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- Introduction

LOCAL MEASURES OF HOME
OWNER AFFORDABILITY

New Zealand has a strong culture of home ownership. Its
internationally high rates of ownership were fuelled between
the Second World War and the late 1980s, by government
actively promoting the benefits of home ownership and
supporting families wishing to buy or build their own homes.!

DECLINING HOME OWNERSHIP

From 1991 to 2001 home ownership rates fell by six
percentage points, from 73.8% to 67.8%. This is a
significant fall over a short time period, albeit from a
high level.

The decline in home ownership rates has been most
acute among younger age groups. Whereas overall
home ownership rates dropped by six percentage points
between 1991 and 2001, ownership rates fell by 12.7
percentage points for 25-29 year olds, 12.5 percentage
points for 30-34 year olds, and 10.4 percentage points
for 35-39 year olds. The decline in home ownership rates
has also been acute among single parent households.?

If these trends persist, the home ownership rate will fall
to 62.5% by 2011. This would mean that 80,000 fewer

households would be home owners than if todayis rate
of home ownership applied.®

Declining home ownership rates is thought to result
from a number of factors:*

» Changing labour market dynamics resulting in more
casual work and job changes that affect security
of income and therefore mortgage servicing ability

» Changing social dynamics resulting in more fluid
and changeable family arrangements

» Increased competition between first home buyers
and residential property investors at the lower end
of property markets

» Increasing uptake of tertiary education and student
loans, along with people having families later in life

» House prices rising faster than household incomes,
and increased levels of consumer debt

» Removal of specific assistance for entry into home
ownership.

The decline in home ownership rates in New Zealand
over the past decade contrasts with the experience of
other Anglo countries over this period, who presumably
have roughly similar preferences around home ownership
as New Zealand households. Home ownership is rising in

the UK, the US and Canada even though affordability has
worsened in the UK.® New Zealand historically had the
highest rates of home ownership among these countries,
but this is no longer the case.

Australian home ownership rates seem to have declined
slightly over the past decade, and are now approximately
70% T slightly higher than in New Zealand. Australia

has also experienced a reduction in home ownership
rates among the young.® The Australian Productivity
Commission provides evidence to suggests that the age
of first home buyers has increased over the past decade.”

For many households, home ownership contributes

to positive economic outcomes and associated
improvements in health, educational attainment and
well-being. High home ownership rates have positive
effects within communities, and are associated with the
growth of social capital and increased neighbourhood
stability.®

The expectation that home ownership will serve as a
vehicle for retirement savings through equity growth is
also well established. The ability of home ownership to fill
this role in the future is less certain though, as increasing
ease of access to mortgage finance is leading to higher
debt over longer periods.

In addition, the decline in home ownership rates
alongside the strong increase in house prices means
that the distribution of household wealth is likely to have
become more unequal. Existing home owners have
experienced a strong increase in household wealth, while
prospective home owners have not benefited and face
an increase in the cost of housing. In some senses, this
represents a transfer of wealth from prospective home
owners to existing home owners.®

The decline in home ownership has prompted policy
initiatives to assist people move into home ownership.
These initiatives recognise that the costs, and difficulties,
of accessing home ownership vary sharply from one
location to another, and that these difficulties are most
acute in the larger urban areas, particularly in the
Auckland region.



- Methodology and data sources for the ratio and affordability analyses

VARIATIONS IN HOUSING AFFORDABILITY LOCAL HOUSEHOLD INCOMES

Recent research has improved our understanding of
the variations in housing affordability in New Zealand.*°
What distinguishes this research from other research
on housing affordability is the focus on the ability

of working households to purchase their first home,
and the emphasis on a spatial analysis of patterns

of housing affordability at a local authority and sub
local authority scale.

To undertake this research requires the availability
of consistent measures of local house prices and data
on local household incomes.

LOCAL HOUSE PRICES

Local house price data is readily available from Quotable
Value New Zealand (QVNZ) and the Real Estate Institute
of New Zealand (REINZ). But the QVNZ and REINZ data
most commonly cited gives little or no indication of the mix
of properties sold in an area. Yet survey data indicates
that the size of dwellings varies over time, both regionally
and more locally."

In order to provide a consistent measure of house prices
between one locality and another, the analyses in this
study make use of a specially commissioned data set
obtained from QVNZ. This data set provides house prices
for every local authority, and suburb in New Zealand,
based on properties with two or three bedrooms.

Lower quartile house prices are used for the affordability
analyses in this study in preference to average or median
house prices. Lower quartile house prices are used

to more closely approximate the circumstances of first
home buyers, who tend to purchase at the lower end

of the housing market.

The results of affordability analyses differ somewhat from
the AMP Affordability Index (the most commonly cited
affordability measure in New Zealand). The Index looks
at the change in the cost of home ownership over time.
The Index is derived from average weekly earnings,

the median dwelling price and the prevailing mortgage
interest rate.

The Index however does not illustrate the affordability
problems affecting people at the lowest income levels.
The ratio and analysis results reported in this study,
although only roughly comparable, indicate that the
deterioration in housing affordability is more pronounced
than indicated by the Affordability Index.

The most detailed local data on earned incomes

is available from the five-yearly Census. Two other
sources of income data are available: the Household
Economic Survey and the New Zealand Income Survey
(a supplement to the Household Labour Force Survey).
While there are some differences in the income measures
used by these surveys and those used by the Census, the
main limitation of the surveys is their inability to provide
data at small geographical levels. For this reason Census
data on household incomes was used in this study.

The analyses focus on working households, where the
household representative as recorded on the Census
is aged from 20 to 39 with at least one adult in full time
employment. This age range encompasses the great
majority of first time home buyers.

Income data in the Census is collected via a single
question where each individual aged 15 and over is
asked to mark the income range that fits their annual
gross income. It relies on the respondent remembering
all sources of income they received over the year in
gross (before tax) amounts and as such is not a perfect
indicator of the income actually received. The quality of
the income data used in this report is also affected by
other factors.

Household Income is derived by adding together
midpoints of income ranges of each individual in the
household on Census night. People away from the
household on census night are not fiput backd into
the household to calculate household income. Hence
household income may be understated for these
households.

The income question was not answered by a number

of people in the 2001 Census. In particular this affected
people on low incomes, Maori, young people and women.
This may have the effect of overstating median incomes,
particularly in some areas of New Zealand.

In addition, there is an inconsistency between time
periods for the income question and the questions

defining full-time employment asked in the Census.
This may result in some household incomes being

understated/overstated in Census results.

However as the Census collects data from the whole
population it remains the best source of data for
examining small geographical areas.



- Methodology and data sources for the ratio and affordability analyses

THE RATIO AND
AFFORDABILITY ANALYSES

This study comprises two complementary analyses.
These are:

1. The ratio analysis. This computes house price to
income ratios for local authority and local authority
sub-areas, throughout New Zealand. Ratios are
calculated based on lower-quartile house prices for
two/three-bedroom dwellings, and lower-quartile
incomes for working households.

2. The access analysis. This computes the proportion
of working households in each local authority and
local authority sub-area, that would be able to purchase
a local two/three-bedroom dwelling based on lower
quartile prices.

Lender practices in defining incomes required to
purchase a house vary, but a typical maximum loan
would be three times gross household income. For the
access analysis an affordability threshold is calculated
based on a simple 3:1 mortgage to income ratio, and an
assumed ten percent deposit.’? The threshold household
income level calculated in this way is then applied against
the distribution of earnings from the 1991 and 2001
Census. In this way it is possible to derive estimates

of the proportions of households with incomes below

the threshold level required to purchase in each local
authority and sub local authority area, at lower quartile
house prices for 2/3 bedroom dwellings.

Both the ratio and access analyses use the same
household income data derived from the 1991 and 2001
Census, plus QVNZ house price data for the same years,
to investigate changing patterns of housing affordability
over this period.

This study focuses on housing affordability at local
authority and sub local authority levels. Analysis was
conducted at a sub local authority level in an attempt to
learn more about the variation in housing affordability that
exists within local authorities, especially within the larger
urban local authorities.

The factors used in determining local authority sub
areas included:

» The population of the local authority T local authorities
with populations above 50,000 were divided into sub
areas.

» The income profile of groups of contiguous statistical
area units (SAUs) T where possible SAUs with similar
income profiles were grouped together.

» The tvisual coherenceb of the sub area when mapped.
» Knowledge about local housing markets.

In general, sub areas were the equivalent of three to
four suburbs, each sub area with a population of 25,000
to 35,000. For example, the Auckland region was
divided into 31 sub areas, and both the Wellington

and Canterbury regions into 9 sub areas.

Ratio and access analyses for sub areas were conducted
in the same manner as for local authorities. The tables
and figures in Appendix 1 and 2 show the results of the
analyses for all local authorities and for 71 sub areas.

A summary of the results of the ratio and access analyses
are considered in turn below.



Table 1 lists the local authorities with the highest house
price to income ratios, including four cities and eleven
districts. Table 1 indicates that local authorities in the
Auckland region feature prominently in having high
house price to income ratios, between 4 and 6 to 1.

TABLE 1 Local authorities with the highest
house price to income ratios

(lower quartile house prices to lower quartile incomes)

Territorial 2001 1991
Local Authority house price to  house price to
income ratio income ratio
Oueenstown Lakes District 5.67 3.56
Thames Coromandel District 5.54 3.60
Auckland City 5.06 3.44
Tauranga District 4.69 3.36
Rodney District 4.68 3.28
North Shore City 4.67 3.20
Tasman District 4.61 3.62
Western Bay of Plenty District 4.56 3.25
Wellington City 4.46 3.18
Manukau City 4.42 2.88
Opotiki District 4.34 2.16
Whakatane District 4.23 2.55
Papakura District 4.20 2.83
Far North District 4.11 2.79
Taupo District 4.10 2.77

Table 1 highlights that a number of less populous local
authorities with relatively low household incomes also
have high house price to income ratios. These include
Thames Coromandel District, Western Bay of Plenty
District, Opotiki District, and Tasman District.

Household incomes vary significantly in different localities,
as do house prices. For example, in 2001 the lower
quartile income for working households in Wellington

City was $47,100, the highest of any local authority in
New Zealand. The comparable figure for Opotiki District
was just $24,200, the lowest of any local authority in

New Zealand. Yet Wellington City (4.46:1) and Opotiki
District (4.34:1) had similar, and relatively high, house
price to income ratios.

- The ratio analysis

Figure 1 and 2 (see Appendix 1) illustrate house price to
income ratios for all local authorities for 1991 and 2001.
Key points from the ratio analysis include:

» House price to income ratios vary widely across
New Zealand. In 2001, ratios ranged from a high
of almost 6 tol for parts of Auckland City and the
Queenstown Lakes District, to around 1 to 1 for
the Gore, Rangitikei and Clutha Districts.

» House price to income ratios deteriorated in most
local authorities. From 1991 to 2001, house price
to income ratios increased in 66 local authorities
and decreased in just 9.

» Increases in house price to income ratios over the
decade were most pronounced in the Auckland
Region and in smaller fast growing areas, including
the Queenstown Lakes District, Thames-Coromandel
District, Tasman District and the Bay of Plenty.

» House price to income ratios were relatively stable
in rural locations and areas that experienced little
population growth over the decade.

These results can be compared with those of a UK

study, similarly entitled Can work T canit buy: local
measures of the ability of working households to

become home owners.*® A key finding of this UK study
was that the difficulties in purchasing a house were not
confined to areas with the highest house prices (London
and the South East region). The study demonstrated

that households in the South West of England faced
comparable housing pressures to London and fared worse
than households in the South East of England. This was
due to a combination of relatively low household incomes
in the South West region (compared to London and the
South East region), and moderately high house prices.
The ratio analysis for New Zealand show similar patterns.
The results confirm the difficulty many households face in
purchasing a house in the Auckland region, and identify
a number of fast growing local authorities with relatively
low household incomes who face comparable housing
affordability pressures.

Appendix 1 and 2 provides more detailed results of the
ratio analyses.



The access analysis provides a measure of the proportion
of households that would be unable to afford a house, at
lower quartile house prices, for each local authority and
sub local authority area.'* A household is deemed able to
afford a house if three times its gross annual income is
less than or equal to the lower quartile house price figure
for that local authority, based on an assumed ten percent
deposit.

It is also important to note that a further proportion of
working households would be able to purchase a house
with prices below the lower quartile level for 2/3 bedroom
dwellings. In many cases these would be smaller
properties. The precise numbers and proportions will vary
from one area to another, depending on the distributional
profile of house prices and sizes, and household incomes
in each area.

Additionally some households will be able to purchase
utilising significant levels of savings to supplement their
mortgage, while some households will be unable to save
a ten per cent deposit.

While the analysis does not provide an absolute
measure of working households unable to purchase in
any circumstances, it nonetheless provides a consistent
measure of the relative difficulty of accessing the lower
end of the housing market.

- The access analysis

Table 2 lists the top fifteen local authorities ranked by

the proportion of working households unable to purchase.
While many of the high ranking authorities in the ratio
analysis also have high ranking in the access analysis,
there are also some marked differences. These
differences reflect variations in the distribution of

house prices and incomes within each area.

In 2001 Queenstown Lakes District was the highest
ranked (least affordable) local authority. Many areas
within the Auckland region were as, or more,
unaffordable (see Appendix 1 and 2, Auckland

sub area tables and maps).

Figure 3 and 4 illustrate the results of the access analysis
for all local authorities for 1991 and 2001 respectively.

TABLE 2 Local authorities with the highest households unable
to afford a house at lower quartile house prices

Percent unable to
purchase 2001

Territorial
Local Authority

Oueenstown-Lakes District 71.4
Auckland City 69.4
North Shore City 65.3
Rodney District 63.8
Wellington City 60.4
Waitakere City 57.1
Tasman District 54.7
Banks Peninsula District 53.4
Manukau City 53.1
Christchurch City 51.0
Waimakariri District 49.7
Nelson City 49.0
Whangarei District 48.6
Papakura District 47.0
Upper Hutt City 45.6

Rank Percent unable to Rank
2001 purchase 1991 1991
1 31.2 11

2 38.3 3

3 52.7 1

4 32.0

5 47.8

6 28.0 17

7 324 8

8 335 7

9 29.6 15
10 30.7 13
11 34.4 5
12 31.6 10
13 30.1 14
14 23.2 21
15 33.9 6



Overall results from the access analysis indicates that
between 1991 and 2001:

» There was a widespread and significant increase in the
proportion of working households unable to purchase
a 2/3 bedroom house at lower quartile house prices.

» The proportion of working households unable to
purchase increased most sharply in Queenstown
Lakes District (up 40% to 71%), Auckland City
(up 35% to 69%), Waitakere City (up 29% to 57%),
Tasman (up 22% to 55%) and Manukau City
(up 23% to 53%).

» The ability to purchase at lower quartile house prices
decreased by over 20 percentage points in 15 local
authorities, by 10-20 percentage points in 19 local
authorities, and by 0-10 percentage points in 34
local authorities. Housing became marginally more
affordable in 5 local authorities, but these were areas
where housing was already relatively affordable.

Appendix 1 and 2 provides more detailed results of the
affordability analyses. Appendix 1 illustrates patterns

of housing affordability with maps for the Auckland,
Wellington and Christchurch regions. Appendix 2 provides
tables of results for all local authorities and for 71 local
authority sub areas.

SUMMARY

The ratio and access analyses illustrate that the
ability to purchase a home varies greatly across
New Zealand, within regions and local authorities.

The ratio and access analyses highlight the increasing
difficulty faced by working households seeking to buy a
house in 1991 compared to 2001. The results confirm the
difficulty of purchasing a house in the Auckland region,
and highlight a number of smaller urban areas who face
similar housing affordability pressures.

The rapid rise in house prices since 2001, outpacing
rising household incomes, will have accentuated these
affordability pressures still further. Ongoing research at
small area scales is warranted to better understand and
respond to changing patterns of home ownership.
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Appendix 1 » Housing Affordability Maps

FIGURE 1: Ratio Analysis for Local Authorities - 1991
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