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11 April 2022

Téna koe

| refer to your email dated 9 March 2022 to Hon Michael Wood, Minister of Transport,
requesting the following documents under the Official Information Act 1982 (the Act):

e “The December 12, 2021 document “Update on Sustainable Aviation Aotearoa’,
reference number OC210970

e The December 20, 2021 document “Update on the alleviation of current supply
chain issues”, reference number OC211018

e The December 22, 2021 document “COVID-19 - Update on development of MIAC
exit strategy”, reference number OC211020”

As you were advised on 14 March 2022, your request was transferred to Te Manati Waka
Ministry of Transport for response.

Of the three documents within the scope of your request, two documents are being released
to you with certain information withheld and one document is being withheld in full, under the
following sections of the Act:

6(a) as release would be likely to prejudice the security or defence of New
Zealand or the international relations of the New Zealand Government

9(2)(a) to protect the privacy of natural persons

9(2)(b)(ii) to protect information where the making available of the information

would be likely unreasonably to prejudice the commercial position of
the person who supplied or who is the subject of the information

9(2)(f)(iv) to maintain the constitutional conventions for the time being which
protect the confidentiality of advice tendered by Ministers of the Crown
and officials

9(2)(9)(i) to maintain the effective conduct of public affairs through the free and

frank expression of opinions by or between or to Ministers of the
Crown or members of an organisation or officers and employees of
any public service agency or organisation in the course of their duty.

The above information is summarised in the document schedule at Annex 1.



With regard to the information that has been withheld under Section 9 of the Act, | am
satisfied that the reasons for withholding the information at this time are not outweighed by
public interest considerations that would make it desirable to make the information available.

You have the right to seek an investigation and review of this response by the Ombudsman,
in accordance with section 28(3) of the Act. The relevant details can be found on the
Ombudsman’s website www.ombudsman.parliament.nz

The Ministry publishes our Official Information Act responses and the information contained
in our reply to you may be published on the Ministry website. Before publishing we will
remove any personal or identifiable information.

Naku noa, na

N S, S

Hilary Penman
Manager, Ministerial Services



Annex 1: Document schedule

Doc # | Reference Title of Document Decision on request

1 0C210970 Update on Sustainable Withheld in full under Section
Aviation Aotearoa 9(2)(f)(iv)

2 0C211018 Update on the alleviation of Some information withheld
current supply chain issues under Sections 9(2)(a),

9(2)(f)(iv) and 9(2)(9)().

3 0C211020 COVID-19 - Update on Some information withheld
development of MIAC exit under Sections 6(a), 9(2)(a),
strategy 9(2)(b)(ii), 9(2)(f)(iv) and

9(2)(9)(i).
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Document 2

20 December 2021 0C211018
Hon Michael Wood

Minister of Transport

cc Hon Grant Robertson

Minister of Finance

UPDATE ON THE ALLEVIATION OF CURRENT SUPPLY CHAIN
ISSUES

Purpose

To outline the Government’s ongoing response to help,alleviate crrentisupply chain
disruption brought on as a result of the COVID-19¢pandemic and,fiext steps to address
supply chain resiliency issues with Small and Medium+sized Enterprises (SMEs).

Key points

o The Ministry, alongside othiersagencies, continues to work on short term measures to
help alleviate supply chain.issdes. This‘includes minimising regulatory barriers,
clarifying information,.providing advieeyand working collaboratively with industry to
help facilitate andrease disruption,flashpoints, where appropriate.

o Officials are 6f the View that.Government is best placed to shape the long-term supply
chain horizon. Policy work also continues on developing those long-term
interventionsyincluding the National Freight and Supply Chain Strategy.

o In addition to these€ long-term interventions, officials are also looking at exploring
interim medsures*that can be implemented in the new year to better support SMEs
identify supply-Chain risks and opportunities. SMEs are most at risk in terms of
weathering the impacts of supply chain disruption.

o Officials plan to develop options in early 2022 on next steps for supporting SMEs to
hetter identify supply chain risks and opportunities. & 920V &and s 9@

This has met
with successful results in test cases such as break-bulk shipping.
o s 9(2)(F)(iv)
o Officials intend to report back to Ministers on potential options for progressing this

work in due course.
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Harriet Shelton Hon Michael Wood Cb V
Manager, Supply Chain Minister of Transport
..... ! S — Q\
Minister’s office to complete: O Approved
O Seen by Minis en by Minister

O Overtaken@/ ts
Comments 0% &\

Contacts

Telephone First contact
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UPDATE ON THE ALLEVIATION OF CURRENT SUPPLY CHAIN
ISSUES

1 The Ministry has provided regular briefings and situation reports on the ongoing
supply chain disruption brought on as a result of the COVID-19 pandemic. While the
acuteness of supply chain disruption has abated somewhat, officials still anticipate
that congestion issues will continue throughout 2022.

2 Previous briefings from the Ministry have also outlined a range of levers at the
government’s disposal to address continued supply chain disruption, including (i)
investment levers; (ii) regulatory levers; (iii) economic incentives & education;
(iv) influencing the international environment; and (v) monitoring, oversight &
persuasion.

3 Agencies are already implementing a range of feasible short-term interventions,/but
these are limited to mitigating the impacts of supply chain.congestion and cannot
resolve the underlying drivers of congestion itself. Furth@r preposalsfor,short term
interventions have been explored by agencies but deemedsinfeas’ble or impractical
due to the scale of the global supply chain problem (para 10 refers)

4 The conclusion was that Government intervention was more,likely to be effective in
the medium to longer term — as such, for eéxample, investment in freight infrastructure
and review of policy settings around labourimarkets.'Some of these longer-term
settings are being investigated under thezNational Freight and Supply Chain Strategy.

Officials continue to work on shortiterm measures to help alleviate supply
chain issues

5 In the short term, the Gevernment’s response is focussed on minimising regulatory
barriers, clarifying information, ploviding advice, and working collaboratively with
industry to help facilitate andéasedisruption flashpoints, where appropriate.

6 Measures yndertaken to date include facilitating the Ports of Auckland’s applications
to bring.in‘skilled workers to raise productivity, and granting international shipping
lines exemptions from cabotage laws to allow more operational flexibility.

7 Officials hayve-also\facilitated critical imports, reported on global developments, and
provided businesses access to supply chain management experts. The Government
has also breught industry together to discuss potential collaboration to address
congestion challenges.

8 Foriexample, a break-bulk shipping workshop led by MPI and Seafood NZ in August
2021 resulted in industry collaborating on joint bulk charters. This was done by
industry stakeholders themselves, with their feedback stating that no Government
interventions were required or appropriate given that industry had found its own
solutions.

9 Other agencies are working to assist importers and exporters as part of their
‘business as usual’ work programmes:

9.1  MPI continues to facilitate border clearance of urgent or essential goods (where
appropriate), assist primary sector businesses to navigate immigration and MIQ
processes, provide updates on overseas market access requirements arising
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from COVID-19, and help shipping and forestry companies understand New
Zealand’s biofouling regulations.

9.2 MFAT and NZTE continue to provide practical assistance to exporters through
their overseas networks.

10

10.1

(1/

10.2

10.3

Officials continue to progress work on @ tol F:term measures

11 As previously mentioned, officials are e vie M overnment is best placed to
shape the long-term supply chain horizen. In.additien, to progressing the business-as-
usual work identified above, work a %nues on developing those long-term

interventions. @
12 This includes exploring% s to_improve supply chain resiliency and efficiency
through coastal ship?g. ak @ i recently released the Coastal Shipping
Investment App h'State-af-Play-teport, the first of three reports to assist Waka
Kotahi on ho %6 inves $30 million in funding that has been allocated to
coastal shi is inx o provide Waka Kotahi with an up-to-date view of the

nd the key challenges and opportunities.

13 The Ministry is d ing an issues paper, identifying long term policy options to
improve su \ in resiliency under the National Freight and Supply Chain
Strategy.

14

Officials are exploring medium term options to support Small and Medium-
sized Enterprises (SMEs)

15 As officials develop these longer-term options, the Ministry, alongside a range of
agencies, are also looking at exploring interim measures that can be implemented in
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18

19
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the new year to better support SMEs identify supply chain risks and opportunities.
SMEs are most at risk in terms of weathering the impacts of supply chain disruption.

Recently, Maersk, the largest shipping line operating in New Zealand, announced that
it will no longer accept long-term contracts from freight forwarders in any of their
Ioba arkets, forcing them to rely on the spot price for shipping rates.

Work is already underway in this space. In engaging private sector external supply
chain expertise, NZTE has undertaken supply chain reviews that have been well
received by customers in its focus portfolio." NZTE is currently uploading suppl %,
content onto its myNZTE website and is expanding this online offering to proyi

regular updates, information, and practical tools and resour plicableio\

customer’s export stage. Q
Officials plan to develop options in the new year throuége ge @asultation on

next steps for supporting SMEs to better identify s y chain risks and opportunities.

Officials intend to report bac| @nisters ?t;ntial options for progressing this
work in due course.

%

T NZTE'’s “Focus” cohort of approximately 1400 exporters are those who receive the most intensive
level of support.
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Document 3

22 December 2021 0C211020
Hon Michael Wood

Minister of Transport

COVID-19 - UPDATE ON DEVELOPMENT OF MIAC EXIT STRATEGY

Purpose

The purpose of this briefing is to provide you with an update on the development of the exit
strategy for the Maintaining International Air Connectivity (MIAC) scheme. The\briefing sets
out the work completed to date and provides an overview of the current thinking and options
for the development of the exit framework.

Key points

o The Ministry of Transport has developedia Terms of'‘Reference for the MIAC exit
strategy work in consultation with the, Treasury andhthe Department of Prime Minister
and Cabinet. A range of otherdagencies are also involved in the development of
advice for the exit strategy.

o The Ministry considers that)\Reconneeting’New Zealanders creates a good
opportunity to put in‘placg”a smaoth exit framework from the MIAC scheme. Advice
will be provided 0 Ministers which*contains a range of options and trade-offs.

o A key determinant of MIAC, exXit strategy decisions will be the forecast passenger
numbers, based on the Reconnecting New Zealanders strategy. Given the significant
uncertainty=in timing of Reconnecting New Zealanders, and the further uncertainty in
how these decisionswill impact passenger travel demand; the Ministry anticipates
recommending an‘exit framework that is capable of managing this uncertainty with
exit being,determined by actual passenger numbers.
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This is a noting briefing and has no recommendations — but please advise us if you wish to
discuss further.

Brent Lewers Hon Michael Wood

Programme Manager, Reconnecting Minister of Transport

New Zealanders / / %
22/ 12,1 2021 Q/ O)

Minister’s office to complete: O Approved &ﬁc i ﬁ
[0 Seen by Ministe Q~ O n by Minister
O Overtaken Q‘s %

Telephone First contact

Comments

Contacts

Brent Lewers
Programme Manager, Reco

Hayden Berkers
Senior Advisor, Trans@ nnec&
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COVID-19 - UPDATE ON DEVELOPMENT OF MIAC EXIT STRATEGY

Background

1

MIAC was established in May 2021, with current MIAC contracts with airlines set to
expire on 31 March 2022 (with the exception of the trans-Tasman routes which are
funded separately, and currently expire in January 2022%).

On 22 September 2021 [DEV-21-MIN-0186], Cabinet invited the Minister of Transport
to report back to Cabinet in February 2022 with a strategy for exiting the MIAC
scheme, incorporating the Reconnecting New Zealanders approach and forecast
traveller scenarios.

This briefing provides an update on how the exit strategy is being developed,
including an overview of key considerations that will frame the exit’strategy.

The Ministry has developed a Terms of Referenceqn consultationwith Treasury
and DPMC

The Terms of Reference sets out the key path for developing theexit strategy

4

In line with Cabinet expectation [DEV:21-MIN-0186], theMinistry of Transport (the
Ministry) has developed a Terms of Reference foxthe™MIAC exit strategy. This Terms
of Reference has been consulted with-the Tréasury, the Department of Prime Minister
and Cabinet (DMPC) — and was also providedfor comment by the Ministry of Foreign
Affairs and Trade (MFAT)he Ministry of'Business, Innovation, and Employment
tourism (MBIE), New Zealand/Tradeland.Enterprise (NZTE), and the Ministry of
Primary Industries (MPI).

The Terms of Réfefence outling the scope for developing the exit strategy, particularly
through the establishment.of the problem definition. In particular, the following key
settings farmrthe’basis for the exit strategy development:

o Reconnecting New Zealanders will open borders, and that will deliver increased
passenger ndmbers, therefore flights, and freight capacity which can be sold at
rateswhichyreight customers can be expected to pay without government
support,.but not necessarily at pre-COVID levels;

° Thoese increased passenger numbers (and the consequences outlined above)
will be delivered progressively, over time, with considerable variation between
routes; and

. There is unavoidable uncertainty around the timetable for those border
openings and the resultant increased freight capacity.

1 Note: the Ministry is currently working to gain approval to transfer funding to enable the extension of
the trans-Tasman contract in line with the other agreements — this will require Cabinet approval and is
the subject of a separate briefing to the Minister of Transport
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Based on the above, the key problem definition for the exit strategy to solve is stated
as: Given the context above, what is the best framework for exiting the MIAC
scheme?

To support this, the Terms of Reference also outline a set of key questions to be
answered in the advice to Ministers. These are:

. What is an acceptable minimum level of connectivity? (Note that this should be
considered for each route / market)

o What changes could or should be expected from the aviation sector? What are
the risks, and where does the risk sit?

. What is the potential impact of a return of widespread passenger travelinthe
rest of the world on New Zealand’s connectivity? In particular, how does.the
opening of the Australian market impact New Zealand ‘exporters / importers?

° How does seasonality of passenger demand aligh with ‘export=demand?

° Are there other important market consideratiors*which areswputside MIAC
scheme control / influence?

° Ultimately, what is an appropriate lével,of government intervention and how and
when should the MIAC schemew:nd=down?

Additionally, the Terms of Reference‘also outline a range of out-of-scope areas for
consideration. These areas generally refer(to other support options beyond the MIAC,
noting that the intention of the exit stratégy.development is not to undertake a first-
principles review of the MIAC _/but to/ou line the framework within which MIAC support
is best turned off.

s 9(2)(9)(M) Y‘ U
X

&

10 s 9(2)(@)) ™ \YN

<<<<

The Terms of Reference also cover the timeline and expected stakeholder engagement

11

12

The Terms of Reference provide a clear timeline for the development of the exit
strategy. More detail on the timeline and relevant factors is provided at the end of this
briefing.

There is a wide range of agencies who will be consulted in the development of the
exit strategy. Comments from each agency are expected to be included in the final
advice provided to Ministers. Additionally, the Ministry will engage, in a limited
manner, with industry participants as needed to inform the exit strategy.
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In line with this approach, the Ministry has already commenced engagement with the
key agencies — including through a workshop to provide a base understanding to
each agency of the current situation of the MIAC scheme (particularly noting recent
trends and projections in the airfreight / air passenger markets). This workshop was
also designed to test some early Ministry thinking regarding key considerations of the
framework.

Ensuring the exit strategy can respond to complexity and uncertainty is a@/

focus for the Ministry’s advice @ (b

The MIAC scheme has needed flexibility to operate effectively

15

16

17

18

The MIAC has focussed on ensuring a minimum level &f igh ﬁ;tivity is
maintained with key markets for New Zealand ex ile difficult to

p and imports.

objectively determine the Ministry estimates th %&I is a 0-20% of pre-
COVID flight levels. This is the current level o@ ht availability?, of which the
MIAC scheme is responsible for supportin mateé/o (the remainder is
provided by operators outside of the MIA me).

), we would expect to see a significant
quired on MIAC routes.

conditio nsure that where support remains in place as passenger numbers
start t%bo er, the Crown is not at risk of paying support for flights that are
ially viable..

: \/
These me%arN:i i provide a good ability for the MIAC to manage volatile market

[0 Flight capacity was able to be maintained in the following period
when Quarantine Free Travel was suspended.

Passenger recovery will differ across different markets

19

While the MIAC utilises a core set of principles and similar contractual terms across
every supported market, each market is highly complex and impacted by its own set

2 Note: due to the much lower availability of airfreight, there is currently significantly higher freight rates
than pre-COVID — around 2-3 times the pre-COVID prices.
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of external factors. In particular, the passenger demand for each market depends on
both the New Zealand border settings and dynamics (e.g. willingness to travel) and
the border settings and dynamics within the other market.

20 This is likely to lead to significant discrepancies in the return of passenger travel
between different markets. For example, given the priority of Australia under the
Reconnecting New Zealanders strategy and the significant number of New
Zealanders travelling to and from Australia, it is expected that the Australian market
will recover rapidly. §9@)@))

21 To ensure that sufficient connectivity is able to be maintained overall, the Ministry
considers that decision-making regarding MIAC support arrangements is hest.made
on the individual market basis, rather than at the aggregate level fo@@n* S
ZX > A

This information will be a key consideration in theiadvice prrthe‘exit strategy.

22 59 I\ O~
N, N D
\Y ™
\VvV (¥
\ T 22\
N) “\°
~ . O

The exit strategy will provide optiahssto Ministers en how to respond to this uncertainty

23 The Ministry’s advice on the exit strategy will outline a framework for exiting the MIAC
based on the return ofpassenger revenue. Within this framework, the Ministry’s
advice will includes@ range of'gptions to managing risks across the MIAC exit.

24 One key dimension of options within the exit strategy will be whether decisions are
based on an exit date or will be ‘recovery-driven’. In the absence of a date-based exit
strategy, the Ministry*will recommend a clear back-stop date, which will allow
sufficient time for ‘& further review of MIAC settings and policy objectives. This review
will be focussed the management of fiscal risk to the Crown and potential market
distortions,frem’long-term government intervention in the air freight market.

25 Todllustrate the potential differences in these approaches, the Ministry has prepared
acellection of theoretical diagrams. These diagrams are conceptual only and do not
represent the forecast passenger demand other than reflecting the expectation of a
general upward trend. For each diagram, the y-axis represents the level of passenger
revenue for a market, and therefore also represents the level of commercial airfreight
capacity offered. The MIAC currently provides funding (the shaded area) that adds to
the commercial capacity to reach a minimum capacity.

UNCLASSIFIED
Page 6 of 11



26

27

28

29

UNCLASSIFIED

Diagram 1: Time-bound exit

Under this model, a specified exit date is set at which*peint MIAG,support ceases.
The graph above shows that the date aligning{perfectly with theiincrease in
passenger revenue / commercial capacity,svhichimeansithatithe exit occurs at
exactly the right time. Freight users will see‘eonsistent thenrising freight capacity, but
this is driven by increased passengernumbers so is, cammercially provided.

Diagram 2: Time-bound exit — passengér growth lower than forecast

As with the previous scenario, an exit date was set ahead of time. However, the
passenger recovery eventuated later than the specified exit date.

In this instance, there would be expected to be a capacity shortfall until passenger
growth crosses over the previously supported minimum level.

s 9(2)(b)(ii)
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Diagram 3: Recovery-driven exit

O
&22‘((1&\

30 In this model, instead of an end date set at the exf d point pport can be
ceased, a ‘recovery-driven’ exit model is used this mo the contracts are

31 From frei ers’ oin%view, this model will operate in the same was as the time-

boun@'ﬂ\od in diagram 1, where the exit date is predicted accurately. Freight
users will only Z%?(ent then increasing freight capacity, but that increased capacity
will be deliver the market without government support.
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Diagram 4 and 5: Recovery-driven exit — passenger growth above and below forecast

These diagrams show the impaect,of different'scenarios using the recovery-driven exit
model. They show that under this model:

. if passenger recovery happens)earlier than expected (top diagram), the
government'srpaymentbligation finishes early, with no unnecessary amount
needing to bepaid

. if passenger recovery happens later than expected (bottom diagram), the
government’s payment obligation continues, increasing the scheme’s cost, but
no‘capacity\shortfall arises.

s9OM)  \. J
s\
7/ .\

Other considerations for the exit strategy will include how best to manage the
agreements in the likely event that passenger demand is not an easy conceptual
growth such as outlined above. For example, the actual passenger revenue curve
may look something like this:
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Diagram 6: Complex passenger revenue

35 s 92)b)ii) SN\~ )y
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36 Overall, the Ministry considers that the"@development of a/suitable exit strategy will be
complex and critically will require Ministers to determine the best set of trade-offs,
particularly between fiscal cost risk and‘'the risk,of sustained capacity shortages.

37 While the Ministry’s advices/has yet to befinalised, the expected recommendation will
be for an exit strategy that utilises the existing contractual mechanisms to respond to
the growth in passengerdemandgwhile remaining flexible to support markets in the
event of an uneven recovery. Fhis is effectively the ‘capacity bound’ exit outlined in
diagram 3.

38 The Ministry’s recommeéndations will also include specific measures taken to limit
fiscal risk from’the MIAC seheme, including a contract end date and review period,
which'eanbe targeted at markets that have not yet (or will not) recover in the short-
medium term.

Development timeframes are tight

39 The'Terms of Reference also outline the timeline for developing the MIAC exit
strategy. This timeline is provided in Appendix 1.

40 The development timeline is challenging, driven in part by the summer holiday and
the need for engagement with the other agencies. This has resulted in the final
briefing and cabinet paper being expected to be lodged on 3 March 2022 — which is
slightly beyond the Cabinet expectation of February 2022. However, Ministerial
consultation is scheduled to occur in late February 2022.

41 This timeline could be reworked to provide the briefing and cabinet paper earlier,
however this would mean that the engagement with the agencies would be more
limited. As previous reviews of the MIAC scheme have found, this up-front
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engagement with the agencies is critical to ensure robust and consistent advice is
provided to Ministers representing all relevant interests.

If the timeline for the development and agreement of the exit strategy is not able to be
met, there may need to be a short-term extension of one to two months to the existing
MIAC scheme and contracts. In this situation the Ministry will prepare a brief Cabinet
paper to seek agreement to the short-term extension.

It is important to note that if there are significant changes in the settings of
Reconnecting New Zealanders, there will be a likely timeline impact on the
development of the exit strategy 9@
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Table 1: Exit strategy development timeline

Activity Timing Responsibility

Briefing and Cabinet paper

Initial workshops with Agencies Complete Ministry of Transport

Develop initial draft briefing w/e 24 Dec Ministry of Transport

Agency consultation on initial draft w/e 21 Jan Public Sector
Stakeholders

Develop final draft briefing and w/e 28 Jan Ministry of Transport

Cabinet Paper

Final comments from Agencies on w/e 4 Feb Public Seetor

briefing and Cabinet Paper Stakeholders

Briefing & draft Cabinet paper w/e 11 Feb Ministry of Trahsport

provided to Minister of Transport

Minister advises decision w/e 18 Feb Minister of Transport

Updated Cabinet Paper provided to
Minister’s Office

Contingent on
decision

Ministryof Transport

Minister’s Office consultation on
Cabinet paper

Through,toe,lodging

MiniSter’s Office

Cabinet Paper lodged 3 Mar Minister’s Office

Cabinet Committee DEV'9 Mar; Minister of Transport

Cabinet decision 14 Mar Minister of Transport

If required: Extending contragts 14/Mar,—end Mar Ministry of Transport

If required: New contractual period From.1 Apr Ministry of Transport
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