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11. Note that HUD intends to ramp up its engagement with the sector,
including through establishing biannual meetings (tentatively
commencing in February 22) with a group of key sector
participants to discuss:

i. how the sector is managing the impacts of Covid-19;
ii. the effectiveness of our partnerships; and

iii. any potential changes to operational and policy settings that
may be required. Noted

Stephanie Rowe Hon Dr Megan Woods

DCE System Performance Minister of Housing
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Executive summary

3. Emerging market headwinds relating to Covid-19 and the unwinding of monetary stimulus
suggest that a higher than usual proportion of consented dwellings may not be built in a
timely manner, if at all. This includes headwinds relating to the availability and cost of building
materials, labour and development finance; the cost and availability of mortgage finance; and
declining underlying demand and house price expectations. While the supply side constraints
have been building for some time, the changing demand side picture means it may no longer
be feasible for some developers to offset rising input costs and risks through charging higher
house prices.

4. Some of these headwinds are the result of global factors, and commercial and household
decisions over which the government has limited control. In other cases, they relate to-or
could be mitigated by policy and operational decisions made by gove nment across a range
of portfolios. We are already doing a lot, as illustrated in Annex.C

5.  You asked Kainga Ora to provide you with a report back and‘a’plan.to catch-up on its
delivery commitments, which have been adversely impacted by some of the factors outlined
in this briefing. As part of this you specifically asked Kainga Ora to consider f cilitating and

enabling delivery by others.
s 9(2)(P(iv)

7. Comments related to Kainga Ora are provided at paragraphs 27 to 49 of this briefing, and in
the suggested talking points for your meeting with the Chair of Kdinga Ora on Monday 6
December 2021.

s 9(2)(f(v)

9. In terms o the wider impact of Covid-19 on residential construction, it is important that we
stay.close © the sector during:this time of change. HUD is already engaging one on one with
select individuals on a regulir basis to gather real time information about what they are
experiencing on the ground. We intend to ramp up this existing activity, and also commence
biannual meetings with a.group of key sector participants to discuss how the sector is
managing the impact.of.Covid-19, the effectiveness of our partnerships, and any potential
changes to policy and operational settings that may be required.

Overview of emerging headwinds to residential development and construction

Residential development and construction is critical to wellbeing, but prone to volatility

10. The.construction sector is critical to New Zealand’s social and economic wellbeing. It
currenly employs around 195,000 people, and accounts for approximately 7% of New
Zealand’s GDP. The adequacy and suitability of new housing and urban development also
has.a significant bearing on a range of health and educational outcomes, access to
employment, and New Zealand’s carbon footprint.
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11.

12.

Residential development and construction decisions are influenced by a range of supply and
demand side factors, as illustrated in Annex B. Developers are incentivised to deliver new
supply when the price that prospective purchasers (or tenants) are willing and able to pay
exceeds the anticipated costs of provision (including a profit margin and contingencies
commensurate with the associated risks).

The sector is particularly vulnerable to economic shocks. It is quick to shed businesses and
people during economic downturns, and slow to recover when demand returns.! These
boom-bust cycles are accentuated by the sector’s fragmented nature and heavy reliance on
outsourcing and risk transfer. When lead contactors pull back or fail, suppliers and
subcontractors often follow in a domino effect.

Covid-19 has changed the cost and risk profile of residential development, with unexpected
and potentially unsustainable results

13.

14.

15.

Covid-19 has changed the cost and risk profile of residential development. Despite,initial
predictions of a major downturn in construction activity, consent volumes have remained
strong both locally and internationally. New Zealand issued 47,745 .new build consents'in the
year to October 2021 (including a record 4,490 consents in August), a 26 per ent increase
from the previous year. This relative strength can be attributed to a range offacturs including
pre-existing housing shortages, record net immigration (90 000 people in the year to March
2020) immediately prior to the first lockdown, andwnprécedented fiscal.and monetary
stimulus which saw mortgage rates fall to recorddows.and pushed up asset prices.

However, emerging headwinds suggest that the current volume of build ng consents may be
unsustainable and that a higher than usual proportion of consented dwellings may not be
completed in a timely manner, if at all.

On the supply side, the key headwinds relate to the availability;and cost of:

a. Building materials. Covid-19 has interrupted.domesticrand international production
and supply chains, leading( o delays and increased costs. Shortages of key materials
(e.g. structural timber and.cladding) are affecting the scheduling of sub-trades,
reducing productivity and.delaying completions.? Substitutions are increasingly
common, but typically wi h lower quality'materials that sometimes require costly and
time consuming consent\variations. Timber and steel prices have reportedly increased
by around 20 and.30 percent respect vely./Across the board, material costs have
increased by around.3 to 5 percen on average, with further price increases signalled.?

b. Labour supp y and productivity..Pre-existing labour shortages have been
exacerbated by increased demand' site-shutdowns and social distancing requirements,
and closed borders. Wages increased three percent in the year to September 2021.
While the barriers to importing skilled labour are expected to ease as international
borde s reopen, this willkdepend on the outcome of the immigration reset. There are
concerns that border re-openings could also facilitate an exodus of existing workers to
other countriesioffering higher wages and cheaper living costs, as happened following
the Global Financial Crisis.

' The sentor i estimated to have lost approximately 25 to 30 percent of its workforce between 2008 and 2011 due to
GFC, and took seven years to rebuild the workforce to pre GFC levels.

2 For example, local manufacturers are reporting a 9 month lead time for framing that would previously have taken 6
to 8 weeks.

3 Carters has signalled that prices for a range of building products will increase by between 3 and 16 percent in
February 2022.
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16.

17.

18.

19.

C. Development finance. Reported bank lending for residential development has fallen
by over 20 percent since mid-2019. Anecdotally, the void appears to have been largely
filled by non-bank financiers but at a higher cost and with uncertain scalability. Rising
costs and increased barriers to securing pre-sale commitments (discussed further
below) may further restrict access to development finance moving forward.

According to the Cordell Construction Cost Index the total costs of building a standard
house* in New Zealand increased by 5.5 percent in the year to September 2021. At 1.6
percent, the quarterly cost increase was double the long-term quarterly average. In addition
to the factors outlined above, many councils across the country are struggling to process
building consents within the 20-working day statutory timeframe — creating further
uncertainty, delays and costs.

On the demand side, the key headwinds include:

a. Lending criteria. While new build mortgages are exempt.from:Loan to Valu
Restrictions (LVRs), recent changes to the Credit Contractsiand Consumer‘Finance Act
require banks to undertake more detailed due diligence before approving mortgages to
ensure that they are affordable and sustainable. Mortgage advisors report that banks
are becoming increasingly wary of lending on new builds due to concernstabout
construction cost overruns. Some banks are report»dly:pulling mortgage pre-approvals,
including for purchasers who have already‘committed to purchasing properties off the
plans.

b. Interest rates. With inflationary pressures building, the Reserve Bank has already
increased the Official Cash Rate (OCR) by 60 basis points:from a record low 0.25
percent to 0.75 percent. It is forecastingi:an OCR of around 2.5 percent by late 2023.
The financial markets have priced in an,OCR of around.3 percent by mid-2023. This
could see three-year fixed mortgage. rates increasel rom' ecent lows of around 3
percent to around 6 percent.

c. Declining underlying demand and house price expectations. New Zealand’s net
population increased bysjust 0:6'percent in the year to June 2021 (compared to 2.2
percent the previous year). Auckland’s population actually fell 0.1 percent, the first
decline on record.5 /Kiwibank has estimated,that the underlying housing shortage
reduced by around 13,000 dwellings (in the year to March 2021, and could be
eliminated by 2024 Further, the Reserve Bank, BNZ and Westpac are now all
forecasting house p ice corrections.in the 2022/23 financial year.

Collectively, these factors suggest that some segments of the new build market may be
about to stall,,On’ he‘one hand, the sector is facing increased costs and risks that are
reducing itssappetite to commit.to fixed price contracts. On the other hand, the sector’s ability
to ultimatelypass these increased\costs and risks onto consumers in the form of increased
house prices.is diminishing

Thesesfactors may disproportionately impact supply in locations and of price points and
typologies that were already marginal from a development economics perspective. They
could be particularly problematic for undercapitalised developers of multi-unit developments,
who typically need to secure significant presales in order to access development finance.
Some may find that they are unable to enforce existing presale commitments. Others who
have sought o recoup increased costs by triggering sunset clauses in pre-purchase
contrasts,awith,the aim of negotiating a higher purchase offer, may find that that option is no
longer viableuln contrast, there is potential for better capitalised and more efficient

devel persito realise some opportunities arising from reduced competition from other
developers pausing or folding.

4 Based on a 200m? house with a concrete slab, brick veneer and concrete tile roof.

5 Auckland’s population falls for the first time | Stats NZ
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Government can cushion the impact of some of these constraints

20.

21.

22.

23.

24.

Some of the headwinds are the result of global factors, commercial decisions and individual
household decisions over which the Government has limited control. In other cases, they
relate to or could be mitigated by policy and operational decisions made across a range of
government portfolios (e.g. immigration).

The Government is already doing a lot to remove barriers to residential development and
construction, as summarised in Annex C. This includes a mix of regulatory reforms,
measures to facilitate improved access to land and infrastructure, development funding and
financing, and a range of tools to support demand for new housing from both investors and
first home buyers. It is important that we consider whether these existing settings and
interventions are still appropriate given the changing context, whetherthere is anything.more
that the Government could do, or change, to support continued housing supply and what the
areas of focus might be, and what the trigger to take action might:be

It's important that any further measures taken by government,.whether to support Kainga, Ora
or the private sector:

a.  Support the government’s strategic direction and priorities for housing and urban
development as set out in the Government Policy.Statement

b. Facilitate delivery in the places and of the price points and tenures most-needed
C. Lay the foundations for a more sustainable' and productive sector.moving forward

d. Avoid the risk of moral hazard by maintaining appropriate incentives for the private
sector to manage its own costs and ris\s.

In particular, there is an opportunity to accelerate the shift away from inefficient production of
large, bespoke stand-alone houses, andtowards the mass production of smaller, denser
housing that can make more efficient use of land, infrastructure, materials and labour. There
may also be an opportunity to focus effort to increase supply in priority places, including
regional centres. However, it is important to note that higher density development won’t
always be practical outside o the main centres.

The next two sections disctss some potential responses that can be taken to support
housing delivery by both Ka@inga Ora and the private sector. The final section sets out a
proposed approach t6 market engagement hat will assist in informing when and how
government should act

Addressing the implications for Kainga Ora

25.

26.

On 14 October Kainga Ora providedwyou with a high-level briefing outlining how Covid-19
alert level changes have.impacted'its interactions with customers and broader work
programme.it'advised yourthatiit is unlikely to meet over half the performance targets set out
in‘its Statement of Performanee Expectations (SPE), s 9(2)(f)(iv)

In response, you wri te to the Chair of the Kainga Ora Board acknowledging the immediate
impacts of the=Covid-19 public health measures on its ability to meet its SPE targets in
2021/22, You advised Kainga Ora that you do not take decisions to change SPE targets
lightly,;/and.asked'it to report back to you with plans to manage and address the delivery

issu( s.that it has identified. Kainga Ora submitted its report back to you on 2 December 2021
[BN 21,040 refers].
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s 9(2)(D(iv)

28.

We have primarily focused this advice on three key recommendationssthat Kainga Ora.has
sought your agreement to in their advice. We have proposed that Kainga Qra report back to
you on these key matters by early February and that HUD providesSiyouwith advice on‘the
PHP pipeline following advice from Kainga Ora. This is in additio . to the informati ‘n,Kainga
Ora has said it will provide in early 2022 on its financial project.ons.:\We will provide
supporting advice to you once we have had an opportunity to engage Kainga Ora and‘they
have undertaken further analysis.

Pipeline of public housing

29.

32.

33.

34.

s 9(2)()(iv)

HUD has previously con rmed to Kainga Ora that we would welcome any over delivery in the
Public Housing Plan/ocus/Areas. However,while Kainga Ora have stated they will meet
commitments to delivery of housing, the briefing is not explicit that this extends to delivery at
a regional level and'whether Kainga'Ora,expects to deliver sufficient housing to meet the
government’s in entions for all regions described in the PHP.

Given this .we would recommend that Kainga Ora work with HUD over the coming months to
confirm their‘ability to meet these “egional intentions, both for public and transitional housing.
Thisswill,alse.enable us tolidentify areas of under delivery, consider what capacity CHPs may
have to'meet any regional shertfall, 5 9(2)(f)(iv)

This work should also'cover Kainga Ora’s ability to meet their existing commitment of 1400
transitional housing/places and any capacity to contribute to your recently agreed 500 extra
transitional housing places.

s 9(2)(O(iv)

7 The Public Housing Plan 2022-24 focus areas are the Far North, Hamilton, Rotorua, Tauranga, Gisborne,

Napier, Hastings, Whanganui and Palmerston North.
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35.

s 9(2)(D(iv)

Retrofit

36.

37.

38.

39.

40.

Due to constraints in labour and materials, Kainga Ora has sought agreement to prioritise
new supply. Kainga Ora has indicated that this may mean a reduction or delays in its retrofit
programme and some planned maintenance being deferred.

In the key modelling assumptions in Appendix One, Kainga Ora has also signalled that home
delivery, renewals, and healthy homes can no longer be funded through.debt alone, with
mitigations including seeking a capital injection from the Crown.

There is not enough information to assess how much new supply would be generat, d
through reducing or delaying its renewal programmes, or wha' the impacts, costs, andirisks
of agreeing to it might mean, including on its tenants.

Kainga Ora has also flagged that the Medium Density Ré' idential Standards,(MDRS) may
open up redevelopment opportunities in some locations allowing for densi cation of existing
public housing sites where this would not have been ' eadily possible.previously (thereby
housing more tenants).

s 9(2)()(iv)

Off Site Manufacturing (OSM)

41.

42.

43.

In July 2021, Cabinet noted [CAB-21-MIN-0277 refe’ s]ithat the proposed Kainga Ora OSM
Programme would be used for‘transitional housing'and only in exceptional circumstances for
public housing. Cabinet also:noted that the units would be primarily manufactured offshore
(estimated 70 per cent)

Kainga Ora are now seek ng feedback ‘on OSM being used for public housing instead of
transitional housingy It'has also advisedithat 60 per cent would be sourced from onshore. The
reason for the p oposed chang( from transitional to public housing, is twofold: that there
have been delays in‘delivery times dueto Covid-19 and so it is no longer feasible to use
OSM for transitional housing;/and secondly, they will not be able to meet public housing
targets us ng New Zealand labour, due to shortages resulting from Covid-19.

HWD recommends that Kainga Ora complete an analysis of the impact of OSM being used
for public housing instead of transitional housing, including how the transitional housing will
be delivered to meet.targets.

Medium Density Residential Standard
s 9(2)(P(iv)

45.

46.

While the MDRS could help speed up delivery of public housing delivery where there are
planning barriers, it is only one of several tools available to address issues in the planning
system.

s 9(2)()(iv)
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Financial sustainability

47.

48.

49.

Your letter requested that the report back should include financial effects of Covid-19, cost
assumptions and flow on effects on the financial sustainability of Kainga Ora. Kainga Ora has
advised that it will provide you with further information on its long-term financial projections,
(including the impact of cost pressures and inflation, and the implications of this on funding
settings and projected debt) in early 2022.

s 9(2)(M(iv)

Until the further information is otherwise provided on the long-term financial implications, we
are unable to provide advice to you on this aspect and we wao k with, Kainga Ora to
understand the impact on future borrowing limit increases.

Exploring other potential policy and operational changes to support housing
supply and affordability

50.

In addition to the options outlined above and in Annex.C, HUD considers there is a range of
other avenues that could be explored to help maintain both public and private sector delivery
of affordable homes where they are most needed, s 9(2)()(iv)

Ongoing sector engagement

51.

52.

The residential development and construction markets are dynamic and fast-moving. This
means there can be significan  shifts in what the sector is experiencing on the ground well in
advance of these trendsibecome evident from trailing indicators. In contrast, the system will
need to adjust to the challenges and oppertunities arising from the emerging market
headwinds in real time.

It is importantitha .we stay close o the.sector during this period of change. HUD is already
undertakingregular engagements with selected individuals, who can tap into their personal
and professional experience,and networks to provide real time updates on what the sector is
experiencingwon the ground. to'inform the monthly Housing Market Update and advice on
housing s=pply and affordability. We intend to ramp up this existing activity, and also
commence biannual meetings with a group of key sector participants.® These biannual
meetings will be chaired by HUD (with support from Kainga Ora), bringing together a range
of sector experts, ‘nnovators and partners in one place to:

a. lIdentify whatthe sector is already doing to manage the impacts of Covid-19

b_.“und.rstand and test the effectiveness of the Government’s current policies, tools
and.approach to partnering with the sector, both generally (e.g. with Treaty partners
and peak bodies), and in relation to specific projects and programmes

8 This composition of this stakeholder group will differ from that of the Construction Sector Accord, in that

it will focus solely on residential development and construction.
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53.

c. discuss potential changes to policy and operational settings that might be needed to
maintain momentum and support innovation in areas that align with Government
priorities.

Across the two approaches we propose engaging with a mix of peak bodies, iwi partners,
build-to-sell developers and housebuilders (both large- and small-scale), purpose built rental
providers, offsite manufacturers, and community housing providers. We propose
commencing the one-on-one engagements immediately, and are aiming to hold the first
biannual meeting in February 2022.

Next steps

54.

55.

You are meeting with the Chair of Kainga Ora on Monday 6 Decembe”tordiscuss their
response to your letter. Talking points are attached at Annex A. These reflect the
recommendations in this paper and include reports back on key issues.

Following Monday’s meeting we recommend that you send ajléttento the Chair coveringthe
points you made in the meeting and setting out any other expectations you identify following
the meeting. Subject to your agreement, we will provide you with a draft lette’.on

Friday 10 December.

Annexes

Annex A: Suggested talking points for your meeting with the Chair of Kainga Ora
Annex B: Overview of factors that influence development decisio™s
Annex C: Current interventions to support housing supply and affordability

Annex D: Potential areas for further exploration
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Talking points for discussion with the Chair

a)

b)

| acknowledge the challenging environment that Kainga Ora is operating under and
the impact this is having on its delivery across the country.

However, as | noted in my letter to you, | do not take decisions to change SPE
targets lightly and at this stage | don’t consider Kainga Ora has provided me with
sufficient information to be confident that the approach proposed will address the
delivery issues identified, or to understand the impacts of the mitigations proposed.

| intend to outline in a letter to you by the end of this year the key areas where |
need further information and greater confidence around Kainga Ora’s approach. |
would like a response by early February.

Partnering with and supporting others

d)

e)

f)

)

s 9(2)(D(iv)

You have set out your delivery toolbox but | note thatithis seems to be very Kainga
Ora centric in that it is focused on Kainga Ora purchasing. owning or leasing.land
and buildings.

The statutory functions of Kainga Ora include supporting innovation; capability and
scale across the wider housing and urban development sectors.

What are you doing to support delivery by n..n‘government.housing,providers (e.g.
iwi, the not-for-profit sector and build to re 't providers)?

What are your plans to support private sector led developmen s on non-government
land, given the increased uncertainty that the rest of the,sector'is facing?

Off-Shore Manufactur ng

k) Kainga:Ora has proposed shifting the focus of off-shore sourced OSM from

t'ansitional housing (o public housing. | had informed Cabinet that OSM would be
fo' transitional housing.

I'would likesto see comprehensive analysis of how more use of OSM can accelerate
delivery of public housing, and how the transitional housing will be delivered to meet
targets, and'whee.

Financial sustainability.

m) Debt issuance is scheduled to increase from about $2 billion to $4 billion. Can the

market absorb increased debt issuances and what will the impact be of increased
interest being paid on this on Kainga Ora operations?

n),. Would it not better to access debt via the Debt Management Office?

()

If the retrofits do not go-ahead what level of funding headroom would that create?

p) With Kainga Ora spending more slowly than forecast due to Covid, cash balances

are building up, so is all that new debt actually required?
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Medium Density Residential Standard

q)

The medium density residential standards that Tier 1 Councils will be required to
apply may not be suitable for some Tier 2 and 3 Councils. Other more targeted
solutions may be more appropriate depending on the needs and constraints of the
location.

The Minister for the Environment will be making decisions about whether to extend
the MDRS to Tier 2 Councils, in consultation with me as the Minister for Housing.
Please work with HUD and MFE to inform their advice on whether, and if so where,
the MDRS should be applied.

Note the Bill has not yet been passed, and the Select Committée pfecommend that
Tier 3 Territorial Authorities are only included at their request.
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development decisions

Annex B: Overview of factors that influence




Annex C: Current interventions to support housing supply and affordability

Constraint

Current interventions

Building materials

Ministry of Transport led interagency working group to address
shipping/transport impediments (e.g. via measures to increase coordination,
operational flexibility and productivity)

MBIE led work with industry and councils to make product substitution more
straightforward (e.g. through updating guidance)

Commerce Commission market study into whether competition for residential
building supplies in New Zealand is working well and; if not, what can be/doneito

improve it
Skilled labour e Arecord 20,000 building construction indus 'y apprentices as at July 2021, with
support from the $380 million Apprenticeship Bhost
e 11,000 Construction and Infrastructure Shortage List visas to be granted,
enabling the sector to retain skilled.werkers already in New Zealand
e 60 dedicated MIQ places persmon h_set aside for critical construction workers
Land supply e Land for Housing Programme
e Kainga Ora Land programm
Infrastructure e Infrastructure Acceleration Fund

Maori infrastructu'e Fund
Infrastructure Funding and FinancingAct

Development funding
and financing

Affordable Hous ng Fund (formenly the.Residential Development Fund)
Selling land_on a deferred set lement’basis to reduce development partners’
helding.costs (Land for Housing)

Oprra ing funding to secure non-commercial outcomes through the Land for
Hoaring and Kainga Ora Land Programmes

Whai Kainga Whai Oranga

Regulatory costs

RMA Amendment B I
Medium Density Residential Standards (MDRS)

Housing d«mund

A range of regulatory,tax and financial incentives to encourage investment in new homes

over existingshomys:

20 years’ deductibility of interest costs for new build investors

New build LVR exemptions

Higher First Home Grants for new builds

PHO schemes targeting new builds

Underwriting demand for affordable housing through the Buying off the Plans
initiative

16[IN-CONFIDENCE]










Housing supply and affordability: Interim advice on market
headwinds

For: Hon Dr Megan Woods, Minister of Housing

Date: 2 March 2022 Security level: Budget - Sens tive
Priority: Medium Report number;  BRF21/22021230
Purpose

1. This briefing provides a progress update on the grow ng‘market headwinds facing the
residential development and construction sectar, the.evolution of our.thinking on the key
issues facing the sector and the range of optionsithat could be explored for addressing
them, and preparation for the first biannual meeting with the séetor on 14 March 2022.

2. This briefing also seeks your feedback omanyroptions that you would like to specifically
add or rule out for further investigatiomat th's stage, to ensure that our ongoing
engagement and follow-up advice is appropriately focussed. We anticipate that further
issues and options will be identified,as we ramp up.Our engagement with the sector,
including through the first biannual meeting.

Executive summary

3. COVID-19 and the unwinding of monetary stimulus have contributed to a range of
residential development.and construct'on market headwinds, which have accelerated
since we last briefed you on this topic im\December 2021 [BRF21/22121192 refers]. This
includes headwinds relating to:

a. The availability and cost of building materials, labour and development finance;
b. Theavailability and costef mortgage finance; and
€. Uncertain population grewth and declining house price expectations.

4. Caollectively, these factors suggest that some segments of the new build market are in
danger of stalling. Theimarket segments likely to be more heavily affected are the very
areas where we(needto see continued housebuilding to respond to the existing
shortage of affordable homes for households on low- to moderate- incomes. Our key
concern in main‘metro areas, and in particular Auckland, is ensuring continued delivery
of medium and high-density housing, including increasing the supply of affordable
hom( s for,both‘rental and ownership. In regional locations, such as Rotorua, Napier,
Gisborne and Hastings, the key concern is that the continued growth in construction
needed to'address historic underbuilding and high per capita housing stress (e.g. as
measured by homelessness and rent stress metrics) won’t be sustained at the required
level
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First biannual residential construction sector roundtable

For: Hon Dr Megan Woods, Minister of Housing
Date: 9 March 2022 Security level:  In Confidence
Priority: Medium Report number: . M/[EB21/22030214

Purpose of meeting

1. The upcoming biannual residential construction sector roundtable will focus an strengthening
relationships between government and the sector, confirming the nature and'impact of
expected market headwinds and discussing how the Sector and government can work
together during this time.

2. This session will aim to:

a. Validate and/or expand our current thinking around the.headwinds facing the
residential construction sector

b. Understand how the sector and gov rnment could"adapt.and shift to manage the
impact of these headwinds usingiexisting tools and programmes.
Meeting details

3.  You will be attending the firstsbiannual residential construction sector roundtable on Monday
14 March from 10.30am-10.45am’ via zoom.

The agenda for this mee ing'and the zoom/meeting'link is attached as Annex A.

Andrew Crisp, Chief/Executive for the Ministry of Housing and Urban Development, will be
chairing.

6.  You have been invited to give a'sho t speech to attendees. Suggested talking points are
attached as Annex.B:

The key contact from HUD fo this meeting is Bronwyn Lauten, S 9(2)(@)

8. Following thesconclusion of speeches at 10.45am you will leave the meeting for your next
engag/mest and the roundtable will shift to breakout sessions to discuss:

¢ What the attendees see as the key challenges for the sector in the next twelve
months.

¢ How theypandsthe broader sector, are responding to the headwinds.

e Whatthey would like to see Government doing to help respond to the immediate
impact of the headwinds using existing funds and programmes.

9. Chatham house rules will apply to the meeting. Meeting participants are free to use the
information received, but neither the identity nor the affiliation of the speaker(s), nor that of
any other participant, may be revealed.
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Expected attendees

10. Fourteen invitees are attending from across the residential construction sector. We have
deliberately sought representation from large and small firms, industry bodies, iwi/Maori
developers and community housing providers, who work both with the Crown and
independently, providing a range of public, affordable and market housing.

11. Alist of attendees is attached as Annex C.

12.  We will update the office if any further invitees accept the invitation to attend the meeting.

Media

13. Media will not be attending.

Key issues

14. COVID-19 and the unwinding of monetary stimulus have contributed to a range of
accelerating residential development and construction market headwinds [BRF21/22121192
refers]. This includes headwinds relating to:

a. The availability and cost of building materials..labour and development finance;
b. The availability and cost of mortgage finance;and
c. Uncertain population growth and declining house price expectations.
15. Collectively, these factors suggest that somes/segments of the new build market are in danger

of stalling. The market segments likely to bé'more heavily affectediare the very areas where
we need to see continued housebuilding torrespond to the existing shortage of affordable
homes for households on low- to moderate- incomes.

We expect the headwinds to affect builders and developers inya range of ways

16.

We anticipate that there will be an,increase in stalled or+at risk’ developments, which will
affect different developers and h»use builders in different ways. s 9(2)(A(iv)
There are a range of potential.scenarios, including:

a. Some develope s.will place their land on the market (there is already evidence that
consented land is new on the market)

b. Some well-capitalised developers may simply land bank and ride out the market
cycle. This could be particularly.problematic in those markets where land is titled
and,held’by a limited number of'owners

c. Other well-capitalised-developers and house builders with well-established supply
chains'and labour pools may see this as an opportunity to progress developments
with-less competition from smaller developers

d. Smaller developers and housebuilders with less capital will be at greater risk of
financial stressior failure as they are less able to weather market volatility. In
particular’ feedback suggests that material suppliers are likely to prioritise larger
clientsg,and that smaller players have reduced ability to minimise downtime by
switchingistaff between multiple concurrent projects.

HUD’s key concern.is ensuring the continued supply of the right types of housing in the right places

17.

18.

Our( ey concern in main metro areas, especially Auckland, is ensuring continued delivery of
medium. andrhigh-density housing, in particular, increasing the supply of affordable homes for
both rental and ownership.

Our key concern in regional centres such as Rotorua, Napier, Hastings and Gisborne is that
construction growth will stall or won’t be sustained at the level required to address historic
underbuilding and high per capita housing stress.
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Annex B: Suggested talking points for your speech

Introductory remarks

Thank you Andrew for the introduction.

Welcome everyone to the first biannual residential sector construction roundtable. | appreciate
you taking time out of your busy schedules to attend this meeting.

Outlining government priorities

The residential development and construction sector is critically important'to New Zealand, in
terms of the economy, employment outcomes and building homes for NewZealand families.

The Government’s priorities in the housing and urban development system also rely on
residential development and construction.

These priorities include facilitating housing delivery in thesplaces, price points, tenures and
typologies that are most needed, mitigating and adapting 10 the effects_ of climate.change, and
laying the foundations for a more productive and sustainable sector mavingferward.

What we are doing to support the sector and deliverien‘’government priorities

We have a range of tools and programmes in.place to deliver on these priorities, which will
support more whanau into homeownership, increase the supply.of “ffordable rentals and
deliver new public homes for whanau in need

The government is cutting red tape. 0 make it easier for developers and builders to deliver new
housing supply. New building intensificat on rules will mean‘up to three homes of up to three
storeys can be built on most siteswithout the need “of a| esource consent.

And the government is investing billions of dollars in infrastructure through the Housing
Acceleration Fund to enable greater supply, of.build ready land for residential development.

Accelerating headwinds facing the residential.construction sector

But we all know'the residential construction sector is currently facing accelerating headwinds

that may impact,oniits ability to e=ntinue to build houses at the pace and scale that is required
to support notonly the Government'sybuild programme, but also the demand from the private

market.

We have been engagingwith the sector on this issue through forums such as the Construction
Sector Accord, whichshas played a vital role in maintaining a viable construction sector over the
past year.

I'm hearing that the key challenges include:
e interruptedidomestic and international production and supply chains, leading to shortages
and costincreases of key building materials, which, as well as escalating the cost of

construction, are impacting on project scheduling and delaying completions

¢ labour shortages, which existed before Covid-19 but have been exacerbated by the border
closures and workers needing to take time off for illness and isolation requirements
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Meeting with Steel Construction NZ

For: Hon Dr Megan Woods, Minister of Housing
Date: 14 March 2022 Security level:  In Confidence
Priority: Medium Report number: . M/EB21/22030215

Purpose of meeting

1.  This meeting with Steel Construction NZ (SCNZ) will provide them with the opportunity to
provide an overview of New Zealand’s structural steel industry, and discuss‘theirinsights into
the infrastructure, construction and housing industries.

2. SCNZ have provided material on three areas, whicyou-may wish to.dis uss with them:
a. Engagement with Government and localigovernment
b. Skills in the steel industry
c. Sustainability

3. You have indicated that you would like to'use this meeting primarily as an opportunity to
discuss the market headwinds with them.

4. Profiles of the representatives from Steel Construction NZ,attending the meeting are included
in Annex A.

Talking points to support this meeting are in Ahnex B
A profile of the steel construction industry, provided by SCNZ, is in Annex C.

Meeting details
7.  The meeting wil takesplace from 4:15pm to 4:45pm, on Wednesday, 16 March 2022.

Expected attendees
8. Minister. at.ending:
a/ “Hwn Dr Megan Woods (Minister of Housing)

9. From Steel ConstructioniNZ:
a. Darren ORiley (General Manager, SCNZ)

b. Frankewvan,Schaijik (Co-Managing Director, John Jones Steel and Chairman of
SCNZ)

c. ‘David Moore (General Manager, Grayson Engineering and Chairman Elect of
SENZ)

d Wayne Carson (Managing Director, D&H Engineering)
e Jo Wills (Government Relations Specialist, Anthem)

10. Officials from Te Ttapapa Kura Kainga - Ministry of Housing and Urban Development (HUD):
a. Craig Fredrickson (Senior Policy Advisor, System Strategy)

[IN-CONFIDENCE]
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Background on Steel Construction NZ

11.

12.

13.

14.

SCNZ is an incorporated body that currently has over 300 members nationwide, with their
membership having representatives from the whole of the steel supply chain, from
manufacturers of structural steel and steel products, to distributors, fabricators, designers,
detailers, galvanisers, and paint and building supply companies.

SCNZ was formed to promote the benefits of steel solutions in building and infrastructure
projects; and play a pivotal role in supporting the industry as it strives to grow through
innovation, investment in technology and market development.

The organisation provides standards development for the industry, design resources and
technical expertise, developing careers in steel, as well as member events.

In addition SCNZ, along with the Heavy Engineering Research Assoc¢ ation'(HERA) provides
the Steel Fabricator Certification (SFC) scheme, which ensures cettified-New Zealand
fabricators manufacture structural steelwork according to internat onal'best practice

Market headwinds

15.

16.

17.

18.

19.

You have indicated to us that you wish to use this meeting.as an opportunitysto discuss
market headwinds with the industry.

COVID-19 and the unwinding of monetary stimulus.have contributed to'a,range of
accelerating residential development and constructionnmarket headwinds [BRF21/22121192
refers]. This includes headwinds relating to:

a. The availability and cost of building materials, labour and'development finance;
b. The availability and cost of mortgage finance; and
c. Uncertain population grewth and declining house price expectations.

Collectively, these factors suggest that.some segments of the new build market are in danger
of stalling. The market segments Ikely to be more-heavily/affected are the very areas where
we need to see continued housebuilding to respond‘to the existing shortage of affordable
homes for households on low:to moderate- incemes

In main metro areas, we want, o ensure the continued delivery of medium and high-density
housing; in particular‘inereasing the supply of affordable homes for both rental and
ownership. Steel plays'a more important role in the construction of higher-density projects
such as low and-high rise apartment’buildings, as well as integral infrastructure to support
urban development.

In regional_eentres, our key concern,is that construction growth will stall or won't be
sustained at.the level required toaddress historic underbuilding and high per capita housing
stress.

Material'provided by SCNZ

20.

21.

22.

A large amount of ma erial’lhas been provided to your office by SCNZ to support this meeting.
Three areas highlighted by SCNZ are:

a. Engagement with Government and local government
be Skillsyin.the steel industry
c.~ Sustainability

Arsummary of SCNZs position on these matters are included below. You may wish to discuss
some of these points with SCNZ at your meeting.

SCNZ also provided a comprehensive profile of the New Zealand steel industry which might
provide further content; this is included in Annex C.

[IN-CONFIDENCE]
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Engagement with Government and local government
23. Government Procurement Rules

a. SCNZ has worked with MBIE regarding the Government Procurement Rules to
ensure that the value of subcontractors’ contribution to the broader outcomes is
properly considered by main contractors.

24. Vertical construction

a. SCNZ has been advocating for equal consideration of vertical infrastructure
(including higher-rise buildings) alongside horizontal infrastructure (roads, rail,
bridges and underground services). Vertical shovel-ready projects have higher
employment levels than horizontal infrastructure — for every three jobs in our
structural steel industry, eight further jobs are supported through eur supply chain

25. Local government engagement

a. SCNZ has been working collaboratively with Auckland Council, and has delivered
compliance presentations to metro councils nationwide.

Skills in the steel industry

26. Futureproofing

a. New Zealand’s structural steel industry is-emmitted to supporting.the broader
outcomes and creating a strong future for the 'sector and its people. Industry
investment in state-of-the-art technolegy and equipment has increased local
fabrication capacity from 20,000 toy 20,000 tonnes overthe past 20 years.

b. Currently 9.1% of the total workforce employed by.structural steel fabrication
companies are in an apprenticeship or training p'ogramme, while 69% of structural
steel fabrication companies employing an average,of/our apprentices.

27. Skills pinch

a. Despite the Government's vocational educatiwp reform, and the steel industry’s
longstanding investmeént 'n developing.future talent, it will be at least 10 years
before the pipeline delivers the skills the industry needs now.

b. SCNZ note that they need skilled people working alongside their apprentices,
training and men-oring them té:ensure they produce employees of the highest
calibre. .But because of limitedhimmigration options, structural steel contractor
companies are compefing' or th; same ever-decreasing pool of local resource,
which,is driving up wage:inflation.

28. Immigration settings and pay/scale

a. SCNZ urge the Gevernment to consider reviewing its immigration settings to allow
our local businessesito align their growth with local demand.

b, To support this,ithey propose a two-stage process:
i» alow people with desirable skills into the country on work visas, and
ii=» review the current inflated work-to-residency wage rate.

c. They advocate the need for practicable pathway for skilled migrant workers to be
able to remain in New Zealand.

Sustainability

29. (SCNZ have provided a number of innovations and changes that the industry has put in place
to improve sustainability, these include:

a. Carbon calculator: The Heavy Engineering Research Association (HERA) has
announced the development of an independently developed zero carbon steel offset
programme.

[IN-CONFIDENCE]
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Steel Recycling Report: This shows that 72% of steel scrap in New Zealand is
recycled.

Steel and the circular economy: HERA is developing the first material passport in
Australasia.

Economic contribution: A BERL report has found that for every three full-time
equivalents (FTEs) employed in New Zealand'’s steel industry, a further eight FTEs
are employed throughout the rest of the New Zealand economy.

Six reasons to choose steel: Extremely resilient/durable; surprisingly low-carbon
over its lives; adaptable, enabling a wide range of sustainable choices; cost
competitive; a low-risk building solution; enduringly beautiful.

Local and global initiatives: Local steel supply needs to be low/casbon but it fequ res
a blend of local and global action. SCNZ producer member, Bluescope Steel is
involved in a range of exciting initiatives to help take the industry in that d'rection®
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Annex A: Profiles of attendees representing Steel Construction NZ

Darren O'Riley
General Manager, SCNZ
o Mr O'Riley worked for Fletcher Aluminium for 17 years, his
last role being as New Zealand Franchise Manager, and
has worked in other roles in the industry.

Frank van Schaijik
Co-Managing Director, John Jones Steel and Chairman of
SCNZ
¢ John Jones Steel was.established 50 years ago, and
fabricates advanced structural stee, and=has plants in
Christchurch and Timaru. It also pro“ides other steel
related services, such as transport and on-site erection.

David Moore
General Manager, Grayson Engineering and Chairman Elect
of SCNZ
Mr Moore has'worked in the steel industry of the number
of years, as both a manager and a director.

e Grayson Engineering is a steel fabricator and has
contributed to the construction of large projects such as:
University of Auckland Business School and Forsyth Barr
Stadium

Wayne Carson
Managing Director, D&H Steel Engineering

e Mr Carson has a mechanical and structural engineering
background and wide experience in the steel and
construction industries and project management.

¢ He was previously General Manager of D&H Steel
Construction from 2008 to 2020 and is now the company
as Managing Director.

o D&H is a steel construction company, and has contributed
to the construction of a number of well known projects,
including: Deliotte Tower, Sistema Plastics factory,
Lichfield St parking building, and the Kopu River Bridge
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Jo Wills
Government Relations Specialist, Anthem
e Ms Wills is a government relations expert and business
strategy advisor and facilitator.

[IN-CONFIDENCE]
In confidence — M/EB21/22030215 6



Annex B: Talking points for meeting with Steel Construction NZ

Introduction

| understand that you would like to discuss a range of topics today
including the role of the Steel Construction NZ in our infrastructure and
construction industries.

The Government is conscious of the wide range of issues currently facing
these sectors. We want to ensure the construction sector.is enabled to
continue to provide infrastructure to support housing and.urban
development at the pace and scale that is required. to support not.onlythe
Government’s build programme, but also the demand.from the private
market.

| would like to acknowledge and thank you for the effort yousputiinto
producing the comprehensive material you provided to my QOffice to
support this meeting. This has provided.beth-myself and officials with
valuable information about the good work that you are daing.

| understand that you wish to provide mewith some insights into the
current state of the infrastructure, censtruction andihousing industries.

| would also like to use this«opportunity to discuss the increasing market
headwinds that the industry-isfacing.

Market headwinds

e We all know that the construction sector is currently facing accelerating

headwinds that may.impact on its abilitysto continue to build houses and
infrastructure at the/pace and scale that is required to support not only the
Government’s build programme, but also the demand from the private
market.

¢ We have'been engaging withithe sector on this issue through forums such

as the Construction Seetor*Accord, which has played a vital role in
maintaining a viable construction sector over the past year.

I’'m hearing that'the key challenges include:

¢ interrupted domestic and international production and supply chains,
leading.to'shortages and cost increases of key building materials,
whichpas'well as escalating the cost of construction, are impacting on
project scheduling and delaying completions

¢ “labour shortages, which existed before Covid-19 but have been
exacerbated by the border closures and workers needing to take time
off for illness and isolation requirements
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e the availability of mortgage and development finance as rising interest
rates affect household borrowing capacity and the sector faces
increased barriers to securing pre-sale commitments

e the recent drop in house prices and sales numbers, which could limit
the sector’s ability to offset rising costs.

Some of these headwinds are the result of global factors, and commercial
and individual household decisions, over which the government may have
limited control.

There is no silver bullet solution to the challenges being facedyby the
residential construction sector.

But | am keen to explore what more the gevernment can de,to either
remove unnecessary barriers or, through our.governmentbuild programme
and the way we partner with the sectorycushion the_impact.

Unexpected events such as Covid-19 can give government a license to
take actions that might not atherwise 'be possib e. ['am open to new ideas
and ways of working.

Questions

e What do you see as'the key challenges for the sector in the next
twelve monthg?

e How do youthink the steelreonstruction sector are responding to the
headwinds?

¢ |s thereanything you'would like to see Government doing to help
respond to the immediate impact of the headwinds using existing
funds.and programmes?
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Steel Construction New Zealand
PO Box 76403

Manukau City 2241

09 263 5635

Www.scnz.org

BRIEFING PAPER FOR GOVERNMENT

Date: March 2022
Subject: New Zealand’s structural steel industry
From: Steel Construction New Zealand (SCNZ)

1.0 Executive summary

e Sustainability: SCNZ has partnered with the Sustainable Steel Council te ensure thay the structural
steel sector is part of part of the national conversation about embodied carbon and the broader
outcomes. We’re committed to building skills, capacity and processesitopmaximise steel’s contribution
to a sustainable, low-emissions, climate-resilient and economigally strong society,as.demonstrated by
the number of initiatives underway.

e Carbon: A zero carbon steel offset programme is being developed; 72 percentof steel scrap in New
Zealand is recycled; research is underway into carbonalteérnative reductants=for the steelmaking
process, specifically, using hydrogen instead of coal.

e Training: The local structural steel industry is committed to growingsits people capability: 9.1 percent
of the total workforce employed by New Zealand structural steel fab'ication companies are either in an
apprenticeship or other training programmegand 69 percent ofsstructural steel fabrication companies
employ an average of four apprentices

e Employment: Our local industry is a grueial provider to thee vertical infrastructure market, which has
higher employment levels than horizontal in rastructure Jlt employs approximately 5,000 workers — for
every two jobs in our structural steel industry, eight furtherjobs are supported through our supply chain.

e Supply chain: Construction businésses most freguentlysidentified structural wood (36 percent) and
non-structural wood products| 24°percent) as the products in short supply — only 10 percent identified
steel.

e Collaboration: Our highly colaborative network ‘of 127 fabricators has proven capacity to meet
demand, regularly partnering with eachfother nationwide — and with the head contractor and lead
consultants as part,ofthe Early Contractornlnvolvement (ECI) procurement model — to ensure a project
is delivered to ashigh'standard, on time and on budget.

e Capacity: Industry fnvestment in state-of-the-art technology and equipment has increased local
fabrication capacity from 20,000it0 120,000 tonnes over the past 20 years. Spare industry capacity for
the yeariending December 2022 is estimated at 31 percent.

e Compliance: Our proven track record of industry-led international best-practice quality assurance
programmes reduces risk/andvis vital at a time when we cannot rely on the quality and compliance of
imported prefabricated, struetural steel sections from low-cost economies.

e Competitiveness: Oyerall construction programmes for multi-level commercial projects using
structural steeldareigenerally 10-15 percent shorter compared to other materials.

e Government:,SCNZ has a strong track record of engaging proactively and constructively with local
and central'government.

2.0 About Steel Construction New Zealand

Industry organisation Steel Construction New Zealand (SCNZ) is the ‘voice’ of New Zealand’s
diverse structural steel sector and works to promote the benefits of steel solutions in building and
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infrastructure projects. Members include manufacturers of structural steel and steel products, distributors,
fabricators, designers, detailers, galvanisers, and paint and building supply companies. SCNZ provides its
members with technical advice on the latest in steel design trends and standards, networking opportunities
and a representative voice with key industry and government decision-makers.

3.0 The six ‘Cs’

The strengths and unique qualities of our local structural steel industry are based on the 6Cs’.<
carbon, capacity, competitiveness, capability, compliance and collaboraion. As a result, demand
for structural steel solutions has grown substantially in the past two decades. Today, structural Steel’s
share of the multi-level construction market is more than 50 percent nationwide. In Christchurch,
due to structural steel’s strong seismic performance, its market share is more,than 80°percent —
up from virtually nil before the Canterbury earthquakes.

3.1 Carbon

It's a pivotal time for New Zealand’s structural steel industrynas it seeks to'reduce its emissions and
progress towards a circular economy with the supportief the” Sustainable Steel Council (SSC) and the
Heavy Engineering Research Association (HERA) fram which SCNZ eyolved. Our combined vision is for
steel to be a critical enabler in New Zealand’s journey, to%a low-emissions,economy.

3.1.1 Carbon calculator
SCNZ applauds the Government’s revised goal,to halve Aotearoa's emissions by 2030 and, rightly, the
sustainability credentials of building materialssare under inCreasing scrutiny.

HERA has announced the development of a zero carbon steel offset programme, independently
developed by thinkstep-anz and Ekos. This carbon«alculator is in beta testing and will be rolled out shortly.
It covers roofing, cladding, light-gauge steel fram ng, structural steel, rebar and stainless steel.

We are also working with partners like Beca to better understand carbon measurement and to
ensure that proper comparisons are being made with other materials, including concrete and timber.
The aim of all thisfactivity'is to suppeért eur industry’s experts, engineers and architects, to make well-
informed decisinns'when they come to'selecting fit-for-purpose construction materials for a project.

3.1.2 Steel'Recycling Report

The Report, which was undertaken by thinkstep-anz and commissioned by HERA, describes steel’s
important role in the cifcular economy. It shows an impressive 72 percent of steel scrap in New Zealand
is recycled, and thaterecycling steel scrap produced in Aotearoa New Zealand provides significant
environmental benefis — {despite the need for transport to offshore recycling facilities. At 72 percent
recovery, the savings, in“global warming potential per tonne of steel scrap generated in New Zealand is
1,054kg COzequivalent. It is likely that steel scrap from construction is recycled at a level closer to 85
percent.

3.1.3 Steel and the circular economy

HERA is also in the process of developing the first material passport in Australasia. Material
passports create and maintain the data required to turn buildings or infrastructure into banks whereby the
material components can be available for future withdrawal and reuse and repurposing.
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3.1.4 Steel is an enabler for a low-carbon future

The material itself supports a wide range of sustainable choices, and allows wider use of other materials,
a wider range of designs and greater design innovation. Steel is also an enabler for a low-carbon future
— all renewable energy infrastructure including hydropower, solar, wind, wave, hydrogen and
geothermal require steel. And because you know precisely what you are getting you don’t have to over-
engineer structures, so less material is used.

3.1.5 Local and global carbon initiatives

We need our local steel supply to be low carbon but it requires a blend of local and.global action.
SCNZ producer member Bluescope Steel is involved in a range of initiatives to help take theyindustry in
that direction.

e In February 2021, BlueScope appointed Gretta Stephens ‘as Chief Executive Climate Change.
Since then, it released its first Climate Action Repert in Sepfember, and anneunced its 2050 net
zero greenhouse gas (GHG) emissions goal and, its*$150m five-yearsclimate investment
programme.

o Bluescope is supporting research into carbon,alternative reductants for the steelmaking
process, specifically, using hydrogen instead of coal. The Rebinson Research Institute’s
hydrogen-ironmaking research, which geacty, New Zealand, iropsand with hydrogen gas at
temperatures up to 1000°C to produce “high-purity <iron,, is a collaboration between Victoria
University of Wellington, the University,of Wollongongand ‘€allaghan Innovation. The team recently
received $6.5m over five years from the MBIE Endeavour fund, which will support continued
research into the scale-up of hydregen-steelmaking in New Zealand.

o Bluescope has volunteered ‘its Australian Port ‘Kembla plant to take part in the global
ResponsibleSteel certification programme:. The ‘programme is being developed to cover the
entire steel supply chaimfrom nine site and“y\ommercial scrap collection to the steel end user. It is
consulting on additionalfregéirements forthe responsible sourcing of input materials and for GHG
emissions, whichswil»serve to identify and reward companies that are committed to creating a
responsible steel'value chain, andthat.are minimising their CO, emissions.

e Mining giant.Rio finto and steelmaker Bluescope announced a joint venture to use renewable
energy to make:green steekin Port Kembla. The new collaboration will focus on utilising green
hydregen for'direct reduction of'\Rio Tinto’s iron ores, which will then be melted in an electrical
furhaces powered with,renewable electricity, to produce iron suitable for the steelmaking process.

o The global Science Based Targets initiative is planning a collaborative project with the steel
industry to develop'spegtific steel sector guidance to enable more steelmakers, such as Bluescope,
to set science-based ' argets.

3.2 Capability

The New Zealand structural steel industry has proven its capability in handling a range of
construction‘projects, demonstrated through its commitment to both innovation and to upskilling
local fabricators to ensure the best talent can be sourced right here in New Zealand. Importantly, this
means the industry has been less impacted by COVID-related skills shortages and supply chain issues
comparedwith other construction materials.

Thanks to its investment in innovation, local structural steel fabrication capacity has increased
from 20,000 to 120,000 tonnes over the past 20 years. It has also resulted in world-class R&D
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programmes in partnership with Auckland and Canterbury universities, which have led to world-first
advances in seismic load-resisting systems and performance-based fire design methodology.

3.2.1 Skilled workforce

We applaud the Government’s sweeping reforms of the vocational education system. As an industry we
are committed to growing our people capability. In fact, 9.1 percent of the total workforce employed by
New Zealand structural steel fabrication companies are either in an apprenticeship or other train ng
programme, and 69 percent of structural steel fabrication companies employ an average, of |our,
apprentices.

Despite all this, it will be at least 10 years before the pipeline deliversthe skills our industry needs
now. We need skilled people working alongside our apprentices, training and mentoring them to
ensure we produce employees of the highest calibre. But because of limited immig.ation options, our
structural steel contractor companies are all competing for.the same ever-decreasing pool of local
resource, which is driving up wage inflation.

We urge the Government to consider reviewing i's immigration settngs to allow our local
businesses to align their growth with local demand. T,0 stpport this, we propose a two-stage process:
first, allow people with desirable skills into the ‘country on work visas and, second, review the
current inflated work-to-residency wage rate. OurNew Zealand ecenomy stands to benefit substantially
from this approach. A pipeline of talent and access'to a'skilled and experi’ nced workforce is vital to support
the delivery of buildings and infrastructure, and to aid New Zealand s*eConomic recovery.

3.2.2 Supply chain

According to a recent survey into supply chain issues ecemmissioned by the Construction Sector Accord,
construction businesses most frequently ident fiedstructural wood (36 percent) and non-
structural wood products (21.percent) as the products in short supply — only 10 percent identified
steel.

What would make the biggest difference in overcoming the supply and delivery issues facing the
construction industry is for more manufacturing and/or processing to happen in New Zealand, and
for Government to consider the broadernoutcomes of any procurement decision and support local
providers where possible.

3.3 Capaeity

New Zealand’s structural steelindustry is well equipped to cope with a spike in construction demand
brought on by the Government’'s aim to fire up the industry in response to COVID-19. In 2020 the
construction industryfexpefienced an unprecedented peak of activity. MBIE’s National Construction
Pipeline Report,2020'states that New Zealand'’s total construction value increased by 7.5 percent in 2019
to $43.2b. Despi‘e this demand, our structural steel industry has proven that we have the capacity to
deliver on all projects,— there is simply no need to go offshore to satisfy demand.

SCNZ'’s latest quarterly fabricator forward-workload survey indicates there is significant spare
industry eapacity for the year ending December 2022 — estimated at 31 percent, based on a current
estimated total capacity of 120,000 tonnes per annum. In the past 12 months the New Zealand
structural steel sector turned approximately 100,000 tonnes of structural steel (plate, hot-rolled



Steel Construction New Zealand
PO Box 76403

Manukau City 2241

09 263 5635

Www.scnz.org

and hollow sections) into buildings and bridges through its network of steel distributors, fabricators
and erectors.

3.4 Compliance

Quality and compliance are crucial to the health of New Zealand’s local construction industry and
are at the core of SCNZ activities. This focus and assurance is vital at a time when we cannot rely on,the
quality and compliance of imported product from low-cost economies.

3.4.1 Steel Fabrication Certification

SCNZ’s industry-led quality scheme, Steel Fabrication Certification (SFC), remains @,cornerstone
of the industry’s quality and compliance activities. Launched in 2014, the scheme enyures that
participating structural steel fabrication companies have appropriate persennel and guality management
systems in place. Ninety percent of the sector’s annual output is now delivered by SFC-qualified
fabricators who manufacture structural steelwork to international best practice. As with other
construction materials, the current compliance regime forsstructurallsteelwork.relies,for'the most part, on
self-inspection and self-certification. SFC raises the bar by providing independent,“expert certification of
New Zealand fabrication companies. Importantly, SFC creates a point of difference for locally fabricated
steel compared with imported product, and it provides procurers andgsspecifiers — such as engineers,
architects and contractors — with certainty of productiguality and signficantly reduced compliance risk.
This is particularly important at a time when independent on-the-ground, quality assurance of prefabricated
structural steel sections are sourced fromdow-cost effshore sources is not possible.

3.4.2 Structural Steel Distributor Charter

The Structural Steel Distributor Chartér is'the latest quality asswrance initiative led by the structural steel
industry, complementing Steel Fabrication Certificationy, AlWSCNZ Distributor members have been
independently audited to satisfysthe requirements, of the Structural Steel Distributor Charter. It
ensures that structural steels)supplied to the local steel construction sector are sourced using
best-practice procurementand represents a mark of excellence for structural steel distributors in New
Zealand. The Charter cavers the sourcing of steels for structural and general engineering applications.
The initiative requiresithat chartered structural steel distributors operate a Quality Management System
(QMS) and satisfiessan audit checklist,.whichyincludes undertaking due diligence to ensure new suppliers
are reliable and capabletof producing, product to the required standard; monitoring supplier performance,
including pefiodec review of inspeetionydocumentation and to assess supplier quality risk; maintain
traceability“of product to inspection decumentation, as required by the new Fabrication and Erection
standard AS/NZS 5131; manage. timely supply of inspection documentation with orders; and engage
competent personnel.  including,a qualified metallurgist or materials engineer to assist the company
develop and implement theiriguality system.

3.5 Collaberation

Our highly collaborative network of 127 structural steel fabrication companies has proven capacity
to meet demand, regularly partnering with each other nationwide — and with the head contractor
and lead consultants as part of the Early Contractor Involvement (ECI) procurement model — to
ensure'a project is delivered to a high standard, on time and on budget. From the get-go, the ECI
approach allews New Zealand fabricators to add real value by collaborating on the design with the
structural engineer, architect and quantity surveyor. As a team, they explore buildability, timeframes and
risk to achieve the best outcome for the project. It sits in stark contrast to the traditional tender process,
which simply doesn’t capture the deep knowledge of the specialist subcontractors and, too often,
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discussions on risk allocation are reserved until final pre-let negotiations. ECI delivers projects that carry
much less risk, enjoy fewer variations and are typically much better planned.

3.6 Competitiveness

Over the years the New Zealand structural steel industry has invested significantly in workshops,
and cutting-edge fabrication and 3D-modelling technology. This, coupled with the modern approach
of simple bolted connections, has improved productivity in our industry. This future-focused commitment
has improved quality and driven costs down to make structural steel a cost-competitive building=seluton

Overall construction programmes for multi-level commercial projects using structural steel are
generally 10-15 percent shorter compared with other materialsjthanks to the efficiency, of;off-site
manufacturing and fabrication. And because steel is light weight, foundatiens can be less substantial and
cheaper. It's also similar in cost to concrete and lower than timber

4.0 Sustainability

Our industry is committed to building skills, capacity and processes to maximise steel’s
contribution to a sustainable, low-emissions, climate-resilient and/economically strong society.

Our vision for steel to be a critical enabler in Newy,Zeaand’s journgy toa low-emission economy requires
the industry to take the lead in deliveringo the living standards framework, measured across human,
social, natural and financial/infrastructure €apitals.

At a sector level, SSC is taking a lead ofn sustainability by ensuring that the steel sector is part of part of
the national conversation; providing'constructive input! ntoypolicy and legislation through submissions and
select hearing processes; being“an altive membe ofithe Construction Industry Council Sustainability
subcommittee; and partnering with'likeminded, 6rganisations like the NZ Green Building Council; and
ensuring the conversation_is n@ just about embodied carbon.

4.1 Intergeneratienal’wellbeing

SCNZ is also a signatory to the Aotearoa Steel Transformation Agenda and Plan, which uses the
Living Standards Framework 1, identify specific commitments to ensure the industry continues to
contribute {0 int/rgeperational wellbeing.

Importantly, the local steel"industry contributes to intergenerational wellbeing in multiple ways.
Indeed, it is an integral‘part'of communities nationwide. It also complies with an evidence-based standards
system, has made significant investment in value-added, vertically integrated products and technologies,
and its products comprise @ core part of New Zealand’s physical infrastructure.

4.2 Econ@mie,contribution

Our focus”onysustainability also embraces financial and human capital. Aotearoa New Zealand’s steel
industry makes|a significant contribution to our local economy in multiple ways, including job creation. In
a report recently completed by economic analyst BERL, it found that for every three full-time equivalents
(FTEs) employed in New Zealand’s steel industry, a further eight FTEs are employed throughout
the rest of the New Zealand economy. In 2019, New Zealand’s steel industry employed 10,670 FTEs,
across eight industries. Crucially, further employment is generated through upstream, downstream and
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other industries — a further 28,290 FTEs can be linked to the local steel sector, beyond those directly
employed in the industry.

4.3 Six reasons to choose steel
When it comes to sustainability and the broader outcomes, there are six reasons to choose steél.
Steel is proven to be:

o Extremely resilient/durable

e Surprisingly low-carbon over its lives

o Adaptable, enabling a wide range of sustainable choices
e Cost competitive

e A low-risk building solution

e Enduringly beautiful.

5.0 Government engagement

SCNZ proactively and constructively works with government, both local,and central, to find solutions to
industry issues.

5.1 Government Procurement Rules

SCNZ has worked with MBIE regarding the Government Procurement Rules to ensure that the value
of subcontractors’ contribution to the ‘broader outcomes is\considered by main contractors and
there is recognition of broader outcomes when considering prfocsfement, such as training and contribution
to the economy as a whole, and. that_typically 70090, percent of the project value is delivered by
subcontractors. Most recently, . SCNZ contributedsa submission for Extending the Government
Procurement Rules to government entities in the New. Zealand public sector.

5.2 \Vertical const{uction employs more than horizontal

SCNZ has been advoeatingsfor equal consideration of vertical infrastructure alongside horizontal. To
support New Zealand» ecenomic recovery imvthe wake of COVID-19, the Government has committed to
supporting infrastructure and canstriction”with additional funds, regulatory and policy change, and
prioritisation. While we applaud this focus; when considering the prioritisation and funding of projects, and
the objectiveyof shoring up employment, the Government should take account of the fact that vertical
shovel-ready projects haveshigher employment levels than horizontal infrastructure. Crucially, for
every three jobs in our 'structural steel industry, eight further jobs are supported through our
supply chain.

Examples of fuluréxfocused vertical construction projects that will add long-term value to New Zealand
include publi( projectsilike schools, hospitals and stadia. Dunedin Hospital is a good example, which we
understand is‘toystart’in the next couple of years. This project, valued at approximately $1b, is vital to the
healthcare sector ‘and, if the start date was brought forward, would create substantial employment
opportunities fo ' the region.

However, 80 percent of the vertical sector is privately funded. While the Government can assist by
prioritising schools and hospitals, unless it finds ways of stimulating private investment in the vertical
construction sector, we will see a collapse of the sector and the loss of thousands of skilled jobs, as
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happened post the 1987 stock market crash. For example, the proposed but now terminated Auckland
International Airport works equated to approximately 350,000 manhours for our steel industry alone.

Vertical construction projects like these create much greater employment opportunity than similar value
horizontal infrastructure works and warrant equal attention

5.3 Local government engagement

SCNZ proactively engages with local authorities on the compliance of structural steel and, more
specifically, Auckland Council and SCNZ have jointly developed a matrix'to achieve this, Working
collaboratively with Auckland Council, SCNZ has delivered compliance, presentations to.metro
councils nationwide. As a result, most of the councils want to adopt the coempliance matrix for. their own
processes. SCNZ is rolling the presentation out to smaller councils wherewappropriate.

6.0 Appendix

6.1 Steel construction industry ‘who’s who'

e Manufacturers (steel mills) produce structura steel productsmincluding hot-rolled elements
(I beams and columns, channels, plate and angles) and hollow «sections (circular, rectangular and
square).

e Merchants/distributors import steel ¢for use“in‘the construction /ndustry. Such companies have
extensive warehousing facilities to carry-alarge inventory tequired to service market needs and provide
limited pre-processing of structural ma.erial prior to fabrication

e Structural steel fabricators physica 'y prepare the structural steel for a building or bridge through a
process of developing detailed.drawings (the work"of.a detailer) based on the construction drawings
provided by a structural engineer*They are responsible for material management, cutting, drilling, shop
fitting (bolting or welding) spainting and galvapising (when required), and shipping.

e Erectors assemble the stryctural steel members into a structural frame on the project site by bolting
and field welding structu’al steel companents together according to the construction documents. In
New Zealand thefabricator will typically manage the erection process of its steelwork either through
the use of its ownsrigging crews or subcontracted resource.






















































































