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Introduction

Our central estimate suggests that
the Auckland region contributed
around $3.8 hillion of the
Government’s $6.2 billion operating
surplus in fiscal year 2005. This
report summarises the key results
behind this estimate and provides
details of the methodology and data
sources used to create this estimate.

The report is set out in four sections.
The first section describes our
general approach to estimating
Auckland’s contribution to the
Government'’s operating surplus.
The other three sections are devoted
to the main components of the
Government’s accounts: revenue,
expenditure, and operating surplus.

In the sections on revenue,
expenditure, and operating surplus
we discuss how our estimates were
derived, along with key assumptions
and data sources used. Summary
estimates are provided for each of
the major revenue and expenditure
items in the Government accounts.
Detailed results are not presented in
this report, but are available in the
accompanying spreadsheet.

NZIER has produced
independent estimates

of the net flow of central
Government funding

— operating revenue less
operating expenditure
—from the Auckland region
in the fiscal year ending 30
June 2005.




In 2005 Auckland was a
net contributor of taxes.
Our estimates suggest
that the Auckland
region contributed

$3.8 billion towards

the Government’s $6.2
billion operating surplus
in fiscal year 2005.

Auckland’s contribution of $3.8
billion, is 8.1% of Auckland’s regional
Gross Domestic Product (GDP).
This result is consistent with a
similar study conducted in London,
which found that London’s net
contribution to the UK public purse
was equivalent to between 6% and
9.5% of London’s GDP.

Auckland’s contribution to the

operating surplus in fiscal year 2005

comprised:

Revenue of $18.2 billion or 35% of

revenue, including:

®  Tax on individuals of $8 billion
(37% of the national total)

u  GST of $4.9 billion (36% of the
national total)

®  Company tax of $2.8 billion
(34% of the national total).

Expenditure of $14.4 billion or 31%

of expenditure, including:

®  Social welfare of $4.4 billion
(30% of social welfare
nationally), of which $1.5
billion was New Zealand
Superannuation (25% of the
New Zealand Superannuation
nationally)

Summary

®  Expenditure on health of $2.7
billion (30% of national total)

®  Expenditure on education
(32% of national total).

The estimates we have come up
with are roughly what we expected.
While Auckland’s contribution of
revenue is above Auckland’s share
of the national population, this was
expected because Auckland has
higher per capita output, on average,
than for New Zealand as a whole.
This is typical of major metropolitan
areas in other OECD countries.

One reason cities tend to have
higher output per person is because
of agglomeration effects (comprising,
amongst other things, economies

of scale, increased competition and
knowledge diffusion from locating
close to other firms). These have
the effect of increasing productivity
compared with non-urban areas.

For example, Auckland’s productivity
is estimated to be approximately
20% higher than New Zealand'’s
national average (OECD, 2006).

The fact that cities tend to have
higher productivity because of
agglomeration effects also means
that it is likely that Auckland City is
a key driver of the Auckland region’s
contribution to central government
taxes.

On the expenditure side, one
driver of our results is Auckland’s
comparatively young demographic
profile. This means that Auckland
consumes a comparatively smaller

share of key expenditure items
associated with spending on older
age groups - compared with other,
‘older’, regions (that is, expenditure
such as health expenditure and New
Zealand Super, which together make
up about a third of Government
expenditure).

When interpreting these results it is
important to bear in mind that these
estimates are simple accounting
representations of funding flows for
a single (2005 fiscal) year.
The estimates do not:
®  Measure economic costs and
benefits
®  Tell us about contributions from
other regions
®  Tell us what Auckland’s
contribution is to the
Government’s medium term or
long run fiscal position
- Auckland’s contribution was
largely positive during a period
when there was a large overall
(cyclical) surplus, but we do
not know how Auckland’s
contribution would change
in cases of a large (cyclical)
deficit
®  Account for flows of funds over
time (e.g. revenue collected in
the past or expenditure today
that yields returns in the future).
- This limits economic
interpretation because,
for example, we are not
accounting for the fact that
some Aucklanders are born,
raised, and educated in
Auckland and then retire
to smaller cities and towns
outside the Auckland region.
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Our estimate of
Auckland’s share of excise
duties, (which comprises
alcohol and tobacco and
petrol tax) was built using
data on key drivers of
excise tax.

For alcohol and petrol taxes we
used Auckland’s share of national
expenditure for liquor retailing and
automotive fuel retailing respectively
(using data for June 2005 from

the Statistics New Zealand retalil
survey). This data showed that
Auckland spent 37% of the national
total at liquor retailing outlets

and 27% of the national total at
automotive fuel retailing outlets.
Thus we assumed that Auckland
contributed 37% of alcohol excise
and 27% of fuel excise.

The petrol excise figure may be
conservative because it includes
automotive fuels other than

petrol, such as diesel. Statistics

on road user charges — linked

to diesel vehicle use — suggest

that Auckland’s share of diesel
consumption in New Zealand is
less than 27%, around 25% (see
indirect tax calculations below). This
suggests Auckland’s share of petrol
excise may be higher than 27%.

Another issue to consider is that
the estimates for petrol and alcohol
excise may be biased due to price
differences between Auckland and
elsewhere in New Zealand. This

is because excise tax is levied on

Excise Tax

volumes of petrol or alcohol, rather
than the cost of petrol or alcohol.

In the case of petrol, surveys have
shown that Auckland petrol prices
are often lower than elsewhere in the
country. As such, Auckland may in
fact use more petrol and contribute
more petrol excise revenue that the
above figure of 27% would suggest.
This further suggests that our
estimate of petrol excise revenue

is conservative. However, data on
vehicle kilometres travelled (VKT)

in the Auckland region, from a 2001
LTSA traffic counting survey, suggest
Auckland accounts for 29% of all
vehicle kilometres travelled in New
Zealand. This gives us some comfort
that our 27% estimate is in the right
‘ball park’ (although VKT data has
inherent errors also).

For alcohol, we have no information
to tell us whether there is upward or
downward bias due to Aucklanders’
paying more per litre of alcohol than
people elsewhere in the country.
Furthermore, the estimate we have
only uses data for liquor retailing and
does not account for expenditure

at bars and clubs or cafes and
restaurants. However we prefer not
to use these estimates as we know

that costs of business for bars and
clubs in Auckland are higher than
elsewhere in the country. Therefore,
calculating Auckland’s share of
alcohol consumption based on
consumption in bars and clubs and
cafes and restaurants could increase
the price bias in our estimate.
Without further information, we have
chosen to use the 37% estimate
outlined above, while noting the
potential caveats.

Our estimate of Auckland’s share
of tobacco excise is based on data
from the New Zealand Health survey
(2003). Results of the New Zealand
Health Survey provide estimates

of the number of smokers in New
Zealand by District Health Board
(DHB) area. This shows that an
estimated 33% of smokers in New
Zealand live in Auckland. We have
used this estimate to apportion
Auckland’s share of tobacco excise
revenue. As such, we are making
the assumption that the average
Auckland smoker smokes as many
cigarettes as the average smoker
elsewhere in New Zealand.
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Auckland’s share of ‘Other indirect tax’ has
been calculated using a variety of methods.
These are:
®  Customs duty ($792 million nationally)
- Apportioned according to Auckland’s
share of national retail sales (34%)

® AIL & cheque duty ($51 million nationally)
- Apportioned according to Auckland share
of NZ population

= Motor vehicle fees ($179 million nationally)
- Apportioned according to Auckland share
of registered vehicles (30%)

®  Road user charges (RUC) ($596 million
nationally)
- Based on actual Land Transport NZ data
on RUC collected by region (25%)

®u  Energy resources levy ($60 million)
- Apportioned according to Auckland share
of NZ population

®  Gaming duty
- Apportioned according to actual regional
tax collections data (28%)

u  Other
- Apportioned according to Auckland share
of NZ population.

The Case for Auckland

The ‘Other’ component of Government
revenue has simply been apportioned
according to Auckland’s share of the NZ
population.

This component is made up of:

®  Investment income ($2,811 million)

®  Compulsory fines and fees ($647 million)
u  Sales of goods and services ($790 million)
u  Other operational revenue ($699 million)

= Elimination of tax paid between
government entities (-$3,588 million).

We chose to default to apportioning these
items by share of population because the
majority of these items (in dollar terms) are
difficult to trace to a particular region with any
certainty. In net (eliminations are a negative
item) these items amount to less than $1.4
billion or 3% of government revenue.

1 O ‘Auckland’s contribution to the Government’s surplus in 2005'— A report for Committee for Auckland Ltd and Auckland City. NZIER July 2006



‘Auckland’s contribution to the Government'’s surplus in 2005'— A report for Committee for Auckland Ltd and Auckland City. NZIER July 2006 1 1

The Case for Auckland




The Case for Auckland

Social
A o

The estimates for social welfare expenditure
are based primarily on data on actual
benefit spend from the Ministry of Social
Development.

The MSD data we received had results for
most benefits but not those paid by the IRD
such as Family Support. This meant that
the MSD data covered only around 80% of
benefit payments. For the remaining 20%
on which we had no data, we apportioned
expenditure according to population share.

In addition to the above, income related rents
have been apportioned using information on
actual income related rent payments to the
Auckland region provided by Housing New
Zealand.

The end result was an estimate that Auckland
received 30% of social welfare expenditure in
June year 2005.

In addition to benefit expenditure, around
$1.4 billion was spent on administering social
welfare ($1.2 billion) and social rehabilitation
and compensation ($152 million). We have
apportioned this remaining expenditure
according to the 30% share of benefits
recorded above.

Government

Payments from the Government
Superannuation Fund (GSF) were
apportioned according to an estimate of
Auckland’s share of the New Zealand
population aged 65 or older in 2005. Our
estimate of this was constructed using:

Census data:

= Number of people aged 65 and older in
the Auckland region in 2001

= Number of people aged 65 and older in
New Zealand in 2001.

Statistics New Zealand population
projections:

= Number of people aged 65 and older in
the Auckland region in 2006

= Number of people aged 65 and older in
New Zealand in 2006.

Using these statistics we calculated
Auckland’s share of the population aged 65 or
older in 2001 and 2006, and then calculated
a 2005 figure by interpolating between these
two dates. Our estimate was that 29% of
people in New Zealand aged 65 or older in
2005 lived in Auckland. We apportioned GSF
expenditure accordingly.
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Health expenditure
was apportioned
using a mixture of
actual expenditure
data and indicators of
expenditure.

Health expenditure

The main health expenditure item

is health service purchasing

($8.1 billion out of $8.8 billion health
expenditure nationally). We broke
out health service purchasing into
its main constituents and estimated
each separately.

For the main health service
purchasing item, payments to DHBs
($7.3 billion), we used actual data
from the Ministry of Health’s Annual
reportt. This showed that DHBs in
the Auckland region received 30%
of total national payments to DHBs
after accounting for inter-DHB
funding transfers.

The next largest health service
purchasing item is national disability
support services ($620 million).
This expenditure was apportioned
according to our estimate of
Auckland’s share of people in New
Zealand living with disabilities. This
estimate was based on Statistics
New Zealand’s 2001 disability
survey.

! Table 7.15. MOH Annual Report

These results had to be adjusted for
population growth and for regional
categories because the results of the
survey were for Transitional Health
Authorities.

The Northern Transitional Health
Authority included Northland as
well as the Auckland region. To
adjust for this we simply attributed
numbers of people with disabilities
in the Northern Transitional Health
Authority between Northland and
the Auckland region on a per capita
basis. We then adjusted the resulting
estimate of Auckland’s share of
disabilities to account for the fact
that Auckland’s population grew
faster than the national population
did between 2001 and 2005.

‘Auckland’s contribution to the Government's surplus in 2005’ - A report for Committee for Auckland Ltd and Auckland City. NZIER July 2006
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This goes some way to explaining
the relatively small share of
spending on New Zealand
Superannuation that goes to the
Auckland region.

A key determinant of these results
is Auckland’s demographic profile.
In particular, the fact that Auckland
is a relatively young region. This
has an impact on both revenue and
expenditure shares. For example,
on the expenditure side, this limits
Auckland’s share of expenditure
associated with older age groups
(National Superannuation and
Health expenditure made up 32%
of expenditure nationally in 2005).
On the revenue side, this lifts

GST revenues because younger
households tend to spend more than
older households.

As a large city, Auckland also

has economies of scale that can
reduce demands on Government
expenditure. For example, as
mentioned earlier, Auckland had only
20% of the schools in New Zealand
in 2005 (526 against a total of 2,582
schools in New Zealand), but had
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32.9% of the students enrolled in
schools in school year 2005.

On the revenue side, as discussed
in our methodology section,
agglomeration effects associated
with cities can help to raise
productivity and incomes and
therefore increase the share of
government revenue that comes
from a city above that city’s share of
the population.

Given these factors, the results we
have come up with are roughly as
we expected.
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