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FOREWORD
I am pleased to present this first version of the National Infrastructure Plan.
Good infrastructure is vital to a well-running economy. It enables the movement of people, goods
and information around our country and around the world. It services housing and households,
supports the quality of life within our communities and connects those communities with each other
and the rest of the world.
This National Infrastructure Plan contributes to the Government’s economic objectives of:


increasing New Zealand’s productivity growth



maintaining high levels of employment



reducing New Zealand’s vulnerability to adverse events, and



closing the gap with Australia by 2025.

The Government is committed to building better infrastructure to ensure New Zealand can achieve
higher levels of economic growth in the years ahead. It was elected with a mandate to fix the
infrastructure problems that are holding New Zealand back and to target projects that will help us
build a higher-performing economy.
Infrastructure by itself will not get us where we want to be but it should support, not constrain, our
journey there. Infrastructure is integral to our growth agenda but in itself it is not the agenda. We
are not interested in infrastructure for its own sake but in the economic, social and environmental
opportunities that good-quality infrastructure enables.
The Government’s approach to infrastructure has three parts:


a step change in the level of Government investment, with expenditure targeted at key
infrastructure priorities



improving decision-making and management of the Government’s infrastructure assets, and



improving the regulatory environment to facilitate the private sector’s investment in
infrastructure.

We have also established an Infrastructure Unit within the Treasury to provide the Government with
advice on infrastructure issues and appointed an independent advisory board to bring a broader
perspective to this work.
There are a number of different audiences for the information in this Plan. Some readers will be
interested in the Government’s direction and strategy. Others may read the Plan for information
about the projects in their sector or region. Then there are those who will be interested in
information about the history and current state of a sector. The Plan has been structured to help
these different audiences quickly find the information they seek.
I would like to thank the groups and individuals who contributed thoughts and comments in the
consultation phase of the Plan’s development. In particular, I would like to thank members of the
National Infrastructure Advisory Board. Though we have been able to use many of the suggestions
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received, there were also a number of good suggestions that we have not been able to act on in
this Plan. We will look to incorporate these suggestions in future versions.
The new Government has been very active and has achieved a great deal already, but we are
aware that there is still much to be done to create the infrastructure platform that New Zealand
needs to achieve our goals. This National Infrastructure Plan is not intended to be the final word on
infrastructure investment in New Zealand, but rather, the beginning of a rich and ongoing
conversation. This iteration of the Plan is intended to be the first of many. In particular we expect
that future versions will offer an increasingly comprehensive picture of significant infrastructure
investments and policies at all levels of government and within the private sector, greater specificity
about the infrastructure investment plans of government agencies, and updates on how the
Government is progressing towards its infrastructure goals.

Hon Bill English
Minister for Infrastructure
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Part 1 – Strategy
and Priorities

5

VISION
Infrastructure is an enabler of economic growth and social cohesion. The
Government’s vision is that New Zealand’s infrastructure will be of a quality,
reliability and resilience sufficient to support our aspiration to become a
competitive, high-productivity, high-wage and sustainable economy with
good living standards enjoyed by all.


Our markets will function smoothly and efficiently, unconstrained by over-congestion, poor asset
quality, or other infrastructure deficiencies that inhibit economic activity.



Our infrastructure will offer appropriate resilience to natural disaster and changing patterns of
use caused by climate change, rising energy prices and social, technological and demographic
trends.



Our economic infrastructure will be sufficient to enable all who are willing to pay their fair share
of the cost to use it for social and business activities without impediment, while our social
infrastructure will be sufficient to deliver the services demanded by the community wherever the
social and economic benefits exceed the costs.

By Sector:
Our roads, railways, ports, airports and telecommunications systems will offer New Zealanders
greater choice about how we connect with each other and with the world. Our ports and airports will
be competitive and accessible, and we will enjoy affordable ultra-fast broadband, opening up trade
opportunities and enabling all New Zealanders to participate in society and the economic future of
the country.
A variety of transport options will make New Zealand an easy and safe country to move around in
and visit. The full social cost of each transport mode will be transparent and priced accordingly,
enabling people and firms to make the best choice about how they move themselves, their goods
and their ideas.
Our energy and water resources will be generated, abstracted, distributed and allocated efficiently
and fairly and the environmental effects efficiently managed, the resulting dependability of these
essential infrastructure services giving people and firms confidence about investing in
New Zealand’s productive economy.
Our public services – our education, health and justice systems – will recognise the relationship
between physical assets, service levels and outcomes. Agencies will respond dynamically to
forecast or unexpected changes in demand by thinking creatively about alternative ways of solving
problems or delivering services.
Our cities and towns will offer a high standard of urban amenity, with infrastructure investment
strongly integrated with land-use planning. Central government and our cities and regions will plan
together for growth, recognising that strategic decisions about the location and timing of major,
place-shaping infrastructure assets have implications for all. Co-ordinated infrastructure investment
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will enable the right infrastructure to be provided in the right place at the right time, ensuring we get
maximum value from the investment.
Government agencies will invest in infrastructure prudently and resourcefully, rising to the challenge
of an ongoing fiscal constraint by recognising opportunities to make smarter investment and
procurement decisions, embracing creative ideas and drawing on private sector expertise in order
to get more for less.
Government agencies will actively manage their infrastructure assets effectively over their whole
life, recognising that making better use of existing infrastructure assets is just as important as
investing in new assets.
Our high-quality, transparent and lean regulatory environment will balance the interests of different
stakeholders, allocate property rights efficiently and provide for decision-making processes that
give the private sector the confidence to invest in infrastructure in New Zealand, and to partner with
central and local government.
Our engineering, construction and consultancy firms will have the confidence to invest in skills
development and in the future of their businesses, and be able to draw on a reliable supply of
skilled and enthusiastic graduates from our education system. New Zealand firms will be
internationally sought after for their expertise and ability to deliver infrastructure projects.
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INTRODUCTION
Infrastructure is an integral part of modern life. We use roads or trains to get to work and visit
friends; we use electricity to run our factories, light our homes and power our appliances; we use
telecommunications to talk to distant family, and to inform and entertain us.
Infrastructure is important for the services it provides rather than for its own sake. At its best, it
attracts businesses, improves productivity and makes our lives more pleasant. Well-chosen and
operated infrastructure can bring benefits that extend for many generations. But infrastructure is
expensive to build and maintain, and can have significant environmental and social impacts. If we
don’t choose wisely, it may reduce our quality of life and add to the burdens faced by our children.
This Plan outlines the infrastructure challenges that we face and describes what the Government is
doing to address these. In doing so it signals the Government’s determination to succeed and
identifies its priorities. Local government, private sector businesses and iwi are encouraged to
partner with central government to address these priorities for the benefit of all New Zealanders.

CONTEXT
New Zealand in 20 years will be a very different place to the New Zealand of today, in many
important ways. While we can make some predictions about what it might look like, we need to be
prepared and flexible enough to face a variety of future scenarios, some more likely than others.
Statistics New Zealand projections suggest that by 2031 New Zealand’s population will have
increased by approximately 22%, to over five million people. Sixty-two per cent of that growth will
have occurred in the Auckland region, which will have a population of almost two million. The
growth triangle of Auckland, Waikato and the Bay of Plenty will have experienced 34% growth
overall, much of it fuelled by internal migration, compared to 13% for the South Island. There,
Christchurch is projected to remain a significant population growth centre.
This growth will put enormous pressure on infrastructure and natural resources in these parts of the
country. But we also need to be conscious about managing population decline in other areas:
almost half of New Zealand’s 73 territorial authorities are projected to have fewer residents in 2031
than they do today.
The structure of our population will have changed dramatically. By 2031, the 65-and-over age group
will have almost doubled in size, while younger cohorts are expected to remain relatively static or
experience only slight increases. This will put different pressures not only on public finances and
services but on our transport infrastructure, which will have to adapt to cater for a large group of
less mobile people with different needs. The significant infrastructure investment undertaken during
the height of the baby boom years will be at the end of its useful life.
The scientific consensus is that climate change will be a significant environmental and economic
issue, one that will affect our day-to-day lives: the way we travel, do business, develop our cities
and towns, and produce our agricultural and manufactured exports. In 20 years, energy costs and
international obligations will have required us to shift from higher carbon-emitting activities to lower-
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emitting ones, we will be generating and consuming our energy resources in different ways, and we
will be utilising and recycling our water resources more efficiently.
As a result, our economy will need to be different. Even as we shift further towards high value-added
activities, and towards weightless economic activities requiring world-class telecommunications
infrastructure, we will still be a nation that derives significant value from the land. By 2031, the
demand for the transportation of bulk commodities such as coal, milk, wood and aggregate is
projected to have increased by 70%.
We start this journey facing some significant challenges. The recent economic crisis has hit
New Zealand hard and, though the state of our finances looks positive compared with many other
developed countries, we cannot afford to be complacent. Tax receipts have fallen and spending has
increased. We moved from an operating surplus of $2.4 billion in 2008 to an operating deficit of $10.5
billion in the year to June 30 2009. Operating deficits are projected to continue until 2015/16. This will
result in a doubling of net Crown debt by 2013 and further increases beyond that. The Government has
committed to the fiscally responsible path of not letting that debt rise above 40% of GDP and reducing it
to reach 30% of GDP by the early 2020s. As a result, the Government is going to have to significantly
constrain spending over much of the life of the 20-year National Infrastructure Plan. This will drive the
choices the government makes around the way it invests in and manages its infrastructure assets.

GOVERNMENT’S STRATEGY FOR GROWTH
Although the pressures are greater, this doesn’t mean that the Government is going to stop investing
in the economy. In fact, the opposite is true. Recovering from the recession and positioning
New Zealand to succeed, increasing our productivity, growing our exports and narrowing the income
gap with our trading partners will require concerted effort. Government spending will still occur, but
efforts will be focused on improving business confidence and investment, and on jobs and growth,
particularly in the tradable sector – those important industries that earn our foreign exchange or
compete directly with imported goods and services.
Maintaining high levels of employment, creating sustainable new jobs and raising productivity are
critical because this will help permanently raise New Zealand’s living standards, and so have important
social benefits. In addition, moving away from a dependence on borrowing and spending towards
exporting and productive investment will help reduce New Zealand’s vulnerability to future shocks.
The Government has identified six policy drivers that form the core of its economic growth
programme over the next three to five years:


reviewing regulation and red tape



delivering better, smarter public services



education and skills



innovation and business assistance



reviewing the tax system, and



investing in productive infrastructure.

This Plan describes the infrastructure part of that economic growth programme.
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INFRASTRUCTURE AND GROWTH
Why is infrastructure one of the major components of the Government’s economic growth agenda?
It is because we believe that good quality infrastructure investment and asset management will be
instrumental in New Zealand successfully navigating the challenges and opportunities of the next
20 years. Infrastructure fundamentally supports not only our productivity and economic
competitiveness, but also our social and environmental wellbeing.
The OECD suggests that investment in infrastructure – particularly in network infrastructure such as
transport and communications – seems to boost long-term economic output more than other kinds
of physical investment.1 This is because infrastructure investment provides positive benefits to
other sectors. For example, good transport systems improve business efficiency, innovation,
competition and trade, support agglomerations of economic activity, and facilitate a mobile and
flexible labour force. The World Economic Forum identified inadequate investment in infrastructure
as a particular problem in New Zealand, second only to access to finance as a barrier to doing
business.

2

More generally, microeconomic considerations suggest that infrastructure projects contribute to
economic welfare if the benefits of the investment outweigh the costs (where ‘benefit’ and ‘cost’ are
interpreted widely to include all social, economic and environmental benefits and costs, including
negative and positive externalities). In this way, infrastructure spending can generate value for
taxpayers. However, not all infrastructure investment is equal, and it is certainly possible to overinvest or invest in the wrong projects.
This reinforces the need to ensure infrastructure investment is focused not on quantity but on
quality. New Zealand’s medium-term fiscal pressures won’t prevent us from investing in
infrastructure but they will force us to make smarter, higher-quality investments.
For the period of this National Infrastructure Plan, real GDP is projected to increase by over 60%,
from approximately $133 billion in 2008/09 to $213 billion in 2028/29. On an annual basis, this
equates to an increase in the 2-3% range. Our aspirations require a much faster growth rate than
that, around 4.5% a year. Achieving this growth will place significant additional pressure on our
transport, communication, water and energy resources as well as our public services. Infrastructure
investment is important because it will give New Zealand the room it needs to grow, and because
smart infrastructure investment may actually catalyse some of the required growth.

INFRASTRUCTURE PROGRAMME
The Government has a number of roles with respect to infrastructure. It owns a significant amount
of infrastructure, either directly in government agencies or through less direct structures such as
state-owned enterprises. It has a regulatory role, making laws and enforcing them through agencies
such as the Commerce Commission. It has a co-ordination and leadership role, working with local
government and business where these interests overlap. And finally, in the case of one-off or

1

Economic Policy Reforms: Going for Growth 2009, OECD.

2

The Global Competitiveness Report 2009-2010, World Economic Forum.
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unexpected events, there are occasions when the government will intervene directly to ensure that
the public interest is protected, or to remove or resolve barriers to private investment.
Within these diverse roles, the Government has identified three main areas that will be its focus.
These three parts of its infrastructure initiative are as follows.
Public sector investment
To support its economic growth aspirations the Government is making a step change in the level of
infrastructure investment. It has allocated $7.5 billion for new capital spending over five years. In
February 2009, in response to the global financial crisis, $484 million of this was committed to
maintain employment by accelerating existing projects. Another $1 billion was allocated in
Budget 2009, leaving approximately $6 billion available for spending in Budgets 2010 to 2013.
Funding to the transport sector has also been increased and existing plans reprioritised to reflect
growth priorities. Transport spending by central government (capital, maintenance and grants) now
well exceeds $2.8 billion per annum.
In total, the Crown is now spending over $6 billion per annum on maintenance, replacement or new
investment in physical assets.
In addition, local authorities have indicated they will spend around $30 billion, predominantly on
infrastructure, over the next 10 years.
Part 2 of this document describes the major projects that are expected to be completed using this
funding. More information on projects can be found at www.infrastructure.govt.nz.
Better management of public infrastructure assets
The Government owns assets that comprise a substantial proportion of the nation’s infrastructure
portfolio. Valued at over $110 billion, these have been acquired over many decades and represent
a significant public investment. By way of illustration, we note that the interest costs on $110 billion
would exceed the total amount the Government is spending on its ultrafast broadband initiative in
less than three months. In addition, maintenance and upgrade costs for the Government’s
infrastructure portfolio are about $6 billion per annum. It is therefore very important for growth, and
to reduce the burden on future tax payers, that existing assets are well managed.
Unfortunately, some public agencies have poor capability in this area and some assets have been
poorly managed. The second leg of the Government’s infrastructure agenda involves lifting public
sector capability to procure and manage assets more effectively.
This initiative includes:


improving the quality of analysis provided to decision makers



considering a broader range of options when procuring assets, and



better whole of life asset management.

These initiatives are described only in outline in this Plan as, although they are important for overall
productivity, they are of more direct interest to those within the public sector.
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Regulatory reform
Local government and the private sector are major owners of infrastructure in some sectors. To
facilitate local government and private sector infrastructure investment, the Government has a
programme of legislative changes and regulatory reforms. These are aimed at reducing
bottlenecks, increasing certainty of outcomes and reducing the regulatory burden on business.
The Government is committed to working with local government and businesses to improve the
regulatory environment.
The current reform agenda includes changes to the Resource Management Act, amendments to
the Corrections Act and the Local Government Act, an Infrastructure Bill and consideration of
changes to a number of other Acts.
These initiatives are described in outline in this Plan but are not a major focus; the Plan is not the
ideal vehicle for providing information about policy initiatives that develop in the course of months
rather than years. More up-to-date information about these changes can be found on the web-sites
of the responsible agencies.

MACHINERY TO SUPPORT THE INFRASTRUCTURE PROGRAMME
The Government has made several structural changes to ensure that it can deliver on its
infrastructure programme.
The portfolio of Minister for Infrastructure has been created to ensure that infrastructure receives
appropriate consideration at Cabinet level. This role is complementary to the infrastructure-specific
portfolios of energy, transport and ICT. The Infrastructure Minister has responsibility for ensuring
that the Government’s infrastructure agenda is co-ordinated and the Minister has a broader remit
that extends to social infrastructure such as schools and hospitals.
The Government has also created two new bodies. The National Infrastructure Unit is a small group
within the Treasury tasked with advising the Government on infrastructure issues. The National
Infrastructure Advisory Board is a group of experienced practitioners from the private sector and
academia.
The Infrastructure Unit’s responsibilities include:


formulating and monitoring progress on a 20-year National Infrastructure Plan



establishing robust and reliable cross-government frameworks for infrastructure project
appraisal and capital asset management



monitoring the implementation and use of those frameworks



providing advice and support to the Minister for Infrastructure



providing advice to the public sector on infrastructure procurement methods including public
private partnerships, and
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providing support to, and acting as a secretariat for, the National Infrastructure Advisory Board.

The Unit's purpose is not to duplicate or take over the role of other infrastructure-related
government agencies but to work in co-operation with them. It will develop its policy advice to the
Minister in close co-operation with the Advisory Board.
The National Infrastructure Advisory Board provides advice to the Minister and the Unit. Its role is to
bring expertise, experience and a different perspective.
What is infrastructure?
Internationally, infrastructure plans often shy away from a definition of what is actually meant by the
term ‘infrastructure’. Perhaps this is because there is no readily agreed or accepted definition, or
perhaps because to offer a definition may unnecessarily constrain the scope of the plan or raise
questions about why certain sectors have been included or omitted.
While this Plan also avoids offering a rigid definition, we recognise that it is helpful to provide some
idea of the parameters within which it has been developed.
Infrastructure is sometimes defined as the fixed, long-lived structures that facilitate the production of
goods and services, both physical and institutional. More specifically, infrastructure refers to
physical network infrastructure, principally transport, water and energy and communications.
The notion of infrastructure used in the New Zealand National Infrastructure Plan falls somewhere
between these two ideas. The Plan focuses on physical infrastructure of national significance that
has a direct impact on productivity and living standards, such as transport, communications, water
and energy. It also pays particular attention to three of the more capital-intensive sectors within
central government services as a means of highlighting the strategic changes in asset management
that Government seeks to achieve though the Plan.
During consultation on the Plan, we received many suggestions about the sectors or categories of
infrastructure that were not included. These included: tertiary education, science infrastructure,
flood protection, solid waste, the conservation estate, open space and ‘green’ infrastructure, tourist
and visitor infrastructure, cultural and sporting facilities, housing, and the local distribution part of
the electricity transmission system.
We acknowledge that there are many important physical investments that could be broadly defined
as infrastructure but that do not form part of the National Infrastructure Plan. However, this does not
mean that the Government is not undertaking policy work or investing in these areas, and in many
of them the work programmes are significant. Future iterations of the Plan may address these
sectors or work areas.
Exclusions
The National Infrastructure Plan is not intended to:


be an exhaustive list of all infrastructure projects that will proceed over the next 20 years



provide more specificity or certainty about future projects than is already provided by individual
sectoral plans and strategies



provide additional funding beyond what has already either been allocated in the government’s
annual budget or signalled in the fiscal strategy
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be directive, or replace the government’s budget process as the place where trade-offs between
competing investment priorities are considered and resolved, or



be a funding or policy commitment set in stone – it is indicative and provisional and will be
revised according to new information about community preferences, patterns of demand,
demographics, economic performance, and environmental constraints.
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STRATEGIC DIRECTION
This section describes:


the Government’s infrastructure investment and regulatory priorities, and key strategic issues on
the horizon, and



the principles that will guide the Government’s future infrastructure actions and investment.

PRIORITIES
As well as pursuing a clear and comprehensive government-wide approach to infrastructure
investment and asset management, the Government has a number of immediate infrastructure
investment and regulatory priorities. In addition, it has identified a number of strategic issues on the
horizon.
Immediate investment and regulatory priorities
The Government has identified its five immediate infrastructure priorities as: broadband, electricity
transmission, regulatory reform, roads of national significance, and the Rugby World Cup 2011.
Broadband
Modern economies are characterised by high degrees of connectivity. The ability to rapidly transfer
large amounts of information enables a host of business and leisure activities. On-line purchase of
music, movies, television, travel, financial services, groceries, and a huge range of other goods and
services, is now common-place. ‘Smart-phones’ are gaining an increasing share of the mobile
phone market, meaning people have access to the internet wherever they are. New business
models have emerged rapidly as internet access has become widely available. However, access is
not yet ubiquitous and speeds in many areas are still very modest. As access speeds and
connections increase, we expect the use of this medium for business purposes to also increase.
Recognising the future potential of broadband as a general-purpose technology, the Government
has decided to invest in this infrastructure. It is committing up to $1.5 billion to provide ultra-fast
broadband, accessible to 75% of New Zealanders, in the next 10 years. The focus for the initial six
years will be on priority users – businesses, schools and health services plus ‘greenfield’
developments. Government will co-invest with private sector partners in one (national) or more
(regional) Local Fibre Companies. Private sector investment is expected to at least match
Government contributions. A dedicated Crown owned company Crown Fibre Holdings Limited has
been set up to evaluate proposals for potential private sector partners, and manage investments to
achieve the overriding 75% coverage goal. The investment will provide open access to a passive
‘dark’ fibre-optic network. This infrastructure may then be used by commercial providers to supply
high-speed network services.
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Government is also investing in rural broadband. The Government has recently completed a
consultation process on a proposal that would see $300 million of grants made available for
upgrading rural broadband infrastructure such that:


93% of rural schools will be connected to fibre, enabling speeds of at least 100Mbps, with the
remaining 7% to achieve speeds of at least 10Mbps, and



over 80% of rural households will have access to broadband with speeds of at least 5Mbps, with
the remainder to achieve speeds of at least 1Mbps.

These objectives are to be achieved over 10 years focussing in the first six years on upgrading rural
‘backhaul’ and connecting rural schools to fibre. The Government expects to announce its final
policies on rural broadband in early 2010.
Electricity transmission
Transpower, a state-owned enterprise, owns and manages the national electricity transmission
system, the ‘national grid’. This enables the transmission of electricity from the site of generation to
the local distribution networks, where retail companies then provide power to their customers.
The transmission system is crucial to the efficient functioning of New Zealand’s electricity market.
Current capacity constraints limit the efficient operation of the market and reduce resilience to
accidents and equipment failure.
Since 2005, Transpower has obtained approvals for around $2.7 billion of investment. A further
$2.3 billion of upgrades are planned. Major investments include:


the North Island Grid Upgrade Project ($818 million)



the HVDC Grid Backbone Projects ($672 million)



the North Auckland and Northland Grid Upgrade ($420 million), and



the South Island Grid Upgrade Project ($82 million).

Before the establishment of the Electricity Commission in 2004, Transpower did not have revenue
certainty for new investment projects, and new transmission investment could only proceed on a
contractual basis. Due to the multi-layer nature of the required agreements and associated freerider issues, there was little investment in the transmission grid during this period, especially the
main interconnected grid. With the establishment of the Electricity Commission and the associated
regulatory regime governing the approval of transmission upgrades, a significant investment
programme was able to be started.
The Government conducted a review of the electricity sector in 2009. As a result of this review,
transmission investment approval will pass to the Commerce Commission with the passage of the
Electricity Industry Bill in 2010. The changes in the Bill will provide for an integrated assessment of
all Transpower costs (including maintenance, refurbishment and replacements) and revenues. It will
also free up the newly established Electricity Authority to focus on the critical rule making role.
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Regulatory reform
New Zealand’s productivity performance has been very low by international standards (22nd out of
30 OECD countries) and the Government considers that this may in some part be the result of the
cumulative cost of compliance. Consequently, it has initiated a regulatory review programme to
identify and remove inefficient and superfluous regulation.
Key elements of the regulatory reform programme have important consequences for infrastructure
investment and development.
A package of resource management reforms has already been developed by the Government to
improve resource consent processes and streamline decision-making. These will help remove the
unnecessary delays and compliance costs that hinder infrastructure investment. For example, the
Corrections (Contract Management of Prisons Amendment) Act removes the prohibition on the use
of public private partnerships in the management of prisons. The Infrastructure Bill seeks
improvements to utilities’ access to transport corridors.
In addition, there are also a host of other regulatory changes in the pipeline. For example, the
Government is exploring how changes to regulatory settings in transport might drive efficiencies in
the sector. One example is the proposed vehicle weight and dimension rules changes, which would
enable heavier and bigger vehicles to operate on our roads. It is expected that this would have a
significant positive impact on productivity.
Changes to the Local Government Act 2002 will promote flexibility in the delivery of water services
by extending the current 15-year limit on water-service contracts to 35 years, and allowing private
firms to build, own and operate new water and wastewater treatment plants during the contract
period. In addition, the second phase of the resource management reforms will investigate more
complex issues around urban development, infrastructure planning and rural water, including
options for streamlining the designations mechanism, reviewing relevant parts of the Public Works
Act 1981, and exploring how to get better integrated, long-term infrastructure and land-use planning
at the local level.
Roads of national significance
Though there is an increasing emphasis on virtual connections, physical connectivity will remain
important. New Zealand’s state highways provide the main links between our major areas of
economic activity, facilitating the efficient transport of goods and people. Congestion on our state
highways creates inefficiency and makes it more difficult for businesses to operate and grow, and
for people to go about their daily lives.
Increased Government investment in roading (primarily state highways) was announced in early
2009 with the release of the revised Government Policy Statement for Land Transport. This
document signalled state highway investment of around $10.7 billion over 10 years. This
investment will contribute to an increase in the capacity of the transport network, responding to the
pressure on the state highway network and removing these constraints on our economic growth.
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The Government has identified several highways as priorities for improvement over the next 10
years. These roads of national significance are:


Puhoi to Wellsford – SH1



completion of the Auckland Western Ring Route – SH20/16/18



the Auckland Victoria Park Tunnel – SH1



the Waikato Expressway – SH1



the Tauranga Eastern Corridor – SH2



the Wellington Northern Corridor (Levin to Wellington) – SH1, and



the Christchurch motorway projects.

These roads are seven of our country’s most essential routes, which require work to reduce
congestion, improve safety and support economic growth. All seven are the most urgent projects
within, or adjacent to, our five largest population centres.
The National Land Transport fund has been reprioritised to reflect this list.
Rugby World Cup 2011
While projected patterns and level of demand based on demographic and economic growth
forecasts generally provide the basis for identifying future infrastructure needs, the Government is
also mindful of the need to ensure that significant national events, such as the Rugby World Cup,
are also factored into infrastructure planning and provisioning by all infrastructure providers –
private and government.
The Rugby World Cup in 2011 will be one of the largest sporting events ever hosted in
New Zealand. It will provide a significant boost to the international profile of New Zealand, and is
expected to contribute over $500 million in additional GDP to the New Zealand economy. In
addition to a significant television audience, a considerable influx of international tourists is
expected. When combined with domestic interest in the event these visitor numbers will lead to
pressure on transport and other infrastructure, testing their capacity and resilience.
The Government’s priorities are to ensure that New Zealand presents itself in the best possible light
and that the event leaves a legacy for the nation by building our capacity to host future major
events, which will in turn bring their own economic, social and cultural benefits. To this end, the
Government is contributing $190 million to the Eden Park redevelopment programme, and has
jointly purchased (with the Auckland Regional Council) Auckland's Queens Wharf to provide a focal
point for World Cup-related festivities. It is assisting with upgrades to AMI Stadium (Christchurch),
Trafalgar Park (Nelson), Okara Park (Whangarei), and the development of a new stadium in
Dunedin. It is also accelerating certain transport investments such as the Newmarket viaduct
upgrade, and upgrading the rail link to Kingsland and Morningside stations near Eden Park to cope
with this increased pressure. Local government is stepping up with significant infrastructure
investments of its own.
This investment is in addition to costs incurred in developing the bid to host the Rugby World Cup
and in delivering the tournament with the New Zealand Rugby Union.
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Current policy work
Three other priorities are in earlier stages of policy development. These are: reviewing the broader
electricity market, irrigation, and getting better procurement and management of the Crown’s
physical assets.
Electricity sector review
Electricity plays a vital role in developed economies. This means that the Government has a critical
interest in ensuring the market generates an adequate supply of power at a fair price. Constrained
hydro-electricity generation (due to dry winters), and occasional transmission failures have led to
rationing campaigns and some outages. Business perception surveys3 show declining confidence
in our electricity system and suggest that willingness to invest in energy-dependent activities is
abating.
The findings from the most recent electricity sector review, in 2009, concluded that the price for
electricity is roughly in line with the long-run marginal cost of generation investment. The review
also concluded that generation safety margins are expected to increase in the next decade (see the
sectoral analysis on electricity in Part 3). Transmission capacity is also expected to benefit from
increased investment by Transpower. The review noted that supply vulnerability was likely to
persist due to the dominance of hydro electricity, and concluded that improvements to the market
could be made to better manage this vulnerability.
The review made 29 recommendations to improve electricity market operation. These include
measures to improve:


the management of dry years



downward pressure on generation costs



procedures for upgrading transmission services



retail competition and prices restraint, and



governance of the electricity sector.

The Electricity Industry Bill was introduced in December 20094 and has been referred to the
Finance and Expenditure Select Committee for consideration. The Bill includes initiatives to
increase competition, increase security of supply and improve governance.
Irrigation
Irrigation can increase productivity in large tracts of arable land and the productivity improvements
enabled by irrigation are often much higher than the financial cost of providing it. However,
competing uses, environmental concerns and Treaty issues also need to be considered. Farmers
attempting to develop irrigation schemes face significant ‘collective action’ problems and must

3

E.g. https://www.worldcompetitiveness.com/OnLine/App/Index.htm and
http://www.weforum.org/en/initiatives/gcp/Global%20Competitiveness%20Report/index.htm

4

For more on the Bill refer to http://www.parliament.nz/en-NZ/PB/Legislation/Bills/5/a/c/00DBHOH_BILL9726_1-ElectricityIndustry-Bill.htm
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overcome a number of regulatory barriers. Clearing these hurdles has typically been taking 1015 years.
The Government wants to ensure that appropriate schemes can be built. Tensions between
competing uses for water will never be eliminated but the Government believes that wasted effort
and uncertain outcomes can be reduced. Cabinet has therefore agreed to a new strategic direction
for fresh water. This includes a three-pronged approach to improvements to fresh water
management:


a stakeholder-led collaborative process run by the Land and Water Forum that will develop
shared outcomes, goals and long-term strategies for fresh water



engagement between ministers and the iwi leaders group to advance discussions on resolving
high-level freshwater issues, including iwi/Māori rights and interests, particularly in freshwater
management and allocation initiatives, and



concurrent scoping of policy options on matters including freshwater allocation, quality and
infrastructure.

In particular, the Government is looking at ways to improve the regulatory framework to support
optimal rural water infrastructure development as part of the resource management reforms and
‘New Start for Fresh water’ work programme.
Better management of the Government’s physical assets
The performance of the Government’s own infrastructure is an important component of the national
economy. The Government is the largest owner of built assets in New Zealand. The carrying value
5

of its physical assets is more than $110 billion. Across all departments, Crown entities and stateowned enterprises, it spends over $6 billion annually on maintenance of the asset portfolios and on
the purchase of physical assets to support the delivery of government services to the community.
The state sector has a mixed record of long-term asset management: the Office of the AuditorGeneral has reported on some notable procurement failures, and on gaps in asset management
6

capability and practices. For the broader economy to perform to its potential, the state sector must
do better, both in the quality of new investments and in maximising the service potential from its
asset portfolios.
The Government sees strategic asset management as an important part of the agenda for
modernising the delivery of public services, delivering value for money and minimising risk
associated with this significant commitment of budgetary resources.
Since 2008, there has been increased focus on the asset performance and investment intentions of
selected departments and Crown entities responsible for managing large or critical parts of
government asset portfolios. In addition, the Government has adopted the UK Gateway assurance
regime for all high-risk projects undertaken by those types of government entities.

5

Financial Statements of the Government of New Zealand for the year ended 30 June 2009.

6

See http://www.oag.govt.nz/reports/by-type/performance-audits/reports/by-sector

20

The Government intends to press ahead with strategic asset management disciplines that will
support the objectives of the National Infrastructure Plan in four main ways:


Getting better use out of existing assets and networks through a combination of demand
management and asset performance (in terms of availability, utilisation, condition and fitness for
purpose). In some cases, this will avoid the need to invest in new assets.



Improving up-front government decision-making processes and the information used in these
processes, to focus on whole-life cost effectiveness, i.e. the relationship between physical
assets, service levels, risks and outcomes in different sectors, underpinned by robust economic
analysis of investment choices.



Ensuring asset management practice is built and shared right across the public sector, using
knowledge and expertise from local government and overseas jurisdictions to achieve common
standards, methods, language and information.7



Requiring regular disclosure and reviews of the long run (10 years or more) capital intentions
and asset management performance of those government agencies responsible for managing
large or critical parts of the government asset portfolio.

The Government also intends to improve its procurement processes and evaluation of procurement
options. For appropriate projects, it is anticipated that performance will be improved by accessing
the skills and expertise available in the private sector. This initiative may entail contracting out,
public private partnerships, alliancing or other procurement methods where they will provide value
for the taxpayer.
This approach will expand the scope for innovation in design, construction and management of new
assets. Private finance may be used where appropriate to pass the risk to those best placed to
manage it. For example, the Government is investigating whether more prison capacity could be
delivered by use of a public private partnership.
This initiative, while still under development, is likely to include the following actions:


directing government agencies to publish and report results against standardised asset plans



commissioning a programme of external asset management performance audits, and



reviewing the financial delegations that apply between Cabinet, ministers, chief executives (for
departments) and crown entity boards, for capital investments and disposals.

Longer-term issues
Finally, we identify four issues that the Government expects will be nationally important over the
longer term. The first is enhancing transport linkages across the harbour in Auckland, the second is
the relationship between infrastructure and land use planning in our cities, the third is the related
issue of alignment between national infrastructure planning and regional and local planning, and the
fourth is the need to undertake more work on transport pricing as a way of managing demand,
getting the best modal choice, and creating resilience in our transport system.

7

For example, drawing on NAMS Group guidelines on asset management and levels of service, OAG guidelines and
Standards NZ publications.

21

An additional Waitemata harbour crossing
Good transport connections across the Waitemata harbour are critical for Auckland’s economic
performance, providing a vital physical and economic link between north and south of the harbour.
The existing Auckland Harbour Bridge is being strengthened to ensure it remains a strong, safe and
viable link long into the future. However building an additional harbour crossing is an important
priority as the city grows, and it is a key component of the Government’s infrastructure plans for
Auckland.
The New Zealand Transport Agency has been working with councils and the Auckland Regional
Transport Authority in Auckland to identify and protect possible routes for the new crossing, which
could come in the form of tunnels or a bridge. Together with the existing bridge, the new crossing
will encourage and facilitate growth in line with the strategic land use objectives of the Auckland
Regional Growth Strategy, provide a more resilient network, and link rapid transit networks on the
North Shore and Auckland. Provision of the new link will also ensure access across the harbour for
all modes, including general traffic, commercial vehicles, public transport, cyclists and pedestrians.
Although this is a longer term project, technical work focused on planning and engineering has
already started. Also, to protect the route, the New Zealand Transport Agency has lodged notices of
requirement. Construction will likely occur in the second half of the 20-year timeframe of this Plan.
The performance of our cities: infrastructure planning and urban form
Major infrastructure projects, especially transport projects, can have a significant impact on the
location and form of economic activity in our cities: they tend to shape urban development, guiding
or influencing households and firms to make particular locational choices. In this way, the decisions
made about where, when and what infrastructure is constructed, whether it is significant transport
investment or social infrastructure investment such as schools and hospitals, can have a significant
influence on the future anatomy of a city, locking in patterns of demand for generations. The
anatomy of a city can then be a significant influence on the city’s resilience – hindering or helping
its adaption to changing environmental, demographic and economic conditions.
While the Government is concerned about the co-ordination and delivery of infrastructure that
responds to existing problems, investments also need to be able to anticipate future needs,
particularly in a rapidly-growing urban centre like Auckland. This means central and local
government need to think about how to ensure the right strategic, or ‘shaping’, infrastructure is
delivered at the right time and in the right place, to ensure maximum productivity and social welfare
gains over the longer term. In terms of transport, this means giving thought to those projects that
will produce the most desired pattern of household and firm location, reduce aggregate travel times,
facilitate connectivity, and offer long-term economic, environmental and population health benefits.
Work that the Government is currently undertaking as part of phase two of the resource
management reforms, drawing on previous work undertaken by the Ministry for the Environment,
Department of Building and Housing, and Department of Internal Affairs, touches on these issues.
Auckland has New Zealand’s largest urban infrastructure aspirations. These include the Waterview
Connection, the new Waitemata Harbour crossing, a CBD rail tunnel and an airport rail link. It is
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clear that it will not be feasible for Auckland or New Zealand to fund all these multibillion-dollar
projects at the same time. The projects will need to be scoped, prioritised and phased to ensure
that steady progress can be maintained while simultaneously ensuring that work continues on
improving the infrastructure and networks that already exist. This will require the region to reach
clear conclusions about how it wants Auckland to grow, and the balance it wants to strike between
improving existing capacity and adding new capacity to the network. This will also require alignment
with central government plans and objectives, which leads to the next strategic issue.
Alignment between central and local government
Effective alignment and integration between national and local infrastructure investment
frameworks, particularly in our large urban areas, is important for getting the right infrastructure built
in the right place at the right time, and providing greater long-term certainty for developers,
investors, firms and residents. It is also important to identify and enable the integration of different
types of infrastructure so that they can work together in a complementary manner, eg hospitals and
transport, or urban growth areas and water services.
The Auckland governance reforms – still under way during publication of this document – provide
an opportunity for the new Auckland Council to present a comprehensive and agreed vision for the
shape of the city and the infrastructure it will need to deliver the vision. The vehicle for this is a
regional spatial plan (incorporating a regional infrastructure investment plan). The value in a
regional spatial plan is analogous to that of the National Infrastructure Plan: it offers a chance to
facilitate the integrated planning of infrastructure investment; get the right infrastructure built in the
right place at the right time; and provide greater long-term certainty for developers, investors and
firms. Importantly, a regional spatial plan could also facilitate complementary infrastructure
investment that allows local and central government to maximise returns on capital expenditure and
deliver value for money.
If this tool proves a success, consideration might be given to applying it more widely across other
regions in New Zealand. Government thinking on this is at an early stage and forms part of the
phase two resource management reforms, as well as work under way implementing the Auckland
governance reforms.
It is likely that effective alignment between central and local government will require, among other
things:


continued participation by appropriate central government agencies in developing and working
with regional infrastructure and land use planning instruments, and acknowledgement of
regional planning priorities in their own capital planning and asset management frameworks.



acknowledgement within regional plans of central government’s priorities for New Zealand, and
the strategic role that each region plays in the national economy, such as the functional
connections between Auckland and other cities and regions (such as Hamilton and Tauranga)
as well as overseas, and



development and use of common data and planning assumptions at the regional and national
levels.
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Achieving the alignment between central and local government in infrastructure planning will go a
long way to creating the kind of certainty that will both facilitate private investment and ensure
maximum value-for-money out of public infrastructure investment in our cities and regions.
Transport funding and pricing
While there are immediate opportunities to improve key corridors in the roading network to provide
better service levels at current and future traffic volumes, in the longer term building our way out of
road congestion is unlikely to be an affordable or efficient strategy. As with any type of
infrastructure investment, evidence of a capacity constraint does not automatically imply that more
capacity should be built. With road transport, once a certain reasonable level of capacity is
provided, the problems of limited land supply and environmental constraints point to the need for
smarter solutions.
In the short term, the Government is committed to simplifying and improving the quality of the
current Road User Charging system. For example, policies have been developed to allow the
voluntary introduction of electronic distance measurement technology, which can be integrated with
the purchase of RUC licences.
In the long term, an efficient level of use is most likely to be achieved when users pay the full price
for the costs they generate. Current charges (particularly Fuel Excise Duty) are relatively
unsophisticated and weakly targeted. For example, the charges don’t discriminate on type of road
or time of day.
Use of the transport system should, ideally, be based on more accurate price signals to enable
users to make informed decisions about which corridor delivers the best outcomes for the cost.
Once this occurs, current infrastructure will be used more efficiently and, where additional
investment is required, those investing will have a greater degree of confidence in the value
generated by their investment.
To this end the Government is starting to explore how pricing mechanisms in the transport system
can be improved and how it might be possible to move towards new forms of charging and pricing
that replace, rather than add to, the existing system. However, these would need to occur as
technology allows. One of the advantages of the current charging system is its comparatively low
transaction costs. Any new system would also need to be cost effective.

INVESTMENT PRINCIPLES
The preceding section describes the current investment priorities and work programme of the
Government. These activities are driven by a mixture of legacy issues and new government
initiatives. Beyond this programme, the Government believes that there is value in establishing a
consistent and coherent infrastructure investment framework based on a set of published principles.
These will improve transparency in Government decision-making and allow the private sector and
territorial authorities to predict and understand the Government’s responses when issues arise.
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Market or government?
All things being equal, the Government will favour the distributed decision-making power of a
competitive market for the provision of infrastructure. This is because the commercial disciplines
that come from investors risking their own money are difficult to replicate in the public sector.
However, the Government does have a role providing goods and services where:


the goods and services have the characteristics of being ‘public goods’ in the technical sense8



the service is a monopoly and there are advantages in regulating through direct ownership
rather than through the Commerce Act or other regulatory vehicle, or



distributional and equity objectives are better achieved through in-kind provision than through
income support.

Central or local government?
Within the ‘government’ sector, some services and infrastructure are a central government
responsibility and others are allocated to territorial authorities, regional or local. This Government is
not planning to change the fundamental balance of central and local responsibilities, or funding. It is
however looking to work with local government on a number of issues of joint concern.
Tax-funded or user charges?
Where central government is the provider, its preference is to fund infrastructure through user
charges. User charging makes users responsible for the costs of their actions. In the absence of
charges, there are incentives for overuse and demands for an uneconomic level of services. The
Government will apply user charges unless:


the good or service is provided free for income redistribution or other policy reasons (e.g.
health, primary education), or



it is difficult or costly to exclude users and charging is therefore not feasible (e.g. national
defence, law enforcement).

Prioritisation and decision-making
In a world of limited resources, we need to make choices. A choice in favour of one option means
that something else misses out. It is therefore important to make good decisions. This is particularly
true of infrastructure, as infrastructure investments are typically large, have environmental and
social impacts, take years to build and are long-lived.
Given the importance of these decisions, decision makers need to be provided with high-quality
analysis and they have an obligation to consider that analysis as objectively as possible. For
publicly-funded projects, the aim of analysis is to determine how the project will impact on public
welfare. The concept of welfare includes economic growth, environmental and health
considerations. There are well-established methods to quantify these considerations in most

8

That is, consumption by one person does not reduce the ability of another person to consume (in economic terms they are ‘nonrivalrous’) and it is difficult to exclude people from consuming the good, which in turn means they can’t be charged for it (they are
‘non-excludable’).
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situations.9 The value of equity or distributional effects cannot be quantified objectively or
empirically and needs to be considered separately. However, even where a policy is promoted for
distributional reasons, decision-makers should have an economic welfare analysis to support their
decisions and ensure they understand the costs of any distributional decision.10
To be eligible for funding in future, projects need to demonstrate that they are consistent with
government strategy, that they have net welfare benefits and that these are greater than alternative
projects.
Transparency in decision-making is a useful way of improving the quality of analysis. Publishing of
analyses allows outside scrutiny and thereby encourages the public service to lift its game. It also
creates pressure for the Government to justify its actions if it chooses a direction or investment not
supported by the analysis. The Government is considering ways to increase the transparency of its
decision-making and where it would be appropriate to publish the decision support analysis it
receives.
Procurement
Having decided to provide a piece of infrastructure, and having identified who will pay for it, the
Government must then decide how to procure the asset. Contracting out, rather than delivering the
asset and/or services ‘in-house’, allows those paying to benefit from the innovation and drive for
efficiency that results from competition and strong contractual arrangements. The Government will
take opportunities for contracting out where these can be shown to provide value for money.
Access to finance is not a fundamental determinant of procurement method, but private sector
financing may be appropriate to create the right incentives around an out-sourced service.
Asset management
While public focus is often on new infrastructure projects and new spending, effective management
of existing Crown (and local government) assets is also important if we are to realise our economic
goals and deliver better public services. The Government expects greater efficiency from the
management of existing assets at both central and local government levels.
Application of these principles by sector
Applying these principles to each sector, we reach the following conclusions:


Road transport. Roads provide monopoly services and are therefore owned by central or local
government.11 New Zealand has a pay-go system in which all road user charges are directed to
the National Land Transport Fund. Beyond commitments already made, the Government will
look to fund any increases in investment from higher user charges.

9

An economic analysis is therefore much more wide-reaching than a typical commercial business case. Government agencies
applying economic analyses will usually be required to complete a business case to ensure the project’s effects on the agency’s
budget are known.

10

All significant new central government investments are also subject to confirmation and comparison across projects through
the normal budget process.

11

Privately-operated roads are also possible under existing legislation, although these provisions are not currently in use. Any
concession to operate a private road as part of the public network would include terms to set prices and ensure public access.
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Rail. Rail freight is operated by a state-owned enterprise. Though it is not currently operating on
a fully commercial basis, the Government expects it to move to a commercial basis over time.
Metro rail is funded by users directly through the fare box, and by people who benefit indirectly
from the service (ratepayers and road-users).



Ports and airports. Ports and airports operate within a competitive market and their investment
decisions respond to a combination of market signals and local interests. The Government
encourages these sectors to carefully consider their investment decisions but does not see
conditions that might justify government intervention.



Energy. New Zealand has a market-based system for gas and electricity. This means that
additional projects will be financed and provided by market participants.



Telecommunications.

New Zealand

has

a

market-based

system

for

investment

in

telecommunications infrastructure. Recently, the Government has decided that the roll-out of
ultra-fast broadband is not occurring rapidly enough and has therefore decided to allocate up to
$1.5 billion to make it happen. It is also considering a levy of users to fund a specific rural
broadband initiative. This funding is targeted at the underlying ‘passive’ network infrastructure
rather than active services. Aside from this commitment, funds for additional projects will need
to come from the market.


Water. Though water services are the responsibility of local government, the provision of water
for irrigation and electricity generation is generally driven from the private sector. This means
that funding for projects also needs to come from the private sector. The Government
recognises that there may be some regulatory and co-ordination issues that need to be better
understood and addressed.



Health, education and corrections. Government services such as these are public goods, but
they are also most affected by the Government’s fiscal constraint. Capital expenditure required
by these sectors will need to be accommodated within available resources and prioritised
appropriately.
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FUTURE DEVELOPMENT OF THE PLAN
The Government has indicated that this Plan will be the first of many. Options for development of
the next Plan are now under consideration.
This initial Plan describes the Government's current investment plans and policy programmes. It
also surveys each sector and draws some conclusions about the state of each. It looks forward to a
greater or lesser extent depending on the state of forecasting and planning that currently exists in
each sector. Few sectors currently have forecasts extending to ten years and none go beyond that
period.

WORK PROGRAMME
There are a number of enhancements and extensions to the Plan that may be possible. These
include extending the scope and developing projections of infrastructure needs with a horizon of 20years or more.
The first stage is to agree the scope, after considering whether to include any additional sectors.
Submitters have suggested including a number of additional sectors such as tertiary education,
science infrastructure and public housing.
The next stage is to look at future demand scenarios and other forecasts held by the agencies
responsible for each sector. This work, even performed at high level, aims to:


provide greater clarity as to when capacity problems might emerge and the potential costs of
responding to them within current policy settings and service levels



link to the Long Term Fiscal Outlook and constraints on expenditure



create a common understanding of likely long-term infrastructure issues that will need to be
addressed



be used to coordinate and/or align long-term plans and investment intentions by a wider range
of infrastructure owners and responsible agencies



assess the capability of institutional arrangements to address the identified gaps, and



drive policy work around key policy issues such as demand management.

Following the demand analysis we will identify gaps and the institutions best placed to fill these.
Generic infrastructure or economic work is likely to be best handled by the Infrastructure Unit, while
sector-specific analysis is likely to be best handled by the responsible sector agency. Depending on
the outcome, further work will then be needed to identify the policy directions and other implications
that arise.
Where investment gaps are identified we will need to find ways to make available dollars go further,
by reducing low value projects or increasing efficiency, or tapping new funding sources. Greater
private sector participation in the provision of public services may form part of this mix.
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A number of other work-streams may also contribute to the next Plan. For example, depending on
the timing, there may be results that can be incorporated from the Land and Water Forum;
development of the next tier of roads of national significance; and the second phase of the
Resource Management work. We will also be working on several related initiatives such as capital
asset management and decision support tools.
Finally, there will be a need to consider whether the output of this work is best presented in a
revised infrastructure plan, a new annex to the existing Plan, or some other format such as working
papers.
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Part 2 – Planned
Investment
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INTRODUCTION
This part of the Plan provides a list of the major projects in each of the sectors we cover. The list is
not comprehensive and is based only on information that is publicly available or that is not
commercially sensitive. A more detailed list is available on the website of the National Infrastructure
Unit: www.infrastructure.govt.nz.
A more detailed description of each sector, including further detail about the drivers of and barriers
to investment, is included in Part 3 of the National Infrastructure Plan: Facts and Issues.

ROADS
The publicly-accessible roads in New Zealand are owned by the Crown (in the case of state
highways) or local authorities (in the case of local and arterial roads). Maintenance and new
construction are paid for through user charges (fuel excise duty, road user charges, and motor
vehicle registration) as well as contributions from ratepayers. These funding sources target those
who directly benefit from the roads.
Each year, hundreds of roading projects are approved and funded based on a prioritisation and
decision-making process employed by local authorities and New Zealand Transport Agency,
working within the framework created by the Land Transport Management Act (LTMA) 2003 and
the Government Policy Statement (GPS) on transport. In May 2009, the Minister of Transport
released a new GPS that identified investment in economic growth and productivity as the priority.
The 2009/12 National Land Transport Programme (NLTP), released in August 2009, reflected that
reprioritisation. The roading projects listed below are some of the more significant projects that are
under way or in the pipeline.
Total investment in transport infrastructure has significantly increased over previous years, and the
focus has been put on projects that will contribute most to improving productivity. The following
graph sets out anticipated expenditure as per the 2009/10-2018/19 GPS. This excludes local
government contributions.12
Figure 1: Target land transport programme expenditure 2009/10 – 2018/19
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The expenditure depicted in the graph on this page does not include carry forwards and relates only to National Land Transport
Programme Expenditure (excludes rail capital investment). Actual expenditure in 2009/10 is forecast to be over $3 billion.

The 2009/12 NLTP invests nearly $7 billion in the following infrastructure-related activity classes:13
Table 1: Infrastructure-related investment in the 2009/12 NLTP
ACTIVITY CLASS

FUNDING ALLOCATED ($M)

State highway improvements – other than roads of national significance

1,715

State highway improvements – roads of national significance

1,359

State highway maintenance and operations

897

Local road maintenance and operations

743

Local road renewals

696

State highway renewals

633

Local road improvements

480

Public transport infrastructure

269

Walking and cycling infrastructure

51

Total

6,843

Note: the 2009/12 NLTP will also fund $1,807m of non-infrastructure related activities, most of which is for road policing and public
transport subsidies
Source: New Zealand Transport Agency

In terms of the roads of national significance, the total cost estimates of these (some of which have
funding allocated from the 2009/12 NLTP) are as follows:
Table 2: Roads of national significance
PROJECT

TOTAL COST ESTIMATE ($M)

AUCKLAND

Puhoi to Wellsford – SH1

1,240-1,520

Completion of the Auckland Western Ring Route*

1,490-1,820

Auckland Victoria Park Tunnel – SH1*

396

WAIKATO

Waikato Expressway – SH1*

1,700-2,100

BAY OF PLENTY

Tauranga Eastern Link – SH2*

450-550

WELLINGTON

Wellington Northern Corridor (Levin to Wellington) – SH1

2,100-2,400

CANTERBURY

Christchurch Motorway Projects*

660-800

* Denotes: construction elements of these projects are included in the 2009/12 NLTP
Source: New Zealand Transport Agency

In addition to the roads of national significance, several large transport investments will be
investigated and (if acceptable) considered for inclusion in the relevant Regional and National Land
Transport Programmes beyond 2012, including:

13

Available at: http://www.nzta.govt.nz/resources/national-land-transport-programme/2009-2012/index.html

33

Table 3: Some of the larger transport infrastructure projects to be considered for funding beyond 2009/12
(other than the roads of national significance)
CANDIDATE PROJECTS

REGION

CURRENT TOTAL COST
ESTIMATE

Additional Waitemata harbour crossing

Auckland

$3-6bn

East-west SH20 connection

Auckland

$1.4-1.7bn

Auckland urban arterials improvements*

Auckland

$1-2bn

Auckland Manukau Eastern Transport Initiative (AMETI)*

Auckland

$300-500m

North Shore bus way extensions

Auckland

$200-250m

Penlink*

Auckland

$150-200m

Kopuku realignment

Auckland

$75-100m

Hamilton southern links

Waikato

$550-650m

Potential improvements to SH1 Desert Road

Waikato

$130-200m

Wairere Drive improvements*

Waikato

$90-110m

Mangatarata four laning

Waikato

$75-100m

Church to Timbermill four laning

Waikato

$70-90m

Graham’s bridge realignment

Waikato

$50-75m

Maramarua Deviation

Waikato

$50-70m

Tauranga northern arterial

Bay of Plenty

$350-500m

Hairini link

Bay of Plenty

$180-220m

Katikati bypass

Bay of Plenty

$90-120m

Tauriko bypass

Bay of Plenty

$80-120m

Rotorua eastern arterial

Bay of Plenty

$75-90m

Omokoroa intersection

Bay of Plenty

$30-50m

Prebensen Drive*

Hawkes Bay

$25-40m

Vickers Road to New Plymouth

Taranaki

$45-70m

Petone to Grenada link

Wellington

$200-300m

Kennedy Good interchange

Wellington

$100-150m

Melling interchange

Wellington

$45-60m

Potential improvements to SH1 Kaikoura Coast

Canterbury

$100-200m

Woodend bypass

Canterbury

$80-90m

Lyttleton tunnel improvements

Canterbury

$75-90m

Gates of Haast realignment

West Coast

$35-40m

Homer tunnel improvements

Southland

$35-60m

* Denotes: construction elements of these projects are included in the 2009/12 NLTP
Source: New Zealand Transport Agency

RAIL
As a state-owned enterprise, KiwiRail is expected to pay for the maintenance, renewal and upgrade
of rail infrastructure through the revenue generated from its freight and other businesses. The board
of KiwiRail prioritises and approves projects based on the expected contribution that each project
will make to KiwiRail’s commercial performance. However, KiwiRail is not generating enough
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commercial revenue to cover its full costs and currently relies on government capital grants and
operating subsidies.
The Government wants to set KiwiRail on a path towards commercial independence and long-term
viability. For that reason, any financial support for it will focus on helping it catch up on deferred
capital expenditure in those parts of the rail network where rail offers the greatest comparative
advantage to other transport modes, based on undistorted price signals. This is likely to be in the
transport of bulk goods, and imports and exports to and from major ports, where rail offers a vitally
important alternative to road transport. This will relieve congestion and provide a greener and more
cost-effective transport solution for some users.
In the urban areas of Auckland and Wellington, metro rail services remain the responsibility of the
regional councils. They specify the desired level of service and undertake required infrastructure
projects in conjunction with NZTA and KiwiRail. The scale of recent metro rail infrastructure projects
in both cities (including the replacement of ageing rolling stock) has required significant investment
from central government. The Government is committed to finishing these projects, which will
enable patronage levels on metro services to continue growing.
Significant committed investment is outlined below, categorised into: Freight and National Network;
Tourism and Long-Distance Passenger; and Auckland and Wellington Passenger. Many of these
projects are under way or nearing completion.
Table 4: Rail infrastructure projects
PROJECT

TOTAL COST

SCHEDULED

$M

COMPLETION DATE

20 new diesel locomotives

75

Late 2010

Wagon & locomotive upgrades

40

Ongoing

Track and infrastructure upgrades

40

Ongoing
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2010/11

FREIGHT AND NATIONAL RAIL NETWORK

LONG-DISTANCE PASSENGER

TranzScenic Carriage Upgrades (TranzAlpine and TranzCoastal)
AUCKLAND PASSENGER RAIL DEVELOPMENT

Double-tracking of Western Line between Newmarket and Swanson

200

June 2010

Trench through New Lynn

160

June 2010

Rehabilitating Onehunga branch line

10

June 2010

Spur line to Manukau

50

October 2010

Railway station upgrades

60

2011

Electrification of the Auckland network (traction and signalling)

500

2013

New electric multiple units (EMUs), including stabling

500

2013

WELLINGTON PASSENGER RAIL DEVELOPMENT

Double-tracking and electrification – McKay’s Crossing to Waikanae

90

Late 2010

Wellington station entry (third line)

40

Mid 2010

New EMUs (Matangi), including stabling

270

2011

Compliance (power supply and signalling) with new EMUs

60

2011

Railway station upgrades (and Kapiti EMU stabling)

25

2011

Source: The Treasury, Ministry of Transport, KiwiRail
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Future capital requirements
Subject to policy decisions about the size of the rail network and level of service the Government
wishes to support, it is possible that KiwiRail will undertake further capital expenditure. For
example, the current locomotive and wagon fleet is old (average age is 30 years for locomotives
and 25 years for wagons) and prone to structural failure, and thus allows little or no room for
revenue growth. In addition, a new interisland rail ferry is likely to be needed by 2016 to replace the
ageing vessel Arahura. This may cost up to $250 million to purchase, or long-term leasing
arrangements will need to be put in place.
Demand for further investment in the Wellington and Auckland metro rail systems will also continue,
although this is driven by passenger demand and the investment plans of local government, rather
than KiwiRail as the national rail operator. Beyond the projects already approved and under way,
regions have significant aspirations for the ongoing development of their metro passenger rail
systems, which would require expenditure of billions of dollars over the next 20 years:


Auckland is planning for an inner-city underground passenger rail loop connecting the Britomart
Transport centre and the North Auckland Line near Mt Eden station, a rail link to the airport, a
rail line connecting Avondale and Southdown, and a rail tunnel under the Waitemata Harbour to
the North Shore.14



Wellington is planning for the purchase of further electric trains, and ongoing improvements to
rail corridors, stations and park and ride facilities, including the provision of ‘feeder’ shuttle
services.15



Christchurch is investigating the possibility of introducing commuter rail, and a commuter
service between Hamilton and Auckland is also being investigated.

PORTS
New Zealand’s ports operate as commercial enterprises and as such, investment in port
infrastructure should be based on the expected direct returns from that investment. However, most
ports still have a significant proportion of local government ownership and in some cases, it
appears that shareholders are investing in ports for regional development objectives rather than for
strictly commercial reasons.
The infrastructure that the port companies invest in and, ultimately, their commercial success is
significantly influenced by the decisions their customers make about where they send their ships or
goods.
Though there is limited public information available on planned investment in ports, we are aware of
some developments in Auckland and Lyttelton.

14

For more information, see the draft Regional Land Transport Strategy at www.arc.govt.nz

15

For more information, see the Wellington Rail Plan, available at: http://www.gw.govt.nz/section1128.cfm
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The Ports of Auckland Port Development Plan 2008

16

identifies potential options for reclamation to

extend the Ferguson and Bledisloe wharves:
Figure 2: Conceptual programme of port development for Ports of Auckland
Fergusson North Stage One
Fergusson North Stage Two
Reclamation
Berth
New Terminal Stacking Plant/System
Fergusson Container Terminal
Bledisloe Container Terminal
Bledisloe North Development
Further Reclamation between Bledisloe
and Fergusson Container Terminal
2008

2010

2015

2020

2025

2030

2035

2040

Source: Ports of Auckland Port Development Plan 2008

The Lyttelton Port of Christchurch is currently investigating two projects: capital dredging and a coal
stockyard expansions project.

17

AIRPORTS
Like New Zealand’s ports, our airports also operate as commercial enterprises with infrastructure
investment decisions generally being made on the grounds of expected return on investment. But
also like our ports, most airports still have a significant proportion of local government ownership,
which can lead to regional development objectives driving or influencing some investment
decisions.
The capital investment decisions that an airport makes are also strongly influenced by the
willingness of its airline customers to pay increased charges for upgraded facilities.
Table 5: Main airport projects currently planned
PROJECT

TOTAL COST $M

IN-SERVICE DATE

AUCKLAND AIRPORT

Airfield

10

Not known

International Terminal

32

Not known

CHRISTCHURCH AIRPORT

New Terminal Development
Roading and Services Infrastructure

215

2013

15

2013

6

2016

5

2011

GISBORNE AIRPORT

Runway resurface
HAWKE'S BAY AIRPORT

Runway extension

16

Available at: http://www.poal.co.nz/news_media/publication.htm

17

See: http://www.lpc.co.nz/RP.jasc?session=F53D594C52546F5335B65B137E0841&Page=N278P2
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PROJECT

TOTAL COST $M

IN-SERVICE DATE

PARAPARAUMU AIRPORT

Permanent terminal

10

2013

Runway asphalt overlay

6

2010

Runway end safety area – East

8

2011

8

2011

terminal expansion

60

2010

Ongoing apron-taxiway refurbishment

20

2020

Main terminal expansion

195

2030

Apron airside and runway works

115

2030

Car park expansion

140

2030

QUEENSTOWN AIRPORT

ROTORUA AIRPORT

Runway extension and runway end safety area
WELLINGTON AIRPORT

North Terminal Pier redevelopment including international

Source: New Zealand Airports Association

ELECTRICITY AND GAS
The generation, transmission and distribution of electricity, and the production and distribution of
natural gas, all occur within a competitive energy market. This means that all new energy-related
infrastructure investment, whether it’s building a new windfarm or constructing a new high-voltage
transmission line, is based on the expected return on investment from those projects.
The Government, through the Electricity Commission, regulates the operation of the electricity
industry and markets. The views of the Electricity Commission influence whether projects go ahead.
For gas, the Gas Industry Company (an an industry-owned entity) undertakes a regulatory role in
conjunction with the Government.
The energy investments outlined below respond to the need for significant increases in capacity.
Electricity generation
Investment in generation (notably from wind and gas) is growing steadily. The table below shows
current planned investment in generation:
Table 6: Planned investment in generation
PROJECT

FUEL

OWNER/OPERATOR

CAPACITY

IN-SERVICE STATUS

(MW)

DATE

NORTHLAND

Kaipara Harbour pilot

Marine

Crest Energy

1 (pilot)

2011

Consent under appeal

Rodney

Gas

Genesis

480

2013

Consent under appeal

Otahuhu C

Gas

Contact Energy

400

2015-2020

Consented

Awhitu

Wind

Genesis

18

2015-2020

Consented

AUCKLAND

38

CAPACITY

IN-SERVICE STATUS

(MW)

DATE

Geothermal Contact Energy

20

2010

Under construction

Nga Awa Purua

Geothermal Mighty River Power

132

2010

Under construction

Waipa

Hydro

Hydro Energy Ltd

7

2010

Under construction

Te Uku

Wind

WEL Network

84

2011

Consented

Te Mihi

Geothermal Contact Energy

60

2013

Consented

Hauāuru mā raki

Wind

Contact Energy

540

2015-2020

Applied for consent

Taharoa

Wind

Taharoa C /

100

2015-2020

Consent under appeal
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2015-2020

Consented

35

2015-2020

Applied for consent

PROJECT

FUEL

OWNER/OPERATOR

WAIKATO

Centennial Drive –
Tauhara

PowerCoast
Taumatatorara

Wind

Ventus

BAY OF PLENTY

Rotoma

Geothermal Rotoma No. 1
Corporation

TARANAKI

Stratford

Gas

Contact Energy

200

2010

Under construction

Waverley

Wind

Allco Wind Energy

135

2011

Applied for consent

Mokau

Hydro

King Country Energy 10

2015-2020

Consent under appeal

Titiokura

Wind

Unison / Roaring 40s 48

2010

Consented

Te Pohue wind farm

Wind

Hawke's Bay Wind

225

2011

Consented

HAWKE'S BAY

Farm Ltd
Waitahora

Wind

Contact Energy

149-177

2013

Consent under appeal

Te Rere Hau Stage 4

Wind

NZ Windfarms

15

2010

Consented

Central Wind

Wind

Meridian Energy

120-130

2015-2020

Consent under appeal

Te Rere Hau Extension

Wind

NZ Windfarms

28

2015-2020

Applied for consent

Turitea

Wind

Mighty River Power

335

2015-2020

Applied for consent

Marine

Neptune Power

1 (pilot)

2011

Consented

Long Gully

Wind

Mighty River Power

12.5

2015-2020

Applied for consent

Mill Creek

Wind

Meridian Energy

71

2015-2020

Consent under appeal

Hydro

TrustPower

70

2012

Consent under appeal

Belfast

Diesel

Orion

11.5

2012

Consented

Bromley

Diesel

Orion

11.5

2012

Consented

North Bank Tunnel

Hydro

Meridian Energy

200-280

2015-2020

Consent under appeal

Rakaia River

Hydro

Ashburton Com.

16

2015-2020

Consented

41-69

2015-2020

Consent under appeal

MANAWATU

(Moawhango)

WELLINGTON

Cook Strait Marine
Energy pilot

MARLBOROUGH

Wairau
CANTERBURY

Water Trust
Mt Cass

Wind

MainPower
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PROJECT

FUEL

OWNER/OPERATOR

CAPACITY

IN-SERVICE STATUS

(MW)

DATE

6

2011

Consented

WEST COAST

Amethyst

Hydro

Westpower /
Harihari Hydro Ltd

Arnold (Dobson)

Hydro

TrustPower

46

2011

Consent under appeal

Mokihinui

Hydro

Meridian Energy

85

2013

Applied for consent

Matiri

Hydro

New Zealand

5

2015-2020

Applied for consent

25-50

2015-2020

Applied for consent

Energy Ltd
Stockton Plateau

Hydro

Hydro
Developments Ltd

OTAGO

Mahinerangi

Wind

TrustPower

200

2011

Consented

Project Hayes

Wind

Meridian Energy

630

2011

Consent under appeal

Hawea Control Gate

Hydro

Contact Energy

17

2012

Consented

Kaiwera Downs

Wind

TrustPower

240

2015-2020

Consented

Mt Stuart

Wind

Pionner Generation

6

2015-2020

Applied for consent

Retrofit
SOUTHLAND

Source: Electricity Commission: Generation Projects 2009

Electricity transmission: Transpower
Transpower is refreshing its grid development strategy in a project called “Transmission 2040”. The
strategy produced by Transmission 2040 will outline how Transpower will think when developing
the national grid over the next 40 years, focussing on how changes in technology (both on and off
grid) will be approached. The annual planning report presents Transpower's long-term approach to
network investment, such as major upgrades announced to the North Island’s grid and the interisland HVDC link. See the following table for a summary of projects which Transpower is proposing,
which are either committed (approved by the Electricity Commission) or not committed (pending
approval).
Table 7: Summary of Transpower projects
IN-SERVICE

COMMITTED

$M

DATE

(Y/N)

83

2010

Y

Marsden Bus Security Upgrade

7

2010

Y

Maungatapere Bus Security Upgrade

4

2010

Y

Bombay Bus Security Upgrade

5

2010

Y

Redclyffe Bus Security Upgrade

2

2010

Y
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2010

Y

Replacement

17

2011

Y

Wilton 110 kV Interconnection Transformer Replacement

10

2011

Y

2011

N

PROJECT

TOTAL COST

NORTH ISLAND

Otahuhu Substation Diversity

Wanganui-Statford Transmission Line
Masterton-Mangamaire-Woodville Line Conductor

Western Bay of Plenty Upgrade

40

PROJECT

TOTAL COST
$M

IN-SERVICE

COMMITTED

DATE

(Y/N)

North Island Grid Upgrade

824

2010-2012

Y

HVDC Inter-island Link Pole 3 Project

672

2012

Y

2012

N

141

2013

Y

473

2014

Y

19

2011

Y

Lower Waitaki Valley

2013

N

Upper South Island Grid Upgrade

2013

N

Upper North island Reactive Power
Wairakei to Whakamaru New Transmission Line Project
(the Wairakei Ring)
North Auckland and Northland Grid Upgrade Project
(NAAN project)
SOUTH ISLAND

West Coast Grid Upgrade

Lower South Island Reliability
Lower South Island Renewables

N
~150

N

Source: Transpower

Gas
Contact Energy has a gas storage project under way. It will cost approximately $250 million.
Through a combination of new gas, compression and new wells, the Ahuroa reservoir will be repressured and able to store gas until it is economic to use it.
Further details do not appear to be publicly available.

WATER
Water infrastructure can be broadly categorised into the reticulated systems that mainly serve
New Zealand’s urban areas (drinking water treatment and supply, wastewater collection and
treatment, and stormwater) and the rural water systems used for agricultural irrigation.
Reticulated water infrastructure
Urban water infrastructure is the responsibility of local government and tends to be funded through
local rates and development contributions, and in some cases, government subsidies. In some
regions, particularly Auckland, council-controlled organisations charge for water services
volumetrically, at a price that seeks to recover the operating and capital costs of the infrastructure.
Individual projects are too numerous to be listed here, but aggregate planned expenditure in this
sector is set out below:
Table 8: Urban water infrastructure projects
NATIONAL CAPITAL EXPENDITURE OVER 10 YEARS

TOTAL $M

Water Supply

3,900

Wastewater

5,000

Stormwater

2,560

Total

11,460

Source: Department of Internal Affairs: Local Government Information Series 2009/18 – Information on Local Government
Water Network Infrastructure
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Rural irrigation infrastructure
Most rural irrigation and storage schemes, including those originally built by the Crown, are now
developed, owned and operated on a commercial basis by the farmers, power companies and other
shareholders who benefit directly from them. The following graph shows the level of planned
additional irrigation investments:
Figure 3: Estimated cumulative total hectares of land irrigated by schemes in New Zealand – existing and
proposed (excludes private on farm irrigation not linked to a formal scheme)
Area irrigated
(hectares)
600,000
500 ,000
400,000
300 ,000
200 ,000

Future
proposed
schemes

2006-2010

2001-2005

1996-2000

1991-1995

1986-1990

1981-1985

1976-1980

1971-1975

1966-1970

1961-1965

1956-1960

1951-1955

1946-1950

1941-1945

1931-1935

1926-1930

1921-1925

0

1936-1940

100 ,000

 Government funded schemes  Schemes built after devolution
 Proposed schemes with consents but not yet constructed  Proposed schemes currently seeking consents
Source: The Treasury

TELECOMMUNICATIONS
Most investment in New Zealand’s telecommunications infrastructure is undertaken by private
sector participants in a competitive marketplace, with the government’s role mainly confined to that
of a regulator (although some telecommunications players, such as Kordia or the Research and
Education Advanced Network NZ, are Crown-owned companies).
Development in the telecommunications sector reflects the pace of technological change and is
fast-moving and dynamic. It is currently undergoing a fundamental shift from an analogue to a
higher-speed digital infrastructure. As such, telecommunications, IT and broadcasting are no longer
separate but converging digital industries delivering voice, video and high-speed data.
Vodafone’s major upgrade plans will see its ‘Third Generation’ mobile network rolled out to 97% of the
population by 2010. This will deliver speeds of 10-20 megabits per second (Mbps) and may directly
benefit some rural customers who will miss out on Telecom’s broadband upgrades.
As part of the regulated Undertakings agreed through the separation of Telecom, Telecom’s
network arm Chorus has committed to upgrade its network (through cabinetisation) to ensure that
all towns with a population of 500 or more will receive broadband speeds of between 3-7 Mbps
by 2011.
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NZ Communications is spending around $200 million in the first stage of its network build and
currently has RMA approval for 395 cell sites.

18

It has built networks in the three main centres and

is using Vodafone’s network elsewhere for roaming.
There is likely to be strong private investment in the telecommunications sector over the next
five years:


Telecom will invest $1.4 billion in its cabinetisation upgrades and a further $300 million in Third
Generation mobile upgrades



Vodafone will invest $500 million in the expansion of its Third Generation mobile network, and



NZ Communications will spend at least $150 million in support of its launch in the mobile market.

In 2008, the Government announced that it would invest $1.5 billion in Fibre to the Home. Its goal
for broadband investment is to accelerate the roll-out of ultra-fast broadband to 75% of
New Zealanders, concentrating in the first six years on priority broadband users such as
businesses, schools and health services, plus green field developments and certain tranches of
residential areas. Government investment will be supported by private sector investment, and
directed at open-access infrastructure.

PRIMARY AND SECONDARY EDUCATION
Investment in education infrastructure, such as school buildings, is overseen and funded by the
Ministry of Education, although the planning for and day-to-day management of school property is
undertaken by school boards of trustees. The boards prepare ten-year asset property plans for
consideration by the Ministry, and funding is provided in five-year increments (based on formula,
but incorporating need). In general, boards have discretion over the capital spending priorities
within their schools. The construction of new schools is more centrally managed by the Ministry.
Like other public services, investment in education infrastructure is heavily influenced by fiscal
realities. Consequently, there is an increasing focus on prudent and resourceful management of
New Zealand’s educational assets.

18

Presentation to Commerce Commission by Tex Edwards, March 2009.
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Aggregate view: demand and capital intentions
At October 2009, Ministry of Education capital projections were as follows:
Table 9: Ministry of Education capital projections
CAPITAL EXPENDITURE

2009/10 10/11 11/12 12/13 13/14 14/15 15/16 16/17 17/18 18/19

PROFILE

$M

$M

$M

$M

$M

$M

$M

$M

$M

TOTAL

$M 09/10-18/19
$M

Baseline capital expenditure

638

597

490

468

468

468

468

468

468

468

5,001

665

712

802

803

772

746

666

643

647

651

7,107

28

116

311

336

304

278

198

176

179

183

2,109

funding available
Total capital expenditure
intentions
Additional funding required to
meet capital expenditure
intentions
Source: The Ministry of Education’s 2009 Capital Asset Management submission

Short-term priorities
The following tables show the new schools and school sites that are included in the Ministry of
Education’s School Property Capital Plan 2009/10.
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Table 10: New schools construction
SCHOOL CONSTRUCTION
SCHOOL NAME

$ MILLION
LOCAL

OPENING

OFFICE

DATE

2009/10

2010/11

Remarkables Primary

Dunedin

Lowes Road Rolleston

2011/12

TOTAL

2010

12

5

Christchurch

2010

8

5

2

15

Wanaka Primary School

Dunedin

2010

12

8

1

21

Albany Senior High School

Auckland

2010

36

22

3

61

Papamoa Primary

Rotorua

2011

4

3

Papamoa Secondary

Rotorua

2011

10

14

7

31

Mt Wellington

Auckland

2011

5

3

2

10

7

2

17

(permanent campus)

Waipapa (Kerikeri)

Whangarei

2014

Ormiston Senior High

Auckland

2012

Churton Park

Lower Hutt

2012

Hingaia Primary

Auckland

2012

Mission Heights Primary

Auckland

2010

Hobsonville (planning only)

Auckland

2013

Takanini Primary #2

Auckland

2014

7

20

(stage 1 only)
9

(stage 2)

(planning only)

19

Figures for capital requirements are early indications and are provided only for projects that have been approved (however, the
totals include projected funding across all of these projects).

20

Note that Waipapa has been deferred from 2012 and instead two site purchases for Waikanae and Pukekohe-West are
prioritised in 2009/10
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SCHOOL CONSTRUCTION
SCHOOL NAME

Babich Primary School

$ MILLION
LOCAL

OPENING

OFFICE

DATE

2009/10

2010/11

2011/12

TOTAL

119

85

41

245

Auckland

(site works only)
Total21
Source: Ministry of Education School Property Capital Plan 2009/10

Table 11: New site acquisitions
SITE ACQUISITIONS

$ MILLION

SITE NAME

LOCAL OFFICE

2009/10

2010/11

Hobsonville

2011/12

TOTAL

Auckland

2

7

Hamilton North Secondary

Hamilton

17

17

Kumeau/Huapai (primary)

Auckland

11

11

Wakatipu (primary)

Dunedin

Papamoa East (site fees)

Rotorua

Halswell (designation costs)

Christchurch

Frankton (secondary)

Invercargill

Waipapa (Kerikeri)

Whangarei

9

9

9

22

22
1

1

1

69

(designation & site costs)
Pegasus (designation & site costs)
Total

Christchurch

22

30

38

Source: Ministry of Education School Property Capital Plan 2009/10

Additional capital expenditure is expected on existing kura and wharekura (with generally another
three to four redevelopments expected to be approved each year).
Other significant projects for 2009/10 in the Ministry of Education’s School Property Capital Plan
2009/10 include:


$35 million for an estimated 188 new classrooms to meet peak rolls



$40 million to address general space deficiencies in schools



$31 million for the replacement of buildings beyond their economic life



$30 million for the upgrade of four Upper Hutt Schools – on top of the $14.6 million previously
approved, and



$135 million for about 400 schools re-entering their five-year agreements with the Ministry for
the period 2009-2014.

Longer-term: potential projects for consideration
In addition to the projects outlined above, the following represents early indications for potential
further capital projects which have yet to be developed or considered by ministers. These will need
to be considered against other calls for funding.

21

See footnote 19.

22

See footnote 19.
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Table 12: Ministry of Education investment: indicated capital requirements: 10-year outlook23
PROJECT

TOTAL COST $M

POTENTIAL
IN-SERVICE DATE

AUCKLAND REGION

Defective Buildings Programme

235

2011

Broadband readiness (earmarked for education)

24

2011

Broadband readiness (new funding)

28

2015

Construction of new schools from within baselines

138

2012

Construction schools that require new funding

229

2015

Forecasted site purchases

149

2015

Forecast construction of new schools

269

2020

Kura/Wharekura construction from baselines

30

2014

Kura/Wharekura forecasted construction

22

2020

School property guide funding

55

2015

171

2015

Roll growth classrooms in existing schools
Auckland Total

1,356

NORTHERN REGION

Defective Buildings Programme

62

2011

Broadband readiness (ear-marked for education)

20

2011

Broadband readiness (new funding)

23

2015

214

2015

Construction schools that require new funding

67

2015

Forecasted site purchases

21

2020

Forecast construction of new schools

53

2020

Roll growth classrooms in existing schools

94

2015

Site purchases for schools that require new funding

Northern Total

617

CENTRAL REGION

Defective Buildings Programme

79

2011

Broadband readiness (new funding)

20

2015

Construction schools that require new funding

24

2015

Forecast construction of new schools

23

2020

School property guide funding

22

2015

Roll growth classrooms in existing schools

96

2015

Case management

20

2014

Central Total

360

EASTERN REGION

Defective Buildings Programme

79

2011

Broadband readiness (earmarked for education)

25

2011

Broadband readiness (new funding)

29

2015

Construction of new schools from within baselines

37

2012

23
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Regional totals include smaller projects that are not individually highlighted. Only those costing $20 million or more have been
included in the table.

PROJECT

TOTAL COST $M

POTENTIAL
IN-SERVICE DATE

Forecast construction of new schools

32

2020

Kura/Wharekura construction from baselines

31

2014

Kura/Wharekura forecasted construction

25

2020

Roll growth classrooms in existing schools

78

2015

Case management funding

29

2015

Eastern Total

399

SOTHERN REGION

Defective Buildings Programme

83

2011

Broadband readiness (earmarked for education)

30

2015

Broadband readiness (new funding)

35

2014

Construction of new schools from within baselines

48

2012

Construction schools that require new funding

25

2015

Forecasted site purchases

32

2020

Forecast construction of new schools

51

2015

School property guide funding

41

2011

Roll growth classrooms in existing schools

102

2015

Southern Total

467

National Total

3,199

Source: The Ministry of Education’s 2009 Capital Asset Management submission

HEALTH
New Zealand’s health system, including investment in health-related infrastructure, is mainly funded
from general taxation, overseen by the Ministry of Health. Although District Health Boards (DHBs)
have devolved responsibility for their capital spending, the Government maintains control over large
investment decisions through the preparation of a national asset management plan for health.
Capital spending in health is driven not only by population growth, but by demographic changes
such as ageing, improvements in health technology, and the age and condition of long-lived assets.
Spending on health infrastructure is subject to the Government’s fiscal constraint, so it is vital that
funding goes towards the most valuable or necessary projects. For that reason, a new business unit
has been established within the Ministry of Health to focus on regional planning and health
infrastructure investment.
Aggregate view: demand and capital intentions
DHBs have assessed the impact of health service changes expected within the next five, 10, and
20 years by considering demand (demographics, patterns of need, change in access and
intervention rates) and supply (including new health technologies, new models of care, changes in
workforce availability, workforce roles, changes in the location of service delivery and information
technology advances) factors.
Based on this, current projected requests for additional capital (beyond what will be available from
depreciation) total $190 million per annum in the first five years and $127 million per annum for the
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remaining 15 years. Recalling the limitations of current health sector asset management, these
plans should be seen as an indicative starting point for further analysis. They represent requests by
DHBs and may well change when a top-down view is taken:
Figure 4: New health capital budget funding requirements by year of spend
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Figure 5: Total health capital spending
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Short-term priorities
Projects with construction currently under way:
Table 13: Health projects with construction under way
PROJECT NAME

DESCRIPTION

PROJECT
BUDGET

Waikato – Service & Campus

Redevelopment of Thames Hospital and core

Redevelopment

clinical facilities at Waikato Hospital

Bay of Plenty – Project Leading

Redevelopment and expansion of facilities at

24

48

Not all of this is funded directly from Crown appropriations.

EST.
FINISH

($M)24

DATE

249

2013

139

2011

PROJECT NAME

DESCRIPTION

PROJECT
BUDGET

Edge Organisation
All DHBs – Oral Health Projects

EST.
FINISH

($M)24

DATE

116

2012

Tauranga Hospital
Establishment of new infrastructure to
implement the adolescent oral health policy

NSDP

IT redevelopment

50

Waikato – Acute Medical

Creation of a modern acute medical facility of

30

Mid-2010

Precinct Project

100 beds over the Emergency Department

82

2011

90

2011

(ED)
Hutt Valley – ED and Theatre

Doubling of ED and Theatres at Hutt Valley

Expansion

Hospital

Lakes – Health Service

Redevelopment of Taupo and Rotorua

Improvement Project

hospitals. Construction of new Clinical
Services Block

Total

861

Source: Ministry of Health

Projects committed but construction not started:
Table 14: Projects committed but not started
PROJECT NAME

DESCRIPTION

PROJECT
BUDGET

Northland – Whangarei Hospital

Replacement of Acute Mental Health Unit and

Redevelopment – Stage 1

upgrade of campus infrastructure

Waitemata – Lakeview

Expansion of Emergency Care Centre and

Extension

additional acute medical beds (48)

Taranaki – Project Maunga

Redevelopment of Base Hospital at New

EST.
FINISH

($M)25

DATE

25

2011

49

Mid 2011

80

2012

Plymouth. Core clinical facilities will be
replaced including an increase of 2 theatres
Counties Manukau – Towards

Major redevelopment of Middlemore Hospital.

20/20 – Future Growth

Replacement of core clinical facilities including

209

Mid 2015

3 additional theatres. Completion of Edmund
Hillary Ward Block
Total

363

Source: Ministry of Health

Longer-term: potential projects for consideration
In addition to the projects outlined above, DHBs have provided indicative requests for further capital
projects which have yet to be developed or considered by ministers. These represent DHB
indications of possible projects which will need to be considered against a centrally-led service
planning view and therefore, no decisions on funding have been made on these projects.

25

Not all of this will be funded directly from Crown appropriations.
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Table 15: Health investment: DHB indicated capital requirements: 10-year outlook26
PROJECT

TOTAL COST
$M

POTENTIAL
IN-SERVICE DATE

AUCKLAND REGION

Counties Manukau Core Consolidation

112

2012

Waitemata Elective Surgical Unit and Bed Productivity

50

2013

Waitemata DHB Taharoto Mental Health Unit Replacement phase 1

38

2013

Counties Manukau – centre for health services innovation

50

2014

Manukau Health Park – Stage 1A

123

2014

Manukau Health Park – Stage 1B

49

2014

Green Lane Clinical Centre New Elective surgery facility

24

2014

Waitemata DHB Education Centre / Health Campus

30

2014

108

2015

Auckland Green Lane Clinical Centre new all-age Rehab Centre

48

2015

Waitemata – Waitakere Building B – Maternity/SCBU/Paeds/CSS

50

2016

North Shore Hospital Maternity/Med/Surg/Labs 1

30

2016

108

2017

(includes elective theatres)

71

2017

Counties Manukau – Manukau Health Park – Stage 3

79

2018

Counties Manukau Consolidation

50

2018

Counties Manukau Service Expansion

132

2018

Waitemata North Shore Hospital Expansion – Service for older adults

116

2018

Waitemata Waitakere Building B : Medical/Maternity wards 1 & 2

40

2018

North Shore Hospital Building N: Maternity/Med/Surg/Labs 2

65

2019

Waitemata North Shore Hospital Expansion – SSOA 1 (b) & 2 9(a)

46

2019

Waitemata Waitakere Expansion Building D: Surgical beds 1

45

2019

Waitemata North Shore Car Park

26

2011

Waitemata North Shore inpatients building

Counties Manukau Clinical Services Block Stage 2
Counties Manukau – Manukau Health Park – Stage 2

Auckland Total

1,526

NORTHERN REGION

Northland Whangarei Stage One

25

2013

Waikato Acute Medical Precinct (Beds over ED)

55

2013

Waikato Rehabilitation Hub

23

2013

Whangarei Redevelopment – Stage 2

41

2014

Whangarei Redevelopment – Stage 4

80

2018

Waikato Mental Health Adult (60 beds Inpatient facility)

30

2019

Waikato inpatient Wards Block A

29

2022

Northern Total

26

50

326

Note regional totals include smaller projects that are not individually highlighted. Only those costing $20 million or more have
been included in the table.

PROJECT

TOTAL COST

POTENTIAL

$M

IN-SERVICE DATE

Capital and Coast – ICT

23

2011

Taranaki – New Plymouth Hospital

80

2014

Hutt ED Theatres

82

2015

Taranaki inpatient Block Redevelopment (Stage 2)

37

2015

Palmerston North Hospital Reconfiguration (Phase 3)

31

2015

Taranaki inpatient Block redevelopment (Stage 3)

28

2016

CENTRAL REGION

Central Total

341

EASTERN REGION

Waikato SCR

250

2013

Lakes – Rotorua and Taupo Hospitals

90

2013

Whakatane

65

2017

Tauranga Masterplan – Theatres

29

2018

Eastern Total

596

SOUTHERN REGION

Buller Hospital Aged Care (if not done privately)

20

2014

Canterbury Burwood Hospital / Rehabilitation Facility

70

2015

400

2015

Ashburton Hospital

20

2015

Greymouth Hospital

110

2015

Canterbury Mental Health

60

2016

Nelson Building Programme Completion Buildings 1 & 2

40

2017

South Canterbury – Clinical Services Block Refurbishment

20

2017

Otago – campus redevelopment phase 2

150

2018

Canterbury – Riverside Building Stage 2 – Chch Hosp Precinct Plan

250

2020

Canterbury – Riverside Building Stage 1 – Chch Hosp Precinct Plan

Southern Total
Health Management System (Cant, NMarlb, Sth Cant, MidCentral,
Wair, Whang, Nland, CManukau)
National Total

1,214
175

2015

4,304

Source: The Ministry of Health and DHBs’ 2009 Capital Asset Management submission

CORRECTIONS
All prisons in New Zealand are owned and operated by the Department of Corrections and funded
through general taxation. Decisions to invest in upgrading or building prisons tend to be made
centrally through the Government’s budget process, and projects are prioritised directly against
other demands for capital.
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Potential projects for consideration
The following represents early indications for potential further capital projects which have yet to be
developed or considered by ministers. These will need to be considered against other calls for
funding.
Table 16: Corrections investment: indicated capital requirements: 10-year outlook
PROJECT

TOTAL COST

POTENTIAL IN-SERVICE DATE

$M

CPPS Additional Capacity

61

2010

Mt Eden Phase 2 (Bldg C)

90

2012

452

2014

Mt Eden Phase 3 (Bldg D)

75

2014

Container Cell Unit 3

24

2012

Container Cell Unit 3

24

2016

250

2017

Wiri

Greenfields Site

Source: Department of Corrections’ 2009 Capital Asset Management submission
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Part 3 – Facts
and Issues
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INTRODUCTION
Part 3 of the National Infrastructure Plan is designed to complement Part 1. It provides more detail
on the information underlying the positions reached in Part 1 and describes current arrangements
for each of the sectors covered in the Plan.

INFRASTRUCTURE AND GROWTH
To permanently raise New Zealanders’ living standards we need to increase productivity. The
Government has identified six policy drivers that will form the core of its economic programme for
the next three to five years:


reviewing regulation and red tape



delivering better, smarter public services



improving education and skills



offering innovation and business assistance



reviewing the tax system, and



investing in productive infrastructure.

These policy drivers will help to achieve a sustainable increase in productivity. The inclusion of
infrastructure as a policy driver indicates the Government’s view that infrastructure plays an
important role in facilitating economic growth. This view is supported by the economic and
international evidence described below.

ECONOMETRIC EVIDENCE
There is a large volume of literature on the link between infrastructure and productivity/growth,
starting from the work by Aschauer.

27

Infrastructure Canada recently reviewed this literature,

examining the methods used to investigate this link. It found evidence that the link is typically
positive but that estimates of the magnitude of the effect depend on the estimation method used,
the country and time period being investigated and, in particular, the existing level of infrastructure
provision.28 One conclusion was that “most authors agree that core infrastructure, such as roads
and railways, tends to exert the most influence on productivity.”
In addition, according to the World Economic Forum’s latest Executive Opinion Survey, inadequate
supply of infrastructure is the second most problematic factor for doing business in New Zealand,
behind access to finance but ahead of other factors such as regulatory, tax and labour force
issues.29

27

Ashauer, David Alan. 1989. “Is Public Expenditure Productive?” Journal of Monetary Economics, Vol 23: 177-200.

28

Infrastructure Canada (2007), Infrastructure and Productivity: A Literature Review. Available at: http://www.infc.gc.ca/researchrecherche/results-resultats/rs-rr/rs-rr-2007-02-eng.html

29

World Economic Forum (2008), The Global Competitiveness Report 2009-2010, World Economic Forum, Geneva. Available at:
http://www.weforum.org/en/initiatives/gcp/Global%20Competitiveness%20Report/index.htm
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The OECD’s “Economic Policy Reforms: Going for Growth 2009”,30 discusses infrastructure
investment and suggests (based on previous empirical research) that investment in infrastructure
can boost long-term economic output more than other kinds of physical investment. However, it
also notes that “gains have been larger for countries with comparatively poorly developed energy
and telecommunications networks” and that gains from additional investment decline as networks
mature and the level of provision expands.
In its latest New Zealand country survey, the OECD stated that:
When public expenditures were restrained during the reforms of the mid-1980s to the early 1990s,
infrastructure investments were particularly affected because delayed impacts made them attractive
targets for cuts. Deferred maintenance has since accumulated, and infrastructure bottlenecks are
starting to show up, particularly in electricity transmission and roads in and around Auckland. Public
expenditures on infrastructure have risen significantly in recent years, but it will take some years
before the impact is visible.
Infrastructure … is an important focus of public policy ... [because of the] … strong presumption from
economic theory that infrastructure investments can have positive effects on growth that go beyond
normal additions to the capital stock. This is because investments in network industry infrastructure
are thought to yield positive externalities on other sectors. For instance, better communications
infrastructure can facilitate collaboration among workers and raise their productivity. This last
characteristic makes achieving optimal levels of infrastructure in network industries especially
important. Empirically, however, the link between infrastructure investment and growth has
traditionally been difficult to pin down. The direction of causality is hard to determine convincingly and
appears to depend on the country, sector and existing level of provision. Recent cross-country studies
have used sophisticated econometric techniques to untangle these effects and have confirmed that
greater provision of broad measures of infrastructure is associated with higher subsequent growth
rates ….
31

Recent OECD work

also finds that the contributions of infrastructure to long-run output levels and

growth go beyond normal additions to the capital stock (ie, they generate positive externalities) and
that they are not homogenous across countries. In New Zealand’s case, this work indicates that past
32

investments in road infrastructure have yielded the greatest growth benefits.

MICROECONOMIC EVIDENCE
The OECD work and the findings of the Infrastructure Canada review are consistent with a
microeconomic analysis. In particular, the conclusion about roading investment is consistent with
the observation that during the 1990s, new road projects in New Zealand needed to have a benefit
four times the cost to achieve funding.

30

See: http://www.oecd.org/document/33/0,3343,en_2649_34325_41935009_1_1_1_1,00.html, chapter 6 of part 3.

31

In particular Égert, B., T. Kozluk and D. Sutherland (2009), "Infrastructure Investment: Links to Growth and the Role of Public
Policies", OECD Economics Department Working Papers, No. 686, OECD publishing, © OECD.

32

OECD Economic Surveys: New Zealand, OECD 2009.
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More generally, microeconomic considerations suggest that infrastructure projects contribute to
economic welfare if the benefits exceed the costs, where benefits and costs are interpreted widely
to include all social, economic and environmental benefits and costs, including positive and
negative externalities.

INTERNATIONAL COMPARISONS
The World Economic Forum Global Competitiveness Report 2009-201033 ranks New Zealand 20th
out of 133 countries in terms of its competitiveness index with a score of 5 (out of a possible 7). In
terms of infrastructure (one of the 12 pillars measured as contributing to competitiveness),
New Zealand ranks 35th with a score of 4.6. These compare to 24th (overall) and 42nd (for
infrastructure) in 2008-2009.
Figure 6: New Zealand’s global competitiveness and infrastructure score and ranking
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Source: World Economic Forum: Global Competitiveness Reports 2006-2007 to 2009-2010

Areas reducing our overall ranking (that is, below our overall ranking of 20th) included seven of the
eight infrastructure measures: quality of overall infrastructure (45); quality of roads (43); quality of
railroad infrastructure (37); quality of port infrastructure (22); available seat kilometres* (30); quality
of electricity supply (53); and telephone lines* (26).34 Quality of air transport infrastructure (17) was
the sole infrastructure ranking that exceeded the overall result.

33

Available at: http://www.weforum.org/en/initiatives/gcp/Global%20Competitiveness%20Report/index.htm

34

The country ranking (out of 133 countries) is provided in parentheses. Those with an asterisk were measured using hard data as
opposed to survey responses.
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Figure 7: New Zealand’s global competitiveness infrastructure survey ratings
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The other more notable areas of relative under performance were: macroeconomic stability;35
market size;36 as well as a number of other sub-measures including: hiring and firing practices (90);
brain drain (84); local supplier quantity (83); nature of competitive advantage (70); FDI37 and
technology transfer (67); and business impact of rules on FDI (61). The areas of higher relative
performance were: diversion of public funds, judicial independence; ethical behaviour of firms;
strength of auditing and reporting standards; protection of shareholder interests; business impact
and incidence* of malaria; the number of procedures* and time required* to start a business;
agricultural policy costs; firing costs*; and strength of investor protection*.
The study showed that inadequate supply of infrastructure was the second most problematic factor
for doing business (with 18% of responses selecting it among the five most problematic factors)
following access to finance (23%) and ahead of inefficient government bureaucracy (12.3%) and
tax rates (12.2%). This is similar to previous years.
IMD’s 2009 World Competitiveness Yearbook ranks New Zealand 15th out of 57 countries in terms
of overall competitiveness (up from 18 the year before), at 21st in terms of infrastructure (up from
22 in 2008 and 23 in 2007).38 Among the 15 biggest improvements was the number of mobile
telephone subscribers per 1000 inhabitants, while the 15 biggest declines included the government
budget deficit/surplus as a percentage of GDP, and survey results for the availability of credit,
venture capital and funding for technological development.
In terms of infrastructure, the IMD World Competitiveness Yearbook 2009 includes the following
among New Zealand’s strengths (with ranking in parentheses): fixed telephone tariffs (1), the

35

All measures: National savings rate (96), interest rate spread (49), government surplus/deficit (43), government debt (44), and
inflation (24).

36

Both domestic and foreign market size.

37

Foreign Direct Investment.

38

Available at: https://www.worldcompetitiveness.com/OnLine/App/Index.htm
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number of internet users per 1000 people (9), and the number of computers per 1000 people (11).
The following weaknesses are cited: communications technology (voice and data) meets business
requirements (57), environmental laws and compliance do not hinder the competitiveness of
businesses (56), and information technology skills are readily available (54), as well as mobile
tariffs (45) and internet bandwidth speed per internet user (38).39
Later in this document, the section on transport discusses Auckland’s congestion in comparison to
Brisbane and how New Zealand compares to the OECD in terms of road fatalities.
The section on Telecommunications includes information on broadband uptake and subscribers per
1000 of population compared to the OECD.
The

New Zealand

Council

for

Infrastructure

Development’s

(NZCID’s)

“New Zealand’s

Infrastructure Development Priorities” provides the following recent international comparisons:
Table 17: Selected international comparisons

Land area (sq km)
Population (m) 2007 est
GDP/Capita PPP $US 2007

NZ
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NORWAY
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268,680
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304,473
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4.2

5.2

4.6
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26,400

43,100
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37,400
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812,972
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3
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23rd
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35th
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27th

Broadband Ranking
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24th

9th

3rd
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23%

25%

20%
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21%

25%

31%

71%

26%

15%

(Internet NZ)
Investment (gross fixed) as
% GDP (2007)
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(2007)
Sources NZCID: CIA World Fact Book /IMD Executive Ranking of 36 nations with GDP>$US10,000 per capital.

In addition, the Economic Development Indicators 2007 report40 provides the following background
in terms of comparative investment.

39

The IMD World Competitiveness Yearbook contains information on a large number of measures relating to infrastructure, health and
education. Other useful sources include the CIA World Factbook, OECD, World Economic Forum and World Bank.

40

Available at: www.med.govt.nz/indicators
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Figure 10: Plant and machinery investment (current prices) as a percentage of nominal GDP
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Figure 11: Investment as a percentage of nominal GDP
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These graphs show that New Zealand’s total fixed investment as a proportion of GDP is around the
OECD average, having increased slightly. They also show that New Zealand’s housing investment
as a percentage of GDP is about average compared to the OECD while plant and machinery
investment as a percentage of GDP is notably high in New Zealand. The last graph shows that
business investment makes up a much larger portion of GDP than government investment and that
government investment makes up a smaller proportion of GDP than it did in the 1970s and early
1980s, but that it appears to be increasing from the low levels seen in 1991.
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INFRASTRUCTURE AND GROWTH CONCLUSIONS
The econometric evidence, while not definitive, is strongly suggestive of a connection between
growth rates and infrastructure investment. The microeconomic evidence clearly shows that there
have been some areas of under-investment in New Zealand in the past. And the international
comparisons show that we have some distance to go if we are to rank in the top tier of countries for
our infrastructure. Our relative performance in infrastructure is behind our overall performance,
suggesting that infrastructure is holding us back. The challenge is therefore to improve our relative
and absolute economic performance by improving the performance of our infrastructure sector.
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REGULATORY ISSUES
Our vision is that New Zealand’s transparent and lean regulatory environment will balance the
interests of different stakeholders, allocate property rights efficiently and provide for decisionmaking processes that give the private sector the confidence to invest in infrastructure in
New Zealand, and to partner with central and local government.
In the context of infrastructure, the objective of regulations is to ensure sufficient certainty and
consistency for business to operate competitively and with confidence, and with minimum
transaction costs. New Zealand’s productivity performance has been very low by international
standards (22nd out of 30 OECD countries) and there is concern that this may in some part be the
result of the cumulative cost of compliance, particularly on small businesses. Consequently, the
Government has initiated a regulatory review programme to identify and remove inefficient and
superfluous regulation.
The regulatory review programme’s general principles for good regulation include that they:


be the minimum necessary to achieve its objectives, having assessed costs, benefits and risks



be as generic and as simple as the sector allows



be appropriately durable, predictable and adaptable



where appropriate, accord with international best practice while being mindful of our
commitment to a single economic market with Australia



minimise compliance costs imposed, and



aim to minimise adverse impacts on:
- innovation and investments
- competition
- individual responsibility (with appropriate risk balance), and
- property rights.

In conjunction with this, the Infrastructure Plan will have a particular focus on identifying and
reducing existing hurdles to investment in infrastructure. There are a number of infrastructurerelated legislative and regulatory reforms under way or in progress, as follows.

RESOURCE MANAGEMENT ACT
The Resource Management Act 1991 (RMA) is the principal legislation for managing
New Zealand’s environment and allocating natural resources. It aims to provide a regulatory
framework that enables regional and territorial authorities to achieve integrated management of
natural and physical resources, along with the effects of their use and development.
The Government believes that the RMA is creating unnecessary delays and compliance costs
which are hindering economic growth and infrastructure development. Streamlining and simplifying
the Resource Management Act is an important part of the Government's overall economic strategy
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(especially given that its programme for economic recovery includes major infrastructure
investment).
As a result, the Government has launched a major reform of the RMA. In the first phase of reform, it
developed a package of measures to:


reduce the number of frivolous and vexatious objections and appeals (including those motivated
by trade competition reasons)



improve the processing of applications for proposals of national significance



establish an Environmental Protection Authority (EPA)



improve plan development and change processes



improve resource consent processes



improve the efficiency and effectiveness of national instruments



strengthen enforcement and compliance mechanisms, and



streamline decision making.

These measures were brought together in the Resource Management (Simplifying and
Streamlining) Amendment Bill 2009, which passed its second and third readings on 8 September
2009. The Act came into effect on 1 October 2009.
Ministers’ and officials’ focus has now shifted to the second phase of reform, which will progress
over a longer timeframe and examine a range of more complex issues. The primary objective of
these reforms is to achieve least-cost delivery of good environmental outcomes, including (among
other things) improving the economic efficiency of implementation without compromising underlying
environmental integrity.
Specific areas for investigation include aquaculture, the role and functions of the Environmental
Protection Authority, fresh water management, and urban design and infrastructure issues.
With regards to infrastructure, the Government will focus on identifying options for improving:


RMA designation provisions



central government direction on infrastructure proposals



compensation provisions under the RMA and Public Works Act, and



the interface between the RMA and the Public Works Act, and other Acts.

The work being undertaken is directed at removing unnecessary barriers and identifying new
mechanisms, so that infrastructure development can be progressed in as timely a fashion as possible.

ENVIRONMENTAL PROTECTION AUTHORITY
An Environmental Protection Authority (EPA) was an election policy of the Government; it involved
the expansion of the Environmental Risk Management Authority (ERMA) into an EPA with
increased responsibilities including the national regulatory functions of the Resource Management
Act (RMA). Phase one of the Resource Management Act reforms saw a transitional EPA set up in
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the Ministry for the Environment with a limited range of functions. Cabinet has recently agreed to
expand on this as envisioned in the election manifesto. Further work is being carried out as to the
exact form the EPA will take.41

OTHER REVIEWS AND LEGISLATIVE CHANGES
The Corrections (Contract Management of Prisons Amendment) Act removes the prohibition on the
use of public private partnerships in the management of prisons. The Infrastructure Bill changes
utilities’ access to transport corridors and provides for a mandatory code of practice to manage the
use of transport corridors by utilities.
There are also a number of reviews under way including Air Quality regulations, Telecommunications
Service Obligations, the Land Transport Management Act 2003, the Public Transport Management
Act 2008, the Local Government Act 2002, the Building Act 2004, the Climate Change Response
Act 2002, the Dairy Restructuring (Raw Milk) Regulations 2001 (part of the Dairy Industry
Restructuring Act 2001), the Food Act 1981, the Watertight Homes Resolution Services Act 2006,
the Foreshore and Seabed Act 2004, the Overseas Investment Act 2005 and Regulations, and the
Electricity Review.42 Complementary measures to facilitate the rollout of broadband are also being
considered. These may or may not involve regulatory changes.

41

For further information see either www.mfe.govt.nz or www.epa.govt.nz

42

For further details, see: http://www.treasury.govt.nz/economy/regulation/programme
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FINANCING INFRASTRUCTURE
The section on financing infrastructure describes:


New Zealand’s long-term fiscal outlook and how the Government’s infrastructure intentions fit
within this



the potential role of public private partnerships (one of a number of innovative models to be
considered in certain circumstances), and



local government finances.

THE LONG-TERM FISCAL OUTLOOK
In October 2009, the Treasury released its second Long-term Fiscal Statement.43 That document
looked 40 years into the future. It included a projection of government debt as shown in the
following graph:
Figure 12: Debt projections
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Source: The Treasury’s Long-term Fiscal Statement

Given demographic changes such as population increases and population ageing, this graph shows
that if historic spending patterns continue, then net debt would rise to over 200% of GDP. As the
document stated, this is a projection not a forecast. It is a ‘do-nothing’ scenario.
There are several things the Government could do to ensure this will not happen. Options include
increasing taxation, reducing government spending or increasing economic growth.
The goal of the Government’s fiscal strategy is to reduce net public debt to 20% of GDP. This is
depicted by the green line in the graph. Its focus is on achieving this by lifting economic growth and it
has a clear plan to do that, as outlined in the introduction of Part 1 of the National Infrastructure Plan.

43

See: http://www.treasury.govt.nz/releases/2009-10-29l
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Nevertheless, a tight rein will need to be kept on government spending. Efficient use of its
infrastructure is clearly part of that, but equally important is prioritising new infrastructure in areas
that maximise growth.
The Crown manages around $110 billion worth of plant, property and equipment:44
Table 18: Crown plant, property and equipment
30 JUNE 2009 ($M)

By class of asset
NET CARRYING VALUE

Land (valuation)

16,289

Buildings (valuation)

23,719

Electricity distribution network (cost)
Electricity generation assets (valuation)
Aircraft (excluding military) (valuation)

2,046
11,664
1,952

State highways (valuation)

24,067

Rail network (valuation)

12,506

Specialist military equipment (valuation)

3,927

Specified cultural and heritage assets (valuation)

8,582

Other plant and equipment (cost)

5,383

Total property, plant and equipment

110,135

By source
Core Crown

30,487

Crown entities

46,553

State-owned enterprises

33,095

Inter-segment eliminations
Total property, plant and equipment

110,135

By holding
Leasehold

1,304

Freehold

108,831

Total property, plant and equipment

110,135

Property, plant and equipment pledged to secure borrowing

1,564

Source: The Treasury

Around half of the assets (the state highways and SOEs) are serviced from dedicated revenue
sources; however around $2.5 billion-$3 billion is required annually from general taxation sources
for maintaining, operating and renewing the other half of the asset base.
In aggregate, that level of activity can be accommodated within the existing level of government
spending. However, there is ongoing pressure to refresh, upgrade or expand some of these assets.

44
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Source: Financial Statements of the Government (2008/09). Available at:
http://www.treasury.govt.nz/government/financialstatements/yearend/jun09

The Government is investigating the adjustments that will be needed to manage these pressures.
Given other pressures on the operating account, the Government will need to find ways to improve
the ways they operate their business so that services can be delivered more cost-effectively over
time and with less capital. One new delivery mechanism the Government is actively pursuing is
public private partnerships. These are discussed next.

PPPS AND FISCAL STRATEGY
The Government intends to use public private partnerships (PPPs) where they represent value for
money to taxpayers. However, PPPs do not change the fiscal position (unless they generate
additional revenue, such as tolls). Both the underlying economics and New Zealand accounting
treatment of PPP arrangements mean that “off-balance sheet” considerations are not a factor in the
Government’s choice of procurement option.
Government infrastructure can be funded either from:


current income (taxation or user charges), or



future income (which can be financed either from direct borrowings or with private finance).

The choice between these depends on how the Government wishes to conduct its long-term fiscal
strategy. The decision between direct borrowing and using private finance depends on incentive
effects and transaction costs.
While private finance is usually provided in a PPP, the potential advantages of PPPs are not about
finance. PPPs typically allocate all construction and operating risks to a private sector party. This
not only reduces the risks faced by the Crown but provides stronger incentives to minimise wholeof-life costs and improve service quality than is possible within the public sector. The main
disadvantages of PPPs are the reduced flexibility due to the long-term nature of the contract, and
the cost that arises from unanticipated contract variations. This cost is not usually recognised at the
time the PPP is evaluated. PPPs may therefore be attractive, compared with other types of
contracts, provided the likelihood of unexpected contract variations is low.

LOCAL GOVERNMENT FINANCES
Local authorities have responsibility for the management of fixed assets with an aggregate value of
approximately $84 billion (as at 2008).45 This is projected to increase by over 35% in the next 10
years. Average capital expenditure by the local government sector is projected to be more than
$3 billion per annum over the next 10 years.
The chart that follows shows historical and forecast annual rates charged by local government as a
percentage of GDP. The current value of 3% compares with average core Crown tax revenue of
around 30% of GDP.46

45

Source: Department of Internal Affairs.

46

Source: The Treasury’s Budget 2009 documentation.
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Figure 13: Annual rates charged by local government as a percentage of GDP, national average
Average rates as a
percentage of GDP
4.0%

Forecast
3.5%
3.0%
2.5%
2.0%
1.5%
1.0%
0.5%
0.0%
1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019
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The graph shows rates increasing from a base of 2% to over 3.5% of GDP over the next few years.
The cause of this increase is not immediately obvious. Further analysis is required to determine the
drivers of this increase. Possible drivers include: cost inflation assumptions; assumptions about
future increases in the quality and quantity of service; costs of meeting compliance standards, such
as drinking water standards; and costs of maintaining or upgrading infrastructure.
The following chart illustrates the amount of debt carried by local authorities:
Figure 14: Local government debt to assets ratio, national average
Debt to Asset Ratio
12%

Forecast

10%
8%
6%
4%
2%
0%
1996

1998

2000

2002

2004

2006

2008

2010

2012

2014

2016

2018

Source: DIA, Summary data from LTCCPs 2009

The next chart indicates that councils, in total, are forecasting increased operating surpluses
(excluding asset revaluations) over the same period.
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Figure 15: Local government aggregate operating surplus
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Together, these charts suggest that, though the local government sector as a whole is facing
increasing pressures over the coming decade, its financial situation is not unsustainable.
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TRENDS
This section considers the impact of demographic trends, climate change, and different economic
growth trends and scenarios on the demand for infrastructure.
DEMOGRAPHIC TRENDS47
Between 2006 and 2031 New Zealand’s population is expected to increase by approximately 22%,
from 4.185 million to 5.089 million. The following are the most significant changes:


62% of New Zealand’s population growth will be in the Auckland region



Manukau City will pass Christchurch City as the second most populous territorial authority by 2031



Queenstown-Lakes District will have the highest rate of population growth with an average
annual increase of 1.9%



almost half of New Zealand’s 73 territorial authority areas will have fewer residents in 2031 than in
2006



the 0-44 age group stabilises and the 65 and over age group doubles, and



the number of families in New Zealand increases by approximately 20%, with the number of
households increasing by 28%.

Figure 16: Projected population by selected age-groups at 30 June 2011-2026 (2006 base)
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Source: Statistics New Zealand 2006 Census and forward projections using Statistics New Zealand middle and median series

Both the population increase and the distribution of this increase will put additional pressure on
existing infrastructure in some areas, particularly Auckland where population drift has already put
increased pressure on Auckland’s infrastructure. Some of this growth in recent years has come
from urban areas smaller than 30,000 and rural areas. Over time this trend will lead to increased

47
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Information in this section is based on the 2006 Census and projected forward using the Statistics New Zealand middle and
median series.

costs for ratepayers living outside urban areas as proportionately fewer people are taxed to pay for
necessary community services.
Although the projected number of school-aged children does not change significantly, the
distribution of this group does change. Given this, there will be a need for further schools to be built,
particularly in the Auckland area.
The increase in the growth triangle area of Auckland, Waikato and Bay of Plenty is projected to be
almost 34%, compared to an increase of about 12.7% in the South Island (an increase in population
of 686,000 in the former, compared with 127,000 in the South Island).
These higher growth areas have well-developed strategies, such as Auckland’s Regional
Development Strategy, Christchurch’s Greater Christchurch Urban Development Strategy and Bay
of Plenty’s SmartGrowth Plan. These strategies aim to manage where growth occurs and reduce
pressures for additional infrastructure.
Figure 17: Projected population as at 30 June 2011-2031 Auckland, Waikato, Bay of Plenty and South Island
(June 2006 base)
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Source: Statistics New Zealand 2006 Census and forward projections using Statistics New Zealand middle and median series

These population projections are based on the Statistics New Zealand medium series. Using its high
series – reflecting different assumptions of future patterns of fertility (births), mortality (deaths) and
migration leading to higher population projections – New Zealand’s population increases to
5.4164 million, an additional 317,700 people. Approximately half of these additional people would live
in Auckland (165,200), increasing Auckland’s population by an additional 8.5% to 2.0975 million.
As there is some uncertainty around projecting populations over 20 years, the table that follows
shows the range of scenarios at 2031 based on the low, medium and high series.
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Table 19: Range of scenarios at 2031
PROJECTED POPULATION 2031
REGION

2006

LOW

MEDIUM

HIGH

1,371,000

1,770,800

1,932,300

2,097,500

Waikato

395,100

409,000

458,900

510,200

Bay of Plenty

265,300

291,200

326,200

361,700

South Island

998,800

1,040,800

1,125,700

1,201,800

4,184,600

4,768,600

5,089,700

5,416,400

Auckland

New Zealand

Source: Statistics New Zealand 2006 Census and forward projections using Statistics New Zealand low, middle and median, and
high series

In the longer term, the proportion of superannuitants is projected to increase significantly (from
about 12% of the population to about 20%). Given that our superannuation system and public
health system work on a ‘pay-go’ basis, this means there will be a corresponding increase in the
burden on other taxpayers. These pension and health liabilities must also be considered when
contemplating the level of debt that is sustainable in future.

CLIMATE CHANGE
Climate change is a very significant environmental and economic issue. While the extent of the
change is unclear, over the period of the Plan climate change is likely to impact on New Zealand in
a number of ways, including:48


higher rainfall in the west and less in the east



more frequent extreme weather events such as droughts (especially in the east of
New Zealand) and floods



rising sea levels, and



higher temperatures, but more in the North Island than the South.

Agricultural productivity is expected to increase in some areas, but it is likely that land-use activities
will change to suit a new climate. As these changes will occur over time, the impacts on
infrastructure will not be immediate.
One of the main economic impacts of climate change is likely to be through commitments that
require us to reduce emissions.
As a signatory to the Kyoto protocol, New Zealand is committed to taking responsibility for reducing
its greenhouse gas emissions. Just how this impacts on the economy depends on the design of our
domestic carbon policy. The Emissions Trading Scheme (ETS) will create a price for carbon in
New Zealand. It was designed to produce emissions reductions in the sectors that can achieve
these most efficiently.
Implementation of the ETS is expected to encourage a shift from high-emitting activities to loweremitting ones over time.

48
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Source: Ministry for the Environment website: http://www.mfe.govt.nz/issues/climate/about/impacts.html

Another economic impact of climate change is the cost of measures to adapt to climate change
such as protecting or relocating existing assets. If, for example, sea levels were to rise significantly,
it could have implications for parts of our railway corridors and roading network.
The effects of climate change are likely to have an adverse impact on the resilience of
New Zealand’s infrastructure. As a first step towards adapting to climate change, the possible
impacts on proposed new infrastructure need to be considered at the planning and development
stage. In the future, strategic infrastructure needs to be assessed for its risk and vulnerability to the
impacts of climate change.

GROWTH TRENDS AND SCENARIOS
Over the period of the Plan, real GDP is projected to increase by over 60% from approximately
$133 billion in 2008/09 to $213 billion in 2028/29.49 Though this is a significant increase over 20
years, on an annual basis it equates to an increase in the two to three per cent range.
However, the Government has set a goal for New Zealand’s wage levels and standard of living to
reach those of Australia by 2025. To achieve this, New Zealand's GDP will have to grow at a faster
rate than it has over the last decade. Rather than growing at 2-3% per annum (as assumed), it is
estimated that GDP will have to grow at around 4.5% a year until 2025 to catch Australia.
On the other hand, as New Zealand comes out of the recession following the global financial crisis,
it is possible that GDP growth may (at least initially) be slower than expected as the economy
recovers (for example, 1 or 2%).
It would be desirable to understand the implications for infrastructure demands should GDP growth
differ from current predictions, along with the geographical distribution of growth, as the pressures
on infrastructure will be unequally distributed.
The specific infrastructure needs will depend not just on the level of growth but on how any
particular growth and productivity path is realised. For example, if growth is largely driven by
expansion in the meat and wool industries, this is likely to require different infrastructure than if it is
assumed to come predominantly from the service industry.
There is very limited information on the relationship between growth and the demand for
infrastructure in the various sectors. These relationships are generally not stable over time and
estimates based on overseas or cross-country data for past periods are at best only indicative of
what might occur in the future for New Zealand. The compounding effect over 20 years means that
small changes in assumptions can mean large differences in potential outcomes.

49

Projecting forward the Treasury’s Fiscal Strategy model.
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Combining higher growth rates with assumptions about the relationship between demand growth
and GDP growth on the one hand, and population growth in some areas such as Auckland
(assumed to grow by around 50% over 20 years), could produce quite alarming projections of
required additional infrastructure. Whether such mechanical projections into the future are valid
requires further investigation. An exploration of possible future scenarios would be a valuable
addition to a National Infrastructure Plan, and this will be considered for subsequent iterations.
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SECTORAL ANALYSIS
This section provides a description of the background and history, assets, institutional
arrangements, funding and pricing, and planning undertaken for each sector covered in this Plan as
well as an analysis of the sector.
The sectors included are the economic or network infrastructure sectors: transport (roads, rail, ports
and airports); energy (electricity and gas); telecommunications, and water (drinking water, waste
water and storm water, and rural water infrastructure); as well as the main social sectors where
asset management is particularly important: education, health and corrections.

ROADS
Description
Background and history
New Zealand’s road network has been developed by both the public and private sectors.
Ownership and management of roading assets is the responsibility of the Crown (in the case of
state highways) and local councils (in the case of local roads). Transit New Zealand was
established in 1989 to take over the operational management of state highways from the Ministry of
Works and Development (which was funded and guided by the National Roads Board). Funding for
Transit came from nationally set user charges

50

less an amount of petrol excise duty, which was

retained for the Crown account. The funding arm of Transit was operationally separated in 1996 to
form Transfund. Transfund and the Land Transport Safety Authority combined in 2004 to form Land
Transport New Zealand. In 2008, Land Transport New Zealand and Transit merged to form the
New Zealand Transport Agency (NZTA). Full ‘hypothecation’ was introduced in 2008. This means
that user charges are fully dedicated to the National Land Transport Fund (NLTF).51 Management
of the local road network has always been considered a core function of councils and the funding
for this work comes from a mixture of rating revenue and funding from the NLTF.
The road network enables the movement of freight and people throughout the country. There
appears to be a minor trend towards specialisation of the road network, with dedicated
infrastructure provided for certain users, primarily cyclists and buses. However, in most instances,
roads are multi-purpose in that they can be used by trucks, buses, cars, motorbikes, and cyclists.
Investment52 in the sector has increased considerably in recent years as it became apparent that
New Zealand was under-investing in transport infrastructure. In the late 1990s, the amount of
funding available for transport meant that only projects with benefits four times greater than their

50

Fuel Excise Duty (FED), Motor Vehicle Registration (MVR) and Road User Charges (RUC).

51

For more information on full hypothecation, see
http://www.transport.govt.nz/legislation/acts/LandTransportManagementAmendmentAct-QuestionsandAnswers/

52

Investment in this section is categorised as all money spent on transport which includes passenger transport subsidies and
administration costs associated with the development of transport infrastructure and services.
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costs were funded. In 2008/09, forecast central government expenditure on roads (including public
transport) was 1.4% of GDP. By comparison, investment in 1999/2000 was only 1% of GDP.
Assets
New Zealand has 90,783 kilometres of roads, of which 10,894 kilometres are state highways and
79,889 kilometres are local roads.

53

As at 30 June 2008, 61,504 kilometres of the network were

sealed, with 98.8% of the unsealed roads being rural and special purpose local roads.
Table 20: Current stock of roads
ROAD TYPE

KILOMETRES

% OF TOTAL ROADS

VEHICLE KILOMETRES

FUNDING SOURCE

TRAVELLED (BILLIONS)

State Highways

10,894

12

18

NLTF

Local Roads

79,889

88

18

part NLTF / part Rates

Total

90,783

100

36

54

Source: New Zealand Transport Agency, 2009.

Funding, planning and responsibilities
Different categories of projects have different funding sources. State highways are entirely funded
from the NLTF. Local road expenditure and passenger transport are part-funded from the NLTF
with the remainder predominantly derived from local rate revenue. NLTF funding provided to local
authorities is subject to a funding assistance rate, which varies according to project and local
authority, but overall, the NLTF funds just under 50% of local road activities. The NZTA assesses
individual projects and makes funding decisions according to a multi-criteria analysis (strategic fit,
efficiency and effectiveness). The efficiency measure is largely based on the benefit-cost ratios.
Two notable features of the sector are:


The NZTA has statutory independence to determine whether particular roading activities should
be included in the NLTP and approving NLTF funding for roading activities. The purpose of the
independence is to de-politicise decision-making about individual road projects.



Apart from local road expenditure, which is partly supported from rates, road infrastructure is
essentially operated as a ‘pay-go’ system. In other words, operating and capital expenditure is
substantially funded from current user charges, principally Fuel Excise Duty (FED) and Road
User Charges (RUC). This contrasts with the more conventional business approach where
investment is funded from the capital markets and operating expenditure, including the servicing
of debt and equity, is funded from user charges.

Expenditure is forecast to reach $3 billion in the 2009/10 year and is to total $8.7 billion over the
next three years. These numbers do not include local government contributions to the National
Land Transport Programme, which will be between $550 million and $755 million per annum.56

53

See: http://www.nzta.govt.nz/about/what-we-do.html

54

See: http://www.nzta.govt.nz/about/what-we-do.html

56

This assumes that local government funding matches the amount provided from the NLTF – i.e. assuming a Financial
Assistance Rate of 50%.
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Figure 18: Land transport investment: 2000/01 – 2018/19
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The New Zealand Transport Agency is a Crown Entity. Its main purposes are to develop and
manage the National Land Transport Plan and manage the state highways on behalf of the Crown.
The NLTP is a three-yearly document that gives effect to the principles and funding ranges set out
in the Government Policy Statement for Land Transport Investment (GPS)57. The GPS sets out the
overall funding available to the sector (predominantly user charges revenue with supplementary
Crown investment), funding ranges for different activities (such as state highway construction and
maintenance, and public transport services and infrastructure) and principles for the NZTA in
making funding decisions. The NLTP is an operational document which details the activities eligible
for funding (see the diagrams that follow for more detail on the different roles and responsibilities
within the sector). Through the development of the NLTP, the NZTA undertakes project assessment
and also contributes to the funding of local roads and public transport through the allocation of
transport user charges from the NLTF.
The Ministry of Transport provides advice to the Minister of Transport on the development of the
GPS and is also charged with setting broader policy direction and monitoring performance in the
transport sector.
Local government is responsible for the development and maintenance of local roads and transport
services. As a consequence, a considerable amount of Crown funding is managed by local councils
which directly purchase contracts for transport works and services from the private sector. In
establishing where to invest, and as a mechanism to seek Crown funding for transport projects,58
the regions each develop Regional Land Transport Programmes (RLTPs). The RLTPs are
developed in concert with Regional Economic Development Strategies and constituents.

57

The GPS is a 10-year document with greater specificity in the first three years, which guides transport agencies in their planning
and funding decisions to give effect to the objectives the government has for transport.

58

Which is funded from transport user charges.
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Figure 19: Land transport sector planning
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Source: The Treasury, 2009

The following page provides an overview of the three-year NLTP and planning arrangements in the
transport sector.
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Figure 20: Funding for the NLTP

Economic
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Other
funding
borrowing
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$4,520m
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$490m

Search and rescue, recreational
boating safety and awareness

$14m

Waikato & Auckland rail
$135m 2009/10

$135m

Expense from, and repayment of
borrowing $44m

$44m

National Land
Transport Fund

$895m

$7,815m

National Land Transport Programme
Crown funding by
appropriation

New and improved infrastructure
for State highways
$3,075m
Renewal of State highways
$633m

Activities administered on behalf of
the Ministry of Transport
Regional development
$20m
Canterbury transport project
$29m
Super gold card
$53m

Maintenance and operation
of State highways
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External funding for items in the
National Land Transport Programme

New and improved infrastructure
for local roads
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Local government funding
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Renewal of local roads
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$687m
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$0m

NZ Police road policing funding
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Public transport services
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Public transport infrastructure
$269m

Local government funding
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Demand management and
community programmes
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Local government funding
$20m
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Local government funding
$38m

Sector training and research
$18m
Domestic sea freight development
$1m

Notes:
GST exclusive
RUC = road user charges
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Rail and sea freight
$3m

Local government funding
$2m

Transport planning
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Local government funding
$15m

Management of the funding
allocation system
$103m

Source: NZTA 2009-2012 NLTP
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Analysis
Road transport is a critical component of the multi-modal and integrated transport system.
Therefore, road infrastructure is an important enabler of economic growth and social cohesion and
thus vital in our pursuit to create a competitive, high-productivity, high-wage and sustainable
economy. To achieve these outcomes it is important that we have adequate road infrastructure to
ensure that those who are prepared to pay the full cost of their use can undertake their business or
social activities without impediment. The right amount of roading infrastructure will also contribute to
the smooth and efficient functionality of markets, and will ensure that we can absorb pressure from
natural disasters, climate change and significant changes in use patterns.
Adequacy of road infrastructure
Congestion in Auckland and other large urban centres is often cited as justification to increase road
capacity. It is true that congestion in some cities is increasing and that congestion in Auckland is
considered worse than that experienced in similar-sized cities in other countries (see the following):
Figure 21: Road congestion indicator comparison
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Source: NZCID, Meeting New Zealand’s Transport Infrastructure Needs to 2025, 2006

Though congestion is an indicator of insufficient infrastructure, it should be noted that it may also be
induced if the cost to users is too low. In addition, peak time congestion may not provide an
accurate indicator of overall network performance as it may be concentrated in certain areas and
certain times of the day. Moreover, construction lags may mean that the full effects of recent
investment in the roading sector are not yet visible.
Compared to other OECD countries, New Zealand has a relatively high rate of road fatalities per
head of population (see the graph that follows). Based on 2008 results, New Zealand has a road
fatality rate of 8.6 deaths per 100,000 population. This compares with 6.9 deaths per 100,000
population for Australia. Our fatality rate is almost double that of the safest nations: The
Netherlands, Sweden and the United Kingdom. Our road infrastructure has an influence on our
accident rate, and investment in infrastructure which improves the safety of the road environment
may help reduce overall road trauma.
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We also perform poorly for road deaths per total vehicle kilometers travelled. Based on 2008
results, we have a road fatality rate of 9.13 deaths per billion vehicle kilometers travelled. This
compares with 6.5 deaths per billion vehicle kilometers travelled for Australia, 7.7 for France and
7.0 for Ireland. The strongest performer, Great Britain, has 5 deaths per billion vehicle kilometers
travelled.
Figure 22: Road deaths per 100,000 population
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Source: Ministry of Transport, 2009, based on data from the OECD

The Government is expected to release a new road safety strategy in early 2010. Safety
improvements to the physical infrastructure are among the many initiatives identified by the Ministry
of Transport as reducing road trauma.59
Other issues/future pressures in the sector
Transport accounts for an estimated 19% of all New Zealand greenhouse gas emissions. The
Emissions Trading Scheme (ETS) will create a price for carbon which, in the transport sector, will
be included in the price of fuel. Whether the ETS will cause a significant reduction in greenhouse
gas emissions from the transport sector is not guaranteed, nor is it the policy objective of the ETS; it
seeks to achieve emissions reductions where these can be made most efficiently. However, the
increasing cost of fuel may have an impact on consumer perceptions of alternative fuels, electric
vehicles, fuel-efficient technology and (where available) the appeal of public transport. The price of
fuel has a pervasive impact on the price of freight which affects both consumers and freight
forwarders, and the increasing cost of fuel is likely to create pressure for greater efficiencies in the
logistics industry.
Natural disasters and the long-term effects of climate change pose a risk to the integrity of the
transport network. It would be unrealistic to think that we can create a transport system totally isolated
from these events. However, where possible, the risk of these events should be factored into the
evaluation of project alternatives, ensuring an optimal level of resilience.
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See www.mot.govt.nz.
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Recent improvements in communications technology have increased the opportunities for businesses
to rely more heavily on workers having remote access and, for example, working from home. The
uptake of remote access relies on businesses to determine whether it is the best for their business
models; a number of services are far less amenable to such arrangements. However, if the use of this
technology were to become widespread, communications infrastructure may partly substitute roading
infrastructure through a reduction in commuter traffic.
Key issue: improving pricing mechanisms
The price that users pay for roads is the fuel excise duty paid by petrol vehicles, the road user
charge paid by diesel vehicles and the vehicle registration charge paid by all registered vehicles.
This price is only very approximately related to the use that is made of the infrastructure:


charges for Motor Vehicle Registration are annual and thus not related to actual use



neither FED nor RUC vary between congested and uncongested roads, and



petrol consumed, on which FED is based, is a very imperfect measure of distance travelled and
amount of road space used.

Transport ‘prices’ not only determine how efficiently the modes of transport are used (how much,
what time of day etc) but also enable a fair comparison to be made by users between road, rail, sea
and air. This comparison makes it possible to determine both the demand for the different modes
and the optimal level of expenditure on each mode for maintenance and expansions of
infrastructure networks.
Key issue: co-ordination/integration
The Government supports the NZTA taking an integrated approach to transport planning, which is
essential if the shape of our cities is to facilitate economic growth and ensure the synergies
between different transport modes can be realised. It is important that the NZTA works closely with
local government to ensure that councils’ desired urban form is adequately integrated with transport
infrastructure. It is also important that the NZTA ensures co-ordination within the sector to secure
adequate provision of infrastructure which links modes (for example, the roads which lead to
airports, ports and railway stations/stops).
Co-ordination with other sectors should also be encouraged to ensure that investments are aligned.
To an extent this already occurs, and one obvious example is the relationship with the
telecommunications and energy sectors in respect to utilities access arrangements. However,
another obvious example is the need to make sure that prisons, hospitals and schools are
adequately serviced by transport.
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RAIL
Description
Background and history
Like New Zealand’s roads, the rail network supports the movement of goods and people throughout
New Zealand.
From 1863 when the first railway in New Zealand was opened, rail has experienced an uneven history
involving periods in private ownership, as a government department, and as a government
corporation. Railway lines were initially built by provincial governments and tended to be fragments of
rail connecting ports to the hinterland. In 1876, these fragments were brought under central
government control and a century-long process began to join them together into a single national
network. Initially, moving people between urban centres was the primary motivation for creating this
national network, while moving freight long distances was only a complementary use. Today the most
heavily-used and profitable parts of the network involve relatively short distances (e.g. Auckland to
Tauranga, or the West Coast to Christchurch), rather than the entire main trunk line.
New Zealand’s difficult topography, together with budget considerations, resulted in track design,
tunnel clearances, steep grades and bridge standards that have constrained the average speed of rail
services. In addition, the country’s relatively small and highly dispersed population has constrained the
formation of economies of density. Since rail has high fixed costs (the tracks, formations, signalling
systems) and low variable costs, it tends to benefit more from economies of density than economies
60

of network size.

As New Zealand’s road network grew in parallel with the rail network, the former began to offer better
connectivity and economies of scope. Road transport can provide a door-to-door service and faster
delivery. Rail freight performs more efficiently where there is a need to convey volumes from point to
point, such as from a coal mine to a port, and where speed of delivery is of secondary importance to
cost. Rail is not as efficient where the freight task is dispersed, requires multiple handling, or is timesensitive.
Rail also becomes more efficient over long distances, with the exception of short hauls of freight in
congested urban areas, such as from sea ports to inland ports, or short hauls associated with the
point to point movement of bulk materials. However, the majority (73%) of freight movements in
61

New Zealand are over shorter distances and thus not a natural market for rail.

In 1980, rail carried approximately 30% of all goods but following deregulation, trucks were able to
haul freight longer distances and rail’s market share dropped significantly. It now carries about 6% of
freight tonnes (but 15% of net tonne kilometres – that is, the amount of freight as measured by a
62

combination of weight and distance travelled).
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For further discussion, see: Heatley, D. (2009) The History and Future of Rail in New Zealand, New Zealand Institute for the Study of
Competition and Regulation.
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Source: KiwiRail Group (2008) Business Overview and Review of Strategic Issues for Shareholding Ministers.
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Ibid.
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A period of restructuring in the 1980s in response to rail’s reduced role, including establishment as a
corporatised state-owned enterprise, led to significant changes in the business. Staff numbers
reduced dramatically between 1983 and 1991 and productivity doubled. Private ownership from 1993
resulted in further changes and, nominally at least, operating profits. From a government department
of some 20,000 people in the 1970s, KiwiRail now runs a similar level of freight operations with
around 4,000 employees. Despite these efficiency improvements, successive owners (whether private
or public) have still failed to generate sufficient revenue to cover the long-term capital costs of the rail
network. Internationally this is not unusual for national rail networks, which often require a certain level
of government subsidy. In New Zealand it resulted in the running down of physical assets through
reduced investment in maintenance, renewals and upgrades of both the track infrastructure and the
rolling stock. Because rail assets are long-lived, the business can continue for some time before the
backlog of asset renewal and capital requirements catches up and a choice has to be made between
capital expenditure or ceasing operations on parts of the network.
Political and public concern about under-investment in the rail network resulted in Government buyback of the track network in 2004. Subsequent government concern about an effective ongoing
subsidy for the private rail operator, through public investment in the track network, led eventually to
full public ownership of the entire rail business in 2008.
Government ownership has resulted in a renewed effort to improve capital assets through capital
grants and a government operating subsidy, although the level of investment is not yet sufficient to
meet the long-term asset replacement rate for the entire network, or to catch up on deferred
maintenance and renewals. Nevertheless, the Government recognizes the contribution that rail makes
to New Zealand’s transport system and to the economy. The projected growth in the freight task,
particularly in agricultural exports and bulk commodities, the increased containerisation of goods,
rising fuel costs and capacity constraints on our state highways (and the fact that there is spare
capacity on the rail network) all point to a continued role for rail in New Zealand. The difficulty will be
determining the viable parts of the network and therefore the appropriate level of investment that
reflects and protects this future value.
Figure 23: Historical rail capital expenditure (excluding metro)
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Assets
The size of New Zealand’s national rail network has changed little since the early 1990s, and is
approximately 4,000km in length.
There are four main parts to the rail network:


A national freight network, carrying a range of goods but with a comparative advantage in the
transport of bulk commodities such as coal, milk, logs, steel and aggregates. It also has a role in
moving containers.



An interisland ferry service, which is part of the KiwiRail business primarily because of its
strategic role in transporting rail across the Cook Strait. The bulk of interisland ferry revenue
(79%) comes from commercial road freight as well as passengers and their vehicles, rather than
from rail.63



A long-distance passenger service, the primary focus of which is providing a domestic and
international tourism experience, as well as specialised niche or heritage tourist routes in public
and private ownership.



Two metropolitan passenger networks, in Auckland and Wellington, whose operations are
supported by ratepayer and road-user subsidies on the basis that reduced congestion and/or
increased mobility of commuters brings social (including health), economic and environmental
benefits. Taxpayer support has frequently been the source of funding for capital requirements
for metro rail, though there is no standing budget or revenue source for this.

Though it is possible to view the four parts of the business as being reasonably distinct, they have
some common costs and share parts of the track network, and this needs to be considered when
thinking about rail policy. For example, the metro rail services are contracted out by the two
regional councils and utilise special-purpose infrastructure not needed by freight rail operations, but
at peak times, metro services actively compete with freight services on the parts of the network they
share, raising questions about priority of access.
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Source: KiwiRail Group (2008) Business Overview and Review of Strategic Issues for Shareholding Ministers. Available at:
http://www.ontrack.govt.nz/aboutus/resources/publications/Pages/Publications.aspx
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Table 21: Rail facts and figures
Track Length

4,000 KiwiRail Staff

(km)

4,000 Freight carried

4,000,000,000

(Net Tonne Kms)

Bridges1

1,656 Locomotives

Tunnels

149 Freight wagons

Culverts

12,000 Diesel Metro
Units3

Sleepers

180 Weekly Freight Services

900

4,200 Metro Passengers (p.a.)

18,500,000

38 Long-distance

500,000

Passengers (p.a.)

6,000,000 Electric Metro

125 Ferry Passengers (p.a.)

947,000

135 Ferry Traffic, Road and

331,000

Units3
Land (ha)2

18,000 Passenger
Carriages3

KiwiRail

$12,500,000,0001 KiwiRail Revenue

Equity Value

(08/09)

4

Rail (p.a.)
$520,000,000 Crown and Council

$425,000,000

Funding (08/09)5

Notes:
1

Owned by KiwiRail

2

Managed by Kiwirail

3

Owned variously by ARC, GWRC and KiwiRail

4

Excluding grants and subsidies

5

Includes metro upgrades

Source: KiwiRail

Institutional arrangements
The rail network, rail freight and long-distance passenger operations are currently owned and
managed by the New Zealand Railways Corporation (trading as KiwiRail Group), a state-owned
enterprise. KiwiRail also has statutory responsibility for managing access to, and safety on, the rail
corridor.
Metro passenger services in the Auckland and Wellington urban areas are specified and partly
subsidised by the respective regional councils. Metro rolling stock in Auckland is mostly owned by
the region, while in Wellington, the rolling stock is mostly owned by KiwiRail. New metro rolling
stock on order in Wellington will initially be owned by the regional council, and the new rolling stock
planned for Auckland will be owned by KiwiRail. The Government has signalled that it wishes to
move over time to having all metro rolling stock assets owned by KiwiRail.
Funding and pricing
KiwiRail is a state-owned enterprise with commercial revenue (excluding grants and subsidies) of
over $500 million per year. Freight rates are determined by KiwiRail and based on commercial
negotiations with its customers. It funds its operations from this commercial revenue, from
borrowings, and in part from subsidies and equity from its government shareholder.
Urban passenger rail fares are determined by the regional councils, and based on an optimisation
of revenue and patronage levels. The shortfall between the operating cost of the metro system and
the revenue from the farebox is bridged by a combination of ratepayer subsidy and road-user
funding via the New Zealand Transport Agency. Metro rail services are subsidised almost universal
around the world. The small number of cases where metro rail services are fully self-funding are
located in very high-density population centres and have elements of cross-subsidisation from other
activities, such as property development above or around railway stations.
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Planning
KiwiRail is responsible for all planning of rail capital works, but undertakes metro rail planning in
partnership with the regional councils, the metro rail operator (where this isn’t KiwiRail itself) and
the New Zealand Transport Agency.
Analysis
A report in 2008 by the Rail Development Group64 noted that “the relative economics of rail vs. road
and sea transport mean that relieving the business of deferred capital expenditure will only go some
way to enabling it to be financially sustainable on a stand-alone basis”, and that if the national rail
network is to retain its current size, an ongoing government subsidy would be required. In 2009,
KiwiRail received an operating subsidy of $90 million as well as grants and loans for capital
expenditure. However, the Government has indicated that it wishes KiwiRail to become
commercially sustainable and for non metro-rail subsidies to be phased out over time.
The argument for public subsidisation of the network rests on the premise that rail offers positive
externalities (e.g. it contributes towards reduced congestion, air pollution, carbon emissions, fuel
usage and road accidents) and that road transport does not pay for its full social costs, including the
full costs of the road infrastructure, reducing the ability of rail to compete properly.
The extent of such externalities and of any shortfall in the price paid by road transport is being
investigated. But on the basis of the partial analysis already undertaken,65 it seems possible that
road freight prices are on average close to the economically correct level across the country, if not
in the more congested areas. It is also possible that factoring in a quantification of the safety
benefits and environmental value of rail’s greater fuel efficiency may still not be enough to account
for the full capital costs of the current rail network. The introduction of an emissions trading scheme,
more targeted road pricing and smarter demand management systems, if implemented, may go
some way towards improving the competitive position of rail. This will lessen the justification for
subsidising rail freight, but, in the end, growing volumes is likely to be the best method to reduce
subsidisation of freight.
In the meantime, consideration needs to be given to preserving the option value of key rail corridors
by catching up on deferred capital expenditure, so that rail can be positioned to take full advantage
of its anticipated future competitiveness for the benefit of New Zealand.
Future challenges
The National Freight Demands Study undertaken for the Ministry of Transport, Ministry of Economic
Development and the New Zealand Transport Agency in 200866 indicated that there is likely to be
increased demand for the transport of bulk commodities in the future (an increase of 70% by weight
to 2031). This is a task where rail tends to have a comparative advantage over road. It is also likely
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The Rail Development Group was established following the 2008 purchase of KiwiRail by the Government to advise the Minister of
Finance on the further investments that would be required. Reports are available at:
http://www.ontrack.govt.nz/news/2009/Pages/RailDevelopmentPapersreleased.aspx
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Ministry of Transport (2005), Surface Transport Costs and Charges Study.

66

Available at: http://www.transport.govt.nz/research/NationalFreightDemandsStudy/
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that rail will continue to be competitive in container transport in areas where economies of density
exist. This implies that rail will continue to be an important part of New Zealand’s transport
infrastructure. However, freight growth is likely to be specific to certain parts of the network, and
many other parts of the network will remain under-utilised and uneconomic. The parts of the
network that thrive, and those that decline, will be determined to a large extent by the decisions of
our major exporters and by the configuration of our ports.
The Government has difficult but important policy decisions to make about what size rail network it
wishes to support with taxpayer funds, for how long, and about the infrastructure that New Zealand
needs to manage a growing freight task. Its decisions will inform future iterations of the National
Infrastructure Plan.
Metro rail will continue to play an important role in Auckland and Wellington, in supporting desired
land use patterns and social, environmental and economic outcomes. The Government expects the
commercial viability of metro rail to increase over time as population densities along the network
increase, and for a higher proportion of the revenue to be generated from passengers.
Nevertheless, as with metro rail systems overseas, it is very unlikely that metro rail in New Zealand
will ever fully recover its capital requirements from the farebox alone.

PORTS
Description
Background and history
New Zealand’s ports are vital for the movement of freight. They account for over 99% of both
merchandise exports and imports by volume and also support the movement of domestic freight.
Coastal shipping (excluding the Wellington–Picton ferries) currently carries 4.2 million tonnes
annually. This represents 1.9% of the national freight task or 15% measured in tonne-km, and is
67

principally in the form of inter-island traffic and specialist bulk commodities.

th
New Zealand had over 100 ports in the 19 century. This halved by 1935 and has continued to

decline since. By comparison, the volume of trade that is transported using ports has been steadily
increasing. The following graph shows the change in volumes of trade over the last decade:

67
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Coastal Shipping and Modal Freight Choice, Rockpoint Corporate Finance Ltd, 2009.

Figure 24: Volumes of cargo loaded and unloaded at New Zealand ports, 1997-2007
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Source: Statistics New Zealand

Port infrastructure in New Zealand is highly reliant on other forms of infrastructure, namely road and
rail linkages, to function. Therefore, decisions on road and rail infrastructure have a considerable
impact on the performance and capacity of ports.
Assets
There are 14 exporting ports in New Zealand and a smaller number of other ports that service trade
or fishing vessels, as shown in the table below:
Table 22: International trade by port
PORT

EXPORTS

EXPORTS

IMPORTS

IMPORTS

2007 PROVISIONAL

(TONNES)

($ MILLION)

(TONNES)

($ MILLION)

Whangarei

1,156,500

273

5,242,347

3,692

Auckland

2,518,128

7,355

3,876,030

15,665

Tauranga

6,022,908

7,539

3,878,882

4,659

Taharoa

682,200

14

-

-

Gisborne

589,041

119

7,029

1

New Plymouth

1,374,968

1,848

488,717

452

Napier

2,078,702

2,253

484,236

585

818,456

917

1,217,135

2,208

1,243,919

850

124,273

327

377,947

40

2,433

8

3,273,518

2,624

1,344,764

2,613

517,266

1,116

314,842

382

1,530,084

4,130

264,727

350

648,011

1,230

1,125,054

553

49,990

8

24,411

2

22,881,638

30,315

18,394,880

31,499

Wellington
Nelson
Picton
Christchurch (Lyttelton)
Timaru
Dunedin (Port Chalmers)
Invercargill (Bluff)
New Zealand various (sea)
All seaports
Source: Statistics New Zealand
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Further detail on the New Zealand port sector can be obtained from reports by Rockpoint68 and
CRA69. For statistics on cargo movements by port, see the Statistics New Zealand website.70
Institutional arrangements
Despite the removal of ownership restrictions for ports almost two decades ago,
New Zealand remain majority owned by local government

72

71

most ports in

and in many cases, local governments

are the sole owners.
Port companies are not subject to price or rate of return regulation, and are therefore able to set
their own prices. They fund their operations from capital markets by raising debt and equity.
Port companies are fully responsible for planning their own capital investments.
Analysis
Port performance
It is hard to find good operational performance data for ports. Indeed the Rockpoint report
emphasises the lack of consistent data and the extent to which this hampers the development of
meaningful analysis. Some parameters, such as container movements per hour, are easily
measured and well reported. However others, such as handling costs, are regarded as
commercially sensitive and are seldom available for scrutiny. Anecdotal reports suggest that ports
that allow competition of stevedoring services feature substantially lower handling costs than those
that are ‘closed shops’.
The financial performance of the port sector is lower than that which commercially-motivated
owners would demand.
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Some of the listed ports appear to operate quite successfully (at least

within the normal range of companies, subject to the vagaries of economic cycles and management
performance). Others are failing to provide a return on investment and are struggling to survive.
One explanation for continued low returns and local government ownership is that local
governments regard their ports as strategic assets owned to promote regional development. If so,
below-market returns may reflect an implicit subsidy from ratepayers to freight owners. A port could
be considered as a direct subsidy or as a cost centre, similar to a tourism bureau that is not
expected to cover its own costs but that provides value through the business it generates or
facilitates elsewhere in the region.
When considering port performance, it is necessary to consider port role in the supply chain. Ports
are but one small part of that chain. It is possible that maximising the efficiency of any specific part
of the chain can reduce overall performance. For example, more efficient (i.e. lower) capital
investment from a port’s perspective may result in ships having to wait longer to load or unload.
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Rock the Boat. The New Zealand Port Sector, Rockpoint Corporate Finance Ltd, 2008.
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Port Companies and Market Power – A Quantitative Analysis. Charles River Associates 29 April 2002. Report for the Ministry of
Transport/Ministry of Economic Development.
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http://www.stats.govt.nz/
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Port Companies Amendment Act 1990. The ownership restrictions limited the private ownership of ports.
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Coastal Shipping and Modal Freight Choice, Rockpoint Corporate Finance Ltd, 2009.
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Rockpoint ibid.

90

Economy-wide, however, it may be desirable to see more efficient levels of port investment. For
example, although port capital spending may benefit shippers, it carries an opportunity cost.
Therefore if ports over-invest, then that capital is not available to be more productively invested
elsewhere.
Accessibility to and from the port of Auckland is a current issue. The development of the new Wiri
inland port, combined with current roading projects may alleviate the problem.
Trends
Changes in international shipping. International shipping lines often change their schedules in
response to world market conditions. This can affect New Zealand in terms of services to exporters
and importers, and visits to New Zealand ports. It can have dramatic short-term effects on the
efficiency and viability of port infrastructure, especially when visits to some ports might cease.
However, international shipping lines face the commercial risk that any such ‘vacuum’ might be
filled by their competitors, who have to weigh the trade-offs between gaining new cargos versus
larger volumes of cargo at ports. Given that ports are mainly long-term infrastructure, short-term
changes by shipping lines are not necessarily a long-term problem.
Larger ships. The last decade has featured a significant increase in the capacity of new vessels,
driven by increasing trade volumes and the lower per-unit operating costs of larger vessels. The
largest container ships now carry 11,000 TEUs.74 However, these are being committed to the major
trade routes and are unlikely to visit New Zealand in the foreseeable future. The largest vessels
currently visiting New Zealand are around 4,100 TEU capacity but some ports are preparing for
6,100 TEU ships. There is debate about the costs of accommodating these ships. Several ports
claim they already have this capability, or could be made compliant with readily achievable levels of
investment.75 However, some commentators suggest that the costs could reach into the hundreds
of millions and that duplication of this investment in competing ports would be wasteful from a total
New Zealand perspective.
The Chief Executive of Maersk New Zealand recently commented that the chances of larger ships
visiting New Zealand in the near future are relatively small.

76

Supply chain integration. There is a global trend towards increasing integration of supply chains,
with service providers seeking to provide more comprehensive ‘supply chain solutions’ covering
more of the span between the freight owner and the final customer. This creates competition to
control more of the supply chain. Three directions are apparent within this trend. Trucking
companies are expanding into warehousing and stevedoring (e.g. the Toll Group in New Zealand
and Australia), shipping companies are expanding into port services (e.g. Maersk/AP Moller), and
specialist port operating companies are taking over port operations from local authorities (e.g.
Hutchison Whampoa).
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TEU stands for Twenty-foot Equivalent Unit, a standard size container.
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Auckland can already accommodate vessels up to 13.9m draft (which is likely sufficient for 6,000 TEU vessels), planning consents
for minor wharf strengthening and deepening of a berth pocket are already in place should further capacity be required. Tauranga
also claims its shipping channel is sufficient for these vessels, subject to tides and it already has three ‘post Panamax’ capable
cranes.
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Quoted in NZ Transport Intelligence Briefing, 11 June 2009.
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Port companies have found themselves squeezed in this contest. They face a choice of accepting
the trend (and therefore a role as a passive landlord) or competing to hold on to ‘their share’ of the
supply chain.
Future freight demands
It is possible to look at past trends and future projections to form a view about the likely size and
location of the future freight task. Such a view could then inform port planning. However, such
analysis may not give a robust result.
Twenty to thirty years ago, few would have foreseen the current export volumes of dairy products,
coal or wine. Conversely, meat and wool volumes have declined substantially. Imports of CKD77
cars for assembly in New Zealand have been replaced by second-hand Japanese imports and
Asian-manufactured goods have replaced many local products. Overall, globalisation has created a
huge surge in freight volumes. It is difficult to predict whether these trends will continue or be
replaced by new trends. To ensure the appropriate level of infrastructure is in place to meet the
future freight demands, port investment needs to be underpinned by market signals, integrated and
co-ordinated with investment in other transport modes.
However, several of the port companies appear well placed to anticipate future trends, and the
speed and unpredictability of past commodity cycles suggests that distributed decision-making is
likely to result in greater resilience as it increases the probability that at least some ports will get it
right (i.e. it reduces the probability that there is a systematic error in rationalisation and investment
for the future). Therefore, in the long term, central planning is unlikely to be helpful, although some
co-ordination and integration with the planning of other modes that link with ports is desirable.
Conclusion
Overall, the evidence to hand suggests that the port sector is functioning reasonably well:


There is no apparent congestion.



The diversity of ports provides shipping companies/importers/exporters with range and choice.



Competition between ports ensures sufficient market pressure for them to:



-

operate efficiently

-

forecast future trends as best they can, and

-

rationalise and invest where appropriate.

At a systems level, distributed decision-making is likely to result in greater sector resilience
because it increases the probability that at least some ports will get it right.

Consequently, the Government does not see a need to take a larger role in this sector at this time.

77
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Complete Knock Down (CKD), is a complete kit needed to assemble a motor vehicle.

AIRPORTS
Description
Background and history
Air services are a critical form of transport, supporting the mobility and movement of goods, and
underpinning the success of the tourism sector.
A variety of institutions is involved in the delivery of air services including airports, air traffic control,
air navigation infrastructure and air safety and security (including police, customs and immigration).
This section focuses largely on airports and air navigation services, which are the main physical
infrastructure supporting air services.
The main business of airports is handling international and domestic flights. International passenger
movements – inbound and outbound leisure, business and migration trips – are of tremendous
value to the New Zealand economy. Over the past 10 years, international passenger movements
have grown as follows:
Figure 25: International passenger movements by airport
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Airports handle a relatively small volume of freight (0.6% of total imports and 0.5% of exports by
volume), though these are of relatively high value (21% of imports and 15% of exports by value).
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Trends in the international aviation market also have a persuasive impact on New Zealand air
services. The most obvious is the rise in low-cost carriers, which require airports to cater for a wider
variety of passengers and service needs.
Assets
New Zealand has 80 unpaved airports and 41 airports with paved runways varying from about
900m to over 3km in length:79
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Source: Statistics New Zealand.
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Source: CIA Factbook.
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Table 23: Length of unpaved and paved runways
Over 3,047m:

2

2,438 to 3,047m:

1

1,524 to 2,437m:

12

914 to 1,523m:

25

Under 914m:

1

Source: CIA Factbook (2009)

These airports are located throughout New Zealand80 and vary in age and condition. Auckland Airport
is New Zealand’s largest gateway, but Christchurch and Wellington also play significant roles,
especially with traffic to and from Australia. In addition to the runways, navigational infrastructure and
terminals, airports require supporting infrastructure (e.g. road links) to manage efficient passenger and
freight movements.
Air navigation infrastructure is also an important element of air services, and traffic control
infrastructure consists of:


17 airport control towers at passenger airports throughout New Zealand. These are manned by air
traffic controllers that control aircraft visually and, in the busier airports, through radar screens as
well.



Airport lighting systems at all these airports plus several smaller ones.



A network of ground-based beacons to assist with route, approach and departure navigation.



A network of six secondary radars stretching from the Waitakeres near Auckland to Cass Peak
near Christchurch provide airport positioning information to the two air traffic control centres at
Auckland and Christchurch.



Four primary radars at Auckland, Ohakea, Wellington and Christchurch which can operate in hightraffic-density situations.



The Christchurch Centre from which controllers use the radar network to direct arriving or
departing aircraft from Auckland, Wellington and Christchurch airports.



The Auckland Centre, from which controllers use satellites to direct aircraft in the New Zealand
Oceanic Area that extends 26 million square kilometres into the Pacific.

Institutional arrangements
New Zealand airports have a range of ownership structures. Many are owned by local government.
Wellington and Auckland airports have public shareholdings. The Crown has an interest in airports,
with minority shareholdings in Christchurch and Invercargill airports, and a 50% shareholding in
Dunedin and Hawke’s Bay airports. It is also a joint venture partner in six regional airports, and
operates Milford Aerodrome. In addition there are some privately owned airports serving commuter,
tourist or general aviation markets, and military airports.
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http://www.aircraft-charter-world.com/airports/oceania/newzealand.htm provides limited information on many (but not all) of
New Zealand’s airports (including usage and runway length).

The legislation governing the commercial operation of airports is set out in the Commerce Act, the
Civil Aviation Act, the Airport Authorities Act, the Public Works Act, the Resource Management Act
and the Local Government Act.
Air navigational infrastructure is owned and operated by the Airways Corporation of New Zealand Ltd,
a state-owned enterprise.
Airways Corporation has a monopoly under the Civil Aviation Act 1990 for the provision of air control
services, approach control services and area flight information services. Aerodrome air traffic control
services are contestable, although no alternative providers have emerged.
Regulatory issues
Amendments to the Commerce and Airport Authorities Acts in 2008 mean that the three major
airports, which between them account for 74% of total passenger throughput, are now subject to
regulation of their charges by the Commerce Commission. It will specify information disclosure
requirements for these airports, monitor and analyse that information, and report to the Ministers of
Commerce and Transport on whether the three are exploiting their monopoly positions, as soon as
practicable after 2012.
The process, including consultation for reviewing landing charges, for these as for all other airports
remains subject to the Airport Authorities Act.
The operating standards and regulatory requirements for airports and for air navigation are
promulgated in Civil Aviation Rules.
Funding and pricing
By legislation, airports are expected to operate as commercial entities (apart from the six small joint
venture airports). Funding and pricing arrangements vary between airports but almost all (and
certainly the larger ones) provide both contestable and non-contestable services. For noncontestable services (those making use of the runway itself), airports charge airlines in order to
recover a proportion of their weighted average cost of capital, which depends on the value of the
underlying airport assets. Some airports charge airlines on a per passenger per flight basis but
most use the maximum certified take-off weight of the aircraft or a combination of the two methods.
Airports may charge for contestable services (such as parking and shopping facilities). They may
charge a fee for the lease of the premises as well a percentage of profits from the businesses. To
fund infrastructure, the trend for airports is to diversify revenue-generating activities.
Airways Corporation operates on a user-pays charging system but as a monopoly service provider,
it is considered inappropriate for the company to recover excessive profits. Therefore, the pricing
model seeks to charge users for the cost of services provided and the cost of capital. In the event
that excessive profits are generated, these are partially rebated to customers.
Planning
Each airport manages its own capital investment. A notable feature of planning at airports is that
their infrastructure plans generally have a long-time horizon, of 20-50 years. Airports must therefore
work closely with local authorities to ensure protection from encroaching urban growth and
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consequent conflicts over airport noise and pollution. They must also ensure local authority
planning is aligned with airport development needs, including land access to the airport, and airport
access to public utilities. Necessity for long-term planning also means that certainty of land holdings
is critical for airports, and airports often own large areas of surplus land that will be required for
future development.
Airport infrastructure investment tends to be costly, lumpy and irregular. Investment in facilities that
may be intended to meet long-term future needs often faces opposition from airlines that operate on a
shorter timeframe. Airlines are understandably reluctant to pay for infrastructure that may exceed their
immediate needs.
In May 2009, Airways NZ released “Vision 2015 – A Strategic Vision of Air Traffic Management in
New Zealand to 2015 and Beyond”. This document broadly defines New Zealand’s future air traffic
management and outlines investment plans.
Analysis
Compared with overseas airports, New Zealand’s are relatively free of congestion. However,
airlines have complained of monopoly pricing, in particular by Auckland and Wellington airports. To
the extent that airports have been extracting monopoly prices, it might suggest that establishing
competing infrastructure in regions could provide benefits. The case for second airports within
regions has yet to be demonstrated and would face considerable planning hurdles given the
airports’ particular land requirements, and noise and pollution issues.
In addition to the three major airports, Hamilton, Rotorua, Dunedin and Queenstown airports
currently support trans-Tasman flights. For other small regional airports to establish trans-Tasman
linkages, investment in airport infrastructure may be required. If regional trans-Tasman linkages are
to increase, this will also place pressure on border security agencies to provide the infrastructure to
process passengers and freight at an increasing number of locations. There is scope for greater
communication between airlines, airports and border security agencies to ensure enough lead-in
time is provided for the procurement of infrastructure and staff to support these services.
Improvements in satellite-based aircraft navigation technology are continuing to the point where, for
airlines, ground-based navigational aids will no longer be required for some aircraft. New aircraft
will eventually use performance-based navigation procedures and the current ground-based
infrastructure will have relevance to older and smaller aircraft only.

ENERGY
New Zealand is an energy-rich country and, with energy as a vital input for developed economies,
should be well placed to use this this to achieve its economic growth objectives. However,
harnessing energy is dependent on the right level of infrastructure being available at the right place,
time and price. In New Zealand, responsibility for this infrastructure, and these services, lies with
the private sector. This section provides an assessment of how the energy market operates and of
whether the market acts in a manner consistent with the objectives of the Government.
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ELECTRICITY
Description
Background and history
Electricity is an important input for industrial, commercial and residential users. It is therefore vital
that the electricity market operates in a manner that is efficient and fair, and that can support both
improved economic activity and improved living standards.
Electricity was produced and distributed by a government department until 1986. It then became a
corporation under the State Owned Enterprises Act, the Electricity Corporation of New Zealand
(ECNZ). In 1994, the ECNZ was split into a transmission company (Transpower, an SOE) and four
separate generating companies, one of which was sold (Contact Energy), the other three becoming
individual SOEs. Some power stations were sold to other companies such as Trustpower. As a
result, arrangements for the production of electricity have changed from a state-owned monopoly to
a mixed-ownership competitive market.
Institutional arrangements
The main components of the electricity market are described below.


Generators: Meridian, Contact, Genesis, Mighty River Power and Trustpower own around 93% of
total electricity capacity. Meridian and Contact are the biggest players in the generation market,
and both have large hydro electricity operations based in the South Island.



System Operator/Clearing Manager: This function is carried out by Transpower under contract
with the Electricity Commission. Transpower is responsible for the real-time operation of the
electricity system.
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Transmission: Transpower owns and operates the national electricity transmission system.

The

national grid is largely an alternating current (AC) transmission system, but it incorporates a direct
current (DC) connection from the southern South Island (Benmore station on the Waitaki River)
across the Cook Strait (by undersea cable) to the southern end of the North Island (the HVDC82
system). Transpower supplies regional distribution companies and provides electricity directly to
some large industrial companies.


Distribution: 29 lines companies own the local distribution networks throughout New Zealand.
Distribution companies include listed companies, shareholder co-operatives, community trusts and
local government ownership, with most lines companies owned by trusts. Lines companies range
in size from Vector (500,000 end users) to Buller Energy (4,000 end users). Some transmission
and distribution infrastructure is also being used to deliver telecommunications services.

81

This includes switchgear (substations), high-voltage cables, transformers and overhead lines for transmitting high-voltage
electricity from generating stations to distribution (lines) companies.
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High-voltage direct-current.
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Retail: The five main retail companies are also the main generating companies. These compete
with each other to meet consumers' electricity needs and often provide bundled services for
consumers. The retailers' charges to the end users include the cost of the electricity supplied to
the consumer as well as the costs for transmission and distribution services.

Assets
The location, source and total generation capacity of the New Zealand market is shown in the graphic
that follows. Renewable energy sources are a dominant feature of the market, accounting for almost
60% of total capacity.
Figure 26: Main electricity suppliers
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As at June 2009, the transmission lines, substations, communications and HVDC cable owned by
Transpower Group were valued at $2.7 billion.83
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Transpower Annual Report 2008/09, p.55.

Funding and pricing
The diagram that follows shows how the price for electricity is set.
Figure 27: How price is set in the electricity market
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Some characteristics of the wholesale market:


Generators offer to sell electricity into the spot market for each ½ hour of each day



Generation is scheduled and managed in real-time by the system operator to ensure that supply matches demand continuously



All energy is sold at the market clearing price for each ½ hour, set by the most expensive generator dispatched for each ½ hour



Spot price varies significantly over time and can reach very high levels, for sustained periods, during periods of low hydro inflows



Retailers and large consumers (some of whom purchase from the wholesale market) enter into contract-for-differences
(commonly referred to as hedge contracts) in order to reduce the volatility of costs and revenues



Small consumers typically buy electricity from retailers on fixed-price, variable volume contracts, and are not exposed to the
variations in spot market prices

Source: Ministry of Economic Development, 2009

Planning
Planning is undertaken by the individual players in the electricity market. They respond to the
market opportunities as well as the regulatory settings that govern the market.
Analysis
The performance of the electricity sector over the last decade has not always been adequate. Over
the last decade or so, transmission has been the focus of ongoing controversy on a number of
fronts, including:


a number of high-profile outages including the abrupt removal from service of part of the interisland link (Pole 1)



disputes over grid upgrades including, initially, the lack of upgrades and subsequently, the
approval process for upgrades along with controversy over particular proposals



disputes over transmission pricing, in particular over who should pay for the sunk costs of the
grid (especially the inter-island link) and for upgrades, and
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the unsatisfactory state of the inter-island link, which adversely affects the performance of the
market.84

Transmission
Transpower performance is regulated and measured by reliability standards prescribed by the
Electricity Commission. It sets these standards in consultation with industry and stakeholders, and
Transpower is required to report on its performance against these. The standards seek to establish
the optimal level of supply interruption from an economic perspective and influence Transpower
investment planning.
Under-investment has been a feature of transmission over recent decades. However, significant
new investment is now in progress as per the new regulatory arrangements under Part F of the
electricity governance rules. These arrangements give Transpower greater power to pass on costs
for grid upgrade projects approved by the Electricity Commission.85 However, the size of the
programme of works, and associated lag times, mean that the full effect of this expenditure on
capacity may not be obvious for some time.
Figure 28: Historical and planned transmission capital expenditure
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Additionally, Transpower is currently refreshing its National Grid Strategy. Its paper “Transmission
2040” describes how it is thinking of developing the national grid over the next 40 years. The
Annual Planning report also indicates that Transpower is now taking a longer-term approach to
investment in the network, with major upgrades announced to the North Island’s grid.
The significant programme of planned investment by Transpower would suggest that the
performance of the network will be at least maintained and may improve. However, a remaining
concern is the dominance of South Island-generated power which creates a heavy reliance on the

84

Source: MED Improving Electricity Market Performance Volume one: Discussion paper.
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It is anticipated that the Commerce Commission will undertake this approval process with the passing of the Electricity Industry
Bill. See: http://www.parliament.nz/en-NZ/PB/Legislation/Bills/5/a/c/00DBHOH_BILL9726_1-Electricity-Industry-Bill.htm
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capacity of the HVDC link connecting the North and South Islands, and the effective functioning of
the market.
Generation
Generation capacity has not been the main constraint on performance in the sector. However, in
dry years low lake levels have reduced hydro-generated output placing pressure on total supply.
The risk from dry years will be reduced only when more non-hydro capacity is built. Forecast
investment indicates that supply margins will improve in the near future (see below).
Figure 29: Winter energy margin 1985-2015
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Source: Ministry of Economic Development, 2009

Further, generation capacity is forecast to increase in the coming years:
Figure 30: Electricity generation capacity
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Distribution
A 2007 estimate revealed that the lost value of electricity from distribution outages was $50-70
million.86 However, recent reviews of the regulatory settings within which the distribution companies
operate have not revealed any fundamental barrier to required investment in these assets. Further,
a review for the period beginning 1 April 2009 revealed a continued improvement in asset
management planning.87 The Commerce Act protects consumers from excessive prices and poor
quality, and the new Part 4 provides an improved regime to encourage investment in new lines to
maintain security of supply, improve quality, and invest in demand-side management.
Price
Price volatility impacts both on users and investors in the sector. Volatility is in large part due to our
inability to import electricity and a long history of government investment in large-scale electricity
projects that has led to a hydro-dominated system (hydro represents around 60% of annual
generation), with limited hydro storage due to the small sizes of the reservoirs. This volatility is
unlikely to be removed due to the unique characteristics within the New Zealand electricity sector.
Volatility is often only reported on when it has a negative impact when, in reality, our average cost
of electricity is much lower than that of other nations. This is shown by the graphic below:
Figure 31: Price volatility in electricity sector
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Powerco submission on Infrastructure Facts and Issues, p.2.

87

Commerce Commission 2009, based on information by Strata Energy Consulting.
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GAS
Description
Background and history
Gas is an important source of energy, for electricity generation, direct home use and industrial
production. This section focuses on the infrastructure that supports the production and transmission
of gas.
The Kapuni gas field in Taranaki, discovered in 1959, was the first commercially viable find in
New Zealand. In 1969 a pipeline was constructed from Kapuni to Auckland and Wellington. This
has now been extended as far as Gisborne and Hastings in the east and Kauri in the far north. In
1969, the major Maui offshore field was discovered.
Following development of the Maui field natural gas became an important fuel for residential,
commercial and industrial uses. The gas infrastructure networks deliver natural gas to
approximately 260,000 consumers. In particular, it became a large resource for electricity
generation and the petrochemical industry. The availability of cheap Maui gas had also a major
influence on power prices. Recent power price increases reflect, in part, the decline of the Maui
field.
The gas industry comprises:


Fields



Producers



Wholesalers



Transmitters



Distributors



Retailers, and



Consumers.

Assets
Production
There are currently 14 fields that produce gas in New Zealand, all in the Taranaki region, with
production dominated by the Pohokura (40.6%) and the Maui (29.8%) fields, as shown in the
following graph.
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Figure 32: Gross gas production by field for 2008
 Pohokura 40.6%
Maui 29.8%
 Kapuni 12.2%
Tui 4.4%
McKee 4.0%
Mangahewa 2.9%
 Turangi 2.8%
 Rimu/Kauri 1.3%
Kaimiro/Ngatoro 1.1%
 Other 0.9%

Note: 1. Rimu/Kauri includes the Manutahi well.
2. Kaimiro/Ngatoro includes the Goldie and Moturoa wells.
3. Other includes the Tariki/Ahuroa, Waihapa/Ngaere and Cheal fields, and Surrey well.
Source: Ministry of Economic Development: New Zealand Energy Data File 2009

Transmission and distribution
There are more than 3,400km of high-pressure gas transmission pipelines in New Zealand.
Distribution networks transport gas from transmission pipeline delivery points and reticulate it into
residential houses, offices, hospitals, factories and other businesses. There are more than 2,800km
of intermediate, medium and low-pressure distribution pipeline networks in the North Island.
Institutional arrangements
Shell and Todd Energy-owned subsidiaries control the majority of the gas production market. The
natural gas industry in New Zealand has undergone considerable reform and restructuring since the
mid 1980s. In 1992, a new Gas Act deregulated the gas sector, abolishing exclusive area retail
franchises for gas utilities and price controls on gas.
The impending depletion of Maui gas88 and transition to future reliance on a wider range of gas
sources, environmental and sustainability requirements, the need to facilitate competition, and a
desire to establish a fair and open industry governance framework led to a government review of
the sector in 2001.
This resulted in the establishment of the Gas Industry Company. This is a co-regulatory body which
can make recommendations to the Minister of Energy on a wide range of industry matters, including
the making of rules and regulations regarding the wholesaling, retailing, transmission, processing
and distribution of natural gas.89
Analysis
The New Zealand gas market is in transition from heavy reliance on one gas field and producer to a
situation where gas comes from an increasing number of fields and producers. As a result,
substantial new market arrangements – instruments and institutions – are being designed,
developed and put in place.90
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Gas Association of New Zealand’s website: www.ganz.org.nz

89

Gas Association of New Zealand’s website: www.ganz.org.nz

90

The New Zealand Gas Industry in 2006: Review of its State and Performance Report by the Allen Consulting Group, p.v, November
2006.
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Consumption
54.5% of New Zealand’s natural gas produced during 2008 was used for electricity generation (as
depicted in the following figure). Total observed gas consumption decreased by approximately 8%
in 2008.91 This was due to a drop in the demand for gas used for electricity generation and a drop
in consumer energy demand.
Figure 33: Gas consumption by sector for 2008
 Electricity Generation 54.5%
 Industrial 20.1%
 Methanol 14.7%
 Ammonia/Urea 4.0%
 Residential 2.8%
 Commercial 2.2%
 Other Transformation 1.6%
 Transport Industry 0. 1%

Note: Electricity Generation includes cogeneration.
Source: Ministry of Economic Development: New Zealand Energy Data File 2009

Projected gas production and demand
The graph that follows projects a delivery profile of New Zealand's estimated gas reserves as at
2008. Production from the Maui field has declined but has been partially replaced with production
from alternative fields. Because of Maui’s projected exhaustion, the Government has put in place
measures to encourage gas exploration, including subsidies for gas discoveries.
Figure 34: Historical and projected gas production and gas demand92
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According to the Ministry of Economic Development: New Zealand Energy Data File 2008: Gas consumption decreased from
approximately 167 Picojoules (PJ) to almost 154 PJ in 2008.
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This projected gas supply/demand outlook fails to take into account the 2008 reserve downgrades. It is likely that this gap has
widened.
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OVERALL ENERGY ANALYSIS
Players in the energy market are undertaking their planning in an environment of uncertainty. There
are mounting concerns about the resilience of our energy supplies to severe weather events,
climate change, natural disasters and demand-side changes. This uncertainty is not a new
phenomenon, and the energy market has demonstrated its robustness in the past. The sector has
ensured that there is sufficient energy to support growth in the dairy sector and there is continued
evidence that the sector is managing uncertainty adequately. For example, the diversification of
generation investment into non-hydro renewable energy should improve dry-year supply levels,
vulnerability to international oil prices, and the carbon footprint of energy production.93
Figure 35: Consumer energy demand by fuel type
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Transpower recently undertook consultation on its Transmission 2040 document, which outlined a
number of different scenarios for the required capacity of transmission. Through this process it has
been able to make some choices about investment over the long term. A key consideration is the
need to ensure that the grid is operable under a number of different use scenarios.
The sector is also exploring investment opportunities in smart metering, smart networks,
convergence and distributed generation. Despite the infancy of much of this technology, these
investigations should improve the responsiveness of the sector, ensure that current capacity is
being maximised, and improve the certainty under which investment to increase capacity occurs.
The challenge for the Government is to ensure that the regulatory settings are appropriate.

93

See Ministry of Economic Development Energy Outlook, 2009.
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TELECOMMUNICATIONS
Description
Background and history
Telecommunications services include fixed line (landline and data services such as cable
broadband) as well as wireless services.
The telecommunications services market in New Zealand was opened to competition in 1989.
Since then, private telecommunications planning and product advances have developed the
market, with the Government’s role largely confined to that of regulator. A number of new
telecommunications players entered the market over this time, including Internet service providers.
The two biggest entrants were Vodafone and TelstraClear.
In 2006, due to concern at Telecom’s dominance over the infrastructure, the Crown decided that
there needed to be more regulation to deliver better competition in the telecommunications market.
Local loop unbundling in 2006 and the operational separation of Telecom in 2008
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are the most

visible outcomes of this regulatory approach.
Trends in the major categories of telecommunications retail revenue over the 2005/06, 2006/07 and
2007/08 financial years are as follows:
Figure 36: Total retail telecommunications revenues
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 Fixed telephone services $1.98 billion

▬ Fixed telephone services ▬ Internet and Data

 Internet and Data $0.91 billion  Mobile $1.98 billion

▬ Mobile ▬ Other telecommunications services

2008

 Other telecommunications services $0.47 billion
Source: Commerce Commission 2008 Telecommunications Market Monitoring Report

The pace of technological change in the telecommunications sector makes it a more risky than
other infrastructure sectors. However, once the basic infrastructure is in place, assets are scalable
to an extent not seen in other sectors – for example, once the ducting is in place, it is easy to
exponentially increase the available data capacity.
As shown in the next figure, surveyed retail carriers reported total capital expenditure of
$918 million in 2005/06, $1,069 million in 2006/07 and $1,184 million in 2007/08.
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On March 31 2008, Telecom was operationally separated into three divisions – Telecom Retail; Telecom Wholesale; and Chorus,
the network infrastructure division.
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Figure 37: Telecommunications industry capital expenditure
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Capital expenditure across the whole telecommunications industry is likely to be significantly higher
than this due to investment by firms that were not surveyed because they were not
Telecommunications Carriers Forum (TCF) members with a retail business. This would include
investment by telecommunications wholesalers such as Kordia, FX Networks, CityLink (now owned
by TeamTalk), Vector, and new mobile entrant NZ Communications (2degrees).
Kordia reported that in 2007/08 it spent $38 million on the acquisition of plant, property and
equipment.95 This was up from $27 million in 2006/07 and $17 million in 2005/06. Vector reported
capital expenditure on its communications business of $18 million in 2006/07, up from $13 million in
2005/06. For 2007/08, Vector reported a combined capital expenditure on communications and
metering of $28 million.96
Much of the reported investment, particularly in the case of Telecom, would not have added to the
net stock of telecommunications infrastructure because it would have been spent on replacing
existing capital assets at the end of their economic lives. For example, Telecom reported
depreciation and amortisation totalling $529 million in 2005/06, $570 million in 2006/07 and $617
million in 2007/08.
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However, there has been some new investment in, for example, Telecom’s XT

mobile network and by a new mobile entrant, 2degrees.
Assets
As at September 2008, retail fixed line connections totalled about 1.9 million compared with retail
mobile connections of 4.6 million. The graph that follows shows how the numbers of mobile and fixed
line connections have changed over the last 13 years. It should be noted that this overstates the
number of actual individual mobile phone users as some have multiple mobile connections/SIM cards.
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Kordia Group Limited Consolidated Financial Statements for year ended 30 June 2008.

96

Vector Limited Shareholder Review 2008.

97

Telecom Corporation of New Zealand Annual Report for Year Ended 30 June 2008.
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Figure 38: Mobile connections versus fixed line connections
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Broadband coverage is now universal, with fixed-line (Digital Subscriber Line-based) broadband
available to approximately 93% of all lines, and either wireless or satellite-based broadband
available to the remainder. The number of broadband subscribers, at over one million, now exceeds
the number of dial-up users.98 However, given New Zealand’s topography, it should be noted that
the quality of broadband services can vary, and that users in more remote areas do not generally
experience the same level of service as someone connected in an urban area.
With the launch of 2degrees in mid-2009, there are now three privately owned cellular networks.
In Wellington and Christchurch, TelstraClear provides consumers with an alternative to the Telecom
network using hybrid fibre-coaxial (HFC) cable. Both TelstraClear and Telecom have
comprehensive nationwide backhaul networks which comprise the intermediate links between the
core, or backbone, of the network and the small sub-networks at the "edge" of the entire
hierarchical network. A number of other players provide regional and urban backhaul in various
parts of the country.
Institutional arrangements
The New Zealand telecommunications market is one of the most liberalised in the world, with no
statutory barriers to entry. Telecom Corporation of New Zealand Ltd (Telecom) was established as
a state-owned enterprise in 1987 after the break-up of the New Zealand Post Office, and privatised
in 1990. The Kiwi Share agreement was written into Telecom’s constitution, naming the Minister of
Finance as the ‘Kiwi Shareholder’ and safeguarding the ongoing interests of the Crown in
Telecom’s assets through the various protections listed as ‘Rights of the Kiwi Shareholder’.99
With few exceptions, the major infrastructure assets associated with each of these service areas
are in private ownership. In the fixed-line telephones service market, Telecom remains the
dominant provider, owning network assets throughout the country. However, competition in the
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As at 30 June 2009 – Statistics New Zealand.

99

This was at a time when there was little alternative network or technology to Telecom’s.
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broadband market has increased markedly in the last two years. Telecom currently shares the
mobile market with Vodafone (which has the majority market share of 53.7%), and is the largest
single owner of data communications infrastructure.100 A third mobile provider, NZ Communications
(trading as 2degrees), entered the market in August 2009.
Several residential and business communications companies have taken advantage of local loop
unbundling and are using Telecom infrastructure to provide sevices.This has resulted in more
competition for land line services with cheaper prices.
The Commerce Commission regulates telecommunications under the Telecommunications Act
2001, which is designed to promote competition in telecommunications markets for the long-term
benefit of end-users. This gives the Telecommunications Commissioner the right to make
determinations on price and non-price terms for a range of designated services sold by Telecom to
competitors.
Funding and pricing
Recent benchmarking exercises have identified New Zealand’s broadband pricing to be highly
competitive, consistently ranking in the top third of OECD pricing for all categories of broadband
usage.
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Improvements in coverage, performance and pricing are also leading to an increase in

broadband uptake. However, it should be noted that these pricing improvements are compromised
somewhat by the presence of data caps at much lower levels than in overseas countries. These
have the effect of increasing the actual cost of connectivity to users.
Planning
Apart from the Government’s investment of up to $1.5 billion in fibre to the home, planning is the
responsibility of the various market participants.
Analysis
In terms of broadband uptake, the diagrams that follow demonstrate that New Zealand is catching
up with the OECD average, and our overall ranking in uptake (measured by broadband subscribers
per 100 inhabitants) has increased from 22nd out of 30 OECD countries in 2003 to 18th in 2009. The
number of broadband subscribers in New Zealand now exceeds the number of dial-up subscribers.
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Source: Commerce Commission 2008 Telecommunications Market Monitoring Report. Available at:
http://www.comcom.govt.nz/IndustryRegulation/Telecommunications/MonitoringandReporting/DecisionsList.aspx
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See 2007 Telecommunications market Monitoring Report. Commerce Commission, March 2008.
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Figure 39: New Zealand’s broadband uptake, 2003-2007
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Figure 40: OECD broadband subscribers by technology, June 2009
Broadband subscribers
per 100 inhabitants
40
35
30
OECD average

25
20
15
10

Turkey

Mexico

Poland

Slovak Republic

Greece

Hungary

Portugal

Italy

Czech Republic

Spain

Ireland

Austria

Japan

New Zealand

Australia

Belgium

United States

France

United Kingdom

Germany

Finland

Canada

Sweden

Luxembourg

Korea

Iceland

Norway

Switzerland

Denmark

0

Netherlands

5

 DSL  Cable  Fibre/LAN  Other
Source: OECD

The relationship between investment in ICT and growth is one that has been widely considered.
The Economist Intelligence Unit (EIU) published a report, Reaping the Benefits of ICT102, in 2004,
identifying three specific areas in which ICT impacts GDP:


ICT investment



ICT production, and



Increased productivity arising from ICT usage.

The EIU considers that the biggest payoff from ICT is from sustainable boosts to productivity growth
throughout the rest of the economy in the ICT-using sectors.
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Available at: http://www.bsa.org/eupolicy/upload/Reaping-the-benefits-of-ICT.pdf

111

In its 2006 World Telecommunications Development Report,103 the International Telecommunications
Union (ITU) observed that the most important economic impact of the spread and use of ICT is in
transforming the way individuals, businesses and other parts of society work, communicate, and
interact. It notes that measuring the economic impacts of the spread and use of ICT is particularly
difficult given the nature of ICT as “enabling” or “General Purpose Technologies”. Though the
extent of the impact differs across countries, there is a general consensus that ICT has a positive
impact on economic growth by increasing productivity.
Although ICT has different impacts across countries, the impacts are most visible in those countries
and areas that have the highest ICT penetration levels. Some examples of the benefits include:


E-commerce – this allows companies to reduce production, administrative and sales costs and
increase revenues



Teleworking – saving people and businesses time and money, and reducing traffic congestion
and its environmental impacts
- Over 10% of the 100,000 employees at British Telecom (BT) worked from home during
2006. BT estimates that ICT-enabled telework allows the company to save over GBP
£60 million per year, and



E-government services
- A 2005 study by the European Union (EU) confirmed that e-government services were
producing real benefits for EU citizens, governments and businesses by saving time and
increasing flexibility. Online income tax declarations save European taxpayers an estimated
7 million hours per year. When generally available and widely used in all member states,
such e-services have the potential to save over 100 million hours each year.

Because of the link between ICT and growth, the Government has decided to invest up to
$1.5 billion in rolling out the ultra-fast broadband initiative.

WATER
The following discussion on water considers:


drinking water



waste water



storm water



flood protection, and



rural water infrastructure.
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Available at: http://www.itu.int/dms_pub/itu-d/opb/ind/D-IND-WTDR-2006-SUM-PDF-E.pdf
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Overview
Background and history
Early settlers relied on wells, springs, streams and rainfall to supply their water needs. As towns
grew, the local councils (or boards) and other entities initially assumed responsibility for providing a
continuous supply, followed by a reticulated water supply direct to households and businesses.
Over time, this has meant that local government now has the responsibility for supplying reticulated
water to approximately 85% of people who are on such water systems.
As for drinking water, the disposal of wastewater in urban and built-up areas is primarily the
responsibility of local authorities. Councils assumed this responsibility for similar public health,
environmental and service delivery reasons. Management and asset planning considerations are
also similar between the two types of networks, as are issues related to access to consistent
information about the assets.
Water and water disposal systems represent key urban amenities that contribute to the health and
wellbeing of the population in both rural and urban settings. In New Zealand, the regional variation
in topography and water resource means that these systems are best managed locally.
Wastewater and many water systems are generally not interconnected across the country, although
some areas may share treatment facilities. Each reticulated system has assets to collect untreated
wastewater from customers and transport it to facilities for the treatment and disposal of wastewater
effluent, which includes liquid, solids and gas.
Similarly, councils have responsibility for stormwater, drainage and flood protection systems, many
of which started as individual systems under the control of separate boards or committees.
Institutional arrangements
For the most part, the management and operation of drinking water and wastewater systems
remains under local government control. The following descriptions apply equally to drinking water
as to wastewater and, to some extent, stormwater systems.
Many provincial and rural councils retain direct control over all aspects of their water networks. A
number of larger councils use council-controlled organisations to deliver bulk and/or reticulated
supplies to one (e.g. Metrowater) or more councils (e.g. Watercare Services, Capacity).
Arrangements also exist for contracting out maintenance and operation.
The Papakura District Council is currently the only council in New Zealand to have fully contracted
the management and operation of its water and wastewater networks to a private firm (United
Water).
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Funding and pricing
Local authorities fund water network infrastructure from a variety of sources including rates (directly
and indirectly), loans, subsidies (where available) and through development contributions. The
latter are levied to cover the impact of increased demand on existing infrastructure. The graph
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Department of Internal Affairs.
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below indicates that, of those territorial authorities using development contributions, a significant
proportion of this revenue is used for drinking water, wastewater and stormwater.
Figure 41: Median development contribution charge by group of activities (top charges only)
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Source: Department of Internal Affairs: Local Government Information Series 2008/01 – Analysis of 2007/08 Development
Contributions

A potential issue is how the assets required for growth are funded. Analysis of Long-Term Council
Community Plans105 indicates that councils are looking to use more debt to fund capital
expenditure.
Assets
One of the issues in relation to understanding water network assets is the availability of appropriate
information. Though councils and their providers undertake asset management planning, there is
no consistent mechanism to collect or analyse information on the scale of investment or state of
these networks from a national perspective. The absence of such information is a potential risk to
understanding future asset requirements and funding. Many of the figures given in this report are
therefore based primarily on extrapolated values. As such, they represent best estimates from the
information available.
Recent decisions made by the Government to help improve the transparency, accountability and
financial management of/by local government will go some way to improving this situation.
The total value
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of water, wastewater and stormwater assets under local government control is

estimated to be approximately $33 billion. It is estimated107 that local government also manages a
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Department of Internal Affairs: Local Government Information Series 2009/15 – Observations and trends from the 2009/19 long-term
council community plans.
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Optimised Replacement Cost – from Department of Internal Affairs: Local Government Information Series 2009/19 – Information on
local government water network infrastructure.
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further $1.5 billion worth of flood control and drainage assets. Across all councils, average annual
capital expenditure on water networks is estimated to be around $1.15 billion per annum over the
next 10 years. This is approximately 25% of the total forecast capital spend by councils over the
same period.

DRINKING WATER
Description
Background, institutional arrangements and planning
In 2000, 82% of the total New Zealand population was serviced by 114 drinking water supplies.
Each of these was a medium to large supply providing for more than 5,000 people.
The remaining 18% of the population is serviced by over 1,900 supplies that each provide for fewer
than 5,000 people. Most of the supplies that failed to comply with the bacteriological requirement of
the “Drinking-Water Standards for New Zealand 1995”

108

were from this group.109 Many of these

are poorer, dispersed rural communities that do not have ready access to laboratory facilities and
have relatively high per capita costs for both treatment and monitoring compared to their larger
urban counterparts.
To improve the public health management of drinking water supplies, the Ministry of Health
developed management programmes emphasising planning techniques to promote a quality
assurance approach. This is complemented by a monitoring programme used as a final quality
control, which should also act as a feedback loop and provide a trigger for remedial action where
this is necessary.
Up to 2007, legislation covering drinking water was included in the Health Act 1956 and largely
related to local authorities. In 2007, the Health Act was amended to put all water supplies (public
and private) on an equal basis in terms of water quality and quantity.
The Act also prescribes the management of water supply for safety, and requires local authorities to
compile public health risk management plans as a means of ensuring issues that may compromise
water quality are identified before they affect on the consumer.
Drinking water quality
Drinking water quality is monitored centrally by the Ministry of Health. The 2004 Ministry of
Economic Development Stocktake110 noted that complying with new drinking water standards
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Initial scan of 2008/09 local government annual reports by the Department of Internal Affairs.
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Ministry of Health. 1995a, Drinking-Water Standards of New Zealand 1995. Wellington: Ministry of Health.
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Ministry of Health 2000b, Initiatives to Improve the Quality of Drinking-water in New Zealand: Discussion paper for local government
New Zealand. Wellington: Ministry of Health
Ministry of Health 2000c, Register of Community Drinking-Water Supplies in New Zealand [annual]. Wellington, Ministry of
Health, and
Ministry of Health 2001, Annual Report on the Microbiological Quality of Drinking-water supplies in New Zealand [annual]. Wellington
Ministry of Health.
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Available at: http://www.med.govt.nz/templates/MultipageDocumentPage___9031.aspx?&MSHiC=65001&L=0&W=water+
infrastructure+&Pre=%3cb%3e&Post=%3c%2fb%3e
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(DWSNZ) proposed by the Ministry of Health would require many territorial authorities to upgrade
their water supply infrastructure and management systems. This was an issue for many smaller
rural councils, and a small number of metropolitan councils, where surface water sources were
subject to minimal treatment.
Progress has been made in improving the quality of drinking water and wastewater infrastructure. In
2003, 68% of New Zealand’s population received water that was known to comply with the
bacteriological requirements of the drinking water standards. By 2008, this had increased to 80%.
The graph that follows shows the increasing levels of drinking water supply registration since 1994,
and improved levels of compliance with drinking water standards (with respect to bacteria).
The main reason for most of the remaining non-compliance with the drinking water standards in
New Zealand relates to providing protection against protozoa (Giardia and Cryptosporidium).
Chlorine does not disable protozoa, and the cost associated with the infrastructure required to
disable them is high, as this requires either very fine filtering or treatment with ultraviolet light to
disable it.
Figure 42: Trend in bacteriological compliance at the distribution zone
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Source: Ministry of Health, 2010. This is a draft that, once finalised, will be published in the “Annual Review of DrinkingWater Quality in New Zealand 2008/9”

Despite the availability of a government subsidy, the substantial cost of new infrastructure to meet
the increased legislative requirement to comply with the existing water quality standards remains a
significant issue for many councils. Small rural-based councils typically have the greatest issue with
compliance costs as their smaller water schemes (of which they may have a large number) may
supply as few as ten properties.
Current New Zealand drinking water standards are based on World Health Organisation standards,
are similar to Australian Guidelines and are less strict than European Union or United States
Environmental Protection Authority standards. They were set in 2005 and amended in 2008.
However, there is some debate as to whether the legislation should require rural communities to
“take all practical steps” to comply. Consequently, the costs and benefits of complying with the
standards are currently under review.
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Assets
The estimated replacement cost of (territorial authority-managed) drinking water-related
infrastructure in New Zealand is $11.4 billion.111 Overall, metropolitan councils have fewer individual
water schemes than provincial and rural councils. The greater length of reticulation associated with
metropolitan councils reflects the greater intensity of development in these areas as a result of
greater population growth. The following table indicates some of these differences.
Table 24: Differences in water schemes and length of reticulation

Average number of

METROPOLITAN

PROVINCIAL

RURAL

4 (max 12)

8.4 (max 24)

7.4 (max 23)

17,400

14,500

4,500

schemes
Length of reticulation
(km) – extrapolated
Source: Department of Internal Affairs: Local Government Information Series 2009/19

The estimated capacity of the surveyed water supply systems totals 668 million cubic metres per
annum. The capacity utilisation rates range from 22% to 92% and average 56%. This is the
average utilisation over the year. However, there are seasonal peaks for both water supply and
water demand.112
The production cost of drinking water is estimated to be similar for metropolitan and provincial
councils (at around $1.20/m3) and lower for rural councils (at around $0.70/m3). The large range of
values observed (up to $3.40/m3) reflects variation in the quality of the original water source, and
geography.
Total annual operating expenditure on drinking water networks (including depreciation) is forecast
to be $605 million per annum across all councils. Operating expenditure is forecast to grow by
around 4.5% per annum over the next 10 years. Forecast capital expenditure over the next 10
years is estimated to be around $3,900 million.
Analysis
Most of the country's largest urban areas have reliable, quality water supplies. Capacity issues
arising in areas experiencing significant population growth, and particularly during dry summers, are
being managed. For example: 113


The new supply pipeline from the Waikato River should be adequate to provide the foreseeable
needs of Auckland City, although there are some distribution problems due to growth in the
northern part of the region.
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Source: Department of Internal Affairs: Local Government Information Series 2009/19 – Information on local government
water network infrastructure.
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Source: 2004 Ministry of Economic Development Stocktake. Available at:
http://www.med.govt.nz/templates/MultipageDocumentPage9031.aspx?&MSHiC=65001&L=0&W=water+infrastructure
&Pre=%3cb%3e&Post=%3c%2fb%3e
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Source: 2004 Ministry of Economic Development Stocktake. Available at: http://www.med.govt.nz/templates/Multipage
DocumentPage____9031.aspx?&MSHiC=65001&L=0&W=water+infrastructure+&Pre=%3cb%3e&Post=%3c%2fb%3e
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Wellington City, Hutt City and Upper Hutt City are served by supplies from the Wainuiomata
catchment, the Hutt River (run-of-river as well as storage at Te Marua) and the Hutt aquifer but
these catchments are also seeking other sources.



Christchurch City has a high-volume supply from groundwater.



Dunedin's municipal water take comes from a number of small surface streams that tend to dry
up in summer and that have minimum flow requirements to protect in-stream values. Further
supply infrastructure may need to be developed in the future.

Water supplies in provincial and rural councils are more variable. Issues related to the seasonal
availability of drinking water are amplified in areas of high population growth, particularly where
there is also increased demand from other users such as agriculture. Some 2009-2019 Long-Term
Council Community Plans indicate areas where water supply has been identified as a significant
issue. Examples include:


pressure on the municipal supply from both domestic and industrial users in the Tasman district
has prompted the commissioning of a feasibility study on a pipeline from the Motueka Plains
through Tasman, Ruby Bay and Mapua to the Waimea Plains, eventually linking into the
Tasman District Council reticulation system



the Kapiti Coast District Council has a history of water supply issues and is currently
considering various water storage and pipeline options, 114 and



councils indicating that they are looking to increase capacity through the construction or
enlargement of existing reservoirs.

Many territorial authorities introduce either voluntary or active hosing restrictions in drought periods
to control water use. Volumetric charging is also used as a demand management tool by a number
of councils.115
In some regions, tourism also has a sizable seasonal impact on drinking water demand and the
need to treat wastewater. As a consequence, higher infrastructure capacity is required than would
otherwise be needed to meet the requirements of the local community. For example, the population
of Whangamata increases by 650% from 2,145 to 21,000 in the peak season and the population in
Tekapo increases by 250% from 300 to 1,050. The absolute numbers may not be large, but the
potential cost impact on small residential towns in the peak season could be significant.

WASTEWATER, STORMWATER AND FLOOD PROTECTION
Description
Background and institutional arrangements
Wastewater systems typically incur higher capital and operating costs than drinking water (the
Ministry of Health estimates that in some cases, this can be as much as 10:1) as:
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Ibid.
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A number of councils’ submissions raised the issue that, although volumetric charging is effective in reducing demand,
there are ongoing operational costs associated with this option.
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Wastewater pipes are larger and need to be gravity fed (requiring graduated levels for outflow).
By comparison, drinking water pipes are smaller and pressurised



Treatment and disposal processes are more complex, and



The legislative requirements of the RMA (i.e. minimum standards of compliance for disposal)
have meant that wastewater infrastructure is generally much more up to date than that for
drinking water.

The total volume of wastewater produced approaches 345 million cubic metres per year for the
surveyed territorial authorities. Many large industrial sites also have private discharge
arrangements with regional councils, rather than discharging to a reticulated system. The
percentage of wastewater can be broken down by source and is shown in the diagram that follows.
Figure 43: Current wastewater volumes by source
 Domestic 58%
 Non-domestic (including tradewaste) 19%
 Inflow/infiltration 23%

Source: PricewaterhouseCoopers Surveys of Territorial Authorities (reproduced from the MED Infrastructure Stocktake 2004)

Assets
The estimated replacement cost of (territorial authority-managed) wastewater-related infrastructure
in New Zealand is $12.7 billion.116 This is greater than the value of drinking water assets.
As with drinking water, metropolitan areas tend to have fewer, larger systems than provincial and
rural councils. The table that follows indicates the differences.
Table 25: Differences in wastewater between metropolitan, provincial and rural councils
WASTEWATER

Average number of
schemes
Length of reticulation
(km) – extrapolated

METROPOLITAN

PROVINCIAL

RURAL

3.3 (max 10)

6.4 (max 17)

4.6 (max 14)

14,160

8,290

2,300

Source: Department of Internal Affairs Water network infrastructure report

Total annual operating expenditure on wastewater networks (including depreciation) is forecast to
be $815 million per annum across all councils. Operating expenditure is forecast to grow by around
4.5% per annum over the next 10 years. Forecast capital expenditure over the next ten years is
estimated to be around $5 billion.
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Source: Department of Internal Affairs: Local Government Information Series 2009/19 – Information on local government water
network infrastructure.

119

Wastewater reticulation capacity can be measured by assessing the number of recorded overflows
in wet weather and dry. The Auckland region has the highest proportion of wet weather overflows
largely due to stormwater inflow into the wastewater system. The separation of wastewater and
stormwater systems to prevent overflows is an ongoing issue for many local authorities.
Estimates of total asset life remaining suggest that, in general, wastewater systems appear to have
more life remaining than drinking water assets. Stormwater assets are generally longer-lived than
either water or wastewater systems due to the fact they have fewer shorter-life components such as
pumps.
The estimated replacement cost of (territorial authority-managed) stormwater-related infrastructure
in New Zealand is $8.940 billion.117 Most of the stormwater infrastructure and expenditure is
associated with metropolitan areas and, to a lesser extent, provincial centres.
Total average annual operating expenditure on stormwater networks (including depreciation) is
forecast to be $280 million per annum across all councils over the next ten years (increasing at a
rate of around 4.5%). Forecast capital expenditure over the next ten years is estimated to be
around $2,560 million. More of this expenditure appears programmed for the later part of the 10year period.
Flood protection (and to a lesser extent drainage) activities are carried out mainly by regional
councils and unitary authorities. The estimated value of these is around $1.5 billion.118
Analysis
The level of wastewater treatment varies from council to council. In contrast to drinking water
quality, which is monitored centrally by the Ministry of Health, resource consents for discharge of
wastewater are managed by regional councils (based on guidelines set by the Ministry for the
Environment). These consents are valid for a number of years, and decisions to upgrade often
coincide with the need for a council to renew its consent (together with public pressure).
Wastewater is treated using a mix of primary, secondary and tertiary treatment. Many systems
produce “good” quality outflow. However, around 23% provide only primary treatment. While these
will probably meet their current resource consents, increased requirements mean that capital
upgrades may be required on expiry. Some small communities may face financial difficulties in
meeting these costs, especially if they also have to upgrade their water supplies.
In recent years, local authorities have made significant capital investments in wastewater collection,
treatment and disposal infrastructure. Many larger plants have been (or are being) substantially
upgraded and a large number of upgrades have been identified in the 2009/10 Long-Term Council
Community Plans. This is reflected in the fact that forecast capital expenditure for wastewater is
greater than for drinking water for the next 10 years (see the chapter on Planned Investment).
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Source: Department of Internal Affairs: Local Government Information Series 2009/19 – Information on local government water
network infrastructure.
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Flood protection (and drainage) assets include stop banks, floodgates, pump stations, culverts, plantings, retaining structures and
channels.
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RURAL WATER INFRASTRUCTURE
Rural water infrastructure in this context refers to water capture and storage, distribution, irrigation,
and drainage infrastructure. This section focuses primarily on off-farm irrigation infrastructure,
including storage infrastructure.
Description
Background, history, and institutional arrangements
Rural water infrastructure benefits food production and energy as well as urban supplies and
amenity values. It supports a variety of agricultural industries such as horticulture, dairying, sheep,
beef and cropping. Water capture, storage, distribution and drainage play an important role in
increasing rural land productivity and maintaining agriculture’s international competitive advantage
by:


smoothing the variability of water supply (due to intermittent rainfall and seasonal snow melts),
which increases the amount, and reliability, of production per hectare, and allows exporters to
take advantage of higher-value markets that require a reliable supply of high-quality products,
and



helping New Zealand adapt to climate change, as some areas are likely to become subject to
increasing frequency and intensity of droughts and others become wetter.

Storage infrastructure ranges from large-scale dams and reservoirs to smaller-scale water tanks
and groundwater extraction facilities.
There are several types of irrigation which vary in terms of efficiency of water distribution, waste
and energy consumed. Over time, more efficient technologies have evolved with the development
of border dyke, spray and micro irrigation. The most efficient irrigation technique for a particular
region depends on a variety of factors, such as soil type and density, topography of the region, and
the surface or groundwater take. The use of computers and technology advancements have also
allowed greater specificity in water use, reduced waste, and diminished the labour demands on end
users.
The majority of irrigation water is taken from surface water sources. Around 41% of irrigation water
is extracted from groundwater sources, stored naturally in aquifers.
Irrigation accounts for the largest proportion of water consumption in the country. Of all the
resource consents for water takes in New Zealand in 2006, 77% of allocated water was used for
irrigation, as illustrated.
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Figure 44: Use of allocated water in New Zealand, 2006
 Irrigation 77%
 Manufacturing processes 11%
 Public water supply 9%
 Stock watering 3%

Source: Ministry for the Environment, Environment New Zealand 2007

Irrigation schemes and/or on-farm irrigation exist in Northland, Auckland, the Waikato, Bay of
Plenty, Hawke’s Bay, Taranaki, the Wairarapa, Nelson, Marlborough, Canterbury, Otago, and
Southland.119 Most are on the east coast, as New Zealand’s mountainous topography means more
precipitation falls on the west coast.120 Around 500,000 hectares of land is irrigated in New Zealand,
approximately 350,000 hectares of which is in Canterbury.121 The following table shows the area of
irrigated hectares by region.
Table 26: Irrigated area (ha) by region
REGION

IRRIGATED AREA
(HA, 2000)

Canterbury
Waikato
Hawke’s Bay

ESTIMATED IRRIGATED AREA

122

123

(HA, 2009)

347,022

363,614

4,500

4,500

23,241

23,241

Tasman

7,920

8,240

Auckland

6,500

6,500

12,087

18,287

Gisborne

5,000

5,000

Manawatu Wanganui

8,000

8,000

Southland

1,500

1,500

Northland

4,040

4,040

Bay of Plenty

9,341

9,341

Taranaki

2,000

2,000

0

0

9,029

9,029

65,088

89,235

505,268

552,527

Marlborough

West Coast
Wellington-Wairarapa
Otago
All regions
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Source: Internal MAF background paper, 2004 “Water in New Zealand Agriculture: Resilience and Growth”.

120

Gudgeon, J., Physical stock accounts for Water, Key Statistics, Statistics New Zealand, August 2004
http://www.stats.govt.nz/reports/articles/phsyical-stock-accts-for-water.aspx
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White, P.A., Sharp, B.M.H., and Reeves, R.R. 2004. ‘New Zealand Water Bodies of National Importance for domestic and industrial
use IGNS contract report 2004/12 prepared for Ministry of Economic Development, Wellington.
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Nimmo-Bell report (2000) cited in internal MAF background paper, 2004 “Water in New Zealand Agriculture: Resilience and Growth”.

123

As at 2009, based on previous column and known formal irrigation schemes constructed between 2000 and 2009. Source: The Treasury.
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Large-scale irrigation in New Zealand began in the late 19th century. During the Great Depression
of the 1930s, several large-scale storage and irrigation projects, such as the Rangitata Diversion
Race, were built using government funding. The majority of major schemes were constructed after
1960 in the Canterbury and Central Otago regions.
The following map shows government-owned irrigation schemes prior to 1989, and the number of
hectares they irrigated. It excludes on-farm irrigation owned by private individuals or entities.
Figure 45: New Zealand irrigation schemes – formerly government-owned schemes only

Source: Original data is from Martin, G., and Lewthwaite, W., (1987), "Review of Existing Irrigation Schemes in New Zealand
with a view to the future", Appendix 2.
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The rationale for government involvement in developing, subsidising and maintaining community
irrigation schemes changed from period to period:


Between 1910 and 1935, New Zealand government involvement followed the history of
government assistance of irrigation by colonial governments in Australia. Policies aimed to
mitigate drought, take advantage of existing water rights and reclaim mining land.



After 1935, the first Labour government expanded the irrigation programme to boost
employment and make greater use of the water resource.



In the 1950s, a Select Committee concluded that direct government intervention was necessary
because individual farmers could not obtain the required finance, technology and labour,
despite concerns being raised about the financial implications of the schemes.



From the 1960s to 1980s, community schemes were increasingly viewed as a farm
management tool to intensify agricultural production, and new irrigation schemes were justified
as being in the national interest by virtue of having economy-wide benefits.124

In 1987, questions were raised about the national benefit and central government’s ability to manage
and recover costs. A risk that government intervention could distort incentives and crowd out private
investment also became apparent.
In 1988, central government began to transfer ownership of the Crown schemes to farmers. The
final scheme, the Beggs Scheme in Central Otago, was sold approximately 18 months ago. No
schemes remain in Crown ownership.
In 1991, responsibility for approving schemes was devolved to local government under the
Resource Management Act 1991. Central government has focused its efforts on funding science
and technology development, and on facilitating the planning and proposal development process,
through initiatives such as the Sustainable Farming Fund and the Community Irrigation Fund.
Several major schemes have been developed since devolution, including Opuha (1998, 16,000 ha),
Waimakariri (1999, 18,000ha), North Otago Stage 1 (2006, 10,000ha), and the Wai-iti Valley
Augmentation Dam (800,000m2), which also opened in 2006.
Funding and pricing
The Crown operated most of its schemes with user charges to recover operating expenses and
some capital costs. During most periods, affected land owners were required to enter into contracts
before a scheme could proceed. In 1987, the Audit Office estimated $60-$80 million was owed to
the Crown from accumulated losses, because charges were insufficient to recover the operating,
maintenance and capital costs of the schemes.125
Today, most schemes are funded on a commercial basis by farmers, power companies and other
shareholders and, where there are local public benefits, local government.
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The Audit Office (1987) Report of the Audit Office: Ministry of Works and Development: Irrigation Schemes (Wellington:
Government Printer).
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Ibid.
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Planning
Demand is growing for more reliable supply of water, to protect against climate change and to
achieve potential land use productivity gains. Infrastructure maintenance requirements are also
growing as the infrastructure ages. Further, by 2012, it is projected that water will be fully allocated
in most of Canterbury, Waikato, Marlborough and Northland, as indicated in the map that follows.
Figure 46: Major catchment boundaries – percentage of surface water allocation
2007

2012

Legend
Fully or over-allocated
Greater than 75%, less than 100%
Less than 75% allocated
Source: New Zealand Business Council for Sustainable Development: www.nzbcsd.org.nz

There were 22 prospective irrigation schemes known to the Ministry of Agriculture and Forestry in
2008, both storage and non-storage based. These are situated in Canterbury, Otago, Tasman,
Marlborough, Hawke’s Bay and the Bay of Plenty.
The following map shows the area in Canterbury irrigated by existing and proposed schemes as at
December 2008.
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Figure 47: Canterbury irrigation schemes
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A range of strategies will be needed to meet the growing demand, including getting more from the
water already available through more efficient technology and by freeing up allocations so water
can be directed to the highest value use. Another part of the answer will be to augment the existing
water supply through increased capture and storage. Some reconfiguration of existing schemes
(such as ground and surface water swaps) may also be required to maximise the value of the
available water.
With the more accessible opportunities for irrigation already built, new opportunities are likely to be
more challenging in scope and complexity. Projects also need to be carefully planned and managed
to maximise benefits and mitigate environmental and social impacts.
Resource Management Act processes allow for the different uses of extracted water to be traded off
against each other. The RMA amendments currently in progress are seeking to improve the
effectiveness of these processes and other aspects of the RMA’s application.

126

Analysis
Since central government ended its direct involvement in irrigation schemes, scheme development
does not appear to have slowed. Since 1985, irrigation across New Zealand has doubled, and tripled
in Canterbury. This suggests that commercial returns have been sufficient to attract private
investment.
The following chart shows how the area of irrigated land has increased over time. The chart includes
proposed schemes that have acquired consents and those that are currently seeking consents.
Figure 48: Estimated cumulative total hectares of land irrigated by schemes in New Zealand – existing and
proposed (excludes private on-farm irrigation not linked to a formal scheme)
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Recently, some feasible schemes have been failing to reach the final construction phase, or are being
reduced to a lower than initially planned size. The reasons for this appear to be due to both regulatory
and market problems.
The development of water storage or irrigation infrastructure typically proceeds through five stages, as
shown in the diagram that follows.
Figure 49: The development of water storage or irrigation infrastructure
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As pressures on water resources increase, it is increasingly important for their development to be
nested within robust regional planning to:


balance the different values for water



ensure optimal configuration (between upgrading existing and building new infrastructure, and
between ground and surface water use)



manage quality impacts including as a result of land use intensification, and



ensure water can move to more valued uses within environmentally sustainable limits.

Where councils take a proactive approach to water planning and community engagement, schemes
appear to face few regulatory barriers. However, where council planning and subsequent
engagement with communities is not effective, scheme development can be very lengthy, costly
and litigious.
High levels of uncertainty about resource consents, the high transaction costs of co-ordinating large
groups of stakeholders, along with different levels of farmer risk-aversion or access to capital can
lead to lack of investor support and schemes either not eventuating or being smaller than optimal.
The Government’s Sustainable Farming Fund is available to assist with the feasibility stages. The
Community Irrigation Fund is for the scheme development and promotion stages.
Some larger storage and irrigation schemes may also be beyond the scope of farmer groups and
smaller councils to develop and fund on their own. In such cases, commercial solutions such as
Build, Own, Operate, Transfer options are available to address construction cost issues.
Councils are for the most part well placed to assist with feasibility studies and community
engagement, as well as finance to reflect community benefits.
Government processes
The Government is keen to see barriers to cost-beneficial rural water infrastructure reduced. Recent
amendments to the Resource Management Act will assist with streamlining the resource consent
process. The Government is also looking at other ways to improve the regulatory framework to
support optimal rural water infrastructure development under its Resource Management Reforms and
New Start for Fresh Water work programme. Other options could include supporting local government
with their planning responsibilities and exploring further ways to reduce potential market barriers.
The Land and Water Forum (LaWF) is a stakeholder-led process tasked with developing a shared
understanding and consensus on outcomes for New Zealand’s water resource, and options for
achieving those outcomes. The LaWF is comprised of iwi, agricultural, industrial, urban and
environmental organisations, and active observers from central and local government. The LaWF
will deliver a final report before 31 July 2010 which will inform ministers’ decision-making.

SOCIAL SECTORS
The Government has stated its intention to improve the way it manages its assets. Part 1 of the
Plan discusses some of the initiatives underway in this regard. This sectoral analysis looks at
primary and secondary education, health and Corrections in more detail.
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PRIMARY AND SECONDARY EDUCATION
Description
Background and history
Given the scope of this document, this section focuses on physical school buildings rather than the
educational services they are designed to deliver.
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The last major education reform was “Tomorrow’s Schools”, introduced in the late 1980s. This
moved the administration and management of schools and their property from the then Department
of Education and its Education Boards to Boards of Trustees to enable schools to become selfmanaging. From a school property perspective, schools became custodians of their property
responsible for operational decision-making, while the Ministry of Education (the Ministry) remained
the steward, policy setter and funder of school property.
From 1999 to 2004, the number of students increased considerably. However, there has generally
been a decline since. Total student numbers by year are shown in the following figure:
Figure 50: Total student numbers: 1999-2009 (July figures)
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In July 2008, total enrolment was 758,094, which was 0.2% less than in 2007. Primary and
intermediate school rolls accounted for most of this decrease (down 0.6%), while there were roll
increases for the Correspondence School (up 4.1%), composite schools (up 1.5% ), and special
schools (up 0.5%).127
Assets
At 1 July 2009, there were 2,178 state, 327 state integrated and 96 private schools in
New Zealand.
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For more information on the broader education sector, refer to the Ministry of Education’s website, particularly the Ministry’s
statement of intent: http://www.minedu.govt.nz/theMinistry/PublicationsAndResources/StatementOfIntent/SOI2009/
4StrategicDirection.aspx
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Source: www.educationcounts.govt.nz
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Source: Ministry of Education. http://www.schoolzones.co.nz/enrolmentzones/Index.aspx allows users to search schools by
location.
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Institutional arrangements
The Ministry is responsible for the regulatory arrangements for the education system as a whole,
the provision of public schooling and for over $10 billion of Crown assets.
Under the Education Act 1989, New Zealanders aged between five and 20 have the right to a
school-based education, and the Ministry has the power to set:


national education goals (reflecting government policy objectives for the school system)



administrative guidelines for schools (set out in codes and principles of conduct), and



terms and conditions for land and buildings occupied by school boards (including standards of
maintenance, capital works, and minimum health and safety requirements). In addition, all
school property must comply with the building code at the time of its construction, and with
legislation related to the use of public buildings.

Each state school has a school board, which reports a Ten-Year Property Plan to the Ministry.
School boards are responsible for the planning and day-to-day management of school property,
including maintenance and project management of property projects.
Funding and pricing
The Vote Education operating budget is $10.8 billion for 2009/10. A large component of this is for
non-property costs such as teacher salaries and school operational grants.129 As part of the
operating budget, a capital charge is levied on school land and buildings through the Ministry.
Funding is provided to schools in five-year increments (through the Five-Year Agreement process)
in line with the priorities set out in their Property Plan.
The property funding provided to each state school is largely determined by the number of children
attending it and the condition of the property. The majority of capital funding is allocated on formulabased budgets through a school’s Five-Year Agreement, with additional funding available in
exceptional circumstances. Schools have discretion around the priorities for spending property
capital and operating funding (subject to some considerations, such as prioritising health and safety
and building within space entitlements).
New school site purchases and construction are managed directly by the Ministry, which sets up
the Establishment Board of Trustees and provides a Governance Facilitator to work with the Board
to develop the school’s education programme. For the construction, the Ministry has an approved
budget which provides the design/build tender contract. The Ministry employs a Client
Representative to ensure construction is within Budget, and to work with the Board and Contractor
to ensure that the educational design features desired by the Board are, where possible, included
within the design and construction. Other procurement options are also being investigated.
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It should be noted that the $10.8 billion funding for Vote Education covers not only primary and secondary education but
also early childhood education and tertiary education (which are not discussed in this paper). However, it does not include
student support funding that is provided through Vote Social Development and Vote Revenue.
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Planning
The Ministry prepares 10-year capital asset management (CAM) plans for Core Crown CAM
purposes, and is looking to prepare these with a 20-year horizon. In addition, the Ministry annually
develops its School Property Capital Plan, which looks ahead 3-5 years.
Analysis
Demand for schools is mainly driven by growth in the school-aged population and the student-toteacher ratio policy. From 2006-2031, the population aged between five and 19 years is projected
to grow by 0.85%. The total population is projected to grow by 21.63% over the same period.130
These aggregate population growth projections suggest relatively modest pressure in the education
sector compared to some other core government services. However:


There are short lead-in times for investment in the education sector131



When disaggregating, there are different patterns of population changes in different locations,
which particularly affect the demand for schools. For example, a significant increase in demand
for schools is projected in the Auckland region132 (see the graph that follows) and in pockets
elsewhere, and



Changes in migration patterns and birth rates (from projections) also influence demand in the
education sector.

The following figures show a comparison of National and Auckland school-age population growth:
Figure 51: Projected population change from 2006 at a national level (excluding Auckland Region)
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Source: Statistics New Zealand National Population Projections, Medium Series, 2006 base.
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Differences in birth rates or migration figures from earlier projections affect the demand for schooling with either no, or little,
time to respond in terms of increasing investment to meet the demand.
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The school-aged population in Auckland is projected to grow 18.6% between 2006 and 2031 with an annualised compound
growth rate of 0.68%.
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Figure 52: Projected population change from 2006 in Auckland Region
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Given these areas of population growth, there will be a need for further school capacity to be built
and therefore, a continuing demand for net additional capital.
Through the Ministry’s annually revised School Property Capital Plan, it is able to respond
dynamically to both forecast and unexpected changes in demand practices to think creatively about
alternative ways of solving problems or delivering services (as consistent with the Vision set out in
Part 1 of the Plan).
The Ministry considers how the location and timing of new investment in schools (and other
infrastructure) will impact on regions and the wider local communities as well as other public sector
agencies. As part of the planning process it co-ordinates with interested parties on these plans with
the aim of ensuring that the right infrastructure is provided in the right place at the right time.
The aim is also for planning to be done in a prudent and resourceful way to ensure maximum value
from investment. The Government expects that practices will continually be reviewed and
monitored to ensure this continues to be the case and that any possible opportunities for
improvement are considered.
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HEALTH
Description
Background and history
New Zealand’s health and disability system provides a number of health-related services, and
features a mix of public and private ownership and funding that has increased in complexity over time.
The government element of the health system has evolved from Area Health Boards in the 1980s
(which had bulk funding of hospitals and other services in one entity) through the Crown Health
Enterprises/Hospital and Health Services and Regional Health Authorities/Health Funding Authority of
the 1990s (where hospitals were set up along business lines and Authorities were purchasers of
services) to the current District Health Boards (where hospitals are integrated into a funding body),
established in the early 2000s. The main area of interest for government asset management today is
the 21 District Health Boards (DHBs), which manage assets with a net book value of $4.3 billion.133
The chart below shows the estimated replacement cost of DHB assets by region.
Assets
Figure 53: Health asset values by category and region
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Institutional arrangements
There are a large number of organisations that make up New Zealand’s health and disability
system (for example, rest homes, general practices, private hospitals, labs, imaging, Māori and
Pacific providers), some with substantial assets, especially when considered cumulatively. The
following diagram provides an overview of the structure of New Zealand’s health and disability
system.134
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Source: The Ministry of Health’s 2009 Capital Asset Management submission.
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For more information, refer to “The New Zealand Health and Disability System: Organisations and Responsibilities – Briefing to the
Minister of Health”, November 2008, available at: http://www.moh.govt.nz/moh.nsf/indexmh/nz-health-disability-system-briefing-tothe-minister-of-health-2008
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Figure 54: Structure of the New Zealand health and disability system
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DHBs plan, manage, provide and fund services for the population of their district. This includes
funding for primary care, public health services, aged care services and services provided by other
non-governmental health providers, including Māori and Pacific providers.
Funding and pricing
New Zealand’s health and disability system is predominantly funded from general taxation. The
Vote Health allocation for 2009/10 is $12.6 billion.
Most of this funding is managed by DHBs, but 22% is non-departmental expenditure (NDE) service
funding managed by the Ministry.
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There are also small allocations (of less than 2% each) for the

Ministry’s operating expenses and for capital expenditure. New capital spending from Vote Health
has to be approved by the Government, which has a budget for making capital investments in
government providers.
DHBs can choose to provide services themselves or purchase services from third-party providers.
In each case, prices should include capital costs (but this is not always the case).
The following diagram provides an overview of the funding flows in the New Zealand health and
disability system.
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This includes funding for, among other things, Disability Support, Elective, and Maternity Services.
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Figure 55: New Zealand health and disability system funding flows
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Available at: http://www.moh.govt.nz/moh.nsf/indexmh/nz-health-disability-system-briefing-to-the-minister-of-health-2008
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Planning
District Health Boards’ capital spending intentions have most recently been prioritised into National
Asset Management Plans via the National Capital Committee process.138 The recent health system
changes will see this done by the Capital Investment Committee that will replace the National
Capital Committee. The current capital asset management planning for the Ministry and DHBs
covers 10 years and is done on a DHB-by-DHB bottom-up (business as usual) basis. DHBs have
some incentives to economise on capital plans, but these are not as strong as they could be. DHBs
receive their funding in bulk from the Government, from ACC, and from other DHBs with prices set
on the basis of costs. Overall DHB budgets have increased substantially in recent years.
The net result of history, projected service changes, and the limitations of current planning
processes is that current asset plans have shortcomings. Important changes are under way to
improve the quality of DHB asset management. The Health National Asset Management
Leadership Group has developed guidance and tools to help DHBs move towards more of an
‘evidence-based’ process to developing asset management plans. As well as technical quality, a
wider range of considerations has to be brought to bear in DHB asset management. More extensive
change will involve integrating service planning with capital planning, looking further into the future,
adopting a regional perspective, and introducing a top-down perspective.
The recent decision to establish a business unit within the Ministry of Health to focus on service
planning, and capital investment in particular, is intended to support better decision-making for
health sector infrastructure.139
Analysis
Drivers of capital expenditure
The main drivers of capital spending are renewing, modernising or upgrading buildings and
increasing capacity to meet population pressures. Regional capital spending projections are not
entirely driven by changes in population levels or population ageing and pro rata demand for health
services, but also by technology, disaster risk management, retaining staff, and so on.
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For more information on National Asset Management Plans see: http://www.moh.govt.nz/moh.nsf/indexmh/soi0811-intentions-b
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For more information see: http://www.beehive.govt.nz/release/major+push+lift+public+health+performance
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Figure 56: Health capital expenditure by driver
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Source: The Ministry of Health, 2009

The functionality of clinical equipment is also a large driver of capital expenditure. Total clinical
equipment has a replacement cost of close to $1 billion and a useful life of seven to ten years. This
requires an annual investment of over $100 million to ensure the equipment is replaced before it
becomes unreliable.
Buildings and plant typically have around a 50-year condition-based life. However, changing
models of care can shorten the useful life, creating challenges for optimal asset management.
Shorter useful life has yet to lead to widespread adoption of shorter life/lower-cost construction
approaches. Different design approaches, such as “loose fit, long life” designs, can be more flexible
and adaptable to changing models of care.
Figure 57: Forecast building replacement costs
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Consistent with the vision in Part 1, the new business unit being established within the Ministry of
Health aims to ensure that infrastructure investment and management is consistent with realistic
future health funding expectations and responds dynamically to forecast or unexpected changes in
demand by thinking creatively about alternative ways of solving problems or delivering services.
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CORRECTIONS
Description
Background and history
Correctional services are an important part of New Zealand’s judicial system. These services are
provided, in part, in the 20 prisons around the country.
All prisons in New Zealand are currently owned and operated by the Department of Corrections.
Auckland Central Remand Prison was opened under private management (GEO Group) in 2000,
but management was returned to the Department in 2005.
Assets
Corrections’ physical assets at 30 June 2009 had a net book value of $1.9 billion, of which
$1.6 billion was classified as non-residential buildings.

140

Fifty three per cent of cells are high-security and 47% low-security.
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The Government currently owns and operates all 20 prisons. However, the law was recently
amended to allow privately operated prisons. The Government has announced that it is considering
a public private partnership as one option to provide a new prison.
The following diagram shows the geographical locations, by region, of prisons.
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Source: Crown Financial Information System Network (CFISNet), Corrections Capital Asset Management information 2009.
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As per advice from the Department of Corrections.
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Figure 58: Geographical locations of prisons
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Funding and pricing
Vote Corrections’ operating expenses in 2009/10 are budgeted at $1.1 billion. Approximately $713
million of that has been budgeted to fund the custody of prisoners.
Planning
There are two main drivers behind the need for new prison beds: growth in demand and the
replacement of obsolete beds.
Growth in demand is based on an eight-year prison population forecast which is revised annually.
The 2009-2017 Criminal Justice Forecast (“the forecast”) predicts that, under current policy
settings, the prison population will continue to grow over the next eight years.
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Analysis
The forecast is driven by crime rates, policing policy, prosecution and resolution rates, court
processing rates, sentencing and the proportion of sentence served.
The Department of Corrections is responding to the changes in demand by thinking creatively about
alternative ways of solving problems and delivering services to counter capacity issues. The
Government is considering both policy and construction options to address the forecast growth in
the prison population. The number of new prison beds needed will depend on the policy options
chosen.
The Government provided some funding for prison construction in Budget 2009 (for double bunking
and further design/planning work). Corrections’ current estimates are that it may need to spend up
to $915 million in capital over the next 10 years, and an additional $150 million in operating per
annum by 2018/19 to meet demand and replace obsolete capacity.142
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These estimates are based on government provision, and are therefore subject to change depending on the procurement method
chosen.
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