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1 Executive Summary 

Providing the infrastructure required to meet demand and adequately accommodate growth is 

critical for the social and economic wellbeing of the community. SmartGrowth is a jointly agreed 

urban growth strategy and the partners are working hard within the current policy settings and 

funding and financing mechanisms to ensure that growth infrastructure is delivered in a timely way.  

This review confirms that the new and additional funding and financing tools which have recently 

been introduced significantly enhance the ability of councils, including the SmartGrowth partners to 

deliver much needed growth infrastructure. However, the review does find that there are still areas 

for improvement and simplification. The review goes on to identify an opportunity for the 

SmartGrowth councils and mana whenua to work in partnership with the Crown to further improve 

the sustainable and sufficient funding, financing and delivery of growth-related infrastructure, to 

better integrate this with desired land use change and to better meet the needs of the community. 

The benefit will be a more certain environment for development and housing provision to better meet 

the needs of the community, leading to improved wellbeing and economic performance. 

1.1 Scope of the Review 
The review covers three related topics: 

● The adequacy and sustainability of the funding and financing packages to deliver the 

infrastructure requirements for SmartGrowth’s priority development areas  

● Whether there is an opportunity for significant new or changed funding and financing 

mechanisms to sustainably finance and fund growth infrastructure. 

● The case for providing greater certainty and sufficiency of funding to enable urban 

development.   

1.2 Adequacy and Sustainability of Funding and Financing 

Packages 
The proposed funding and financing package for the SmartGrowth Priority Growth Areas are 

comprehensive and well thought out, utilising the available tools well. The packages comprise a 

blend of tools reflecting the characteristics of each particular Growth Area, to best meet the 

requirements of growth. It would be hard to envisage a more comprehensive or better tailored 

approach to the funding and financing of growth-related infrastructure requirements for multiple 

growth areas. 

In summary: 

● The SmartGrowth partners have used the available tools to their full extent and created a 

package which is probably as comprehensive as could be achieved under current policy settings.  

● The tailoring of funding and financing to meet the requirements and characteristics of the 

Priority Growth Areas is a notably good example of trying to maximise the opportunity provided by 

the current funding and financing tools at the area level. 

● The introduction of new and additional funding and financing tools significantly enhance the 

ability of councils to deliver much needed growth infrastructure. For example, the IFF levy and 

associated borrowing capacity is highly significant for councils facing a binding debt to revenue 

constraint (e.g. Tauranga City Council plan to use this). 
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But, as would be expected there are still areas for improvement and simplification: 

● The multiple funding and financing mechanisms are not always as well integrated as they 

could be: 

o The cost and time associated with making multiple applications for funding and financing is 

significant and could be reduced by streamlining some processes, for example, if agencies were 
prepared to accept a common form of application and rely on information already provided to another 
agency. 

● Land use and transport planning need to be better integrated. For example, the land use 

planning for Tauriko West assumes a level of investment from Waka Kotahi which has not been 

agreed to by Waka Kotahi and is therefore not reflected in the National Land Transport Fund (NLTF). 

The key issue is improving the alignment of the timing between the NLTF and SmartGrowth’s land-

use planning and development programme in order to provide greater certainty around outcomes.  

● Some established tools are reaching their practical limits, for example debt constraints can 

hamper the ability of some high-growth councils (including TCC) to invest in infrastructure fast 

enough to meet the demand for new development.  Although the IFF scheme is very beneficial in 

addressing this constraint, it may still be useful to consider how to address the binding nature of the 

debt constraint facing some councils (noting that the LGFA has allowed limited changes to the upper 

limit).1 

● Although there are now more tools (and funding) available, there is a short-term nature to 

some mechanisms. 

Overall, significant progress in the funding and financing of growth-related infrastructure has 

occurred and the proposed funding and financing package for the SmartGrowth Priority Growth 

Areas provides a good example of how to utilise the complex mix of available funding and financing 

tools to best meet the requirements of growth.  

Therefore, the opportunity exists to improve further on the current approach and provide greater 

confidence that the expected funding is going to be sufficient, both in terms of quantity and 

certainty, to fully meet the needs of growth within the desired timeframe. 

1.3 Opportunity for new or changed funding and financing 

mechanisms  
Changes to the current approach which could assist to improve both the sustainability and 

sufficiency of funding and finance include: 

● Greater flexibility around the debt to revenue ratio constraint would be a significant 

opportunity for some high growth councils, as debt financing of growth related infrastructure funded 

via rates, development and/or financial contributions is a core strategy that works well.  

● The proposed water reforms will reduce council debt but will also reduce revenue so a 

council may need to raise rates to benefit from this.   

● In the short-term extending the application of the IFF model to existing property owners 

where there is a benefit from new infrastructure is a logical step. TCC are progressing this approach 

but note that projects must pass both the eligible infrastructure and eligible costs tests of the IFF 

legislation, which are designed with greenfield developments in mind. 

 
1 In 2020 the LGFA increased the debt to revenue ratio cap from 250% to 300% until 2022 then 

reducing by 5% per year to 280% by 2026. 
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● Streamlining of processes needs to be accompanied by a movement to a long-term 

approach which provides an ongoing source of funding. The IAF and HIF provide a significant 

increase in the quantum of available funding and finance, but remain one off, capped amounts which 

are over-subscribed. Meeting the needs of growth will continue to be an ongoing issue for many 

councils and so the opportunity to consider a more permanent approach would be welcomed. 

● Better alignment/co-ordination of the timing of growth related infrastructure funding, so that 

developments can proceed faster. This should also be reflected via the water reform process. 

● The pressures being experienced around providing growth infrastructure are partly related to 

the level of cost. In addition to looking to improve on the sufficiency of funding/financing attention is 

also required around: 

o Improving the accuracy of cost estimation. 

o Seeking cost efficiencies for growth infrastructure (on a Whole of Life Cost basis). 

There is an opportunity for the SmartGrowth partners to advance from funding individual 

infrastructure elements and towards an approach focused on the co-ordinated funding of all growth-

related infrastructure. This could be progressed by working in partnership with the Crown to create a 

more streamlined and integrated approach to the funding and delivery of all growth-related 

infrastructure. 

There is limited comment included in this report regarding the involvement of Tangata Whenua 

partners and further discussion will need to occur with the Combined Tangata Whenua Forum 

regarding this future involvement. 

1.4 Partnership Models  
Partnerships between central and local government are a common arrangement internationally and 

in New Zealand, enabling central and local governments to work together to agree on priorities and 

achieve shared outcomes to better meet the needs of the community. 

Partnerships can involve formal arrangements including contracts, whereby partners agree to deliver 

specified outcomes, outputs and funding (which is sometimes linked to performance). These 

partnerships can include long-term commitments, for example to align planning, investment and 

governance in order to achieve the desired outcomes. This concept would appear to be well suited 

to addressing the issues facing SmartGrowth. Some observations on partnerships relating to 

SmartGrowth include:  

Partnership needs to be tailored to outcomes: The partnership approach would need to be 

designed with the right outcomes in mind which, in the case of SmartGrowth, could be a means to 

address the specific requirements of enabling growth to be accommodated in a timely way, 

delivering more affordable housing, enhancing quality of life, reducing harmful transport emissions 

and aligning infrastructure investment with desired land use change, 

Partnership would include obligations for councils: An important element of any partnership 

would be a commitment from councils to an agreed funding pathway, including their own 

contribution. The allocation of financial responsibility would need to take account of the appropriate 

roles of the different parties in providing growth related infrastructure.  

There is an opportunity to explore a partnership led funding and financing approach which could 

meet core funding requirements and apply across the complete package of growth related 

infrastructure. The partnership would need to be designed with the right outcomes in mind and 

based on a genuine commitment to achieving shared outcomes, providing sufficient investment and 

ensuring delivery. 
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Given the SmartGrowth partnership, consideration of Tangata Whenua involvement to deliver more 

affordable housing, enhancing quality of life, reducing harmful transport emissions and aligning 

infrastructure investment with desired land use change outcomes will be important. 

1.5 The case for providing greater certainty and sufficiency of 

funding 
Providing the infrastructure required to meet demand and adequately accommodate growth is critical 
for the social and economic wellbeing of the community, as noted by the New Zealand Productivity 

Commission - Te Kōmihana Whai Hua o Aotearoa: 

“The failure of high-growth councils to supply enough infrastructure to meet demand is a serious 

social and economic problem. Councils’ failure to adequately accommodate growth has been a 

significant contributor to the undersupply of development capacity for housing in fast-growing urban 

areas. This in turn has been a major driver of rapid and harmful house price increases in New Zealand 

since around 2000.”2 

NZIER estimate that constrained population growth in Tauranga will lead to foregone GDP of $272.7 

million over a short-term period of three years, with a cumulative impact of $3.584 billion of GDP 

over the ten years.” 3 The potential loss of economic activity and associated tax revenue needs to be 

set against the cost of ensuring that planned growth can be catered for. 

There is an opportunity to make interventions which can positively influence housing supply and 

affordability, and in so doing improve both community wellbeing and economic performance. This 

underlines the importance of the SmartGrowth partners working with the Crown to develop a 

partnership based funding and financing approach to enable planned growth to be fully realised.  

1.6 Conclusion 
This review has highlighted the importance of seeking a co-ordinated and aligned approach to the 

funding, financing and delivery of all growth-related infrastructure to better meet the needs of the 

community. 

There is an opportunity for the SmartGrowth partners to work with the Crown to further improve the 

tools available for funding and financing new, growth-related infrastructure required to meet the 

needs of the community. This would help create a more certain environment for development and 

housing provision. This is clearly important given the social and economic cost of not keeping pace 

with growth. There is limited comment included in this report regarding the involvement of Tangata 

Whenua partners and further discussion will need to occur with the Combined Tangata Whenua 

Forum regarding this future involvement 

This report recommends commencing work to explore a partnership agreement between the 

SmartGrowth partners. This provides an opportunity to shift the focus from funding individual 

infrastructure elements to the co-ordinated funding of all growth-related infrastructure via a genuine 

partnership based approach. 

To be successful any agreement will need to include genuine and binding financial, non-financial and 

delivery commitments, both between SmartGrowth Partners (i.e. including the councils, Waka Kotahi 

and Kainga Ora) and eventually the new water entity. These commitments will need to be sufficient 

 
2 New Zealand Productivity Commission - Te Kōmihana Whai Hua o Aotearoa. (2019). Local 

government funding and financing: Final report. p10. 
3 NZIER, 2020, Ibid, p12. 
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to ensure long-term certainty of funding, finance and delivery, given the timeframes associated with 

planning for growth. 

The main recommendation is to commence the work required to explore a partnership 

agreement between the SmartGrowth councils, tangata whenua, and the Crown, and 

potentially extending that in time to include the new water entity. The need for this is urgent 

given the social and economic cost of not keeping pace with growth. 

The agreement would be tailored specifically to the outcomes sought by the partners and 

founded upon a genuine commitment to shared outcomes, sufficient investment and effective 

delivery, take account of the appropriate roles of the different parties in providing growth 

related infrastructure and better meet the needs of the community. 

Proceeding to such an agreement should be seen as a natural next step for the SmartGrowth 

partnership that plays to its strengths and provides greater confidence and certainty for all 

partners that growth pressures can be resolved.  
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2 Introduction 

Providing the infrastructure required to meet demand and adequately accommodate growth is 

critical for the social and economic wellbeing of the community. SmartGrowth is a jointly agreed 

urban growth strategy and like many councils and council groupings across New Zealand, the 

partners are working within the current policy settings to ensure that the infrastructure required to 

enable and support growth can be delivered in a timely way. Within this context, the purpose of this 

review is: 

● Firstly, to provide an independent review of the work undertaken around the development of 

the funding and financing packages to deliver the infrastructure requirements for SmartGrowth’s 

priority development areas, in order to determine whether these packages are adequate and 

sustainable. 

● Secondly, the review looks forward, in the context of the proposed reform environment, to 

identify whether there is an opportunity for significant new or changed funding and financing 

mechanisms to sustainably finance and fund growth infrastructure. 

● Finally, the review sets out the case for providing greater certainty and sufficiency of funding 

to enable urban development.   

This review is intended to assist with realising opportunities to improve the adequacy and 

sustainability of the funding and financing of growth infrastructure, for example, through influencing 

the scope of the Proposed Strategic Planning Act and the Local Government Reform. 

 

3 Step 1: Review of proposed funding & financing 

packages for Priority Development Areas 
 

3.1 Funding and Financing Packages 
The SmartGrowth partnership has agreed on four Priority Development Areas where land can be 

unlocked to enable Tauranga and the Western Bay to grow up and out for the future.  

As noted by KPMG and Maffic in their earlier report:4 

● Funding tools pay for the cost of the infrastructure over its life.  

● Financing tools are the sources of capital (debt and equity) to finance the largely upfront 

costs of infrastructure, but which must be repaid. Financing options can be applicable to a number 

of commercial models that are underpinned by robust cashflows.  

The proposed funding and financing packages to enable the delivery of the infrastructure needed to 

service these areas are summarised in the following table. These packages are comprehensive and 

well thought out, utilising all available tools and with the mix of tools reflective of the characteristics 

of each particular Growth Area. 

 

 
4 KPMG and Maffic, 2021, SmartGrowth: Infrastructure Funding and Finance. p12. 
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Table 3.1: Proposed Funding and Financing Packages 

Package/Project Funding Tools Financing Tools Comments 

TCC City Wide    

Sthrn Pipeline DCs and Rates TCC Debt  

Te Maunga W/Wtr DCs HIF  

Waiari Water DCs 

 

HIF  

Tauriko West 

First 2,000 homes 

NLTF  FAR 51% 

IFF Levy new homes – 

Transport and Waters 

 

CIP $1,000-$2,000 per HUE 

IFF Levy – all TCC ratepayers CIP 10% of TCC share of transport costs 

IAF (Crown)  Cover shortfall in IFF levies/DCs 

foregone from exempt activities 

DCs TCC Debt  

Wairakei/ Te Tumu 

 

NLTF (Waka Kotahi) HIF $46.6m 

Toll Revenue HIF $34.8m 

TCC (DCs primarily) HIF $13.5m 

  ($94.9m HIF application) 

IFF SPV City Wide Transport 

Levy (10% city wide benefit) 

CIP $4.0m 

IAF (Crown)  $20m If approved would reduce toll 

revenue and/or DC’s. 

Te Papa 

Rates $26.2m   

DCs $235.82   

NLTF (Waka Kotahi) $85.8m   

IFF City wide levy $13.96m   

IAF Application $95.29m  Total cost = $457m 

Omokoroa 

Rates $3.2m   

FCs $133.1m   

NLTF (Waka Kotahi) $27.5m    

Other agreed Crown $s $14m   

IAF Application$150m  Total cost = $327.8m 
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3.2 Principles based Assessment Criteria  
The review uses a principles based approach to assess the packages and tools. The principles 

considered to be relevant to this review and which are derived from the broad considerations used 

to guide the development of tax systems are:5  

● Certainty: Taxation should produce certainty of tax revenue 

● Sufficiency: Taxation should produce the right amount of tax at the right time, while 

avoiding both double taxation and unintentional non-taxation. 

● Simplicity: Tax rules should be clear and simple to understand. A simple tax system makes 

it easier for individuals and businesses to understand their obligations and entitlements.  

● Flexibility: Taxation systems should be flexible and dynamic enough to meet the current 

revenue needs while adapting to changing needs on an ongoing basis. 

Assessing the funding and financing tools being applied within the SmartGrowth Priority 

Development Areas with reference to these principles provides a good understanding of the 

potential and the limits of current funding tools. In particular, this addresses the question of whether 

certainty and sufficiency of funding is likely to be provided from the specific mechanisms over the 

next decade? 

3.2.1 Beneficiary Pays Principle: 

In addition to the principles above, the principle of beneficiary pays is embedded within the LGA, as 

a ‘guiding principle’ behind TCC funding and financing decisions and is identified in the recent 

KPMG/Mafic work as a ‘fundamental principle’. As noted by the NZ Productivity Commission, the 

“principle says that those who benefit from, or cause the need for, a service should pay for its 

costs.”6 This principle has strong merit as it provides a rationale on which to allocate costs to those 

who benefit from expenditure.   

Beneficiary pays ideally needs to be considered within the context of: 

● Understanding how the benefits of an asset will be spread over the life of the asset. 

● The accuracy of the attribution of benefits. 

● The ability of beneficiaries to pay, which leads on to considering the balance between 

narrowing the charging/funding base for specific assets versus taking a more collective approach 

and broadening the charging base (spreading the cost) for a broader programme of assets. 

● An understanding of the broader costs and benefits of accommodating growth. The NZ 

Productivity Commission notes that, for example, payments from central to local government may 

be justified when local government activities have national-level benefit spillovers.7 

There is flexibility around the application of this principle and in reality, either the full cost attributable 

to beneficiaries is not being sheeted home to them, or there must be other beneficiaries who are not 

 
5 OECD, 2014, ‘Addressing the Tax Challenges of the Digital Economy’, p30. These overarching 

principles were the basis for the 1998 Ottawa Ministerial Conference, and are since then referred to 

as the Ottawa Taxation Framework Conditions. Principles are: neutrality, efficiency, certainty (of 

revenue) and simplicity, effectiveness and fairness (equity), and flexibility. 
6 New Zealand Productivity Commission - Te Kōmihana Whai Hua o Aotearoa. (2019). Local 

government funding and financing: Final report. p4. 
7 NZ Productivity Commission, 2019, Ibid. p8. 
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being charged, otherwise there would not be an ‘in-principle’ problem funding growth related 

infrastructure. 

3.3 Funding and Financing Tools available to SmartGrowth 

Council Partners 
The table below summarises the available funding and financing tools, separated into established or 

new tools, recognising that in recent years the range of funding and financing tools available to 

assist councils to fund growth infrastructure has been expanded.  

 

 

Table 3.1: Funding and Financing Tools 

Established Tools 

Tool Responsibility Description SmartGrowth Considerations 

Property 

Rates 

All Councils Principal source of council funding. Incl 

targeted rates for specific activities. 

Main revenue source for all three 

councils (see section 4.1.2 for total 

revenue for each). 

Development 

Contributions 

Territorial 

Authorities 

The Local Government Act 2002 allows 

councils to require a development 

contribution for the purpose of contributing 

a portion of the costs of capital expenditure 

to service growth.  

where the development requires territorial 

authorities to provide new or additional 

assets or increased capacity. 

Local or broader areas. 

Relied on by TCC 

Financial 

Contributions 

Territorial 

Authorities 

Financial contributions generally address 

the direct impacts of a particular 

development.  

The RMA allows for councils to require the 

payment of financial contributions to 

achieve the environmental outcomes 

expressed through their plan based 

objectives and policies. 

Relied on exclusively by WBoPRC (FC 

Policy operative since 1991, no DCs 

Policy). 

Used by TCC in specific cases only. 

Councils are required to have either a 

DC or FC Policy. 

National land 

Transport 

Fund (NLTF) 

Waka Kotahi Comprised of revenue collected from fuel 

excise duty (FED), road user charges 

(RUC), vehicle and driver registration and 

licensing, state highway property disposal 

and leasing and road tolling. Funds are 

used to pay for investment in land transport 

activities under the National land Transport 

Programme (NLTP). 

FAR of 51% applies. 

Tolling Waka Kotahi or 

TA 

Tolling users of new roading infrastructure.  

Vested Assets Developers New infrastructure assets created by a 

developer and vested in the council 

(including opex responsibility). 

 

http://www.dia.govt.nz/vwluResources/BLG-10b/$file/BLG_Fact-Sheet_July-2014_Development-contribution-purpose-and-principles.pdf
http://www.dia.govt.nz/vwluResources/BLG-10b/$file/BLG_Fact-Sheet_July-2014_Development-contribution-purpose-and-principles.pdf
http://www.dia.govt.nz/vwluResources/BLG-10b/$file/BLG_Fact-Sheet_July-2014_Development-contribution-purpose-and-principles.pdf
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Council Debt  All Councils 

including debt 

raised via Local 

Government 

Funding 

Agency (LGFA) 

On balance sheet council borrowing.  Debt limits imposed by ratings 

agencies (S&P and LGFA). 

TCC: Debt to revenue ratio limit is now 

binding. Expect to be at peak of 264% 

in 2026, with limit of 280%. Only able 

to stay within LGFA limits by raising 

rates (draft LTP 2021/31 p102) 

WBoPDC “%age of net external debt 

to total revenue to be less than 180% 

in 2021 to 2031”.” Ability to attract 

cost-effective borrowing largely driven 

by ability to maintain a strong balance 

sheet, as well as its ability to rate, 

manage its image in the market and its 

relationships with bankers.“8 

BOPRC LTP 2021 shows a debt level 

of $256m, but it also has additional 

direct borrowing liability (off balance 

sheet) of $200m. The total is projected 

to rise to $483m in 2024, equivalent to 

278% of operating revenues.. 

New Tools 

Tool Responsibility Description SmartGrowth Considerations 

Infrastructure 

Acceleration 

Fund (IAF)  

Administered by 

Kainga Ora 

Contestable fund of at least $1 billion for 

infrastructure investment to unlock 

housing development in the short to 

medium-term. 

Fully subscribed. 

Funding is capped at agreed level. No 

contingency. 

Infrastructure 

Funding and 

Financing 

Levy (IFF 

Levy) 

Crown 

Infrastructure 

Partners (CIP) 

assist applicants 

to develop 

proposals. 

MHUD makes 

recommendation 

to Minister. 

Creation of SPV with powers to raise 

capital and charge a levy, following 

recommendation by the Minister. 

Established under Infrastructure Funding 

and Financing Act 2020. 

Levying new homeowners is very 

transparent. 

Levying of existing property owners 

appears a logical extension. 

Levy is effectively the same as a 

targeted rate. 

Off balance sheet debt removes debt 

constraints imposed by ratings 

agencies and LGFA. 

Housing 

Infrastructure 

Fund (HIF) 

Administered by 

MHUD 

Financing Tool: One-off, contestable $1 

billion fund. Provided 10-yr interest-free 

loans to high-growth councils.  

Fully subscribed. 

Capped and fully subscribed. 

No provision for unplanned cost 

escalation. 

Uncertain outcome for applicants. 

Māori 

Infrastructure 

Fund 

Administered by 

MHUD. 

$350m ringfenced from the Housing 

Acceleration Fund.  

 

 
8https://www.westernbay.govt.nz/repository/libraries/id:25p4fe6mo17q9stw0v5w/hierarchy/council/

plans-and-strategies/Longtermplan2021-2031/Final_LTP_2021-

2031/Chapter%20Five/Treasury%20Policy.pdf 
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Inf Ref Grp  CIP Shovel ready projects TCC granted $45m for Cameron Road 

upgrade and WBOPDC granted $14m 

for Omokoroa roading (2020).  Fund 

oversubscribed. 

3 Waters 

investment 

programme9 

Managed by 

Crown 

Infrastructure 

Partners (CIP) on 

behalf of DIA. 

Government funding of $523.1m to 67 

local authorities  

Local authorities have contributed an 

additional $135.3m.  

Covers 461 discrete projects or 

programme. 

Capped and very widely spread 

(average of $7.8m govt funding per 

council and $1.13m per project 

Intended to stimulate improvements 

and help reform in sector.  First tranche 

of reforms will improve financial 

position of councils. 

Significant future funding required to 

meet new wastewater and stormwater 

discharge consents as old ones expire. 

 

 

3.4 Assessment of Funding Tools utilised by SmartGrowth 

Council Partners 

 
The sub-sections below examine a number of the key issues relating to the tools in more detail, 

against key criteria of certainty, simplicity, simplicity and flexibility. 

3.4.1 Level of Rates and Affordability 

 Certainty Sufficiency Simplicity Flexibility 

Rates High: No ability to 

‘opt out’ of paying. 

Very high levels of 

compliance 

Low to Medium: 

The financial 

situation facing TCC 

is largely attributable 

to rates being set at 

unsustainably low 

levels. This is now 

being addressed, 

although the effects 

will be long lasting. 

High: Well 

understood, low 

transactions costs 

(effectively no 

marginal cost of 

change to rates) 

Medium Targeted 

rates offer 

flexibility to target 

specific areas or 

groups 

 
The funding and financing packages for the Priority Growth Areas are not highly reliant on rates 

funding, but TCC is in the position of having to resort to increasing rates in order to pay down debt 

and create future debt raising capacity.  

With respect to growth related infrastructure, particularly when this is being funded via a beneficiary 

pays approach, general or targeted rates are often used to repay the debt used to finance a project 

over time. The use of a targeted rate helps to contain the cost to the group(s) or area(s) who benefit 

from an investment. This emphasises the strong interconnectedness between the funding and 

financing tools which make up the SmartGrowth packages. 

 
9 https://www.crowninfrastructure.govt.nz/three-waters-infrastructure 

https://www.crowninfrastructure.govt.nz/three-waters-infrastructure
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Key Finding: Rates are limited from an intergenerational equity perspective, constraining the 

ability of a council to spread the cost of long-lived infrastructure over the life of a project, until 

they are able to be combined with debt financing (see Section 3.6.1). 

 

Although rates play a relatively small role in the funding and financing packages, it is worth 

considering a number of factors in a little more depth, given the significant role they play in funding 

local government activity overall.  

3.4.1.1 Sufficiency of Rates 

Given the Low-Medium assessment in the table above, it is important to consider the sufficiency of 

rates in a little more detail. One of the key issues with rates is sufficiency, particularly given the fact 

that councils must set rates annually. A recent report by the Productivity Commission addressing 

local government funding and financing noted that: 

“The political economy of setting rates provides a useful fiscal discipline but can encourage councils 

to defer necessary investments so as to constrain debt and keep rates artificially low.”10 

This is clearly an issue facing TCC (and therefore SmartGrowth) and the newly appointed 

Commissioners of TCC have quickly acted to increase rates, noting the importance of addressing 

deferred expenditure, whilst highlighting that the situation facing TCC is a consequence of 

unsustainably low increases in rates over a long period of time.  

Conversely, WBoPDC’s position demonstrates that a council can deliver sustained rates increases 

where these are justifiable. Comparing two similar properties in Pyes Pa and Katikati with CVs of 

$790,000, the Pyes Pa property incurs a total annual rates bill of $3,046 whilst the Katikati property 

is charged $3,724 (23% more). 

An issue that is often raised in relation to the sufficiency of rates is the key difference between rates 

and taxes, with taxes being ‘indexed’ to economic activity and therefore self-adjusting to growth, 

whereas the overall level of rates is determined primarily by a council’s budget and this budget must 

be ‘struck’ via a political process. The consequence is a belief that rates tend not to be able to keep 

pace with the growth in costs facing councils.  

The following graph suggests that in fact this may not generally be the case, as from the start of the 

1990s local authority rates appear to have increased at a faster rate than the CPI. 

 

 

 

 

 

 

 

 

 

 
10 NZ Productivity Commission, 2019, Ibid. p4 
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Figure 3.1: Local Authority Rates Inflation vs CPI11 

 

However, the standard inflationary measure used by councils to project future cost increases when 

setting budgets (and rates) is the Local Government Cost Index (LGCI). The LGCI has historically 

been, and is projected to be, consistently greater than CPI.12 As a consequence, ratepayers can 

expect the cost of their council (and as a result their rates) to increase more than other costs that 

they are exposed to.”13  

Nevertheless, research by consultants Morrison Low shows rates increasing faster than household 

living costs, wages and importantly, the LGCI.”14 

Figure 3.2: Local Authority Rates vs LGCI, household living costs and salary and wage growth  

 

 
11 NBR 1/12/21based in Statistics NZ data 
12 Morrison Low, 2018, Costs and funding of Local Government, report prepared for DIA.p3. 
13 Morrison Low, 2018, Costs and funding of Local Government, report prepared for DIA.p3. 
14 Morrison Low, 2018, Ibid. p16. 
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Morrison Low speculated that the underlying causes of the observed level of increases in rates is 

likely due the broad issues of: 

● Councils increasing their reliance on rates as a revenue source. 

● Costs (capital or operating) increasing.15 

The table below illustrates that for high and medium growth councils capital spending increased at a 

faster rate than opex between 2000 and 2018. With capital expenditure being strongly linked to debt, 

this increased level of capex will be expected to lead to higher debt levels. 

 

Table 3.3: Growth in Council Spending 2000-201816 

 Capex Opex 

Type of 

Council 

Total 

Growth 

Annual 

Growth 

Annual 

Growth per 

person 

Total 

Growth 

Annual 

Growth 

Annual 

Growth per 

person 

High Growth 136% 5.5% 3.4% 115% 4.3% 2.6% 

Med Growth 123% 5.1% 4.2% 81% 3.3% 2.6% 

Low Growth 64% 3.3% 4.6% 61% 2.7% 3.3% 

 

One of the motivations behind the Productivity Commission inquiry into local government funding 

and financing in 2019 was that, far from not matching the growth of the economy, there was a 

concern that rising local government revenues and especially rates were outstripping the ability of 

local communities to pay. 

 The Commission’s research found that “over a long period the ratios of revenue (and rates) to 

national and household income have remained in relatively narrow bands. These ratios show no 

evidence of any recent upward trend. This suggests that local democratic decision making and the 

discipline provided by statutory accountabilities, have constrained expenditure growth to match the 

growth in incomes.”17  

Although the Productivity Commission and Morrison Low reached different conclusions on the 

comparative increase in rates versus incomes (noting that they use different measures), the 

Productivity Commission’s work confirms that at the very least the indexing of rates to income is 

occurring.   

 

Productivity Commission - Key Finding F3.1: Over long periods of time, and with some 

variation, increases in local government revenue and rates have roughly matched increases in 

national and household income.18 

 
15 Morrison Low, 2018, Ibid. p19. 
16 NZ Productivity Commission, 2019, Ibid. p48. Data sourced from Statistics NZ. 
17 NZ Productivity Commission, 2019, Ibid. p58. 
18 NZ Productivity Commission, 2019, Ibid. p43. 
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Figure 3.3: Ratios of council revenue and rates to national and household income, 1993-201819 

 

 

 

Therefore, on aggregate (across NZ) council rates have consistently risen faster than both the CPI 

and LGCI for the past 15 years and at least in line with earnings and national income. Ultimately, this 

demonstrates that property rates are being indexed to growth via the annual budget setting 

approach.  

 

An important point identified by Morrison Low was a tendency for LTPs to appear to consistently 

forecast decreasing rates increases and reducing costs which did not bear out in practice.20 So 

ultimately, councils may be projecting rates increases which are not sufficient to keep pace with 

incomes or prices and subsequently increasing rates above past projections. This points to the need 

for a more realistic approach to projecting future costs and rates increases. 

 

Key Finding: Although in aggregate the level of rates (and rates increases) is not acting as 

significant funding constraint for councils across NZ, which masks the situation facing some 

councils. TCC is now addressing the consequences of unsustainably low increases in rates 

over a long period of time. Conversely, WBoPDC’s position demonstrates that a council can 

deliver sustained rates increases where these are justifiable. 

3.4.2 Development Contributions 

 Certainty Sufficiency Simplicity Flexibility 

Development 

Contributions 

Med: Tied to the 

cyclicality of 

development 

sector. 

Medium: 

Significant source of 

revenue to fund 

growth infrastructure 

Med  

DC policies are often 

complex but have 

Med 

DC Policy will 

determine this. 

 
19 NZ Productivity Commission, 2019, Ibid. p42. 
20 Morrison Low, 2018, p22. 
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but impact on 

housing 

cost/affordability. 

must be taken into 

account. 

Main issue is 

sufficiency over time 

due to cyclicality. 

Do not apply to 

developments on 

Crown land 

been in place for 

some time. 

Can be useful 

tool to help 

influence patterns 

of development 

e.g. encouraging 

infill etc. 

 
TCC’s main method of funding growth infrastructure is via development contributions, with growth 

being expected to pay for itself.21 Development contributions are explicitly intended to assist in 

funding growth related infrastructure. The have the advantage of passing cost directly through to the 

purchaser of a new dwelling. However, they have the disadvantage of increasing the cost of a 

dwelling by requiring a lump-sum payment from each beneficiary rather than spreading cost over 

time. However, to the extent the dwelling is financed via a mortgage this portion of the cost is spread 

over the term of the loan (i.e. if a 10% deposit is required then only 10% of the cost of development 

contributions is paid upfront etc). 

 

Using development contributions in combination with debt allows a council to fund infrastructure in 

advance but exposes the council to a revenue stream which is tied to development cycles, with 

potentially large swings which are hard to predict. This was the experience of TCC post the GFC 

when development and development contributions revenue stopped abruptly. Development 

contributions do not apply to many Crown developments and the assumptions used in calculating 

contributions can lead to a shortfall which the ratepayer is required to cover. 

 

Key Finding: Development contributions are widely used and well understood but revenue is 

vulnerable to development cycles which can impact on debt servicing. 

3.4.3 Financial Contributions 

 Certainty Sufficiency Simplicity Flexibility 

Financial 

Contributions 

Med: Cyclicality of 

development 

market e.g. post 

GFC impact 

Medium: 

Major  source of 

revenue to fund 

growth infrastructure 

for WBoP but impact 

on housing cost 

must be accounted 

for. 

Covering costs vs 

housing affordability. 

Main issue is 

sufficiency over time 

due to cyclicality. 

Med 

FC policies are often 

complex but have 

been in place for 

some time 

Med 

FC Policy will 

determine this. 

Can be useful 

tool to help 

influence patterns 

of development 

e.g. encouraging 

infill etc. 

Apply to 

developments on 

Crown land 

 
21 Controller and Auditor General, 2013, ‘Using Development Contributions and Financial 

Contributions to Fund Local Authorities’ Growth-related Assets’. p15. 
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WBoPDC’s main method of funding growth infrastructure is via financial contributions with growth 

being expected to pay for itself.22  They do not use development contributions at all. TCC use 

financial contributions only in very specific situations. The point made with regards to the cyclical 

nature of development contributions revenue applies equally to financial contributions. 

 

 

3.4.4 National Land Transport Fund 

 Certainty Sufficiency Simplicity Flexibility 

NLTF Low/Med: Timing of 

NLTF funding 

determined by 

national process, 

based on WK 

priorities. 

Medium/High: 

Dependent on FAR 

and timing 

 

Low/Med 

Application (business 

case) process can be 

expensive and time 

consuming, but is 

well established and 

understood 

Medium 

Covers all 

transport 

infrastructure 

 
Administered by Waka Kotahi, with the level of contribution determined by the Funding Assistance 

Rate (100% for State Highways, 51% local roading etc). Mostly required for local roading 

infrastructure. Fully funds the cost of infrastructure at the time of construction, so current road users 

pay now, rather than future beneficiaries.  

 

Where NLTF and local share funding are combined and local share is debt funded the resultant 

model is a mixture of a fully funded approach paid for by current road users (i.e. funded ahead of 

use) and a pay as you go approach funded by the growth community, primarily via development or 

financial contributions and/or the broader community by rates (i.e pay as you go, over the life of the 

asset). This underlines the complexities of cost attribution in a mixed funding model. 

 

Certainty and sufficiency are clearly important, but the risk to the SmartGrowth Funding and 

Financing Packages associated with the timing and co-ordination of the multiple funding sources 

cannot be overstated. For example, the council’s land use planning for Tauriko West assumes a level 

of investment from Waka Kotahi which has not been agreed to by Waka Kotahi and is therefore not 

reflected in the NLTF.  

The factors which drive the prioritisation of NLTF funding may well be quite different to the 

prioritisation of growth infrastructure for SmartGrowth. While there is general agreement that land 

use and transport planning need to be better integrated, in this case critical infrastructure to enable 

urban development will likely be delayed unless there is financial re-prioritisation by TCC or Waka 

Kotahi.  

 

Ultimately this is an overly complicated and inefficient approach which creates uncertainty for 

developers and public sector agencies alike and leads to on-going re-litigation of decisions made by 

individual partner agencies. For SmartGrowth it would be beneficial to consider ways in which the 

timing and certainty of NLTF funding for growth infrastructure might be made more responsive to the 

timing of major development programmes. 

 

 
22 Controller and Auditor General, 2013, ‘Using Development Contributions and Financial 

Contributions to Fund Local Authorities’ Growth-related Assets’. p15. 
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Key Finding: The NLTF is a significant source of funding for transport related growth 

infrastructure. The key issue is improving the alignment of the timing between the NLTF and 

SmartGrowth’s land-use planning and development programme in order to provide greater 

certainty around outcomes.  

 

 

3.4.5  Infrastructure Funding and Financing (IFF) Levy  

 Certainty Sufficiency Simplicity Flexibility 

IFF Levy (new 

developments) 

High  

Payment linked to 

rates 

But need approval 

of SPV to levy 

 

High 

Potentially same as a 

targeted rate 

 

Low 

Creation of SPV with 

powers to raise 

capital and charge a 

levy, following 

recommendation by 

Minister.  

CIP assist applicants 

to develop 

proposals. 

MHUD recommend 

to Minister. 

High for growth 

related 

infrastructure and 

new 

developments 

IFF Levy (existing 

properties) 

TBC - 3 projects 

under development. 

Potentially same as 

a targeted rate. 

 

To be determined. 

Potentially same as a 

targeted rate 

To be determined 

 
 

The Infrastructure Funding and Financing Levy (IFF Levy) is a significant new tool for funding growth-

related infrastructure, as it effectively lifts a council’s debt constraint. The combination of a funding 

stream with financing provides a package which enables the cost of growth related infrastructure to 

be recouped from the direct beneficiaries whilst being spread over time.  

 

The IFF levy will initially be applied to new homes in Tauriko West but the funding and financing 

package for the Priority Growth Areas also signals the intention to apply an IFF across existing TCC 

ratepayers. Within the Tauriko funding package TCC have identified a city wide transport benefit 

which is proposed to be funded by the citywide IFF ($10 million). This, together with other 

investments to implement the Transport Systems Plan (TSP) which delivers a city wide benefit are 

included in the citywide IFF which is around $200m. This is a notable assumption. Applying an IFF 

levy to new development is very transparent and enables house buyers to choose whether or not 

they are willing and able to pay the levy, prior to purchase. So far councils have only applied an IFF 

levy to new developments. 

 

Key Finding: The reliance on an IFF levy for existing ratepayers is a risk at this stage. However, 

levying of existing property owners appears a logical extension of this tool as a short-term 

measure. 

 

Putting an IFF in place is reasonably complex, requiring the establishment and Ministerial approval of 

an SPV and the SPV may incur higher costs of borrowing compared to the LGFA. This will be tested 

with the investment market with the forthcoming levy proposals, including Tauriko. The IFF levy is in 

effect the same as a targeted rate, except it has a finance component attached that is not included 

within the measure of debt used to benchmark councils (it is treated as off-balance sheet debt). 

Unless the council’s debt constraint was binding, it would not appear to make sense to go through 

the process of establishing an SPV and incurring a higher cost of borrowing than was available via 
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the LGFA, given that the debt is being serviced by ratepayers (albeit a place-specific group). The 

main benefit of the IFF is that it allows a council to avoid a binding debt constraint.  

 

Key Finding: Ultimately, although the IFF is making a positive difference the binding LGFA debt 

constraint facing some councils remains an issue. 

 

3.4.6  Infrastructure Acceleration Fund (IAF)  

 Certainty Sufficiency Simplicity Flexibility 

IAF Low/Med 

Dependent on 

outcome of 

application. 

Fixed amount. 

Applications closed 

Low/Med 

Capped fund (at 

least $1bn) but now 

fully subscribed. 

No ability to fund 

cost over-runs. 

Low/med 

Requires funding 

application to Kainga 

Ora 

Low 

 

 
The Infrastructure Acceleration Fund (IAF) is a highly significant addition to the funding tools 

available to councils. It is a limited fund however, (capped at $1bn initially) which is now fully 

subscribed and for which applications are now closed. To access the fund requires following an 

application process with an uncertain outcome. Initial applications closed on 20th August 2021and 

negotiations with successful applicants are not scheduled to commence until May 2022. It is not 

clear how progress will be made on projects which are dependent on an IAF contribution but are 

unsuccessful securing this. 

 

The IAF is a projected to be significant source of funding for priority growth areas, with applications 

being made for: 

● $95.3m for Te Papa (out of total cost of $457.1m). 

● $150m for Omokoroa (out of total cost of $327.8m). 

● Waiarkei (Papamoa East Interchange) – RFP submitted. 

● Tauriko West – RFP submitted. 

In addition, the IAF is identified as a potential means of covering any shortfall in IFF levies/DCs 

foregone from exempt activities related to Tauriko West, but as applications are now closed it is not 

clear how this may occur. The level of project funding is capped with no contingency. 

 

Key finding: The high reliance on the IAF funding for the Te Papa and Omokoroa priority 

growth areas is a risk at this stage.23  

 

Key finding: On the one hand, an additional $1bn for growth-related infrastructure is a 

significant amount of funding. However, growth and the provision of growth-related 

infrastructure is ongoing and one-off solutions can only address the current shortfall.  

 

 
23 Final decisions are expected in April 2022. 
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3.4.7 Tolling 

 Certainty Sufficiency Simplicity Flexibility 

Tolling Low/Med Low 

High opex and low 

revenue 

Low. 

Requires 

significant 

consultation 

Low 

Only applicable 

on new roads 

 
Tolling can be applied to new roads and has been used in Tauranga more than anywhere else in NZ. 

Nevertheless, tolling is often difficult, expensive and time consuming to implement due to the 

legislative requirements to be adhered to and the practicalities of revenue collection. Tolling 

ultimately has limited revenue raising capacity, which can be undermined by operating costs, 

especially where traffic volumes are relatively low. A tolling assessment is underway with respect to 

the Tauranga Eastern Link and the opportunity which the Papamoa East Interchange creates to toll 

traffic movements using that state highway access point. 

 

Key finding: Tolling is identified as a possible revenue stream for the Wairakei/ Te Tumu area 

to assist in the repayment of HIF debt ($34m), which is a relatively small amount given the cost 

and complexity of establishing and operating a tolling scheme. 

 

Work is underway in Auckland, Wellington and Tauranga to investigate broader road pricing 

initiatives but as yet no clear decisions have been made with regards to implementation.  

3.5 Assessment of Financing Tools utilised by SmartGrowth 

3.5.1 Council Debt and IFF Scheme 

 
Debt is a core tool for the financing of growth-related infrastructure for both TCC and WBoPDC and 

as noted earlier, debt enables councils to spread the cost of long-lived infrastructure over the life of 

the asset, with beneficiaries paying over time through their property rates.  

The recent report by the Productivity Commission addressing local government funding and 

financing noted that: 

“There is also a widespread lack of understanding about the role of local government debt – among 

both councillors and the general public – including in promoting inter-generational equity. Indeed, 

many council candidates still campaign on a platform of low or no debt or rates rises. This attitude is 

constraining necessary investments such as upgrades to essential infrastructure.”24 

That is not the case for SmartGrowth, as explained in the current LTPs 2021-24: 

● WBoPDC LTP:25  

“The decision between funding Council’s capital programme by either long-term debt or up-front 

through rates is guided by the principle of intergenerational equity. Most of the infrastructure Council 

is investing in will be used by multiple generations and this principle demonstrates that long-term 

debt is the best way to make sure each generation pays their fair share of the investment required.  

 
24 Productivity Commission, 2019, Ibid. p4 
25 https://www.westernbay.govt.nz/council/news-and-

updates/news?item=id:2ek5d0xv917q9smeguek 

https://www.westernbay.govt.nz/council/news-and-updates/news?item=id:2ek5d0xv917q9smeguek
https://www.westernbay.govt.nz/council/news-and-updates/news?item=id:2ek5d0xv917q9smeguek


24 

   

Not all of Council’s debt will be repaid through rates as a significant portion of Council’s investment 

is for growth-related infrastructure, which will be repaid by developers through financial 

contributions.” 

● TCC LTP:26  

“Tauranga already has high debt levels and under our current borrowing limits we cannot borrow 

more without first paying down some of our debt. Our approach to this Long-term Plan is to increase 

rates to pay to retire some of this debt each year so that we can do more investment. This means 

that our rates will be higher than they need to be to achieve a balanced operational budget. The 

additional rates will create an operating surplus that can be used to repay debt (TCC LTP, p100). 

The capital programme now exceeds $4.57b over the 10 years of this Long-term Plan which means 

our debt increases proportionately to very high levels. This has led to an infrastructure funding 

challenge for us. In the absence of other financing tools and, based on maintaining a debt to revenue 

ratio within LGFA limits, we have based this Long-term Plan budget on the full programme of capital 

delivery at $4.57b supported by debt retirement of $600 million across the major infrastructure 

activities of council. (TCC LTP, p101) 

This level of rates funded debt retirement would not be required if there was structural 

reform, such as three waters activities and their debt being transferred from council to an 

independent entity or further local government reform.” (TCC LTP, p101) 

The Productivity Commission report highlights the fact that the costs of investments that councils 

make in infrastructure to accommodate growth are generally large and lumpy – unevenly distributed 

over time as the population grows. It also notes the importance of making the right investment 

decisions at the right time means that Councils need access to debt finance for their needed 

infrastructure investments both for replacement and new infrastructure to keep pace with growth.27  

Key finding: The Productivity Commission report finds that “debt limits have hampered the 

ability of some high-growth councils to invest in infrastructure fast enough to meet the 

demand for new development.” 

Lenders and credit-rating agencies place debt limits on councils which, if exceeded, leads to a 

downgrading of a council’s credit rating and higher interest costs. The limit fast-growing councils are 

most likely to find binding is the debt to revenue cap.28 This limit is close to binding on some fast-

growth councils, including TCC and prevents councils investing as much as they need to keep up 

with growth, despite the prospect of strong council revenue increases that would pay for the 

additional borrowing over time.29 The IFF approach confirms this point. 

Key finding: Maintaining a debt to revenue ratio within LGFA limit is one of the main 

contributors to the financial challenge facing TCC.  

The IFF levy offers a solution enabling high debt councils to borrow additional funds to deliver 

growth-related infrastructure, as it is excluded from the measure of debt in the debt to revenue ratio. 

This is a significant step forward. But, as noted above the IFF levy on new dwellings is really the 

same as a targeted rate linked to debt, with additional cost and complexity.  

 
26 https://www.tauranga.govt.nz/Portals/0/data/council/long_term_plans/2021-31/files/long-term-

plan-2021-2031.pdf 
27 Productivity Commission, 2019, Ibid. p156. 
28 LGFA, 2021, Investor Update. https://www.lgfa.co.nz/sites/default/files/2021-

09/LGFA%20Investor%20Update%20September%202021.pdf 
29 Productivity Commission, 2019, Ibid. p176. 
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Ultimately, it is still important to address the issue of how to allow high growth councils to borrow 

more via the LGFA to fund growth infrastructure in combination with a targeted rate, without 

incurring an investment rating downgrade. However, in the absence of addressing the binding nature 

of the debt to revenue constraint, then pursuing the application of an IFF levy to existing properties 

which spreads the cost of borrowing and better reflects the principle of beneficiary pays where the 

benefits of growth-related infrastructure ‘spill-over’ to the existing community is a good step 

forward. TCC is progressing this approach. 

 

Key finding: Pursuing the application of an IFF levy to existing properties will be beneficial for 

high growth/high debt councils facing a binding debt constraint, but it remains important to 

address the issue of how to enable high growth/high debt councils to borrow more via the 

LGFA. 

3.5.2 Housing Infrastructure Fund (HIFF) 

 Certainty Sufficiency Simplicity Flexibility 

HIFF Low/Med 

Dependent on 

outcome of 

application. 

Fixed amount. 

Applications closed 

Low/Med 

Capped fund (at 

least $1bn) but now 

fully subscribed. 

No ability to fund 

cost over-runs. 

Low/Med 

Requires funding 

application  

Low 

 

 

The Housing Infrastructure Fund (HIF), administered by MHUD, is a one-off, contestable $1 billion 

fund which provides 10-yr interest-free loans to high-growth councils. It is now fully subscribed. 

Although beneficial, being a one-off scheme means it will not be useful in the medium to long-term, 

unless additional funding is made available. It is also a complex, time consuming process for 

councils to make applications with no certainty around the outcome. TCC’s HIF application covered 

3 projects: 

● Waiari water treatment plan (city wide benefit) 

● Te Maunga wastewater treatment plant upgrade (city wide benefit) 

● Waiarkei – Te Tumu (local benefit) 

Waiari and Te Maunga HIF’s are now approved and the loans have been uplifted. TCC are part way 

through repurposing the Te Tumu HIF to become a PEI funding arrangement with the other funding 

tools (as per table 3.1.)  Both capacity increases are required due to growth. 

 

3.6 Limits and potential of current funding and financing tools 

3.6.1 Financial Position of the SmartGrowth Councils 

Finally, it is useful to consider the relative financial positions of the three councils who make up 

SmartGrowth, as these are materially different. 

 

Looking at LTP 2021-31 debt projections, TCC’s debt/revenue ratio is on a trajectory to peak at 

268% of revenue in 2026 at a value of $1.3bn. The debt to revenue ratio then declines to 247% in 

2030, as revenue rises faster than debt. WBoPDC’s debt/revenue ratio reaches a peak of 180% in 
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2030, as the council’s level of debt rises faster than revenue throughout the 10 years of the LTP. 

BoPRC retains the same level of debt at the end of the 10-year LTP period as it held at the start, with 

debt to revenue falling from 168% in 2021 to 126% in 2030. However, BoPRC also has $200m of 

direct borrowing liability associated with its ownership of Quayside, and its total debt liability is 

projected to rise to $483m in 2024 (equivalent to 278% of operating revenues). 

TCC is clearly the most constrained territorial local authority in its future debt raising capacity (as a 

proportion of revenue). Although WBoP reaches its self-imposed debt limit by 2031 this is well below 

the LGFA’s upper limit for councils of 280%.30  

 

 

Table 3.3: Debt Position of SmartGrowth Councils 

 TCC WBoPDC BoPRC 

 2021/22 2030/31 2021/22 2030/31 2021/22 2030/31 

Forecast Debt $762m $1,784m $75m $265m $256m $256m 

Debt/Revenue 212% 247% 70% 180% 168% 126% 

D/R Limit 300% 280% 180% 180% 300% 280% 

 

The three council’s revenue sources show that rates, fees & charges and subsidies & grants 

generate most revenue, with the reliance on rates increasing over time. Development and financial 

contributions are important for TCC and WBoPDC and dividends (primarily from the Port of 

Tauranga/Quayside) are important for BoPRC, accounting for around 26%-28% of revenue. Of all 

revenue sources, rates remain by far the most significant tool, ranging from 50% of BoPRC’s total 

revenue to 72% of WBoPDC’s.  

 

 

Table 3.4: Revenue Sources of SmartGrowth Councils 

 

 
30 For clarity, there is no intention to suggest that an option might be for one council to raise debt on 

behalf of another. 
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It is important to note that BoPRC explicitly uses its dividend income to reduce the rates burden on 

households. This is really of benefit to all ratepayers in the region, as it is contributing to a lower 

combined rates burden. It is also important to recognise that BoPRC needs to balance its financial 

responsibilities with a regional perspective in mind.  

The reason for the relatively high proportion of revenue which TCC gains from vested assets is due 

to TCC having moved to requiring developers to put in place most of the infrastructure within the 

urban growth area and then entering into agreements with other landowners on cost shares, due to a 

lack of balance sheet capacity.  TCC will only bring infrastructure to the boundary. This has a 

number of implications including complex task of joint developer agreements, need for processes 

around infrastructure design and approval, review of quality of vested assets for trunk infrastructure 

etc.     

3.6.2 Cost Pressures and Efficiency of Spend  
One of the key issues for councils experiencing high growth and therefore the need for additional 

infrastructure is cost. A key finding of the Productivity Commission was that: “[L]ocal governments 

face higher price inflation than general consumers largely because of the specialised inputs councils 

use to construct and operate infrastructure. Councils have little direct influence on the prices of 

many of these inputs, but can adjust their demand and mix of inputs, in response to changes in 

prices. 31 

The New Zealand Infrastructure Strategy Consultation Document points out that “[T]here is a 

significant gap between the infrastructure we need and what we can afford. It’s not just a case of 

building more. We must also do better with the infrastructure we already have if we are to meet the 

proposed vision for 2050. 32 

It is clear therefore, that managing cost is a key part of the funding puzzle, as cost drives funding 

need. This means prioritising the investigation and adoption of more efficient infrastructure solutions 

whilst seeking to manage and contain cost escalation where possible.  

 
31 NZ Productivity Commission, 2019, Ibid. p54. (Key Finding F3.2). 
32 NZ Infrastructure Commission Te Waihanga,2021, Infrastructure for a Better Future – Aotearoa 

New Zealand Infrastructure Strategy Consultation Document. p10. 
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The Draft NZ Infrastructure Strategy proposed six options to better coordinate the delivery of 

housing and infrastructure.33 In response, 73% of submitters fully supported increasing the use of 

water-sensitive urban design measures to reduce pressure on water networks, while 21% partially 

supported this approach. This is a good example of innovation.34 

Cost escalation is a significant concern in the infrastructure sector at present, due in particular to 

supply chain pressures combined with strong demand. However, cost escalation is an ongoing issue 

and arises frequently in infrastructure projects. One consequence is that funding sufficiency and 

certainty can be undermined by unexpected cost increases. Striving to improve the accuracy of cost 

estimates, including ensuring that contingency allowances provide for potential scope changes as 

well as changes to rates and measures is important.  

Key Finding: The pressures being experienced around providing growth infrastructure are a 

combination of the insufficiency of funding/financing and the level of cost. In addition to 

looking to address the sufficiency of funding/financing attention is also required around: 

● Investigating and adopting more cost-efficient infrastructure solutions (on a WOLC 

basis). 

● Improving the accuracy of cost estimation. 

 

3.7 Initial Findings - Funding and Financing Tools and 

Packages 
The proposed funding and financing packages for the SmartGrowth Priority Growth Areas are 

comprehensive and well thought out, utilising all of the available tools and with the mix of tools 

reflective of the characteristics of each particular Growth Area, in order to tools to best meet the 

requirements of growth. This is a comprehensive and tailored approach to funding and financing the 

growth-related infrastructure requirements multiple growth areas. In summary: 

● The SmartGrowth partners have used the available tools to their full extent and created a 

package which is probably as comprehensive as could be achieved under current policy settings.  

● The tailoring of funding and financing to meet the requirements and characteristics of the 

Priority Growth Areas is a good example of trying to maximise the opportunity provided by the 

current funding and financing tools at the area level. 

● The introduction of new and additional funding and financing tools significantly enhance the 

ability of councils to deliver much needed growth infrastructure. For example, the IFF levy and 

associated borrowing capacity is highly significant for councils facing a binding debt to revenue 

constraint (e.g. TCC plan to use this).  

Significant progress has been made in the funding and financing of growth-related infrastructure, 

but, as would be expected there are still areas for improvement and simplification: 

● Multiple funding and financing mechanisms are not always as well integrated as they could 

be: 

o The cost and time associated with making multiple applications for funding and financing is 

significant and could be reduced by streamlining some processes, for example, if agencies were 

 
33 NZ Infrastructure Commission Te Waihanga,2021, Draft New Zealand Strategy. p10 
34 NZ Infrastructure Commission Te Waihanga,2021, He Tūāpapa ki te Ora – Summary of 

Submissions. p82. 
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prepared to accept a common form of application and rely on information already provided to 

another agency. 

● Land use and transport planning need to be better integrated. For example, the land use 

planning for Tauriko West assumes a level of investment from Waka Kotahi which has not been 

agreed to by Waka Kotahi and is therefore not reflected in the National Land Transport Fund (NLTF).  

● Some established tools are reaching their practical limits, for example debt constraints can 

hamper the ability of some high-growth councils (including TCC) to invest in infrastructure fast 

enough to meet the demand for new development.  Although the IFF scheme is beneficial in 

addressing this constraint, but it may still be useful to consider how to address the binding nature of 

the debt constraint facing some councils (noting that the LGFA has allowed limited changes to the 

upper limit).35 

● Although there are now more tools (and funding) available, there is a short-term nature to 

some of the available mechanisms. 

Therefore, the opportunity exists to improve on the current approach and provide greater confidence 

that the expected funding is going to be sufficient, both in terms of quantity and certainty, to fully 

meet the needs of growth within the desired timeframe. Changes which could assist to improve both 

the sustainability and sufficiency of funding and finance include: 

● Like other high growth councils, operating within an imposed debt to revenue ratio appears 

to be the most significant constraint facing TCC. Greater flexibility around this limit would be a 

significant opportunity for these councils, as debt funding of growth related infrastructure funded via 

revenue raised from rates, development and/or financial contributions is a core strategy that works 

well.  

● In the short-term extending the application of the IFF model to existing property owners 

where there is a benefit from new infrastructure is a logical step. TCC are progressing this approach 

but note that projects must pass both the eligible infrastructure and eligible costs tests of the IFF 

legislation, which are designed with greenfield developments in mind. 

● Streamlining of processes needs to be accompanied by a movement to a long-term 

approach which provides an ongoing source of funding. The IAF and HIF provide a significant 

increase in the quantum of available funding and finance, but remain one off, capped and are over-

subscribed. Meeting the needs of growth will continue to be an ongoing issue for many councils and 

so the opportunity to consider a more permanent approach would be welcomed. 

● Better alignment/co-ordination of the timing of growth related infrastructure funding, so that 

developments can proceed faster. 

● The pressures being experienced around providing growth infrastructure are partly related to 

the level of cost. In addition to looking to improve on the sufficiency of funding/financing attention is 

also required around: 

o Improving the accuracy of cost estimation. 

o Seeking cost efficiencies for growth infrastructure (on a Whole of Life Cost basis). 

In summary, there is an opportunity for the SmartGrowth partners to advance from funding individual 

infrastructure elements and towards an approach focused on the co-ordinated funding of all growth-

related infrastructure. This could be progressed by the councils working in partnership with the 

 
35 In 2020 the LGFA increased the debt to revenue ratio cap from 250% to 300% until 2022 then 

reducing by 5% per year to 280% by 2026. 
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Crown to create a more streamlined and integrated approach to the funding and delivery of all 

growth-related infrastructure. This is discussed in more detail in the next section. 

4 Part 2: Look forward - new or changed funding and 

financing mechanisms 
 

Task 2: Looking forward, in the context of the proposed reform environment, identify 

significant new or changed funding and financing mechanisms to sustainably finance and fund 

growth infrastructure. 

In line with requirements, the section of the review considers how the SmartGrowth Partners might 

be able to maximise funding and financing opportunities. 

4.1 Potential from Proposed Reforms 
There are currently two major reforms underway which will impact on the funding and financing of 

growth related infrastructure by councils (Three Wates and RMA reform). It is important to consider 

the potential implications which may arise from proposed reforms from a funding and financing 

perspective.  

4.1.1 Three Waters 

Both central and local government have identified under-investment in three waters infrastructure in 

parts of the country and persistent affordability issues for ratepayers, as well as the need for 

additional investment to meet improvements in freshwater outcomes and increase resilience to 

climate change and natural hazards.36 The Government intends to establish four publicly owned 

entities to take responsibility for drinking water, wastewater and stormwater infrastructure across 

New Zealand. 
 
This reform provides a mixture of opportunity and risk for councils around the funding and financing 

of growth infrastructure including: 

● The potential for reduced levels of debt with the transfer of three waters debt to a new entity 

but also reduced council revenue as this will also transfer to the new entity. Therefore, if the ratio of a 

council’s three waters debt to revenue is above that of the council’s overall position, a council’s debt 

raising capacity will increase with the transfer of these assets to the new entity, but the opposite is 

also true.37  

Key Finding: The water reforms may offer TCC a temporary respite from the binding debt 

constraint. 

● The opportunity of a one-off capital payment to councils in 2022. 

● “Some Councils will welcome the change - it would suit those who on their own have limited 

financial ability to improve assets to meet any new regulations.”38 

 
36 https://www.waimakariri.govt.nz/services/water-services/3-waters-reform 
37 Note that TCC’s LTP (p101) states that “[T]his level of rates funded debt retirement would not be 

required if there was structural reform, such as three waters activities and their debt being transferred 
from council to an independent entity or further local government reform.” 
38 Tompkin Wakes, https://www.tompkinswake.com/insights/knowledge/the-governments-three-

waters-review/ 
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● Enabling new water entities to use their balance sheet capacity to finance infrastructure for 

growth.39 

It should be borne in mind that the same people who pay for three waters now are likely to be paying 

in the future, which is important as the overall tax burden on households and firms must be taken 

into consideration with regards to funding models. The government is promoting lower water bills 

under the new model as a significant benefit of the reform and Auckland Council has undertaken 

analysis which suggests that water bills will be lower for WaterCare customers.40  

There is a risk that the promised cost savings may not be realised in practice and attaining further 

certainty on this point the SmartGrowth partners is important in order to understand whether this 

reform offers a real opportunity to make the cost of growth more affordable and create capacity for 

incurring new debt.  

One observation here is that the large geographical coverage of the proposed entities suggests a 

potential for cross subsidisation between different council areas. This implies a degree of 

socialisation of costs, which is the opposite of the philosophy behind the IFF scheme, which is 

sheeting costs directly back to beneficiaries. 

A very significant issue for SmartGrowth, raised in many submissions on the reform is the 

integration of the water entities with the planning system. As pointed out by LGNZ, the parallel 

Resource Management reforms are creating uncertainty, and at a minimum councils will want to see 

the Water Service Entities “give effect” to their plans (as they exist) rather than “give consideration” 

to their plans.41 Therefore, it would make good sense to consider including the new water entity in 

SmartGrowth to ensure aligning investment with growth. 

Key Finding: Including the new water entity in SmartGrowth would address the risk that the 

water reforms may lead to further integration challenges in terms of aligning investment with 

growth. 

4.1.2 Resource Management Act (RMA) 

The reform of the RMA in response to the 2020 review, is seeking to replace the existing RMA with 

two separate pieces of legislation, along with a separate law to address issues related to climate 

change adaptation. 

● The Natural and Built Environments Act (NBA) will provide for land use and environmental 

regulation. This would be the primary replacement for the RMA.  

● The Strategic Planning Act (SPA) will integrate with other legislation relevant to development 

and require long-term regional planning strategies.  

● The Climate Change Adaptation Act (CAA) will address complex issues associated with 

managed retreat - the movement of people and buildings away from climate risks - and funding and 

financing adaptation. This will be progressed by Climate Change Minister James Shaw.  

The intention is to introduce mandatory strategic long-term planning for land use, infrastructure and 

environmental protection to be undertaken by councils, central Government and mana whenua. As 

 
39 NZ Infrastructure Commission Te Waihanga, 2021, Infrastructure for a Better Future – Aotearoa 

New Zealand Infrastructure Strategy Consultation Document. p77. 
40 https://www.stuff.co.nz/national/politics/local-government/127068853/three-waters-auckland-

council-forecasts-bills-could-be-lower-under-reforms 
https://threewaters.govt.nz/affordability/ 
41 https://www.lgnz.co.nz/news-and-media/2021-media-releases/feedback-defines-critical-three-

waters-reform-challenges/ 

https://www.stuff.co.nz/national/politics/local-government/127068853/three-waters-auckland-council-forecasts-bills-could-be-lower-under-reforms
https://www.stuff.co.nz/national/politics/local-government/127068853/three-waters-auckland-council-forecasts-bills-could-be-lower-under-reforms
https://threewaters.govt.nz/affordability/
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noted by the Minister, "Urban areas hold 86 percent of our population and experience 99 percent of 

our population growth. Instead of allowing cities to respond to population growth sustainably, poor 

quality and restrictive planning has contributed to a lack of certainty and unaffordable housing."42  

Key Finding: The new Strategic Planning Act may offer the potential to assist in addressing 

SmartGrowth challenges, via mandatory strategic long-term planning for land use, 

infrastructure and environmental with a formal role for central government. This needs to be 

considered further as details emerge.  

The RMA reforms are intended to ensure a long-term pipeline of land supply by identifying areas for 

development, no-go areas, and future infrastructure to provide for growth. The main implication for 

funding is that in order to be successful, it will be necessary to ensure that the funding and finance 

required to deliver the infrastructure needed to enable the planned growth is able to be put in place. 

It is not yet clear how this will be reflected in the proposed reforms.  

Commentators have noted that “when seen alongside other developments such as three waters 

reform, the consolidation of resource management planning functions through Combined Plans and 

Joint Committees may increase the pressure for local authority amalgamation (i.e. unitary authorities 

in place of numerous territorial authorities within a single region), a matter outside the scope of the 

Panel’s review, but one that it commented on nevertheless. The Panel noted that much could be 

achieved by rationalising local authorities along regional lines.”43  

4.2 Achievability (and Opportunity) of an integrated funding 

and financing approach linked directly to desired community 

outcomes. 

 
This section of the review considers the achievability (and opportunity) of an integrated funding and 

financing approach linked directly to desired community outcomes, with the quantum and timing of 

funding aligned to the demand for growth related infrastructure. 

The review looks at approaches which align planning, investment and governance in order to 

accelerate growth, including examples of long-term commitments between the local and central 

government to provide an indication of what might work well for SmartGrowth, and potentially other 

areas of NZ.  

4.2.1 Integrating Planning and Funding Responsibilities 

Although significant progress has been made in the funding and financing of growth-related 

infrastructure, it has been noted by some commentators that a disjoint remains between planning 

responsibilities and infrastructure investment.44 Infrastructure NZ explained the situation as follows:  

“the great majority of planning responsibilities in New Zealand have been devolved to local 

government, while the great majority of funding powers remain with central government.”45 

 
42 David Parker, 2021, Stuff. https://www.newshub.co.nz/home/politics/2021/02/rma-reform-and-

housing-crisis-how-the-government-plans-to-fix-a-law-that-is-not-working.html 
43 Taituarā — Local Government Professionals Aotearoa, 

https://taituara.org.nz/Story?Action=View&Story_id=239 
44 Infrastructure NZ, 2020, Infrastructure as Strategy: Delivering Outcomes in a post-RMA 

Environment. p32. 
45 Infrastructure NZ, 2020, Infrastructure as Strategy: Delivering Outcomes in a post-RMA 

Environment. p32. 
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Infrastructure NZ compared this to the approaches used in other countries, making a number of 

relevant observations: 

● In countries with more outcomes-based systems (e.g. Scotland, Ireland and Hong Kong) 

central government retains strategic and spatial planning powers. This allows the governments to 

integrate planning and investment. In the case of Scotland and Ireland, where local authorities retain 

significant local planning powers, this allows central government to shape lower level plans.  

● In other countries not oriented to outcomes, including the federal systems, both planning 

and funding capabilities are devolved. This transfers the responsibility and the power to integrate 

spatial planning and investment. Federal investment support, monitoring and competition between 

states helps support non- specified outcomes.  

● In New Zealand, whilst central government is working towards being involved in strategic 

planning, local government remains reliant on central government funding support to implement 

strategic plans. With different roles and resources local and central government can face quite 

different incentives around their priorities and decisions.  

The “vertical” separation of planning from funding across different levels of government is 

exacerbated by “horizontal” separation, for example, transport funding being linked to the objectives 

of the GPS rather than achieving potentially wider outcomes. Infrastructure NZ ultimately concluded 

that “silos, institutional barriers and legislative architecture impede the flow of investment to strategic 

priorities.”46 Some ‘friction’ will be found in any system of joint planning and funding and there are 

positive signs of improvement, but the opportunity remains to reduce barriers and ultimately 

enhance the flow of investment to strategic priorities. 

4.2.2 Partnership based Approaches 

Urban Growth Partnerships represent a current local initiative to foster a long-term and integrated 

approach to land use and infrastructure planning and improve transport and land use integration 

outcomes. In August 2020, Cabinet endorsed the strategic priorities for joint spatial plans for the 

Hamilton-Waikato and Tauranga-Western Bay of Plenty metropolitan areas and the Queenstown 

Lakes area.47 Earlier initiatives, including  Auckland’s Southern Growth Alliance (which is leading a 

co-ordinated approach to planning and infrastructure around Drury), the Auckland Transport 

Alignment Project, and Let’s Get Wellington Moving are also grounded in the concept of transport 

investment being used to support land use outcomes.48 

However, the significant co-ordination challenges between the public and private agencies involved 

in growth planning and delivery as well as with private developers remain. This is an area where 

further concerted effort is both required and justified if transport infrastructure is to be used to its full 

potential as a city shaping tool. An important issue is the need for a co-ordinated approach to the 

funding and delivery of all growth-related infrastructure.49 

4.2.3 City Deals 

Another form of central/local government partnership are the city deal arrangements which have 

been developed initially in the UK and more recently in Australia. 

 
46 Infrastructure NZ, 2020, Ibid. p32. 
47 “Urban Growth Partnerships,” Ministry of Housing and Urban Development, accessed March 29, 

2021, https://www.hud.govt.nz/urban-development/urban-growth-agenda/urban-growth-partnerships/. 
48 Te Waihanga NZ Infrastructure Commission, 2021, Transport State of Play Report. 
49 Te Waihanga NZ Infrastructure Commission, 2021, Transport SOP. 

https://www.hud.govt.nz/urban-development/urban-growth-agenda/urban-growth-partnerships/
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The UK city deals are bespoke packages of funding and decision-making powers negotiated 

between central government and local authorities. Starting in 2012, more than thirty have now been 

agreed.50  Although deals are designed around the specific needs of the city involved, there is a 

consistent theme of economic development and job creation.51 

These deals are characterised by a contractual agreement between the city and government, with 

clear expectations in terms of the outcomes achieved and rewards (e.g. additional funding) for this. 

Contracts lock in both rights and responsibilities with councils agreeing to deliver specified 

outcomes and a degree of funding, and Crown funding being linked to council performance. This is 

made easier by the targeted focus on job creation. 

Australian City Deals are long-term commitments between the local, state and federal governments, 

intended to align planning, investment and governance in order to achieve goals relating to 

accelerating (economic) growth and job creation, as well as stimulating urban renewal and driving 

economic reforms. Ultimately, Australian City Deals are intended to “help to secure the future 

prosperity and liveability of our cities.”52 So far eight have been successfully negotiated. 

Like the UK approach these deals are tailored to meet the circumstances of the individual cities, but 

the Australian examples encompass a broader range of investment, including infrastructure 

upgrades and policy objectives such as affordable housing. However, they are targeted on specific 

infrastructure investments and initiatives which contribute to economic growth.  

The city deal concept is useful to understand, being based on partnership, individual responsibilities 

and shared outcomes. The main observations related to SmartGrowth are.  

Partnerships can lead investment: In the UK and Australia the approach has initiated a significant 

increase in local investment and cut through to focus on ensuring investment maximises economic 

growth.53 

Any partnership needs to be tailored to outcomes: The model enables central and local 

governments to work in partnership to achieve shared outcomes. A partnership would need to be 

designed with the right shared outcomes in mind. For SmartGrowth, this is likely to lead to a set of 

outcomes which are much broader than those being sought via the city deals in the UK and 

Australia. 

Partnerships include obligations for councils: An important element the UK and Australian 

approach is the requirement of a binding commitment from councils to an agreed funding pathway. 

This might include the use of future revenue streams and the leveraging of assets specifically to 

support growth. The allocation of financial responsibility between the councils would need to take 

account of the appropriate roles of the different councils in providing growth related infrastructure.  

City deals as used specifically in the UK and Australia may not be the correct model for 

SmartGrowth, but they usefully illustrate some considerations that may help inform the development 

of a partnership based approach.  

4.2.4 Unitary Authority  

A Unitary Authority is another a potential option to consider. Although this model would have some 

advantages, based on the experience of Auckland it would require a significant time to implement. 

 
50 https://commonslibrary.parliament.uk/research-briefings/sn07158/ 
51 Ward, M, 2020, City Deals, House of Commons Briefing Paper 7158. P5. 
52 https://www.infrastructure.gov.au/territories-regions-cities/cities/city-deals. 
53 KPMG: https://home.kpmg/au/en/home/insights/2016/04/city-deals-australia-economic-growth-

productivity.html 

https://home.kpmg/au/en/home/insights/2016/04/city-deals-australia-economic-growth-productivity.html
https://home.kpmg/au/en/home/insights/2016/04/city-deals-australia-economic-growth-productivity.html
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This model also represents a comprehensive reform of local government and would need to be 

justified on significantly more points than resolving the funding of growth infrastructure. Arguably, in 

Auckland, this model has not successfully addressed the challenge of funding of growth 

infrastructure and it does not provide for a partnership with central government.  

A more targeted arrangement would seem to be a better approach for SmartGrowth as this could be 

tailored to the specific outcomes sought and provide the basis for a central-local government 

partnership.   

4.2.5 Strategic Alignment Processes 

A current example is the Auckland Transport Alignment Project (ATAP), established in 2015 as a 

central-local government partnership to address the challenges and opportunities of Auckland’s 

growth. It is intended to enable the Government and Auckland Council to agree on objectives, 

challenges and opportunities in Auckland, and work from one evidence base. 

The purpose of ATAP is to:   

● Target investment to the most significant challenges.  

● Make better use of existing networks, through better network planning and taking advantage 

of emerging technologies.  

● Maximise opportunities to influence travel demand. This includes looking at road pricing to 

better balance transport demand and the capacity of our infrastructure. 

Although ATAP has become the primary long-term agreement between the government and 

Auckland Council as to how Auckland’s transport system will be developed and funded, there are 

limitations as noted by Greater Auckland: 

“Unfortunately, over the past three years key progress has not exactly been as planned… In Auckland 

our agencies so consistently disregard their existing transport plans, policies and strategies you have 

to wonder why they bother creating them in the first place.”54 

ATAP was preceded by two earlier alignment exercises; the Joint Officials Group (2003) and 

Auckland Transport Strategic Alignment Process (2006). Both lacked longevity due to the partners 

not adhering to their initial commitments 

This emphasises that to be successful a partnership approach between central-local government 

must be founded upon a genuine commitment to the shared outcomes, sufficient investment which 

is aligned with outcomes and the ability to deliver. 

4.3 Recommendation – A Partnership Agreement  

 
This review has highlighted the importance of seeking a co-ordinated and aligned approach to the 

funding, financing and delivery of all growth-related infrastructure, with the objective being to fund 

growth, rather than just specific infrastructure upgrades.  

Partnerships between central and local government are a common arrangement internationally and 

in New Zealand and can enable central and local governments to work together to agree on priorities 

and achieve shared outcomes. There is limited comment included in this report regarding the 

involvement of Tangata Whenua partners and further discussion will need to occur with the 

Combined Tangata Whenua Forum regarding this future involvement. 

 
54 Greater Auckland, 2021, https://www.greaterauckland.org.nz/2021/03/15/whats-wrong-with-atap/ 
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Partnerships can involve formal arrangements including contracts, whereby partners agree to deliver 

specified outcomes, outputs, funding (which is sometimes linked to performance) and services (i.e. 

ongoing public transport services. These partnerships can include long-term commitments, for 

example to align planning, investment and governance in order to achieve the desired outcomes. 

This concept would appear to be well suited to addressing the issues facing SmartGrowth. Some 

observations on partnerships relating to SmartGrowth include:  

Partnership needs to be tailored to outcomes: The partnership approach would need to be 

designed with the right outcomes in mind which, in the case of SmartGrowth, could be a means to 

address the specific requirements of enabling growth to be accommodated in a timely way, 

delivering more affordable housing, enhancing quality of life and reducing harmful transport 

emissions etc. 

Partnership would include obligations for councils: An important element of any partnership 

would be a commitment from councils to an agreed funding and implementation pathway, including 

their own contribution. The allocation of financial responsibility would need to take account of the 

appropriate roles of the different parties in providing growth related infrastructure.  

There is an opportunity to explore a partnership led funding and financing approach which could 

meet core funding requirements and apply across the complete package of growth related 

infrastructure. The key observation is that any partnership would need to be designed with the right 

outcomes in mind and to be successful will need to be founded upon a genuine commitment to 

achieving the shared outcomes, sufficient investment aligned with outcomes and the ability to 

deliver. 

Given the SmartGrowth partnership, consideration of Tangata Whenua involvement to deliver more 

affordable housing, enhancing quality of life, reducing harmful transport emissions and aligning 

infrastructure investment with desired land use change outcomes will be important. 

The main recommendation is to commence the work required to explore a partnership 

agreement between the SmartGrowth councils, Tangata Whenua and the Crown, eventually 

including the new water entity. The need for this is urgent given the social and economic cost 

of not keeping pace with growth. 

The agreement would be tailored specifically to the outcomes sought by the partners and 

founded upon a genuine commitment to shared outcomes, sufficient investment and effective 

delivery. 

 

4.4 Process to Develop a Partnership Agreement  
Based on the information above, this section outlines a process for developing a partnership based 

approach that could provide a sustainable funding solution for SmartGrowth. The very high level 

steps to progressing this form of partnership might look like this: 

Step 1: Identify the partners: TCC, WBoPDC, BoPRC, new water entity, Crown (more specifically – 

Minister of Housing etc), Tangata Whenua and others (e.g. KiwiRail & major industry players). 

Step 2: Define the shared outcomes being sought such as ‘growth enabling a specific level of new 

dwellings per annum (by location)’. 

Step 3: Develop/confirm the programme of works including costs, quantum and timing of funding, 

beneficiaries etc to deliver on the agreed outcomes. Identify the infrastructure needs, funding 

requirements, any policy changes etc. 
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Step 4: Develop/agree a partnership based funding, financing and implementation approach. This 

could reflect the following points identified above: 

● The outcomes are shared and of benefit to all parties. The objective is to provide certainty 

and sufficiency of funding and finance to enable planned growth. 

● Funding and financing solutions need to reflect benefits and constraints facing partners.  

● Considering longer-term Crown funding and financing initiatives that can provide greater  

certainty of funding and financing over time. This is critical to the success of a long-term programme 

like SmartGrowth and would make a real difference to management of urban growth challenges. 

● Some form of improved co-ordination and integration of Crown and council funding sources 

that brings the agencies together to address the misalignment of the timing and priority of current 

funding sources required to support and enable growth. For example, via Crown Infrastructure 

Partners as an integrator/assembler of the total funding package for development areas. 

● A partnership approach which involves seeking a Crown funding contribution will inevitably 

require all organisations to examine their financial capability, including the question of the potential 

to leverage balance sheet capacity. This is a significant financial and political consideration but it is 

important to acknowledge that it will need to be examined.   

● Aligned project management and delivery frameworks to ensure effective implementation. 

● A greater focus on cost efficiency and better estimating (and budgeting) would help to 

manage affordability, particularly at a time when cost escalation in the infrastructure sector is a 

significant challenge. 
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 Part 3: Case for certainty and sufficiency of 

infrastructure funding 

Providing the infrastructure required to meet demand and adequately accommodate growth is critical 
for the social and economic wellbeing of the community, as noted by the New Zealand Productivity 
Commission - Te Kōmihana Whai Hua o Aotearoa: 

“The failure of high-growth councils to supply enough infrastructure to meet demand is a serious 

social and economic problem. Councils’ failure to adequately accommodate growth has been a 

significant contributor to the undersupply of development capacity for housing in fast-growing urban 

areas. This in turn has been a major driver of rapid and harmful house price increases in New Zealand 

since around 2000.”55 

This section of the report outlines the case for providing certainty and sufficiency of infrastructure 

funding to enable urban development. It considers two key points: 

● The benefits that will arise from the increased certainty and sufficiency of infrastructure 

funding. 

● The economic and social benefits that arise from enabling development to keep pace with 

growth, or the costs of not doing so. 

The analysis uses existing literature and evidence. It also notes the opportunities for further work 

which would improve the robustness of the evidential base. 

4.5 The Benefits of Certainty and Sufficiency of Funding  
There is good evidence to indicate that providing certainty of funding and finance to enable the 

construction of lead infrastructure is a key step in unlocking housing supply and enabling growth.  

Responding to the Government ‘s announcement of the $3.8b Housing Acceleration Fund to speed 

up the pace and scale of house building Master Builders chief executive David Kelly noted that 

“[T]he plan’s provision for infrastructure funding to support new homes and developments is also a 

positive step, making it easier for us to build in the areas we need it most.56 

A good example is Milldale, north of Auckland, where new development has progressed quickly due 

to the use of a Special Purpose Vehicle (SPV) which provides finance in conjunction with a levy 

collected in addition to property rates, to fund the necessary infrastructure in advance. 

There are also very good examples of how a lack of certainty (and future provision) of funding can 

create delay and conflict between parties, as evidenced with the current situation facing Auckland’s 

Southern Growth Area (Drury), amongst many others. 

This highlights again the importance of an integrated approach to the funding and delivery of all 

growth-related infrastructure, with the opportunity being to look at how to comprehensively fund 

growth, rather than just specific pieces of infrastructure. 

 

 
55 New Zealand Productivity Commission - Te Kōmihana Whai Hua o Aotearoa. (2019). Local 

government funding and financing: Final report. p10. 
56 Stuff, 23 March 2021. https://www.stuff.co.nz/life-style/homed/real-estate/124623490/developers-

question-impact-of-38b-infrastructure-fund 
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Key Finding: There is a strong link between certainty and sufficiency of infrastructure funding 

(and subsequent delivery) and the scale and pace of development (supply of new homes).  

4.6 Consequences of not Keeping Pace with Growth vs 

Benefits of Achieving this 
The consequences of not enabling development to keep pace with growth versus the benefits of 

achieving this, both economically and socially, have been documented in a number of studies, as 

discussed below.  

The situation often arises where some, but not all parties, have invested in infrastructure to enable 

growth meaning development is delayed. Here, the benefits of early investment are foregone until all 

necessary investment is complete, meaning a significant lost opportunity for some parties, 

reinforcing the need for better alignment around delivery  

4.6.1 Benefits of population growth 

The Productivity Commission notes that population growth has many benefits: 

“It fuels economic activity, bringing new businesses and with them more and higher-quality jobs for 

residents. As communities grow, economic and social vibrancy also generally increase, with 

residents having more choice around jobs as well as amenities like schools, sports and 

entertainment. As the population increases, councils are also able to spread their costs among more 

ratepayers and more rateable properties. Another benefit of growth is that large urban centres are 

generally more productive than smaller communities.”57  

4.6.2 Economic impacts 

A recent report by NZIER has examined the social and economic impacts of the current housing 

shortage on Tauranga, including forgone productivity benefits arising from constrained growth.58 

The paper noted that “[T]he ability for housing supply in Tauranga to respond to growing demand will 

be an important influence on the future growth of the city. Acute housing shortages will see a further 

deterioration in housing and rental affordability and constrain population growth, which will also have 

flow-on effects on economic activity.59  Veros Property Services estimated that the city will be 

undersupplied by almost 1,000 dwellings by 2022, with this gap growing to almost 5,000 dwellings 

by 2025–2030.60 

NZIER’s premise is that population growth in Tauranga affects the city’s GDP and therefore any 

limitation to accommodate new residents will affect the city’s economic growth.61 On this basis they 

estimate that “this constraint on growth will lead to foregone GDP of $272.7 million over the short-

 
57NZ Productivity Commission, 2019, Ibid. p61 
58 NZIER, 2020, ‘Impact of a Housing Shortage: Assessing the effects for Tauranga City. 
59 NZIER, 2020, Ibid, p4. 
60 Veros Property Services estimated (in 2019) that over the short-term (1–3 years), Tauranga and 

Western Bay of Plenty will be short of 910 dwellings. Over the medium-term (4–10 years) this will 

increase to 4,843 dwellings. 
http://econtent.tauranga.govt.nz/data/bigfiles/committee_meetings/2019/june/agen_uftdc_11jun2019.
pdf 
61 NZIER, 2020, Ibid, p4. 
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term period of three years. Over the medium-term, this will lead to foregone GDP of $725.5 million 

per annum in ten years’ time, for a cumulative impact of $3.584 billion of GDP over the ten years.” 62  

Although the forgone benefit of growth is clearly important for Tauranga, the NZIER analysis does 

not account for the likely scenario that some of the forgone growth is related to internal migration 

and that these people are still living and working in other parts of NZ. From a national perspective, 

the value of the loss will therefore be smaller and a consequence of reduced net international 

migration plus locational differences of labour productivity.  

A recent research paper published by the Centre for Applied Research in Economics (UofA) 

considers the economic impacts of not enabling growth from a national perspective and provides 

quantifiable evidence of the national economic costs arising from housing supply constraints across 

regions in NZ.63  

The author finds that “rising house price distortions in recent decades have had large economic 

impacts.” These impacts arise due to misallocation of labour away from high-productivity regions 

and increased net migration of New Zealanders to Australia. The author’s ‘upper bound’ estimate is 

that “comprehensively removing constraints to housing supply may increase New Zealand’s total 

economic output by 7.7% and eliminate net migration outflows to Australia. More plausible 

counterfactual scenarios would result in smaller, but still economically meaningful, gains on the order 

of one to five percent of gross domestic product.”64 Importantly, the study finds that “the economic 

impact of redistributing workers within New Zealand is considerably smaller than the economic 

impact associated with increasing the size of the New Zealand labour force by reducing net 

migration flows to Australia.”65  

This study clearly demonstrates that housing supply constraints which either reduce net migration or 

inhibit workers’ ability to move to more productive jobs will create significant economic costs.  

4.6.3 Social cost of housing under supply 

An equally important consideration is the social cost of worsening housing affordability caused by 

the lack of supply.  

Otago University Public Health professor Philippe Howden-Chapman has noted that “little work had 

been done on the social costs of substandard housing in New Zealand and it was beneficial for the 

government to be looking at the consequences of housing on the wellbeing of people.66 A recent 

literature review undertaken for the NZ Housing Foundation considered the effect of housing tenure 

on wellbeing. The review referenced over 120 studies that explored the associations between 

housing tenure and social, economic and health outcomes.67 The main finding of the review was 

that: 

“[B]y far the majority of studies under each of the six categories: health; employment; crime; welfare; 

wealth; and education; demonstrate the positive effects of homeownership. Health promoting 

benefits were found for both physical and mental health with objectively assessed health conditions 

 
62 NZIER, 2020, Ibid, p12. 
63 Nunns, P., 2019, The causes and economic consequences of rising regional housing prices in New 

Zealand, Centre for Applied Research in Economics (UofA). 
64 Nunns, P., 2019, Ibid. p2. 
65 Nunns, P., 2019, Ibid. p55. 
66 NZH, 12/2/2018https://www.nzherald.co.nz/nz/new-zealand-a-society-divided-by-wealth-new-

housing-report/AUEMN5R5G5KYWSLH7DAZYBGS24/ 
67 Waldegrave, C. and Michaela Urbanová, M. 2016, Social and Economic Impacts of Housing 

Tenure: A Report for the New Zealand Housing Foundation. p17. 
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and self-assessed health status. Although the results for positive employment outcomes were less 

consistent, the majority of studies showed ownership to be beneficial, not only for protecting against 

unemployment, but also for faster exits out of unemployment when it occurs. There were fewer 

studies relating to crime, welfare and wealth, but the majority showed homeownership to be 

significantly associated with lower crime rates, less welfare dependency and offered a greater 

chance for low income families to create asset wealth, albeit at a lower rate than higher income 

groups. The children of homeowners also showed significantly higher educational attainment levels 

than those of renters in the majority of the educational studies. Interestingly, no studies 

demonstrated significantly negative health, crime, welfare or educational outcomes associated with 

homeownership.”68 

A 2018 report which Philippe Howden-Chapman co-authored found that ‘[H]ome ownership rates [in 

NZ] have fallen to the lowest levels in 60 years. House price inflation over the past five years has 

been around 30% across New Zealand overall while incomes have risen by about half this rate. 

Underlying these affordability problems is an inadequate supply of new housing. Constraints around 

planning and resource and building consents have been blamed for this shortfall and there is 

probably some justification for this. However, bigger existing and future constraints are around the 

funding and provision of urban infrastructure to support new house building and it is by no means 

clear the local Councils and their ratepayers can continue to borrow to fund these assets. 69 

One significant effect of the housing crisis is crowding, which is increased by social and economic 

factors, such as the decline of affordable housing, the rising level of rents in most cities and the lack 

of security of tenure in the private rental market, which leads to many households ‘doubling up’ to 

reduce per-person rents. 70 

4.7 Summary 
NZIER estimate that constrained population growth in Tauranga will lead to foregone GDP of $272.7 

million over a short-term period of three years, with a cumulative impact of $3.584 billion of GDP 

over the ten years.” 71 The potential loss of economic activity and associated tax revenue needs to 

be set against the cost of ensuring that planned growth can be catered for. 

There is a significant opportunity to make interventions which can positively influence housing 

supply and affordability, with the express goal of improving community wellbeing and economic 

performance. There will be significant community benefit from enabling growth, which then suggests 

that broad, community funding would be appropriate (under a beneficiary pays framework). 

Key Finding: Enabling development to keep pace with growth can be shown to deliver 

significant economic and social benefits.  

  

 
68 Waldegrave and Urbanová, 2016, Ibid. p17. 
69 Johnson, A., Howden-Chapman, P. and Eaqub, S., 2018, A Stocktake of New Zealand’s Housing. 

p2, p3. 
70 Johnson et al, 2018, Ibid, p44. 
71 NZIER, 2020, Ibid, p12. 
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5 Conclusions and Recommendations 

 

Significant progress has occurred in the funding and financing of growth-related infrastructure and 

the proposed funding and financing package for the SmartGrowth Priority Growth Areas provides a 

good example of how to utilise the complex mix of available funding and financing tools to best meet 

the requirements of growth.  

However, the opportunity exists to improve further on the current approach and provide greater 

confidence that the expected funding is going to be sufficient, both in terms of quantity and 

certainty, to fully meet the needs of growth within the desired timeframe. 

The need to make further progress is underpinned by the social and economic cost of not keeping 

pace with growth, as NZIER estimate that constrained population growth in Tauranga alone will lead 

to foregone GDP of $272.7 million over a short-term period of three years, with a cumulative impact 

of $3.584 billion of GDP over the ten years.” 72 The potential loss of economic activity and associated 

tax revenue needs to be set against the cost of ensuring that planned growth can be catered for. 

There is a significant opportunity to make interventions which can positively influence housing 

supply and affordability, with the express goal of improving community wellbeing and economic 

performance. That there will be significant community benefit from enabling growth suggests that 

broad, community funding would be appropriate (under a beneficiary pays framework).  

This review has highlighted the importance of seeking a more co-ordinated approach to the funding, 

financing and delivery of all growth-related infrastructure, through the SmartGrowth councils working 

in partnership with the Crown to better meet the needs of the community.  

Therefore, the report recommends commencing work on a partnership agreement between the 

SmartGrowth councils, Tangata Whenua and the Crown which provides an opportunity to shift the 

focus from funding individual infrastructure elements to the co-ordinated funding of all growth-

related infrastructure. 

To be successful any agreement will need to include genuine and binding financial and non-financial 

commitments, both between SmartGrowth councils, the new water entity and the Crown, including 

Waka Kotahi and Kainga Ora. These commitments will need to be sufficient to ensure long-term 

certainty of funding, finance and delivery, given the timeframes associated with planning for growth.  

There is limited comment included in this report regarding the involvement of Tangata Whenua 

partners and further discussion will need to occur with the Combined Tangata Whenua Forum 

regarding this future involvement. 

The main recommendation is to commence the work required to explore a partnership 

agreement between the SmartGrowth councils, Tangata Whenua and the Crown, eventually 

including the new water entity. The need for this is urgent given the social and economic cost 

of not keeping pace with growth. 

The agreement would be tailored specifically to the outcomes sought by the partners and 

founded upon a genuine commitment to shared outcomes, sufficient investment and effective 

delivery, take account of the appropriate roles of the different parties in providing growth 

related infrastructure and better meet the needs of the community. 

 
72 NZIER, 2020, Ibid, p12. 
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Proceeding to such an agreement should be seen as a natural next step for the SmartGrowth 

partnership that plays to its strengths and provides greater confidence and certainty for all 

partners that growth pressures can be resolved.  
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Appendix 1: History of this issue 

The subject of this review is by no means a new issue, as shown by two reports cited on 

SmartGrowth’s website: 

A 2004 report produced by SmartGrowth concluded that:73 

● “Funding the costs of growth is a fundamental tool for implementing the SmartGrowth 

strategy.  

● The funding issues relate less to the exact quantum of costs that are difficult to identify with 

any certainty beyond 10 years, than to: 

o an acceptance that there is a significant funding gap between existing approaches and the 

levels of expenditure necessary to support ongoing growth particularly in the areas of transportation, 

community facilities and stormwater; 

o a reluctance by parts of the community to pay the true costs of growth; and, 

o the basis on which the costs of growth are allocated within the community –i.e. who pays?” 

A 2009 report from a number of councils including Tauranga City Council noted that:74 

● The current funding tools available will not bridge the gap for these growth areas. A ‘do 

nothing’ approach at this point will inevitably lead to the deferral and cancellation of projects in 

growth areas. The Councils concerned would like to partner with Central Government in order to 

achieve a sustainable funding approach for the medium and long term. The tools proposed involve 

some or all of the following:  

o A Funding Guarantee  

o A Funding Facility  

o Zero Interest Loans 

o Grants, Subsidies and Suspensory Loans 

● The provision of infrastructure for servicing new urban growth areas is generally funded 

through borrowing and recouped through contributions from development. The costs of providing 

the infrastructure and subsequent contributions have risen significantly in recent years to the extent 

that they are now a major barrier to development in many cases. The alternatives are few, 

particularly without Government support and changes to legislation, neither of which appear to be 

forthcoming.  

 
 

 

 

 
73 SmartGrowth, May 2004, Alternative Approaches to Funding the Costs of Growth. 
74 Tauranga City Council, Hamilton City Council, Queenstown Lakes District Council and Western 

Bay of Plenty District Council, 2009, Growth Challenges: Current Financial Issues Part 1: Financial 

Pressures on Local Government Growth Areas. 


