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�Executive Summary and Issues

This paper is prepared primarily to provide information and discussion on services in the CPI, focusing on current issues in the services area.  The opportunity exists for public submissions to be made to Statistics New Zealand who will, in turn, make these available to the Revision Advisory Committee (RAC).

This paper explores the following issues:

Gambling can be viewed as either a donation, investment or paying for an entertainment. In the light of no empirical evidence to determine the proportion of gambling expenditure that represents entertainment, should Statistics New Zealand include gambling in the Consumers Price Index if reliable weightings and price methodologies can be established. 

Should Statistics New Zealand include interest payments on student loans in the Consumers Price Index regimen?  

Should Statistics New Zealand create a separate section in the Consumers Price Index regimen structure to separately distinguish telecommunications services from other household services? 

If a robust price survey methodology can developed should Statistics New Zealand include overseas package tours and accommodation expenses prepaid in New Zealand in the Consumers Price Index?

Should the credit services group be extended to incorporate bank maintenance charges, bank transaction and other fees and bank overdraft interest charges provided that reliable weighting and pricing methodologies can be developed and implemented?

�Recommendations

1	It is recommended that interest payments on student loans be included as a separate regimen item in the Credit Services group of the Consumers Price Index at the next revision in 1998.

2	It is recommended that a separate section be established within the index regime structure  to separately distinguish telecommunications services from other household services. 

3	It is recommended that overseas package tours and accommodation expenses prepaid in New Zealand be included in the Consumers Price Index provided that a robust price survey methodology can developed.

4	It is recommended that credit services be extended to incorporate bank maintenance charges , bank transaction and other fees and bank overdraft interest charges provided that reliable weighting and pricing methodologies can be developed and implemented.
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�1	Introduction

The Consumers Price Index (CPI) provides a measure of the changing level of retail prices of goods and services that affect private New Zealand households.  It measures the changing cost of purchasing a fixed basket of goods and services that represents the average expenditure pattern of the index population, with reference to a specified time referred to as the base period.

Some goods and services are excluded from coverage in the Consumers Price Index.  This can arise because they are considered to be outside the scope of the index, such as the purchase of shares or debentures. Others are excluded primarily because of technical statistical problems in terms of their price survey or establishing an expenditure weight.  In the case of services, there are a number of conceptual problems that prevent them from being included in, or cause difficulties in including them in, the CPI.

The purpose of this paper is to discuss the issues with regard to services in the CPI.  It will highlight difficulties and assumptions associated with measuring services.  It will also highlight current issues regarding services and discuss their importance in relation to the expenditure by the average New Zealand household.

2	Background

2.1 	Definition of Service

It is helpful to have an idea of what is meant by the term service.  Essentially a service is not a good, or as the Economist put it “anything you can’t drop on your foot”.

The System of National Accounts 1993 defines services in the following way:

“Services are not separate entities over which ownership rights can be established.  They cannot be traded separately from their production.  Services are heterogeneous outputs produced to order and typically consist of changes in the conditions of the consuming units realised by the activities of producers at the demand of the consumers.  By the time their production is completed they must have been provided to the consumers”.

Prices for durable goods and sometimes clothing may sometimes include charges for delivery, installation, alterations and similar services.  For the purposes of this paper this type of service is assumed to be part of the good purchased rather than a service, and is included in the price obtained for the good.  Likewise, the advice given after purchase of the good does not fall into the scope of this paper.

2.2 	Conceptual Basis

The conceptual basis on which the New Zealand CPI is currently compiled is the acquisition approach.  This approach has been used in the New Zealand CPI since 1974.  Under this approach, the expenditure weight for an item is defined as the full price of a good or service acquired by households in the weighting base period, regardless of when the good is consumed or paid for.

The main conceptual basis for determining whether a commodity is included in the CPI depends on whether it is primarily a service (or a good) purchased for consumption by private households, as opposed to an investment or public good.  Goods or services provided free by an external agency such as a charity, items that represent pure savings and investment, and transactions which do not involve actual expenditure, are excluded from the CPI because they do not represent direct current expenditure.

2.3 	Quality Adjustment of Services in the Consumers Price Index

Prices may change because of a change in the quality of the service, consumer tastes, packaging, business costs or profit margins.  The CPI is designed to measure the price change alone and therefore every attempt is made to maintain constant quality in the goods and services priced so as to eliminate from the CPI any price movement that is due to a quality change.  For example, if a garage now offers a free brake check as part of a regular service and the price of a regular service remains the same, the real price of the service has fallen because the consumer is getting more for the same expenditure.

A close watch is kept on all forms of product description, particularly advertisements, brochures, etc.  Whenever a quality change is suspected, the provider of the service is asked to supply the detailed information needed to allow a quality assessment to be made.  Respondents to postal surveys are also asked to indicate any changes in the service being price surveyed.  The department also liaises with professional organisations such as the Law Society and the Life Offices Association to ensure that the specifications for priced services are sufficiently detailed and relevant.

The quality of services (eg. medical care, package holiday tours, entertainment) is generally difficult to define in any precise sense.  Quality characteristics are generally not as physically observable as they are with goods.  Attributes can vary with the particular activities constituting the service, the conditions under which the service is rendered, the level of skill and training of the persons rendering the service, and the benefits normally expected from the service.  At a practical level such qualities may defy objective evaluation.

Further, quality depends very much on the perception of the person receiving the service.  It is difficult to measure consumer satisfaction but it is this that tends to be perceived as defining the quality of the service.  The level of consumer satisfaction can change daily, hourly or even by the minute depending on circumstances.  Similarly, the quality of the service can depend on the mood of the provider.

As Ralph Turvey, former director of the Bureau of Statistics at the ILO, states in his Manual on Consumer Price Indexes “it has to be admitted that quality changes in services are difficult to identify, let alone evaluate.  Thus the quality of representative items has perforce to be assumed not to change.” For example, it is assumed that all individuals who see a GP receive the same quality of service, all attendees at a university receive the same quality of education, and that all receivers of electricity get the same service.

In the CPI, it is assumed that for defined services the quality of the representative sample included in the index remains constant over time.  This is common international practice.

3	Topical Issues 

Currently, a range of service specifications are priced in the CPI. These are allocated over the CPI regimen according to the type of service involved.  Some services, while not priced separately, are represented by those services that are priced.  There are some services that are new in the New Zealand economy, some that have changed markedly since the base period, and others that are not included in the current regimen due to pricing or expenditure difficulties.  It is these that the paper now looks at.

3.1	Gambling

Many New Zealanders spend money on some form of gambling, yet gambling is not currently included in the CPI.  The last Revision Advisory Committee considered the inclusion of gambling on Lotto, Instant Kiwi and TAB betting on horses and greyhound racing in the CPI, but recommended that these forms of gambling be introduced only if adequate pricing and weighting procedures could be developed and implemented.  At the time of the 1993 revision such procedures had not been developed, and this work has not advanced since that time.  The 1985 Revision Advisory Committee recommended that TAB betting on horse and greyhound racing and the purchase of Golden Kiwi Lottery tickets be included in the index regimen if the Government Statistician was satisfied that the public acceptance and credibility of the CPI would not be diminished.  It was decided at the time of the revision that gambling should continue to be excluded on these grounds.  The 1971 and 1978 Revision Advisory Committees had recommended the exclusion of gambling from the index, because of difficulties in establishing weighting and pricing procedures.

Since the Revision Advisory Committee was last convened in 1991, the Auckland and Christchurch casinos have opened, TAB sports betting has been introduced and the Lotteries Commission has extended the range of Instant Kiwi and Lotto games available.  As more types of gambling are available, the number of people participating in the activity, the acceptability of gambling to the majority of the population and the overall expenditure will all increase.

Conceptual Issues Concerning the Inclusion of Gambling in the Consumers Price Index

The CPI is designed as a measure of the changing price levels of goods and services actually purchased by private New Zealand households for consumption.  In the case of gambling expenditure, it is not clear whether a good or service is being consumed, or a combination of both.  This is the case for some of the other services already covered in the CPI.  For example, for restaurant meals and insurance, it is not clear whether it is a good or a service that is being consumed.  Most countries have chosen to exclude gambling on the grounds that conceptual issues cannot be resolved.  Conceptually, gambling can be seen in three ways: as an investment good or service, as a leisure good,  or as a donation.

GAMBLING AS AN INVESTMENT GOOD OR SERVICE 

It could be presumed that most individuals who gamble do so for gain.  Therefore, gambling expenditure may be viewed as a form of investment albeit at very high risk.  Another argument could be that their motivation is not that different from investors in very speculative, high-risk, high-return financial investments.

The purchase of investment goods is excluded from the CPI because these are treated as expenditure on savings rather than consumption.  If gambling is perceived primarily as a form of investment, then it should be excluded from the CPI.

GAMBLING AS A LEISURE GOOD OR SERVICE 

Gambling may also be viewed as a leisure activity.  Many people are quite realistic about their chances of winning a substantial amount of money, but see gambling as a fun and recreational activity.  The main attraction is the enjoyment associated with placing a bet or purchasing a Lotto ticket and waiting for the results.  With casinos and housie there may be additional satisfaction from the social participation involved.

From this perspective, gambling is simply a form of entertainment.  The Lotteries Commission describes itself as being in the business of lotteries and entertainment�.  Similarly, Sky City Limited, owner of the Auckland Casino, says it is committed to being the leader in the New Zealand entertainment industry�.  Accordingly, gambling can be treated as a leisure or entertainment activity and should be included in the CPI.

GAMBLING AS A DONATION

Alternatively, gambling could be viewed as a donation to the community.  For those types of gambling where a percentage of each dollar is returned to the community, people may justify the expenditure in terms of making a donation to worthwhile community causes.  If this is the case, then gambling would be excluded from the CPI because donations are not considered as expenditure.  Alternatively, the portion of funds returned to the community could be excluded from the weight for this reason.

It might also be argued that gambling exists for a combination of all three reasons and that this makes its inclusion difficult to accept on conceptual grounds.  As suggested above, the amount that is returned to the community could be removed from the weight.  However this is more difficult for the portion that may be considered investment.

ISSUE

The Committee needs to decide if all expenditure on gambling falls within the scope of the CPI.  

If gambling is included in the CPI, then a number of other issues need to be resolved.

Public Perception of including Gambling in the Consumers Price Index

Clearly, people are motivated to gamble for different reasons and for a mix of reasons. Consumers themselves may have difficulty identifying the main motivation for incurring such expenditure.  This mix of motivations is not unique to gambling.  Consumer durables such as cars are purchased for a mixture of immediate use and longer term investment.  The mix of motivations is in turn likely to influence the attitude to the inclusion of gambling items in the index regimen.  Some will consider that gambling should be excluded from the index on moral grounds, particularly if the perception is that the movements in the CPI may be used for income maintenance.  Yet the same arguments could apply to such items as tobacco and alcohol, both of which are represented in the CPI.

Implementation of Gambling in the Consumers Price Index

The expenditure weight for gambling would be calculated as the total expenditure of household consumers less their total winnings. Winnings are netted off because the weights in the index are derived as the net expenditure by those within the household sector. However, it is acknowledged that data from the Household Economic Survey, the main source of index expenditure data, will not provide reliable results for net gambling expenditure.  This arises because households tend to under-report expenditure on such items as gambling, alcohol and tobacco.

In such cases it is necessary to use other data sources.  For gambling, some information is available from organisations such as the Lotteries Commission and the TAB.  With respect to casinos there has been more difficulty in accessing useful information. However, in all these cases assumptions need to be made to determine what proportion of the net expenditure relates to the index population (private New Zealand households). This is likely to be a more important issue with casinos which are assumed to attract a larger level of overseas patronage.  An estimate of the expenditure weight is calculated in Appendix 1.

There are also problems with respect to developing and implementing robust price indicators. However, for some forms of gambling run by the TAB and Lotteries Commission, this could be done because of the legal requirements which prescribe the minimum proportions of the gross sum that must be returned in winnings. 

Summary

There are strong reasons to consider gambling as a form of entertainment which therefore comes within the scope of the index.  Furthermore it is estimated that significant expenditure is incurred on gambling by private New Zealand households.  Indeed, indications are that its relative expenditure weight would be similar to those for fruit and vegetables (2.18 percent), household supplies (2.01 percent) and air travel (1.94 percent).  However, it is anticipated that there will be measurement difficulties associated with some forms of gambling such as those provided by casinos.  This therefore suggests that inclusion of the various forms of gambling in the CPI should be dependent on being able to determine robust weights and reliable ongoing price indicators.

Recommendation

It is recommended that gambling be included in the index provided that reliable weighting and price methodologies can be established.

3.2	Interest on Student Loans

The student loans scheme was introduced since the Revision Advisory Committee was last convened in 1991.  By June 1995, there were approximately 118,000 loans recorded with the Inland Revenue Department. Interest payments on these loans for the year ended June 1996 amounted to $24.5 million.  This was an increase of more than 80 percent over the previous year.  It is an area of expenditure which is growing significantly.

Information derived from the 1995/96 Household Economic Survey indicates that expenditure on interest on student loans represents 0.06 percent of aggregate annual net expenditure by all private households.  Although still relatively small, it is similar in magnitude to items that are currently included in the CPI regimen.  These include flour, pasta, household equipment, kitchenware, cookware, infants clothing, long distance land transport and financial services.

As the CPI is designed as a measure of the changing level of prices of goods and services actually purchased by private New Zealand households.  Some users have expressed the concern that student loans are an investment and hence interest on student loans falls outside the scope of the CPI.  The same arguments can be applied to the other forms of interest payments currently included in the CPI and hence there is no strong conceptual reason to exclude interest on student loans from the index.  Applying the acquisition approach to interest on student loans, the CPI is interested in the total expenditure on interest in the base period, regardless of when the loan was incurred or what the funds were used for.

In essence, interest on a student loan is similar to other forms of credit services such as interest on mortgages, credit cards, store cards and hire purchase. These items are already explicitly represented in the CPI regimen, so there is no valid reason to exclude interest on student loans.  In terms of overall relativity, interest payments on student loans comprise the same proportion of total expenditure as the current item store card interest and fees that is included in the published regimen.

The Committee needs to consider whether interest on student loans should be included as a separate item in the regimen, or whether it can be adequately represented by a current regimen item.  The interest on student loans is different from other forms of interest already priced in the CPI as its level is set by legislation and can only, in general, change once a year.  To have its price movements represented by another current regimen item in the credit services group would be misleading as these other items are determined by the market where prices change more frequently and are set by the individual providers.

Implementation of Student Loans in the Consumers Price Index

There are no practical difficulties involved in including this item in the index either with respect to calculating an expenditure weight or in measuring the price change for this credit service.

CALCULATING AN EXPENDITURE WEIGHT

The level of interest payment is available from the Inland Revenue Department and is collected by Statistics New Zealand on a quarterly basis for the purpose of the Central Government Enterprise Survey.

The main issue in the calculation of an expenditure weight is the large rate of growth in the level of interest payments since the inception of the scheme in 1993� and the possible difficulties in setting a weight in 1998 that will be applicable for five years.  With recently announced changes in education expenditure policy, it is not known whether the take-up rate of student loans will continue to rise.

�A PRICE MOVEMENT CALCULATION METHODOLOGY

The collection of prices, ie interest rates, is relatively straightforward.  There is only one interest rate applicable to all student loans, with changes occurring at 1 April each year.  In exceptional circumstances interest rates may alter more frequently.  Interest rate changes are required to be publicly noted in major newspapers.

Summary

Interest payments on student loans is an important item of expenditure for a growing number of New Zealand households.  It is timely for the 1997 CPI Revision Advisory Committee to discuss the issue of including such interest in the Credit Services group of the CPI.

Recommendation

It is recommended that interest payments on student loans be included as a separate regimen item in the Credit Services group of the CPI at the next revision in 1998.

3.3	Telecommunications

The telecommunications industry is a particularly dynamic one, with new providers and new products and services appearing quite frequently. For this reason it is considered that this area of the index is under-represented both in terms of the relative weight in the index and the range of items in the published regimen that are price-surveyed. 

A wide range of services are now available from telecommunications providers. Householders now pay for line and equipment rental, calls to cell phones and 0900 numbers, facsimile machine transmissions, call charges and charges for call waiting and call minder.  In turn, there is the rapid growth in internet services and in cable television.  At issue is how many of these services need to be explicitly price-surveyed to ensure that the index adequately represents the real movement in the price of telecommunication services.  This will be determined on the basis of the relative expenditure on each of these services, their price movement behaviour in relation to similar services, and the ability to measure their price change exclusive of quality changes which characterise some of these services.

Care will need to be taken to establish reliable expenditure weights to take account of such practices as using 0900 numbers to make donations to some charities. Such items of expenditure, which are outside the scope of the CPI, may in some cases be included on householders' telephone accounts.  However, provision will be made in the Household Economic Survey, the main source of index expenditure data, to prompt respondents to identify such donations so that these are not included in the information that is collected on their telephone expenditure.

New Zealand has one of the highest rates of per capita growth in the usage of cellular phones.  There has been a major drive to get consumers to use cellular phones - incentives include cutting the price of the equipment and special packages that are much more price competitive.  Evidence suggests that the pricing influences on cellular compared with non-cellular services differ, and therefore that the prices of the two will move differently.  They cannot therefore be represented by one item or price in the CPI regimen. Currently, only services associated with non-cellular phones are included in the CPI, so the current CPI regimen no longer adequately represents expenditure in this area.

It is proposed that cellular phones and non-cellular phones be treated as separate items in the CPI regimen.  For each, expenditures will be calculated and prices collected for installation, equipment hire and call charges for both cellular and non-cellular telephones, and whatever other services are deemed to be representative of the vast range of services available.

Given the rapid rates of change in telecommunications, this is an area which will need to be carefully monitored between major revisions of the index to ensure that the price specifications and relative weights continue to adequately represent the changes in the prices of such goods and services.

Statistics New Zealand will expand the range of items that are price-surveyed to ensure that the price movements of telecommunication services are adequately represented in the CPI.

An interesting question also arises with respect to which section within the index regimen these services should be classified. Some, such as cable television and perhaps the internet, could be considered to be entertainment, whilst others fall more clearly into telecommunications.

At present most of these services are classified to the section entitled "Household Services". Consideration should be given to splitting this so as to establish a separate section for telecommunications services.  This would include cellular and non-cellular telephone rentals and services, cellular and non-cellular telephone purchases, internet charges, cable television fees, television subscriptions and public broadcasting fees. This would leave such other services as postage, cleaning and laundry services, household contents insurance and veterinary services as "Household Services".

Recommendation

It is recommended that a separate section be established within the index regimen structure to separately distinguish telecommunications services from other household services. 

3.4	Overseas Travel, Accommodation and Expenses

Conceptually, expenditure incurred overseas is excluded from the index.  However, the 1993 Revision Advisory Committee recommended that overseas travel and accommodation expenses prepaid in New Zealand be included in the CPI providing that price data could be obtained on a consistent ongoing basis.  This recommendation was, however, not implemented because an adequate price indicator could not be developed.

The CPI is concerned with the price movements of goods and services purchased in New Zealand.  Consequently, any consideration given to including overseas travel costs is confined to those commodities that can be prepaid and price surveyed within New Zealand.  Examples of eligible commodities are prepaid air fares, package tours and accommodation.  At the 1980 CPI revision, the air fare component of overseas travel purchased in New Zealand was included in the index.

Dr Turvey states in his ILO handbook on consumers price indexes that “for some purposes, the whole cost of the holiday is relevant, while for the analysis of inflation, for example, it is only the domestic component (eg travel on a national airline) which is of interest.  The same applies to items which some households buy on cross-border shopping expeditions.  As with all these issues, there are practical considerations as well.  The only feasible way of measuring the cost of overseas holidays may be to collect the prices of package holidays and these often involve the problem of seasonal unavailability.  Cross-border price collection may be impracticable.”

The case for the separate pricing of package tour and overseas accommodation costs prepaid in New Zealand is now stronger, as the relative expenditure on these items continues to increase. However, the problem of developing an adequate pricing and weighting procedure�, as well as quality controlling the price, still exists.  Currently, the weight for prepaid overseas airfares and accommodation is included in the weight for international airfares because airfares and accommodation are usually the most significant part of a package holiday.

There is little information available on international practice with dealing with  overseas travel packages. However, the Australian Bureau of Statistics does price survey Australian-based travel agents for prepaid overseas accommodation, package tours and airfares and these items are included in the CPI.

Recommendation

It is recommended that overseas package tours and accommodation expenses prepaid in New Zealand be included in the CPI provided that a robust price survey methodology can developed.

3.5	Bank Charges

Although the CPI currently covers some financial services, there are none that represent the services relating to the operation of bank accounts.  In the 1995/96 HES, account-keeping fees (including transaction fees) made up 0.19% of total net expenditure for all households, while interest charges on bank accounts made up 0.09%.  These represent significant items of household expenditure.

The 1991 Revision Advisory Committee recommended that charges on store accounts and bank accounts should be included in the CPI once appropriate weighting and pricing methodologies could be developed.  However, this recommendation was only partially implemented in 1993, when store accounts were introduced to the CPI regimen.  Credit charges on bank account and bank overdrafts continued to be excluded from the coverage of the index because of problems in developing reliable and workable weighting and pricing methodologies.

Obtaining sound base weights no longer appears to be a problem as the information is now available from HES.  Furthermore, the sample errors are low, particularly for account maintenance fees.  The more difficult area that now remains is that of developing reliable price surveys for some of the items.

Price surveying account maintenance fees and overdraft interest are now not considered to pose any problems.

Pricing bank fees, however, is considered to be more complex.  This arises because banks offer a wide range of accounts, and there is a considerable degree of variation in account charges ranging from withdrawal fees to direct debit fees.  Consultation with industry representatives will be required to develop suitable specifications in order to price a representative set of such fees.

Recommendation

It is recommended that credit services be extended to incorporate bank maintenance charges, bank transaction and other fees and bank overdraft interest charges, provided that reliable weighting and pricing methodologies can be developed and implemented.

�Appendix 1 Gambling

Calculating an Expenditure Weight for Gambling Services in the Consumers Price Index

Using the latest available data an estimate of the expenditure weight for gambling can be obtained�:

Total Net Outlay on Gambling Activities (assuming all above expenditure is by private New Zealand households):



�$ million��TAB Betting�189��Lotteries Commission�281��Gaming Machines�210��Casinos�160��Total�840��This total represents 2.13% of aggregate annual net expenditure as recorded in the 1995/96 HES. This is a significant weight and compares with CPI expenditure weights for total fruit and vegetables (2.18%), total household supplies (2.01%), total air travel (1.94%) and women's clothing (1.78%).

�Appendix 2 	Interest on student loans

In December 1992, Parliament passed the Student Loans Act 1992.  The Act applies to liabilities to repay student loans in respect of the income year commencing on 1 April 1992 and every subsequent year�.

An Overview of the Student Loan Scheme

The following is a general outline of the student loan scheme.

Eligibility

To be eligible for a student loan, the course must be funded by the Ministry of Education, or approved by the Ministry for student loan purposes, and last for at least 12 weeks.  The student must be a New Zealand citizen or have permanent resident status and not be a prisoner or an undischarged bankrupt.

Borrowing

The maximums that a student can borrow are:

Compulsory fees: 

the full amount of fees the institution charges to enrol/register in the course

at a private institution, maximum of $4,500 per year applies

Course-related costs:

maximum of $1,000 per year, based on Equivalent Full Time Student (EFTS) weighting

Living costs:

must be full-time student

maximum of $4,500 per year, based on EFTS weighting, less net student allowances 

Administration fee:

the first time the account is used a $50 fee is charged

New Zealand Income Support Service (NZISS) Benefits:

there are some further restrictions on borrowing if in receipt of a benefit from NZISS.

Interest on Student Loans

Interest is charged on all money borrowed, including the administration fee.  It is calculated daily on the amount borrowed from the first day the loan account is used.  Interest is added to the loan balance annually on 1 April.

The interest rate is made up of two parts:

the base interest rate reflects the cost of borrowing the money to finance the loans and the cost of running the scheme.

the interest adjustment rate is the inflation-adjusted part of the loan.  This rate is based on the movement in the CPI in the preceding year.

The interest rate is reviewed annually and normally changes on 1 April each year.  Any change in interest rates affects the balance from the date of the change.  The Crown is legally required to notify students of any changes, with a minimum requirement to put a notice in newspapers.

From 1 April 1995 the interest rate was nine percent per annum made up of a base interest rate of 7.6 percent and an interest adjustment of 1.4 percent.

Payment of the Money

COMPULSORY FEES

can either be paid direct to the institution or to the individual.

COURSE-RELATED COSTS 

can be drawn on the later of a) 2 weeks before the course starts; or b) when the student received the first Loan Entitlement Advice.

LIVING COSTS

if the entitlement is less than $1000, the student can draw full amount at start of course

if the entitlement is greater than $1000 and the course is at least 18 weeks long, the entitlement is divided into instalments and paid at specified times.

Transfer of Loan to Inland Revenue Department

On 28 February each year, all loan accounts for courses that finished before 31 December the year before, are transferred to Inland Revenue Department.

Tax Returns

All recipients of student loans are required to complete a tax return regardless of their income.  They also have to complete a Student Loan Repayment Calculation form (SL9) if any repayments were made or if the student received income over the repayment threshold level.

Repayments

Once the loan account is transferred to the Inland Revenue Department, the borrower must start repayment when they earn over the repayment threshold, which is currently $13,884.

For every dollar earned over the threshold, the repayment rate is 10 cents in the dollar.

A borrower may repay any other amount at any time.  Repayments are generally deducted from pay.  There are penalties for late repayment.

Calculating an Expenditure Weight

The main issue in the calculation of an expenditure weight is the large rate of growth in the level of interest payments since the inception of the scheme in 1993.  The table below illustrates this growth:

�

30 June�Value of Loan� 

$ million�Amount of interest payments�

$ million��1993�170.8�0��1994�435.3�4.769��1995�798.3�13.389��1996��24.542��The exponential growth in the level of interest payments is not expected to continue indefinitely.  There are 2 options when calculating the expenditure base weight;

calculate a moving average of say, the last 5 years’ data; or

recalculate the weight on an annual basis using the latest year's interest repayments. This option would have implications for the relative weights of other items within the index between major revisions of the regimen.

�Appendix 3 	Overseas Travel, Accommodation and Expenses

A Pricing and Weighting Procedure for Accommodation and Package Tours

Package holidays can be analysed into two broad categories:

Pre-set, all-in, group, guided tours with fixed itineraries; and

"Pick'n’mix" tours where individuals select lengths of stay, hotels and assorted sight-seeing tours, etc from a brochure.

Most accommodation purchased separately is also from package holiday sources (eg the London Shoppe brochure in the case of United Kingdom and European holidays).

The HES is assumed to understate expenditure on package tours and overseas accommodation costs because the more times a household, or members of a household, are overseas in a particular survey year, the less likely they are to participate in the HES. At this time, there is no alternate method of estimating the expenditure.

A suitable alternative source of weighting data for overseas package tours and accommodation prepaid in New Zealand in not available.  Statistics New Zealand conducted a survey of returning New Zealand travellers from the March 1991 quarter to the March 1994 quarter.  It is planned that this survey will be undertaken again over the 1999 to 2001 period, to cover the period before, during and after the Sydney Olympics.  The survey measures the amount that New Zealanders are spending overseas, including expenditure on overseas package tours and accommodation prepaid in New Zealand.  Neither of these survey periods are timely from a CPI point of view.

In the past, difficulties were expected in monitoring the quality of the package tours being price surveyed, as itineraries, transport, meals and accommodation change.  This probably applied more to the pre-set package deals rather than “pick‘n’mix” deals.  It should be possible, however, to accurately survey the prices of the individual components of package tours and accommodation purchased separately, from New Zealand-based travel agents.  Often the accommodation outlets and tours offered in package brochures remain the same from year to year.  Hotel tariffs are normally set annually.

Currently in the New Zealand CPI, international airfares are priced.  The assumption is that this is the largest component of the cost of a package tour and therefore the price movement in the airfares component adequately reflects the price movement of the whole package.

Overseas treatment of travel packages

The Australian CPI has included expenditure on overseas accommodation, package tours and air fares since 1982.  Prices for these items are surveyed from locally based travel agents.

The United Kingdom, Department of Employment Retail Prices Index Advisory Committee Report to Parliament, `Methodological Issues affecting the Retail Price Index', July 1986, recommended that payments made in the United Kingdom on hotels and holidays abroad should be included in the RPI.  The report stated that:

“The prices charged, particularly for holidays abroad, have been influenced by factors very different from those affecting domestic prices in general so they cannot be excluded on the grounds that they are assumed to move in line with other prices ".

No mention was made in the UK report of expenditure weighting difficulties in this area.  There were concerns expressed about the seasonal nature of holidays taken abroad and the need to develop a pricing mechanism which removed seasonal fluctuations.
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