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Ms Lisa Owen
The Nation

lisaowen@mediaworks.co.nz

Dear Ms Owen

Thank you for your email of 16 November 2017 requesting the following information under the Official
Information Act 1982 (the Act):

Any and all advice, reports, memorandums, and communication provided to the Minister on:

the Kiwibuild policy

the impacts of the Kiwibuild policy on the construction sector

the impacts of the Kiwibuild policy on the construction workforce
annual construction projections for the next 10 years

Any correspondence or reports by the Ministry as a result of consultation on the Kiwibuild policy
with parties involved in the construction sector.

This should include any advice or reports offering assessments on how achievable the goals of
Kiwibuild are, including but not limited to construction numbers, labour, costs and time frame.
This should also include advice or information that is known by the Minister but which may not
yet be written down. Please include a summary of this material.

In response to your request, nine documents have been found within the scope of your request, of
which seven are being released to you. They are summarised in the attached document schedule.

Please note that some information has been redacted as it falls outside the scope of your request, and
some information has been withheld under the following sections of the Act:

9(2)(a) to protect the privacy of natural persons

9(2)(g)(i) to maintain the effective conduct of public affairs through the free and frank
expression of opinions by or between or to Ministers of the Crown or members
of an organisation or officers and employees of any department or organisation
in the course of their duty

9(2)(j) to enable a Minister of the Crown or any department or organisation holding
the information to carry on, without prejudice or disadvantage, negotiations

The remaining two documents within the scope of your request have been refused under section 18(d)
of the Act as it is publicly available on the Ministry of Business, Innovation and Employment’s website
http://www.mbie.govt.nz/about/who-we-are/our-publications/briefings-to-incoming-ministers/2017-
BIMs.

Building, Resources & Markets

15 Stout Street PO Box 1473, Wellington 6140 New Zealand
T +64 4 472 0030




In terms of section 9(1) of the Act, | am satisfied that, in the circumstances, the decision to withhold
information under section 9 of the Act is not outweighed by other considerations that render it
desirable to make the information available in the public interest.

You have the right to seek an investigation and review of my decision by the Ombudsman, in
accordance with section 28(3) of the Act. The relevant details are:

The Ombudsman

Office of the Ombudsman
PO Box 10152
WELLINGTON 6143

0800 802 602
www.ombudsman.parliament.nz

Yours sincerely

Murray Nash
Manager, KiwiBuild Establishment
Housing and Urban Branch
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Capacity of the construction sector to undertake Kiwibuild

‘T)ate: 1 November 2017 ‘ Priority: Urgent
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Executive summary

You have requested a initial analysis of the capacity of the construction sector o@/er the
Kiwibuild programme, including the implications for the construction Iaébowm&

The residential construction sector appears to be reaching its capacity ligiits,“as indicated' ¥
plateauing levels of new dwelling consents, including in Auckl Most residential building firms
are small and so have limited capacity to produce bespoke d_:tér@??dwellings -

e

The increased demand for construction labour is Iea@th abour cost index f r the sector
trending significantly above the all-industries avera é Recent surveys-of't:{fe)se or have
consistently reported substantial difficulties by employers in attracting skilled"staff, and there are

concerns about the quality of supervision t)\ﬁ@‘.t\nic ed buildir%{qu}k i
cfion materials, and the reported

Other key capacity constraintzep@ing prices for. ga(o\h\sn'
tightening availability of finance\Capaeity utilisati ndth iQ}N'Iilether builders can increase

production without rai_si_ng their.u osts) is reported tgbe at peak levels.

The rise in costs.--_Wagl_a_?and capacity uti\isatibmis contributing to increased residential construction
output prices, whi@ve risen 28 gej-eent from 2010 to 2017, well above the 11 per cent all-
industries average,

forecast peak of 34,500 020-fo 40,400 in 2020, rising to 44,600 dwellings in 2022. Kiwibuild will
therefore increasethe\;ﬂ nal demand for construction-related occupations. Without intervention,
by 2020 the total national shortfall of demand over supply could amount to over 46,000 workers (8
per cen Jthe"cﬁm\ﬁt'ruction-related occupations workforce), before declining to a shortfall of 33,000
worke_éin 2{)}22 (6 per cent of the workforce).

The phased 'Jﬁ)plement ti&%&}vibuild will increase the supply of dwellings, from the current
Ei 0

C,(n\st ction apprenticeship sign-ups and completions are both rising, with a total of 11,000

app nticeships in progress as at mid-2017. There has also been an increased trend of work visas
approved for people with construction-related occupations, rising to 11,900 during the year ended
30 June 2017.

A series of specific policy initiatives have been applied to increase the capacity of the construction
sector. These include Job Fairs in Australia, targeted immigration changes following the
Christchurch earthquake, grants for apprentices, and workforce engagement. The Ministry of
Business, Innovation and Employment will lead the drafting of a follow-up cross-agency briefing,
providing advice on a set of policy options to grow and develop the construction workforce. This
advice will specifically consider the Kiwibuild Visa and Dole for Apprenticeships policies. Advice
will also be provided on other options to alleviate capacity constraints.
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Recommendations

It is recommended that you:

1) Note that there is a historically high amount of construction investment being put in place,
and a series of measures indicate the sector is close to its capacity limits
Noted
2) Note the conclusions of this briefing on the increasing demand for construction
occupations, and the potential shortfalls in the availability of skilled workers
Noted
3) Note that the Ministry of Business, Innovation and Employment will m@yﬂgu with further- '
detailed advice later this month on a set of policy options to . grow ‘and develop”the
construction workforce, and other options to alleviate capacity ce@trﬁnts )
\“Neted
4) Agree to provide a copy of this briefing to your o%le_,f,ag <e}the Minist @cation, the
Minister of Employment, the Minister of “Socia \gevelopment, \I:L Minister of
Immigration, for their information. J x
&g e / Disagree / Discuss
Jo Doyle

General Manager, Gov_struction and H_Q‘lis[ng arkets

Building, R é‘w@s,a d Markets-. '
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Purpose

1.

You have requested a initial analysis of the capacity of the construction sector to deliver the
Kiwibuild programme. This briefing presents an overview of the capacity constraints
affecting the sector, and the projected implications for the construction labour force of
phasing in Kiwibuild. Previous and current policies supporting construction workforce
development are outlined.

Construction performance is a key part of housing affordability

2.

‘reasonable margin for the builder.

\ ‘évolved ta be mo %

Construction markets are important because they are a critical driver of the price and quality
of housing. If construction markets are performing optimally, the constructi n(“component of
the price of a new house reflects the cost of product and labour in uts,‘incbr\p/orating a

In New Zealand the key characteristics of this market are the\fragmented nature of t ?
sector, low labour productivity, low skills, and lack of competition in the supply o’:{_b_uilé‘i g
materials and amongst large construction firms, .\ @ '

Capacity constraints and poor productiviyp_eﬁq'nﬁanée has been fuelledtiy’a pronounced
boom-bust problem, with construction cyt_:_les_‘_gi.eater in amp itude.than.those in the general
economy. This means it takes time to gear up the sector tq deliver more housing following a
down-cycle, and the lack of confidence inthe duration of an uﬁ-Egcle limits sector investment
in developing scale, innoyatiqh, productivity and-skills. This-dynamic also flows through to

associated services such ag inspection and wﬁé‘énﬁng by councils. Constraints in service
delivery can impose @niﬂq@rﬁ time cos@ delays on building projects, and tend to
discourage ign ‘T@}e&m building p<7.1 {s.and techniques.

There are ak a ;ncerns that ch’u_fn andfragmentation in the sector leads to poor allocation
of risk and lesséns incentives for-quality building. This has not been helped by a building

regulatory-system thaf>— because of issues such as leaky homes and earthquakes — has
Ie\it}a”sed and risk averse.

Capacity eq-nstrain s in construction are apparent

6.

an_structi’oﬂ investment has significantly increased since the trough in 2010, and is forecast
to rise further over the years to 2022 (see Appendix 1). However, the residential construction
sector appears to be reaching its capacity limits, as indicated by plateauing levels of new
dwelling consents, including in Auckland (Figure 1). The current delivery of 30,892 dwelling
consents is largely based on bespoke detached dwellings, which are built by a fragmented
sector of about 4,035 building companies.
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_Figure 1: Trend of residential building consents, 2013 - 2017
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Analysis of building consent data shows that 25 large firm each construct mo thar\t'ﬁ;DG
dwellings a year — about 24 per cent of total dwelllngs onse nled At the other.ghd ofithe

scale, 3,100 small builders each construct 1 to 5 def; ched houses a y 26 per cent of
total dwellings (BRANZ, 2017). LR U

The rise in apartment developments in; A |s. stimulat gﬁ rom large firms in the
commercial building sector (apartm ts in the Auc {a on rose from 498 in the

year ended September 201 Q\J ﬁe year end (\% e er 2017).
Demand for construction Iabodr f.s % to rising @ts for the sector

9.

10.

The following se tlon sés on constr ct’b bour costs and information on skill shortfalls.
Appendix 2 summari e trends f/P ate s prices, access to finance, and capacity
utilisation & Stment in expansio

Sip (Q Q11 there has beena a &d'rise in employment in the construction industry, and
s/ary and wage rates compared to ‘all industries’. Employment has grown an

@aH 46 per cen/\from afrough of 161,700 in 2011Q1 to 235,300 people as at 2017Q2

\Statistics New Zea nw The increasing demand for workers has led to the labour cost
index fort € constru tlon sector rising faster than the ‘all industries’ average (Figure 2).

Flgure 2: Trend of construction sector labour cost index, 2009 - 2017
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11. Recent surveys of the construction sector have consistently reported difficulties by employers
in attracting skilled staff:

e 2017 AECOM Sentiment: Infrastructure and Buildings Construction Survey (346 sector
leaders) found that 44 percent of respondents identified ‘Skills and Materials Shortages’
as a significant industry challenge.

e 2017 Hays Construction and New Zealand Institute of Building Salary Guide (350
employers) found that over 75 per cent of respondents reported it was ‘hard/very difficult’
to recruit construction managers, project managers, and site managers; and 53 per cent
of employers had increased salaries by between 3 to 10 per cent in their recent review.

e  Statistics New Zealand Business Operations Survey 2016 (4,569 constiuction firms)
found that 58 per cent had ‘hard-to-fill' vacancies.

Additional demand may place pressure on the LBP scheme and raisecio s‘about quality

12. Building work that is critical to a residential building’s stru al soundness or
weathertightness is restricted, and must be carried ou 1 ised by a Licensed Building

Practitioner (LBP). There are indications that LBPsar dy stretched th% ‘so}ne parts
of the country, including Auckland. Itis beco mg mége dlfﬁcult to attract\cy rain new LBPs,
partly due to workforce demographics (e \tlm of the 201 3 CeI‘ISLlS/39 per cent of

project builders were over 45 years of ag

13. Anincrease in demand for housmg will-place partlcular preg%m the LBP scheme. This
pressure has the potential toglve jse to increased TS ks withTegard to building quality, due
to a shortfall of skilled L Ps quired to superwse ar\ ncreased number of workers.

Residential construct\n% Ve increa ore than the all-industries average
2010Q4

14. The trendfro to 201 02 s%vs a 28 per cent increase in the residential building
C‘?m{c@n utﬁut price in ellowed by a 20 per cent rise for non-residential building,
da 17\@/r>cent rise for b vy and civil engineering and construction services. These

_ ‘ndexed price rlsesa\rz\consm ably above the average indexed rise for ‘all industries’ of 11
--.percent over thegé e &riod (Figure 3).
Figure 3: Trends in the Producers Price Index for Construction Sectors and All Industries, 2010 - 2017
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Kiwibuild will increase the peak demand for new dwellings

15. The National Construction Pipeline Report 2017 projects a rise in new residential dwellings to
34,500 in 2019 and 2020, up 15 per cent from the 2016 level of 30,063 consents. This level
of supply will still be insufficient to meet the demand estimated by Auckland Council (i.e.
14,000 dwellings each year), or to meet the additional supply targeted by Kiwibuild. The
phasing of Kiwibuild, and the additional supply required in Auckland, would require a total of
44,600 new dwellings in 2022 (Figure 4).
Figure 4: New Zealand actual and projected new dwellings, 1970 - 2022
New Zealand actual and projected new dwellings
Actual 1970 - 2016; Projected and demanded 2017 - 2022
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Demand far construction occupations will increase

Empl
6.

17.

-mbh(/in construction occupations is not limited to employment in the construction industry

".'Ifhé Ministry of Business, Innovation and Employment (MBIE) regularly produces forecasts of

demand for occupations (e.g. the Short-term Employment Forecasts 2017 — 2020, and the
Occupation Outlook web application). The emphasis on occupations is because New
Zealand’s training and immigration systems are based on qualifications for individuals, who
can and do move between the different industries which demand their skills.

For the past two years MBIE has published national and regional projections for 62
construction-related occupations. The occupations projections are drawn from the National
Construction Occupations Model (NCOM). The NCOM is based on the investment forecasts
stated in the National Construction Pipeline Report 2017, and on the mix of occupations
recorded in the 2013 Census.
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18.

Employment in construction-related occupations (estimated at 515,000 employees for 2016)
is greater than employment in the construction industry (estimated at 235,300 people for the
June 2017 quarter), because many workers with construction skills are employed in other
industries. A 2011 study by the Department of Labour confirmed that construction workers
tend to flow in and out of the construction industry as market conditions change. This study
is now being updated to cover the period to 2015.

Demand for construction-related occupations will increase to 2022, even without Kiwibuild

19.

20.

Across New Zealand, demand for employment in construction-related occupations is
projected to increase by 11 per cent between 2016 and 2022 (this projection does not factor
in Kiwibuild). This represents 56,000 employees to a total of 571,300. A co;lparison with the
2016 NCOM projections shows that Auckland and Waikato/Bay of Plent((ocgupations
demand will further increase to 2022. Canterbury demand will be s s\tgined\c/lﬁt\ll 2020,
before starting to slowly reduce from 2021 (Figure 5).

Figure 5: National Construction Occupations Model - régional demand to 2022
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Auckland has the.lar&é t construction workforce requirements in New Zealand, requiring

just over 190,000'co 's}z\,ﬁn-related employees by 2022. Overall employment levels are

expected to inc@g\s\%’ 18 per cent between 2016 and 2022, i.e. by just over 28,000

employeis. Occupations in the region that are expected to experience the largest levels of

growth overthe’period include plumbers (32 per cent), project builders (27 per cent), and
rpenters-and joiners (27 per cent).

"Kimbuild will increase the demand for workers

21.

22.

MBIE has applied the NCOM to estimate the additional demand for construction-related
occupations which could result from a phased implementation of Kiwibuild, from 2018 to
2022. The limit to 2022 is because this is the forecasting extent of the current National

Construction Pipeline Report 2017, on which the NCOM is based.

MBIE has estimated the future supply of trained construction workers, drawing on trends
published by the Ministry of Education on apprenticeships, industry training and tertiary
education completions to 2016. This data is combined with the trend of work visas for
NCOM-linked occupations, to give an indication of total domestic and international supply.

0645 17-18 Choose an item. 8



The supply projections also allow for an expected annual retirement rate of the 2013 stock of
people employed in construction occupations.

23. The resulting comparison indicates there is already a substantial shortfall of about 30,000
construction-related workers, or 3 per cent of total demand. This result is consistent with
sector surveys, and reports of difficulties in recruiting skilled labour. The phased
implementation of Kiwibuild from 2018 will tend to increase demand over supply. By 2020
the total national shortfall of demand over supply could amount to about 46,000 workers (8
per cent of demand), before declining to 33,000 in 2022 (Figure 6).

600,000

550,000

500,000

Modified Employee Counts (MECs)

450,000

400,000

2016 2017 % 18 \2p1o 2020 2021 2032 .\
) Igndar years .
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Figure 6: Demand and supply for construction-related occupations, 2016 - 2022
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Skiﬂ.‘é éhortages are acute for some regions and occupations

24. Reports from construction sector groups indicate that skills shortfalls are becoming acute in
Auckland, Hamilton and Tauranga, Wellington and Queenstown. Christchurch no longer
appears to have a shortfall of residential building workers, due to the steady completion of
the rebuild (particularly as housing supply is now exceeding demand in the city).

25. MBIE has estimated supply projections for several key construction occupations. This
indicates there will be increasing shortfalls in the national supply of project builders (i.e.
LBPs), plumbers, truck drivers, and motor mechanics (including diesel mechanics).
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26.

27.

Conversely, current trends in the training and migration of carpenters and electricians
indicate that the national supply of these trades could soon meet projected demand.

At this time we cannot provide sound regional-level projections of the supply of construction-
related occupations, due to limitations in the available data on education and training
completions and the destinations of work visa holders.

Given the construction labour and other constraints affecting the conventional supply of
residential housing (i.e. bespoke detached dwellings) then the Kiwibuild targets could be
more quickly and cost-effectively achieved by significant purchases of prefab/manufactured
housing (MH). At this time MBIE does not have sound information on the likely level of
customer demand to purchase MH products, either new or for resale.

Projection risks

28.

29.

30.

The current projections for the supply of housing (in the Nat?éagl Copstructlon Plpellrk%
rt

Report) and the demand for construction-related occ piat e based on external
judgements, and assume that existing trends in ¢ %\,growth and-tabotrdemand

continue to at least 2022.

The projections do not model the potentia :mpéct a downtu &t\)m construction
investment during the forecast period. Exp (ence indicate$ a down;urn has substantial
negative impacts on remden?, onstructtpn and the de é‘r labour.

Importantly, the estimated-addi t;}al demand f ab%u &ased on the existing mix of
construction occupatfhs which-applied in the \e den tral building sector as at the 2013
Census. At this stage no assumptlo/s Have besr included as to how the possible extensive
use of prefab MH could 4ffect the d vﬁand far-occupations, because MBIE does not yet have
sound lnforma‘tlon on the labour needs of large-scale MH production. Similarly, at this stage
no assymption’has been made as-to how Kiwibuild could introduce scale efficiencies and

pr\oduetl ity |mproven§nts m\{xg building of new dwellings. Officials will refine the modelling
ﬁact of w&l s more details on the design of the programme are finalised.

Construc_tlo@pprenticeships and migration are rising

31.

32.

33.

YU=5

ln‘dgr{bﬁamlng Organisations (ITOs) are funded by the Tertiary Education Commission
o co-ordinate and support training activities for particular industries, including
prqmoting and administering apprenticeships. The Building and Construction Industry
Training Organisation (BCITO) is responsible for key trades serving the residential building
sector.

The BCITO has reported significant recent rises in apprenticeship sign-ups and completions,
which experience peaks and troughs in line with the boom-bust cycle of the construction
industry. Sign-ups rose from a trough of 2,379 in 2009, to 5,565 in 2016. The rise in
completions to 2,342 in 2016 is expected to increase in 2017 and outyears, as the increased
sign-ups from 2014 to 2016 complete their apprenticeships. BCITO has reported a total of
11,000 apprenticeships in progress as at mid-2017 (Figure 7).

Ministry of Education data on apprenticeship completions indicates that of the BCITO
apprentices who started in 2013, 48 per cent had completed their qualifications in three years
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(i.e. by end 2015), and 57 per cent had completed in four years (by end 2016). TEC can
provide advice on the reasons for the variable completion rates recorded for the ITOs.

Figure 7: Trend of building and construction apprenticeships, 2006 - 2016

= Total sign-ups

m Total completions

Calendar years
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36.

This information includes the number of temporary visas which have been approved.
Temporary visas can be granted for as little as a few days or up to five years, and workers
may be granted more than one visa in a 12 month period. Finally, published data on the
number of people with approved work visas could understate the actual numbers of
temporary migrants employed in construction occupations, because it does not include
people working while on student visas, working holiday visas, or (illegally) on visitor visas. It
also does not include people granted resident visas each year on the basis of construction-
related jobs.

Current policies in respect of the construction sector

37.

38.

TEC funds an extensive set of programmes for trades apprenticeships and.industry training,
and current immigration settings enable access to New Zealand byel@ed workers. With the

exception of the Secfor Workforce Engagement Programme (dg%msedfudher below), there
are currently no additional programmes specifically intended for t %go"n'struction se t%

The ‘Got a Trade — Got it Made’ promotional campaighto attract additional apprentices is
supported by all the ITOs, and so is not construction-specific. The Maofi-and. Pasifika Trades
Training (MPTT) funded by TEC tends to emphasise building and co 5@ on skills, but this
is not a specific requirement for the programme., G&

Specific policy initiatives have previously ‘been used for construct;'Qg,

39.

Policy levers which have recéntly been applied to ihcréé'se the capacity of the construction

sector include: /

a. Job Fairs in Australia; Over 5,700 Aystralian job seekers attended the 2015 Job Fair
series hosted by New Zealand Government. While the turnout was positive, the long-
term éffect of the Job Fairs. has. been difficult to track due to a lack of data measuring

_Australian-migration to New Zealand as a result of the fairs.

@. Targefed Immi ration changes: Following the Christchurch earthquakes, the government

—announced ahd promoted the ‘Canterbury Skill Shortage List', which included a number
of construction occupations. This was effectively a temporary re-branding of the
standard Immigration Skill Shortage List. In addition, a Canterbury immigration package
(which largely expired in 2016) included a number of other mechanisms aimed at
impro\ﬁng flexibility (i.e. lower skilled workers were granted longer term visas than in the
rest of New Zealand, and all workers could change employers without needing to apply
for a formal variation to their visa conditions) while protecting their conditions (labour hire
companies operating in Canterbury have to be formally accredited).

c. The Multiproof building consent: A MultiProof is a national, multiple-use approval from
MBIE for building plans and specifications. They are designed to speed up the building
consent process. MultiProofs are currently rarely used, but they have the potential to be
useful for projects that involve building a large number of similarly-designed buildings.
There is scope to explore opportunities to streamline the consenting process to support
KiwiBuild, including through the use of MultiProof.

d. Tools grants for apprentices: The ‘Reboot’ scheme provided one-off grants of $2,000 for
priority trades (or $1,000 for non-priority) to new apprentices who signed up for training
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from 6 March 2013 to 31 December 2014. A matching payment was made to their
employer. The scheme was not specific to BCITO apprentices, and has not been
repeated. The Reboot scheme cost just under $70 million.

e. Workforce engagement: From early 2016 the primary initiative has been the Sector
Workforce Engagement Programme (SWEP).

40. SWEP is a cross-agency operational initiative operated by MBIE. The programme is focused
on sectors that employ large numbers of low skilled workers. It aims to improve employers’
access to reliable, appropriately skilled staff at the right time and place, while creating work
opportunities for New Zealanders, including young people and those currently on benefits.
SWEP aims to work with industry to strengthen the domestic supply pipel_i_r%

41. SWEP initiatives in respect of the construction sector are mainly based.in Alickland with
three Jobs and Skills hubs established to support recruitment a r ining ‘at the centre of
areas where there are sizeable projects that create jobs, and o o@.mmes to grow
employment and the skilled workforce.

42. Auckland’s first Jobs and Skills Hub was Ara a )ucktind InternatlonaIAlrpQrt
commenced operations in November 2015, follo %by\fhe TamaKl HUb in'late 016 and the
CBD Hub in March 2017. To date the Hubs. have laced nea 00 peopie into employment,
facilitated over 2,000 training opportunﬁx %d\engaged wth\ve 0 Auckiand companies.
Hubs have also facilitated 32 appre(\tiO ps'to date MBfE wilt: pr rovide further advice on

the scope to expand SWEP.

The construction sector tends. [ Qrom other@ and has particular challenges in

retaining workers

43. MBIE is n updated ana he flows of workers into the construction
sector |od to 201 (see Ap@endlx 3). A key finding is that the sector has grown
its wor marlly by r g workers from other industry sectors, and a steady

mber of orkers le \\the vt r even during a construction boom.
There, T\potentlal to lian construction firms

44, Austral&a s state'c pltal cities have experienced a major boom in apartment construction
since 2013 .and‘a recent report has projected that a record decline in this form of building will
s{:‘o_n, oecur. Commencements of high-density dwellings in 2018 are expected to reach just
half thelevel of the record starts seen at the peak of the Australian building boom (BIS
xford Economics, 2017).

45 The reduction in building demand in Australia offers an opportunity for New Zealand
developers to contract Australian firms to undertake large-scale residential projects,
particularly in Auckland. Under Closer Economic Relations, Australian firms and workers
can access our market on the same terms as New Zealanders. The electrical workers and
Licensed Building Practitioners schemes run by MBIE both have a Trans-Tasman Mutual
Recognition Agreement in place.
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Next steps

Advice on detailed options to grow and develop the workforce and alleviate capacity constraints

46.

47.

48,

49.

The policy and operational levers to help grow the construction workforce are a shared
responsibility with the Ministry of Education and TEC, together with MBIE-Immigration New
Zealand. The Ministry of Social Development also has an important role to play in supporting
the entry into the workforce of its client base.

Later this month MBIE will provide you with a follow-up cross-agency briefing, providing
policy advice on a set of skills and employment options to grow and develop the construction
workforce. This advice will specifically consider the Kiwibuild Visa and Dole for
Apprenticeships policies.

This advice will also consider non-skills related options for alle\eaaﬁn cap‘acity constraints,|
including options to streamline the building consenting process; mg the possibility of
encouraging labour-saving building systems and constrn&ﬁon practices.

ibuild on the’“anstruchnn sector

S gn and phaﬁﬁmmmld are

MBIE will refine the modelling of the potential i |mpac}
(including the labour force), as more details ont
finalised.
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Appendix 1: Construction investment is projected to peak in 2020

The National Construction Pipeline Report 2017 (the fifth Pipeline Report) provides national and
regional forecasts to 2022 on the number and value of residential building projects, and the value
of non-residential building and infrastructure. The current forecast does not include an estimate of
the additional residential investment expected to result from the Kiwibuild programme. The
Pipeline Report forms the basis of the linked Future Demand for Construction Workers Report
2017 (the occupations projections), which presents forecasts for national and regional levels of
construction-related occupations to 2022.

Since 2010 the construction sector has experienced a 38 per cent rise in total investment to $34.3
billion in 2016. The rise in gross fixed capital formation' has primarily been due4g increased :
demand for residential building, followed by non-residential building (including bff‘ ees, factories and-
warehouses) and infrastructure (transport, 3 waters, electricity). Investment is pl‘Oj Cted to grow'a

further 23 per cent to $42.4 billion in gross fixed capital formatlon in 2020 t‘ms does not in ]ube\ny

allowance for Kiwibuild investment (Figure 9). ).

Figure 9: Trend of Construction Investment in New Zealand; ,M_.ual 1988 2016 Prolecgedm '? 2022
Figure 2-1 Al building and construction nationally, by vﬁ'rL?e '_
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Source: BRANZ / Pacifecon

S@National Construction Pipeline Report 2017 (BRANZ/Pacifecon Ltd)
Web: http://constructionprojections.mbie.govt.nz

?ucl( d has the largest share of the national investment in construction. In 2016 the total value
of cons uctlon investment in Auckland increased by 12 per cent, to a total of $12.7 billion (37 per
cent of the national total). This increase is forecast to continue and peak in 2020 at $17.5 billion
(41 per cent of the national total). In particular, Auckland residential building investment is forecast
to increase by 36 per cent to a peak of $10.1 billion in 2021.

! Gross Fixed Capital Formation (GFCF) is a measure of the net new investment by producers on durable
real assets. Land is excluded from GFCF; however alterations and additions are included.
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Appendix 2: Construction capacity measures other than labour

Most construction materials prices are rising

The producers’ price index (PPI) for key construction materials shows price rises since 2009Q4 for
wood and timber (20 percent to 2017Q2) and aggregates (15 per cent); however, prices for panels,
boards, and plywood have been stable or falling since the base period of 2009Q4. Metals
generally declined in price from mid-2011, till a recent jump in 2017 (Figure 10).

The likely contributors to the differing index trends are international commodity prices (which
particularly affect timber and metals) and whether goods are tradeable (e.g. aggregates and
concrete rely on domestic production). Competition amongst domestic producers,and from imports
is likely to have contributed to the falling price index for panels, boards, and ely’éwood. There is not
a specific price series for plasterboard, which is manufactured by one New\Z/eélar{d//‘moducer (_i.e,
Winstone Wallboards, a subsidiary of Fletcher Building). X :

The quality of some construction materials, particularly imponi@ome steel products, has been
raised as a concern by construction bodies. MBIE can pr vide youiwith a more détailgd _briéﬁng on

N

this issue.

e —

1250 Wood and timbef ",

Aggregates
Ready-mixed coricrete’ \
Parfels, boards, veneer sheets, arrd phywopt

1200

..... "s"teel,.'hppp?', aluminium, a hermetals

PPL: Published output commodities, Base Dec2009

Source: Statistics New Zealand

Bank fi egfksonstruction is variable, and access to loans is reported fo be tightening

Kkey constréint on construction projects is the availability of finance. Recent bank loans to the
tiqnsiruction industry are reported to be rising, with a peak of $6.41 billion in August 2017 (Figure
1B8-—However, anecdotal reports from construction bodies have indicated it is harder for firms
which do not have sound track records to attract finance.

This effect has been ascribed to constrained lending for apartment developments by the Australian
parents of most New Zealand trading banks (Reserve Bank of NZ). The reported difficulties in
accessing finance by construction firms also appear to be common across the range of industries
which are surveyed by leading banks (ANZ Business Outlook).
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Figure 11: Monthly bank loans to the construction industry, Dec 2016 — Aug 2017
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Capacity utilisation is at peak levels, and more construction firms are in\)estnég in expansi Ib

The New Zealand Institute of Economic Research Quarterly S \j Business Op& (NZIER
QSBO) asks their sample of builders about ‘capacity u_tilisagoé’ that is, whether -thf{y ¢an increase
production without raising their unit costs). For 2017Q repeifed capaci%y t(lisation\-for builders

was 94 per cent, indicating there was very Iittle?:pare._ sapaéity. Thi‘sqffe./sft.il\“\c‘_onsistent with the
record value of all building work put in place (which-amounted to $5. illion*for 2017Q2 (Figure
12). (Y
Figure 12: Trend of builde{s’_ capa\city utilisation ar(\d \)alge ofpuilding work, 2009 - 2017
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The.riSe in demand for construction outputs is encouraging firms to expand their activities. The
latest Statistics New Zealand Business Operations Survey (August 2016) of 4,569 construction
firms found that 28 per cent had introduced new products, processes or services, and 42 percent
had improved existing products, processes or services. The 2016 survey also found that 71 per
cent of construction firms had invested in raising the skill levels of their employees. This survey
excludes sole owner-operators.
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Appendix 3: The construction sector tends to meets its labour demands
by recruiting from other sectors

MBIE is now finalising a report on Labour market adjustment and the construction industry,
detailing how the construction sector has responded to growth pressures over several economic
cycles from 2001 to 2015. lts preliminary conclusions are that:

a. The construction industry has been able to recruit and shed labour to meet changing labour
demand within the sector, without any apparent growth in wage rates or self-employed
earnings

b.  The sector has grown its workforce primarily by recruiting workers from other industry
sectors, and also shows a consistent inability to retain workers in the secitqr ﬁmth a steady
number of workers leaving the sector even during a construction bqom)‘ \\A

E <

c. The sector tends to meet additional demand for workers by recruhhg néw workers ifa\l@er
than seeking to retain its existing workforce. On averagq 83 DOD workers IeaVé\ \i ( >
construction sector annually, ranging from 34,000 wo”rkel;s dﬁmg in the coﬁs@eﬁ n boom in

2015, to 43,000 workers during the constructlon ﬂdowrl i 2010. ( \\ N
) AN\ ‘-\
Ad(ditional labour demand is met by recrurtmg qemln\embers from o(hermdr)qrnes

The main source for new workers in the const‘ruc\ﬁon mdustry is wt;ﬂ(ers from other industries, with
26,800 entering the sector from other 1qdust(§es‘fn 2015, compared‘fo 15,300 from out of the
workforce and 3,800 who were oy a benef it. The numb&ra whb ate recorded as coming from ‘out
of the workforce' will includ tﬁ&se whp re new to the) Nev{‘Zé’aland labour force (school leavers)
as well as those who have/e\ been rectuited froT offshere (migrants).

The proportion of ne %rkprs recruited, frommher fndustrtes has remained relatively stable at
approximately 60, ﬁer t of all new teczmljs ‘while the numbers employed from ‘out of the
workforce’” has\waqed between 22}:;31‘\513&‘ cent and those who were previously on a benefit has
rangﬁd ﬂ‘q\’n 14 ‘per centto 5 per cenl* (see report excerpt ‘Figure 4').

oy \\\'.\

= "\ E \ e — = -

lg{we R:- lpffows to the construction mdustry, by source 2001-2015
35,000 ,( AN
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Source: \taturecNow Zodand IED ArrudTabise Mardthyears

Recruiting workers from other industries has been the main way in which the construction sector
has consistently met its growing demand for labour, and workers from a wide range of industry
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sectors. This creates opportunities and challenges for affected firms in those sectors in backfilling

any vacancies or skills shortages. The manufacturing sector has traditionally been the largest

source of these workers from other industries, but in recent years this sector has contributed few

new workers (from 20 per cent in 2005 to 15 per cent in 2015). The administrative and support
services sector is now the primary source of new construction workers coming in from other
industries (see report excerpt Figure 5 for the changes). &

T—

Figure 5;: Workers from other industry sectors, 2005 and 2015
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2 2015, of the total inflows of existing workers from industry sectors, 16 per cent were recruited from the

Administrative and Support Services Sector, 15 per cent from Manufacturing, 10 per cent from Retail Trade,

and 9 per cent from Agriculture, Forestry and Fishing.
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BRIEFING

Implementing KiwiBuild

Date: |1November2017 | Priority: High |
Security ' In Confidence Tracking 10739 17-18
classification: number:

Purpose

This briefing responds to your request for initial advice on implementing KiwiBL?? It also provides
a high level overview of broader strategic issues we would like to discuss wi

i i ici i i i o inform the
design and implementation of KiwiBuild.

Executive summary

Delivering KiwiBuild and establishing the Affordable Housm?Au{honty, in addition tO‘II]j ctmg
100,000 affordable houses into the market over the next 10‘{e)ars ‘present oppoSunme

o Provide a high and dependable level o?\demanﬁi to give the building-and construction
sector confidence to invest in thersktlls, phm and machmew requijred for transformative

change to lift productivity andxh d)t;heaper housi

o Address regulatory c

upport better mS efficient planning and
coordination of bothfp \/a d pnvatel estment In'ke

y infrastructure

o Leverage and| consa date emstmg@e)nmen housmg supply initiatives

. Support bet}er urban developmen egrating large-scale development with
tran{port and other |nfra r&ctu nvestment in order to support improved urban

,_performaﬁce social i c x a economic development.
X\ e

Thesera p unmes also g| rise ntial risks that need to be considered and managed. We
wouldilka to’discuss the con eru of this briefing with you so we can progress the Cabinet Paper on
establlshlng the Approprﬁtlons You may wish to also engage with key Cabinet colleagues
(Environment, Ir@raﬂe@/mﬁastructure, Employment and Land Information) on the delivery of

KiwiBuild.
Rec-ommen%ad action

The Mipiétry of Business, Innovation and Employment recommend that you:

a Discuss with officials.

Jo Doyle Hon Phil Twyford

General Manager Minister of Housing and Urban
Construction and Housing Markets, MBIE Development

..... [l .. ISV U
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Background

1.

At your first meeting with officials on Friday 27 October 2017, you indicated that your initial
priorities with respect to KiwiBuild include:

Establishing the Programme

a.  Establishing a KiwiBuild unit and associated procurement function within MBIE to
ensure rapid progress is made

b.  Establishing eligibility criteria for the purchasers of KiwiBuild houses, both to ensure
appropriate targeting and avoid windfall gains

¢.  Securing the funding for KiwiBuild

Delivery

d. ldentifying opportunities to deliver KiwiBuild houses via existing Government—led
housing supply initiatives

e. Establishing a mechanism to undenertelpurchase KiwiBlild dwellj gs in-private sector
led developments. <n

Establishing the eligibility criteria also re%:l@)yderatlon of poten( I~aszstance to the

2.
purchasers of KiwiBuild houses (see b
3.  The third strand to the implementation iwiBuild is th/\esta’bllshment of the Affordable
Housing Authority (AHA) as¢z termi delivery vemc]\e fobkumBuﬂd
Other Briefings
4.  You will also rec lve\byngs on the fol o@ related topics:
) gke of I Crown-facur\at d; including Housing New Zealand Corporation (HNZC),
\fl; Auck}an
%/ns fuction Sectlor Canab lity & Capacity — which is critical for the long-term delivery
f'housing
¢’ Legislat |o to\? mpower KiwiBuild and establish the Affordable Housing Authority
i&h/mg HNZC as a Departmental Agency.
Context

Manifesto Commitments

5.

Your housing manifesto includes a commitment to deliver 100,000 affordable houses over
ten years via the KiwiBuild programme, with over half of these to be delivered in Auckland. In
summary, the manifesto states that:

a.  KiwiBuild houses will be sold to first home buyers, and priced between $300,000 and
$600,000 depending on the location and typology

b.  Construction will be funded by an initial $2 billion capital injection, which will be
recycled as houses are sold, and returned to the Crown at the end of the KiwiBuild
programme.
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6.  Your manifesto also proposes the establishment of an AHA - with a fast-tracked planning
process - tasked with leading large-scale housing developments and cutting through red
tape.! Your manifesto indicates that a typical AHA development project will comprise 50
percent KiwiBuild dwellings and 50 percent private dwellings.

Opportunities

7.  In addition to injecting 100,000 affordable houses into the market over the next 10 years,
implementing KiwiBuild and establishing the AHA present opportunities to:

a. Provide a high and dependable level of demand to give the building and construction
sector confidence to invest in the skills, plant and machinery required for transformative
change to lift productivity and deliver cheaper housing

b.  Address regulatory constraints and support better, more efficient planmng and
coordination of both public and private investment in key infra,_s@mrg ..

c. Leverage and consolidate existing Government housing suijply“initiéﬁves

d.  Support better urban development by integrating. Wge-sca!e developmer\ with
transport and other infrastructure investment in order to- support |mprove\urgan
performance, social inclusion and econormc development _

Key enablers for KiwiBuild

8. You have indicated that you see the KiwiBuild programme%l‘bgres‘swely ramping up over
three years, and comprising a range of* mplementatton approaches The essential
components required to deli {‘ he KiwiBuild programme at'scale are summarised in the
following table, and discussed. further in Annex One

Table A: Key components to deliver Kiwm_ulld

N

5 L1 nd *Procurement -Needtobrldgegap ®Responsible for
\ M approach to KiwiBuild delivery
uuwﬁllng a(\ﬁgble \ support scale value, promsed «Requires cut
ﬂ$ -' fincreased households’ address planning
j"'\"}’ allocated between productivity abilities to pay and infrastructure
“a public & private *Trade training o Alternative constraints
( sectors [skilled tenures?
0, N e Tailor to site immigration
N\ \"/) specific
opportunities &
constraints

9\ 'The key constraints include land access and agglomeration; infrastructure planning, co-
~—ordination and funding; sector capacity and productivity; and regulatory barriers. Some of
these issues are discussed further in the briefings outlined at paragraph 4 above.

Iwi Relationships

10. Crown-owned land (and some Crown-body owned land (e.g. HNZC)) may be subject to
rights of first refusal or other Treaty obligations, some of which can only be discharged by
Ministers and core Government departments. Many iwi share common or complementary
objectives with the Crown and are keen to work with the Crown to deliver affordable housing.

CmnAgenrshavean arm's-length relationship with Ministers. They can be directed to give effect to Government policy, but their
founding legislation will determine whether or not they are able fo make independent decisions with respect to the allocation of funding.
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11.

Some Maori/iwi organisations have already entered into development agreements with the
Crown.

The Ministry has a number of strong relationships with Iwi. This includes Ngai Tahu, who we

are exploring development opportunities with in Queenstown, and the 13 Auckland iwi and
hapa who we are partnering with under the Housing Mahi Ngatahi Agreement to deliver
housing in Auckland under the Vacant and Underutilised Crown Land Programme (Crown
Land Programme), see Annex Two.

Establishing the Programme

12. To inform the Unit's establishment and work programme, there are a number of high-level
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trade-offs and assumptions that we would like to discuss with you, as lllustrated in the
following diagram and discussed in more detail below.
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Establishing a KiwiBuild Unit and associated procurement function within MBIE

13.

14.

15.

16.

17.

MBIE is able to leverage its experience as the Government’s Procurement Functional Lead
and administrator of the Crown Land Programme to establish a KiwiBuild procurement unit.

Subject to your agreement, there is a range of actions we can progress now on a ‘no-regrets’
basis, utilising existing resources and stakeholder relationships, ie:

a. Commencing market sounding with key stakeholders (including developers, iwi and
land-owners) to test (on a no-commitment basis) their interest in the development/
procurement models outlined in this briefing, and identify other potential approaches
and opportunities. Market testing will provide information on cost savings and
productivity improvements that should arise from the scale and certainty provided by
KiwiBuild

b.  Preparing a Cabinet Paper seeking agreement to:
i The broad programme objectives and parameters
ii. The new Appropriations (discussed below)
In establishing the KiwiBuild Unit our working assumptidhs are that:

a. The Unit is a transitional mechanism aS\\g establish the AHA — the Unit's role is to
build on the Crown Land Programn{@ and leadthe imple@(e tation of KiwiBuild

TN

b.  The Unit will primarily have adelivery focus, and vﬂl’f\%e;gasponsibility for:
i. Exploring opportd vel

ﬁs for ndewvritingéxi\skng opments
ii. Undertaking and%o itoring the s@ﬂ@ iBuild homes to eligible households
(through 5evelcﬁ)ﬁ?ent partnefri), aaé\ﬁ)e}ll as to HNZ/MSD for public housing.

MBIE will proVitﬂaMicy suppor@r t\e

a. _Designing the eligibility Sriteria for KiwiBuild first-home buyers, and the design of
complementary homeo%ership products

nit's operations, including but not limited to:

b.-_Supporting the complementary work on sector capability and capacity (including
working wit\hMBlE’s ﬁnmigration Branch on the KiwiBuild visa)

c. Establishing'the AHA and its funding sources, regulatory powers etc once the
empowering legislation is enacted

d. -, “Advising on the policy expectations for the AHA, including:
i. The mix of housing (incl. tenures) to be delivered

ii.  The extent to which its decisions are driven by wider policy objectives (e.g. urban
and economic performance, environmental, transport connectivity)

ii. How it will work with and partner with local government (e.g. Panuku
Development Auckland).

In order to ensure the Unit has a clear role and to prepare the Cabinet paper and test the
market, there are some discussion points we want to test with you:

a.  The relative priority of delivering houses at pace and scale versus achieving the target
price points and/or avoiding the need for subsidy
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b.  We are assuming that any public housing delivered by developments is in addition to
the 100,000 KiwiBuild houses

18. Being clear on these issues allows us to proceed in a manner that achieves the objectives
sought while being flexible with how these are achieved.

Eligibility criteria and avoiding windfall gains
19. Key considerations in designing the eligibility criteria for KiwiBuild include:

a. Whether the Crown is able to realise sufficient cost savings (through economies of
scale and efficient land use) to build houses at the target price points

b. The risk of households receiving windfall gains due to the target price points being
less than the properties’ market values

c. Whether there are sufficient first home-buyers willing and able'to,purchase
dwellings at the target price points

d. The interaction between the KiwiBuild programme_and any_new or re\ﬂsed
ownership products for first home buyers, includina shared equity, regtto buy etc.

20. For the Crown Land Programme the eligibility criteria have been aligne/VTit\Q e KiwiSaver
HomeStart grant or Welcome Home loan (which'include-an incomg cap%/nynimum deposit,
a house price cap and requirements to bea N\ew Zealand citizen 6r permanent resident).
But this starting point may not be a%{rf\ riate:

21. Indicative modelling suggests that there may be insufﬁcient\ﬁrst\bome-buyers willing and
able to purchase 100,000 K'vg’Bﬁilq houses at the pFice%c\)igts outlined in your manifesto.
This suggests the target eohort\a\nd/or price points may\need to be revised or additional
support for KiwiBuik'igﬁrs\h me buyers provided)

22. Shared equity schg es.could be used t(J/m‘a\na e the potential for windfall gains (through the
Crown maintain'\n‘g)an)gquity staked\n\tl'le house) and/or there being insufficient first home
buyers with¢h n\e)cessary income o§e>rvice a mortgage. But they are not the only possible
mechanism:

23. Mérket testing by the KiwiBu'ld.Mnit will provide information on the ability of developers to
de iver@emand from first home buyers and the potential need for programmes such as
shared equity, affi able rental and public housing to ensure there is sufficient demand.

Securing the K ndi‘rkg) for KiwiBuild

24. Thiee new. appropriations will need to be established in order to deliver the KiwiBuild
Programme:

Two new Non-departmental appropriations:

i. A Capital multi-year appropriation to fund the purchase of land and/or houses
(including equity shares) for the KiwiBuild Programme (and potentially supporting
infrastructure)

ii. An annual operational appropriation to fund holdings costs (e.g. rates and
insurance), as well as any subsidies/losses on asset sales

b.  New departmental funding for both the programme design and its ongoing
administration and specialist advice.

25.  You will need to seek Cabinet agreement in order to establish the new Appropriations. This
can be done out of the budget cycle, subject to Cabinet approval.
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26. In the short term, capital funding could be transferred from the Crown Land Programme’s
non-departmental capital appropriation to fund certain activities for the remainder of the
current financial year. Some additional departmental policy advice funding will also be
required for the remainder of 2017/18.

Delivery

Leveraging existing Government-led housing supply initiatives

27. There are a number of Government programmes underway to deliver a mix of new pubilic,
affordable and market priced housing.

28. In Auckland, the combined Crown Building Project is expected to deliver 34;000 dwellings
over the next 10 years: 13,500 public houses and 20,600 affordable and niarket priced
houses. The net dwelling gain will be around 26,000 dwellings after.accoun ing"for the
demolition of 8,000 existing state houses. The Crown Building Projectis"comprised of:

a. The Crown Land Programme (MBIE)
b. Hobsonville Point (Homes, Land and Communi\(\e);éb

c.  The Auckland Housing Programme (HN@ HLC)
d. The Tamaki Regeneration Progran(}(fl'\ajnaki Regeneration Company).
29. Outside Auckland HNZC is the major, bl}not only, deIQ/ere(r}ﬁousing:

a. HNZC has redevelopmth projects underwayacro }@ number of locations, including
Hamilton and the Vgllington region

b. A further 1,100 afférdable and ma{k/-ét‘}ri‘ce%wellings will be delivered via Awatea,
Welles Stréét‘a d‘Colombo Stree QMBTE) and East Frame (Otakaro Ltd) developments
in Christchurefi

MBIE’s Crow L;dﬁmgmmme

30. - The'initiatives over wﬁ@{you have the most direct influence are MBIE’s Crown Land
Rrogramme and Chri>stc\hunch developments, which utilise Crown (as distinct from Crown-
entity or comp%\y) owned land and are being developed under the provisions of the Housing
Act 1955. {\We ar@also exploring a Queenstown development opportunity with Ngai Tahu.

31. The@s potential to enhance these existing programmes to incorporate KiwiBuild dwellings.
(H/a ever, it'is likely that this will need to be subsidised and/or de-risked by the Crown in
order to’make it attractive to our development partners. This is because under the current
pregramme parameters they are required to purchase the land at a value representing its
‘highest and best use’ and bear all of the associated development and on-sale costs and
risks. The current target price points for the ‘affordable’ component of these programmes are
significantly higher than those proposed for KiwiBuild.

32. MBIE will provide a separate briefing on the Crown Land Programme, including specific
measures that could be taken to incorporate KiwiBuild dwellings, by Friday 3 November.

0739 17-18 In Confidence 7



Other Government programmes

33.

34.

35.

The other Government programmes are being facilitated by a Crown-entity (HNZC) and its
wholly-owned subsidary (HLC), and companies established under Schedule 4A of the Public
Finance Act 1989 (Tamaki Redevelopment Company and Otakaro Ltd). Each of which are
governed by an independent board and subject to varying degrees of ministerial oversight
and direction. Except for Otakaro, you are one of the shareholding Ministers in each case:

HNZC & | Minister of Finance
HLC
Minister of Housing and Urban Development

TRC Minister of Finance

Minister of Housing and Urban Development

Note: TRC is 59 percent owned by the C d‘fﬁx
‘Auckland Council?

 Otakaro | Minister of Finance

\>
Minister for Greater Chnstchur Oraﬁon A@

On Friday 27 October, you lngu::ated you'wished to see }f ﬂges>programmes could deliver
20-25% public housing and 30-40% KiwiBuild housing. Achieving these targets could be
done in different ways. For example, agencies could be funded (if necessary) to develop and
sell KiwiBuild houses dlrectly/o  Ao-€ligible purchasers arthe houses could be acquired and
onsold by the KMiBI.uld Umt {

In the first instance we suggest y‘oﬁgage with your fellow shareholding Ministers to test
their appetite for altering exustmg~plaﬁs to support KiwiBuild. Changing plans could involve
greater delivery of KiwiBuild hm{ses However, revisiting existing development plans risks
slowmg dowh delivery-or adversely affecting development economics.

Estab1ishlng a mechanism to secure KiwiBuild dwellings in private sector led
developments-

36.

37.

Access fo ﬁnance is becormng more difficult for developers following the collapse of the
mezzanine financing sector (post-Global Financial Crisis), and more recently tightened bank
lending conditions. This is likely due to both global economic conditions (finance needing to
besought off-shore which is now more expensive, including as a result of Australian
prudential requirements) and local risk aversion (concern that local markets may have
reached their price peaks). Securing finance for medium-to-high density developments is
particularly challenging, with banks requiring significant pre-sales (upwards of 50 percent).

In light of these constraints, our informal market engagement suggests that many developers
would welcome an opportunity to work with the Crown to address financing constraints and
deliver KiwiBuild houses. Government support could take a range of forms. The most
straightforward approach would be for the Government to de-risk developments through
either:

a. Entering into a binding pre-sale commitment to purchase the KiwiBuild dwellings from
the developer at their market value (less any reasonable bulk or pre-purchase

% Note: TRC's shareholding arrangements preserve the Crown’s full interest in the housing and land assets
that were transferred from HNZC to TRC.
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discount)

Agreeing to a put option, under which the developer may compel the Crown to
purchase any unsold dwellings at a pre-agreed price (say cost, plus 5 percent)
provdied the developer has made a reasonable attempt to sell the dwellings directly to
eligible purchasers (refer above)

Underwriting (subject to actuarial advice) bank lending (i.e. principal and interest
payments) to developers, on condition that they include an agreed proposition of
KiwiBuild dwellings in their developments. The underwrite could take the form of a risk
pool, similar to the approach used for Welcome Home Loans.

38. Subject to your agreement, we propose testing these options further with developers within
the context of the market testing proposed above.

Risks

39. Property development is inherently risky, but we can draw on previous experience to reduce
these risks. Some of the key risks that will need to be managed witQi/n he context of
designing and implementing KiwiBuild and the AHA inclydé)

a.

40. We would ﬁ@

Policy risks:
. Inability to deliver homes/inability @ helds to purehase homes at the target
price points \/e U

) Crowding out of private secto\ using developments; small residential builders

may prefer secure and lﬁ\g-t)m,KiwiBuild contr%\gts over tenders for individual

houses
. Loss of moment@exis ing housing supply. initiatives.

Institutional ?sks:\

. Institutional-capaeity and capa/b\‘il\bfy of-the AHA.

Commercialrisks: %

) Inability to realisestale ‘efficiencies/construction cost over-runs

) Losses on dwell'nb\\s\aleé

» - Inability to-acces @ ahce

@ Building.sector capacity constraints: skills, materials, consenting and

inf<s ﬁc e

to\d}'séuss your risk preferences further during the course of policy design.

Next s'gffs

41." We would welcome an opportunity to meet with you to discuss and clarify the next steps to
deliver on your priorities, particularly on the need to secure funding and the design of
KiwiBuild.

42. Given the implications of KiwiBuild you might want to consider when and how to engage your
colleagues on its delivery.
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Annex One: Key enablers of KiwiBuild

Access to land

1

The amount of land required to deliver the 100,000 KiwiBuild homes will depend on a range of
site specific considerations, such as zoning, ground conditions and development economics.
However, to provide some sense of scale, 100,000 homes is equivalent to building two cities
the size of Hamilton.

The land requirements significantly exceed the amount of vacant and underutilised Crown-
owned land that is both available and suitable for housing development in urban centres. You
have confirmed that a mix of Crown, Crown-body (e.g HNZC), Council and privately-owned
land, both brownfield and greenfield, will be utilised.

There is an existing Cabinet directive under which Government agencies must advise MBIE
and HNZC of any land within urban Auckland that has become surpI{Js to thlr equirements
before commencing the formal disposal process, so that its utility for S\t%te housing purposes
can be considered.® However, this still relies on vendor agencies a\ctively reviewing their
portfolios and making a determination that the land is surplus to thelr\equirements.

We recommend that you discuss the potential for E_Lnore*actlve approa9:1 to identifying
Crown-owned land with housing development petential,gnd considerir{gcompéting land use
priorities from a whole-of government-perspth'Q/e, wﬁﬁ the Minister 1\ _,a Information who
has overarching responsibility for the stew@idship of Crown-ovmed) land.*

\evelopment and

There is also potential to add additioqal sto? «.through expana\i/ngéd

densification of HNZC'’s existi;[g housing-portfolio beyo d its\current contribution to the Crown
Building Project.’> However th\i; is\.complicated by the need&o)acquire and aggregate
privately-owned propertiﬁ{jlg {Il@ ‘missing tee{h}’); d\emolish and write-down the value of
existing buildings; aqd reloc 9existing tenants.*While-the net housing gain per new house
constructed is lower than for-greenfield devel‘o}ments (an important consideration given
sector capacity co sStr ints), redevelopments.can achieve infrastructure cost savings and be
more attra tiyfe in\tfrms of their @m{tg to existing transport, amenities and services.

There‘is.emerging evidence<c\>f private’ developers who have obtained resource consents, but
areu é‘ble\t?) progress-their developments due to banks having tightened their lending
criteria. Acquiring qngfro,m, or working with, these land-owners would assist the Government
in‘achieving its<dw I{i/ng target, and reduce the risk of crowding out private development.
There is also potential to acquire and rezone large tracts of privately owned greenfield land
earmarked for fu ure)development in places like north-west Auckland. Capturing the
corresponding-value uplift resulting from this rezoning would help to offset the costs of the

assoc@ed infrastructure provision, if required (see below).

Infrastructure

7

Liack of infrastructure is one of the key barriers to delivering housing at scale, particularly in
greenfield locations. Many territorial authorities are approaching their debt limits, and are
unwilling or unable to provide the bulk infrastructure required to progress large scale
developments. Alternative funding options will need to be considered.

Crown Fibre Holdings has been repurposed (and renamed Crown Infrastructure Partners) to
invest in housing infrastructure projects. Crown Infrastructure Partners is a general

% CAB-15-MIN-0297 refers.

4 LINZ had already commenced work on a State land register. It is also commencing a strategic review of the use and management of
Crown-owned land, with a view to securing better decision making and value from a whole-of-government perspective.

® HNZC’s Auckland Housing Programme is expected to contribute 24,000 (gross) of the 34,000 dwellings to be built under the umbrella
of the Crown Building Project. However, at this stage funding ($2.2 billion) has only been approved for stage one totalling 6,688
dwellings (4,961 net after demolishing and replacing 1,727 existing houses).

0739 17-18 In Confidence 10



intervention to unlock capital constraints to bulk infrastructure (e.g. council debt constraints); it
will investigate and trial a range of solutions. Current plans focus on developing two areas of
Auckland, but the model could be expanded to other areas in support of KiwiBuild.

9  The Housing Infrastructure Fund (HIF), a $1 billion fund to assist high growth councils to
advance infrastructure projects important to increase housing supply, has been fully allocated
amongst the eligible councils (Auckland, Waikato, Hamilton, Tauranga, Queenstown-Lakes).
MBIE and NZTA are currently working with the successful councils to develop detailed
business cases to confirm the infrastructure required, the costs, development timeframes and
financial details.

10 Other options to secure private investment (such as issuing Infrastructure Bonds and creating
Municipal Utility Districts (MUDs) could also be explored). Treasury can provide further advice
on options for infrastructure financing at your request.

The commercial model

11 There is a range of commercial models available to deliver KiwiBui n&particularly onc‘e\&l.ne
AHA is established, each involving different allocations of easts, risks>and rewards between
the public and private sectors. They are not mutually excl‘u\sime. You have oytl'necgs,evéral of
the roles the Crown can play, these as well as some ‘additional options you-. a% to
consider, are: m&

a. Land aggregator and reseller — acqu@q and aggregating land“(beth public and
private), then on-selling it to iwi an 70\\ private developers or\\condition that is
development in accordance with c\e ain minimum reqlirements (e.g. in relation to pace
and price-points) U

b.  Master planner and’s er?otter — this-approach differs from the one above, in that
before on-selling>the s’uper ots for further-dubdivision and development, the Crown
would complete a.g:om rehensive ima tEr ﬁlan for the area and install key network and
social infras\t;ucture

c. Integ ated) eveloper aﬁ‘d<b\i der — under this approach, the Crown would assume
fullres onsibility for ﬁﬁaﬁ%ﬁg and delivering, or procuring delivery, of the entire

development from end-to- nd (including house construction)

d: nderwriter — this differs from the above approaches, in that it could also be used to
de-risk-development of affordable housing on privately owned-land.® For example, to
enco/nfa'ge hew affordable housing development in the 1950s the Government pledged
to bdy anyﬁf\sold houses from developers who registered for the Group Building
Sa'lem\e and built housing in accordance with certain specifications

e. Financier — providing debt and/or equity to support private developers

f. Place-based coordinator and regulator — this is essentially the role played by urban
development authorities.

12 A multi-pronged approach would enable the Crown to tailor its approach to site specific
constraints and opportunities, and provide maximum scope to leverage/complement private
investment and development opportunities. However, this may require some trade-offs to be
made (in terms of dwellings price points and tenure mix), given development partners will
seek a commercial return commensurate with the level of their investment, effort and risk
exposure. Even under a scenario where the Crown bears all of the development costs and
risks, and forgoes any development margin, the target KiwiBuild price points will be
challenging to achieve.

®In turn, this can reduce development costs and delays associated with the risk premiums built into development/lending margins and
banks requiring developers to pre-sell dwellings prior to drawing-down development finance.
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Construction sector capacity and capability

13  The residential construction sector appears to be approaching its capacity limits, as
evidenced by plateauing consenting volumes, particularly in Auckland, and rising construction
costs.” These capacity constraints are partly a product of industry fragmentation. Of the
4,035 residential building companies, about 77 percent of these firms build an average of just
2.5 dwellings each year. Around 65 percent of construction firms employ just the owner.

14  Indicative MBIE modelling suggests that in order to build 5,000 dwellings per annum in
Auckland under current settings, 17,000 construction related workers would be required;
equivalent to 3.4 workers per dwelling. This estimate is conservative. It includes support
workers, such as truck drivers and office staff working for construction companies. However, it
does not account for the labour required to construct supporting infrastructure and non-
residential buildings (e.g. schools and shops).

15 The KiwiBuild programme has the potential to drive a step change, b\y\g%viding the scale,and
certainty of demand to drive sector consolidation and support investmqnﬁn,the innovatiork
plant and machinery required to drive productivity improvements (eb. through greateriuse’of
prefabrication). Industry estimates suggest that prefabricatiorLOf standardised designs-could
reduce construction costs by around 15 percent and tinie Qy) around 60 percent.
Standardisation could also reduce consenting delays:: However, it will take-time for these
changes to take effect. ‘

16 In the short-term, we propose supportin(g you-to commence engagement with the Minister(s)
for Education and Immigration regarding t e\pote?ﬂial to fastztrack the KiwiBuild Visa and
Dole for Apprenticeships schemes, oK?imil rinitiatives -to relieve capacity constraints in the
construction sector. In the absence of rzng up secto \apacity, there is a risk that the

KiwiBuild Programme will simply crowd-out private'developments.
Demand and affordabilih
17 There are three key risks from a housing {e}and and affordability perspective:

a. he Crovy:u is unable torealise sufficient cost savings (through economics of scale and
efficient Jand use) to build houses at the target price points

b. ouseholds receive windfall gains due to the target price points being less than the
properties’ market.values

¢. Thererare 'n§ufﬁcient first home-buyers willing and able to purchase dwellings at the

éa’%et\p_rﬁe points.

18 Indicative modelling suggests that a first home-buyer would need to be earning around
2,000 (compared to the median household income of ~ $90,000) in order to purchase a
st’an,d-alone KiwiBuild house in Auckland.® Analysis of the Auckland housing market in 2015
suggested that only 25,000 Auckland private rental households in paid employment could
afford to purchase a house at the then lower quartile price of around $500,000." It is not
known how many of these households actually wanted to purchase a house, or whether a
lower-quartile priced house would have been suitable in terms of its size and location.

19 In order to secure enough purchasers, the target market may need to be extended to a
broader group of prospective purchasers (including institutional or other investors e.g. iwi) or

7 Residential construction costs increased by 31 percent between 2010 and 2017.

Builders wishing to replicate the same design multiple-times can apply to MBIE for national multiple-use approval (known as a
MultiProof). This is statement confirming that a set of plans and specifications meets the requirements of the Building Code. Building
Consent Authorities must process MultiProof building consent applications within 10 working days instead of the usual 20.

Assuming a 10 percent deposit on a $500,000 house, 25 year mortgage term (interest and principal repayments) at the current floating
rate of 5.8 percent, and mortgage payments not exceeding 30 percent of gross household income.

° BRANZ research report ER5: Can Work, Cannot Afford to Buy - the Intermediate Housing Market (August 2015).
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additional financial support (such as shared ownership) provided. We note that your Maori
housing manifesto includes a commitment to investigate the option of shared equity and rent
to buy for KiwiBuild houses with iwi.

20 As part of your confidence and supply agreement with the Green Party, you have agreed that
a rent-to-own scheme or similar progressive ownership model will be developed as part of
KiwiBuild. A shared equity scheme could also be used to manage the risk of windfall gains,
with the Crown retaining the difference between build costs and market value as an equity
share, which the purchaser could acquire over time at the prevailing market value. You may
also wish to consider the role of the Accommodation Supplement in relation to a rent-to-own
scheme. MBIE has provided further information on the options availabie for progressive
ownership in our Home Ownership Pathways and Improving the Experience for Those Who
Rent briefing [MBIE 0738 17-18 refers].
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Annex Two: DBH Protocol & Mahi Ngatahi Agreement

21 The Crown is expected to act in a manner consistent with the principles of the Treaty of
Waitangi, being:

a. Partnership. The Crown and Maori have a positive duty to act in good faith, fairly,
reasonably and honourably towards each other

b. Active Protection. The Crown has a duty to protect Maori property interests and
taonga

c. Redress. Past wrongs give rise to a right to redress.

22 Crown-owned land (and some Crown-body owned land) may be subject to rights of first
refusal (RFR) or other Treaty settlement obligations. For example, most afthe Crown-owned
land in Auckland is subject to an RFR in favour of the Whenua Haumi Roroa‘t/)ﬂ‘ amaki
Makaurau Limited Partnership (Limited Partnership). The Limited- Paﬂnershl\p is the
commercial post setiement governance entity of the 13 iwi and hapQ whp received co[lechve
Treaty redress via the Nga Mana Whenhua o Tamaki Makaurau Collective Redress Act 2014
and corresponding Redress Deed. " : .

23 There is an exception to the Limited Partnership’s’ RFR enabﬁng the Crown to dlspose of RFR
land held for State housing purposes, whether.ta'a Crown body or pnvhfe party. However, the
exercise of this exception is subject to the- Departmenf of Buildingand I-]ousmg (now MBIE)
Protocol. Under the terms of the Protocol, if the Crown wishes fo de e!op and dispose of land
to achieve its housing objectives and involve a party other th 1an the Crown in that
development (e.g. a Crown entlgy) MBIE must ﬁrst offer the Limlted Partnership the
opportunity to be the developer.’

24 $89(2)(@)i) @)\7\/ 0\35\5

25 There is also %range 'of other RFRS appfymg to Crown (and in some cases Crown-body)
owned land, béth.in Auckland and throughout the country. Where Crown-owned land is not
subject to an- RFR, the Crown may. nevertheless have an obligation to retain that land as
reqress for-fature Treaty. settlemients. The Crown must also consider the potential impact of
other actions (e.g. theu\sfa of cut-through planning powers) on Maori interests.

26 InMBIE’s experie\nce ny iwi share common or complementary objectives with the Crown
and are keén to partner with the Crown to achieve these objectives. Some Maorifiwi
orgamsaﬂons have already entered into development agreements with the Crown. As more
iwi-seftle their claims, they will play an increasingly important role as both developers and
Iong—term investors in the housing market. However, because the central Treaty relationship

“is\between the Crown and iwi, there is a range of Crown functions that the Crown will need to
Tétam responsibility for if the Authority is established as a Crown entity, as proposed.

2'7.-'-_ The potential interdependencies with, and implications for, Te Puni Kokiri’'s Maori housing
functions and network will also need to be considered.™

Each of the iwi and hapa also has, or is negotiating, an individual settlement — some of which contain separate RFRs.

For the purposes of the Protocol, the definition of the Crown is limited to the Sovereign, Ministers and departments. it expressly
e%(cludes Crown entities, SOEs and other similar entity types.

MBIE has also entered into the Housing Mahi Ngatahi Agreement with the 13 iwi and hapa, which reinforces the Crown's
commitment to honouring the Protocol. it sets out the ways the parties will work together to achieve their common objectives, including
g} lTrgatlon to non-RFR land and with respect to the advancement of He Whare Ahuru He Oranga Tangata — The M&ori Housing

egy
14 The Maori Housing Network supports whénau, hapi and iwi with information, advice and practical support to improve and develop
Maon housing.
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BRIEFING

Leveraging and enhancing the existing Crown Land Development
Programme to contribute to KiwiBuild objectives

Date: 6 November 2017 Priority: Medium
Security In Confidence Tracking 0801 17-18
classification: number:

Purpose

This briefing provides you with background information on the existing Crown Land Development
Programme (the Programme) and advice on how it can be leveraged and enhanced to quickl
contribute to your KiwiBuild objectives. . O\

Executive summary

The Programme was established in December 2015 to, acqulre macant or undem’hlised Crown-
owned land and then on-sell to iwi / private developers on eondttian that they deliver a proportion of
new dwellings built as public housing and/or sold at prices aita]rrable for ﬁrsf home buyers.

$252.2 million capital was appropriated to the E%%rem)me fn Budgets’ 2015\5.;916 and 2017 to fund

land acquisitions. S 9(2)() :S
O ,\&&;

The Programme is currently- fiscally” rieutral to the Crown with all development risks such as
regulatory approvais, fi rlancmg sales risks; eonstructron costs and timing resting with the
developer. The Crown-is expected to recover the land value in full and in most cases the
Government will also be entitled to riiv@a share of any profits achieved above an agreed

margin.
In the past 2 years th’e programma has actileved:

e\ Establjshment (t\ prlvate developer panel with collective capacity to build over 4,000
dwellings per annum.

e “Acquisition ‘of \five sites' in Auckland and assumed the responsibility for the on-going
management ,of> three Crown developments in Christchurch. We have also entered
negotiations fo acquire a further three sites in Auckland and Queenstown. Coliectively,
these sites are expected to yield approximately 2,000 dwellings (1,157 in Auckland, 424 in
Christchurch and 400 in Queenstown).

e \ Completion of 123 homes across two sites in Auckland and Christchurch.

Establishment of a site identification and assessment database: currently 43 Crown-owned
sites in Auckland on 135 hectares are ready for assessment of suitability for residential
development.

e Approval of a business case to expand the Programme to include Queenstown in August
2017.

o Developed strong, transparent and proactive working relationship with the 13 Auckland iwi
that represent Nga Mana Whenua o Tamaki Makaurau, and with Ngai Tahu properties on
development opportunities in Queenstown.

! Note: a development at 1550 Great North Road, Auckland, was made possible via the Programme through acquisition
and on-sale with conditions to Housing New Zealand (HNZ). Housing outcomes for Great North Road are reported via

HNZ.
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The Programme is readily scalable and the existing platform, pipeline of sites and relationships
formed with iwi and private developers can be leveraged to quickly contribute to the
implementation of your priorities. Further success can be achieved by enhancing the Programme
through expanding the mandate to other regions, including private land and distressed properties,
reviewing the way Crown-owned land is administered and the underwriting of private
developments.

Recommended action

The Ministry of Business, Innovation and Employment (MBIE) recommends that you:

a

Note the Programme was established in December 2015 under which MBIE:

acquires any available parcels of vacant or underutilised Crown-owned fand in
Auckland that is suitable for residential development; 2 /

on-sells that land to iwi/developers, who use their own capifal.to develop the Ian_;i_ for
housing and assume the corresponding development and s%% r‘isk;) :

requires that each site delivers outcomes with respect to:

i. increasing total housing supply; 5 :

ii. the pace of construction; and O D ( Q \ O

iii. the proportion of new dwell{ng_s b ilt-..fb public _hou"S‘tr'lg\_ an for sold at prices

attainable for first home buy_eis&-‘ N
Note that $252.2 million capital was appropriated to the P\?:)?{amme in Budgets 2015, 2016

and 2017 to fund land ac@ns, and a $9(2)()
@ @
Note the Programme has S9(2)t =

\® |
@w @ Combined with the three Christchurch
developments, these sites are,

_ pected to yield approximately 2,000 dwellings (1,157 in
Auckland, 424 in Christchurch and 400 in Queenstown).

Note there,i§ opportunity to enhance the Programme and contribute to your priorities by
expanding’the mandate to other regions and including private land and distressed properties,
reviewing \the way Crown-owned land is administered and the underwriting of private
devélopments:

Note officials have initiated discussions with iwi and development partners on revising offer

“terros to reflect KiwiBuild objectives within existing developments.

ﬁote that revising offer terms to reflect KiwiBuild objectives within existing developments

may result in subsidising developments to a currently unknown cost.

2 Prices attainable for first home buyers is defined by the relevant KiwiSaver HomeStart price cap, currently $650,000 in
Auckiand and $550,000 in other regions.
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Agree to meet with officials to discuss how to leverage and enhance the existing platform,
pipeline of sites and established relationships with iwi and private developers to quickly
contribute to KiwiBuild objectives while an Affordable Housing Authority is established.

Agree / Disagree

Jo Doyle Hon Phil Twyford
General Manager Minister of Hoe:'ing and
Construction and Housing Urban DevelGpn er‘L’b
Markets, MBIE /

..... [

Background % (\

1.

It is estimated that the top A5-land %Idmg Governm l\t\a, encies administer Crown-owned
land worth around $41-fillion. )In Auckland-alone-theré is estimated to be around 100
hectares of vacant gr;uncféruti ised Crgy%wned)land zoned for housing. To date, the
Vacant and Undel{JtiIised\Crown Lant De \elopment Programme (the Programme) has
acquired approﬁ@atelﬁl}"z hectares in Auckland, and has pending negotiations on a further
17 hectares/v?litr\ajtota potential yield-of 1,457 homes.

The R’(‘egr me” was esta@ed in" December 2015 under which Ministry Business
InnGvation and/Emponmenf\(MB\lg):

adquires, from the\Crown agency that currently holds it, any available parcels of vacant

or underutiliie Crown-owned land that is suitable for residential development;
t

on-sells%h\a land to iwi/developers, who use their own capital to develop the land for
housing and-‘assume the corresponding development and sales risk;

requires that each site is developed in a way that contributes to the Government's
ocial objectives in relation to housing, in particular by delivering outcomes with respect
to:

i. increasing total housing supply;
ii. the pace of construction; and

ii. the proportion of new dwellings built for public housing and/or sold at prices
attainable for first home buyers.

Across the Programme as a whole, at least 20 percent of the new dwellings must be made
available for public housing, with a further 20 percent sold at prices attainable to first home
buyers (i.e. below the relevant KiwiSaver HomeStart price cap) [CAB-15-MIN-0297 refers].

In Budgets 2015, 2016 and 2017 $252.2 million capital was appropriated to the Programme
to fund land acquisitions of Crown-owned land and any adjacent land (local government or
privately-owned) that can be aggregated to improve outcomes.
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The Programme is currently fiscally neutral to the Crown with the Crown expected to recover
this money in full when the land is on-sold. In most cases the Government will also be
entitled to receive a share of any profits achieved above an agreed margin.

s 9(2)()

s 9(2)()

A2

(&

Prospective development partners: Iwi and private developers

8.  Most of the Crown-owned land in Auckland is subject to"Rjght of First Refusal, (RFR) under
the Ng&@ Mana Whenua o Tamaki Makaurau Collecti g?Redress Deed and corresponding Act
2014. Iwi with RFR over Crown land get the ﬁrs&ppoﬂunity to develap"s_ité@within the
Programme. MBIE has established a strong, ¢ranspa e’__n?and proactive working relationship
with the 13 Auckland iwi and hapi that collectively make up Nga Mana Whenua o Tamaki
Makaurau, and with Ngai Tahu properties on development opportunities in Queenstown.

Nga Mana Whenua o\T\aqaﬂ Makaurau (T@makn{&d]lectwe)
T el B

Marutaahu Ropa Wﬁ:jghﬂ?-@ép?ki Ropt " . \|'Ngati Whatua Ropa

Ngati Maru | Ngai“(di kicFamaki ~\

Ngati Paoa Ngati [amacho Te Rananga o Ngati Whatua

Ngati Tamatera Ngati Te Ata Ngati Whatua Orakei

Ngati Whanaunga e Akitai Walohua Ngati Whatua o Kaipara

Te Patukirikiri Te Kawerau a-Maki’

9. Wa( have\efe}tablished a privéte_’ deVeIoper panel (the Panel) ranked by capability for low,
medium”or high density developments. The Panel has a collective capacity to build over
4-800 dwellings pet;\'anr_lum and is offered any development opportunities that are not subject
tcv;\ RFR or _once the Crown has fulfilled its Treaty settlement obligations (e.g. where iwi
decline the bppor_tun‘ity).

Low density panel-— Medium density panel High density panel

1. Flefcher,Residential Limited 1. Ockham Residential 1. Fletcher Residential Limited

2( The Neil Group Limited

2. Fletcher Residential Limited 2. Classic Group Limited

3. Classic Group Limited

3. Classic Group Limited 3. Urban Growth Partners

10. A number of individual rdpd, iwi and hapd have formed strategic alliances with private

developers (including those from the Panel), creating development entities responsible for
designing and delivering development schemes that align with the Programme’s objectives.
For example, the New North Rd development is being undertaken by a parinership
comprising Marutdahu Ropa and Ockham Residential. Fletcher Residential is also partnering
with Ngati Whatua Orakei in the Moire Road development.

Programme progress to date
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11. To date, we have acquired five sites® in Auckland and assumed the responsibility for the on-
going management of three Crown developments in Christchurch. We have also entered
negotiations to acquire a further three sites in Auckland and Queenstown. Collectively, these
sites are expected to yield approximately 2,000 dwellings (1,157 in Auckland, 424 in
Christchurch and 400 in Queenstown). A summary of progress on all the sites is provided in
the table below. More detail on development progress and Programme metrics (including

upply forecast and appropriation information) is provided as part of Annex 1.

1 ’ We have also established a site identification and assessment database that currently
consists of an additional 135 hectares in 43 aggregated Crown-owned sites. Not all of these
sites will be suitable for residential development (e.g. zoning restrictions). We will seek your
approval to acquire any of these additional sites if they are suitable as we progress through
the site assessment process.

% Note: a development at 1550 Great North Road, Auckland, was made possible via the Programme through acquisition
and on-sale with conditions to Housing New Zealand (HNZ). Housing outcomes for Great North Road are reported via
HNZ.
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Key challenges and opportunities

13. We have identified several key challenges in acquiring and facilitating the development of
vacant and underutilised Crown land.

Challenges Opp_ortunities

The difficulty of identifying Crown-owned land with | Establish a central register of Crown-owned land
housing development potential as there is no | (Note: LINZ is commencing this work).
consolidated register of Crown-owned land.

Convincing agencies to part with land. Strategic review of the administration of Crown-
owned land, including requiring vendor agencies
to apply a more active approach to reviewing their
portfolios.

Agreeing appropriate valuation methodology. Question vendor agencies: Sgce)expectations and |«
agree realistic valuation assumptions. Seek review |
on valuation for Crown\togrown fransfers. | |

Crown-owned land suitable for residential development | Scale up th Programm_e\té include the qéqh‘ﬁit}on'
is limited. of private jand. : \-— =%

Achieving commercial viability by on-selling land at no | Using ’fh_e $1"0 million land abdﬁiéiﬁﬁn operating
less than MBIE’s acquisition cost. ~contingencyto directly subsidise developments.

14. There is opportunity to leverage and enh_ancé' thé existing p}at_fonn;'_ p“lp'éline of sites and
established relationships with iwi and' private- developers.io_quickly ‘contribute to KiwiBuild
objectives. VW

Expanding the mandate of the Programme

15. Currently the Program(xe has.a mandate te atquire-J2nd in Auckland and Queenstown.
There is an existing Cabinet diréctive under. which Government agencies must advise MBIE
of any land within urban ‘Adckland sufplus, to.their requirements before commencing the
formal disposal 'process. This directive and the Programme’s mandate could be amended to
cover other {ocation's where Public-and/or affordable housing is needed.

16. There i'{ potential to scale Up the Programme by including private land within the acquisition
mandate \_(eurirenﬁy restricted to.Crown-owned land and adjacent Council and private land
that can'be aggregated.to improve outcomes). Crown land is subject to RFR, and currently
anly one development within the Programme has been offered to the Panel. Expanding the
Rrogramme to0, include-non-RFR land (e.g. private land or developments that are financially
distressed), could \increase opportunities for Panel participation to unlock their spare
capagify\ In-.addifion this will allow iwi and the Panel members to bring private land
development opportunities to the Programme.

Underwriting private developments

7. \The' Crown could take a different role in developments by underwriting any unsold supply.
his could be used to de-risk development of affordable housing on privately owned-land and
allow developments to progress that may have previously been deemed too risky.

Reviewing the way Crown-owned land is administered

18. There is potential to streamline the process of identifying and freeing-up Crown-owned land
with housing development potential by requiring vendor agencies to apply a more active
approach to reviewing their portfolios and considering competing land use priorities from a
whole-of government-perspective (i.e. so the land's potential for housing can be considered).
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Next steps: Upcoming Ministerial decisions and announcements

19. The existing Programme currently has housing delivery momentum and continues to
accelerate with several existing and potential developments approaching key points for your
decision.

We anticipate submitting the following briefings for your approval over the next four mnt:

- e __ by YD i & S ol . Mo
You have asked for a stocktake of h6‘ sing-de elopments t a can ontribute to KiwiBuild
objectives, including developmer \W|t i the Pr ¥g| We have initiated early
discussions with iwi and deve mee ners seeki to Vi ﬁa offer terms to incorporate
KiwiBuild objectives into eX|st1ﬂ§~ evelopments w

22. The Programme has @ent m)aZ\date to s
points (i.e. below thearefe\fént K|W|S
Auckland and 5 other reglon I seek to revise offer terms where possible
to mclude |vered at ndeLj 00,000 (stand-alone) and under $500,000
(apartment rraced houses "5] uckland and under $500,000 in other regions.

23. We/WlI ur approval t% ates to amend specific agreements where possible to
(\Pﬁec WJBUIld objectives |n\/u9acqu1red and yet to be acquired sites and will update you

ﬁ‘g negotlat on ith iwi and development partner's progress.
ese revi )o i lkely to come at a cost as we may need to subsidise developments, for

cent of dwellings at affordable price
dme tart price cap, currently $650,000 in

24.
example reduction in the land sale price. The exact amount of any subsidy is

int as it will vary between developments.

unkn
25. {P p\uwde you with key decision briefings as outlined in the table above. These
cisiohs and milestone achievements will potentially provide opportunity for media
ﬁouncements We will provide you with further updates on these opportunities through the
O eekly status report.

26.  In the meantime we would welcome an opportunity to meet with you to discuss in more detail
how the existing platform, pipeline of sites, established relationships with iwi and private
developers can be leveraged and enhanced to quickly contribute to KiwiBuild objectives.

Annexes

Annex 1: Crown Land Development Programme dashboard and construction timeline - 30 October
2017
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BRIEFING

Stocktake of Auckland housing developments

Date: 13 November 2017 Priority: High
Security In Confidence Tracking 0887 17-18
classification: number:

Purpose

This briefing responds to your request for a stocktake of all Crown facilitated development in
Auckland. You have also asked for advice on opportunities to increase proportions of public/ and
KiwiBuild housing within those projects.

This is a first briefing, containing the information agencies have collated on\tﬁéigxis’ﬁng pipelines
in the time available. We anticipate providing you further advice in December once we have
more complete information from agencies and entities.

Recommended actions 7
The Ministry of Business, Innovation and Employmen“e%mmends that yo\u.

a.  agree to meet with the Minister of ﬁ\n\mce)to discuss measures\le increase your
oversight of agencies and entities nvolved'in the delivery. of KiwiBuild;

YES /NO

b.  agree to seek similarinformation on-the pipeline and KiwiBuild opportunities for other
regions facing htying pressures.

YES/NO

Jo.Doyle, Hon Phil Twyford

General Manager . .
Construction and Housing Markets, MBIE Minister of Housing and Urban Development
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Background

1. You have asked for a stocktake of all Crown facilitated development’ in Auckland and
opportunities to increase proportions of public and KiwiBuild housing within those projects.

2. This briefing contains the stocktake, and preliminary advice on opportunities. More time is
required by agencies to compile information on the options to amend development projects
to deliver increased proportions of public housing and KiwiBuild, in particular the large
redevelopments being led by Tamaki Regeneration Company (TRC) and Housing New
Zealand Corporation (HNZC).

3. TRC would like to meet with you to discuss its letter of 7 November before providing an
estimate of opportunities to increase KiwiBuild within the Tamaki redevelopment. HNZC has
provided initial information on the typologies it considers appropriate for KiwiBuild. We
would like to confirm with you the suitability or otherwise of this proposal before seeking
further information from HNZC.

4.  We anticipate providing you with significantly more detail on the e tima<t> 0 ﬁi\blic and
KiwiBuild dwellings able to be delivered including the price points{Costs, options and,trad@
offs, in further advice in December. _

5.  The information in this briefing provides you with:
a.  an overview of the size of the housing pipeline@)?e r> for the current’and-next nine
financial years; g@
b.  some information on the amount of@ublic\q/ KiwiBuild hOUSin%ah:eady in the
pipeline, to the extent this has bee de available by.agencies:

6. We also report on both State housing provided by HNZ and-cammunity housing procured
by MSD and provided by Cop@hmity F et/sing Provid% \e§&her, public housing).

7.  We have defined KiwiBuild as\ge}lings that a@curxegtly planned within developments
art

priced: \ér
a. at $500,03’ or below for ap me@t raced houses;
0 ellings

b. at $60\0/3 or below fo&da ohed

8.  Advieeyou hav€received nga?ate from MBIE is also relevant to the matters covered in
thisfaper\, ificluding Implemth\mb KiwiBuild [MBIE 0739 17-18]. MSD is responsible for
securing the suppl of\\Quinc ho\using, and has provided you separate advice on options to
increase the procﬁr\%meslt/of public housing.

Stocktake~of Crown facilitated developments in Auckland

Crow@gencies and entities

9 We have compiled information on the number of forecast dwellings of public and market
ousing out to 2026/27 by:

a. core-Crown:, the MBIE Crown land development programme and MSD’s community
housing procurement programme;

b.  Crown entities:, HNZC and its wholly owned subsidiary Homes. Land. Community
(HLC); and

c. TRC, which is jointly owned with Auckland Council and is a Public Finance Act
Schedule 4A Company.

10. The forecast is attached in the table at Annex One.

' We have understood Crown facilitated to mean Crown-lead projects as well as those being lead by Crown
entities and the Tamaki Regeneration Company, in which the Crown has a majority shareholding.
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Summary of the Stocktake — public and market housing

11.

12.

13.

14.

The Stocktake suggests, with the caveats and limitations attached, that agencies are
currently planning to build or secure 33,508 new dwellings across Auckland from 2017/18 to
2026/27. Of these 13,523 public houses will be delivered to 2026/27.

As the HNZC and TRC redevelopments require demolitions the net increase in total
dwellings will be 25,233.

The table attached in Annex Two sets out the caveats and limitations on the totals in
Annex One. These are different for each agency because of the different constraints on
each of their projects.

As you intend 50 percent of KiwiBuild targets to be delivered outside of Auckland we also
recommend commissioning advice on the opportunities to deliver KiwiBuild across these
regions.

Existing projects that fit KiwiBuild criteria

15.

16.
17.

As part of the stocktake, agencies with the information available provided us with the
numbers of existing housing which would meet KiwiBuild criteria. T@s information wag ot
possible to compile for all agencies as:

a.  information on the proportions of dwellings within the@pS0,000 HomeS\taft cap has
been collected to date but not information on~h&Jsin§ below $60_6,000 or $500,000.
TRC was unable to quickly investigatectheir projects;

b.  HNZC focused on what it could poten\ialjy deliver if an@cr ased price was available
for terraced housing, not existing projegts that would(meet the)KiwiBuild criteria.

C. HLC provided its count of dwellings-under $500,000\and/$\600,000 but the typologies
are not a match to yeur KiwjBuild typologies'?

These estimates are iecl ed inAnnex Three.

The KiwiBuild C(iteria are ;\ot relevant.to Ministry.of Social Development (MSD) which has
instead provided g}ject Dy project detail on-its forecast procurement of community housing
which is inclu@\iy Annex Four.

Housing\y& Zealand forecégts

18.

19.

20.

21.

HNZCvand HLC a(;e\jgi}tly responsible for HNZC’s redevelopments. HNZC and HLC have
advised, should you-be prepared to increase the price for terraced housing from $500,000
to'$600,000; these agencies can deliver 5000 new houses as KiwiBuild out of 20,000
dwellings without additional direct subsidy. HNZC also anticipates that it can deliver
apartments.at-around $500,000, but this will be challenging.

HNZCand-HLC note that terraced housing provides more desirable urban development

o\utcomes than standalone housing, including with respect to density and privacy, and

should be preferred.
Of HNZC's other development projects at least an additional 800 houses could be delivered

- on its proposed criteria for KiwiBuild with some trade-offs for State Housing.

HNZC also estimates, with additional funding, it could potentially increase its State Housing
delivery from 7000 dwellings to 7,600 across its projects.

2 Of HLC’s 435 homes contracted but not yet sold: 140 will be terraced, walk-up or apartments at or below
$500,000. A further 190 will be between $500,000 and $600,000. None are freestanding homes but HLC
expect more than 100 of these will be terraced or walk-up homes rather than apartments.
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Opportunities to increase proportions of public/KiwiBuild housing

22.

23.

This section of the briefing provides high-level advice on the opportunities to increase the
proportions of public/ KiwiBuild housing within the planned developments, including the
risks and challenges for the Crown.

As above, we will provide you with further advice on the costs, options and trade-offs of the
opportunities to increase proportions of KiwiBuild in December. At this stage not all costs
are included in the headline numbers.

Ministers’ levers

24,

25.

26.

27.

28.

We recommend you meet with the Minister of Finance to discuss measures to increase
your oversight of agencies and entities to include good information on the delivery of
KiwiBuild.

The Crown is unable to direct the activities of Crown entities and sche%t{ €4A companies.
Shareholding Ministers are able to influence these agencies through\a nual Letters of
Expectation, and also have oversight of spending against appropri’atigns“@o(gh the
Statement of Performance Expectations. Crown entities typically\provide quarterly ri% s

on their progress against expectations.

In the interim, before changes to the current institutionﬁla(qgrﬁements are injplemented,
you will be able to incorporate your objectives for pu{)Qc«housing and I}i\AZiBtii\H‘\into Letters
of Expectation. We also recommend that th((a\ qﬁéﬁ‘erk \reporting provid@g by agencies
include progress against public and KiwiBuild ta\ﬁg.::-%/\nd risks to de}ive[y/The forecasts
provided by agencies should also diffe eﬁt'rat between developments. at different stages:
forecast; high level planning / master-;ﬁa}ﬁiqlg; designed, and progEess on consenting.

Alongside the quarterly reports;-you\vi\l;Qe advised on\issues worthy of Ministerial follow-up

(for example policy, clarifica ie’{,\rs)emedial action).

You have direct levers to{n’c‘rea the proportions of~puéic and KiwiBuild housing when it
comes to MSD's pur; hash§ strategy foryState, hd community housing and MBIE’s Crown
land developmehtprogramme. U

Increasing proportions ofR}viBuiId

29.

We gnf-iéi;z}fe%{ére will be é}&%ﬂ categories of development projects for you to
conSider, with the first three IFVOIVing trade-offs between pace, price and delivery. This is

parti'cﬁlarly releva tto@whgre planning is well advanced. The development projects will

\

either be those wk e%
a. housiny dé{;})ery is contracted and potentially pre-purchased: the majority of
obsonville.Point falls into this category as well as other well progressed projects

across-agencies. To increase proportions of KiwiBuild in these developments will — at
the least — require renegotiation of contracts, and is also likely to create issues with
esource consents. As a consequence, we do not recommend changes to these
projects to increase proportions of KiwiBuild outside opportunities agencies identify at
the margins.

b. design and planning has been completed, but developers are still to be
contracted or consents granted: decisions fo increase proportions of KiwiBuild may
involve trade-offs of cost and pace. There will be some opportunities within these
developments to increase proportions of KiwiBuild, but to avoid delay a higher
proportion of these may need to be through direct subsidy or other funding (as
opposed to design changes to increase inherent affordability);

c. design has been initiated: there will likely be delays to reconfigure typologies to
increase proportions of inherently affordable housing. Nevertheless, it may be worth
promoting changes as this project stage is typically before significant costs have been
incurred,

In Confidence 5



d. design has not been initiated: at this stage in the delivery of KiwiBuild you should
have the ability to achieve scale. However, agencies have less certainty about all the
inputs at this stage, and all estimates are significantly less reliable. You will need to
consider the level of additional investment required and how much housing to
progress before additional tools are available through the future structures of the
urban development authority.

30. As an illustration, Table 1, below, provides the relative proportions of housing within each of

these development categories for the TRC, with notes on each stage.

Table 1: Stages of developments within Tamaki Regeneration

Category Split public / non-public  [Total Comments from TRC
Contracted for Design and fypology locked
Delivery/Delivered 5% 122 e = Aa\2
Under procurement Des__i%gahcﬂypfobgy
or with Resource 32% - 168 68% - 361 529 | effectively.locked
Consent in place N\
Design initiated .| Designs underway, amending
70% - 329 YN\ M~ typologies mansigniﬁCa'_‘“y
30% - 142 - 471 | affect delivery:timeframe or
business-case for these
\ projects.
Design not yet ) N
initiated 33% - 542 _ 6'2_’?;6 -\1§\1Q 1652
: 806 - : D
Totals 31%- 974\ [69%> 2161 /3\1§5> N
Next steps

31.

32;

33.

We recommend V\g.l h)ave a discussl% with-the Minister of Finance on the reporting for
Crown en ﬁgs-.a dagencies to. efvl\%Qre you have good oversight of the delivery of KiwiBuild
and public 'u_sir\g as new structures, for HNZC and the governance and delivery of your
KiwiBuild programme are esta\'llshe' :

We Will provide you with further”advice on KiwiBuild incorporating agencies’ comprehensive
i nformation on the oppogtyn‘ities to increase proportions of public and KiwiBuild housing
within existing Auckland’developments including costs and trade-offs, in December.

A Cabjn_\et"ﬁaper- seeking the decisions necessary to establish KiwiBuild will be provided to
your office in-time to enable the paper to be considered by Cabinet before end 2017.

In Confidence 6



Annexes

Annex One: Stocktake of Auckland housing projects.

Annex Two: Limitations of housing / dwelling forecasts
Annex Three: Overview of KiwiBuild eligible housing within existing developments

Annex Four: Ministry of Social Development's forecasts.
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i MINISTRY OF BUSINESS,

1

INNOVATION & EMPLOYMENT
HIKINA WHAKATUTUKI

BRIEFING

Legislation to establish a national urban development authority
and empower complex development projects

Date: 16 November 2017 Priority: High
Security In Confidence Tracking 0854 17-18
classification: number:

Purpose

This briefing discusses the new legislation: A DN\
o that may be required to establish a national urban development amhonty and

¢ that is required to provide more enabling development powers ta support complexﬁéfge-
scale development projects, such as those that form part of your strategy. for delivering
KiwiBuild. o A\\ R

We describe the core elements that we propose for.this new "Iégislation,,_j:o test whéfﬁ'er these
proposals align with your plans for the new authority andthe KiwiBuijld development projects.
We have also attached an A3 summary of the propesals as Annex One,\

Further advice .\ NN\
Out of Scope | @V _ w\-}v

Recommended action
The M?mstry of Busines__s_-,.\lrj&va_tion and Employment recommends that you:

a  discuss with officials Whether the proposals in this briefing align with your plans for the new
national ufban development authority and KiwiBuild's large-scale development projects;

¢\ \QutofScope
Jo Doyle Hon Phil Twyford
General Manager, Minister of Housing and Urban
Housing and Urban Branch Development
..... R - SN SRR Lyee

0854 17-18 Choose an item. 1




Background
1. Outof Scope

2.  You have said that the new entity will be a national urban development authority (“UDA”) that
will “drive the delivery of the 100,000 affordable homes planned under the KiwiBuiid
programme.”

3. Outof Scope

Connection with KiwiBuild _
4.  Key components of KiwiBuild will depend on the new legislation.. Qther.components.can'be
delivered under existing legislation.

5.  You have announced three methods for delivering KiWiBuiid:-

the private sector is leading;

¢ adopting existing Crown-led developme‘ﬁi projects, to the extent th
re-purposed for KiwiBuild (such as\the Tamaki regeneration); and

o initiating 10-15 large-scale dev_elo'pmeht projects in 'pa_ﬂnerShip with the private sector.

e purchasing new homes off the plans, to de-riskand a_ceelerate sﬁble developments that

they can be

6.  Purchasing new homes off the plans does notrequire any new legislation. Similarly, the
existing Crown Land Development Programme ' can-be re-purposed for KiwiBuild without new
legislation (see briefing 080117-18, datéd 6 November). Among Crown-facilitated large-
scale develoRment'prcu'ects, the Habsonville development is already sufficiently advanced
that it doesn’t ne‘edfarR/ new legislation; and the significant central city development projects
in Ch_ri_stch'uac_h .alréady have access to their own empowering legislation (Greater
Christchurch'Regeneration Act 2016).

7.  {The other projects you are )grop’osing are likely to be large, complex developments seeking a
range of social cgmme. ¢ial” and urban development outcomes (including a mix of public,
affordable and market housing) that need a strong Government role to manage the high risk,
mixed oquctives.a_r'zd large investment involved. New legislation can better support these
typ<of developments by providing the more enabling development powers you are seeking.

Overview

R@r=

9. ltincludes the development powers, processes and framework we think will be needed to
deliver large and complex development projects for KiwiBuild and to establish the UDA. The
purpose of this briefing is to test whether these proposals align with your plans.

Out of Scope

0854 17-18 Choose an item. 2



BlifiofiScope

AR,
ions of the UDA

The UDA will be able to play the key strategic role identifying, prioritising and coordinating
the various development projects required to deliver the Government's objectives for
KiwiBuild and urban development more generally. It will be able to do this both across the
country as a whole and within particular regions, especially in Auckland, where multiple
development projects will need to be established in both greenfield and brownfield locations.

0854 17-18 Choose an item.




Out of Scope
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@lticfiScope
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Framework and processes

The core part of your:str e/g’ for deliveri g.t‘ ee\sary scale for KiwiBuild is built on a

series of urban gevéLp“ a\ﬁ zpr01ects th h‘aé e\access to more enabling development
est:

powers. Gly,e)n t\h\abthergoal is to qy lish and pursue 10-15 large-scale
developmgn\t;, &7 p’ropose genencde%guslatto that can support multiple development
projects, wIthQ, v\f{eXIblllty to ¢a er\to h,elr different needs.

0854 17-18 Choose an item.
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Annexes

Annex One: A3 summary of the proposals.
Annex One: |Initial list of critical issues: to be examined in further briefings.

Annex Two: Summary of responses to the previous Government’s discussion document.

0854 17-18 Choose an item.







Annex Two: Initial list of critical issues: to be examined in further briefings
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Annex Three: Summary of responses to the discussion document

QutlofiSEope
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Subject: RE: Oral PQ KiwiBuild [IN-CONFIDENCE]

Hi Bronwyn, @

Here’s the draft response with possible supplementary questi @dw ackground i

Let us know if you need anything further. @
Jeet. %
PN N
h} : ‘\3 N

From: Bronwyn Lauten [mailto:Bron

From: Jeet Sheth

Sent: Thursday, 16 November 2017 11:37 a.m.

To: Bronwyn Lauten

Cc: Jo Doyle; Brett Parker; Richard Hills; Jared Beckett; Andre Anderson; David He ans ( E

Sent: Thursday, 16 November 2017 9

. .qovt.
0@.‘m/ \J
To: Jo Doyle; Brett Parker; Jeet Sheth @

Subject: Oral PQ KiwiBuild

Hi all, ;; @
Mestlon in t

We'reg dg\é\ e ho usevoday, which is:
as th Mlnlster rec |\7ed any eports on the forecast rate of house building with and without KiwiBuild?

The pnmary answer n doubt Vates to the information you provided yesterday, Brett.
Could you ple s r Vi answers/lnformatlon to support potential supplementary questions by 11:30am today?

Happy t": dS!QJ)SS

Bron auten | Interim Private Secretary (MBIE) | Office of Hon Phil Twyford
Bronwyn.Lauten@parliament.govt.nz Cell: $/9
Minister of Housing and Urban Development
6.6 EW Parliament Buildings | Wellington

muster of Transport




Question: Has the Minister received any reports on the forecast rate of house building
with and without KiwiBuild?

Answer:

Yes. The Ministry of Business, Innovation and Employment has estimated the additional
supply of housing that will result from a phased implementation of KiwiBuild from 2018.

This estimate also includes an allowance for the additional housing supply needed in
Auckland, in order to meet the Auckland Council estimate of 14,000 new dwellings required
annually.

The National Construction Pipeline Report 2017, released in August this year/%g‘cludes
forecasts of New Zealand residential building consents from 2017 to 2022. Thé Pjpeline
Report forecasts that total New Zealand residential consents would rise frpﬂ{;us over
30,000 in calendar year 2016, to 33,000 in 2018, peaking at 34,500.in 2@@9, before reducing
to 31,000 in 2022.

The result of adjusting the Pipeline Report forecast for tl'Qphased implementatio\mo
KiwiBuild, is that total new housing supply would rise to 36,180in 2018, and\woqls further
increase to 44,600 in 2022.

Potential supplementary question: How would-‘he forecast level ofhousing supply
compare to New Zealand's past level of building activity?

Including KiwiBuild, the estimated peak of 44,600 new.dwellings in 2022 would be
significantly above the previgﬁs h{st/orical record-of 39,734 building permits in the year ended
March 1974.

Possible Sury emeptagy question: %y are the projections for KiwiBuild housing supply
stated in the(a ést Reserve Bank Monetary Policy Statement, different to the projections

preparedcby MBIE.for additional KiwiBUild housing supply?

Answer:;'fl’ he.Reserve Bank sm\te@ifhas assumed that “around half of the proposed increase
will be offset by a reductiothin-private sector activity”. This assumption is based on a
‘business-as-usual’ residential building system. The MBIE projections which have been
adjusted for KiwiBuil «\'do not assume that there will necessarily be crowding out of the
forecast levels\of prh)afe housing supply. This is because the Government has a set of
signiﬂeint levers available to impact on the ability of the construction sector to deliver new
dwellings, poténtially with more of an impact than the Reserve Bank considered when
assessingthe situation - particularly around finance and infrastructure. Such as:

o /Government underwriting private development
e De-risking investment through guaranteed supply and under-writing
e And Increased economies of scale from large development

The government also has a role to play in building the construction sector capacity

e Investment in skills and training to grow the local workforce

¢ Via the KiwiBuild Visa

e More certain construction pipeline for firms, to encourage investment

e Programmes to enhance productivity of existing capacity (e.g. through better IT uptake
and usage)

e Encouraging investment in Research & Development for more efficient production
methods such as prefabricated housing



Information for the Minister’s office
Extract from Briefing note 0465 17-18 Capacity of the construction sector to undertake

KiwiBuild.

KiwiBuild will increase the peak demand for new dwellings

1. The National Construction Pipeline Report 2017 projects a rise in new residential
dwellings to 34,500 in 2019 and 2020, up 15 per cent from the 2016 level of 30,063
consents. This level of supply will still be insufficient to meet the demand estimated
by Auckland Council (i.e. 14,000 dwellings each year), or to meet the additional suppl
targeted by KiwiBuild. The phasing of KiwiBuild, and the additional supply required in
Auckland, would require a total of 44,600 new dwellings-in 2022'(Figure 4).

b 4

Figure 1: New Zealand actual and projected new dwellings, 1970 - 2022 . "
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| Figure 4: Data/Year 2016 2017 2018 2019 2020 2021 2022
Pipeline projected 30,063 | 31,500 33,000 34,500 34,500 32,000 31,000
NZ dwelling (actual)
consents
Additional dwellings 3,900 2,900 2,100 1,200 900 1,500 1,600
demanded in
Auckland
Indicative phasing of - - 1,000 2,000 5,000 8,000 12,000
KiwiBuild dwellings
TOTAL DEMAND 34,000 | 34,400 36,100 37,700 40,400 41,500 44,600

Note the projection risk:
Importantly, the estimated additional demand for labour is based on the existing mix of

construction occupations which applied in the residential building sector as at the 2013
Census. At this stage no assumptions have been included as to how the possible
extensive use of prefab/MH could affect the demand for occupations, because MBIE




does not yet have sound information on the labour needs of large-scale MH
production. Similarly, at this stage no assumption has been made as to how Kiwibuild
could introduce scale efficiencies and productivity improvements in the building of new
dwellings. Officials will refine the modelling of the impact of Kiwibuild, as more details
on the design of the programme are finalised.
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