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THE QUESTION OF
URBAN LIMITS
e e————————————————————
Why urban development should be permitted
only in defined areas is a question that has

always tested planners.

In December 1994, North Shore City
applied to the Planning Tribunal by for a
declaration regarding the power of the
Auckland Regional Council to use the
Regional Policy Statement to direct territor-
ial authorities” control over land use. This is
the latest round in the long-running urban
limits saga in our largest urban area. Subject
to appeal, the declaration has resolved that
regional policy statements can include
directions which may establish just where
urban Auckland will expand with reference
to lines on a map,

The question of why such lines should
be included in a regional policy statement is
yet to be resolved,

Economic theory and the principles
established in the Resource Management
Act give scope to answer this question. Tn
particular I suggest that:

* While alternative techniques are avail-
able that address resource management
issues targeted by urban limits, they pre-
sent significant practical difficulties,

* Urban limits promote outcomes that
achieve greater sustainability of natural
and physical resources than simply doing
nothing.

*+ Urban limits permit;

i) Consideration of the most appropriate

means to provide for urban population

growth via, for example, urban consoli-
dation or the sequencing of peripheral
growth.

ii) Sequencing of urban expansion in an

orderly manner consistent with funding

and provision of “lumpy” regional infra-
structure such as highways, bridges,
water and drainage works.

THE EXTENT OF REGULATION

Urban development is a compiex process
involving the interplay of many individual
decision makers within what I will call an
urban market. The rationale for setting lim-
its within urban markets relies on the exis-
tence of market failures and the theory of
second-best,

Market failures arise as a result of poorly
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defined property rights, information prab-
lems experienced by decision makers, and
as a consequence of externalities. As a
result, individual decision makers do nat
face the true costs of their activities, result-
ing in situations where resources are over-
used and the community’s overall level of
welfare is lower than it would otherwise be.

The theory of second-best suggest that
because market failures within the urban
market do occur, it is not necessarily opti-
mal to pursue a pure market outcome. The
existence of market failures means some
loss of efficiency. The “second-best”
option, given this loss, may be intervention,
either to correct these market failures or to
compensate for their effects.

Measures to correct market failures
include the provision of information and bet-
ter specification of property rights. Improved
information allows decision makers within
the urban market to make more informed and
perhaps better decisions. The use of educa-
tion as an alternative method of achieving
desired environmental outcomes is suggested
in the Resource Management Act.,

The specification of property rights per-
mits externalities to be internalised by deci-
sion makers.

In many respects, the concept of Zoning
as adopted within many district plans, and
the concept of urban limits within the pro-
posed Auckland regional policy statement,
are based on the idea of specifying property
rights so as to isolate externalities and ensure
they are considered by decision makers.

Often the externality at stake in zoning
issues is the damage visited on one agent by
the activities of another. Usually this takes
the form of loss of amenity. The Resource
Management Act also highlights adverse
impacts upon sustainable management of
natural and physical resources as the basis
for intervening in the urban market.

Within the urban market, information
problems, poorly defined property rights
and externalities are so commen that the use
of unfettered markets to determine the form
of urban development is undesirable.
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In this situation. the theory of second-
best implies that the ad-hoc application of
market rationality without recognition of
surrounding market failures may only make
a bad situation worse. For example, allow-
ing market forces to determine the location
of urban development when that demand
produces externatities; is likely to lead to
inefficient levels of demand.

THE RATIONALE FOR RESTRAINT
To justify intervention in the urban mar-

ket aimed at limiting the extent of urban

development, one must identify market faii-

ures and show that intervention will either:

* correct the market failure,

* compensate for the market failure, or

* provide an cutcome which is better, in
terms of sustainable management, than
doing nothing,

Market failures likely to arise in the
process of urban expansion include: failures
by individual decision makers to adopt the
appropriate time horizon, in other words,
the inappropriate discounting of time. This
can lead to costs in the future being given
too little weight while benefits in the pre-
sent are given too much.

An example is access. Development on
the urban periphery faces immediate costs
associated with providing access. On-site
access and upgrading of adjacent roads are
increasingly required by local district plans.
These represent the short-run marginal costs
of providing access and in many cases
resource management rules include proce-
dures to ensure developers face such’ costs,
However, approaches to resource manage-
ment have not generaliy included similar
procedures to ensure long-term marginal
costs of providing access to the urban
periphery are faced by developers. Such
costs may include upgrading of highways,
both within and cutside the local district.

Related to this issue is rhe irreversibility of
change and the fact that decisions taken now
may compromise options in the future and
create pressure for further public expenditure.

Change may be irreversible because the
cost of reversal outweighs the economic
advantages. This may impose higher costs
on {uture generations. The loss of rural
landscapes is an example of this.

Alternatively, change may be irreversible
because of a subsequent chain of events
which follows an initial decision. I have out-
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lined such a cycle in the diagram right with

reference to accessibility and the resulting

pressure for off-site expenditure by others in
the form of public expenditure,

" Failure 1o recognise the true costs af a
resource use. The true cost of resources may
be captured by the market value. Where this
is the case, individual decision makers are in
a position to make efficient decisions. How-
ever, for many natural resources theré are
relevant non-market values which are not
reflected in the market value.

For exampie, land development costs
may not reflect costs associated with:

* Water quality problems and pressure on
habitats arising from increased contami-
nation by stormwater flows from roads
because of greater road transport.

* Air quality problems, mainly from vehi-
¢le emissions.

* Loss of valuable natural resources such
as highly productive soils.

It may be possible to develop and imple-
Ment resource management approaches that
present information and costs to individual
decision makers so they can make decisions
taking into account the market failures [
have outlined.

Such an approach, aimed at compensating
for market failures, may be based on a series
of economic instruments designed to tax
resources so that their true cost is presented to
individual decision makers. Alternatively,
such an approach may be based upon detailed
reviews of individual resource applications by
resource management agencies with refer-
eénce to previously established criteria.

However, a system based on the review
of every development proposal would be
unwicldy and impose significant adminis-
trative costs which would not always be jus-
tified. A system based on economic instru-
meats would pose significant questions as
to the value of non-market items — some-
thing economists have been grappling with
for many years and which ecologists and
others suggest is very difficult conceptually.

Furthermore, both techniques are associ-
ated with significant uncertainty. In the case
of economic instruments, it is uncertain
whether resources have been adequately
costed and that the costs will influence indi-
vidual behaviour in a way that maintains
resources at sustainable levels, In the case
of extensive reviews of individual resource
applications, applicants are uncertain as to
how their applications wiil be treated.

In summary, the means available to compen-
sate for market failures associated with urban
expansion are not practical. In such circum-
stances it may be approptiate to do nothing.

However, urban limits, by addressing a
number of market failures, provide a better
outcome in terms of sustainable manage-
ment than doing nothing,

PLANNING

In particular, arban limits provide a basis
for:

* Considering the most appropriate means
by which to provide for urban population
growth. Enforcement of urban limits per-
mits options such as urban consolidation
and the sequencing of growth to be con-
sidered. These strategies are aimed at
orderly development consistent with the
sequencing of public infrastructure and
efficient use of that infrastructure.

* Coordination and sequencing of urban
expansion with the funding and provision
of “lumpy™ regional infrastructure such
as highways, bridges, water and drainage
works.

Clearly, as a basis for sequencing and
orderly development, one would not envis-
age urban limits remaining static in the long
term in the face of urban growth. However,
urban limits do provide a basis for the
review of options as to how urban growth is
expressed in the light of sustainable man-
agement criteria.

Urban fimits are a blunt tool. They are
not enough on their own to rarget all
resource management issues associated with
urban expansion. They need to be imple-
mented as one element of an integrated
“tool box” of techniques which address par-
ticular resource management concerns such
as adverse effects on habitats. The Resource
Management Act indicates such techniques
may be found in a vartety of documents
such as naticnal policy statements, regional
policy statements and plans, as weil as dis-
trict plans.

As tools, urban limits offer many advan-
tages. They are easily communicated to the
public, reduce uncertainty for the applicant
and are relatively cheap to administer com-
pared to the alternatives.

ROLE oF REGIONAL PLANNING
AGENCY

Policies concerning urban limits are key
elements of a regional resource manage-
ment strategy. The impact of urban expan-
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ston is felt throughout a region on shared
infrastructure such as roads, as well as
shared resources such as harbours.

If individual territorial authorities
resolve upon urban limits, there is a danger
that the local communities will give insuffi-
cient weighting to regional issues and
adverse environmental effects. For exam-
ple. a local authority may introduce urban
limits within its district only to be frustrated
by a neighbouring local authority permitting
development to proceed.

Such a situation may lead to “beggar thy
neighbour™ attitudes being adopted by the
pariies involved. Auckland, with its multi-
plicity of local territorial authorities, may be
more prone to such actions than regions
with fewer local authorities.

Similarly, a local authority may pro-
ceed with an urban expansion policy when
the adverse effects generated by, for
example, a loss of amenity associated with
increased traffic flows, mainly affect a
neighbouring community,

A regional approach avoids such issues,
By including policies within a regional poli-
Cy statement, ferritorial local authorities will
incorporate limits to urban development in
their district plans, in conformity with objec-
tives and policies of the statement and, if
appropriate, a regional development plan,

SUMMARY

Urban limits are a practical means of
promoting sustainable management of a
region’s natural and physical resources,

In particular, urban limits provide a basis
for considering the most sustainable means
by which to provide for urban population
growth. Enforcement of urban limits per-
mits options such as urban consolidation of
sequencing development in an orderly fash-
ion, consistent with the efficient use of pub-
lic infrastructure.

fan Maxwell is currently emploved as a
manager with Auckland City Council. The
Vviews expressed in this article are not nec-
essarily those of his emplover. n
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