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Long Term and Annual Plan Committee 
Delegations 

Mangai o Te Kaunihera 

Quorum: 

The quorum for this meeting is six members. 

Role 

Subject to compliance with legislation to develop the Long Term and Annual Plans and 
associated strategies for the future direction of Council and its communities. 

Delegations 

To undertake on behalf of Council all processes and actions precedent to the final adoption 
of Long Term and Annual Plans including the development of consultation documents, 
community engagement and associated special consultative processes, policies, and 
strategies required to be adopted and consulted on under the Local Government Act 2002. 

Subject to compliance with legislation and the Long Term Plan to resolve all matters of 
strategic policy which does not require, under the Local Government Act 2002, a resolution 
of Council. Strategic policy is defined as any matter relating but not limited to, the 
following : 

• Overall Infrastructure Strategies and financial Planning/Action Plans 
• Policy direction for asset management planning 
• To set service standards including levels of service. 
• Utilities services/ infrastructure policy and planning 
• Road I Transport policy and planning 

Other 

Pursuant to clause 32(1) of Schedule 7 of the Local Government Act 2002, each of the 
Mayor and Councillors, whether individually or collectively, the power to listen to and receive 
the presentation of views by people and to engage in spoken interaction with people 
pursuant to section 83(1)(d) of the Local Government Act 2002 in relation to any processes 
Council undertakes to consult on under the Special Consultative Procedure as required by 
the Local Government Act 2002 or any other Act. 

The Committee may without confirmation by Council exercise or perform any function, 
power or duty relating to those matters delegated by Council in like manner, and with the 
same effect, as the Council could itself have exercised or performed them. 



The Committee may delegate any of its functions, duties or powers to a subcommittee 
subject to the restrictions on its delegations and provided that any sub-delegation to 
subcommittees includes a statement of purpose and specification of task. 

The Committee may make recommendations to Council or its Committees on any matters to 
achieve the outcomes required in the role of the Committee but outside its delegated 
authorities. 



LTAP4.1 

LTAP4.2 

Agenda for Meeting No. LTAP4 

Present 
In Attendance 
Apologies 

Public Forum 

A period of up to 30 minutes is set aside for a public forum. 
Members of the public may attend to address the Committee for 
up to three minutes on items that fall within the delegations of the 
Committee provided the matters are not subject to legal 
proceedings, or to a process providing for the hearing of 
submissions. Speakers may be questioned through the 
Chairperson by members, but questions must be confined to 
obtaining information or clarification on matters raised by the 
speaker. The Chairperson has discretion in regard to time 
extensions. 

Such presentations do not form part of the formal business of the 
meeting, a brief record will be kept of matters raised during any 
public forum section of the meeting with matters for action to be 
referred through the customer contact centre request system, 
while those requiring further investigation will be referred to the 
Chief Executive. 

Adoption of the Interest Rate and Inflation Assumptions 

Attached is a report from the Chief Financial Officer dated 
27 February 2018. 

Adoption of the draft Regulatory Services Strategy 

Attached is a report from the Policy and Planning Manager dated 
2 March 2018. 

Please note that the full copy of the draft strategy is included in 
Attachment B to the report Adoption of the Draft Long Term Plan 
2018-28 Consultation Document and Supporting Information and 
the Draft Schedule of Fees and Charges 2018-19- Item LTAP4.4 
on this agenda. 

Pages 

7-42 

43-51 



LTAP4.3 

LTAP4.4 

Adoption of the draft overall Revenue and Financing 52-55 
Policy {including specific Rates Policies) for inclusion in 
to the Long Term Plan 2018-28 Supporting Information 

Attached is a report from the Policy and Planning Manager dated 
2 March 2018. 

Please note that the full copy of the draft policy is included in 
Attachment B to the report Adoption of the Draft Long Term Plan 
2018-28 Consultation Document and Supporting Information, and 
the Draft Schedule of Fees and Charges 2018-19- Item LTAP4.4 
on this agenda . 

Adoption of the Draft Long Term Plan 2018-28 56-490 
Consultat ion Document and Supporting Information, and 
the Draft Schedule of Fees and Charges 2018-19 

Attached is a report from the Group Manager Policy, Planning and 
Regulatory Services dated 2 March 2018. 

Clarence Susan (Audit Director), Naude Kotze (Audit Manager) 
and Holly Paramore (Senior Auditor), will be in attendance 
representing Audit New Zealand, and will present and speak to 
their Audit of the draft Consultation Document. 
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Date 
Subject 

27 February 2018 Open Session 
Adoption of the Interest Rate and Inflation Assumptions 

Western Bay of Plenty District Council 

Long Term Plan Committee 

Adoption of the Interest Rate and Inflation 
Assumptions 

Purpose 

This report is seeking adoption of the interest rate assumptions and inflation 
assumptions for the purpose of preparing the Long Term Plan 2018-2028 and for 
inclusion as supporting information to the Consultation Document. 

Recommendation 

1. THAT the Chief Financial Officer's report dated 27 February 2018 and titled 
'Adoption of Interest Rate and Inflation Assumptions' be received. 

2. THAT the report relates to an issue that is considered to be of low 
significance in terms of Council's Significance and Engagement Policy. 

3. THAT the Interest Rate Assumptions as follows are adopted for the purpose 
of preparing the 2018 - 2028 Long Term Plan. 

Year 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 
Borrowing 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 
Lending 5.50% 5.50% 5.50% 5.50% 5.50% 5.50% 5.50% 5.50% 5.50% 5.50% 

OR 

4. THAT the Interest Rate Assumptions are adopted for the purposes of 
preparing the 2018- 2028 Long Term Plan with amendments as follows •••••• 

AND 

5. THAT the BERL Economic Inflation Assumptions {Attachment B to this 
report) are adopted for the purposes of preparing the 2018 - 2028 Long 
TermPIJm. 

Gi6_· 
Kumaren Perumal 
Chief Financial Officer 

A3029973 Page 1 
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Date 
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27 February 2018 
Adoption of the Interest Rate and Inflation Assumptions 

Open Session 

1. Background 
Interest rates and inflation are key assumptions used in the preparation of the Long 
Term Plan 2018- 2028 (LTP). 

On the 19 October 2017 the Long Term Plan Committee met to workshop the 
preferred approach to interest rate and inflation assumptions and provide direction. 

2. Interest Rates 

Year 

Interest rates determine the level of interest expense Council will need to pay on an 
annual basis on its external borrowings as an organisation. They are also used to 
determine internal interest paid and received on an activity by activity basis. This 
has an impact on the rating requirements of each activity as well as the level of 
financial contributions. 

To determine the appropriate interest rate assumptions for the LTP the following 
has been taken into consideration: 

• Council's current swap portfolio average interest rate refer to (Attachment A) 
• Council's average interest rate over the last four years of 6.2% with a steady 

trend 
• Current long term interest rate swap rates being below 5% 
• Council's recent Standard and Poors long term outlook credit rating upgrade to 

AA. 

Proposed interest Rates 

2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 
Borrowing 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 
Lendinq 5.50% 5.50% 5.50% 5.50% 5.50% 5.50% 5.50% 5.50% 5.50% 5.50% 

3. Inflation Assumptions 
Inflation rates are used to estimate the cost increases over time associated with the 
activities of Council. The cost increases impact on the level of funding through 
rates, fees and charges and debt required by Council to meet the forecast capital 
works programme. 

The failure to adopt inflation assumptions or materially inaccurate inflation 
assumptions may lead to under or over estimating costs. This will impact on rates 
and debt and lead to significant variations to the LTP in future years. 

(BERL) Business and Economic Research Limited provide these assumptions to the 
local government sector and have a proven track record of providing accurate 
inflation projections. Refer to (Attachment B) for the detailed report. 

A3029973 Page 2 
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Date 
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27 February 2018 Open Session 
Adoption of the Interest Rate and Inflation Assumptions 

4. Significance and Engagement 

The Local Government Act 2002 requires a formal assessment of the significance of 
matters and decisions in this report against Council's Significance and Engagement 
Policy. In making this formal assessment there is no intention to assess the 
importance of this item to individuals, groups, or agencies within the community 
and it is acknowledged that all reports have a high degree of importance to those 
affected by Council decisions. 

The Policy requires Council and its communities to identify the degree of 
significance attached to particular issues, proposals, assets, decisions, and 
activities. 

In terms of the Policy this decision is considered to be of low significance because 
the interest rate and inflation assumptions are required to meet the objectives of 
the Long Term Plan as set out in the above sections of the Local Government Act 
2002. In terms of Council's obligations with decision making under the Local 
Government Act they will be included as part of the supporting documentation that 
will be adopted and consulted on through the 2018 - 2028 Long Term Plan 
process, which in itself is significant. 

5. Engagement, Consultation and Communication 

Interested I A:ffected Complet~d/ Pianned 
·, Partie's , '/ Engagemeilt/ C:onsultatiori/ tommunication 

' .... 

Western Bay of Plenty Relevant Council Staff will be notified accordingly. 
District Council Staff 

Public Interest and inflation assumptions will be disclosed in the Long 
Term Plan and the supporting documentation to the Consultation 
Document. 

6. Issues and Options Assessment 
" ' •· wry ·· ·, THAT the 'Interest Rate Assumptions are adopted for the purposes of 

preparing the 2018 - 2028 Long Term Plan . 

... B~asons why "'' 
'''''·' 

options are available Legislative or other 
·reference 

.. ,, 

Interest rate assumptions are required to meet the objectives • Section 93G, 
of the Long Term Plan as set out in the sections of the Local • Section 100 
Government Act 2002. • Section 101 

• Section lOlA, and 
• Schedule 10 of the 

Local Government Act 
2002. 

A3029973 Page 3 
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27 February 2018 Open Session 
Adoption of the Interest Rate and Inflation Assumptions 

THAT the BERL Economics Inflation Assumptions are adopted for the 
purposes of preparing the 2018- 2028 Long Term Plan. 

Reasons why no options are available Legislative or other 
reference 

Inflation assumptions are required to meet the objectives of • Section 93G, 
the Long Term Plan as set out in sections of the Local • Section 100 
Government Act 2002. • Section 101 

BERL provide these assumptions to the local government • Section lOlA, and 

sector and have a proven track record of providing accurate • Schedule 10 of the 

inflation projections. Local Government Act 
2002. 

7. Statutory Compliance 

The recommendations meet the requirements of the Local Government Act 2002 as 
outlined above in relation to the preparation of and consultation on the Long Term 
Plan. 

8. Funding/ Budget Implications 

Budget Funding 
.. .. ), Relevant Detai l 

.;jji'iili' Information \j 

Interest & Inflation These are critical assumptions that affect the forecast costs 
assumptions and associated funding of Council for the period of the 2018 -

28 LTP. 

A3029973 Page 4 
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ATIACHMENT A 

Deal no. Counterparty Notional Amount Maturity Date Fixed Rate 

TRG 2404915_WBC NZD Westpac 10,000,000 15-May-18 5.50% 
IRS4774932 NZD ANZ 4,000,000 4-Jul-18 5.52% 
TRG1060180_WBC NZD Westpac 5,000,000 4-Dec-18 5.99% 
26028925 NZD ASB 5,000,000 21-Jan-19 5.93% 
IRS4868347 _ANZ NZD ANZ 5,000,000 26-May-19 5.79% 
TRG-1902 789 NZD Westpac 5,000,000 1-Jun-19 4.99% 
TRG-4277435 NZD Westpac 4,000,000 22-Jan-20 4.30% 
7262166.1 NZD ANZ 3,000,000 1-Feb-20 5.73% 
7262183.1 - ANZ NZD ANZ 3,000,000 25-Feb-20 5.83% 
384177426_BNZ NZD BNZ 10,000,000 18-May-20 5.89% 
384322788 NZD BNZ 5,000,000 15-Jun-20 4.74% 
384245057 NZD BNZ 10,000,000 28-0ct-20 5.98% 
8292995.1_ANZ NZD ANZ 5,000,000 26-Jan-21 4.71 % 
TRG3706681 NZD Westpac 5,000,000 12-Apr-21 4.69% 
TRG-2199503_WBC NZD Westpac 10,000,000 7-Feb-22 4.28% 
8292994.1 - ANZ NZD ANZ 5,000,000 26-Jan-23 4.89% 
8895225.1_ANZ NZD ANZ 5,000,000 27-May-23 5.00% 
11418908.1 NZD ANZ 5,500,000 4-0ct-24 5.41% 

Total Interest Rate Swaps 104,500,000 Average Interest Rate 5 .29% 



12 ATTACHMENT B 

Forecasts of Price Level Change 

Adjustors- 2017 Update 

Note to Society of Local Government 

Managers 

September 2017 

www.berl.co.nz 

M4K ING SEN5E OF 
7HE NUMBERS 
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Author(s): Dr Ganesh Nana and Konrad Hurren 

Al l work is done, and services rendered at the request of, and for the purposes of the client only. Ne ithe r 

BERL nor any of its employees accepts any responsib il ity on any grounds whatsoever, includ ing negligence, to 

any other person. 

Wh ile every effort is made by BERL to ensure t hat the information, opin ions and forecasts provided to the 

client are accurate an d re liab le, BERL sha ll not be liab le for any adverse consequences of the client's 

decisions made in reliance of any report provided by BERL, nor shall BERL be held to have given or imp li ed 

any warranty as to whether any report prov ided by BERL w ill assist in the performance of the client's 

functions. 

©BERL Reference No: #5820 Septembe r 2017 
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Making sense of the numbers 

This report contains forecasts for price level change adjustors for local authorities (LAs) to use in their budget 

processes consistent w ith their Long Term Plans (LTPs). It in corporates the latest actual data to June 2017 and 

forecasts the adjustors to June 2028. It continues the work undertaken over prev ious years. 

Using the adjustors 

As previously, differences in classifications of activit ies between councils lead to a degree of subjectivity in 

terms of how to apply the adjustors to council expenditu res. Last year's report outl ined suggested counc il 

activities and how they might map across to the five adJust ors. Using th is information, counci ls can map t heir 

expenditure items (or categories) to appropriate 'category' ad justors, and apply the re levant forecast change. 

Alternative ly, councils can (should they wish) direct ly use the fo recasts for the eight indiv idua l price ind ices, 

apply ing them to relevant expend iture items. 

Forecasts 

Similar to last year's picture, the overa ll forecasts across the five adjustors remain relat ively muted when 

compared to those of earlier periods. 

This is a reflect ion of a subdued inflationary picture both globa lly and domestica ll y. It is broadly agreed that 

the global economy is in a significant low inflationary period; with the US and Europe in particular close to 

deflation . Faltering growth in Ch ina, and slow growth in the Eurozone have made for a subdued year; however, 

growth in the United States economy is modest ly more promising and may offset this somewhat. 

With the Christchurch rebuild continuing to slow, and t he difficu lt globa l picture, there are few sources of 

sustained in flationary pressures ahead. In line w ith thi s co ntext for the New Zealand economy, these forecasts 

for price level adjustors present a subdued inflationary out look for the local government sector . 

Quality check 

The cost adjustor equat ions were revised and reviewed last year, after an overhaul of the structure of the cost 

adj ustors themse lves. Periodica ll y, the performance of the equations and forecasts are checked aga inst 

outcome. Such a comparison is provided in sect ion 6.1 . In summary, the forecasts produced in 2006 

• successful ly pred icted to within 3 percentage points the long-term movements in loca l government costs 

from 2006 to 2017 for 5 of the adjustors/ind ices. Over an 11-year horizon this suggests an error of less 

than 0.27% per annum. 

• underest imated the costs in two of the indices (roading and property) by about 0.5% per annum

attributable to the unforeseen 1 investment boost from t he recent government infrastructure programme, 

as wel l as construction cost inflation associated with the Christchurch rebuild . 

• ove restim ated the rise in private sector labour costs by about 0.5% per annum - attributable to the surge 

in inward migrat ion over the latter half of the period dampening wage growth in the private sector. 

• contained one large error - with pipe line costs considerab ly overestimating the actual outcome. 

However, the robustness of this series has been influenced by a sma ll number of low-value transact ions. 

Statist ics NZ has been cons idering revising this price index. Consequently, we advise caution when using 

the forecasts for the CGI pipelines price index. 

1 That is, unforeseen from the perspective of 2006 when the forecasts were produced. 
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1 Introduction 

These notes have been prepared for the Society of Local Government Managers (SOLGM) This document 

contains prov isional updates of forecasts for price level change adjustors for local authorities (LAs) to use in 

their budget processes consistent with their Long-term Plans (LTP). It incorporates the latest actua l data to 

June 2016 and forecasts the adjustors to June 2026 . 

Our earlier reports (2005 to 2014) outlined the approach and methodology and discussed alternative adjustors 

and reasons why the particu lar adjustors were chosen for forecasting . Last year a fu ll review of the LGCI and its 

subcomponents (i.e . the cost adjustor categories and their associated price indices) was undertaken. This 

resu lted in some revis ions to the adjustors used and the re levant weighting distributions of the LGCI. This 

review was undertaken by ana lysing the Annua l Reports for the year ended June 2014 for a sample se lection of 

12 councils represent ing a cross-sect ion of the local government sector. A breakdown of this review is 

provided in Section 2 of the BERL report tit led Forecasts of Price Level Change Adjustors- 2015 Update #5597 . 

The forecasts provide a medium-term view of t he likely movement of the adJustors, rather than the movement 

over the next year or two. There wil l always be unexpected reasons why individua l costs might rise faster or 

slower in a particular year. However, this does not necessarily mean that the medium-term forecast w ill , or 

should, be adjusted. There will always be regional differences in the rate of change for a particu lar adjustor. 

These adjustors are therefore forecasts at the national level and councils may need to consider if they have 

fu rther information to show why a difference might occur at the regiona l level. 

1.1 Category adjustors and related price indices 

BERL has fo recast a total of eight unique adjustors aga in st five categories for the per iod to 2026. 

This differs from previous ed itions of the LGCI to reflect the revis ion of the cost adjustor categories and their 

assoc iated pr ice indices, and the subsequent weight redistributions within the LGCI. Some of these category 

adjustors are used app lied against multiple categories, e.g. local government adm in istration PPI. 

Table 1.1: Category adjustors and related price indices 

I 

Category adjustor Related price indices 

1. Planning and Regulation Local government sector sa laries and wages 

Loca l government adm inistrat ion PPI 

Earthmoving and site work CG I 

Pipelines CG I 

Reclamation and river contro l CGI 

2. Roading Private sector salaries and wages 

Earthmoving and site work CGI 

Local government administration PPI 

3. Transport Local government sector sa laries and wages 

Earthmovi ng and site work CGI 

Local government administration PPI 
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4. Community Activities Loca l government sector sa laries and wages 

Earthmoving and site work CG I 

Arts and recreatio n se rvices PPI 

5. Water and Environmental Management Local government sector salaries and wages 

Earthmoving and site work CG I 

Pipelines CGI 

Reclamation and river contro l CG I 

Water, sewe r, drainage, and wast e serv ices PPI 
'--

1.2 Overall Local Government Cost Index 

These notes also contain forecasts for an overall cost index for local authorities (LGCI). This index ha s been 

developed by BER L and is reported in 'A Local Government Cost Index for New Zealand', BERL reference #4877. 

The LGCI is based on the cost structures of loca l authori ties and includes operat ing expend iture (Opex) and 

capital expend iture (Capex) variab les. 

The operating expend itu re of the LGCI includes: 

• purchases of goods and services, grants and donations, and all other expenditure; 

• employee costs, which includes wages and salaries; and 

• interest paid, wh ich includes interest pa id on loca l government debts and is covered by the mortgage 

interest component of the CPl. 

The capital expenditure of the LGCI includes: 

• transport, wh ich includes spe nding on transport projects and in pa rticular reading; 

• in fras tru cture spend ing assoc iated with the three waters; including water supply, wastewate r, and 

stormwater; 

• cap ital expenditure on community facilities such as pools, parks and reserves; and 

• other, which is capita l expend iture not captured elsewhere. 

1.3 LGCI vs CPI 

An important point to note is the distinction between the LG CI and the Consumers Price Index (CPI). The main 

dist inction is in the composit ion of t he basket of goods and se rvices that each measures. The basket of goods 

and services in t he CP I represents the overa ll expend iture pattern of New Zealand househo lds. These include 

items such as food, health, clothing and footwear, and health. Such items are not directly re levant to, and do 

not reflect the expenditure of LAs; hence the construct ion of the LGCI. 

The LGCI is intended to reflect the se lect ion and re lative importance of the goods and services which represent 

broad ly the expenditure pattern of LAs in New Zealand. This basket thus includes more directly relevant items 

inc luding capital expenditure on pipelines, and earthmoving and site works, and operating expenditure such as 

local government sector sa lary and wage rates. 
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1.4 Individual price indices 

We have maintained and updated a separate local government wage ind icator as per previous LGCI reports. 

These are provided in section 5, along with forecasts for each of the individual price indices that together make 

up the set of adjustors. 
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2 The economic context for the adjustor forecasts 

Relationships between the eight economy-wide price indices and a range of economic variab les were 

established through standard econometric techniques. Summary details are contained in the appendix. 

These updated relat ionships are then used to forecast the changes in each cost adjustor over the coming 10 

yea rs, based on BER L's forecasts for the set of national economic driver va ri ables e.g. GDP, employment, 

investment and interest rates. 

Forecasts for the nat ional economic driver var iab les are from: 

• BER L's short-term forecasts of prospects for the nat ional economy from BERL's quarterly pub lication Birds 

Eye View and 

• The medium-term projections from BERL's mult i-industry mode l of the New Zealand economy. 

This sectio n out lines the underlying assumptions used in the updated forecasts and our assessment of the New 

Zea land economy. Table 2.1 summa rises the path of key economic variables used in the generation of the 

forecasts for the adjustors. 

Table 2.1: Forecast of economic driver variables 

Non-hsg Interest rates Construction 

Year Rea l GOP invtmt Employment (90-clays) prices CPI 

ending %pa %pa %pa % %pa %pa 

Jun 11 0.2 1.9 1.5 3.0 3.5 3.8 
Jun 12 3.3 7.8 0.9 2.7 3.0 2.2 
Jun 13 2.3 2.5 -0.3 2.6 1.0 0.8 
Jun 14 2.1 6.1 3.6 2.9 1.1 1.5 
Jun 15 3.2 6.6 3.2 3.6 0.1 0.6 
Jun 16 3.6 2.8 2.3 2.7 0.8 0.3 
Jun 17 2.7 3.3 5.2 2.1 1.7 14 
Jun 18 3.0 5.5 4.7 1.9 1.7 1.8 
Jun 19 2.4 3.4 3.6 1.9 2.2 1.8 
Jun 20 2.2 2.8 2.4 1.9 2.8 1.6 
Jun 21 2.3 3.0 2.3 1.9 2.8 1.6 
Jun 22 2.4 3.2 2.2 2.0 2.8 1.7 
Jun 23 2.5 3.4 2.0 2.1 2.8 1.7 
Jun 24 2.7 3.6 1.9 2.4 2.8 1.8 
Jun 25 2.8 3.8 1.8 2.6 2.8 1.8 

.• ·-.--.--d.-......... -.-•.•.•.•.•.• -•••.• ••• -. . -............ -.... -......... -... ·• · · · ··· · ·· · ·· · · · ··· ··~~Y•'<• ····~•vo•o···-•·•-·o•.-~·····o··ow•>'o '•"'-""' • ' oo'Oo'OOOO .-..... -.-.-.... -............. -.. -. . ..... -.-.............. -.. -....•...... -...•.• --------------·· ............. ~--- .-..... ~----· ··· 

Jun 26 2.9 4.0 1.7 3.0 2.8 1.9 
Jun 27 3.0 4.2 1.5 3.6 2.8 1.9 
Jun 28 3.1 4.4 1.4 4.3 2.8 2.0 

BERL 

2.1 General price inflation 

For comparative purposes, the average level of price inf lation over the forecast period is expected to remain 

consistent with the current Po licy Targets Agreement between the Min ister of Finance and the Governor of the 

Reserve Bank. 

The Reserve Bank of New Zealand's current target is to keep the futu re annua l CP I inflat ion at between 1 

percent and 3 percent on average ove r the medium t erm, w ith a focus on keeping future average inflation near 
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the 2 percent target midpoint. Figures for 2017 imply that inflation has been almost at the midpoint of 2 

percent for the June year. 

We should note that the current Policy Targets Agreement is set to be re-negotiated in the coming months on 

the appointment of a new Governor for the Reserve Bank. While a new Agreement could potentia lly influence 

the short-term stance of the Reserve Bank and, potentially, its mode of operation; we are of the view that such 

changes wi ll not alter the foundation rationa le and goal for monetary po licy - that is, to keep close control of 

inflation and inflationary expectations over the medium term . 

The Reserve Bank's August 2017 Monetary Pol icy Statement indicated that it expects inflation to remain 

subdued due to the exchange rate (and Trade We ighted Index) remaining relative ly high . This cont rasts with 

last year when The Bank expects the main driver of higher inflat ion to be the lower exchange rate, which is 

likely to push up the price of imports . 

Figure 1: Average price inflation in New Zealand retail sector 
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Globally, growth is stil l sluggish and storm clouds gather on China, Japan, the EU, and the USA. The Reserve 

Bank expects this muted growth to dampen inflation expectations. 

Interesting ly, data from retailers is show ing that inflat ion in retai l prices has turned positive this year. After 

almost four years of negative average inflation. This helps paint the picture that inflat ion is never uniform, 

which lends weight to the rationale of forecast ing specific price indices for things like local government costs. 

2.2 NZ macroeconomic picture 

New Zealand's macroeconomic picture is rea lly a mixed bag. Of re levance is the Reserve Bank's decision to hold 

the OCR at 1.75 percent in August 2017 . This decision reflects The Bank's subdued inflat ion expectations . 

However, The Ba nk notes that increased dema nd from immigration cou ld spur inflat ion and is signal ling that it 

won't hes itate to raise the OCR in response. 

BER L expects CPI inflation to pick up in 2017 and into 2018 as rising oil prices start to push up the cost of 

transport and logist ics . We also expect the high New Zea land dollar to drop further as the Reserve Bank 

continues a low OCR policy. 

In Budget 2017 we saw that again the fisca l accounts are in good order. We also saw signals toward more 

expansionary fiscal policy, with decreases in tax rates and increases in transfer payments. These f isca l factors 

have been cited by the Reserve Bank as sources of inflat ion in the coming year. Borrowing costs are still at 

historic lows, and wi ll continue to be so fo r some time given the turmoil of the globa l money markets . We note 

that th is brings the opportun ity for increased infrastructure spending. 
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Figure 2: Annual GDP and employment growth 
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Dairy prices are a non-issue right now, returning to levels somewhere near what they were in 2011 . And, for 

the time being, our main trading partners (China and Australia) seem to be continued sources of susta inable 

demand. We do expect some correction this year in emp loyment growth. Though with no noticeable effect on 

the unemployment rate . 

Our pick for economic growth in the medium term is more of the same. Immigration f lows will probably taper 

off slightly but should help the New Zealand economy grow. We note that the rebuild in Christchurch can no 

longer be cited as a primary driver of econom ic growth- with immigration and tourism taking its place. 

2.3 Global macroeconomic situation 

In its July 2017 world outlook report the IMF continues to toe the line of a pickup in global growth. With global 

output projected to grow at 3.5 percent for 2017 and 3.6 percent in 2018 . This growth is cited to stem mainly 

from Ch ina, which continues to be supported by fiscal stimulus. The IMF is rosy on Europe's macro picture, 

noting that growth has been above expectations . 

We've seen Brexit now and negotiations are st ill underway as to how exactly Brexit works. Apart from this 

effect the EU faces significant cha llenges stemm ing from th e political sphere of influence over trade, 

immigration, and welfare. These data are baked into GDP growth expectations and so flow in to inflation 

expectations. 

The European Central Bank continues its aggressive monetary policy in an effort to stimulate the economy of 

the region. Th is largely appears to be unsuccessful, as cheap money is being used to shore up asset prices 

rather than economic growth. Consequently, we cou ld expect expansionary fiscal policy to be on the agenda in 

efforts to rekindle GDP growth. 

US GDP growth is looking healthier than last year, with ann ual GDP growth for the June 2017 year sitting at 2.1 

percent (up from 1.2 percent fo r June 2016 year) . US unemployment is down to 4.3 percent and the number of 

jobs added per month still around 200,000. These labour market data point to inflation reach ing targets in the 

medium term . This is contrast ed by the fiscal situation in the US- the IMF notes that fiscal pol icy in the US is 

expected to be less expansionary. 
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Forecasts suggest that the US economy will continue steady growth at 2.1 percent for 2018. This, combined 

with unemployment predicted to remain be low 5 percent, will see the US buying more goods and serv ices from 

the rest of the world . 

Growth in China has been steady at 6.7% for the year ended Jun 2017 . With forecasts of a very modest decline 

to 6.4 percent for 2018. China still remains officially hell-bent on a GOP growth figure of 7 percent annual ly. 

And, being such a large productive nation the re is plenty of room to continue the current f iscal stimulus and 

achieve this growth. 

The EU, particularly the main members, has continued their slow but sure growth out of the last recession, 

with an increase of 1.8 percent for the year, forecast to slow sl ight ly to 1.7 percent. The UK has experienced 

significant slowing in the wake of Brexit, down to 1.7 percent, projected to decrease to 1.5 percent GOP growth 

in 2018. 

German GOP growth is up to 1.8 percent for 2017 and forecast to fall slightly to 1.6 percent in 2018. The 

unemp loyment rate in EU remains high, and probably will forever be so. Official unemployment figures over 

the EU vary w idely, with Ge rmany recording the lowest rate, at 3.8 percent for June 2017. The last record of 

Greece's official unemployment rate is March 2017 at 22 .5 percent. 

Australian GOP growth slumped to 2.8 percent in 2018, and the Austral ian Treasury is projecting it to grow to 3 

percent going in to 2018. Employment and wage growth in Australia remains weak but Austra lian headline CPI 

inflation is projected to be within the 2- 3 perce nt band moving in to the December quarter of 2017 and on to 

2018. 
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3 Forecast for adjustors 

Table 3.11ists the forecast indices for each of the category adJUStors for the period from the year ended June 

2015 to the year ended June 2028. The shaded portion of the table (i.e. up to, and including, June 2017) is 

based on actual data up to the June quarter 2017. 

Table 3.2 lists the annual percentage change for each of the adjustors. 

Tab le 3.3 lists the tota l (or cumu lative) percentage change from the year ended June 2015 for each of the 

adjustors. This table can be used to calculate t he increase of future year expenses based on 2015 costs. 

Note that Statistics New Zealand recorded a sharp drop in t he capital goods price index for pipe li ne costs in the 

first two quarters of 2013 . The decline was the highest ever recorded . We understand the price decline was 

caused by a sma ll number of low-price purchases of concrete pipes in the March quarter. Concrete pipes are a 

large weight in the curre nt pipe lines index (around 40%-50%). Statistics NZ is considering revising the capita l 

goods index (e.g. to include PVC pipe costs as well) next year but t here is no confirmed timeframe yet. 

Consequent ly, this affected the pipel ine and associated water cost adj ustors. Our fo recasts note this as a one

off impact. We retain t he mode l forecasts of higher pipe line and water cost adjustors over the future . This is 

in lin e with higher construct ion -related inflation assoc iated w ith heightened infrastructure demand driven (in 

the main) out of Christchurch and Auckland activity. 

3.1 Forecasted category adjustors 

Table 3.1: Adjustors: Index Jun 2017 = 1000 

Adjustors 

Planning and 
Roading Corrrrunity activities 

Water and 
regulation 

Transport 
Environrrental 

Label 

PR RD TR CA WE 
Year 

ending Index value Jun 2017=1000 

Jun 15 978 970 973 967 968 

Jun 16 986 984 984 982 988 

Jun 17 1000 1000 1000 1000 1000 

Jun 18 1018 1019 1019 1017 1018 

Jun 19 1038 1040 1040 1034 1042 

Jun 20 1060 1063 1061 1055 1068 

Jun 21 1082 1086 1083 1077 1092 

Jun 22 1105 1111 1107 1100 11 18 

Jun 23 1129 1137 1132 1124 1145 

Jun 24 1155 1165 1158 1149 1174 

Jun 25 1182 1194 1185 1176 1204 

Jun 26 1210 1225 1215 1204 1236 

Jun 27 1239 1258 1246 1233 1270 

Jun 28 1270 1293 1279 1265 1306 

BERL 
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Table 3.2: Adjustors:% per annum change 

Adjustors 

Planning and 
Transport Community activities 

Water and 

regulation 
Roading 

Env ironrrental 

Label 

PR RD TR CA WE 
Year 

ending % change (on year earlier) 

Jun 15 1.5 2.3 1.6 1.8 3.2 

Jun 16 0.8 1.4 1.1 1.6 2.1 

Jun 17 1.4 1.6 1.6 1.8 1.2 

Jun 18 1.8 1.9 1.9 1.7 1.8 

Jun 19 2.0 2.0 2.0 1.7 2.3 

Jun 20 2.1 2.2 2.0 2.0 2.5 

Jun 21 2.1 2.2 2.1 2.1 2.3 

Jun 22 2.1 2.3 2.2 2.1 2.4 

Jun 23 2.2 2.4 2.2 2.2 2.4 

Jun 24 2.3 2.4 2.3 2.3 2.5 

Jun 25 2.3 2.5 2.4 2.3 2.6 

Jun 26 2.4 2.6 2.5 2.4 2.6 

Jun 27 2.4 2.7 2.5 2.4 2.7 

Jun 28 2.5 2.8 2.7 2.6 2.8 

20-year 

avge %pa 
2.3 2.5 2.4 2.3 2.6 

20-year average calculated using 2007 to 2027 actuals and forecasts 

BERL 

Table 3.3: Adjustors : Cumulative% change from Jun 2017 

Adjustors 

Planning and 
Comrunity activities 

Water and 

regulation 
Roading Transport 

Environrrental 

Label 

PR RD TR CA WE 
Year 

ending %change (cummulative from 2017) 

Jun 15 

Jun 16 

Jun 17 

Jun 18 1.8 1.9 1.9 1.7 1.8 
Jun 19 3.8 4.0 4.0 3.4 4.2 

Jun 20 6.0 6.3 6.1 5.5 6.8 
Jun 21 8.2 8.6 8.3 7.7 9.2 

Jun 22 10.5 11 .1 10.7 10.0 11 .8 

Jun 23 12.9 13.7 13.2 12.4 14.5 

Jun 24 15.5 16.5 15.8 14.9 17.4 

Jun 25 18.2 19.4 18.5 17.6 20.4 

Jun 26 21.0 22.5 21.5 20.4 23.6 

Jun 27 23.9 25.8 24.6 23.3 27.0 

Jun 28 27.0 29.3 27.9 26.5 30.6 

BERL 
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4 Forecast for overall LGCI 

Table 4.1 to Table 5.3 show the forecast annual average percentage change for the overall Local Government 

Cost Index {LGCI), as well as the OPEX and CAPEX sub-components of the LGCI. 

The LGCI has two sub-components - the operating cost index {OPEX LGCI) and the cap ita l expendi t ure cost 

index (CAP EX LGCI). Throughout the entire dataset the forecast cumu lative percent change for t he CAP EX cost 

index is higher than that for the OPEX cost index. 

Table 4.1 : LGCI , Index value (Jun 2017 = 1000) 

LGCI 

OPEX CAPEX Total LGCI 

Label 

Year 
ending Index value Jun 2017=1000 

Jun 07 776 770 774 
Jun 08 814 806 811 
Jun 09 858 852 857 
Jun 10 873 868 872 
Jun 11 893 888 892 
Jun 12 921 917 919 
Jun 13 938 933 937 
Jun 14 953 949 952 
Jun 15 973 971 972 
Jun 16 985 985 985 
Jun 17 1000 1000 1000 
Jun 18 1018 1018 1018 
Jun 19 1039 1039 1039 
Jun 20 1061 1062 1061 
Jun 21 1084 1085 1084 
Jun 22 1108 1109 1108 
Jun 23 1133 1135 1134 
Jun 24 1159 1162 1160 
Jun 25 1187 1191 1188 
Jun 26 1216 1220 1218 
Jun 27 1247 1252 1249 
Jun 28 1280 1286 1282 

BERL 
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Table 4.2: LGCI, annual average% change 

LGCI 

OPEX CAPEX Total 

Label 

Year 
ending % change (on year earlier) 

Jun 07 4.1 4.3 4.2 

Jun 08 4.9 4.7 4.9 

Jun 09 5.5 5.7 5.6 

Jun 10 1.7 1.8 1.8 

Jun 11 2.3 2.3 2.3 

Jun 12 3.1 3.3 3.1 

Jun 13 1.9 1.8 1.9 

Jun 14 1.6 1.7 1.7 

Jun 15 2.0 2.3 2.1 

Jun 16 1.3 1.5 1.4 

Jun 17 1.5 1.5 1.5 

Jun 18 1.8 1.8 1.8 

Jun 19 2.0 2.0 2.0 

Jun 20 2.2 2.2 2.2 
Jun 21 2.2 2.2 2.2 
Jun 22 2.2 2.2 2.2 

Jun 23 2.3 2.3 2.3 
Jun 24 2.3 2.4 2.3 
Jun 25 2.4 2.4 2.4 
Jun 26 2.5 2.5 2.5 

Jun 27 2.5 2.6 2.6 

Jun 28 2.6 2.7 2.7 

20-year 

avge %pa 
2.4 2.5 2.4 

20-year average calculated using 2007 to 2027 actuals and forecasts 

BERL 
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Table 4.3: LGCI, cumulative% change from Jun 2017 

LGCI 

OPEX CAPEX Total LGCI 

Label 

Year 

ending %change (cummulative from 2017) 

Jun 17 

Jun 18 1.8 1.8 1.8 
Jun 19 3.9 3.9 3.9 

Jun 20 6.1 6.2 6.1 
Jun 21 8.4 8.5 8.4 

Jun 22 10.8 10.9 10.8 

Jun 23 13.3 13.5 13.4 
Jun 24 15.9 16.2 16.0 

Jun 25 18.7 19.1 18.8 
Jun 26 21.6 22.0 21.8 
Jun 27 24.7 25.2 24.9 
Jun 28 28.0 28.6 28.2 

BERL 
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5 Forecasts for eight price indices 

Table 5.1: Forecasts for eight price indices, index value Jun 2017 = 1000 

Price indices 

PPI inputs - Local PPI inputs - Arts 
PPI inputs-

CGI-
All salary and 

All Salary and 
Water, sewer, CGI-Reclamation wage rates-

governrrent and recreation d . d Earthrroving and CGI - Pipelines and River Control Local govt 
Wage Rates-

ra1nage, an 
Private Sector admnistration services w as te services site w ork Label I sector 

Year 

ending Index value Jun 2017=1000 

Jun 07 794 833 722 738 791 785 792 814 

Jun 08 845 871 759 768 820 816 826 842 
Jun 09 882 909 824 813 904 863 853 868 

Jun 10 893 920 835 834 920 878 872 882 

Jun 11 910 933 865 851 965 893 889 898 
Jun 12 932 950 897 890 994 919 909 917 

Jun 13 959 957 915 909 967 938 928 935 

Jun 14 977 965 930 934 942 954 946 951 

Jun 15 982 970 958 965 980 987 965 968 

Jun 16 986 982 990 983 987 993 982 984 

Jun 17 1000 1000 1000 1000 1000 1000 1000 1000 
Jun 18 1021 1015 1023 1019 1015 1008 1016 1015 

Jun 19 1042 1029 1053 1039 1037 1023 1033 1035 

Jun 20 1063 1048 1083 1063 1065 1045 1049 1054 

Jun 21 1085 1068 1109 1088 1091 1069 1067 1074 
Jun 22 1108 1089 1137 1114 1118 1094 1086 1091 
Jun 23 1132 1110 1166 1142 1144 1120 1106 1110 
Jun 24 1157 1133 1198 1172 1171 1146 1127 1129 
Jun 25 1184 1156 1232 1203 1199 1173 1149 1150 
Jun 26 1213 1180 1268 1237 1228 1201 1171 1172 
Jun 27 1242 1205 1307 1272 1257 1229 1195 1194 
Jun 28 1274 1231 1349 1311 1287 1259 1221 1218 
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Table 5.2 : Forecasts for eight price indices, annual average% change 

Price indices 

PPI inputs - Local PPI inputs - Arts 
PPI inputs -

CGI-
LCI- All salary 

CGI- d t LCI- All Salary 
governrrent and recreation 

Water, sewer, 
CGI - Rpelines 

an wage ra es · 
d . d Earthmoving and Reclamation and L 

1 
t and Wage Rates 

administration services 
ra1nage, an . oca gov 

Label I waste services Site w ark River Control sector Private Sector 

Year 

ending %change (on year earlier) 

Jun 15 0.5 0.5 3.0 3.2 4.0 3.4 2.0 1.8 

Jun 16 0.4 1.3 3.3 1.8 0.7 0.6 1.8 1.7 

Jun 17 1.4 1.8 1.1 1.8 1.3 0.7 1.9 1.6 

Jun 18 2.1 1.5 2.3 1.9 1.5 0.8 1.6 1.5 

Jun 19 2.1 1.3 3.0 2.0 2.2 1.4 1.6 1.9 

Jun 20 2.0 1.9 2.8 2.3 2.7 2.2 1.6 1.9 

Jun 21 2.0 1.9 2.4 2.4 2.5 2.3 1.7 1.8 

Jun 22 2.1 1.9 2.5 2.4 2.4 2.3 1.8 1.6 

Jun 23 2.2 2.0 2.6 2.5 2.4 2.3 1.8 1.7 

Jun 24 2.3 2.0 2.7 2.6 2.4 2.3 1.9 1.8 

Jun 25 2.3 2.1 2.8 2.7 2.4 2.4 1.9 1.8 

Jun 26 2.4 2.1 2.9 2.8 2.4 2.4 2.0 1.9 

Jun 27 2.5 2.1 3.0 2.9 2.4 2.4 2.0 1.9 

Jun 28 2.5 2.2 3.2 3.1 2.4 2.4 2.1 2.0 

20-year 
2.3 1.9 3.0 2.8 2.3 2.3 2.1 1.9 

avge %pa 

20-year average calculated using 2007 to 2027 actuals and forecasts 

BERL 
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Table 5.3: Forecasts for eight price indices, cumulative % change from Jun 2017 

Price indices 

PPI inputs - Local PPI inputs - Arts 
PPI inputs-

CGI -
LCI- A ll salary 

LCI- A ll Salary 
Water, sewer, . . CGI-Rec lamation and wage rates · 

government and recreation d . d Earthmoving and CGI - Pipelines and River Control Local govt and Wage Rates 
administration services 

ra1nage, an 

I waste services site work t Private Sector 
Label sec or 

Year 

ending % change (cummulative from 2017) 

Jun 17 

Jun 18 2.1 1.5 2.3 1.9 1.5 0.8 1.6 1.5 

Jun 19 4.2 2.9 5.3 3.9 3.7 2.3 3.3 3.5 

Jun 20 6.3 4.8 8.3 6.3 6.5 4.5 4.9 5.4 

Jun 21 8.5 6.8 10.9 8.8 9.1 6.9 6.7 7.4 

Jun 22 10.8 8.9 13.7 11.4 11 .8 9.4 8.6 9.1 

Jun 23 13.2 11.0 16.6 14.2 14.4 12.0 10.6 11 .0 

Jun 24 15.7 13.3 19.8 17.2 17.1 14.6 12.7 12.9 

Jun 25 18.4 15.6 23.2 20.3 19.9 17.3 14.9 15.0 

Jun 26 21 .3 18.0 26.8 23.7 22.8 20.1 17.1 17.2 

Jun 27 24.2 20.5 30.7 27.2 25.7 22.9 19.5 19.4 

Jun 28 27.4 23. 1 34.9 31 .1 28.7 25.9 22.1 21 .8 

BERL 
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6 Checks and comparing history with forecast 

The charts and tables in Append ix A provide information on how ou r equations have t racked (or mode lled) the 

actua l outcome for the eight price indicators . These indicate a more than satisfactory 'fit' by the equations 

when attempting to replicate the actual movement of the indices f rom 1998 to 2017. 

Th e inflation story of th e past 11 yea rs compa red to the coming 11 years is depicted below. 

Figure 3 shows the change in cost adjustors over the 2006 to 2017 period. This revea ls increases in roading 

and water and environmental costs of close to 40%. These are balanced, to a degree, by smaller increases in 

community activities and planning and regulation costs. Consequently, ove rall local government costs (as 

measured by the LGCI) ri sing on ave ra ge by just under 35%. 

In contrast, the picture for the 2017 to 2028 period {Figu re 4) covered by our forecasts is of a more subdued 

inflation story. While costs in roading and water and environmental are st ill expected to increase the fastest, 

overal l loca l government costs (as measured by the LGCI) are expected to rise by just ove r 28% over th is 

period. 

A compari son for each of the eight price indices is also illustrated {Figure 5). 

These comparisons reinforce the message that the post-GFC period remains one of a struggling global 

economy with significant financial challenges. This co ntext spill s over into th e economic world t hrough 

subd ued consu mer demand, with accompanying uncertainty holding back business investment demand. 

These factors combine to provide subdued global in flationary pressures. 

Some have pointed to ongoing low interest rates (a nd the considerab le qua ntitat ive easi ng that has occurred 

across the globe) that should in theory have fed an inflat ionary su rge . Howeve r, much of thi s loose r moneta ry 

conditions have fl owed direct ly th rough to asset price infla tion {share prices, land prices, and residential 

property prices), with litt le effect on prices of goods and serv ices. 

Indicatively, the world price of oil has remained sluggishly low after retreating f rom highs over US$100 per 

barrel in 2014, to be now around or under US$50 per barrel. 

Figure 3 LGCI and cost adjustors-% change 2006 to 2017 
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Figure 4 LGCI and cost adjustors-% change 2017 to 2028 
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Figure 5 Price indices- history and forecast 
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Table 6.1 provides a compar ison of the actual cost adjustor outcomes for the period 2006 to 2017 to the 

forecasts pub lished in 2006. 

While the structure of our cost adjustors were modified and rev ised last year, we can compare the outcomes 

to forecasts for most of the categories to provide an 'after the event' check on the accuracy of our forecasts. 
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We rein force that t he object ive of t he cost adjustor forecasts are to provide indicators of long-term 

movements in costs fac ing t he loca l gove rn ment sector . They are not designed to provide info rmation on 

short-term movements, owing to t he difficu lty in assess ing the at times erratic short-term movements of some 

inflation measures. This is why we provide this view of the accuracy of our forecasts for the long-te rm 

movements in these cost adjustors. 

Table 6.1 Adjustor changes 2006 to 2017 forecast compared to actual 

2006 forecasts of adjustors % 
change from 2006 to 2017 

Road 31 .7 

A"operty 31 .2 

Water 41 .5 

Staff 28 

Other 35.2 

Actual % change in 
adjustors 2006 to 2017 

37.6 Roading 

35.6 LGCI Capex 

39.3 Water and Environmental 
38.6 PPI water, sew er, drainage, and 

waste serv ices 

26.2 LCIIocal govt sector wages 

34.2 

Earthmoving 36.5 : 35.4 CGE earthmoving and site w arks 
········~·· · ··~··~···· · ····~···~·· · · ~·· ······ ·~~ -· ...... ·· · · ··· ··· · · · ····· ··-·· ·· ··· · · ··y· · · · · ·-·····-·· ·~· ··~~~··~·~- ···-- ··--· · ···· · · ··-·-· ··· ··--·······-········· ···· ·-······ ··-··-··--······· ··· ..... · 

Pvte sector labour 28.5 22.8 LCI pvte sector wages 

In general, we are reassured by the compa ri sons listed in Table 6. 1; especially noting that the forecasts were 

made in mid-2006 after which the cou ntry was subject to the GFC and the two Canterbury earthquakes. 

In parti cu lar, fo recasts for water, loca l gove rn ment staff/wages, othe r loca l government costs, transport, and 

earthmoving were more than satisfactory in te rms of the ir closeness to the actua l outcomes. Forecasts for 

these adjustors/indices were within 3 percentage points of the actual outcome, an error over the 11-year 

horizon of less than 0.3% per annum. 

Disappointingly, our forecasts underestimated the cost increases in road ing as well as property by about 5.9 

and 4.4 percentage po ints. However, we be lieve these underestimates are attributable to the unforeseen 2 

investment boost occurring as a resu lt of the recent government infrastructure programme, as we ll as 

construction cost inflation associated with t he Ch ristchurch rebui ld. 

In co ntrast, the overestimate of private sector labour costs ca n be attributed to the surge in inward migrat ion 

over t he latter ha lf of the period that has dampened wage growth in the private sector. 

However, there was one large error, w ith our forecasts of pipe line costs cons iderably overestimating the actual 

outcome. As noted in Appendix A (page 23), th is series has been significantly influenced by a few low-price 

purchases of concrete pipes in the March 2013 quarter. Statistics NZ has been considering revising the capital 

good ind ices (e.g. including sel ling prices of PVC pipes) but there is no confirmed timeframe yet. Consequent ly, 

we adv ise caution when using the forecasts for the CG I pipe lines pr ice index. 

2 That is, unforeseen from the perspective of 2006 when the forecasts were produced . 



35 ATTACHMENT B 

Appendix A Equations to explain and forecast eight price indices 
The charts in this appendix illustrate the performance of our estimated equations, for each of the adjustors, 

when compared to the actua l data over the period June 1997 to June 2016. 

The estimation process is used to develop and then confirm a robust equation that can be used to generate 

forecasts. The confirmation process tests the fit of the estimated equation w ith the actual path of the adjustor 

over a period of t ime. 

In each of the figures below, the dashed line {labe lled pred icted) indicates the estimated path of the adjustor 

as ca lcu lated by our est imated equat ion. The so lid line (label led actual) indicates the actual path of the 

adjustor as der ived from the re levant offic ial Statistics New Zealand data series. 

The equations for each of the price indices are given below each chart 

PPI for Local Government Administration Sector 

1225 --Actual -- - -· Predicted 

Index 
Dec 2010=1000 

1100 

975 

850 

725 

600 +-------~------~--------~------~------~--------.--
Jun 98 Aug 01 Oct 04 Dec 07 Feb 11 

The predicted equation for this price index is: 

Ln l ocGovAdm = -2 .65 + 1.36 LnCPI- 0.03 DummyGST 

Intercept 
LnCPI 
Dummy GST 

Coefficients 
-2.652837 41 
1 '364063412 
-0.03000805 

Standard Error t Stat 
0.086244145 -30 .75962 
0.012610751 108.1667 
0.003744466 -8.013972 

Apr 14 Jun 17 

Where LocGovAdm = Producer price index for inputs to Loca l Government Admin istration sector 

CPI =Consumer Price Index 

DummyGST = va riable to allow for October 2010 increase in GST rate to 15% 

Ln =logarithm of stated va riab le 
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PPI for Arts and Recreation Services Sector 

1225 --Actua l ----· Predicted 

Index 
Dec 201 0=1 000 

600 +--------,-------,--------~-------r------~r-------. 
Jun 98 Aug 01 Oct04 Dec 07 Feb 11 Apr14 

The predicted equation for th is price index is: 

LnArtsrec = -1 .29 + 1.17 Ln CP I - 0.01 LniRT - 0.05 DummyGST 

Intercept 
LnCPI 
LniRT 
Dummy GST 

Coefficients 
-1 .291736468 
1.173166947 

-0. 009919656 
-0.050442288 

Standard Error t Stat 
0.063161415 -20.45135412 
0. 008987 417 130.5343827 
0.002566624 -3.864864635 
0.002823102 -17.86768469 

Jun 17 

Where Artsrec =Producer price index for inputs to Arts and Recreation Services sector 

CPI = Consumer Price Index 

IRT = 90-day interest rate 

DummyGST =variable to allow for October 2010 increase in GST rate to 15% 

Ln =logarithm of stated variab le 
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PPI for Water, Sewer, Drainage and Waste Services Sector 

1200 --Actual ----· Pred icted 

Index 
Dec 2010=1000 

1000 

800 
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400 +--------T--------~------~--------,--------.--------, 
Jun 98 Aug 01 Oct04 Dec 07 Feb 11 Apr 14 Jun 17 

The predicted equation for th is price index is: 

LnWtrWst = -7.13 + 1.60 LnCP I(Iag4) + 0.26 LnGDP(Iag4)- 0.05 DummyGST 

Coefficient~ Standard Error t Stat 
Intercept -7.13376 0.234859432 -30.374587 
LnCPI (lag 4) 1.60481 0.108206671 14.830968 
LnGDP (lag4) 0.26114 0.07691895 3.39500829 
GSTdummy -0.04571 0.010769357 -4.2440404 

Where WtrWst =Producer price index for inputs to Water, Sewer, Drainage and Waste Services sector 

CPI (lag4) =Consumer Price Index from 4 qua rters previous 

GDP (lag4) =Rea l (i.e. inflation-adjusted constant price) Gross Dom est ic Product from 4 quarte rs 

prev ious 

DummyGST = va riabl e to allow for Octobe r 2010 increase in GST rate to 15% 

Ln =logarithm of stated variab le 
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CGI for Earthmoving and Site Works 

2050 --Actual ----· Predicted 

Index 
Sep 1999=1 000 
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800 +-------~--------~------~--------,--------,--------. 
Jun 98 Aug 01 Oct04 Dec 07 Feb 11 Apr 14 

The predicted equation for this price index is : 

LnEarth = 0.56 LnCon + 0.32 LnGDP 

LnCon 
LnRGDP 

Coefficients Standard Error t Stat 

0. 564410443 
0.320178165 

0.017963365 31.42008 
0.011179016 28.641 

Where Earth= Cap ita l goods price index for earthmoving and site work 

Con= Producer price index for in puts to Construction Services sector 

Jun 17 

RGDP =Real (i.e. inflation-adjusted constant price) Gross Domestic Product 

Ln =logarithm of stated variable 
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CGI for Pipelines 

2050 --Actual ----· Pred icted 

Index 
Sep 1999=1 000 
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Jun 98 Aug 01 Oct04 Dec 07 Feb 11 

The predicted equation for this price index is: 

LnPipes = 0. 74 LnCon + 0.3 LnEmp- 0.04 DummyPipes 

LnCON 
LnEMP 
LnDummy Pipes 

Coefficients Standard Error t Stat 

0. 735343971 
0.304902878 
-0.03993811 

0.016054842 45.80201 
0.013916028 21 .91019 
0.007516261 -5.313561 

Where Pipes= Capital goods price index for pipelines 

Apr 14 

CON =Producer price index for inputs to Construction Services sector 

EMP =total number of people employed 

DummyPipes =variable to capture one-off drop in March 2011 quarter 

Ln =logarithm of stated variable 

Jun 17 

Note: The first two quarters of 2013 has seen a sharp drop in the pipeline and associated water adjustors. This 

has been caused by a few low-price purchases of concrete pipes in the March quarter. The June quarter has 

remained low as a result of this. The drop has been the highest ever recorded. Selling prices of concrete pipes 

are heavily weighted in the current index (around 40-50%). Statistics NZ is considering revising the capital good 

indices (e.g. includ ing selling prices of PVC pipes) but there is no confirmed t imeframe yet. 
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CGI for Reclamation and River Control 

1800 --Actual ----· Predicted 

Index 
Sep 1999=1000 

1600 
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800 +-------~--------~------~--------~-------r------~ 
Jun 98 Aug 01 Oct04 Dec 07 Feb 11 

The predicted equation for this price index is: 

LnR iv = 0.38 LnCon + 0.61 LnEm p 

LnCon 

LnEmp 

Coefficients Standard Error t Stat 

0.37539997 
0.607877366 

0.01603205 23.41559 
0.014009233 43.39119 

Apr 14 

Where Riv =Capital goods price index for reclamation and river co ntrol 

Con = Producer price index for inputs to Construction Services sector 

Emp =total number of people employed 

Ln =logarithm of stated va riable 

Jun 17 
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LCI for Salary and Wage Rates in Local Government Sector 

1200 --Actual ----· Predicted 

Index 
Jun 2009=1000 
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950 
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700 +-------~--------,--------.--------~------~r-------~ 
Jun 98 Aug 01 Oct04 Dec 07 Feb 11 

The predicted equation for t hi s pri ce index is: 

LnlocGovWage = -0.43 + 1.05 LnCPI 

Intercept 
LnCPI 

Coefficients 
-0.427159643 
1. 050073546 

Standard Error t Stat 
0.068866599 -6.20271 
0.009956597 105.4651 

Apr14 Jun 17 

Where LocGovWage = Labour cost index for all salary and wage rates in local government sector 

CPI =Consumer Price Index 

Ln =loga rithm of stated variab le 
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LCI for Salary and Wage Rates in Private Sector 

1200 --Actual ---- • Predicted 

Index 
Jun 2009=1000 

1075 

950 

825 

700 +-------~--------,--------,--------~------~r-------~ 
Jun 97 Aug 00 Oct03 Dec 06 Feb 10 

The predicted equation for this price index is: 

LnPrivWage = 0.99 LnCPI- 0.00 DummyGST 

Coefficients Standard Error t Stat 

LnCPI 0.988580369 
Dummy GST -0.004003969 

0.000218825 4517.6674 
0. 002669643 -1.4998144 

Apr 13 Jun 16 

Where LocPrivWage =Labour cost index for all sa lary and wage rates in private sector 

CPI = Consumer Price Index 

DummyGST =variable to al low for October 2010 increase in GST rate to 15% 

Ln =loga rithm of stated variable 
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Date 
Subject 

2 March 2018 
Adoption of t he Draft Regulatory Services Strategy 

Open Session 

Western Bay of Plenty District Council 

Long Term and Annual Plan Committee 

Adoption of the draft Regulatory Services Strategy 

Purpose 

The purpose of this report is to provide the draft Regulatory Services Strategy for adoption, 
so that it can be included in the supporting information for the draft Long Term Plan 2018-
28 Consultation Document. 

Recommendation 

1. THAT the Policy and Planning Manager's report dated 2 March 2018 
and titled Adoption of the draft Regulatory Services Strategy be 
received. 

2. THAT the report relates to an issue that is considered to be of medium 
significance in terms of Council's Significance and Engagement Policy. 

3. THAT the draft Regulatory Services Strategy be amended as set out in 
Attachment B to the report ''Adoption of the Draft Long Term Plan 
2018-28 Consultation Document and Supporting Information, and the 
Draft Schedule of Fees and Charges 2018-19" included in this agenda 
(pages 189 -199), with the key amendments including: 

a) Revised community outcome; 
b) Revised goals for Animal Control Services and Resource Consent Services 

activities; 
c) Introduction of the following new performance measures for existing levels 

of service: 

Existing 
Service 

Level of NEW proposed performance Target 

Resource consent 
applications will be 
processed within the 
statutory t imeframe and 
their compliance 
monitored 
We will respond to 
customer service requests 
in a timely manner 

measure 

Percentage of annual schedule of 
resource consents conditions that 
have been monitored to ensure 
compliance 

Bylaw and District plan compliance 
and enforcement 

100% for each 
year 2018-28 

~90% for 
each year 
2018-28 

d) I ntroduction of the following new levels of service and new performance 

A3113372 Page 1 
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2 March 2018 Date 

Subject Adoption of the Draft Regulatory Services Strategy 

measures: 

NEW proposed Level of NEW proposed performance 
Service measure 
Food businesses are Percentage of food businesses 
regularly monitored and that are scheduled for verification 
assessed are assessed in accordance with 

statutory requirements 
Alcohol licences are Percentage of licences issued 
issued within a reasonable within 5 working days of receipt 
period of completed agency reports 
Parking is monitored Percentage of parking 
within Te Puke and infringements correctly issued 
Katikati town centres and 
largely on a seasonal 
basis at Waihi Beach. 

Known dogs in our Percentage of known domestic 
District are dogs in our District that are 
microchipped (excluding microchipped 
those meeting the 
requirements to register 
as working dogs) 

Code Compliance Percentage of Code Compliance 
Certificates are issued Certificates that are issued within 
within the statutory the statutory timeframe 
period 

Requests for further Percentage of Requests for 
information on building Further Information that are 
consent applications are issued within 15 working days of 
issued within a the application being accepted 
reasonable time period 

Open Session 

Target 

95% for each 
year 2018-28 

98% for each 
year 2018-28 

95% for each 
year 2018-28 

78% for 2018 
80% for 2019 
82% for 2020 
84% for 2021-24 
86% for 2025-28 

100% for each 
year 2018-28 

75% for 2018 
80% for 2019 
85% for 2020-28 

e) Revision of the key assumptions for Regulatory Services, to include the 
fo llowing new assumptions and risks: 

Assumption Risk i> 

Bui lding The number of building The number of inspections is strongly 
inspections inspections per annum will influenced by the number of building 
demand remain approximately the consent applications lodged. Any 

same as 2016/17 numbers increase or decrease beyond the 
of 11,255 inspections. assumed number of building consent 

applications will likely impact the 
number of building inspections. 

Building- Service requests remain As the District population grows, the 
related static at around 50 number of complaints may increase. 
complaints requests per year, This could have resourcing 
and service implications. 
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2 March 2018 Open Session Date 

Subject Adoption of the Draft Regulatory Services Strategy 

requests 

Land 
Information 
Memoranda 
(LIM) and 
Property 
Information 
Memoranda 
(PIM) demand 

approximately the same 
as the average of 
previous years. 

LIM and PIM application 
numbers will stay relatively 
consistent with 2016/17 
numbers of 1007 LIMs and 
480 PIMs. 

If demand for LIMs and PIMs 
increases beyond our assumption 
capacity to process those consents 
within statutory timeframes may be 
compromised. 

4. THAT the Committee notes that proposed amendments to the Revenue 
and Financing Policy for Regulatory Services are set out in the 
subsequent report ''Adoption of the Draft Overall Revenue and 
Financing Policy (including the specific rates policies) for inclusion 
into the Long Term Plan 2018-28 supporting information." 

5. THAT the draft Regulatory Services Strategy is included as supporting 
information to the draft Long Term Plan 2018-28 Consultation 
Document. 

~ ... ~--
Emily Watton 
Policy and Planning Manager 
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Date 
Subject 

2 March 2018 Open Session 
Adoption of the Draft Regulatory Services Strategy 

1. Background 

Council's Long Term Plan is underpinned by strategies that re late to each of its 
primary groups of activities. As part of each three yearly Long Term Plan 
development process, several of these strategies are substantively reviewed to 
ensure that they reflect the current and anticipated future operating environment, 
and remain fit for purpose in enabling Council to deliver its legislative 
responsibil ities and meet community expectations. 

The Regulatory Services Strategy was reviewed during 2017. The strategy includes 
activities that have the primary purpose of protecting people and the environment: 
• Animal control services; 
• Building services; 
• Resource consent services; and 
• Community protection. 

The review process included consideration of key drivers for change in regulatory 
services, as well as pre-engagement with a range of stakeholders to ensure a better 
understanding of current and future operating environments. The review was 
progressed through a series of Council workshops through 2017. The revised draft 
strategy is now ready to be adopted for consultation with the community, as part of 
the supporting documentation to the draft Long Term Plan 2018-28 Consultation 
Document. 

The revised draft strategy is included as Attachment B (pages 189 - 199) to this 
agenda, with the following sections of this report providing an overview of the key 
amendments made to the revised draft strategy. 

2. Amendments proposed to draft Regulatory Services 
Strategy 

Community outcome and goals of the strategy 
As part of the strategy review process, Councillors endorsed a revised community 
outcome. This reflects that the desired outcome should include supporting 
community well-being, but also reflects that there is a range of legislative 
responsibilities that Council must discharge in relation to its regulatory services. The 
proposed revised community outcome is: 

Regulatory setvices are delivered through a balanced compliance approach 
promoting the safety and well-being of our communities and enhanced 
sustainability of our built and natural environments. 

Council's goal under each activity was reviewed, with amendments being proposed 
to animal control services and resource consent services: 

Proposed goal 
Animal control Provide a safe envi ronment for the public through promoting 
services responsible dog ownership. 

A3113372 Page 4 



47
Date 
Subject 

2 March 2018 Open Session 
Adoption of the Draft Regulatory Services Strategy 

Resource consent The quality of the environment is maintained and enhanced 
services throu h effective decision-makin on resource consents 

The goals for building services and community protection are proposed to be 
retained without amendment. 

Levels of service and performance measures 

The following new performance measures have been included in the revised draft 
strategy against existing levels of service, to provide a more comprehensive 
indication of whether Council is meeting the level of service: 

Existing Level of Service NEW proposed performance Target 
measure 

Resource consent Percentage of annual schedule of 100% for each 
applications will be resource consents conditions that year 2018-28 
processed within the have been monitored to ensure 
statutory timeframe and compliance 
their compliance monitored 
We will respond to Bylaw and District plan compliance 2:90% for each 
customer service requests and enforcement year 2018-28 
in a timely manner 

The following new levels of service and new performance measures have been 
included in the revised draft strategy, to better reflect the services Council offers 
and the level of performance for these services: 

NEW proposed Level of NEW proposed performance Target 
Service measure 
Food businesses are Percentage of food businesses that 95% for each 
regularly monitored and are scheduled for verification are year 2018-28 
assessed assessed in accordance with 

statutory requirements 
Alcohol licences are issued Percentage of licences issued within 98% for each 
within a reasonable period 5 working days of receipt of year 2018-28 

completed aqency reQ_orts 
Parking is monitored within Percentage of parking infringements 95% for each 
Te Puke and Katikati town correctly issued year 2018-28 
centres and largely on a 
seasonal basis at Waihi 
Beach. 

Known dogs in our Percentage of known domestic dogs 78% for 2018 

District are microchipped in our District that are microchipped 80% for 2019 

(excluding those meeting 82% for 2020 

the requirements to 84% for 2021-24 

register as working dogs) 86% for 2025-28 

Code Compliance Percentage of Code Compliance 100% for each 

Certificates are issued Certificates that are issued within year 2018-28 
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within the statutory the statutory timeframe 
period 

Requests for further Percentage of Requests for Further 75% for 2018 
80% for 2019 information on building Information that are issued within 

consent applications are 15 working days of the application 85% for 2020-28 

issued within a being accepted 
reasonable time period 

Key assumptions 

The following new assumptions have been proposed to better reflect the operations 
under this strategy, and the risks that may impact on these operations: 

Building 
inspections 
demand 

Building
related 
complaints 
and service 
requests 

Land 
Information 
Memoranda 
(LIM) and 
Property 
Information 
Memoranda 
(PIM) 
demand 

Assumption 
The number of building 
inspections per annum will 
remain approximately the 
same as 2016/17 numbers 
of 11,255 inspections. 

Service requests remain 
static at around 50 
requests per year, 
approximately the same 
as the average of 
previous years. 

LIM and PIM application 
numbers will stay 
relatively consistent with 
2016/17 numbers of 1007 
LIMs and 480 PIMs. 

Funding approach 

Risk 
The number of inspections is strongly 
influenced by the number of building 
consent applications lodged. Any 
increase or decrease beyond the 
assumed number of building consent 
applications will likely impact the 
number of buildinq inspections. 
As the District population grows, the 
number of complaints may increase. 
This could have resourcing 
implications. 

If demand for LIMs and PIMs 
increases beyond our assumption 
capacity to process those consents 
within statutory timeframes may be 
compromised. 

Amendments are also proposed to the Revenue and Financing Policy for Regulatory 
Services. These are set out in the report to be considered by the Long Term Plan 
and Annual Plan Committee on 15 March 2018, titled Adoption of the draft overall 
Revenue and Financing Policy (including the specific rates policies) for inclusion into 
the Long Term Plan 2018-28 supporting information. 
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