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1.Background

1.1. Qualifications and Experience

I 'hold a first-class honours degree in economics from the University of Auckland (1996), where I
graduated summa cum laude with a 96% grade-point-average (GPA).

I am a founding director of Covec Limited - an applied economics practice based in Auckland. I
am also a member of the New Zealand Association of Economists and the New Zealand
Econometric Study Group.

I have worked as an economics consultant for over ten years. My main area of expertise is Local

Government. My work in this field includes designing and implementing funding policies,

providing evidence at Council hearings, and analysing the likely social, economic and

environmental impacts of policy proposals. In 2006, I wrote a best-practice paper on development

contributions for Local Government New Zealand and, in 2007, I worked extensively on the Local

Government Rates Inquiry. Most recently, I have been leading the negotiation of settlement
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I also consult regularly to central Government, particularly on matters of policy design and
evaluation.

1.2. Focus of Submission

Plan Change 24 (PC24) is a highly-ambitious proposal with far-reaching effects. The potential
costs are beyond comprehension ¢ they will be intergenerational. As a result, Council faces a
strong onus to convincingly prove that (i) there was a definite need for intervention, and (ii) that
its chosen intervention was the most efficient and effective.

In this paper, I use a range of local and international information to show that neither condition
has been satisfied. Specifically, this paper shows that:

Council has not clearly proven the need for its housing affordability policy,
In any case, the design of PC 24 is seriously flawed,

Council has failed to prove the efficacy of its plan, and

The effects of the plan change will largely be negative
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Each of these points is addressed in separate sections below.




2. Need for Policy not clearly Established

2.1. Introduction

PC 24 is set amid increasing national concerns about housing affordability - the gap between
house prices and incomes continue to grow, and home ownership rates continue to fall.

While these trends are reasonable cause for concern, they are not automatic grounds for
intervention. Indeed, the costs of intervention can far outweigh the benefits, so one must clearly
establish a need before going any further.

In this section, we show that Council has failed to justify the need for its proposed policy.

2.2. Addressing High Staff Turnover

Although PC 24 aims to address several perceived issues related to housing unaffordability, one
of the most prominent is its alleged effect on staff turnover and, therefore, economic prosperity.!

At the very highest level, one could argue that Council has misconstrued high staff turnover as

evidence of housing unaffordability when, in fact it is a natural consequence of the ED UUUDE Uz U w
highly-seasonal demand. Indeed, if excess staff were not released during the off-season,

employers would be encumbered with excess labour requirements for most of the year (with

obvious effects on the bottom line). Hence, a mobile workforce that turns-over frequently is not
600awldi El UUPUEUI EwEawlUl I wEDUUUDPEUZUwUI UOUUWET EVUEEU
To put the above argument in context, a detailed report on the Queenstown Labour market

(published in November 2007), states that the number of people employed in the wholesale and
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off-peak in 2006.> The same report also notes that:

?PThe inflow of workers on working holiday permits combined with the ability of Queenstown employers
to arrange locally issued work permits for offshore visitors has been of huge benefit to local businesses.
Many Queenstown businesses would find it difficult to continue operating if it were not for the
continually replenished pool of visitors on working holiday and general work permits.?4

Interpreting high-turnover as a negative consequence of housing affordability is thus potentially
misleading. There are many other possible interpretations.

2.3. Perceptions of Employers and Employees

The Queenstown Labour Market Analysis report also provides a number of other insights to the
operation of the Queenstown labour market, including the reasons why staff leave, and the extent
to which affordability has led employers to provide assistance. The results are rather intriguing.

! Others include the wish to retain community diversity, and to protect important landscape amenity.

2 Council regularly cites the associated recruitment and training costs as negative implications of staff turnover.
While this is true, such costs pale in comparison to the excess wages that would be paid absent this cycle of
employment. We provide a simple example shortly.

3 Queenstown Labour Market Analysis, November 2007, page 38.

*Ibid, page 42




First, amongst casual/entry-level staff, only 19% of employees leave their job because of housing
affordability; the remaining 81% leave for other reasons, such as continuing with travel. Second,
very few employers perceive affordability as important enough to actually do something about it.
Specifically, only 6% of Queenstown employers provide any form of housing assistance. And this
usually takes the form of employer-provided accommodation, which is less-than-ideal. In the
words of the report:

?Given the significance of housing assistance as an aid to recruitment, the number and proportion of
employers who actually provide some level of assistance is very low.?

311 wUl x OUDUWEOUOWEEOYEUUI Ewi Ox 00 adtablee id thdfdhitd. T D OO U wU O
Ul UxOOUI whpEUWEIT U ERUIRHEY rhorepdsitive httirl®O theprovision of housing

assistance in the future compared to the present situation.? w( OwUT OUUOwt Ku wOi wi Ox OO
maintained that they would not provide assistance, and 10% said they would (up from 6%). The

Ul xOUOwbOUI UxUI Ul EwOil PUWEUWDPOEDPEEUDOT w?x01 OUawoli wu
employers do not perceive housing affordability to be anywhere near as serious as does Council.>

Of course, these materials were not available to Council during the development of HOPE (which

occurred two years earlier), so one might forgive them for this apparent perception error.
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the Queenstown Labour Market Analysis report. This research - and its findings ¢ are summarised

below.

The HOPE strategy business community survey was conducted between November 2005 and
February 2006. In its own words:

PThe purpose of the survey is to gather information on the financial & other costs that businesses incur
resulting from the lack of housing that is affordable to their employees. Developing and implementing
the survey was identified as one of the top priorities for the first six-months of implementation work
from the HOPE Community Housing Strategy?

Despite the apparent importance of the survey, the response from employers was poor. Out of
the 118 surveys sent out, only 17 surveys were completed and returned. This represents a
response rate of only 14%, which is very low indeed.

Council cites the commercial sensitivity of pay rates plus survey timing and complexity as
possible reasons, but fails to mention the prospect that employers did not consider the issue
material enough to reply.

Nevertheless, amongst the 14% that did respond:

1 Only 29% felt that their business was constrained by housing affordability, and

5 One might argue that employers would like to assist more, but do not have the financial means to do so.
However, the commercial reality is that employers will generally do something (such as assist employees) if the
benefits outweigh the costs. Finding the financial means to assist is a secondary matter once the decision to do so

have been made. This argument therefore holds little weight.




Thus, of all the employers to whom the survey was sent, only 4% reported a housing affordability
problem.® On what basis, then, did Council decide that housing affordability was such a
significant economic issue that it needed to intervene? I searched for answers amongst the
various other documents supporting the development of HOPE and PC 24.

24. PC24 as a Solution to Commuting, Employee and Social Costs

A 2004 report commissioned by Council noted that the use of similar policies in resort towns
overseas was justified on the cost of non-intervention.” These costs are alleged to comprise:
a. Commuting costs, including the impacts of increased traffic, a reduction in air quality

and increased parking requirements.

b. Direct costs to employers of employee-assistance schemes,
Indirect costs to employers associated with higher staff turnover, the associated costs
of training and retention, and potential detrimental impacts on service quality of staff
housing affordability problems.

d. Social costs, such as stress on families, long hours of work to afford reasonable

housing, and the need for affordable childcare.
The authors then stated that:

Pthese three types of costs of hon-intervention, namely commuting costs, employee costs and social

So,whatEEUE wi RPUUT EwUOOwUUx xOUUOwUOT 1T wYDP! pwUT ECwOT 1 Ul wbU
consideration of Queenstown? We start with commuting costs.

Data on commuting are available in a series of in-depth regional labour reports, produced
annually by the Department of Labour.” These show the proportion of workers that live and
work in the same territorial authority (versus living and working in different territorial
authorities). I used these data to compare the rate of commuting in the Queenstown Lakes district
with the rest of New Zealand. I also looked at commuting rates from Central Otago District,
where some Queenstown employees are understood to live. The results are tabulated below.

O
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Queenstown 7t out of 74 territorial authorities. The results for Central Otago District are not too
far behind ¢ 91% of residents live and work in Central Otago. The number of people that actually
commute from Central Otago to Queenstown Lakes is therefore low.

This conclusion is reinforced by the findings of the HOPE business survey, which revealed that
89% of employees live within 20 kilometres of work. The implications should be clear: HOPE -

¢ Five of 117 employers reported housing affordability as constraining the growth of their business.

7 Housing Affordability in Queenstown Lakes District ¢ the nature and scale of housing affordability issues in the district,
Tricia Austin and David Mead, June 2004, page 53.

8 ibid, page 54.

° Annual In-depth Regional Labour Market Reports, produced by the Department of Labour, and available online
at http://www.dol.govt.nz/publications/Imr/archive/aidr-07/index.asp



http://www.dol.govt.nz/publications/lmr/archive/aidr-07/index.asp

and PC 24 - could not possibly have been justified on the grounds of commuting costs. But what
about direct and indirect employee costs, plus social costs?

Table 1: Proportion of Residents that Live and Work in the Same TA

Work and live Work and live

Territorial Authority

Territorial Authority

in same TA in same TA
Dunedin City 97% Nelson City 86%
Marlborough District 97% Central Hawke's Bay District 86%
Timaru District 96% Masterton District 84%
Christchurch City 96% Hastings District 83%
Whangarei District 95% Whakatane District 82%
Ashburton District 95% Auckland City 81%
QueenstownlLakes District 95% Southland District 81%
New Plymouth District 95% Hurunui District 80%
Buller District 95% Horowhenua District 79%
Far North District 94% OtorohangaDistrict 78%
Waitaki District 94% Napier City 74%
Grey District 93% Stratford District 72%
Taupo District 93% Rangitikei District 72%
Rotorua District 92% Hauraki District 72%
South Taranaki District 92% Tasman District 71%
Central Otago Distric 91% South Wairarapa District 66%
Wanganui District 91% Waipa District 65%
ThamesCoromandel District 91% Kapiti Coast District 62%
Ruapehu District 91% North Shore City 62%
Invercargill City 91% Franklin District 61%
Palmerston North City 90% Western Bay of Plenty District 61%
Tauranga City 90% Lower Hutt City 60%
Waitomo District 90% Rodney District 58%
Clutha District 89% Manukau City 57%
Gore District 89% Manawatu District 54%
Hamilton City 88% Waikato District 50%
Wellington City 88% Selwyn District 49%
Westland District 88% Waimakariri District 48%
Tararua District 87% Upper Hutt City 45%
Kaipara District 86% Porirua City 45%
MatamataPiako District 86% Waitakere City 44%
South Waikato District 86% Papakura District 3%

In terms of direct employee costs ¢ which take the form of staff housing assistance - we have
already learnt that only 6% of employers do this. Moreover, of those that did, most chose simply
to offer a spare room in their own dwellings, so the costs are small.

Indirect employee costs ¢ which include the costs of higher staff turnover, plus training and
retention ¢ may be slightly-more material, but only just. According to the HOPE business survey,
the average cost of recruitment was less than $700 per person. Ignoring the fact that housing
affordability accounts for only a small proportion of staff turn-over, one-off payments of $700 are
still insignificant compared to the costs of permanent staff retention. Consider the following
example.

Fraser Colegrave: Economic Analysis of Plan Change 24 5



Suppose a tourism operator employs four full-time casual/entry staff at $15 per hour during off-
peak, and seven full-time staff during on-peak.!® Further, assume that additional workers are
needed for only four months of the year. What are the relative costs of turning-over these excess
seasonal staff, versus employing them year-round?

The cost of not turning-OY 1 UwUIl EUOOEOQWUUET | wi GUEOUwWI DT T UwOOOUT Uz
of turning them over ¢ in terms of recruitment { is just over $2000. If the firm also incurs churn-

related training and productivity-related costs of (say) $5,000 per worker per annum, the net cost

of permanently retaining seasonal staff is $62,400 - $2,000 - $15,000 = $47,400. Seasonal staff turn-

over is thus a basic fact of tourism. CouncD Oz UWET UPUIT wOOWEOOUUOOwDPU WY DE wh (

intended, is just naive.

Another indirect employee cost often cited in relation to housing affordability is deteriorations in
service levels. However, these are also insignificant - the Queenstown Labour Market Analysis
report noted that such effects were not acknowledged as major issues by employers. But, what
about social costs?

Council has provided no concrete evidence of affordability-related social costs and, moreover, a
Council-commissioned study found that only 5%-10% of households actually faced affordability
problems in the first place.!!

So, if high staff turn-over is largely a consequence of UT 1 WEDUUUDPEUZ UwUl UOUUwWOE U UL
significant commuting, employee or social costs currently associated with housing affordability,
on what evidential basis did Council determine the need to intervene?

A 2006 working paper by the New Zealand Treasury helps shed some light. It shows that New

91 EOEOEwWbPEUwWI EEDOT wE wi O Wurhthepéribd taAAHOPEROD Ua w? EUEEOI
conceived.!? It also notes that this deteriorating affordability may continue, stabilize or reverse - it

all depends on the course of house prices, incomes and interest rates in the near future.!

Another interesting point raised by the treasury paper is that traditional measures of affordability
t such as those used by Council - fail to capture subtle nuances of the labour market. In the words
of the report:

?POther problems with this measure are that they ignore the fact that some people may choose to have a
relatively unaffordable housing position by choice due to their life cycle position. A good example is
current or recent students, who are not earning much at present, but have large amounts of human
capital and reasonably expect to have much higher future income streams. The point-in-time measure
shows them being in a state of relative unaffordability, but they have chosen this position since they
believe they can afford it over the longer term.?

10 This peak to non-peak ratio of staff is consistent with the district average.

11 Housing Affordability in Queenstown Lakes District - the nature and scale of housing affordability issues in the district.
Tricia Austin, University of Auckland and David Mead, Hill Young Cooper Ltd, page 68.

12 Affordability of Housing: Concepts, Measurements and Evidence, Treasury Working Paper, March 2006

13 Incidentally, house prices in Queenstown have fallen in real terms since PC 24 was announced, so the alleged

problem is already starting to self-correct.




This is particularly relevant to Queenstown. A department of labour regional report describes a
high number of skilled young people working in Queenstown in entry-level positions:

PThese people, predominantly aged 15-29, are likely to be studying or recently graduated and working

3T UUOwWPUwPUwx OUUDPEOT wUT EVwUT 1 wE b U Vdldgdetdtzeddhaa OUOT Owo O
extent of problems related to housing affordability.

2.5. Halting the Decline in Home Ownership Rates

Ongoing declines in the level of home ownership are also cited as the effects of housing
affordability and, therefore, a rationale for intervention. While affordability is certainly a
contributing factor, there are also several other forces at work. The Treasury report is again
helpful. It explains some of these other drivers of home ownership rates, which include:

1 Increased enrolment in tertiary education, with consequent delays in family formation,

1 Increased ownership by family trusts, which distort census tenure statistics,

1 Increasing numbers of unoccupied dwellings on census night, which also skew tenure
statistics, and

1 A correction from a period with conditions excessively-conducive to homeownership.

In terms of the latter, the report elaborates:

?The home ownership rate in 1971 was 68.1% only marginally higher than today. It then increased due
to very high inflation, negative real mortgage rates, and negative returns on other investments. This is
all conducive to investment in housing. Hence, current ownership trends could be displaying a trend
back towards natural levels. It is unclear to what extent affordability has played a part (in declining
ownership) ifatall.? w

2.6. Rapid Shifts in the District Income Profile

Another possible indicator of housing affordability referred to by the section 32 report is rapid

Uil DI OUwbOwUT 1 wEPUUUDEUZ Uwl OUUI | QLPhighBxbtmtielsaitd ® U0 UDE U
effects of a reduction in housing affordabilityd » w' O balgath] thisQswnly one possible

interpretation.

The authors later concede that these trends also reflect national-level changes in average wages.
They also admit that these trends might simply indicate faster increases in local, lower wages.
Both are positive alternative interpretations, and neither relate to district housing affordability.

2.7. Assisting the Intermediate Housing Market

One of the other reasons for PC 24 is to assist households that are renting affordably, but cannot
afford to purchase a home. These people are sometimes referred toas UT 1 w? DOUIT UOI EPEUI wo

With respect to this group, and other moderate income groups in the district, the section 32
report states:




Pit was identified that there was a need to focus on helping working households on moderate incomes to
stay in the district, thereby helping to build a more stable community and a more skilled workforce over
time.?

While the first reason for supporting these households ¢ building a more stable community ¢

makes sense, the second does not. Household stability does not improve workforce skills; rather

household mobility does (by allowing the inflow of more-skilled workers). Indeed, the efficient

matching of workers to jobs depends on removing regional barriers.'* And, according to the 2007

Otago annual in-depth regional report for Otago, QLDC had the highest rate of up-skill in the

region.’” Hence," OUOED Oz UWEOONT EVUUUI wli EVwloumdd 0D Ua wbOxUOYI

A recent report by the Centre for Housing Research Aotearoa New Zealand (CHRANZ) also

warned against trying to eliminate the intermediate sector, presumably because the costs would

be too high. Specifically, under a sectionnamed s Ul EOOOI1 OE | {EretHihibpHi Ul iaw U1 Oz Ow
the report noted that there needs to be:

211 EOT OB hdrdddiateniarketsd a likely indefinite feature of the New Zealand housing

system, requiring separate Government funding, above and beyond that required to secure safety net

housing for those in the lowest income groups, to address issues of social polarization and sub-optimal

x1 Ul OUOEOET woOi wol awdl UUOx BOPUEOWEOGEwWUI 1 DPOOEOWOEEOD

28. Summary

While there are definite district ¢ and nationwide - concerns about house prices and, therefore,
housing affordability, there is not a clear need for Council intervention. For this to be the case, the
expected benefits must far outweigh the expected costs.

However, our review suggests that housing affordability issues are nowhere near as serious as
council perceives. For instance, only 6% of employers consider them serious enough to be
proactive, and only 19% of casual workers leave their job as a result.

Other costs supposedly stemming from affordability problems (such as commuting costs,
employee costs and social costs) all appear minor in the local context. Declines in home
ownership rates and shifts in the district income profile may reflect a number of influences, only
one of which relates to housing affordability. Using intervention to support the so-called
intermediate sector has already been deemed an inappropriate target for Local Government. The
rationale for this plan change is therefore unclear.

Strategies aimed at increasing the supply of housing are more likely to secure the long-term
benefits sought by Council. These could result from a number of new initiatives, such as:

Building closer working relationships with the development sector,
Fast-tracking consent applications,

Providing financial incentives for the construction of affordable homes, and
Developing a procurement strategy to alter the mix of development

= =4 —a A

14 See any intermediate labour economics textbook for a discussion of labour market mobility and efficiency.
15 Annual in-Depth Regional Report ¢ Otago region 2007, Department of Labour, page 17
16 Affordable Housing/The Community Housing Sector in New Zealand, CHRANZ, September 2007, page 96.




Measures that increase the cost of supply ¢ such as PC 24 ¢ are almost certain to fail; I discuss this
point further below.
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3.The Design of PC 24 is Flawed
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also appears flawed in achieving its objective. Specific concerns are set out below.

3.1. PC 24 is Internally Inconsistent

PC 24 can be described as a hybrid ofs x OEOOD O wl EPOUZ wEOEwWs OPOOET I wa 00
liability for contribution depends on activity status under the district plan ¢ as in planning gains

t but the level of level of contribution depends on the extent of employee generation, as in

linkage zoning.

In terms of the latter, the planners report states:!”

2in the interests of fairness, only development that canO O U wUT EUOOEEOa wET wi Rx1 EUI Ew
UPT T UzwUT OUOEWET wEi i1 EUl EwEaw/ OEQw" T EOT T wl Kdw31 U
has zoning that provides some certainty as to the right to develop (via permitted, controlled or restricted

EPUEUI UPOOEVUAWEEUDYDPUPI UAWPOUOEwWOOUWT EYI wsi EEUOUI
developing that land, particularly at the time of acquisition of the land.?

At face value, this rationale has merit. It seeks to target only those developments that may gain
from planning changes, viz a vis planning gains. Indeed, this logic underlies most planning gain
policies in the UK. However, such schemes do not claim to also address development-related
employee generation (as does PC24), because doing so would require all developments to be
targeted (not just those that exceed the limits of the district plan).

Herein lays the problem with PC24: on the one hand, it assumes that development creates

enduring employment effects. However, on the other hand, it assumes that only developments

with certain RMA activity status generate such effects. This is incorrect, and is a direct

EOOUI gUI OET wOi w" OUOE b O diffarehtd dhd i@csripatiBl®-uappédarked O1 wlU P O w

In short, putting aside concerns about the validity of linkage zoning ¢ which we address shortly -
' OUOE D Oz UwE kife thtbQdS ighbfaaule dumuiative effects of smaller developments.
Consider the following example.

First, recall that under PC 24, only developments that generate at least 0.8 units of demand for
affordable housing (above the level of development provided for as a permitted, controlled or
restricted discretionary activity under the District Plan) will be liable for contributions. This
equates to around 2,162m? of residential development. Consider, now, two different residential
development scenarios. One is a large-scale development comprising 20,000 m?, and the other is
10 smaller developments of 2,000m? each. Both scenarios create 20,000m? of new residential
development; however, only one would be liable under PC 24. Clearly, this is inconsistent. By

7 QLDC Planners Report, page 20.




attempting to combine two different policies with different aims, QLDC has created an
irreconcilable logic conflict.

3.2. PC24 Incorrectly Assumes Planning Gains are Pure Windfalls

Another issue with PC24 is that it assumes land values reflect current - rather than potential -
uses. As a result, it assumes that any value increase resulting from rezoning (i.e. the planning
gain) is pure windfall profit to the land owner and, therefore, that PC24 imposes no additional
costs because it is funded from these windfalls. However, this is not how markets work. The
value placed on a resource today ¢ and hence the price paid for it - reflects the value of its best
use in the future (tempered to reflect any uncertainty over the ability to convert to that use).

PC24, by overlooking this basic fact, assumes that policy costs will be very low because they are
absorbed from pure windfall gains achieved via plan changes or rezoning. This simply is not the
case. Interestingly, the planners report agrees with me and directly contradicts the apparent logic
of PC24 by stating on page 58 that:

?The very high price of land in many parts of the Queenstown Lakes District does not relate to its
productivity for existing uses. It relates to the development potential of that land and the amount that
people may be prepared to pay for that land when it is developed. The price continues to rise relative to
the certainty of that development occurring and the costs in delivering the developed product (e.g. a
house on section).?

Thus, even Council admits that the value of land today reflects future uses, not existing ones. As
a result, it also admits that the costs of PC24 will notbe fully EEUOUET EwWEBWEOI BQAXEOUI §

3.3. Council Assumes that Windfalls Rely on PC24

In stating that the costs of compliance will come at no real cost to developers, Council is also
implicitly assuming that PC24 itself gives rise to previously-unavailable planning gains. For
instance, page 57 of the planners report gives a detailed example of the value uplift associated
with converting rural land to urban. But, this overlooks the fact that such land use changes have
always been possible (subject to approval). The only difference now is that they come with
considerable additional cost ¢ the cost of complying with PC24.
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may be forced to move or pass on the costs to consumers. Yet, the section 32 report concludes
otherwise. Specifically, on page 54 it notes that:

?it can be expected that some costs will be passed onto other activities, particularly new market-rate
houses, and higher prices for goods and services.?18

The only true benefits of PC24 (relative to the status quo) are density bonuses, the details of
which remain unclear. However, given the large density increases already possible just from
simple land-use conversion (as illustrated in the planners report), the benefits of any additional

18 Jt then notes that these will be offset by the longer term benefits to the community and the economy of having a
greater range of low to moderate income households in the district. But it provides absolutely no picture of what
these supposed benefits might be. I cannot think of any.




density bonuses are likely to be insignificant. Council seems to have completely overlooked this
point.

Put simply: over and above the status quo, PC24 provides very little benefits to developers, but
very high potential costs.

3.4. The Underlying Premise of Linkage Zoning Makes no Sense

Notwithstanding the inconsistent basis on which the policy targets developments, the underlying
premise of linkage zoning ¢ that development creates enduring employment effects ¢ is
questionable.

To advance our argument, it is necessary to first distinguish short-term and long-term
employment effects. The former relates to short-term increases in demands for construction, and
industries that support construction. These effects are clearly-related to development, and are
usually treated as economic benefits. PC 24, however, overlooks them and focuses only on
potential detriments. This is at odds with generally-accepted economic principles, and distorts
the overall impact of development. I return to this point shortly.

Long-term employment effects relate to sustained increases in demands for goods and services
resulting from higher population and economic activity. PC 24, on the other hand (and linkage
zoning in general), attributes these longer-term employment effects to development itself. This is
an odd proposition.

Indeed, it is the eventual occupants of newly-developed buildings that generate long-term

employment demands, not the developments themselves. This is shown in the stylized figure
below.

Figure 1: Effects of Growth on Development and Employment
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As we can see in the figure above, higher population and increased economic activity place
greater demands on development, as well as greater demands on a raft of other goods and
services. Both, in turn, increase labour demands in their respective markets. The only difference
is that one effect is temporary, and the other is permanent. The premise of linkage zoning ¢ that
development creates enduring employment effects ¢ is therefore wrong.

To verify this statement, one need only consider the following simple example. Suppose a
successful accounting firm is expanding and opening an additional office. Suppose that it decides
to occupy a newly-constructed building in the heart of the CBD. Once the construction of that
building has been completed and all temporary construction labour requirements have
disappeared, where do longer-term demands for goods ¢ and thus employment ¢+ emanate from?
Obviously, it is the accounting firm itself, not the developer.

Hence, it shouldbe UT T wi Ox O00al Uz UwUIl UxOOUPEDPOPUawUOGWEEEUI UUuw
any), not the developer. Indeed, the developer does not create any longer term demands for

employment, nor does it control the wages paid to new employees. The extent of any housing

affordability problems is thus beyond their sphere of influence.

The fact that people ¢ not developments ¢ place demands on labour is also supported by a recent
labour market report for Queenstown, which states the following in relation to people that own
holiday homes in the district:

PThese people have the potential to put strain on the labour market through the inconsistent and/or
scaUOOEOWET OEQEUVUWUT EVwWOT T awx OEE]l wOOwWT OOEVUWEOEwWUI UYD

Moreover, page 31 of the planners report notes that businesses generate employment, not
developments. Specifically, it states that:

PBusinesses are the entities most likely to create new employment. Businesses utilise real estate, in the
form of offices, retail spaces, and other forms, whether leased or purchased, to conduct their business.

Thus, once again, it is people and businesses that create the demand for buildings as well as long-
term demands for other goods and services. The core assumption of PC 24 ¢ that development
creates long-term employment demands ¢ is therefore erroneous. Development only creates

short-term demands for construction labour, most of which earns sufficient income to house itself
affordably.

Placing all the alleged external costs of longer-term employment on developers ignores basic
economic logic, and will unnecessarily discourage housing supply. A levy that falls on new
ratepayers (via targeted rates, for instance) would provide better alignment with cost causation,
and therefore be more efficient. It would also reduce Councilz distortion of development costs,
and thus reduce deterrents to development.?

1 Annual in-Depth Regional Report ¢ Otago region 2007, Department of Labour, page 12
2 In passing we note that Council may, again, have misconstrued observed market outcomes. Namely, it seems to
have spuriously-correlated increased development with increased employment, without realizing that both stem

from increases in population and economic activity. Indeed, development responds to growth; it does not create it.
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imbalance? The funding for this can be pursued independently, with the burden falling on those

that generate demands for low-paying employment. At present, Council is attempting to fund

and procure via the same strategy ¢+ an ambitious yet problematic proposal, to say the least.

3.5. The Policy Ignores Positive Spin-offs

In addition to incorrectly ascribing long-term employment effects to development (rather than to
population and economic growth), the policy also takes a very myopic view of wider effects. For
instance, while growth may increase the demand for lower-income jobs and thereby exacerbate
affordability concerns, it will also have a number of positive spin-offs. These include increased:

1 demand for higher-income jobs,

1 contributions to local, regional and national GDP
1 local and central government tax revenues, and
1 support for local businesses

Traditional policy analysis, such as that regularly carried-out by Central Government, requires a
detailed consideration of all downstream effects ¢ both positive and negative. Council, however,
has focused only on the negative effects of growth to construct a skewed case for intervention.
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picture. In particular, the following comment is made on page 41:

Issue: Public benefits such as educational benefits, schools, parks, golf courses etc should be factored
into the AHIMS process.

Discussion: it is widely accepted that a number of public benefits can and should be achievable from
development. It is not considered that these mitigate the effects that development can have on the
affordability of housing. Officers can appreciate that a developer may want to have

deed process has been a successful tool for such matters.

If such considerations have been incorporated into the stakeholder deed process, why are they
suddenly absent here?

3.6. The Staging of Policy Development Undermines its Purpose

As commonly noted by Council, the development levies proposed under PC 24 are only one part
of a much wider package aimed at improving housing affordability. However, for reasons
beyond us, Council has decided not to advance the details of these other elements in parallel.
Instead, it has focused on finalizing the details of the most controversial element ¢ the affordable
housing levy + without providing any certainty around mitigating benefits. This rather
unfortunate sequencing has created considerable uncertainty, and will inevitably exacerbate
community opposition.2!

21 As will be discussed later, this uncertainty translates to increased costs for developers, thereby reducing supply

and increasing house prices.
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The need for levies to form part of a wider affordability package is well-documented. For

instance, a report by the Australian Housing and Urban Research Institute (AHURI) ¢ which
underpinned” 1| OUUEOw&OYI UOOUBEED]I w OUUDOT o w$ OEEOBOT w3l
states that:

uu

? ,atching planning levers with funds or incentives for affordable housing construction or acquisition
can maximise the leverage of both tools. Without such funds, the affordable housing creation is far
smaller, as all of the costs are internalisl E 2

Thus, a policy whose elements progress at different rates is unlikely to receive much support.
Moreover, it is highly likely to be ineffective and inefficient.

3.7. The Policy Ignores the Need for Coordinated Regional Effort

As we are all aware, Central Government is currently progressing the Affordable Housing: Enabling
Territorial Authorities Bill aimed at empowering local authorities with a range of tools to address
affordability issues. QLDC, however, has elected to progress its own policy ahead of time.

While" O U O Eappgvzachimight be perceived as proactive or visionary, its decision not to wait
and act jointly with regional partners is likely to limit effectiveness. This is because housing
affordability policies must fall within the context of coordinated regional support in order to be
effective. This point is frequently raised in the international literature.

For instance, the previously-cited AHURI report pb T DET wUOET UxDOOI Ew" 1 OUUEOQW& (
recent housing affordability bill) stated that:
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The same report also notes the importance of regional coordination in the UK and the USA:

In both the United States and the United Kingdom, a regional approach to identifying and responding
UOwil OUUDPOT woOI T Ewl EUwxUOYI EwbOx QUUEOUS w31 PUwi OGUUUI
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Similar sentiments echo throughout a previously-cited Centre for Housing Research Aotearoa
New Zealand Report (CHRANZ) on housing affordability, which states that:

Pthe biggest constraint on the effective use of regulatory tools is fragmentation of authority among
individual cities and counties. Action at the regional level is often needed to establish and empower
regional decision-making bodies and without this level of intervention the use of regulatory tools by
individual localities can have only limited impactsé 2

Interestingly, the section 32 report also admits ¢+ on page 36 ¢ that the proposed objective will see
some development displaced to other districts, but concludes that the extent of such effects is
unknown. It then offers that this will be insignificant because most visitor accommodation and
commercial development needs to be located near the key tourist attractions in the district. While

2 AHURYI, page 5




this is probably true, nothing is said about displacement effects for lower-end residential
developments (which will have the greatest bearing on future housing affordability in the
district).

3.8. The Policy will Cause Expensive Process Delays

One of the biggest ¢ and most expensive ¢ problems for developers is delays in consent
processing. Such delays create uncertainty, incur significant interest costs, disrupt logistics and
discourage development.

These concerns resounded loudly in a recent report by MOTU, which addressed housing supply
issues in the Auckland region.? It showed that nearly nine out of ten private sector participants
viewed consent processing time as major constraints to development.

In the past, some of the longest processing delays have been caused by appeals to the
environment court over financial contributions. For instance, plan Change 62 in Rodney District
has been in and out of the environment court for nearly ten years, and still remains unresolved.

Central Government, recognizing the detrimental effects of delays on housing supply, introduced
development contributions under the Local Government Act 2002. These sought to provide
Council with the same basic powers to charge for infrastructure, but with reduce scope for
challenge.?*

PC 24, however, by falling under the auspices of the RMA, will see a regression back to lengthy
environment court battles. Developers will be highly unlikely to accept levies at face value, with
litigation the only viable option. Event absent any litigation, the preparation of an AHMIS will
incur significant time and resource. All this will add to consent processing times, and further
reducing housing supply.

3.9. The Policy Provides Little Benefit to Many Recipients

One of the key alleged benefits of the policy is the provision of home ownership to those that
could not otherwise afford it. By definition, these households have sufficient income to rent
affordably, but lack the income required for home ownership.
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demand. But, what benefits do they actually receive from owning a home under the scheme?
And what are the offsetting costs, to them and to the wider community (including developers)?
We start with the benefits.

Traditional benefits of home-ownership include greater stability and an increased sense of
community. However, the single-biggest benefit ¢ and hence the primary reason that people shift
from renting ¢ is capital appreciation. Indeed, capital appreciation allows people to accumulate
wealth and provide for the future needs of their families. Unfortunately, though, these benefits
will all but disappear under PC 24 as a result of retention mechanisms.

2 Housing Supply in the Auckland Region 2000 ¢ 2005, MOTU.

24 The only scope for challenge is to mount a judicial review at the High Court.




Retention mechanisms artificially-cap the price of houses provided under the scheme, to prevent
tirst owners selling them at market prices for a windfall profit. This is an understandable
objective. However, as a direct result, owners of these homes will not be able to experience the
economic benefits normally associated with ownership. Consequently, overall benefits will be
low. In the words of the section 32 report:

2/ U1 YI OUDPOT wi OUUT wxUPET wExxUI EPEUPOOWEO]I UwUI EVUET w
building up equity in property.?

Further, the report states:

2071 wUIl UOUPEUT Ewl U Gids aniincartdive faEhéLiserdIds B Govd ot T T wx UOY B
affordable sector into the mainstream market at some point, freeing up the unit for other low to
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So, the section 32 report itself admits that many households who receive assistance under the
scheme will reap so few rewards that they will be eager to leave. How can this possibly be a good
idea? Moreover, on what grounds will these people ever make it to the mainstream market
without the ability to increase equity via the scheme?

Let us now consider the offsetting costs. First, developers will forego large amounts of revenue,
because they will be forced to sell units at below-market rates. According to the section 32 report,
these discounts could easily be in the range of $100,000 to $200,000 or more. Second, households
that purchase a house under the scheme will face a stream of costs not previously incurred as
renters. These include rates, house insurance and maintenance costs, and could easily exceed
$5,000 per annum. Finally, families that decide to leave (due to poor capital appreciation) will
incur moving and relocation costs, which can also be significant.

It should be clear from this high-level appraisal that the overall benefits of providing ownership
could pale in comparison to overall costs. In other words, using the scheme to assist households
in the intermediate market is unlikely to make financial sense. This should come as no surprise
given that a recent housing affordability report by CHRANZ warned against using affordability
policies to pursue such goals.?®

3.10. The Policy will be Highly Distortionary

Because liability under PC 24 is (essentially) tied to activity status under the RMA, and because
the costs imposed by the scheme will be large, it will significantly distort development behavior.
In short, developers will intentionally design developments that avoid or minimize liability. In
doing so, they will be making inefficient uses of scarce land resources and compromise economic
efficiency.

To the extent that PC 24 forces developers to alter their design proposals (to minimise liability), it
may also result in further inefficiencies via losses of economies of scale. In simple terms,
economies of scale result when average costs fall as development size increases. However, under
PC24 there will be clear incentives to avoid larger developments, so economies of scale may be
lost. This, too, is a direct cost of intervention.

25 See section 2.7.




Interestingly, the section 32 report discusses the possibility of a broader policy that affects all
developments, but disregards it, noting;:

? [Broad-based contribution system that applies to existing and new zonings may be inefficient, in that it
may result in a reduced supply of housing. At this stage, the Council does not have sufficient information
available to understand whether this will be the case. In other words there is a risk that an inefficient
allocation of resources will result, with an overall disbenefit to the community.?

This statement demonstrates a lack of understanding of economic efficiency. In simple terms, a
tax that does not distort behaviour is efficient, while a tax that does distort behaviour (such as
designing proposals to avoid liability) is inefficient. Given the extent to which PC 24 will distort
development behaviour, it should be clear that the policy is inefficient.

The statement quoted above also demonstrates a lack of understanding of general taxation
principles. In short, the broader the tax base and the lower the required tax rate, the more
efficient the tax.

Based on this definition, it follows that a scheme that applied to all developments (but only to
fund effects clearly caused by developments, if any) would be more efficient than PC 24. It would
not distort incentives to pursue certain types of development (because doing so would not escape
liability), and the amount required from each development would be much lower. PC 24, on the
other hand, applies to a much smaller number of developments, and will impose much greater
average costs than if the burden were spread more evenly. Overall, we conclude, PC 24 is an
inefficient mechanism.

3.11. CouncilhasnotCo n s i d eComceptunl Equivalenced
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for gonceptual equivalenced®ZThis refers to the extent to which local political, social,
environmental, cultural and economic factors are amenable to adopting policy models and
experience from other jurisdictions.

In very simple terms, overseas jurisdictions that operate similar policies have done so in unique
combinations of key economic, social, political and institutional factors. Even small changes to
any one of these factors can render the use of such policies ineffective or inefficient. For instance,
community acceptance of shared equity schemes will completely dictate their effectiveness.
Council, however, does not seem to have considered this point.

Simply identifying the specific conditions under which policies operated overseas ¢ as in the
Tricia Austin summary of resort case studies + provides no guarantee of local applicability. One
must examine the importance of each issue in generating specific outcomes, and consider its
relevance to the district. However, again, this does not appear to have been done.

3.12. The Estimation of Demand Appears Unreliable

Finally, the estimation of housing demand upon which the policy rests appears unreliable. It
relies on a string of compounding ¢ yet unsubstantiated ¢ assumptions, with no sensitivity

2% See the AHURI report for a detailed discussion of this.




testing provided. This casts doubt on the true level of @affordable housing demandgzthat actually
exists.

Two specific concerns with the demand report are summarised below. Unfortunately, time
constraints have precluded a more detailed appraisal.

1. The report provides no information on its approach to projecting future house prices and
incomes. However, these have huge bearings on the results. For instance, reducing the
growth rate of house prices from 7.1% p.a. to 5% p.a. means that the proportion of AMI
required to buy a first-quartile house does not change over time. Small increases in wage
growth have similar effects.

2. The analysis ignores changes in real incomes over time. This can have large effects, as
demonstrated in the example below.

Suppose a household earns $60,000 and its annual living costs (excluding housing) are
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that inflation is 2.5% per annum, and that household income grows at 5%. The table

below shows the proportion of income that must be spent to maintain this standard of

living and, therefore, how much is left over for housing.

Table 2: Effect of increasing incomes on proportion of income available for housing

Annual Cost % needed for % left over

Income of Living living costs  for housing
2008 $60,000 $42,000 70% 30%
2009 $63,000 $43,050 68% 32%
2010 $66,150 $44,126 67% 33%
2011 $69,458 $45,229 65% 35%
2012 $72,930 $46,360 64% 36%
2013 $76,577 $47,519 62% 38%
2014 $80,406 $48,707 61% 39%
2015 $84,426 $49,925 59% 41%
2016 $88,647 $51,173 58% 42%
2017 $93,080 $52,452 56% 44%
2018 $97,734 $53,764 55% 45%
2019 $102,620 $55,108 54% 46%
2020 $107,751 $56,485 52% 48%
2021 $113,139 $57,897 51% 49%
2022 $118,796 $59,345 50% 50%
2023 $124,736 $60,829 49% 51%
2024 $130,972 $62,349 48% 52%
2025 $137,521 $63,908 46% 54%
2026 $144,397 $65,506 45% 55%

As we can see, because incomes tend to grow faster than general prices, the proportion of
income that can be spent on housing increases over time. This fact has been ignored. As a
result, the true level of future affordable housing demand has been overstated and,
therefore, so too has the level of contributions required from developments.

Fraser Colegrave: Economic Analysis of Plan Change 24 19



4. Council has Failed to Prove Efficacy

" O U O E b Genkfiudndysidiof the proposed plan change is inadequate and incomplete. A
proper cost-benefit analysis would compare the economic gains and losses due to the policy
against an estimate of what the state of the world would be if the plan change was not adopted.

" O U O E b O mehtulkodydr, dddsiders only the potential benefits for low- to moderate-income
households, while ignoring effects on other relevant groups and on the wider economy in
Queenstown.

In this section, we critically analyse the evidence provided to support PC 24, and evaluate it
against the level of rigour one would rightfully expect for a policy of such importance.

4.1. Review of the Section 32 Report

The section 32 report lacks rigour. Rather than identifying all the relevant stakeholders then
quantifying ¢ or even listing - the various costs and benefits that each will face, it instead makes a
series of sweeping, unsubstantiated statements. These include:

PThe costs to the economy of the district of not addressing affordable housing are expected to be very high.? w
(page 35)

Further, on page 42, the authors write:

PThe efficiency and effectiveness of the proposed approach, including the risks of acting or not acting can be
summarised as follows:
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as a result, a decrease in housing affordability. However this outcome seems unlikely given the strong
development pressures that the district is likely to experience over the next 10 to 20 years.?

I consider this lack of analysis to be quite incredible. How can a policy with such far-reaching
effects be supported by a section 32 report that fails to quantify the relevant costs and benefits, let
alone even describe them? Indeed, this evaluation falls well-short of the standard required by
Central Government, so why should it suffice for Local Government? Of course, it should not. A
proper cost benefit analysis should be completed to identify all the stakeholders, and to compare
their welfare under the proposed plan against various alternatives. Again, this has not been done.

When discussing alternative means for achieving objectives, the s32 report correctly notes that
Council could act as a procurement agent, and use public funds to secure the desired mix of new
housing. However, it then disregards this possibility by claiming (without any factual basis) that:

PPublic investment should not be used as a way to manage this adverse effect> wopx ET 1 wt t A

Why not? In my opinion, a dedicated procurement strategy ¢ wherein Council seeks competitive
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comprise a number of sources, and thus spread the burden more evenly and equitably. Under the
proposed plan change, developers will be forced to pay for alleged costs that they are not

responsible for. This simply will not work.
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I note in passing that working paper one identified the distribution of costs as an important issue
- and the section 32 report even cited this point - but nothing was ever done. Specifically, page 27
of the s32 report states that the following is an important issue:

PWhether costs should fall to new development or existing development; how to balance the need for
new development to meet the needs of the workforce it will require, while also balancing the need for the
existing community to house its workforce. This will need to involve a study of costs to future
developments as well as how costs might fall on other home owners, developers or landowners, and the
extent of these costs?

When can we expect this critical piece of information? Surely Council does not plan to proceed
without it?

4.2. Review of Appendix 8: North American Case Studies

The section 32 report contains a number of appendices, one of which covers case studies from
North America. Initially, this showed real promise ¢ reviewing overseas experience is essential to
understanding the critical elements of success, as well as identifying likely effects. Indeed, I
regularly take this approach when assisting local and central Government with policy design.
Sadly, however, this report fails to deliver anything of substance.

First, it acknowledges that all the schemes reviewed fall within much wider programmes
designed to address affordability. Thus, it provides no practical insights to the effects of linkage
zoning itself, because they are deeply-interwoven with the effects of other initiatives. Second, the
first issue notwithstanding, the report does not even describe the effects experienced overseas - it
tells us nothing about effects on general house prices, economic prosperity, or community
stability. Third, it provides no information on the critical elements of success, opting instead only
to provide incomplete descriptions of random policy elements. For instance, under the heading
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In summary, this report provides no indication of efficacy or effectiveness, nor does it highlight
the critical factors that must be considered when adopting overseas experience. It therefore serves
no real purpose.

4.3. Summary

Policy-makers face strong obligations to prove that their proposals support policy objectives, and
that likely effects have been adequately considered. In nearly all cases, this means undertaking a
detailed cost benefit analysis to understand likely aggregate + and distributive ¢ effects on
stakeholders.

Council, however, has completely disregarded this obligation, and has instead relied on a series
of sweeping and unsubstantiated comments to justify its position. It has also relied on an
incomplete and unhelpful review of related policies in other jurisdictions, without any regard for
local applicability or possible outcomes. As someone that regularly assists local and central
Government to design and evaluate policies, I consider this level of rigour totally unacceptable.
On what basis can Council conclude that its plan change is the most efficient and effective means
of addressing the perceived problems? I have no found no evidence whatsoever.
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5. The effects of the plan change will largely be
negative

In this section, we evaluate the likely effects of the plan on developers and the wider community.

5.1. Impacts on Developers

PC 24 will have considerable ¢ and uncertain ¢ financial consequences for developers. Moreover,
the impacts will be distributed unevenly, with a bias towards larger developments. This raises a
number of concerns.

First, high financial impacts will (almost inevitably) deter development, or slow its rate. In times

of a cooling economic climate-pP 1 1 Ul wDOUIl Ul UUWUEUI UwEUI wOT 1 wi ®TT1 U0
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rate of development will further limit the supply of housing, with consequent effects on price.

The unintended consequences of the policy could therefore be significant.

Second, given the inherent uncertainty surrounding the size and incidence of these charges,
developers will face strong incentives to develop elsewhere. Indeed, many major developers in
Queenstown hold land outside the district, and may reprioritise their portfolio to focus on those
developments first. Only when the effects of the policy become clearer may they return to
developments in the area. This, too, could dramatically slow the rate of development.

More specific costs to developers are set out below.

1 The cost of compliance ¢ contributions to community and affordable housing (CAH) will

have direct financial impacts on developers. For example, according to Council explanatory
documents, a fifteen-unit residential development will be required to provide one studio unit
of affordable housing. This equates to an additional cost of 6.7% per unit.?

Council frequently claims that such costs will be fully absorbed from the planning gains
associated with rezoning or upzoning. However, they fail to realise that such gains have
always been available (subject to approval). The only difference now is that they come with
considerable additional cost ¢ the cost of complying with PC24.

In reality, the only additional benefits against which these incremental costs can be offset are
density bonuses. However, these are likely to be insignificant given the density increases
available already available from land use conversion itself. Moreover, international
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binding constraints that limit density.?® Thus, overall, PC24 will come at great expense to
developers.
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considerable cost to developers. In its explanatory note to the AHETAB, it estimates that
affordable housing could reduce development margins from 17% to 14.3%. This is a large

2 The cost of the sixteenth unit must be spread across the remaining fifteen units, which gives a per-unit cost of
1/15% = 6.7%.
28 Below-market housing mandates as takings: measuring their impacts, Independent Policy Report, November 2007.
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risks associated with development.

1 Transaction costs ¢ PC 24 allows developers to determine the liability for contributions
quickly via a table of pre-defined ratios. However, this option is likely to be unpopular, as it

does not consider the specific effects of each development. Consequently, most developers
will complete a mitigation statement (AHIMS) instead.

The preparation of these statements will be very time-consuming, and will require the co-
ordination of inputs from various areas of expertise. Not only will these various experts come
at considerable cost, but the entire construction process will be delayed. Such delays can be
very expensive. For instance, a 12-month delay on a $10 million project with a cost of capital
of 10% will incur additional interest costs of $1 million. And this all comes off the bottom line.
Hence, transaction costs alone may easily deter housing supply that would otherwise occur.

71 Costs of diminished land values ¢ if adopted, PC24 will reduce the value of many land-
holdings in the district - regardless of if or when they are developed - because the costs of
doing so have increased. This is a direct transfer of wealth from land owners, with no
apparent basis." OUOEDOwWEx x| EUUwWUOwWET OP1 YI wOl EVwUT T Ul wgOU
However, again, it fails to realise that such gains have always been possible (subject to

approval). In comparing the world with and without PC24, there are many costs to
developers, but very few tangible benefits.

The explanatory note to the AHETAB also states reduced land values as a likely consequence.

7 Costs of uncertainty ¢ as noted above, the actual effects of the policy depend on a number of
uncertain factors (such as the perceived extent of mitigation). In financial terms, this

increased uncertainty amounts to elevated financial risk. Higher risks require higher rates of
return. In the current economic climate, this could mean the difference between developing
or not.

1 Distributive Impacts on developers ¢ due to the nature of PC 24 (where only certain
developments will be affected), the policy will create instant winners and losers. Some
developers will avoid charges and therefore be at a cost-advantage to those who do not.
These distributive effects are not only inequitable, but also potentially inefficient. The latter
results from a distortion of market prices ¢ some developers may be favoured over others,
even though they make less efficient uses of scarce resources.

5.2. Impacts on Wider Community

In addition to financial impacts on developers, the policy will also have far-reaching impacts on
the wider community. Some of these are set out below.

1 Impacts on general house prices - although PC 24 seeks to improve housing affordability, it
will likely have the opposite effect (at least, in aggregate). First, land that is zoned for
permitted, controlled or restricted discretionary development will increase in value,
automatically making such developments less affordable. Second, developers affected by the
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plan change will seek to recover additional costs via higher selling prices.?” Thus, all
developments, regardless of whether they are affected by PC 24, are likely to increase in
price.

In the words of the AHURI report:

PWhen the market is buoyant developers are more likely to be able to recoup costs in high sales prices.

This is because in a high demand scenario, developers will charge the price the market will bear,

irrespective of costs associated with production. If conditions are not so buoyant and the developer is

unable to recoup their costs in the sales price, they may opt out of development until demand is

sufiEDT OUwWUOWDPOEUI EUI wxUPEITI UWET EPOOwWOUwWxUOEUET ws Ux O]
Neither of these scenarios enhance housing affordability.?

I note that Central Government also agrees that affordable housing schemes increase the cost
of all other homes, because the additional costs must somehow be recovered.

Impacts on rents ¢ house prices and rental values are closely linked. Thus, as house prices
increase, so too must rents to maintain yields.*® Put slightly differently, if rents remain
constant while prices increase, landlords face diminishing returns on their investment. This,
in turn, creates incentives to sell and reinvest funds in other asset classes, such as stocks or
bonds. As housing stocks are sold, the pool of rental properties shrinks, and the affect on
rents is further exacerbated.

Impacton” OUOE D Oz Uw%b G ki bfbhe Dajor fOrdtts Bf @l government is to
provide infrastructure. These works are usually loan-funded, then repaid by rates and
development contributions over time. When the rate of growth slows (for whatever reason),
the repayment of debts suffers ¢ there is less income from development contributions and
future ratepayers. This, in turn, increases the lifetime cost of the asset (via higher interest

obliged to increase rates to maintain repayments, resulting in a cross subsidy from existing to
future ratepayers. These effects could easily materialise if PC 24 discourages development.

Latent Demand Effects ¢ an increased supply of affordable and community housing will
make the district a more attractive place for service workers to live. This, in turn, will place
increased pressure on the need for affordable housing, creating a vicious cycle. Council does
not seem to even have considered this.

5.3. Summary

Not only has Council failed to justify ¢ or efficiently structure - its proposed plan change, it has
also failed to acknowledge the inevitable effects on developers and the wider community.
Indeed, other than direct recipients of assistance (for whom the benefits may be marginal), most
other stakeholders face certain detriment. This is a very serious prospect indeed.

2 As mentioned earlier, Council concessions ¢ such as density bonuses t are high unlikely to offset the cost of

compliance, so costs will increase overall. So too, therefore, will the price of market-rate homes to maintain

margins.
8Pl OEUwWUI I T UwOOwUT T wYEOQUT woOi wEQWEUUI UzUwli EUODPOT UwbOwUI OEUE

values divided by house prices.
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