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Executive summary

Regional capitals are substantial contributors to Australia’s national economic performance and
play an integral role in the social wellbeing of hundreds of regional and rural communities.

They are sizeable. In 2014, more than 4 million people lived in 50 regional capitals with another 4
million people living in surrounding areas. Regional capitals represent 15 per cent of Australia’s
total population and together contribute more than $225 billion annually in Gross Regional
Product, and they can do more.

Regional capitals are diverse. They vary in industry diversification and performance, social
demographics, distance to other populations, commercial centres, environmental challenges and
community resilience.

Given the huge diversity of regional capitals, it is very clear that statistics do not define regional
capitals. But they all share one common feature.

Regional capitals serve as hubs for larger regional areas. They provide their own communities
and those in smaller surrounding communities access to education, jobs, personal and
professional services, recreation and opportunities for cultural participation along with a host of
other amenities that are essential to support strong and vibrant communities across entire
regions.

Regional capitals also act as staging points for industry sectors such as agriculture,
manufacturing, construction and mining, providing the physical infrastructure to support these
income generators.

Ports, airports, rail and road connections, processing plants, freight and logistics centres and
research facilities all play an invaluable role in exporting raw materials and finished goods from
our regions to other markets, both domestic and international. Improving the performance of
regional capitals will means growing social and economic infrastructure to handle more outputs
in goods and services.

In stark contrast to regional Australia as a whole, the demographics of regional capitals largely
mirror national population trends. Over the past decade, the population of regional capitals have
kept pace with national population growth: they are growing, not shrinking. In fact, 25 per cent
of regional capitals are growing faster than the national average.

Despite this growth, productivity in regional capitals is generally lower than the national average.
Major drags on productivity have been identified as shortages of infrastructure and weaker
education and skills attainment. Year 12 completion rates are lower than the national average in
regional capitals and nearly all regional capitals have a lower tertiary entrance rate than the
national average. An increasingly skilled workforce will be a more productive workforce.

Fundamental to improving productivity is increasing employment participation. From mid-2007
to mid-2014, 21 regional capitals saw employment participation decrease.

Regional capitals require a combination of physical infrastructure and the services infrastructure
that play such a critical role in attracting and retaining workers and their families. Access to
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health services are not simply key in attracting people to live in regional capitals however, they
are critical in supporting productivity and economic participation.

The Business Council of Australia and Infrastructure Partnerships Australia have estimated
Australia's current infrastructure deficit at anywhere between $450 and $700 billion. Australia’s
population is predicted to grow to 40 million over the next 50 years. With much of this growth
set to occur in metropolitan capital cities, the Bureau of Infrastructure, Transport and Regional
Economics has estimated the social costs of metropolitan city congestion will reach $20.4 billion
by 2020. Of the $11 billion-worth of projects on Infrastructure Australia’s National Priority List
deemed ‘Ready to Proceed,’ all are aimed at reducing the productivity-choking congestion in
major metropolitan cities.

Addressing the differences in these economic measures and driving up regional capitals’
productivity performance will drive economic growth. Stronger economic growth in Australia’s
regional capitals will in turn drive improvements in Australia’s overall economic performance.

Regional capitals already contribute significantly to Australia’s economic performance but stand
ready to do more.

Despite this contribution to national economic wellbeing, the Australian Government does not
currently:

= recognise the key role regional capitals play in a distinct and essential element of
successful regional development policy;

= provide a consistent source of funding that can be used for infrastructure to support
strategic regional economic growth (other than roads funding); or

= acknowledge that both services infrastructure and physical infrastructure are essential to
improving productivity in regional capitals.

Whilst regional capitals share some characteristics, they are not interchangeable and every
regional capital has its own distinctive characteristics. Looking at regional capitals through a
single filter is as inappropriate as applying an Adelaide ‘blueprint’ to Sydney.

Regional capitals have a great, although under-developed, platform for growth, but their
economic performance can’t be improved without a specific focus from government.

Regional capitals deserve a place in national policy that includes a strategic approach to funding
that flexibly and systematically delivers on the specific service and physical infrastructure needs
of each regional capital and their region.

A common understanding of the policies needed to solve the wider economic and social
problems of the regions is critical to ensuring that we deliver on the opportunities inherent in
them and drive longer term economic growth.

Each regional capital requires a multi-dimensional and targeted approach that builds on regional
assets and opportunities that will deliver long term strategic value to not only the regional capital
itself but to also to the wider region it serves.
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Recommendations

The Australian Government review its regional infrastructure investment program with a view to
changing acceptable application criteria to a basis in strategic importance instead of just
population and demand for services.

Infrastructure funding should:

= be based on strategic investment designed to develop an area's most productive activities
rather than the current subsidy approach.

= foster greater innovation within and between regional businesses to improve their
productivity and competiveness

= be strategically invested to achieve social and environmental objectives for particular regions
to build ‘social capital’, providing local economies with the community amenities and
support services vital to support their growth, such as essential high-speed internet and
mobile connectivity

= shift from a sectoral to a territorial policy approach, including attempts to integrate the
various sectoral policies at regional and local levels and to improve co-ordination of sectoral
policies at the national government level.

= encourage private sector investment (i.e., super funds, etc) to invest in regional capitals via a
range of incentives

= strategically link regional capitals to global markets
= enable lower business costs

The Australian Government improve funding parameters to improve the skill base of the labour
force in regional capitals also improves productivity, enhancing participation and employment
growth.

] Recognition of regional capital skills institutions and universities to fill in-demand jobs
sectors should be included in higher education policy.

The Australian Government work with other levels of government to identify partnership-based
initiatives that encourage sustainable and appropriate population growth in regional capitals.

] The role of regional capitals needs to be included as a framework for policy decisions.

The Australian Government actively engages with regional capitals during its policy and program
development process, recognising:

= the economic and social wellbeing of regional capitals directly influences the prosperity of
the broader region

= All regional capitals are different and require place based solutions that suit each region’s
broader dynamics

The Australian Government investigates and builds evidence base of how regional capitals can:

] improve local government coordination and strengthen regional and local governance
capacities
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] improve knowledge about how the selection of projects and implementation can enhance
investment outcomes.

] increase the use of partnerships between public, private and voluntary sectors in the
development and implementation of local and regional policies.

The Australian Government improve the health services available to regional capitals by:

] ensuring availability of core services, including [initial] level oncology

] providing greater access to tele-health in regional areas so that it at least aligns with
metropolitan usage

] guaranteeing certainty of funding to enable the effective establishment, rollout and
evaluation of health programs

The Australian Government actively monitors the demand for aged care services in regional
capitals, and develop specific place-based strategies to support the need for services to support
older Australians living in regional capitals.
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Demographic trends and the changing
role of regional capitals

What is a regional capital?

Australia’s regional capitals are cities that form a functional role. They provide jobs, act as major
trade access points, health care, education, government services and general amenities to their
immediate population, and to outlying towns and rural communities.

Regional capitals are not defined statistically, but by the role they
play in their wider region.

This is the hub and spoke model of regional development.

Regional capitals are diverse. Located on the coast, Broome has a
population of 15,000 people, while inland Bendigo has just over
100,000 residents.

Regional Capitals Australia has identified 50 local government
areas as being regional capitals. More than 4 million Australians

live in regional capitals covering almost 400,000km? across every
state and territory.

Evolution of regional capitals

Australia's settlement patterns have changed substantially over the past 100 years.

As the cost of communications and transport has fallen, and new technology evolved particularly
in agriculture, rural settlers began shifting into urban environments, either to metropolitan
capitals or to larger country towns.

The growth of regional capitals has not been an overnight sensation.

Many Australians have shunned the larger capital cities opting to stay in regional towns that
provide all the necessary employment, social amenities, education opportunities, retail and
service requirements.

Amenity is also a very significant motivator with people simply preferring a 'regional’ lifestyle
over that offered by busy and congested state capitals.

These cities have gradually evolved into regional capitals that now operate as part of larger
geographic area. The economic and social wellbeing of regional capitals today has a direct, and
positive, impact on the broader region.

People now have choices; they don’t have to live where they work.
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Strategic importance of regional capitals

Regional capitals are now a permanent feature of the Australian economy, playing a very
substantive national role:

e $225 billion in economic output as measured by Gross Regional Product, representing 15
per cent of total economic output

* Alabour force of more than 2 million people

* A collective industry and employment structure that generally reflects the national
economy

* 40 per cent of Australia’s exports are produced in regional Australia, with much of this
passing through regional capitals

The benefits generated by regional capitals are not just linked to economic performance
indicators either. Regional capitals:

* take pressure off the metropolitan cities which are increasingly congested with
infrastructure backlogs in unsustainable
urban sprawl;

Australia’s regional capitals

* already have substantial physical
infrastructure that can be upgraded or
expanded to increase utilisation;

* in northern Australia have faster freight
access to south east Asian countries (with
combined population of 500 million+) than
they do to Melbourne, Sydney or
Brisbane;

* have developable land that can
accommodate additional residential and
business demand. Existing residential
house prices are affordable and are
generally 20-30 per cent lower than state
capital land prices;

* play an agglomerating role for regional Australia creating greater business efficiency and
increased productivity;

* are an efficient and sustainable model of growth; and

further diversify the national economy, reducing the reliance on just two or three cities.

While regional capitals are already a story of achievement and contribution, they also provide an
existing platform for a new wave of national economic growth.
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Population, Participation and Productivity
Living standards of an economy as measured by Gross Domestic Product (GDP) per person are
determined by the three Ps.

The ‘3 Ps’ framework breaks GDP per capita into three components — population, participation

and productivity.

Population of working age /

|
Workforce participation rate |

Unemploymentrate | Participation

Living

' P it
Average hours worked Pl GDP per capita Stadards

Multifactor productivity | Productivity

Capital intensity /

Figure 1 Source: 2003-04 Budget Papers, Budget Paper No. 1

Population contributes to living standards through the proportion of the population of working
age.

Participation contributes to living standards through the number of hours worked by those of
working age.

Productivity contributes to GDP per capita via the efficiency with which production occurs for a
given labour force.

While it is difficult to change demography through regional development, wider demographic
trends, such as the ageing population, and national trends shape a region’s competitive position.

Areas facing more significant changes in demographic trends will experience negative effects

more acutely.
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Population size and growth

Australia’s regional capitals have an estimated resident population of 4,026,954 in 2014 or
approximately 15 per cent of Australia’s total estimated resident population of 23,490,736.

Regional capitals serve a much greater number than just their population of 4 million people —
nearly 5 million additional residents in surrounding regional areas depend on regional capitals for
essential services.

Regional capitals' share of Australia's total population: 2014

® Australia  ® Regional capitals

Figure 2 Source: Australian Bureau of Statistics.

Regional capitals experience roughly the same population growth rate as Australia. They could
accommodate much greater population growth however and help alleviate congestion pressure
in major metropolitan cities.

Annual population growth rate

2.50

2.00 N

1.50

per cent

1.00

0.50

0,00 T T T T T T T T T 1
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Australia Regional capitals

Figure 3 Source: Australian Bureau of Statistics.
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The above figure clearly shows that population growth in regional capitals broadly reflects the
Australia’s growth trend.

In fact, 25 per cent of regional capitals are growing at a higher rate than Australia’s average.

Regional capitals with average annual population growth rates
greater than Australia: 2004 to 2014*
4.50
4.00
3.50
3.00
2.50
2.00
1.50
1.00
0.50

average annual growth rate, per cent

0.00

Figure 4 *Australia average annual population growth rate over 2004 to 2014 was 1.66 per cent.
Population density and agglomeration economies

Population density is the number of people per square kilometre and is important because
greater density promotes the formation of agglomeration economies. Large populations attract a
diverse range of businesses, which find it convenient to be located near other relevant
businesses, hence forming agglomeration economies.

The benefits of agglomeration economies are:

= Direct effects (inter-firm cooperation, local information spillovers or venture capital
provision by incumbents) between existing firms in an industry;

= Indirect effects (accumulation of human capital, industry-tailored infrastructure or
political support), where firm activities improve production conditions for existing agents
and facilitate new firm entry; and

= Cross-industry effects where a supplying industry relies on the growth of its customer
1
sector.

! Brenner T (2000) The Evolution of Localised Industrial Clusters: Identifying the Processes of Self-
Organisation. Working Paper No. 0011. Max Planck Institute for Research into Economic Systems, Jena
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Larger markets such as regional capitals allow firms to develop and benefit from economies of

scale and encourage entrepreneurship and innovation. A small residential population and low

numbers of local businesses can reduce economic opportunities and limit business growth.

Moreover a stable population growth supports the formation of social capital: resilience,

interconnections between residents and community goodwill.

However, according to leading economists, agglomeration economies have a limit, or carrying
capacity. After a certain point, minimal benefit is generating by increasing growth in major
metropolitan cities because congestion outweighs any productivity gains from business
clustering.

Dr Kerstin Press wrote in her landmark work, A Life Cycle for Clusters? The Dynamics of
Agglomeration, Change, and Adaption, “Due to congestion effects, firms do not always benefit
more from agglomeration economies the greater their number. Once the size of the cluster
exceeds a threshold value, they come to outweigh agglomeration economies and a growth

. . 2
constraint sets in.”

Australia’s population is predicted to grow to 40 million Population density (2014)

over the next 50 years with much of this growth predicted Number of persons per square km
to occur in Australia’s metropolitan capitals. The Bureau of

Infrastructure, Transport and Regional Economics has NG EEd .

. . . . . Mount Gambier
estimated the social costs of metropolitan city congestion Pa|
will reach $20.4 billion by 2020.3 AiMEISEon

Bunbury

The table to the right shows clearly that the population Port Lincoln
density of regional capitals far exceeds Australia’s Melbourne 430
population density with many regional capitals having Sydney 380
more people per square kilometre than the two biggest Australia 3.2
cities. Figure 5 Source: Regional Australia

Institute

Congestion is a major problem in Australian cities, choking

productivity. Of the $11 million worth of projects on Infrastructure Australia’s National Priority
List deemed ‘Ready to Proceed,’ all are aimed at reducing congestion in major metropolitan
cities.”

Regional capitals are on the upward trend of benefitting from agglomeration economies while

not yet constrained by the congestion choking growth in major metropolitan cities.

Adopting policies and programs that further encourage the projected increase in population
growth in regional capitals can assist in reducing capital city congestion costs, allowing
metropolitan cities to operate more productively.

% Press K. (2006) A Life Cycle for Clusters?: The Dynamics of Agglomeration, Change, and Adaption. Physica-
Verlag, Heidelberg. p26

* Bureau of Infrastructure, Transport and Regional Economics 2007, Estimating urban traffic and conges
on cost trends for Australian cities, Canberra, p. xv.

4 Department of Infrastructure and Transport. https://www.nics.gov.au/Home/PriorityProjects. Accessed
28 April 2015
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Working age population trends and population ageing

Life expectancy, fertility rates and migration flows are the key determining factors underlying all
populations. Population ageing poses a risk to the economic performance of an economy
because it lowers labour force participation and puts stress on the services and infrastructure
that serve an older population.

The higher the dependency ratio: seniors (65+ years) as a proportion of the
working age population (15-64 years), the lower the labour-force
participation rate, slowing economic growth.

A majority, or nearly 70 per cent, of Australia’s 50 regional capitals have senior dependency
ratios above the national average dependency ratio of 21.2 per cent. For some regional capitals,
the senior dependency ratio is above 30 per cent — indicating that, for every 10 people of working
age, there are three people 65 or older in that economy.

Population ageing: senior dependency ratios

Seniors (65+ years) as a per cent of the working age (15-64 Per cent
years) population: 2012

Port Macquarie-Hastings 43.7
Shoalhaven 39.9
Fraser Coast 37.1
Ballina 36.0
Bundaberg 331
Wangaratta 31.7
Gosford 31.2
Wyong 31.1
Devonport 31.0
Coffs Harbour 29.2
Horsham 28.7
Albany 28.4
Tamworth Regional 27.3
Greater Geelong 26.4
Mildura 26.1
Port Lincoln 25.6
Warrnambool 25.4
Wollongong 25.1
Mount Gambier 24.8
Greater Bendigo 24.7
Toowoomba 24.6
Latrobe 24.5
Launceston 24.2
Albury 23.8
Greater Shepparton 23.5
Ballarat 23.3
Bunbury 22.7
Newcastle 22.6
Lismore 22.5
Orange 22.5
Dubbo 22.4
Cessnock 21.9
Bathurst Regional 21.8
Rockhampton 21.5
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Figure 6 Source: Regional Australia Institute, Insight Database 2014

Australia’s population as a whole is ageing, but these statistics show that regional capitals will
bear the brunt of the infrastructure squeeze associated with an ageing population and a
corresponding decline in the working aged population. Regional capitals are at the forefront of
this demographic shift.

The chart below compares the annual growth rate in the working age population for all regional
capitals to Australia as a whole.

It shows that, from 2002 to 2008, the growth rate in the working age population for regional
capitals exceeded that of Australia. However, since 2008, the regional capital growth rate has
consistently been lower than that of Australia.

Working age population annual growth rates
2.50
2.00
1.50 _J
1.00
0.50

0.00

annual growth rate, per cent

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Australia Regional capitals

Figure 7 Source: Australian Bureau of Statistics.

Labour force participation

Labour force participation is the second of the three Ps that determines an economy’s living
standards. Participation depends partly on the working age population and degree of population
ageing.

Approximately 50 per cent of the regional capitals have experienced either a small rise or an
absolute decline in labour force participation rates from mid-2007 to mid-2014.

Over this time, the national labour force participation rate rose by 1.5 percentage points, from
63.9 per cent to 65.4 per cent whereas for 21 regional capitals over the same period, labour force
participation declined.
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Percentage point change in labour force participation rate: June 2007

to September 2014
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Figure 8 Source: Australian Bureau of Statistics.

How can the participation rate be improved?
According to Federal Treasury analysis,” the best way to improve the participation rate is through
education:

“A key aspect of improving participation will be to ensure that all those who wish to
participate have the capacity to do so. This will involve ensuring that our education system
provides adequate and relevant training to equip our workers with the skills they require.”

Education to improve participation is all the more important in regional capitals where Year 12
completion rates are a full 10 per cent below that of Australia as whole.

> Australian Department of Treasury:
http://demographics.treasury.gov.au/content/_download/australias_demographic_challenges/html/adc.a

sp
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60% 529 Educational attainment and job type
0
0,
>0% 42% 42%
40% 36% 35%
0, 0,
31% 31% 29%

30%
20%
10%

0%

Year 12 Completion  Degree or above % Employed in % Employed in
Rates (2011) Education (2011) manual occupations  professional and
(2011) managerial

occupations (2011)
Regional Capitals M Australia

Figure 9 Source: Essential Economics 2014 RCA Issues and Positioning Paper (based on ABS data)

Regional capitals have in-demand services and careers that suffer from the inability to effectively
attract highly skilled workers. Upskilling the existing working age population to meet this demand
would better align job provision and service demand, improving the participation rate and
Australia’s economic performance.

Productivity

The final of the three Ps that determines an economy’s economic performance is productivity.

Productivity is a measure of how efficiently people combine resources to produce goods and
services. Productivity can be measured as goods and services produced per hour worked, per
worker employed or per combination of labour inputs and capital inputs (this is known as
multifactor productivity).

Given the lack of reliable data on hours worked in each regional capital, productivity is defined
here as Gross Regional Product (goods and services produced) per worker employed.

A higher level of productivity means that, on average, a regional capital is more efficient at
transforming resources into goods and services. This efficiency is a source of competitive
advantage because goods and services can be produced at lower cost as well as a source of
higher incomes and wages (because more productive workers tend to get paid higher wages).

Productivity measured by Gross Domestic Product per worker employed grew by an average
annual rate 2.05 per cent in Australia from 2010-11 to 2013-14.

Over the same period, productivity measured by Regional Product (the regional level equivalent
of gross domestic product) per worker grew by less than 2 per cent on an average annual basis
for 33 of the 50 regional capitals. Moreover, for 11 of these 33 regional capitals, productivity
actually fell —indicating that these economies became less efficient over this three-year period.

17
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Productivity: gross regional product per worker 2010-11 to 2013-14
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Figure 10 Source: The Agenda Group calculations based on id.Indicators series data

How can productivity be improved?

If Australia’s economy is to continue to thrive, strategic infrastructure investment needs to better
equip regional capitals to reach their full productivity potential.

The Australian Government has outlined five drivers® of productivity that if applied with regard to
the strategic importance of Australia’s regional capitals, could boost national output.

Drivers of population, participation and productivity

1. Effective cross-sectoral and intergovernmental partnerships (including through place-
based approaches) and integrated regional planning

2. Human capital, particularly education and skills

3. Sustainable communities (economically, environmentally and socially) and
population growth

4. Access to international, national and regional markets
5. Comparative advantage and business competitiveness

This submission aims to address all these interconnected drivers of economic prosperity and
proposes an integrated planning approach with a range of policy measures and incentives
acknowledging the vital strategic role that regional capitals play for Australia.

e Department of Regional Australia, Local Government, Arts and Sport, Regional Economic Development
Guide (2013).
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Current funding to regional capitals

The purpose of infrastructure funding

Infrastructure investment is either directed at accommodating existing population growth and
demand for services, or promoting future economic growth.

The vast majority of current infrastructure funding is aimed at reducing congestion clogging in
major metropolitan cities and urgently repairing decaying regional roads, rather than to
strategically promote future economic prosperity.

Infrastructure investment could be designed to enhance private sector infrastructure investment
and to support a range of economic, community, environmental and social projects.
Infrastructure investment contributes to the productive stock of capital in regional economies
which in turn assists growing output and productivity.

Strategic investment programs aimed at economic, environmental and social objectives for
specific regions are also important to build ‘social capital’ within regional capitals — that is,
providing the community with the amenities and support services that are essential for local
communities and vital to attracting new industries and workers to regions.

Regional capitals have access to other Australian Government programs that are not region-
specific. These include the Industry Innovation and Competitiveness Agenda which focuses on
providing the right economic incentives to enable businesses, big and small, to grow through,
apart from better quality economic infrastructure:

= A lower cost, business friendly environment;
= A more skilled labour force; and
] Industry policy that fosters innovation and entrepreneurship.

It is funding in these areas that complements infrastructure and community based programs. It is
also necessary for regional capitals to improve their economic prospects and living standards.

Red tape and regulatory barriers are a significant constraint on regional growth and Australia’s
small businesses who are our largest employers. Work needs to continue to address these.

Returning to the three Ps framework, funding that delivers a lower cost business environment
and fosters innovation enables regional businesses to improve their productivity and
competiveness.

Funding to improve the skill base of the labour force in regional capitals also improves
productivity as well as enhancing participation and employment growth. Together, supporting
these areas can also promote the retention and attraction of the working age population.

Infrastructure funding is about much more and affects much more than simply roads and bridges.
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Infrastructure funding and different levels of government

All three levels of government in Australia play a role in funding regional capitals and regional
economies, but the interaction of different funding streams and mechanisms across the various
levels of government is complex and varies greatly in implementation from program to program.

Regional development

All three levels of government have policies and programs in place to promote regional
development and sustainability. For example, the Australian Government has its Regional
Development Australia (RDA) initiative which is a national network of 55 committees. This
network comprises of local leaders who work with all levels of government as well as business
and community groups to support the development of their regions.

State Governments have regional development agencies and authorities that coordinate and
facilitate funding for regional economies. For example, Regional Development Victoria (RDV) is
the lead agency within Victoria for developing rural and regional Victoria.

Local governments play a crucial role in funding regional capitals and also provide a number of
services for regional economies, such as:

= Infrastructure, including local roads, bridges, waste management;
] Provision of social infrastructure — for example recreation facilities;
] Health services such as water and food inspection, immunisation services (in some

areas); and
] Community services, including aged care and accommodation and welfare services.

In the Australian Bureau of Statistics research paper ‘Review of Regional Development
Australia Committee Regional Plans, 2013’, the significant threat identified by nearly 40
regions was reliance on one or a few main industries and the corresponding need to diversify
its economy.

Local governments are ill-resourced at present to make substantial investment into shifting
economic issues. With regional development programs acknowledging the significant
economic development role regional capitals play, regional capitals could align to procure
positive loan rates for infrastructure investment and attract investment into productivity-
boosting infrastructure from super funds.

Current Australian Government funding

The Australian Government provides infrastructure investment and grants programs to local
government in the following areas:

Current Australian Government funding directed to regional development
Infrastructure funding

. Investment Road and Rail Program: The Investment Road and Rail Program targets projects on the National
Land Transport Network.

. Black Spot Program: A program that aims to improve the physical condition or management of hazardous
locations.
. Heavy Vehicle Safety and Productivity Program: A program to deliver improved safety and productivity
20
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outcomes for the heavy vehicle industry.

. National Smart Managed Motorways Program: The objective of the Program is to deliver more efficient
motorways.
. National Highway Upgrade Program: The Program will provide jurisdictions with funding towards priority

improvements to Australia's key national highway networks.

. Roads to Recovery: A program to address the problem of local roads reaching the end of their economic life,
and their replacement being beyond the capacity of local government.

. Transport Development and Innovation Projects: Provides funding for land transport research, intelligent
transport initiatives and corridor studies.

. Bridges Renewal Program: A program that aims to upgrade our nations deteriorating bridges to improve
productivity, safety and community access.

Grants programs
. National Stronger Regions Fund: The National Stronger Regions Fund will provide $1 billion in funding over five
years for infrastructure projects in Australia’s regions.

. Indian Ocean Territories Community Development Grants Program: community and economic and social
projects which contribute to the development and community amenity of the Indian Ocean Territories of
Christmas Island and the Cocos (Keeling) Islands.

. South Australia River Murray Sustainability Program (SARMS): commits $265 million of Australian Government
funding to the South Australian Government to support a healthy working Murray-Darling Basin.

. Community Development Grants Program: supporting needed infrastructure that promotes stable, secure and
viable local and regional economies.

. Latrobe Valley Economic Diversification Program: up to $10.85 million to two infrastructure projects to support
economic diversification in the Latrobe Valley in Victoria.

. Tasmanian Jobs and Growth Package: $106 million in funding for projects which support the economic
development of Tasmania.

© Drought support: $320 million for financial, social and mental health support to drought-affected farm families
and businesses.

Figure 11 Source: Department of Infrastructure and Regional Development.

The Australian Government has funded or committed to fund a number of projects for the 50
regional capitals across Australia, including infrastructure that covers several adjoining regions.

Using publicly available data from the Department of Infrastructure and Regional Development,
the total amount of infrastructure funding for regional capitals over the two financial years
2013-14 and 2014-15 was $215,470,053.

This sum is comprised of projects from the following programs*:

= Black Spot Projects ($166.6m pa);

= Heavy Vehicle Safety and Productivity Program;
=  Plan for the Future - Building Australia Fund;

= Bridges Renewal Program;

® |nvestment Road and Rail Program; and

= Roads to Recovery Program ($350m pa).

*excluded Investment Road and Rail and Plan for the Future projects as they stretch over multiple LGAs and states so as not to
double-count and conflate figures

Within the Investment Road and Rail Program and the Plan for the Future — Building Australia
Fund there were a few major billion-dollar projects affecting regional capitals over those two
years. Added to the roads funding from the Black Spot Projects and Roads to Recovery funding
above, amounted to total of $10.4 billion spent on hard infrastructure funding over the two years
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of project data available. A quarter of this expenditure went to fund one project: the Bruce

Highway construction.

With $5.2 billion in hard infrastructure funding over the last year, regional capitals produced
$225 billion in Gross Regional Product.

Figure 12 Source: The Agenda Group analysis based on data from the Department of Infrastructure and Regional Development.

Proactive infrastructure funding?

From the above data, it is clear that the only infrastructure that is predictably funded — rather
than ad hoc or application based — is overwhelmingly through two programs: the Black Spot

program and the Roads to Recovery program.

There are a few projects funded across regional capitals through the Investment Road and Rail

Program — the Bruce Highway upgrade in Queensland and the Princes Highway in Victoria, for

example. The vast majority of infrastructure funding to regional capitals, however, is to address
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:::;;T:I Fed direct to LGA funding Regional capitals Fed direct to LGA funding
Albury $7,623,327 Ballarat $3,254,439
Ballina $787,121 Greater Bendigo $3,173,579
Bathurst $17,219,659 Greater Geelong $10,793,941
Regional
Cessnock $1,603,213 Greater $3,569,844
Shepparton
Coffs
$1,298,265 Wodonga $859,075
Harbour
Dubbo $4,609,661 Wangaratta $2,188,802
Gosford $4,376,641 Warrnambool $1,628,096
Lismore $913,483 Mildura $5,390,234
Maitland $1,598,959 Horsham $2,417,745 Vic total
Newcastle $5,452,901 Latrobe $4,580,929 $37,856,684
Shoalhaven $8,321,836 Albany $3,904,599
Orange $1,055,000 Broome $2,670,229
Port
Macquarie- $2,748,841 Bunbury $1,474,582
Hastings
Tamworth $5,037,234 Kalgoorlie/Boulder $2,613,068
Regional
Wagga $2,877,093 Port Hedland $890,300 WA total
Wagga
Wollongong $17,811,960 NSW total | Roebourne $243,663 $11,796,441
Wyong $3,880,174 $87,215,368 | Bundaberg $4,891,311
MounF $762,158 SA total | Cairns $6,215,718
Gambier
Port Lincoln $345,982 $1,108,140 | Gladstone $3,344,937
Devonport $1,177,346 Tas total | Fraser Coast $3,853,351
Launceston $1,960,599 $3,137,945 | Mackay $14,071,170
Alice Springs $1,817,012 NT total | Moreton Bay $14,677,343
Palmerston $1,453,447 $3,270,459 | Mount Isa $1,293,372
Rockhampton $6,553,159
Toowoomba $13,234,466 Qld total
Townsville $2,950,189 $71,085,016
Regional capitals total $215,470,053
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urgent repairs to decaying or dangerous infrastructure, not to generate economic activity and
growth.

Being application-based processes, many of these project streams shift administrative costs of
the projects to regional capital governments.

The National Stronger Regions Fund is arguably the broadest of the regional infrastructure
funding streams. Access to funding is application-based and just $1 billion over five years, or
$200 million per year, is available to be shared across Australia on a matched funding basis. This
is despite the fact that the Regional Australia Institute has found a $15 billion-plus backlog in
community infrastructure in regional Australia.

Better funding basis for regional capitals

Current infrastructure funding is largely reactive to changing economic and demographic trends,
rather than proactively promoting growth. Infrastructure funding, whether that be hard (roads
and bridges) or soft (services, regulatory reform, etc) infrastructure is determined by funding
parameters that overwhelmingly take account of demand for services, which is acting as a de
facto measure of population.

Current regional development funding does not recognise the role of regional capitals as
providing services and infrastructure hubs and gateways to international markets. Moving to
investing in regional capitals based on their strategic importance rather than simply funnelling
funding to outer metropolitan areas choked with congestion would add billions of dollars to
Australia’s economic output.

International evidence from the OECD (2014) suggests that the following should be considered in
7
Australia’:

] A shift from subsidy approach to one based on strategic investments to develop the
area's most productive activities;

] A focus on local factors as a means of generating new competitive advantages, such
as amenities (environmental or cultural) or local products (traditional or labelled);

] A shift from a sectoral to a territorial policy approach, including attempts to integrate
the various sectoral policies at regional and local levels and improve co-ordination at
the national government level;

] Decentralisation of policy administration and, within limits, policy design to those
levels; and
] Increased use of partnerships between public, private and voluntary sectors in the

development and implementation of local and regional policies.

Moreover, the effectiveness of public investment in regional capitals could be enhanced by
recognising that:

" OECD Regional Outlook 2014, Regions and Cities: Where Policies and People Meet, October 2014.
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] Effective public investment requires substantial co-ordination among all levels of
government, particularly when there are overlaps in initiatives between
governments;

] An integrated combination of investments in physical and ‘soft’ infrastructure is

critical to maximise long-term sustainable growth;

] Strengthening regional and local governance capacities from the selection of projects
to their execution can enhance investment outcomes; and

] All regions can bolster capacity, not only lagging ones: all levels of government
should seek to identify their most significant binding capacity constraints and
prioritise reforms.

The benefits of a different approach to infrastructure funding

Additional funding of regional capitals by governments can assist these regional economies to
improve their productivity performance and attract and retain population. It would also
enhance labour force participation through additional employment opportunities.

The following boxes outline case studies that demonstrate the benefits of funding additional
infrastructure expenditure for three regional capitals, based on their population, economic
(industry) structure, demand for services and their strategic importance for the region.

Infrastructure funding can occur through a wider range of means and processes than simply
funding roads through annual programs.

Infrastructure expenditure modelling

Infrastructure investment does not always mean direct spending.

The additional infrastructure expenditure modelled in these case studies may be directly funded
by government, but could also be:

= additional private infrastructure expenditure that takes place because of government
investment;

=  tax cuts or tax incentives, such as those offered to super funds to invest in regional
capitals infrastructure;

= reduction in regulatory barriers and red tape;

= investment in ancillary services; and

* incentives to improve regional capitals access to finance and loans.

Additional infrastructure spending contributes to growing and supporting regional capital
economies by:

Demand side

Additional infrastructure expenditure contributes directly to economic activity, boosting
employment during construction phases and providing another source of economic demand as
the extra income is spent locally.
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Supply side

The additional infrastructure expenditure adds to the productive capital stock of industries

within the regional capital, boosting the capital-to-labour ratio within the local economy. A
higher capital to labour ratio bolsters labour productivity.

Higher productivity lifts wages and employment attracting additional labour force
participation and population growth

Improved productivity from a higher capital-to-labour ratio improves the competitiveness of
local industries and in helps their exports and compete nationally and globally.
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Case study 1: Albury

Benefits of additional infrastructure spending in Albury
Manufacturing is the largest industry in the Albury regional capital, contributing over 25 per cent of total gross product
of the economy, followed by construction and real estate services.

Albury industry share of economy %

Manufacturing 26.34

Construction 10.14 L ) .
Rental, Hiring & Real Estate Services 9.15 A $50 m|II|o.n |n.vestment n
Public Administration & Safety 6.66 manufactu ring infrastructure
Health Care & Social Assistance 6.48 in Albury would prOduce $3'7
Financial & Insurance Services 5.65 billion in Gross Regional
Retail Trade 5 39 Product in year one.
Professional, Scientific & Technical Services 4.62

Wholesale Trade 4.49

Transport, Postal & Warehousing 4.07

Accommodation & Food Services 3.98

Education & Training 3.87

Information Media & Telecommunications 2.44

Electricity, Gas, Water & Waste Services 1.99

Other Services 1.95

Administrative & Support Services 1.61

Agriculture, Forestry & Fishing 0.53

Arts & Recreation Services 0.52

Mining 0.10

Total 100.00

Source: REMPLAN Economy Profile
The largest employment in Albury is in health care and social assistance (13.7 per cent of total employment),

retail trade (12.6 per cent) and manufacturing (12.5 per cent). The manufacturing industry is the top
exporter by value, contributing almost half of total exports from Albury.

Value of exports: Albury SM %
Manufacturing 852.06  49.02
Public Administration & Safety 185.09  10.65
Health Care & Social Assistance 101.86 5.86

Source: REMPLAN Economy Profile

Benefits of additional infrastructure investment

To illustrate the additional benefits, an additional $100 million in infrastructure investment in Albury is
modelled with the assumption that the investment occurs over three years in the manufacturing industry
(year one: +$50 million, year 2: +$30 million and year 3:+20 million). The table below summarises the
additional benefits of the additional infrastructure investment.

Gross Regional Product (Sm) Year 1 Year 2 Year 3
Direct 15 9 6
Flow-on 3,695 1,327 588
Total 3,709 1,335 593
Employment (full time equivalent) Year 1 Year 2 Year 3
Direct 124 74 49
Flow-on 500 300 200
Total 624 374 249

Source: WISeR Economic Impact Analysis Tool (EIAT), University of Adelaide
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Case study 2: Mackay

Case study - Benefits of additional infrastructure spending in Mackay
Manufacturing is the largest industry in the Mackay regional capital, contributing over 23 per cent of
total gross product of the economy, followed by construction and mining.

Mackay industry share of economy %
Manufacturing 23.58
Construction 12.66
Mining 11.37
Rental, Hiring & Real Estate Services 8.80
Transport, Postal & Warehousing 6.91 A $100 million investment in
Wholesale Trade 5.17 mining infrastructure in
Professional, Scientific & Technical Services 4.27 Mackay would produce $4.1
Retail Trade 3.62 billion in Gross Regional

Health Care & Social Assistance 3.37 Product over three years.
Financial & Insurance Services 2.68
Agriculture, Forestry & Fishing 2.66
Accommodation & Food Services 2.53
Public Administration & Safety 2.53
Other Services 2.30
Education & Training 2.23
Electricity, Gas, Water & Waste Services 2.17
Administrative & Support Services 1.73
Information Media & Telecommunications 1.11
Arts & Recreation Services 0.31
Total 100.00

Source: REMPLAN Economy Profile

The largest employment in Mackay is in construction (10.7 per cent of total employment), retail trade
(10.3 per cent) and manufacturing (9.7 per cent). The manufacturing industry is the top exporter by
value, contributing around 36 per cent of total exports from Mackay.

Value of exports: Mackay SM %
Manufacturing 1,843.85 36.51
Mining ' 1,447.22 28.65

Transport, Postal & 5

Warehousing :  481.97 9.54
Source: REMPLAN Economy Profile

Benefits of additional infrastructure investment

To illustrate the additional benefits, an additional $100 million in infrastructure investment in Mackay is
modelled with the assumption that the investment occurs over three years in the mining industry (year
one: +$50 million, year 2: +$30 million and year 3:+20 million). The table below summarises the
additional benefits of the additional infrastructure investment.

Gross Regional Product (Sm) Year 1 Year 2 Year 3
Direct 29 18 12
Flow-on 2,699 965 425
Total 2,728 982 437
Employment (full time equivalent) Year 1 Year 2 Year 3
Direct 52 31 21
Flow-on 45 27 18
Total 97 58 39

Source: WISeR Economic Impact Analysis Tool (EIAT), University of Adelaide.
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Case study 3: Ballarat

Case study - Benefits of additional infrastructure spending in Ballarat
Manufacturing is the largest industry in the Ballarat regional capital, contributing nearly 30 per cent of total gross
product of the economy, followed by real estate services and construction.

Ballarat industry share of economy %
Manufacturing 29.38
Rental, Hiring & Real Estate Services 8.54
Construction 8.19 A $100 million investment
Health Care & Social Assistance 7.20 in manufacturing
Professional, Scientific & Technical Services 5.51 infrastructure in Ballarat
Retail Trade >1> would produce $2.7 billion
Fducation & Training 458 in Gross Regional Product

Public Administration & Safety 4.05

Financial & Insurance Services 3.96 over three VA
Information Media & Telecommunications 3.95
Transport, Postal & Warehousing 3.34
Electricity, Gas, Water & Waste Services 3.04
Wholesale Trade 3.01
Accommodation & Food Services 3.00
Administrative & Support Services 1.75
Other Services 1.74
Mining 1.67
Arts & Recreation Services 1.05
Agriculture, Forestry & Fishing 0.90
Total 100.00

Source: REMPLAN Economy Profile

The largest employment in Ballarat is in health care & social assistance (15.2 per cent of total
employment), retail trade (12.8 per cent) and manufacturing (10.7 per cent). The manufacturing
industry is the top exporter by value, contributing around 60 per cent of exports from Ballarat.

Value of exports: Ballarat SM %
Manufacturing | 1,929.88  60.80
Health Care & Social Assistance 245.38 7.73
Mining | 12869  4.05

Source: REMPLAN Economy Profile

Benefits of additional infrastructure investment

To illustrate the additional benefits, an additional $100 million in infrastructure investment in Ballarat is
modelled with the assumption that the investment occurs over three years in the construction industry
(year one: +$50 million, year 2: +$30 million and year 3:+20 million). The table below summarises the
additional benefits of the additional infrastructure investment.

Gross Regional Product (Sm) Year 1 Year 2 Year 3
Direct 16 9 6
Flow-on 1,783 638 282
Total 1,799 648 288
Employment (full time equivalent) Year 1 Year 2 Year 3
Direct 148 89 59
Flow-on 193 116 77
Total 304 204 136

Source: WISeR Economic Impact Analysis Tool (EIAT), University of Adelaide
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Investment challenges and
opportunities

For Australia to continue to thrive, the three drivers of its economic
performance need to be strategically addressed: population, participation
and productivity.

To some extent, population trends are beyond the control of governments and reflect
demographic and social factors. However, investment can be directed to the areas suffering most
from changing demographic trends. Spending to support the challenges posed by an ageing
population should be targeted towards regional capitals that are at the coal face of the
infrastructure squeeze. The vast majority of regional capitals have senior dependency ratios well
above Australia’s ratio, meaning the limited health, liveability and aged care infrastructure will be
put under much more stress than major metropolitan areas.

Productivity and some workforce participation can be influenced by government policies,
programs and funding. Developing the regions as Australia’s food bowls and export powerhouses
requires policy that acknowledges the critical role regional capitals play in fostering growth.

Integrated regional planning and the need for infrastructure
investment

The Regional Australia Institute (RAI) has identified the challenges and opportunities to growing
regional economies and it is clear that an integrated regional planning approach is essential.

Challenges and opportunities for regional growth require an integrated approach

According to the RAI:

. Regional policy is not a choice between supporting high growth areas or propping up
struggling regions.
. OECD evidence shows that strong economic growth is possible in all types of regions

regardless of their current levels of development or previous performance.

. A broad based strategy for growth offers social and economic benefits and increases the
resilience of a nation as a whole.

. To tap the potential for growth and prosperity in each region, Australia needs an integrated
policy for common regional challenges, better regional information and regional leadership
in economic development.

Figure 13 Source: Regional Australia Institute, ‘Tapping the growth potential of regions for national success’, Regional
Policy Briefing, August 2012.
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The RAl identified a $15 billion-plus local infrastructure deficit and
constraints on investment in community infrastructure constraining national
growth.

The Regional Australia Institute calls for establishing a new organisation - Local Infrastructure
Australia — as a catalyst for long-term systemic change. This approach would be particularly
beneficial for smaller regional economies that have less capacity for funding, financing and
managing local infrastructure.

Developing a more sophisticated national system, including consideration of regional
infrastructure, would deliver benefits to regional capitals. A robust, national framework
underpinned by strong analysis of needs and opportunities needs to recognise the fundamental
functions of infrastructure in regional economies.

Not all infrastructure needs to be new, however. There is a wealth of opportunity and under-
utilised infrastructure that could accommodate Australia’s burgeoning population.

Underutilised infrastructure potential: Coffs Harbour Airport

In the short term, Coffs Harbour Airport and local businesses are seeking to get more flights out
of Coffs Harbour so as to capitalise on the tourist market to and from south east Queensland. In
the longer term, however, the airport provides a perfect example of existing infrastructure in
regional capitals that has unfulfilled potential.

Coffs Harbour Airport is the second busiest passenger airport in
New South Wales after Sydney,® and it has the capacity to easily
double passenger transit. The airport currently handles 360,000 — COFFS HARBOUR AIRPORT IS THE

380,000 passengers annually, and could accommodate up to 1 SECOND-BUSIEST PASSENGER AIRPORT
IN NEW SOUTH, BUT HAS THE
CAPACITY TO EASILY DOUBLE

PASSENGER TRANSIT.

million passengers per year.

With a runway that is 2,080 metres long and 45 metres wide, Coffs
Harbour Airport can handle large jets and international aircraft.
With its unique position halfway between Sydney and Brisbane, the airport is well placed as a
regional hub to alleviate issues with Sydney airport flight curfew as well as acting as a logistics
and trade hub for the surrounding agricultural areas.

Dairy producers are currently investigating the possibility of flying fresh milk out of Coffs Harbour
to Brisbane or Cairns, where planes can be refuelled before continuing to China, where milk has
recently sold for up to $9 per litre. The current skyrocketing international demand for fresh dairy
produce from Australia can be met much more quickly by utilising Coffs Harbour Airport than via
the current process of shipping dairy on refrigerated truck to Brisbane to be flown on to China.

8 "Airport Traffic Data 1985-86 to 2009-10". Bureau of Infrastructure, Transport and Regional Economics (BITRE). June
2010.
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Human capital: education and skills

Human capital is a measure of the capabilities and skills of the workforce. Both health and
education are major contributors to a region’s level of human capital and improve labour
efficiency and competitiveness.

Regions of non-metropolitan Australia with high levels of human capital —that is, a well-educated
workforce and a propensity towards lifelong learning — experience higher levels of economic
growth, are more adaptive and innovative and are more resilient to negative outside influences.

A key measure of human capital for an economy is the percentage of the working age population
with university qualifications and the percentage of the working age population with certificate
and diploma qualifications.

Educational attainment and job type

60%
52%

50%

42% 42%
40% 36% 35%

0, )
31% 31% 29%
30%
20%
10%
0%
Year 12 Completion Degree or above % Employed in manual % Employed in
Rates (2011) Education (2011) occupations (2011) professional and
managerial occupations
(2011)

M Regional Capitals M Australia

Figure 14 Source: Essential Economics 2014 RCA Issues and Positioning Paper (based on ABS data)

Nationally, 22.8 per cent of the working age population has university qualifications. Of the 50
regional capitals, only one regional capital has a percentage greater than the national average —
Newcastle with 24.2 per cent. Moreover, 45 of the 50 regional capitals have a working age
populations less than 20 per cent with university qualifications.

In terms of the percentage of the working age population holding certificate and diploma
qualifications, regional capitals fare much better. Nationally, 31.6 per cent of the working age
population have certificate and diploma qualifications. In comparison, 42 of the 50 regional
capitals have working age populations with a higher percentage of people with certificate and
diploma qualifications than the national average.
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Upskilling the workforce

Regional Australia accounts for almost 40 per cent of our nation’s population, yet young people
aged 15-24 years from rural and regional Australia are almost half as likely to be attending
university as young people from metropolitan areas.

In 2014, just under one quarter of domestic applicants (23.5 per cent) were from non-
metropolitan areas’ and offers made to metropolitan applicants increased by 1.4 per cent
compared with an increase of just 0.7 per cent in offers made to non-metropolitan applicants in
2014.

Non-metropolitan applicants are less likely to accept their offer compared with metropolitan
applicants in 2014 (acceptance rates of 63.4 per cent compared with 73.3 per cent respectively).
Lower acceptance rates among regional students do not indicate a lack of demand for courses
and study, more demonstrate the additional constraints regional students face in travelling and
moving away to go to university because of a lack of infrastructure supporting their chosen field
in their regional capitals.

In fact, compared with metropolitan applicants, non-metropolitan applicants were more likely to
apply for courses in Nursing, Education and Agriculture, Environmental and Related Studies
courses in 2014." Regional students are overwhelmingly applying to courses in fields most in-
demand in their areas.

The benefits to regional capitals of a vibrant university sector are clear. There is ample data to
show that students who study in a regional area are significantly more likely to continue to live
and work in that area. With tertiary education rates much lower than the state average, it
appears the best way to upskill the regional capitals’ workforce and attract industries with higher
education levels is to promote regional universities as viable places to study for metropolitan and
regional students alike.

OECD reports acknowledged this point, noting that:

“OECD countries are ... putting considerable emphasis on meeting regional development
goals, by nurturing the unique assets and circumstances of each region, particularly in
developing knowledge-based industries. As key sources of knowledge and innovation, higher

education institutions (HEIs) can be central to this process.” ™

And a recent Australian Government report held that:

“a combined increase in formal training and in the average length of education will boost both
productivity and participation, leading to a lift in Gross Domestic Product (GDP) of 1.1 per cent
by 2040.”"

In order to increase formal training in regional areas and regional capitals, the dearth of effective
employment pathways and foundation skills providers needs to be addressed. According to

9
Australian Government Department of Education Undergraduate Applications, Offers and Acceptances 2014.

10
Australian Government Department of Education Undergraduate Applications, Offers and Acceptances 2014.

11
Organization for Economic Cooperation and Development 2007, 11
12 Department of Education, Employment and Workplace Relations 2008, 5
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Victoria’s Auditor-General®®, 10,000 school-aged students are disengaging from education each
year.

Providing additional funding to certificate level and tertiary courses without acknowledging the
barriers that prevent many young people from entering the education system will not alleviate
youth unemployment and provide increases to the participation rate that are so gravely needed.

In funding higher education with the aim of linking students into employment pathways, the
Australian Government needs to prioritise and resource foundational skills and pre-accreditation
programs to engage the long-term disengaged.

Health

Whilst 123,000 jobs are provided in hospitals, medical and other health care services in regional
capitals — or 8.7 per cent of all jobs compared with 6.9 per cent nationally™® — inequity of service
delivery is regularly reported in Australia’s media. These service gaps are prevalent despite the
fact that residents of regional capitals are more likely to achieve post-school qualifications in
health and education than the national average — 22.3 per cent compared to 20.0 per cent.”

The availability of readily accessible and centrally located services such as health is critical in
relation to regional capitals’ liveability. Not only do these services provide employment to
residents but peace of mind, particularly to parents or the ageing, who are contemplating
residency in those cities.

Principally local councils’ involvement in health is in in public health, especially in the health
environment. Most councils monitor a variety of businesses to ensure safety in relation to food
handling and services; skin penetration (tattooists, hairdressers and so forth); public water
(public swimming pools, spas); and registration and inspections of cooling towers. In some
states, local councils also work with the state departments of health to deliver public
immunisation programs.

As would be expected, health delivery falls substantially to the remit of the state government,
especially in relation to hospitals, whilst the policy settings influencing the availability and cost of
health services are largely influenced by federal government decisions.

Regional capitals as health services hubs

Regional capitals acknowledge that the ‘hub and spoke’ support that they themselves provide to
those living in their regions equally operates in relation to state and territory capitals, particularly
in relation to provision of some health infrastructure and services. It is simply not realistic that
every regional capital house a world-class cancer facility or trauma centre nor it is necessary for
that to occur.

However, residents of regional capitals and their surrounds should have
ready access to key hospital and health services, including oncology

and mental health services, whilst in addition innovative means to \ //

support general access to after hours and other care should be

14 .

Access Economics, p. 12.
15 .

Access Economics, p. 17.

 Vic Auditor-General 2012, The Age 2014) // \\
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explored further. Whilst naturally not seeking to transfer services from being available face-to-
face, Regional Capitals Australia does believe that greater use could be made of telephone and
other technology in delivering health and health services to Australians living in regional and
remote areas and that supporting greater uptake of these services where they currently exist
would prove valuable. Bringing regional and remote usage in line with metropolitan uptake, not
purely in times of natural or other crises, would bring benefits and services to regional capitals
and communities.

Regional Capitals Australia also notes that, where residents in non-metropolitan capital cities
may need to travel to access services, appropriate consideration should be given to recognising
the potential productivity losses generated by patients and their carers or family missing work.
This should be factored into the decision-making processes of where to locate key health services
and how to best support doctors and other healthcare professionals to deliver services in
regional areas.

It is frequently more cost effective and efficient to encourage health professionals to travel to
patients, or engage with them via telehealth where appropriate, than to cause patients and
families to travel for many hours to medical and other health appointments. Telehealth is of
particular relevance in relation to mental health services and the current imbalance in mental
health professionals between regional and metropolitan areas is well recorded.

Certainty of funding

A number of Regional Capitals Australia members identified the cessation of funding for health
programs in the process of their roll-out as a serious concern. Certainty of funding to ensure that
programs that have been identified as critical for the community, such as mental health,
nutrition, fitness and obesity-related programs, can be appropriately established, rolled out and
evaluated in regional capitals is essential in order to generate the anticipated benefits.

Ceasing funding for programs, such as for the Healthy Together program that negatively
impacted a number of RCA members, fails to give regional capitals sufficient time to engage their
communities fully in these activities, and results in programs ending just as their true benefits
begin to be realised.

In summary, Regional Capitals Australia would like to see health of their residents and those in
their region supported by:

= Ensuring availability of core services, including oncology and mental health, in regional
capitals;

= Greater uptake of telehealth in regional areas so that it at least aligns with metropolitan
usage and captures the benefits aligned with this; and

= Sufficient certainty of funding to enable the effective establishment, roll-out and
evaluation of health programs.

Technological connectivity

When the National Broadband Network (NBN) was announced, it was welcomed as a means of
narrowing the economic and social inequity between residents in regional capitals and those in
metropolitan areas.
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However, there are concerns that reprioritising the delivery schedule and methods will see these
outlying areas waiting much longer for an improved service as well as a service that is

comparable to the metropolitan areas.

In June 2014, RCA met with the Parliamentary Secretary for Communications, the Hon. Paul
Fletcher, to discuss these concerns. As a result, RCA undertook a survey to identify each member
city’s requirements for the NBN. This survey identified that:

. Regional capitals currently use a mix of technologies to access broadband, most commonly
via the copper network;

. The majority of regional capitals report that current broadband quality is poor to variable;
and
. There is a view by RCA members that a multi-technology mix will not be inefficient, but has

the potential to create inequities between regional capitals that will limit further social and
economic growth.

Current Broadband Services

The majority of RCA members (60%) currently access broadband via the copper network — ADSL1
and ADSL2 (including ADSL2+). The next most common method accessing broadband is the NBN
itself, with 34% of RCA members using this service to access broadband. Most cities use a mix of
technologies to access broadband internet.

Broadband access

3%

ADSL1 ADSL 2 (including ADSL2+) NBN Satellite ® Wireless (including fixed)

The majority of the regional cities surveyed classified their current broadband coverage and
quality as poor to variable. A smaller group classified their current broadband coverage as
satisfactory to good.

These assessments are based on consideration of whether available broadband is adequate for
the city’s requirements. Variable or ‘patchy’ services appear to be a particular problem for
regional capitals — while some areas of a city, such as new developments or CBDs, have adequate
broadband coverage, this is not consistent across the entire regional city. For example, one
regional capital (Bunbury) noted that, from a business perspective, current broadband coverage
needs to be improved although, from a residential perspective, the coverage is reasonable.
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These findings indicate firstly that the NBN is sorely needed in regional cities and providing ‘fit for
purpose’ access should be a key consideration in rolling out the NBN. This is particularly relevant
given the commitment to provide NBN to all new ‘greenfield’ sites — it will be important not to
neglect ‘brownfield’ or existing developments that contain high priority precincts which also have

valid broadband requirements.

These findings are consistent with those of the Government’s Broadband Availability and Quality
Report (2013), which found that broadband quality is the most significant issue when considering
broadband access. Not all users will require the same quality broadband, i.e., speed and
reliability, but they will require sufficient for their purposes regardless of whether these are
business, residential or industrial.

Promoting amenity to attract highly skilled workers and industries

Recently, KPMG UK completed leading research into how developed second cities improve their
‘offer’ and attract residents, visitors and business investment. Their research centered on nine
cities and the qualities they possessed that had turned around their ‘misfortunes’ to enable them
to become a ‘magnet city.’

The report found that all the ‘magnet cities’ became highly attractive to a specific group of
educated, ambitious and energetic young people. These ‘young wealth creators’ generate the
jobs of the future:

Designers, engineers, high-tech/low-tech entrepreneurs, researchers, biologists,
physicists, artists, bloggers, filmmakers, musicians, digital animators, food experimenters,
app designers, games designers, clean-tech advocates...chemical engineers, mechanical
engineers, accountants, advanced manufacturing.*®

According to recent studies in the United States'’, Netflix, already the biggest single driver of
internet bandwidth in the US, accounted for 34.2 per cent of all downstream usage during
primetime hours. More generally, video on demand accounts for the majority of internet usage.

Netflix is already taking its toll on Australian internet bandwidth, with iiNet revealing this month
that the service now accounts for 25 per cent of the ISP’s internet traffic.

It is clear that the internet has become both a critical business and communication tool and an
essential lifestyle service. It is therefore vital that regional capitals have the high-speed internet
to promote the practicality of moving businesses and individuals to regional capitals. To attract
‘young wealth creators’ and their associated high-tech industries, high-speed broadband is
crucial.

'® Haynes, C. Magnet Cities (2014). KPMG UK. pp8
http://kpmg.co.uk/creategraphics/07_2014/Magnet_cities/files/assets/common/downloads/publication.p
df Accessed February 2015

17 http://variety.com/2014/digital/news/netflix-youtube-bandwidth-usage-1201179643/
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Impact of the changing environment

Regional capitals are at the forefront of dealing with climate change through
major industries affected by drought and temperature shifts and through
the burden of disaster recovery and extreme weather events which are
occurring with increased frequency.

Economic development and prosperity can only feasibly occur over the medium- to longer-term

in an environmentally sustainable way. Otherwise environmental degradation and loss of natural
resource assets will act as a growth constraint on regional economies.

Costs of climate change
It has been argued that Australia will be particularly affected by climate change because the
economy is relatively energy-intensive and, for regional capitals, agricultural and associated
industries are an important component of the economy. Attempts to quantify the cost of
climate change impacts were made in the Garnaut Review (2008). Specifically, the Garnaut
Review found:

* The cost of unmitigated climate change will exceed the costs of mitigating it.

* While estimating the global or national costs of climate change impact remains an
extremely difficult task, there is a clear link between the intensity and frequency of
extreme weather events and climate change.

Regional impacts

* The drought in regional Australia of 1997—-2009 was the most severe Australian
drought on record, and resulted in substantial declines in agricultural production in
south-east Australia, affecting both crops and stock and subtracting approximately 1.5
percentage point to annual GDP growth.

* |n 2006-07, the net value of farm production fell 74 per cent ($5.4 billion) on the
previous year and the human and economic costs of the 2009 Victorian Black Saturday
bushfires were estimated to be in excess of $4 billion.

* The 2011 Queensland floods caused the loss of 35 lives and were estimated by the
Office of the Queensland Chief Scientist to have cost the state between $5 and $6
billion.

* The 2011 Review of the 2010-11 Victorian floods estimated costs up to $1.3 billion.
The economic, environmental and human cost of more frequent and intense extreme
weather events is likely to be significant in the future.

e Sea level rise could also result in substantial economic costs. For Australia, if sea levels
rose by 1.1 metres, approximately $226 billion in capital assets would be exposed.
Across the country, some local and state governments are acting to address the
expected impacts from sea level rise, but progress is highly varied.

Figure 15 Source: Climate Change Authority. http://www.climatechangeauthority.gov.au/chapter-2-science-and-
impacts-climate-change

According to the Commonwealth Scientific and Industrial Research Organisation (CSIRO), the risks
of climate change vary between Australian regions and are projected to include:
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Australia
. Average temperatures to continue to increase in all seasons;
] More hot days and warm spells;
] Mean sea level continue to rise and height of extreme sea-level events will also
increase;
J A harsher fire-weather climate; and
. Increased intensity of extreme rainfall events.

From an industry perspective, these environmental risks are particularly pronounced for the
agricultural, forestry and fishing industries (given their need for mild, consistent temperatures
and access to water) and as well the food manufacturing and tourism industries. Regional
capitals where these industries are a greater share of their economy structure are therefore
potentially more at risk of economic costs associated with these environmental risks.

Coastal areas bear the burden of climate change

As can be seen from the map below, the vast majority of Australia’s regional capitals are on or
near the coast. Coastal areas are susceptible to a wide range of the effects of environmental
change, including:

. Increased frequency and severity of weather events (cyclones);

J Flooding and inundation;

. Salination and rising sea levels; and

. Destruction of marine industries such as fishing due to changing sea conditions.

Figure 16 Australia's regional capitals
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According to National Economics/Australian Local Government Association, using central case

assumptions regarding climate change, the total climate change costs are estimated to range up

to $3,100 per year for rural zone households.

Figure 17 shows the

estimated regional
economic impact
across Australia of
the 2002-03
drought, an episode
that is likely to
become more
prevalent with
climate change
posing risks to
water supply and
raising average
temperatures.

For each State and
region, the figure
shows how
household
expenditure,
investment, gross
regional product
(GRP), employment
and real wage rates
are impacted relative
to a baseline case
that represents an
absence of drought
(climate change).

The figure shows
the negative impact
across the

Indicative costs of climate change induced drought of magnitude and severity as

experienced in 2002-03 (per cent deviation from baseline case)

Realhousehold  Real Real GRP Aggregate  Realw
: : e e
New South Wales
Sydney/Tllawarra -02 1.1 -05  —07 038
Northern NSW -80 -12.7 -154 29 -3
North West NSW 96 -19.3 -184 51 -63
Central West NSW -35 -8.1 69 24 -3.0
Murrumbidgee -58 -108 -114 =27 -34
Murray NSW -6.7 ~13.0 -130 -33 42
Far West NSW -28 -48 -55  -20 -25
Victoria
Melbourne/Barwon -02 14 -04  —04 —0.6
Western District -18 -113 -35  -13 -17
Wimmera -5.7 -96 -1 22 -27
Mallee -8.1 -13.1 155  -33 -41
Goulbum -26 —69 51 -14 -18
Ovens Murray 038 -16 -17 07 09
Queensland
Brisbane -03 0.8 -06  —038 -1.0
Darling Downs -44 -13 -86  -23 -29
South West QLD ~11.1 -24.1 210 =55 69
Central West QLD -13 -19.0 140 46 -5.1
Mackay QLD -18 0.8 -35  -16 -2.0
Northern QLD -16 0.7 33 -13 -16
South Australia
Adelaide (and outer Adelaide) —0.3 11 -05 05 06
Yorke and Lower North -54 -19 -105  -23 -29
Murray Lands SA -5.0 -58 97  -13 -16
South East SA -13 -22 26 —06 -038
Eyre SA —638 -113 -132  -35 —43
Northern SA -16 -17 -31  -13 -16
Western Austral
Perth and SW WA -02 14 -03 04 -05
Great Southen WA -37 9.0 -73 23 -238

Figure 17 Source: Horridge, M, Madden, J and Wittwer, G (2005), ‘The impact of the 2002 03 drought on

Australia’, Journal of Policy Modeling, Vol. 27, No. 3, pp. 285 308.

economic indicators for most regions. For example, household expenditure is estimated to be up
to 11.1 per cent lower than would otherwise be the case in South West Queensland as a result of

drought.

Similarly this region is estimated to have a decline in investment of around 24 per cent relative to

the baseline, resulting in goods and services produced in this region to fall by an estimated 21
per cent relative to the baseline.
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The figure, it should be noted, provides estimates solely of the drought in 2002-03 lasting
approximately 2 years. Should climate change cause additional environmental problems and
more severe and prolonged drought, then the estimates in figure 17 would vastly understate the

potential economic costs of climate change.

Regional capitals provide central coordination roles for surrounding councils and have the most
infrastructure and industries at risk in the event of extreme weather events. Policy and funding
has not kept pace with disaster recovery needs that regional capitals are at the forefront of
servicing.
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Policies and incentives for growth

Context

Addressing deficiencies in regional infrastructure investment and investing in human capital
development, particularly tertiary education, are two critical areas where governments can
contribute to the economic growth of regional capitals.

All regions can bolster capacity, not only the lagging ones: all levels of government should seek to
identify their most binding capacity constraints and prioritise reforms.

The current spending allocation can be enhanced in a number of ways.
Recommendations

The Australian Government review its regional infrastructure investment program with a view to
expanding the application criteria.

Infrastructure funding should:

= be based on strategic investment designed to develop an area's most productive activities
rather than the current subsidy approach.

= foster greater innovation within and between regional businesses to improve their
productivity and competiveness

= be strategically invested to achieve social and environmental objectives for particular regions
to build ‘social capital’, providing local economies with the community amenities and
support services vital to support their growth, such as essential high-speed internet and
mobile connectivity

= shift from a sectoral to a territorial policy approach, including attempts to integrate the
various sectoral policies at regional and local levels and to improve co-ordination of sectoral
policies at the national government level.

= encourage private sector investment (i.e., super funds, etc) to invest in regional capitals via a
range of incentives

= strategically link regional capitals to global markets

enable lower business costs

Context

Nationally, 22.8 per cent of the working age population have university qualifications. Of the 50
regional capitals, only one regional capital has a percentage greater than the national average —
Newcastle with 24.2 per cent. Moreover, 45 of the 50 regional capitals have a working age
populations less than 20 per cent with university qualifications.

Recommendation

Funding to improve the skill base of the labour force in regional capitals also improves
productivity, enhancing participation and employment growth. Recognition of regional capital
skills institutions and universities to fill in-demand jobs sectors should be included in higher
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education policy.

Context

Government needs to encourage stable population growth in regional capitals. Population
density is important because greater density promotes forming agglomeration economies.

Recommendations

The Australian Government work with other levels of government to identify partnership-based
initiatives that encourage sustainable and appropriate population growth in regional capitals.

The role of regional capitals needs to be included as a framework for policy decisions.

The Australian Government actively engages with regional capitals during its policy and program
development process, recognising:

] the economic and social wellbeing of regional capitals directly influences the prosperity
of the broader region

] All regional capitals are different and require place based solutions that suit each
region’s broader dynamics

Context

Co-ordination across local governments is essential to adopt and implement investment
strategies at the relevant scale.

Recommendations

The Australian Government investigates and builds evidence base of how regional capitals can:

] improve local government coordination and strengthen regional and local governance
capacities
] improve knowledge about how the selection of projects and implementation can enhance

investment outcomes.

] increase the use of partnerships between public, private and voluntary sectors in the
development and implementation of local and regional policies.

Context

] A majority of the 50 regional capitals have senior dependency ratios above the national
average dependency ratio of 21.2 per cent. For some regional capitals the senior
dependency ratio is above 30 per cent.

Recommendation

] The Australian Government actively monitors the demand for aged care services in
regional capitals, and develop specific place-based strategies to support the need for
services to support older Australians living in regional capitals.
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Context

Over 123,000 jobs are provided in other health care services in regional capitals — or 8.7 per cent
of all jobs compared to 6.9 per cent nationally —inequity of service delivery is regularly reported
in Australia’s media, with service gaps are prevalent despite the fact regional capitals’ residents
are more likely to pursue careers in health provision.

Recommendation
The Australian Government improve the health services available to regional capitals by:

= ensuring availability of core services, including [initial] level oncology

= providing greater access to tele-health in regional areas so that it at least aligns with
metropolitan usage

= guaranteeing certainty of funding to enable the effective establishment, rollout and
evaluation of health programs
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Australia

Regional Capitals Australia

Regional Capitals Australia (RCA) is an alliance of local government
associations representing Australia’s regional cities working to achieve a
network of well-planned and sustainable regional capitals across Australia.

We have 27 members from all states in Australia, except South Australia.

Our current members are:

Albury City Council
Cessnock City Council

City of Wagga Wagga
Coffs Harbour City Council
Dubbo City Council
Gosford City Council
Orange City Council
Tamworth Regional Council
Palmerston City Council
Mackay Regional Council
Launceston City Council

Horsham Rural City Council

Greater Shepparton City Council
Ballarat City Council

City of Wodonga

Greater Bendigo City Council
Greater Geelong City Council
Latrobe City Council

Rural City Of Wangaratta
Warrnambool City Council
City of Albany

City of Bunbury

City of Greater Geraldton
City of Kalgoorlie-Boulder
Shire of Broome

City of Karratha

Town of Port Hedland
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