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The Local Government Forum advocates 

policies that create a positive economic 

environment. Recognising the significant role 

of local government in private investment 

decisions, the Forum was established in 1994 

to promote greater efficiency in the local 

government sector and to contribute to debate 

on policy issues affecting it. 

The Forum comprises business organisations 

that have a vital interest in the activities of 

local government, and regularly produces 

publications addressing crucial issues relating 

to the performance of local government and 

legislative developments in that sector.

Participants in the Local Government Forum are:
Business New Zealand
Electricity Networks Association
Federated Farmers of New Zealand (Secretariat)
New Zealand Business Roundtable
New Zealand Chambers of Commerce
New Zealand Forest Owners’ Association

The Forum newsletter is edited by Nigel Billings and Nick Clark

Message from the Chair

BUSINESS WELCOMES 
RATES INQUIRY

The business community was quick to welcome 
the government’s independent inquiry into local 
government funding, announced on 23rd of 
August 2006.

The support for an inquiry from all sectors reflects the 
high degree of frustration at this year’s rates rises and local 
government’s declining credibility as a value for money 
proposition.

There is genuine exasperation among individuals and 
businesses meeting these rising costs, and confusion when 
they submit on Council’s plan and are told the rates are rising 
because of central government.

This inquiry badly needs to resolve this problem, both for the 
sake of ratepayers and for the credibility of local government. 
It could well present a meaningful opportunity to take a 
fresh look at the drivers of council spending growth and rate 
increases, and to investigate better ways for local government 
to raise the revenue it needs to do its job.
 
The inquiry’s terms of reference must be broad and go beyond 
narrow interpretations of affordability and sustainability. 

The inquiry must not be constrained by the alternatives it 
should investigate.  It should be able to look at appropriate 
roles and responsibilities for councils and go into all alternative 
funding sources. It must start with a blank sheet. 
 
Another key issue is representation. Ratepayers will not accept 
the inquiry being another in a long line of cosy dialogues 
between central and local government, with those paying the 
bills looking in from the outside.

Ratepayers will expect to take full part in this review and with 
businesses paying around half of rates nationwide there must 
be adequate representation of the business community.

Properly conducted, this inquiry gives a chance to address the 
rates spiral and the anger it causes.  If it fails to do so ratepayer 
rage will only grow.  It is time for a major overhaul.

Don Nicolson  Chair
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The temptation to “take a punt” is so much greater 
when the funds are public. 

Hamilton City Council claimed in 2003 that “the community 
has continually said it wants to see the (Waikato) stadium 

used for events other than rugby”, and on the basis of 
this analysis got into the promotion business, securing 

classic league match ups for the venue.
Three years on this “fantastic opportunity” has fizzled 

at a cost of $200,000. Should councils be empowered to 
enter into open-ended promotion deals?  We think not.

For many in the business community the longer 
term planning experience has been a let down. 

The emphasis on broad social community 
outcomes in the tongue-twisting LTCCPs 
for example, seemed an irrelevance to many 
participants when local authorities already 
face affordability problems delivering basic 
infrastructure.

Despite what their proponents say, community 
outcomes do not provide any democratic 
mandate for council expenditure.  They have 
added nothing to councils’ ability to deliver on 
their core business except additional cost.

In consultation forums facilitators laboured the 
point that councils do not own the outcomes 
(the community does) and aren’t single-

handedly obliged to fulfil them, but this did 
little to ease the discomfort felt by the few 
ratepayers attending that the process was an 
expensive exercise in idealism.

There is no question that rural councils were 
less receptive to an expanded role for local 

government in the first place and, as the trade 
off, the LTCCP process has had a mixed 
reception. Clutha District Council initially 
refused to budget for an LTCCP process, and 
there was much mention of the cost of the 
exercise in submission hearings with figures of 
$100,000 bandied about at one small North 
Island council – a huge sum for them.

Indeed, a consistent feature of rural LTCCPs 
was concern at the burden central government 
legislation is placing on small councils - that 
Wellington’s faceless bureaucrats are letting the 
side down and not heeding local concerns.

There is a continuing point of confusion in the 
picture, painted for us by government, of New 
Zealand’s town and city halls delighting in the 
challenge of new legislation and new powers to 
lead their communities into the next decade. 

Dig a little and one gets a different perspective. 
To be found, for example, are lower profile 
stories such as the resignation of Carterton 
District Council’s CEO in May, citing his 
mounting frustration at the increasing financial 
burden being placed on local authorities by 
central government.  Or the North Island 
council found by the audit office to be planning 
an unsustainable amount of debt.

It would seem that the grand exercise in long 
term planning has delivered few assurances 
that local government can facilitate community 
aspirations in the future. Deep in the provinces 
there is confusion about the role of councils and 
a feeling that central government is hindering, 
not helping, councils in their efforts to get their 
core business right. 

Nigel Billings is a Federated Farmers 
Senior Policy Advisor

WHAT’S GOING ON AT TOWN HALL?
By Nigel Billings

The months of July and 

August saw councils 

bring home their “final” 

Long Term Council 

Community Plans 

(LTCCPs), completing 

the first major stage of 

a controversial process 

initiated by the Local 

Government Act 2002.
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RATES BURDEN OPPRESSIVE

Businesses know they have 
to meet their cost of capital.  

This is the same thing as saying 
they have to achieve competitive 

returns on their investment, 
or normal profi ts.  

If they don’t, investors won’t keep putting 
money into them and sooner or later they 
will go out of business.

What harms a fi rm also harms the country.  
If fi rms don’t meet their cost of capital (over 
a reasonable period) then scarce capital 
resources are being wasted.  They could 
be put to alternative uses which would 
generate higher incomes and economic 
growth.

The same principles should apply to 
central and local government.  If they do 
not use capital wisely, the community ends 
up poorer than it would otherwise be.

Local authority investments are massive 
– with equity of around $60 billion, 
councils’ net worth is in the same ball park 
as the value of all companies listed on the 
New Zealand stock exchange and well 
above the net worth of central government 
at around $35 billion (2004 fi gures).

How should councils ensure they meet 
their cost of capital and contribute most 
to the community?

First, they should only provide public good 
services – roughly speaking, those which it 
is not possible for the private sector (fi rms, 
voluntary organisations, households) to 
provide independently.  Otherwise they 
are likely to waste resources as people can 
generally spend their own money better than 
politicians and bureaucrats.

Secondly, when making an asset and spending 
decision councils should rigorously assess 
whether it is necessary for local government 
to be involved.  The prime focus of such an 
assessment should be on whether there is a 
sound public good justifi cation.

Thirdly, councils should recognise that the 
cost to the community of a proposed use for 
an asset is the forgone opportunity to use 
that asset or related resources elsewhere in the 
community.  This is determined by the risk-
return characteristics of the alternative use, 
not the cost of local authority borrowing.  

The forgone return will be higher – 
commonly much higher – than the local 
authority borrowing rate.  Local authorities 
should use central government’s public 
sector discount rate (currently 10 percent 

applied to constant price pre-tax costs and 
benefi ts) or – particularly in the case of 
independent trading entities – the Treasury’s 
recommended alternative measures for 
SOEs based on the specifi c risk attributes of 
the activity.

Fourthly, councils should use this opportunity 
cost of capital, rather than the local authority 
borrowing rate, when considering who 
should own an asset that is to serve a valid 
local authority purpose.  Local authorities 
should not own assets just because they can 
borrow more cheaply or pay less tax.

Finally, councils should use the local 
authority borrowing rate when evaluating 
borrowing alternatives, such as fi nancing 
leases, for funding assets that should be 
owned on public good grounds (other assets 
should be sold).

These simple rules should be non-
controversial but regrettably are not followed 
by many councils.

 This article is based on a report to the Local 
Government Forum entitled Local Government 
Asset Decisions and the Cost of Capital by Bryce 
Wilkinson, Capital Economics Limited.

Roger Kerr is Executive Director of the 
New Zealand Business Roundtable

Over the past decade rates payable by households 
and businesses have increased at almost three times 
the rate of other consumer prices.

Since June 1996 the rates component of the consumers price 
index has increased by 64.8% compared to a 23.2% increase 
in the CPI as a whole.

The burden on many small business owners is becoming 
oppressive. For example, rates rank in the top ten farm working 
expenses for the majority of the Ministry of Agriculture and 
Forestry’s monitor farms.

Not only are rates becoming a bigger and bigger burden for 
households and businesses but they are also an underlying 
driver of higher infl ation – a fact that has not gone unnoticed 
by Reserve Bank Governor Allan Bollard.

Number 5   October 2006

TRICKS OF THE TRADE   By Roger Kerr

The chart maps the Statistics NZ Consumer Price Index and the 
Rates sub-component of the CPI.
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POWER 
OF MMP?

Recent reform of local government legislation has obviously failed local government and its 
ratepayers. The refurbished local government, electoral and rating acts have done nothing to 
alleviate the annual firestorm over rate rises. 

It is therefore vital that the inquiry into local authority rating is truly independent. It is worth 
noting that two weeks prior to the announcement of an Inquiry the Prime Minister was in 
Blenheim and advised angry ratepayers that reform of local government funding was not an 
option – what a difference a few days can make in politics. 

The business community must be vigilant 
and ready to challenge the inevitable 
regulations and compliance costs arising 
from such proposed legislation. 

Of real concern is the fact there is no 
Regulatory Impact Statement or Business 
Compliance Cost Assessment required for 
private members bills. It is not unusual to 
proceed with no clear assurance that the 
problem a Bill has been prepared to fix 
actually exists, and no assessment of the 
implications for those affected by its recipe.

Nandor Tanzcos’s Waste Minimisation 
(Solids) Bill, currently before the Local 
Government and Environment Select 
Committee, reflects all these risks.

The Bill’s objective is clear – to reduce waste 
– but beyond that point things get a little 
murky. For a start, the reason for the Bill is 
far from obvious. It isn’t made clear what the 
problems with waste management in New 
Zealand are that demand the interventions 
in the Bill. 

The interventions themselves – an additional 
waste disposal levy, requirements for extended 
producer responsibility, and mandatory waste 
minimisation plans for businesses - appear to 
be driven by strong political considerations 
rather than sound economic sense. A 
transparent rationale of society’s benefit from 
each business carrying out an analysis of 

their waste is absent, as is any assessment of 
the cost to businesses or the actual capacity 
of small businesses to comply.

The Waste Minimisation Bill appears at a 
time when local government is struggling 
with its responsibilities to provide basic 
infrastructure and regulatory services. Many 
Councils are blaming new legislation for 
rising rates. 

One wonders at the necessity for legislation 
to minimise waste when local government 
would already appear to be devoting 
considerable energy to waste management, 
with zero waste programmes, learning 
centres, curbside recycling a frequent feature 
of Council websites.

Clearly public policy cannot be driven by 
such assumptions as “reducing waste is a 
good thing in itself ” or the “public supports 
recycling” without truly understanding 
whether there is a sound case for government 
(or local government) intervention in the 
first place.

Businesses support voluntary, industry-
led, market-driven approaches to waste 
management, where systems and processes 
reflect the needs and wants of enterprises and 
their paying customers.  Current voluntary 
arrangements appear to be working 
satisfactorily.

John Pask is an Economist with BusinessNZ

CASE FOR WASTE LEVIES WEAK  By John Pask

The proliferation 

of private members’ 

bills advancing the 

individual causes of 

MPs desperate for 

profile is a fact of 

MMP. 

continued....
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That month the Ministry of Economic 
Development also issued a draft position paper 
headed ‘Utilities and the Road, Motorway and 
Rail Corridors’, suggesting wide-ranging changes 
to the rights of electricity, gas and telecoms 
providers to put assets in the road reserve. 

This paper showed all the signs of being yet 
another set of proposals waiting for the add-on 
of a token Impact Statement at the point where 
it’s tidied up to go to Ministers, as illustrated by 
the alarming statement that “the public interest 
in road use should have primacy over utilities”.  
The only support offered in the paper for this 
proposition was a comment that roads facilitate 
universal free access and are funded by the 
community, whereas utilities are “often not in 
public ownership and operate on a commercial 
basis”.

This reasoning is neither factually correct, nor 
particularly relevant. Ownership does not alter 
the vital interest of utilities and consumers of 
utility services in efficient access to corridors.  

It is easy to envisage situations where, say, 
electricity utility access might compete with 
transport and where the well-being of New 
Zealanders would be advanced more if the 
interests of the electricity utility prevailed.  It 
is equally easy to envisage situations where the 
public interest would favour transport interests. 

The existing system, where the road corridor 
should probably be called the ‘road and utilities 
corridor’ in general works pretty well, with 
all parties coexisting harmoniously and with 
initiatives such as the Roadshare code helping to 
promote coordination of activities.  To the limited 
extent that competing interests arise, trade-offs can 

be negotiated in a manner that best advances the 
well-being of all New Zealanders, which usually 
means that existing uses are protected.  However, 
in contrast to promoting the public interest, the 
draft Position Paper suggests that it is road use that 
should prevail even if the public value of that road 
use less than the benefits from providing increased 
utility access.  

The implication is that services provided by local 
government are somehow morally superior to 
services provided by other parties.

Similar issues arise in relation the Ministry’s draft 
proposals regarding access to motorway and rail 
corridors.  The paper proposed to limit access as 
of right to the rail and motorway corridor, and 
to not allow access as of right to the carriageway 
and rail track.  The paper was silent on whether 
negotiated access to carriageways and the rail 
track would be allowed.

These are big issues, involving assets worth several 
billion dollars, and with special importance in 
situations such as the congested urban geography 
south of Auckland, where disruption of the already 
stressed utility feeders could mean more problems 
in maintaining essential utility services.  

If there is a situation where major policy changes 
should only be developed in tandem with 
exhaustive regulatory impact analysis, this is it.  
Initiating changes on the basis of some sort of 
ideological belief that road (and railroad) owners 
are more public spirited than other utility owners 
flies in the face of the Government’s views on 
sensible public policy development.

Alan Jenkins is Chief Executive of the 
Electricity Networks Association

PUBLIC GOOD vs POLITICALLY CORRECT 

OWNERSHIP: THE ROAD CORRIDOR ISSUE
In launching 

the Government’s 
multi-pronged attack 

on compliance costs in 
May, Commerce Minister 

Lianne Dalziel stressed the 
importance of 

well-constructed 
‘Regulatory Impact 

Statements’ in Cabinet 
papers proposing regulatory 

changes, suggesting that 
“the problem arises when 

the regulatory impacts 
of a proposal are not 

considered until the end 
of the process…when the 

Cabinet paper is ready 
and the Regulatory Impact 

Statement is added on.”

By Alan Jenkins

Participants in the Local Government Forum are:
Business New Zealand
Electricity Networks Association
Federated Farmers of New Zealand (Secretariat)
New Zealand Business Roundtable
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New Zealand Forest Owners’ Association
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