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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.  

4. 

5. Based on that proposed funding envelope, the three broad options are: 

a.  
  

b. Option two: $50 million for changes to the First Home Grant  
 

 

c.  
     

6. We set out the options below, including their costs and benefits. 

7. Participants in the residential housing roundtable that you held last week proposed options 
for increasing the First Home Grant and for broadening the scope of Crown underwrites for 
residential developments (as proposed through the Response Fund). Officials had committed 
to reporting back to you by 9 July 2020 with indicative costings on the First Home Grant 
proposal put forward by Master Builders as well as advice on potentially changing GST 
treatment for Build to Rent properties. 

8. 

Option One (Eastern Porirua redevelopment and the Response Fund) 
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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. 

44. There is a broader question about the degree of impact either option would have on 
supporting households who would not have bought otherwise. For a household committing to 
purchase a new home, the impact of $50 million expenditure on First Home Grants and 
Loans for the residential construction sector is likely to be reasonably limited, compared to 
investing the same amount through the Response Fund. We are not convinced that these 
changes would stimulate the number of new buyers needed to incentivise new supply, and 
therefore have any stimulus impact.  

45. More specifically limitations of option A include: 

a. it is likely to give a larger grant to those that (1) would already have been eligible and 
(2) could have afforded to buy a house with the original size of the grant; 

b. the proposed grant increase of $3000-$5000 is a small proportion of a deposit, or of 
ongoing mortgage costs. The increase is therefore unlikely to change banks’ decisions 
on whether to approve finance; 

c. the increase would predominantly support households looking to buy in centres where 
the cost of construction is similar to the cost of an existing house. It would have limited 
impact on regions where the cost of an existing home is significantly less than a new 
build 

d. there is a question about whether $50 million over four years would be sufficient to 
cover the increased size of the grant given to households given the demand driven 
nature of the grant and loan schemes.  

46. Option B would support households that would not have otherwise received the grant. 
However, as these households would need to be in a position to service a mortgage on these 
higher priced homes, we consider that many of these households are already likely to buy a 
home without additional government support. They may, however, need to continue saving 
towards a deposit for another year or two.  

47. Further, keeping the price caps at the current levels sends a clear signal to the sector about 
what the Government considers to be an affordable home. At the residential housing 
roundtable some participants argued against an increase in the current price caps for 
KiwiBuild, arguing that the caps are having the desired impact of driving the 
construction/development sector to change delivery models. In addition, the First Home 
Grant and Loan price caps are currently aligned with the Kiwibuild price caps and this would 
need to be taken into consideration.  

48. There are also predictions from economists and the banking sector that house prices will 
decline. This means that there is a risk that further increasing the price caps could influence 
demand and hold up house prices.   

Option 3: Support the Response Fund only  
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Consultation 

51. Kāinga Ora have been consulted on this briefing. The Treasury has been consulted on the 
earlier policy development for the Residential Construction Response Fund, and on the 
Eastern Porirua redevelopment and have been informed of this paper. DPMC has been 
informed.  

52. Proposals to increase First Home Grants and broaden the scope of Crown underwrites for 
residential developments beyond KiwiBuild properties are consistent with the 
recommendations from the residential housing roundtable which you held with key sector 
players. 

Next steps 

53. Cabinet approval is required for any changes to the First Home Grant  
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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: AMI20/21070379 

Purpose 

1. This aide-memoire responds to your request for advice on changing the price caps for the 
First Home Grant and First Home Loan (First Home Products) in places where the house 
price caps do not reflect market prices. 

Background 

2. On 30 June 2020 the Ministry of Housing and Urban Development (HUD) provided you with 
advice on the options for providing targeting financial support for the residential construction 
sector (BRF19/20060717 refers). As part of this, we provided advice on increasing the First 
Home Grant or increasing the dwelling price caps for the First Home Products. We advised 
that you prioritise funding to deliver the Residential Development Response Fund rather than 
to make changes to the First Home Products. 

3. The policy aim of the First Home Products is to support first home buyers on modest 
incomes to purchase modestly priced homes and incentivise the development sector to 
deliver more affordable homes. The First Home Products are:    

a. First Home Grants – provide grants of up to $5000 to KiwiSaver members buying an 
existing home and up to $10,000 for new builds, to assist with saving for a deposit.  

b. First Home Loans – help households to access a mortgage with a deposit as low as 
five per cent.   

4. The house price caps are currently grouped into three tiers for administrative simplicity, as 
set out in Table 1. The caps were intended to help first home buyers and second chancers 
purchase relatively affordable homes and therefore alignment with lower quartile house 
prices for each place was a key consideration. Note that the price caps for the First Home 
Products are the same.  Rele
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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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