Final Report

Industrial Land Review

Prepared for

Meridian 37 Limited

May 2009

COVE

expert analysis + practical advice



Covec is an applied economics practice that provides rigorous and independent analysis

and advice. We have a reputation for producing high quality work that includes quantitative
analysis and strategic insight. Our consultants solve problems arising from p olicy, legal,
strategic, regulatory, market and environmental issues, and we provide advice to a broad
range of companies and government agencies.

Covec develops strategies, designs policy, and produces forecasts, reports, expert testimony
and training co urses. Our commitment to high  -quality, objective advice has provided
confidence to some of the largest industrial and governmental organisations in Australasia.

Authorship
This document was written by  Fraser Colegrave and Mike Simpson . For further infor mation,
please email fraser@cov ec.co.nz or phone (09) 916 -1969 or (021) 346-553.

Disclaimer
Although every effort has been made to ensure the accuracy of the material and the integrity
of the analysis presented herein, Covec Ltd accepts no liability for any actions taken on the

basis of its contents .

© Copyright 200 9 Covec Ltd. All rights reserved.

M-

expert analysis + practical advice

Covec Limited Level 15 Qantas House, 191 Queen Street
PO Box 3224 Shortland Street Auckland New Zealand
t: (09) 916-1970 f: (09) 916-1971 w: www.covec.co.nz



Contents

EXECULIVE SUIMMAIY .ottt ettt e st e ke e s bb e e et e e e e e e snbeeeenee 1
O 10110 To [F Tt 1o o PRSP R PPRPPRRT 4
L1, CONEXE it s 4
1.2, ScOpe Of thiS TEPOIT ...oiiiiiiiiiii bbb e 4
1.3, RESEAICH TREMES ....ooiiiiiiiiieeee e e 4
1.4, NamMiNG CONVENLIONS  .ooiuiiiiiiiiiie ettt ettt b e eb e sb e s e ieesne b b 5
2. High land prices are limiting growth  .......oooiiiiii i e e 6
2.1.  Short-run growth effeCctS ....cceeri i 7
2.2, Long-run growth effECtS ......ooiiiiiiee s 8
3. High prices are largely a supply problem .. 9
3.1.  Only a small proportion of vacant land is actually for sale ~ .....cccoeeiieeriien, 9
3.2.  Many sites on the market are unsuitable ... 9
3.3.  There is market power on the supply side ... 10
3.4. Ability to lease land reduces pressure to sell ..o, 10
3.5. Infrastructure costs are prohibitively expensive ... 10
4. Future industrial supply appears inadequate  .....cccveiiiieeiee e 11
4.1. Brownfields development skewed historic uptake ... 11
4.2.  Many sites face binding CONSIraiNIS  ..ooeiiiiiiii s 12
4.3.  Many industrial buyers will be displaced by other lan d USES ..ooovieeeeeieee, 12
4.4, Future supply is insufficient for expected employment growth. ... 14
4.5.  The strategy fails to capitalise on future opportunities.  .....cccocveeiviiee e, 15
5. The selection of future sites needs refinement ... e 18
5.1.  Criteria for determining areas for industrial FEZONING .oveiieeeiieeieeniee e 18
5.2.  Assessment of Narrows Business Park against criteria .........ccccceevceeevviiercnnnn. 19
5.3, Why not just rely on Titanium park? ... 21
Appendix: Location of site relative to Others ... e 24



Executive Summary

Introduction

A private plan change for a rural site in Waipa District is about to be lodged. This report

provides context to the industrial elements of the plan, and describes how they align

withthe sub-UT T POO7 UWEUXxPUEUDPOOUWEOE wOx x Otitldied D UDIT Uwi O
in Futureproof. It also explains why the proposed land use is ideal (based on the Waipa

District Council growth strategy reflected in Waipa 2050.

Research Themes
This report explores aset of research themes, some of which emerged in a backgrond
Futureproofreport by Strategic Risk Analysis (SRA). The themes are:

1. High prices are limiting growth, and discouraging businesses that underpin the
sub-regional economy,

2. These high prices are largely a supply problem,

3. %U 0 UUI estinétésioffuilive land requirements are conservative, and this is
reflected in Waipa 2050Moreover, both fail to exploit strategic opportunities.

4. The selection of specific sites needs to better reflect strategic principles.

Theme 1: High Prices are Limiting Economic Growth

The SRA report on sub-regional industrial land portrays a situation of economic
underperformance, caused in part by inadequate land supply. Although difficult to
verify, this statement has a strong intuitive basis.

In short, the sale and purchaseof industrial land is only the first step in a long line of
economic activities. Construction ¢ a cornerstone of the subregional economy - is the
main short-term beneficiary, while higher industrial growth accounts for longer-term
gains.

But, has subregional performance really been compromised? Probably: benchmarking
sub-regional building consent data against national trends - to control for factors that
affect all regions t indicate dramatic recentdeclinesin sub-regional construction. Short
term effects thereforeappear present.

Testing for longer-term effects is highly -complex and beyond the scope of this
report. A stylised example, however demonstrates potential. In summary, a $50
million reduction in sub-regional output (relative to the output enabled by
sufficient land supply) would have the following effects:

1 A $32 million reduction in sub -regional GDP,
1 Aloss of 424sub-regional jobs, and
1 Foregonesub-regional household incomes of $18 million.
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And these effectswould not be one-off; they would be repeated every year.2 1 sz
concerns about supply shortages ¢ and hence high pricest thus seemwarranted .

Theme 2: High Prices are Largely a Supply Problem
The high prices cited by SRA seem tostem largely from supply problems. Specifically:

1. Only a small proportion of vacant land is actually for s@larrent sub-regional
supply t as gauged from current listings - equates to only 10 months capacity at
historic uptake rates.

2. Many sites on the market are unsuitalier instance, they may be inpoor
locations, have awkward topography, or just be too small. Fragmented
ownership further complicates the procurement of larger lots.

3. There is market power on the supply siRigatively -few land holders results in
reduced competition and higher prices.

4. Ability to lease land reduces pressure to s&terim yields from renting reduce the
pressure to sell, further restricting supply and inflating prices.

5. Infrastructure costs are prohibitively expensiFaally, the costs of subdividing raw
land are high, with development levies the biggest culprit.

Theme 3: Estimates of Future Land Requirements are Inadequate
The approach used to estimate future industrial land requirements lacks rigour and
overlooks several basic facts Namely:

1. Brownfieldsdevelopment skewed historic greenfields uptakeed, while
brownfields accounted for a significant proportion of past development, this
cannot continue. Historic uptake is therefore a poor basis for prediction .

2. Many future sites face constramthatlimit their potential Such constraints are
wide -ranging, any many already bind. The major issuesare traffic restrictions
(such as at Rotokauri), reverse sensitivity (from organisations such as Fonterra),
the inability to fund infrastructure (as recently witnessed at Hautapu), and the
uncertain timing of future land releases (which affects all future sites).

3. Many industrial buyers will be displced by highevalue land usesThis is more
pronounced in areas with relaxed zoning, which allow retail and commercial
enterprises to occupy s ® O E U U U UTe Rapa istepring example.

4. Future supply is insufficient given expected employment groRétonciling
expected employment growth with estimat es of future land requirements ¢ and
adjusting for existing capacity ¢ reveals unrealistic future employment densities.
This, in turn, shows a lack of strategic cohesionin both Futureproofand Waipa
2050

Covec: Industrial Land Review



5. The strategy fails to capitalise on future opportunitiéstwithstanding the faulty
method used to derive future land needs, both strategiesfail to exploit a
significant opportunity. In short, the sub -region competes in a vast geographic
market for industrial land in which its main competitor, Auckland, has
diminishing supply. This creates an advantage, which should be exploited by
more aggressive subregional supply. Neither strategy embraces this.

Theme 4: The Selection of Specific Sites Needs to Better Reflect Strategic Principles

In order to maximise futur e opportunities, the sub-region must carefully identify sites
for rezoning. This process however, also lacks rigour. Specifically, the identification and
delineation of strategic growth nodes conflicts with strategic principles, resulting in
potentially costly mistakes.

This report seeks to address thisapparent deficiency by outlining a set of evaluation
criteria (based on%U U U U 1 printiPl€sh). g ten E x x OPT Uw0T 1 OwOOw- EVUOP 7z Uw!
Park to evaluate its merit. In summary, the proposed site:

Is consistent with strategic principles and direction

Has excellent transport and accessibility characteristics
Offers affordable (leasehold) opportunities

Is self-sufficient with respect to infrastructure

Has close proximity to the workforce

Is well placed in terms of upstream and downstream markets
Avoids reverse sensitivity

Offers large land parcels (which are highly -rare), and

Has the potential to exploit agglomeration benefits

= =4 =8 A -8 -8 -8 A

This report also concludes that the district should not rely solely on Ti tanium Park (and
surrounding sites) to meet future needs. A key reason is that additional growth cells
identified in Waipa 205Ghare the sameconstraints as Titanium Park. Narrows Business
Park, on the other hand, is a readily-developable site, free of canstraints. Moreover, it is
directly next to a drategic growth n ode identified in both Future Proofand Waipa 2050

Conclusions

Given the clear need to extend the availability of industrial land (as explained at length
in the SRA report), and the uncertainty of timeframes and processes thatunlock
potential supply, we believe that there is a pressing need to support the rezoning of the
Narrows Business Park.
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1. Introduction

1.1. Context

A private plan change for a rural site in Waipa District is about to be lodged. A concept
plan is shown below.

Figure 1. Concept Plan for Proposed Site
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1.2. Scope of this report

This report provides context to the industrial elements of the plan, and describes how

they align with thesub-UT T DPOO7z UWEUxDPUEUDOOUWE O Branihx(asOU U UODUDI
articulated in Futureproo}. It also explains why the proposed land use is ideal (based on

the Waipa District Council growth strategy reflected in Waipa 2050.

1.3. Research Themes

This report is based around a set of research themessome of which emerged in a
background Futureproofreport by Strategic Risk Analysis (SRA).The themes are:

Covec: Industrial Land Review 4



1. High prices are limiting growth, and discouraging businesses that underpin the
sub-regional economy,

2. These high pricesare largely a supply problem,

3. Futureproof &ktumates of future land requirements are conservative, and this is
reflected in Waipa 2050Moreover, both fail to exploit strategic opportunities.

4. The selection ofspecific sites needs to better reflect strategicprinciples.

1.4. Naming conventions

Throughout the remainder of this report, the proposed site will be referred to as
Narrows Business Park.

Covec: Industrial Land Review



2. High land p rices are limiting growth

The SRA report on sub-regional industrial land portrays a situation of economic
underperfor mance, caused in part by inadequate land supply. TI T wU1l x QUUz UwbOUUOEU
for instance, statesthat:

?PThe lack of land and high prices appedraanhibitinggrowth in some existing businesses and
mean the subegion is most likely missing out on opparities, bothof which are meaning the
subUl 1 POOz Uwi EOOOOawWwPUwWwOOOwx1 Ul OUGPOT wEUwWUOUOGSLT Oa wE U wi

Although probably true, these sentiments areinherently difficult to verify . The problem
is that we do not know exactly how the sub-region would have performed under greater
supply (and lower prices).

Placing land transactions context of the wider economic food chain, however, sheds
light. This can be seernin the figure below, which shows that land transactions are
assocated with both short-run and long -run economic effects.?

Figure 2: Economic effects associated with land market transactions

Initial event

Land market

transaction

l

Shortrun growth effect

Construction
activity

Longrun growth effect

Sustained

economic activity

The nature and importance of each effectis further discussed below.

1 0f course, some transactions may represent speculation or landbanking, but will eventually lead to
some form of development.
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2.1. Short-run growth effects

The saleand purchase of industrial land ¢ as hinted above- is only the first step in a
long line of economic activities. Construction ¢ a cornerstone of the sub-regional
economy - is the main short-term beneficiary .2

The importance of construction to the sub-region is illustrated in recent business and
employment statistics , which show that it accountsfor 10% of businessesand 8% of
employment. The SRA report lent it even greater weight, with one respondent deeming
it responsible for 30% of Hamilton City economic activity.

The immediate problem ¢according to the SRA report and confirmed in our discussions
with locals - is that the rate of construction has been stifled by high land prices which, in
turn, reflect supply shortages. To quote the SRA report:

?PEvenallowing for the economic downtuiifilocal land prices were competitive relative to other
markets and most importantly, if they were affordable, a larger amount of building activity should
El WOEEUUUDPOT wOOPWUT EOQwWUT 1TWwOPOPUI EWEOOUOUWUT EwbUWUOBE

We decided to test this assertion by analysing building consent data. In summary , we
plotted sub-regional industrial consent numbers against national data. This controls for
wider economic factors (such as interest rates), which affect all regions Figure 3
presents our findings.

Figure 3: Building Consents for Factories and Industrial Buildings (from Stats NZ)
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Figure 3 shows that sub-regional consents roughly tracked national trends until 2006,
beyond which they fell much more dramatically. In fact, sub-regional consentsfell 46%
between 2006 and 2008, wile national consents fell only 18%. Although rudiment ary,
this analysis U U x x O U U dsseztitn. 7 U w

2 Construction also creates infrastructure demands, the provision of which also contributes to GDP.
8 Strategic Risk Analysis Inited Developer Perceptionst Greenfield Industrial Subdivisions, Page 5.
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Long-run growth effects

Over the longer-term, high land prices manifest as reductions in industrial growth . As
the SRA report puts it:

?lt is not just that investors have pushed up prices in a tight market it is also questionable
whether the prices paid by the investors (i.e. $220'm?2) were at levels that are healthy for job
creation and economic growth in the s@gion. Critical in ths assessment is what the more
traditional manufacturing, engineering and distribution firms can afford to pay because these are
the industries that lay the golden eggs (i.e. create the new jobs that fuel housing demand and

demand for retailing and otheommercial services).

The hypothesis that high land prices have displaced industrial users has intuitive
appeal. This is because nost industry is typically capital-intensive; it often needs
large machinery and expansive factoriesto produce its goods which, in turn,
makesit land-intensive.

Land-intensive businesses cannot afford to compete with others for premium
land, because doing so undermines the basic economics of their operationsAs a
result, they are often displaced to areas whereland is cheaper.Industry cannot
afford to be too distant, however, becauseit must regularly transact with other
businesses.

The day-to-day interaction of businesses iscaptured in so-called inter-industry
tables. These show how the outputs ofone industry are used as inputsto other
industries. For instance, a cabinet maker will purchase tools from tool -makers
who, in turn, will purchase steel from fabricators (and so on). A small change in
one industry (or group of industries) can therefore ripple through out the
economy. But, how severe might these ripple effects be?

In order to demonstrate the potential effects of a slow-down in industrial growth ,
we used Waikato inter-industry tables to show the effect of a one-time reduction
in industrial output. According to our analysis, a $50 million reduction in
industrial output (relative to the output enabled by sufficient land supply ) would
have the following effects:

1 A $32million reduction in sub-regional GDP,
1 Aloss of 424jobs, and
1 Foregone householdincomes of $18 million.

And these are not one-off effects, they arerepeated every year. Sufficient land is
therefore critical to economic growth .

Covec: Industrial Land Review



3. High prices are largely a supply problem

The previous section discussed the potential effects of high land prices. This section
shows that they largely stem from supply problems. Consider the following .

3.1. Only a small proportion of vacant land is actually for sale

First, when discussing the extent to which industrial land exists for future d evelopment,
many people confuse vacancy with availability. The two are quite different, however.
This was noted in a recent Auckland CBREreport, which stated that:

?Not all industrial land that is vacant is actually available for development. Tdhisstwe have
further analysed vacant land greater than 1ha according to availability. We estimate that less
than 30% of vacant land is available to buy. However, this does not mean that it is currently on
the market*

The 2006Hamilton Industrial Land $udy similarly found that only 40% of vacant
industrial land was actually available for industrial development. The remainder was
earmarked for other forms of development. Moreover, as also noted above ot all land
that is @vailablezis currently on the market. So, what is the state of sub-regional supply?

To answer this question, we compiled a list of industrial sections currently listed on four

property websites.5 The resultst which are tabulated below - equateto only tetnO OO UT z Uw
capacity at historic uptake rates.

Table 1: Currently Supply in the Sub -Region (1 May 2009)

Area Properties Area (ha) $/m2
Hillcrest 3 0.47 225
Te Rapa 10 6.27 254
Frankton 5 2.73 183
Cambridge 3 1.04 138
Hautapu 4 1.61 125
Titanium Park negotiable 4.00 negotiable
Total 25 16.12 185

The proximity of these sites to Narrows Business Park is shown in the appendix.

3.2. Many sites on the market are unsuitable

Exacerbating current supply shortagesis the fact that many sites are unsuitable. For
instance, they may be in an undesirable location, have awkward topography, or just be

4 Auckland Vacant Industrial Land StudyCBRE, August 2008.

5We searched trademe.co.nz, realestate.co.nz, bayleys.co.nz and realcommercial.co.nz.

6 Page 61 of Futureproof states ahistoric uptake rate of 18 hectares per annum.

7 Personal communication with Nigel Richards at McConnells, who said that around four hectares was
currently available under stage 1.
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too small. The latter seemsparticularly troubling , with arecent CBRE report noting that
77% of available Auckland sites are less than or equal to one hectare.

A further problem ¢ as noted in the SRA reportt is that fragmented ownership
complicates the procurement of larger lots.

3.3. There is market power on the supply side

Yet another issue is that thereare relatively -few land holders. To use economics jargon,
the OE UOI1 U wb Uonderitr&ied®RDia reduides competition and increases supply-side
market power (with obvious effects on price).

The SRA report deemed this one of the most pressing issues, and noted that:

?lt is our assessment that the stdgionneeds a more competitive market for the supply of
industrial land, and that gaining a wider mix of owners of land planned for industrial rezoning is
as important if not more important than the amount of land earmarked for industrial rezeting.

3.4. Ability to lease land reduces pressure to sell

Supply -side market power is also strengthened by the ability of land -owners to lease-
rather than sell - their land. Interim (r ental) yields reduce the pressure to sell,further
restricting supply and inflating prices. This was also notedin the SRA report.

3.5. Infrastructure costs are prohibitively expensive

Finally, the costs of subdividing raw land are now considered prohibitively -high by
many land owners. These include the costs of design, planning and consent, but are
dominated by Council -imposed development levies. These may take the form of either
financial contributions (under the RMA) or development contribut ions (under the
LGA), and are around $5,000 per100m of industrial gross floor area. The economics of
subdivision are therefore increasingly marginal.

8 Strategic Risk Analysis Limitedeveloper Perceptionst Greenfield Indus trial Subdivisions, Page 12.

Covec: Industrial Land Review 10



4. Future industrial supply appears inadequate

Although both Futureproofand Waipa 2050are primarily residential growth strateg ies,
non-residential growth is also important. Indeed, without sufficient business growth,
new residents will face lengthy work commutes or, even worse, potential
unemployment. Striking a balance is therefore essential.

The focus of both strategieson residential growth is highlighted not only by the depth
of supporti ng research but also the extent to which that researchwas endorsed. For
instance, residential land supply is strongly -influenced by a detailed Waikato University
report. Researchon industrial land, on the other hand, is less sophisticatedand its
recommendations are largely ignored.

Even more alarmingly, Waipa 2050dentifies potential growth cells for future industrial
land (which do not include the Narrows Business Park) without any commentary on the
matters which suppo rt these as suitable loations. To make matters worse, it then
acknowledges that these sites facesignificant infrastructure constraints that limit  their
potential.

The low ranking of industrial land in the strategic focus of Futureproofis also reflected in
the crude method used to estimate future requirements. In short, future supply is
estimated simply as historic uptake plus 50%. The buffer apparently provides for :

A trend towards larger development footprints

The tendency for land-owners to land-bank,

More land-intensive stormwater management techniques, and
The need to accommodate economic cycleswith surplus capacity

PowbdPE

This approach lacks rigour and overlook s several basic facts namely that:

=

Brownfields development skewed historic greenfields uptake , making it
unreliab le for projection purposes,

Many future sites will face binding constraints, limiting actual supply,
Many industrial buyers will be displ aced by higher-value land uses,
Future supply is insufficient given expected employment growth , and
The strategy fails to capitalise on future opportunities .

SUEESI SN

Each of these pointsis addressedseparately below.

4.1. Brownfields development skewed historic uptake

The rate of industrial greenfields uptake depends not only on demand, but also the
extent of competing (brownfields) supply. While brownfields has accounted for a

Covec: Industrial Land Review
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significant proportion of past development, this cannot continue.® The historic rate of
greenfields uptake is therefore a poor basis for estimating future need.

4.2. Many sites face binding constraints

Not only do estimates of future land requirements appear inadequate, they also seem to
ignore a number of binding constraints. For instance, future industrial land in Rotokauri
is heavily constrained by NZTA restrictions on traffic movements, making it unsuitable
for many industries.

NZTA restrictions also affect potential new supply in Horotiu and Te Rapa, with
Waikato District Council currently trying to negotiate resolution of various appeals to
the environment court. Future land in Hautapu , similarly, hinges on completion of the
Cambridge bypass. Transport effects thus pose a significant risk to future supply.

Reverse sensitivity is another major issue. For instance, Fonterra appears concerned
about new industries locating near its existing dairy factories (at Hautapu and Te Rapad).
Such development could easily compromise %O O U | dnviréngéntal credentials ¢+ a
key facetof UT 1 wE O Ovbralfding .20then examples of reversesensitivity are sure to
emerge asdevelopment proposals are progressed

Infrastructure affordability is yet another constraint, with many local authorities facing
mounting infrastructure debts. Capital works programmes are being slashed
accordingly with obvious effects on future land supply .

The recent situation at Hautapu i s a prime example. Infrastructure costs cut planned
supply from 87 hectares of serviced land to only 17 hectares of unserviced land, with the
balance deferred indefinitely. Titanium park ¢ which is identified for further
development in Waipa 205G faces $milar problems. Significant infrastructure
constraints limit the extent of Stage 1 to 8ha before major works are required.

Finally, the timing of land releases at Rotokauri is uncertain, and there are few owners.
This typically results in drip -fed supply and, consequently, high prices. Rotokauri is
thus unlikely to solve shortages over the short- to medium -term.

4.3. Many industrial buyers will be displaced by other land uses

Another issue that may hinder industrial growth t and reinforce the need for additio nal
rezoning ¢ is competition with higher -value land uses. This occurs when zoning rules
are relaxed, allowing non -industrial activities to occur on indust rial-zoned land. The
effectsare illustrated in the supply and demand graphs below.

9 Reduced brownfields opportunities reflect not only the finite number of sites, but also the effects of
regulatory changes. For instance, theSRA report refers to a business that wished to extend the
footprint of its existing building in Frankton, but was unable to due to recent district plan changes.
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Figure 4: Price outcomes in well-separated markets
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Figure 4 portrays a situation where strict zoning rules result in separate markets for
retail and industrial land. The price for retail land is typically higher, reflecting the
relatively -valuable location of such sites.

However, when zoning rules are more relaxed (allowing retail to occupy industrial
sites), demand shifts from one market to the next. This results in higher industrial land

x UPEI UOwpPT PET wOl EYI UwOEOSawx Ubwyi EwdEVO* D6ET EUI U

Figure 5: Price outcomes in more blended markets
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This is a major sub-regional problem according to the SRA report, which notes that:1°

? Be decision by HCC to allow bulk retaildaother commercial developménthe Te Rapa

industrial area has had a major impact on land prices and the desog@pdy balance for

industrial land. It allowed the needed development of retail and other commercial services, but one
person estimated it has resulted in a@%o drop in ttke supply of vacant land available for

industrial use?

10 Strategic Risk Analysis Limitedeveloper Perceptionst Greenfield Industrial Subdivisions, Page 6.
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Further, the SRA report states:

Retailers and commercial service industries can in general afford to pay much more for land than
traditional manufacturing and warehousing operations. Consequently, land prices in Te Rapa
have been bid well above levels affordable by traditional busithegsaeated jobs and enabled

the growth of the service induat® »

Our discussions with local realtors confirmed these suspicions, and the recent CBRE
report into Auckland industrial land painted a similar ¢ yet less dramatict picture in
the north.1 It estimated that nearly a third of Auckland industrial land uptake over the
last two years was from non-industrial purchasers. 12 The problem is therefore real.

4.4. Future supply is insufficient for expected employment growth.

Estimates of future land requirement s also do not reflect estimates of labour force
growth, resulting in unrealistic future employment densities. This can be seen in the
analysis below, the framework of which is outlined in Figure 6.

Figure 6: Framework for Calculating Future Density Requirements

Employment
rate

Labour force
growth

Employment
growth

Employed at Employedat
existing sites future sites
Density
(workers/ha)

Area of
future sites

Hectaregha)
land rezoned

11 We held telephone interviews with agents from Bayleys, Darrochs and CBRE.
12 Auckland Vacant Industrial Land StudyCBRE, page 3.
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Let us now apply this to Futureproof nd supply and employment growth estimates .
First, the labour force is expected togrow by 89,100 people which, at current
employment rates, translates to 86,400 additional employees?'3 As noted in the figure
above, some of these will be housed at existing sites. According tofutureproof this seems
to apply only to retail , with growth in all other forms of employment needing new land.
Based on the current retail employment share of 12%, this means that75,800 employees
(the other 88%)will occupy future sites .

Let us now consider supply. According to Futureproof 1,894 hectares ofndustrial (non-
retail) land will be rezoned . Assuming a realisation rate of 90% (to reflect constraints,
land banking etc), this equates to 1,705 hectares cadditional supply. Combined with
estimated employment growth at future sites, this implies an average employment
density of 44 employees per hectare

This target is highly unrealistic. To put it in context, the current density at Te Rapa,
which is essentially an urban environment with a high proportion of non -industrial
activities, is 20employees per hectare, while in Frankton , which is essentially a mixed
suburban centre/commercial services /industrial zone, it is 32. The national average is
only 9.7. A density of 44 employees per hectare is therefore unlikely, particularly since a
high proportion of ne w industrial land will house low -density activities (such as
warehousing, distribution and logistics).

In short, the decoupling of industrial land estimates from estimates of employment
growth results in unachievable density requirements.

4.5. The strategy fa ils to capitalise on future opportunities.

Notwithstanding the faulty method used to derive future land needs, Futureproofalso
fails to exploit a significant opportunity . In short, the sub-region competes in a vast
geographic market for industrial land in which its main competitor, Auckland, has
diminishing supply. This creates anadvantage, which should be exploited by more
aggressivesub-regional supply.

The SRAreport summarises the situation as follows :

PThere is a view held by a number of peept interviewed that Auckland is running out of
industrial land and that the subegion and especially North Hamilton are well placed
strategically to meet medium and longerm demand for industrial land in the broader South
AucklandHamilton market

Futureproofalso states:

PAuckland will have an ongoing influence on the sagion. Future Proof needs to anticipate
TUOPUT wxUT UUUUT Uwi UOOwWUT 1T w UEOOEdEeymsti T DOOG6 3T 1 wbOIl OUI

13A Recent department of Labour report showed that 97% of the labour force is currently employed.
http://www.wintec.ac.nz/files/aboutus/regionalfacilitation/WaikatoQuarterlyLabourMarketReportDecO

6.pdf
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shortages of business land in the Aucklaegion. There arflso]signs that some of Auckland
business and industrial land is moving into the Future Proofsagion?

The fading supply of Auckland industrial land has certainly beenarecenttopic of
debate. In 2006, Auckland Regional Council published the Auckland business land
strategy (ABLS), which aimed to form a cohesive plan for housing industrial growth.
During the course of strategy development, a comprehensive stock-take of vacant (and
potentially vacant ) land was undertaken. The results took many by surprise. In the
words of the report:

?The Auckland region has a finite amount of busires®ed land available. Most of this has

already been developed but some remains vacant and available for futuendentlRecent

data from local authorities in the region has indicated that in the last two years theptadie of
vacant business land may have accelerated considerably. This means that the region is likely to
face shortages of vacant business largbclio 2011 than 2020.

Given that it is already 2009, this meansthats T UOU x whuz wEUUDOI UUIT Uwpkl PET
manufacturing, transport and storage, construction, and wholesale trade), could

effectively be displaced from Auckland in only two years.* As shown in the following

analysis, amore aggressive supply would exploit this opportunity.

Figure 7 depicts the initial states of two competing markets, whose prices reflect local
supply and demand.

Figure 7: Initial State of Market

Auckland Industrial Land Market Sub-Regional Industrial Land Market

Price Price
Supply

Supply

Market
price

Market
price

Demand

Demand

Market Quantity Market Quantity
quantity quantity

Figure 8 shows that,asO O1 wU | sugI® (e Alickland) runs out, its prices rise and
demand shifts elsewhere. This results in higher sub-regional prices, too.

14 Rather curiously, the SRA report states ?From the research we have done we believe we have busted the

myth that Auckland will run out of industrial land any time sobrlawever, we could find nothing in their

report to support this view, and are at odds to understand the basis of this state ment. The observation

Ol EQw UEOOEOQEwWPPOOWUOOOWUUOwWOU0WOI wbOEUUUUPEOQWOEDBE WP Uwd
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Figure 8: Effects of Higher Market Share on Sub-Regional Prices
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Figure 10, finally shows that a more aggressive response to higher demandcontains
prices and increases the quantity of land traded. In other words , it strengthens sub-
regional growth. Futureproof however, adopts a passive supply strategy and thus

foregoes this opportunity.

Figure 9: Comparison of Passive and Aggressive Supply Responses
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5. The selection of future sites needs refinement

As the preceding section showed, the sub-region faces an enormous opportunity to
establish itself as an industrial hub of the future . To maximise this opportunity,
however, it must identify future rezoning sites strategically

A good approach is to establish criteria (that reflect strategic direction ) against which
proposed sites can beassessedSuch evaluations areconspicuously missing from the
identification of future sites in Futureproof however. In other words, the selection of new
sites is not properly -informed by ¢ or aligned with ¢ strategic objectives.

In the remainder of this section, we outline a set of potential evaluation criteria and
apply them to - E U U (BesinébsuParkto gauge its overall strategic fit.

5.1. Criteria for determining areas for industrial rezoning

Following are criteria that we believe should guide the selection of areas for industrial
rezoning. Not only do they reflect %U U U U | stra1ei©grigcigles, but they also mirror
principles embodied in the Auckland business land strategy.

1 Consistency with strategic prciples and directiot at the very highest level, sites
must align with overarching strategic principles and directions.

9 Transport and accessibilitythis includes access to both freight and labour.
1 Costof land land must also be suitably priced to encourage uptake.

1 Access to reasonahtyiced infrastructure infrastructure costs must be reasonable
to preserve the business case for relocation.

1 Proximity to workforcd sites must be close to the workforce inorder to attract
and retain staff.

1 Proximity to marketd sites must also be located close to markets, either directly
or indirectly via proximity to ports.

1 Avoidance of reverse sensitivityindustrial sites must be located so as to minimise
reverse sensitivity (also known as NIMBY -s OO0 wb Owda wEEEOAEUEZ Aw

9 Large land parcells many industrial sites need to be large enough to house land-
intensive businesses, such as storage and distributioncentres.

1 Potential for agglomeration/avoidance of fragmentatifinally, where possible, sites
should maximise opportunities for agglomeration and avoid fragmentation.
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5.2. Assessment of Narrows Business Park against criteria

The following subsections provide a high-level assessment of the proposed site against
the selection criteria above.

5.2.1. Consistency with strategic principles and direction

The site is a natural fit with several of % U U U U | straleQi®prigcigles, namely:
3 Ensuring development is planned to support efficient transport infrastructure
3 Protecting existing and future infrastructure and transport corridors , and
3 Providing a reliable supply of serviced land to meet the needs of future
industrial development

This strategic fit should come as no surprise, however, as the site isdirectly next to one
of nine strategic nodes (as shown in the figure below). Expanding this node to include
the site therefore seemsonly logical.

Figure 10: Proximity of Narrows Business Park to Futureproof& Waipa 20505trategic Growth Node

Narrows
Business Park

Stage 1: Titanium Par
(limited to 8ha as per
black outlines)
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