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Every effort has been made to ensure the soundness and accuracy of the opinions and
information expressed in this report. While we consider statements in the report are correct, no
liability is accepted for any incorrect statement or information.

Update

Since this report was written, the legislation allowing the construction of granny flats without
building or resource consents was implemented in January 2026. The main change from the
proposal was that the granny flat could be built up to 70 square metres in size, rather than the
original size limit of 60 square metres.

Further information can be found on the following websites:
Granny flat consent exemption takes effect | Beehive.govt.nz

Granny flats exemption: Guidance and resources | Building Performance


https://www.beehive.govt.nz/release/granny-flat-consent-exemption-takes-effect
https://www.building.govt.nz/projects-and-consents/planning-a-successful-build/scope-and-design/check-if-you-need-consents/building-work-that-doesnt-need-a-building-consent/granny-flats-exemption-guidance-and-resources
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Definitions and Glossary

Accessory Dwelling Unit (ADU) — Accessory dwelling units are small, self-contained living
units, including bathroom and kitchen facilities, subordinate to a primary residential dwelling.
ADUs can be created by converting the interior of a dwelling such as a basement or attic,
internal subdivision or partitioning, extending the existing home to accommodate a separate
unit, for instance over an attached garage, or building a separate, smaller dwelling, such as a
“granny flat” on the same lot (Jarvis, 2010). The terminology for ADUs varies throughout the
literature, but includes:

e ancillary dwelling/ancillary dwelling unit

e minor dwelling

e supplementary dwelling/supplementary unit
e garden suite

e garage suite

e elder cottage

e cottage dwelling

o family flat.

Carriage Houses — A detached residence in the backyard of a dwelling with entry off a rear lane
(Havre, 2016).

Granny flat — A separate, self-contained dwelling built on a site with an existing dwelling and
specifically directed to providing older people and their families to co-locate in a way that
allows mutual support but maintains independence.

Laneway Homes - Small, detached homes, built behind a primary residence and facing a
laneway (McLaughlin, 2016).

Minor Residential Units (MRUs) - “A self-contained residential unit that is ancillary to the
principalresidential unit and is held in common ownership with the principal residential unit on
the same site” (Ministry of Business, Innovation and Employment (MBIE), 2024a).

Secondary dwelling — An independent dwelling built as a residential unit on land on which
there is already a dwelling.

Secondary Suites — Units created from unutilised space within a primary residence. They
include basement and loft/attic conversions.

For the purposes of this paper the more broadly inclusive term accessory dwelling unit/ADU will
be used unless otherwise specified, as it can be read as encompassing all minor dwelling types
outlined above.



1 Introduction

Despite a significant shift of the housing stock in New Zealand from owner occupation to rental
(Saville-Smith, 2021), households seeking rental housing have faced considerable increases in
rents since the late 1980s (Stats NZ, 2025). For many households, this has been accompanied
by affordability stress and increasing unmet housing need examplified in recourse to public
housing delivered by Kainga Ora (the Government’s housing provider), council housing where it
still exists, and community housing providers (CHPs) and other non-profits. All those non-profit
and non-private providers struggle to provide the quantum of rental housing demanded from
them by low income households. This is exemplified in severe housing deprivation
(homelessness) statistics, waiting lists on the social housing register, and unmet housing
inquiries reported by many CHPs (Waite, 2024; Kick Back, 2024; Barber, 2025; Ministry of
Housing and Urban Development, 2025).

In addition to issues of rental affordability, low-income households reliant on rental housing are
jostling with growing numbers of other households seeking or using the private rental stock.
Consequently, the competition between households, especially in some local markets, is
significantly higher than it was in the late 20th century. Equally importantly, the characteristics
of households seeking rental housing have changed. The rental marketis no longer a residual
market relied on primarily by very low income households or households, such as student
households, in transition. Households in rent and seeking rental housing have stretched to
include households with incomes that would previously have allowed them to enter owner
occupation. That trend is evident in analysis of the intermediate housing market. That is, the
segment of working households typically ineligible for social housing rentals and yet unable to
enter owner occupation at lower quartile house prices. New Zealand research suggests that
many regions have an increasing number of households in the intermediate rental market, as
well as an increase in the proportion of households in that market segment (Mitchell, 2022;
Mitchell, Saville-Smith & James, 2022).

The issue of affordability stress and unmet rental housing need has also been associated with
issues around availability. Constrained housing availability arises out of problems of stock fit
and, in the rental market, matters of landlord taste, with some households being more
attractive to landlords than others. Landlord preferences and tastes tend to impact more where
there are high levels of unmet demand among households. Landlord preferences and tastes
also have more impact where those households perceived as less attractive have limited ability
to pay rental premiums to compensate for their position (Saville-Smith & Fraser, 2004; Witten et
al., 2017; Witten et al., 2022).

Issues of unmet need and affordability have shaped BRANZ’s priorities for its investment of the
Building Levy. One key investment priority for 2024/25, has been “improving housing
affordability for all New Zealanders” with the sub-topics:

. Research to understand the barriers to home affordability and to investigate potential
intervention options;
° Research to develop low-cost pathways to supply warm, dry, and healthy homes.

This programme, the Affordable private rental supply and demand in New Zealand: Short term
trends and longer term structural change - 1996 to 2023 research programme have been funded
through that investment priority. The core question of that research is focused on the extent to
which the private rental market (via property investors and the building industry) add supply to
the residential rental stock that is affordable to low- and moderate- income renting households.
That core question is addressed through five components (Table 1.1) with the first four
components intended to generate a research-based view on how the housing system can
develop pathways through rental to a better housing future.



Table 1.1: Outputs by Component Activity

Component Output Transformation Category
1. Changing structure of the private rental Narratives and Nudges
market changed between 1991 and 2023. Data and Knowledge Platforms

2. National and regional price distribution of
rents and household affordability 1996 and
2023.

Narratives and Nudges
Data and Knowledge Platforms

3. Evidence review of the societal and economic
impacts of housing stress and under-supply of
affordable housing.

Narratives and Nudges
Data and Knowledge Platforms

4. Efficacy of policies and programmes designed

to stimulate new-build rental supply including Decision-making and Operational Tools
transferability of overseas models to New Data and Knowledge Platforms
Zealand.

5. Housing system pathways to a better Decision-making and Operational Tools

housing future.

This review is positioned within Component 4. It explores how accessory dwelling unit policies
and programmes might act to stimulate new build rental supply. It is prompted by two
considerations. The first consideration is that New Zealand research indicates that ADUs have
the potential to diversify housing stock, and increase the number of dwellings available,
particularly in inner and outer suburban areas (Saville-Smith et al., 2017). The second
consideration relates to Government’s new focus on supporting through regulatory change what
it refers to as ‘granny flats’ or minor residential units (MRUs). While that policy is not confined to
building ADUs for rental purposes, overseas experience suggests that ADU policy change may
have a disproportionately stimulating impact on builds to rent. In doing so there are both risks
and opportunities This review, then, consider the nature of the new ‘granny flat’ initiatives in
New Zealand and explores their likely impacts on private rental supply by reference to research
on experiences overseas since 2015 in jurisdictions comparable to New Zealand such as
Australia, Canada and the United States.

Subsequent to this introduction, the review is structured as follows:

e Section 2 outlines the findings of the 2017 ADU report by Saville-Smith et al., and the
potential of ADUs to increase housing supply and utilise land.

e Section 3 outlines the Government's proposed granny flat amendments and the stated
rationale in the context of the housing crisis in New Zealand.

e Section 4 elaborates on the international experience of ADUs and their impacts on rentals,
with particular regard to supply and affordability.

e Section 5 reflects on key findings from the international review and considers challenges
and opportunities for New Zealand moving forward.



2 ADU Potential to Increase Housing Supply and Utilise
Land

In 2017 Saville-Smith et al., reported in ADU Potential: Have we the potential to use our existing
housing stock of homes to create a bigger stock of affordable fit for purpose homes? that
partitioning of existing dwellings and expanding units on existing sites provided a considerable
opportunity to increase affordable housing supply. That report reviewed international literature
published between 2005-2015 regarding approaches to and experiences of ADUs and explored
regulatory settings and provisions for ADUs across New Zealand through a review of council
plans and related documents. It estimated around 12 percent of existing dwellings
(approximately 180,000 homes) could be partitioned to produce two dwellings with a minimum
of two bedrooms each. In addition, there were significant numbers of sites that could
accommodate ADUs. The report identified barriers and enablers to ADU development. It
explored assumptions around the benefits and outcomes of ADU development and the
evidence supporting or challenging these assumptions.

Some 51 of 67 New Zealand councils were found to have provisions for developing an ADU on
an existing residential site. Considerable variation was noted in the controls imposed on ADUs
both across and within councils. These related to zoning, character, maximum floor and
minimum lot sizes, height restrictions, boundaries, set-backs, parking requirements, consents,
notifications, amenity, occupation and conditions of use, among other issues. Some councils
explicitly prohibited ADUs in areas prone to flooding or other natural hazards. Others permitted
multiple types of ADUs (family units, worker’s accommodation, minor units) dependent on zone
and intended use or occupant.

The logic around the diversity of rules and regulations for ADUs was often unclear, but a
common thread supporting council views around ADUs was the idea that an ADU would provide
housing (short- or long- term) for a family member. Sixteen councils permitted ADUs for the
purpose of housing a family member and eight for the purpose of housing an employee. Seven
councils prohibited the development of ADUs for purposes other than housing a dependent
relative and four of those councils required that family flats be removed or integrated into the
main dwelling once the family member ceased living there. In Manawatu family flats were a
permitted activity in Residential and Rural Zones for the purpose of accommodating family
members or “non-paying guests.”’ More recent provisions for ADUs had been associated with
SmartGrowth and Ageing Well initiatives, as well as recognition of the need for more diverse
housing types to accommodate changing household composition.

International evidence suggested that, while perceptions of ADUs were becoming more
favourable, opposition to this housing type remained a barrier to development. Negative
perceptions around the type of tenants ADUs might attract and concerns about neighbourhood
character, amenity and impact on property values often drove resistance, and could influence
local body decision making around provisions. More established and affluent communities

" Manawatu family flats are a permitted activity in Residential and Rural Zones. Maximum floor area of 70
square metres and can be used to accommodate family members or “non-paying guests.”



were identified as less likely to accept ADUs for the purposes of rentals, despite being most well
placed to accommodate them. Low-income communities also exhibited resistance to ADUs,
due to the limited provision of services and amenities in these areas. Opposition was observed
to be strongest in areas with existing economic or ethnic tension.

The report notes that “conversion of structures not designed for living has become increasingly
common in some New Zealand cities as access to affordable housing has declined” (Saville-
Smith et al., 2017 pi). This is consistent with the experience internationally, where unconsented
and non-complying ADUs continue to proliferate, even in areas with permissive legislation.
These are often poorly managed by local authorities due to fears of vulnerable tenants losing
their housing and a lack of alternative options.

Unconsented/illegal structures are often associated with poor quality living conditions,
environmental risks and unaffordable rents. Despite shortcomings, in some instances these
units have been used by government departments to house low-income and vulnerable tenants
due to an insufficient supply of public and social housing. Increasingly, ADUs were not seen to
be meeting the affordability needs of low and even middle income tenants, although they did
provide, in some cases, for intergenerational living and family support.

The authors concluded that ADU production does have the potential to add to housing supply in
New Zealand, however, logics of supply and demand were not sufficient to ensure the
affordability of completed units without regulation of rents and/or incentives for homeowners to
offer and maintain affordable rents. They found that cost was likely to be a major barrier to
building for many homeowners, and without pathways to finance or provision of financial
supports uptake may be muted. The authors cautioned that there were issues inherentin
outsourcing the supply of housing to homeowners/property owners that could exacerbate
existing inequalities in the housing market particularly for already disadvantaged households,
and that ongoing inspections and monitoring of these units was necessary to ensure dwelling
standards and condition are met and maintained.

The main findings of the 2017 report were:

o Benefits of ADUs to older homeowners and residents appear to have been overstated and
under-realised, whether due to poor targeting of programmes or other factors.

o  Where older owners did build ADUs they were more likely to be living alone, in poor health,
unemployed, uninsured and at risk of institutionalisation.

e Framing ADUs as a form of housing for older and (to a lesser degree) other relatives counters
negative perceptions and increases support.

e The mainreason homeowners build an ADU is additional income from rent.

e Thereis growing support amongst homeowners for ADUs.

e Public education, participation processes and awareness raising initiatives have been key to
raising support.

o Internationally, there has been a strong market response to the perceived need/increased
interest in ADUs, with a number of commercial providers offering specialised ADU products.

o ADUs were reported to have little or negligible impact on neighbourhood character.

e Home and property owners will build ADUs regardless of policy and regulatory settings.

e |llegal ADUs are largely tolerated by jurisdictions due to a lack of other housing alternatives.



In addition, the 2017 report highlighted that international research referenced a variety of range
of barriers to ADUs including:

Zoning requirements.

Building Code regulations.

Permitting and consent processes.

Public hearings and approval from neighbours.

Parking requirements.

Minimum lot size requirements.

Setback requirements.

Minimum floor size ratios.

Limits around the shape and bulk of dwellings.

Requirements around aesthetics, neighbourhood conformity and character.
Construction costs.

Limited financing options.

Specialist knowledge required to build an ADU.

Contradicting codes.

Neighbourhood opposition.

Stigma and negative perceptions of ADU residents.

Perceived impacts on infrastructure and amenities.

Difficulty accessing finance.

A limited numbers of homeowners are willing to share a property with or manage tenants.
Lack of homeowner awareness and education.

In contrast, the international research identified a number of enablers:

Allowing ADUs as of right.

Relax or eliminate parking requirements.

Reduce minimum lot size requirements.

Reduce floor size requirements.

Remove requirements for ADUs to comply with main dwelling design or neighbourhood
character.

Exemptions from zoning and development regulations for homeowner who agree to provide
units at affordable rents.

Pre-approved design guides and how-to manuals.

Establish a dedicated department to assist homeowners, oversee programmes, and inspect
and monitor units.

Loan schemes.

Grants and financial assistance for homeowners.

Tax exemptions for affordable ADUs.

Rental caps.

Explicit provision for ADUs in tenancy law.

Public outreach programmes.



3 A New Step for New Zealand - the logic of the Granny
Flat Proposal

New Zealand, like many other countries, has been experiencing a housing crisis characterised
by high costs and low availability. While homeownership increased slightly between 2018 and
2023 (from 64.5 percent to 66 percent) the situation has not improved for renter households.
They have experienced a 32.4 percent increase in median rents since 2018 (Stats NZ, 2024) and
declining tenure protection, including the re-introduction of no-cause evictions. Trends in
housing affordability and availability, disinvestment in public and social housing and
overreliance on private rentals are creating a situation in which more New Zealanders are reliant
on marginal and insecure housing or excluded from housing altogether.

In light of these housing pressures the current Government has proposed relaxing restrictions
on the construction of minor residential units (MRUs) or “granny flats” in rural and residential
zones across New Zealand. 2 The stated aims of these changes are to meet the changing needs
of the population and provide more options for smaller households, intergenerational
households, younger people and older people wanting to age in place or requiring additional
support. The government has indicated that it views facilitating the production of MRUs as a
means of increasing both housing supply and affordability.

The preferred option outlined by the Government involves creating an exemption within the
building code for single story standalone dwellings up to 60 square metres to reduce the time
and cost to households of obtaining building and resource consents and thus incentivise
uptake. Property owners would be required to engage relevant licensed building professionals,
meet certain standards relating to weathertightness, structure and plumbing (unless using
MBIE/government approved certification schemes), and to notify councils of works (MBIE,
2024a).

The discussion paper released by MBIE outlined five options to facilitate the development of
‘granny flats’ in New Zealand. These include:

1. Adding an exemption to Schedule 1 of the Building Act for simple standalone dwellings
(maximum 60m?2).

2. Establishing a schedule in the Building Act to exempt simple standalone dwellings
(maximum 60m?) from building and resource consents. The proposed schedule would
provide criteria for managing the risks associated with these dwellings.

3. Introducing an opt-in, self-certification scheme for accredited professionals and companies
that would include small standalone dwellings.

4. Promoting BuiltReady and MultiProof building schemes to fast track consent for small
standalone dwellings (maximum 60m?2).

5. Developing a new MBIE/Government approval for a standalone dwelling (maximum 60m?).

Option 2 has been identified as the preferred option. This exemption would apply in rural and
residential zones throughout the country and address the lack of regulatory consistency
between councils. The proposal relies heavily on the “existing regulation of qualified

2 See MBIE (2024a) Making it easier to build granny flats: Discussion document.
https://www.mbie.govt.nz/dmsdocument/28513-making-it-easier-to-build-granny-flats-discussion-
document



https://www.mbie.govt.nz/dmsdocument/28513-making-it-easier-to-build-granny-flats-discussion-document
https://www.mbie.govt.nz/dmsdocument/28513-making-it-easier-to-build-granny-flats-discussion-document

professionals” (MBIE 2024a p 8) and places the final onus for assessing the quality and
compliance of completed works on the owner. Property owners would not be required to obtain
an engineer’s report but would be required to notify council of the work, either through a
Property Information Memorandum or a Permitted Activity Notice.

The proposed exemption would apply to new build, single storey detached dwellings with a
maximum floor area of 60 square metres. Attached dwellings, including conversions and
additions, are excluded from the proposal due to fire safety concerns. The conditions outlined
for the proposed exemption include (but are not limited to):

o  Work must be carried out by the relevant licensed building practitioners (unless using
BuiltReady or MultiProof certification).

e The dwelling must be designed and built in accordance with the New Zealand Building
Code.

e The dwelling must conform to height to boundary or setback requirements (yet to be
decided) to manage risk from structural collapse and fire.

e The dwelling must contain interconnected smoke alarms and only use gas or electric for
heating.

e May only be built in permitted wind zones.

e Design and build must conform to certain Acceptable Solutions relating to building
materials and products, weathertightness and external moisture requirements (unless using
BuiltReady or MultiProof certification).

e Plumbing and drain laying must be executed by appropriately licensed professionals and
comply with the relevant Acceptable Solutions (unless using BuiltReady or MultiProof
certification).

e Plumbing and drainage must connect to existing network utility operator services for
reticulated mains water, sewer and stormwater.

e Should installation or alteration of onsite wastewater treatment, stormwater disposal or
water supply be required, building consent must be obtained for these systems.

e Property owners must notify council of intended works, provide the council with indicative
plans and request relevant land information.

e Property owners must notify council of completed works.

It is expected that councils would maintain discretion over the permitted use of minor
residential units and over decisions relating to matters of “national importance” including:

e “The natural character of the coastal environment, wetlands, and lakes and rivers and their
margins” (MBIE 2024a p 14).

e “Outstanding natural features and landscapes” (MBIE 2024a p 14).

e “Significant indigenous vegetation and significant habitats of indigenous fauna” (MBIE
2024a p 14).

e “The relationship of Maori and their culture and traditions with their ancestral lands, water,
sites, waahi tapu, and other taonga” (MBIE 2024a p 14).

e “Historic Heritage sites” (MBIE 2024a p 14).

e “Significant risks from natural hazards” (MBIE 2024a p 14).

Those measures are expected to be controlled through the Resource Management Act (RMA)
including in its future reformed framework. Government has suggested that its preferred option
is the establishment of a National Environmental Standard (NES) that would set permitted
activity standards to apply consistently across New Zealand with some variation between
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zones. That would involve, one Minor residential unit (up to 60m?) to be permitted in common
ownership with a main residential dwelling on the same property in rural and residential zones.
The proposed option “may” also apply to rural or residentially zoned Maori land and to
“papakainga and kaumatua housing where they are ancillary to a primary dwelling and are held
in common ownership” (MBIE, 2024a p 17). However, at this stage the proposals include no
provisions to specifically support the development of housing for Maori.

The NES would address requirements for internal floor area; building coverage; setbacks;
building height and height in relation to boundary; and permeable surfaces, but does not
consider issues around minimum outdoor space, or required distances between the MRU and
the primary dwelling (or other buildings). Units that do not comply with the standard may be
eligible for development with a resource consent.

The rationale for these changes is underpinned by the assumption that reduced regulatory
barriers will reduce costs through minimising complication, uncertainty and delays associated
with consenting processes. The consents process is seen as an obstacle to the production of
residential units. They estimate that removing requirements for building and resource consent
for minor dwellings could reduce time delays and save property owners between $3,500-6,500
per unit,® making it more cost-effective for owners to build. In addition, it has been argued that a
combination of occupational regulation of qualified professionals and Building Code
acceptable solutions will be sufficient to ensure dwelling quality and safety without additional
need for inspections and oversight, while at the same time diversifying and making more
affordable stock.

Government has stated that a major aim of the proposed provisions is to increase housing
choice and affordability for smaller households struggling to access appropriately sized or
affordable housing in the mainstream housing market. The groups identified as being likely to
benefit from granny flats include seniors, young people, single parents, single and couple-only
households, intergenerational households, Maori, Pacific peoples and people with disabilities
(MBIE, 2024a). Notably the proposed provisions include no requirements or incentives for
accessibility, which may mean completed units are poorly suited for a segment of the
demographics they are intended to accommodate.

The public submissions on the ‘granny flat’ proposals have not yet been publicly released.
However, MBIE has released their summary of submissions. Many of those submissions are
critical of the proposals around consenting. In particular, a number of council and industry
professionals who submitted on the government proposals raised concerns that the removal of
council oversight increased the risk of non-compliant and poor quality dwellings being created
(MBIE, 2024b). They also raised concerns around the cost of remediating such dwellings, which
could fall on future homeowners and ratepayers. Builders and industry professionals noted that
lack of oversight increased risks and liabilities for both homeowners and contractors. Some
builders commented that “cowboy builders” could abuse the exemption and lack of monitoring
to carry out work that was not up to code.

Notably, a significant proportion of New Zealand homeowners, hapda, iwi and Maori, who
submitted on the government proposals identified “enabling intergenerational living” as a key

3The Ministry of Business, Innovation and Employment (MBIE) estimate that building consents for a small
dwelling cost between $2,000-5,000 and resource consents cost approximately $1,500 (MBIE, 2024a p 5).
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benefit, “both in terms of supporting elderly family members and grown-up children” (MBIE,
2024b p 16). However, hapu, iwi and Maori noted that benefits of the ‘granny flat’ proposals were
likely to be limited due to the restriction of one MRU per site and requirement that the properties
be held in single ownership (MBIE, 2024b). They argued that provisions should allow for multiple
MRUs without the need for a primary residence, to support papakainga development and
culturally appropriate housing alternatives. Submitters in these groups also recommended that
the policy be extended to include Maori purpose zones (MBIE, 2024b).

Homeowners were largely supportive of the proposals, which they viewed as having social
benefits, in terms of family support, and economic benefits, in terms of additionalincomes
through rent. Many agreed the consenting process was unnecessary and presented a barrier to
building, and some indicated that the proposals should be more generous in relation to floor
size and built form.

There was evidence of a divide between homeowners, as to what, if any, conditions for use
should be placed on MRUs. Some homeowner submitters stated that MRUs should only be
permitted as intergenerational/multi-family housing, while others felt that MRUs “should only
be for rental accommodation to support the supply of rental housing generally” (MBIE, 2024b p
30). A few submitters (less than 5 percent) raised concerns about the potential for MRUs to be
used for short term-rentals such as Airbnb, and indicated that the use of MRUs for such
purposes should be “explicitly” prohibited (MBIE, 2024b p 29).

Submitters responses were mixed regarding the potential of the proposed amendments to meet
the Government’s stated outcomes, notably in terms of affordability. Homeowners felt that
there would be “significant” savings, in terms of time and cost, however it was noted that
building costs remained a barrier (MBIE, 2024b p 23). Industry professionals argued that without
system-wide policy changes and initiatives the granny flat amendments would provide limited
benefits and only to a “select group of New Zealanders” (MBIE, 2024b, p 8). Submitters
remarked that the provisions should include consideration for other outcomes, such as health,
building durability and environmental concerns. Some councils challenged the claim that there
is a growing or unmet demand for smaller housing types in their region. Others noted the
potential for granny flats to “exacerbate housing supply issues by taking up land in an inefficient
manner” (MBIE, 2024b p 8). Disability advocacy groups raised concerns around the minimum
floor size and exclusion of wet area showers and the implications for accessibility. They, and a
small number of other submitters, suggested incorporating Lifemark, or other universal design
standards into the framework, to ensure units would be accessible for all residents (MBIE,
2024b).

4 The International Experience of ADUs and Impacts on
Rentals

Overall, the public response in New Zealand to ADUs and the ‘granny flat’ proposals has been

mixed, although there is clearly a taste for this housing typology. In that context it is worthwhile,

considering what the international research on ADUs emerging since Saville-Smith et al. (2017),

tell usinrelation to:

o Whether their promotion as a mechanism for stimulating affordable housing in general has
been achieved;

o Whether ADU promotion has stimulated rental supply; and



e What the affordability, dwelling performance and tenure security impacts of ADU builds and
supply have been.

This section structures that review according to the dimensions that have informed the rationale
for the ‘granny flats’ legislation in New Zealand. Before that substantive discussion, itis
important to understand the nature of the international body of research, the jurisdictions of
focus, and the approach to collecting and reviewing that research.

Literature relating to accessory dwelling units published within New Zealand and internationally
over the ten years to 2025 was identified through a search of online databases and research
portals. The majority of available literature identified came from Canada and the United States,
although a small body of research focused on the formalisation and commodification of
informal housing types, including ADUs, was identified from Australia. Where appropriate,
government websites were accessed to confirm whether interventions highlighted by the
research were still on offer, and to clarify eligibility and scope, as the ADU landscape is rapidly
evolving.

Existing data is somewhat fragmented and tends to draw heavily on survey data, diverse
planning data and to build upon early, seminal research from the 1990s and early 2000s. A
drawback of the research is that much of it relies on reported permitting and approval numbers,
as opposed to completed ADU data to inform analysis. This can lead to a skewed perception
and contradictory reports around the success of programmes. Lack of consistency around what
is considered an ADU and tendency to clump the typology with other forms of “middle housing”
can also contribute to a distorted picture.

While there is a large body of international literature on ADUs, there is a dearth of New Zealand
literature on the subject. Interest in ‘granny flats’ is evident in New Zealand research through the
early 1990s, primarily for the purpose of housing older people and “responding to changing
demographic distributions” (Chalmers and Hails, 1991 p 17), and again in the early to mid-
2000’s as a tool to facilitate ageing in place. More recent literature has been sparse and over the
last decade has primarily focused on the potential of ADUs for enhancing sustainability and
meeting environmental goals (see for example Moradibistouni et al., 2019; Moradibistouni,
2020; Middha et al., 2022).

The remainder of this section considers the international research relating to each of the key
dimensions of ADU promotion noted in previously in Section 3.

4.1 Does reducing regulatory barriers incentivise more owners to
build?

Enabling ADUs to be built “by rights” in appropriate zones has been identified by researchers
and planners as one of the most effective methods for facilitating the development of these
units. It reduces confusion and “procedural hurdles...for homeowners” (Crane, 2020 p 9) as well
as limiting opportunities for opposition and gatekeeping by neighbours or local governments
averse to densification (Ross, 2016).

Internationally, by-rights permitting has been a key component of driving growth in ADUs and
has been linked to sometimes significant increases in stock, although production varies greatly
between jurisdictions. After California changed the permitting process from conditional use to a
by rights process in 2017, the number of permits issued in Los Angeles rose by 2000 percent
(Crane 2020, p 9). Twenty-eight percent of Californian homeowners who built an ADU between
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2018 to 2019 directly credited the reforms with enabling development (Chapple et al.,, 2021 p
9).

Sydney has also reported a massive growth in the number of units created since the
implementation of The Affordable Rental Housing State Environmental Planning Act (AHRSEPP)
in 2009, which explicitly aimed to stimulate the development of infill housing and “encourage
new supply of lower cost rental accommodation” (Gurran et al., 2021 p 8). The Act permits one
ADU per site on residentially zoned land and allows for private certification to reduce regulatory
cost barriers (Gurran et al., 2022). In Sydney, over 10,000 ADUs were approved between the
legislation coming into force and 2015, accounting for around five percent of the city’s new
housing supply in that period (Gurran et al., 2021). A further 7,000 units were approved in the
year 2015/2016 (Gurran et al., 2022).

A number of studies have demonstrated that costs associated with construction consents and
permits function as a deterrent to taking-up build opportunities. Homeowners frequently
remark that the consent process is cumbersome, contradictory, time consuming and costly
(Crane, 2020; Chappleet al., 2021; MBIE, 2024b; MBIE, 2024c). Forty-seven percent of
Californian ADU owners reported issues with the approvals process and 50 percent found
obtaining the relevant permits “complex and time consuming” (Chapple et al., 2021 p 10).
Similarly, 36 percent of ADU owners surveyed in Portland, Seattle and Vancouver cited
difficulties with the permitting process that led to increased costs and delays (Chapple et al.,
2017).

Industry bodies and professionals have challenged the perception that the consent process
adds unduly to the time and costs of building (MBIE, 2024b; MBIE, 2024c). In California 83
percent of ADU owners surveyed completed their build within 18 months or less, and 45 percent
of units were completed within six months or less (Chapple et al., 2017). Feedback from
architects suggests that the complexity of the design and construction process themselves
adds to timeframes for ADUs as these units require “expert knowledge of construction, the
building code and the City” (Proussaloglou, 2024 p 96). In New Zealand council data submitted
to the Ministry for Business, Innovation and Employment indicates that 92 percent of all building
consent applications "were processed within the statutory timeframe,” with a median
processing time of 13.4 working days (MBIE, 2024c p 11). Studies have consistently identified
the cost of construction and access to finance as among the most substantial barriers to
building an ADU and, in many cases, exclusionary to low and middle income owners
(Kalyandurg, 2024; Jennings, 2023; Chapple et al., 2021; Crane, 2020). Shortages in skilled
tradespeople and increased costs in materials have also been identified as “critical challenges”
to ADU production, which can result in projects being cancelled or abandoned due to delays
and budgetary considerations (Global Growth Insights, 2025).

Almost a quarter of Californian ADU owners ranked construction cost as the most significant
barrier to building an ADU (Chapple et al., 2021). A recent study of ADU developers in California
found that it was common for both architects and contractors to lose ADU clients during the
discussion and planning process, due to unrealistic expectations around cost and personal
financial constraints (Proussaloglou, 2024). Clients routinely underestimated the cost of design
and construction, which could range from USD$200,000 for design-build contractors and
specialist ADU firms, to USD$450,000 for architectural services, typically presenting with a
budget of USD$150,000-200,000. Contractors noted that only two to three percent of ADU
enquiries resulted in a contract, while architects remarked that they rarely broke even on ADU
builds due to the complexity of design and site requirements (Proussaloglou, 2024).
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Limited savings, equity or access to finance can prevent homeowners from taking up options for
ADU development. Traditional lending options are poorly suited to ADUs as banks are often
unwilling to fund a product with which they have limited familiarity without a proven return of
investment (Kalyandurg, 2024; Saville-Smith et al., 2017). Thirty-four percent of Californian ADU
owners cited obtaining a loan as the biggest challenge they faced when building their unitand 5
percent struggled to access finance (Chapple et al., 2017). Ten percent of ADU owners noted
that access to better financing options would have helped smooth the development process
(Chapple etal., 2017). In light of these difficulties, over half of homeowners reported using
personal savings to finance construction, with a further 43 percent accessing bank loans and 10
percent accessing money through friends or family members (Chapple et al., 2017). For many
homeowners, ADUs may simply not be a viable option financially.

A major criticism of ADU policy has been that it tends to favour wealthier homeowners over low-
moderate income owner occupiers (and renters) and thus has the potential to reproduce and
exacerbate existing inequities in the housing market (Cipkar, 2023; Kalyandurg, 2024; Gurran et
al., 2021; Gurran et al., 2022). Unsurprisingly then, research consistently finds that
homeowners who are wealthy and white are most likely to develop ADUs and less likely to use
ADUs for residential purposes (Proussaloglou, 2024; Crane 2020; Chapple et al., 2017). Thirty-
three percent of Californian ADU owners reported an annual household income over
USD$200,000 and 70 percent had an annual income of USD$100,000 or above, compared to 40
percent of the general (Californian) population (Chapple et al., 2021 p 6).

Some jurisdictions offer financial support packages to lower income homeowners for the
purpose of building an ADU. It is estimated that around 58 percent of local governments in the
US now offer tax credits, waivers or financing programmes to promote ADU production (Global
Growth Insights, 2025). California for example, established a grant programme that contributes
up to USD$40,000 towards the cost of construction for low-moderate income households
(Jennings, 2023). Boston has developed a deferred home loan programme, which provides loans
of up to $50,000 at zero percent interest to owners with less than USD$75,000 in assets
(excluding retirement funds, college funds and the primary residence). Owners making less
than 120 percent of the area median income are not required to match the loan, which does not
become due until the owner sells, refinances or transfers ownership of the property.* In 2023
the Federal Housing Administration introduced a policy that allows up to 50 percent of the
projected rental income from a new ADU to be used to qualify for a mortgage under the FHA’s
Standard 203(k) Rehabilitation Mortgage Insurance Programme (Kalyandurg, 2024). In Canada,
The Canada Mortgage and Housing Corporation (CMHC) offers funding of up to CAD$60,000 for
First Nations owner occupants to develop secondary or garden suites.* CMHC also offers
refinancing options for homeowners to develop an ADU, provided it is compliant with all bylaws
and regulations, and is not to be used as a short-term rental.® These options, in addition to
regulatory supports have been associated with increased development and increased market
confidence on the part of investors (Global Growth Insights, 2025).

4 https://www.boston.gov/sites/default/files/file/2022/01/ADU%20Fact%20Sheet%2C%20English.pdf

5 https://www.cmhc-schl.gc.ca/professionals/project-funding-and-mortgage-financing/funding-
programs/all-funding-programs/residential-rehabilitation-assistance-program

8 https://www.cmhc-schl.gc.ca/professionals/project-funding-and-mortgage-financing/mortgage-loan-
insurance/mortgage-loan-insurance-homeownership-programs/refinance
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4.2 Building standards and quality impacts of minimised consenting
processes

International experience and research suggest that optimism around building standards should
be treated with caution. For instance, where “deregulation of planning and regulatory controls
for secondary dwellings, and privatisation of building control functions” has been associated
with “arise in poor quality housing” (Gurran et al., 2022 p 24).

As part of its affordable housing reforms the New South Wales Government introduced private
certification for ADUs to reduce regulatory barriers to householders. This provision allows “all
stages of planning, construction and final certification” to be carried out by a private certifier
without the need for local body oversight, inspection or approval (Gurran et al.,, 2021 p 8). Since
the reforms came into effect local government planners and inspectors have noted an increase
in substandard accommodation, “being created and marketed by landlords” (Gurran et al., 2022
p 25). Among the issues they reported were lack of insulation; poor ventilation; inadequate light;
faulty electrical and construction work; inadequate stormwater and sewerage provision;
exposure to extreme weather conditions and temperatures; and inappropriate siting that
exposed residents to risks from flooding and fire (Gurran et al., 2021). Areview of rentals listed
on realestate.com.au (July to Sept 2018) found that over half of the ADUs advertised showed
indications of non-compliance with planning and/or building codes (Gurran et al., 2022).

Landlords were observed to be engaging in underhand practices around ADU production.
Notably, some would use private certification for a legitimate secondary unit as a “cover” for the
illegal construction and/or conversion of accessory structures (such as garages and sheds) into
additional residential units (Gurran et al., 2021). Building work on these units was often carried
out illegally, and a practice appears to have developed “whereby tradesmen will perform work
without supplying a proper invoice, thereby evading professional liability and responsibility to
conform with applicable construction codes” (Gurran et al., 2021 pp 9-10).

Lack of enforcement in Canada has also been associated with the proliferation of poor-quality
basement suites. In Vancouver, inspectors have noted lower than permitted ceiling heights, the
development of multiple units on a property and faulty electrical and plumbing work, among
other violations (Mendez and Quastel, 2015). Poor conditions have been largely tolerated due to
“a severe shortage of affordable housing,” following state withdrawal from the funding and
provision of housing (Mendez and Quastel 2015, p 19). In Calgary, ADUs have long been seen as
the “underbelly to a serious affordable housing problem,” and are characterised by informal
tenancies, renter precarity and substandard conditions (van der Poorten and Miller 2017, p
565). In 2009 three tenants were killed in a fire in a Calgary basement suite, related to multiple
health and safety code violations (van der Poorten and Miller 2017).

4.3 Diversification and Better Options for Households

Studies have consistently demonstrated that provision of housing for a family member remains
a major motivating factor in homeowner decisions to build ADUs.

Chapple et al., (2017 p 19) found that 28 percent of ADU owners in Seattle, Portland and
Vancouver built their unit with the explicit intention of “creating a living space for a household
member or helper,” and 46 percent of existing ADU tenants had a pre-existing relationship to the
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owner. Owners who house family or friends are much less likely to charge their tenants rents or
tend to offer rents at significantly discounted rates.

Crane, in her 2020 study of the construction and use of ADUs in Los Angeles found around half
of ADU owners who were renting their unit were renting to a family member, and around 85
percent of these owners did not charge any rent. A later survey of Californian ADU owners found
16 percent of ADUs were rented to relatives of the owner at no cost and two percent were rented
to friends at no cost (Chapple et al., 2021). Similarly, surveys of ADU owners in Portland, Seattle
and Vancouver (Chapple et al., 2017) found that 17 percent of ADU owners were housing a
family member or friend for free and 12 percent provided reduced rent for family members and
friends living in ADUs.

While seniors often express a high level of interest in this housing typology, uptake from this
group has been limited (Ramsey-Musolf, 2018; Saville-Smith et al., 2017). There is little
evidence of seniors using ADUs, either as a means of generating income, or as a place of
habitation to a greater extent than other housing types (Brown and Palmeri, 2014). A Seattle
survey found around 27 percent of ADUs were built by residents aged 65+, while surveys in
Portland and the San Francisco Bay area found less than a fifth of ADU owners were seniors
(Ramsey-Musolf, 2018). Crane (2020) found in her survey of Californian ADU owners that only
one respondent (of 321) was using their ADU to house a caregiver, while a further six percent
intended to use their dwelling to house a caregiver in the future.

It is notable that researchers have tended to focus on the characteristics and experiences of the
property owners who build ADUs rather than the residents who live in them. Information on the
latter tends to be fragmented, and varies between jurisdictions according to local conditions,
policy settings and, in some cases, acceptability to existing residents. Unsurprisingly, young
people appear to make up the bulk of ADU residents, with approximately 44 percent of tenants
in Portland aged between 25-34 years old, and 22 percent aged 55 years or over (Brown and
Palmeri 2014). In California, where the state has specifically mandated ADUs for seniors,
college students and low-income households, seniors comprised around 12 percent of ADU
tenants with the majority of ADU residents being aged between 20-39 (Ramsey-Musolf, 2018).
Children are estimated to make up about 11percent of ADU residents in some areas (Chapple et
al., 2017). International evidence suggests that the majority of completed ADUs are one
bedroom or studio units (Chapple et al., 2017; Crane, 2020), which raises questions around the
suitability of these dwellings for housing single parent families, as well as for larger families.

What is clear across jurisdictions is that ADUs are increasingly being used to house extremely
disadvantaged tenants who face discrimination and/or unaffordable rents in the private market
and are unable to access public or social housing. In Ontario, Jennings (2023) found that
secondary suites were predominantly rented to students, new migrants, low-income and
vulnerable tenants unable to access social housing due to high demand and long waitlists. She
found ADUs were most pronounced in areas characterised by a shortage of other forms of rental
and social housing. This trend is also evident in Calgary where secondary suites tend to be
concentrated in low-income areas with high numbers of immigrant households, who might
otherwise struggle to find housing (van der Poorten and Miller, 2017). Notably, two-thirds of
Calgary’s housing stock has been identified as belonging to absentee landlords (van der
Poorten and Miller, 2017), challenging the notion that ADUs are primarily being built by
homeowners “seeking to meet their own housing need” (Gurran et al., 2022 p 25) or enhance
opportunities for intergenerational living (van der Poorten and Miller, 2017).
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4.4 Increased housing supply

There is little doubt that the international experience with removing or reducing regulatory
barriers to the development of ADUs has contributed to marked increases in ADU production in
some jurisdictions.

In the United States, a recent report found ADU construction had increased by 51% across
major metropolitan areas, with municipal approvals for ADUs increasing by 33% in Canada
(Global Growth Insights, 2025). Notably, both Canada and the United States have developed a
range of financial supports, subsidies and lending tools that have facilitated the uptake of ADUs
for households that might otherwise be unable to meet the upfront costs of construction.
However, the number of units produced continues to vary substantially between jurisdictions
and to date their contribution to the overall housing stock remains unclear.

Itis, important to note that increases in permits and approvals do not represent the number of
units constructed. In Los Angeles an estimated 16,700 ADUs are approved annually, however
only 5,200 new ADUs were constructed in Los Angeles in 2021 (Jennings, 2023). Welch (2025),
estimates around 60% of ADUs approved in California are completed due to cost and
infrastructure constraints. In New Zealand, an average of 300-400 consents have been issued
annually in Auckland since the Unitary Plan went into force in 2016, however it is unclear how
many of these units have been completed (Welch, 2025). Even in Sydney, which has
experienced exponential growth in ADU approvals, completed units only account for 1.5% of the
city’s overall housing supply (Maltman, 2023).

Other jurisdictions have shown little or modest increases in production. Guelph, for example,
records an average of 75-100 units that are permitted and constructed annually (Jenning, 2023).
In Long Island, which has had a contentious relationship with ADUs since the 1990s, an
estimated 2 percent of single family properties have a legal ADU, accounting for an estimated
14,500-16,000 units (Niedt et al., 2016). In Portland, which has been used as a model for ADU
ordinances by many jurisdictions, ADU construction was estimated to have contributed to a
growth of around 1,400 “middle housing units”’ between 2021 and 2024 (Portland Bureau of
Planning and Sustainability, 2025).

Even where units are constructed, they are not always utilised for residential purposes. Many
homeowners are unwilling “to sacrifice their privacy and control over their backyards, if not
financially necessary” (Crane, 2020 piii). Survey data indicates that while most ADU owners in
Portland, Oregon and the East Bays (California) use their units for long-term residential
purposes, less than half of ADU owners in Beverley Hills do so (Crane, 2020). Thirty-six percent
of Californian homeowners surveyed indicated that they had no intention of using their ADU to
house a stranger (Crane, 2020). High income owners are more likely to use an ADU for the
purpose of adding office space, a guest room or for short-term rental (Crane, 2020). Chapple et
al., (2017) reported similar results from their survey of ADU owners in Portland, Vancouver and
Seattle, where 51 percent of ADU owners used or intended to use their unit for residential
purposes and a further 12 percent for short-term rental.

7 Middle housing, in this context refers to ADUs in “in various configurations, Attached Houses, Duplexes,
Triplexes, Fourplexes, Affordable Sixplexes and Cottage Clusters” (Portland Bureau of Planning and
Sustainability, 2025 p 7).

15



Loosening or removing planning regulations does not ensure either uptake or compliance, as is
evidenced by Ontario. The province enacted The Strong Communities through Affordable
Housing Actin 2012, in response to a decline in social housing and increase in housing need.
The Act “required municipalities to permit second units either in a house or detached structure
in a single detached, semi-detached or row houses” (Jennings, 2023 p 7). This was followed by
increasingly permissive legislation that eventually required municipalities to permit two units as
of right on a property and up to three units as of right “on urban serviced parcels” (Jennings,
2023 p8). These changes have been fiercely resisted both by homeowners, who wish to
maintain control over who lives in their neighbourhoods and by municipalities. By 2019 only 23
percent of municipalities had enacted policies that conformed to the Government’s stipulations
(Jennings, 2023).

4.5 Improved housing affordability

ADUs are thought to contribute to housing affordability in three ways. First, they allow owners to
subsidise their own housing costs through the provision of an additional income stream from
rent. Secondly, because ADUs tend to be smaller on average than single family housing, they
are expected to be rented at more affordable rates than mainstream rental options. Finally,
because ADUs can be built on existing land and utilise existing infrastructure, they are viewed as
having the potential to significantly increase supply thereby easing demand and affordability
pressures. However, the absence of regulatory controls around conditions of use, occupancy
and rent caps in many jurisdictions appears to have undermined opportunities for affordable
housing provision and opened the market up to speculation and profiteering.

Early research into ADU affordability showed some support for ADUs as a source of affordable
housing, with some American studies suggesting units were typically available at 20-35 percent
less than mainstream rental housing (Cipkar, 2023; Maaoui, 2018). However, later research
suggests that lower rents were partially attributable to two factors, the illegality of the dwelling,
or an existing relationship between the tenant and ADU owner (Crane, 2020; Maaoui, 2018).
Researchers have argued that, once variables are controlled for, ADUs do not demonstrate
significant cost differences when compared to mainstream rental housing (Crane, 2020 p 80). In
cities facing high rental costs and low availability ADUs may be let at rents comparable or higher
than market rents.

Crane noted that when non-rent receiving households were removed from rent price analysis,
the average rent for an ADU in Los Angeles was higher than that for comparable market rentals
across the City, with ADU residents paying an average of $1,667 for a studio to $3,917 for three
or more bedroom unit compared to an average of $1,130 for a studio unit to $1,560 for unit with
three or more bedrooms for Los Angeles as a whole (Crane, 2020 p105). Around 10 percent of
survey respondents who used their ADU for rental purposes indicated they only rented their unit
on a short-term basis, despite an ordinance banning this practice. These owners on average,
charged $120 a night (Crane, 2020, p 99).

Chapple et al., (2021) found that less than a third (31 percent) of ADUs in Los Angeles County
were affordable to a two-person household earning the area median income, though
affordability varied “significantly” between counties. In Marin, for example, 67 percent of ADUs
were available to households on less than 80 percent of the area median income, compared to
50 percent in Santa Clara, 38 percent in San Mateo and 12 percent in Los Angeles (Chapple et
al., 2021 p 16).
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Some jurisdictions have developed initiatives to support homeowners to build ADUs that will be
rented at affordable rates. For example, Los Angeles has partnered with housing developers to
help homeowners finance ADUs that will be rented to Section 8 voucher holders (Kalyandurg,
2024 p 17). The Government of Washington DC runs a pilot programme to fund construction or
conversion of an unspecified number of ADUs up to a maximum of USD $120,000. Owners with
incomes above 120 percent of the Median Family Income (MFI) will be required to rent their unit
to households making below 60 percent of the MFI to qualify.® Pasadena is exploring options to
reduce permit fees by approximately $19,000 per unit for homeowners who agree to rental
income restrictions for a period of seven years, after which point they would be eligible to be let
as market rentals (Ramsey-Musolf, 2018 p 28). The City of Portland will waive systems
development charges for homeowners who sign a covenant agreeing not to use the ADU as
short-term rental for a period of 10 years.®

Proponents of ADUs as affordable housing have argued that ADU provision can indirectly lower
costs by increasing the number of units on the housing market and thus reducing demand and
competition, however researchers have yet to find sufficient evidence of the market responding
in this way. Others have suggested that the impacts on affordability have been contrary to policy
intent.

For instance, in California, Ramsey-Musolf (2018) argues that ADU policy has resulted in an
overall loss of dedicated affordable housing. According to Ramsey-Musolf, for every ADU built
an affordable unit, “that would have been situated in a regulated multifamily or voucher housing
unit was lost” (Ramsey-Musolf, 2018 p 2). He describes how ADUs have come to be seen as a
vital component of affordable rental provision in California, to such an extent that cities are
allowed to count potential units towards a portion of their affordable housing quotas, without
necessarily demonstrating conditions for affordability.

Few cities in California imposed restrictions on ADUs to ensure they would be tenanted by low-
income tenants and/or at affordable rates, and none appeared to monitor or enforce these
measures effectively. In an analysis of planning data from 57 Californian cities, planners
identified 759 ADUs that were designated as low-income housing, but none could be verified as
being occupied by or available to low-income households (Ramsey-Musolf, 2018 p3).
Essentially, these cities were outsourcing the cost and responsibility of housing production to
homeowners.

Sydney has also found that an increased supply of ADUs did not ease housing affordability
pressures and may instead have contributed to an overall decline in “the supply of rental units
affordable to low-income earners”, despite housing production almost doubling between 2015
to 2016 (Gurran et al., 2022 p 19). Rather than bolstering the stock of low-cost rentals, new build
ADUs appeared to be aimed at the “higher end sector of the rental market, including short term
rentals on Airbnb style platforms” (Gurran et al., 2022 p 27). They were also associated with a
loss of older, affordable stock, which were converted into ADUs to increase the number of units
available for rent and maximise profit to landlords (Gurran et al., 2021). According to analysis of
Sydney rental listings, ADUs accounted for less than half (39 percent) of lower cost rentals
advertised (Gurran et al., 2022 p 23). Median rent for a compliant secondary dwelling ranged

8 https://dhcd.dc.gov/raap
% https://www.portland.gov/ppd/residential-permitting/home-projects/accessory-dwelling-units
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from AUD $200-$260 per week, compared to AUD $250-270 for a standard rental (Gurran et al.,
2022 p 23).

A key finding of recent research has been that, even in jurisdictions with permissive ADU
legislation, illegal units continue to proliferate. In Calgary, 73 percent of unauthorised ADUs can
be found in zones that permit secondary suites and these units proliferate in low income, high
immigrant areas (van der Poorten and Miller, 2017 p 670). In Sydney, Gurran et al., (2021) found
illegal conversions, extensions and construction was common, despite legislative changes.
While the median rent for these units was lower than the median rent in the mainstream rental
market, they remained unaffordable to very low-income renters (Gurran et al., 2021).

The expansion of the ADU market appears to have created perverse incentives and
opportunities for gaming by some investors and landlords, who appear to be moving into the
market in order to increase the rental yields from their properties. As more jurisdictions are
formalising ADUs and removing barriers to development, more opportunities for investment,
commodification and exploitation of this housing typology are becoming apparent.
Internationally there is evidence that ADUs are increasingly being viewed as a “financial tool,” by
both homeowners and investors (Global Growth Insights, 2025). Fifty-two percent of property
owners report that rental income is a primary motivation for developing an ADU, 38 percent of
owner/investors report increased property valuation as a key motivator and 49 percent of
individual investors view ADUs as assets for generating income (Global Growth Insights, 2025).

4.6 ADUs for Rent?

The ways in which ADUs contribute to the expansion of the housing stock are complex and often
inconsistent. Units are predominantly built by wealthier homeowners, who may be unwilling to
share their property with unrelated tenants or manage formal rental agreements, for fear they
may be unable to remove them should the “need arise” (Crane, 2020; Proussaloglou, 2024).
These units may cycle in and out of the housing market according to owner need and
preference. A small number will never enter the housing market. Historically, the majority of
ADUs have been used for the purposes of housing family, and this still appears to be the case in
many jurisdictions. While these ADUs provide social and financial benefits for these
households, they do not expand the existing stock materially.

Even where ADUs are viewed as desirable and regulations have been relaxed, ADU uptake has
been not been demonstrated to be sufficient to relieve pressures on the wider housing system.
Indeed, in some cases ADUs have been associated with a loss of existing affordable units, as
well as gentrifiation and displacement of existing residents (Mendez & Quastel, 2015; Gurran et
al., 2021). Nor are they likely to mitigate issues for those whose needs are poorly met by the
mainstream housing market, such as those requiring accessible features to live comfortably in
their homes, as well as larger, low-income or disadvantaged households.
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More recent literature has demonstrated issues arising for rentals associated with ADUs,
including decreasing affordability, lack of formal rental agreements and limited tenant
protections, and poor quality dwellings rented at close to market rates (Mendez & Quastel,
2015; Crane, 2020; Gurran et al., 2021; Gurran et al., 2022; Cipkar, 2023; Kalyandurg, 2024).
While these problems are not new, they appear to be more marked in some jurisdictions and
tend to occur where non-owner occupant landlords and investors have moved into the market,
and particularly in already disadvantaged areas with an inadequate supply of affordable and
social housing (van der Poorten & Miller 2017; Gurran et al., 2021; Jennings, 2023). These
findings suggest that careful policy and regulatory settings are needed to realise the potential of
ADUs for rents and mitigate risks.

5 Key Findings and Reflections
Key findings from the international research around ADUs are:

e Consents/approvals are useful indicators of interest but provide minimal insight into the
number of units produced.

e Most ADU proposals do not reach the construction stage.

e Homeowners routinely underestimate the costs of building an ADU.

e Many homeowners will be unable to meet the costs of building an ADU without targeted
assistance.

e ADUs are often more complicated to build than mainstream housing due to size and site
constraints.

e Shortages in skilled tradesmen and materials are major challenges to ADU construction.

o ADU policies tend to favour wealthier homeowners, rather than those who may most
benefit from building an ADU.

e Asmall, but significant proportion of ADUs will not be used for the purposes of housing.

e Some ADU owners prefer to use their units as short term rentals for flexibility as well as
higher rent returns.

e ADUs are usually marketed as providing affordable accommodation for groups the general
public are likely to feel more sympahetically towards; single, couple or single parent
households; young people; and older people.

e ADUs have predominantly been used to accommodate friends and family for no or low cost.

e Thereis a clear taste for ADUs among tenants, however it is unclear if this is related to
benefits inherent in this housing type or a lack of other options.

e The experiences of ADU tenants are not well understood.

o Non-related ADU tenants tend to be young; students; migrants; from ethnic minority groups;
experience discrimination or disadvantage in the wider housing market.

o Affordability of ADUs may be overstated, with most compliant ADUs being let at market or
close to market rates, unless let by family members or friends.

e lLandlords and investors are seeing opportunities to profit from deregulation and moving into
the market.

e Reduced monitoring and inspections has been associated with cost cutting and sub-
standard housing conditions.

e ADU tenancies are not uncommonly associated with informal rental agreements and lack of
tenure security.
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e Conditions and compliance are poorly managed and enforced due to limited alternative
housing options and risk of homelessness.

e Non-compliant ADUs are more likely to be built in disadvantaged areas with insufficient
affordable stock.

e Highincome neighbourhoods demonstrate higher reistance to ADU development,
particularly for the purposes of rental.

e Accessibility is often overlooked in the design and construction of units, limiting their
usefulness as long term housing for some demographics.

ADUs can provide desirable and appropriate housing for some households, but unless well
managed ADUs have the potential to reproduce and exacerbate existing inequities in the
market.

The current granny flat proposal brings New Zealand more into line with other, comparable
countries, such as Australia, Canada and the United States, which have opted to prioritise
privatised housing provision over public or social housing provision.

In New Zealand questions have been raised about the necessity of proposed granny flat
amendments as the majority of councils already enable MRUs in their district plans. Councils
that submitted on the government proposal noted that “existing district plans are more
appropriate than some or all of the proposed standards” (MBIE, 2024b p3) as they respond to
locally specific conditions and demographics. For example, Thames-Coromandel and Hauraki
District Councils have identified MRUs as one mechanism for providing cheaper options,
freeing up housing stock and increasing supply for the high number of older and disabled
residents in these districts.’ Thames-Coromandel allows units up to 50 square metres as a
permitted activity in multiple zones and Hauraki allows units up to 50 square metres as a
restricted discretionary activity in three low density residential zones. Both councils provide a
density bonus (up to a maximum of 60 square metres) to homeowners who build to minimum
Lifemark accessibility standards or other acceptable universal design criteria. Thames-
Coromandel report strong community support for the scheme, which has contributed to a ten
percentincrease in the number of new dwellings built to a Universal Design standard in the
region (Lifemark, n.d.).

In addition, requirements outlined for ADUs by some councils are more permissive than those
being outlined by the Government (MBIE 2024b). For instance, under the Unitary Plan Auckland
Council permits two minor dwellings per site in mixed housing suburban and mixed housing
residential zones, and three or more units are permitted as a discretionary activity (Saville-
Smith et al., 2017). Waikato allows a gross floor area of 70 square metres for units built for the
purpose of housing a dependent relative of the occupants in the main dwelling, and up to 120
square metres for an independent unit to house agricultural workers (Saville-Smith et al., 2017).
Rotorua District council permits independent units up to 72 square metres in some residential
zones (Saville-Smith et al., 2017).

Itis difficult to assess the extent of the impact of removing consents on homeowners’ decisions
as such waivers rarely occur independently of other reforms. Homeowners certainly resent the

% Interview with Hauraki District Council staff and planners carried out for the FAAB Small Homes:
Functional, Accessible, Affordable, Buildable Smal Homes Research Programme in 2023.
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added cost and perceived complexity of consent processes, however consents only contribute
to a small proportion of overall costs and do not represent the most significant barrier or cost
burden to homeowners (MBIE, 2024c). Industry professionals have cautioned that resource and
building consent waivers are insufficient mechanisms for achieving cost reductions large
enough to significantly incentivise uptake within the general public (MBIE, 2024b).

Welch (2025) estimated that the costs of building a “basic” granny flat in New Zealand could
range from $200,000 to $300,000, while Sapere Research Limited estimated the average cost of
constructing a 60 square metre MRU to be $241,354 (MBIE, 2024c, p 12). A household financing
a $250,000 loan would be required to make repayments of around $480 a week and could
expect anincome of $500-600 per week depending on prevailing market conditions (Welch,
2025), making construction a risky prospect for some homeowners. Without financial support
or assistance to access finance, low and middle income homeowners who stand to benefit
most from having an ADU may be poorly placed to do so.

In addition, the New Zealand construction industry is facing a range of challenges to capacity.
The New Zealand Infrastructure Commission Te Waihanga (2022 p 152) recently reported that
“the share of construction firms reporting labour shortages is now at its highest-ever level,” with
unprecedented numbers of workers leaving the country for opportunities overseas and others
reaching retirement age (MBIE, 2023; The New Zealand Infrastructure Commission, 2022).
Forty-six percent of business owners or managers reported issues recruiting skilled
tradespeople (MBIE, 2023). These issues are further compounded by the rising cost of materials
and generally poor economic conditions experienced by a considerable number of New
Zealanders.

While ADUs may provide an appropriate and even desirable option for some households,
promotion of this housing typology has the potential to create perverse incentives and
opportunities for the exploitation of renters and result in outcomes that are “neither affordable
or secure,”(Gurran et al., 2021 p16) particularly for very vulnerable tenants with already limited
options and choice. Moreover, ADU production may be less effective than directly funding the
production of affordable housing (Jennings, 2023; Ramsey-Musolf, 2018) and is unlikely to
mitigate housing affordability pressures unless accompanied by policies that require, and
enforce requirements for rental affordability and tenure security (Saville-Smith et al., 2017;
Ramsey-Musolf, 2018; Maaoui 2018).

These findings raise serious questions on the use and management of ADUs for rental
purposes. The international experience shows that ADUs can be a means to expand the rental
stock. What is less certain is, firstly, whether that rental stock is available for low-income
households in unmet housing need and, secondly, is a means of delivering rental housing that is
affordable to low-income households. Furthermore, ADUs should be developed in addition to,
rather than a replacement of, continued government investment in public and community
housing to ensure these units represent a genuine option for tenants, and do not simply
become a last resort for households faced with severe housing affordability stress or
homelessness.

Nevertheless, ADUs do have potential. both in relation to better utilisation of land and in stock
expansion. The innovative strength and potential of ADUs lies in the matter of scale. ADUs,
whether delivered as rental housing or other tenure arrangements, provide scale through micro-
targeted developments. This contrasts with other pathways to scale which have required:
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Either mass sub-division of greenfield sites with all the financial, infrastructure and
environmental costs associated with them; or

Intensification through vertical, middle- and high- rise building typologies which frequently
confront neighbourhood resistance as well as complex building and maintenance
requirements; or

Extensive consolidation and redevelopment of existing residential land titles.
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