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The 2008/2009 recession hammered New Zealand’s residential 
construction industry. The number of houses built in 2009 was 
half that of 2007. The recession also had the quirky side-effect 
of boosting annual population growth from 0.9% to 1.3%, 
as fewer Kiwis crossed the Tasman. The result was a housing 
squeeze. The average number of people per house in New 
Zealand rose from 2.52 to 2.55 over 2009 – only the third 
episode of squeeze since reliable data began in the 1960s.
 
The rate of house building has picked up over the first half of 
2010, and building consents data suggests a further acceleration 
over the second half. Meanwhile, population growth is slowing 
because fewer foreigners are immigrating to NZ. But even that 
has not been enough to ease the squeeze. By our calculations, 
the current rate of house building will be enough to keep the 
number of people per house constant through 2010, but will 
not be enough to bring it down.

The number of people per house has been trending down for 
decades, as family sizes have shrunk and incomes have risen. 
Although the birth rate has stabilised, the downward trend 
in people per house has remained in place because the aging 
population has boosted the number of elderly living in one- and 
two-person households. One way to consider the situation is to 
compare the number of people per house to its estimated trend. 
That suggests that New Zealand has a housing shortage of 
about 10,000 houses (see Figure 4 overleaf). Historically, every 
time New Zealand has gotten into a housing shortage situation, 
the residential building industry has responded by ramping up 
production and eventually restoring balance. We expect this 
time will be no exception. We are predicting 23% growth in 
residential construction for 2011, and even that would only just 
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Ease the squeeze, please
Update on New Zealand’s housing shortage

• New Zealand remains in a housing shortage.
• Current low rate of house construction cannot 

continue, would cause implausible housing shortage.
• We predict rapid growth in construction activity to 

ease the squeeze. 
• The “invisible hand” can find ways around lack of 

finance.

Figure 1:  Net migration
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Figure 2:  Estimated additions to housing stock
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Figure 3:  People per house
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be enough to keep up with population growth. Even more will 
be required in 2012 to make inroads into the housing shortage. 
Those forecasting lesser increases in residential construction 
have a job to explain exactly where people are going to live! 

One idea going around is “this time is different” – difficulty 
obtaining finance will prevent residential construction from 
picking up like it has after previous recessions. That idea ignores 
the lessons of both history and economics. Market economies 
tend to find ways of getting around obstacles, normally by 
throwing up new price signals. In this case, developers who relied 
on cheap finance have been forced to sell land, pushing the price 
of undeveloped residential sections down by 15% since 2008. 
Over the same period, house prices have remained unchanged. 
So the margin on offer for successful property development is 
now much wider than it was during the boom. There is a juicy 
profit opportunity on offer for larger firms that are less reliant 
on finance to get involved in residential property development. 
Which is precisely what we think will happen.

Brendan O’Donovan, Chief Economist, Ph: (64-4) 470 8250

Dominick Stephens, Senior Economist, Ph: (64-4) 381 1414

Figure 4:  Estimated housing shortage
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Figure 5:  Residential investment
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Figure 6:  Section and house prices
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