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Executive summary
To many, the Queenstown Lakes District is the “jewel in the crown” of our tourism
industry. Rich in lakes and mountain ranges, the district is famous for its scenery and
outdoor tourism attractions.
The iconic status of Queenstown as a visitor destination – both domestically and
internationally – creates a unique challenge for the Queenstown Lakes District Council
(QLDC) well out of proportion to its size. According to official statistics, Queenstown:
•

Receives 1.7 million visitors annually, approximately 48 per head of resident population,
which is 22 times that experienced by Auckland1;

•

Provides nearly as many international guest nights (2.8m) as Auckland (3.2m), despite
having a fraction of the population;

•

Hosts, during its busiest month, 5.9 visitors for every resident, much higher than any
other tourist destination in New Zealand – 28 times that experienced by Auckland and
34 times higher than that experienced by Auckland during the Rugby World Cup, and

•

Is experiencing much higher growth in visitor nights than Auckland and other regional
tourist destinations.

•

Is forecast to grow its visitor arrivals at 27% between now and 2028, higher than the
forecast growth in resident population, thus increasing the relative funding load on
residents.

We show some of these factors in graphical form below.

1

As per June-2016 year end, to align with the NZ Stats calendar for reporting population estimates.
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Figure 1 The scale of visitor loading on Queenstown compared to other tourist
destination

As this figure illustrates, the challenges faced by the QLDC in providing the facilities and
services required to support tourism, as well as its role in protecting the natural
environmental from tourism, are without precedent in New Zealand. This in turn creates a
somewhat unique challenge in terms of how it funds the necessary investment.
Funding mechanisms currently utilised by QLDC – primarily targeted and general rates – will
not fund the necessary facilities and services, efficiently and fairly. Residents and local
businesses would need to meet the cost of tourist-driven capacity out of all proportion with
that met by ratepayers elsewhere in New Zealand.
In addition to the current costs of hosting visitors to Queenstown, ratepayers are likely to
face substantially more costs in the future if Queenstown is to retain its status as a globally
iconic tourist destination. These additional costs will be incurred as:
•

New or enhanced Council funded facilities and services, which add to the quality of the
tourist experience to maintain Queenstown’s place in a highly competitive, global,
tourism market.

•

The ongoing costs of more frequent refurbishment of public facilities, and protection of
the natural environment, to maintain a premium tourist experience.

The demands that would need to be made on the comparatively small ratepayer base in
Queenstown are likely to be viewed as unaffordable, and hence risk underinvestment in
facilities and services, both directly and indirectly as the natural and built environment feel
the strain of visitor loadings. As the existing funding methods do not attribute to visitors the
demands they place on facilities and services, the charges are likely to distort decisions by
accommodation providers and tourists in ways that reduce economic welfare.
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Even an up-front investment in visitor related facilities only partly addresses the problem
Queenstown faces: in the face of a growing visitor base, and the resulting ongoing
investment, a funding mechanism which scales through time with visitor experience should
be sought.
Failing to address these matters raises the prospect of Queenstown’s reputation falling
behind that of its peers, or potentially worse, harming the quality of visitor experience. Any
decline in the reputation of Queenstown could result in tourists electing to visit destinations
other than New Zealand, with the consequence loss of economic value to New Zealand.
The right funding mechanism, which strikes the best balance between factors such as
economic efficiency, right-sized investment, up-front and on-going costs, and governance is
likely to be unique to Queenstown’s context described above. This paper suggests that a fee
charged to tourists for each night they stay in the region – a tourism improvement levy –
would be an appropriate way of raising revenue which would relieve residents of funding the
investment required to maintain and enhance Queenstown’s pristine natural and built
environment, and the visitor experience of it.
In the unique context of Queenstown, a tourism improvement levy would score highly on
the usual criteria by which governments generally assess tax options; that is, efficiency,
fairness, and practicality of enforcement and compliance. A robust accountability framework
should be implemented to ensure the fee income is collected and disbursed in a transparent
manner acceptable to Central Government and the Queenstown District community.
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1.

Introduction

Queenstown Lakes District is centred around the major population centre of Queenstown,
and also includes Wanaka, Glenorchy and Kingston.2 For many, the district, famous for its
scenery and outdoor tourism attractions, is New Zealand’s top leisure destination – the
“jewel in the crown” of our tourism industry.
Providing the facilities and services to maintain Queenstown’s reputation is a significant
challenge for the Queenstown Lakes District Council. This paper considers whether the
district’s iconic status as a visitor destination – both domestically and internationally – creates
a unique challenge for the District well out of proportion to its resident base.
We consider whether existing mechanisms can meet the challenge of funding the necessary
facilities and services efficiently and fairly, and the risks to the district and New Zealand as a
whole from under-investment.
We assess whether an alternative funding mechanism – a fee charged to tourists for each
night they stay in the region – would better match the profile, through time, of ongoing
visitor experience investment, and meet the criteria governments typically use to assess
revenue raising options; that is, efficiency, fairness, and practicality of enforcement and
compliance.
Our report is structured into five primary sections:
•

Section 1 outlines the structure of the report.

•

Section 2 assesses the unique challenge of tourism for the Queenstown Lakes District.

•

Section 3 considers the tourism investment demands that Queenstown faces.

•

Section 4 assesses whether the existing funding mechanisms are up to meeting the
unique challenges facing the Queenstown District Council.

•

Section 5 evaluates whether a ‘tourism improvement fee’ charged to tourists for each
night they stay in the region would be economically efficient, fair and practical to
enforce and comply with.

2

For convenience, we generally refer to the Queenstown Lakes District (including Queenstown, Wanaka,
Luggate, Glenorchy, Makarora, Hawea, Kingston and Arrowtown) collectively as “Queenstown” or “the
district”.
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2.

The unique challenge of tourism
for the Queenstown Lakes District

2.1

Components of a unique challenge

In this section, we outline evidence for the proposition that Queenstown’s iconic status as a
visitor destination – both domestically and internationally – creates a unique challenge for
the District and the country that is well out of proportion to its size. This proposition has
three components:
•

The success of tourism to Queenstown benefits not only the region but is a key driver
of the success of tourism in New Zealand.

•

The magnitude, pattern and growth path of visitor arrivals to Queenstown is unique in
New Zealand.

•

This creates a challenge for the District including the Council as it strives to maintain a
globally competitive visitor experience.

2.2 The importance of Queenstown to New
Zealand tourism
Tourism is now New Zealand’s biggest export earner and the country is hosting over three
million international visitors a year.3 Official March 2017 figures show that international
tourism expenditure contributed $14.5 billion (20.7 per cent) to New Zealand’s total exports
(year ending March 2016)4, overtaking dairy as NZ’s biggest export earner 5Queenstown is a
key tourism destination for domestic and international visitors; it may be New Zealand’s top
leisure destination – the “jewel in the crown” of our tourism industry. Auckland hosts more
visitors, but a significant number of those visitors are in Auckland for business or visiting
friends and family. Queenstown has variously been ranked by different travel authorities as
the top New Zealand destination; number three in the South Pacific6, and, until recently, the
second most popular long-haul destination for Chinese travellers.7

3
4

http://www.stats.govt.nz/browse_for_stats/population/Migration/international-visitor-arrivals-jun-16.aspx
http://www.mbie.govt.nz/info-services/sectors-industries/tourism/documents-image-library/key-tourismstatistics.pdf

5

http://www.nzherald.co.nz/business/news/article.cfm?c_id=3&objectid=11847120.

6

https://www.tripadvisor.co.nz/TravelersChoice-Destinations-cTop-g8

7

https://www.queenstownnz.co.nz/Media/media-releases-blog-detail/index.cfm/2015/01/queenstownsaward-winning-ways
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2.2.1 Queenstown hosts the second-largest number of
visitors and guest nights after Auckland
For the year ended December 2016, Statistics New Zealand reports over 1.7m visitors8
stayed in the Queenstown district, accounting for nearly 4.3m guest nights in commercial
accommodation. This figure does not account for day trippers from other parts of the lower
South Island9.
These visitors account for around 11 per cent of total guest nights in New Zealand, making
Queenstown the second-largest tourist destination by guest night in New Zealand, as Figure
2 below shows. Queenstown represents 18 per cent of all international visitor nights in New
Zealand (again, second only to Auckland at 20 per cent).
Figure 2 Per cent of total New Zealand guest nights10 – major tourist destinations
Year ended December 2016

Source: Statistics New Zealand Accommodation Survey

Guest nights are recorded via MBIE’s Commercial Accommodation Monitor (CAM).
However, as discussed above, this measure only counts guests who stay in commercial
accommodation – missing, for example, people staying in private accommodation sourced

8

Visitor arrivals as measured by Statistics New Zealand’s Commercial Accommodation Survey. This does not
capture visitors who stayed in other, informal types of accommodation such as bed and breakfasts and
homestays. Neither does it account for ‘day trippers’. Hence the figures presented here understate total
visitor numbers.

9

One estimate of day-trippers to the Queenstown RTO (i.e., excluding Wanaka), based on cellphone
movements, put the number at over 1m (~3,000 per day), but this included people travelling, for example,
between Wanaka and Queenstown, which is within the overall district we study here. Further, it does not
distinguish tourists from commuters and service trips from Wanaka or Cromwell.

10

Unless specified otherwise, ‘Queenstown’ in these figures and charts is the sum of Queenstown and Wanaka.
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through AirBnB or bookabach.co.nz, people who use campervans or campsites, or those
who stay with friends or relatives.
A more comprehensive measure of total visitor nights was modelled by the Ministry of
Business, Innovation and Employment (MBIE) for the years 2006 to 2011,11 and includes
estimates of visitors staying in non-commercial accommodation. This estimate puts total
guest nights in Queenstown at nearly 5.4m in 2011 (compared to just over 3m for
commercial accommodation in that year) and the number of visitors in 2011 at closer to
1.5m. Using MBIE’s discontinued “All Accommodation” series, we estimate total visitor
nights as being 75 per cent higher than the CAM figures.12
These results also suggest that visitors using commercial accommodation represent around
80 per cent of total visitor numbers and 55 per cent of guest nights.13 Assuming that the
segment of visitors not using commercial accommodation has grown at the same rate as
visitors using commercial accommodation, the total number of visitors in the December
2016 year would have increased to over 2m.
International visitors make up a much greater proportion of guest nights in Queenstown
than in other major tourist centres. Visitors from overseas comprise around 68 per cent of
guest nights in Queenstown. This compares to 42 per cent for New Zealand as a whole. The
much higher proportion of international visitors hosted in Queenstown suggests
Queenstown is a relatively more attractive destination for international visitors to New
Zealand, and thus critical to our international image.

2.2.2 Queenstown attracts the second highest tourist
spending of any district
Visitors to the Queenstown district spent around $2.6b in the year ended March 2017,
amounting to 9.8 per cent of total tourism expenditure in New Zealand, again second behind
Auckland. Around 67 per cent of this expenditure was by international visitors, which
accounted for 15 per cent of total international tourism expenditure in New Zealand.
Auckland attracts the largest percentage of international tourist spending, at 36 per cent, but
Queenstown is clearly well ahead of any other destination in New Zealand in terms of
international tourist spending (Figure 3).

11

Ministry of Business, Innovation and Employment Regional Tourism Estimates 2006-2011. We understand
that these figures attempted to represent not just visitors using commercial accommodation (as measured by
Statistics), but also “non-commercial” accommodation e.g. holiday homes. We have not been able to obtain
any details about the methodology used by MBIE to calculate these numbers, but understand anecdotally it
was discontinued primarily because it used the Statistics NZ Domestic Travel Survey, which was
discontinued in 2011.

12

CAM visitor nights for 2011 were approximately 3.1m, whereas MBIE’s “All Accommodation” nights were
5.4m.

13

Commercial Accommodation visitors in 2011, as measured by Statistics NZ, numbered 1.2m.

Page 4

Figure 3 Tourism spend, year ending March 2017

Source: MBIE Monthly Regional Tourism Estimates

2.2.3 Visitor numbers to Queenstown Lakes District are
increasing
This importance of Queenstown to the tourism picture is not waning; the growth prospects
for Queenstown are significant. The (compound) annual growth in guest nights was 3.3 per
cent over 2002-2016. This is higher than Auckland (2.4 per cent over the period), and well
above that of other major New Zealand tourist destinations. Guest nights in the district
increased 8.5 per cent in the year ended December 2016.
Figure 4 Queenstown annual commercial accommodation guest nights, and
compounded annual growth rate (CAGR) for selected tourist destinations

Source: Statistics New Zealand Accommodation Survey
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Queenstown Airport reports over 20 per cent annual growth in international passenger
movements in all but two of the last eight years. It now experiences over 1.8m passenger
movements annually, about twice that observed only six years ago.14

2.3 Tourism load relative to residential
population
Tourism is a major industry for many parts of New Zealand.15 However, even compared to
other tourist destinations in New Zealand, Queenstown faces a remarkable tourism load
relative to its resident population.
At 8467 square kilometres, the Queenstown Lakes District is 36th out of 67 districts in New
Zealand in terms of size.16 In 2016, there were 32,410 residents and 23,462 rateable
properties in the district.17 Queenstown has a relatively low population density, with 4.1
people per square kilometre, compared to a New Zealand average of 17.5.
As outlined in Section 2.2, somewhere between 1.7m and 2m people travel to Queenstown
every year (excluding day trippers). This is approximately 48-58 visitor arrivals for every
resident, at least 22 times the rate that Auckland experiences by the same metric.
However, the load on Queenstown facilities and services is not just a function of the number
of visitor arrivals, but also the duration of stay. An alternative way of assessing the relative
“load” that tourists impose (compared to locals) is to calculate the number of visitor nights
per population. This is presented in Table 1.
Our analysis below uses the CAM guest-night figures, as they are more recent, and calculated
in a consistent way across the country. We emphasise that these figures are likely to
significantly understate the true size of the “load” imposed by tourists on Queenstown
facilities, because, as noted elsewhere in this report, they do not fully account for the load
placed on the district from day trippers, and neither do they capture all types of visitor
accommodation.

14

http://www.queenstownairport.co.nz/assets/documents/ZQN-Annual-Passengers-Calendar-Year-to2016.pdf

15

http://www.nzherald.co.nz/business/news/article.cfm?c_id=3&objectid=11490948

16

http://www.stats.govt.nz/Census/2013-census/profile-and-summary-reports/quickstats-about-aplace.aspx?request_value=15000&parent_id=14973&tabname=#15000

17

http://www.qldc.govt.nz/assets/Uploads/Your-Views/Annual-Plan-2017/QLDC-Annual-Plan-201718.pdf
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Table 1 Additional full time resident equivalents as a proportion of the normally
resident population – major tourism destinations (June 2016 year)
Auckland

Visitor
Nights
(CAM)

Taupo

Rotorua

Coromandel

West Coast

Queenstown
(District)

7.3m

1.04m

2.01m

0.84m

1.34m

4.2m

Resident
Population

1,614,400

36,200

70,500

28,400

32,600

34,700

Load factor
(visitor
nights/pop)

4.5

28.6

29.7

29.6

41.1

121.1

Hence, although similar in population size to Taupo, West Coast and Coromandel,
Queenstown faces three to four times the load in terms of guest nights per population.
Although Queenstown shoulders well over half the visitor nights of Auckland, it does this on
a resident base that is only 2 per cent of Auckland’s population.

2.4 Seasonality of visitor arrivals
Tourism is a seasonal business. As shown in Figure 5, Queenstown has the most
pronounced “twin peak” compared with other tourist destinations – the largest in summer,
and a lower peak in winter.
Figure 5 Monthly guest nights – major tourism destinations (2016-2017)

Source: Statistics New Zealand Accommodation Survey
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In 2016, 205,626 visitors arrived in Queenstown in January alone – a ratio of 5.9 visitors for
every resident.18 In Auckland, this would be equivalent to over 9.6 million arrivals in one
month; in reality Auckland’s peak is typically experienced in January, at around 340,000. Also
in January 2016, the ratio of Queenstown visitor nights to population was up to 35 times
larger than that experienced in Auckland during the Rugby World Cup in 2011.19 Further,
Queenstown residents must tolerate the resulting lower levels of service (e.g. traffic
congestion) twice a year, as opposed to a once-in-two-decades event such as the Rugby
World Cup.
As Table 2 below shows, the ratio of visitors to residents in the peak month is far higher in
Queenstown than in any other major tourist destination in New Zealand. West Coast, which
has the next highest ratio, sees 4.15 visitors for every resident in its busiest month.
Table 2 Peak visitor arrivals as percentage of residents (YE Jun 2016)
Peak monthly visitor arrivals as % of resident population
Auckland

22%

Taupo

198%

Rotorua

190%

Coromandel

227%

West Coast

415%

Queenstown

593%

New Zealand

48%

Source: Statistics New Zealand Accommodation Survey

Providing facilities to meet this peak tourism load – whether it is water and sewerage
systems, roads, trails or removing rubbish from parks – imposes a significant cost on the
Council and, as will be explained later, leaves little or no room for expenditure on District
tourism enhancement. There is a trade-off between investing to meet peak loadings, and
allowing levels of service to decline for the period of the peak. For example, with roading
there is a trade-off between meeting peak demand and experiencing greater congestion.

18

19

We acknowledge that all 205,626 arrivals do not occur at once, and are spread over the month of January.
However, QLDC estimates the peak daily population is closer to 100,000, which is closer to three times the
resident population. We do not have comparative peak populations for other centres. Our data point here
still illustrates a sustained loading on infrastructure over the peak month, rather than an instantaneous
loading on any particular day.
October 2011.
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2.5 Forecast growth
As mentioned previously, growth in Queenstown guest nights has been higher than in
Auckland, and well above other tourism destinations. Based on recent projections of
population and visitor growth, this trend is likely to continue.
Queenstown is expected to have the second highest resident population growth (25%) in the
country by 2028 compared to 2018.20 Furthermore, as shown in Figure 6, the number of
visitors on an average day is projected to increase by 27% in 2028 compared to 2018 (to
31,500), and on a peak day by 26% (to 99,700).21 Between 2018 and 2028, total population
on a peak day is expected to increase from 117,300 to 149,000.22 .
Figure 6 Projected number of visitors per day23

Source: Rationale (2017)
Total visitor spend in NZ is expected to rise to $33.6 billion in 2023.24 Assuming the current
share of Queenstown visitor spend out of total NZ doesn’t change (at 9.8%), total visitor

20

Based on NZ Statistics, Area unit population projections 2013-2043.

21

Calculated based on estimates in Rationale, 2017. QLDC growth projections to 2058. Resident population,
visitors, dwellings, rating units. Available at http://www.qldc.govt.nz/assets/Uploads/CouncilDocuments/Strategies-and-Publications/QLDC-Growth-Projections-to-2058.pdf

22

Ibid.

23

Note that the graph supports our previous assertion that the numbers based on commercial accommodation
alone significantly understate the total statistics on visitor arrivals and nights in Queenstown.

24

MBIE 2017-2013 tourism forecasts available at http://www.mbie.govt.nz/info-services/sectorsindustries/tourism/tourism-research-data/international-tourism-forecasts/2017-2023-forecasts.
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spend in Queenstown will amount to $3.3 billion by 2023 – a 38% growth compared to
2016.
The growth projections suggest that the need to deal with the funding requirements for
visitor services and infrastructure is going to increase. Specifically:


The problem of meeting the funding requirement may not be adequately served by a
one-off capital injection; rather the visitor loading will grow through time at an
annualised rate of around 2.4%. Up-front investment may suit building capacity for
future visitors, but the ongoing operating cost of public litter collection, maintaining
trails, and refurbishment of facilities will increase as the number of visitors increase.



In a little over 10 years, the peak day population in Queenstown could be just short
of the current population of Hamilton, New Zealand’s fourth largest city



Given that the expected visitor growth rate exceeds the expected resident growth
rate, in the absence of an alternative mechanism, the funding requirement on
ratepayers, to keep pace with visitor growth, is actually going to increase through
time

2.6 The unique Queenstown situation
We have illustrated the importance of Queenstown to tourism in New Zealand. We have
also shown how the impact of Queenstown’s leadership position in tourism creates unique
challenges for the district. Specifically:
•

Queenstown is the second-most visited district in New Zealand behind Auckland, and
well ahead of other tourist destinations; it has about 48 visitors annually per head of
resident population, 22 times that experienced by Auckland.

•

Queenstown attracts the second highest international visitor expenditure, again behind
Auckland.

•

Queenstown provides nearly as many international guest nights (2.8m) as Auckland
(3.2m), despite having a fraction of the population.

•

During its busiest month, Queenstown has 5.9 visitors for every resident, twice as high
as any other major tourist destination and 28 times that experienced by Auckland, and
34 times higher than that experienced by Auckland during the Rugby World Cup.25

•

Queenstown experiences a pronounced winter and a summer peak, unlike most other
tourist destinations (except Taupo).

25

The 2016 ratio of Queenstown visitor nights by population was 36 times higher than that experienced by
Auckland during RWC (October 2011).
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•

Between 2002 and 2016, Queenstown has experienced much higher growth in visitor
nights (3.3%) than many other regional tourist destinations, including Auckland
(2.4%).26

These factors together, some of which are summarised in Figure 7 below, illustrate clearly
how Queenstown’s challenges are without precedent in New Zealand27. In many ways,
Queenstown is Auckland’s only tourism peer on an absolute basis, but Queenstown
shoulders the load with a fraction of the population.
Figure 7 The scale of visitor loading on Queenstown compared to other tourist
destinations

26

The numbers represent the compounded annual growth rates.

27

We were unable to obtain reliable figures on international tourist expenditure and long-term growth rates in
tourists to Stewart Island. However, based on recent media releases stating 35,000 tourists are expected in
2016, it suggests that the “bubble” size for Stewart Island would be approximately equal to Queenstown.
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3.

Meeting the demands of tourists

3.1

The funding challenge

The previous section established that Queenstown is second only to Auckland in its role as a
destination for domestic and international tourists. However, it shoulders this role with a
disproportionately low resident population size relative to Auckland, or indeed any other
tourist destination in the country.
Contributing $13b to the national economy, tourism now is the country’s largest export
earner28 and is thus strategically important. Queenstown’s role in New Zealand tourism
economy is not only unique in amongst its domestic peers, its iconic status is recognised
globally.
Queenstown’s brand and natural environment are a competitive advantage and need to be
recognised as a platform for global leadership in visitor experience. Like any organisation’s
value chain, enhancing a competitive advantage is worthy of targeted investment. Equally, it
is important to invest in a way which protects this advantage from the impacts of tourism.29
Given how synonymous Queenstown is likely to be with New Zealand’s overall reputation,
this investment will also benefit New Zealand as a whole.
The challenge we address in this paper is:
“How to most effectively fund investment in Queenstown as an iconic tour ist destination, in
order to support New Zealand’s continued success in the global tourist market.”

3.2 The Queenstown tourist
Visitors to Queenstown primarily gain enjoyment from – amongst other things – hospitality
(food and accommodation), the natural and built environment and leisure activities
(adventure sports, sightseeing and other outdoor experiences rank highly30). The quality of
the infrastructure also has a strong role to play – the quality of drinking water, waste water
infrastructure, the cleanliness of the open environment, and the experience of road quality
and traffic congestion all play an important role in a positive experience of Queenstown.31

28

Tourism directly contributes $12.9 billion (or 5.6%) to NZ GDP. A further $9.8 billion (5.6%) is indirectly
contributed. See http://www.mbie.govt.nz/info-services/sectors-industries/tourism/documents-imagelibrary/key-tourism-statistics.pdf.

29

Accountability for impacts on the environment – e.g., air and water quality, degradation of flora and fauna,
carbon emissions – is spread across local, regional and central authorities. However, we need to recognise it,
and the Council’s share in that accountability as a result of tourism.

30

Angus & Associates, Visitor Insights Programme, Quarterly Update for Destination Queenstown (August
2015).

31

There is a significant literature that supports these as – generally – determinants of visitor flows. See, for
example, G.I. Crouch and J. R. B. Ritchie (2000) ‘The competitive destination: a sustainability perspective’,
Tourism Management: 21 and C. Lim (1997) ‘Review of international tourism demand models’. Annals of
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By some significant margin, the main reason tourists visit Queenstown is for a vacation; the
reason they pick Queenstown as their destination for a vacation is that it is recommended by
family and friends.32 A combination of effective destination marketing and word of mouth is
a very strong driver of the region’s reputation, which underscores the importance of
investment in ensuring an outstanding visitor experience rather than resting on the laurels of
Queenstown’s natural advantages of (for example) beautiful landscapes.

3.3 The cost of tourism that falls on Councils
In turn, tourists place pressure on the natural environment, supporting facilities,
infrastructure and services. These need to be – at the very least – maintained in order to not
detract from the visitor experience and thus deter visitors from coming.
Many of the privately owned organisations that provide tourist experiences will leverage
prospective increases in revenue to invest privately in maintaining and/or expanding their
capacity to provide services. However, an important subset of the facilities and services that
underpin a tourist’s experience in Queenstown are funded by the Council.
TripAdvisor’s World City Survey assesses international destinations in terms of visitor
experience. Among the 15 metrics that it uses, the following relate closely to the services and
initiatives that local government could support:
•

Cleanest streets.

•

Ease of getting around.

•

Best public transport.

•

Best for attractions.

To maintain the high quality tourist experience and liveability for residents, the Council must
provide facilities and services to a level able to cope well with tourist demand, both now and
in the future.
Further, as outlined above, the tourism industry in Queenstown (and New Zealand) is
heavily reliant on its natural environment. The importance of environmental protection with
respect to tourism has been recognised both nationally33 and locally in Queenstown34. The
Queenstown district faces a number of pressures on its natural environment – for example,

Tourism Research: 24 (4) and other key references as cited in B. Seetanah et al (2011) ‘Does infrastructure
matter in tourism development?’, University of Mauritius Research Journal: 17; and Larry Dwyer and Chulwon
Kim (2010) ‘Destination competitiveness: determinants and indicators’, Current issues in tourism March 2010.
32

Angus et al, Visitor Insights Programme.

33

The particular importance of this relationship for New Zealand was acknowledged by the Parliamentary
Commissioner for the Environment in a 1997 review of the impact of the environmental effects of tourism,
which used Queenstown-Lakes and Rotorua as case studies of key iconic destinations. See Parliamentary
Commissioner for the Environment (1997) Management of the environmental effects associated with the tourism sector
(PCE: Wellington, New Zealand).

34

See “Shaping our Future” (2011, see shapingourfuture.org.nz), “Tomorrow’s Queenstown” (2002, see
qldc.govt.nz), “Wanaka 2020” (2002, also available from qldc.govt.nz)
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the effect of wilding pines on native flora and fauna35; air pollution, nitrogen loadings on
waterways and lake algae impacting recreational use of lakes36. While tourism itself is not a
causal factor in many of these issues, it is not difficult to see how they will impact the key
tourism driver of the region – natural beauty.
While accountability for the protection of the natural environment is spread across multiple
entities, the Council has a critical role to play here. There are a range of opportunities for the
Council to champion a sustainable tourism economy, which, when requiring direct
investment, is consistent with the purpose of enhancing the visitor experience.

3.4 The benchmark of ‘normal community
expectations’
All Councils have a responsibility under the Local Government Act 2002 to “meet the current
and future needs of communities for good-quality local infrastructure, local public services, and performance of
regulatory functions in a way that is most cost-effective for households and businesses.”37 We suggest that
there is a “normal” level of service provision which every community would expect to pay
for (noting that individual communities will need to define levels of service that are specific
to their context). Indeed, we expect that for almost all parts of New Zealand this includes
some degree of tourism-related facilities.
However, we have established in this paper that Queenstown is unique amongst districts in
New Zealand, as a result of the combination of two factors:
1.

Queenstown faces a disproportionately high tourism “load” relative to its
population to a degree not seen in any other district in the country: As a result,
the tourism-driven loading on Council-provided facilities (e.g. malls and open spaces,
parks and trails, transport infrastructure) and the natural environment, relative to the
resident population, is much higher than any other district. Hence, in order to maintain
an acceptable level of service, there is a higher funding requirement for the Council –
beyond what we would consider “normal”.

2.

Queenstown, and its global reputation, is pivotal to NZ’s economic success in a
global tourist market: As outlined above, many of these council-provided facilities are
part of the tourist experience (as well as the resident experience). Hence, not only must
existing facilities be maintained or replaced more often to provide an acceptable tourist
experience, but the need to continue as a globally competitive tourist destination
requires the district to seek enhanced and/or new facilities and services. Were it not for
the importance of Queenstown’s global reputation and contribution to the economy,
the Council would be unlikely to consider these investments.

35

See the Conservation Minister’s comments in 2015 at http://www.odt.co.nz/news/queenstownlakes/355466/barry-blasts-orc-wilding-pines

36

http://www.radionz.co.nz/news/regional/305561/lake-snot-detected-in-three-south-island-lakes

37

Local Government Act 2002, 10(1)(b)
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These two factors strongly suggest there is a “premium” level of investment required,
over and above the normal community expectations, to meet tourist expectations and
maintain Queenstown’s outstanding reputation in a global market.

3.5 The choices we face
The risk of ongoing underinvestment in maintaining an outstanding visitor experience is that
Queenstown’s reputation falls behind that of its international peers. While this has an
obvious impact on the region, a wider national impact is plausible. The analysis above
strongly suggests that Queenstown is a major draw-card for the country; hence, Queenstown
falling behind in the global tourist market internationally has national implications.
Tourism is especially sensitive to how people respond to their experience. Tourism is an
“experience good”, as individuals have to use services themselves to obtain an accurate
indication of the benefits they will derive from those services. This means that individuals
who have not experienced those services themselves have to base their decisions on other
potential sources of information, including what other people have said about their
experiences. That is, individuals have to rely on “reputation” and “brand name” as potential
signals of the benefits they are likely to derive from those tourism services.
In the era of social media (particularly consumer rating mechanisms, e.g. TripAdvisor,
Lonely Planet), holiday experiences are recorded relatively effortlessly, in real-time, and
rapidly communicated in a manner not seen historically. Hence, reputation can change
rapidly.
A tourist choosing not to visit Queenstown may result in them spreading this lost
expenditure across other New Zealand destinations (although it would be hard to argue that
no net expenditure would be lost). However, the greater risk is that the tourist chooses not
to visit New Zealand at all.
This is not to suggest that other tourist destinations in New Zealand are not important.
Rather, the travel distance (and therefore expense) many international visitors must endure
to visit the country means the benefits of visiting New Zealand have to be significant to
outweigh the cost. A decline in Queenstown’s reputation would have a significant impact on
this trade-off, given the competitiveness of other tourist destinations. It is therefore vital for
the New Zealand tourism sector that Queenstown is able to maintain and enhance the
facilities that support an iconic visitor experience.
The two unique factors above lead us to conclude that the Council faces a difficult challenge
in funding the investment required, on its part, to maintain an outstanding and pristine
visitor environment. Three potential scenarios emerge, representing the different choices we
could make:
1. Residents/businesses shoulder the investment load (to the extent possible, politically
and commercially, as argued in Section 4.3) through rates; Queenstown becomes
relatively unaffordable to live in and primarily a tourist destination with a much
smaller resident base.
2. The investment doesn’t take place, and, as outlined above, Queenstown loses
competitiveness and its reputation declines, with economic growth implications for
the region and NZ.
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3. We find an alternative way of funding the investment (that takes the load of
residents) and continue to be a global leader in visitor experience
We do not believe either scenario 1 or 2 serves the long-term social or economic interests of
the local community or New Zealand more generally. Hence the remainder of this report
explores scenario 3.

3.6 Identifying visitor experience-enhancing
projects
However, before turning to the funding mechanism, we need to address – practically – how
we would identify the types of investments that a new source of funding would be applied
to. Clearly delineating the additional expenditure resulting from a high tourist load, from
what the council would ordinarily expect to fund from rates, would help protect the Council
from being accused of “double dipping”.
A key principle we believe should be applied to identifying specific investments is that the
investment can be directly related to tourism demand, and/or would principally be
for the benefit of the visitor experience, thus enhancing Queenstown’s global
reputation. Also, we need to be sure that the investment would not normally be funded by a
Council in meeting its obligations under the Local Government Act (including what would
be considered “normal” in terms of tourism demand), and that the desired outcome could
not be achieved to the same degree through user charges. More specifically, the investment
would be targeted at those areas of visitor experience which lie within local government’s
remit (see further discussion below in Section 5.2).
We consider investment projects would fall into the following hierarchy:
1.

New or enhanced facilities and services principally for the enhancement of the
tourist experience: These are additive to the community’s normal expectations, and
can be easily “ring fenced” from all other normal expenditure. We have not canvassed a
full set of investment options, but examples include:38
(a) Free public transport on tourist-heavy routes (e.g. CBD to airport, hotels to
CBD39);
(b) Infrastructure to support active transport modes, including better interconnection
and signage of existing trails – especially between key tourist hotspots40 – that

38

We have not undertaken cost benefit studies for these prospective investments.

39

In Switzerland, free public transport is often a use of bed tax funds; in Banff, the municipality funds free
buses between all hotels and the town centre. One could reasonably argue that public transport should be
priced directly through fares. However, a levy-based approach could be preferable if the outcome desired tourists using public transport instead of rental cars - is more likely to be achieved through levy-based free
transport route.

40

Outdoor activities and enjoying the outstanding natural beauty of the region are key attracting factors for
visitors (see Visitor Insights Programme referenced above); hence, there are likely to be net benefits from
investments which improve visitor access to these attractions. The same argument applies for (d), improved
pull-offs on iconic roads, and potentially an expansion of free public transport.
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promote the use of walking and cycling by visitors to these locations as an
alternative to using buses, taxis or rental vehicles;
(c) Worker accommodation where necessary to support the tourism industry
(d) Improved signage of pull-offs on iconic roads (e.g. Mt Aspiring, Crown Range,
Glenorchy) to give visitors more opportunities to stop for photographs, and also
improve information at each of these key stops;
(e) A centrally located convention centre;
(f)

Improved public litter collection at campervan stop areas, and

(g) Major beautification of the streetscape in the district, including paving, lighting etc.
Some of these options have flow-on benefits beyond tourists. Firstly, options (a) and
(b) have the potential to improve air quality and reduce carbon emissions. Many of the
options may also benefit residents in other ways. However, they are principally for the
benefit of visitors and would not be expected as part of the normal levels of service
provided to a community of this size.
2.

Increased frequency of refurbishment of facilities which are clearly touristtargeted (although not exclusively) to meet tourist expectations, or increase in
service levels to meet tourist demand. These include:
(a) increased number of amenity areas for short-stay visitors
(b) increased number and quality of public toilets and other facilities at amenity areas,
(c) increased maintenance of parks and trails,41 footpaths
(d) more frequent refurbishment of downtown mall areas.42
Each of these facilities would normally be refurbished at some interval given the
community’s demands; however, we would expect that to meet visitor expectations this
would need to happen more often. The quantum of funding should be determined as
the difference between this “normal” frequency and that required as a result of the
tourist demand. The same logic applies for services such as public litter collection,
which is substantially driven by tourist demand rather than resident use. Hence, the
Council could establish the additional number of collections, and/or the size and type
of receptacles, required to meet tourist demand.
This category also includes initiatives which protect and enhance the environment, and
the remediation of damage to the environment. This is both for the purpose of
remedying the impacts of tourism on the environment, as well as where we can identify

41

For a sense of the materiality, see roading and footpaths services costs in QLDC’s 2015/16 Annual Report
at http://www.qldc.govt.nz/assets/Uploads/Council-Documents/Annual-Reports/QLDC-Annual-Report1516.pdf

42

Around 2006/07, Banff undertook a major refurbishment of its town street frontage, as a result of the need
to remain competitive as a tourist destination. It now also sets high standards on shop frontage any time a
private business undertakes shop refurbishment, for the same reasons; only materials consistent with the
surrounding environment (timber and particular types of local stone) can be used for the exterior cladding of
a shop in the town centre.
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that environmental harm has a knock-on effect on Queenstown’s attractiveness as a
destination. However, initiatives need to be based on a good understanding of how
tourism is impacting the natural environment, so funding may be targeted initially at
research into:
(e) the impacts of tourism on air, water and soil,
(f)

the impacts of climate change on tourism, and

(g) the impacts of e.g., wilding pines on Queenstown outstanding beauty.
Some network infrastructure investment (roading, wastewater and water supply) may
also fall into this category, if it can be reliably established that the degradation, need to
refurbish, or need to establish a premium level of service, is principally driven by tourist
demand. Further, as established above, there may exist other mechanisms to match
funding requirements to users.
It is important to recognise that many of the investments outlined above are not one-off
capital decisions, but ongoing expenditure, which – to some extent – will be closely tied to
the visitor growth experienced. This is one reason why a visitor levy, as outlined later, is an
attractive (and funding-efficient) option, allowing the Council to scale funding proportionally
with the actual number of visitors received into the region.
While we expand on this later in Section 5.2, we recommend that a robust governance
structure should underpin the decision making around which investments receive the
targeted funding of the type contemplated in this report. This would include an evidencebased process to establish the link between tourist demand or the global traveller’s
expectations, and each proposed investment. In some situations, this would not be a trivial
exercise; however, it is important to ensure that the overall funding program has integrity.
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4.

Current funding approaches are
not up to the challenge

Under the current legislative approach, the Council has two main tools for raising the
necessary funds for public infrastructure and services: (1) through rates, which can be based
on a variety of denominators, and (2) through direct user fees and charges. This section
outlines these tools, and assesses the extent to which they allow the Council to align the
funding streams to the underlying driver of the costs: the visitor.

4.1

Rates, targeted rates, and differentials do
not reflect tourist demand

4.1.1 Efficient funding of public good services
Many of the community services provided by QLDC have characteristics of what
economists refer to as ‘public goods’. In the economics literature, a public good is a good or
service for which it is difficult to exclude people who do not pay for the service from
benefiting from the service. A tourist might benefit from Council work in keeping the towns
of the district clean and free of litter, for instance, but are not charged for that service.
The supply of public goods results in what economists refer to as ‘externalities’ (also known
as spill-overs). Externalities occur when participants in an activity do not bear all of the costs
or reap all of the benefits from that activity. Because of these externalities, private markets
will not emerge to supply the efficient level services and government intervention in some
form is often required to address private sector under-provision.
As with other councils in New Zealand, QLDC uses property rates as the main source of
revenue for the Council. These are set as a charge per $1000 of the value of the property.
The Local Government Rating Act allows councils a wide degree of discretion in setting
rates, including the ability to charge a different rate for different land uses (often called
“differentials), and the ability to charge targeted rates, which are rates intended to fund a
specific activity. Targeted rates can be charged on some or all properties in the district.
The Council has established the following categories of land use, being:
•

Residential.

•

Hydroelectric power.

•

Vacant sections.

•

Accommodation.

•

CBD accommodation.

•

Commercial.

•

CBD commercial.

•

Primary industry.
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•

Country dwelling.

•

Mixed use.

Rates are struck on the basis of the value of the rating unit. However, the property value of
the accommodation provider does not necessarily reflect the burden on facilities and services
imposed by visitors. For example, a boutique hotel with a high capital value may see only a
few visitors a night, whereas a hostel with a lower capital value because of its location may
host one hundred visitors a night. In this case, the rates would fall disproportionately on the
boutique hotel, compared to the hostel.
As the example illustrates, the rating mechanism can mean that activities which have a lower
impact on facilities and services may pay more than activities which impose a higher demand
on facilities and services. This is the exact opposite of the economic incentives needed if the
benefits of tourism are to be maximised for Queenstown and New Zealand. Tourism will
develop in ways which are economically welfare enhancing when tourist activities face the
full economic cost of that activity.

4.1.2 Targeted rates and differentials
QLDC also charges a range of targeted rates. These include targeted rates for sports, halls
and libraries, governance, regulatory activities, roads, storm water, water supply, sewerage
and a tourism promotion rate. The tourism promotion rate finances promotional activities
undertaken by the tourism promotion entities in Queenstown. This rate is only levied on
accommodation and commercial rating units.
The sewerage rate is charged on a “per pan” basis, which means that all ratepayers, including
accommodation providers, pay a charge for each toilet installed in their rating unit.
A number of the rates have differentials applied that mean that accommodation providers
pay proportionally more than other categories of ratepayers. The targeted rates, where this is
the case, are:
•

Recreation and events rate.

•

Roading rate.

•

Water supply rates.

•

General rate.

We understand the higher differential rate for accommodation providers is intended to
collect revenue to partially offset the costs created by tourism. Accommodation providers are
chosen in particular because these businesses benefit directly from visitors and, by and large,
do not provide services directly to residents. However, the targeted rates-based approach is a
blunt tool and will distort investment over time in ways that lower the economic benefit of
tourism to Queenstown and New Zealand.
Neither the differential rate nor the ‘per pan’ charge reflects the costs driven by tourists. For
example, an accommodation provider might operate with a lower occupancy rate during the
peak period or provide additional facilities to its guests (for example, an ensuite and a
separate bathroom) than an accommodation provider with the same number of pans. The
differential would fall disproportionally on the accommodation provider with lower
occupancy and additional facilities. While this is just one example, there is more broadly no
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reason to believe that there is a significant correlation between tourism demand and the
number of pans installed by commercial accommodation providers.43
The current rating approach (defined broadly to include targeted rates and differentials) does
not properly align the charges on accommodation providers with the impact of tourism
activities on facilities and services, the charges are unlikely to encourage efficient behavioural
responses from tourists (especially since the charges are not visible to tourists). Instead, they
are likely to distort decisions by accommodation providers (and tourists) in ways that reduce
economic welfare.
There are practical limits to designing efficient cost signals to tourists.44 But, given the
significance of tourism to Queenstown and the level of expenditure both by tourists and by
the Council on tourist-related services, these distortions are likely to be material over time.
The tax literature is replete with examples of the economic harm caused by taxes levied on
what turns out to be a poor proxy for the intended tax base.

4.2 User charges would provide only part of
the answer
Councils are empowered to charge users for water and waste-water, based on the volume
they use or discharge. Using prices rather than taxes as a means of funding local government
services, where user pays is feasible and acceptable to the community, can enhance economic
efficiency.
A price may allow a consumer to choose whether to buy the service and hence gives
individuals the greatest control over their economic lives. When services are priced,
consumers will choose to consume the service if the benefit to them exceeds the cost of
supply and hence prices help manage the demand for scarce resources. Prices also send
strong signals about what is wanted and what is not. Suppliers, including suppliers of
substitutes, respond to these prices. Examples of services that are often funded or partfunded through user fees include public toilets, car-parking, and swimming pools.
Recovering some of the cost of community infrastructure through volumetric charges for
water and waste-water and other infrastructure services would provide incentives for
businesses and residents to manage their consumption of these services, potentially reducing
the infrastructure required over the long term. Of course, tourists would not pay water and
waste-water charges directly – the businesses that provide tourist services, including
accommodation providers, leisure and recreation providers, and bars and restaurants would
pay the charges, and, where possible, pass part of the cost on to their customers. This would
mean that tourists and residents would make a contribution to the cost of maintaining and
upgrading infrastructure.

43

While we do not focus on below-ground infrastructure here, an empirical study of tourism in New Zealand
small towns failed to find a significant correlation between peak demand on water and waste water
infrastructure and the number of pans installed by commercial accommodation providers, see Ross Cullen,
Andrew Dakers, Gerit Meyer-Hubbert, ‘Tourism, Water, Wastewater and Waste Services in Small Towns’,
Tourism Recreation Research and Education Centre, Report No 57, March 2004.

44

See the commentary on practical principles of calculating marginal costs in Kahn, A. E. “The Economics of
Regulation”, Vol I, pp 83-86.
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However, even if the Council were to make greater use of charges for services such as water
and waste water, much of the other costs (beyond below-ground network infrastructure)
which the Council will incur as a result of tourism loadings are not amendable to such
charges. The services described in Section 3 are mostly provided by local (or in some cases
central) government because they are of a public good nature – the Council cannot
practically or sensibly charge for increased signage, improved parks and trails, improved litter
collection, or mall beautification, etc.

4.3 Unfair and distortionary taxes cannot
support facilities and services
The hard reality is that under the existing funding model, the residents of Queenstown will
be asked to fund a disproportionate amount of public goods because tourism demand is
disproportionately large. Any additional investment, even if it is viewed as necessary to
maintain Queenstown’s global reputation and tourist experience, will be penalised due to the
asymmetrical increase in the rates burden faced by residents. Clever pricing of some services
may reduce the problem in parts, but will not eliminate the demands on community funded
services (and infrastructure) which must be met by the Council.
Public funding of community facilities and services is necessarily about political trade-offs.
Local taxation provides a critical link between the citizen and local government, and the
amount any local government can raise is properly subject to political and social trade-offs.
As discussed earlier, the existing funding mechanisms result in residents and local businesses
in Queenstown paying for substantially more facilities and services capacity than they
themselves need; the current funding mechanisms will also adversely impact and distort
decisions by local accommodation providers and tourists in ways that reduce economic
welfare over time.
No elected body can expect to sustainably raise sufficient funds to meet a growing demand
for public facilities and services via a funding mechanism which is evidently unfair and
inefficient. Any problems of underfunding will only compound with the projected increase in
tourism to Queenstown.
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5.

A direct charge to visitors

5.1

Tourist impact often funded
internationally by visitor levy

Tourist destinations elsewhere face similar problems to Queenstown in funding the facilities
required to meet tourism demand. A common form of funding this expenditure is via a levy
on tourists.
In some cases, the levy might be imposed at a point of entry such as at an airport. This form
of levy can work well where the points of entry for tourists are limited and well defined. The
Southland District Council, for example, imposes a visitor levy on tourists visiting Stewart
Island to fund community services used by or benefiting tourists.45 However, an airport levy
or similar for Queenstown could result in a number of distortions: only a subset of tourists
arrive in Queenstown by air, others come by car and bus; and an airport levy would also
capture residents who travel for work (and would thus require some form of exemption
mechanism to be palatable to the community).
An alternative form of levy is a charge imposed on tourists for each night they stay in the
tourist destination. This levy is variously call a tourism improvement fee, bed tax, room tax,
hotel tax, hotel occupancy tax or lodging tax – the terms are used interchangeably.46 In this
report, we refer to a charge for each night a tourist stays with a commercial accommodation
provider as the ‘tourism improvement fee’.
A third potential type of levy would be a general sales tax that would apply to all purchases
made in Queenstown. A potential advantage of this approach is that it could provide the
greatest “capture” as it would capture ‘day trippers’47,and is not complicated by multiple
points of entry into the District. However, sales taxes are difficult and costly to enforce on a
broad base – a value added tax like GST creates an incentive for business to register so they
can claim input credits, but a business benefits by remaining outside the tax base for a sales
tax. A sales tax also compounds through the value chain (because unlike GST firms can’t
claim an input credit), creating a bias against business to business suppliers. A sales tax, like
the airport-levied charge, would not discriminate between residents and visitors.48 As the
sales tax has a much broader coverage than just air travel, this distortion would be much
greater than the airport charge.

45

Southland District Council (Stewart Island/Rakiura Visitor Levy) Empowering Act 2012.

46

Examples of countries which levy a form of bed tax include: Austria, British Virgin Islands, Canada, Croatia,
Fiji, France, Germany, Greece, Italy, Japan, Kenya, Maldives, Netherlands, Spain, Slovenia, Sri Lanka,
Trinadad and Tobago, United States, Vanuatu. It also includes mountain resorts with similar visitor loadings
to Queenstown, such as Banff and Saas-Fe in Switzerland.

47

See footnote 6 for a discussion of day tripper estimates

48

In this way, it is difficult to argue it is a form of a visitor levy, since it is levied on all residents.
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This highlights how any new charge imposed with regulatory force requires trade-offs
between many issues. As the OECD observes, three factors are particularly important:49
Three features of taxation are especially important. First, so long as taxation affects
incentives it may alter economic behaviour of consumers, producers or workers in w ays that
reduce economic efficiency. These effects should be taken into account when the costs and
benefits of public expenditure to be funded are being assessed. Second, the distribution of
taxation’s impact across the population raises issues of equity, or fairness, which must be
given substantial weight even if it entails costs in terms of economic efficiency. Third, the
practical enforceability of tax rules and the costs arising from compliance are important
considerations, the more so since these are b oth affected by, and have implications for, the
efficiency and public perceptions of the fairness of tax systems . [emphasis added]

In this section, we consider a tourism improvement fee for Queenstown against these three
criteria which governments generally use for assessing tax options; that is, efficiency, fairness,
and practicality of enforcement and compliance.
We apply each of the criteria to the example of an accommodation-based levy. A similar
assessment could be performed against the other two options (airport charge or sales tax).
However, while the purpose of this report is not to design the levy mechanism, our highlevel view is that the accommodation-based charge offers the best trade-off between
coverage, transactional complexity and distortion of local residents’ decisions.

5.1.1 Efficiency
All taxes reduce economic efficiency by distorting price signals. Taxes drive a wedge between
the price paid by the buyer and the price received by the seller. For example, income tax
results in an employer paying more for an hour of work than the employee receives for
working an hour, while GST results in a retailer receiving less for a product she sells than her
customer pays for it.
By increasing prices and reducing quantities bought and sold, taxes impose losses on
consumers and producers alike. The sum of these costs almost always exceeds the revenue
that the taxes raise – and the extent to which they do so is a loss to society (economists refer
to this loss as a deadweight loss as no one benefits from the cost). A key goal for tax design
is to reduce the deadweight loss of the system as a whole as far as possible.
A tourism improvement fee for Queenstown would have a number of characteristics which
suggest it is likely to be a comparatively efficient means of meeting the additional costs of
facilities and services needed to meet tourist demand:
•

49

The fee could be set at a level which reflects the full economic cost of a tourist utilising
facilities and services for day, hence better aligning price signals; for the purposes of this

OECD 2001, Tax Policy Studies No. 6, Tax and the Economy: A Comparative Assessment of OECD
Countries, p 17.
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report, we have assumed a fee of $4 per night.50 To give a sense of the materiality of
funding this would generate, payment of this fee by all visitors to commercial
accommodation would result in revenue of $17 million per annum.51
•

Leisure travellers are likely to form the vast majority of guests staying with commercial
accommodation providers in Queenstown; this means the fee is largely levied at the
final point of consumption and not on business inputs.52

•

Accommodation outside of Queenstown is not readily substituted for accommodation
within Queenstown – people can choose to stay outside the district, but if their
intention is to stay in Queenstown, then only accommodation in Queenstown can
provide that benefit. This means that the fee is unlikely to materially distort
accommodation choices and that accommodation providers in Queenstown should be
able to pass on the fee to visitors.

These characteristics (which apply in Queenstown but not necessarily in other regions) mean
that the tourism improvement fee would be unlikely to have a measurable impact on the
economic benefits from domestic tourism:
•

Should New Zealand domestic tourists shift their holiday destination from Queenstown
to another region in response to the tourism improvement fee, this would result in a
shift in economic activity across regions and not a reduction in economic activity.53

•

If the tourism improvement fee is set to reflect the full economic cost of the tourist
utilising facilities and services, any shift in domestic tourism as a result of the charge is
likely to be economically efficiency (it would mean that the tourist had not been willing
to meet the economic cost of their activity).

The more significant potential economic cost is if the tourism improvement fee were to
result in international tourists not travelling to New Zealand. The available data on the price
sensitivity of international tourists suggests the demand response from the tax would be
quite small. Table 3 below sets out an estimated impact on total arrivals from the seven key
origin markets of a $4 per night fee. As an alternative scenario, we also consider a fee of
twice that ($8 per night). Appendix 1 describes the methodology and data sources for these
estimates:

50

We have not calculated the full economic cost of the facilities and services that tourists use. Instead, we have
assumed $4 per night on the basis that in other countries “bed taxes” are around 2 per cent of the
accommodation cost. We also assumed an average accommodation cost of $200 per night.

51

As it was outside the scope of this report, we are not able to comment on the extent to which this revenue
would adequately fund the types of projects outlined in Section 3.6.

52

Valued added taxes, such as New Zealand’s GST, are favoured by economists over sales taxes because they
allow credits for inputs to production so the tax does not compound through the production chain.

53

The economic welfare loss would equate to the difference in the benefit the domestic tourist would have
received from holidaying in Queenstown, compared to the benefit they obtained from holidaying elsewhere.
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Table 3 Estimated effects on MBIE’s forecasts for arrivals in 2015 of a $4 to $8
tourism improvement fee by key origin markets
Australi
a

UK

USA

Japa
n

S Korea

China

Germany

Total

Tourism improvement levy of $4 per night
Reduction in
number of tourists

2615

33

33

17

62

248

163

4364

% reduction

1.0%

0.1
%

0.0
%

0.1%

0.4%

0.3%

0.4%

0.6%

Tourism improvement fee of $8 per night
Reduction in
number of tourists

5139

67

66

34

123

494

325

8598

% reduction

1.9 %

0.1
%

0.1
%

0.1%

0.8%

0.6%

0.8%

1.1%

Source: Forecasts of total arrivals for 2015 are from MBIE’s 2015-2021 Tourism Forecasts, Sapere analysis

5.1.2 Fairness
A local authority revenue mechanism needs to be intuitively sensible, fair, reasonable and
sustainable in comparison with other local authority revenue mechanisms and central
government tax. A tourism improvement fee would score reasonably highly on this criterion:
•

The tax is levied on those from outside the District who contribute to the need for
Queenstown’s facilities and services.

•

The more nights a tourist stays, and hence the greater the demand the tourist places on
these facilities, the more the tourist pays.

•

A substantial portion of the tax would be levied on foreign nationals; typically, in
developing its tax policy, the New Zealand Government does not consider the wealth
effects of its tax policies on non-residents.

•

Domestic tourists are likely to be from middle to higher income brackets (lower-income
New Zealanders are less likely to be able to afford holidays in Queenstown).

5.1.3 Practicality of enforcement and compliance
This section briefly considers some of the practicalities of applying and collecting a tourism
improvement fee; this is by no means a full investigation of the best design, but considers
some of the salient factors.

Coverage
We have so far suggested that the tourism improvement fee would be levied based on the
number of nights stayed. This appears the most effective from a transactional perspective:
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most likely to capture genuine visitors, and least likely to capture locals (compared with, for
example, a charge levied on airport arrivals and departures). International experience
suggests that a potential inefficiency with accommodation-based levies is that they do not
capture day visitors. We accept this argument, and an assessment of the role that day-trippers
make in the overall tourist picture would be worthwhile when deciding on and designing the
levy54. However, compared to the alternative forms of levy considered above, this would be
a relatively minor impact.
In any case, we acknowledge that complete coverage of all visitors to Queenstown cannot
practically be achieved. This is discussed further under ‘Compliance’ below.

Collection and customer interaction
The most effective way to collect the fee is for it to be paid by the visitor at the point of
transaction with the accommodation provider.55
In the interests of transparency, it is important that the tourism improvement fee be itemised
separately on the visitor’s invoice, to highlight it as a separate fee and assist the visitor in
understanding its purpose (as opposed to general costs recovered by the accommodation
provider). This also relieves the accommodation provider of the burden of explaining the
fee.56 This also aligns with international practice; hence it will be the general expectation of
international visitors.
The charge would be per visitor per night, although some international jurisdictions exempt
or reduce the fee for children.57
We acknowledge that some web-based methods of booking accommodation, where the
accommodation provider has no control over the appearance of the invoice, make separate
itemisation of a visitor levy difficult. AirBnB only provides functionality for local taxes to be
separated out for a select number of locations (but is expanding58), and websites such as
bookabach.co.nz would need to be consulted. Hence, for some forms of accommodation the
tourism improvement fee may simply need to be built in to the daily rate. The collection
effectiveness then becomes a matter of compliance (see below).
Clearly, the amounts collected by the accommodation provider will need to be transferred to
the QLDC at some point. Methods for this reconciliation and settlement process vary, but
can include:
•

A mechanism by which the amount owed by the accommodation provider is calculated
and reconciled to visitor nights. Typically this is a trust-based system, unless the
submission of visitor nights is also being made in parallel to some other government

54

See footnote 47 for a discussion on data validity on day trippers.

55

This is also consistent with international practice as per footnote 46, which means it is highly likely to be
understood and accepted by visitors from North America and Europe, and well-travelled visitors from other
origins.

56

Banff/Lake Louise in Canada publishes guidelines for how the fee is to be communicated and explained,
including making it clear on the accommodation provider’s website.

57

Saas Fee in Switzerland charges children 50 per cent of the full fee.

58

See: https://www.airbnb.co.nz/help/article/654/what-is-occupancy-tax--do-i-need-to-collect-or-pay-it
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body (e.g. Statistics New Zealand’s Accommodation survey, completed monthly by
commercial accommodation providers59). All modern forms of taxation rely on
voluntary compliance.
•

Formal invoicing of accommodation providers for the aggregate fee amount for a
period (month or quarter).

•

An independent body (e.g. a law firm or tourism body) hold the amounts in trust before
allocating to the receiving body (in this case, QLDC).

Compliance
A concern with any levy or charge is that it might encourage people to shift to informal
arrangements; in this case, there might be concern that a tourism improvement levy could
encourage informal accommodation providers such as homestays over commercial
providers.
Incentives to avoid tax already exist, as income tax and GST imposts would typically exceed
a proposed bed tax. A tourism improvement fee may operate to reinforce compliance with
the tax system more broadly, and hence strengthen the national tax regime. This is because
the introduction of a visitor levy collected on guest nights would create a strong incentive for
the Council to ensure that all accommodation providers are known to the Council and
comply with the levy. This in turn could have the flow-on benefit of assisting Inland
Revenue in identifying businesses currently outside the ‘tax net’ – the Inland Revenue
Department is unlikely to give priority to monitoring informal accommodation providers,
but might have a strong interest in reviewing the Council’s tourism improvement fee
collection records against its own data bases.

Administration costs
The administration costs of the fee would include the indirect costs on accommodation
providers (such as changes to business processes/billing systems in order to isolate the
charge on the bill) and the costs to Council of monitoring and enforcing compliance. These
costs will vary depending on exactly how the fee is implemented. There is some evidence
from overseas that the administration costs of visitor levies that are collected by
accommodation providers are relatively small. Various estimates from the US put
administration costs at around 1 per cent to 5 per cent of levy revenues, which makes it a
relatively low administration cost means of raising revenue.60 Nearly 50 per cent of all guest
nights sold in Queenstown are supplied by hotels, and hence the tax would need to be
collected by comparatively few entities.61

Volatility in income
While the number of visitor nights has grown steadily over recent years, visitor numbers are
still subject to variability as a result of domestic and international economic conditions, and

59

See:
http://www.stats.govt.nz/browse_for_stats/industry_sectors/accommodation/AccommodationSurvey_H
OTPJul15/Data%20Quality.aspx

60

Weston (1983) and Hiemstra and Ismail (1992), cited in Tom Knape (2011) Bed taxes and local tourism demand:
an outline and annotated bibliography, Cornell University Department of City and Regional Planning.

61

Source: Statistics New Zealand Accommodation Survey (2017).
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the changing attractiveness of New Zealand (and Queenstown) as a destination. As argued
above, the improvement fee would be designed to best capture the costs imposed by visitors,
and the subsequent investment required. This has the significant advantage of being able to
scale expenditure on the types of projects listed in Section 3.6 to the actual visitor loading
experienced.
However, we accept that it is unlikely that changes in annual fee collections could be
perfectly synchronised with costs (and thus appropriations of the fees).
This suggests that some mechanism needs to be designed which allows annual variations
(positive and negative) to be prudently absorbed. Other regulated industries have
mechanisms which deal with this issue. 62

5.2 Governance
We have periodically referred to the need for strong governance over the appropriation of
funds to specific projects. Thus governance needs to be designed to give Central
Government, the community and tourists that the levy fee is not simply subsidising general
Council expenditure or uneconomic projects, and thus relieving Council of the pressure to
be as efficient as possible in its provision of services.
Council is bound by its statutory obligations, under the Local Government Act 2002, to be
efficient, effective and appropriate to the present and anticipated future circumstances. This
would apply equally to QLDC’s allocation of tourism fees collected.
However, our estimates above suggest this would be a substantial sum of money which, as
argued above, is as much about improving the value of tourism to New Zealand as it is about
the value of tourism to the Queenstown district. The governance arrangements need to be
equal to the significance of this challenge.
The overall governance structure should be carefully considered and designed, taking the
following considerations into account:
•

Any appropriations from the tourism improvement fee income must be consistent with
the role of local government, and the core services it provides, as defined in s10 and
s11A (respectively) of the Local Government Act 2002;

•

Further narrowing of the application of fee income could mirror the approach adopted
by the Stewart Island/Rakiura Visitor Levy Fund. Here, the Stewart Island/Rakiura
Visitor Levy Committee may only make funds available to support:63


Activities and facilities used by, or for the benefit of, visitors to Stewart Island, and



Activities and facilities that mitigate the adverse effects of visitors on the
environment of Stewart Island;

62

The process adopted by Transpower, through its economic value account for transmission pricing revenue,
is an example of this working in practice

63

See Stewart Island/Rakiura Levy Fund application form, available at:
http://www.venturesouthland.co.nz/Portals/0/Documents/R_14_3_3606.pdf
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•

QLDC could be required to consult on its appropriation proposals64. This ensures there
is local input into, and support of, levy appropriations, and

•

Formal political and executive accountability would be ensured by having appropriation
decisions audited to ensure they are consistent with the principles, restrictions and
consultation feedback set out above.

On balance, we believe that it would be relatively straightforward to establish a robust
accountability framework that ensured that the fee income collected was disbursed in an
acceptable manner that was transparent to Central Government and the Queenstown
District community.

5.3 Tourism improvement fee versus existing
options
In Table 4 below, we compare the option of a tourist improvement fee relative to the
options currently available to the Council of rates or volumetric charges. In Appendix 1, we
pose a hypothetical model of a tourist improvement fee for Queenstown, showing the
impact on resident rates and the potential funding generated for future visitor needs.
Table 4 Summary comparison
Criteria

Rates

Volumetric charges

Improvement fee

Efficient

Do not reflect burden
of activity on facilities
and services.

Would complement a
fixed charge such as a
tourism improvement
fee, insofar as usage
could be measured and
charged accordingly.

Fee could be set at a
level which reflects
the full economic cost
of a tourist utilising
facilities and services
for day, hence better
aligning price signals.

Likely to distort visitor
enhancement
investment over time.

Risks attendant
problem with
standardised pricing of
services which have
time-varying marginal
costs.

64

Comparatively
modest distortion to
economic activity (i.e.
an efficient tax).
Would complement
variable volume
charge.

In a similar way to which the Electricity Authority consults on its appropriation of the Electricity Industry
Levy, collected under the Electricity Industry (Levy of Industry Participants) Act 2010. See:
https://www.ea.govt.nz/dmsdocument/18636
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Criteria

Rates

Volumetric charges

Improvement fee

Fairness

Residents meet cost of
tourism even if they
don’t directly benefit.

As businesses pass the
cost on to their
customers, both
tourists and residents
would make a
contribution to the cost
of maintaining and
upgrading the facility.

Recovers from those
who live outside the
region the cost of
providing and
maintaining the
facilities, services and
environment for their
benefit.

Non-residents may not
contribute to the cost
of services provided for
their benefit.
Impacts differently on
accommodation
providers depending on
business model, not
impact on facilities,
services and
environment.

Enforcement
and
compliance

Low marginal
compliance and
administration costs
given rates need to be
set and collected
anyway.

A substantial portion
of the fee would be
levied on foreign
nationals.
Domestic tourists are
likely to be from
middle to higher
income brackets.
Some additional to set
charge and collect
amounts due, but low
marginal collection and
compliance costs.

Additional
administration and
compliance costs.
Degree depends on
choice of levy
denominator and
complexity of
mechanism.
May have positive
benefits for
government tax
compliance.
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6.

Conclusion

Queenstown’s leadership position in national and global tourism creates unique challenges
for the district. These challenges include:
•

Receiving 48 visitors annually per head of resident population, 22 times that
experienced by Auckland.

•

Providing nearly as many international guest nights (2.8m) as Auckland (3.2m), despite
having a fraction of the population.

•

Hosts, during its busiest month, 5.93 visitors for every resident, much higher than any
other tourist destination in New Zealand – 28 times that experienced by Auckland and
34 times higher than that experienced by Auckland during the Rugby World Cup, and

•

Experiencing much higher growth in visitors than other regional tourist destinations
over the last ten years, and similar to the growth experienced by Auckland.

These factors together mean the challenges to Queenstown in providing the facilities and
services necessary to support tourism, as well as the investment required to avoid
environmental degradation (a key driver of its success), are without precedent in New
Zealand.
Funding mechanisms currently available to QLDC – rates or volumetric charges – will not
fund all of the necessary facilities and services efficiently and fairly. These mechanisms
effectively ask residents and local businesses to meet the cost of tourist-driven capacity and
services they never use or benefit from. This would occur to a degree not seen in any other
major tourist destination in New Zealand.
In addition to the current costs of hosting visitors to Queenstown, ratepayers are likely to
face substantially more costs in the future if Queenstown is to retain its status as a favourite
tourist destination. These additional costs will be incurred as:
•

New or enhanced Council funded facilities and services, which add to the quality of the
tourist experience to maintain Queenstown’s place in a highly competitive, global,
tourism market.

•

Increasingly frequent refurbishment of public facilities, and protection of the natural
environment, to maintain a premium tourist experience.

The demands that would need to be made on the comparatively small ratepayer base in
Queenstown are likely to be viewed as unaffordable, and hence risk underinvestment in
facilities and services, at a time when global tourism is becoming increasingly competitive.
The prospect of underinvestment in facilities and services raises the possibility of harm to
the quality of visitor experience, both directly and indirectly as the natural and built
environment feel the strain of visitor loadings. Any decline in the reputation of Queenstown
could result in tourists electing to visit destinations other than New Zealand, with the
consequence loss of economic value to New Zealand.
A fee charged to tourists for each night they stay in the region – a tourism improvement levy
– would raise revenue, which could be applied to meeting the investment needs.
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But, perhaps more importantly, a visitor-targeted fee would enable investment in
Queenstown as one of New Zealand’s key advantages in a competitive global tourist industry
and in a way that does not require the cost to be socialised across residents and local
businesses. By targeting an even higher degree of visitor satisfaction than is currently
experienced, it provides an opportunity to further grow this critical component of the New
Zealand economy in a way which increases national wealth, net of the costs imposed by
tourists, including the impact on the natural environment.
In the unique context of Queenstown, a tourism improvement levy would score highly on
the usual criteria by which governments generally assess tax options; that is, efficiency,
fairness, and practicality of enforcement and compliance. A robust accountability framework,
modelled off the Stewart Island/Rakiura Visitor Levy Committee, could be implemented to
ensure the fee income collected was disbursed in an acceptable manner that was transparent
to Central Government and the Queenstown District community.
However, we stress that the unique nature of Queenstown’s context needs to guide the
design of a levy-style funding arrangement.
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Appendix 1 Price elasticity estimates
The price elasticity of demand is defined as the percentage change in the quantity demanded
of a product (in this case international visitors to Queenstown) relative to the percentage
change in price. The value of price elasticity of demand tells us by what percentage demand
decreases when the price increases by 1 per cent.
If a good has an elasticity of demand less than -1, we describe the good as having elastic
demand. For these goods, when the price rises by 1 per cent, the quantity demanded falls by
more than 1 per cent. If the elasticity is greater than -1 it is described as having inelastic
demand. For these goods when the price rises by 1 per cent, the quantity demanded falls by
less than 1 per cent.
Different segments of the market for travel to New Zealand exhibit different elasticities of
demand. For example, visitors from Asia tend to have more elastic demand than those from
Europe or Australia. Business travellers tend to have less elastic demand than holiday
makers. For this reason, it is important to segment the market to the extent possible and
separately identify the effect on different groups of travellers.
There are very few robust demand elasticity estimates for New Zealand tourism. The
elasticities used in this report were all obtained from Schiff and Becken (2011). They
estimated constant price elasticities of arrivals and consumption of on the ground tourism
goods and services.
Schiff and Becken (2011) segmented international visitors into 18 segments and modelled 16
of these. The two ‘rest of the world’ segments were excluded from the modelling as they
considered there was too much heterogeneity in these segments to allow accurate results.
The key driver for the specific segmentation was sample size as small samples leads to high
sampling error and reduces the accuracy of the estimated elasticity.
Their equations are based on annual observations from 1997 to 2007. While this study is
therefore now relatively old, it remains the most robust study of the elasticity of tourism
demand in New Zealand that we were able to identify.
The elasticities estimated are assumed to be constant at all prices. This may limit the
applicability of the elasticities if the price of travel has changed significantly since the 19972007 period. We have not tested this.
Schiff and Becken’s elasticities are reproduced in Table 5:
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Table 5 Price elasticity of visitors by type of travel and purpose of visit
Segment

Elasticity

Price index

Australia FIT Holiday

-0.26

Airfare

Australia FIT VFR

-1.05

Airfare

Australia FIT Other

n.a.

n.a.

Australia Tour

-0.31

Airfare

UK Holiday

-0.52

Total

UK VFR and Other

n.a.

n.a.

US FIT Holiday

-0.29

Total

US FIT VFR and Other

n.a.

n.a.

US Tour

-0.78

Total

Japan FIT Holiday

n.a.

n.a.

Japan FIT VFR and Other

n.a.

n.a.

Japan Tour

-1.55

Total

South Korea All

-1.75

Total

China FIT

-1.65

Total

China Tour

-1.09

OTG

Germany All

-0.87

Airfare

Source: Schiff and Becken (2011)
1.

VFR denotes “visiting friends and relatives”.

2.

FIT is defined in MBIE’s International Visitor Survey as a “fully independent traveller” who reports no
expenditure prior to arriving in New Zealand. It is not clear whether this is the classification used by Schiff and
Becken as they describe FIT as “free and independent traveller” and contrast them with “tour group”. The IVS
describes additional categories of traveller including semi-independent and package travellers. We have adopted
Schiff and Becken’s apparent distinction, assuming that all non-tour travellers are FIT.

3.

Price index is how the price elasticity is derived.

4.

OTG is on the ground expenditure.

5.

Total Price index is Airfare plus OTG.

Where no elasticity was able to be estimated, it is possible that price is not a significant
decision-making factor for that travel segment; this explanation is plausible for some markets
such as business travellers, especially where there are relatively small price changes on long
haul travel. However, it may also simply be due to the limitations of a small sample.
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Methodology
The method for estimating the effect on the number of tourists visiting New Zealand is
straightforward. The key limitations of the results relate to the availability of robust, relevant
data. Our focus is on the effect on international tourist markets rather than on domestic
markets.
An assumption of a constant elasticity amounts to the view that the demand curve takes the
form:
log(𝑛) = 𝛼 + 𝜂log(𝑝), where n and p respectively denote the number of visitors and
the travel price (price index), and 𝜂 is the price elasticity.
At a high level, the estimates of the effect on the number of tourists are derived by:
𝑛̇ = (1 + 𝑝̇ )𝜂 − 1, where the percentage change in demand 𝑛̇ = (𝑛1 − 𝑛0 )/𝑛0 and
the percentage change in price 𝑝̇ = (𝑝1 − 𝑝0 )/𝑝0
We have matched the elasticity estimates to the purpose of visit and type of travel categories
in the International Visitor Survey to the extent possible. Where there is no elasticity
available, we have not made an estimate.
The percentage change in demand is then applied to the number of visitors in the year ended
September 2014 to estimate the number of visitors who would not have travelled to
Queenstown if the tourism improvement fee had raised accommodation prices.
We focus on those segments modelled in Schiff and Becken (2011), which represent New
Zealand’s seven largest tourism origin markets (73 per cent of total international visitors to
Queenstown). We assume this 73 per cent is constant and thus calculate the reduction in
visitors for rest of World.
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