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Buy or Build?

¢ The average cost of building a home relative to buying
existing has never been higher

¢ Increasing the odds we again end up underbuilding
relative to the (booming) population’s needs

e We think the gap will narrow both via stabilising
construction costs and higher house prices, but more so
the latter

In short

Over the past couple of months we’ve had a look at the
outlook for housing affordability (here) and the relative
merits of buying vs. renting (here). A natural next step was
to have a crack at the costs of building a new home vs.
buying an existing one.

It’s an interesting exercise in its own right but it also has
relevance for the macro outlook. An historically elevated
‘new build premium’ is part of the reason we’re
forecasting:

e Residential construction activity to fall further despite
strong population growth.

¢ The tentative upswing in house prices to gather pace
next year. We continue to forecast a 7% lift in national
house prices through calendar 2024.

Build costs skyrocket

Nailing down one all-encompassing measure of build costs
is nigh on impossible given all the variables in play such as
size, location, complexity, and spec. One thing that is clear
though is that it’s become significantly more expensive to
build relative to the situation only a few years ago. And
that’s even before you factor in land costs. Depending on
the measure you look at, construction costs have surged
35-45% over the past three years.

Kink in the trend

Build cost estimates
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Based on the most recent consenting figures, the average
NZ wide per-square-metre build cost is now just north of
$3200. That’s an increase of about $1000/square metre

bnz

from early 2020. That estimate is probably still on the low
side given the potential for (and frequent reports of) cost
overruns relative to what’s consented.

That said, the increase in per-square-metre costs noted
above roughly matches the growth we’ve seen in various
measures of final construction costs (chart below).

Construction cost measures in rough agreement
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Smaller homes

One factor reducing the overall cost of building is the fact
we’re building smaller homes. The average new residential
dwelling is now around 140 square metres in size. That’s well
down on the 190 square metre average from 2005-2014.

The explosion in town house construction from 2015
onwards accounts for much of this. But even looking at
standalone houses only, the average size of about 190
square metres has clearly trended lower from the 215
square metre average through 2005-2015.

Smaller homes

Average size of new residential dwelling
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Despite the trend towards smaller builds, the average new
build cost has still lifted around $100k on 2020 levels, to
approximately $450k for all residential dwellings. For the
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average stand alone house the increase has been a larger an existing home, an equivalent new build offers the buyer
160k to just under $600k. Bear in mind that these figures the ability to customise, meets code, and will generally be
don’t include costs related to design, consents and, of higher spec’ed (well insulated, double glazed etc.).

course, land. . , . .
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facing the average punter, the general incentive to build
rather than buy is very low.
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buying an existing home. 3500 Average cost per square metre $3420
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builds relative to existing homes. Source: Stats N2, BNZ

Doing all this produces a cost to build estimate for an

average residential dwelling of about $980k. That’s made Writ-large, these cost incentives matter. Witness the chart
up of a near $400k section cost and a $580k build cost. below in which we’ve mapped the ratio of house prices to

That compares to the median sale price of existing houses
of $785k (REINZ data). The latter of course remains well
down on the almost $900k peak of late 2021.

building costs — essentially an ‘incentive to build’ proxy —
against residential construction. There’s a tight

relationship.
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- . . . Elevated construction costs, lower house prices, and high
So it’s more expensive to build. It nearly always is. Our . . . o
. . . A interest rates are all currently conspiring against building
analysis puts the average ‘new build premium’ over

existing going back to 1995 at about $65k activity. No wonder new building consent issuance has
been in steady decline over the past two years. We’d also

note that any existing incentive to build arising from the
new build carve out from the 2021 removal of mortgage

The fact there is a persistent new-build premium makes
sense, and is consistent with anecdote. Relative to buying
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interest deductibility may soon depart. The incoming Upward pressure on house prices

government intends to progressively restore deductibility How does the gap close?
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This is essentially what we are forecasting. The currently
wide gap in costs between building and buying should
narrow. The breakneck pace of construction cost inflation
is flattening off, and we expect this to continue. But, as the
chart shows, this flattening doesn’t do much of the work in
closing the build vs. buy gap. More of it is expected to
come via higher house prices.
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