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Office of the Minister of Finance
Office of the Minister for Infrastructure

Chair
Cabinet Economic Development Committee

Update on Infrastructure Reference Group (IRG) Infrastructure
Projects

Proposal

1. This paper seeks Cabinet’'s agreement to:

° authorise the Minister of Finance and the Minister for Infrastructure together with
the Associate Ministers of Finance (IRG Ministers) to make final decisions on
projects in the shortlist in Attachment A to be funded from the $3 billion
Infrastructure Tagged Contingency including decisions on timing and
announcements.

o the role of government agencies to deliver the IRG projects, including:

i the relevant central government procurement agencies (such as New
Zealand Transport Agency, Kainga Ora and Ministry for the
Environment), for those projects best delivered by these agencies.

i. the Provincial Development Unit (PDU) within MBIE for projects that are
under $20 million and where they are best placed to deliver (such as
those within the scope and objectives of the Provincial Growth Fund).

ii.  Crown Infrastructure Partners (CIP) for other local government and non-
government (including private sector) projects that do not have an
existing central government delivery agency that is best placed to deliver
them.

. authorise delegated Ministers and the relevant portfolio Minister to make the
necessary changes to appropriations (including establishing new appropriations)
to implement decisions to be taken around funding projects.

Relation to government priorities

2. While the immediate public health threat from COVID-19 has diminished, the economic
impact remains significant. There is further work we must do now to support New
Zealand’s economic recovery.

3. Infrastructure is an important enabler of economic, environmental and social outcomes,
and will play a key role in New Zealand’s long-term economic recovery from COVID-19.

4. Investment in construction ready projects will inject fresh capital, confidence and jobs

into our economic recovery. This investment will provide much needed stimulus and fill
the gaps in economic activity that we are starting to see. This investment will also help
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to advance some of our wave three recovery objectives around energy, community
development, housing and urban development.

Executive Summary

5.

10.

11.

Infrastructure investment will play a key role in New Zealand’s longer-term economic
recovery from the impacts of COVID-19. As a result, Ministers announced the
establishment of the Infrastructure Reference Group (IRG) to provide a list of
infrastructure projects that are ready (or near ready) for construction and could be
deployed as part of a stimulatory package. The IRG was directed to focus on immediate
job creation and income growth, and providing public confidence that economic activity
is back underway.

On 11 May 2020, Cabinet agreed to a $3 billion tagged contingency to provide
investment in infrastructure to support New Zealand’s economic recovery as part of the
COVID-19 Response and Recovery Fund (CRRF) Foundation Package (CAB-20-MIN-
0219.04 refers).

The IRG has now provided its final report to Ministers, which includes a total of 802
projects seeking $33 billion in funding or financial support. Following the receipt of this
report, Ministers directed CIP and officials to identify a shortlist of projects to fund from
the Infrastructure Tagged Contingency, with a focus on the following sectors: housing
and urban development; energy; community development; water and waste; and other
central and local government projects.

This shortlist of projects is set out in Attachment A and includes 177 number of projects
seeking $3.3 billion of funding and financial support and is estimated to enable 26,000
jobs and a total value of projects worth $6.6 billion.

This investment offers an opportunity for new employment, the preservation of jobs and
the redeployment of workers in our hardest hit communities and sectors. We are also
focused on investing in the direction that we want New Zealand to move towards in the
future - transitioning towards a more productive, sustainable and inclusive economy,
enabling our regions to grow, and supporting a modern and connected New Zealand.

We are seeking Cabinet authorisation for the Minister of Finance and the Minister for
Infrastructure together with the Associate Ministers of Finance and the Minister of
Economic Development (IRG Ministers) to make final decisions on which projects to
fund from the shortlist in Attachment A (including decisions on timing and
announcements). We are also seeking Cabinet agreement to the following criteria that
IRG Ministers will use to make these final decisions:

o The number of jobs created

o Regional impact and distribution

o Project achievability and readiness

o Net Public benefit

o Alignment with wider government objectives.

When making final decisions on projects from the shortlist in Attachment A, we are
seeking Cabinet’'s agreement for IRG Ministers to prioritise “preferred” projects over

5j5dz1e3dr 2020-08-11 15:44:55



“reserve” projects in the first instance, on the basis that they are more likely to achieve
the Government'’s objectives.

12. We are also seeking Cabinet’s agreement to the agencies responsible for delivering
these projects including existing central government procurement agencies (such as
New Zealand Transport Agency, Kainga Ora and Ministry for the Environment), the
Provincial Development Unit (PDU) and Crown Infrastructure Partners.

13.  We plan on making decisions on these projects as soon as possible to enable projects
to quickly get underway. We also plan to make announcements on projects as soon as
next week. All early announcements will be in principle and will require negotiations and
funding agreements to be put in place following announcement (similar to how Provincial
Growth Fund announcements are made).

Background

Infrastructure Reference Group

14. On 1 April 2020, the Minister for Economic Development and the Minister for
Infrastructure announced the establishment of the Infrastructure Reference Group (IRG)
headed by CIP Chairman Mark Binns.

15. The IRG was established in response to the current COVID-19 situation and concerns
of a large downturn in the infrastructure and construction sectors. The IRG was tasked
with preparing a list of infrastructure projects that are ready (or near ready) for
construction, meet certain national/regional benefit criteria, are aligned with government
policy, and could be deployed as part of a stimulatory package.

16. On 29 April 2020, DEV agreed to the establishment of the IRG process including a
Terms of Reference (DEV-20-MIN-0056 refers). Cabinet also invited the Minister for
Economic Development and the Minister for Infrastructure to report back to DEV on the
final IRG report.

17. The objectives the IRG were asked to consider in collating its report align with the short-
term objectives agreed in the repurposing of the Provincial Growth Fund (PGF):

° an increased focus on immediate job creation and income growth
. construction activity that will be underway within the next 12 months, and

o a high degree of visibility to the community, to give the public confidence that
renewed economic activity is underway.

18. The IRG delivered their final report to Ministers on 17 May, identifying 802 projects
across central government, local government and the non-government sector (including
the private sector). The IRG report also ranks projects with a score, largely driven by
assigning a 1-5 score for the sector to which a project belongs, a measure of labour
intensity and other small adjustments. The original IRG report is attached in Attachment
B.

19. One of the key observations in the IRG report is that the home building and commercial
building sectors are the most vulnerable in the recovery. These sectors make up the
majority of employment in the construction sector and comprise a large number of small
business, especially in the home building sector.
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20.

21.

Across the 802 IRG projects, a total of $33 billion of government financial assistance
(excluding guarantees) was requested. Requests for other forms of assistance included
subsidies, fast-tracking building and resource consents, changes to procurement
practices, and land acquisitions.

From the 802 IRG projects, IRG Ministers requested the CIP and officials to identify a
shortlist of projects that could be funded from the $3 billion Infrastructure Tagged
Contingency.

$3 billion Infrastructure Tagged Contingency

21.

On 11 May 2020, as part of COVID-19 Response and Recovery Fund (CRRF)
Foundation Package decisions, Cabinet agreed to a $3 billion tagged contingency to
provide investment in infrastructure to support New Zealand’s economic recovery (CAB-
20-MIN-0219.04 refers). Cabinet also:

a. agreed that the purpose of the Tagged Contingency was to provide for
investment in infrastructure to support the economic recovery from COVID-19,
and

b. noted that decisions on funding projects from the Tagged Contingency would

be taken either through a future iteration of the CRRF process, or a bespoke
process involving Cabinet approval.

The shortlist of projects (Attachment A) and delegation of final decisions

The shortlist of projects for Cabinet agreement (Attachment A)

22.

23.

24.

25.

26.

Attachment A shows the shortlist of 177 projects that we have identified primarily from
the IRG list of 802 projects. In finalising this shortlist we considered advice from CIP and
officials.

This shortlist represents $3.3 billion of requested government financial assistance and
is estimated to enable 26,000 jobs and a total value of projects worth $6.6 billion.

This investment offers an opportunity for new employment, the preservation of jobs and
the redeployment of workers in our hardest hit communities and sectors. It also signals
to the construction sector that the Government sees infrastructure as playing a key role
in New Zealand’s economic recovery, which should bolster demand and market
confidence over the coming months.

We are also focused on investing in the direction that we want New Zealand move
towards in the future in the future - transitioning towards to a more productive,
sustainable and inclusive economy, enabling our regions to grow and supporting a
modern and connected New Zealand.

This shortlist represents a focus on the following key sectors:

26.1. Housing and Urban Development: Projects or packages that are consistent with
the Urban Growth Agenda and the key economic shift to transform our housing
market to unlock productivity growth and make houses more affordable. This
includes horizontal and vertical infrastructure necessary to support increased
housing supply.
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27.

28.

29.

30.

31.

32.

33.

34

35.

26.2. Energy: Projects or packages that are consistent with the key economic shift to
sustainable and affordable energy systems.

26.3. Community: Development (including small scale projects): Projects or
packages that support strong and revitalised communities in both cities and
regions

26.4. Water and Waste: Projects or packages that are consistent with the key economic
shift so that land and resource use delivers greater value and improves
environmental outcomes, which could include flood protection, irrigation and waste
infrastructure.

26.5. Other key: Central and Local Government infrastructure: Projects that achieve
the Government’s wider objectives, and support the recovery.

The decision to focus on these key sectors has also been made with reference to the
other large infrastructure investments this Government has made, including the $12
billion New Zealand Upgrade Program (NZUP) that included significant investment in
roads, rail, public transport, health and education.

In addition to these key sectors, the list represents a distribution of projects across
regions including those regions worst impacted by COVID-19 (or those with pre-existing
infrastructure deficits) such as Bay of Plenty, the West Coast and Otago.

The IRG report emphasised regions with a high concentration of tourism and
construction, relative to the size of the total workforce, having the greatest need for
additional investment to support the local economy.

Annex 1 shows CIP’s estimates of the regional impact from COVID-19 on jobs and GDP.
Employment and GDP in the West Coast and Otago regions are estimated to decline
significantly with GDP estimated to decline around 10% in the year to March 2021 in the
West Coast and Otago.

Annex 1 also shows an indication of the possible ranges for what proportion of the
Tagged Contingency could be allocated to reach region taking into account population
and COVID-19 impact.

The shortlist also includes projects proposed by Maori and/or projects that will have
significant benefits for Maori.

We have also worked with officials and departments to ensure that these projects are
coordinated with existing funding programmes and programmes of work to ensure
integration and consistency.

[37]

The shortlist in Attachment A also reflects advice received from
the Provincial Development Unit (PDU) which has a role in prioritising projects under
$20 million and has been working alongside the IRG and CIP in assessing projects.
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Delegation of final decisions

36.

37.

We propose that the Minister of Finance and the Minister for Infrastructure, in

consultation with the Associate Ministers of Finance (IRG Ministers) to make final
decisions on projects in the list in Attachment A to be funded from the $3 billion
Infrastructure Tagged Contingency including decisions on timing and announcements.

In making final decisions on what projects are funded from the shortlist in Attachment A,

we recommend that Cabinet agrees to IRG Ministers using the following criteria:

Criteria

Key questions

Job creation

What is the estimated number of jobs that this project could create?

Is the project within a region that has underutilised labour/sector capacity
or could benefit from labour redeployment as a result of new projects?

Impacted regions | Is the project within a region that has been hard hit by COVID-19, or is
and regional | forecast to be hit by the impacts of COVID-19 in the near, medium or long-
distribution term?
Is there an opportunity to consider this project as part of a regional
investment pipeline?
Project How is this project or package sequenced to be construction ready over
achievability  and | the next 6 to 12 months?
readiness

Is the delivery timeframe realistic?

What is the capability and capacity of the procuring party to procure and
deliver this project?

Net public benefit

What is the net public benefit associated with this project (including value-
for-money and, where applicable, whole of life costs)?

Wider government

How does the project support the Government’s wider objectives towards

objectives a productive, sustainable and inclusive economy, including enabling a step
change for Maori and Pacific economies?
[37]

39. We recommend that, when making final decisions on projects, IRG Ministers prioritise
preferred projects over optional projects in the first instance, on the basis that they are
more likely to achieve the Government’s objectives.

40. In the following situations, we recommend that IRG ministers consider the reserve

projects for delivery:

. information arises for a preferred project that means it is less beneficial or more
costly than originally estimated, or the requirement for government support has
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otherwise changes, and IRG Ministers want to consider different projects that can
better meet the Government’s objectives set out in this paper,

. there is sufficient unallocated funds in the Tagged Contingency to allow for
consideration of more projects than those on the preferred list, or
(37]

[37]

43. We also intend to make global allocations across the following project categories:

o River management for flood protection ($200m) — investment in to river
management to protect communities, towns and rural land from flooding.

This represents a systemic nationwide investment in river management to deliver
integrated flood protection systems through upgrades and renewals in all regions.
This will future proof flood management for climate change and other
contemporary causes of flooding and create close to 1000 jobs.

Around the country there is a need to invest in river management for flood
protection, to protect communities living alongside rivers in towns and cities and
to protect our productive and significant rural land. This is needed now and into
the future to ensure flooding, our most common natural hazard, does not
undermine our way of life. This investment in river management will ensure New
Zealand’s flood management system is substantially upgraded or renewed to meet
contemporary challenges. This includes adaptation to cope with more frequent
and intense climate change induced flood events.

J Digital connectivity ($50m) — to address rural connectivity issues that arose
during COVID-19 lockdown, including increased broadband capacity to areas that
experienced congestion and further funds to connect broadband to more Marae
that can provide a rural digital hub.

This investment would be across most regions with an emphasis on Tai Tokerau
(Northland), Bay of Plenty, Waikato, Top of South and Canterbury, and, secondly,
Gisborne, Manawatu-Wanganui, Auckland rural area and Otago and thirdly
Hawkes Bay, West Coast, Taranaki, Wellington (rural), and Southland.
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o Fire stations (around $50 million) — this would provide funding to upgrade 16
fire stations in areas eligible for PGF funding related to seismic strengthening or
upgrades to rural fire stations that are not fit for purpose and three FENZ bids
submitted to the IRG in the large metros.

Delivery of projects

Delivery agencies

44. For those projects progressed by IRG Ministers that are best delivered by relevant
central government agencies, we recommend those agencies are funded to deliver
those projects including, where applicable, New Zealand Transport Agency, Kainga Ora
and Ministry for the Environment.

45. For central government projects, we propose that the Treasury works with the relevant
central government agency and puts in place the necessary steps to finalise support for
projects, including reporting back to Ministers if project details have changed (for
example, if costs are higher than first indicated).

46. For local government or non-government projects, we have less visibility of the capacity
and capability of project Owners to deliver these projects. For these projects we
recommend the following:

o The PDU within MBIE deliver projects that are under $20 million and where they
are best placed to deliver (such as those within the scope and objectives of the
Provincial Growth Fund).

) CIP for other local government and non-government (including private sector)
projects that do not have an existing central government delivery agency that is
best placed to deliver them.

47. Both the PDU and CIP roles should also include:

) Carrying out any necessary due diligence, negotiations, funding arrangements,
establishment of investment objectives and appropriate risk-sharing
arrangements,

) Procuring projects directly where necessary,

) Administering the funding to those entities directly procuring projects (such as local
government authorities), and

) Monitoring projects until their completion.

48. For the procurement of large construction projects from local government or the non-
government sectors, CIP is proposing the following approach:

o ensuring that the obligation to procure remains clearly with the project owner who
will be responsible for all pre-construction costs associated with getting the project
started within an agreed timeframe,

o CIP retaining the right to withdraw funding if delays are seen to be as a result of

the project owner or the emergence of some obstacle that has not been disclosed
to CIP — funds will not be disbursed to project owners until the project has
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commenced and will likely be disbursed in accordance with an agreed schedule
of milestones,

. all risks of cost overruns will sit with the project Owner,

. any exceptions to these principles would be brought to the IRG Ministers for
approval.

Project announcements, due diligence and construction readiness

49. We plan to make announcements on projects as soon as next week, as these are
agreed. All early announcements will be in principle and will require negotiations and
funding agreements to be put in place following announcement (similar to how Provincial
Growth Fund announcements are made).

50. Treasury advises that central Government projects on the shortlist are the most
announcement-ready, as they are less likely to be subject to the risks outlined above.

51. IRG Ministers will seek additional information from CIP and PDU where necessary
ahead of announcements, which will be coordinated by IRG Ministers’ offices and the
Prime Minister’s Office.

52. In most instances, the shortlist also references the expected timing of when the projects
will be ready to commence construction within the next 12 months. This builds from the
IRG report that assessed and defined projects in three categories of construction
readiness:

o Category A: Projects that are, or were, already in construction.

o Category B: Projects that have a high expectation of commencing in the next six
months, where the six-month period is defined as up to 31 October 2020.

o Category C: Projects that are expected to commence construction in the next 12
months, where the 12-month period is defined as up to 30 May 2021.

o Category D: Projects that are not in Category A, B or C.

53. Government construction projects can face delays for many reasons, both external
(consenting, business case reviews, and contractor challenges) and internal (challenges
related to governance and decision-making, and cumbersome procurement processes).
Fast-track consenting and/or designation may be needed to accelerate some of the
projects, to enable projects to get underway as quickly as possible and to maximise the
stimulatory effect of the Government’s infrastructure investment.

54. The COVID-19 (Fast-track Consenting) Bill will provide temporary powers to fast-track
resource consenting and designating processes for specific developments and
infrastructure projects. These temporary powers are proposed to be available for two
years. The IRG projects requesting fast-track resource consenting could be considered
through this fast-track process.

55. The Construction Sector Accord (‘the Accord’) has been working with senior leaders
across the sector to identify common pitfalls in project delivery and share lessons from
the effective use of rapid mobilisation in the past (such as the mobilisation following
Kaikoura and Christchurch earthquakes). To support agencies to learn from these
lessons and understand how to follow best practice project delivery and procurement
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methodologies, the Accord is currently producing a playbook (‘the Rapid Mobilisation
Playbook’), which will:

a. help project owners to understand what resources and expertise they need at
different stages of the project,

b.  share project delivery methodologies that are fast, safe and will enable the project
to deliver economic, social and environmental outcomes,

C. promote the behavioural change required to achieve the Accord goals and
outcomes, such as a more productive sector, improving resilience and restoring
confidence, pride and reputation.

Programme governance and monitoring

56.

57.

58.

59.

60.

61.

62.

63.

The projects in Attachment A have been submitted by a range of entities across central
government, local government and the non-government sector (including the private
sector).

Regardless of which projects are progressed by IRG Ministers, there are common
factors that need to be in place to ensure project success. The most important factors
are clear governance and reporting arrangements; clear objectives about what we are
trying to achieve through each project; and clear expectations about how risks are
managed over the life of the project.

As we move forward on these infrastructure projects, we will therefore need to establish
appropriate governance and oversight arrangements. These arrangements will be
necessary to ensure that we know how projects are tracking against Cabinet’s
expectations.

We propose to establish a monitoring approach to track the progress of these projects
similar to our approach to the New Zealand Upgrade Programme (NZUP), incorporating
lessons from other successful approaches such as Stronger Christchurch Infrastructure
Rebuild Team (SCIRT). This approach could have an Oversight Group to provide IRG
Ministers with rigorous, independent and integrated advice on the risks and delivery
performance of the selected projects.

IRG ministers will report back to Cabinet on the programme governance and monitoring
arrangements after final decisions on projects have been made.

Relevant portfolio Ministers will also have an important role in overseeing the alignment
of construction ready projects with other investment programmes underway or being
commissioned through the CRRF. They also have a potential role in intervening, where
necessary, to ensure the selected projects stay on track and deliver the agreed
outcomes. Relevant portfolio Ministers will be consulted over any required changes to
appropriations as the projects proceed.

The Treasury, MBIE (through NZGPP) and the New Zealand Infrastructure Commission,
Te Waihanga, have well established support networks with central government key
delivery agencies. The Infrastructure Commission and MBIE can provide procurement
support for these agencies where necessary and appropriate, and there is an
expectation that the Accord’s Rapid Mobilisation Playbook will be utilised.

The governance and support networks are less well established for projects that may be
selected for funding in the local government and non-government sectors. It will be

10
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important for PDU and CIP to feed into the Oversight Group to provide IRG Ministers
with the right information to monitor the delivery of projects.

64. The agencies involved in delivering third sector projects must ensure there is a
consistent application of centre-led good practice guidance, tools and processes, and
timely referral of any procurement issues back into the centre for resolution. The
Treasury, MBIE (through NZGPP) and the New Zealand Infrastructure Commission can
provide support for these agencies, where necessary and appropriate. This expectation
is designed to keep the selected third sector projects on track and supported for success.

Alignment with future CRRF funding decisions

65. Infrastructure projects funded through the $3 billion Infrastructure Tagged Contingency
are part of a broader package of infrastructure investment, which will support New
Zealand’s economic recovery and further the Government’s wider objectives. This
includes providing support to enable continuation of the Government’s large transport
investment programme through the National Land Transport Fund.

66. As part of CRRF funding decisions to be taken on 6 July, Budget Ministers will consider
proposals that relate to housing and urban development, three waters, energy and
waste. As part of this process, we will ensure investments are aligned with projects and
packages funded through the Tagged Contingency so we can achieve the best
outcomes for the Government’s investment.

Financial Implications

68. On 11 May 2020, as part of COVID-19 Response and Recovery Fund (CRRF)
Foundation Package decisions, Cabinet agreed to a $3 billion tagged contingency to
provide investment in infrastructure to support New Zealand’s economic recovery [CAB-
20-MIN-0219.04 refers]. Cabinet also:

. agreed that the purpose of the Tagged Contingency was to provide for investment
in infrastructure to support the economic recovery from COVID-19, and

. noted that decisions on funding projects from the Tagged Contingency would be
taken either through a future iteration of the CRRF process, or a bespoke process
involving Cabinet approval.

69. This paper seeks Cabinet agreement to:

o authorise the Minister of Finance, and the Minister for Infrastructure, together with
the Associate Ministers of Finance (IRG Ministers) to make final decisions on
projects in the shortlist in Attachment A to be funded from the $3 billion
Infrastructure Tagged Contingency.

° the role of government agencies to deliver the IRG projects, including:

iv.  the relevant central government procurement agencies (such as New
Zealand Transport Agency, Kainga Ora and Ministry for the
Environment), for those projects best delivered by these agencies

V. the Provincial Development Unit within MBIE for projects that are under

$20 million and where they are best placed to deliver (such as those
within the scope and objectives of the Provincial Growth Fund).

11
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33 Economic impact of COVID-19 and implications for the regions — May 2020

Appendix C: Local Council Maps

Figure 1: North Island

Source: Local Government New Zealand
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Figure 2: South Island
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Appendix D: Supporting
construction while rectifying state
housing

The waiting list for state houses has more than quadrupled over the last four years, in
part because rents have consistently risen faster than incomes, leaving more people in
vulnerable housing situations and requiring assistance. With a massive spike in
unemployment coming between now and the end of 2021, this waiting list is only likely
to get longer. At the same time, economic uncertainty will see private sector residential
building activity slashed.

A commitment from the government to build an additional 9,400 state houses over the
next two years would mitigate the construction sector’'s downturn, helping to prevent a
repeat of the massive loss of capacity that occurred following the Global Financial Crisis.
It is also an opportunity for the government to make a real difference in housing
outcomes for some of society's most vulnerable people, contributing to better wellbeing
in a way that KiwiBuild was never going to do.

The scale of the state house shortage

The number of applicants on the waiting list for a state house has blown out since mid-
2015, from 3,352 to 14,869 by the end of last year. Chart 1 shows that this increase is
extremely unusual, with the number of applicants never previously getting above 5,200
in the last two decades.? Virtually all the increase in the waiting list since 2015 has been
for Priority A applicants, deemed to have a severe or urgent housing need.

Chart 1: The critical shortage of state houses
State house waiting list
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We are not aware of any policy changes regarding the state house waiting list as shown
by the Ministry of Social Development’'s Housing Register. The fact that growth in the

3 1n 2011, the Government changed its waiting list for state housing and no longer assigned applicants to the lowest
priority (C and D) groupings.
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waiting list has continued for over four years, including through a change of
government, suggests that there is a genuine crisis in social housing needs.

Increasing rents are likely to have played a role in this unfolding crisis — and not just in
Auckland. Rents have continually risen faster than incomes since 2011, and the
nationwide ratio of rents to personal incomes is well above its previous high recorded in
2008 (see Chart 2). Auckland's ratio is also high, although it is at a similar level to where
it was in 1997.

Chart 2: Renting gets less affordable
Average weekly rent as a % of weekly personal income (QES)
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Although there is a logical connection between rising rents and increasing demand for
social housing, the areas with the largest lifts in rents relative to incomes do not fully
correlate with the areas that have recorded the biggest jumps in the waiting list for state
houses. The latter areas are typically a mix of lower socioeconomic areas across the
North Island, with areas down the east coast of the Island and around Wellington
overrepresented (see Chart 3).

Chart 3: The biggest waiting list increases

Applicants on state house waiting list per 1,000 houses
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An ideal time to support construction activity

Whatever the drivers, let's turn our attention to the extent of the response required by
the government. Chart 4 compares the state house waiting lists by region in 2014/15
and 2019 with the residential build rate over the last year. Two points stand out.

e All regions have recorded a substantial increase in the waiting list.
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e The additions to the state housing stock required to meet demand is substantial
in some regions, representing between 62% and 102% of a year's worth of
residential construction activity in Hawke’s Bay, Manawatt-Whanganui, and
"Other North Island” (the latter is primarily caused by Gisborne).

Chart 4: Up to a year's worth of building

State house waiting list v residential build rate
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This file provides a full breakdown of possible state housing requirements by city and
district council area and Auckland local board, compared to the most recent residential
build rate for each area.

Reducing the state house waiting list to the “normal” levels that prevailed in 2014/15
would require about 9,400 additions to the state housing stock. Our latest residential
construction forecasts predict that residential consent numbers will drop from a peak of
37,882pa in the year to February 2020 to around 24,000pa by mid-2021 and 18,400 by
mid-2022. This plunge represents a massive amount of spare capacity that will emerge
in the residential construction industry, even recognising how stretched the industry had
previously been by strong demand, as well as the potential disruption to the supply of
workers from overseas caused by the current border closures.

The lack of spare capacity in the construction industry was one of the reasons behind
the failure of KiwiBuild. Instead of boosting the supply of housing as it was supposed to
do, the policy ended up taking work that was planned by the private sector and simply
adding a "Kiwibuild” sticker on. But our forecasts show the government now has scope
to announce a major state housing initiative that would support the residential
construction industry as well as addressing a significant aspect of the housing crisis. The
government might be wary of numerical targets, but if it could successfully commit to
building an additional 4,700 state houses over each of the next two years, it would help
avoid a repeat of the major loss of workers and capacity in the industry that occurred in
the wake of the Global Financial Crisis.

A 1930s-style solution for a 1930s-style
downturn

Furthermore, this lift in the number of state houses would not unduly increase the
government's role in housing provision. Increasing the stock of state houses by 9,400
would only push the proportion of state houses up to about 4% of the total dwelling
stock — the same level as it was back in 2012, and lower than any figure recorded
between 1947 and 2000 (see Chart 5).
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Chart 5: State housing being left to fade away
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Indeed, the rise in state housing in the aftermath of the Great Depression of the 1930s
highlights the increased need for additional state housing capacity. With twin aims of
providing housing for those who cannot afford it and keeping more people in
employment, the opportunity to boost state housing volumes is a clear area of
investigation for the government.

We recognise there are other factors to consider regarding the government'’s ability to
deliver such a large building programme, not least of which is the availability of land.
Even if more land becomes available as private sector development dries up, the
government will be keen to avoid the early model of state houses being built en masse
in one area, which created entire suburbs with poor socioeconomic outcomes. The
Tamaki Regeneration and Porirua Development projects shape as models that can
potentially be applied in other areas where large numbers of new state houses are
required.

Finally, we note that the surge in unemployment during 2020 and 2021 due to the
COVID-19 pandemic and its aftermath has the potential to significantly add to demand
for state houses. If the waiting list has increased by almost 10,000 applicants since mid-
2015, how much worse might it look by the end of 20217 Bearing that in mind, the

current economic downturn is an ideal opportunity for the government to revisit the role

it plays in housing New Zealand’s most vulnerable citizens.
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Annexure A

Projects Listed by Sector
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Annexure B

Projects Listed by Region
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