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Strategic Context for this Submission 
Council has endorsed The Mayor's Plan 2025 - 2028 to inform the projects and services it will deliver to ensure 
Hamilton has what it needs now and for the future – efficiently, responsibly, and sustainably. The seven guiding 
themes of The Mayor's Plan are: 

• Sensible, cost-effective infrastructure 

• Grow with balance 

• A central city to be proud of 

• City places and services that work for people 

• Open for business 

• A transparent and efficient organisation 

• Financial responsibility 

Council Approval and Reference 
This submission was approved by the Mayor, the Deputy Mayor and Hamilton City Council Committee Chairs, on 
behalf of the Council on 4 February 2026. 
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Key Messages 
1. Hamilton City Council strongly supports initiatives to reduce the burden on ratepayers. 

2. A central tenet of The Mayor’s Plan 2025-2028 is that the rates increases set out in Council’s 2024-34 Long-
Term Plan must be reduced. That message resonated above all others during last year’s election campaign, 
and the Mayor and many of the Councillors were elected on a promise to ensure it happens. 

3. Work is already underway to ensure the rates increases in both the 2026/27 Annual Plan, and particularly the 
2027-37 Long-Term Plan, are lower than those set out by the previous Council. 

4. Council therefore supports efforts from central government to seek to apply downward pressure on rates. 

5. However, to ensure this is done in a fair, realistic, and sustainable manner, this submission sets out some 
essential changes that Council recommends making to the current proposal. Without these changes, the 
proposal would not achieve the above objective. 

Recommendations 

6. As the country’s fastest-growing city, Hamilton faces structural cost pressures that differ materially from 
most councils. Growth requires large, upfront capital investment years before new ratepayers contribute. 
New assets, once vested, generate ongoing operating and depreciation costs that fall on the wider 
community. This means a uniform, economically-anchored formula risks underfunding essential 
infrastructure, constraining growth, and reducing service levels unless it sufficiently adapts to the demands 
that growth councils face. 

7. Hamilton City Council therefore strongly supports the introduction of a mandatory localised growth 
component within the formula. This is essential to reflect the genuine costs of enabling growth, meeting 
regulatory requirements, funding renewals, and maintaining levels of service. However, as set out, the 
proposal does not achieve this. 

8. The proposed formula unintentionally disadvantages high-growth councils by reducing the allowable rates 
increase for those experiencing the most population growth and productivity gains. The subtraction of 
population growth and productivity from nominal GDP growth disproportionately suppresses the upper band 
for cities like Hamilton, despite their far greater investment needs. 

9. The proposed capex component is also unclear, mixing incompatible elements such as depreciation, quality 
of infrastructure, and population metrics in ways that cannot be meaningfully applied. 

10. Additionally, the reliance on long-run CPI to determine the rates target does not recognise the cost 
pressures councils face, particularly for construction. While monitoring CPI (and, more importantly, earnings 
growth) is important as an indicator of household affordability, these measures have limited applicability to 
the underlying cost drivers of core infrastructure delivery. A fair, realistic, and sustainable rates target 
model cannot disregard that many of the costs councils face are driven by inflation pressures entirely 
separate from – and often greater than – CPI. Incorporating construction-specific inflation measures would 
better reflect real cost pressures. 

11. The model must not entrench inequities by locking councils into a fixed starting position where future 
funding flexibility is determined solely by their rates level in the first year. Freezing these baseline disparities 
into the system would unfairly disadvantage councils that have historically maintained lower rates.  

12. The government should commit to imposing no additional unfunded mandates on councils, as new 
responsibilities cannot be absorbed within a capped revenue environment. 

13. The model must recognise – as the government has admitted – that recent rates increases have been driven 
primarily by essential infrastructure investment rather than discretionary spending and should therefore 
allow adequate flexibility for these unavoidable cost pressures. 
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14. The cap should either be applied only in respect of existing ratepayers or explicitly designed to account for 
growth. This ensures that councils are not disadvantaged by revenue arising from growth, such as new rating 
units, subdivisions, intensification, commercial development or a change of use that alters a property’s rating 
category, and enables some flexibility to recover additional costs that they create, without being constrained 
by a uniform cap or impacting existing ratepayers. This approach is also consistent with the government’s 
own housing and infrastructure objectives. Once rates calculations are set, these would apply to all rating 
units in a consistent way, ensuring growth-related revenue is excluded from the calculation. 

15. The rates target model must allow councils to invest proactively in essential risk-reduction and resilience 
measures. Hamilton requires flexibility to address geotechnical, flooding and land-stability risks early, and a 
credible framework cannot constrain necessary preventive action that protects people and property. 

16. On this point, Council acknowledges and supports the feedback provided by the Waikato Civil Defence and 
Emergency Management Group on this consultation. 

17. Fixed limits on councils’ ability to raise revenue are likely to weaken credit ratings and increase borrowing 
costs - as has been spelled out by credit rating agencies - just as major infrastructure investment is needed. 
The rates-target model must be backed by broader, sustainable funding and financing tools to avoid 
constraining long-term growth and renewals. With Treasury warning that decades of underinvestment have 
already pushed councils to the limits of sustainable funding, revenue flexibility is critical; otherwise, higher 
debt-servicing costs in a constrained funding environment would further erode councils’ capacity to 
responsibly invest in long-term growth and renewals. 

18. Attached to this submission is a memo, Proposed Rates Capping Formula, that sets out a proposed 
alternative formula that is designed to be credible, practical, and sustainable for all councils. Based on this, 
Council recommends the government: 
• Adopt a revised formula that incorporates construction-specific cost pressures by anchoring the minimum 

band to a three-year moving average of PPI (or a 2% floor, whichever is higher), so the model reflects the 
real inflationary drivers of council operating and capital expenditure. 

• Include population growth and real GDP growth as separate drivers of long-term service demand, 
ensuring the maximum band recognises both residential and non-residential growth pressures faced by 
fast-growing cities. 

• Simplify the model by removing components that are conceptually flawed or impractical to implement – 
particularly the current Capex calculation, which relies on incompatible variables and unavailable data. 

• Ensure all elements of the formula have clear definitions, transparent units, consistent data sources, and 
reliable update cycles that support predictable long-term financial planning. 

• Adjust the model so that high growth councils are not disadvantaged relative to lower growth councils 
whose investment needs are materially different. 

• Ensure the model relies on transparent, reliable, and consistently available datasets to support stable, 
long-term planning. 

• Undertake real-world testing of any revised formula, including retrospective modelling, using the 
financial and growth data of high-growth councils to ensure it is stable, predictable, and workable 

• Establish a sector-DIA technical working group to refine the formula and support transparent, consistent 
implementation. 

19. The letter from the Waikato Mayoral Forum (29 January 2026 – copy attached) provides a useful regional 
context that aligns with many of the principles highlighted in this submission, including the need for 
sustainable funding and financing, coordinated system reform, effective local–central partnerships, and 
recognition of Treaty settlement responsibilities such as Te Ture Whaimana. 

20. Hamilton City Council is committed to working with government and sector partners to design a fair, 
transparent, and evidence-based system that supports growth, protects affordability, and maintains the 
essential services on which our communities rely. 
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Introduction 

21. Hamilton City Council welcomes the opportunity to provide feedback on the government’s proposed rates 
target model. We agree that residents need clearer explanations of how decisions are made and why costs 
are rising. Communities are worried about steep rates increases, and both local and central government 
share responsibility for a financially stable system that people can trust. 

22. However, the proposed model requires significant refinement to ensure it is workable, fair, and suitable for 
the wide range of councils across New Zealand. As the country’s fastest-growing city, Hamilton faces 
structural cost pressures that do not apply evenly across the country. A uniform target range anchored 
solely in broad economic indicators risks undermining the financial sustainability of high-growth councils, 
constraining the provision of essential infrastructure, and ultimately weakening the outcomes the 
government seeks to protect.  

23. If affordability is a central goal of the proposed regime, it must first be clearly defined. At present, the 
consultation material does not articulate what ‘rates affordability’ means or how it should be measured. As 
BERL has highlighted, problem definition must precede policy design, and without a clear, evidence-based 
definition of affordability, a rates cap risks addressing symptoms rather than causes. We recommend that 
the government develop a transparent affordability framework before finalising any rates target model. 

24. Hamilton City Council supports the development of a framework that strengthens financial discipline and 
transparency, but it must be accompanied by robust design and localised adjustments that recognise the 
realities of growth, infrastructure demands, and regulatory obligations. 

25. This submission outlines constructive recommendations to ensure the final model is fair, evidence-based, 
and workable in practice. It builds on key issues faced by Hamilton City Council and other growth councils. 

26. The letter from the Waikato Mayoral Forum (29 January 2026 - copy attached) provides a useful regional 
context that aligns with many of the principles highlighted in this submission, including the need for 
sustainable funding and financing, coordinated system reform, effective local–central partnerships, and 
recognition of Treaty settlement responsibilities such as Te Ture Whaimana. 

High-Growth Councils Face Structural Cost Pressures Not 
Captured By The Proposed Formula 

27. Growth occurs ahead of revenue 

28. Hamilton has characteristics that distinguish it from the majority of New Zealand councils: 

• Rapid population growth. 

• Significant greenfield and brownfield development. 

• Large, complex infrastructure networks. 

• Higher expectations for transport, community, and amenity services. 

• Obligations under the National Policy Statement on Urban Development. 

• Upfront capital investment is required years before revenue materialises. 

29. For growth metros like Hamilton, growth does not fully pay for growth – even with well-designed 
Development Contributions (and in the future, Development Levies) policies – because depreciation, 
operations, and renewals fall on the general ratepayer once assets vest. High-growth councils therefore 
need greater flexibility, not less, in order to maintain service standards, support development, and fund 
long-term infrastructure. 

 



Page 6 of 12 
 

30. It is also important to recognise the essential role central government funding mechanisms – particularly 
the Infrastructure Acceleration Fund (IAF) and Housing Infrastructure Fund (HIF) – have played in enabling 
Hamilton’s recent growth. Without these tools, the city would have been significantly constrained in its 
ability to open new land supply, service intensification, and provide the core infrastructure required to 
meet government housing and urban development objectives. Continuation of such partnership funding is 
critical if high-growth councils are to remain financially sustainable under a rates target model. 

31. The proposed formula structurally disadvantages high-growth councils 

32. The model subtracts population growth and productivity from nominal GDP growth when setting the upper 
band. This has the counterintuitive effect of reducing the allowable rates growth for the fastest growing 
councils, even though these councils face the highest capital and operational cost pressures. 

33. In practice, this means councils like Hamilton would be permitted smaller price-based increases than 
slower-growing neighbouring districts – the opposite of what is required to fund growth-related investment 
and maintain service levels. 

34. The capex calculation is unclear and risks excluding essential growth costs 

35. The capex component appears to mix incompatible concepts such as depreciation, quality of infrastructure, 
and population growth. Without clear definitions, measurement standards, and calibration, councils will 
struggle to apply the formula consistently or meaningfully. More importantly, the formula does not reflect 
the real cost profile of high-growth cities, where upfront capital expenditure is essential to open new land 
supply, support intensification, and maintain levels of service. 

Costs Faced By High-Growth Councils Are Not Primarily 
Driven By Discretionary Spending 

36. As noted, Council strongly supports efforts to reduce rates increases, and is committed to doing this in 
Hamilton, regardless of the proposed rates target model. However, it is important to acknowledge that, as 
noted in the Explanatory Note in the Local Government (System Improvements) Amendment Bill, costs 
increases for critical infrastructure have been the primary driver of recent rates increases. 

37. This is consistent with our own findings, which show that our rates increases primarily stem from:  
• Growth-related infrastructure. 
• Renewals of ageing assets. 
• Inflation in construction and materials. 
• Higher insurance and interest rates. 
• The need to meet regulatory and legislative obligations. 
• Co-funding requirements for government infrastructure programmes. 

38. This inevitably puts a limit on how much rates increases can be reduced without affecting core 
infrastructure. It is essential this reality is acknowledged, and there is sufficient flexibility in the design of 
the model to allow for critical expenditure.  

39. In particular, Hamilton City Council is committed to ensuring that the rates target model does not 
unintentionally limit councils’ ability to invest in essential risk-reduction and resilience initiatives. Across 
New Zealand, there have been sobering reminders that underinvestment in known geotechnical, flooding, 
and land-stability risks can have severe consequences for communities. As a fast-growing city with evolving 
hazard profiles, Hamilton takes a proactive stance – we seek to identify and mitigate risks early, supported 
by funding settings that allow timely interventions rather than reactive responses after an event has 
occurred. A credible and responsible rates framework must therefore preserve councils’ ability to act ahead 
of risk, ensuring that fiscal constraints do not prevent necessary preventive action to keep people and 
property safe. 
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40. On that basis, Council acknowledges and supports the feedback provided by the Waikato Civil Defence and 
Emergency Management Group on the Consultation on a Rates Target Model for New Zealand. 

41. In addition, climate change is a major underlying driver of these increased cost pressures. More frequent 
and severe weather events, shifting hazard profiles, and heightened resilience requirements are increasing 
the cost of maintaining and upgrading core infrastructure. Council must retain the ability to invest in 
climate adaptation, risk reduction, and emissions-reduction initiatives in line with its own climate strategy 
and New Zealand’s international obligations. A rates cap that constrains councils’ ability to proactively 
address climate-related risks would expose communities to greater long-term costs and undermine 
national resilience objectives. 

CPI Does Not Reflect The Cost Pressures Councils Face 
42. Anchoring the rates target band solely to CPI – designed for household consumption – does not reflect the 

cost reality for infrastructure-intensive councils. Recent analysis shows that cost escalation in transport, 
water, and civil infrastructure has significantly outpaced CPI over a significant period of time. 

43. While monitoring CPI (and, more importantly, earnings growth) is important as an indicator of household 
affordability, they have limited applicability to the underlying cost drivers of core infrastructure delivery. 

44. A fair, realistic, and sustainable rates target model cannot disregard the fact that many of the costs councils 
face are subject to inflation pressures entirely separate to – and often greater than – CPI. Incorporating 
construction-specific inflation measures would better reflect real cost pressures. 

Government Must Not Place Unfunded Burdens on Councils 
45. Governments of all parties have, over time, placed additional requirements on councils, without additional 

financial tools to meet them. This simply increases either rates or debt (or both). Currently, councils can at 
least weigh trade-offs transparently through Long-Term Plans and community consultation. With a rates 
cap, councils’ ability to absorb unfunded mandates would be severely constrained, and any additional 
functions assigned by central government would require matching, sustainable funding. 

46. The costs councils will face transitioning through the various reforms are a good example of this. These 
costs cannot simply be ‘swallowed’ by councils in an environment in which rates are capped. 

Additional Funding And Financing Tools Are Required 
47. It has long been recognised that rates are an insufficient tool to fund the costs that councils face – 

particularly fast-growing councils facing significant infrastructure and service delivery pressures. This 
highlights – and the proposed rates target model further emphasises – the need for access to additional, 
sustainable funding mechanisms – such as the return of GST on rates to councils. 

48. Credit rating agencies, including S&P, have warned that fixed limits on councils’ ability to raise revenue, 
such as a rates cap, would be credit negative for the local government sector, reducing fiscal flexibility at a 
time of elevated inflation, wage pressures, and growing infrastructure needs. Any weakening of credit 
ratings would increase borrowing costs, just as significant investment is required, with higher interest costs 
ultimately falling on ratepayers. Through the Local Government Funding Agency, lower ratings for larger 
councils would have flow-on effects for all councils’ financing costs. Treasury has further cautioned that 
decades of underinvestment mean many councils already operate below sustainable funding levels, and a 
constrained revenue environment combined with higher debt-servicing costs would risk compounding long-
term underinvestment and limiting councils’ ability to responsibly fund growth and essential renewals. 
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It Is Essential To Learn From International Evidence 

49. We are encouraged that the government has carefully considered international examples of rates capping 
closely. This is crucial, as poor implementation of rates capping regimes has negatively impacted councils 
and residents. However, it is not yet clear from the proposed model that the government has applied all 
the necessary lessons from overseas evidence. 

50. In both New South Wales and Victoria, rate caps failed to keep pace with council cost inflation, contributing 
to escalating infrastructure backlogs, deferred maintenance, staffing reductions, and cuts to essential 
services. For example, NSW councils reported road repair backlogs rising from $2.8b to $3.4b in a single 
year as the rate peg lagged well behind inflation, while Victorian councils experienced a 95% reduction in 
regional road resurfacing after a decade of capping, forcing widespread deferral of core renewals. 

51. New Zealand councils are already managing the financial shock of multiple system reforms, alongside rising 
compliance, digital infrastructure and resilience demands. These transition costs cannot simply be 
absorbed within a capped system. Australian jurisdictions again provide caution: when costs outpaced 
capped revenue, councils responded not by becoming more efficient but by reducing services, deferring 
renewals and accumulating long-term risk. High-growth councils were disproportionately affected, as caps 
restricted the revenue needed to service rapidly expanding communities – slowing housing enablement 
and worsening infrastructure conditions.  

52. The model must not constrain councils’ ability to introduce or adjust targeted rates where discretionary 
property use generates additional demand on council services, such as short-stay accommodation or 
commercial activities within residential areas. 

53. As noted above, to avoid these same failures, any New Zealand model must ensure that revenue from 
growth is excluded from any cap and the cap applies only to existing ratepayers, or that the cap explicitly 
accounts for growth. Applying increases solely to the previous year’s rating base ensures the percentage 
change reflects real affordability for existing households, while enabling councils to fund growth through 
new rating units without breaching the cap. This protects affordability, avoids penalising high-growth areas, 
and maintains alignment with the government’s housing and infrastructure objectives.  

54. Revenue changes resulting from boundary adjustments should also be excluded from any cap calculation, 
as these shifts do not reflect local affordability or council-driven growth. 

The Model Must Incorporate Localised Growth Component 

55. Council strongly supports the government’s acknowledgement that a localised growth factor may be 
needed. This component must be mandatory for any council experiencing sustained or high growth, not 
optional or restricted to a small subset. 
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56. The case for a growth component 

57. A growth factor is needed to account for: 

• Upfront capital expenditure. 

• New roading, parks, stormwater, transport, and water assets. 

• Depreciation and operating costs once assets vest. 

• Intensification and densification pressures. 

• Costs associated with fast-track and out-of-sequence development. 

• Additional community infrastructure demand. 

• The need to maintain 30 years of development capacity. 

58. Practical examples 

59. Hamilton faces challenges such as: 

• New suburbs requiring multimillion-dollar transport connections before any homes are built. 

• Community facilities, stormwater networks, pump stations and arterial routes that must be sized for 
future populations rather than today’s demand. 

• Cross-boundary growth pressures that do not align with existing funding jurisdictions. 

• The risk of inequity when neighbouring districts approve development outside our boundaries, while 
Hamilton and Tauranga bear the associated infrastructure load. 

• A structural funding deficit under the proposed model if a growth factor is not included. 

An Effective And Efficient Exemptions Process Is Crucial 

60. In consultation material, DIA suggested that there could be two exceptions processes councils could follow, 
for situations where the rates target was not realistic or deliverable: 'Situation 1' in which unpredictable, 
unforeseen or extreme events mean it is not possible for a council to remain within the rates target for a 
certain period, and 'Situation 2', in which councils need to raise revenue for particular projects outside 
extreme circumstances. We strongly support the inclusion of the latter category, which international 
experience has shown to be essential. 

61. However, although this may become an important 'back stop' for situations in which larger, one-off rates 
increases are required, the more flexibly the core proposal is developed, the less the exceptions process 
(and inevitable cost and bureaucracy) will be required. Equally, it will be important that the exceptions 
process is proportionate and efficient, to avoid councils being disincentivised from providing necessary core 
infrastructure that does not fit within the rates target model. 

62. It almost goes without saying that a model that seeks to limit rates increases, rather than rates levels, is 
inherently unfair. We assume the calculation the government has made is that there are too many 
variables to be able to seek to apply a cap on rates levels. However, the fact that councils with higher rates 
will be allowed larger rates increases (in dollar terms) than those with lower rates – and moreover that the 
system as it stands in 2029 will become permanently locked in – is problematic. Ideally, the formula would 
make some allowance for the starting level of rates. As an absolute minimum, a key criterion of the 
exemptions process should be that greater allowance be given to councils with relatively low rates. 
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The Formula Requires Substantial Refinement And 
Evidence-Based Testing  

63. Hamilton City Council strongly encourages the government to undertake practical modelling on real council 
data – especially high-growth councils – to refine the formula. 

64. Recommended changes 

65. We recommend:  

a) Using a minimum band that reflects actual council cost pressures by basing it on a three-year average 
of construction-related inflation, with a simple floor to ensure stability. 

b) Replacing the current growth adjustment with a clearer approach that treats population growth and 
wider economic activity as separate drivers of residential and non-residential service demand. 

c) Removing elements of the formula that are conceptually unclear or impractical to apply in a 
consistent way, including components that rely on incompatible variables or data that are not 
available at a council level. 

d) Clearly defining all parts of the formula – including units, data sources, update cycles, and the 
treatment of depreciation – to ensure consistent, transparent application across councils. 

e) Adjusting the model so that high-growth councils are not disadvantaged relative to lower-growth 
councils whose investment needs are materially different. 

f) Ensuring the model relies on transparent, reliable, and consistently available datasets to support 
stable, long-term planning. 

g) Testing any revised formula against real council data, including retrospective modelling, to confirm it 
is workable in practice and does not introduce volatility. 

66. The attached memo, Proposed Rates Capping Formula, provides further explanation of these points. 

Clear And Consistent Communication Is Required 

67. There has been significant uncertainty in the sector during the consultation period about the exact nature 
of the model that has been proposed – for example, what exactly the reference to ‘per capita’ rates in this 
context, and how, if at all, stormwater rates would be affected by the proposal. It is important that there 
are clear and consistent communications to the sector on the proposal, as, even before coming into law, 
the proposal will fundamentally alter how councils prepare draft Long-Term Plans. 

A Collaborative, Co-Designed Approach Is Essential 

68. We note that councils have already contributed substantial technical analysis to inform the development of 
this policy. As with recent water reform processes, council experts have been required to undertake 
detailed modelling to test and interpret the government’s proposed framework. While councils are 
committed to constructive partnership, it is important that the final policy and implementation process 
acknowledges the analytical burden placed on the sector and ensures that future development occurs 
through a co-designed, evidence-based process. 
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69. Given the complexity of the formula and the diversity of council circumstances, Hamilton City Council 
strongly recommends the establishment of a small expert working group, comprising: 

• Department of Internal Affairs. 

• Independent economists. 

• Sector technical experts. 

• Representatives from high-growth councils (e.g., Hamilton, Tauranga, Selwyn, and Queenstown). 

• Treasury observers. 

70. This group should work intensively over the next few months to refine the formula, test scenarios using 
real data, explore options for localised adjustments, and design clear monitoring and variation processes. 

71. This will significantly improve the model’s credibility, consistency, and practicality. 

Waikato Mayoral Forum 
72. The Waikato Mayoral Forum is made up of the 11 Mayors across the region, as well as the Chair of Waikato 

Regional Council, and is chaired by Mayor Macindoe. The Mayoral Forum has considered the proposal in 
the context of the wider suite or reform the government has introduced. On behalf of the Forum, Mayor 
Macindoe has written to the Minister for Local Government and Minister Responsible for RMA Reform, 
setting out the region's high-level position on the reforms.  

73. The letter from the Waikato Mayoral Forum (29 January 2026 – copy attached) provides a useful regional 
context that aligns with many of the principles highlighted in this submission, including the need for 
sustainable funding and financing, coordinated system reform, effective local–central partnerships, and 
recognition of Treaty settlement responsibilities such as Te Ture Whaimana. 

Further Information And Opportunity To Discuss Our 
Submission 
74. Hamilton City Council is committed to working constructively with the Department of Internal Affairs, Local 

Government New Zealand, Taituarā, and other key partners to ensure the development of a fair, evidence-
based, and effective rates target model for New Zealand. 

75. Should the Department of Internal Affairs require clarification of the submission from Hamilton City 
Council, or additional information, please contact Blair Bowcott (General Manager Strategy, Growth and 
Planning), phone 07 838 6742 or 021 775 640, or email Blair.Bowcott@hcc.govt.nz in the first instance.  

76. Hamilton City Council representatives would welcome the opportunity to discuss this submission in more 
detail with the Department of Internal Affairs.  

 

Yours faithfully 

 
Lance Vervoort 
Chief Executive 

 

 

 

mailto:Blair.Bowcott@hcc.govt.nz
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Proposed Rates Capping Formula 

 

Commercial & Analytics Unit 
 

 
 To: Blair Bowcott (GM Strategy Growth & Planning); Gary Connolly (CFO) 

Authored by: Greg Carstens, Andy Zhao, Yong Vann (C&A) 

Subject: Hamilton City Council proposal for Rates Capping Bands Calculation Formula 

Attachments Comments on rates capping formula - Commercial & Analytics 19 Dec 2025 

Date: 4 February 2026   File:  
 

 
1. Purpose 

This memo proposes a revised formula to Department of Internal Affairs (DIA) for calculating the 
minimum and maximum rates capping band while considering the challenges faces by most of the 
high-growth councils.  
 
The formula presented here is an illustrative example designed to reflect the intent of rates-capping 
as set out in the 3 December 2025 letter from the DIA to LGNZ titled “Consultation on a rates target 
model for New Zealand”. It is draft proposed formula, as further information and analysis are 
required before a definitive recommendation can be made. 
 
2. Context 

Commercial & Analytics prepared a memo on 19th Dec 2025 following the review of DIA letter 
(Appendix 1). As New Zealand’s fastest-growing city, Hamilton City Council faces significant financial 
impacts from both capital and ongoing operational costs associated with growth.  
 
The rates target formula proposed by DIA in Figure 1 below includes two primary components which 
are Opex component and Capex component.  
 

Figure 1: DIA Proposed rates target formula 

 
 
The DIA’s approach, as outlined in its letter, aims to balance household affordability with councils’ 
need to maintain service levels and invest in essential infrastructure. The framework anchors the 
allowable rates band to long-run economic indicators using inflation as the lower bound and nominal 
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GDP as the upper, while incorporating an additional growth component for councils experiencing 
increasing demand.  
 
3. Key Concerns in the DIA’s Proposed Formula 

There are two main concerns that the proposed formula may limit its effectiveness: 

• Conceptual issue and technical difficulties of implementing the proposed formula 

• Inadequate recognition of the cost pressures and needs faced by high-growth councils 

3.1 Conceptual Issue and Technical Difficulties  

The Opex component of the DIA’s proposed formula, which subtracts population and productivity 
growth from nominal GDP, paradoxically penalises councils experiencing the high growth that drives 
higher service demand and greater capital investment.  

As outlined in Appendix 1, the Capex component of the DIA’s proposed formula is technically flawed 
and difficult to implement for the following reasons:  

• The definition and measurement of “quality of infrastructure” are unclear, including what 
units, data, and consistency across councils would be required to ensure consistent and 
comparable assessment across councils. 

• Several components in the proposed Capex formula, such as depreciation (in dollars), 
population growth (in people), and undefined service quality metrics, are incompatible for 
direct mathematical combination, even if converted to percentages.   

• The calculation of depreciation is conceptionally unclear and practically difficult to 
determine and defining a uniform calculation approach that could be applied across all 
councils can be challenging given their diverse asset bases and accounting practices. 

• Data availability and forecast ability for these components is extremely limited. Many of the 
variables included in the DIA’s proposed formula such as infrastructure quality measures 
are either not published at a council‑appropriate geographic scale, not forecast by any 
official agency, or highly volatile and difficult to project. This makes it challenging for 
councils to incorporate them reliably into rates‑revenue forecasting and long‑term financial 
modelling, increasing the risk of inconsistent application across the sector. 
 

3.2 Addressing Cost Pressures and Needs Faced by High-Growth Councils  

We are concerned that the DIA’s proposed formula does not fully capture the real and sustained cost 
pressures faced by high‑growth councils such as Hamilton City. In our view, the formula does not 
adequately reflect either the scale or the structural nature of these pressures, creating a risk of 
under‑investment and declining service levels over time, and hence costs that would ultimately fall 
disproportionately on the existing rating base. 

High-growth councils, such as Hamilton City Council, face unique financial pressures due to rapid 
population increases and the need for substantial upfront investment in infrastructure and services. 
Councils also need certainty and consistency of funding limits in order to plan effectively for the long 
term, and to support the efficient provision of services. As such, formula that volatiles over future 
years should be avoided. 
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4. Desired Outcomes of an Effective Rates Capping Formula 

After the careful consideration of the policy’s intent, C&A considers that effective rates capping 
formula should deliver the following outcomes at a national level: 

• Ensuring affordability for households and property owners 

• Promoting simplicity, making the framework easy for communities to understand and 
reflect the lack of direct applicability aggerated economic indicators have to the complex 
and unique cost challenges different councils have 

• Being clear and practical for both high‑growth and low‑growth councils in both rural and 
urban settings to apply 

• Addressing the cost pressures faced by high‑growth councils 

• Maintaining essential service levels for low‑growth councils 

• Supporting sustainable and equitable funding of council services 

• Incorporating the availability and reliability of input data 

• Enabling long term planning through predictable and stable limits on rates increases 

• Providing a transparent, evidence-based framework for setting rates caps to promote 
public understanding and support. 

 
Therefore, we would like to propose a new formula which better reflects these outcomes. By 
incorporating sustained demand trends and the actual pressures created by population increases, 
upfront infrastructure needs, and long-term service delivery, we believe our proposed approach 
supports more equitable funding expectations and provides greater predictability for long-term 
planning. 
 
5. The Proposed Formula by C&A 

Based on the concerns identified above and in the memo of 19 December 2025 (Appendix 1), we 
recommend a revised rates‑capping formula that focuses on Opex only and removes the Capex 
component to improve simplicity and robustness, while still meeting the intended outcomes. 

We propose a formula that can account for both cost pressure and increased demand arising from 
both residential and non-residential growths. Rising service delivery requirements and cost burdens 
stem not only from general cost inflation but also from the expansion of the population and local 
economy. Moreover, the growth in both the residential and commercial/industrial sectors are the 
key drivers of capital investment needed to deliver services to support growth. Therefore, we 
propose a formula that can capture these demand pressures by incorporating population growth as a 
proxy for increased residential demand and real GDP growth as a proxy for increased broader 
economic activities, including commercial and industrial expansion. 

5.1 C&A Proposed Formula Intent 

The Hamilton City Council’s Proposed Formula is designed to: 

• Keep the Minimum band anchored to an accurate reflection of affordability and 
transparency, and 

• Ensure the Maximum band reflects the structural growth pressures that high-growth 
councils face (growth occurring ahead of revenue, funding infrastructure upfront, ongoing 
Opex once assets vest). A uniform formula can underfund growth councils if it does not 
adapt to growth realities, or lead to volatility in allowable limits, undermining the stability 
and predictability required for effective councils’ long-term planning (LTP). 

• Be conservative to reflect political desire to reduce rates more generally. 
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5.2 Proposed Rate Capping Formula 

Minimum (floor) = max (2%, three-year moving average of NZ PPI per Stats NZ) 
 
Maximum (ceiling) = Minimum (floor)  
                               + 3-year moving average of TA GDP (real) growth per Infometrics 
                               + 3-year moving average of TA population growth per Stats NZ 
 

where         PPI denotes Producer Price Index 
               TA denotes Territorial Authority 

Stats NZ denotes Statistics New Zealand 
 
5.3 Step-by-step Formula 

1) Annual Growth rates 
 

• PPI growth (year t): 

𝑃𝑃𝐼𝑔𝑟𝑜𝑤𝑡ℎ[𝑡] =
𝑃𝑃𝐼[𝑡]

𝑃𝑃𝐼[𝑡−1]
− 1 

• Real GDP growth (year t):  

𝑟𝑔𝑑𝑝𝑔𝑟𝑜𝑤𝑡ℎ[𝑡] =
𝑟𝑔𝑑𝑝[𝑡]

𝑟𝑔𝑑𝑝[𝑡−1]
− 1 

• Population growth (year t): 

𝑝𝑜𝑝𝑔𝑟𝑜𝑤𝑡ℎ[𝑡] =
𝑝𝑜𝑝[𝑡]

𝑝𝑜𝑝[𝑡−1]
− 1 

2) Three-year moving averages 

As the growth rate at year t is generally not available at the time of calculating rates 
capping, the 3-year moving average approach is suggested to capture the most recent 
economic trend/cycle while avoiding volatility. 

 

𝑃𝑃𝐼3𝑦𝑟𝑎𝑣𝑔[𝑡]
=

𝑃𝑃𝐼𝑔𝑟𝑜𝑤𝑡ℎ[𝑡−1] + 𝑃𝑃𝐼𝑔𝑟𝑜𝑤𝑡ℎ[𝑡−2] + 𝑃𝑃𝐼𝑔𝑟𝑜𝑤𝑡ℎ[𝑡−3]

3
 

   

𝑟𝑔𝑑𝑝3𝑦𝑟𝑎𝑣𝑔[𝑡]
=

𝑟𝑔𝑑𝑝𝑔𝑟𝑜𝑤𝑡ℎ[𝑡−1] + 𝑟𝑔𝑑𝑝𝑔𝑟𝑜𝑤𝑡ℎ[𝑡−2] + 𝑟𝑔𝑑𝑝𝑔𝑟𝑜𝑤𝑡ℎ[𝑡−3]

3
 

 

𝑝𝑜𝑝3𝑦𝑟𝑎𝑣𝑔[𝑡]
=

𝑝𝑜𝑝𝑔𝑟𝑜𝑤𝑡ℎ[𝑡−1] + 𝑝𝑜𝑝𝑔𝑟𝑜𝑤𝑡ℎ[𝑡−2] + 𝑝𝑜𝑝𝑔𝑟𝑜𝑤𝑡ℎ[𝑡−3]

3
 

 
3) Calculate the minimum (floor) 

𝑀𝑖𝑛𝑡 = max (2%, 𝑃𝑃𝐼3𝑦𝑟𝑎𝑣𝑔[𝑡]
) 

4) Calculate the maximum (ceiling) 

𝑀𝑎𝑥𝑡 = 𝑀𝑖𝑛𝑡 + 𝑟𝑔𝑑𝑝3𝑦𝑟𝑎𝑣𝑔[𝑡]
+  𝑝𝑜𝑝3𝑦𝑟𝑎𝑣𝑔[𝑡]

 

5) Hamilton City Council’s proposed rates capping band 

Minimum band: 𝑀𝑖𝑛𝑡 = max (2%, 𝑃𝑃𝐼3𝑦𝑟𝑎𝑣𝑔[𝑡]
) 

Maximum band:  𝑀𝑎𝑥𝑡 = 𝑀𝑖𝑛𝑡 + 𝑟𝑔𝑑𝑝3𝑦𝑟𝑎𝑣𝑔[𝑡]
+  𝑝𝑜𝑝3𝑦𝑟𝑎𝑣𝑔[𝑡]
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6. Rationales for C&A Proposed Formula 

6.1 Minimum Band – Max (2%, PPI) 

• Using inflation, as a percentage of consumer price index (CPI), proposed by DIA is simple to 
explain. However, it only measures household consumption (the lens DIA is using), and it 
only reflects a proportion of the cost structure of councils. 

• PPI, instead, tracks major input cost increases, such as construction materials, labour, 
energy, contractor services, and maintenance, all of which are major drivers of council’s 
Opex and Capex. Councils deliver services through capital investment at scale, and they do 
not always spend on consumer goods and services, which CPI measures. 

• For high‑growth councils, the cost pressure they face is materially higher and more volatile 
than the headline inflation because their spending is heavily exposed to construction 
markets whose costs historically have consistently increased faster than CPI inflation. 

• For simplicity, conservatism, and certainty, we have retained a fixed 2% minimum band to 
ensures that councils can, at the very least, cover general inflationary pressures although 
PPI is generally a better reflection of council cost pressures than CPI. The 2% minimum 
aligns with the midpoint of the RBNZ policy target. When the three-year moving average of 
PPI falls below 2%, applying the 2% minimum helps ensure councils can still meet basic cost 
increases and maintain service standards. 

• To ensure certainty, transparency and flexibility, where PPI is greater than CPI, we propose 
the minimum band by choosing the maximum value between 2% and PPI. This approach 
ensures that councils can sustain rates revenue at a level that keeps pace with overall cost 
pressure, which is consistent with the DIA’s consultation proposal and international 
practice. 
 

6.2 Maximum Band - Real GDP Growth Driver 

• The original formula proposed by DIA uses Nominal GDP which includes inflation 
component. We proposes to use Real GDP as to remove out inflation effect as the 
maximum band will add minimum band into the formula. This is to provide flexibility in 
choosing which inflationary pressure (2% CPI or PPI) should be used to capture the actual 
economic condition when calculating maximum band 

• Real GDP growth reflects the underlying real economic capacity and the service demand 
from non-residential activities, that need to justify increased rates. As the local economy 
grows, so does the ability of businesses that grow in number and scale to contribute to 
funding essential services. 

• While not all council services relating to non-residential activities scale directly with GDP, 
economic growth generally correlates with increased demand for infrastructure, regulatory, 
and amenity services. 

• International precedent: 
o OECD (2025a), Government at a Glance: General government revenues often 

increase with GDP, influencing local government funding frameworks1. 
o OECD (2007), Local Government Finances: Local finances are strongly tied to 

economic and demographic indicators, supporting the inclusion of GDP and 
population growth in rate-setting formulas2. 

 
1 OECD, Government at a Glance 2025, Chapter 16.1 “General Government Revenues” (Paris: OECD Publishing, 2025), 
https://doi.org/10.1787/0efd0bcd-en. 
2 OECD (2007), Local Government Finances: Local finances are strongly tied to economic and demographic indicators, 
supporting the inclusion of GDP and population growth in rate-setting formulas. 
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o OECD (2005b) on sub-central fiscal rules notes that expenditure/revenue limits 
are often linked to income, inflation and/or population growth (or combinations 
of these), as a common design approach3. 

 
6.3 Maximum Band - Population Growth Driver 

• Population growth is a primary driver of both operational and capital expenditure reflecting 
mainly the demand in the residential sector. More residents simply mean greater demand 
for water, waste, transport, parks, and community facilities. 

• Although population growth would have generally increased the rates revenue volume, the 
marginal cost of serving new residents is often higher than the average cost, especially 
during high‑growth periods when systems operate at or beyond capacity. 

• Population growth is the most direct, measurable driver on growth which requires upfront 
capital investment years before new ratepayers contribute, and then ongoing 
Opex/depreciation once assets vest. Therefore, councils must invest ahead of growth, 
incurring costs before new ratepayers contribute.  

• Including population growth helps to ensure that high-growth councils are not 
disadvantaged compared to slower-growing peers, supporting fairness and sustainability, 
and ensuring that services are not compromised due to the need for growth infrastructure. 

• Aligns incentives such that councils with higher growth have greater, not lesser, flexibility to 
raise revenue to meet their obligations. The proposed DIA approach of subtracting 
population growth from GDP growth arbitrarily would result in lower caps for high-growth 
councils, which is counterintuitive and lead to inequities.  

• International precedent: 
o OECD (2005b) work on sub-central fiscal rules notes that expenditure/revenue 

limits are often linked to income, inflation and/or population growth (or 
combinations of these), as a common design approach.  

o NSW (Australia) rate-pegging: IPART’s 2021 review recommended increasing the 
rate peg by a population factor so councils’ allowable revenue rises with 
residential population growth4. 

o Colorado TABOR (USA): Under TABOR, the annual revenue limit is calculated as 
the prior year’s allowable revenue increased by inflation plus population growth. 
This formula is used statewide and applies to both state and local governments5. 

 
6.4 Mutual Exclusiveness Between the Drivers 

• Our analysis confirms that it is entirely appropriate to use real GDP growth to reflect 
non‑residential demand and use population growth to reflect residential demand. In the 
context of council service demand, these two drivers are almost completely mutually 
exclusive as population growth can increase marginally regardless of GDP growth. E.g., one 
person can increase demand for council service, e.g., parking, recreation facilities, and any 
other free amenities although their real income does not increase.  

• Real GDP captures total production activities and demand driven by all players, including 
consumers, producers and government. This demand reflects councils’ services in 
commercial, industrial and employment zones while population growth directly drives 
household‑based demand for residential infrastructure and services. 

• In Hamilton’s context, approximately 99.2% of residents live in residential zones, while only 
0.8% live in non‑residential areas such as the CBD or industrial precincts. At the same time, 

 
3 Douglas Sutherland, Robert Price and Isabelle Joumard, Fiscal Rules for Sub‑central Governments: Design and Impact, 
OECD Working Paper No. 465 (Paris: OECD, 2005). https://doi.org/10.1787/606015633336. 
4 IPART, Final Report – Review of the Rate Peg to Include Population Growth (Sydney: Independent Pricing and Regulatory 
Tribunal of NSW, 2021). 
5 Colorado Legislative Council Staff, The TABOR Revenue Limit (Denver: Colorado General Assembly, 2022) 
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a substantial share (approx. 90%) of the city’s GDP is generated in areas where people work 
rather than live. Despite these different patterns of activity, councils must provide 
equivalent levels of core infrastructure and services such as water, wastewater, transport 
networks, and public amenities across both residential suburbs and commercial centres.  

• In addition, service levels must also account for commuters and visitors, who contribute to 
economic output but do not directly fund these services through household rates. Their 
presence further reduces the small degree of overlap between residential and non-
residential activity, making any residual overlap minimal and operationally insignificant. 

• As residential and non‑residential demand arise from distinct and non‑overlapping sources, 
population growth and real GDP growth measure different dimensions of infrastructure 
pressure. Their inclusion as separate drivers within the formula are therefore sound, 
justified, and does not lead to duplication. 

6.5 Three-year Moving Average Approach 

• This approach will smooth volatility as economic and demographic indicators can fluctuate 
year-to-year. A three-year moving average reduces the impact of outliers and provides a 
more realistic historic picture. 

• It will provide stability and align with local councils’ three-yearly Long Term Planning (LTP) 
horizon with the flexibility for local councils to make agile adjustments through the Annual 
Planning (AP) process. Volatility and unpredictably for councils as to whether they can fund 
future Capex will lead to inferior service delivery outcomes conflicting with the purpose of 
the governments Going for Housing Growth programme. 

7. Public Understanding and Transparency 

A key objective of any rates capping formula should ensure public understanding and trust. A simple, 
clearly defined formula is easier for the community to understand, explain, and scrutinise, which in 
turn improves transparency and accountability. An opaque and complicated formula will be 
impenetrable to the community and achieve the reversed outcomes. 

When ratepayers are well-informed about which factors drive rates increases such as construction 
inflation, population growth, and economic growth, they are better enabled to engage meaningfully 
in consultation processes and understand the trade-offs councils must make. A straightforward 
formula reduces confusion, avoids perceptions of complexity, and enables residents to 
independently interpret and verify the reasoning behind rate changes. This transparency not only 
improves public understanding but also supports more constructive engagement and accountability 
between councils and their communities. 
 
8. Data Availability 

Data availability to consistently and uniformly calculate the rates caps over time is critical to 
achieving its purpose. PPI, Real GDP and population growth data are widely available from a large 
number of established agencies and firms such as The Reserve Bank of New Zealand (RBNZ), Stats NZ, 
Infometrics etc. These data sources support the transparency and consistency in application.  

 
RBNZ provides regular real GDP forecasts and nowcasts, updated weekly, Infometrics provides real 
GDP breakdown by TA, while Stats NZ publishes detailed PPI and population estimates and 
projections at both national and sub-national levels. These robust, publicly available data sources 
enable transparent, evidence-based financial modelling and rates revenue forecasting for local 
councils, which is an essential aspect of effective financial management. 
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9. Conclusion 

The C&A Proposed Formula will: 

• better reflect the real cost pressures faced by high‑growth councils; 

• maintain simplicity by using only three core variables: PPI, real GDP, and population 
growth; 

• enhance public understanding and transparency through an easy‑to‑interpret framework; 

• support sustainable and equitable funding of essential services across all councils; 

• enable long‑term financial planning through predictable and stable rates‑increase limits; 
and  

• provide a transparent, evidence‑based basis for setting rates caps. 
 
10. Recommendation 

We recommend progressing C&A’s Proposed Formula, contingent on consultation with other NZ 
territorial authorities and relevant sector bodies and acknowledging that the proposed formula 
remains a draft requiring further research and validation. 

We would welcome any opportunity to meet with government officials or other relevant 
stakeholders to discuss this further. 
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Memo - Comments on rates capping formula - Commercial & Analytics 19 Dec 2025 
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Strategy, Growth & Planning 
Commercial & Analytics Unit 
 
 
 
To: ELT 

From: Greg Carstens, Unit Director 

Author Dr Yong Vann, Economist 

Subject: Comments on Rates Capping Formula Proposal 

Date: 19 December 2025 
 

 
1. Purpose of this Memo 

The purpose of the memo is to provide constructive feedback on the proposed rates capping 
formula by highlighting key concerns and areas requiring clarification. It is intended to inform 
and support the HCC consultation process, with the aim of ensuring the final model is robust 
and equitable. 

 
2. Context 

On 3 December 2025, the Department of Internal Affairs sent a letter to Simon Randall at 
Local Government New Zealand, setting out the Government’s plan to introduce a rates target 
model for councils. The letter explains that, from July 2029, councils will need to keep rates 
increases within a target range (proposed at 2–4% per capita per year), based on economic 
indicators such as inflation and nominal GDP. The Department invited feedback on the 
proposed formula and its suitability, with consultation open until 4 February 2026. 
 
3. Executive summary 

Our conclusion is that further research, clearer guidance, and evidence-based testing are 
needed to refine the formula and ensure it is transparent, equitable, and fit for purpose across 
all New Zealand councils. 
 
The proposal is useful at a high level and the calculation seems implementable, but further 
clarifications are required. In some cases, the theoretical basis for the formula and its 
justification is not fully clear.  
 
Several critical issues must be addressed to ensure its effectiveness. Key concerns include 
unclear definitions for formula components, incompatibility between financial and 
demographic measures, and contradictory treatment of population growth which particularly 
disadvantaging high-growth councils. Additionally, the use of CPI as a minimum cap does not 
accurately reflect local government cost pressures, and the logic behind GDP adjustments 
requires further clarification. 
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4. The Proposed Formula

 
 

5. Fundamental Concerns: 

a) Incompatible Components: the elements within the capex calculation formula appear 
incompatible for direct addition or division. For example, depreciation is measured in 
dollars, population growth is counted in people, and service quality lacks a clear metric. 
Even if these components were converted to percentages, dividing by a large population 
figure would render the capex value negligible.  

b) GDP vs service demand: the statement that “Demand for council services should be 
reasonably in line with rises in GDP” is not convincing. Many essential services do not 
move with GDP. For example, the demand for waste management, environmental 
services, and city safety can increase regardless of GDP performance. 

d) GDP adjustment logic: The rationale for subtracting productivity and population growth 
from nominal GDP growth at the higher end is unclear. What does “removing population 
growth and productivity growth” from nominal GDP growth achieve? 

e) Population growth issue: the intention behind the higher band is to account for the 
greater capital investment required by high-growth councils. However, in the Opex 
calculation, population growth is subtracted from nominal GDP growth, appears to have 
the opposite effect. Councils with lower population growth end up with a higher upper 
band. This creates a contradiction: while high-growth councils are expected to need more 
investment, the formula’s structure favours councils with lower growth when determining 
the upper limit. 

For example, assume inflation = 2%, GDP = 5.4%, population growth = 1.3–1.65% (UoW 
projection), and productivity = 0.3%. The resulting cap range is 2–3.7% (approx. 3.35%). 
This means councils can only increase rates by 3.35% despite rising population, which 
may drive higher spending. Councils with higher GDP growth and lower population growth 
will likely have higher caps (e.g., Waikato District, Waipa) compared to councils with 
higher population growth (Hamilton). 
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f) Quality of infrastructure: further information is required regarding what is meant by 
“quality of infrastructure.” It is unclear how this concept is defined, what units or metrics 
would be used to measure it, what specific data would be needed, and whether it is 
compatible with the other components in the formula. Additionally, there are questions 
about whether a consistent approach to measuring infrastructure quality would be 
applied across all councils. 

g) Depreciation: more information is needed the basis on which this is to be calculated. 
Similarly, there are questions about whether a consistent approach to measuring 
depreciation could be applied across all councils. 

6. Other Key concerns or clarifications needed: 

h) Lack of definitions: Clear and nuanced definitions, including units of measurement, are 
required for each component of the formula. Without such clarity, it is difficult to ensure 
consistency, transparency, and meaningful interpretation of the results. 

i) Inflation as minimum: Using CPI as the minimum rate increase may be misleading. CPI 
is too generic for estimating local government cost pressures. Operational cost increases 
are more aligned with Producer Price Index (PPI), which reflects inputs like labour, energy, 
maintenance, and services. PPI tends to be more volatile and historically higher than CPI 
due to commodity and construction cost fluctuations. 

j) Flexibility within formula: does the min-max formula (e.g., 2–4%) represent the final 
rates cap, or can it be adjusted to include Capex components going beyond the opex 
range? 

k) Productivity issue: The measure of productivity is unclear and should it be labour 
productivity or multi-factor productivity (MFP)? Subtracting productivity from nominal 
GDP growth seems inconsistent with the statement that demand for council services 
aligns with GDP. Why should councils with higher productivity growth have lower rate 
caps? This creates a counterintuitive effect: when the economy performs well (higher 
productivity), councils can charge less, but when the economy performs poorly, they can 
charge more. This needs clarification and justification. Higher productivity is often 
resulted from increased investment in infrastructure and productive services, which 
councils must fund. 

l) GDP clarifications: Should the formula use nominal GDP or nominal GDP per capita? If 
councils calculate their own range, should this be based on a long-run average over the 
projection or latest figures? If long-run, how many years should be included? 

For example: In 2017, Hamilton City experienced: 
 

Growth Component Annual Growth (%) 
Nominal GDP 5% 
Inflation 2% 
Population 3% 

 
Minimum (inflation) = 2% 
Maximum = Nominal GDP – Inflation – Productivity (5% – 3% – xx%) < 2% 
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In this case, the cap would be equal to inflation but less than population growth, which 
seems inconsistent with the concept of service demand. The higher end of the range 
appears useful only during periods of strong economic stimulus (high GDP or inflation). 
Economic forecasts usually assume a smooth, cyclical pattern around the long-term 
trend. In reality, growth can swing sharply in some years, either much higher or lower than 
projected, so forecasts rarely capture those extremes. 

 
7. Data requirements:  

Data availability for the proposed rates capping formula is mixed, with some key indicators 
readily accessible and others lacking clarity or consistent sources. While inflation and 
population growth data are available from established sources, there are significant gaps and 
uncertainties regarding nominal GDP, productivity, depreciation, and infrastructure quality, 
which require further clarification and methodological guidance. 
 

Type Data Actual Projection 

Opex 
Inflation RBNZ 3-year from RBNZ 
Nominal GDP Not available, refer note below 
Population Growth Stats NZ Stats NZ and UoW 
Productivity  Not available, refer note below 

Capex 
Depreciation Clarification of needed 
Quality of Infrastructure Clarification of needed 
Average residential 
population 

Stats NZ Stats NZ and UoW 

 
• Nominal GDP: We can use real GDP from Infometrics and apply the GDP deflator (or 

CPI as a proxy if consistent) to estimate nominal GDP. We should confirm Infometrics’ 
methodology. 

• Productivity: We lack multi-factor productivity data, but Infometrics provides labour 
productivity. Clarification is needed on which measure to use. If MFP is required, we 
may need to estimate using capital data. 

• Depreciation: Likely available from Finance/Accounts, but unclear if projections exist. 

• Quality of Infrastructure: Measurement and data source are unclear. Further 
information required. 
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8. Summary answers to DIA Consultation Questions 

 

 
 

1. Do you agree with the proposed economic indicators to be included in a formula for 
setting a rates target?  

It is reasonable to consider economic indicators when setting a rates target. However, this 
should be supported by robust statistical research and evidence-based testing. Particular 
attention must be given to addressing the financing gap for upfront spending faced by high-
growth councils. Please refer to Sections 5 and 6 above, which outline Hamilton City 
Council’s key concerns. 

2. If not, what economic indicators do you suggest be included and why?  

Further work is required, including a comprehensive literature review and detailed statistical 
analysis, before providing a definitive recommendation. 

3. Does setting the minimum of the target in line with inflation ensure that councils can 
maintain service standards? If not, why not?  

No. Using CPI as the minimum rate increase can be misleading because CPI is too broad to 
reflect local government cost pressures. Operational cost increases are more closely aligned 
with the Producer Price Index (PPI), which captures inputs such as labour, energy, 
maintenance, and services. PPI tends to be more volatile and historically higher than CPI 
reflecting more realistic fluctuations in commodity and construction costs. 

4. Does the maximum of the target account for council spending on core services?  

No. High-growth councils incur significant costs before new developments are delivered. This 
is linked to obligations under the NPS-UD to maintain a minimum of 30 years of zone-enabled 
land and to respond to Fastrack proposals (Hamilton currently faces 10 such proposals in 
neighbouring jurisdictions, directly impacting Hamilton ratepayers).  
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These growth pressures result in substantial upfront costs ahead of development and before 
new ratepayers contribute to funding. Meeting these obligations under a 4% cap poses 
serious challenges to our financial strategy. As New Zealand’s fastest-growing city for the 
third consecutive year, Hamilton faces considerable financial impacts from both capital and 
ongoing operational costs associated with growth.  

5. What council spending will not be able to take place under this target range? Why?  

The assertion that “demand for council services should be reasonably in line with rises in 
GDP” is unconvincing. Many essential services do not correlate with GDP performance. For 
example, waste management, environmental services, and city safety requirements can 
increase regardless of GDP trends. 

Furthermore, the rationale for subtracting productivity and population growth from nominal 
GDP growth at the higher end is difficult to justify. This approach appears to penalise councils 
experiencing high population and productivity growth, despite their need for significant 
upfront investment in both capital and operational expenditure to accommodate that growth. 

6. Are changes to the target needed to account for variations between regions and 
councils? What changes do you propose and why? 

Further research, including literature review and statistical analysis, is required to provide a 
detailed response. At a high level, however, councils experiencing rapid population growth 
and requiring substantial upfront investment in Capex and Opex should be allowed additional 
flexibility in rates collection to support sustainable growth. 
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