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Introduction 
1. This submission is from the Tourism Industry Association New Zealand (TIA), located in Wellington.  If you wish to contact us regarding this submission, in the first instance, please telephone Simon Wallace, TIA Policy and Research Manager on 04 494 1842 or 0272 489 375 or e-mail him at simon.wallace@tianz.org.nz . 
2. In accordance with the conditions of lodging a submission to a Parliamentary Select Committee, TIA has no objection to the contents of the submission being made a matter of public record.  The Association wishes to have the option of appearing before the Select Committee when oral hearings are heard.     
3. TIA has consulted with its members to seek their views on this Bill.  The Association has also talked to stakeholders beyond the tourism industry to understand their position on the Bill.   
Comment 
4. The Bill’s explanatory note says the Bill is informed by the following principles: 

a) That local authorities should operate within a defined fiscal envelope; 

b) That local authorities should focus on core activities; and 

c) That local authority decision-making should be clear, transparent and accountable.  
The Association supports a. and c. above, but strongly opposes b. that states local authorities should focus on core activities. 
5. TIA is very concerned about the emphasis in this Bill for local authorities to focus on core activities.  To do so could jeopardise ongoing investment by councils in tourism development that is mutually beneficial for both local authorities and the tourism sector.  An end to local government investment in the visitor industry could lead to a decline in economic activity in many regions of New Zealand.  

6. As a driver of economic development, tourism’s value to the economy has been well recognised at a central government level.  Not only does the Prime Minister hold the tourism portfolio, but the government has committed an extra $50 million to international marketing efforts in the past two years as well as making a significant investment in a national cycle trail that is likely to benefit many regions of New Zealand.      

7. As a member of the Business New Zealand Affiliated Industries Group (AIG), TIA does not support the position taken by the organisation when it says that local authorities should focus only on core activities.  Business NZ has agreed to note on its submission the position of TIA with respect to local authorities’ funding of tourism development, visitor services and infrastructure.        
The relationship between local government and the tourism industry 
8. Local authorities in New Zealand play a critical role in the tourism industry, principally through their investment in core utilities and infrastructure, through their management of the country’s natural resources and through their financial support to regional tourism organisations (RTOs) and economic development agencies for destination promotion (estimated to be in excess of $27 million[footnoteRef:2]).  
 [2:  Funding Models for Regional Tourism Organisations, prepared by Destination Planning Limited, April 2010, p.8.  ] 

9. The local authorities provide the basic public amenities which communities and visitors use like water, sewerage, toilets, roads, lighting and in some areas, public transport.  Some authorities also operate visitor attractions such as museums, art galleries, gardens, events and sports stadiums.  Increasingly, commercial interests are now involved in public/private sector partnerships or sponsorship arrangements with local government in the funding of such activities.  In short, local authorities in various guises are a major investor in the tourism industry. 
Market Failure 
10. Susceptibility to market failure is one of the key reasons for local government investment in the visitor industry.  Furthermore, RTO funding sourced entirely from the general rating base is unlikely to result in increased tourism funding given the current pressures on local authority expenditure.  
11. A report by the New Zealand Institute of Economic Research (NZIER) said that strong market failure was more likely in the tourism industry compared to other sectors.[footnoteRef:3]  The NZIER report said “high tourism flows will bring benefits to particular regions, including the Rotorua and Queenstown areas, but increasing benefits to other regions may require initiatives on the supply side”.   Meanwhile, a National Bank report found that “Government funding of destination marketing should be seen as an investment, not consumption”.  [3:  Sourced from a report by the National Bank in May 1997 and the NZ Institute of Economic Research in March 2000 on the concept of market failure and its relationship with the tourism industry    ] 

12. The very diverse and fragmented nature of the tourism industry in New Zealand is a further contributor to market failure.  Without a critical mass, it makes it difficult for an industry-wide levy to be applied and collected.  In comparison, the primary-based industries, such as meat, wool and pip-fruit, are able to fund marketing and destination activity through a statutory industry levy under the Commodity Levies Act.   
13. The National Bank and NZIER reports underpin the rationale for local authorities   to maintain its investment in the visitor industry.  With expenditure in the tourism industry so spread out and without any one group the primary beneficiary, the threat of market failure will always persist unless local authority investment continues.  In emerging tourism regions, market failure is even more of a risk, because the rating base in these areas is usually low and there is already pressure on local government to meet the ongoing costs of infrastructure and core services.   
Return on investment for local government 
14. There is a return on the investment made in tourism by local government which   filters down to many regions of New Zealand.  Expenditure by visitors, both domestic and international, brings in millions of dollars to the provinces.  In recent decades, a number of regional tourism economies have experienced rapid economic growth on the back of the tourism sector, Northland, Otago and the West Coast being good examples.  

15. In regional New Zealand, tourism provides employment and business activity that enhances the rating base of local communities, while an estimated $6 billion in added value spend is made in industries that support tourism.  

· The industry supports local services, such as shops, supermarkets, cafes, bars, restaurants and service stations.

· The industry sustains cultural and sporting events.  

· The industry provides extra or secondary incomes for part-time workers. 

· The industry is a catalyst for new capital investments and infrastructure.       

16. The economic value of tourism to regions is much wider than the tariff paid to the accommodation provider or the fare paid to the transport operator.  Tourism has an impact at every level of every community in New Zealand.    
The tourism industry is happy to contribute and share the rates burden  

17. There are a range of other rating tools available for local authorities to use as a means of raising revenue.  Some of these include targeted rates, user charges, development contributions and local levies or taxes.  

Targeted and differential rates 
18. Currently available under Schedule Three of the LG Act 2002, targeted rates enable local authorities to charge defined groups of ratepayers where it is clear they benefit from existing services.  Targeted rates should only be used where a clearly identified community is provided with an obviously different or superior level of service to that experienced by other ratepayers.  Targeted rates tend to work better when they are introduced with the agreement of the business community for a specific activity.  For example, there are some councils that have a targeted rate on the business sector for destination marketing activities, as is the case in downtown Wellington and Taupo. 
19. The tourism industry supports the use of targeted rates on the strict proviso that the revenue collected is “ring-fenced” and re-invested into the destination marketing and management of the region.  TIA does not support narrow and ill-defined taxes, such as bed taxes, that target a specific industry when the benefits of that industry’s efforts are spread across wider industry sectors.  
20. There are some good examples of local authorities around the country that have some form of targeted rates applying either to tourism businesses on their own or across all businesses.  Examples include Tauranga, Taupo, Wellington and Tasman.    
User Charges 
21. TIA believes charging for the use of private goods achieves greater efficiencies.  For example, commercial charging for services such as waste and wastewater fairly targets users and raises revenue as the use of such services increases.  Another example includes the provision of rubbish disposal bins for ratepayers which ignores the actual amount of rubbish generated by households.  It is also counterproductive in that the full costs of disposal are not met by each household.  A commercial user pays system for water and waste would not only signal to ratepayers the real costs of the services, but act as an incentive for all users to be more energy efficient and environmentally conscious.   
Development Contributions 

22. This mechanism allows local government to collect revenue from developers where growth imposes increased infrastructure burden, for example meeting the cost of water and sewerage upgrades.  As with targeted and differential rates, there is the potential for contributions to be seen as financing activity unrelated to development costs.  

Other revenue raising options  

23. Other revenue raising mechanisms available to councils include local taxes on the consumptions of goods and services, litter and waste taxes and and seasonal pricing or peak pricing.  A seasonal surcharge might apply at a time of highest demand.  As a form of user pays, this can be an effective way of managing visitor flows away from peak periods.  


Recommendation          
24. TIA does not support the passage of this Bill as it is currently drafted.  Until there is more clarity as to what defines core activities, the Association remains concerned that current investment by local authorities in tourism services and infrastructure could be at risk if this Bill is passed.             
Background  
A bed-rock of New Zealand’s economy 
25. Tourism is a major contributor to the New Zealand economy that will always be here – and won’t easily go offshore.  Tourism takes the lead in promoting New Zealand to the world.  Thanks to our 100% pure positioning, New Zealand is recognised as one of the most beautiful, unspoiled and scenic places on earth.  100% Pure signifies pride in our country, pride in our people and culture, and pride in the unique environment and experiences that New Zealand offers.

26. The brand positioning built by a vibrant tourism industry has become an important source of national confidence and identity and a front window for “Brand New Zealand”.  Indeed, the clean, green, pure offer that is synonymous with New Zealand tourism has been widely adopted and used to promote New Zealand exports in a range of other industries as well. 

27. If New Zealand Inc. is to continue to prosper, to attract investment and to raise its position in OECD rankings, then it is vital that the tourism industry, and the positive image it projects, remain strong.
Delivering Value 
28. Below is a snapshot of the economic value provided by tourism to the New Zealand economy.    

· Tourism contributes more than 9.1% of gross domestic product (GDP) for New Zealand as well as directly and indirectly employing one in ten New Zealanders.   

· Tourism in New Zealand is a $59 million per day industry. The New Zealand tourism industry delivers $25 million in foreign exchange to the New Zealand economy each day of the year. Domestic tourism contributes another $34 million in economic activity every day.

· Tourism expenditure reached $21.7billion for the year ended March 2009.  International visitor expenditure accounted for $9.3 billion or 16.4% of New Zealand’s foreign exchange earnings, with tourism second only to agriculture as the country’s largest export industry.   

· Importantly, and despite more challenging times in the past two years, tourism remains one of New Zealand’s largest foreign exchange earners and its contribution is felt at national, regional and local levels. 
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About TIA  
29. TIA has been the lead association that represents the interests of about 1,700 tourism businesses in New Zealand.  The Association was first established in 1955 and the businesses TIA represent cover a range of tourism-related activities – hospitality, transport, accommodation, adventure and activities, attractions and retail as well as related tourism services.  
30. The primary role of TIA is to be the voice of the tourism industry.  This includes working for members on advocacy, policy, communication, events and membership and business services.   The TIA team is based in Wellington and led by Chief Executive, Tim Cossar.  
31. TIA has been the lead association that represents the interests of about 1700 tourism businesses in NZ since the Association was first established in 1955.  The businesses TIA represent cover a range of tourism-related activities – hospitality, transport, accommodation, adventure and activities, attractions and retail as well as related tourism services.  
32. [bookmark: OLE_LINK1][bookmark: OLE_LINK2]The primary role of TIA is to be the voice of the tourism industry.  This includes working for members on advocacy, policy, communication, events and membership and business services.   The TIA team is based in Wellington and led by Chief Executive, Tim Cossar.   
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