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Credit Crisis
Over the last year there have been some extraordinary events
relating to the fall out from the United States sub-prime
mortgage crisis. The demise of several investment banks in
the United States and in Europe was followed by the US
government bailout of mortgage lenders Fannie Mae and
Freddie Mac. The root cause of the problems stems from the
fact financial rewards for mortgage originators were largely
disconnected from the borrowers debt servicing ability. The
subsequent mortgage failures and the re-pricing of risk
resulted in a global credit crisis and an unwillingness of banks
to lend to each other. Intervention by Central Banks has
provided increased liquidity to financial markets but one of
the costs to banks is likely to be increased government
regulation.
Housing Cycles
History shows housing markets are cyclical and tend to
overreact to events, both on the upside and downside. On the
upside many house prices in New Zealand doubled from 2001
to 2007. This at a time when interest rates were low, net
migration was high and consumer behaviour indicated a
belief in indefinite increases in house prices. On the downside
the present sluggish property market is characterised by very
low turnover rates, falling house prices and a general lack of
confidence in housing as an investment.
New Construction Falls
Perhaps the biggest worry from all of this relates to the
substantial decrease in new housing construction. From a
consumer's point of view it doesn't make sense to build a new
house if the price of a near new second hand house is
substantially less than replacement cost. Rational behaviour
by house buyers has already resulted in a steep fall in building
consents and increased unemployment in the building sector.
The consequence for under utilised building and building
supply companies is likely to be an exodus of skilled staff to
Australia and points beyond. Most of these people will
probably not return, at least in the short run.
Options
So what are the alternatives? A number of options are
available ranging from doing nothing and letting the market
take care of the adjustments to direct government intervention
with a state house building programme. Demographic trends
show the NZ population has a natural rate of increase of about
1% per year. A base population of 4.25 million gives a net
rate of population increase of 42,500. An average occupancy
rate per household of 2.7 people indicates a demand for
15,740 new dwelling units per annum.

In addition, there is net migration to consider. Taking a conservative view of net migration of 5000 people per year creates demand
for an additional 1,851 houses. A trend to smaller families leading
to a decreased numbers of people per dwelling and the demolition
of old houses further increases demand. Let us assume underlying
demand is for 18,000-20,000 new houses per year. On current projections (based on the building consent and information compiled
by Statistics New Zealand) the new build rate has dropped off to
around 15,000 on an annual basis. In the short run the over building of houses during the property boom is likely to take care of
demand. However the medium term outlook is of concern.
Replacement Rate Trend
The chart below is taken from the ‘Hot of the Press’ series on the
Statistics NZ website. It includes the October 2008 building consent information for new dwellings. The trend line shows for a
downward trend in building consents. By early 2009 it seems likely
the new building rate will fall to around half the required replacement rate as set out above.

In a previous publication in this series (Vol. 10 No. 1) this author
advocated the sale of state houses to tenants and people on the state
house waiting list and the use of the cash generated to build more
state houses. This could be done at no cost to the taxpayer because
the new houses would be medium density developments, mainly in
Auckland. These new houses would be built on land already owned
by the Crown on floor plates of 90-120m2.
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One of the advantages of the scheme is that it could put skilled
people to work who would otherwise leave the country or go on
the unemployment benefit. Besides costing the taxpayer nothing
the new residents would benefit from reduced household expenditure on energy related items including commuting and heating
costs.

Median Rents

House Size
A problem with a market based solution to housing supply is
new housing is almost exclusively being built by property developers and the more affluent section of the community. This has
resulted in a substantial increase in the size of new single family
stand-alone houses. Statistics NZ data shows the average size of a
new house in 1991 was 139m2 and by 2006 this had increased by
37% to 191m2.
Would it be better to build smaller houses and put the resources
being saved into more productive opportunities such as the export
sector? Of course there are all sorts of freedom of choice issues
in this and the voting population is unlikely to agree to having
their own new houses limited in size. However, if taxpayer
money is involved then there are good reasons why the size of
new housing should be moderated and the land used to its highest
and best use.
Tenure
Ideally state rental houses should be seen by tenants as a stepping
stone into eventual home ownership and not as a life time right to
subsidised occupancy. Perhaps then there is an argument for limiting the amount of time more affluent tenants can occupy state
houses? Currently the relatively low occupancy rates in some
state houses results in a misallocation of resources for approximately 2600 homes. It also seems likely that state house tenants
paying market rents (around 6000) are likely to be in the best
financial position to purchase the houses they are renting.
Rental Levels Generally Flat
Over the last quarter the national private sector median weekly
rent decreased by 1.67% bringing it back to $295 per week, the
May 2008 level. The weakness in the rental market is also reflected in only a 1.72% annual increase in the national median
weekly rent. This increase is below the rate of inflation and increases in wage growth. Anecdotal evidence suggests rents are
being held down by low net migration, an increase in the supply
of houses available for rent due to the downturn in house prices
and worries about unemployment rising. The table at the top
right hand column on this page shows rental levels in the main
cities over the survey period.
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North Shore
Waitakere
Auckland
Manukau
Papakura
Hamilton
Tauranga
Rotorua
Gisborne
Hastings
Napier
New Plymouth

270
370
320
350
330
300
280
295
220
230
250
270

270
395
330
350
350
312
282
300
230
240
270
280

270
380
330
350
350
320
290
300
220
240
260
282

240

280

270

Wanganui
Palmerston North

190
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Kapiti
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Upper Hutt
Lower Hutt
Wellington
Nelson
Christchurch
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300
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300
360
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Dunedin
Invercargill
All NZ

250
180
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220
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300

250
195
295
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