More information can be found on page 20 of the draft Development Contributions Policy for the
2021-41 Long Term Plan (LTP), available here:
https://kapiticoast.infocouncil.biz/Open/2021/03/CO 20210325 AGN 2299 AT WEB.htm

These changes mainly affect the amount of income forecasted to be recovered through
development contributions, of which the first 5 years of the prospective income is shown below:

Year 1 Year 2 Year 3 Year 4 Year 5

21/22 $000 | 22/23 $000 | 23/24 $000 | 24/25 $000 | 25/26 $000

Development and financial 3,564 4111 5533 6,629 7,610
contributions revenue

Please refer to the financial statements in the draft 2021-41 LTP supporting documentation for
more information on income forecasts over the period of the LTP. These are available here:
https://kapiticoast.infocouncil.biz/Open/2021/03/CO 20210325 AGN_2299 AT WEB.htm

Please note that the development contribution income figures are estimates only, and are based
on current levels of development, with some allowance for population growth and price inflation.
The actual amount of income received will be influenced by the actual volume and mix of
developments in the district.

Yours sincerely

Mark de Haast
Group Manager Corporate Services
Te Kaihautt Ratonga Topa
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Table 2.2 Immediate impact of COVID-19 on the Maori economy

Indicative Maori employment loss at each COVID-19 alert level

Industry Level 4 Level 3 Level 2 Level 1
Accommodation and food services -9,310 -8,380 -7,450 -6,050
Administrative and support services -7,020 -6,580 -2,200 -440
Agriculture, forestry, and fishing -1,550 -690 -350 0
Arts and recreation services -2,620 -2,620 -2,180 -1,530
Construction -13,830 -2,400 -800 0
Education and training -1,130 -1,130 -1,130 -680
Electricity, gas, water and waste services -360 -160 -50 0
Financial and insurance services -530 -270 -130 -50
Health care and social assistance -1,380 -1,380 -690 -690
Information media and telecommunications -480 -120 0 0
Manufacturing -8,760 -1,750 -880 0
Mining -440 -50 0 0
Other services -4,410 -2,940 -2,060 -590
Professional scientific and technical services -4,140 -3,500 -750 -110
Public administration and safety -860 -860 -430 0
Rental hiring and real estate services -170 -170 -90 -30
Retail trade -8,030 -5,620 -2,140 -810
Transport, postal and warehousing -3,810 -2,180 -360 -180
Wholesale trade -2,840 -450 -180 -90
Total -71,670 -41,250 -21,870 -11,250

The impacts summarised here feed into our analysis of what the future holds.

@ The immediate impact of the containment measures
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Table 4.18 Local government cost index LGCI, Faster rebuild scenario, cumulative % change

Faster rebuild scenario
OPEX CAPEX TOTAL

2021 0.4 0.1 0.3
2022 35 3.5 35
2023 6.5 6.6 6.5
2024 9.6 9.8 9.7
2025 12.7 13.2 12.9
2026 16.0 16.6 16.2
2027 19.1 19.9 194
2028 225 235 22.8
2029 26.0 27.2 26.3
2030 29.5 30.9 29.9
2031 33.0 34.6 335

In section 6 we briefly describe our methodology to give councils some confidence in the cost
adjustors produced.

@ Cost adjustors
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5 Challenges (and opportunities) ahead

5.1 Population

We provide here an estimate of how New Zealand’s population could change over the next decade.
This estimate is informed partly by the economic effects of the containment measures of COVID-19.

Our estimate is based on Statistics New Zealand population projections (75 percentile). We have
included assumptions on net external migration to account for how the containment measures of
COVID-19 might affect population.

In general, we observe a growing population, we expect around 200,000 to 300,000 extra New
Zealanders by 2030. What this means is that the requirement for the basic local government
operations such as the three waters, local roads, and community infrastructure will face growing
demand.

This slowly falling working age population is a well-known artefact of New Zealand’s generally aging
population. The coming decade will see the number of people of working age drop relative to those
younger and older than working age. This has implications for the plans of local government. The
needs of older people and younger people are different from those in the working age. More
emphasis on “third places” and community infrastructure will be important to help keep older,
recently retired people, engaged in their community. Areas for parents to bring children to play will
also continue to be important, including the wealth of parks and facilities dotting Aotearoa.

Table 5.1 Population projections to 2030 under three scenarios

2020 2021 2022 2023 2024 2025 2030
Child - up to 15 years 962,850 973,480 970,330 972,580 971,450 972,120 992,620
Young adult - 15 to 24 years 672,090 670,380 659,290 652,060 651,570 652,290 660,230
Adult - 25 to 64 years 2,582,190 2,620,400 2,621,420 2,636,820 2,631,640 2,631,350 2,670,770
Older adult - 65 years and over 802,830 831,550 848,250 869,280 894,350 920,730 1,055,810
Total 5,019,960 5,095,810 5,099,290 5,130,740 5,149,010 5,176,490 5,379,430

5.2 Local government funding

We are aware of pressures across councils for zero rates increases. This approach could jeopardise
the delivery of future services. This will act directly against the kaupapa of ensuring the wellbeing
(across all four dimensions) of current and future generations. However, we understand the need
to work around this zero rate increase pressure.

As at 1 May 2020 the RBNZ began to include Local Government Funding Agency bonds in its Reserve
Bank’s Bond Lending Facility. This is an important source of funding for local governments planning
for the next ten years. The interest payable on these loans is the current Official Cash Rate (OCR)
less 50 basis points. At time of writing this implies an interest rate payable of -0.25 percent
(currently the OCR is 0.25). The RBNZ remains committed to supporting the recovery using
monetary policy. We suggest that interest rates will not rise significantly any time soon. This
should give local governments confidence in debt financing.

Additionally, the RBNZ has extended the Large Scale Asset Purchases Programme which seeks to
purchase $100 billion of New Zealand Government Bonds, Local Government Funding Agency (LGFA)
Bonds and New Zealand Government Inflation-Indexed Bonds in the secondary market by June
2022.

@ Challenges (and opportunities) ahead
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Local governments can access this funding to ensure community infrastructure projects are able to
be pursued consistent with the kaupapa of wellbeing (across all four dimensions).

With the kaupapa of intergenerational wellbeing in mind and acknowledging local governments’ role
in pursuing it we suggest local councils explore how a revision of the debt-ceiling constraint could
be achieved. Central government has signalled they are willing to support local government more
and the economic crisis brought about by the containment measures of COVID-19 provides an
opportunity to rethink.

Other options for funding include deferred payment schemes. Further, alternative funding
mechanisms from central government should be actively pursued (together with LGNZ).

An untowardly narrow perspective on protecting council finances will be reflected in deficits across
other wellbeing domains — as has been experienced in recent years.

5.3 The role of local government

The containment measures of COVID-19 have caused incredible disruption to supply chains by
forcing people to cease production of non-essential goods and services. This fact is what makes
the current economic crisis a supply side crisis.

The unemployment associated with this supply side crisis and the uncertainty associated with the
potential of returning to lockdown will continue to subdue the demand side of the equation.

We will recover from this economic depression but how fast we do so depends on central and local

government.

In this view of the world local government has two roles: to be the last spender in line to maintain
the demand side; as well as to continue investment in economic and community infrastructure to

maintain confidence generally.

Front and centre for local government must remain the four wellbeings. In pursuit of this kaupapa
from the demand side local government could look to bring forward OPEX such as park and garden
maintenance work to prop up the demand side in the very short term.

On the supply side local government should be leveraging their close levels of engagement and
relationships with local business to instil confidence in local investment going forward. Social and
community networks were shown to be more vital than ever during the COVID-19 lockdowns, local
government underpins these networks.

In planning for the future local government will need a portfolio of local projects built on the
kaupapa of intergenerational wellbeing. Local government must play a significant role in promoting
these local projects to central government. To show that these projects are ready to proceed it
will be important to have business cases to support investment. Local political support along with
completion of initial design work would assist in the case to central government.

Finally, local government should consider who is in the room, or at the table when decisions about
the community are made. Are all voices being heard in an effective way? Part of the next ten year
plan for local governments should include planning for community engagement and new ways of
ensuring all sectors of the community are represented in council decisions.

@ Challenges (and opportunities) ahead
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54 The Maori economy

Maori have been adversely impacted by every previous economic shock, the containment measures
of COVID-19 will also disproportionately impact upon Maori. However, a successful response to
COVID-19 could insulate against being adversely impacted in future shocks.

Immediate consequences on the Maori economy will centre on the negative impact on several
tourism operators, with employment loss in the accommodation and food services industry. In
addition, Maori will be impacted by the large and ongoing shock to forestry caused by slower
demand from China. This slowing demand was exacerbated in China by that country’s containment
measures of COVID-19. The shock to these sectors is summarised in Table 2.2.

Maori have historically been overrepresented in industries such as agriculture, forestry and tourism.
However, a 2018 report for Greater Wellington Regional Council found Maori business thriving, with
a strong presence in film, technology and business services.® Further, Maori owned entities play a
key role in commercial property, housing and social developments. However, Maori did earn
significantly less than the regional average. Notably lower home ownership rates constrained their
ability to enter into self-employed or SME business enterprise. This regional study serves as a case
study in the Maori economy in New Zealand generally. The Maori economy is diversifying and
expanding into areas beyond extraction through agriculture and tourism.

Longer term the impact on Maori will be acutely felt by their currently young population. In
particular, decisions to defer infrastructure spending (whether on social networks, community
facilities, or physical and natural capital) will impact disproportionately more on Maori. Especially
Maori rangatahi who will bear more of the load of restoring infrastructure in the future, should it be
neglected now.

5.5 The future of life

In this section we highlight some high level changes to the structure of the New Zealand economy.
These observations should guide councils in understanding where to prioritise spending.

Leisure

Local outdoor recreation facilities are likely to see increased demand from residents. Regional and
national parks are likely to see higher demand as international tourism is reduced. An increase in
patronage at these locations could require additional investment from councils to ensure natural
capital is maintained and kept safe.

Our (BERL) scenarios as well as RBNZ and the Treasury note that the tourism industry in New
Zealand will likely never be the same, the business model has to change. Ten year plans for
revitalisation or an overreliance on this industry in the local economy should be critically evaluated.

A key lesson many people learned during the containment measures of COVID-19 is the value of
green spaces and natural local areas. These areas promote wellbeing by offering a place to
exercise as well as an opportunity to be closer to nature. The latter has been shown to reduce
anxiety.

Local governments to date have by and large been successful in providing quality green spaces for
recreation. Our advice is to continue to build these areas into plans over the next ten years.

® Maori economy in the Greater Wellington Region, BERL report #5885, March 2018

@ Challenges (and opportunities) ahead
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6 Cost adjustor forecasts methodology

In this section we briefly describe our methodology with the intent of giving councils some
confidence in our adjustor forecasts. The description is targeted at non-technical audiences. Any
technical questions are best forwarded to BERL.

Data

Statistics New Zealand publishes eight price indices that BERL considers to comprise the costs of
local governments. These are:

e  Producer price index input prices — local government administration

° Producer price index input prices — arts and recreation

° Producer price index input prices - water, sewer, drainage, and waste services
e Capital Goods price Index - earthmoving and site work

e  Capital Goods price Index - pipelines

e  Capital Goods price Index - reclamation and River Control

e Labour Cost index All salary and wage rates - local government sector

° Labour Cost Index All Salary and Wage Rates - private Sector.

We conducted repeated trials using a number of macroeconomic series to figure out which ones
drove the movement of these eight indices. The relevant variables we found are:

° Non-residential investment — from the expenditure GDP account
° Residential building consents — number

e  The price of oil - WTI crude

e  Consumer Price index

° GDP

e  Employment.

Models

Each of the price indices was subjected to a regime of experimentation to determine which of the
variables could “explain” movement over time. This was done using a standard econometric model
which looks at the variable in the current period and also at the variable in a previous period. We
then used a standard statistical test to determine which variables were “statistically significant”
and so would be retained.

We then used repeated trials to build models of the eight indices as functions of the relevant
variables over time. These models were required to decrease the difference between the
calculated value and the actual value of the indices.

In order to forecast these indices out to 2031 we needed forecasts of the relevant variables.
Briefly:

e Non-residential investment — model that evolves over time depending on historic levels
(technical name is Autoregressive Integrated Moving Average)

@ Cost adjustor forecasts methodology
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