


You have the right to seek an investigation and review of my response by the Ombudsman, 
in accordance with section 28(3) of the Act. The relevant details can be found on the 
Ombudsman’s website www.ombudsman.parliament.nz. 
 
 
Yours sincerely 
 
  
 
 
 
Claire Leadbetter 
Manager Tenures and Housing Quality 
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Briefing  
 

Options for rent indexation and further protections for tenants 
For: Hon Dr Megan Woods, Minister of Housing  

Hon Poto Williams, Associate Minister of Housing (Public Housing) 

Date: 21 January 2021 Security level: In Confidence 

Priority: Medium Report number: BRF20/21010833 

Purpose 
1. This paper provides advice on options for rent indexation and further protections for tenants, 

to ensure tenants are protected if the Government takes steps to reduce demand from 
investors. This paper is a companion paper to BRF20/21010838. 

Executive summary 
2. On 22 December 2020, we provided advice to Minister Woods on the potential impacts on 

the rental market of proposals to dampen demand for housing (particularly demand from 
investors) (AMI20-21120425 refers). 

3. That paper noted that while the proposals may potentially reduce the rate of property price 
increases and benefit some first home buyers, they may not necessarily increase new supply 
and could have a negative impac  on renters (particularly those on lower incomes) who are 
forced to move due to the sale of a property, or face higher rents due to additional costs to 
property investors. 

4. The Government may wish to take action to reduce any potential negative impact on renters 
from demand side measures, such as indexing rents or prohibiting landlords from terminating 
tenancies when they se  a property.  

5. You have asked for advice on: 
a. indexing rents so that investors cannot impose large rent increases on renters as a 

result of increased costs from demand side measures1 or because tenants are 
compet ng with others to secure a property due to constrained housing supply, and 

b. fu ther protections for renters through the Residential Tenancies Act 1986 (RTA), in 
resp nse to possible responses by investors to demand side measures. 

Rent indexation 
6. Rent indexation is a for  of rent control and would be a substantial change to how our rental 

market currently operates. Te Tūāpapa Kura Kāinga – Ministry of Housing and Urban 
Development (HUD) has previously advised against rent controls, as evidence from overseas 
shows that there are significant adverse consequences in the housing market, such as 
disincentivising supply, driving up prices in parts of the market where rents are not controlled, 
and reducing incentives for landlords to maintain their properties.  

7. However, if the Government chose to introduce rent indexation, we would recommend that 
the index be: 

 

1 Recent data demonstrates that rents have been increasing more than incomes for some regions. 
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a.  
  

b.  
 

 
c. 

  
d.  

 
  

8. An initial analysis has identified possible tools for indexation including the consumer price 
index (CPI), a modified CPI (less rent costs), wage growth index, or developing a new index 
based on a “basket of goods” that reflect landlord costs. 

9. Further work would be required to advise on: 
a. the impact on Kāinga Ora and social and communit  housing tenancies:  
b. the implementation implications of the preferred option  

Other amendments to the RTA that could be considered 
10. If large numbers of landlords sell properties in response to the demand side measures, there 

will be increased “churn” in the market. The most effective measure to r duce this type of 
churn would be to amend the RTA so that landlords cannot evict tenants if they are intending 
to sell or have sold the property.  

11. This change was considered as part of the recent RTA reforms but ruled out as landlords 
were strongly concerned that it would reduce the sale price, and it was considered that it 
would unreasonably infringe on the rights of the new owners. 

12. While this option would assist with short term chu n, any increase to security of tenure is 
likely to lead to more stringent vett ng on tenants. Consequently, there could be negative 
impacts on security of tenure for some tenants and, at the margin, a potential increased need 
for public housing. 

13. Two other options fo  strengthening protections in the RTA have been identified but are not 
recommended for progressing at this stage: 
a.  

 
  

b.  
 

 
 

14.  
 

 

  

s 9(2)(f)(iv)

s 9(2)(f)(iv)
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Recommended actions 
15. It is recommended that you: 

1. Note the options in this paper seek to address the potential negative 
impact on renters of the demand side measures being considered by the 
Minister of Finance. Noted 

2. Note that HUD recommends that any rent indexation be: 

Noted 

3. Indicate if you wish officials to undertake further analysis on the rent 
indexation including tools for indexation, the impact on Kāinga Ora and 
community housing providers, and implementation and financial 
implications. Agree / Disagree 

4.  
 

 Noted 

5. Indicate if you wish officials to provide further advice on amending the 
Residential Tenancies Act 1986 so that landlords cannot evict tenants if 
they are intending to sell or have sold the property   Agree / Disagree 

 

 
  

Claire Leadbetter 

Manager, Tenures and Housing Quality 

21/01/2021 

 Hon Dr Megan Woods 
Minister of Housing 

..... / ...... / ...... 

s 9(2)(f)(iv)

s 9(2)(f)(iv)
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Background 
16. We understand that Minister of Finance is considering some options to moderate house price 

growth, especially that driven by speculative investors (demand side measures).  

We have provided advice that dampening demand could help first home buyers, but 
may negatively impact renters 
17. On 22 December, we provided advice to Minister Woods on the potential impacts on the 

rental market of proposals to dampen demand for housing (particularly demand from 
investors) (AMI20-21120425 refers).  

18. The potential impacts of demand side measures noted in that paper were: 
a. rental stock at the lower end of the market may be reduced, as first home buye s are 

more likely to buy homes in the bottom half of the market 
b. where existing landlords choose to sell, the existing tenants are likely to be displaced, 

either immediately if the landlord gives notice prior to the sale, or subsequently if the 
sale is to an owner occupier 

c. where tenants are displaced due to the sale of a property, they face substantial direct 
costs (e.g. moving costs, new bond, rent in advance)  and may face ndirect costs such 
as impacts on wellbeing 

d. at the lower end of the market, the “churn” ncreases the risk tha  households may 
need to rely on transitional housing or emergency housing specia  needs grants, or 
increase the numbers on the public housing register. 

19. In the paper we noted that it is unlikely that investors will be abl  to fully pass on additional 
costs through increased rents. At a national level, median rents generally track in line with 
median wage increases. However, in some regions, rents are increasing faster than incomes.  

20. Where renters are already in rent stress, they are already at the limit of what they can pay 
and may respond through sharing housing costs and crowding. Rising rents can also lead to 
more well-off renters opting to buy  subject to being ab e to raise a deposit, or paying higher 
rent to secure properties. At a national level, these factors limit the extent to which rents can 
be increased, however we acknowledge there is variation in some regions or segments of 
the rental market. 

You have asked for advice on indexing rents and improving protections for renters 
through the RTA 
21. You have asked for advice on: 

a. indexing rents so that investors cannot impose large rent increases on renters as a 
result of increased costs from demand side measures or because tenants are 
competing with others to secure a property due to a housing shortage 

b. further protections for renters through the Residential Tenancies Act 1986 (RTA), in 
response to possible responses by investors to demand side measures. 

22. This paper presents options for you to consider.  

Context 
23. Existing provisions under the RTA limit the level of rent landlords can charge as well as the 

frequency of rent increases. Since August 2020, as part of the recent reforms to the RTA, 
rent increases are limited to once every 12 months. 

24. Section 25 of the RTA allows tenants to challenge the rent they pay at the Tenancy Tribunal.  
f the amount of rent payable substantially exceeds market rent, the Tribunal will make an 

order reducing rent to an amount that is in line with market rent. The RTA describes market 
rent as the amount a landlord might reasonably expect to receive, and a willing tenant might 
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reasonably expect to pay with reference given to comparable prices in the same or similar 
locality.2  

Recent reforms to rental legislation 

25. Any options proposed need to be considered in the context of the current RTA reforms. 
These reforms will mostly take effect from 11 Feb 2021 and will significantly improve security 
of tenure for renters.  

26. The impact on the rental market of these reforms will be progressively evaluated. We note 
that those reforms may lead to some investor exit, but that there are other strong incentives 
for investors to retain rental properties, such as low interest rates and capital gains. ‘ 

27. Despite the provisions in place under the RTA, supply of rental properties continues to be 
constrained, leaving the rental market to be dictated by what tenants can pay rather than he 
cost of provision. 

Options for rent indexation  
Definition of rent indexation  
28. One option to further regulate rent increases is rent indexation. Rent indexation is when rent 

price increases are limited by law to be no more than a cer ain amount or percent per year. 
For example, rent increases could be required to n t exceed the linked to an economic index 
such as the Consumer Price Index (CPI).  

29. Indexing rent would reduce uncertainty for tenants while at the same time providing 
assurance to landlords that rents could continue to increase if hey needed to pass on 
increasing costs. 

Rent indexation design should take into account the adverse consequences 
observed overseas 
30. HUD has previously advised against rent controls  as evidence from overseas indicates that 

they have significant adverse consequences on the housing market. These include: 
a. loss of potential housing supply to other uses such as Airbnb 
b. the allocation of accommodation through non price methods (more potential for 

discrimination) and incentives for tenants to offer and landlords to accept illegal 
payments to secure a tenancy (e g. offering to pay bond or rent in advance that is 
higher that the  legal limit  or a fee o secure a property. These behaviours have been 
observed in New York) 

c. significant fiscal costs in implementing, administering and maintaining rent control 
systems (e.g. the estimated costs to administer the rent control in Cambridge, Navarro 
totalled $40 per dwelling subject to the control)3  

d. landlords not investing in maintenance because they cannot recoup their investment by 
raising rents4 

e. significant rent increases once rent controls have been removed.5 
31. Where rent control has been applied regionally overseas, the following consequences have 

been observed: 

 

2 In the last th ee years, 20 out of 102 tenants challenging rent increases in the Tenancy Tribunal under the market rent 
provisions o  the RTA (section 25) were successful.   

3 https://www.nmhc.org/research-insight/research-report/the-impacts-of-rent-control-a-research-review-

and-synthesis/ 

4 https://www.brookings.edu/research/what-does-economic-evidence-tell-us-about-the-effects-of-rent-control/ 
5 ibid 
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a. gentrification of previously predominantly rental areas and displacement of renters as 
landlords sell rent-controlled properties in favour of non-rent controlled properties6  

b. generally higher rents in the uncontrolled portion of the market7 
c. a ‘mis-match’ between tenants and rental units (as tenants choose to ‘stay put’ to retain 

their rent control, even if their housing needs change, or if the property is poor quality). 8 
Market consequences of indexation  

32. Price signals can be useful in certain circumstances where demand exceeds supply. When 
housing gets tight, rents may need to rise so that the market will address the underlying 
problem of undersupply (not just by building, but also renting out vacant houses, rooms and 
so on). Rent controls, such as rent indexation may suppress this.   

If rent indexation is introduced, it should be designed to moderate the potential 
adverse consequences 
33. Given what we know about rent controls from overseas, we recommend that any rent 

indexation introduced in Aotearoa New Zealand be designed to minimise the adverse 
impacts seen overseas.   

 

6 ibid 
7 ibid 
8 ibid 
9 ibid 
10 https://www.gsb.stanford.edu/insights/rent-controls-winners-losers 
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Further work will be required on detailed design and implementation implications 
45. Further detailed policy work will be required to determine other key design elements of rent 

indexation including the tool for indexation, the impact on Kāinga Ora and community 
housing providers, and implementation implications. 

s 9(2)(f)(iv)

s 9(2)(f)(iv)
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Impact on Kāinga Ora, and social and community housing tenants 

55. In the time available, we have not been able to undertake a full consultation with Kāinga Ora 
and the Ministry of Social Development on the rent index proposals and to consider the 
impact and possible unintended consequences of the proposals on social and community 
housing tenants.  

56. Rent indexation could reduce forecast demand for the Accommodation Supplement, 
Temporary Additional Support, and other housing-related emergency grants, given 
unaffordability is a driver of homelessness. It could also lower the forecast cost of the Income 
Related Rent Subsidy. 

57. However, the different options would have a range of potentially significant operational, 
systems and financial implications for Kāinga Ora and MSD and an estimation of the financial 
implications would depend on a fu l cost-benefit analysis of a particular option.  

Mitigations to the risk that annual rent increases become standard practice  

58. Many landlords do not increase rents annually as a matter of practice and keep the rent 
constant for years  where they have a good relationship with a tenant. Some may only 
increase the ren  when a new tenancy begins. Indexing rents to CPI (or other measure) risks 
creating a standa d expectation f regular rent increases and make annual rent increases 
common practice  

59. Additionall  consideration should be given as to what the rent indexation rules should be in a 
situation where CPI was negative.  

Potential mpact on rental supply (new builds and build to rent developments) 

60. We would need to consider the impact of rent indexation on build to rent developments and 
new rentals generally. L mits on future rental returns and the ability to control those returns 
for build to rent developments could add to an already complex and uncertain regulatory and 
investment environment, further reducing the attractiveness of what is already a marginal 
investment class  Similarly, applying rent indexation to new build rentals could disincentivise 
investment in much needed stock of rentals generally.   

 

11   https://www.stats.govt.nz/information-releases/household-income-and-housing-cost-statistics-year-ended-june-2019 
12 https://www.msd.govt.nz/about-msd-and-our-work/publications-resources/monitoring/household-incomes/household-

incomes-1982-to-2018.html 
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61. The costs and benefits of an exemption of the rent index proposals for build to rent 
developments and new rentals generally could be assessed. 

Potential financial implications 

62. While we have not had time to assess these implications thoroughly or estimate the scale of 
financial impacts, the following impacts would need to be explored in further advice: 

s 9(2)(f)(iv)
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Timing and implementation 
94. All the options in this paper would require primary legislative change. In general, we 

recomm nd consultation on any substantive changes to landlords’ or tenants’ rights, to 
ensu e the range of perspectives and expertise can be incorporated into policy decisions. 

95.  
 

  
96. The timing of any egislative changes would, however, depend on Government legislative 

priorities   
97. We a so note that HUD and MBIE are currently in the process of: 

a. implementing the 2020 RTA reforms (due to be fully implemented by mid-August 2021) 
b. progressing regulations of methamphetamine following the 2019 RTA reform 
c. progressively implementing the Healthy Homes Standards 2019 (final compliance 

deadline of July 2024) 
d. working towards introducing Property Managers regulation 

s 9(2)(f)(iv)
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e. working towards a reform of the Unit Titles Act. 
98.  

 

Risks 
99. The risks associated with the individual options in this paper have been outlined throughout 

the paper.  

Communications risk 

100. The introduction of rent indexation would be highly controversial and would get a high level o  
media coverage. Property owners, investors, and the real estate industry are likely to 
consider such regulation to be a draconian intervention in the market   Property owners and 
investors are likely to comment on the cumulative impact that recent reforms are having on 
costs and risk of running their businesses. Tenant groups and so ial sector commentators 
are likely to be positive about rental indexation and other increases in tenant rights.  

101.  
 

 

Consultation 
102. The Department of Prime Minister and Cabinet, Kāinga Ora, Ministry of Business, Innovation 

and Employment, Ministry of Social Development, and the Treasury have been consulted on 
this paper. HUD notes that the agencies consulted had a very limited time to comment on the 
proposals in this paper. 

Next steps 
103. Officials are available to meet with you to discuss thi  advice and receive your feedback on 

whether you would like further work on the options exp ored in this paper. Further detailed 
analysis and legal drafting would be required before the options explored in this paper could 
be implemented.  

Annexes 
104. Annex A: comparative assessment of rent indexation options   

s 9(2)(g)(i)
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Annex A: Comparative assessment of rent indexation options 
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