
1

Social Policy Evaluation and Research Unit

Background
What has caused the price of New Zealand houses to soar in recent years? Research has 
identified land use regulation (the rules that determine what can be built where) as a key 
driver of price rises in the United States. This publication summarises a similar New Zealand 
investigation into the connection between land use regulation, the supply of houses  
and prices.1 

What is land use regulation?
>> Local>authorities>(city>and>district>councils)>use>regulations>to>direct>what>buildings>can>be>built>and>where.>Land>

use>regulations>include>zoning,>height>restrictions,>minimum>lot>sizes,>urban>growth>boundaries>and>heritage>and>
open>space>provisions.>

>> Land>use>regulations>vary>from>place>to>place>and>enforcement>also>varies>considerably.>This>can>make>it>difficult>
to>identify>the>extent>of>land>use>regulation>and>its>impact.>To>address>this>difficulty,>the>research>used>a>number>
of>different>methods>for>determining>the>impact>of>land>use>regulation>on>house>prices>in>a>range>of>New>Zealand>
cities.

>> Land>use>regulation>is>hampering>the>flexibility>of>housing>supply.>Most>of>our>cities>cannot>build>quickly>
enough>to>respond>to>increasing>demand>for>housing,>so>land>prices>have>gone>up,>as>have>housing>prices>
across>our>cities.

>> Local>geography>is>likely>to>play>a>role,>but>even>in>New>Zealand>cities>with>plenty>of>flat>land,>prices>are>
higher>than>might>be>expected>in>a>well-functioning>market.

>> >There could be benefits from land use regulation, but these would need to be large and increasing over time 
to justify the status quo.

WHAT DID WE FIND?

How the work came about
The>Social>Policy>Evaluation>and>Research>Unit>(Superu)>administers>the>Ministerial>Fund>for>social>sector>research.>
In>September>2016>the>Minister>of>Finance>commissioned>research>from>Superu>into>the>impact>of>land>use>
regulation>on>house>prices>in>seven>New>Zealand>cities.>The>research>was>to>be>based>on>replicating>methods>used>
in>two>United>States>studies>which>found>land>use>regulation>drove>up>house>prices.>Superu>contracted>Sense>
Partners>to>carry>out>the>research.>This>publication>summarises>the>key>points>from>Sense>Partners’>full>report.
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2.> See>New>Zealand>Productivity>Commission>(2012).>The>Productivity>Commission>also>published>a>report>on>Urban>Planning>in>March>2017:>productivity.govt.
nz/inquiry-content/2682?stage=4

What else did we learn along the 
way?

>> No>relationship>was>found>between>density>and>house>
prices.>If>land>use>regulation>were>sufficiently>flexible>
to>accommodate>demand,>highly>sought-after>areas>
would>accommodate>population>demand>and>there>
would>be>an>increase>in>density.>But>regulation>appears>
to>not>allow>this>to>happen.

>> >When>there>are>few>restrictions>on>what>can>be>built>
where,>a>piece>of>land>prior>to>development>should>
have>a>price>close>to>the>price>of>the>same>piece>of>land>
after>development.>But>the>research>found>that>prices>
post-development>are>four>to>nine>times>higher>than>
for>land>prior>to>development.>

>> >Relative>to>a>world>with>no>land>use>regulation,>
regulation>could>be>responsible>for>15>to>56>percent>
of>the>cost>of>an>average>dwelling>across>a>range>of>
New>Zealand>cities.>In>Auckland,>land>use>regulation>
could>be>responsible>for>56>percent>or>$530,000>of>the>
cost>of>an>average>home.

Key conclusions
>> Our>work>closely>follows>existing>methods>to>show>land>
use>regulation>in>some>of>our>major>cities>is>driving>up>
house>prices.

>> Construction>costs>–>that>exclude>land>–>matter,>but>
house>prices>in>Auckland>and>elsewhere>are>far>in>
excess>of>construction>costs.>So>policymakers>should>
focus>on>reducing>the>cost>of>the>land>component>of>
house>prices.

>> Monitoring>a>range>of>land>market>indicators>over>time>
could>help>local>councils>identify>where>easing>land>use>
regulation>would>substantially>reduce>house>prices.

The size of the problem 
The>price>of>housing>in>New>Zealand>has>soared>in>recent>
years.>Since>2010,>relative>to>income,>New>Zealand’s>house>
prices>have>increased>more>than>any>other>OECD>country.>
While>the>US>experience>has>been>a>slow>grind>to>recover>
the>pre-Global>Financial>Crisis>price>peak,>figure>1>shows>
house>prices>in>New>Zealand>have>risen>dramatically>over>
the>same>period.>Since>the>Productivity>Commission’s>
inquiry>into>housing>affordability>five>years>ago,>house>
prices>have>risen>56>percent.2

In>Auckland,>land>use>regulation>
could>be>responsible>for>
56>percent>or>$530,000>of>the>
cost>of>an>average>home.
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Figure 1 _ House prices in New Zealand have continued to increase

Unlike>earlier>housing>booms,>marked>differences>across>regions>have>persisted.>Despite>region-specific>lending>
restrictions>that>might>be>expected>to>slow>growth>in>house>prices,>the>average>Auckland>house>price>is>76>percent>
higher>than>in>July>2012.>Other>regions>that>earlier>posted>modest>growth>rates>are>now>catching>up.>

Research methods and results
Regulations>differ>not>just>across>cities>but>within>cities,>varying>by>suburbs>and>even>smaller>land>areas>within>district>
plans.>Enforcement>of>rules>can>vary>across>time>and>space.>All>this>makes>for>difficulties>in>measuring>the>extent>of>
land>use>regulation.

There>are,>however,>several>approaches>available>for>estimating>the>impacts>of>land>use>regulation,>including>case>
studies;>multi-city>analysis;>building>structural>models;>and>using>data>reduction>techniques>to>develop>measures>of>
land>use>regulation>intensity>for>use>in>regression>analysis,>to>test>for>impacts.

Rather>than>rely>on>any>single>approach,>this>report>is>based>on>four>different>methods>or>lenses>to>examine>the>
impact>of>land>use>regulation.>Details>of>these>methods>and>results>can>be>found>in>the>full>research>report.

The>four>different>methods>used>to>indicate>the>extent>to>which>costly>land>use>regulation>might>be>present>are>all>
suggestive>of>potentially>large>impacts>that>make>housing>supply>relatively>unresponsive>to>increases>in>demand>
(see>table>1).>That>drives>prices>higher>in>the>face>of>additional>demand>for>highly>sought-after>locations.

US>(USFHFA)>and>NZ>House>prices>indices>(CoreLogic)>indexed>to>March>2007>=>1000

Source:>CoreLogic,>US>Federal>Housing>Finance>Agency
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Theory Our approach Results Inference

Method>1 High>prices>relative>to>
costs>indicative>of>poorly>
functioning>markets

Compare>unit>record>
sales>to>construction>
costs>estimates

Large>differences>
between>prices>and>
costs>that>increase>over>
time

Evidence>of>impact>of>
land>use>regulation.>
Monitor>price-to-cost>
ratio>over>time

Method>2 A>wedge>between>
intrinsic>and>extrinsic>
land>prices>could>be>
created>by>land>use>
regulation

Use>hedonic>tools>for>
intensive>prices>and>
calculate>extensive>price

Extensive>prices>are>four>
to>nine>times>intensive>
prices

Likely>presence>of>
impacts>from>land>use>
regulation

Method>3 Density>and>prices>
should>correlate>in>
high-demand>areas

Compare>density>and>
prices>at>the>area>unit>
level

Mixed>results>—>many>
regions>have>no>strong>
effect>and>behave>
differently

Some>locations>
accommodating,>
but>restrictions>push>
demand>into>high>prices>
in>many>suburbs

Method>4 High>prices>relative>to>
costs>indicative>of>poorly>
functioning>markets

Compare>unit>record>
sales>for>apartments>
to>construction>costs>
estimates

Large>differences>
between>prices>and>
costs>that>increase>
over>time

Evidence>of>impact>of>
land>use>regulation.>
Monitor>price-to-cost>
ratio>over>time

In>the>cities>studied>by>Sense>Partners,>housing>looks>expensive>relative>to>measures>of>construction>costs.>Even>
allowing>for>additional>costs>such>as>financing>and>council>fees,>prices>far>outstrip>costs>in>most>major>cities.>These>
results>for>residential>homes>broadly>carry>over>to>apartments>–>which>adds>weight>to>the>findings.

Prices>in>most>cities>were>expensive>relative>to>construction>costs>in>2012>and>have>moved>higher.>

Comparison>of>the>price>of>land>with>a>home>on>it>to>the>extra>value>from>a>backyard>suggests>that>land>use>
regulations>are>preventing>sufficient>supply>in>response>to>demand.>When>a>house>with>400m2>of>land>is>not>much>
different>in>price>from>a>house>with>800m2>of>land,>we>can>use>land>more>effectively>to>produce>cheaper>houses.>
Figure>2>shows>that>when>we>apply>this>method>to>our>cities,>land>use>regulation>could>be>costing>up>to>56>percent>of>
the>cost>of>the>average>home>in>Auckland.

Table 1_ All four of our methods suggest impacts of land regulation

Source:>Sense>Partners



5

Figure 2 _ Land use regulation could cost 56 percent of an Auckland home

2015>estimates>of>the>cost>of>land>use>regulation

N.B.>The>estimates>above>use>CoreLogic>residential>dwellings>data>(excluding>apartments)>and>closely>follow>the>method>in>an>
existing>US>study>by>Glaeser>and>Gyourko>(2003).>

Source:>Sense>Partners

Well-functioning>housing>markets>with>flexible>supply>in>high-demand>locations>should>produce>a>strong>correlation>
between>prices>and>density.>Supply>would>be>expected>to>adjust>and>accommodate>more>residents,>and>some>extra>
demand>to>push>up>house>prices>a>little.>But>results>suggest>only>mixed>and>modest>relationships>between>density>
and>prices.>Only>a>few>areas,>such>as>downtown>Auckland,>are>accommodating>more>households,>with>new>dwellings>
more>likely>on>the>periphery>of>the>city.

There>are>other>factors>that>help>determine>prices>within>our>key>cities,>including>geography,>political>economy,>
financing,>demographics>and>the>growth>of>location-specific>demand.>But>results>of>this>research,>while>not>decisive,>
suggest>that>land>use>regulation>is>playing>a>large>role.>Glaeser>and>Gyourko’s>(2003)>policy>recommendation>seems>
even>more>appropriate>for>many>housing>markets>in>New>Zealand:

If policy advocates are interested in reducing housing costs, 
they would do well to start with zoning reform. 
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