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DOIA20/21030544

s 9(2)(a)

Dear S 9(2)(@@)

Thank you for your email dated 19 March 2021 to Kainga Ora — Homes and Communities
requesting information under the Official Information Act 1982 (the Act). As you were informed,
the following part of your request was transferred to Te TGapapa Kura Kainga — Ministry of
Housing and Urban Development’s (the Ministry) to respond:

any documents relating to discussions in the past 3 years around a potential cap increase
for Auckland and the first home starter grant

Four documents have been identified as being in scope of your request:

0196 18-19: Increasing the Queenstown Lakes District HomeStart house price caps
BRF18/19110079: Aligning the house price caps for HomeStart and Welcome Home
Loans with KiwiBuild

e BRF19/20060717: Financial support options for Eastern Porirua redevelopment,
Residential Construction Response Fund, and First Home Grants

e  AMI20/21070379: Advice on potential changes to the First Home Grant and Loan price
caps

All four documents are released to you with some information withheld under section 9(2)(a) of
the Act, to protect the privacy of natural persons. This information is summarised in the attached
document schedule.

It is important to note that the information contained in the documents may have been
superseded by recent Government announcements related to housing policy.

You may be interested to learn that the Ministry provided advice on the First Home Grant price
caps to Ministers as part of the recent Housing Acceleration Fund announcement, which
included increases to the income and house price caps for the First Home Loan and First Home
Grant. This advice will soon be publicly available on the Ministry’s website at www.hud.govt.nz/.

Some advice provided as part of the recent housing package announcement that is not being
published is also provided to you, as excerpts in annex two of this response letter.



In terms of section 9(1) of the Act, | am satisfied that, in the circumstances, the decision to
withhold information under section 9 of the Act is not outweighed by other considerations that
render it desirable to make the information available in the public interest.

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.

As part of our ongoing commitment to openness and transparency, the Ministry proactively
releases information and documents that may be of interest to the public. As such, this
response, with your personal details removed, may be published on our website.

Yours sincerely

Naomi Stephen-Smith
Acting Manager
Market and Supply Responses



Annex 1 — Document schedule

Date Title Section
of the
Act
applied

Documents for release

31 July 0196 18-19: Increasing the Queenstown Lakes District HomeStart 9(2)(a)

2018 house price caps

30 BRF18/19110079: Aligning the house price caps for HomeStart and | 9(2)(a)

November | Welcome Home Loans with KiwiBuild

2018

30 June BRF19/20060717: Financial support options for Eastern Porirua 9(2)(a)

2020 redevelopment, Residential Construction Response Fund, and First

Home Grants
31 July AMI20/21070379: Advice on potential changes to the First Home 9(2)(a)
2020 Grant and Loan price caps
Excerpts for release

23 Response to request for additional information on First Home N/A

February | Products

2021

2 March Background information on the proposed housing supply and N/A

2021 affordability package and other proposed interventions

9 March Responses to questions related to housing supply and affordability | N/A

2021




Annex 2 — Excerpts

4. How HUD determined the First Home Product price cap changes
e The increases to First Home Product house price caps for new properties were targeted to

Territorial Authorities based on:

o areas where the 2019 -2020 lower quartile house price has exceeded the current

price caps, and there is a persistent increase in house price over time

o whether the areas identified above are priority areas identified by HUD’s place-

based investigations and so are particularly unaffordable

o the relative purchase affordability of homes available on the market relative to the

house price cap

o a “sense” check as to whether the area’s prices are unduly inflated by a high number

of holiday homes or other factors.

e Based on this analysis, HUD increased price caps for new properties only to amounts closer

to, or slightly above, the lower quartile house price.

e For existing properties, the approach HUD used was to increase the price caps by half the

amount of the increase for new builds.

Appendix 1: Lower quartile and median house prices for new properties by Territorial Authority

e New property valuations in the table below are based on council capital valuation indexed to
November 2020 using REINZ's HPI for that Territorial Authority. New properties are defined

as any property with a council estimated build year of 2020 or later.

which may be a subset of the wider typologies available.

e The N/A values are reported when there was less than 30 observations.

Lower Quartile
Valuation for New

Lower Quartile Price

Territorial Authorities Properties (as at 19 Prof:(: rtEi:issg;gat 9
Il March 2021, in 000s)
in 000s)
Thames Coromandel District $802 $753
Queenstown Lakes District $783 $828
Greater Wellington $747 $621
Auckland $746 $775
Gisborne District $438 $363
Nelson City & Tasman District $707 $512
Whakatane District $695 $387
MacKenzie District $689 $412
Taupd District $666 $448
Masterton District $661 $395
Tauranga City & Western Bay of Plenty District $635 $621
Central Otago District $633 $453
South Wairarapa District $612 $518
Whangarei District $612 $465




Kaipara District $601 $396
Hamilton City & Waipa District $584 $523
Stratford District $584 $462
Waikato District $577 $506
Hastings District & Napier City $575 $473
Dunedin City $569 $453
Matamata Piako District $563 $459
Palmerston North City $539 $441
Manawatu District $525 $442
Marlborough District $424 $424
gihsrtirsi(t:(t:hurch City, Selwyn District, Waimakariri $517 $400
New Plymouth District $514 $407
Hauraki District $488 $417
Carterton District $487 $434
Horowhenua District $471 $396
Central Hawkes Bay District $466 $354
Ashburton District $464 $305
Far North District $440 $293
Invercargill City $425 $293
Waitaki District $419 $305
Rotorua District $409 $381
Whanganui District $406 $312
Southland District $378 $266
Clutha District $375 $222
South Taranaki District $373 $233
Rangitikei District $350 $293
Timaru District $342 $313
Tararua District $319 $248
Ruapehu District $277 $219
Gore District N/A $219
Buller District N/A $168
Chatham Islands N/A $217
Grey District N/A $166
Hurunui District N/A $342
Kaikoura District N/A $379
Kawerau District N/A $269
Opotiki District N/A $277
Otorohanga District N/A $375
South Waikato District N/A $270
Waimate District N/A $260
Wairoa District N/A $162
Waitomo District N/A $218
Westland District N/A $223










HIKINA WHAKATUTUKI

s, MINISTRY OF BUSINESS,
| INNOVATION & EMPLOYMENT

BRIEFING
Increasing the Queenstown Lakes District HomeStart house price
caps
Date: 31 July 2018 Priority: Medium
|
Security In Confidence Tracking 0196 18-
classification: 'number:

Action sought

Action sought

Hon Phil Twyford
Minister of Housing and Urban
Development

Note that the HomeStart h% price

caps are more proble i
Queenstown Lak isteiCt than in

other areas.

Indicate in th
section your

Home Loa se pric@

approac
dealing witt'the"Queenstown Lakes
District eStart and We@

Deadli
At yoco) ience

Hon Jenny Salesa ation only N/A
Minister of Building and
Construction |
l
{ Contact for telephone di
Name Telephone 1st contact
s 9(2)(a)
Hilary Eade yst:?nerlz”:{o (04) 901 8544 v
Matthew (04) 896 5686
—?he follo gencies have been consulted
Treasury, Housing Qew Corporation
Minister’s offi oGn)ete: [ Approved ] Declined
\ [ Noted ] Needs change
[] Seen [] Overtaken by Events
[J See Minister’s Notes [J Withdrawn

Commen




Gl & MINISTRY OF BUSINESS,
IE{ INNOVATION & EMPLOYMENT
¥ HIKINA WHAKATUTUKI

BRIEFING

Increasing the Queenstown Lakes District HomeStart house price
caps

Date: 31 July 2018 Priority: Medium
Security in Confidence Tracking 0196 18-19
classification: number:

Purpose

This briefing responds to your request for advice about increasing th&yiom
for Queenstown Lakes to Auckland levels ($600,000 for existing h& d $650,000 for n
builds).

It also provides an update on broader issues with HomeStart t&fﬁcials are ctd)& as part

of the work on progressive home ownership. @

Executive summary g
1. The house price and income caps for HomeSt rants are | ded to target support
towards those on modest incomes wishi uy modest es.
2. There are two problems with the currél of the,Quwn Lakes District house price
caps: \
2ensfown Lake@& ow relative to house prices,
es in Queéns akes priced between $550,000 and

$650,000 ineligible for HomeStart grants, absent a

a) The house price caps in Q

b) Purchasers of Kiwi

change in the

3. Increasing the wn Lakerice caps to Auckland levels ($600,000 for

existing heme 650,00 ) would help address both issues. While there are
a range of | th Home moment, officials consider the Queenstown caps to

be the issue, so, in@this one change could be justified.

i increase caps, officials recommend increasing both the existing home and

rice caps. This Weuld make the change a technical fix within the existing policy
eters. Policy k to consider focussing HomeStart on new builds has not been
undertaken, and j be risky to increase only the new build caps without considering
all of the adunt%d disadvantages of doing so.

5. If the Hom Muse price caps are increased, officials recommend increasing the

Welc mejl.oan house price caps as well to maintain alignment. Maintaining
iff€duce the number of different criteria first home buyers need to be aware of
administrative simplicity.

ct of an increase in the Queenstown caps is expected to be minor until KiwiBuild

s start being delivered, as there will still be few homes available below the price caps.
an additional 30 households per year are expected to receive a HomeStart grant as a
result of the higher cap, and at most a handful more are expected to use Welcome Home
Loans, however, we expect this to increase once KiwiBuild ramps up in Queenstown Lakes.

0196 17-18 In Confidence 1



7. The total cost of increasing the caps is estimated at around $350,000 next financial year.
The increased costs in the first financial year would fit into the appropriations. However, as
KiwiBuild ramps up it is possible that uptake of HomeStart will naturally increase nationwide
to the point where the appropriation becomes overspent (regardless of the level of the
Queenstown Lakes house price caps).

8. The Minister of Housing and Urban Development and Minister of Finance have delegated
authority to jointly amend eligibility criteria for HomeStart grants and Welcome Home
Loans, including the house price caps [Cab Min (05) 13/10 refers].

9. If you wish to increase the Queenstown Lakes caps there are two options for timing. Eit
option would work, but there are risks associated with each option.
@ticable. I

e Option 1: Increase the Queenstown Lakes caps as soo
wish to do this, officials will prepare a short paper seek
and the Minister of Finance. The risk with this option i
concerns about a range of settings, and making one cha

ithout systematically
reviewing other issues could increase discontent these other setMso, if
there are other changes to the HomeStart settings that you wish to @ n, we
C

agreemenifrom

ople have n ing

suggest making all the changes simultaneousl| cost and ald compmunication.

¢ Option 2: Increase the Queenstown La
homeownership is more advanced. As

Welcome Home Loan schemes ma
objectives. This work will consider nge of issues ing how the schemes fit
with other spending priorities an@gow)the existing @e would fit with progressive

at changes to th& HomeStart and
tribute to_the Government's housing

homeownership schemes.
this work, and the Queens

is possiBle that ¢ omeStart will arise out of

alongside this. Given the
minor impact that increasi jS expected to have in the near
term, there would be i ange. However, as work on
progressive homeow i i to Budget 2019, any broader
changes made to until April/May 2019.

10. We would be happy@ i ss'any of these issues if you wish.

2’ O
S &
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Recommended action

The Ministry of Business, Innovation and Employment recommends that you:

a. Note that the Minister of Housing and Urban Development and Minister of Finance have
delegated authority to jointly amend eligibility criteria for HomeStart grants and Welcome Home
Loans [Cab Min (05) 13/10 refers].

Noted

b. Note that officials recommend increasing the Queenstown Lakes District HomeStart house
price caps for both new and existing homes at some point because they have become ve

relative to house prices. @
~

c. Agree that if the Queenstown Lakes District HomeStart house phigé caps are adjusied, both
the existing home and new build caps should be adjusted.

o

& %e/Disagree

d. Indicate whether you wish to increase the Queenstow omeStart r@?ﬁce caps for
both new and existing homes as soon as practica one a ision work on
progressive home ownership is more advanced.

Increase nstown Lakes caps as
0 soon as Practictble
O =

reage Queenstown Lakes caps once
n progressive home ownership is

@ e advanced

e. Agree that if the HomeSt are amen theWelcome Home Loan house price caps

will be amended as we ain align 4
K Agree/Disagree
c

f. Indicate whether to me@ Is to discuss the options.
\ Yes/No

Hon Phil Twyford
Minister of Housing and Urban
Development

0196 17-18 In Confidence 3



Background

11.  The KiwiSaver HomeStart scheme offers grants of between $3,000 and $10,000 for the
purchase of a home depending on how many buyers there are and how long each buyer
has made active contributions to KiwiSaver for. The grant amount is doubled for new builds.

12. The policy aim is to support first home buyers on modest incomes to purchase modestly
priced homes, and incentivise the development sector to deliver more affordable homes.
Eligibility criteria apply, including house price caps and income caps.

or $450,000 in other Territorial Authorities depending on the overall f house p
each area. The house price caps for existing homes are $50 n the ne

,000
caps. The caps are intended to be set broadly at or above th efguartile hou ric
each area. The caps were last reviewed in August 2016. \
The Queenstown Lakes HomeStart house pﬁ? caps
The Queenstown Lakes HomeStart house price caps ar@ w relative tQ hodse prices

and are not aligned with KiwiBuild

13.  The house price caps for new builds are set at $650,000 in Auckland, and either $550,0
\6 tr‘

14.  The Queenstown Lakes District house price cap % urrently set at'$550,000 for new

builds and $500,000 for existing homes. TQ 0 main igsues with these caps:
a. The caps are very low relativﬁ e prices, m%ve grant difficult to

use

L 4
Only 7% of all house saleslin Queenstown below $550,000 in the year
to March 2018. In Aucklz Q 3% of sales w its $650,000 house price cap
for new builds, and ine

pther Territo thority between 24% and 99% of
sales were below th f price cap for ilds. This means that the cap is
around or above C i price everywhere except Queenstown
Lakes. Uptake @Start has béencorrespondingly low. Note that these figures
do not acco r aariation in pg

be difficult t omeStart iMgometowns within larger Territorial Authorities even
though any low >
Examp fthis are

Cromwell and parts of Northern Waikato.

n Lakes i e of,the places officials most commonly receive complaints
f about the housg price caps, although complaints are also received from a
ra f other a )

The Home%ouse price cap for new builds in Queenstown Lakes

$550,000)4 w the KiwiBuild price cap (which goes up to $650,000).
This some KiwiBuild homes will be ineligible for HomeStart grants. This
may it more difficult for first home buyers to afford KiwiBuild homes in

Queenstdwn Lakes and generate criticism about the eligibility criteria for

nt programmes being inconsistent.
&U that similar issues may arise in areas with a $450,000 HomeStart house price

and a $500,000 KiwiBuild cap, although officials do not recommend raising this
cap right now. This issue is discussed in paragraphs 27 and 28.

0196 17-18 In Confidence 4



Increasing the Queenstown Lakes house price caps to Auckland levels would help address
both issues, but would only have a minor impact until KiwiBuild ramps up

15. Increasing the caps to $600,000 for existing homes and $650,000 for new builds would
roughly double the number of home sales priced below the cap (from 7% to 14%). It would
also ensure that all KiwiBuild homes in Queenstown Lakes are priced under the HomeStart
house price cap.

16. If you wish to increase the caps, officials recommend increasing both the existing home an
new build price caps. This would make the change a technical fix within the existing poli
parameters. Increasing only the new build caps would be a departure from the previous%

policy approach, and it would be risky to do this without considerin f the advan
and disadvantages of focussing HomeStart on new builds. In pract@eﬁect of
increasing both caps will be similar to the effect of increasinq| o@ buil >
Already a majority of the grants paid in Queenstown Lakes aréfor builds, %Ee
build share is likely to rise as KiwiBuild ramps up.

17.  The higher cap is expected to roughly double the numbér of households u the grantin
Queenstown Lakes from 30 to 60 per year. As KiwiB:';! mps up, the b

households using HomeStart in Queenstown Lake Ifcrease to seyeraltimes this
figure.

18. Even with the higher caps, Queenstown Lake @ Premain one of the most difficult parts
of the country in which to find suitable ho@ "4 below the_caps until KiwiBuild ramps
e
ineo

up. The caps would still be well below t rquartile pri ich is around $740,000).
Furthermore, there may be few buyers mes below 0,000 that are able to afford
homes priced over $550,000. Howe incréasing the ¢ & otld reduce the imbalance
with other Territorial Authoritie ¢

19. If the HomeStart house price ¢ increased i ecommend increasing the
Welcome Home Loan hous ps as wellto ;aintain alignment. Maintaining
alignment will reduce the r@ of differen rst home buyers need to be aware of
and preserve administrative Simiplicity. Incr e Welcome Home Loan cap in
Queenstown Lakes is have a ve inor impact on uptake, with at most a handful

of additional Welc Loans e be drawn each year as a result of the
change. {
20. Thereis is@idening he grants and Welcome Home Loans will fuel
housing de d further r. e prices. However, this risk is small given the small
Hei

expecte r of grants low value.

The co c ng the enstown Lakes HomeStart house price caps will be modest
and fi existing appropgiations for the time being

21.  Increéasing the Q wn Lakes HomeStart house price caps to Auckland levels is
expected topa cost of around $350,000 per year, excluding any increase in the
uptake of the facilitated by KiwiBuild.2Once KiwiBuild ramps up in Queenstown

x{ rise to several times this figure.3

is around a $25m annual buffer in HomeStart at the moment, and the

Lakes the Q
&
22. The X i’ cost will fit comfortably within the existing appropriations for the next two
ye@r e
W ome Loan appropriation has also been underspent in recent years.

23. ver, as KiwiBuild ramps from the 2020/2021 financial year onward it is possible that
ake of HomeStart will naturally increase across the country to the point where the

' If 60 homes per year are purchased with the help of a HomeStart grant, this would be equal to 7% of all sales in the District.
Furthermore, the maximum grant available per household ($20,000) would still only be 3% of the price of a $600,000 home.
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appropriation becomes overspent (regardless of the level of the Queenstown Lakes house
price caps). This is because KiwiBuild will:

a. allow some households to transition to homeownership who previously could not;

b. allow some households who would have previously bought a home over the house
price caps to instead buy a home under the house price caps; and

c. increase the proportion of grant users purchasing new builds, which receive grants
that are double the size.

24.  While no action is needed to address this immediately, increasing the Queenstown hous

25.  As part of the work on progressive home ownership to supp

ncl ow
HomeStart fits with other spending priorities, and ho

products would fit with progressive home ownership

Crown ho hip
es and KiwiBuild.
26. As work on progressive homeownership may bg
recommended changes arising out of this wo

2 linked to Bud , any
pot be implemented until April/May
2019.

27. One particular issue that increasing tf;@ town Lakes Disirict caps could raise is the

misalignment between the $450,000 eStart house p gap for new builds in certain
i and and Queenstown).

regions and the $500,000 KiwiBdild price €ap (outsi
28. Officials do not recommend incréa he $450,0%N tart cap in any regions until

work on the connections betwe
KiwiBuild is more advanced ifhmediate in

a. The $500,000 i cap may refined by region and bedroom size in

due course, ntially leading alignment with HomeStart. However, this
refinement Wil ire further lysi®of development costs in each region.

b. The Ho house ir new builds is around or above the lower quartile
pri& as apart Queenstown. Since KiwiBuild will target the lower

quartile\most KiwiBuj s are likely to fall under the HomeStart caps anyway.
I ng the eStart caps may be fiscally costly and may open up HomeStart

e on high-en es in lower priced regions, which is not the policy intent.
A change e Queens akes caps could either be made as soon as practicable, or
after work on progt;es eownership is more advanced

option Wou ut there are risks associated with each option.

Q

g5t consists of $300,000 in additional grants per year, up to $20,000 per year from underwriting a few additional
ans and a few tens of thousands of dollars in one-off administrative costs from changing the cap (such as updating

29. If you wish \tc}) the Queenstown Lakes caps there are two options for timing. Either
wo

This is based on the potential for up to a few hundred KiwiBuild homes per year to be delivered in Queenstown Lakes District, and
around half of KiwiBuild purchasers using HomeStart. The Labour Party manifesto committed to building 1000 KiwiBuild homes in
Queenstown, and the current MBIE estimate of the housing shortfall in Queenstown Lakes District is 1600. Over 10 years, this
translates to 100 and 160 homes per year respectively (if the housing shortfall were to be eliminated).
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Option 1: Increase the Queenstown Lakes caps as soon as practicable.

30. Making a change as soon as practicable would address the issue sooner and could be
justified on the basis that Queenstown Lakes District is a clear outlier among Territorial
Authorities.

31. The risk with making a change as soon as practicable is that people have been raising
concerns about a range of settings, and making one change without systematically
reviewing other issues could increase discontent with these other settings. Other common
complaints include the house price caps, the income caps, and other eligibility criteria. If
you do wish to increase the Queenstown house price caps as soon as practicable, we
provide some draft Q&As in response to complaints that may arise. @A/

32. In addition, if there are other changes to the HomeStart settings
the next few months, it would be best to postpone the incre Queenstown, Lak
caps and make all the changes simultaneously. This woul ommunicatioh edsier
and avoid unnecessary administration costs, such as reprinti chures

Option 2: Increase the Queenstown Lakes caps once work on&gressive homCMip is more

advanced

33. The alternative is to delay a change until work gialg sive ho ip is more
advanced. Given the minor impact an increase Queenstown es house price caps
is expected to have prior to KiwiBuild rampi

34. Please indicate in the recommen

35. As part of the work on g

continue to consider he
broader homeow

Annexes

statistics b

Annex One: Ho@
Y

O

&

ial authority, year ended March 2018

0196 17-18 In Confidence 7



Annex One: HomeStart statistics by territorial authority (year ended

March 2018)

| Territorial Authority Share of total Lower qukartil-e' ~ Homes Homes
home sales house price purchased with = purchased with
' (both new and | ($000) the help of a the help of a
existing) below HomeStart HomeStart
new build price grant, per 1000 | grant
. cap o of population_ .
' 5600,000/5650,000 cap - 7 - @
| Auckland 23% 660 6 N 50
' $500,000/5550,000 cap B |
Queenstown Lakes District 7%
. Wellington City | 29%
Western Bay of Plenty District 31%
Tauranga City 34%
‘Selwyn District 46%
Tasman District o 50%

Porirua City

‘Hamilton City

Kapiti Coast District

 Nelson City

Lower Hutt City

Waimakariri District

~Christchurch City
Upper Hutt City

Whangarei District

Kaikoura Df
~ Mackenzie District

452 0.9 25

429 15 108 |

435 18 94
319 | 15 34
33 | 21 43
B 49% 364 20 | 180

Matamata-Piako Dis;{ 52% 368 2.2 | 76
Napier City e l 52% 361 3.0 189
._Far North Dist _ 53% 266 18 B 113
' Taupo Distri \ 56% 288 3.0 110
 Taupo Distr k = - 288 . 110
airarapa District  56% 315 3.4 35

tri 56% | 315 21 73

57% 307 2.5 - 201

rict 58% | 308 11 a

59% f 333 | 1.5 | 7

0196 17-18
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New Plymouth District

Marlborough District

- Hurunui District

Carterton District

Rotorua District

Hauraki District

Otorohanga District

Dunedin City

Palmerston North City

~ Masterton District

_ Opotiki District

Ashburton District

Manawatu District

Timaru District
Gisborne District

Southland District

Horowhenua District
Westland District

. Central Hawkes Bay District
Wairoa District
. Waitaki District
- Gore District
1 Invercargill City L 410
| Grey District ) 57
Stratford District 53
South Taranaki District 129
Whanganui District 258
Waimate District B 31
Clutha District ) 96
- Waitomo District . N
South Waikato Distri . 105!
' Tararua District @ > 141 60 107
Ruapehu Distei - 121 40 51
151 7.1 106 |
133 24 24
157 73 51
351 24 11,433
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Briefing

Aligning the house price caps for HomeStart and Welcome
Home Loans with KiwiBuild

For: Hon Grant Robertson, Minister of Finance %
Hon Phil Twyford, Minister of Housing and Urban Develop

Date: 30 November 2018 Security level: @dence \

r:

Priority: Medium Report numbe 18-19 10079

Purpose K ‘ ’

L e o &

1. This briefing provides advice on increasing the art grant an Home Loan
house price cap for new builds outside of the ma es from $450,900 to $500,000 to

[

match the KiwiBuild price cap. Q
Executive summary : ) Q
2. HomeStart grants and Welcome ome L (WHLs)are @ able to support first home
buyers on modest incomes to pur e modestly pni N . Eligibility criteria apply,

3.  The HomeStart grant and W price cap for builds outside of the higher priced
urban areas is currently $45 0JThis is belowst iBuild house price cap of $500,000,

meaning that some Kiwi es will be e for HomeStart grants and WHLs. In
higher priced urban areasfthe/HomeStart and L price cap is at or above the KiwiBuild
price cap, so the mi% tis only s in areas where the $450,000 cap applies.

4.  Officials recom i asing the ,000 HomeStart and WHL house price cap to
$500,000 sgall ild hom Ie for HomeStart grants and WHLs. This will allow
the Homesk L sche to'support the sale of KiwiBuild homes and ensure that
early Kiwi ers do not gmi on the grant. It will also simplify administration for

buye ar%overn ntaglimiNate a perceived inconsistency with having different price

ca d more clg—% the caps with development costs across regions. The
pected 4o result hyHomeStart grants being paid for an additional 230 homes per

d an additior&WHLs being drawn per year. The majority of these will initially be

for non-KiwiBuild s, %ut within a couple of years we expect the majority to be for
KiwiBuild homes.

5.  Officials rec
Janua (@ er to give Housing New Zealand time to implement the increase and

Ne nd ideally requires 1-2 weeks’ notice ahead of the implementation date to prepare
rational changes. It is best for the change to come into effect on the day it is

nnowhced to avoid creating administrative complications for people partway through the
application process.

[In Confidence — BRF18-19 110079] 1



The cost of this increase is estimated to be around $3m per year. This can be funded within
the existing appropriations. The KiwiSaver Deposit Subsidy appropriation (used for
HomeStart) has a buffer of around $25m per year and the HNZC support services
appropriation (used for WHLs) has a buffer of around $1.5m per year. These buffers are
likely to reduce over time because spending on HomeStart and WHLs is likely to increase as
KiwiBuild ramps up. However, the appropriations are not at risk of being overspent for the
next two years, which will allow time to respond if an overspend starts to appear likely.

Cabinet agreement is not needed to make this change as the Minister of Finance and
Minister of Housing and Urban Development have delegated authority. However, it may be
appropriate for Minister Twyford, as responsible Minister, to inform Cabinet of the change
ahead of it being publically announced. Cabinet Office guidance is that proposals that aff
the government’s financial position should be submitted to Cabinet [C ) 2 paragr
refers]. While the cost of $3m for one year is not large, it could accun%o a sizab
amount over time since it is an ongoing cost (for example, $15 ears ifma
conditions and policy settings remain similar to today). If you,consider this change&
significant enough to be of interest to Cabinet, this could be % n oral item at or before
the final Cabinet meeting of the year (17 December). Annex A ¢ ins talki oints for this.
Officials recommend no other changes to the house pric% at this stag %s are
currently undertaking a wider review of the existing p homeownetshipfproducts

I

(HomeStart grants, WHLs and KiwiSaver withdr ensure th e
Government’s priorities, with a report back to Mini ord in Mv
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Recommended actions

It is recommended that you:

1.

Note that the Minister of Finance and Minister of Housing and Urban Development have
delegated authority to agree on detailed design issues for first homeownership assistance,
including the HomeStart grant and Welcome Home Loan scheme eligibility criteria [Cab Min
(05) 13/10 refers].

Noted Noted
Hon Robertson Hon Twyford

Note that officials recommend increasing the HomeStart and Welco ome Loan he
price cap for new builds from $450,000 to $500,000 for all areas of aland th

outside of Auckland, Queenstown, Greater Wellington, Greater i rch, H
Greater Tauranga and Nelson-Tasman. This will ensure thKiwi ild homes

for HomeStart grants and Welcome Home Loans.

Noted \ Noted \
H

Hon Robertson % on Twyf@
Note that the cost of this change is estimated to/bea d Wbhis can be

$3mp
funded within the existing KiwiSaver Deposit s @v and HNZC support services
appropriations.

Noted Q oted
Hon Robertson . OHon Twyford

Agree to increase the HomeSt elcome an house price cap for new builds
from $450,000 to $500,000 areas of Ne d that are outside of Auckland,
Queenstown, Greater Wellington; Greater ist h, Hamilton, Greater Tauranga and
Nelson-Tasman.

Agree/Dis. e K Agree/Disagree
‘ Ho on Q Hon Twyford
Agree tha\e ge to the % and Welcome Home Loan house price cap will be

k day 7 January 2019.

announc@ e effect f
ree/Disa\ Agree/Disagree

Hon Rﬁ)n Hon Twyford
Note that it may pe ropriate for Minister Twyford, as responsible Minister, to inform
Cabinet of th a ahead of it being publically announced as it is a policy change with
L If

financial impliea you consider this to be significant enough to be of interest to
Cabinet, this codlld be done as an oral item.

&\ Noted Noted
O Hon Robertson Hon Twyford
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7. Note that officials are undertaking a wider review of the existing package of
homeownership products (HomeStart Grants, Welcome Home Loans and KiwiSaver
withdrawals) to ensure they support the Government’s priorities, with a report back to
Minister Twyford in March 2019.

Noted Noted
Hon Robertson Hon Twyford

8. Forward this briefing to the Minister of Finance.

Agree/Disagree
& O

Performance, Ministry o

Urban Development @ O

30

..... RAavss @ Q
Hon Grant Robertson\b Hon Phil Twyford

Minister of Finan Minister of Housing and Urban

& () Development
..... PRI
g‘\\ ..... o

Fiona Ryaé/
Acting Manager, Housing
ing and K
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Background

9. The KiwiSaver HomeStart scheme offers grants of between $3,000 and $20,000 to assist with
the purchase of a home depending on how many buyers there are,how long each buyer has
made active contributions to KiwiSaver, and whether it is a new build or an existing home.

10. The Welcome Home Loan (WHL) scheme supports the provision of low-deposit mortgages to
eligible buyers through the government providing an underwrite to the banks making the
mortgages.

11. The schemes were designed to support first home buyers on modest incomes to purchase

modestly priced homes, and to incentivise the development sector to deliver more aﬁordabl%
homes.

12. Eligibility criteria apply to both schemes, including house price caps an@e caps.

Minister of Finance and Minister of Housing and Urban Developme legated alitho
to agree on detailed design issues for first homeownership assi e, acluding th meSie
grant and Welcome Home Loan scheme eligibility criteria [Cab&) 13/10 refers).

13. The most recent adjustment to the eligibility criteria was ani(crfas the Qu

District house price caps in September 2018 [BN 0196 18-48 refers]. This adj nt was

made due to there being a lack of homes available belo
align the HomeStart and WHL caps with the KiwiBuild . Brior to t ings of the

HomeStart and WHL schemes were comprehensiv
0152 refers].

14. In September 2018, Minister Twyford agreed t r review of the

s underta wi
existing package of home-ownership products{ilomeStart grants, s, and KiwiSaver
withdrawals). The aim is to identify any c@ t could be to better align with

KiwiBuild, support new housing supply anéyfacilitate transiti oligh the housing continuum,
with a report back to Minister Twyfofid in March 2019.

15. Minister Twyford has asked for quig
HomeStart and WHL house pricg
ensure all KiwiBuild homes arefelig

A

Kauwhata (in the Waikato Distrie d Whang
WHLs under the current setti

mes being built in areas like Te
be eligible for HomeStart grants or

ice on the Watter of further aligning the
new builw KiwiBuild house price caps to
im0t

16. There were no entries j allot for a e first 10 KiwiBuild homes in Te Kauwhata,
which were not eligibl meStart an HLS. The lack of entries may be partly due to the
struction, stiring eligibility for HomeStart and WHLs in the

future s ) riefing provides advice on aligning the HomeStart,
s in the ne rm.

@ house price caps with the KiwiBuild house
he main’centres _

P

use price caps for new builds vary across regions and differ from
caps as shown in Table 1. All KiwiBuild homes in areas 1 and 2 are
meStart and WHLs. However, KiwiBuild homes delivered in area 3 may
eStart and WHLs because the price cap is $450,000, which is below the
price cap.
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Table 1: House price caps for HomeStart grants and Welcome Home Loans

Area HomeStart grants and Welcome | KiwiBuild
Home Loans

Existing homes | New builds

Area 1 (Auckland and $600,000 $650,000 $650,000 3+ bedroom
Queenstown Lakes) $600,000 2 bedroom

$500,000 1 bedroom
Area 2 (Greater Wellington, $500,000 $550,000
Greater Christchurch, Hamilton,
Greater Tauranga, 1/;)?)-,600 all house si
Nelson-Tasman)' \—

-

Area 3 (Rest of New Zealand) $400,000 €.$450,000 >

20. Officials recommend increasing the $450,000 HomeStart and W ice cap fer ne
builds in area 3 to $500,000. This will allow the HomeStart and es to suNe
sale of KiwiBuild homes and ensure that KiwiBuild buyers do n iss‘out on the grant if {ey
purchase early in the programme. Creating alignment will alse simplify admini ion for both
the users of the products and the government and eliminat percelved mccQ with

having different price caps. Furthermore, the limited da e on the pri new builds

relative to existing homes indicates that new build pgice less acress re han existing

home prices (annex B illustrates this). The change ore align 8 caps more
closely with development costs.

21. The change is expected to result in HomeSta eing paid fegan additional 230 homes
per year and an additional 10 WHLs being er year. The gnajority of these will initially be
for non-KiwiBuild homes, but within a couple ears we exp majority to be for KiwiBuild

2
homes. .

22. Buyers of KiwiBuild homes who are ipgligible for HoméSta Ls for other reasons — such
as having incomes over the income @ or not contri KiwiSaver for long enough — will

remain ineligible.?
The cost and funding @

23. The cost of this change i |s ed to be ar 3m per year, of which almost all is for the

additional HomeStart ex C provi ils on this estimate). This can be funded
within the existing app

24. The KiwiSaver De sidy appro @ n(used for HomeStart) has a buffer of around
$25m per yea e NZC su rvices appropriation (used for WHLs) has a buffer of
around $1. 5 ar A portio buffer was intentional to ensure that people did not
miss out on or loans du (o} ck of funding, but the buffer has become larger than

plan e rket cha er recent years, such as rising house prices. The buffers are
like g over time bec e spending on HomeStart and WHLs is likely to increase as
Kiwi ramps up. H ver, the appropriations are not at risk of being overspent for the next

which will e to respond if an overspend starts to appear likely.

L 4
' The specifi ritoki ; authorities included are: Hamilton City, Tauranga City, Western Bay of Plenty

District, District, Porirua City, Upper Hutt City, Lower Hutt City, Wellington City, Tasman
Distrj y, Waimakariri District, Christchurch City and Selwyn District.

% Thi e, once KiwiBuild has ramped up to 10,000-12,000 home per year, it will need to sell
ho D-50% of the annual market of first home buyers. It will likely capture a much higher
propo of the market of first home buyers purchasing new builds

® The income caps for HomeStart and WHLs are $85,000 for one buyer and $130,000 for two or more

buyers. This is less than the KiwiBuild income caps of $120,000 for one buyer and $180,000 for two or
more buyers.
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Delegated authority and Cabinet involvement

25. Cabinet agreement is not needed to make this change given the Minister of Finance and
Minister of Housing and Urban Development have delegated authority. However, it may be
appropriate for Minister Twyford, as responsible Minister, to advise Cabinet of this change as
an oral noting item ahead of it being publically announced.

26. Cabinet Office guidance is that proposals that affect the government’s financial position should
be submitted to Cabinet [CO (18) 2 paragraph 9 refers]. While the cost of the change is not

large, and it can be funded from within existing appropriations, it is a policy change that will
result in an ongoing cost that could accumulate up to a sizable amount over time (for example,

$15m over five years if market conditions and policy settings remain similar to today). If yo
consider this change to be significant enough to be of interest to Cabinet, this could be don

an oral item at or before the final Cabinet meeting of the year (17 Dece, Annex A
talking points for this. We do not consider a full Cabinet paper to be neceSsafy, nor pra

given the timeframes.

n Monday 7
January 2019. This will allow time for Housing New Zealan make the opetali
needed for implementation, avoid making the change d Christmas Break§ and allow
time for Minister Twyford to advise Cabinet of the ¢ n%vance i . No KiwiBuild
homes are expected to be sold in area 3 ahead of 1 2 € may go on
sale shortly after this date. The implementation date ugh Housing New

: implementation date to prepare the

e into effec e day it is announced to
gople partwa ugh the application process.

Timing of the change x
27. We recommend that the change is publically announced, aﬁme into effe

operational changes. It is best for the change
avoid creating administrative complications

Alternatives and risks .

28. One alternative to increasing the ca all of area 3 \ increase the cap in regions
where it is most likely that KiwiBuil¢ &s will be deliv his would have the advantages
of reducing the cost of the cha ewhat bejow, per year and avoiding the risk of

making the schemes available {fof'use on relativ [ nd new builds in lower priced regions.
However, raising the cap ing@ ommended because:

a. this may be as/infair towa ions where the cap is not increased,;
b. itis hard to@ which part% ountry may ultimately receive few or no
KiwiBuij priced b 50,000 and $500,000;

c. inc @e price ¢ rge number of territorial authorities but not others
W, roduce a lot raphic boundaries where the price caps differ, which

evef if the cap% ed for all regions, it is likely that the majority of the
additional funds wil used on more modest homes in higher priced parts of area 3
as there are new homes being built in very low-priced parts.*

29. One risk of increasi rice cap for area 3 now is that it may end up higher than the
KiwiBuild cap if 00 KiwiBuild cap is subsequently lowered in any parts of the country.
Officials inten Ner examine whether the price cap can be further broken down by
bedroom m(%r adapted to better reflect other regional variations [CAB-18-MIN-0142
refers],

\\

* 70% of HomeStart grants paid out for new builds in the year to June 2018 in area 3 were in Territorial
Authorities with a median house price over $300,000.
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No other changes to the house price caps are recommended at this stage

30. Officials recommend no change to the $400,000 house price cap for existing homes in area 3.
This is because there is no need to adjust the existing home cap to maintain alignment with
KiwiBuild, and there are plenty of homes available below the existing home cap in the vast
majority of regions in area 3. There are a few areas where it is relatively difficult to find existing
homes under the cap, such as the Waikato and Waipa Districts. This issue will be considered
as part of the wider review of HomeStart and WHLs, along with broader issues such as further
targeting the funding towards new builds and enabling more equal access to the schemes
across regions and household types.

31. Leaving the existing home price cap for area 3 unchanged will mean that the gap between t
existing home and new build price caps will increase to $100,000 in area 3, which is greate
than the $50,000 gap in areas 1 and 2. This larger gap is consistent wit mlted |nf
we have indicating that new build prices vary less across regions than home pr|

32. Officials recommend no change to the house price caps in areas We could d
lowering the $550,000 new build price cap in area 2 to align it K 500,000 Kiw BUI rice
cap. However, lowering the cap before there are significant numbe KiwiB homes
available would be seen as unfair by people trying to buy a home in these&?s now.
There may also be pressure to reverse the change withi @ ears if hou ri n urban

areas outside of Auckland continue to increase.

Next steps _ N

33. If Minister Twyford wishes to advise Cabinet i ange ah flt céming into effect this
will need to be done at or before the final i eetlng of on Monday 17
December.

34. Officials will report back to Minister Twyfo the wider @ of HomeStart and Welcome

Home Loans in March 2019. \\
Annexes 5
Annex A: Talking points for Cabi @em

Annex B: The prices of eXIstln@s vs new b urchased with the help of a HomeStart grant
Annex C: The estimated ¢ creasing t K vild cap in area 3 to $500,000

O
\é\\
,,g
O
&
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Annex A: Talking points for Cabinet oral item

1.

The Minister of Finance and | have agreed to make a minor change to the KiwiSaver
HomeStart grant and Welcome Home Loan eligibility criteria to support the success of
KiwiBuild. | am mentioning it today because it has a financial impact of $3m per year, but this
will be fully funded by the existing appropriations and | don’t think this change is large enough
to warrant a full Cabinet paper.

HomeStart grants are grants of between $3,000 and $20,000 to help first home buyers
purchase a home. Welcome Home Loans are high LVR mortgages for first home buyers
underwritten by the Government. Income and house price caps apply to both schemes.

The Minister of Finance and | have delegated authority to amend the eligibility criteria for
HomeStart and Welcome Home Loans, including the house price caps. %

the hous
to align itiwith th
homes are eligible.for
come Home Loan
iwiBuild caps.

The change the Minister of Finance and | have agreed to make is to
cap for new builds outside of the main centres from $450,000 to

$500,000 KiwiBuild house price cap. This will ensure that all Kii
HomeStart grants and Welcome Home Loans. The HomeStart a
house price caps in the main centres were already at or abﬁhe

We have recently begun building KiwiBuild homes in so es where th 50,000
HomeStart and Welcome Home Loan cap has app, 'ed,@ng the WaikatoDistrict,
Whangarei and New Plymouth. Aligning the HomeStat, nd KiwiBuild

house price caps will help support the sale of Kiwit @ omes, make adadinistration simpler for
both the Government and buyers, eliminate e

a -
price caps, and align the caps more closely with déuglopment c@'each region.

Officials estimate that this will cost $3m perygamwith most o cost being for an additional
350 HomeStart grants per year. The Ho tant’grant and %1 Home Loan appropriations
iNg ap

are both underspent, so this cost cag be metfrom the st propriations.

7 January&1 it come into effect that same
y go on sal ected regions shortly after this

I plan to announce the change on
day because some KiwiBuild ho

2
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Annex B: The price distribution of existing homes and new builds purchased
with the help of a HomeStart grant

1. The charts below show the price distribution of homes purchased with the help of a HomeStart
grant in the year to June 2018. Due to the HomeStart eligibility criteria, we can only make
regional comparisons of the prices existing homes priced under $400,000 and new builds
priced under $450,000.

2. This data shows that the price distribution of lower priced existing homes differs significantly
between areas 1, 2 and 3, but the price distribution of lower priced new builds is similar across

all areas. This suggests that the price caps for new builds should be more similar across
regions than the price caps for existing homes builds. This comparison is limited by not hav

data on higher priced existing homes to compare as well.
3. Officials are investigating more comprehensive measures of new buil @Jsing Co%

sales data.

Existing homes New builds

70% - 80% \
7 =4
60% -  ———Area1 (62 sales) 0% 7
60% - —Are s}
50% - = Area 2 (1887 sales) sales)
r

50% e A
0% sales)
30%
20%
10%
0% - = " = : . ! -
®
DU P »0

3 » » > S &P L & &P
v Ny A B 2 » >
3 S 1 (v4 y o 8 S M
§ & R
House price ($ thousand) use price ($ thousand)

40% -
30% -

| = Area 3 (5622 sales)
|
20% ‘
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Annex C: The estimated cost of increasing the new build cap in area 3 to
$500,000

1. The total estimated cost of increasing the house price cap for new builds in area 3 from
$450,000 to $500,000 is $3m per year. This is composed of:

e  Just under $3m per year for HomeStart grants,

e $30,000 per year for Welcome Home Loan underwrite costs, and
e asmall amount arising from the costs of implementing the change.

2. These costs arise because increasing the cap is expected to roughly double uptake of
HomeStart and Welcome Home Loans for new builds in area 3. The reas:?s for this are:

e  Uptake of HomeStart grants and WHLs is roughly proportional t mber of

available below the house price caps.

Data on HomeStart grants indicates that the price distri new builds bMith
the help of a HomeStart grant is broadly similar in areas

In area 2, for each new build bought with the help of%meStart grant
t

nder $450,000,
there is one new build bought with the help of a rt grant priceld bef

$450,000 and $500,000. This implies that ingrea ouse price cap fro
to $500,000 in area 3 will roughly double the grants made for new
builds in area 3.

) In the year to June 2018, 229 new build rchased with the Relp of a HomeStart
grant in area 3 at a total cost of $2.96m suggesting that afound an additional $2.96m of
grants can be expected from increasin aps.

. In the year to June 2018, 8 WHLs ade inore@w a total value of $2.6m. The
underwrite cost of this is 1% ofithe loan amoun . If uptake of WHLs for new
builds in area 3 doubles afte rease in th , this will result in around $30,000

per year in additional unden
3. Risks to this estimate are: '

e  Upside risk from Ki@facilitating .
e  Downside risk i rices contiflie tQyrise in regional New Zealand, making it harder

to use the grant, ome people Using the scheme to buy homes priced between
$450,000 a ,000 waould % bought a different home that would have been
eligible tart gra away.

¢
N

S

&
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MINISTRY OF HOUSING
AND URBAN DEVELOPMENT

Briefing

Financial support options for Eastern Porirua redevelopment,

Residential Construction Response Fund, and First Home

Grants @
For: Hon Dr Megan Woods, Minister of Housing A

e,

Date: 30 June 2020 Security level: et - Sensitiv:
Priority: High Report nunt F19/2006@717
Purpose [ /

1.

Recommended actions

4
To provide you with three broad options for provi argeted ﬁnanc pport for the
residential construction sector using $100 millio Wave 3 fundingyiand $250 million of

recyclable funding from the KiwiBuild appro . These optigns relate to the Eastern
Porirua redevelopment, the proposed Reéial onstructi onse Fund, and

potential changes to the First Home Gran
4

2.

The Ministry of Housing and Urb ewelopment ommends that you:

1. @-‘t of Scope Noted

2. @% § Agree / Disagree

3. Note\@uree optio Qg the funding are: Noted
Q)

\Qu of Scope
2. optio%\() million for changes to the First Home

Gran Out of Scope

- O
Out of Scope

S

0 ndicate which option you would like to progress Indicate

5.  Agree to discuss a mechanism for progressing your preferred Agree
option noting that you will need Cabinet approval for changes to

Budget Sensitive — BRF19/20060717
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Background

3.

You have asked for further advice on
the options for using that funding, and specifically on the Eastern Porirua Redevelopment,
the proposed Residential Construction Response Fund (the Response Fund), and potential
changes to the First Home Grants.

Based on that proposed funding envelope, the three broad options are;

a.

Option two: $50 million for changes to the First Home Gg&n

-

b.

We set out the options below, including their cost

Q. penefits.

Participants in the residential housing roundt you held last week proposed options

for increasing the First Home Grant and for{fdroadening the sc f Crown underwrites for
the Responsé&Fund): Officials had committed

residential developments (as proposed t
to reporting back to you by 9 July 2020qwithdicative costi the First Home Grant
proposal put forward by Master Builders Il as advice @ tentially changing GST

treatment for Build to Rent properties.

pment and the Response Fund)
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Potential changes to the First Home Grant ($50 million from Wave 3)

Background

33. The First Home Grant scheme provides deposit support to eligible first home buyers and
second chancers. This scheme is intended to help households who have enough income to
service a mortgage, but do not yet have a deposit. The scheme offers each individual buying
a home up to $5,000 for existing properties, or up to $10,000 for new properties.

34. Broadly speaking, there are two main eligibility criteria - income caps and house price caps.
For the income caps, applicants must have an income of no more than $85,000 for a single
purchaser, or no more than $130,000 for two or more purchasers. The house price caps
set out in Table 2.

Table 2: Current house price caps for First Home Grant and Loa

Region Existing h S New ho
Auckland, Queenstown Lakes District $600,000 $650,000
Hamilton City, Tauranga City, Western Bay of

Plenty District, Kapiti Coast District, Porirua K

City, Upper Hutt City, Hutt City, Wellington @)0

35. There are three main policy setti
Home Grant. These are to increa
the income cap.

City, Tasman District, Nelson City, $®)
Waimakariri District, Christchurch City,
Selwyn District
Rest of New Zealand 00,000 $500,000
Analysis c ’
s tha

be chmgcrease uptake of the First

e size of the

ase the price cap or increase

36. Options have been limited to

a. Option A: Increase ome Gra builds by 50 per cent
b.  Option B: Increas rst Home d Loan price caps for new builds.

37. We have not includ tion to increase income caps as it would not be well targeted
to those that need.de support fr; overnment to buy a home.

Option A: Incre Flrst Hom @ new builds by 50 per cent

38. If you wis i ase the si First Home Grant, we recommend that you only
increase nt for n ds.§his would help to minimise any inflationary pressure that
incgéasing rant ma& the existing home market, and more directly support the
re i

onstruction sec
39. Fromaur initial analysiSyincreasing the size of the First Home Grant for new builds by 50

percent would co eén $43 million and $56 million over four years. This would mean
that each appff as been a member of KiwiSaver for at least three, four, or five
years would ,000, $12,000, and $15,000 respectively, increased from $6,000,

$8,000, and$10,
40. This opii N not have implications for KiwiBuild settings.
Option B%e the dwelling price caps for First Home Grants and Loans for new builds
41. fA iveély, you could increase the new build price caps for both the First Home Grant and
he current house price caps were last set in 2016. House price inflation, particularly in

: urban centres, has resulted in it becoming more difficult for first home buyers to find a
home under the current price caps.

42. Increasing the house price cap for new builds by $50,000 for each respective price bracket
would likely cost between $23 million and $35 million over four years. We expect that
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increasing the new build price cap would primarily be taken up by buyers in Auckland,
Hamilton, Tauranga, Wellington, Nelson and Christchurch, and their surrounding functional
urban areas. In more regional parts of the country, few First Home Grants are currently used
for people buying new builds, and we do not expect this behaviour to change significantly.

Potential impact from these options

43. It would only be viable to fund one of these options within the $50 million envelope because

progressing both would require them to be watered down in a way that would not meet their
objectives. W

supporting households who would not have bought otherwise. For a household committi
purchase a new home, the impact of $50 million expenditure on First
Loans for the residential construction sector is likely to be reasonabl
investing the same amount through the Response Fund. We o)
changes would stimulate the number of new buyers needed &g
therefore have any stimulus impact.

44. There is a broader question about the degree of impact either option would have on %
n

Grants a

d, compa
nvinced that thes
tivise new supp nd

45. More specifically limitations of option A include: \

a. it is likely to give a larger grant to those that (1) ready have Beenseligible and
(2) could have afforded to buy a house wit gipal size ;

b.  the proposed grant increase of $3000-$50 small proport f a'deposit, or of
ongoing mortgage costs. The increase i e unlikely to change banks’ decisions
on whether to approve finance;

C. the increase would predominantly s ouseholds ing*o buy in centres where
the cost of construction is similar4g, th stofane use. It would have limited
impact on regions where the,cost o existing®h gnificantly less than a new
build

d. there is a question about $50 millio e r years would be sufficient to
cover the increased si e grant given %eholds given the demand driven
nature of the grant chemes.

46. Option B would support olds that ot'have otherwise received the grant.

in a position to service a mortgage on these

However, as these h would n
higher priced home nsider that%‘ these households are already likely to buy a
home without a overnme

. They may, however, need to continue saving
towards a m rlanother v&

current levels sends a clear signal to the sector about

47. Further, k € price caps,at
what the ment considers e an affordable home. At the residential housing
: e partici% ued against an increase in the current price caps for
[ o h

arguing that the re having the desired impact of driving the
tion/develo nt sector to change delivery models. In addition, the First Home

Grant amnd Loan pri are currently aligned with the Kiwibuild price caps and this would
need to be tal@n %sideration.

48. There are als X\ ns from economists and the banking sector that house prices will
e

decline.;rhi hat there is a risk that further increasing the price caps could influence
dema p house prices.
Option & ort the Response Fund only Out of Scope

O Out of Scope
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Consultation

The Treasury has been consulted on the
Construction Response Fund, and on the
een informed of this paper. DPMC has been

ent andQ
Flrst Ho% and broaden the scope of Crown underwrites for

ulted on this
the ReS|

51. Kainga Ora have bee
earlier policy develo
Eastern Porlrua red
informed.

52. Proposals to

reS|dent|a ments b Build properties are consistent with the

reco s from \ ial housing roundtable which you held with key sector
Next st
53. Cabinet apprqyal ired for any changes to the First Home Grant|  Out of Scope

Budget Sensitive — BRF19/20060717 10
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MINISTRY OF HOUSING

~ AND URBAN DEVELOPMENT ' ' '

Aide-memoire

Advice on potential changes to the First Home Grant and Loan price (»
caps ;

For: Hon Dr Megan Woods, Minister of Housing
Date: 31 July 2020 Security level: In Confidence %
Priority: Medium Report number; 120/21070379

Purpose \
1.  This aide-memoire responds to your request for advi@ ngingithe p@ps for the

First Home Grant and First Home Loan (First Home e house
price caps do not reflect market prices.

ts) in pl w
Background E

2. On 30 June 2020 the Ministry of Housing rban Developgent{UD) provided you with
gstin%’

advice on the options for providing tar ncial suppe e residential construction
sector (BRF19/20060717 refers). As pa lvice on increasing the First
Home Grant or increasing the dweélli ome Products. We advised
that you prioritise funding to deli
to make changes to the First

IS, we movi
g price caps fi

3. The policy aim of the First H
incomes to purchase mo
deliver more affordable

a. First Home provide gra
existing ho a p to $10,000,fofpew builds, to assist with saving for a deposit.

% ds to access a mortgage with a deposit as low as

b. First oans — hel
five per :
4.  The hous caps are cuyfren rouped into three tiers for administrative simplicity, as

1. Thec intended to help first home buyers and second chancers
tively affordab mes and therefore alignment with lower quartile house
for each plac&a key consideration. Note that the price caps for the First Home

B
T\
é\\\O
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Table 1: Current price caps for the First Home Products

Tier | Places Price cap Price cap
existing home | new build

Tier 1 | Auckland and Queenstown Lakes $600,000 $650,000

Tier 2 | Hamilton City, Tauranga City, Western Bay of Plenty District, Kapiti $500,000 $550,000
Coast District, Porirua City, Upper Hutt City, Hutt City, Wellington City,
Tasman District, Nelson City, Waimakariri District, Christchurch City,

Selwyn District

Tier 3 | Rest of New Zealand

reased the new Build

Queenw_akes

new build cap\by $50,000

ided you with
0,000. Our estimate
quire funding of $40

is that this would cost approximately $10 million pe
million over four years to fund. The main driyer is cost is ikely ‘uptake in the main
urban centres, as these are the places wheréWmew builds are ¢glatively more attractive to first

home buyers.
7. We still do not consider that this would no well targ t
a. households that can afford homes at th& price caps are more likely to be
in a position to service a € already, t fore are likely to buy without
government support in ure
b. it would increase pg In places home buyers are more likely to buy
existing homes du price of n ilds far exceeding those of existing homes in

that place
C. places whe er quartile price is notably higher than the current price,
such as town Lakes, @ ease in the price cap of only $50,000 is unlikely to
have& pact fo theme buyers.
You have su tly aske advice on what more targeted changes could be
made to aps \
) k

sequently as or advice on what targeted increases could be made to the
FirstHome Product e caps in places where the price caps do not reflect market prices.
i alysis, these places as where the price cap is set below the lower

For thepurposes S
quartile houseypri at market.
9. Therearea @ places where the lower quartile house price is higher than the price
ac

ese are: Auckland, Central Otago District, Hastings District, Kapiti Coast
District, Matamata Piako District, Napier City, Porirua City, Queenstown
outh Wairarapa District, Tasman District, Tauranga City, Thames
istrict, Waipa District, and Wellington City.

10. aarange from places where there are significant differences between the lower quartile
ictlar, there are some places where the current tier no longer reflects the prices of homes
for that market.

11.  One approach to addressing the disparity between price caps and the lower quartile house
price would be to move places to higher tiers to better reflect market prices in that place.

In Confidence — AMI20/21070379 2




12.

13.

14.

Table 2 sets out the potential changes that could be made under this approach.

Table 2: Potential changes to the First Home Products price caps

Tier Places Price cap existing home Price cap New Build

Tier 1 Wellington, Porirua and Increase from $500,000 to Increase from $550,000 to
Tauranga $600,000 $650,000

Tier 2 Napier, Waipa and Thames | Increase from $400,000 to Increase from $500,000

Coromandel $500,000 $550.000
We estimate that the cost of making these changes would be ia $7

p illio
year. This would require approximately $27 million over four tofund this ch LT
cost of these changes would be relatively similar to the previ jon as it would be'diven
by a sizeable number of potential first home buyers accessing rant to :

a. existing homes due to increasing the price cap by %000 across places
Gre

b. new builds in Tauranga and Wellington due to g' sing the priég cap by $100,000
and because new builds are relatively attractive¥o first home ese places.

While there are some places in Tier 3 that have
increase the price cap of these places wouldgeg

artile prices ve the price caps, to

a. Increasing price cap for all Tier 3 — we'do not recomm s currently for a

number of places within Tier 3 the capyis €ither set approps
house prices are below the caps onie caseg sit ). To increase the caps for

all of Tier 3 would not be wélitargeted and there sks'that increasing the caps
could inflate demand for h N\

b. Introducing an additionalsti rrently thefthree-tier system provides administrative
simplicity and is acces the public. We sider that introducing an additional tier
would be a signifi c e that we idePwould be better done as part of a
systematic review olicy settin

We also note that w asing the pffic s will support households that would not

have otherwise rece e grant, thi s not necessarily mean that the households will

be able to servi erci ge. Additionally, we consider that where household

could servi ge on hi g'/homes, they are already more likely to purchase a

home in th without governmegnt support.
We could,i d begin a ic review of the First Home Product price caps

16.

han,making somx eaks to the First Home Product price caps, we could
d look to undertake a more systematic review of the suitability of the First Home
ettings, i the price caps. This could involve consideration of whether the
current approgch r ing price caps is appropriate, and whether tiers are still fit for
purpose.

This approa Ainclude the development of an investment framework for the First Home
Produets. Id guide decision-making on the policy settings of the First Home
&nsure that they are achieving their policy objective of assisting moderate
households into home ownership.

an investment framework would also shift delegation for changes to the First
’roducts from Cabinet, which would make it easier to adjust the First Home Product
in the future.
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Next steps

18. Officials will meet with you to discuss your preferences for addressing the inconsistencies
within in the price caps for the First Home Products and how you would like us to progress
this work.
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