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I, JOHN CHARLES KERIN, in pursuance of my powers under Section 7 of the Industry
Commission Act 1989, hereby:

1.

refer the taxation and financial policies of governments, including pricing and
charging policies, which lead to inefficient patterns of urban settlement in Australia
for inquiry and report within fifteen months of the date of receipt of this reference;

specify that the Commission identify and assess the impacts of those taxation and
financial policies of State, Territory and local governments and of the
Commonwealth Government, which directly or indirectly reduce the efficiency of
land use in urban areas, including use for housing;

request that the Commission make recommendations on courses of action available
to governments to ensure that financial and taxation policies promote more efficient
patterns of urban land use in Australia, including, where appropriate, containment
of the outward growth of cities;

specify that the Commission is to take account of economic, social and
environmental objectives of governments affecting urban planning and
development and also take account of recent substantive studies undertaken
elsewhere;

request that the Commission give particular consideration to the options for
revision of pricing and charging policies to reflect the full capital and recurrent
cost of new and replacement infrastructure including the following factors and their
inter-relationships:

(a)  costs of providing physical infrastructure;
(b)  costs of providing social services infrastructure;
(c) costs which fall on third parties (eg increased pollution, congestion and
private
transport costs);

specify that in reporting on these measures, the Commission should identify and
assess the impact of differences in current pricing and charging policies and rates of
cost recovery, including implications for the provision of infrastructure in particular
States/Territories and capitals, and issues relating to subsidies which have been
provided by the Commonwealth;

request that the Commission report on options to change pricing and charging
policies to improve efficient utilisation of existing infrastructure;

request that the Commission report on the implications of the tax and financial
policies of governments on the private provision of infrastructure at household
level; and

request that the Commission report on and assess the direct and indirect negative
equity impacts of current and proposed pricing and charging policies, particularly
on housing affordability. The Commission is requested to provide options for
consideration by governments to address such identifiable equity impacts.

John Kerin
21 November 1991
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OVERVIEW

Since the earliest days of European settlement, Australia has been a highly
urbanised society. Its patterns of urban settlement have been shaped by an
accumulation of cultural, geographic, economic and policy influences.
Typically, Australian cities have developed at comparatively low densities, and
now cover large land areas. They can change or be changed only slowly.

Concerns about the social, environmental and other effects of urban expansion
have focused attention in recent years on the nature of city growth and the
efficiency with which it is being managed. There are also concerns about the
ability of public providers of urban services infrastructure to obtain the
resources needed to meet increasing demands for new and replacement
infrastructure.

These matters were considered by a governmental Working Group on Patterns
of Urban Settlement, which reported to the special Premiers’ Conference in July
1991. Subsequently, the Commonwealth and State governments asked the
Commission to:

. identify and assess the impact of taxation and financial policies of
governments at all levels which reduce the efficiency of land use in urban
areas; and

. consider the options for revising pricing and charging policies for urban
infrastructure (such as water, sewerage and roads).

Efficiency in urban land use

In responding to this reference, a threshold question concerns the meaning of
‘efficiency’ in relation to urban land use. This depends on a balance being
struck between community preferences for different ways of using land
(including the density and location of housing) and the costs involved
(including pollution and congestion). Given the complexity of this interaction,
it is impossible to be prescriptive about what an efficient city should look like.
What can be identified are the preconditions for achieving efficient patterns of
urban settlement. Among the more important of them are:

. all the costs — environmental, social and financial — that are incurred in
providing and using urban services which form the framework of an urban
settlement should be assessed and accounted for in making decisions
about it; in practice, this means that urban infrastructure decisions should
be made with real and full knowledge of what costs are likely to be
incurred, and of the attitudes of users towards paying for them;
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e  prices for urban infrastructure services and the supply of serviced land for
housing should reflect accurately the costs incurred in their provision;
they should not be distorted by taxes, subsidies, or other measures; and

. land use within urban settlements, and the regulations which help shape it,
should be able to respond flexibly over time to changing needs of the
community.

The Commission has found a range of policies and practices which prevent
these conditions for efficiency in settlement patterns from being satisfied.
Concerns about the outcomes have led to this inquiry; debates about the
remedies have flourished.

Urban consolidation

A general response, common to all levels of government, has been to attempt to
raise the level of use of existing and new infrastructure by encouraging or
mandating increased density of cities, through infill and higher density housing
developments. Various forms of surplus infrastructure capacity have been
observed in inner city areas, as average household size has fallen and people
have moved to the outer areas where new services have had to be provided for
them.

In assessing the net social benefits from policies to promote consolidation, there
is a need to consider not only direct infrastructure costs, but also environmental
or other external effects, and the preferences of Australian communities. This
constitutes a complex equation.

Infrastructure costs

Putting aside environmental and other external costs, the infrastructure costs
(including cash outlays) of infill development relative to development at the
fringe are importantly influenced by the extent and nature of available excess
capacity in urban facilities and services. In some cases capacity appears
abundant. In other cases, while there may be excess capacity in some services —
say, water or sewerage — there may not be in others — say, stormwater or road
capacity. Where there are capacity constraints in some services, additional costs
of replacing or augmenting infrastructure need to be weighed against the
savings from greater utilisation of other infrastructure. The whole range of
infrastructure services needs to be taken into account. An obstacle to
appropriate decision-making is that existing information about the extent of
urban services capacity is poor.

There are savings in infrastructure outlays per dwelling associated with
increases in density of housing developments in most locations, although the
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available evidence varies on their significance, and third party costs are not
usually included in the studies.

‘External’ costs and benefits

The importance of environmental and other side effects of urban settlement
depends on the particular characteristics of the locations and projects in
question. For each of the main environmental components — air and water
quality and urban land amenity — there are potential costs as well as benefits. In
some cases the costs are unpredictable, because they depend upon the behaviour
of those people who decide to live there. For example, the extent of automobile
side effects such as congestion and air pollution arising from settlement in a
particular location depends, among other influences, on the location of
employment and the availability of, and preferences for, public transport.

Accounting for people’s preferences

This leads to consideration of what people prefer — the demand side of the cost-
benefit equation — which most empirical evaluations of consolidation neglect.
The Commission’s inquiry has identified some taxation and other distortions
favouring investment in dwellings. But it has also affirmed that many
Australians like living space — not just in their houses but also around them.
Empirical work suggests that demand for houses instead of flats, and for more
land instead of less, is not highly sensitive to price. That may be illustrated by
the fact that most house blocks being marketed, while considerably smaller than
the ‘quarter acre’ of urban folklore (and apparently declining over time), remain
significantly larger than the minimum size permitted under zoning regulations.

This means that policy changes which constrain choice about living densities
may have an adverse impact on community welfare, which should be weighed
against any social gain from savings in resources. A further implication is that
local community resistance to rezoning and other proposals to increase density
may not be just a manifestation of ‘not-in-my-backyard’ attitudes impeding the
public interest, but rather a more fundamental reflection of what the wider
community values.

Aside from the above considerations about costs and benefits of consolidation
policies, there is also a question about their scope to limit urban sprawl. Not
much land area can be saved just by a move to medium density dwellings in
new developments, given the relatively small share of the total urban area that
dwellings occupy. A substantial impact would require the replacement of
existing housing or the reduction of non-housing space, such as roads, green
space and other major land uses. While technically feasible, this is not costless:
it may reduce the amenity value of the city to residents and require replacement
infrastructure.
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To achieve an efficient pattern of urban settlement it is important that all
impediments to informed choices about appropriate dwelling sizes, densities
and locations — based on the full costs — be minimised.

Is urban sprawl subsidised?

It is commonly believed that subsidisation of urban services in outer areas of
cities is encouraging inefficient settlement patterns and excessive urban sprawl.
Developers have argued the opposite. The issue is central to this inquiry, and
the Commission sought to establish whether there really is a subsidy of
significance, and whether its removal would make much difference to where
people decide to live.

The costs of providing and maintaining the range of infrastructure services vary
considerably by location, but despite some reforms in recent years, especially in
water, sewerage and drainage (‘hydraulics’), pricing and charging practices do
not yet adequately reflect such differences. In particular:

e  where developer charges for off-site infrastructure apply, they are often set
at a uniform level, without regard to local cost variation;

e access and user charges tend to be either fixed for all users, regardless of
location, or based on property values — which have no necessary
relationship to costs of service provision.

Charges have often been modified to meet social objectives and budgetary
constraints; efficiency considerations are not always paramount.

Estimating cost recovery

In seeking to determine the extent to which there is under- or over-recovery of
costs as a result of current charging practices for urban services, the
Commission found that existing studies were deficient in their coverage of
relevant costs and revenue. Data is often poor and sometimes simply not
available. Such information as is available reveals a number of areas in which
prices and costs of infrastructure services are not well matched. But the
evidence is much less clear about the extent to which this favours development
at city fringes.

In the case of hydraulics services, which are an important component of
economic infrastructure costs, analysis of data provided for Melbourne and
Sydney yielded more estimates of under-charging than of over-charging
domestic users. But under-charging is apparent among residential areas
throughout the cities. Only in Melbourne is there an appreciable difference in
favour of the urban fringe. The magnitude of the estimates is insufficient —
given margins for error — to conclude there is a significant inducement to fringe
location in either city.
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Transport infrastructure is also important, but the Commission was unable to
obtain the data needed for a comparable analysis to that undertaken for
hydraulics. It is nevertheless apparent that there is under recovery of the
attributable costs of roads outside particular subdivisions. While this is likely to
favour urban fringe settlement, the differential impacts on pollution and
congestion of locating at the fringe as opposed to established areas are unclear.
In the case of public transport, while the rate of subsidy is typically higher for
longer journeys, which should favour residents of outer suburbs, the incidence
of subsidies across the city also depends on households’ use of public transport,
which is generally higher in inner areas, where there are typically more services
provided.

Nevertheless, if transport infrastructure is generally subsidised (apart from the
existence of any differential subsidies), this would in itself favour travel, and
thus the dispersal of settlement patterns — in the same way that the declining
costs of private travel have done. Even here a question remains about the extent
to which car owners are ‘paying their way’ in aggregate, given the magnitude of
petrol and other vehicle taxes.

In the case of energy, while there appears to be very little locational variation in
charges for the supply and use of electricity and gas, the extent to which costs
(and thus subsidies) differ between established areas and the urban fringe
cannot be assessed from available information.

The cost of social infrastructure generally looms large. Those studies which
have identified large subsidies to the urban fringe have usually included the
entire cost, where it is not charged for. But social infrastructure is subsidised
throughout the city, so the relevant question in relation to patterns of urban
settlement is again about the extent to which subsidies at the fringe differ from
those in established areas. The true location subsidy component is limited to
any direct cost differences — which are unlikely to be systematic or very
significant — and the extent of genuine excess capacity in alternative
development areas. Much of what is claimed to be excess capacity has
alternative uses.

In sum, for some important categories of infrastructure, the Commission’s
analysis has not confirmed the large incentives to fringe location that it had
expected to find on the basis of existing claims. Differences with other studies
may reflect the Commission’s focus on differential subsidies and, in the
detailed study of hydraulics, the inclusion of costs and charges over time that
are often omitted from other studies. The Commission’s analysis also suggests
that moves towards cost-based pricing, at least in some key areas, are unlikely
to change substantially the cost of serviced land at the fringe relative to that in
established areas.
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This assessment of current practices need not be indicative of what has
happened in the past. Nor does it mean that further reforms would not be
worthwhile:

e averages can hide significant variation in costs — in many cities, fringe
areas differ in their terrain and distance from headworks; inner
redevelopment areas differ in the extent and quality of existing
infrastructure capacity;

e  while the Commission’s empirical work suggests that the consumption of
urban land in aggregate would not be very responsive to changes in
charges, this need not preclude significant changes occurring in the pattern
of land use within cities, as additional modelling has illustrated; and

o  pricing reforms which relate charges for urban services in different areas to
local costs of providing them, will achieve greater efficiency in investment
decisions (as well as in the use of services), and more variety in
infrastructure provision to suit the needs of different forms and densities of
urban development.

Other sources of bias in urban choices

Apart from the influence of infrastructure pricing on location decisions, there is
a range of taxation and other influences which affect — and often distort —
peoples’ decisions about where and how to live.

Some taxes reduce land-use efficiency

Of particular significance are stamp duties on real estate dealings, which are a
disincentive to owner-occupiers changing dwellings as their needs change.
They are a tax on mobility. They reduce the affordability of housing, despite the
exemptions and concessions commonly afforded first home buyers.

Capital gains taxation treatment of the family home and the non-taxation of
rents attributable to owner-occupation encourage greater investment in housing
and larger land holdings for dwellings than would otherwise occur, and so
distort the pattern of urban settlement.

Choice is further distorted by land taxes. Rental housing is generally taxed
while owner-occupied housing is not, and much rural and government land is
exempt. In principle, a tax on land, applied universally at the same rate, would
be less distorting in relation to housing and location decisions than other taxes.
But the present structure of land taxes is distorting because of the various
exemptions and concessions given.

Local council rates and some special purpose levies and metropolitan taxes
have much the same characteristics as land taxes, in that they too are based on
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land values. They also fail to encourage efficiency in land use, because they
encompass a wide range of concessions.

As a general rule, the Commission favours neutrality in all the taxes and
charges which affect land use and the provision and use of urban services.

Commonwealth-State financial arrangements

Australia’s system of fiscal equalisation among and within the States may be
viewed as subsidising high-cost locations. The effect within cities is of
particular interest to this inquiry. While it appears that in the case of grants to
local government, more funding per capita generally goes to the expanding
areas, including the fringes of cities, it is not clear that this has been a
significant inducement to expansion, given the magnitude of the funding and
the many other influences at work. When grants compensate States or local
councils which provide urban services in high cost locations, they obscure the
relative costs of settlement in those locations and can distort the basis of
efficient decision-making. Any review of the criteria under which the
Commonwealth Grants Commission operates should address this issue.

Building costs

As density rises, there are often savings to be made per dwelling in capital
outlays on urban services. At the same time, for a number of reasons, higher
density construction is more costly than that for single dwellings. There are
indications that applying commercial site employment conditions to medium
density building sites may impose additional costs as well as deterring smaller-
scale builders from venturing into medium density developments. If so, this
would reinforce the continuation of emphasis on detached cottages, and reduce
the options available to home buyers.

Transport regulation

The provision of urban transport is constrained by a web of regulation. It
includes monopoly route allocation for buses, and restriction of entry to the taxi
industry. Because so much of the travel undertaken at the urban fringe requires
route flexibility, this kind of restriction may disadvantage those who live in
fringe settlements, as well as leading to increased private car ownership and
use.

Environmental effects

For any pattern of urban settlement, there are potential costs and benefits
associated with the main environmental components of air, water, and land.
Amenity implications are also important when noise, congestion, and similar
accompaniments to urban settlement impinge on activity. They can have major
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consequences for location decisions, and are quickly incorporated into land
values.

The logic of accounting for these kinds of environmental resource costs is the
same as it is for other scarce resources: in principle they should be incorporated
in decisions about what people purchase, in what combinations, and where. In
practice, this is not always feasible.

Some progress is being made, although the results are mixed. The costs of
preventing or reducing water pollution are increasingly being incorporated into
location-specific developer charges. More commonly, revenues to fund
programs intended to reduce or remedy environmental problems are raised
through higher usage charges, or by one-off levies which are uniform across
cities. Mitigation strategies for air pollution are difficult because of its mobility.
Location-specific approaches may help in some cases, but more general
charging and regulatory regimes may be needed where ‘migratory’ pollution is
a problem.

The environmental effects of different forms of urban fringe development, or of
further inner-city redevelopment, are difficult to define, and are very city- (and
location-) specific. For example, while Sydney faces severe water pollution
problems with the Nepean-Hawkesbury river system for fringe developments,
urban infill may mean bigger stormwater runoff problems in some areas, which
can also be difficult and expensive to control.

It is not practical or cost effective to attempt to control urban land use such that
no pollution or other adverse environmental impacts occur. Simple solutions are
scarce: for example, mandated reduction in use of private motor vehicles is
often advocated to remedy air pollution and congestion, but this would imply
an extreme judgement about alternative means of achieving those objectives,
and neglect the considerable range of benefits to households and firms of the
mobility enabled by private vehicles. Alternatives — including the use of
technological means to facilitate pricing for congestion, and deregulation of
public motor transport — could provide more acceptable outcomes at lower cost.

What is clear is that environmental impacts will generally be exacerbated when
infrastructure charging is insufficient to recover even direct financial costs.
Better locational differentiation in user charges will facilitate the incorporation
of residual environmental costs of urban settlement as techniques for
environmental management improve.

Affordability and equity

An apparent dilemma facing governments is the need to promote efficiency
(and relieve fiscal stress) through user pays policies for publicly provided
infrastructure, while keeping accommodation ‘affordable’ and ‘accessible’ to
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those on lower incomes. There is apprehension that reforms of charges and
taxation may lead to unacceptable escalation in housing prices.

For the reforms advocated in this report, there do not appear to be grounds for
these concerns. Existing location subsidies which might be removed do not
appear to be large on average relative to typical household expenditures. In fact,
interest rates are likely to play a much larger role in determining affordability of
housing than the pricing reforms involved.

Consideration of only the initial effects of higher charges may overstate the
ultimate impact on ‘affordability” — which relates total housing costs to
disposable income. Over time, increased utility revenue, or redistribution of its
sources, may allow reductions in some existing charges, and in other taxes.

The Commission favours charges that convey information about the costs of
supplying different locations. In some cases, up front (developer) charges will
be appropriate; in others, properly-specified access charges will be preferred. In
principle the timing of charges should make little difference to affordability; in
practice it may, because of mechanical lending rules used by banks, the
uncertainty created by the potential for public authorities to alter future charges,
and government guarantees on the borrowings of public authorities (which can
serve to distort the allocation of capital).

Effective equity

The Commission considers that requiring people to pay the full costs of their
call on resources for urban services need not be inconsistent with equity
objectives. Indeed, it sees utility pricing as an inappropriate mechanism for
meeting income distributional objectives. Not only does such an approach lack
transparency, it is not effective. For example, any undercharging at the fringe
(by overcharging inner areas and/or the business sector) need not redistribute
income from richer to poorer members of society, or even to first home buyers
— since both rich and poor, first homebuyers and repeat buyers, live at the
fringe. It is random redistribution.

Much of the debate about whether inner area residents have themselves paid for
infrastructure provided in the distant past, fails to recognise that past advantages
(and disadvantages) tend to be capitalised into the value of land and ‘paid for’
when it changes hands. Bygones are bygones in property markets.

Government as land developer

The extent and nature of Government participation in land banking and land
development varies among States, but has usually been based partly on equity
objectives. To the extent that lower prices have been achieved by the privileged
access to taxation and other concessions of the agencies concerned, there is a
question as to whether private companies, similarly subsidised, might have

9
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achieved the same result. First-comers are usually the ones to benefit from this
activity; the gains are then capitalised in property values. There is little
relationship to any definable needy group, since the benefit goes to those
capable of raising a deposit for, and meeting the costs of, ownership.

Land price stabilisation has been another major objective of direct government
participation in the land market. With the possible exception of Adelaide, it is
not clear that this involvement has had a significant impact on prices generally.
Short-term instability in urban land markets appears to be endemic in Australia.
(It may be accentuated by macroeconomic policies.) What is apparent is that
extensive funds have been employed by government agencies in holding and
developing residential and other land, with financial returns to taxpayers’ equity
which are difficult to ascertain and evaluate.

The Commission has found the arguments for government involvement in these
activities unconvincing, but lacks data on their operations. There should be a
detailed evaluation of the performance of the relevant agencies.

More generally, the Commission found no basis on which particular localities
should be subsidised for welfare and equity purposes, whether directly or
through the structure of charges for urban services. When such objectives are
pursued, the most effective method is to direct assistance from general revenues
to those people meeting the target specifications; that is, the people should be
subsidised, not the places where they are thought to live or work.

Flexibility in land use

Governments influence the pattern of urban development not only through
taxation and financial policies, and the provision of infrastructure, but also
through planning and regulatory controls over how land may be used. Such a
directive role by governments is largely motivated by legitimate concerns about
the ability of an unfettered market in urban land to deal adequately with
incompatible land uses and environmental effects, as well as a perceived need
to coordinate development.

Once in place, land use controls can be slow to change. Resident opposition to
some types of urban development has utilised the planning mechanisms to
protect existing local patterns of settlement. This has been evident in relation to
the redevelopment of established areas and can sometimes be quite costly to
those involved. However it is not clear how much of an impediment to
efficiency it represents. If zoning and development controls are too restrictive
or inflexible in the face of market pressures, they will generally be changed, or
circumvented.

There have also been a number of State initiatives to provide more flexibility
and uniformity across council jurisdictions in how land use may be adapted.

10
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How much further this could or should go, raises some difficult questions about
appropriate levels of governance in relation to urban settlement, which are
outside the purview of this inquiry. There remains considerable scope, however,
for reducing impediments to efficiency within existing frameworks.

Local council control of development and building has created a layer of
administration and compliance costs which are resented by some, and unrelated
in any case to actual costs of oversight. If local councils were to charge for their
supervision of planning and building on a properly costed basis, that would
itself generate pressures for improvement in service delivery. Project costings
currently have to reflect the diversity of standards adopted by councils; some
element of rationalisation of such standards could produce useful cost savings.

The Commission supports moves towards standardising certain development
codes such as engineering standards (for example, kerbing and guttering, pipe
sizes and the like). However, this should not be used to prevent different
standards being set for justifiable, performance-related reasons in different local
government areas.

More generally, allowing greater use of individual discretion to meet stated
objectives could mean lower costs, and outcomes that are better attuned to
preferences. An important move in this direction has been the increased use of
performance standards in place of detailed prescriptions, allowing planning
objectives to be met with greater flexibility. There may be scope to extend this
approach in relation to regulations governing household provision of
infrastructure.

Better pricing permits more flexibility

Government control over land release for housing has in part been intended to
minimise the public costs of infrastructure by influencing the rate of
development. Better pricing by infrastructure providers can perform at least part
of this function.

If servicing charges for new developments accurately reflected the costs of
provision of urban services (including environmental costs), then ‘out of
sequence’ development would only occur where the higher infrastructure costs
were matched by a willingness to pay. Depending on the extent of any genuine
excess capacity in required (government-funded) social infrastructure at other
sites, efficiency in urban land use could be impeded by preventing such
developments from going ahead.

In sum, policies for urban settlements need to emphasise flexibility, and to
conscript market mechanisms wherever possible. The real issue is not urban
consolidation versus fringe development, nor is it low versus medium density
housing. It is about what people want from their cities, and ensuring that
decisions about where and how they live reflect the wider costs and benefits.

11
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RECOMMENDATIONS

Efficient land use

The efficiency of urban land use depends both on the costs involved
(including social and environmental impacts) and the community’s
preferences. The complexity of this interaction precludes detailed
prescription of what an efficient city should look like.

[chapter A4, section 4.6, chapter Bl, section 1.5]

Government policy would best be directed towards removing locational
bias from urban choices. It should not unduly constrain choice.

[chapter A4, section 4.6, chapter Bl; chapter B3]

Information on land use patterns and the area devoted to different land
uses within cities is poor and needs to be improved by land use planning
and coordination agencies. The cost is likely to be modest.

[chapter A2, section 2.3]

Costs of infrastructure provision

The costs of infrastructure provision, including environmental side effects,
vary greatly among locations in cities.

[chapter B2]

Infrastructure costs per dwelling generally decline as on-site density of
development increases. The extent of cost savings is very site- and
service-specific.

[chapter B2]

Efficient charging for urban infrastructure

Charges should, wherever possible, reflect any significant locational
differences in the costs of providing urban infrastructure. Where they
cannot do so, they should at least seek to avoid systematic locational bias.

[ chapter B3, section 3.4]

12
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While it is not necessary to charge explicitly for costs that are common to
all developments to transmit efficient location incentives within cities,
cost recovery is desirable for reasons of efficient resource management
and decision making in relation to the provision of new infrastructure.

[chapter B3, section 3.5]

Because efficiency in pricing has more than one dimension, it will usually
be necessary to employ a number of charging instruments simultaneously.
Developer charges are well-suited to reflecting variations in costs by
location and in some respects may be preferred to periodic access charges
for that purpose. Charges for use are probably best matched with marginal
costs of supplying the service (including congestion costs, broadly
defined).

[chapter B3, section 3.4]

Where there is genuine excess capacity, it is important that use of it not be
discouraged by prices that exceed the costs of supply. New (and existing)
users should be charged at levels that ensure that capacity is appropriately
used.

[chapter B3, section 3.5]

Present methods of charging for infrastructure services are often not
sufficiently reflective of locational cost differences. There is too much
reliance on averaging or uniformity in all forms of charging. In addition:

— property values have no necessary relationship to costs of providing
urban services such as water and sewerage, and the practice of using
them as a basis for charging should end;

[chapter B4, section 4.7]

— road authorities should be allowed to levy clearly identified charges
on developers to cover the costs of providing and improving higher
level roads attributable to new developments.

[chapter B4, section 4.3]

In attempting to assess whether public infrastructure charging encourages
expansion of settlement at the urban fringe, the Commission found:

— for most categories of infrastructure, the detailed information needed
for a definitive analysis is not available;

— 1in the one case — hydraulic services — where available data permitted a
quantitative assessment for Melbourne and Sydney, the existence of a
significant inducement to fringe location was not confirmed;
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— in most other cases, when all relevant factors are considered, it is
difficult to judge whether net subsidisation of the urban fringe is
likely, let alone the magnitudes involved. What is clear is that
assessments which do not properly account for subsidies to
established urban areas will generally overstate any inducement to
fringe location, especially for social infrastructure.

[chapter B4, section 4.7]

Lack of information is a fundamental obstacle to reform of infrastructure
charging and better asset management. Public sector providers of urban
services should be required to compile and publish annually the costs,
revenues and charging structures associated with development in different
areas within their administration. Information is also urgently needed on
the value and condition of existing infrastructure throughout the cities.

[chapter B6, sections 6.1 and 6.7]

Impacts of charging reforms

While the incidence of developer charges and other contributions at any
particular time will depend on the characteristics of the market, it is most
likely in the longer term that they will fall on purchasers of developed
land.

[chapter B5, section 5.1]

In principle the timing of charges should make little difference to the
burden of finance; in practice it may do so because of mechanical lending
rules used by banks, the uncertainty created by the potential for public
authorities to alter future charges, and government guarantees on the
borrowings of public authorities.

[chapter BS, section 5.1]

Statistical analysis conducted by the Commission suggests that the
consumption of urban land in aggregate is not very responsive to changes
in its price (and hence to changes in infrastructure charges). However this
does not preclude changes occurring in the pattern of land use within
cities, as 1illustrated by additional modelling undertaken by the
Commission. Eventual impacts would depend upon the flexibility of land
use restrictions and adjustment costs.

[chapter BS, section 5.2]
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The mix of people’s income levels, household types and ages in the
different parts of major cities suggests that the effects of reforms which
led to higher charges would not fall disproportionately on any identifiable
community group.

[chapter BS, section 5.3]

The provision of subsidised urban infrastructure, or concessional charging
for it, is not an efficient means of meeting equity objectives. Practical
measures to shield deserving categories of people from hardship are better
directed to them as people, rather than to the areas where they are thought
to live, or to the city-wide networks of urban services they use.

[chapter B5, section 5.3]

Charges for existing households should be examined as part of any reform
of pricing structures. It would be equitable for established residents to at
least face charges that matched the cost of replacing infrastructure
required to service them.

[chapter B35, section 5.3]

Institutional and regulatory reform

Undue constraints on the ability of infrastructure providers to differentiate
their charges in line with costs should be removed:

— governments should maintain an arm’s-length relationship with their
business enterprises and not seek to direct their general pricing
structures away from commercial criteria: community service
obligations can and should be identified and fully funded from general
government revenues;

[chapter B6, sections 6.7 and 6.8]

— the possibility of using contracts or legislation to govern the provision
of services to residents of particular areas in exchange for a set of
charges that relates to the capital and recurrent costs of servicing that
area only should be examined.

[chapter B6, section 6.2]

Impediments to public authorities, particularly infrastructure providers,
entering into and enforcing contractual arrangements should be
removed.

[chapter B6, section 6.5]
Regulations restricting the provision of urban services on-site by

households should be subject to greater public scrutiny, and made more
performance-oriented, and less prescriptive.
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[chapter B6, section 6.4]

Urban transport is inhibited by a web of regulation. It includes monopoly
route allocation for buses, and restriction of entry to the taxi industry.
Because so much of the travel undertaken at the urban fringe requires
route flexibility, this kind of restriction constitutes a penalty to fringe
settlement as well as leading to increased private car ownership and use.

[chapter B4, section 4.4, chapter B6, section 6.8]

Taxes on housing and land

Stamp duty on real estate transactions is a disincentive to owner occupiers
changing dwellings as their needs change, as well as reducing the
affordability of housing.

[chapter C2]

In principle, a tax on land, applied universally at the same rate, would
have little effect on land use. However, current land tax regimes are
distorting, because of the various exemptions and concessions given.

[chapter C1, section 1.1]

The exemption of owner-occupied housing from capital gains taxation,
and the non-taxation of rents attributable to owner-occupation, encourage
more investment in housing and larger land holdings for dwellings than
would otherwise occur.

[chapter C1, section 1.2]

Investment in infrastructure

Section 51AD and division 16D of the Income Tax Assessment Act are
intended to restrict the ability of private providers of infrastructure to
obtain tax benefits associated with depreciation of assets under the control
of tax-exempt bodies. The criteria for applying these provisions in
practice remain unclear and a review is warranted to examine whether
more explicit guidance could be given.

[chapter C3, section 3.1]

Fiscal equalisation and the Commonwealth Grants Commission

It is not clear if Australia’s system of fiscal equalisation is a significant
influence on the pattern of settlement within cities, given the many other
influences at work.

[chapter C4]

Fiscal equalisation among and within the States provides the capacity to
subsidise high cost locations. When grants compensate States or local
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councils which provide urban services to high cost locations, they obscure
the relative costs of settlement in those locations and can distort the basis
of efficient decision-making. Any review of Commonwealth Grants
Commission criteria should address this issue.

[chapter C4]

Local government

o  Using unimproved capital values as a rates base has the advantage that it
does not unduly discourage site development.

[chapter C5, section 5.3]

e  Local governments should be:

— encouraged to make greater use of specific charges for services
where the user can be separately identified. Charges should be set
on the principle that those who generate costs, or benefit from council
services, should be required to pay for them;

[chapter C5, section 5.4]

— given greater scope for applying differential rates — irrespective of the
rates base they use — so that they may make more use of selected
targeting of charges.

[chapter C5, section 5.4]

. State and local governments should undertake a critical review of the
reasons why rates exemptions or concessions are accorded to particular
groups, and the effects that such policies have. This review should start
with the presumption that all land should be rateable. In those cases where
it can be shown that this would cause undue difficulties, concessions could
be phased out over several years.

[chapter C5, section 5.5]
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Charging processes for development control are in need of reform.
Councils should be free to set their own charges for services provided in
the development control area, based on the costs incurred. In this way,
developers and councils can more clearly ascertain what they are getting
for services rendered and required.

[chapter D3, section 3.2]

Government participation in land markets

The Commission sees little potential for government land agencies to
reduce the instability of land markets or to provide land at prices
significantly below those which would prevail had the development been
in private hands and subject to the same taxation treatment.

[chapter D2]

Interfering directly in the workings of the land market is an ineffective
means of achieving social welfare objectives and provides no guarantee
that target groups will be the main beneficiaries.

[chapter D2, section 2.3]

Much capital is tied up with the activities of government land developers.
It is difficult to obtain a clear understanding of what performance criteria
are used, and whether they are met.

[chapter D2, section 2.2]

The Commission recommends that all State or Territory governments
which are engaged in land banking or other land development activities
establish reviews to:

— determine, and publicly specify, which social objectives they seek to
achieve;

— identify the nature and extent of the concessions that agencies receive
through taxation and other means;

— assess and make public the rates of return on capital invested on the
community’s behalf; and

— evaluate alternative options by which government objectives might be
met.

[chapter D2, section 2.6]
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The

If direct government involvement in land markets is to continue, detailed
performance criteria should be specified for the relevant agencies. These
should include valuation methodologies for land assets, and the
calculation of rates of return on assets. Procedures (including land sales
mechanisms) should be fully transparent, with provision for regular review
of the impact of such activities on the groups identified as needing
assistance.

[chapter D2, section 2.6]

housing construction industry

There are indications that applying commercial site employment
conditions to medium-density building sites may add to costs as well as
deterring smaller-scale builders from venturing into medium-density
developments. This would reinforce the continuation of emphasis on
detached cottages, and reduce the options available to home buyers.

[chapter D4]
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INTRODUCTION

Most Australians live in cities. It follows that the nature of urban environments
and how they develop are important determinants of community standards of
living — including ‘quality of life’.

Australians have traditionally been fortunate in their living standards, and the
quality of their urban lifestyles, compared with the inhabitants of many other
countries. This is reflected in the substantial immigration since the war. As
Australian cities have grown, however, concerns have emerged about some of
the costs that this has entailed and about adverse social and environmental
consequences. In the jargon of the times, the ‘sustainability’ of traditional
approaches to urban development is being questioned.

Background to the inquiry

At the 1990 special Premiers’ Conference, a Working Group was asked to
report back on ‘ways to improve the efficiency and equity of Australian urban
settlement.” The Report of the Working Group on Patterns of Urban Settlement
was presented to the 1991 special Premiers’ Conference. It argued that:

Current use of land and infrastructure cannot be afforded on economic, social or
environmental grounds ...

It also noted that the best use of infrastructure in Australia is hindered by the
low density structure of Australian cities and as a result:

Australia’s pattern of low density development has become increasingly inefficient and
inequitable.

The Working Group put forward three broad strategies to improve the
efficiency and equity of urban settlement:

e promotion, planning and support of urban consolidation by all spheres of
government;

o the application of more efficient and equitable approaches to the provision,
financing and charging of urban infrastructure; and

e improvement of government mechanisms for the planning and coordination
of urban development.

It further recommended that Heads of Governments commission some more
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detailed studies, noting in particular the following topic for the Industry
Commission:

Urban Consolidation versus Urban Sprawl: Examine taxation and financial policies —
including pricing policies - administered by all levels of Government, which result in
the direct or indirect promotion of urban sprawl development or which inhibit
consolidation.

The report was considered at the July 1991 special Premiers’ Conference,
which agreed that urban consolidation should be promoted. The Conference
further resolved that an intergovernmental approach should be adopted to
achieve more efficient and equitable urban infrastructure, and that government
mechanisms for the planning and coordination of urban development should be
improved.

The Conference agreed that the Industry Commission should be asked to
examine the taxation and financial policies of governments, including pricing
policies, which lead to inefficient patterns of urban settlement in Australia. The
Commonwealth Government forwarded a reference to the Commission in
November 1991. The terms of reference, shown at the front of this report, are
long and detailed, but broadly the Commission was asked to:

o identify and assess the impact of taxation and financial policies of
Commonwealth, State/Territory and local governments which reduce the
efficiency of land use in urban areas; and

o consider the options for revising pricing and charging policies for urban
infrastructure (water, sewerage, roads and the like).

The inquiry process

The Commission came to this inquiry with information gained from a number
of other inquiries into public infrastructure issues. It has completed separate
inquiries into Water Resources and Waste Disposal (IC 1992), Rail Transport
(IC 1991) and Energy Generation and Distribution (IC 1991). However,
emphasis on the link between public infrastructure and patterns of urban
settlement is new.

The Commission also drew on the knowledge and data provided by participants
— gained through extensive visits, as well as a formal round of initial public
hearings and a second round after a draft of this report had been released.
Some 166 submissions were received, of which 62 were presented at public
hearings. They cover the views of a range of representatives from industry,
government (at all levels), public enterprises and community groups (see
appendix A). The information and views provided were of considerable
assistance to the Commission, and it is grateful to all who have taken part in the
inquiry.
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In evaluating this material, and responding to its terms of reference, the
Commission must also meet the requirements of the Industry Commission
Act 1989, which direct the Commission to adopt a broad perspective, taking
into account the interests of the wider community.

Some key issues

Australian cities have evolved in response to a range of factors:

e their individual topographies;

. historical and cultural influences;

e demographic changes;

e government regulations, controls and plans;

o the manner and extent of infrastructure provision, and

o the lifestyle preferences of their residents.

It is difficult to assess the effects of any of these influences in isolation.

If the main focus of the current debate about Australian cities had to be
encapsulated in a single slogan, then that would be ‘consolidation vs sprawl’.
As noted, this was the context for the Working Group proposal for a study by
the Industry Commission on public infrastructure. The terms of reference that
were sent to the Commission provided a broader objective — ‘efficient’ land
use. A basic task for the Commission has been to interpret what this means.

Many participants clearly regard the prevailing pattern of settlement in
Australian cities as inefficient. Some see low density as not only costly to
service, but as inequitable and environmentally damaging. Their vision of an
efficient city is clearly a more compact one, with smaller lot sizes and more
multi-dwelling developments. Some also advocate a much diminished role for
the motor car and a commensurately greater role for public transport.

Other participants have expressed contrary views. Some see the low density of
Australian cities as a desirable feature, reflecting rational lifestyle preferences
in a relatively affluent society, with access to the convenience and flexibility
afforded by private motor vehicles.

It would be wrong, however, to characterise the debate only as involving polar
extremes. Many participants share a concern that cities do have problems and
that changes are needed to allow them to develop in ways which minimise
wastage of resources and maximise the benefits to inhabitants. From the
Commission’s perspective this is also a reasonable, if broad, approach to
efficiency in an urban context.
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In meeting its terms of reference, the Commission has sought not only to
identify taxation and financial impediments to efficient land use, but also to
evaluate their significance and assess their likely impact on patterns of urban
settlement. This is not a straightforward task, because of the many influences
on patterns of settlement, and the complexity of their inter-relationships. While
quantitative analysis and modelling can help, they have more limitations than
usual in an urban context. A basic obstacle to analysis is lack of data.

Governments can influence the pattern of urban settlement not only through
taxation and financial policies, and the provision of infrastructure. They can
also do so through planning and regulatory controls over how land may be used,
and through their own participation as holders and developers of land. These
regulatory arrangements can have an important bearing on the adaptability of a
city to changes in the needs of its inhabitants, as well as to changes in relevant
taxes and charges, and the Commission has therefore given some consideration
to them.

A guide to the report

This report is in two volumes; the body of the report in volume 1 contains four
parts.

Volume 1 (the report)

Part A provides information which puts the analysis in the remainder of the
report into context. It reviews relevant urban settlement data, highlighting the
lack of foundation for some widely-held notions about where different groups
of people live and work. It also looks at government policy objectives bearing
on urban development, including efficiency, equity and better environmental
outcomes.

Part B considers the key question of the provision and pricing of urban facilities
and services. It examines existing arrangements for economic and social
infrastructure, and summarises some information about the costs involved, and
who bears those costs. It addresses a question of concern to many: is fringe
development subsidised by people living in established suburbs? It also
suggests ways in which better pricing rules should lead to better locational
decisions, and their equity and efficiency implications.

Part C examines some forms of taxation which can bias people’s decisions
about where and how to live, including land taxes, and stamp duty on real
property. It also looks at the role of Commonwealth-State financial relations,
focusing on fiscal equalisation and local government rates.

Land development processes are considered in part D. It briefly assesses the
roles of government land developers, and reports on some regulatory issues,
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including those relating to development control, and the residential construction
sector.

Volume 2 (the appendices)

Supporting material, including more detailed reporting of econometric and
modelling work, and an overview of environmental issues as they affect urban
settlement, is located in the appendices.
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PART A: AUSTRALIA’S PATTERN OF URBAN
SETTLEMENT

The history of European settlement in Australia is the history of an urbanised
society. Most Australians live in cities, and most live in cities near the coast.
Their urban lifestyles reflect many historical, cultural, geographic, economic and
social factors. This section of the report looks at some key aspects of Australia’s
urban environment — its historical background, the influences of demography, the
ways in which we live and travel and the policy objectives of governments.

Chapter Al considers the early historical factors which have affected the
development of Australian cities. Early development of the colony was based on
a predominantly convict settlement with strong central control. The staple exports
of primary products such as wool and meat with their relatively low labour
requirements in the early years also reinforced the domination of the major cities.
The gold rush of the 1850s and the following boom period from 1860 to 1890
resulted in much investment in ‘city building’ which reinforced the role of
government in the provision of infrastructure, the legacy of which remains today.

Chapters A2 and A3 are intended to provide a statistical ‘broad-brush’ overview
of the way in which Australians live in their cities. The analysis is more
illustrative than definitive and, while providing a context for other parts of the
report, is not fundamental to the arguments pursued.

In chapter A2, the extent of urbanisation in Australia is examined and some
international comparisons drawn, which show Australia as one of the world’s
most highly urbanised societies. It also looks at some of the demographic factors
which can influence urban settlement patterns.

Some common perceptions about Australian living patterns are examined in
chapter A3. Perceptions about where people choose to live and work, the size of
their urban blocks, and their travel habits are not always soundly based.

Governments at all levels have considerable involvement in Australian cities.
They have many objectives which they try to meet, including those relating to
economic, social and environmental policies, and these are considered in chapter
A4. Not all objectives are compatible, and it is inevitable that some will be in
conflict.
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A1 EARLY HISTORY

The outstanding characteristic of Australian economic history was ... the exceptional rate
of urbanisation ... The process of urbanisation is the central feature of Australian history

. creating a fundamental contrast with the economic development of other ‘new’
countries.

N.G. Butlin, in a major study of Australia’s economic
development from 1861 to 1890 (Butlin 1964, p. 6).

Australia has been, since the earliest decades of European settlement, a highly
urbanised society. Its pattern of urban settlement has been shaped by many
historical, geographical, economic and social factors, not the least of which has
been the nature of the societies from which the early settlers came. The reasons
for the siting of each State capital included topography, access to fresh drinking
water and suitable anchorage. Those initial settlements became, and remained,
dominant urban centres for their regions.

Australia’s early colonial history was heavily influenced by its beginnings as a
convict settlement, and by the need to grow food in an unfamiliar environment.
The colony was funded from London, and decision-making was centralised.
Initial growth came from government expenditures. While the flow of convicts
increased the labour force, it also added to the need to expand agricultural
production. The activities of the Commissariat (or government store) as the
dominant purchaser of farm produce (and as a provider of capital advances to
farmers) significantly influenced land use in New South Wales during the first
few decades.

Influence of early staple exports

The dependence of the colonies on imports, the export orientation of their
emerging staple commodities, and the importance of coastal shipping in linking
settlements led to early development of towns adjacent to ports.

The domination of wool in Australia’s economic life began early, and was
interrupted only by the gold rushes. Important characteristics of the pastoral
industry were its spatial dispersion, its extensive use of land, and its small
demand for labour per unit of output. However, as most wool was exported, the
industry required transport to ports from where it would be shipped, and some
city-based financial, commercial and marketing services. The lack of regional
linkage effects encouraged the concentration of the urban population into a few
port cities and discouraged the emergence of large inland towns. As the House of
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Representatives report (1992) on Patterns of Urban Settlement: Consolidating
the Future? noted:

The paradoxical consequence was that the cities grew faster than the bush as pastoral
production expanded (p. 8).

This was also a consequence of gold mining. Moreover, once the more
readily-mined alluvial gold had been depleted, many miners departed for urban
areas, as there were few alternative employment opportunities in the goldfield
regions to provide ongoing work.

Population movements

By 1851, just prior to the gold rushes, Australia had a European population of
about 400 000, of whom about 54 000 lived in Sydney and about 29 000 in
Melbourne. Between them, Sydney, Melbourne and Adelaide accounted for about
25 per cent of total Australian population, or about 29 per cent of the total
mainland population (Jackson 1977, p.98). The concentration of Australia’s
population into a few urban areas began early.

In 1851, agriculture and pastoral activities employed about 40 to 45 per cent of
the workforce, compared with about 60 to 65 per cent in the United States at the
same time (Jackson 1977, p. 107).

The gold rush of the 1850s had a major effect on population and economic
development. The total population almost tripled within ten years — from about
400 000 to about 1.1 million. The impact on the cities was dramatic. Almost
overnight, Melbourne became Australia’s largest city, and in 1861 was 50 per
cent larger than Sydney — whereas in 1851 it was half as big. Most of this growth
came from immigration, and most immigrants stayed in Australia after the
goldfields had declined.

Indeed, immigration was a major source of population growth for much of the
nineteenth century, comprising 75 per cent of population growth for the period
from 1788 to the end of the 1850s gold rush (Borrie 1975, p. 94). The first port of
call was one of the major capital city ports, where many immigrants, especially
those from urban backgrounds, sought work. There was also a tendency for
dependents of those who found work in rural areas to remain in the cities.

During the 1850s and 1860s, wool was displaced by gold as the main export
commodity. Notwithstanding the stresses engendered by the gold rushes and the
consequent surge in population, the capital cities as a group retained broadly the
same proportion of total population over the ensuing decades. Gold mining led to
the rapid growth of inland towns in the 1850s and 1860s, but this was a
temporary phenomenon. Metropolitan city growth after 1870 outstripped non-city
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growth, and the 1880s in particular were years of exceptionally rapid
metropolitan concentration and urbanisation. More generally, in the decades
leading up to the Great War the ‘drift to the cities’ was a major social
phenomenon.

Moreover, throughout the nineteenth century there was a clear gap between the
capital of each colony and the next largest town in the region. As will be seen in
the next chapter, this phenomenon has been largely maintained during the
twentieth century, with a comparatively high proportion of the population
continuing to live in a few major urban centres.

Investment in city-building

In the so-called ‘long boom’ of 1860-1890 which followed the gold rushes,
investment in building and residential construction increased significantly. This
was the period of the building of the cities. The investments made were to set the
pattern for the continued growth of the major cities in the twentieth century.
Butlin said that:

Most of Australian capital equipment went into growing towns, most of the expanding
workforce was employed in urban occupations and the greater part of gross product came
from urban activity (Butlin 1964, p. 6).

Within the colonies, transport infrastructure reinforced the growth of cities. Early
overland transport was expensive, and this may have encouraged urban
concentration (Statham 1989, p. 27). When railway systems were developed, they
were generally laid out in a radial pattern, focussing on each colony’s capital city.
In this way the major cities acted as railheads for the hinterland.

A major acceleration of railway building in the 1870s helped consolidate the
dominance of capital cities. It reduced costs to industry and increased the benefits
of locating in cities.

Australian economic historians have noted that the development of Australian
metropolitan areas had some characteristics in common with the development of
commercial cities in other newly settled regions. Commercial cities have a
different structure from that of traditional or industrial cities, their development
influenced by their role as a base from which previously undeveloped hinterland
regions were explored and developed. Moreover, in industrial countries the
growth of manufacturing in cities was an important cause of urbanisation, but in
Australia this was much less important. Indeed:

As early as 1850 many of the characteristic features of Australian urbanisation were
already established, whilst manufacturing was still in its infancy (Jackson 1977, p. 105).
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Much infrastructure building and development took place in the decades after the
gold rushes, and to a large extent this was financed by governments:

.. colonial governments became involved with what might be labelled a ‘development
strategy’. They ... financed the construction of railways, roads, ports, and urban utilities
... Public enterprise was the prevalent form of many utilities, enhancing their scope as
agencies of state-directed economic development (Maddock and McLean 1987, p. 11).

Infrastructure provision within cities also influenced the course of subsequent
growth. Fixed rail systems and the pattern of road development helped determine
the shape of cities. For example, higher density residential areas developed along
railway lines, and decisions about the provision of water, sewerage and drainage
facilities helped determine growth patterns. Later, as the motor vehicle became
the pre-eminent form of urban transport, vacant space between these radial
development spurs was filled in with lower density development.

The role of the tariff

City-based manufacturing industries were also encouraged by tariff protection,
particularly in Victoria, where it was believed that there was a need to stimulate
alternative employment sources for miners leaving the goldfields. Tariffs were
levied on interstate, as well as foreign, competition. As part of the agreements
under which Federation occurred, tariffs on internal trade were removed and the
Commonwealth imposed tariffs on imports. During the early decades of the
twentieth century, tariffs were extended by the Commonwealth to protect
industries such as steel which had expanded during the Great War. This set the
stage for ‘protection all round’ policies of successive Commonwealth
governments which have had an uneven effect on the composition of economic
activity in different States and cities. One result was that agricultural and mining
activities were taxed, while manufacturing, which is largely city-based, was
assisted to expand.

The importance of infrastructure

As noted earlier, a striking feature of Australia’s economic history has been the
role of governments in the provision of infrastructure. They built water, sewerage
and drainage systems, and railways, roads, bridges and telegraph lines, much of it
financed by overseas capital. The present shapes of our cities, and indeed some
current problems, are in part the legacy of these early decisions.
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Despite images of ‘the wide brown land’ and ‘the sun-bronzed Aussie drover’,
Australia is one of the world’s most urbanised countries. Immigration has always
been a dominant influence on urban settlement. While households are becoming
smaller, homes are becoming larger. Australian cities have a low population
density by international standards.

2.1 A nation of city dwellers
The first Commonwealth Year Book, published in 1908, observed:

A feature of the distribution of population in Australia is the tendency to accumulate in
the capital cities. To such an extent is this metropolitan aggregation carried, that in every
State the population of the capital far outnumbers that of any other town therein, and
ranges between 19 and 46 per cent of the entire population of the State ... That this
metropolitan concentration is phenomenal, may be readily seen by comparing the
percentage on the total population with the similar figures for the principal countries of
Europe ... (p. 158).

In 1906, 35 per cent of the Australian population lived in the six State capital
cities. The percentage of the population living in these cities (and, subsequently,
Canberra and Darwin) increased progressively in the ensuing years until the
1970s, when 64 per cent of the population lived there. Since then the percentage
has stabilised (see table 1).

Table 1: Percentage of Australia’s population living in the State/
Territory capital cities

Year 1906 1921 1947 1961 1971 1976 1981 1986 1990

% 35 43 51 56 64 64 64 64 64

Source: Calculated from ABS, Commonwealth Year Books, various years, and other ABS data.

A similar pattern can be seen in the percentage of the population of each State
living in the State capital cities. Between 1947 and 1971 the proportion of people
in each State who lived in the capital increased markedly but then stabilised
between 1971 and more recent years (see table 2).
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Table 2: Population of capital cities and percentage of State
population living in them

City 1947  Percentof 1971  Percentof 1986 Percentof 1990  Per centof
State pop State pop State pop State pop
Sydney 1484 50 2935 64 3473 63 3657 63
Melbourne 1226 60 2503 72 2932 70 3081 70
Brisbane 402 36 870 48 1196 46 1302 45
Adelaide 382 59 843 72 1 004 73 1 050 73
Perth 273 54 703 68 1 050 72 1193 73
Hobart 77 30 143 39 179 40 184 40
Darwin 3 23 39 45 75 48 73 47
Canberra 15 90 159 99 258 100 284 100
Total 3 862 51 8189 64 10 167 64 10 824 64

Source: ABS, Commonwealth Year Books, various years.

Another indicator of the degree of urbanisation in Australia is the concentration
of population in cities of 100 000 people or more. In 1990 there were only
13 urban centres with a population of more than 100 000 people but these held
70 per cent of Australia’s total population. Table 3 shows the way in which the
Australian population was distributed across those cities in that year.

Table 3: Estimated resident population in capital cities and other
major cities (‘000), 30 June 1990

Number % of national population Cumulative % of
(‘000) national population
Sydney 3657 21.4 21.4
Melbourne 3081 18.0 39.4
Brisbane 1302 7.6 47.0
Adelaide 1050 6.1 53.1
Perth 1193 7.0 60.1
Hobart 184 1.1 61.2
Darwin 73 0.4 61.6
Canberra 284 1.7 63.3
Newcastle 429 2.5 65.8
Gold Coast 266 1.6 67.4
Wollongong 238 1.4 68.8
Geelong 151 0.9 69.7
Townsville 114 0.7 70.4
Sunshine Coast 110 0.6 71.0
Other 4953 29.0 28.8
Total 17 236 100.0 100.0

Source: ABS, Australian Demographic Statistics, March and June Quarter, 1991, cat. no. 3101.0.

38



A2 AUSTRALIA - AN URBAN SOCIETY

International comparisons

As noted above, the degree of urbanisation in Australia is high by international
standards. Although comparisons are not strictly accurate because of data
limitations, table 4 provides some information on the level of urbanisation in
some other countries. In general, Australia is as urbanised as the Netherlands,
Uruguay and Argentina, and more urbanised than France, Canada, Japan, the
Philippines and the Republic of Korea.

Table 4: International comparison of urban population for
selected countries (millions)

Country Total population Urban population Urban as %
of total
Australia 15.6 13.3 85.4
Uruguay 3.1 2.7 88.8
Argentina 31.9 27.4 85.7
Scotland 5.0 4.4 87.7
Netherlands 14.8 13.2 88.6
France 543 39.9 73.4
Canada 25.3 19.4 76.5
Hong Kong 5.4 5.0 93.1
Japan 121.0 92.9 76.7
Philippines 61.4 26.2 42.7
Republic of Korea 42.8 31.6 73.9

Notes: Data is for latest available year. Definitions of urban may vary from country to country.
Source: United Nations 1992.

Another way of comparing urbanisation levels between countries is to look at the
number of cities which have a population in excess of 100 000. Table 5 compares
Australia, Argentina and Canada as countries with broadly similar populations
and geography. It shows that Australia has fewer cities with populations of under
one million, but more cities with populations in excess of one million. In other
words, Australia’s population would seem to be more highly concentrated in its
location.
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Table 5: Selected countries with cities of 100 000 or more

inhabitants
Total population Number of urban areas with inhabitants of
Country 100 000 250 000 500 000 1 million
or more or more or more or more
Australia 16 833 000 13 8 5 5
Argentina 31534 000 24 12 7 3
Canada 26 602 000 27 16 10 3

Note: Data is for latest available year.
Source: United Nations 1992, Canada Year Book, 1992.

2.2 Demographic changes

Population growth, the distribution of the population across the nation, external
and internal migration patterns and the age structure of the population all have
implications for the pattern of urban settlement in Australia. Population growth
and its distribution will determine the pressures placed on particular areas for
urban development, while housing requirements are greatly affected by life cycle
influences: households have different housing desires and needs depending on the
age of the householders and factors such as family size.

The Australian population

Preliminary data from the 1991 census shows Australia’s population to be about
16.8 million persons. It has increased steadily from about 7.6 million in 1947.
While New South Wales and Victoria have remained the most populous States
they, along with Tasmania, have lost some of their share of the total population
since 1947. Queensland, which lost population share between 1947 and 1971, has
subsequently increased it considerably. Western Australia, the Northern Territory
and the Australian Capital Territory have all gained an increased share of
population over the years (see table 6).
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Table 6: State/Territory distribution of, and changes in, Australia’s
population between 1947 and 1991 (‘000 persons)

State/ Pop  Per cent Pop  Per cent Pop  Per cent Pop  Per cent Average

Ter 1947 of Aust 1971 of Aust 1986 of Aust 1991 of Aust  annual rate

pop pop pop pop of change

1947 1971 1986 (per cent)

1947-91
NSW 2 985 394 4726 36.2 5402 34.6 5732 34.0 +1.5
Vic 2 055 27.1 3601 27.6 4019 25.8 4244 25.2 +1.7
Qld 1106 14.6 1851 14.2 2 587 16.6 2979 17.7 +2.2
SA 646 8.5 1200 9.2 1346 8.6 1401 8.3 +1.8
WA 503 7.0 1054 8.1 1407 9.0 1586 9.4 +2.7
Tas 257 34 398 3.0 436 2.8 453 2.7 +1.4
NT 11 0.1 86 0.7 155 1.0 175 1.0 +5.0
ACT 17 0.2 151 1.2 249 1.6 280 1.7 +6.7
Total 7 579 100 13 067 100.0 15602 100.0 16 849 100.0 +1.8

Note: Columns may not add due to rounding.

Source: ABS, census data.

The major non-metropolitan trend is the fast growth of new coastal conurbations
in northern New South Wales and Queensland. There is also fast growth in
particular corridors of major cities. The ten fastest growing regions in Australia at
the end of the 1980s (as identified by Coopers and Lybrand) are shown in table 7
below.

Table 7: The ten fastest growing regions in Australia at the end of
the 1980s, ranked by net population growth
Rank Region Population Net growth Growth rate
(June 1989) (1988-89) (% per annum)
1 Brisbane-Gold Coast 407 039 28 850 7.1
2 Brisbane-Sunshine Coast 286 406 19979 7.0
3 South Eastern Melbourne 247119 15400 6.2
4 Sydney’s West 657 050 13 900 2.1
5 Southern Perth 216 041 13 637 6.3
6 Northern Perth 244 880 13 175 5.4
7 Eastern Perth 238 023 9 565 4.0
8 Central Coast NSW 225200 9 000 4.0
9 Southern Sydney 429 150 6 400 1.5
10 Eastern Brisbane 75237 5928 7.9

Source: Coopers and Lybrand Consultants 1990, quoted in NPC 1992.
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Age distribution

The average age of Australia’s population is gradually increasing and the
proportion of older people is rising. Between 1971 and 1991 the proportion of
young people (those aged 0-14 years) decreased while the ‘baby boomers’
increased the proportion of the 35 to 44 age group. The proportion of population
aged 65 and older also increased steadily (see figure 1). Median age — the age at
which half the population is older and half is younger — has increased from about
27.5 years in 1971 to over 32 years in 1991 (see figure 2).

Figure 1: Estimated resident population by selected age groups,
Australia, 1971 to 1991
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Source: ABS, Australian Demographic Trends, cat. nos. 3101.0 and 3201.0., various years.

The implications of age and family size for urban settlement patterns

The ageing population primarily reflects the dominance of the ‘baby boom’
cohort as it moves through its life cycle, and the contribution of migration to
population growth. Both of these factors have implications for the pattern of
residential development, one by changing the demand for various types of
housing, the other by increasing the overall demand.
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Figure 2. Median age of the Australian population
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Source: ABS, Australian Demographic Trends, cat. no. 3201.0., various years.

The average size of households has fallen from 3.6 persons in 1961 to 2.9 in
1986. By 2006 almost 50 per cent of all income units will consist of childless
couples aged over 35 or single persons, compared with around 40 per cent at
present. By the same year the population aged 65 years and over is projected to
increase by 32 per cent. These changes would have implications for housing
patterns because people’s need for, and use of, housing changes as their
circumstances change (DHHCS, Sub. 85, p. 16).

Kirwan (1991) argued:

... it is not, contrary to many people’s belief, the ageing of the population that is going to
add proportionately most to the demand for housing but the extraordinary growth in the
‘middle aged and childless’ group.

Clearly, these are profound changes which have important implications both for the types
of housing that will be in demand and for households’ discretionary purchasing power

. 17).

The extent to which people are prepared to change their housing preferences
along with changes to family composition is, however, not clear-cut. For
example, despite the changes in family structures outlined above, there has not
been a corresponding fall in the size of new dwellings in Australia. Indeed, the
NHS noted that the average size of new homes has increased by 40 per cent since
the early 1970s. Troy said that there are many reasons why individual households
may wish to remain in their dwellings even after the size of their households has
fallen. These include security, familiarity, stability, freedom of expression,
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choice of lifestyle and increasing living standard, and they may be discouraged
from moving by the costs of relocation, transaction costs and taxes (Troy 1992, p.
6).

Population size and outlook

Population growth in Australia is greatly influenced by immigration and it has
one of the fastest growing populations among OECD countries. Both population
growth and immigration reached a peak in the immediate post-war years and
have shown a general downward trend since that time. The rate of growth of
natural increase has also tended to decline, particularly since the mid-1970s,

although there is an indication that it may have begun to increase again since
1987 (see figure 3).

Figure 3: Annual growth rate of net migration and annual growth
rate of population, Australia, 1947 to 1990
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Source: ABS, Australian Demographic Trends, various issues, cat. nos. 3201.0 and 3101.0.

The National Population Council estimated that Australia’s population would
increase from 17 million in 1990 to 26 million in 2031, assuming net
immigration of 125 000 persons per year. Any revisions to immigration rates will
alter the estimated increase (NPC 1992, p.6). The magnitude of Australia’s
population growth will depend on the level of immigration because fertility is
expected to remain below long-term replacement, as it has been since 1977
(Hugo 1991). Nevertheless, even without immigration, the NPC estimated that
natural increase would be sufficient to raise the 1990 population of 17 million by
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another 2 million over the next 40 years, because Australia still has a relatively
young population with comparatively large numbers in or yet to reach the child
bearing age groups.

Differences in economic growth and environmental amenity will result in varying
rates of population growth across the country. The NPC expects that Queensland
and Western Australia will grow faster than other States (NPC 1992, p. 7).

The NPC also expects that movement of people both from internal migration and
immigration will continue to favour coastal locations. By 2030, it anticipates that
21 million Australians (assuming continuation of present immigration levels) are
likely to reside in the coastal zone.

Growth of Australia’s major cities will depend importantly on the level of
immigration, since overseas migrants predominantly settle in the five largest
cities. Sydney attracts about one third of all migrants, though out-migration is
high. Flood (1992) suggests that the general pattern of migration in Australia is
for Australians aged between 15 and 24 years and immigrants to move into the
cities while all other groups are moving out.

2.3 Urban density

Urban density is usually measured in terms of population density, that is, the
number of persons per hectare, although a measure of dwellings per hectare is
occasionally used. Given that large parts of urban areas are made up of roads,
parks, industrial and commercial areas and other non-residential uses, or are
undeveloped, there are several ways in which land area can be defined. The
common definitions of density are:

e gross density: population divided by gross area, defined as persons per
hectare; and

e net density: population divided by built-up area, often including only
residential land, and sometimes net of public land such as roads, recreation
areas, etc.

The CSIRO said that gross density is mostly used as a measure of urban density
because it is a better measure of some parameters and fits in better with most
modelling approaches. Data deficiencies make net density hard to calculate and
the lack of an accepted measure means that comparisons can be difficult.
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Forster argued that:

Gross population densities for SLAs [statistical local areas] have little real meaning. Such
densities are the result of an unspecified mixture of the proportion of non-urban land in
each SLA, the proportion of urban non-residential land, the density of housing and the
occupancy rate ... Net densities are — it is true — laborious to calculate, but have much
more genuine meaning (Sub. 103, p. 6).

However, the CSIRO observed that:

From a behavioural point of view, in terms of moving decisions, individual perceptions
of local amenity will be based on gross density. Private space will of course be measured
as net density ... We appreciate of course that net densities are useful for some purposes,
eg in calculating whole-city average densities, which can’t be done really for gross
densities. (Sub. 164, p. 2).

The CSIRO (1992) prepared a series of maps showing urban densities in 1991
and the change since 1976, classified SLAs, for each capital city (except Darwin,
which was excluded because of data difficulties).! They showed that maximum
SLA densities are highest for the largest cities, being 65 persons per hectare in
Sydney, 51 in Melbourne, 45 in Brisbane, 27 in Adelaide, 24 in Perth and
Canberra, and only 6 in Hobart. Hence, what would be relatively low SLA
densities in Sydney would be high densities in some other cities.

The maps also showed that:

The classic pattern for Australian cities is for dispersed suburbs, usually surrounding a
pre-automobile or planned core, with a loss of population as the city has expanded from
ageing middle ring suburbs towards newer areas. In all major cities except Melbourne,
there is evidence of a minor increase in densities in the inner area. As Bell (1981) and
Flood (1982) have pointed out, this ‘gentrification’ gain is due largely to young people
under 25 who have moved to the area, often from the country but also from the suburbs,
and who have been prepared to live at higher densities in cheap accommodation. Some of
this change has been due to redevelopment, and the desire of some members of higher
income groups for an urban lifestyle. The major process of Australian urban life however,
is the push outwards to newer, larger housing in new suburbs (CSIRO 1992, p. 4).

Land use patterns

The House of Representatives (1992) said that housing only occupies about
30 per cent of residential land in cities, the remainder being taken up by access
roads, local shops and offices, distributor roads, high schools, shops, factories,
religious and civic land uses, universities, airports and rail stations.

I These maps were published in the Commission’s draft report. Further copies can be
obtained from the Commission if required.
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The National Capital Planning Authority provided some information about the
proportion of local government areas in Melbourne which was given over to
residential areas in 1981-82. This showed that area of zoned residential
development expressed as a percentage of the total area ranged from 1.4 per cent
in Sherbrooke to 80.9 per cent in Camberwell.

These data were then classified by the Commission into the urban zones used by
the HALCS to define the various areas for its survey. This classification showed
that the proportion of land zoned as residential varies widely within some zones.
For example, in the core zone, only about 12 per cent of the largely industrial
suburb of Port Melbourne is zoned for residential purposes compared with 73 per
cent of Prahran. On the other hand, the proportion of zoned residential land in the
inner zone shows much less variation (see table 8).

Table 8: Proportion of local government areas zoned for
residential purposes, Melbourne Statistical Division,

1981-82
Zones as defined by HALCS
Core Inner Middle Outer Fringe
Range 12.3 55.1 439 18.2 1.4
(per cent)  (Port Melbourne) (Essendon) (Williamstown) (Croydon) (Sherbrooke)
73.3 74.1 80.9 72.8 46.8
(Prahran) (Malvern) (Camberwell) (Ringwood) (Berwick)

Source: Compiled by the Commission from information provided by the National Capital Planning Authority.

Further information about the various proportions of urban areas devoted to
roads, parks, industry, etc would appear to be useful in the analysis of the effects
of increasing population densities in urban areas. However, these data are not
readily available from land use planning and coordination agencies. In its draft
report the Commission noted that the available information was poor and asked
for any further material that participants might have on land use patterns, but
little was received.

In commenting on the information deficiency McLoughlin said:

... we don’t have poor information about Australian cities, we have atrocious information
about Australian cities (DR transcript, p. 343).

He considered that a suitable geographical information system could be
established for ‘tens of thousands of dollars’ and could be run for ‘$100 000 for a
three million [population] town’ (DR transcript, p. 345).
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Brisbane City Council said that it had a relatively good collection of data on land
use but that it was difficult to access. It suggested that the Commonwealth
Government could implement a pilot program to improve data availability and
retrieval (Sub. 117, p. 2).

Dunham, the city valuer for the City of Melbourne said that it is about to
establish a land information system which will provide information on land use
in the city within the next two years (DR transcript, p. 381).

Does increasing density save much land?

Newman, Kenworthy and Vintila (NHS 1992b) argued that land would be used
more efficiently if the density of urban development could be increased. They
said that ‘sprawling development’ at the fringe consumes land at a very high rate,
and estimated that about 3800 square metres of land (almost an acre) is needed to
accommodate each new fringe dwelling in Melbourne, including the block itself,
roads, community facilities, commercial, retail and industrial land2 A similar
calculation for inner established areas was not given.

The extent to which an increase in urban density can save land and reduce the
extent of ‘urban sprawl’ has, however, been the subject of some debate.
McLoughlin (1992a) stated that there is considerable literature available to
demonstrate the limited effects of higher density urban development on reducing
the spread of cities. He used some hypothetical models to examine the effects of
changing densities on urban areas.? For example, he calculated that, in a city of
one million situated on a featureless plain and with a circular form, a ‘highly
unlikely increase’ in net residential density of from 30 to 40 persons per hectare
would reduce the radius of the city from 14.6 kilometres to 13.6 kilometres, or
about eight per cent. Raising density by one sixth (regarded by McLoughlin as a
‘more credible’ increase) was estimated to reduce urban development by about
500 metres in 14 kilometres. Because the same number of inhabitants will require
the same area for the CBD, universities, cemeteries, freeways, big parks, airports
and other uses regardless of how their living space is arranged, diminishing

2 Calculated from the increase in urbanised area of Melbourne compared with the
population increase between 1971 and 1981 and assuming an average of three persons
per dwelling.

3 McLoughlin gave the following definitions as ways of measuring urban densities. Net
residential area is the land occupied by dwellings, their access roads, incidental small
open spaces, small local shops, offices and service premises, small primary schools, and
half the width of adjoining suburban distributor roads. Gross residential area is the net
residential area, plus secondary schools and colleges, medium sized local parks, small
factories and workshops, and local civic, cultural, religious and similar land uses.
Overall urban area is the gross residential area, all other developed and open areas
within the identified outer limits of the urban metropolitan region.
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returns set in rapidly and the model showed that increasing the net residential
density from 45 to 50 persons per hectare reduced the city radius by about 200
metres.

McLoughlin also analysed the impact of increasing densities on the consumption
of new land at the fringe in Melbourne (1992a) and Perth (1992b) over a number
of years. He estimated that, in Melbourne, increasing densities in the Werribee
and South Eastern corridors from 35 persons per hectare of net residential land
(the traditional ‘quarter acre block’ figure) to 50 persons per hectare would
reduce the outward expansion of the corridor (assumed to have an average width
of six kilometres) by about four kilometres over a ten year period, even under the
most favourable assumptions. In the Plenty corridor the same increase in density
was estimated to shorten the outward growth by about 1.8 kilometres in the same
time period. McLoughlin concluded that it is fallacious to claim that increased
densities save land:

. clearly they save quite insignificant amounts even under the most favourable
assumptions (1992a, p. 155).

In a similar analysis for Perth, he estimated that increasing density from 27.5 to
31.6 persons per hectare of net residential land would save about two per cent of
land over 15 years and the city might be 200 metres less (in 26 or 27 kilometres)
in its diameter (1992b, p. 11).

The House of Representatives (1992) concluded that:

The capacity of urban consolidation to save space and thus enhance economic,
environmental and social benefits is limited ... (p. xii)

The report quoted a submission by Berry which stated:

As net residential densities rise, the demand for non-residential land usage also rises,
unless the newly crowded residents are to enjoy less access to public open space, road
space, shopping, educational and other community facilities. These technical limits to
effective densification are especially strong in the built up areas where new developments
are constrained by what already exists — often reinforced by the defensive regulatory
controls of local government ....The range of policies currently being considered by State
and local governments — dual occupancy, small-lot subdivision, corridor development,
developer levies, residential codes, demonstration projects and the like — will have a
marginal impact on metropolitan spatial form. A¢ best they will achieve a slowing of
outward urban development over the next 10 to 20 years. About 90 per cent of urban
population growth will be located near and beyond the existing fringe. To achieve a
significantly higher degree of containment in this time horizon would require truly radical
policy interventions — eg a ban on private motor vehicles within 25 kilometres of the
GPO, nationalisation of land marked for new urban development or wholesale block
resumption and clearance of built-up areas ... — the economic, social and (of course)
electoral costs of which would be insupportable (p. 87, emphasis in the original).
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The international context

Although the Australian population is concentrated in its major cities, those cities
are still relatively small by world standards. In 1990, there were
276 agglomerations in the world containing about a third of the world’s
population. Of these, 58 were larger than Sydney and 75 were larger than
Melbourne. Australian cities, however, are distinguished by their low population
densities in comparison with many other large cities. Newman and Kenworthy
(1989) calculated urban densities for selected cities around the world, measuring
net density in persons per hectare. (Urban land was defined to exclude land used
for agriculture, water bodies, forest, large open space areas —but not small local
open space — and undeveloped urban zoned land.) Their comparisons showed
that, while major Australian cities had a density of between 10 and 20 persons
per hectare, population density in many overseas cities was upwards of 40
persons per hectare (see figure 4).

Newman attributed the low population densities in Australian cities largely to
transport technology, arguing that Australian cities have grown mostly in the
automobile era, which has made low-density car based suburban living feasible.
He added that a cultural aspect was also evident; migrants coming to Australia
from Europe or Asia were impressed with the seemingly endless space available
and development reflected this (Sub. 92).

Figure 4. Urban density for selected cities, persons per hectare
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2.4 Summing up

Some of the key features of Australia’s urban settlement patterns which emerge
are:

o Australia is more highly urbanised than many countries;

o the Australian population is growing steadily — mainly through immigration—
and its median age is gradually increasing;

o the average household is becoming smaller while the proportion of
households without children is increasing. Despite these trends the average
size of new homes has increased by 40 per cent since the early 1970s;

e in the longer term, growth of Australia’s major cities is importantly
influenced by the level of immigration and the locational preferences of
immigrants;

o Australian cities have a low population density compared with most overseas
cities.
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A3 AUSTRALIAN URBAN LIVING - MYTHS AND
REALITIES

Where households choose to live is determined by the interaction of many
factors. Income, housing costs, travel costs, job opportunities and neighbourhood
amenities will all be assessed and affect households’ locational decisions. This
chapter gives a brief ‘statistical snapshot’ of the influence of some of these
factors on urban living in Sydney, Melbourne and Adelaide. There are some
common perceptions about the way Australians live in their urban and suburban
areas. Not all of them accord with the facts.

3.1 What affects locational choice?

The main factors which influence locational decisions by households are income
and housing costs; travel costs; opportunities for employment in different areas;
and neighbourhood characteristics.

Income and housing costs

One obvious feature of urban housing is that the location of the dwelling will
influence its price. Variations in land prices and other factors such as
construction costs and public housing policies may explain why identical
dwellings may have different prices depending on location. These price
differences will influence households choosing where to live within a particular
urban area.

An increase in income will typically increase the demand for residential land and
other housing amenities. This is typically expressed as a preference for houses on
larger, rather than smaller, blocks, and townhouses or garden flats rather than
high rises. As incomes rise, households will be more discriminating about
neighbourhood amenities, and may choose a more expensive and better-serviced
area. A greater demand for residential land also creates greater incentive to live in
outer areas where land is cheap. Taken on its own, the increase in potential
savings would favour the cheaper location, and would also bias workplace
choice.

On the other hand, households on higher incomes will be more averse to
spending time commuting. With a higher income, a household will be more
discriminating and may prefer a more expensive and better-endowed area.
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An increase in household incomes and a fall in housing costs have similar effects
on household choice. But there is an additional effect from a fall in housing costs.
Because housing is now relatively cheaper, it will be substituted for other
commodities. By stimulating the demand for residential land it will strengthen
the incentive to locate where land is cheaper.

Travel costs

All else being equal, commuting costs encourage households to live close to
work. However, travel to places other than work is also having an increasing
influence on where households choose to live. This is indicated by higher prices
for sites with relatively easier access to popular places. While travel costs have
an effect on where households choose to live, the size of these effects has not
been surveyed in any depth.

Job opportunities

Different parts of the metropolitan area can form localised labour markets. To
some extent, wages can vary in these markets to reflect the supply of particular
jobs relative to their demand. For example, an area may need to offer a wage
premium or other benefit to attract labour if it is distant from preferred residential
areas.

Neighbourhood amenities

As noted above, the neighbourhood environment influences where households
choose to live. The physical environment includes noise and pollution and the
attractiveness of streets and buildings. American studies have considered a wide
range of neighbourhood characteristics that influence housing prices:
neighbourhood physical condition; school quality; crime; racial composition;
neighbourhood socioeconomic status; air quality; access to work and commerce;
and noise. Bartik and Smith (1987) noted that neighbourhood physical condition
appears to be the best-performing indicator.

3.2 Some perceptions about living patterns

There are some general perceptions expressed in the media and the political arena
about the characteristics of households and families in urban areas. Commonly
held opinions include:

. singles and childless couples tend to live in the inner city and young
families mostly live at the fringe of urban development;

. most Australians own or are buying their own homes;
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. the cost of housing forces most first home buyers to live at the fringe;

. home buyers are forced to trade off affordable housing against long
travelling times to work and inferior access to community services;

. low income groups are forced to live at the fringe; and
. most new housing is on ‘quarter acre’ blocks.

Data from the Housing and Locational Choice Survey (HALCS) conducted by
the National Housing Strategy in 1991 in Sydney and Melbourne?, and the almost
identical Housing and Locational Preferences Survey (HALPS) conducted in
Adelaide by the ABS>, provide considerable detail on housing and household
attitudes, and indirectly allow us to assess the accuracy of these views, for these
cities at least.

For the purposes of analysis the HALCS divided the local government areas of
both cities into five broadly concentric zones (core, inner, middle, outer and
fringe) radiating from the Central Business District. One object of the zoning
system was to allow consistent comparisons between the two cities® Forster was
critical of the arbitrary division of cities into zones and, in particular, the
distinction between the outer and fringe zones which he said might be better
combined (Sub. 103). The Commission considers, however, that the distinction
between outer and fringe zones established by the HALCS is reasonable as each
zone has some particular characteristics. Those people living in the outer zone,
for example, are likely to have access to better services (public transport, health
education, etc) and work opportunities than those in the fringe zone.

4 The Housing and Locational Choice Survey was based on face-to-face interviews with
8530 households in Sydney and Melbourne (divided evenly between the cities) in early
1991.

5 The Housing and Locational Preferences Survey was based on face-to-face interviews
with about 3300 households in Adelaide between March and May 1991. Unlike HALCS,
the published data were not broken down into zones. For the purposes of analysis the
Commission has divided the statistical division of Adelaide into four zones, as proposed
by Hassan (1992). These zones were designated as inner metro, middle metro, north
metro and south metro. The reasoning behind the zonal definitions and the suburbs in
each zone are shown in Appendix G.

6 The NHS defined its zones in the following terms (details of the suburbs which comprise
each zone in Sydney and Melbourne are shown in Appendix G):

The core and inner middle zones were differentiated according to distance from the
CBD, while the outer areas were separated into two zones according to population
densities and growth rates, as well as distance. The fringe zone comprises LGAs that are
in the initial development states, which have low population density, high population
growth rates, and are a considerable distance from the CBD (for example Camden and
Wyong in Sydney and Werribee in Melbourne). The outer zone comprises more
established LGAs with higher population densities and lower growth rates than the
fringe (for example Liverpool, Blacktown and Dandenong ).
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Forster also questioned the use of proportions of households in each zone, rather
than actual numbers, for the analysis of the HALCS results. The Commission
acknowledges that there may be some differences in interpretation of the survey
results between the two methods but it has used proportions to allow ready
comparisons between the various zones in each city. This matter is discussed in
more detail in relation to income distribution across city zones later in this
chapter.

As in any survey, the use of averages to present information in a reasonably
simple form will tend to disguise diversity. In assessing the general outcomes
presented by the survey data, it should always be borne in mind that there may
well be areas in each zone which would present a different picture if analysed
individually, or over time. Nevertheless, the data provide a relatively recent
‘snapshot’ of the urban areas of three of our major cities in more detail than has
previously been available.

Who lives where?

Contrary to some expectations, the survey data reveals that within each
metropolitan zone, there is a wide range of household types. Figures 1 and 2
below show zone by household type for Sydney and Melbourne, and Adelaide.

The HALCS information suggests that households are distributed around the
metropolitan areas of Sydney and Melbourne as follows:

outer and fringe areas:

. outer and fringe areas both have high proportions of families with children
(49 per cent in the fringe) but almost a quarter of the households were
couples without children; and

. only 25 per cent of the fringe household heads were under 35, while almost
40 per cent were over 50.

middle areas:
. middle areas comprised about equal numbers of households with or without

children, just over 20 per cent of household heads were single people and
couples over 65 years of age; and

o almost half of the household heads in middle areas were over 50.
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core/inner areas:

. core/inner areas are dominated by single people and couples without
children, more so than other areas; and

. in core/inner areas, around 35 per cent of household heads were under
35 while 20 per cent were over 65 (NHS 1992a, pp. 13-14).

Figure 1: Zone by household type, Sydney and Melbourne, 1991
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Source: NHS 1992a.

Data from the HALPS for Adelaide show that a higher proportion of households
containing singles and couples live in the inner and middle metro areas, while
couples with children make up a much higher proportion of households in the
north and south metro areas. Singles and couples over 65 are represented more
strongly in the inner and middle metro areas, while sole parents make up a higher
percentage of households in the inner metro and north metro areas. (See figure 2).
Because of the different zonal structure, Adelaide HALPS data are not directly
comparable with HALCS data from Sydney and Melbourne.
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Figure 2. Zone by household type, Adelaide, 1991.
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Renters or buyers?

Australians are traditionally considered as a nation of home owners and buyers.
Figure 3 shows household and type of tenure in Australia for the census years
1947 to 1986.

Between 1947 and 1966 the rate of home ownership rose from about 50 per cent
to 71 per cent but then fell back a little in the following years. Private rental
accommodation, which in 1947 was 43 per cent of total tenures, now accounts for
20 per cent, while public rentals have remained stable over the period at about 5
per cent.

The considerable changes between 1947 and 1966 probably reflect a number of
post-war developments including the rapid growth in population arising from
natural increase and migration, a substantial rise in income levels, and the
progressive removal of price controls from many rented properties.
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Figure 3: Households and tenure, Australia, census years 1947 to
1986
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Where do households settle?

The two housing surveys (HALCS and HALPS) provide some insights about the
way in which households are distributed across metropolitan Sydney, Melbourne,
and Adelaide when classified by the type of tenure that they have on their
dwelling (see figures 4, 5 and 6 below).

Renters

In Sydney, rental households represent a greater proportion (45 to 50 per cent) of
households in the core and inner areas than in those areas further removed from
the CBD. Melbourne, by contrast, has a higher proportion of renters in the core
area (almost 60 per cent) than Sydney, but the proportion in other zones is
generally lower. Nevertheless, even at the fringe in both cities they still make up
a noticeable proportion (13 to 18 per cent) of households.

Renters in public housing in both Sydney and Melbourne represent only a small
proportion of all renters (10 per cent or less) in each zone. In Sydney, public
renters are spread unevenly across all zones, but in Melbourne the proportion of
public renters decreases with distance from the CBD.
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Private renters in Adelaide represent a much higher percentage of households in
the inner and middle zones than in the north and south metros, but public renters
tend to be concentrated in the middle, and particularly, the north metro zones.

Buyers

As noted, a commonly expressed view is that first home buyers are forced by the
cost of housing to buy in fringe areas. This, in part, reflects a view that first home
buyers tend to be from lower income groups and that housing at the fringe is less
expensive than in other areas. HALCS data for Sydney and Melbourne, however,
showed that recent first home buyers have a wide range of household incomes,
with middle to high incomes predominant.

They also buy in all zones. The data also showed that recent and non-recent first
home buyers are fairly evenly distributed across the middle, outer and fringe
zones in Sydney and Melbourne. About 26 per cent of recent first home buyers in
these cities live in the middle zone, 28 per cent in the outer zone and 30 per cent
at the fringe. The proportion of recent first home buyers in an area, relative to all
households, increases with distance from the CBD, rising from about 5 per cent
in the core/inner areas to almost 15 per cent at the fringe. However, the largest
proportion of purchases at the fringe (44 per cent) is made by change-over
buyers, compared with 40 per cent to recent and non-recent first home buyers. At
the fringe about 15 per cent of households are renters.

In outer areas the percentage of first home buyers and repeat buyers is equal, with
about 20 per cent renters. Renters made up about a quarter of households in the
middle areas where first home buyers are the largest group. Almost half the
households in the inner/core area are renters, while the proportion of first home
buyers exceeds that of change-over buyers.

In Adelaide, the proportion of recent first home buyers is higher in the north and
south metro zones than in the inner and middle areas. Change-over buyers
represent a much higher percentage of households in the south metro area than in
any other zone.
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Figure 4. Distribution of tenure types by zone, Sydney, 1991
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Figure 5. Distribution of tenure types by zone, Melbourne, 1991
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Figure 6: Distribution of tenure types by zone, Adelaide, 1991
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Why did they move?

The HALCS data suggests that the differences between first home buyers and
change-over buyers in their stated reasons for moving to particular areas are such
as to reflect two groups with different motivations and expectations.

First home buyers

First home buyers were most concerned to change their tenure to home
ownership, with affordability the main factor in selecting an area. Although a
higher proportion of movers to the fringe were concerned about price, it also was
the major consideration with those who chose the core/inner area. On the other
hand, movers to the core/inner area were much more influenced by employment
aspects than those who moved to the fringe.

Change-over buyers

Change-over buyers who moved to the fringe were influenced by scenic and
environmental aspects to a greater degree than any other factors, although price
and social contacts were also important to them. Price was also important to
change-over buyers who moved to the core/inner areas, but was of less
significance than access to services and employment factors.
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General comments

The Survey did not disclose any major differences between attitudes in
Melbourne and Sydney. However, affordability factors were more important for
Sydney movers because of higher housing costs. Affordability was also the most
important factor to first home buyers and among the most important for change-
over buyers. Interestingly, affordability was nearly as important for inner city
purchasers as for those at the fringe, suggesting that buyers were not unduly
forced by price to locate at the fringe. Indeed, a clear picture of consumer choice
emerges from figures 7 and 8. Those who located in the core/inner areas are
concerned with employment and the desire to be in familiar areas, while those at
the fringe value amenity. Change-over buyers value the services available in
inner city areas, but new home buyers place little value on them in either
location.

Flood et al (1991) consider that, with increasing affluence and decreasing
transport and communication costs, consumption considerations rather than
income considerations begin to determine location decisions:

... once basic economic necessities have been satisfied, people move to where they want
to live rather than where they have to live (p. 19).

Hassan said that the HALPS conducted in Adelaide included some attitudinal
questions and that the main findings were a wide support for housing and tenure
mix in all areas, strong preference for private gardens and latent support for the
underlying rationale for urban consolidation, as long as it did not occur in the
neighbourhood where respondents live. Around 50 per cent of respondents
favoured the traditional style of housing (separate house on a normal block),
30 per cent described themselves as environmentally conscious and favoured
policies to change existing urban form and 20 per cent were indifferent.
(Sub. 141, p. 1).

Compromises and adjustments

Households may make compromises in their housing and location decisions.
They will be faced with a choice which may involve both benefits and costs; the
pattern of benefits and costs will be different for each area of the city. For
example, the choices facing buyers and renters in inner city locations in relation
to housing types and access to work and services will be different for those who
are looking to move to the fringe.
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Figure 7. Reasons for selecting area - first home buyers moving to
core/inner and fringe zones, Sydney and Melbourne, 1991
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Figure 8: Reasons for selecting area - change-over buyers
moving to core/inner and fringe zones, Sydney and
Melbourne, 1991
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Households may be prepared to trade off some factors against others to achieve a
perceived desirable outcome. Perhaps they may exchange access to important
services to gain initial home ownership or to live in a more desirable location.

HALCS collected data on the compromises that respondents made in choosing
their housing location. However, the statistical validity of the data was reduced
because a large number of respondents in each zone (up to 60 per cent in some
cases) indicated that factors other than those listed in the questionnaire were the
items on which they compromised. Nevertheless, some general observations can
be made from the available information.

Some households reported that they made no compromise in moving to a new
location but for those who did, the factors were broadly similar at different stages
of their housing career. The most common compromises were over dwelling/land
size, particularly in core/inner areas. First home buyers on the fringe
compromised to a greater extent than change-over buyers or renters on size of
dwelling and access to work.

Owner/purchaser households in inner areas were most likely to compromise on
dwelling and the land. In comparison, fringe areas households were less likely to
compromise on the size of house, but more likely to compromise on access to
work and services.

In summary, people choose locations according to the services they want and
need, and they may be prepared to make subsequent changes to their lives once
they have settled in to their new house. For example, data on travel to work
(considered later in this chapter) show that many people live in reasonable
proximity to their place of work. This suggests that, while a household may
initially trade-off access to work for other gains, it may then find jobs in the local
area to reduce travelling times.

Movement patterns
Bell (1992) estimated that:

Between 1981 and 1986 more than 5.5 million people — over 41 per cent of the
population — changed their place of usual residence. In 1985-86 alone, one in six
Australians — nearly 2.5 million in all — moved to a new dwelling (p. 1).

Further, the dominant feature of net migration flows between statistical regions
within Australia’s five major cities is an outward radial movement of people
from the inner and middle suburbs towards and beyond the metropolitan areas.
This outward migration from the city centre is evident in each capital city.
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Both census information and the HALCS also suggest that there is a pattern of
movement from the inner to the outer suburbs but it appears to be undertaken in a
series of short hops. For example, the HALCS found that in Sydney and
Melbourne, other than in the fringe, a high proportion of those who moved only
moved a relatively short distance, mostly within their own zone (see figure 9).
Data available for Adelaide from the HALPS showed a similar pattern of
household movement within zones to that in Sydney and Melbourne.

Figure 9: Origin of movers to various zones, Sydney and
Melbourne, 1991
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Source: NHS 1992a.

The distribution of income levels across cities

Up-to-date information about the distribution of income around cities is limited.
The most recent data available in detail for each capital city is from the 1986
census. This was analysed in a paper prepared for the Social Justice Research
Program into Locational Disadvantage by Maher et al (1992), which noted that:

... the highest levels of disposable income usually are found in suburbs which are newer
(although their development stage is generally largely over), but not as far removed from
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accessibility to the city as the very newest suburbs. These suburbs are also high in
environmental amenity ...

There are two types of areas which are low in disposable income ... On the one hand
there are the older inner city locations, or the older industrial suburbs, particularly in the
largest cities ... The other type of area is peripheral to the city and can be described as
‘extra-urban’ in the sense that it covers areas which generally are not formally linked to
the growth and functioning of the urban area, but are somewhat peripheral to it. These
areas are undergoing less suburban development than the most rapidly growing areas, but
comprise older, cheaper housing, frequently in areas popular for holiday houses or semi-
rural properties too distant from the urban area to be affected by the sometimes
considerable increases in the price of urban housing (pp. 56-57, 59).

More recent information (1991) is available from HALCS data for Sydney and
Melbourne (see figures 10 and 11), and for Adelaide from HALPS (see
figure 12).7 These figures are based on gross household income and as such are
subject to some limitations. For example, as Forster noted, they take no account
of household size or wealth, which may reduce their usefulness as a guide to
areas of relative poverty (Sub. 103). Nevertheless, they can provide a general
picture of where households of different income levels are in each city, subject,
of course, to the caveats mentioned earlier about the way in which zone averages
can disguise the characteristics of particular areas within the zones.

The HALCS data showed that:

e in Sydney households with an income of between $400 and $1199 per week
were fairly evenly distributed across all zones. In Melbourne there was a
reasonably even distribution across the core, inner middle and outer zones
with a considerably higher proportion in the fringe zone.

o households with an income of $399 or less per week were distributed across
the zones in Sydney while in Melbourne they represented a higher proportion
in the core and inner zones but a lower proportion in the zones further
removed from the city centre; and

e high income households ($1200 or more per week) represented a higher
proportion of households in the core and inner zones in Sydney, but in
Melbourne the middle zone contained the highest proportion of this income
group.

Data from the HALPS in Adelaide were not fully comparable with that for
Sydney and Melbourne, being grouped instead into annual income classifications.
Nevertheless, a similar analysis shows:

7 HALCS and HALPS data were collected by asking each person in the responding
household into which particular income grouping their annual gross income (that is,
before tax, superannuation, and other deductions) fell.
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households with annual incomes of between $20 000 and $60 000 (about
$385 to $1185 per week) represented about 40 per cent of households in the
inner and middle metro zones, and about 50 per cent of households in the
north and south metro zones.

the proportion of low income households (less than $20 000 per year, or about
$385 per week) in the inner, middle and north zones was reasonably constant
(36 to 42 per cent) but lower in the south zone (30 per cent).

high income households (over $60 000 per year or about $1185 per week)
represented a higher percentage in the inner zone than in the others.

Figure 10: Proportion of households in each zone, classified by

gross household income, Sydney, 1991 ($ per week)
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Source: Compiled by the Commission from HALCS data provided by the NHS.

Forster argued that merely looking at the proportions of households in each zone
was misleading:

... because the total number of households in Melbourne’s outer and fringe zones
(471 730) is considerable larger than in the inner city and core zones (312 310), the
absolute number of low income households is at least as large in the outer zones, even in
Melbourne with its inner suburban high rise public housing estates. In Sydney, where
628 980 households live in the outer and fringe zones compared with only 216 240 in the
inner and core zones, it is clear that, in absolute numbers, many more low income
households live in the outer suburbs than in the inner ... (Sub. 103, p. 3, emphasis in the
original.)
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Figure 11: Proportion of households in each zone, classified by
gross household income, Melbourne, 1991 ($ per week)
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Figure 12:  Proportion of households in each zone, classified by
gross household income, Adelaide, 1991. (Annual
income, $)
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Absolute figures on households with an income of less than $400 per week in
each zone in Sydney and Melbourne calculated from the HALCS show that the
largest number of these households live in the middle zones in both Sydney and
Melbourne. In Sydney about equal numbers live in the fringe and outer zones, but
even when combined, as suggested by Forster, these numbers are not greatly in
excess of the number living in the middle zone. In Melbourne the number in the
fringe zone is markedly fewer than in the outer zone, middle or core zones. See
table 1.

Table 1: Low income families (household income less than $400
per week) classified by zone, Melbourne and Sydney

core inner middle outer fringe total
no % no % no %  no % no % no %

Sydney 26330 12 11728 5 84951 3947598 22 49428 22 220035 100
Melbourne 44 815 21 38574 18 53477 2548403 23 27771 13 213040 100

Source: Calculated from HALCS data.

It is evident that proportional analysis and numerical analysis tell somewhat
different stories about income distribution in cities. Both forms of analysis
provide useful insights into urban settlement patterns. However, given that there
are some low income households distributed across all zones in cities, it is likely
that there will be a higher number in those areas where population is higher, even
though the proportions are lower.

Forster also argued that:

... overall the outer areas are gaining population, the inner areas still losing. The numbers
of low income households in the outer suburbs are therefore rising and the numbers in the
inner suburbs are falling ... (Sub. 103, p. 3).

The CSIRO, however, did not agree with this, arguing that:

... the loss from core areas has slowed to a trickle everywhere except Melbourne: young
people and immigrants are now balancing the general outflow of over-25 Australian born.
Studies show that gentrification is quite patchy and sporadic, and although there might be
a slight fall in low income earners in the centre, the proportions are still much higher ...
(Sub. 164, p.1).

In summary, the income distribution data suggest that a commonly expressed
opinion that rising values and ‘gentrification’ have forced the poor out of the city
to the fringes is an over-simplification. Rather, both the mobility study and the
HALCS and HALPS data indicate that the lower income groups tend to be spread
across zones in both Sydney and Melbourne. In Adelaide, low income
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households are fairly evenly spread across three of the four defined zones. In all
cities, however, there may well be ‘pockets’ of low income earners in particular
areas in any or all zones and, equally, there may be high income earners in all
areas.

The distribution of income groups across all areas of cities suggests that the
provision of wide-ranging subsidised services to particular areas may not be an
effective or well targeted means of assisting disadvantaged families — the
assistance intended for needy households may also assist those on higher
incomes.

The quarter acre block?

Most discussions about urban development inevitably mention the ‘quarter acre’
block (about 1000 square metres) on which Australians are reputed to build. For
example, the Victorian Minister for Planning and Housing (1992) said:

The most useful thing we can do ... is to cure Victoria of its addiction to three-bedroom
houses on quarter-acre blocks (p. 3).

The Municipal Association of Victoria stated:

... as soon as immigrants ... get into the Australian way of life, they are looking for their
quarter-acre block or 5-acre block as well and quickly adopt that particular aspect of our
lifestyle (transcript, p. 5).

In practice, blocks in modern sub-divisions are mostly well below 1000 square
metres in area. For example, in July 1992, only about 17 per cent of the stock of
blocks in the Urban Development Plan Area of Sydney, which comprises 11 local
government areas towards the outer areas of the city, comprised blocks of 800
square metres or larger in area (see figure 13).

The DHHCS noted that:

While the archetypal Australian block is the ‘quarter acre’, ... this size block was
commonly used for suburban development only until the 1950s and 1960s, after which it
was replaced by a ‘standard’ of between 700 to 800 square metres. More recent
developments have demonstrated the regular use of blocks of 550 to 650 square metres
and small blocks on individual title of 300 square metres or smaller (Sub. 85, p. 20).

The Victorian Urban Land Authority said:

The majority of private sector developers are still aiming at 700-800 square metre lot
developments ... Because of the ULA’s wider range of product, 50 per cent of which
would be below 500 square metres, the ULA has been able to produce very price
competitive products (Sub. 97, p. 2).
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Figure 13: Distribution of blocks by size, Sydney UDP areas, at

9 July 1992
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Homeswest said that, in Perth, the 700 square metre lot is the standard size block,
and that it is interested in reducing block size to further increase urban density
(transcript, p. 687).

There appears to be little information available on the distribution of block sizes
in existing, long-established areas. It is likely that there would be wide variations
across the urban areas depending on when sub-division took place. For example,
small blocks characterise the 19th century precincts in the older capital cities,
while those areas which were developed from the 1920s through to the 1960s
might be expected to show a preponderance of blocks around the traditional
‘quarter acre’ in size.

3.3 Transport and employment

The relationships between residential location, transport modes and journey to
work times are of considerable interest in any study of urban settlement patterns.
The Australian Automobile Association said:

... urban sprawl is already regarded as being a problem in some cities to the extent that it
is associated with increased traffic volume, vehicle emissions, energy usage and
congestion. It is also argued that the expansion in the spatial pattern of a city reduces the
efficiency of public transport and that this too will exacerbate the environmental
problems ...
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Clearly, transport factors are likely to be significant determinants of residential and
business location and hence urban land use. It follows that inefficiencies in the provision
of transport infrastructure and how it is used will impact on the efficiency of land use
(Sub. 17, pp. 1, 3).

Travel times to work

The HALCS provides reasonably recent information on average travel times to
work for Sydney and Melbourne and on major transport modes. The main
conclusions that can be reached from the published HALCS data are:

. the further from the CBD that people live, the greater the reliance on car
travel to work. The percentage of journeys to work by car rises from about
50 per cent in the core/inner areas to about 70 per cent at the fringe, while
the percentage of journeys to work by public transport decreases from the
core/inner areas to the fringe;

. workers in Sydney are more likely to use public transport than those in
Melbourne;

. while average travel time to work rises with distance that people live from
the CBD, it does not increase to any large extent. It rises on average from
20 minutes in the inner Sydney area to 32 minutes at the fringe, while in
Melbourne it increases from 20 minutes to 26 minutes; and

. car drivers reach their destinations faster than those using public transport.

HALPS data for Adelaide showed that the proportion of travellers who reached
work in less than 30 minutes decreased from 90 per cent in the inner metro zone
to 66 per cent in the south metro zone. Only a small percentage of travellers took
longer than 45 minutes to reach work from any zone.

Travel modes to work

In both Sydney and Melbourne, HALCS data show the proportion of respondents
driving from home to work increased with distance from the CBD, while the
proportion of commuters using public transport decreased. In Adelaide HALPS
data show a similar pattern. Regardless of zone, at least 40 per cent of travellers
in Sydney, 50 per cent in Melbourne and 65 per cent in Adelaide drove to work.
Only small proportions of commuters used mixed mode transport (public
transport with some other mode of travel) or travelled in a car as a passenger in
any of these cities. The proportion of respondents who walked, cycled or used a
motor cycle was fairly evenly distributed across zones in all cities except for the
core zone, where it was much higher.

73



TAXATION AND FINANCIAL POLICY IMPACTS ON URBAN SETTLEMENT

Generally speaking, there was greater reliance on driver only journeys from home
to work, and less reliance on public transport only, across all zones in Adelaide
and Melbourne than in Sydney.

As in Sydney, Melbourne, and Adelaide, travel surveys carried out in Brisbane in
1976 and 1986 showed a reliance on cars for travel for all journeys. Travel by
private cars, as a driver or passenger, accounted for 81 per cent of all trips in
1986, an increase from 74 per cent in 1976. The public transport share (bus, train,
ferry) of total transport fell from 11 per cent in 1976 to 8 per cent in 1986,
despite claimed significant improvements to services and infrastructure.

Commuting travel patterns

The Brisbane Travel Surveys showed a 30 per cent increase in travel, from 3.19
trips per person per day in 1976 to 4.16 trips per person per day in 1986
(Brisbane City Council 1990, p. 116). This was mainly due to increases in trip
rates for vehicle driver and passengers.

The growth in passenger travel was related to:
» the changing structure of the population;
o the changing distribution of population and employment;

o social factors (for example, increasing proportion of females holding drivers’
licences);

e economic factors (for example, increasing female labour force participation
and rising household incomes); and

o transport availability (for example, the provision of new freeways encouraged
further urban development in the southern and western corridors, thereby
encouraging further travel).

Brotchie (1992) examined commuting travel patterns in Melbourne from 1986
census data, using zone classifications of central, inner and middle, and outer and
fringe. He found that 32 per cent of trips were intrazonal, with an average length
of about 10 kilometres and 38 per cent were interzonal with an average length of
less than 20 kilometres. In terms of time, the shortest trips were in the inner
middle and outer fringe rings with a travel time of less than 20 minutes. These
figures are reasonably comparable to those from the HALCS.

He also found that commuting patterns are becoming increasingly dispersed. Of
commuting trips originating in the Melbourne statistical division, 5.8 per cent
originated in the central region and travelled to employment there; 24.5 per cent
originated in the surrounding suburbs with destination in the central region; 2 per
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cent travelled from the central region to the suburbs; but 68 per cent had origin
and destination in the suburbs.

Brotchie added that suburban employment is less concentrated than employment
in the CBD. About two-thirds of trips in the suburbs were in a radial direction
and the remainder circumferential. The dispersed nature of origins and
destinations ruled against the use of mass transit public transport for most people
but suited private transport use .

The New South Wales Department of Transport said:

.. while Sydney CBD accounts for only 14% of all jobs in the Metropolitan area, it
accounts for 46% of all work trips taken by public transport. However, over the
Metropolitan region as a whole, the preferred mode of transport for employment travel is
the private car (Sub. 70, p. 6).

Brisbane City Council said that many types of employment are still concentrated
in the CBD and its fringe. This includes business, financial and community
services which are the employment categories with strongest growth. It also said
that employment is not decentralising or subcentralising as rapidly as the
population is suburbanising. The Council saw advantages in increasing the
resident work force in areas of high employment to reduce journey to work
distances and consequent pressure on roads and public transport (Sub. 117, p. 2).

Although some participants were critical of the adverse effects of private cars in
urban areas, cars can also provide workers with increased flexibility in finding
employment and in following recreational pursuits. Car ownership in Australia
has increased steadily from one car for every 2.8 persons in 1976 to one car for
every 2.1 persons in 1991.

Employment patterns

Historically, employment has been centred in the CBD and inner suburbs, and
workers have travelled to it by means of a system of radial public transport or
roads. For example, Newman and Kenworthy (1991) said that in Australia (as in
many other countries) the proportion of jobs in the CBD and inner areas was
higher than the proportion of the population in those areas. Although the
proportion of jobs in the CBD and inner areas differed in some of the selected
Australian cities the distribution was generally comparable to that of the two
selected cities in the United States and Canada. However, the job concentration
in these areas in London and Stockholm was much higher (see table 2).
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Table 2: The distribution of population and jobs in CBD and inner
areas for selected cities, 1981

City Proportion of  Proportion of jobs Proportion of  Proportion of jobs

population in in CBD (%) population in  in inner areas (%)

CBD (%) inner areas (%)

Sydney 0.1 13.2 16.7 393
Melbourne 0.2 15.2 9.0 332
Brisbane 0.3 13.9 21.7 45.7
Adelaide 0.2 14.4 11.6 37.3
Perth 0.7 24.1 22.9 51.0
Chicago 0.1 12.3 42.3 44.9
Houston 0.1 11.6 16.6 41.1
Toronto 0.2 13.4 35.7 47.9
Stockholm 6.4 26.3 49.3 74.7
London 2.7 29.7 37.2 55.1

Source: Newman and Kenworthy 1991.

There is some evidence, however, that this situation may be changing. The
CSIRO Division of Building, Construction and Engineering said that
technological change is affecting city structure and that market forces are
operating to restructure cities to work in a more efficient way as multi-centred
systems, with key activities retained in the city centres but with other functions
dispersed to suburban centres and industrial parks (Sub. 89, p.1).

Brotchie (1992) quoted studies by Gordon et al (1989, 1990) which show that
work trip time in the 20 largest cities in the United States has reduced by an
average of 8 per cent over the period 1980 to 1985. The reduction is attributed to
the dispersal of employment and of housing, and a consequent substantial shift
from longer trips between the suburbs and the central city to shorter trips within
the outer suburbs.

Hensher noted that the decentralisation of residential location has provided an
incentive for greater suburbanisation of work places. For example, Sydney’s
central business district and sub-centres (for example, Parramatta and
Chatswood) account for only 25 per cent of all jobs. A related feature of urban
dispersal is the growth in inter-suburban commuting. Hensher sees this as a good
reason for rejecting the traditional view of the suburb as predominantly
residential. He says:

The traditional view of the suburb to central city commuter trip is being replaced at a
rapid rate by the inter-suburban commuter trip. There are good examples in Sydney at
North Ryde and Castle Hill. Suburban offices are also a growing proportion of total
metropolitan office stock in Melbourne [Bell 1990, Brotchie 1991] (Hensher 1992).
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The DHHCS also commented on the changing nature of the location of
employment in both Sydney and Melbourne, noting that the most common
adjustment following a move to the fringe for purchasers and in particular first
home buyers was increased travel to work. However, it also cited HALCS data
which showed that average travel time to work does not vary much with
increasing distance from the CBD. This suggests that, after moving to a fringe
suburb, many workers will find employment closer to their new homes.

The changing nature of the cities is reflected in the journey to work data
examined earlier in this chapter. Even in the fringe areas of Sydney and
Melbourne, the majority of respondents to the HALCS took less than 30 minutes
to reach work from home, irrespective of the transport mode used. While some of
the time reduction for residents of outer and fringe areas is undoubtedly a result
of substitution of car travel for public transport, there is a strong implication that
a high proportion of respondents live in reasonable proximity to their workplace.

3.4 Summing up

While statistical averages taken across arbitrarily defined urban zones can
disguise the wide diversity of individual households, they nevertheless provide a
general ‘snapshot’ of the way in which Australian live in their cities.

Household locational choice

e Income is a major determinant of where households choose to live. An
increase in income will usually stimulate demand for housing; may stimulate
demand for housing at the fringe; and will allow households to be more
discriminating about location.

e Commuting costs encourage people to live close to work but locational
decisions may also be influenced by travel costs to other locations.

o Neighbourhood characteristics, such as physical condition, school quality,
socioeconomic status and air quality are also factors which bear on locational
decisions.

Australians and their homes

e A wide range of family types is distributed reasonably evenly across the
urban areas.

o The majority of Australians either own or are buying their own homes.
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First home buyers are fairly evenly distributed across the middle, outer and
fringe zones of the metropolitan areas. The majority of buyers at the fringe in
Sydney and Melbourne, and to a lesser extent, Adelaide, are repeat
purchasers.

First home buyers are most concerned with price in making their choice of
location, but change-over buyers are more influenced by scenic and
environmental factors.

Low income earners are not forced to the fringe for accommodation but rather
are spread across the metropolitan areas in Sydney, Melbourne and Adelaide.

Urban blocks of land have declined considerably in size since the 1960s. Most
modern urban subdivisions are now made up of blocks considerably smaller
than the traditional ‘quarter acre’.

Transport and employment

Transport factors, particularly those related to time and mode of travel to
work, are an important part of locational decisions made by households.

Between 1976 and 1986, the average number of trips per day in Brisbane rose
by 30 per cent, mainly attributable to increased trip rates by car drivers and
passengers.

Average travel times to work in Sydney and Melbourne do not vary greatly
with distance from the city centre.

The private car is the most common mode of travel to work in Brisbane,
Sydney, Melbourne and Adelaide.

Employment is gradually moving away from the traditional inner city
locations and is being dispersed around the metropolitan areas. This trend is
likely to increase reliance on the private car for transport to work.
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In dealing with urban matters, governments at all levels try to meet many
objectives. Some of them are overtly stated, some are implicit and some may be
inherently conflicting. Achieving ‘efficiency’ in relation to urban land use
requires a balance between community preferences and the resource costs
involved.

4.1 Introduction

The Report of the Working Group on the Patterns of Urban Settlement prepared
for the special Premiers’ Conference in July 1991 summarised the objectives of
governments in relation to urban settlement as:

e  urban settlement patterns which maximise the economic, social and environmental
benefits and minimise the costs. Principally this means ensuring the efficient and
effective allocation of resources; and

e more equitable outcomes, particularly in terms of access to services, affordable and
appropriate housing and employment opportunities, and enhancement and maintenance of
environmental quality (p. 2).

The terms of reference for this inquiry require the Commission to:

. take account of economic, social and environmental objectives of governments
affecting urban planning and development ... (para. 4).

The Commonwealth, State and Territory governments all helped draw up those
terms of reference. The Commission therefore sought statements from each
government as to which policies in particular the Commission was expected to
take into account.

Some objectives are broadly specified. This perhaps represents an
acknowledgment that, while the general direction of desired policy is clear,
tradeoffs may be required when it comes to the details of implementation. As the
New South Wales Treasury noted:

.. in some cases objectives in one of the three areas (economic, environmental, social)
spill over into either or both of the other areas. Conversely, there may be perceived
conflicts between say economic or social objectives and protection of the environment.
Lack of adequate quantitative information as to the perceived impacts increases the
difficulties for integrated planning (Sub. 70, p. 1).
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Different governments can have different policy objectives

In part because of constitutional or legislative differences in their powers and
responsibilities, the objectives which different governments, and different levels
of government, seek to achieve in their urban programs will vary considerably.
The Commonwealth has a major influence on the types of programs governments
pursue through the way in which funding is provided to other levels of
government. It can implement its own priorities through funds provided under
specific allocations, such as those made under the Building Better Cities
program. States and Territories have more flexibility in the types of programs
they can undertake when using Commonwealth funds provided through general,
‘untied’ revenues, and their own funding.

Institutional arrangements for the delivery of some services vary between
different States, Territories and local government areas. This can have an effect
on how the urban policy objectives of each government are formulated, and on
the observed outcomes. Conflicts can also arise between the various levels of
government. For example, State governments determine the broad planning
parameters for most capital cities, but in many cases the detailed implementation
of the policies is carried out by local governments, which have separate
responsibilities.

Many policies have wide-ranging effects

In broad terms, while government policies may be directed at specified
economic, social or environmental outcomes, they invariably have subsidiary
effects. For example, many government policies lead to a redistribution of net
income or benefits within the community, irrespective of whether this was the
primary aim. In some cases, it is possible for the different components of policy
to be quite consistent — for example, taking environmental effects into account in
setting prices is also economically efficient. But in practice there are
disagreements about how best to achieve environmental objectives, and different
economic and social implications will flow from different approaches.

In other cases explicit tradeoffs may be required from the start where, for
example, the removal of subsidies can be expected to impose significant losses
on particular social groups. There are also instances where explicit policies of
governments may have subsidiary objectives, even if they are not highlighted.
For example, the pricing policies of some public utilities, while serving their
stated objectives of providing services and recovering costs to help finance future
expenditures, are partly implemented by way of rates on property values. This
results in higher charges for owners of more valuable land, irrespective of usage
of the service in question. A redistribution of income or wealth therefore takes
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place, and the outcome is different from that which occurs where utilities price
according to service usage.

4.2 Economic policy objectives

Urban settlement is influenced indirectly by the economic policy objectives of
governments. Aspects of Commonwealth policy which bear on urban
development include the macroeconomic environment (fiscal restraint, interest
rates), immigration levels, economic infrastructure provision (communications
and transport) and intergovernmental financial arrangements.

Policy measures taken for macroeconomic purposes by the Commonwealth
Government may not always be consistent with the urban policy objectives of
other governments, or indeed with other Commonwealth aims. For example,
approaches to macroeconomic management which impact on interest rates can
exert a powerful influence on the affordability of housing, although governments
may be also striving for lower and more stable housing prices.

At the microeconomic level, many policies are relevant. The current program of
microeconomic reform has some potential to affect urban settlement to the extent
that it can lead to greater flexibility in product and labour markets and
improvements in the competitiveness of Australian industry generally. For
example, as part of the program of reductions in protection, tariffs on motor cars
are being progressively reduced. This is likely to make them relatively cheaper in
the future. Other things being equal, this would result in less reliance on
conventional forms of public transport and provide households with more
flexibility in their choice of location for living and working and recreation. It
may also exacerbate pollution and congestion problems.

Urban developments are, of necessity, undertaken in the context of government
budgetary circumstances, and therefore reflect the particular circumstances of the
State. For example, the New South Wales Treasury said that economic recession
has required disciplines on public sector spending which reduce the ability of
governments to provide services for new developments.

State and Territory governments generally aim to encourage economic growth in
the major urban areas in their control and to encourage or facilitate some degree
of spatial distribution of employment throughout those areas. They try to
integrate the creation of employment opportunities with the spread of urban
development through the provision of land suitable for commercial activities in
developing areas and the provision of suitable infrastructure.

Different approaches are taken. For example, the New South Wales Government
has encouraged the development and growth of a second city centre at
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Parramatta, while the Victorian Government seeks further development of
Melbourne’s central business district. At the same time, both are planning for a
wider development of employment opportunities within the metropolitan area.

4.3 Social objectives

Governments see a wide range of social objectives as being associated with urban
development programs. Affordable housing and public housing for lower income
groups are given a high priority. The NHS said that one of its earliest tasks was to
make quality housing more affordable, while the New South Wales Department
of Environment and Planning (1988) gave as one of its objectives:

... to provide appropriate secure and affordable housing in a variety of types and tenures
for all income groups in all parts of the region (p. 55).

There is an increasing tendency for public housing bodies to move away from the
provision of designated areas of low cost housing towards spreading public
housing through development areas. One objective of this is to reduce the
concentration of demands on some types of infrastructure (such as law
enforcement and social welfare provisions) in particular areas.

Some governments are directly involved in land development, with the aim of
making land more affordable. Most governments also seek to protect the amenity
of particular areas through the implementation of planning regulations which are
commonly used to separate residential and industrial zones.

Other social objectives include the provision of adequate community services,
such as health care, education, public transport, recreational and cultural
facilities. All levels of government are involved. For example, the Department of
Health, Housing and Community Services said:

The social justice strategy also recognises that a fairer Australia requires fairer cities ...
The strategy has been implemented ... through key mechanisms such as wages policy and
major reforms of the taxation, social security, education and training, housing,
community services and health ... The strategy is directed at “expanding choices and
opportunities for people” ... (Sub. 85, p. 3).

4.4 Environmental objectives

Urban development is being considered by governments in the context of both
the natural and the built environments. Governments generally have stated
objectives which set out the way in which they will try to control the undesirable
effects of urban development.
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However, questions of cultural and environmental amenity are also involved. For
example, on heritage issues the Victorian Government (1992) said:

Historical and cultural assets are as much a part of the urban environment as natural ones.
Their economic and intrinsic value both to Melbourne and to regional cities and smaller
towns like those in the goldfields is incalculable. Sensitive urban development can help
protect them (p. 26).

More broadly, the Perth Metroplan summarised the Western Australian
Government’s view on the environment as being concerned with air and water
quality, noise, opportunities for recreation and a low-stress environment.

For some State governments, issues of air and water quality are paramount. The
environmental effects of different city forms are hotly debated, although some of
the required scientific evidence has not yet been adequately compiled. The most
efficient ways of coping with such effects need exploring.

For some problems such as sewage and stormwater runoff, the issue is linked
directly to the pricing and institutional arrangements for providing infrastructure
facilities and services. For example, some costs of water pollution may be
charged on a ‘polluter pays’ basis through area-specific charges. For other
environmental phenomena, where the evidence is subject to more dispute, there is
a greater difficulty in identifying efficient solutions. For example, the mobility of
air pollution makes location-specific charges difficult to apply.

Governments are aware that the community seeks higher environmental amenity.
But they are also aware of the financial costs involved. This is the conundrum
facing water utilities in particular. For example, concern has been expressed
about the effects of Sydney’s urban development on the Nepean-Hawkesbury
river system, as likely growth over the next two decades is centred on this
catchment. Planned improvements to cope with likely urban growth will cost
some $600 million over the next 10 years, and a large part of the funding will be
raised through an environmental levy on all ratepayers. This case is discussed in
more detail in appendix F.

The difficulties involved in taking account of environmental concerns in a
manner which leads to greater urban efficiency should not be underestimated.
Nevertheless much work is being done to tackle such problems, and some
progress has been made. Part B and appendix F of this report review the issues.

4.5 Consistency or conflict?

The Report of the Working Group on the Patterns of Urban Settlement
acknowledged that urban settlement objectives can be thwarted where:
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. government policies overlap or are in conflict and where intergovernmental
mechanisms are inadequate to resolve differing priorities (p. 2).

Particular difficulties arise when governments seek to achieve a multiplicity of
objectives, not all of which are compatible. For example, increasing the density
of settlement in particular areas by setting minimum lot sizes may lower costs to
public utilities and encourage more intensive use of public transport, health and
education facilities. However, such policies may also restrict the choices open to
homebuyers, some of whom would be willing to incur greater transport costs in
order to enjoy lower land costs or the amenity of a larger block, whether in a
fringe development or in an established area.

Moreover, while many governments espouse the benefits of urban consolidation,
other policies they implement may give contradictory signals. For example, mass
transit public transport is heavily subsidised, often in a manner which can
encourage urban dispersal. In both Melbourne and Sydney long-distance fares are
more heavily subsidised than fares for travel over shorter distances.

Some councils also subsidise the provision of parking spaces in cities. This
provides an incentive for people to use private motor vehicles rather than public
transport. It is inconsistent with government policies which subsidise public
transport with a view to reducing private motor vehicle usage in cities
(IC 1991f, p. 111).

More broadly, any change in the prices of government-provided goods and
services is likely to have an uneven impact on the distribution of benefits and
costs, and may conflict with the objective of greater affordability of housing, or
with a government’s broader equity objectives. For example, some of the costs of
new urban development are currently borne by the taxpayer, or through cross-
subsidies from other users. Changes to urban infrastructure pricing along the lines
implied in the terms of reference, and likely to arise under government objectives
to make users pay, could increase prices for some prospective new home buyers
and lower them for others.

This could conflict with the objective of making housing more affordable.
However, to the extent that this reflects the removal of hidden and perhaps
unintended subsidies, the result could in one sense be characterised as equitable.
This raises fundamental questions about what comprises an ‘equitable’ outcome.
It also raises wider questions about the proper role of those government policies
which are intended to alter the distribution of income and wealth.

Many government policies affect the distribution of income and wealth in
society, by leading to changes in interest rates, exchange rates, taxes or prices
(whether individually or through inflation). They result in equity effects which
pull in different ways, and requiring each policy to achieve a desired equity
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outcome may well hinder the achievement of the policy’s primary objective. For
such reasons, it is generally seen as desirable to utilise income tax and social
welfare polices to determine how income is shared.

4.6 What is an efficient pattern of urban settlement?

All governments see efficiency as an important objective for their cities. The
terms of reference ask the Commission to report on policies which:

... reduce the efficiency of land use in urban areas.
But the meaning of efficiency in an urban context was not made clear.

Some calls for greater efficiency are being made on the basis of a perceived need
to economise on land and infrastructure usage. Most governments seek to
promote urban consolidation — involving infill and higher density housing
developments. An important motivation is the limitation on the capacity of
governments to fund new infrastructure.

Participants’ views

Some participants had strong views as to how our cities, or aspects of them,
should be organised and structured. Better utilisation of public transport (and less
reliance on cars), better access by particular groups to particular services, and
lower environmental damage in urban areas were examples cited.

Newman said:

.. it is not possible (economically, environmentally and socially) to continue to build
cities around the automobile ... there is a need to manage transport demand, build up
public transport and most importantly integrate land use into the upgraded public
transport system (Sub. 54, p. 1).

An alternative seen by Newman to the current urban structure is the building up
of urban centres, and the creation of ‘urban villages’ at strategic points as a
means of providing for outer fringe areas. Most destinations would readily be
reached by walking, while trains would be used to reach many others. The role of
the car would be largely relegated to use for some social and recreational
journeys.

Growing pressures to solve large scale problems such as congestion mean that people are
often forced to accept a limitation on individual rights even if they don’t like it (eg simply
not taking a car to work because there is no parking) (Newman and Kenworthy 1990).

An efficient pattern of urban settlement was defined by Martin Goff and
Associates as:
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.. one whereby from a very early time in the life of the suburb job opportunities were
towards 50 per cent of those people who were living in the suburb who were workers, so
that a high [degree of] self-sufficiency in terms of work opportunity would be a hallmark
of an efficient urban settlement ... a review ... is overdue so that we are allowed to
develop suburbs which are more interesting, more practical, and more economic and
thereby more efficient (transcript, p. 732).

Toon, representing the Royal Australian Planning Institute, New South Wales
Division, said that what he considered to be an assumption behind the use of the
term ‘efficient land use’ in the reference, which implied a more compact form of
urban development, was not necessarily a measure of efficiency. Rather, he
thought, the term should be considered as applying to the provision of major
infrastructure projects which would have to be implemented in a form which
takes into account technical efficiency and economic and environmental costs.

Some participants took a broader view of efficiency. Neutze stated:

An efficient land use is one which maximises the welfare of the producers and consumers
of goods and services, taxpayers and owners of assets in the city (Sub. 12, p. 1).

Troy said:

Efficiency is not some end in itself. We can only be concerned with ‘efficiency’ in the
sense that we make the most economical use of resources in securing our social goals. In
the case of urban development this means not only optimal use of the land itself in pursuit
of those goals but in the location of uses (activities carried out on the land) relative to one
another (Sub. 33, p. 1).

The Department of Health, Housing and Community Services argued that the
concept of efficiency must take into account the maximisation of economic,
social and environmental goals. It said that, while a definition which seeks to
maximise such goals:

... equally does not permit specific quantification, it provides a framework to identify the
extent to which policies contribute, or retard achievement in each of these dimensions.

It noted the difficulties in costing the importance of external effects, for example
to take account of environmental concerns, and sought a more directive role for
government:

... [this definition] also appropriately defines the role of government, in its legitimate role
of representing the collective preferences of the population as whole, to decide upon the
balance to be achieved (Sub. 155, p. 11).

A recent report by the House of Representatives (1992) characterised an efficient
economy as a flexible economy which did not create unnecessary impediments to
the movement of people between employment centres.
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Both costs and preferences need to be accounted for

The difficulty with attempts to prescribe an ideal city form is that efficiency is
not just about dollars and cents. The efficiency of urban land use depends both on
the costs involved and on the (diverse) preferences within the community. This is
a complex equation in which, as many participants have observed, social,
environmental and urban amenity considerations all play a part. The Department
of Health, Housing and Community Services referred to:

... competing priorities and a wide range of individual tradeoffs which are reflected in a
diverse mix of outcomes ... (Sub. 155, p. 9).

The tradeoffs people make — among features such as block or house size, and
access to amenities or employment — will be determined by their own preferences
and the costs involved, constrained by their budgets. But the extent to which the
collective outcomes are efficient depends on the wider costs and benefits to
society being accounted for, either through the prices people face or, where this is
not practicable, through regulatory procedures and constraints. This encompasses
a requirement that decisions are not distorted by taxation or other influences.

This approach to efficiency, which the Commission endorses, emphasises
process, rather than attempting to achieve a specified pattern of urban settlement.

The Sydney Water Board supported the proposition that it is the process by
which a city develops, rather than any prescribed form, which will result in the
most efficient form of urban settlement. It added:

The form of urban settlement which does eventually result from the application of the
correct process will possess greater credibility and implicit endorsement because of the
correctness of that process (Sub. 150, p. 1, emphasis in the original).

In contrast, Vintila criticised the Commission’s approach as placing too much
emphasis on what people demand (‘consumer sovereignty’) without taking
account of the desirability of keeping total costs, including the consumption of
energy and resources, to a minimum. He said this leads to an inevitable neglect of
common resources:

... if we are really interested in the city’s efficiency and equity in a deeper sense, then it is
total costs which matter most ... our cities are experiencing a wide range of efficiency and
sustainability problems related to their characteristically low densities and high levels of
car dependence ... (Sub. 158, p. 14).

The Commission agrees that individual decisions about where and how to live
will not add up to efficient patterns of urban settlement unless all the costs (and
benefits) of such decisions are adequately taken into account — including the
‘external’ social and environmental effects. While not always practicable, the
signalling of such costs through prices and charges for urban infrastructure can
make an important contribution to achieving efficient outcomes. The next part of
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the report is about the scope for and means of achieving that, as well as the extent
to which it is happening.
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PART B: URBAN INFRASTRUCTURE
FINANCING AND CHARGING

The prices people pay for urban infrastructure facilities and services can be an
important influence on the shape of cities — and are a central concern of the
Commission’s inquiry. For various reasons, however, price signals for
infrastructure are often unclear and, in particular, do not always reflect costs.
This part of the report is about those price signals — how important they are, how
they affect urban form, what objectives they are trying to achieve, the
consequences of changing them, and what impediments there are to a better
reflection of costs.

Chapter B1 is about the role of urban infrastructure. It describes the range of
infrastructure in our cities and its cost structure. It also considers how
infrastructure provision and pricing can affect urban form.

The nature of infrastructure costs is examined in chapter B2. This chapter looks
not only at the total costs of pipes and schools and roads, but also at the
intangible, but sometimes critical, environmental and congestion costs. The
emphasis is on how the capital costs vary with location and with different
development densities.

Chapter B3 analyses the charging principles that would promote the efficient
provision and use of infrastructure in particular locations. The chapter begins by
examining the charging options and the difficulties that arise in trying to make
charging locationally efficient, especially when there are other objectives
expected of pricing. Also discussed are approaches to allocating the incremental
costs of providing infrastructure to particular developments.

Chapter B4 is about the current charging practices in the provision and use of the
main forms of urban infrastructure: water, sewerage and drainage (known as
‘hydraulic’), roads, public transport, energy and social infrastructure. It assesses
the charging practices for these services against the principles established in
chapter B3. The focus of the chapter is on how total costs compare with total
payments by households in various locations. For example, is the provision of
infrastructure to developments at the fringe subsidised or taxed? Are some fringe
developments favoured over others? Are inner city developments discouraged?
While the data needed for a definitive answer to these questions is not generally
available, some useful insights are gained.
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Chapter B5 considers the changes to patterns of urban settlement that different
charging arrangements would bring. The implications for equity are also
examined.

Finally, chapter B6 examines needed reforms to institutional and regulatory
arrangements, including the collection and reporting of locational variations in
costs, and private provision and operation of infrastructure.
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Urban infrastructure comprises the capital works which allow people to have
access to services. It is generally provided by all levels of government and
developers. Ownership is generally vested in public authorities.

The provision and use of urban infrastructure are important principally because
the investments involved are generally large and ‘sunk’. Efficient provision and
use require that prices reflect direct and ‘third party’ costs.

1.1 Introduction

People generally expect to have a range of urban services provided where they
live and work. It is now usual — and compulsory in many places — for urban
blocks to be sewered, drained, supplied with water and to have access to
electricity, a road network and some form of public transport. People want ready
access to schools, hospitals, shopping centres and entertainment facilities. They
also value clean air and water, and uncongested roads.

The availability of these services contributes to the quality of people’s lives.
They are important in the range of goods and services from which people choose,
and figure prominently in location decisions.

The prices which people are required to pay to obtain urban services can lead to
changes in their behaviour. Prices affect their immediate demand for water, waste
disposal, and journeys by private and public transport.

Prices may in turn influence the tradeoffs which people make between location,
blocks and houses of different sizes, environmental amenity, distance to work,
proximity to public transport and so on. For some urban services, households
have little direct influence over the type and quality of facilities which are
connected to their homes. For other services, people can choose, and the prices
charged will affect their choice.

1.2 What is urban infrastructure?

Infrastructure comprises the capital works required in urban areas for households
to have access to major economic and social services. The OECD groups
infrastructure into two broad categories. In the first category is ‘economic’
infrastructure, which comprises networked services such as hydraulic facilities,
highways and other transport facilities, and energy distribution networks. The
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second category, ‘social’ infrastructure, comprises a broad range of facilities that
provide community services such as education, health and leisure, and law and
order. Other commentators have used similar definitions.

While the OECD distinction is useful, there are problems in defining boundaries
in a rigorous way. Further, as the NCPA noted:

Whilst this definition may be a logical categorisation of infrastructure in terms of its
physical characteristics, it is not particularly useful for analysing the appropriateness of
funding strategies and charging mechanisms (Sub. 131, p. 4).

According to the NCPA, the ‘critical distinction’ between different infrastructure
types is:
. the extent to which utilisation of infrastructure services should be subsidised in

recognition of spillover benefits and/or the redistributive function intended by
Government (Sub. 131, p.4).

Major categories of costs

Melbourne Water’s classification of the components of its hydraulic system gives
a useful overview of the various components of economic infrastructure
components.! It refers to three categories of works:

e  reticulation (minor works within the boundaries of a development);

o  distribution works (for example, collection sewers, water supply regional
mains and main drains); and

e headworks (for example, dams, major sewage treatment plants and outfalls).

The first category comprises works within the development (or ‘on-site’). The
second and third categories encompass the ‘off-site’ facilities which integrate the
new development with the network. Figure 1 illustrates how these various
components interact for the water and sewerage system of the Sydney Water
Board (SWB). The Water Authority of Western Australia (WAWA) provided an
indicative breakdown of capital expenditures for hydraulic infrastructure
provided to an average sized lot in ‘suburban’ Perth. They are shown in table 1.

I Even within infrastructure systems, there is no agreed nomenclature or categorisation,

and there are considerable differences among authorities in how they describe the
components of their networks. For example, the SWB defines ‘major works’ for water
supply as including service reservoirs, large mains and water pumping stations, and for
sewerage as including trunk sewers, main and branch sewers, and sewage pumping
stations (Sub. 70, p. 3). On the other hand, the WAWA defines ‘major works’ for water
supply as including dams and major seasonal water storages, treatment facilities and
aqueducts, service reservoirs, large mains and water supply pumping stations, and for
sewerage as including major sewage treatment plants and outfall works, trunk sewers,
main and branch sewers, pumping stations and interim treatment plants (Sub. 58, p.9).
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Table 1: Capital expenditures on hydraulic infrastructure in
‘suburban’ Perth, 1991 ($ per lot)

Infrastructure type Capital expenditure
Water

Reticulation 1955
Long service 149
Headworks 5646
Total 7 750
Sewerage

Reticulation 2 811
Headworks 3150
Total 5961
Drainage

Local drainage 1 665
Arterial drainage 309
WAWA drainage headworks 1 080
Flood mitigation and river maintenance 33
Total 3087
Total hydraulic 16 798

Note: Headworks are defined by the WAWA as follows: for water supply, it includes dams and major seasonal
water storages, treatment facilities and aqueducts; for sewerage, includes major treatment plants and outfall
works; and for drainage, includes larger coastal discharge facilities, compensating (retarding) basins and nutrient
stripping ponds serving the whole catchment. Long service is the pipe that connects the development to the other
side of a road.

Source: Derived from WAWA 1991.

In principle, a similar categorisation could be used for other types of networked
services such as energy supply, telecommunications and even roads.

Some idea of the relative importance of different forms of economic and social
infrastructure can be seen from table2 which draws on the same source of
information as in table 1, but for all infrastructure types. The table shows local
reticulation or on-site capital costs together with costs incurred above the
subdivision level in ‘suburban’ Perth. Clearly, the costs of providing hydraulic
infrastructure, energy supply, roads and education facilities are significant.
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Figure 1. Components of water and sewerage systems

WATER POLLUTION
CONTROL PLANT

Mﬁ{ WATER TREATMENT -—
4 L L I I 1 ) | | i --

e YY) S 3000w

SERVICE
RiSER‘lO&R““ﬂ

PUMPING ‘,nm‘“
STATION

Source: SWB.

98



B1 THE ROLE OF URBAN INFRASTRUCTURE

Table 2: Capital expenditures on different types of infrastructure
for a fringe lot in ‘suburban’ Perth, 1991 ($ per lot)

Infrastructure item On-site costs? Off-site costsb Total

Economic infrastructure:

Water supply 2104 5 646 7750
Drainage 1 665 1422 3087
Sewerage 2811 3150 5961
Water resource management - 74 74
Roads 3423¢ 3266 6 689
Electricity and gas 3414 3947 7361
Telecommunications and post 1039d 2 649 3 688
Transport 1922 1922
Total 14 456 22076 36 532

Social infrastructure:

Education - 6678 6 678
Recreation - 761 761
Community health - 862 862
Welfare - 445 445
Total - 8 746 8 746
Total 14 456 30 822 45278

a The developer generally has responsibility for providing on-site works. With exceptions, all costs presented in
this column, therefore, represent the costs to the developer. For example, electricity costs are partly financed by
the developer while gas costs are not borne by developers at all. The costs do not include financing costs.

b Part of these costs are also provided by the developer. For example, water headworks costs of $1 882 per lot
are provided by developers.

¢ Includes local roads, traffic control facilities, dual use paths and footpaths.

d Telecommunications only.

Source: Derived from WAWA 1991.

1.3 Who provides urban infrastructure?

Agencies of all levels of government, developers and other private providers are
involved in infrastructure provision in urban areas (see box 1).

The respective roles of public authorities vary from State to State. In Sydney,
hydraulic services for most of the metropolitan area are largely handled by a
State authority — the SWB — although some local councils in fringe areas have
this responsibility. In contrast, water supply and sewerage infrastructure provided
in Queensland are the responsibility of the 134 local councils, each of whom may
determine its own policies.
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Box 1: Who provides urban infrastructure?

Hydraulic services

The responsibility for the construction and maintenance of hydraulic infrastructure largely rests
with State and Territory GBEs. Developers undertake on-site works and, in some cases, off-site
works. Once on-site works are completed, responsibility for their maintenance transfers to the
relevant public authority.

Roads

Responsibility for roads is shared among governments: the Commonwealth’s responsibility
extends to roads of national importance, such as the National Highway System; State
governments are responsible for arterial roads servicing state needs and, in some cases, local
roads; and local government is responsible for most local roads.

Developers may directly undertake on-site road works. For example, in Western Australia,
developers generally build or fund all access roads and ‘local distributors’ (that is, roads which
carry traffic within a cell, and which link ‘district distributors’ at the boundary to access roads).
Once road works are completed, ownership and responsibility transfers to the local council.

Public Transport

Public transport is generally provided by State and Territory GBEs and, to a lesser extent, by
local councils and the private sector (for example, bus services are often contracted out). The
provision of taxi services is typically undertaken by licensed private operators coordinated by a
small number of private sector firms. The taxi industry is subject to extensive State government
regulation with regard to the number of taxi vehicles and drivers; taxi vehicle quality; the
operation of taxis (for example, in Sydney, regulations govern where and when a taxi may
operate); and fares.

Energy

Electricity infrastructure is provided largely by State and Territory GBEs, although local
councils have some responsibilities (for example, Melbourne City Council).

In contrast, the provision of gas infrastructure to domestic customers is largely undertaken by
the private sector.

Social infrastructure

Social infrastructure covers education facilities, hospitals, police and fire stations, community
centres, and parks. It is usually provided by governments. There is now an expectation in the
community that social infrastructure will be provided in or made available for new
developments. Partly in response, developers have begun to provide some social infrastructure
on their developments as a selling point. For example, one of the major selling points of the
Golden Grove development is the availability of educational facilities.
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Public authorities differ in their commercial orientation. Some services like water
and energy are often provided by government business enterprises (GBEs) which
aim to achieve a rate of return on assets. Other services such as public transport
and most social infrastructure are subsidised from State taxes, local council rates
and similar measures.

The Commonwealth Government and some State governments are encouraging
greater private provision through the publication of investment guidelines and
revisions to income tax legislation.

On-site versus off-site

Private land developers provide most of the infrastructure contained within the
boundaries of the development. For example, developers usually provide
reticulation of water and sewerage systems, local surface drainage works,
neighbourhood open space, and local roads and traffic works (NHSa 1991, p. 12).

There are some cases where public authorities rather than developers provide on-
site infrastructure. For example, electricity reticulation in South Australia and gas
reticulation in Victoria and Western Australia are provided by authorities
(NHS 19914, p. 66).

Off-site infrastructure is generally provided by public authorities. In some cases,
developer contributions are sought. This may take the form of developers
providing the infrastructure or paying a financial contribution to authorities.

Ownership of urban infrastructure

Ownership of infrastructure is generally vested in public authorities. Where there
is private provision of infrastructure (in the form of developer contributed assets),
ownership and, hence, responsibility for asset maintenance and replacement
usually transfers to the relevant public authority. For example, local roads are
built by private developers but are then almost immediately taken over and
maintained by local councils. In other cases, such as tollways and the Sydney
Harbour tunnel, the asset reverts to the relevant public authority after an agreed
time (say 30 years).

Nevertheless, there are cases where the ownership of the infrastructure remains in
private hands (for example, some private hospitals and schools fall into this
category).
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1.4 Why is urban infrastructure important?

The provision and use of any form of infrastructure are important in a number of
respects:

o The investments involved are generally very large.

e The costs are usually ‘sunk’. Once the infrastructure is provided it is difficult
or impossible to find alternative uses for it (for example, in the case of a
dam).

o Asset lives are generally long. This means that planning periods with regard
to the use of the asset are also long.

e The services which the infrastructure provides are often major inputs into a
wide range of other industries and activities.

e Some forms of infrastructure and services (for example, schools and
hospitals) are important local employers.

o The provision of one type of infrastructure can have an impact on other types.
For example, the provision of road and rail links will influence the pattern of
demand for social infrastructure and services.

In its response to the draft report, the DHHCS said that infrastructure was
important in ‘determining access to employment, education and services’ and the
‘physical structure of networked infrastructure in essence can “lock in” physical
patterns of land use and detract from flexibility’ (Sub. 155, p. 12).

To give an indication of the annual expenditures in some areas, table 3 presents
public sector expenditure on engineering and building activity (including
construction, alterations, improvements and renovations) in 1988-89. The
information is somewhat dated, and it is not clear how much relates to
infrastructure (although presumably most of that funded by local government
falls into that category). Nevertheless, the table gives a general indication of the
size of the expenditures involved. It shows that the largest construction outlay
across all governments was about $3.8 billion spent on roads (equal to about
1 per cent of gross domestic product in that year). Of this, $2.3 billion was spent
on construction of new roads and $1.4 billion on repair and maintenance of
existing roads.

In contrast, there is very little information available on the ‘stock’ of urban
assets, although attention is increasingly being given to the valuation of public
sector assets. South Australia, for example, has valued its public sector
infrastructure at a current replacement cost of about $29 billion. Water, sewerage,
and electricity assets comprise the largest groups, but other areas are very
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significant. The stock of public housing, for example, is valued at $3 billion, with
schools and colleges at $2.8 billion (Blandy and Walsh 1989, p. 71).

Table 3: Public sector enterprises undertaking construction
activity, by level of government, 1988-89 ($million)

Item Local State Commonwealth Total
Engineering
Roads, highways, subdivisions and 865 1387 97 2 349

bridges
Railways/tramways 288 31 319
Harbours 2 93 95
Water storage and supply 132 491 25 648
Sewerage and drainage 174 511 20 705
Pipelines (other) 5 137 16 158
Electricity supply 228 1314 40 1583
Telecommunications a 25 1900 1925
Landscaping and recreation 98 50 38 185
Heavy industry 3 82 85
Repair and maintenance:

roads 780 622 34 1436

other 371 2 628 1070 4 069
Total 2 658 7 629 3269 13 556
Building
Residential 11 768 74 853
Offices, shops, other premises 115 1458 1196 2769
Educational 28 884 95 1 007
Health 9 391 18 418
Entertainment/recreational 82 114 10 206
Repair and maintenance 114 1090 552 1757
Total 359 4705 1 946 7010
Grand total 3017 12 335 5215 20 567

a Local government expenditure on telecommunication was less than $500 000.
Note: Totals may not add due to rounding.
Source: ABS, Public Sector Construction Activity, Australia, 1988-89, cat. no. 8775.0, table 5.

Some States now require that their public authorities value all assets under their
control. This should lead to a better understanding of the real costs of owning and
operating facilities, and of the long-term implications of greater or lesser
expenditures on maintenance and retrofits.
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1.5 What is efficient provision?

Where feasible, prices for the urban facilities and services provided to any
particular user should be set in a way that avoids either under-use or over-use.
This will not be achieved if prices are set above or below the real cost of
providing them (including a normal rate of return on assets and an allowance for
any environmental side-effects).

For example, if developers or households are charged more than the facilities or
services cost to provide, then some will choose not to use them, or will use less,
even though they might be willing to pay the real costs involved. In cases where
the facilities or services are compulsory, they may have to take less of something
else — say, a smaller block of land or a less preferred location.

Inefficiency also occurs if services are priced at less than the real cost — here
there is an incentive for waste and overuse. Some argue that roads and some
aspects of the environment such as clean air and water fall into this category. For
example, Newman and Kenworthy (1989) argue that roads have been too readily
provided, and the use of roads and motor vehicles is not constrained by the
congestion and pollution costs they impose on cities.

Efficient patterns of settlement are more likely to emerge if differences in the
costs of location by region or neighbourhood are taken into account by people
deciding where to live (see chapter A4). If people are offered developed land at
its real cost to society, then they can decide for themselves whether those costs
are justified by the attraction of the site.

For some forms of infrastructure, such as schools, hospitals and police stations,
services are rarely charged directly to users, so prices cannot guide investment or
location decisions. Nevertheless, costs and benefits still need to be assessed.

Institutional arrangements may also need to be addressed in order to improve the
efficient provision of infrastructure.

Direct costs need to be attributed properly

An important and obvious influence on the provision of infrastructure is
topography. This will heavily influence the initial financial costs of providing
roads, hydraulic and any other underground infrastructure, and will also
determine costs over time that flow from the use of the infrastructure, such as
operations and maintenance.

Costs are also affected by what facilities are already in place. For example, when
infrastructure assets such as dams, arterial roads or sewer mains already exist and
new development places no significant strain on their capacity, the additional
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cost of providing services to a development may be limited to those associated
with local reticulation.

Private schools and hospitals fall into a separate category. The level of resources
provided and charges to users are determined within the context of their
relationship with public providers. Charges to individuals may, on occasion, be
subsidised out of general revenues.

‘Third party’ costs can be important

There are also third party costs to consider, such as loss of amenity, increased air
and water pollution, and traffic congestion. Potential environmental damage is a
major concern in designing and operating hydraulic systems. Public health costs
arising from polluted waterways are also relevant. (Appendix F contains a
detailed discussion).

These costs can be significant. For example, a new fringe development may
generate pollution or traffic congestion in other parts of the city, or lead to
increased demands on public transport routes into the central business district.

Third party costs are usually accounted for either indirectly or not at all, but they
can vary significantly according to where the development is located. Moreover,
determining their importance is not straightforward because, unlike private goods
and services (where prices paid give some indication of how they are valued),
there is no spontaneous market mechanism for valuing increases or reductions in
air or water pollution or traffic congestion.

Regulatory approaches to account for third party costs are often used and these
are discussed in various parts of this report. For example, standards are often
imposed to control environmental costs (see appendix F). Similarly, regulation
can be used to ensure that other third party costs such as might occur in the area
of public health are controlled (see part D).
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The costs of providing urban infrastructure and services vary significantly from
location to location. Important influences are differing terrain and third party
(for example, environmental) costs. The density of development also has an
impact on per unit development costs. When there is genuine excess capacity
already existing, its use can reduce outlays on settlement compared with the costs
of providing new infrastructure.

How infrastructure costs (including capital outlays and third party costs) vary
within cities — by location or with housing density — is of particular importance to
the influence of infrastructure charging on the pattern of urban settlement. This
chapter looks at the available evidence.

A number of participants have pointed to infrastructure cost differences between
cities, particularly between regional and capital cities. They have urged the
Commission to explore these differences in greater detail. However, as these
differences are of greater relevance to the distribution of population across
Australia than to patterns of settlement within cities, they are only briefly dealt
with here. The issue of infrastructure cost differences between cities is more
relevant to the Commission’s concurrent inquiry on impediments to regional
industry adjustment.

2.1 Locational cost variation

The costs (including capital outlays) of providing infrastructure and services to
new residents in different areas within cities may vary for a range of reasons,
including the geographical and topographical features of the district or the
individual site, the proximity of developments to existing infrastructure, and the
capacity of existing infrastructure (see boxes 1 and 2). The varying design lives
of infrastructure in different locations can also be important.
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Box 1: Sewerage and drainage costs

Costs vary with location

Sewerage and drainage costs vary considerably by location. Melbourne Water, for example,
provided information about indicative capital outlays of providing off-site sewerage
infrastructure (including interim works) in Melbourne: they vary from $500 per lot in Werribee
to $3100 per lot in Craigieburn (Sub. 40, p. 18).

Costs vary according to the differing terrain and the processes used to treat waste water. In
Sydney, there are basically two sewage treatment systems, and they vary dramatically in cost.
Depending on location, sewage is either treated to the primary stage and discharged into the
ocean or, as is typically the case for fringe development, tertiary treated (plus nutrient scrubbing
in some cases) and released into the Nepean-Hawkesbury river system. The second process
involves operating costs ranging from $0.80 to $3.00 per kilolitre, compared to between $0.11
to $0.15 per kilolitre for the first process.

Higher environmental standards mean higher costs

There are increasing concerns about runoff and discharge into inland rivers and the ocean.
Urban stormwater runoff may contain heavy metals, nutrients, grease and suspended solids. In
Sydney, the community will no longer accept traditional methods of ocean outfall disposal.

These concerns have created pressures for higher standards of waste water disposal, which has
implications for the costs of providing infrastructure. The SWB said that in order to meet
increasingly stringent environmental standards:

.. more extensive and usually more expensive solutions will generally be required to respond to the
problems of water pollution and sewage collection and treatment (Sub. 70, p. 11).

While reducing pollution costs in western Sydney is expensive, retrofitting ocean outfalls is
costly too. Some retrofits are already being planned. The SWB is also investing in treatment and
sludge removal, and investigating alternative methods for waste disposal off-site: these actions
will greatly increase the costs of ocean outfall disposal.

Monitoring waste water discharges can be costly too

Monitoring discharge and ensuring compliance with waste water discharge standards is
expensive if done intensively, as it is difficult to determine who is discharging what into the
sewerage and drainage systems.

Attempts have been made to monitor discharges. For example, the SWB has agreements with
some 2500 dischargers of trade waste water (SWB 1991a). The agreements specify allowable
quantities and, in effect, concentrations of discharge. However, it may be less environmentally
and administratively costly to prevent effluents from entering the drains and sewerage system in
the first place, and the trade waste charging system is intended to do that.

108




B2 COSTS

Several studies have been undertaken in recent years to identify the costs of
providing infrastructure and how they vary between locations, including between
developments at the fringe and inner areas within capital cities2 Comparable
information about costs in regional cities is very limited.

Most of the studies focused on the initial capital costs (that is, outlays) of
providing infrastructure and ignored the recurrent costs (that is, annual
expenditures) associated with use of the infrastructure.? The focus on outlays may
mean that, in some cases, the attributable costs of existing capacity have been
neglected (see chapter B3 for a discussion about cost allocation).

While these studies are not readily comparable, they usefully illustrate why the
differences in the costs of infrastructure arise between development areas. For
example, a study by the AIUS (1989) shows how capital outlays of infrastructure
provided by Victoria’s State authorities for the Plenty corridor compared with the
average for fringe development in Melbourne. Table 1 shows that outlays on
public transport and roads are significantly greater for the Plenty corridor than for
average fringe development, because of the provision of fixed rail services and
major transport interchanges.

The AIUS also estimated that the total capital outlay of providing water
distribution infrastructure to the Werribee corridor in Melbourne was 2.6 times
greater than for the Berwick corridor (AIUS 1989, p. 10). For the Plenty corridor,
total capital outlay was 1.7 times greater. Moreover:

Virtually all agencies reported lower costs in the south east either as a result of proximity
to established infrastructure (e.g. fixed rail services, hospitals, water, sewerage, roads), or
due to more favourable geology and topography for underground services (e.g. telephone,
gas, power, hydraulic services) (AIUS 1989, p. 2).

The AIUS noted that lower initial capital outlays for extending sewerage systems
and railway lines into the south-east of Melbourne were partly offset by higher
recurrent costs arising because of the topography (AIUS 1989, p. 2).

2 See, for example, Neilson (1987) for Melbourne, Hughes Trueman Ludlow et al (1991)
for Sydney, AIUS (1989) for Melbourne, Birrell and Tonkin (1991) for a comparison of
Perth and Sydney, Voran (1992) for Perth, Newman, Kenworthy and Vintila’s study of
Perth for the NHS (1992b), Sinclair Knight (1993) for Brisbane, and Stephenson et al
(1991) for Hobart. See also submissions by State governments and GBEs: the Australian
Capital Territory Government, for example, undertook its own study of the respective
costs of fringe and consolidation developments as an adjunct to its recently released draft
Territory Plan (Subs. 63 and 71).

3 Public authorities distinguish between capital costs and recurrent costs for the purpose of
preparing their annual budgets. This demarcation of costs will be referred to in the
remainder of part B. The economic concept of capital costs is quite different and means
the costs of servicing debt and equity.
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Table 1:  AIUS: indicative capital costs incurred by State
authorities for infrastructure provided to the Melbourne
fringe, 1989 ($ per household)

Infrastructure State authority Average fringe Plenty corridor

costs? costs?

Water Melbourne Metropolitan Board of Works 2 820 1 680

Sewerage Melbourne Metropolitan Board of Works 2490 1 940

Drainage Melbourne Metropolitan Board of Works 550 550

Dandenong Valley Authority 956 753

Roads Road Construction Authority 1 455¢ 18 106

Public transport ~ Met 1230 5851

Gas Gas and Fuel 1500 2200

Power State Electricity Commission 2520 2 540

Telephone Telecom 1850 1850

Health Health Department 1100 1100

Education Education Department 5729 5729

Community Community Services Victoria 440 455

services

Total 22 640 42 754

a Where average costs was available they were used, the Melbourne Metropolitan Board of Works (now
Melbourne Water) developer contributions were not deducted. Otherwise Plenty corridor estimates were used
which may overstate average costs. Where a range was provided a midpoint was adopted.

b The lowest cost corridor form was adopted unless a particular cost typified servicing costs over the majority of
the corridor.

¢ Based on existing arterial road upgrading funding which substantially understates long term costs generated.
Source: AIUS 1989, p. 19.

As part of a study comparing the costs of providing infrastructure to
developments in Perth and Sydney, Birrell and Tonkin (1991) looked at the
capital outlays incurred in providing infrastructure for three new developments
on the fringes of Sydney — Rouse Hill, South Creek, and Macarthur South.
According to their study:

. Costs per lot for Rouse Hill are higher than for Macarthur South and South
Creek because the area has little infrastructure in place, and high effluent
standards are required because it drains into the Nepean-Hawkesbury river
system.4

4 A tertiary level sewage treatment plant is proposed and Rouse Hill dwellings will have
dual water systems installed, with treated effluent used in one of them.

110



B2 COSTS

. South Creek has the highest cost of public transport because of the
construction of a railway through the area to link the Badgerys Creek
airport with the existing Sydney rail network. Its road costs are lowest
because arterial roads were already in place.

. Macarthur South has high hydraulic costs compared with South Creek
largely because of difficult terrain (pp. 25-7).

Voran undertook a cost-benefit analysis of development in three case study areas
in Perth — Redcliffe (an inner area); Maddington (a middle fringe area); and
Armadale (an outer fringe area) — and found that significant differences in
infrastructure costs occurred between locations primarily because of the
differences in outlays required on hydraulic infrastructure. However, it was
noted, that the recurrent costs of providing infrastructure were very similar across
areas (Voran 1992, p. 13, p. 198).

Voran also extended the analysis to 19 other areas in Perth and found that there
was a notable increase in the cost of infrastructure as the distance increased
beyond about 13 kilometres. Voran commented, however, that this may be a
reflection of the assumptions made in applying the model (pp. 9-10).

Infrastructure costs within regional cities also vary with location. Information
from the City of Bendigo suggests that there is considerable variation in
indicative capital outlays for sewerage infrastructure within Bendigo with costs
per lot ranging from $120 per lot (Jackass Gully) to $1670 per lot (Kangaroo
Flat) in the Greater Bendigo Urban Area and peripheral urban growth areas of
Bendigo (Bendigo Sub-Regional Committee of the Loddon Campaspe Regional
Planning Authority 1992, p. 9).

It is not only the financial costs of infrastructure provision that vary with location
in cities. Third party costs such as congestion, air, noise and water pollution can
also vary in this way (see appendix F, and boxes 1 and 2). Newman and
Kenworthy (1991) examined the greenhouse impacts of transport provision and
use in Perth and estimated that in the fringe areas of the northern corridor of
Perth around 3.56 tonnes of carbon dioxide per person annually are generated
while in Fremantle, a person generates 1.32 tonnes. The cost implications of this
are by no means clear (see the Commission’s report (1991d) on The Costs and
Benefits of Reducing Greenhouse Gas Emissions).
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2.2 Developments in new areas

Table 2 summarises the results obtained from some recent studies which
attempted to estimate capital outlays of providing infrastructure to certain fringe
developments. At face value, they indicate substantial variation within and
between cities in both economic and social infrastructure. Unfortunately, most of
the studies are not directly comparable, for a number of reasons:

e Some looked only at costs to public authorities, or to developers, while others
looked only at off-site costs (see table footnotes).

o Assumptions about cost allocation, average lot sizes, densities and the
localities chosen for study also affect the estimates.

e In addition, items included in both the infrastructure categories vary from
study to study. For example, the main reason why the Hughes Trueman
Ludlow et al estimate for capital expenditure on economic infrastructure in
Rouse Hill is much lower ($28 026) than the EPAC estimate ($56 205) is that
the former excluded costs for main roads, local government and public
transport, while the Birrell and Tonkin estimate ($36 623) includes only the
costs incurred above the subdivision level.

Caution 1is, therefore, required when interpreting table 2. It is merely a
presentation of the results of the various studies and the Commission neither
endorses them nor intends that they be compared with each other.

Several studies have compared infrastructure costs between cities using a
common methodology. For example, Birrell and Tonkin undertook a comparison
between Perth and Sydney. They considered that, compared with Sydney, the
capital outlays of providing infrastructure in Perth are lower and are likely to
remain so. The flat, sandy terrain of Perth’s coastal plain makes engineering
works for water and sewerage facilities and road construction relatively
inexpensive. The porous nature of the soil means that septic tanks can be used.
However, in the south-east of Perth, the aquifer is close to the surface and, hence,
sewerage provision is difficult (Birrell and Tonkin 1991, pp. 11-12).
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Table 2. Summary of study findings on the capital costs of
providing infrastructure to fringe areas

Area Economic Social Year of Source
infrastructure infrastructure dollar
$ per lot @ $ per lot values

Sydney

Rouse HillP 28 026 not estimated 1989-90 Hughes Trueman Ludlow
etal (1991)

Rouse Hill® 56 205 15310 1988 EPAC (1991)

Rouse HillP 58 100 15300 1988 SWB Sub. 70

Rouse Hill® 36 623 15362 1988 Birrell and Tonkin (1991)

Erskine Park/St Clair? 26410 not estimated 1989-90 Hughes Trueman Ludlow
etal (1991)

South Creek® 26 095 7035 1990 Birrell and Tonkin (1991)

Macarthur South® 33572 8 870 1990 Birrell and Tonkin (1991)

Perth

‘suburb in Perth’ 325754 8 746° 1991 Birrell and Tonkin (1991)

‘outer suburban 34473 8563 1990 Department of Planning and

developments’ Urban Development

Western Australia Sub. 49

Armadale® 19 658 30076 1991 Voran (1992)

Maddington® 17 623 34415 1991 Voran (1992)

Melbourne

Plenty Valley, Berwick 15371 7 269 1989 AIUS (1989)

and Werribee!

Plenty corridorf 35470 7 284 1989 AIUS (1989)

Werribee® 31900 10000 to 15000 1988 EPAC (1991)

Canberra® 28 513 7298 1992  Australian Capital Territory
Government Sub. 63

Hobart

Kingborough, 16 742 2 841 1991 Stephenson et al (1991)

Latrobe, Wes‘[buryf

Albury-Wodongab 30 050 950 1992 AWDC Sub. 29

Brisbane

Taigum8 26 100 6 600 1992  Sinclair Knight (1993)

Rochedaleg 22 300 6200 1992  Sinclair Knight (1993)

Ormeau8 26 000 12 000 1992  Sinclair Knight (1993)

a The studies make different assumptions about average lot size and density. Sometimes costs are in terms of per
household or per dwelling.

b Cost of infrastructure provided by public authorities and by developers.

¢ Cost of infrastructure provided ‘above the subdivision level’.

d Cost of infrastructure provided at and above the subdivision level.

e Cost of publicly provided infrastructure excluding local government grants. Public transport is included in
economic infrastructure.

f Cost of infrastructure provided by State authorities.

g The present value of cost of infrastructure provided by public authorities and by developers. Represents the
costs associated with a ‘base case’ development (that is, current standard and density for the site or similar sites).
Transport is included in economic infrastructure.
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Some information was also provided by participants comparing the infrastructure
costs in regional cities with capital cities. The City of Bendigo estimated that the
debt per head of population for Melbourne Water was higher than that for the
Coliban Region Water Authority (which services Bendigo) and considered that
this revealed a cost advantage for Bendigo (Sub. 116, p. 11). However, this could
also reflect the authorities’ differing charging policies and, hence, differing cost
recovery rates.

In addition, the Albury-Wodonga Development Corporation (AWDC) provided a
comparison of its infrastructure capital outlays with those of Sydney, Melbourne
and Perth. This suggests that costs were apparently much lower in Albury-
Wodonga in 1992 than in outer metropolitan suburbs in 1988 or 1990 (see
table 2). Major areas of difference were off-site costs such as main roads and
public transport.

2.3 Development in areas already serviced by infrastructure

Behind the general support by governments for policies to promote urban
consolidation are assessments that higher density cities are more economical in
their use of infrastructure. ‘Consolidation’ refers to a process of raising density of
cities through redevelopment or infill — which can draw on existing infrastructure
— as well as through higher density housing generally.

The costs of servicing redevelopments or infill developments in inner areas
depend on the capacity of existing infrastructure. Judgments need to be made
about whether the existing infrastructure can accommodate an increase in load,
about the physical condition of the existing infrastructure, and about the capital
and recurrent costs of upgrading or replacing service capacity.

Where existing infrastructure can cope adequately with additional demands
generated by redevelopment or infill, the apparent costs of adding new users to
the network could be expected to be low compared with fringe development. For
small projects involving only localised increases in density, there will generally
be little need for major additional expenditures on roads, hydraulic infrastructure,
public transport, and social infrastructure, which together comprise a large part of
the cost of infrastructure in fringe areas.

However, existing capacity has clearly been produced and sustained at some cost;
it is not free. Full utilisation of capacity is often planned but occurs some time
after initial provision. As capacity is ‘consumed’ over time, the costs should be
recognised and attributed (chapter B3 is concerned with how this may be done).
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Some studies

In recent years, there have been a number of studies attempting to quantify the
relative merits of urban consolidation. Many have examined the comparative
capital outlays of providing infrastructure and services to inner and fringe
developments. Some have taken a broader view, looking at all the costs and
benefits of different development options.

Cost savings analyses

Studies that have taken a cost savings approach to urban consolidation proposals
have generally examined the savings accruing from infrastructure provision
alone. Often the main objective has been to assess savings in public sector
outlays, because of concerns by authorities about the budgetary consequences of
providing infrastructure to fringe developments.

Most studies have concluded that there are substantial savings to be had from
urban consolidation. Some of these studies are reviewed below. The studies are
not comparable because of the site specificity of the data used, and the
differences in methodologies and assumptions made about infrastructure costs
and existing capacity.

e Australian Capital Territory Government (1992)

The Australian Capital Territory Government examined the respective costs and
benefits of relying more heavily on ‘greenfields’ or consolidation in established
areas to accommodate growth (Sub. 63, pp.25-33). While benefits were
considered, the Government’s analysis focused mainly on the savings in outlays
accruing from consolidation.

The greenfields option assumed that over the next five years development in
Gungahlin would accommodate 2500 households per year and infill and
redevelopment accommodate 500 per year. The urban consolidation option
assumed that greenfields development was slowed to 1500 households per year
and infill and redevelopment increased to 1500 per year (1000 below the current
level) over the next five years. The urban consolidation option involved higher
density housing compared with the greenfields option (transcript, p. 1067). The
outcome of the comparison is shown in table 3.
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Table 3: Australian Capital Territory Government: comparison of
‘greenfields’ and urban consolidation options over five
years for Canberra, 1992 ($ million)

Greenfields Consolidation Savings
option option

Capital costs
Electricity, water

& sewerage Neutral Neutral -
Public transport 8.7 6.6 2.1
Community facilities 88.0 53.0 35.0
Open space Neutral Neutral -
Arterial roads, ponds,

estate access, etc 76.0 55.0 21.0
Total capital costs 172.7 114.6 58.1
Operating costs
Public transport 7.1 5.5 1.6
Community services

schools 39.6 36.9 2.7

fire stations 2.0 - 2.0
Open space 6.3 6.3 -
Maintenance Neutral Neutral -
Total operating costs 55.0 48.7 6.3
Government revenues
Sales 158 135-185 -23/+27
Total revenue 158 135-185 -23/+27
Community benefits
Access to facilities Limited Immediate Positive
Travel time Increases with Depends on Expect to

development location of be reduced
redevelopment/infill

Source: Australian Capital Territory Government, Sub. 63, p. 33.
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The Australian Capital Territory Government said that a decline in average
household size in the older urban areas has resulted in an increasing under-
utilisation of community facilities and other infrastructure. It noted that:

If [consolidation] developments occur in areas with sufficient spare capacity, then these
developments would result in cost savings compared with greenfields developments.
Should such a development trigger the need for significant augmentation, then infill
development could result in additional capital cost (Sub. 63, p. 28).

It concluded that with greater urban consolidation it could defer over $58 million
in capital expenditure over the next five years, and would save over $6 million in
recurrent costs over the same period. It noted that the two major areas of savings
in outlays to the public sector are roads and community facilities.

e Hughes Trueman Ludlow (1991)

In a widely cited study, Hughes Trueman Ludlow et al (1991) estimated the total
(including public sector) capital outlays of providing economic infrastructure to
fringe developments in Erskine Park/St Clair and Rouse Hill and in potential
urban consolidation sites in Bankstown and Hurstville in Sydney. In the latter
sites, as there were no public sector capital outlays required, the estimated total
capital outlays were taken to be equivalent to developer costs. Social
infrastructure was not included in the study.

Table 4 presents their estimates of the differences in total costs for selected
developments of different densities. On the basis of these estimates, Hughes
Trueman Ludlow et al concluded that there were substantial savings in total
capital cost outlays from the provision of economic infrastructure for urban
consolidation compared with fringe development. They said the reason for
consolidation being cheaper is that infrastructure services were already in place
(Hughes Trueman Ludlow et al 1991, pp. 82-83). Most of the total capital outlays
for urban consolidation involved connection to existing services, although some
augmentation of sewerage and telecommunications network would be required at
higher densities. Further discussion of the cost savings from increases in density
considered in section 2.3.
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Table 4:Hughes Trueman Ludlow: differences in total capital costs
of economic infrastructure between consolidation and
fringe development in Sydney, 1989-90 ($ per dwelling)2

Fringe: 840m?lot 840m?lot 450m?lot 450m?lot
(Rouse Hill) (Rouse Hill) (Rouse Hill) (Rouse Hill)
minus
Consolidation: 50 dwellings 18 dwellings 50 dwellings 18 dwellings
per ha per ha per ha per ha
(Hurstville) (Bankstown) (Hurstville) (Bankstown)
Infrastructure
component:
Water 8422 7752 4551 3 881
Sewerage 4171 3601 3411 2 841
Stormwater 7276 7276 3898 3898
Gas 1753 1492 1369 1108
Power 2 248 2152 1 885 1789
Telecom 1031 795 659 423
Local roads 4635 4635 2483 2483
Miscellaneous? 1148 1148 615 615
Total savings 30 684 28 851 18 871 17 038

a Hughes Trueman Ludlow et al preferred to use a measure of net dwelling density. They defined this as
dwellings per hectare of housing land or of site area. They distinguished this measure from gross dwelling density
which is based on the neighbourhood area which includes roads, schools and other local facilities. Under
consolidation: 15-35 dwellings per hectare represents dual occupancy; 25-40 dwellings per hectare, villas; 35-45
dwellings per hectare, villa/townhouses; 50-120 dwellings per hectare, other medium density, low rise; 80-150
dwellings per hectare, medium to high density, medium to high rise . The lot sizes for the fringe development
options are roughly equivalent to 12 dwellings per hectare (840[112) and 22 dwellings per hectare (450m2).

b Refers to incidental site works incurred at the fringe.

Source: Hughes Trueman Ludlow et al 1991, p. 66.

e  Newman, Kenworthy and Vintila (1992)

Newman, Kenworthy and Vintila (in NHS 1992b, pp. 141-152) compared the
public and private sector transport costs associated with developing 1000 new
dwellings at the fringe of Perth with the costs of developing 1000 new dwellings
in Fremantle (as a representative inner city development). Their analysis included
the costs incurred by non-residents and residents (that is, capital and operating
cost of cars, cost of parking, time cost of different transport modes, capital cost of
roads, capital and operating costs of public transport) and costs imposed on the
community as a whole (for example, the cost of fatalities and pollution).

They found the total present value of transport cost savings from inner
development to be $87 079 000 (or $87 079 per dwelling). It would appear that
total transport costs associated with inner and fringe development is mainly
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incurred by the private sector (over 80 per cent for the inner city and about 98 per
cent for the fringe).

Much of Newman, Kenworthy and Vintila’s estimate of transport savings reflects
costs which are borne by individuals. Hence, their estimate does not reflect
inappropriate pricing for transport use as such. Such large savings in private
transport costs would tend to be capitalised in the value of land in inner and
fringe areas.

e  Sinclair Knight (1993)

Another study of infrastructure cost savings has been prepared recently by
Sinclair Knight for Brisbane (1993). This study examined the present value of
total (including public sector) capital outlays in providing economic and social
infrastructure to six study areas within Brisbane — three of these areas were
potential urban consolidation sites — under three scenarios of development
density. The results are presented in table 5 for the base case scenario, which
assumes current standard and density of development for the site and similar sites
(refer to table 9 for actual density assumptions and estimates of costs under
different density scenarios).

The estimates in table 5 show that the present value of total capital outlays of
providing infrastructure services is lower within the existing urban areas than for
new development areas. Sinclair Knight noted the cost variation among the study
sites and considered that the factors affecting cost differences included:

local and arterial road capacity;

spare local, trunk and headworks sewerage capacity;
e spare capacity in human services;

e the need and timing of asset renewal works;

o threshold capacity of trunk and headworks; and

o accessibility to all infrastructure services particularly social services and
public transport.

In the estimates reported in table 5, density is not comparable in all areas. The
base case assumptions about net residential density range from 10 dwellings per
hectare in all of the fringe study areas to 28 dwellings per hectare in Highgate
Hill. Nevertheless, the existence of cost (outlay) savings from inner area
development remains apparent when densities are assumed to be similar (see
table 9).
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Table 5:Sinclair Knight: present value of total capital costs of
infrastructure for Brisbane, 1992 ($ per household)@

Area Economic Social Total
infrastructure infrastructure

Existing areas:

Highgate HillP 3400 4200 7 600
Fairfield® 4 600 1 400 6 000
Cannon Hill® 12 500 700 13 200

Fringe areas:

Taigumd 26 100 6 600 32700
Rochedale® 22300 6200 28 500
Ormeauf 26 000 12 000 38 000

a Based on twenty year development period at 6 percent real rate of return in 1992 dollar values. Figures reflect
base case net residential density in each site and similar sites.

b Redevelopment of inner city area (Highgate Hill) and middle city area (Fairfield).

¢ Infill development.

d Small development site on close-in fringe area within Brisbane City.

e Large new development site on fringe area of Brisbane City.

f Large new development site in Albert Shire.

Source: Sinclair Knight 1993, table 4.8

o Limitations of the studies

Cost savings analysis can have a role in assessing urban development proposals
and, in particular, be a guide to the relative merits of urban consolidation in
existing areas compared with fringe development. Vintila said:

Within the more difficult setting of a finite world, attempts to measure, compare and
minimise costs assume a new importance: they are the best way we have of monitoring —
and, if necessary, limiting — our encroachment on finite resources and capacities. They
are the only way we have of placing ourselves in a position in which we can begin to
intelligently respect future demand. Once again, therefore, objective cost accounting does
not betray lack of sophistication. On the contrary, by opening analysis to future demand
and by seeking to shed light on the complex rival claims and respective entitlements of
present and future, it promises both greater sophistication and moral sensitivity
(Sub. 158, p. 7).

Nevertheless, it is important to recognise some of the policy and technical
limitations in using this type of analysis for assessing urban consolidation
proposals.
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Cost savings analyses take a narrow view of the merits of inner urban
consolidation vis-a-vis fringe development by ignoring the demand for the
developed lots (and dwellings). As the Watson Community Association said,
they neglect:

... the view and preferences of consumers and the community (Sub. 146, p. 1).

Ignoring demand in this way can distort decision making by public authorities.
The NCPA said:

... some planning policy may be misguided insofar as it seeks to optimise the pattern of
urban settlement in terms of the costs saved by the public sector instead of net
community benefit. But for as long as subsidised urban infrastructure remains a
significant cost to the government, it will be expected of government that it will
configure urban growth and densities to avoid undue demands on public budgets (Sub.
131, p. 9, emphasis in the original).

Possible policy distortions from the inappropriate use of cost saving analyses can
be illustrated by considering how the results of a typical study could be
interpreted. Suppose the study showed that, by taking advantage of unused
infrastructure capacity in inner areas and developing small lots, large numbers of
people could be housed at significantly lower public sector outlays than on large
blocks at the fringe. Such a result clearly could be consistent with the view that
there is discrimination against inner city development and that such development
should be encouraged. The results cannot be used to rule out, however, the
possibility that fringe development would be the more attractive option to some
purchasers, even if they were asked to pay the full cost difference. Cost savings
studies on their own, therefore, do not provide a sufficient basis for evaluating
the net social benefit (or cost) of alternative development options.

Moreover, while cost savings analyses can assist in understanding the budgetary
impact of development proposals, they do not address the question of the extent
to which different locations are subsidised. Some participants viewed an
estimated savings in outlays from urban consolidation as evidence of
subsidisation to fringe development. For example, Vintila argued:

Where [publicly commissioned studies] identify potential savings to the public purse they
point, by implication, to subsidies which continuing lower density development currently
enjoy (Sub. 158, p. 8).

However, relative subsidies to location are determined by charging policies as
well as locational costs.

Apart from the policy limitations associated with cost savings analyses, there are
also technical limitations. First, any significant differences between the ‘output’
characteristics of inner urban consolidation and fringe development are likely to
bias the results. By their nature, cost savings analyses comparing urban
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consolidation with fringe developments often do not control for location or for
density; developments are not being compared on a similar basis. However, it is
important that characteristics such as density and dwelling types, at least, are
comparable under each development proposal.

Second, the results depend on the correct allocation of costs to developments by
infrastructure providers and the correct identification and valuation of available
infrastructure capacity. Both involve complexities and are dealt with in chapter
B3 and in the next section. In some cases, spare capacity may have been planned
for; future developments (and users) may have been contemplated when the
infrastructure was initially provided. Hence, the cost of that initial provision
ought to be properly attributed to later developments.

Third, all relevant costs should be identified, but often are not. Costs should
include capital as well as recurrent elements. They should also include third party
effects.

Even where third party costs are included (the 1992 study by Newman,
Kenworthy and Vintila of transport savings included third party costs) there
remains room for debate about the money values that may be attributed to
particular developments (see appendix F). Generally speaking, the costs of
abatement may be a useful measure of third party costs in some circumstances
(for example, the costs of meeting a given environmental standard relating to the
control of pollution or congestion, or a level of traffic accidents and fatalities). It
is important that the methodological basis for the estimation of third party costs
be made explicit in the studies.

Cost-benefit analysis

Social cost-benefit analysis of urban development options focuses not only on the
cost differences in servicing different areas of the city, but also on the value of
the developed blocks. It should also take into account third party costs and
benefits.

There have been several social cost-benefit studies done in relation to urban
development proposals. A study for Perth by Voran (1992) provides a useful
example of the application of conventional cost-benefit principles.
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Voran assumed that the benefits to a purchaser of a particular dwelling in a
particular location are matched by the price paid for that dwelling in the market:

... based on the assumption of a competitive market, including consumer knowledge of
the relevant characteristics which attach to a house, the house price or market value can
stand as the whole measure. There is no need to measure separately the value of
accessibility or environmental attributes. Hence there is no need to value separately the
time savings that may be associated with being closer to the CBD or the benefits of
having a greater ratio of park land per house in a development. Both are capitalized into
the house price as those households who value them most bid for them by bidding for
houses which provide them (Voran 1992, p. 196).

Given this, Voran assumed that the net benefit (or cost) to society of a particular
housing option can be measured by the market price of the dwelling less the costs
of the land, building, all social and economic infrastructure services and any
other costs (Voran 1992, p. 3).

Several general comments can be made about this approach.

As with cost savings analyses, it is important that all the costs — not only outlays
on infrastructure — are properly identified and attributed to particular
developments, especially in existing areas.

While market prices for dwellings in a development may reflect many external
costs and benefits, not all of them may be captured and they will need to be
explicitly included. For example, congestion and pollution costs experienced in
adjacent areas may not be included in house prices, nor are the ‘neighbourhood’
impacts on the prices of houses in those areas caused by the presence of higher
density housing. The New South Wales Environment Protection Authority, for
example, said:

.. not all environmental externalities are being properly capitalised into land values
(frequently through imperfect knowledge and high transaction costs). Hence, the true
scarcity of natural resources in geographically constrained areas like Sydney, [is] not yet
being fully reflected in market prices ... (Sub 150, p. 2).

To exclude from the analysis the stream of tax payments that residents are liable
to make for infrastructure provision (for example, local council rates) could in
some circumstances overstate net social costs (or understate net social benefits)
associated with development in all areas.

Table 6 presents Voran’s results. It shows that none of the options yield net social
benefits; a ‘producer deficit® would result in each case. However, urban
consolidation in Redcliffe would generate a lower deficit compared with fringe
developments in Maddington and Armadale.
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Table 6:Voran: economic valuation of three options for Perth, 1991
($ per new dwelling)

Redcliffe Maddington Armadale
(inner (middle fringe) (outer fringe)
consolidation)
Average house price? 85 161 77 087 72912
Land cost? 27 727 10 600 7100
Building cost? 47 000 47 000 47 000
Infrastructure cost®
Public sectord
Water Authority 2926 6 725 6819
Telecom 1700 2 000 2 000
State Energy Commission 2429 5600 5600
Transperth-Public Transport® 1552 3298 5239
Health Departmentf 13 195 13 195 13 195
Education Ministry® 18 338 21220 16 881
Local Government Grants
Commission! 2047 1320 1092
Total 42 187 53358 50 826
Private sector
Developers! 9567 17 967 21094
Retail shopping facilities 0 1 490 1490
Total 9567 19 457 22 584
Total 51754 72 815 73 410
Producer deficitJ (41 320) (53 328) (54 598)

a Derived from house and land price data principally from the Office of the Valuer General and the Real Estate
Institute of Western Australia.

b Voran considered that the cost of building a basic dwelling in the Perth metropolitan area did not vary with
location or development density up to 25 dwellings per hectare for uniform site conditions. The cost figure given
here is based on a representative mix of dwelling types. It includes payment of developer contributions to the
WAWA for headworks.

¢ The estimates are not actual costs but ‘most likely costs’ of providing infrastructure and services.

d Public sector costs excludes developer contributions.

e Estimates represent public transport subsidy per dwelling which is assumed to be proportional to distance of
development from CBD. The estimate reflects increment in capital costs and operating costs (net of a capital
component and fares and brought to a present value).

f Estimates are related to the increment in costs of providing additional beds in existing hospitals servicing each
area and in operating costs (brought to a present value). Voran noted that health costs are population dependent
and would be the same for all areas, however, they were included to arrive at an estimate of the total costs of
providing infrastructure and services to new dwellings assuming a given number of persons per dwelling.

g Estimates reflect the increment in capital costs and in operating costs (brought to a present value).

h Voran assumed that the grant represents the cost to local government authorities of providing infrastructure and
services (the capital cost and operating costs brought to a present value) net of revenues received from residents
(brought to a present value).

i These include the costs borne by developers of: land preparation; infrastructure; contributions to a town
planning scheme; and of professional fees.

j This is the difference between average house prices and the costs of land, building and infrastructure.

Source: Voran 1992, pp. 6-8.
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Several aspects of table 6 are of interest:

e The results do not include all the external costs and benefits associated with
development in each area. For example, to the extent that congestion costs are
not explicitly included, producer deficits may be underestimated.

o The validity of the infrastructure cost estimates used in the table depends in
part on the public sector infrastructure providers having appropriately
attributed them to developments.

e The costs per dwelling of social infrastructure such as education and health
depend in part on assumptions made about the household size of each
dwelling.

o The results do not explicitly include all the tax payments that residents make
over time for infrastructure such as State schools. Voran’s analysis appears to
assume that these tax payments are capitalised in house prices (Voran 1992,
p.197).

A problem with cost-benefit analysis of development proposals of most types is
the correct valuation of the land on which development is proposed to take place.
An accurate cost-benefit analysis should value resources at their next best use,
but land values will tend to reflect possible future uses — including the very
development being considered. Ideally, this value attributable to future
development potential should be eliminated. This is not easily done, and
problems associated with land valuation may be responsible, in the case of the
Voran analysis, for the curious result that average house prices in Armadale are
less than the combined costs of land, building and developer-financed
infrastructure.

Voran’s estimates, nevertheless, provide a useful, if partial guide to the relative
infrastructure costs of developing in particular areas of Perth.

In spite of measurement issues, a social cost-benefit approach to assessing urban
development proposals yields more valuable information than cost-savings
analyses. By including the preferences of purchasers for developed lots in
particular locations and the associated costs of providing infrastructure and
services, social cost-benefit analysis can show where and what kind of
development would yield the greatest gains in social welfare and thus in
efficiency of land use.

A question of capacity

There are several factors that influence the extent of spare capacity in urban
services infrastructure at a given time. One relates to the physical state of the
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infrastructure such as its age and condition. If it is close to the end of its design
life, infrastructure capacity may need to be renewed regardless of whether
additional development occurs.

Related to this is the theoretical standard against which existing capacity is
measured. If standards are too low, ‘measured’ spare capacity may not be
genuine. The OLG noted a study by the Association of Inner Eastern Councils,
Victoria about the establishment of a regional data base for urban infrastructure
relevant to urban consolidation. The Office said:

The study showed that when measuring capacity, the tendency is to establish standards to
be measured against. This method lends itself more easily to engineering standards than
social infrastructure development. Even for physical services, the notion of capacity is
relative and fluid. For social infrastructure, no simple formula exists to establish what
social infrastructure is needed. This is because human service provision is subject to
changing concepts of social needs which are influenced by many factors including both
political and financial factors (Sub. 139, p. 12).

Environmental aspects of existing capacity are also relevant: the addition of more
users to systems which do not currently perform to community standards may be
costly if retrofitting is required.

Another factor affecting the extent of excess capacity relates to the level of
utilisation of infrastructure. It has been noted that:

Over time, patterns of utilisation of infrastructure will change. Some changes are directly
related to demographics, such as declining demand for pre-natal and primary school
services. Others relate to changes in technology and fashion, for example wider usage of
dishwashers or changed preference for high/low maintenance gardens, which changes
individual demands on water supply and sewerage (Economic Priorities Advisory
Committee of the Australian Capital Territory 1992, p. 16).

Some participants have noted that changes in the demographic structure of
residential populations have led to lower levels of infrastructure utilisation than
were foreseen at the time the infrastructure was provided. For example, the
DHHCS said that what empirical evidence exists suggests there is significant
spare infrastructure capacity in Australian cities. It noted that the reduction in
average household size from 3.6 persons in 1961 to 2.9 persons in 1986 has
contributed to spare infrastructure capacity within inner areas, since infrastructure
was designed for larger household sizes and often also provided for expansion
(Sub. 85, p. 86).

While changes in demography, population levels, preferences, and technology
may all affect infrastructure utilisation, charging policies are also relevant.
Under-utilisation of existing infrastructure and, hence, spare capacity may reflect
the over-charging of services. Infrastructure may also have been over-provided in
response to excessive demand caused by under-charging for services in the past.
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Availability of capacity varies

Some participants considered that spare infrastructure capacity was widely
available. For example, the Australian Capital Territory Government considered
it highly likely that there is surplus across-the-board infrastructure capacity not
only in Canberra, but also in many areas of Australia’s major cities. It said:

While it may be true that some older, inner areas of the capital cities have ageing
infrastructure, it should also be recognised that the greatest part of the growth in these
cities has taken place since World War II. In the main, the infrastructure built to support
this growth is relatively young and designed with post-war ‘peak’ populations in mind.

This same period has seen an unprecedented and sustained decline in average household
size, one which has not been adequately incorporated into population projections until
relatively recently. The net result is that almost all areas which have been settled since
World War II — and that means the greater part of all Australian capital cities — have
significant excess capacity in infrastructure (Sub. 136, p. 4).

Other participants disputed claims about widely available spare capacity.
McLoughlin referred to recent problems with sewers in inner Melbourne:

... the evidence ... suggests that it is another of these myths to suggest that there’s all this
infrastructure, physical and social, lying around underused and therefore we should all
use it more intensively (DR transcript, p. 355).

The OLG said:

Not all developed areas have excess capacity in their infrastructure, and further, areas
with capacity in some forms of infrastructure may not have surplus in all forms of
infrastructure. This is supported by the findings of a Local Government Development
Program funded report by the Western Sydney Regional Organisation of Councils on the
impact of urban consolidation on the demand for human services (Sub. 139, pp. 11-12).

Studies show that the extent of spare capacity is likely to vary considerably
between infrastructure types as well as between locations. For example:

o Hughes Trueman Ludlow et al in their study of Sydney (1991) indicated that
under-utilisation of infrastructure capacity of up to 50 per cent was possible at
the two urban consolidation sites considered. But it also found that
augmentation of capacity was required for stormwater, gas and electricity
services under all density levels in both sites, for telephone only under the
higher density scenarios in both sites, and for sewerage at higher density
levels in the Bankstown site only (p. 52).

o Studies conducted in Victoria as part of the Housing Cost Study (Travers
Morgan 1991b) concluded that there is sufficient capacity to permit at least a
10 per cent increase in dwelling density without major constraints or costs
(NHS 19914, p. 63).
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On the basis of this evidence, it is difficult to generalise about the availability of
spare capacity in cities. As the Brisbane City Council said:

... it’s not possible to generalise about the spare capacity of various sorts of infrastructure
in established urban areas, including inner city areas. Spare capacity does differ from site
to site, and there are significant variations in upgrading and augmentation requirements,
and those often depend on the extent to which, or the degree of consolidation that may be
desirable on other grounds (DR transcript, p. 147).

This view is supported by a report by the House of Representatives (1992) which
said that it:

.. was able to determine neither the extent of spare capacity in existing community
infrastructure, nor its capacity to meet future social needs at least cost. It appears, as was
the case for reported “savings” in physical infrastructure from consolidation (such as
sewers), that spare capacity is assumed to be there because the population of inner
suburbs has declined (p. 121).

A case-by-case approach to identifying spare capacity is therefore preferred in
any analysis undertaken to examine the relative merits of developments of
different densities and locations.

Costs rise when approaching capacity constraints

It has been argued that urban consolidation is about making better use of existing
capacity. The Australian Capital Territory said that its urban renewal policy is:

... not about massive increases in population density; rather, it is about marginal increases
in population which return population levels back towards the levels for which existing
infrastructure was designed — it should not take the use of any infrastructure element
beyond the capacity for which it was designed, nor should it require any major
infrastructure augmentation (Sub. 136, p. 5, emphasis in the original).

Where some forms of infrastructure are operating close to capacity, urban
consolidation proposals can lead to additional costs (including third party costs)
associated with augmenting, upgrading, or replacing infrastructure. As the House
of Representatives (1992) said:

For the savings considered possible from an urban consolidation program to be achieved,
it is essential that redevelopment and urban infill are directed to locations where spare
capacity exists. If they are not, the cost to the community could be greater than if urban
fringe expansion continued because the cost of augmenting services in the inner suburbs
is higher than building them fresh on the fringe (p. 121).

An indication of the cost of replacing infrastructure can be gained from the South
Australian Public Accounts Committee (1987) which concluded that real
expenditure on replacement of ageing infrastructure in that State would need to
increase from $781 million in the five years to 1985 to $3034 million in the five
years to 2010 (cited in NHS 1991d, p. 63).
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It has been argued that stormwater systems are more likely than any other
component of hydraulic systems currently to be at or near full capacity and,
hence, are likely to require augmentation, upgrading or replacement. For
example, Troy referring to north Sydney, claimed:

... higher density development leads to massive costs resulting from the retrofitting of
drainage to existing developed areas (Troy 1992, p. 4).

Stormwater systems in some cities (for example, Sydney) are often
environmentally unacceptable now, and their existing capacity is often limited by
damage in the past which has not been rectified, as resources available for
maintenance have been insufficient. Moreover, in inner areas, rectification is
especially expensive. Changes to design standards can affect measured capacity
and, therefore, alter measured spare capacity, without any changes in the facilities
themselves.

2.4 Cost variations for different densities of development

The costs of providing economic and social infrastructure to a dwelling could be
expected to be influenced in part by the number of dwellings per hectare, whether
in inner areas or at the fringe.

The DHHCS said that smaller lot sizes at the fringe can enable significant
savings in economic infrastructure costs. These include reduced per lot
requirements for road and paving, and lower costs for pipe, wire and drainage
provision. It said that, according to a Travers Morgan study, lot shape and size
are key determinants of the cost of land development. The Department noted that:

... for lots in lower price markets, cost reductions are best achieved by reducing lot
frontage because the quantity of infrastructure is generally proportional to length of road.
(Sub. 85, p. 83).

The Department also quoted evidence from Woodhead (1991) that, in Adelaide,
the costs of roads, stormwater, water, sewerage and electricity were separately
and collectively cheaper for a lot of 300 square metres than for a lot of
560 square metres. It said that studies which have looked at the costs of providing
infrastructure have generally concluded that lot size has the greatest impact on
costs per lot.

The Australian Capital Territory Government said:

... that medium density development in new areas contributes to a more efficient use of
land and infrastructure and reduced urban sprawl. More particularly, medium density
redevelopment in existing areas both reduces the demand for the housing component and
other land associated with population growth (e.g. open space, roads, retailing centres) at
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the fringe and leads to a more efficient utilisation of existing infrastructure (Sub. 136,
p. 5, emphasis in the original).

Several participants also referred to the sensitivity of third party costs to changes
in density (see box 2 in relation to air pollution and appendix F). Neutze claimed
that while low density developments were sometimes seen as environmentally
harmful because of the area of land used and larger travel times, there were
environmental advantages:

... there is more scope for absorption of storm water on site or in open spaces and there is
more opportunity for recycling organic wastes through composting. ... Furthermore, at
low densities damaging and unhealthy concentrations of air and water pollution are less
likely to occur (Sub. 12, p. 6).

In response, the DHHCS noted that:

... the tendency to develop medium density housing in an integrated fashion provides
opportunities to use common space for retention basins to manage storm-water run off, an
option not generally available in large lot individual development, unless even further
space is provided for this purpose. Similarly, the relationship between density and
transport use would more than rebut the claims that low density [is] less likely to have
“unhealthy” concentrations of air pollution, a factor more frequently associated with
industry location and topographic and climatic conditions (Sub. 155, p. 13).

Vintila said that certain third party costs are worse for low density cities which
rely more heavily on cars and which discourage alternative transport modes. He
said that, among other things, greenhouse gas problems are exacerbated; a variety
of ‘local destructive’ traffic impacts — including visual and noise pollution,
severance and safety — ‘bite more deeply’; and that ‘urban vitality and
conviviality’ are compromised (Sub. 158, pp. 14-15).

A number of studies have examined the sensitivity of infrastructure costs to
changes in net residential density. Hughes Trueman Ludlow et al’s study (1991)
of urban consolidation in Sydney shows that economic infrastructure costs are
sensitive to increases in net residential density (see tables 4, 7 and 8 in this
chapter).
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Box 2: Air pollution, location and density

The degree of air pollution can be affected by population density, topography and climate. The
Hawkesbury basin, an area projected for Sydney’s urban expansion, provides an example of
their interaction. The CSIRO reports that the basin can import pollution when certain weather
patterns arise:

... streams of polluted air flow a little way out to sea but with the commencement of the sea breeze the
pollution can be brought inland again, picking up a second dose of emissions as it makes its way across the
city back towards the Hawkesbury Basin. Thus the Hawkesbury Basin is both a source and receptor region
for airflows ... influenced by the pollutant emissions from the rest of Sydney (Johnson 1991, p. 49).

Therefore, a shift away from the basin in favour of greater urban consolidation in south or east
Sydney may still create pollution emissions for basin residents.

More generally, however, many argue that urban consolidation achieves better environmental
outcomes — including for air quality — than low density development. Newman and Kenworthy
(1989) said that fringe expansion contributes to over-provision for and over-dependence on cars
and that this exacerbates air pollution problems. Urwin and Searle (1991) said that low density
development increases air pollution by reducing the viability of public transport. The DHHCS
said:

The sprawling form of Australian cities both derives from and has created a profound dependence on

private motor vehicles for commercial, commuter and domestic uses. ... The use of private motor vehicles
also has significant implications for energy consumption and air and noise pollution (Sub.85, p. 29).

Others have pointed to positive environmental aspects of the existing urban structure (see
appendix F). Neutze said that claimed reductions in air pollution from urban consolidation were
simplistic, as they assumed that employees worked in the city centre and lived in the suburbs —
part A of this report presents information which indicates that a high degree of intra-suburban
commuting is now occurring. Neutze argued that urban consolidation could result in less intra-
urban decentralisation of jobs and services with little effect on the total volume of travel.
However, Vintila said that evidence from the United States (Cervero and Landis 1992) showed
that employment dispersal had only minor effects on average commuting distances but trebled
total vehicle kilometres travelled. This arose because of a switch from travel by public transport
to car (Sub. 158, p. 9).

Outcomes for air quality from urban consolidation are difficult to predict given that much would
depend on the (unknown) behaviour of future residents. Moreover, a number of other
environmental questions emerge such as the effect of greater paved and concreted areas per
hectare, such as occur with density increases, on urban run-off and stormwater disposal.
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Table 7 shows connection and augmentation costs for different densities of new
dwellings in Bankstown in Sydney. Most of the costs are for connection to
existing services, but augmentation of sewerage systems would be required
because of topography. Augmentation of the telecommunications network would
also be required if high density development were to be carried out. Costs per
dwelling decrease until net residential density reaches 50 dwellings per hectare;
further increases in density lead to increased costs largely because of the
augmentation costs associated with installing telecommunications.

Table 8 presents estimates of the sensitivity to lot size of the costs of
infrastructure provided in fringe locations by public authorities and by
developers, which indicate significant cost savings.

Table 4 presents another perspective of the impacts of increasing density in the
inner and outer parts of Sydney. Increases in net residential density in the urban
consolidation study sites do not have a significant impact on the cost differences
between fringe and urban consolidation sites. For example, increasing density
from 18 to 50 dwellings per net hectare increases the cost difference from
$28 851 to $30 684 per dwelling (assuming an 840m2 lot in Rouse Hill). On the
other hand, there appears to be a greater impact on the cost difference from
increasing density at the fringe site. For example, assuming a density of
18 dwellings per hectare in one of the urban consolidation sites, the cost
difference from reducing lot size at the fringe (Rouse Hill) falls from $28 851 to
$17 038 per dwelling.

Overall, Hughes Trueman Ludlow et al’s estimates suggest that there are more
significant cost savings per lot from increasing density at Rouse Hill compared
with the two urban consolidation sites. This could be because the study focused
on necessary outlays at these sites. If there are significant attributable costs of
spare capacity, the savings from increasing density at the urban consolidation
sites may be quite different from those reported in tables 4 and 7.

Sinclair Knight’s (1993) study for Brisbane examined the present value of capital
outlays under three different scenarios about net residential density. Their results,
presented in table 9, show that increases in the densities of the three fringe
development study areas were associated with reductions in the costs per
household of providing infrastructure to those areas. In relation to the three urban
consolidation study areas, however, there are cost increases from the base case
density scenario to the higher density scenarios which generally reflect the costs
of augmenting existing capacity. Sinclair Knight noted that it is more ‘cost-
effective’ to develop areas at the fringe at a higher density now than to develop at
lower densities and consolidate at a later date.

Once again, the Sinclair Knight estimates are only a guide to cost savings from
increasing density at all the sites considered. Because of the focus on outlays, the
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reductions in costs from increasing density at existing sites may be understated to
the extent that attributable costs of any existing spare capacity are not included.

Table 7. Hughes Trueman Ludlow: total capital costs of economic
infrastructure associated with urban consolidation in
Sydney, 1989-90 ($ per dwelling)

Infrastructure Bankstown

Number of dwellings per ha

18 25 50 150
Sewer
connection 830 332 160 90
augmentation 0 235 503 585
Water
connection 800 400 230 160
augmentation 0 0 0 0
Stormwater? 0 0 0 0
Gas 353 180 92 31
Power 200 180 104 312
Telecom
connection 500 250 125 93
augmentation 0 0 139 416
Total 2 683 1577 1353 1687

a This assumes that there were no public infrastructure drainage connection or augmentation costs associated
with potential urban consolidation developments at these sites.
Source: Hughes Trueman Ludlow et al 1991, p. 53.

Table 8: Hughes Trueman Ludlow: sensitivity of total capital costs
of economic infrastructure in Rouse Hill to lot size,

1989-90
Average lot size 8 per lot
840m?2 31534
660m2 28 026
450m?2 19 721

Source: Hughes Trueman Ludlow et al 1991, p. 46.
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Table 9:Sinclair Knight: sensitivity of present value of total capital
costs of infrastructure to net residential density for
Brisbane, 19922

Area Base case scenario Medium density scenario Medium/high density
scenario
dwellings 8 per dwellings $ per dwellings $ per
per ha household per ha household per ha household

Existing areas:

Highgate Hill 28 7 600 35 10 700 40 9900

Fairfield 16 6 000 20 8500 25 7300

Cannon 16 13200 20 14 900 25 15200

Fringe areas:

Taigum 10 32700 16 22 900 20 21300
Rochedale 10 28 500 16 21700 20 19 700
Ormeau 10 38000 16 29200 20 26 700

a Based on twenty year development period at 6 percent real rate of return in 1992 dollar values.
Source: Sinclair Knight 1993, table 4.8

2.5 Summing up

The costs of providing infrastructure and services can vary greatly within urban
areas. This is supported by evidence from several cities and is particularly true
for the provision of economic infrastructure and services. Capital costs or outlays
(laying pipes, constructing roads) and, to a lesser degree, recurrent costs
(pumping water and maintaining roads) vary with location. So too do
environmental and other third party costs.

The outlays involved in adding new users to the network will generally be lower
in built-up areas where there is genuine excess infrastructure capacity than in
fringe areas. A number of studies confirm this. They also show that the extent of
cost savings can be very site-specific. Where bottlenecks in some services exist,
the costs of rectifying them in inner areas can be high, and should be offset
against 