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Short term thinking vs long term solutions
Aotearoa’s housing crisis is acute and well documented and is having significant impacts on families
across the country. Voices from all parts of society are demanding that we find solutions and do
better. As a result of the need we are seeing multiple streams of effort being applied to try to
realise substantive and sustained additions to our housing stock.
Build-to-Rent has attracted recent attention as one of these streams. This approach sees homes built
specifically for long-term renting. The aim is to provide the residents with warm, dry, safe homes
with the added benefit of security of tenure.
This last aspect is interesting to unpack more because it represents a novel component for New
Zealand’s rental market. In contrast to many other countries, Kiwi households typically only have
rental tenancy agreements for short 12-month periods. This leads to a culture of change with the
renters moving house on average just over every two years.
The impact of a lack of security of tenure on families is well documented; children are less likely to
form friendships and engage in extracurricular activities, families are less likely to form meaningful
relationships with their neighbors, a far lower sense of ‘home’ is held by residents and living spaces
and gardens aren’t personalized. Not only that, the financial costs of having to relocate frequently
typically falls on those who are least able to bear those expenses.
Simply put, longer security of tenure is better for the residents as they get enhanced wellbeing. But
it is also of great benefit for landlords as they too benefit from a lower risk profile due to less
frequent changing of tenants, less administrative costs to swap new tenants in/out and less time
with their homes being vacant and not attracting rental income.
Build-to-rent also offers opportunities to unlock economies of scale with respect to site layout (more
efficient use of space), construction delivery and access to wholesale capital markets (as is typical
overseas). In theory, this should lead to a more efficient housing sector and lower prices.
Recent evidence of built-to-rent becoming more mainstream (through wholesale investment
opportunities being offered) is encouraging for the continued maturation of our housing sector.

Longer term challenges
However, New Zealand’s housing market is also suffering from a continued decline in home
ownership rates. While other, more mature, housing markets have successfully uncoupled the
housing market from personal wealth generation, in New Zealand the two are still intrinsically
linked. There is no avoiding the fact that the majority of New Zealand’s families are basing their
financial security in
retirement on having a
freehold home to live in.
A family being able to live
‘for free’ in your own
home with no mortgage
payments (only rates,
maintenance and
insurance) is one of the
accepted offsets from a
reduction in income once
an individual or couple
have stopped working.
In an ideal world, we would have a vastly enhanced culture and level of personal savings (being
affordable through greater productivity), leading to levels of KiwiSaver portfolios that enable
retirees to continue to rent comfortably while on the pension (if indeed the pension even exists as
we know it in 30 years’ time). However, such a world does not yet exist. Culture change of that
nature will take both robust government policy directives and generations of incremental change.
Instead, what we are seeing is an increase in numbers of families who reach retirement without
owning a home or having paid off their mortgage. This is a scary reality for many. However it is
bound to increase over time as house prices rise and people rent right up and then through what
used to be referred to as their ‘golden years’.
Therefore, while the impact of increased Build-to-Rent properties will be an increase in the provision
of warm, dry, secure housing it will also lead to a further decline in the levels of home ownership
rates. This will leave a bigger burden on the government to subsidise greater volumes of retirees
through the national pension system.

Adding a ‘Plus’: The best of both worlds?
But what if there was a way to provide families with both security of tenure and increase home
ownership?
The answer lies in an enhanced Build-to-Rent model which draws on wealth sharing principles often
found in the financial structures behind cooperative homeownership and rent-to-buy progressive
home ownership schemes (delivered for years by Habitat for Humanity, the New Zealand Housing
Foundation and others).

Central to this model is the risk/return environment in long-term secure rental homes. As noted
above, providing security of tenure for tenants makes financial sense from a landlord’s perspective.
We project that this has the potential to increase net operating margins by 6.5% through reduced
vacancy rates and maintenance requirements (from tenants with increased agency and ‘ownership’).
From a development perspective, the economies of scale from medium/large scale projects and
access to lower cost wholesale construction finance are also likely to provide further savings of the
same quantum.
In addition to increased potential returns, the same benefits can be expected to the risk profile of
landlords. Common sense would dictate that the risk of damage to homes falls and tenancy duration
increase when a resident views their long-term lease as their ‘home’ and not just a ‘house’. A place
to dwell for the next 12 months is not going to be treated with the same respect as a place here you
watch your children grow up.
Drawing these two components together provides the ability for property investors that want to
make a fair return on their capital to also contribute towards a more equitable society1. That’s why
we think there is a ‘Plus’ that can be added into the normal Build-to-Rent equation which would lead
to substantial positive impact.
If Build-to-Rent provided investors the ability to make higher returns in a lower risk environment,
the ‘Plus’ option exists to share some of these returns with the very people that are de-risking your
investment through their long-term tenancy agreements. It provides families with a pathway to
owning their own home.
This could manifest in one of two ways. The first, a cooperative financing model could see an entity
(a limited liability company or a cooperative structure) owning and operating the whole Build-toRent development (say 30 homes). At the end of each 12-month period of tenancy, the residents
could be granted with shares in the company equal to a portion of the capital gain in the entire
development’s value. The next 12-month period would see them receive additional shares on the
same basis plus a dividend on their earlier shareholding.
Assuming that the developer
retains 100% of the net
operating cashflow (for debt
service and dividends –
potentially also able to be
shared in latter years) and
shares 50% of the capital gain
with the resident, over a tenyear period, a family could
have accrued $220,000 of
value in the company
(reinvesting their dividends)
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The argument could also be made for a pure macro-capitalist view to support BTR+ through reducing the
future burden on their tax-paying children and grandchildren through relatively reduced superannuation
requirements.

and own the equivalent of 20% of the value of their home. At the end of a 40-year period this would
increase to $2.3m ($900,000 in real terms) or 60% of the home’s value. The company would now
effectively represent a cooperatively-owned development with the residents being the owners of
the whole (not just their individual dwelling). This approach provides a clear and effective exit
mechanism for residents should they wish to sell their share and depart.
Yes, this sort of thinking requires a change in how a traditional landlord might operate. But there
are real benefits here for both the landlord and the tenant which make it a model worth exploring.
The same logic could be applied to a freehold or strata-title development (albeit more burdensome
from an administrative perspective) with the owner of the home transferring ownership
progressively each year.
Both of these approaches could continue until such time as the family(s) could secure bank debt to
buy-out the original owner. Their greater leverage could accelerate their path towards complete
home ownership. This aspect provides scalability at a macro-level, with the social-impact developer
being able to recycle their capital to the next project and bring home ownership (and security of
tenure) to reality for the next cluster of residents.

Summary
This approach will not of course be desirable to all property developer and investors. For some their
focus will be on their own wealth accumulation, not on the downstream impacts of continued levels
of inequality across New Zealand. However. those with a strong social conscious or mandate
(including NZSuper, ACC and KiwiSaver funds) are well positioned to see meaningful amounts of
warm, dry, safe and secure houses built and then structured in such a way that sees Aotearoa’s
homeownership rates and the wellbeing of retirees enhanced. It’s time not just for more Build-toRent projects but instead we need to explore what the future of Aotearoa might look like if we
embraced Build-to-Rent ‘Plus’.
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