Reference; 20170429

THE TREASURY

Kaitohutohu ﬁéupapa Rawa

30 January 2018

loar"ament-qovt.nz

Thank you for your Official Information Act request, received on 11 December 2017.
You requested the following:

“1. All documents regarding the estimated or forecast impact of the government’s
‘KiwiBuild’ policy on the quantum of New Zealand's residential housing stock —
since 1 October 2017.

2. The dates, attendees, and minutes of all meetings Treasury officials have had
with the Minister of Housing & Urban Development — since 26 October 2017.”

Information Being Released

Please find enclosed the following documents covering Section 1 of your request:

Item | Date Document Description Decision
1. 9 November 2017 | HYEFU 2017 panel slides Release in part
2. 22 November Aide Memoire: Release in full
2017 Incorporation of KiwiBuild
policy in residential
investment forecast

| have decided to release the relevant parts of the documents listed above, subject to
information being withheld under one or more of the following sections of the Official
Information Act, as applicable:

o staff direct telephone numbers, under section 9(2)(k) — to prevent the disclosure
of official information for improper gain or improper advantage.

Context of document 1

Document 1 was prepared for an internal panel at the early stages of the Treasury
forecast process. Feedback from that panel stressed the high degree of uncertainty
and potential for government policies to have a greater impact alleviating constraints in
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the construction sector. This led to us taking a different approach to the inclusion of

KiwiBuild in our final residential investment forecast.

Some information has been deleted as being out of scope of this request.

The following information is covered by Section 2 of your request:

Date

Attendees

Minutes

31 October 2017

Information cannot be
found

None

13 November 2017

Gabriel Makhlouf
Fiona Ross
Jon Grayson

None

15 November 2017

Information cannot be
found

16 November 2017

Tom Hall
Corwin Walllens
Liam Oldfield
Peter Gardiner
Bryan Chapple

None

29 November 2017

Tom Hall
Jon Grayson
Chris White
Chris Parker
Bevan Lye
David Taylor
Rob Addison
Nick McNabb

None

Minutes for all of the above meetings and the list of attendees for the meetings held on

31 October 2017 and 15 November 2017 are being declined under section 18(e) - the
document alleged to contain the information requested does not exist or cannot be

found.

Please note that for the meeting held on the 29" of November 2017, Treasury is able to

provide a list of invitees but is unable to confirm final attendees to the meeting.

Additionally, six meetings were attended by Treasury in conjunction with the Ministry of
Social Development. The information regarding these meetings will be provided to you

by MSD within their response referenced OIA//12/17-24209.




Please note that this letter (with your personal details removed) and enclosed
documents may be published on the Treasury website.

This reply addresses the information you requested. You have the right to ask the
Ombudsman to investigate and review my decision.

Yours sincerely

i

Peter Gardiner
Manager, Modelling and Research

Encl
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Reference:  T2017/2566 File No. BM-3-8-2

Kaitohutohu Kaupapa Rawa

Date: 22 November 2017

To: Minister of Finance (Hon Grant Robertson)

Minister of Housing and Urban Developme il Twyf@a&
Deadline: 23 November 2017 %
Aide Memoire: Incorporation @uild splicy-in residential

investment forecast
Following your meeting with the nd MBI ovember, this note outlines

the way the Treasury incorporated KiwiBuild intoitsyasigential investment forecast and
how it compares to MBIE's indicative phasing,©
November 2017 on capa 'raints. 9

’ «p‘- end n Thursday 23 November.

es that ove&d 2018-2020, the government will invest

M%Srogramme. Consistent with your policy, capital will

and the proceeds reinvested. We forecast that the

stment will be 10.0% higher by 2022 due to KiwiBuild,
ly to residential investment. We do anticipate some lags
ivity as a consequence of existing capacity constraints in
the sector. W ct future policy change to add capacity and alleviate
constraints, ing’ up investment activity later in the forecast period. The Treasury
' onstruction Pipeline Report 20171, and took advice on capacity
indicative KiwiBuild phasing into account when deriving our residential
casts. The Treasury's residential investment forecasts are cumulatively

owing to lags in construction activity due to capacity constraints, which the MBIE
projection does not explicitly take into account.

The Treasury does two forecasts per year. We will update our forecast as policy details
become clearer or as any indicators suggest constraints have changed.

1 The National Construction Pipeline Report is commissioned by MBIE and jointly prepared by Pacifecon (NZ) Ltd (a
building economics consultancy) and the Building Research Association of New Zealand (BRANZ), The 2017 report
is the fifth edition, and provides a forward view on national construction activity for the six years ending on 31
December 2022,

Treasury:3810635v2 IN-CONFIDENCE
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Treasury forecast

Treasury forecasts the real and nominal value of residential investment as an input to
our tax and fiscal forecasts. The definition of residential investment used, as per the
national accounts, includes both construction related to new dwellings, improvement of
existing dwellings, and transfer costs associated with the sale of existing dwellings.
Ultimately, we are trying to forecast the increase in new resi ial investmen&
associated with the KiwiBuild Policy.

The Treasury does not explicitly forecast the numbe teflesting how
we use the forecasts for tax revenue forecasting. Fr '
dwellings or
ffordable

$billions
32

28

24

ive % 20

areas: the
fthednitial $2 billion 16
2

consideration @
(recycled), and 1

24
20

extent to whig 16

can be rei

2

12

pply can expand,

the exten s
to Iea increase in 804 06 08- . 10 12 14 16 18 20 228
reside investment.
—— HYEFU (with KiwiBuild) —— HYEFU preliminary
Extent to which the initial $2 billion can be reinvested (recycled)
o Phasing of KiwiBuild means that the $2 billion will be invested over three
years, creating lags before it can be reinvested. By 2022 our forecast is for
KiwiBuild to add over $2 billion additional residential investment per year.
o Time to prepare sites for construction, including provision of infrastructure,
recognising this will not apply to all Kiwibuild developments.
o Time from consent to completion (currently estimated by Statistics NZ to be
10 months).

T2017/2566: Aide Memoire: Incorporation of KiwiBuild policy in residential investment forecast
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. The risk of delays in bringing on additional supply. The experience from the
Christchurch rebuild suggests that initial estimates can often prove optimistic.

Extent that supply can expand

There are known capacity constraints in the construction sector, most notably in the
form of labour shortages and tighter access to finance. There are a range of
government policies designed to alleviate these constraints, have been%
into account, including: construction work visas to increase pply; i tr re

funding; pre-fabricated/modular housing to increase produetivity; encouragi
competition, potentially through foreign construction fifms; and buying o

alleviate finance access issues. @

The nature of the way a KiwiBuild developme ? ace wil t whether it
adds to supply (ie. a net addition to the tota he housin rather than
substituting other investment). For examp ses b e plan: either they
need to be from developments that way ave occ ithout Government

involvement; or the developer need reinvest the p eds_and complete an
additional development within the 6rig \alfimeframe %

of these policies, given

There is a degree of uncertaj
existing information on wh

he construction sector, but did not factor in the impact of

these constrain wiBuild projections.

The MBIE report projects potential supply of new dwellings. In order to
compar he Treasury's residential investment forecast, we developed a scenario
makin wing assumptions:

o -baselined the pipeline report residential investment projection using June

2017 actuals,

o Projected the new baseline forward using the pipeline report annual growth
rates, and

o The value of residential investment per KiwiBuild dwelling assumed to be
60% of the average, given the target for affordable homes.

T2017/2566: Aide Memoire: Incorporation of KiwiBuild palicy in residential investment forecast
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Baseline forecast

Figure 2 shows the Treasury’s preliminary HYEFU forecast against the pipeline
projection before the inclusion of KiwiBuild.

o The near-term difference is because Treasury’s forecast is more current,
incorporating the latest data and indicators, whereas the latest data used in
the pipeline report was 2016Q4. Recent indicators
constraints and a more persistent period of soft
up as falls in real residential investment in th

° The medium term difference is because Trgu
was sufficient pent-up demand to sustain a1on Je

residential investment before reachingthe peak of the
o Treasury’s forecast is $3.1 billion higher’cumulatively

€ : Nomi g
forecast pre-KiwiBuild (annual, June years) e i '
Shilions i $billions $hbillions
28 - 28 32 ‘ 32

24 28 2 28

4 24

20 20 Q
0 20

16 G

16
12 = 12 12
8 8 1 . ]
04 o4 0 08 10 12 14 16 18 20 22

MBIE pipelinegb

Forec incorporati iwiBuild

Afting Kiwi m cumulative net increase to the MBIE based projection is
$9.6 billion, and
3

—— HYEFU with KiwiBuild —— MBIE pipeline with KiwiBuild

illion for the Treasury’s forecast. Because the Treasury's
baseline fore .1 billion higher, the final difference is that the Treasury is $1.1
billion lowe the’'MBIE based projection ($122.7 billion cumulatively compared with
$121.6 bi 2

In its briefing, MBIE expressed the possible change in housing supply by
adding the'indicative phasing of KiwiBuild to its base. The net increase in residential
investment formed part of the modelling of forecast demand for construction-related
occupations. MBIE has not quantified the likelihood of this phasing eventuating, given
the projected shortfalls in construction related labour (and other capacity constraints),
nor whether it would substitute any private building activity.

Our approach assumed that the initial $2 billion in Labour's fiscal plan would be
reinvested over the forecast period to add $5.4 billion cumulatively in residential
investment. MBIE’s KiwiBuild phasing profile informed the timing of the increases to
residential investment across the forecast period.

T2017/2566: Aide Memoire: Incorporation of KiwiBuild policy in residential investment forecast
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Table 1: Nominal residential investment forecast including KiwiBuild ($1000m, annual, June years)

_ Actual Forecast
|MBIE projection 2017 2018 2019/ 2020/ 2021/ 2022 Sum 2018-22
Pipeline (MBIE baseline) 19,930 21,607 22,565 23,188 23,284 22,421 113,064
MBIE KiwiBuild additional 0 210 628 1,473/ 2,850 4,457 9,618
Pipeline with KiwiBuild 19,930 21,817 23,193 24,661 26,134 26,878 122,683

Treasury forecast

| N L5
HYEFU Preliminary 19,930 20,403 21,809 23,184 % 26,189 Q@w
TSY Kiwibuild additional 0 8 24/ 720 /SSOR,0691 ) 2,620) 7 41

HYEFU Final (with KiwiBuild) 19030] 20411 21,832 23904~ 26642  28,809[\ \_ § 121,599

Ty

T2017/2566: Aide Memoire: Incorporation of KiwiBuild policy in residential investment forecast
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