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Date: 31 May 2019 SH-18-4-1
To: s9(2)(@) (Ministry of Primary Industries)
Cc: Corwin Wallens, $9()(@)() (Treasury)
From: Chris Parker (Treasury)
Memo on the indicative CBA of NPS nghl ive Le {( S-
HPL) )

MPI commissioned Market Economics Ltd (ME) to undertake an‘indicative co t benefi analy5|s (CBA)
for the National Policy Statement on Highly Productive @MPS HPL).!

its findings.

The problem definition

e It does not have a problem definition
people are failing to maximise
people maximise net benefits already.) Market fai
imperfections (such as m oly, lic goo
from government failur h\as poor re >ltis not possible for a CBA of a
government interve esult in a net when there is no market failure, because
that would contradi ct that welfare isioptimised (“allocative efficiency”) when there
is no market failure.”

there is no market failure, then
ts either from market
ities, information asymmetry etc) or

ME response

The market fai

I r future needs. The value of the HPL resource to the community at

large is not ca j /t)he price signals in the commercial market which do not place a high
enough value L resource for it to influence land use or land purchase decisions —especially
urbanisati r countryside living. Moreover, the loss of highly productive land and its benefits

ovér time, occur incrementally and are frequently irreversible2.

The k@ for the failure is that negative outcomes (adverse effects) arise at the macro-level
asaco ence of changes in land use patterns, whereas the key commercial market processes
occur at the micro-level (individual land holdings). This is a common issue faced by regional or
territorial authorities, where adverse effects of land use change are evident and significant at the
aggregate level, but appear insignificant at the micro-level (especially in relation to individual
consents). In order to reduce or minimise adverse effects at the aggregate level, land use outcomes
need to be influenced at the micro-level (individual land holdings), so that the aggregate outcome

1 Treasury reference: Proposed Soils Indicative CBA - Final (Treasury:4113688v1)
2 Agricultural implications of providing soil-based constraints on urban expansion: Land use forecasts to 2050. Journal of
Environmental Management July 2018, 677-689 https.//www.ncbi.nlm.nih.gov/pubmed/29654971
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from many small-scale and minor adverse effects can be avoided (to achieve the objectives /
purpose of the Act).

Commercial markets do not have a mechanism where the aggregate loss of soils is taken into
account. Land subdivision and ownership patterns mean the HPL resource is highly fragmented,
and the loss of HPL resource for any individual land holding is too small to be considered significant
for consent or planning purposes. Any individual HPL parcel has minimal effect at the margin, and

assessment is commonly only a marginal analysis because it relatesto a consent or other decision
alders from énabling land
o spective e benefits of

@éﬁ the loss

nta//y —and

ability benefits of the

highly productive soils — hence, “market fail hat there is no basis to

assume that “allocative efficiency” exists @ g oil resource, currently and
@

especially into the future as population %

price mec
ME response

comment no we were referring to local production facilities that rely on output from HPL
to operate'th sinesses. It is the case that (at a local level) there are economic benefits that
flow from-having these businesses operate locally. These are benefits that are not captured in the

price @7 of a single farmers land sale.
S. J. Smidt-ét al (2018), in the Journal of Environmental Management found that “Urbanization

onto adjacent farmland largely follows economic drivers; that is, farmland is sold to developers
based on profit incentives, among other drivers such as market optimism or risk aversion, for both
the farmer and developer. Two major problems exist with such transactions: 1) land values are
often based on the current market value of production and risk rather than a market value based
on future resource demands and 2) land values are driven by location (e.g., proximity to urban
areas) and not the relative quality of soils across possible development sites - both discount the
long-term resource needs of a growing society. Clearly this is a failure of the market to account
for key attributes of the resource.

In addition, A.J Eagle (PhD dissertation, 2009) found that “Where urban-development pressures
compete with agricultural land uses, reductions in parcel size (with associated farmland and

Treasury:4117351V2 |N-CONF|DENCE 2
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wildlife habitat fragmentation) have serious negative impacts on ecosystem services such as
biodiversity and hydrology. Positive spillovers from agricultural land include landscape views,
environmental services (e.qg., wildlife habitat, flood protection), and open space.”

While this applies in general to land transactions at the urban fringe, none of these externalities
are captured in price transaction between farmer and developer. Again, an example of market

failure.

b
\QA

e Rather, the study claims that land being assigned to its le use (ur

development) is itself the problem, despite there being

ﬁreeks to address),

ere peo@ ve to the nuisance

sitivity’).

to uncompetitive urban land markets (whi
and to suboptimal allocation of property, ri

ME response %
This also depends on the view that no marke .nf‘p
o nT RS

The matters relating to the uncompe@ ban land markets” are discussed below.

/,,,; \ ~
No option assessments /&@ @/

e ME’s CBA consi nl»%the central sal of essentially protecting land rated levels 1, 2,
Tj]Use Ca %A%L C) classification, which comprises some 14% of the
rison, urba are less than 2%, and by some counts less than 1%.)

S , used to lyse multiple alternatives to improve welfare given the problem
ition: As well as identi the most preferred option (including doing nothing in that
%’ e incremental benefits and costs are of sub-features of each
'097 Eg, if th/eﬁfa enefits of protecting just LUC 1 is $X, and of protecting LUC 1 & 2 is SY,
the increr é\tillm]t benefits of protecting LUC 2 is the difference (SY less $X), assuming

linearity. Th ponents that have the highest net benefit contribution can be
pr|0r|t|s

ME resp

We ack \fe e that the study covered all of LUC 1, 2 and 3 in the case study areas. The analytical
frameM Js comprehensive, so it does offer the options of selecting any or all of the LUC classes.
That was not done in the time available.

e For example, refer to the two maps below. The first is the LUC 1, 2, 3 land around Hamilton,
which is highly problematic for the Hamilton Metro plan as part of the UGA’s Hamilton to
Auckland corridor project. The second separates LUC 1 from the rest, and it shows less of an
absolute constraint. A CBA should inform these variants of options.

Invalid basis for the benefits

e Asexplained above, a CBA is not able to result in net benefits if there is no market failure
(ignoring CBAs centred on redistribution policy). The quantified benefits in ME’s CBA are

Treasury24117351V2 |N-CONF|DENCE 3
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increases in net production from the primary sector. If it was the case that it was more
beneficial for HPL to be used more intensively for farming, as claimed, then a market free of
imperfections would already be doing it — a contradiction.

e ME’s CBA claims there are spill-over benefits are claimed in upstream and downstream
supply chains (eg, wider employment in primary processing and transport industries), which
are called “secondary markets” to distinguish from the “primary market”, which in this case
is LUC 1, 2, and 3 land. As explained in chapter 5 of Boardman et al (2004), there are no net
benefits arising from secondary market impacts unless those’sécondary market

suffer from distortions or market failures (ie, where prices‘do-hot’equal margl/@ s(gc 8
opportunity cost). \y‘
h

o Aclassic example is the CBA of a transport that reduces travel costs. The

benefits are the reduced costs. However,a secondround i t is apvincrease in
demand for more accessible land (all @3)’ which increases the price of land.

Counting the latter too would doub one or th % can be counted, but

not both. \\

e When there are inefficiencies in seco r%iarkets, thep %ﬂonal benefits and costs
that result are sometimes called “ i&eS mic benefits”" (WEBs); eg Kernohan and
Rognlien (2011)4. %

ME response J !

ailure.

at thereisn @hr

cial market in the short term, when the
the long term, cumulative effects of loss of the
rrent decision-making by land owners. As noted,
the long term simply do not translate directly into
and prices. Hence the concern that if longer term,
onsidered, then poor management of the HPL resource

3stS from poar resource management and allocation decisions are exacerbated
e HPL r any instances is irreversible.

lower, while any w CSL activity are more or less the same. That outcome is evident at the
aggregate lev, tructure of the rural property market means that such an outcome is not

taken acco t the micro-level (individual farms).

This of cc is why decision-making on resource allocation is more efficient when it takes into
GCCOW/Q»S full range of outcomes, and is not restricted to those important to only commercial
marke\tgi ie/why we have governments.

To us, a critical issue is that any evaluation framework needs to be sufficient to take account of the
range of costs and benefits, over time, and across space. The approach suggested here - to rely on
commercial market responses only, in the short term, to deliver the long term benefits sought from
the HPL — is not adequate or appropriate in our view.

Substantial underestimating of direct costs

3 Particularly holding the degree of land market competition fixed, a point we come back to.

4 Kernohan, D1 and L Rognlien2 (2011) Wider economic impacts of transport investments in New Zealand. NZ Transport
Agency research report 448. 128pp. www.nzta.govt.nz/assets/resources/research/reports/448/docs/448.pdf

Treasury24117351V2 |N-CONF|DENCE 4
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e ME’s CBA ignores the very large losses in welfare from owners of HPL not being able to sell
to higher value uses because it assumes owners of non-HPL land will benefit to the same
extent. ME’s CBA doesn’t monetise this loss to HPL owners, but says “the value of land for
countryside living is usually several times that of land used for productive farming activity”
(p18). These costs would dominate by several magnitudes the claimed net-benefits.

osses to owner. PL land.
10f benefits anditosts among

different segments of the community, CBA does not usually seek entify the “v s” and the
“losers” unless the total outcome for the community vari% antly between different options.

Certainly the NPS is likely to mean that owners of HPL land d have | infrom selling their
land to CSL or urban uses. However, the benefit (fin @}I ain) to land rs.from selling land to

urban or CSL uses is largely a generic one. In most’ , the pr
resource on rural land has little or no effect o to a CS u@a er. The financial return
arises predominantly from the zoned opportunity; the loc

ME response

We have concerns about the notion that there will be large welfa

a with-N a without-NPS will reflect the
difference in the long term opportupi where us land for CSL activity will incur
greater cost / higher loss of benefi an use of the ount of non-HPL land. For a given
level of demand for CSL propertic—:i,\xf} Jérs / rura ers as a group can expect the same
financial gain from sale to C. % asers irresp, @Vg ether the land is HPL or non-HPL.

, iy
Since there is little or no difference for thefqﬁg\em\

This means that most of the differenc

ral landowners, then it is simply inaccurate
'Wre, and that “these costs would dominate by
its”” The effects are predominantly transfers within the

e However, n s a secondary market, and impacts to those landowners are not a
so

%; above. e welfare impacts to the secondary markets feature implicitly, via the

pri chanism.<The mofe of a substitute that secondary markets (non-HPL) were for HPL

%%en the ,.
ifferential between using HPL land for urban use or for primary production. The large

differenti ed in previous paragraph is sufficient to estimate the costs of the policy.
ME respo
The redso or assuming that non-HPL land is a secondary market is not apparent. The HPL

resou CQMC rs across many properties and may be present on some, none or all of the land on an
individuatproperty. The value of a property includes but is not limited to the presence of that HPL
resource. There is no indication that HPL segments of land would be part of a primary market which
is separate from the secondary market. Of note, productive activity does not have a 1:1
relationship with the land resource - many farm units have a mix of LUC classes.

In any case, the presence of the HPL resource seldom affects the value of land for urban or CSL
uses. The presence or otherwise of the HPL is important for differentiating the opportunity cost of
different land use outcomes.

No account of substantial losses from uncompetitive urban land markets

TreasuryI4117351V2 |N-CONF|DENCE 5
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e Protecting LUC 1, 2, 3 land would substantially reduce land supply required to enable
competitive urban land markets, and bring land prices down to marginal opportunity cost.
For an example of the extent of land on which this policy would potentially restrict
development, see the first map of Hamilton below, and to a lesser degree the second map.
Although the NPS-HPS would not strictly prohibit development, it could severely curtail it by
creating substantial transaction costs and uncertainty about planning permission. Absolute
economic impacts can result even when policy makers didn’t intend for the policy to be

implemented absolutely. Economic investment can be highly itive to uncert 5,
especially in relation to planning permission and the mind- ds grow
development by regulators. @
ME response < % < ; D
We have concerns about this on two fronts.

First, protecting the HPL resource would not
available for urban growth is LUC 1-3, and there g nhon-HPL land instead.
It is important to understand the scale of St 1 ¢ tum of land needed for
urban expansion. The combined demand fron j wth councils for greenfield

Moreover, the annual und 2.3%pa for high growth and 1.2%pa for
medium growth cities sugg 7 i centres there will be considerable opportunity

T\
n érns about. %hat protecting LUC 1, 2 and 3 land would undermine

and markets*. ond strategies to “bring land prices down to marginal

ich.dffects land use outcomes must affect the land market. The key
fect. There are different cost implications associated with different
%culaﬂy around the costs of infrastructure. To the extent that the NPS
se patterns and areas to be urbanised, it will also affect land value, and
an economy. However, we would expect limited effect on land prices unless
NPS provisj re to significantly constrain capacity for growth (which under the draft provisions
we woul xpéct to be the case) or to drive an urban growth path where infrastructure costs
were {i@ Ily higher than without the NPS. Given the scale of urban expansion (above) we

Woul&&jpect that to be of significance.

Otherwise, most of the value uplift for land as it transitions from rural to urban use arises from the
increase in its ability to generate returns, with the cost of non-urban land a relatively small share
of the final value as urban land, even though some of the value uplift typically occurs as the urban
edge approaches, prior to the infrastructure, land development, cadastral, zoning and other
changes necessary for urban activity.

5 Eg Dixit, Avinash, and Pindyck, Robert (1994) Investment Under Uncertainty, Princeton University Press

Treasury24117351V2 |N-CONF|DENCE 6
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e The excessive cost of urban land (perhaps in the order of $600 billion nationally) is a key
national challenge, and the NPS-HPL appears likely to exacerbate this, which would
undermine the achievement of the central government’s primary objective for the Urban
Growth Agenda to “improve housing affordability, underpinned by affordable urban land”.

ME response

We have considerable concerns about the claimed “excessive cost of urban land” of up to S6008n.

This estimate is un-sourced.
Moreover, it implies a very large “excessive cost” amount when‘con d on a per dwelling basis,

relative to actual land costs. According to the Reserve Bank e-total value of housing stock is
ugh the urban

mean value of around 5620,000 per urban dwellifg, ¢ i “ rdwelling (at 45% of

land “should” cost around

are around 10 times too high.

Put another way, the figure of S600Bn.impli
only $30,000 per dwelling, and that ential lan

However, there is no evidence to

o iy
S600Bn has been simply dropp : : into assess H:: ! pported and undocumented.
General @ @
At a broader level @ concern the assessment paradigm evident in the Treasury
response, which a icro-lev@ rm and marginal, on the basis that financial returns
1 1 sa

le and Iam% isions will in aggregate result in benefits to society.

e'of the HPL resource, and the processes of land use change through which the
at it is appropriate to assess outcomes at the aggregate level
ecause the loss of highly productive land and its benefits are

uch a cl concern that a very large figure of

6 https://www.rbnz.govt.nz/statistics

Treasury:4117351V2 |N-CONF|DENCE 7
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Date: 31 May 2019 SH-18-4-1
s9(2)(a)

To: (Ministry of Primary Industries)

Cc: Corwin Wallens, s9(2)(9)() s9(2)(@)() (Treasury)

From: Chris Parker (Treasury)

Memo on the indicative CBA of NPS Highly ive Laﬂ&s-

<N

HPL) >
MPI commissioned Market Economics Ltd (ME) to undertake an‘indicative cost berﬁe\f'ﬁfanalysis (CBA)
for the National Policy Statement on Highly Productive %de(NPS-HPL)ﬂ

We wish to draw your attention to the following iss
its findings.

\\/ )
/
The problem definition ) @

e It does not have a problem definition th scribes a' market failure (ie, a reason why
people are failing to maximise % there is no market failure, then
people maximise net benefits%ﬁyﬁ.

oly,
|

ts either from market
imperfections (such as mono lic goods;¢ ities, information asymmetry etc) or
from government failur{(@%&}l’;/as poor re Iéiién}/ is not possible for a CBA of a
government interventiontoresult in a r}éﬂ)\ it when there is no market failure, because

that would contradiet the fact that w %&i@g timised (“allocative efficiency”) when there
is no market failure:” 7\ —
&

e Further, any

itly into
00k; egrefer to chapters 4 and 5 of Boardman et al (2004) Cost Benefit Analysis
pts-and Practice {(or more’modern editions!). This is counter to the description on page

i\)@uchbndowner does not have to consider the flow on effects of the

is itself the problem, despite there being no market failure.

developim

. The,rwo reasons for governments, and for public policy intervention: to correct market
faﬂura{\a d wealth redistribution. The former is relevant in this context. In previous
mb@\'ﬂgs‘, we have suggested some possible contenders for a case of market failure, relating
to uncompetitive urban land markets (which the Urban Growth Agenda seeks to address),
and to suboptimal allocation of property rights (where people that move to the nuisance
have rights under nuisance law and under the RMA as ‘reverse sensitivity’).

No option assessments

e ME’s CBA considers only the central proposal of essentially protecting land rated levels 1, 2,
and 3 under the Land Use Capability (LUC) classification, which comprises some 14% of the
country. (In comparison, urban areas are less than 2%, and by some counts less than 1%.)

1 Treasury reference: Proposed Soils Indicative CBA - Final (Treasury:4113688v1)

Treasury:4117351v2 IN-CONFIDENCE 1



Doc 2
Page 11 of 26

IN-CONFIDENCE

e CBAs should be used to analyse multiple alternatives to improve welfare given the problem
definition. As well as identifying the most preferred option (including doing nothing in that
set), CBAs can inform what the incremental benefits and costs are of sub-features of each
option. Eg, if the net benefits of protecting just LUC 1 is $X, and of protecting LUC 1 & 2 is SY,
then the incremental net benefits of protecting LUC 2 is the difference (SY less $X), assuming
linearity. Then the components that have the highest net benefit contribution can be
prioritised.

e Asexplained above, a CBA is not able to result in he isno'market failure
(ignoring CBAs centred on redistribution palicy), Tk E;}\efl in ME’s CBA are
i ase that it was more

ed, then a market free of

apstream and downstream
i g and transport industries), which

e ME’s CBA claims there are spill-o
supply chains (eg, wider emplo I/In primary pro
are called “secondary markets” to distinguis fro
is LUC1, 2, and 3 land.
benefits arising from r market
suffer from dlstorpop

opportunity cost).. “ /\\C

o Adcl sgmxa ple is th

>

. W\g ere are i ic
Y fgsult are KOMe

Ro nlien (2 )\\ )

i g of direct costs

iés in secondary markets, then the additional benefits and costs
called “wider economic benefits” (WEBs); eg Kernohan and

Substantial und

e ME's es the very large losses in welfare from owners of HPL not being able to sell
to/ﬂ lue uses because it assumes owners of non-HPL land will benefit to the same
e\\ M s CBA doesn’t monetise this loss to HPL owners, but says “the value of land for
cou tryﬁlde living is usually several times that of land used for productive farming activity”
(p18). These costs would dominate by several magnitudes the claimed net-benefits.

e However, non-HPL land is a secondary market, and impacts to those landowners are not a
source of additional benefit or loss over and above those measured in the primary market,
as discussed above. The welfare impacts to the secondary markets feature implicitly, via the
price mechanism. The more of a substitute that secondary markets (non-HPL) were for HPL
land, then the lower the residual demand for urban use on HPL land, and the lower the price

2 Particularly holding the degree of land market competition fixed, a point we come back to.

3 Kernohan, D1 and L Rognlien2 (2011) Wider economic impacts of transport investments in New Zealand. NZ Transport
Agency research report 448. 128pp. www.nzta.govt.nz/assets/resources/research/reports/448/docs/448.pdf

Treasury:4117351v2 IN-CONFIDENCE 2
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differential between using HPL land for urban use or for primary production. The large
differential quoted in previous paragraph is sufficient to estimate the costs of the policy.

No account of substantial losses from uncompetitive urban land markets

Protecting LUC 1, 2, 3 land would substantially reduce land supply required to enable

competitive urban land markets, and bring land prices down to marginal opportunity cost.

For an example of the extent of land on which this policy would potentially restrict

development, see the first map of Hamilton below, and to a Iér degree the second map.
A O

Although the NPS-HPS would not strictly prohibit develop Id severely-curtail it by
creating substantial transaction costs and uncertainty about

economic impacts can result even when policy makers/did
implemented absolutely. Economic investment can &E& ensitive to unce féiinty“,
especially in relation to planning permission and h% mind-sets tow M and
development by regulators. Q

~

anning permiS\si@.<A\bsolute
intend for \e\pbﬁgj,txé be

The excessive cost of urban land (perhaps i order of $S60 % nhationally) is a key

national challenge, and the NPS-HPL ap éarx to exacerba
undermine the achievement of the ¢ {é;\g{emment' rima

is, which would
objective for the Urban

ility, un<de\|

\V{?

Growth Agenda to “improve housing af

4 Eg Dixit, Avinash, and Pindyck, Robert (1994) Investment Under Uncertainty, Princeton University Press

Treasury:4117351v2 IN-CONFIDENCE 3
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Deleted - Not Relevant to Request

From: Corwin Wallens [TSY] /\

Sent: Wednesday, 19 June 2019 4:01 PM /5L

To: 0@ @mpi.govt.nz>; s9(2)(@)) \Q(s? SN @treasury.govt.nz>;
el @treasury.govt.nz>; Chris P Ker | 1 <Chris.Pé{r@ir asury.govt.nz>

Cc: Highly Productive Soils <soils@mpi.govt.nz>; @@ \ N @mpi.govt.nz>; Kay Baxter
<Kay.Baxter@mpi.govt.nz>; <9@OO ?ggo\/t.nv; 9@ .

9@ @mfe:govt.nz>; Melody Guy [TSY]
N ~

<Melody.Guy@treasury.govt.nz> %\ - ¢ ‘ V/f\/
Subject: RE: Highly productive land - updated é@w 1ents recog ig'r@g\ ential costs
AN ‘J/ \\\\\ \
— NN\
] VR
[IN-CONFIDENCE] N O LD
Q" ) , M&"‘ -/

TN
[ ~O\
Hi s9(2)(@) i (O
CR AN
'm sorry we couldn’t come to@n\ag@,@*“ent onc unicating the benefits, risks and costs to decision makers.

Please find our Treasury co mém nd split re meﬁg tion below. If you wish to discuss with leadership you can
contact Melody Guy (com’@ ) in% irstinstance.
AN

O
AN N ’
ing to the égbm/eft\/paper after the Financial Implications section:

2N

Please can you add

affordability set by the G}vi ntin its Urban Growth Agenda (UGA). As a result of the NPS-HPL the supply of
urban land is likely to b \fg ther réstricted overall, for three reasons: councils are likely to increase protections
including by more thands’intended; the NPS-HPL may create more regulatory uncertainty for property developers;
and it will increase consideration performed by councils before effect is given to any policy with the intent of freeing
up land for housiﬁévj\e)v/e}ldpment.

Treasury Comment -
< ‘//,: / O
The NPS-HPL’s aim-to increa e“p\kqjcﬁéc\’;idns on productive land is likely to work against the goal of housing
ge f

Current supply constraints and unmet housing demand have resulted in a price differential between urban-zoned
and agricultural land that is very large, even small increases in restriction risk being very costly. The difference in
prices either side of urban-rural boundaries for a 600 m? section of undeveloped land in Auckland, Tauranga, and
Hamilton is estimated to be at least $136,000 — $207,000. This differential translates to lost value in the region of
$120 million to $182 million for an 80 hectare farm at the urban periphery, prevented from switching to urban land.

The Treasury considers the NPS has a weak problem definition and rationale for intervention. This creates risks of
low benefits, high costs, unintended consequences, and risks to achieving other policy objectives. The Cost Benefit
Analysis (CBA) did not quantify the costs of restricting urban development, owing to the assumption that urban
development can be relocated without any cost.

Split Recommendation
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EITHER [supported by Ministry for Primary Industries]

5. Agree to release the attached discussion document for public consultation over a 8 week period between
August and September 2019.

OR [supported by The Treasury]

6. Defer consideration until more targeted options are provided that reduce the risk of restricting housing
supply accompanied by a cost benefit analysis that quantifies the costs of restricting urban.development.

7. Direct the Ministry for Primary Industries to provide targeted opti @duce theTisk o tricting

housing supply accompanied by a cost benefit analysis. @
= N ;

TE TAl OHANGA Q

2¢ THE TREASURY @ @

Corwin Wallens | Senior Analyst | Te Tai Ohanga - T ry %

s9(2)(k) | Email: Corwin.Wallens@treasun nz

Visit us online at https://treasury.govt.nz/ and f \@Twitten L{\n@h%and Instagram

\ @
i t.nz> /\
Sent: Wednesday, 19 June 2019 1: Q
To: 2@ @treas@Mx 9@ @treasury.govt.nz>;

Chris Parker [TSY] <Chris.Parker@Xcr‘e£§ y.govt.% in Wallens [TSY] <Corwin.Wallens@treasury.govt.nz>

Cc: Highly Productive Soilzszsoms@ﬁi.govt.nz ; ) @mpi.govt.nz>; Kay Baxter
<Kay.Baxter@mpi.govt.n ;ﬁwmk)(ﬁ mfe.govt.nz>; 59@@ ;

From s°@@

$9(2)(9)(i) @mfe.govt.nz>
Subject: RE: Highly iveland - uchuments recognising potential costs

Ki kout
ia ora koutou oL @

Thanks for your message be@

For a number of reason
Ministers cabinet pa

following our discussi
new reasoning n t%w

As an alternative, please see attached here for our revised cabinet paper with edits made to reflect Treasury
concerns and feedback. In particular, please note the following changes:
e Para 8: increased visibility of Treasury concerns around alignment with the UGA and the trade-offs required
up front in the paper
e Paras 27-30: clarification of the problem including around failure of the planning framework (rather than the
land market directly) to consider the value of highly productive land and where land price differentials are
seen in this
e Paras 63-69: edits made in consultation with UGA teams to clarify interactions between the NPS-HPL and
NPS-UD
e Para 73 and 78: brought forward discussion on the limitations of the CBA around opportunity costs for
landowners not being monetised / quantified at this stage.

rewnot going to include that detail/ paragraphs in the executive summary of our
paragraphs are significantly stronger, and much broader, than we had expected
Monday afternoon. | will also note, we disagree with the framing of the issues and see
sly discussed has been included in the proposed para 8.
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Could you please review the changes and advise whether:
e these sufficiently address your concerns; or

e you would like to include a standalone ‘Treasury comment’ as a part of the Departmental Consultation
section?

In parallel, Charlotte Denny, Director Environment and Communities would like to speak with the appropriate
Director at Treasury on any additional comments Treasury may like to include as a separate comment under
Departmental Consultation. Could you please advise who she should be talking to?

You will appreciate this is an urgent issue, we are needing to provide Minister§pdated documents for Ministerial

and cross-party consultation as soon as possible to meet very tight timefra
Nga mihi @
A
| Senior Policy Analyst, Land & Water Policy
Environment and Communities Directorate | Policy & Trade
92K E s92)(@) @mpi.govt.nz @

s9(2)(a)
From: s9(2)(9)()

Sent: Tuesday, 18 June 2019 5:04 PM
Tos@@

govt.nz]

Y

Cc: Highly Productive Soils <soils@mpi.govt.n
$92)(@)

@mpi.govt.nz>; Jeff de Jong

@treasury.govt.nz>; Chris Parker{TSY] <Chris/P reasury.govt.nz>; Corwin Wallens [TSY]
<Corwin.Wallens@treasury.govt.nz>
Subject: RE: Highly productive land - upd t%d ocuments re

Hi s9(2)(a)

nising potential costs

cog
d into the Cabinet paper on page 2 after paragraph 7.

7. The proposed F it-alongside other RMA national direction instruments. This would include
tw f

oIicy Statement on Urban Development Capacity. The proposed NPS-

, the NPS-HPL’s aim to increase protections on productive land could work against
Ffordability set by the Government in its Urban Growth Agenda (UGA). The NPS-HPL is

not intended
possible. e ess the Treasury is concerned the supply of urban land could be more restricted overall,
for three reasons: the NPS-HPL may create more regulatory uncertainty for property developers; councils
may increase protections by more than is intended; and it will increase consideration performed by councils
before effect has been given to any policy with the intent of freeing up land for housing development.

9. Current supply constraints and unmet housing demand have resulted in a price differential between urban-
zoned and agricultural land that is very large. Given the large quantity of land that could potentially be
restricted under the NPS-HPL (14% of all New Zealand land) and the comparatively small extent of urbanised
land (less than 1%), even small increases in restriction risk being very costly. The difference in prices either
side of urban-rural boundaries for a 600 m? section of undeveloped land in Auckland, Tauranga, and
Hamilton is estimated to be at least $136,000 — $207,000. For the owner of an average 88 hectare outdoor
vegetable farm at the urban periphery, prevented from switching to urban land, the lost value would be at
least $120 million to $182 million. The Treasury expects the NPS-UD alone will be insufficient to address
these and other land-use constraints restricting urban growth.

3
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10. The Treasury considers the NPS has a weak problem definition and rationale for intervention. This creates
risks of low benefits, high costs, unintended consequences, and risks to achieving other policy objectives.
The Cost Benefit Analysis (CBA) did not quantify the costs of restricting urban development, owing to the
assumption that urban development can be relocated without any cost and the uncertainty of the impact of

the NPS-UD.

11. We consider that the HPL and UGA and should work alongside and complement each other to better assess
and balance these trade-offs between protecting highly productive land for primary production while

providing for greater urban capacity. i ? &
Nga mihi, @
s92)(0)() &

9@ - . . V=
| Transition & Regional Economic Developm é Te Tai Ohanga= Treasury
S92k | 2@ @treasury.govt.nz

treasury.govt.nz, Twitter, LinkedIn, Instagram @
TE TAI OHANGA @ @
¥ THE TREASURY %

From:$?@® @mpi.govt.nz>
Sent: Tuesday, 4 June 2019 5:31 PM @
@e sury.govt.nz

To: Corwin Wallens [TSY] <Corwin.Wal

. . . . . . 9(2 i
Cc: Highly Productive Soils <50|Is@m<6|§69ﬁw§; sEele) / @mpi.govt.nz>; © @e0
S9Q@(@)(i) : .govt.nz>; @@ ;

=) @treasury.govt.nz>; 590
Chris.Parker@treasury.govt.nz>

s9(2)()()

Kia ora Corwin,

Just wanted to le
We appreciaté
addressed two of.the concerng raised;

We are keen to further
this. Let me come bac

Nga mihi
s9(2)(a) @

the comments below, so we are likely to take you up on your offer to discuss
(L tomorrow.

2O | Senior Policy Analyst, Land & Water Policy
Environment and Communities Directorate | Policy & Trade
s9(2)(K) E 59Q)@

From: Corwin Wallens [TSY] [mailto:Corwin.Wallens@treasury.govt.nz]
Sent: Tuesday, 4 June 2019 4:34 PM

To 2@ @mpi.govt.nz>

Cc: Highly Productive Soils <soils@mpi.govt.nz>; @@ @mpi.govt.nz>; FAOO
s9(2)(9)(i) @mfe.govt.nz>; @)@

$902)(@) @mpi.govt.nz>; @A @treasury.govt.nz>; @0
s9(2)(9)() @treasury.govt.nz>; Chris Parker [TSY] <Chris.Parker@treasury.govt.nz>

Subject: RE: Highly productive land - updated documents recognising potential costs

4
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His9()(@)

Thanks for meeting with us last week. Can you please add the following to the cabinet paper after the Financial
Implications section:

Treasury Comment

Maintaining current protections of productive land, or increasing them as envisioned by this proposal, will work

against the goal of housing affordability set by the Government in its Urban Grewth Agenda. Lan ices for housing
are artificially-high due to existing land use restrictions. The high cost of ho duces social n and physical
capital. (/’7 .

D)
Regulatory protections have already created a difference between t al land permitted- Ub/e used for
urrounded by

housing, and other land uses at the boundary of our cities. At the boun of northern cit
productive land such as Auckland, Tauranga and Hamilton this difference is calcula ei{\}tgl ,000 — $207,000 per
section in 2014 and will be substantially higher now. The cos ﬁ stricting Iaa?uée@; not been quantified in the

Cost Benefit Analysis (CBA) and we expect these costs will the bene i@? nsider a better CBA is
—/

needed to help inform public discussion of the options, R d costs. %\\ :

And please replace paragraph 88 with: § )
The discussion document substitutes for a Iiegu%t ry)lmpact A

N
Of A . The Ministry for Primary Industries [and
other reviewing agency if applicable] h i\é\le\wed the dis %ﬁm\ ument and has confirmed that it is likely to
lead to effective consultation and sup delivery O}R latory Impact Analysis to support subsequent
decisions. C

)

Happy to discuss

4 TE TAI OH %
THET Y
Corwin Wallens | T
n:

alyst L\é'\grﬂ ga — The Treasury
Tel: +55@® Qﬁf ail: Corwi llens@treasury.govt.nz

Visit us online https?//treasg(\ﬁé&{}}fand follow us on Twitter, LinkedIn and Instagram

<§§7

From: Chris Parker [7 hris.Parker@treasury.govt.nz>
Sent: Friday, 31 M3 23 PM

To: @@ \ mpi.govt.nz>; F2@E@0 @treasury.govt.nz>;
Corwin Wallens [TSY]<Corwin.Wallens@treasury.govt.nz>; $9@@0 @treasury.govt.nz>
Cc: Highly Productive Soils <soils@mpi.govt.nz>; s9@)@ @mpi.govt.nz>; s
Sl @mfe.govt.nz>; 592)@

s9(2)(a) @mpi.govt.nz>

Subject: RE: Highly productive land - updated documents recognising potential costs

[UNCLASSIFIED]

Hi 3@@  thanks for the update, and the text below in your email does adequately cover off two of the substantive
issues in the memo (about direct costs and land market competition). There’s also an opportunity for further

elaboration of the problem definition (which we suggested a couple of possible avenues), and option testing.

Thanks, and you have a great weekend too.
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Cheers
Chris

Chris Parker | Principal Advisor, Housing and Urban Growth | Te Tai Ohanga — The Treasury
DDI: S9(2)(K) | Cell:Fo@@) | chris.parker@treasury.govt.nz

& TE TAIl OHANGA
THE TREASURY

From s9(2)(a) @mpi.govt.n \S
Sent: Friday, 31 May 2019 12:31 PM ( / 3 \
o: S9@0) @treasury.govt.nz>; Ch& ] <Chr|yParker@)Zreasurv govt.nz>;

Corwm Wallens [TSY] <Corwin.Wallens@treasury.govt.nz>; $9(2)(@)(0) rgaSurv govt.nz>
Cc: Highly Productive Soils <soils@mpi.govt.nz>; $9(2)(a) i,govt.nz>; s9(2)(g)(i)

s9(2)(9)(i) anz> sg(2)(a)
s9(2)(a) @mpi.govt.nz>

Subject: Highly productive land - updated documents reco tentlaI§
Kia ora koutou

QA

Thanks for taking the time to meet with us yes e% At through a short while ago).
I'd like to keep you in the loop with our progress, please see a € ur latest version of the Cabinet Paper and
Discussion Document (both now with Min'stegfor' view a g%. isterial consultation).

Of particular note, we thought it wo t to the papers now in line with our conversation
yesterday about the risks of the g I} ative’ costs having the}otentlal to be relatively substantial.

D/scussmn document Keg/qub‘ tative cos: ntified in the indicative CBA include the value of sub-
to land owners from less flexibility to subdivide their

Cab P pg/r o] . e costs of potential restrictions on urban expansion have not been
quantifi in-the CBA. Tﬁeﬁe categories of costs may be significant, depending on how councils respond

to the NPS. %\\\ Y )
Following both points %ﬁ einforce the plan to complete further analysis of the costs and benefits following
io

(well, alongside) con e are keen to involve you all in this process.

(AN . | .
In the event we re%&}g additional comments or feedback from Ministers, we will let you know. Otherwise, this may
/ should be shared \'tl’/you early next week.

Have a lovely long weekend and talk soon.

Nga mihi
s9(2)(a)

s9(2)(a) | Senior Policy Analyst, Land & Water Policy

Environment and Communities Directorate | Policy & Trade

Ministry for Primary Industries - Manatt Ahu Matua | Charles Fergusson Tower 34-38 Bowen Street | PO Box 2526 | Wellington | New Zealand
s9(2)(K) E s9(2)(a)
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Manathi Ahu Matua

Ministry for Primary Industries / s
'\--ﬁﬁ

This email message and any attachment(s) is intended solely for the addressee(s)
named above. The information it contains may be classified and may be legally
privileged. Unauthorised use of the message, or the information it contains,
may be unlawful. If you have received this message by mistake please call the
sender immediately on 64 4 8940100 or notify us by return email and erase the
original message and attachments. Thank you.
The Ministry for Primary Industries accepts no responsibility for changes @
Y%

made to this email or to any attachments after transmission from the office.

The information in this email is conﬁdentlal y for the addressee(s), and may
also be legally privileged. If you are not a
a. please immediately delete this email and
2733);

b. any use, dissemination or copyin

CONFIDENTIALITY NOTICE i@ %

return email or telephone (64 4 472

This email message and any attachment
named above. The information it contain:

may be unlawful. If you prave re
sender immediately on 44 y, i
original message and attachments. Thank you.
The Ministry for Primary Industries accepts no responsibility for changes
made to this email or to any attachments after transmission from the office.
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Sent:
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Cc:
Subject:

[IN-CONFIDENCE]
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Corwin Wallens [TSY]

Friday, 19 July 2019 12:35 PM
AParliament: Daniel Cruden
s9(2)(9)(i) [TSY]

NPS Highly Productive Land

Title of paper

EAN

Public Consultation on the Proposed National tement for. ngQ\Iy
Productive Land /Q< -

Minister and
agency

Hon David Parker, Hon Damien O’Connor
Ministry for Primary Industries D)

Description

The paper seeks agreement to consult

Comments

policies u;rth

Planning restrictions have

affordability. While the %ﬁ i

urban development this N
protect productive sa@om housmg V@ c

request.
[ \\

-

Our judgernemZ is'the'proble

The ana{yﬂs dde s not conside

havin o)ﬂio;\s prices or'that
ty

co

rovide more information at your

| \Iﬂon/for policy intervention in land use is weak.
\ impact that cumulative planning restrictions are
additional restrictions will impose net opportunity

is appro he option set has not been developed to avoid potentially
large-negative ( h wellbeing through supporting high house prices. The
olicy will r a/ government options to respond to the housing affordability
% Urban Development.

nga and Hamilton, and over 5206,000 in Auckland. Land use restrictions

are/ already adding over $136,000 to the cost of a section at the edges
% strong public good rationale will work against the goals of the Urban

,Ef\}en the very large price differential between urban-zoned and agricultural land,

even small increases in restriction on urban development risk being extremely
costly. The potential magnitude of costs are so large that even a small likelihood of
increased restriction represents a very significant risk. Increases in house prices and
rents will lead to increased fiscal costs through housing affordability policies like
the Accommodation Supplement and public housing.

Fiscal
implications

There are no immediate fiscal impacts.

Recommended
action

We recommend that you suggest Ministers seek further information from officials

before progressing to Cabinet committee, such as:

e Revise the paper to provide a full outline of the potential costs and risks

e Consider options to mitigate housing risks such as more targeted, limited or
time-bound restrictions
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e Look at and outline options to increase primary production outside of land use
policy

e Look at options to bring the 90% of highly productive soils into crop or
horticulture use that are not currently.

g4 TE TAl OHANGA
THE TREASURY

Corwin Wallens | Senior Analyst | Te Tai Ohanga — The Treasury @ /&
s9(2)(k) Email: Corwin.Wallens@treasury.govt.nz f &J
ifked|

Visit us online at https://treasury.govt.nz/ and follow us on Twitter, L Instagr

v



From: Corwin Wallens [TSY]

Sent: Friday, 26 July 2019 2:11 PM

To: s9(2)(9)(i)

Cc: Melody Guy [TSY]; Chris Parker [TSY]
Subject: DEV NPS - Revised to be shorter
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[IN-CONFIDENCE]

Comments

7
Treasurﬂ@f/o\nmendation

Consultation on the Proposed National Policy Statement for Hi
Treasury contact: Corwin Wallens N <~

{Tyﬁgoductlve Land

Description: The paper seeks agreement to consult the p<u\
Productive Land (NPS), which would strengthen the re frgm S under t
(RMA) for local authorities to protect New Zealand’s:f %&fo uctive Ia d %

) propos d Nq\onaTPoI/cy Statement for Highly
ourte Management Act 1991

an development and subdivision.

The aim is to ensure primary production for export.
é

This NPS asks councils to increase housing *s\\ctbk in
favour of protecting soils that are growing or h\@ thg
potential to grow crops. Planning restrictions-have
increased the price of land and reduc ing
affordability. '

é/er

Jincfeases in
| house prices
and rents would
lead to
increased fiscal
costs through

The impacts of the proposal are Jn sertai
vague and open to |nterpret?)on po incils. Aski
councils to increase protect| nsﬁh ens the —
Government’s goal of e évmg a warm,’
dry house, as contarnln &I s?})ﬂ increase hbus%\

and rents. This is especially-so‘given th framer ‘analysis | housing

in developing the ssumes n neufbsts to affordability

society from prot ductive sélls policies like the
o Accommodation

To avoid inc a@n“g\h use prices ts we suggest
avoiding using land use pollcy and other policy tools

to increase primary produ if hrs is your goal. Land
als may not be available
, for example northern

Supplement and
public housing.
A $10 per week

required to meet your h increase in rents

for housing as a resul

results in
cities have lots of pr Ve@zmls around them. approximately
\\ $65m in
\ \ ) accommodation
AN ;/’ and hardship

assistance per
year.

Support the alternate
recommendation 2.2:

Agree to defer consideration until
more targeted options are
provided that

reduce the risk of restricting
housing supply accompanied by a
cost benefit

analysis that quantifies the costs
of restricting urban development,
and;

Agree to direct the Ministry for
Primary Industries to provide
targeted options

that reduce the risk of restricting
housing supply accompanied by a
cost benefit analysis.

Deleted - Not Relevant to Request
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TE TAI OHANGA
THE TREASU

@0 | Grad Strategy and Productivity | Te Tai Ohanga — The Treasury
DDI:
Visit us online at https://ée%;apv\ ovt.nz/ an wus on Twitter, Linkedln and Instagram
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From: Corwin Wallens [TSY]

Sent: Monday, 29 July 2019 12:56 PM

To: AParliament: Daniel Cruden

Cc: Melody Guy [TSY]

Subject: NPS-HPL option to balance housing and productive land

[IN-CONFIDENCE] &

National Policy Statement for Highly Productive Land at DEV on 31 Ju \\\J

Option to balance productive land and housing goals 7

The NPS-HPL seeks to protect highly productive land from inapp brlate urban develo ent particular worry is
that the soils will be used for lifestyle blocks. The balance is be ng?otectln d rying not to restrict

ifestyle bloc\ \n to stop new suburbs that

provide lots of housing for people from developing. This.can.be done by de proprlate subdivision under
Th|s amendment will not delay

the NPS.

Action %
Add a bullet point d) to page 35 of the dlscuss owment un
subdivision, use and development.

%\7
@Ne 3: Protecting from inappropriate
\\ ) v 7

/
ils where é m density requirement is met to help enable
esJand use for housing where the density of the

d) Allowing urban expansion on proc
housing. Appropriate subdivision o/@/pr tive soil
development is suburban rath rthag /al or life

A\

anga — The Treasury
ns@treasury.govt.nz
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