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The government has released its housing policy aimed at addressing strong investor demand. The key changes are (1) interest

on investment properties will no longer be deductable for tax purposes, (2) the bright line for tax on capital gains has been

extended  to  10  years,  (3) price  and  income  caps  for  First  Home  loans  and  grants  have  been  lifted,  and  (4)  NZ$3.8bn of

infrastructure funding for housing developments has been set aside.  The Reserve Bank will  also investigate the possible

introduction of debt-to-income ratios and restrictions on interest-only mortgages with its findings due in May 2021. We see

three  key  impacts  (1)  greater  house  price  uncertainty  as  residential  property  investors  digest  the  tax  impacts  on  their

personal financial situations, (2) limited impact on residential construction activity with greater demand for new builds from

investors, and (3) a minor headwind to consumer spending reflecting the impost of higher taxes.

Potential significant impacts to the Aged Care sector

This announcement is likely to have the most significant near term impact on the Aged Care sector through three vectors. Firstly,

expectations  with  regards  to  long  term  residential  house  price  inflation  is  likely  to  moderate.  Secondly  and  related,  significant

uncertainty  with  regards  to  near  term  house  prices  may  result  in  increased  lead  times  for  selling  residential  homes,  and  by

implications lead times to settle on acquired aged care units.  Finally,  looking at fundamentals,  versus a counterfactual of  no tax

change there is  likely to be more modest price increases put through by the aged care operators in the near term. We estimate that

a 1% change in unit price growth impacts sector annuity EBITDA by c.1%.

Residential demand likely intact but mix may change

To support supply and the construction of new homes, residential investors are still able to deduct interest on newly built residential

dwellings acquired as an investment. Investors purchased 42.5k homes in 2020 up +17% against the prior year, which compares to

total  residential  consents of  39.9k up 6% over the same period.  In addition,  the NZ$3.8bn of  infrastructure funding is  aimed at

bringing forward private and government led developments. As such, notwithstanding any greater than expected impact on house

prices,  we believe new residential  construction will  likely be sustained at current high levels.  Historically,  interest rates,  housing

turnover,  and  migration  have  been  drivers  of  residential  housing  demand. Interest  rates  are  likely  to  remain  low  near-term  and

anecdotes  suggest  migration  will  lift  materially  once  borders  reopen.  We  estimate  a  1%  change  in  residential  consents  impacts

Fletcher Building's (FBU) EBIT by c.0.4%.

Minor impact on consumer spending

According to the RBNZ 27% or NZ$82bn of  NZ’s  stock of  NZ$304bn of  residential  mortgages was secured against  investment

properties as at January 2021. This suggests the removal of interest deductibility equates to a tax impost of around NZ$0.6bn or

0.6% of total retail sales (NZ$99bn in 2020). This impact will be phased in over four years. We estimate a 1% change in sales impacts

retailers EBIT by c.5%.

Commercial property more attractive

These changes do not impact commercial property landlords. As such investment in lower dollar value industrial and retail assets are

now likely more attractive. Also, with interest deductions still allowed for new rental stock there is little impact to Kiwi Property

Group (KPG) build-to-rent aspirations and could potentially be a positive if stronger residential rent growth improves yield on cost. 
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The policy detail
The government has released its housing policy aimed at addressing strong investor demand. The key changes to housing policy

include:

Interest costs can no longer be deducted when calculating taxable income/losses. This applies immediately for investment property

acquired from 27 March 2021. For existing investment properties the deductibility of interest will be phased out over four years. The

government is consulting on exemptions for new builds purchased as investment properties and if interest costs could be deducted

from any taxes paid on the sale of the property (i.e. under the bright line test).

The bright line test for tax on gains in house prices will lift from five years to ten. The bright line test will remain at five years for

newly built investment properties and the family home, and inherited property will continue to be exempt. These new rules apply to

property acquired on or after 27 March 2021.

Price and income caps for First Home loans and grants have been increased.  The First Home grant provides first home buyers up to

NZ$5k for an individual and up to NZ$10k for two or more buyers purchasing an existing dwelling and up to NZ$10k for an individual

and up to NZ$20k for two or more buyers purchasing a new dwelling. First Home loans are underwritten by the government which

only require a 5% deposit. The maximum income to receive this assistance has been lifted from NZ$85k to NZ$95k for an individual,

and  from  NZ$130k  to  NZ$150k for  two  or  more  buyers.  The  price  caps  on  home  that  can  be  purchased  using  either  form  of

assistance have been lifted by NZ$50–175k depending on the region the house is located.

The government will set aside NZ$3.8bn to help fund infrastructure around housing developments. The key components of the fund

include (1) a fund to unlock a mix of private sector and government led developments, and (2) additional funding for the Land for

Housing Programme to accelerate development of vacant or underutilised government owned land. The government will consider the

detailed criteria of the fund in June and expects to be funding projects in the 2HCY21. The government will also help Kāinga Ora to

borrow an additional NZ$2bn to bring forward strategic land purchases and developments.

In addition to today's changes the Reserve Bank will report back to the government on the possible introduction of debt-to-income

ratio restrictions and restrictions on interest-only mortgages in May 2021.

Lower near-term demand from geared investors

In our view the most significant change is the deductibility of interest on investment properties. This has changed the economics of

owning a rental property. Property investors accounted for 25%/17% of the value/volume of December quarter mortgage lending.

Near-term  investor  demand  for  existing  dwellings  is  likely  to  be  subdued.  In  our  view,  the  economics  of  residential  property

investment will adjust by either (1) lower house prices, (2) higher rents and/or (3) landlord accepting lower cash returns with the

eventual outcome likely a mix of all three. Assuming an NZ$1m Auckland rental geared at 70% and all else equal, we estimate rents

will need to increase c.NZ$100 per week (or +5% per annum rent growth over the four year phase in period) or house prices to fall by

19% for an investment property to be cash neutral post these changes.

Recently  purchased  investment  properties  and  landlords  with  multiple  properties  and  high  gearing  will  likely  have  the  greatest

leverage to these changes in tax policy while long-term investors with low gearing may see little change to their personal financial

situation. The extent to which new and highly geared investors need to sell assets and lower debt will determine the impact on the

supply of houses for sale and therefore any change in house prices.

Bifurcation of the housing market; an unintended (?) consequence

The idea of exempting new builds from the increased tax on investment properties is driven by the desire to continue to stimulate

supply. However, long term we believe the substantial difference in tax treatment for new builds vs existing homes can create a semi

permanent bifurcation of the residential housing market. New build areas may be dominated by leveraged investors as, all else equal

(rent) it is significantly more attractive to buy new builds. Within the existing stock of "pre 27 March 2021" homes, the opposite may

happen;  where  owner  occupiers  and  unlevered investors  price  out  levered  investors. Over  time  builders  may  pivot  towards  the

investment community, with different preferences in relation to size, number of bedroom, land size etc. 
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Figure 1. Investors account for c.25% of residential mortgages

Source: RBNZ, Forsyth Barr analysis

Figure 2. Low interest rates and...

Source: REINZ, RBNZ, Forsyth Barr analysis

Figure 3. ...and tight supply have...

Source: realestate.co.nz, Forsyth Barr analysis

Figure 4. ...driven recent price growth

Source: REINZ, Forsyth Barr analysis

Figure 5. Break even change in house prices (28% tax rate)

Source: Forsyth Barr analysis

Figure 6. Break even change in rent

Source: Forsyth Barr analysis
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Important information about this publication

Forsyth Barr Limited (“Forsyth Barr”) holds a licence issued by the Financial Markets Authority to provide financial advice services. In making this publication

available,  Forsyth Barr (and not any named analyst personally)  is  giving any financial  advice it  may contain.  Some information about us and our financial

advice services is publicly available. You can find that on our website at www.forsythbarr.co.nz/choosing-a-financial-advice-service

Any  recommendations or  opinions in  this  publication do not take into account your personal  financial  situation or  investment goals,  and may  not be

suitable for you. If you wish to receive personalised financial advice, please contact your Forsyth Barr Investment Adviser.

Forsyth Barr’s research ratings are OUTPERFORM, NEUTRAL, and UNDERPERFORM. The ratings are relative to our other equity security recommendations

across our New Zealand market coverage and are based on risk-adjusted Estimated Total Returns for the securities in question. Risk-adjusted Estimated Total

Returns are calculated from our assessment of the risk profile, expected dividends and target price for the relevant security.

As at 22 Mar 2021, Forsyth Barr’s research ratings were distributed as follows: OUTPERFORM NEUTRAL UNDERPERFORM

42.6% 44.4% 13.0%

This publication has been prepared in good faith based on information obtained from sources believed to be reliable and accurate. However, that information

has not been independently verified or investigated by Forsyth Barr. If there are material inaccuracies or omissions in the information it is likely that our

recommendations or opinions would be different. Any analyses or valuations will also typically be based on numerous assumptions (such as the key WACC

assumptions); different assumptions may yield materially different results.

Forsyth Barr does not undertake to keep current this publication; any opinions or recommendations may change without notice to you.

In giving financial advice, Forsyth Barr is bound by duties under the Financial Markets Conduct Act 2013 (“FMCA”) to:

• exercise care, diligence, and skill,

• give priority to the client’s interests, an

•  when  dealing  with  retail  clients,  comply  with  the  Code  of  Professional  Conduct  for  Financial  Advice  Services,  which  includes  standards  relating  to

competence, knowledge, skill, ethical behaviour, conduct, and client care.

There are likely to be fees, expenses, or other amounts payable in relation to acting on any recommendations or opinions in this publication. If you are Forsyth

Barr client we refer you to the Advice Information Statement for your account for more information.

Analyst certification:  The research analyst(s) primarily responsible for the preparation and content of this publication ("Analysts") are named on the first

page of this publication. Each such Analyst certifies (other than in relation to content or views expressly attributed to another analyst) that (i)  the views

expressed in this publication accurately reflect their personal views about each issuer and financial product referenced and were prepared in an independent

manner, including with respect to Forsyth Barr Limited and its related companies; and (ii) no part of the Analyst’s compensation was, is, or will be, directly or

indirectly, related to the specific recommendations or views expressed by that Analyst in this publication.

Analyst holdings:  For information about analyst holdings in a particular financial  product referred to in this  publication,  please refer to the most recent

research report for that financial product.

Other disclosures: Forsyth Barr and its related companies (and their respective directors, officers, agents and employees) ("Forsyth Barr Group") may have

long or short positions or otherwise have interests in the financial products referred to in this publication, and may be directors or officers of, and/or provide

(or be intending to provide) investment banking or other services to, the issuer of those financial products (and may receive fees for so acting). Forsyth Barr is

not a  registered bank within the meaning of  the Reserve Bank of  New Zealand Act 1989.  Members of  the Forsyth Barr Group may buy or sell  financial

products as principal or agent, and in doing so may undertake transactions that are not consistent with any recommendations contained in this publication.

Other Forsyth Barr business units may hold views different from those in this publication; any such views will generally not be brought to your attention.

Forsyth  Barr  confirms  no  inducement  has  been  accepted  from  the  issuer(s)  that  are  the  subject  of  this  publication,  whether  pecuniary  or  otherwise,  in

connection with making any recommendation contained in this publication. In preparing this publication, non-financial assistance (for example, access to staff

or information) may have been provided by the issuer(s) being researched.

Investment banking engagements: For information about whether Forsyth Barr has within the past 12 months been engaged to provide investment banking

services to an issuer that is the subject of this publication, please refer to the most recent research report for that issuer’s financial products.

Forsyth Barr follows a research process (including through the Analyst certification above) designed to ensure that the recommendations and opinions in our

research publications are not influenced by the interests disclosed above.

Information about Forsyth Barr’s complaints process and our dispute resolution process is available on our website – www.forsythbarr.co.nz.

Disclaimer: Where the FMCA applies, liability for the FMCA duties referred to above cannot by law be excluded. However to the maximum extent permitted

by law, Forsyth Barr otherwise excludes and disclaims any liability (including in negligence) for any loss which may be incurred by any person acting or relying

upon any information, analysis, opinion or recommendation in this publication.

This  publication  is  not  intended  to  be  distributed  or  made  available  to  any  person  in  any  jurisdiction  where  doing  so  would  constitute  a  breach  of  any

applicable laws or regulations or would subject Forsyth Barr to any registration or licensing requirement within such jurisdiction.

Terms of use: Copyright Forsyth Barr Limited. You may not redistribute, copy, revise, amend, create a derivative work from, extract data from, or otherwise

commercially exploit this publication in any way. By accessing this publication via an electronic platform, you agree that the platform provider may provide

Forsyth Barr with information on your readership of the publications available through that platform.
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