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CGT by stealth 

A five year bright line test for residential property sales is now a reality but critics say 
it’s a capital gains tax by stealth. 
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Tax legislation extending the current bright line test from two years to five has now passed 

its third reading in Parliament and is expected to be in force by the end of the month. 

The extension means that profits from residential properties which are bought and sold 

within five years will, generally, be taxable. 

However, the existing exemptions - which include the sale of an owner-occupier’s main 

home, inherited property, or the transfer of property in a relationship settlement – will 

remain. 

Revenue Minister Stuart Nash says the change will help dampen property speculation and 

make homes more affordable. 

“This proposal will ensure that residential property speculators pay income tax on their 

gains and makes property speculation less attractive. 

“We need investment which grows the economy and creates jobs, not the sort of 

investment which distorts the residential housing market. This measure will bring fairness 

back into the tax system.” 

The legislation, which was fast-tracked through Parliament and passed by 63 votes to 57, 

was opposed by National and Act. 

It was the previous National-led government that first introduced the bright line test but the 

party’s finance spokesperson, Amy Adams, says the extension is a duplicitous way of 

introducing a capital gains tax. 



In her view, a two year period rather than a five year one is a better way to catch 

speculators because many people who are not speculators will buy and sell property in the 

course of the longer period. 

ACT leader David Seymour also says the extension of the bright line test means that New 

Zealand now has a capital gains test in all but name. 

“The five year bright-line test means that many New Zealanders will find themselves paying 

tax when they sell a home.” 

However, Seymour put the blame for this at the feet of the National Party, saying a two-year 

bright line test should never have been introduced. 

“There is no evidence that a capital gains tax charged over any length of time will reduce 

house prices as claimed. 

“Some of the worst housing affordability in the world is in Sydney, Vancouver, London and 

Los Angeles, all cities with capital gains taxes.” 

Many investors believe the extension of the bright line test is another factor that will make 

investing in property more difficult and could contribute to a dramatic increase in rents. 

But Auckland Property Investors Association president Andrew Bruce has previously said the 

majority of investors are in it for longer than five years. 

For that reason, he thinks many investors are unlikely to feel massive levels of pain due to 

the extension of the bright line test. 

 


