | Tauranga-Western Bay of Plenty 5.9 $334,100 $56,600

255 4 NZ Wellington 5.1 $370,000 $72,000

Median 5.2

Sources: The Ninth Annual Demographia Housing Affordability Survey.

Government controls many of the factors
that determine the parameters of housing
supply. Building conditions, consents, the
Resource Management Act, zonings, and
development fees — all are relevant to the
market. As this report will show, for much
of New Zealand’s history, government
has also directed the demand side of the
housing market.

Of course, some of this is unavoidable
and indeed often desirable. No one wants
there to be no regulations around housing,
few people are keen for open sewage to be
floating down their roads, or for there to be
leaky homes, a problem with which New
Zealand has had much recent experience.

Saying that the housing market is
significantly influenced by government
is a statement of fact. Talk of ‘market
failure’ to describe the housing market
is glib and ignores government failures.
While noting that the housing market is

significantly influenced by government,
there are structural issues that need to be
addressed. Figure 4 shows the increase
in house prices according to different
methods of measurement.

What this report is NOT

This report is NOT an inquiry or
stocktake into the building industry, but it
will refer to the complex character of the
New Zealand housing market. Regional
variations in policy, compliance and
governance make the sector impervious
to generalisations. New Zealand’s building
supply chain is often considered a major
culprit in the high housing costs. On its
own, this is an unsatisfactory explanation
and an excuse for government to heavily
regulate successful companies just for

being  successful. The Productivity

www.nzinitiative.org.nz
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% Ibid, pp. 170-180.

) Page, I.C. New
House Price
Modelling. Study
Report 196. BRANZ:

Porirua City, 2008.

Commissions report and a BRANZ
report in 2008 found that New Zealand
houses were, on average, 15% to 25%
more expensive to build than Australian
houses, and that this could mostly be
explained by the ‘cottage industry’ nature
of New Zealand’s building sector and
New Zealanders’ preference for buying
bespoke homes.”? That also does not take
into account New Zealand’s more difficult
geography on which to build, or the
earthquake regulations that New Zealand
has developed, both of which add to the
costs of building, Nor its climate that in
the 1990s saw overseas roof designs fail
to handle New Zealand’s rain. Provided
there is free entry into the market for new
suppliers of building products, regulation
cannot meaningfully achieve much more.
Nor is this report an in-depth study of
the effects of capital gains, credit markets,
and cheap loans. The basic problem in the
housing market is of demand and supply.

In most other markets, demand spikes are
met by increased supply, albeit with a lag.
To a substantial extent, supply response is
controlled by central and local government
regulatory regimes, and the associated
building and development industries
that operate alongside. In other words,
capital gains and access to loans influence
demand. The big question is: why does the
supply of housing not respond to demand
for housing?

International
Comparisons

New Zealand houses are not only

expensive compared to income but
their prices too have been rising, Other
Anglosphere countries have had similar
housing bubbles to New Zealand. Figure
4A shows the massive boom in the
Irish housing sector that began in 1997

(followed by its spectacular collapse), and

Figure 4: House price indexes

Source: BRANZ.
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1. The State of Play

the general price inflation within housing
markets. It is interesting to note that
the United States, with generally fewer
zoning restrictions, and notwithstanding
the recent subprime mortgage crisis, has
not experienced anything like the sharp
upturn in house prices that New Zealand
and Australia have. This sample, however,
is limited to Anglosphere societies, three
of which are relatively young Figure
4B, drawing on Bank of International
Settlements (BIS) data, shows a slightly
different picture.

Figure 4a shows the effects of house
price inflation in these English speaking
countries. However a look at figure 4B
reveals the extent to which rampant house
price rises in the past twenty years has not
been a universal trend. It is important to
note that both Switzerland and Germany
have had relatively stable prices for a long
period of time. The figures in 4B are real
house prices adjusted for inflation: they

represent the real and growing value of
housing over time. Clearly not all nations
consider rampant house price inflation
normal.

Figure 5A: Real house price index in the Anglosphere (1997, Q1=100)
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Figure 5B: Real house prices across a range of countries since the 1970s

House prices deflated by the CPI

e Jreland UK e Germany

Spain

Australia USA

e New Zealand

Switzerland

\

450

400

350

300
250
200
150
100 ~

001 = (1)9L61 2stg

=)

2102 e
110T vef
600T AON
800T 423
L00Z [
900T AeIN
S00T e
00T uel
200Z 40N
100z 998
000Z My
6661 e
8661 LN
L661 ue[
S661 AON
661 dog
€661 m[
2661 LEy
1661 e
0661 ue(
8861 AON
861 dag
9861 M
G861 Aey
Y861 e
€861 uef
1861 AON
0861 dog
6L61 M
8L61 Aey
LLGT N
9,61 ue[
¥L61 AON
¢L61 das
zL61 [
1L61 e
0L61 e

Source: Bank for International Settlements/authors’ calculations.




Government in the

Business ot Building

Planning in New Zealand:
The beginnings

As late as the mid-1950s, there were
few planning regulations in New Zealand.
District planning schemes were just
starting to emerge in most urban areas.
They envisaged the classification of land
according to its best use. Anyone wanting
to make a major departure from a district
scheme after approval required permission
from the local authority. Constructing
a house on ones own land was still a
fairly easy proposition with only a few
basic rules to follow: height restrictions,
minimum ceiling levels, and six feet (later
two metres) from the section boundary
so as to not inconvenience neighbours. In
areas with small sections, side walls had
to be constructed with non-flammable
material like corrugated iron in case of fire,
which was a recurring nightmare in settler
societies. Some sanitary requirements
were also introduced. After a bubonic
plague scare in Auckland in 1900, the
British Empire’s first Minister of Health
dispatched his medical officers to examine
conditions in the infected parts of the
rapidly growing city. They reported back
about unsanitary practices in overcrowded
areas in central Auckland, and about
suburban problems where artesian water
was being drawn in areas close to long-
drop toilets. This endangered freshwater
cleanliness, and contributed to diarrhoea

that often killed infants.* Governments
enforced stricter health requirements,
especially after the influenza epidemic of
1918. Yet, as late as 1940, the results of
a national housing survey showed 44,000
homes or 20% of the total housing stock
in New Zealand lacking essential amenities
such as power and running water.’

Before the 1950s, most housing rules
emanated from the central government
rather than local authorities. The central
government, however, had been trying to
delegate. The Housing Act 1919 specified
sums of government money that local
authorities could borrow to erect workers’
dwellings. But only city councils in bigger
cities like Auckland and Wellington erected
houses to sell to workers.® Several main
city mayors experimented with affordable
housing but retreated after finding that
ratepayer subsidies would be needed.’
From the early years of the twentieth
century, councils were under pressure
to construct sewerage systems rather
than emptying night soil into harbours
on the outgoing tide. Eventually central
subsidies

sewerage plants so local authorities could

government extended for
undertake the necessary infrastructure
work, and most councils embarked on
mortality

statistics rapidly improved. Only a few

sewerage schemes. Infant
extremists questioned such requirements
on local authorities and house buildets.

In the early years of the twentieth

Pomare. M. Etahi
Mate Rere. Report
of the Department
of Health
Wellington:
Department of
Public Health, 1902.

Bassett, Michael.
Sir Joseph Ward: A
Political Biography.
Auckland: Auckland
University Press,
1993, pp. 118-120.

New Zealand. New
Zealand Official
Year Book.
Auckland: Statistics
New Zealand, 1990,
pp. 514-516.

A substantial
number of houses
were erected in the
early 1920s on Old
Mill Road and its
side streets near
what became
Auckland Zoo.

Goldsmith, Paul
and Michael Bassett.
The Myers
Auckland: David
Ling, 2007, pp.
86-87.

www.nzinitiative.org.nz
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8 New Zealand. New
Zealand Official
Year Book.
Auckland: Statistics
New Zealand, 1954,
p. 1062.

? New Zealand
Statutes 1926, Town
Planning Act 1926.
1926 No. 52.

" The University
of New Zealand
Calendar 1956,
p- 174.

century when municipal reform and town
planning were being discussed in the
United States and Europe, New Zealanders
also began to contemplate them. But no
town planning Act existed here until 1926.
That legislation required boroughs and
towns containing 1,000 people or more
to appoint a director of town planning
who would draw up a scheme and have it
approved by central government’s Public
Works Department no later than 1931,
However, most councils were unable
to recruit town planners and were given
repeated extensions to register their
schemes. Then World War II intervened.
By 1953 only 17 councils, out of 100
or more that ought to have possessed
planning systems, actually had one.® In
any event, the role of town planning
was vague. The 1926 Act specified that a
borough or city should plan “in such a way
as will most effectively tend to promote its
healthfulness, amenity, convenience, and

advancement”.’

“We must organise
the distribution of our
population.”

The Town and Country
Planning Act 1953

“We must organise the distribution of
our population,” proclaimed the Town and
Country Planning Act 1953. The shortage
of town planners slowed the introduction
of district and regional schemes. As late
as 1956, only the University of Auckland
taught a course in planning. It had one
recognised town planner on its staff and
he was located within the architecture
department. He taught a paper called
‘Architectural Civics’ covering a broad
sweep of planning since the Roman times;
the value of plans and how they should
be prepared; and street layout, zoning and
open spaces.' By the mid-1960s, Auckland
possessed a separate planning department,
but only three lecturers. Councils still
employed few planners, who tended to
be imports from the United Kingdom,
where the concept of planning had been
developing apace since Britain’s Town and
Country Planning Act 1947.

Passage of New Zealand’s Town and
Country Planning Act 1953 acted as a

Box 1: Urban sprawl: a short history in New Zealand

The negative perception of urban sprawl is not new to this country, and

environmentally concerned observers were not the first to object to it. As eatly as the

1950s, there was patliamentary concern with ‘ribbon developments’ (developments

forming like a ribbon along main roads out of cities).

In fact, back then the concern was not so much with taking up farmland or
environmental impacts, but that the government was not in control. The National
Government minister, W.S. Goosman, declared: “People can’t just do as they want!”

Concerned with the rising costs of infrastructure, voters soon began demanding

better services. Moreover, urban sprawl went against the tenor of the Town and

Country Planning Act — a benevolent piece of legislation whereby towns and
settlements could be neatly and efficiently planned.

10



2. Government in the Business of Building

stimulant to urban planning, although the
parliamentary debates on the Bill suggest
legislators  were mainly preoccupied
with limiting urban sprawl, or ‘ribbon
development’, along roads leading out of
the big cities. Sprawl always led to demands
from new homeowners for expensive
services like power and telephone wires,
water and sewerage connections, and
public transport. The National minister
handling the legislation (W.S. Goosman)
declared: “People can’t just do as they
want”. There had to be controls on where
houses were built. The message from
central government was clear: district plans
should be swiftly completed and planners
should concentrate on populating existing
suburbs in an orderly manner so residents
could access cheaper service reticulation.
In a statement that hinted at tighter
regulations to come, Labour’s spokesman
on the 1953 Bill, H.G.R. Mason, signalled
his desire for local authorities to adopt
bolder social goals when he said councils
“must organise the distribution of our
population to stop economic waste”."
The British planner, Chris Webster, has
referred to Britain’s “Soviet style post-war
land-use planning system”. Like Britain’s
1947 legislation, our 1953 Act and
subsequent amendments to it contained
an urge to restrain the market and dictate
land use."”

New Zealand’s new legislation covered
counties as well as cities and boroughs.
Goosman envisaged at least 150 district
schemes emerging. Regional plans for
citywide projects involving water, sewerage
and transport were also seen as inevitable,
given that New Zealand was still littered
with hundreds of small territorial councils.
Some MPs wanted to extend the rules
beyond land use, one even arguing for
tighter controls on the activities that could
be undertaken within privately owned
properties. There were cries for controls
on ‘home industries’ in suburbia. Such

rules did emerge over time, and many
small home industries were curtailed. The
new Act provided for appeals to a new
Town and Country Appeal Board."

Post World War I1:
Government in the
business of building

In the relatively hands-off planning
environment, house construction picked
up rapidly after World War II. Returning
servicemen quickly formed families
and there was demand for many more
houses. The Post Office over-stamped
mail with the exhortation ‘Homes and
Farms: Sell to a Serviceman’ as the
government stimulated feelings of social
responsibility towards returning heroes. It
was a sentiment advanced strongly by the
hugely influential Returned Servicemen’s
Association. While the rate of construction
stepped up from the 1950s to the 1970s, it
was within a gradually tightening planning
environment. The state played a central
role because the need for housing was now
a big political issue. The government had
begun constructing what became known
as ‘state houses’in 1937, and nearly 30% of
all homes constructed in 1949 were state
rentals. Under the National government
elected at the end of 1949, construction
of new state houses was less of a priority.
National preferred what it called “a
property-owning democracy,” and after
1951, tenants of state houses were able
to purchase them on favourable terms.
Over the next decade under governments
of both stripes, nearly 17,000 tenants did
so."* One-third of all state houses passed
into private hands over a 30-year period.
New state houses also kept being built for
rental purposes.

"' New Zealand.
New Zealand
Parliamentary
Debates 299.
Wellington:
Hansard, 25 August
1953, pp. 688-689,
p. 797.

2 Webster, Chris.
“The Battle for
Ideas that Shaped
British Planning,”
paper presented to
a conference in
Korea on spatial
policy, May 2006.
http://region.snu
ac.kr/bk/
achievement/data
BK_06-03.pdf

New Zealand.

New Zealand
Parliamentary
Debates 299.
Wellington:
Hansard, 25 August
1953, p. 797.

*New Zealand.

New Zealand Official
Year Book.
Auckland: Statistics
New Zealand, 1962,
p. 920. The terms on
which purchases
could be made are
set out here.

5 Ferguson, Gael.
Building the New
Zealand Dream.
Palmerston North:
Dunmore Press Ltd,
1994, p. 181.
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Zealand Dream.
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Dunmore Press

Ltd, 1994, Chapter 2.
The income limit
was raised to £200 in
1906.

)

The Department

of State Advances
became the State
Advances
Corporation in
1965, which was
then incorporated,
along with the
Housing Division of
the Ministry of
Works, into the
Housing
Corporation of New
Zealand in 1974.

The State Advances
Corporation and
government-backed loans

Government involvement with private
construction stepped up during the 1950s.
In 1949, state assistance financed 19%
of all new homes constructed; by 1954,
33.6% of all new homes benefitted from
a State Advances loan."” As yet, there was
no entrenched lobby organisation like
Britain’s Campaign for the Protection
of Rural England, and planners were
still few and far between. Developers
were encouraged by the government,
popular sentiment, and local authorities
to acquire and open up tracts of land,
some of it Crown leasehold land on the
periphery of big cities, to house baby
boomers. Dick White, managing director
of Neil Homes and a member of the
Master Builders Federation, recalls that
local authorities willingly cooperated with
developers in the 1950s and early 1960s.
House construction was performed in a
more ordetly and efficient manner than
before because it was being done on a
larger, coordinated scale. Initially, the
developers would arrange with the Crown
to build on leasehold sections and the end
buyer would pay the lease. Then insurance
companies became involved, purchasing
the leasehold land from the Crown and
entering into a commercial arrangement
with the intended homeowner.'* Gradually,
extended motorway linked
suburbs within Auckland and Wellington,
making travel to work easier. The opening
of the Auckland Harbour Bridge in 1959
led to rapid house construction north of

systems

the bridge, mainly for first-home buyers.
Wellington’s Ngauranga Gorge motorway
and the Hutt expressway opened up atreas
like Paparangi, Titahi Bay, Naenae, Upper
Hutt and Wainuiomata.

The 1960s and early 1970s were a
golden age for first-home buyers. In the

Auckland region, Panmure, West Tamaki
and Pakuranga-Howick were developed.
Fletcher Construction ILtd alone built
1,000 homes in Pakuranga.'” When British
immigrants flowed into the country in
the early 1970s, many of them looking
to buy in west Auckland, the demand for
new houses skyrocketed. White recalls Bill
Fraser, the Minister of Housing (1972—
74) in the third Labour Government,
threatening to invite Australian building
firms to New Zealand if local contractors
did not step up the pace of construction
of houses on around 1,000 square feet
blocks of land on the outskirts of the
big cities."® In the eatly 1970s, ministers
were more involved in the housing market
than at any time in the country’s history.
Finance for housing was their biggest
political challenge.

A culture of construction:
Government-subsidised
house building and loans

After the Advances to Settlers Act
1894, governments borrowed in London
and on-lent to people at rates of interest
lower than what local commercial banks
were charging so they could buy farms
and get a foot on the housing ladder.
Then came the Workers’” Dwellings Act
1905, which enabled houses to be built
and rented, leased or sold to workers who
carned less than £156 ($312) per annum.
The income threshold was the average
wage for a skilled worker."” The Advances
to Workers Act 1906 provided cheap
loans to urban workers for housing if
their income was £186 ($372) per annum
or less.”’ These acts were consolidated in
1913 and administered by the Department
of State Advances.”" State involvement in
housing increased under the Savage and
Fraser Labour governments after 1935
with further assistance to those wanting

12



2. Government in the Business of Building

to build homes. After 1937 came ‘state
houses’ for renting to workers.”” In 1958,
government assistance to first-home
buyers took a quantum leap forward.
Walter Nash’s Labour government passed
the Family Benefit (Home Ownership)
Act that came into force on 1 April 1959.
It enabled young couples to capitalise
the Family Benefit payable to mothers
for children under the age of 106, and use
it, along with the 3% loans from State
Advances, to build first homes. Initially,
each family could capitalise a maximum
of $2,000. In the year to 31 March 1961,
11,442 applications for capitalisation were
approved. That number subsided a little
during the 1960s but it averaged more
than 7,500 each year into the mid-1970s.

In Auckland, Hamilton,

Wellington and Christchurch, construction

Tauranga,

firms working closely with the State
Advances Corporation began specialising
in first-home building. The corporation
initially ~specified that sections could
not exceed £750 ($1,500) to qualify for
Neil Homes,
Homes, Reid Housing (“This is the house
that Reid built” went the TV jingle),
Beazley Homes, and other construction

capitalisation. Universal

firms acquired tracts of land in areas like
Mt Roskill, Green Bay, Te Atatu, Massey,
Glenfield, Beachaven, Otara, Tauranga,
Paparangi, Wainuiomata and Waimairi
County. Taking advantage of the state
finance available to young couples, Neil
Homes alone constructed 20,000 first
homes of around 1,000 square feet (90
to 100 square metres) over a 30-year
period, adding considerably to the total
housing stock in Auckland, Hamilton
and Whangarei.** Keith Hay Homes did
not invest in land, preferring to construct
at its bases and truck the houses to sites
arranged by the purchaser.” With so many
new dwellings coming on to the market
for first-home buyers, the pressure on the
prices of existing housing stock remained

fairly steady except when property prices
across the country surged for several years
in the early 1970s as rising inflation and
immigration numbers increased housing
demand.

Initially, local authorities left individual
home buyers to pay for their own service
connections, but this was gradually pushed
aside in favour of requiring developers
to reticulate the new areas being opened
up. Footpaths, and

water sewerage

connections,  electricity and  phone
reticulation were much cheaper when done
on a larger, more coordinated scale. By
the late 1960s, local authorities mandated
reticulation to be done for the sale of
house sections to proceed. The cost was
added to the end price of the section, or to
the total price if it was a package including
a house. Buyers were now expected to pay
upfront for the complete product whereas
previously they would have acquired the
extra services over time as they felt they
could afford them.

By 1977, a ‘standard house’ of about 90
to 100 square metres standing on a section
priced at $6,970 cost an average of $18,650
to build.”® Figure 5 shows how the average
consented floor space has greatly increased
since then. The era of the £750 ($1,500)
section had long gone. By the mid-1970s,
7% to 8% of New Zealand’s workforce
was engaged in residential building and
allied

industry, non-metallic and metallic fittings

sectors. Forestry, the concrete

makers, carpenters, electricians and
plumbers — all were affected by the surge
in house building?” Neil Homes alone
employed 600 people at several building
sites.” There was other new building too,
but entry-level construction dominated
the market and remained a hot political
issue because of its ripple effect on the

rest of the housing market.
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Figure 6: Floor area per new dwelling consented
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Economic Change Alters the Market

Costs begin to rise

After 1963, New Zealand’s birth rate
began to subside. Although government
assistance to first-home buyers increased
under the Kirk-Rowling Government
between 1972 and 1975, the number
of buyers of new homes on the cities’
peripheries started a gentle downwards
trajectory. This was further depressed by
the Holyoake Government’s slowdown
of housing finance during the 1967-68
recession, and the first oil price shock in
1973. The latter lifted petrol prices and
made commuting to work by car more
expensive. Peripheral suburbs temporarily
lost their allure to indebted young families
because little attention had been given to
locating industry and jobs within many of
the early developments. More attention
was now given to providing employment
opportunities within new subdivisions.””
The
efforts to stimulate the building industry

Labour Governments trenewed
after 1972 saw new house construction
pick up, but building costs rose as shortages
of building supplies caused problems. In
1975, the total number of completed units
reached 34,400, the highest annual figure
since World War I1.>" White recalled it
as Neil Homes’ best ever year when the
firm completed approximately 20 houses
every week.” The proportion of inner
suburban flats on infill sections also rose.
Flats in established suburbs had been
5.5% of total new houses in 1960; they
reached 35% in 1975. Denuded parts of
Auckland’s inner city, starting with the

urban renewal project in Freeman’s Bay
in the early 1970s, were densely re-settled
with houses and units. Some people
sought to reduce transport costs and get
a roof over their heads for an affordable
price.”” Sections were smaller on average.
But as historian Gael Ferguson has
observed, Labour’s policies between 1972
and 1975 “proved to be the swan-song
of the approach first developed in the
1950s. They interrupted a longer-term
decline in state lending”.” New Zealand’s
economic malaise was starting to have
an impact on families and housing, The
sliding terms of trade after 1973 reduced
the number of second jobs and overtime,
thereby depressing total family incomes.
This made it harder to get a first step on
the housing ladder. Nobody realised it at
the time, but the country was entering a
20-year recession. The inflation rate kept
rising as central government spent to the
hilt while growth declined into stagflation.
Excessive  borrowing and  declining
productivity became inter-locking parts
of New Zealand’s economic malaise.
From the early 1960s, the inflation rate
exceeded the OECD average for almost
30 years and skyrocketed after 1978.
Rising prices flowed through to housing,
When the Family Benefit was increased
to $6 per child per week in 1979, the
maximum that could be capitalised was
lifted to $3,000, but passing the means
test for concessional loans was now
more difficult to pass. Robert Muldoon’s
National Government after 1975 had cut
back the amount of money loaned by the

2C
B Areas where mass

building had taken
place in the 1950s,
1960s and early
1970s, such as

Te Atatu, Ranui
and Massey, were
originally little
more than dormitory
suburbs from which
people travelled
across the city to
work.
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Housing Corporation, and raised interest
rates.” Lending at concessional rates
was available only to people who earned
average or below average wages, so the
numbers uplifting state loans declined.
Muldoon’s Minister of Works and
Housing from 1978-82, Derek Quigley,
significantly altered the housing market
with his decision to change the Housing
Corporation’s (formerly State Advances
Corporation) lending rules in April 1979.
Henceforth, capitalisation and state loans
could be spent on existing houses as well
as on new homes. Quigley recalls that
all ministers were required early in 1979
to reduce spending by 3%, and since
the demand for new houses was such
that they were now more expensive than
existing homes, he decided to give first-
home buyers the choice of buying an
existing home in an older, and usually
more central, suburb.®® Sensible as that
explanation seems, it severely affected
on those companies concentrating on
first-home construction. Not even the
introduction of a Housing Corporation
$4,000 suspensory loan to buyers who
chose to build a new home arrested
the decline in first-home construction.
Fletcher
section contracted.** Neil Homes, which

Construction’s residential
had been a datling of the share market
a few years eatlier, shifted its emphasis
towards acquiring land, providing building
supplies, and constructing pensioner
villages (which were still subsidised).”
The company continued to buy blocks
of land on the perimeters of cities, but
its construction of houses for first-home
buyers slowed. Other first-home builders
also altered their direction as housing
finance diminished.

In the financial year 1984-85, two-
thirds of all Housing Corporation loans
extended to first-home buyers were used
to buy existing houses.” But apart from an
upward blip in 1979 when the rules were

changed, the numbers capitalising the
family benefit and uplifting a concessional
loan declined. In 1977, 2,663 first-home
buyers qualified compared to 2,445 in
1982.% Lifting the maximum amount that
could be capitalised to $4,000 did little to
stimulate the house building market until
the Lange Labour Government altered
the range of loans available to first-home
buyers. Inflation raged temporarily as
interest rate controls were removed. A total
of 9,019 families capitalised benefits in
1985-86 before the system was abolished
on 1 October 1986 and replaced by what
became known as Homestart lending,
Under the new scheme, up to $12,000
could be extended for five years to assist
average and below average income earners
into a new or an existing house.” But in
the year to March 1987, first-home buyers
still preferred to purchase existing homes

over new constructions by a margin of
10:2.4

The changing face of
cultures and households

Besides the falling birth rate, another
demographic shift was having a big impact
on housing demand. The Domestic
Benefit (DPB), which was
payable mostly to women with dependants

Purposes

but no spouse, came into effect on 1
April 1974. The number of recipients
rose from 17,231 on 31 March 1975 to
56,548 a decade later, and to 96,335 by 30
June 1993. More than 113,000 recipients
were on the DPB in December 2003,
nearly all of them women living alone
with their children.* As an institution,
marriage was declining as divorce rates
accelerated and partnerships collapsed
more frequently. The number of divorces
increased from 3,347 in 1971 to 10,037
in 1998.% With only one benefit coming
into the household, and, for a handful
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Box 2: Capitalisation of the Family Benefit and 3% loans

New Zealand’s historically high rate of homeownership was partly the result of
government subsidies through capitalisation of the Family Benefit and 3% loans
extended by the State Advances/Housing Corporation. Between the early 1960s
and the mid-1970s, there were on average 7,500 capitalisations and 3% loans for
newly built homes per year. Since these houses and loans were for first-home buyers,
they increased urban expansion and helped contribute to many run-down inner city

neighbourhoods. With the aspirational young taking the subsidy and abandoning
the cities for the periphery, inner city house prices were driven down and prices of
suburban homes remained relatively stable.

While there are many policy actions government could take to make housing more
affordable and to help the housing market, New Zealand’s abnormally high rate of
homeownership is most likely a thing of the past. Although levels of ownership
can be increased through the right policies, the percentage of homeownership is
now back to where it was in 1916, after which time government progressively got
involved in providing houses and housing subsidies.

Figure 7. New Zealand dwelling stock 2006, by stock added per decade

Dwelling stock as at March 2006 = 1,605,000 units
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of women if they were lucky, half the
proceeds of a broken marriage, the ability
to buy a new home retreated steadily for
this growing segment of the population.
Another less significant trend saw people
in their late teens and early 20s leaving
home and renting before marriage. This,
too, increased household formation and
overall demand for accommodation. Not
surprisingly, the average number of adults
living in a New Zealand house subsided. A
rising number of dwellings were occupied
by only one person, a trend that continues
to this day. At the end of World War II,
there were on average 4.42 inhabitants per
dwelling; by 2006 the average number per
household stood at 2.7.* In effect, there
were more households wanting roofs
over their heads even though many of
them could not contemplate purchasing
or building, Governments devised an
ever more complex array of means-tested
benefits to assist those whose choices kept
confining them to rental accommodation.
These social trends increased the pressure
for building new houses and state support
to renters.

Household completions
subside

While all this was going on, the number
of new homes built each year plateaued
at between 14,000 and 15,000 across
the country during the early 1980s,
rising slightly above 20,000 during the
Lange-Palmer Labour governments, and
subsiding again in the 1990s.* Figure 7
shows the amount of housing completions
per decade, and how they have contributed
to the total housing stock. The sale of
education to foreigners after changes to
the Immigration Act in 1986 saw many
small high-rise units — some as small as 28
square metres — built near universities and
language institutes. Auckland’s inner-city

resident population increased by 500%
to more than 17,000 between 1991 and
2006.% At the end of 2005, The New
Zealand Herald estimated that as many
as 9,000 inner-city apartments had been
constructed in central Auckland, some of
them now empty because several language
institutes wetre in financial trouble.”
Under the Clark Labour Government
elected in 1999, the number of new
dwellings constructed each year rose
— averaging 23,000 before sliding with
the onset of the global financial crisis in
2007-08.* In 2011, 15,832 new dwellings
were completed.”” However, an estimated
22,000 new households were formed
that year.” It was now many yeats since
construction levels had approximated
the rate of demand for new houses.
Not surprisingly, the number of people
renting had been going up for many years.
About 20% of the population rented in
the 1970s; 29.3% by 1996; and 33.1%
by 2006.°" Table 2 shows the estimated
increase in the number of households and
potential shortfall of houses.

As new house construction gradually
subsided, a
workforce was involved in building — from
almost 8% in the mid-1970s down to a
little over 6% by the onset of the global
financial crisis in 2007-08.2 In 1977,

nearly 50% of all existing houses had

smaller portion of the

been constructed since 1953, a significant
percentage of them driven by the
availability of state assistance.” The fall in
building for first-home buyers meant the
average size of the houses edged upwards
to 125 square metres by 1990.>* The total
stock of cheaper, smaller homes was no
longer expanding rapidly. Eventually, the
price of existing smaller, cheaper houses
started to climb. A complex supply and
demand problem was emerging — the
number of newly completed homes in
2011 was only 46% of the number built 35

years earliet, yet the number of households
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Table 2: Forecast shortfalls in housing completions

Expected increase
in the number of new

Expected increase

Period in the number of dwellings that would Shortfall/surplus
households L e

2006-2009 66,000 55,734 -10,266
2009-2011 45,000 28,419 -16,581
2011-2016 112,800 98,028 -14,772
2016-2021 108,000 97,397 -10,603
2021-2026 104,000 89,946 -14,054
2026-2031 99,000 101,322 2,322

Source: Statistics New Zealand and Department of Building and Housing estimates using data from Infometrics.

needing a roof over their heads had risen
significantly in the interim.”

When the money dried up

While efforts were made in the eatly
1980s to control building costs in the hope
that more homes would be constructed,
a growing shortage of state finance plus
rising inflation gradually changed the
building industry. Muldoon’s Wage-Price
Freeze imposed in June 1982 did not
restrain land prices, and section costs kept
rising® With the economic difficulties
besetting the country, the government
no longer had enough money to keep
lending for housing on the scale that had
applied in earlier times. The Housing
Corporation resorted more and more to
operating a mortgage guarantee system
introduced in 1977. It guaranteed up to
90% of the funds raised privately by first-
home buyers.”” In 198485, the Housing
Cotporation issued 4,124 guarantees.”
Borrowing money privately, however,

remained difficult for those who had little
equity. The government’s Reserve Ratio
system dating from the war years required
trading and trustee banks and other
lending institutions to invest substantial
tranches of money in government stock.
This meant that most lending institutions
suffered from a perennial shortage of
money for home lending until the Reserve
Ratio system was abolished at the end
of 1984. By then, interest rates were
skyrocketing because the Lange Labour
Government removed interest rate
controls and loosened a rigidly controlled
economy back into a less regulated state.
Bank and insurance company money
became available, but at interest rates
many first-home buyers could not afford.
The process of economic readjustment
in the 1980s exacerbated some of the
already worrying trends in affordable
housing. New ‘standard homes’ that had
done so much in the past to moderate
prices across the housing sector did not
increase as rapidly as before and were not
moderating overall prices in the way they

% Ibid, 1988-89,
p. 623.

% 1bid, 1985, p. 537.
37 Tbid.

% 1bid, 1986-87,
p. 539.
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once had done. While the number of first
homes constructed rose in the late 1980s,
not all those wanting to take the first step
on the housing ladder got there. A gap
between demand and supply remained.
Finance was part of the problem. The
total price of any home now required so
many more times the average wage that
servicing the borrowing costs was beyond
the capacity of many average income
families to contemplate. There can be no
surprise that the section of the population
that prefers to rent has been rising steadily.

Trends in local planning:
The rise of the planners

Under the Local Government Act 1974,
local authorities were authorised to provide
housing loans and subdivide council-
owned land for housing. They could also
sell or lease allotments and apply to their
local authority’s loans board to borrow
to purchase land for subdivision. These
legislative provisions amplified rules that
had existed since 1919. However, while
local authorities were verbally encouraged
to assist with housing, only a couple
in Hawke’s Bay plus the Auckland City
Council ventured into housing. In 1938,
the Labour Party firebrand John A. Lee
regretted the lack of oversight on local
authorities, which had constructed only
800 houses in 20 years.”” In the financial
year 1982-83, only 128 local authority
housing loans were approved and a paltry
78 in 1984-85.% Central government
authority
cooperation on housing, but provided

claimed to want local
incentives only for the construction of
pensioner accommodation. In any event,
after many years of an involved state,
most councils regarded housing for first-
home buyers a social responsibility of
central government. Councils showed

little appetite for getting involved in what

would inevitably require a ratepayer-
funded butreaucracy to administer.”!
Nothing had happened since the 1920s
to convince councils that involvement in
housing would be anything but a drag on
their ratepayers.

Worse still, by 1980, at the very time
when housing needed more stimulation, or
at least a freer approach from government
and local authorities if it was to keep
up with rising demand, planners and
legislators contrived to make new house
building more difficult. Planning became
more dirigiste, not less. Before 1989,
there were 235 territorial local authorities
plus 22 regional councils and hundreds
of special purpose bodies. By the 1980s,
most of them, particularly the bigger city
and regional councils, employed planners.
Their plans zoned’ land within a district.
Zones protected existing uses of the land,
and slowed changes to its use. Universities
were now churning out planners. They
offered degrees and post-graduate degrees
in planning. Questionable theories seemed
to be the dominant source of inspiration.
The outlines for courses were pregnant
with a ‘we know best’ set of assumptions.
The 2012 first-year course outlines for
students at the University of Auckland
use the words “equity in the allocation of
resources” and “sustainable development”.
In the hands of planners, the buzz term
‘sustainability’ seemed in practice to mean
more intensive use of brownfields land.
The University of Auckland offered a
paper on planning, gender and equity.
Concern about technical issues was being
replaced by social agendas and theories
about the ideal shape of societies.

While the provision of housing for low
income people had traditionally been a
bipartisan political cause, environmental
and Greens agendas advocated by
more affluent people started to trump
traditional working class social aspirations.
Economic growth, which had done
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so much to open up opportunities for
ordinary people, was pushed aside. These
new agendas became more obvious at
the council level after the passage of the
Town and Country Planning Act 1977 by
Robert Muldoon’s National Government.
The new legislation consolidated several
amendments passed since 1953 and
took into account the work of a review
committee in the early 1970s. Section 3
in the 1977 Act widened the purpose of
the 1953 Act. It sought to encourage “the
wise use and management of resources”
and “the direction and control of the
development of a region, district or area
in such a way as will most effectively
promote and safeguard the health, safety,
convenience, and the economic, cultural,
social and general welfare of the people
and the amenities of every part of the
region, district or area”. Environmental
and conservation considerations featured
in the legislation’s goals. Although less
than 1% of New Zealand’s total land mass
was lived upon, councils were expected
to avoid ‘unnecessary’ expansion of

Box 3: All of our land is being used up!

urban areas on to adjoining productive
land. As 22 regional and unitary councils
now covered New Zealand, the 1977 Act
specifically recognised regional plans.
They were mandatory and binding on the
various territorial district schemes in a
region. The appeal board was reconstituted
as a tribunal. As a New Zealand Business
Roundtable paper noted, the purpose of
town and country planning had moved
well beyond land use controls to “set[ting]
the direction and control of virtually all
forms of development”.®> The 1977 Act
was a charter for those with wider social
and environmental agendas.

The compact cities cult

In the late 1990s, Americans Peter
Gordon and Harry Richardson criticised
the thinking behind ‘compact cities’ and
the preservation of agricultural land. They
showed that compactness did little to
enhance food production, did not promote
public transport, saved very little petrol,

One of the common complaints about building more houses is that New Zealand

will run out of land. At the very least, New Zealand is building over ‘all its productive

farmland’. Both claims run contrary to fact. According to Landcare, less than 1% of

New Zealand is built upon, and this includes landfill and motorways.

Even if New Zealand were to double its built footprint, less than 2% of the

country would be built upon. Settlement patterns in comparable cities in other

countries show that doubling built-up areas produces a capacity to house far more

than double the population.

Some comparative figures for national built-up areas are:

* 9% in the United Kingdom

92 New Zealand
Business

Roundtable. Town
and Country
Planning: Towards a
Framework for
Public Policy.
Wellington: New
Zealand Business
Roundtable, 1987,
pp. 9-10.

* 9% in Denmark
¢ 15% in the Nethetrlands
¢ 5.2% in the United States.

Seen in this light, the amount of land used in New Zealand for housing is

astonishingly small, and would still be so even with continued population growth.
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and was not popular with first-home
buyers, most of whom preferred suburban
living to intensification.” New Zealand
economists Grant Scobie and Veronica
Jardine had come to similar conclusions
in a substantial paper produced in 1987.%
In 2005, an English study by Alan Evans
and Oliver Hartwich cited British research
arriving at similar conclusions.”” There
is no reason to believe New Zealanders
would behave in radically different ways
to the Americans or the British. Indeed,
we know from their behaviour prior to the
1953 legislation that many preferred urban
sprawl and living away from city centres.
It is true that after the oil shocks of the
1970s, as many as 30% of home seekers
chose to construct flats or infill housing
near city centres, but new subdivisions on
the periphery remained popular with first-
home buyers. Of nearly 60,000 residential
consents issued in the Auckland region
between 2000 and 2005, three-quarters
were outside the zones earmarked for

66

high-density housing.” Jobs were now
emerging in new subdivisions and people
worked out that a traditional one-storey
house on the periphery of the city was
cheaper to construct per square metre
than a multi-storey unit nearer the city
centre, and it had at least some land around
it for children to play on.” The policy
of intensification, however, continued
to be applied by councils. According to
the planners of the Auckland Regional
Council (ARC), it was “to ensure that
Auckland retains a high quality living
environment by promoting compact
urban environments that have high [class]
amenities and are well integrated with the

transport system”.%

Little evidence was
provided that the public preferred such
a policy because the facts told otherwise.
Out-of-date assertions kept being made
in defence of intensification alleging that
peripheral city developments were all

‘dormitory suburbs’ lacking employment

New
Zealand’s social theorists seldom rethink

opportunities.””  Unfortunately,
their nostrums or adjust to changing
demands or cater to existing realities.
and  whole

Academic  departments

industries can emerge around ideas
regardless of how poorly they stand up
to sustained scrutiny. It has most certainly
become the case with local authority
planning in New Zealand. Intensification
is still treated reverentially by our planners,
but there is growing evidence that the
current approach hurts rather than helps
the most deserving, Figure 8 shows the
increase in land prices as a percentage
of a total house price in Auckland and
across the country since 1995. Land as a
percentage of the build price has increased
from around 40% to 60% of the price of
a house.

After passage of the Town and Country
Planning Act 1977, regional planning
clapped apace. The Auckland Regional
Authority’s regional plan of 1982 built
on the first Regional Planning Scheme
of 1974, producing what came to be
known as a Metropolitan Urban Limit
(MUL) of the kind that was so common
circling many British towns and cities.
The Brookby and Clevedon valleys to the
south of Auckland, and the land beyond
the Massey-Hobsonville ridge to the west,
were protected, as were the greenfields
around Silverdale to the north.”” Land
outside the MUL could be released,
as some eventually was at Westgate,
Hobsonville, Flat Bush, Papakura, Karaka
and Silverdale, but only after developers,
the territorial local authority, and what was
then the ARC between 1989 and 2010 had
all agreed it was needed, and lengthy and
expensive hearings had taken place.
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Auckland’s Metropolitan
Urban Limit

In 1982, when the MUL was under
contemplation, one unidentified planner
at the Auckland Regional Authority (ARA)
warned councillors that it was bound to
lead to a rapid rise in house and section
prices at a time of rising building costs
and higher interest rates. The planner
noted that real incomes were no longer
keeping up with rising costs, thus making
housing less affordable for ordinary folk.”
However, no one was listening. With
encouragement from planners, the ARA’s
revised scheme in 1985 further tightened
the rules protecting rural land from the
encroachment of housing, The effect was
to freeze economic and social patterns,
block popular and potentially profitable
changes to land use, and deter new home

1988, the National Housing Commission
warned of the diminishing supply of land
for subdivision.” As supplies of sub-
divisible land dried up, there was pressure
to be able to build on smaller sections; the
quarter-acre section had been diminishing
for many years, with 600 square metre
sections becoming the new standard in
suburban Auckland. Intensification, aka
‘sustainable development’, with all its
attendant costs, pushed up the price of
land within the MUL, just as had been
predicted, and it flowed into the end cost
of new houses. Sections opening up at
Long Bay on Auckland’s North Shore in
2012 averaged $450,000 each. A reporter
from The New Zealand Herald noted
that ‘affordable housing’ was unlikely on
sections at that cost.”* David Halsey of
Fletcher Construction was adamant: the
difficulty he experienced securing suitable

8 Auckland. A Brief

69
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building on the fringes of cities.”” In  land for subdivision was the biggest 28/64.
Figure 8. Land prices as a share of house price
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impediment to building atfordable homes.
He blamed the MUL and associated
planning nostrums.”

Figures 8A shows the area of the MUL
and notes that it does affect the price
of land: its value differs by a factor of
ten across the border. Figure 8B shows
a similar effect in Portland, Oregon.
Auckland is not the only city that has
experienced this phenomenon. It can be
witnessed just about anywhere with a stiff
urban/metro limit and population growth.

Between 1980 and 2010, the Auckland
region absorbed more than 300,000 more
people without significantly extending
the MUL.”® Planners argued that more
intensive land use required additional
recreational space and general community
facilities. Development levies had been
provided for in the Local Government
Act 1974 and more specifically detailed
in the Resource Management Act 1991.
Swathes of new housing and apartment
buildings within a confined area of land
led planners to argue for higher levies
to acquire more open space, which was
not always easy to find. In the Long Bay
subdivision, significant tranches of land
were put aside for reserves, but land is
hard to come by in densely populated
areas of the city centre. Not surprisingly,
developers complain about being levied
for the acquisition of land that cannot be
found!”

As apartments mushroomed within
the centre of Auckland City from the
1990s, the council set out to spend $117
million acquiring and improving public
spaces, and to have developers pay 60%
of that sum. Planners estimated the new
impost would add 5% to the total cost of
a development, with the cost being passed
on to the end buyer of an apartment.”
The developer would have to pay the levy
before a building consent could be issued.
Although the
Act 1991 set faitly strict rules about the

Resource Management

relationship between levies collected and
how they were spent, councils have sought
the widest interpretation of the rules. In
2002, for instance, Auckland City Council
intended to spend 60% in a ward from
which the money was collected while 40%
could be pooled for citywide projects.”
Four years later the council proposed
to levy extra money for transport, parks
and storm-water facilities. Developers
estimated that the extra levy would
add another $950 to the cost of a new
household unit and strongly opposed the
proposal.®’ Some even considered such
imposts as nothing but an extra source
of revenue for councillors to spend on
whatever they thought fit. From 2005 to
2009, Auckland City Council raised $58
million in developer contributions, all
of which was added to the price of the
new homes.*" Similar levies were applied
in subdivisions on the periphery of cities,
pushing up the price of land and anything
built on it.

The impact of the MUL and its
planning consequences became more
pronounced, and in the 1990s land costs
started rising more rapidly than the cost
of the house constructed thereon. There
are areas in Auckland’s inner suburbs
where the value of the land quadrupled
between 1994 and 2011 while the value of
the house less than doubled. In 1998, the
MUL around Auckland completely closed
and that event has been the principal cause
of rising land values within the circle.
From time to time, complex and lengthy
planning hearings occur and the MUL is
cautiously extended; the amount of new
land freed up is always too little, too late;
and the legal costs and the other imposts
are passed on to users of land freed up for
housing. Many developers who could not
afford the delays and the costs involved in
widening the MUL simply departed the

scene.
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Figure 9A. Land value effects of Auckland’s MUL
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Figure 9B. Portland’s urban growth boundary
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Death by a thousand
cuts: Levies, fees
and development
contributions

tinkered
around theedges of the problem. They tried
in the late 1980s and 1990s to restrain the
seemingly inexorable rise in building costs.
A Building Industry Authority created
under the Building Act 1991 produced
new building codes. The codes approved

Meantime,  governments

alternative materials and designs, resulting
in a discernible plateauing of the average
building cost per square metre from the
late 1980s.2> However, we also now know
that some of these changes that enabled
the use of untreated timber and smaller
eaves on houses were key factors in the
discovery of thousands of leaky homes a
few years later. A new Building Act 2004
again tightened the rules and promised a
thorough review of the Building Code.
Moreover, some new codes required better
insulation and double glazing in colder
areas, thereby adding to a house’s end
cost. The government’s building controls
were now funded by a building consent
levy of $1.97 for every $1,000 of building
work on projects exceeding $20,000.%
This levy, like all the others, was on top
of the local authority’s consent charges,
development levies, and inspection
fees — adding as much as $40,000 to the
price of a new house. Included in this
were the charges levied by Auckland’s
Watercare. One developer found the costs
of connecting water and sewerage reach
an exorbitant $20,000 for each house in
his development. Council costs for roads,
footpaths, drains, and so on average about
$85,000 per section, meaning that the
rock bottom price of the cheapest land
before building in Auckland these days is
around $300,000. The wotld of the easily
affordable first home for young families

has vanished. Neither the government nor
local authorities and their planners seem
to spend much time thinking about the
affordability of new dwellings. The post-
war patriotism that gave urgency to the
housing boom during the 1950s and 1960s
has long since evaporated.

By the mid-1990s, a few important
barriers to affordable housing were being
lowered. The economic reforms of the
1980s and early 1990s were at last bringing
beneficial results. Productivity gains were
most noticeable. By 1993, inflationary
pressures had been largely squeezed out
of the economy. Along with labour market
reforms, they enabled New Zealand to
perform better than most within the
OECD. New Zealand’s Treasury noted in
2004:

“New  Zealands
performance has improved since the
early 1990s. Its average annnal GDP
per  capita  growth since the early
1990s has been higher than the growth
rate for the total OECD. In the eleven
years to 2002, New Zealands average

economic  growth

annual per capita growth was around
2.25% compared with the OECD
average of 1.75%.”

The Labour government elected at
the end of 1999 ran surpluses for its
first few years, although high spending,
especially on state services, gradually
saw productivity gains from the 1980s
and 1990s wither. State investment in
the
lending

new house construction rose as
government introduced new
options. Much government assistance,
however, was directed at accommodation
supplements for renters and to lower
income people with mortgages. In June
2003, nearly 252,000 people received
some form of housing supplement.®
These grants helped people caught by the
modern realities of expensive housing in
a rising market; the $2 billion spent on
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them in 2012 helped provide a roof over
many people’s heads. But that expenditure
did little to add to the overall housing
stock,™ acting largely as a subsidy to those
who were in the letting business. In the
long term, it has probably helped push up
rents, although there is little evidence of a
surge in building houses solely for renting.

At the heart of this problem is the
monopoly status of councils and the
hopelessly conflicted position they find
themselves in as both consenters and sole
providers of infrastructure. Councils are
basically the only infrastructure provider
in a given region, and they grant land
use consents to use their infrastructure
and charge fees accordingly. This is
not a criticism unique to councils. As
with all monopolies there is a lack of
innovation and pressure to curb costs; and
importantly, it is difficult to prove whether
development levies or contributions are
related to infrastructure provision or
political whim.

There is also the rise of monopoly
council service providers one step further
removed from public accountability.
Watercare in Auckland is the most obvious
example of a monopoly extracting rents
out of developers and ultimately not being
very accountable to ratepayers.

This is the problem in a nutshell: if a
developer or ratepayer does not like the
service a council, or council-run company
provides, there is little choice but to grin
and bear it.

Rising costs

Nothing was done to rein in the
agendas of planners that drove much of
the increase in land values from the 1970s.
Instead, further government moves added
to the costs of all homeowners. Passage of
the Local Government Act 2002 widened
the obligations of councils, who were now

required to consider the four ‘well-beings’

of social, economic, environmental
and cultural factors in planning Most
councils took on extra staff, adding to
rates increases that were already running
ahead of inflation. The 2007 rating inquiry
headed by David Shand showed that
property rates had increased by 38% in
real terms (i.e. above the rate of inflation)
between 1993-34 and 2006-07.% A
government study in March 2012 noted
that rates had increased by an average of
6.8% per annum after the passage of the
2002 Act.® Wage increases in the 2000s
fell well short of rates increases, adding
to the lengthening line of deterrents to
homeownership.

One factor often overlooked in analyses
of housing is that charges for consents
and levies kept rising as planners and
building inspectors protected themselves
and their councils against possible claims
of negligence, and simply passed on costs
to applicants. Leaky homes — and the
unexpected, sudden imposition of claims
against councils by irate homeowners
— made officers extremely cautious
about granting building consents. For
the better part of a decade, many local
authorities have lacked the motivation
to encourage new construction in their
areas. Whatever new construction occurs
is often despite local authorities, rather
than because of any enthusiasm on their
part. What American developers call a
‘stop-it industry’ is employed ruthlessly
by planners, restraining progress in many
local authority areas.

The gap between demand and supply
of new houses did not close in the 2000s.
Helen Clark’s government saw an average
of 25,000 new homes completed each
year. But these completions fell short
of demand because of the accumulated
backlog of those wanting houses. The
price of new and existing houses kept

climbing. In the year to 31 December

86
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2004, the average sale price of a house was
14.5% higher than a year earlier, which in
turn had risen 20% on the previous year.*’
A brief dip occurred in 2008, but prices
resumed their upward march. Interest
rates rose in the first buoyant years of
the century, and then ebbed. In 2009-10,
they dropped to unprecedentedly low
levels on all mortgages, and have stayed
there. the global
crisis reduced economic activity on many

However, financial
fronts, and there has been no surge in the
construction of affordable new homes.
Many young people are hunkering down
and unwilling to take risks. In 2013, the
pressure on existing housing seems
greater than ever. In the Auckland region,
where an estimated 13,000 new houses are
required each year, absurdly high prices
are being paid each week for very ordinary
homes, while only 4,000 new houses ate
being added to the total housing stock

each year.”

The current situation:
Owners versus buyers

As all housing gradually grew more
expensive, one can see with hindsight that
the MUL favoured those who possessed
houses over younger people chasing
them. The MUL boosted the value of the
house and especially the section. It made
it more difficult for the potential entrant
to the market to mount the first step.
Someone in an inner suburb of Auckland
who bought a home for, say, $70,000 in
1975, lived in it for 37 years, and did little
but basic maintenance on it might find
the house worth $1.5 million plus today.
Someone in, say, Torbay on Auckland’s
North Shore, who built a ‘standard house’
(land and section) in 1969 for $16,000
and did basic maintenance would find the
property worth about $1 million today. The
malign effects of the MUL that planners

produced — believing that constraining the
boundaries of urbanisation would work
to the advantage of ordinary people, save
transport costs, and restrain unnecessary
local authority outlays — are absolutely
clear. The MUL has benefitted mostly
older people who hath, and hurt younger
people who hath not. The MUL favours
the old and the rich and it punishes the
younger and the poorer. Local authorities
and planners refuse to acknowledge that
the MUL has resulted in high house
prices and even higher land prices, thus
damaging housing prospects for young
people. New Zealand is not alone. Alan
Evans and Oliver Hartwich wrote in 2007
about Britain:
“I¢ is obvions that when house prices rise
one group is made better off; that is most
existing home owners, but another group
is made worse off: would-be future home
owners and those existing home owners
who will want, in the future, to move

into larger properties.””’

Of the various reasons for the current
shortage of affordable housing, the
negative attitudes of local authorities
stand out. These attitudes are determined
partly by planners and officials and partly
by political pressures. Nearly everywhere,
local authority officials and councillors
own their own homes. They are already
on the housing ladder, and represent the
comfortable, seldom the needy. Nor do
planners, officials or councillors consider
the extent to which their lengthy delays
over consents affects economic activity.
At its most basic, a slower building trade
means fewer jobs within the local authority
and across the wider community. Councils
talk about the importance of job growth
in their areas, but are slow to remove the
barriers they themselves have created. And
as prices of existing houses rise steadily,
delays in new house building only help
existing homeowners. The practical effect
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on those wanting to buy is that because
the market is essentially rigged, extra
money keeps being invested in real estate,
rather than in more productive parts of
the economy. As Evans and Hartwich
have shown in their British study,
inflexible plans that disregard change stifle
progress.” Councils must shoulder their
share of responsibility for these failures.
Other considerations worry local
authorities. Councillors have gone along
with planners and officials because of
several factors that have prejudiced them
against involvement in housing. The
Building Industry Authority’s relaxation of
construction rules, and the resulting leaky
homes crisis, landed local authorities with
huge unexpected costs. By 2007, 80,000
New Zealanders were living in Teakies’
expected to cost $4 billion to fix.” Many
councils paid out on claims and it was
not until May 2010 that the government
finally produced a formula to cover costs
for fixing leaky homes. Local authorities’
share of the total cost will be 25%, an
impost no council could have anticipated
a decade earlier.” As a result, councils
are now even more wary of involving in
housing, and there has been a noticeable
toughening up at the council level on
inspections during the construction phase
of all buildings for fear that any slips could
lay the council open to claims. But delays
and sometimes petty requirements at the
consent stage also irritate developers and
add to costs. The easy-going cooperation,
and the relatively relaxed arrangements
between central government, local
authorities and developers of the 1950s
and 1960s, has completely vanished. Such
cooperation is unlikely to be revived
without fundamentally changing the
thinking about housing and considering
the incentives under which councils
operate to attract first-home builders.

2 1bid, p. 48.

% Phare, Jane. “Leaks
Drove Me to Suicide
Bids.” The Herald on
Sunday 16 December
2007: 10-11.

% Auckland. Auckland
City Council
Minutes. Auckland:
Auckland Council,
23 September 2010:
AKC 100/126.
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% Housing
Affordability
Inquiry. Housing
Affordability.
Wellington: New
Zealand Productivity
Commission, 2012,
p- 19.

Conclusions

This review of affordable housing
explains the many factors instrumental
in slowing construction, thus producing
today’s shortage of new homes. The
availability of affordable mortgages; the
efforts of home building companies; the
state of the economy at any particular
and the
otherwise, of local authorities and planners

moment; cooperation, — of
— all have played a part in producing
a situation where widely available new
housing has given way to unaffordable
housing for those wanting to take the first
step up the homeownership ladder.

In its timely March 2012 Housing
Affordability Inquiry, the New Zealand
Productivity Commission identified three
areas requiring attention if New Zealand
affordability,
remove impediments to homeownership,

is to improve housing

and  provide  appropriate  rental
accommodation for those who will never
otherwise realistically be able to mount the

homeownership ladder:

* increasing the supply of land for
housing and following a less
constrained approach to urban

planning

* pursuing opportunities to achieve

scale and reduce costs in land
development and construction in
a manner similar to the activities of
the major home builders of the

1950s and 1960s

* introducing a regulatory framework

to facilitate and  encourage

cost-reduction and quality

enhancing innovation, and where
the benefits of regulation can be

achieved at least cost.”

To be realistic about these goals, we
need a government and local authorities
prepared to face up to the current housing
crisis and pursue solutions relentlessly to
fix it.

This report has attempted to outline
the scope and historical development of
the housing problem in New Zealand. The
difficulty with this area is that it is multi-
faceted and has many different inputs. Is
it the building industry? Is the problem
with developers? Or local and central
government attitudes to development?
Were New Zealand’s previous levels of
homeownership only achievable with
direct government intervention in the
housing market, particularly in financing?
Is it the provision of infrastructure?

In truth, each of these aspects plays
a role in why New Zealand housing
is so unaffordable. The question for
policymakers and politicians alike is which
combination of policy changes will make
the greatest amount of difference? Clearly
there is a big mismatch of incentives
between various parts of the current
housing market. We need a mentality
conducive to house building Given
that the fundamental problem is that
the market cannot respond to spikes in
demand (or even constant demand) in the
way other markets do, surely there should
be some attempts at unshackling of the
housing market.

Our next housing report will examine
different jurisdictions around the world
at the ground level, and see how other
markets with more stable prices and
affordable housing achieve this.
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