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Preface

This Research Memorandum presents the results of econometric modelling of the relationship between infrastructure and productivity growth in Australia. The project was initiated as part of the stream of research on Australia's productivity performance in the Commission's supporting research program. It was an extension of the modelling exercise of Shanks and Zheng (2006), who undertook some preliminary analysis of infrastructure as part of their investigation of the effect of R&D capital on MFP.

The objective of this study was to improve on implausibly-large estimates of the productivity-enhancing effects of infrastructure found in previous studies. This study could take advantage of additional available data, improved infrastructure services measures and a wider range of estimation and testing procedures.

However, despite the advances in data and methods, the research was unable to generate robust results that were more credible. It represents a comprehensive demonstration that aggregate time series analysis still appears to have severe limitations for the examination of the infrastructure spillovers to productivity. The research has also identified some key modelling issues — such as incorporating spatial dimensions into more disaggregated analysis and incorporating utilisation/congestion — that may improve the quality of the results. The paper is being made available to assist other researchers in future work on this topic. However, Research Memoranda are internal working documents, designed to record the development and results of research conducted to support other activities of the Commission, and are not for quotation or citation without permission.
This paper was developed and written by Sid Shanks and Paula Barnes under the general direction of Dean Parham. Tony Kulys and Tracey Horsfall assisted in the preparation of the paper.

The Australian Bureau of Statistics provided vital assistance through the provision of unpublished data. In particular, Derek Burnell and Cedomir Pilipovic provided significant help with data. Helpful comments were received from Kevin Fox of the University of New South Wales, and Chris Sayers, Chris Chan and Jonathan Pincus of the Productivity Commission.

The views expressed in this paper are those of the authors and do not necessarily reflect those of the Productivity Commission. 
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