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INFRASTRUCTURE AND ITS’ ACCESS TO CAPITAL MARKETS 

 

INTRODUCTION 

Infrastructure is critical to moving goods, people and services across New Zealand and internationally. It is an 
essential component in our wellbeing and our economic activity, including our ability to produce New 
Zealand’s annual nominal GDP of over $237 billion and nominal exports of $69 billion. 
 
But effective, resilient infrastructure requires appropriate investment; whether from government or the 
private sector. The government’s PPP Programme has resulted in over $1 billion of direct private sector 
investment in public infrastructure to date, and a further $500 million of investment will be required for 
projects currently in procurement. Nevertheless, private investment in public infrastructure is currently used 
for a relatively small number of projects.  
 
Future challenges and a growing population will require new infrastructure projects. For example, new 
transport projects will be needed to connect growing cities, water storage and irrigation schemes will be 
needed to provide reliable water supplies as our primary industries develop and our climate changes, and 
distribution and reticulation assets will need to be renewed across our energy and water sectors. Although 
some of this infrastructure will be funded by the government, private capital will play a major role. Therefore 
it is important to ensure both that infrastructure providers have access to efficient capital markets and that 
infrastructure projects are attractive to investors. There are both supply- and demand-side challenges to 
infrastructure projects being able to attract and access private capital. This session aims to explore these 
with a corollary question: 
 

WHERE SHOULD GOVERNMENT FOCUS ITS EFFORTS? 

Supply side challenges: Capital markets and barriers to infrastructure as an asset class 
 
The Treasury recently undertook an assessment of capital markets and policy settings to determine how well 
they are functioning, and concluded that New Zealand’s capital markets appear to be functioning very 
effectively. This follows a seven year period of regulatory and institutional reform which culminated in the 
Financial Markets Conduct Act coming into effect in two tranches in 2014. Firms now have more options to 
raise funds from the public and the issuing of debt securities has been simplified.   
 
Institutional and wholesale markets also appear to be seeing more activity as international investors are 
attracted to New Zealand’s high yield in money markets and securities. Indeed, the effective functioning of 
capital markets is reflected in a number of metrics including New Zealand’s market risk premium which is 
approximately equivalent to that of sensible comparator countries such as Australia. It is difficult to find 
clear objective indicators that New Zealand infrastructure as an asset class is suffering disproportionately 
high risk premia.  
 
Do participants feel that there are particularly high market risk premia facing New Zealand infrastructure 
as an asset class? 
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If so, how much are they a result of government infrastructure-related policies? Which ones? 
 
 
Demand side challenges: Government signals to potential investors in infrastructure  
 
Although the Treasury considers that capital markets are functioning effectively, there may be signals that 
government sends to investors which could be improved to reveal efficiencies in infrastructure provision and 
associated costs. These are explored below. 
 

i) Investment Planning: The identification, supply, and packaging of large infrastructure projects 
 
Currently, the public sector is siloed in its approach to investment and this is largely driven by the 
institutional arrangements governing investment planning; separate departments at the central government 
level and separate regional and local councils at the local level, all with limited incentives to collaborate. A 
collaborative approach to investment across the public sector would provide greater certainty to investors 
about capital intentions, and would allow a number of projects to be bundled to better attract investment 
from bigger institutional funders. 
 
There are initiatives underway to address these challenges. For investment-intensive public sector agencies, 
Treasury is leading a workstream which seeks to improve the incentives to adopt a portfolio approach to 
their investments. The incentives in the current arrangements are passive and Treasury is looking to change 
this by increasing visibility of planned major investments underpinned by long-term planning.  
 
The National Infrastructure Unit has also recently published the ten-year capital intentions plan for central 
government, local government, and parts of the private sector which provides greater foresight to investors 
of government’s investment intentions.  
 
At the regional level, there are a number of interesting initiatives which are seeking to break down 
traditionally siloed approaches to investment. The Waikato Plan, for example, is a comprehensive long term 
strategy for the Waikato's growth and development and was initiated by the Waikato Mayoral Forum.  Led 
by a Joint Committee comprising ten local authority members and five non-local government members 
(including an independent Chairperson), the Waikato Plan is being created to enable informed decision 
making across six high priority areas.  “Infrastructure” has been identified as contributing to a number of 
these.  Once the Waikato Plan is complete it will provide a higher level of certainty for funding – particularly 
for major infrastructure and facilities requiring partnership with central government. 
 
How does the infrastructure pipeline look to international investors? Is the decision-making and 
prioritising framework for national and local projects clear and certain enough?  
 
Are fragmented institutions preventing us from delivering bigger projects with inherent scale benefits? 
 
 

ii) Planning regulation: National and local direction-setting 
 

Planning regulation needs to provide consistency in implementation, transparent decision-making, effective 
engagement with stakeholders, and administrative efficiency. This is a major area of government reform 
focus, with greater national direction and consistency of rules across territorial authorities being pursued 
through changes to the Resource Management Act and through greater use of National Environmental 
Standards (NESs) and National Policy Statements (NPSs) in deployment of telecommunications infrastructure 
and freshwater management, to cite two examples. 
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Technology is also moving quickly. As well as delivering significant consumer benefits, it has the potential to 
reassure investors of a more certain return on capital by unlocking previously hard-to-capture revenue 
streams, posing opportunities for more accurate monitoring of usage and efficient charging of access.  
 
For this to happen, new technologies—including Intelligent Transport Solutions (ITS), smart(er) electricity 
transmission and distribution options, more distributed forms of generation potential, and remote water 
flow technologies—need to be built in and integrated at the construction stage of projects. Here, it is 
important that broader regulatory frameworks (such as water management, transport infrastructure, and 
electricity transmission) do not pose unnecessary barriers to charging and enable new methods as flexibly as 
possible. 
 
Are regulatory barriers limiting new ways of doing things? In which sectors is this most apparent?  
 
Which regulatory regimes are no longer ‘fit-for-purpose’? 

 
 

iii) Economic regulation: The risks faced by asset owners 
 
Rules around access, pricing, and maintenance—recovering and protecting sunk investments—are a 
constant source of angst, but it is unclear to what extent this is impacting on infrastructure investment risk. 
 
Economic regulation needs to provide a process for balancing fair returns (allocative efficiency) and 
investment for the future (dynamic efficiency). The success of such a process largely depends on how 
legitimate the outcomes are from the perspectives of affected parties—meaning consumers, domestic 
operators and international investors see their interests being reflected in an exemplary regulatory regime. 
 
While investors seek the best return across a range of potential asset classes, the challenge for the 
government, and for regulators, is the efficient investment in infrastructure: the ‘right amount’ invested in 
the ‘right technologies’ at the ‘right time’. An assumption of natural monopoly is that competing 
infrastructures will never be economically efficient, so regulation is needed to ensure that inefficient 
duplication is prevented, but that investments are still made in the first place. 
 
This ‘incentive’ style of regulatory intervention impacts on infrastructure’s risk premium by shifting the costs 
of inefficient investment decisions (including research & development risk) onto private owners. While 
incentives to invest are better aligned with the provision of service and total welfare (since profits are 
‘allowed’ to increase when desirable decisions are made), it can expose owners to risks they have limited 
ability to influence—including demand (consumers’ subsequent valuations of the investment), supply 
(technological innovation), and regulatory uncertainty.  
 
The impacts on investment behaviour derive from a few key regulatory choices. The price flexibility allowed 
by the regulator, the length of the regulatory cycle used to scrutinise charging, and the costs the regulator 
will allow the firm to recover in future periods all become live issues, and subjects of considerable debate 
and disagreement.  
 
After a period of uncertainty and reform, natural monopoly regulation appears to be bedding in, although it 
may take a further pricing period or two before the regime is seen as being truly certain and predictable for 
capital markets. Requiring more work up-front by the regulator establishing the rules of the game was 
intended to provide better clarity for how investments would be treated, but the implementation and 
transition costs have been considerable. 
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Is economic regulation stabilising? Are there still barriers to the certainty and predictability expected by 
overseas investors? 
 
What other barriers exist? What else can government do to address these challenges? 
 
 

CONCLUDING REMARKS 

Infrastructure is vital to New Zealand’s prosperity, and forthcoming challenges and a growing population will 
require new infrastructure projects. Although some of this infrastructure will be funded by the government, 
private capital will play a major role and so it is highly important that infrastructure providers have access to 
efficient capital markets and that infrastructure projects are attractive to investors. This requires efficient 
capital markets, clear signalling from the public sector in terms of its capital intentions, and effective 
regulatory regimes.  
 
At the National Infrastructure Forum’s session on infrastructure and capital markets, the National 
Infrastructure Unit would like to invite participants to listen to a panel of speakers who will offer their views 
on this complex issue, including how the capital market is functioning in relation to infrastructure as an asset 
class and barriers to attracting capital. The floor will then open up for discussion, which will focus on direct 
policy options available to government – as purchaser of and a market maker for infrastructure – to lower 
capital costs for infrastructure projects and attract capital investors.  
 


