The Future of Funding Public Infrastructure

Joanne Kelly’

As a member of the federal government’s ‘summit tbe future’ we were
encouraged to provide ideas and new ways of thinkioout the problems of the
future. Many of us have discussed the fact thatanee feeling a little bit of a
hangover from that and we want to re-engage inetlsosts of ideas. In that spirit |
come to you today to provide, perhaps, a diffevessy of thinking about the future
of funding public infrastructure. | decided thather than give you a bit of an
overview and a framework, | would give you a pradand then ask you to shoot
holes in it and think about how potentially you kbimprove it and think it
through.

It seems every time you open up a newspaper, diagyyou listen to the radio,
there is some critique about infrastructure: that have not done enough or we
have done too much, there is overdevelopment e tiseunderdevelopment, we
have too high a public debt level or we have neested enough. How do we find
the balance? What is the issue here? Is it an kaegailability of funds? Is it an
issue of actually deciding on the quality of thejpct and who does it? What are
we trying to figure out here?

Given that we are speaking in Sydney and we aredown the road from the
Sydney Opera House, | would like you to cast yourdniback to the building of the
Sydney Opera House. We, of course, look at it aadhink of it as a great feat of
public infrastructure, one of our national iconsitis very dear to the hearts of
many of us here. But think about the poor old Miiof Public Works at the time
when he was pilloried in Parliament. This was aje@kfailure in terms of project
development; it was over budget and over time. @hems a breakdown in
communication between the architect and buildeer@&@hwere all sorts of things
went wrong, to the extent that we would count Hesan absolute failure of public
infrastructure and public investment. The realgiythat we look at it now and we
love the thing. Then again, there are those whp'#égs it worth it?’
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What was the impact on us, the future generatighadttime? Many of us love it. It
is an architectural masterpiece right on our frdoorstep. There are those in the
arts fraternity, of course, that say, ‘Yes, bealffiece of architecture but when it
comes to putting on operas, putting on ballets, lyave to do mini size. It is ugly
inside. It is brutalist inside. It does not live tgpwhat we want.” What if it had not
been built? Would we have missed it? What are gpodunity costs? What are the
impacts of actually building the structure and the®rts of projects on future
generations? How do we predict it? Do we know? Wit going to mean to the
next generation? Those are the types of issuesathaire trying to wrestle with,
that we have to try and get an outline around, wienthink about the future
funding.

Essentially, | suppose making decisions about puhlfirastructure requires us to
look into the future to decide the needs for futyeaerations. It requires us to make
trade-offs for the future, today. As a result, aegision that we take about public
infrastructure is likely to have a detrimental irapan future generations. We are
then dammed if we do and we are dammed if we duiét.either leave them with
debts or we leave them with a beautiful piece bBstructure, whatever its use, but
we leave them with the debt, or we do not do it aedeave them with the legacy
of rust out. How do we balance the need? Whatlewassues? How do we, who
operate in a very relatively short time period, vare driven by the impetus of an
electoral timeframe, driven by 24/7 media etcetbmay are we able to take a step
back and start to think of those decisions?

Perhaps one of the ways that we can start to thbdut it within our current
system, within a system that is Australia, is @rtsthinking much more seriously
about how the infrastructure decisions that we maleegoing to impact on the
socio-economic and the policy capacities and defitleat is underpinning them. |
want to also argue that the State Plans — moss$ bfwe got State Plans — provide
bases, not perfect, but for rethinking our appra@acthe public funding of public
infrastructure. They can be used to provide a bamsis for projects that are funded
internally within a State, regionally etcetera. ¥lwan also be used as the basis for
negotiating upwards and outwards with external &uaénd to some extent — from
speaking to people in Victoria who would argue tis use this as a tactical
strategy to be able to negotiate — with the Feds say, ‘Listen, these are our
priorities. This is what we want funded.’

It provides a way of highlighting the interconnecis between the building and the
provision of social infrastructure. You do not lougchools just for the sake of
building them; you develop them so that you cancatki Where do we want
schools to be? What are the regions going to loa@®|What are the areas going to
look like? How do we bring those things togethe®vtio we provide a platform
for viewing the future, or negotiating what theufté is we want, and then using that
to start to make decisions both on policy and m#eof infrastructure. One great
difficulty in terms of infrastructure is that mogpproaches to date have separated
infrastructures out as a distinct class and hateeadly looked at them in terms of
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how they impact on the delivery of services. Doytheally fit with our policy
approach? What are the implications going to betenms of the operating
spending? Do we include how much it will cost feadhers, for the upgrades, for
example? We do it on an ad hoc basis.

| would argue that we do not focus on why we armglthis investment. | make
this argument on the basis of history in terms bhtwhas been done in different
countries and what has and has not worked. Ren&rinational experience is an
attempt in reforms to fund infrastructure, as am@e of the struggles we see here in
Australia at the moment. Of course | do not hawe d@nswers to this complex
question. If I did, | would be out there making lioihs of dollars and advising
everybody on how to do it. But what | offer is aygastion that hopefully you will
be able to pick up and refine.

Speaking to an audience such as you, the notiblwwfyou engage communities in
this process of developing a plan, in terms ofpfeeess of engagement, in terms of
getting the engagement of the community to recegttis trade-offs as well as the
benefits that are being made in terms of a lothef decisions. Later | will speak
about one example that | think provides you witlvay of stepping forward and
thinking of modelling this type of thing. That expl®a comes from Ireland. Some of
you may or may not know the social agreements ltaae been reached over the
last 20 years in Ireland and how these have infleénthe decisions on
infrastructure development etcetera. | am a buggeton. | look at the world from
a budgeting lens. | focus on budgeting as one @ptimary sites of trade-offs that
we make: the politics of budgeting if you like. Beowho decide how to allocate
public resources are basically deciding the futafeour country. That is the
perspective | come from.

In the private sector we typically rely on the n&irfo make those decisions. In the
public sector the budget process decides what igoasd what goes out, etcetera.
There are three bits to budgeting, and three bitkis kind of decision-making, the
first of which is that you have to get a model he tfirst place. In terms of
infrastructure, where is the revenue generated®rasm the Consolidated Revenue
Fund? Is it from external sources? We have seereasingly public-private
partnerships as an alternative way of funding actired development. Should the
funding come from the Feds? Should it come fronevelere? Will it be funded
internationally? We see that a lot of the investimisrprimarily in infrastructure
projects. The first area, | suppose, is that geimeraof money, revenues and
funding.

The second component is: Where do the proposale é@mm? What claims are we
making on those resources? What are the critenniaafggood one? Who is
developing? Where is the impetus coming from? kiing from regional? Is it
actually imposed from the top? Where are those ddmdor spending coming
from? Are they coming from the right areas or th@mwg areas? Is it a reactive
approach, or are we actually controlling the flol¥at gets to the third component,
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and that is: On what basis do we make the decisidond? What criteria are we
making?

One key problem of budgeting is: how do we decmaltocate X resources to
activity A rather than activity B? How do we mak®se trade-offs? What are the
criteria? | believe it is this third element that weally need to reconsider. It is that
third element that we have not spent as much thimking about, on a whole-of-
government basis. We look at it within departmecéstainly, we have our strategic
plan, but I do not think that at a broad a levelweee spent as much time as we
should, because our budget process does not |&uwishudget process is typically
annual; it is reactive, and it is responsive. hkhbudgeting needs to be put back
into its box, if you like, as a form of fundingway of actually being able to deliver
the decisions and the policy decisions that areemedewhere. That includes in
Parliament, in regions, etcetera, through a broadgagement and negotiation with
the community.

To date most reforms have focused on the funditg. Sihere are two components
of it. The first component says: How do we incregefunding that is available —
a reaction to a perception that we were not fundingugh infrastructure — and
things like borrowing just for infrastructure pugss, so you actually get a separate
stream of money coming in that can only be usedtliat. There are separate
infrastructure funds; we have seen that here irtralig. Oil revenues, for example,
get bracketed in some countries and can only bé fasenfrastructure investment
etcetera. What you are doing is setting up a fundaney that can only be used for
that.

One of the key issues here is not so much the amibtis the consistency and the
availability — the stability of that funding. We Yeseen a classic example over the
last short while where the fiscal impetus, or ther@mic problems, have driven an
increase in the availability of the funds and tleedrawback. That kind of thing
does not lead to good policy-making in terms ofasfructure. We can be reactive
— we might have a couple of projects on — but wie/\ele making those sorts of
decisions? | think the key issue here is in terfnmaking sure we have a stable
funding basis.

We have also looked for alternative funding. Weeh&oked for public—private
partnerships, etcetera. | will not go into the ctexjties of that; many of you would
be aware of the strengths and weaknesses of agdptise kinds of things, and the
contractual issues of how we work that out. We disak to other levels of
government for funding. But really we are talkirtgpat a relatively small quantum
in terms of change. The problem is — and budgefifig tells us — that the
structure and project funding is the easy thingutm on and off when we have a
budget crisis. And this, of course, leads to theséngs and roundabouts: an
overproduction here, a cutback over here; do werdef do we delay; and the
frustrations that start to come out through thai.\ize only invest when there is a
crisis, or do we somehow find a way of resolvingtthin the United Kingdom we
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have seen an attempt to really increase and rampeupublic infrastructure. That

in itself was successful. | was invited to talkat@imilar group of people and listen
to their frustrations in terms of the issue: yes, wave more spending, but to what
end? What are we achieving for it? How is it impngvour policy outcomes? What

are the issues here? | think the building — anaingithing together has become
one of the real challenges.

In terms of ensuring that the proposals are bedtéat of work has been done. A lot
of work has been done on: Have you got the quakig?e you done the costing?
What are the accounting reforms etcetera? It iy weuch about improving the
costings and things like that. | will not go intoyeof that technical stuff because it
will probably send you to sleep. But the key isheee is: what is the quality? Is it
value for money? Are we getting a return on our @y@nTo some extent, these
have been useful. It says what is good and wHzaddsetcetera. | would argue that is
being pushed very much from a technical perspectiVeat constitutes a good
project? It has left aside many of the other iss@sod’ does not necessarily equal
‘efficient’. The most efficient program can be cdetply unneeded, etcetera. |
would say that we need to think about where thestiogpcomes from, and we need
to think about who is doing the claiming for it.ifgust being done on an individual
basis? Is it coming simply from departments? Wherthis push coming from? |
think we need to think about that more.

But more broadly, | think we need to think aboutyvgovernment is doing it. Why
does government invest in infrastructure? Histdisiose see three real reasons, and
these are just big, broad categories. First, yabadsly think of public investment
in public infrastructure, in monuments and thingattbasically established the
dominance of the regime, things that establishedalad order — such as Parliament
House, courthouses, and so on. | suppose | woukpbaking heresy if | were to
suggest that some of the very big sporting arendgfaings like that are perhaps a
little in that area at the moment. They are verycimabout presence and have a
symbolic component. Perhaps the Opera House iskihdtof investment. | might
suggest that perhaps we do not need as much of that

The second group is around the area of nation ibgildAustralia was called a
nation-building State and then apparently we chargge mind, back in the 1980s.
But the infrastructure was still nation-buildings Bill said earlier, this is about
nation-building — about how we establish the ecoicoamd social infrastructure
that is going to pull us together. Here we areitgkabout the highways, the
railways, the ports, the dams, the airports, amddahypes of things. They differ
from the first group because they actually haveetarn; they are providing an
ongoing public value, etcetera. They have maintemawsts, but typically they do
not have as high operating costs.

| would argue that they belong in the national doméathink we need to start to
really think about how we work that at the natiodalmain. Yes, we need input
from regions, but | think those trade-offs havebt made at the national level.
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Finally though, as government moved into broadeasiof social economic policy,
such as education, health, public housing, loeelgport, and those types of things,
we saw a very different type of public infrastruetu— one that just has to be
linked with the delivery of public policies, thata ongoing operation costs
associated with it. As | said previously, you canmaild a school without teachers;
you cannot just build it and leave it and hope thkeéeps on working. The costs of
keeping them running are probably higher than tlieero costs. There is a
redistributed component here. This is just whategoment does in terms of
policies. The problem with this is typically thaiete are very many of them. All of
them are worthy. They differ in terms of the regibdemands for them. Right now,
as we know, Sydney, and New South Wales are cmirigrom an infrastructure
crisis. We could argue about why various decisiuage been made. But money has
been allocated in terms of operating these thingismaaintaining them. We need to
look at that as well as with the trade-offs.

The question is: How do we make decisions on thaef component? | think it is
that component that really needs to be hooked it wi much broader policy
strategy, as | said, a State Plan type of apprdadhone that is much more based
on negotiations, consultations, etcetera. | havadke a broad statement here about
the State Plans, and | know that they differ betwstates. But what we have seen
is that typically they have been drawn from the, tpd we have educated and we
have provided a few changes here and there. Ttaugroif you like, of regional
areas is that they have not had the same sortsc@ £ngagements that we have
seen elsewhere in.

| point to the example of Ireland. Over the lasty2@rs Ireland has had three basic
plans. The first is the social and economic agreem® years. It basically provides
architecture for a number of different social eregagnts and consultations that
come together, that recognise the trade-offs, ithative the representatives of key
parts of the organisation. Driving it is an ovehang institution called the National
Economic and Social Council. It sits outside gowaent, although it is informed by
the Prime Minister's Office and the Secretariatite Prime Minister’'s Office. The
Board includes 20 representatives from across rdifteparts of society. Ireland
being Ireland, they include agriculture, busingssje unions, and community and
volunteer sectors. They also include the 10 maadbdef department. Their job is
to consolidate and build together that negotiatpyocess, and to run all the
different forums etcetera that come together in@uchent.

The important part is that being part of that déston is more important than
standing outside and throwing stones at it. Inghd you have an inclusion; you
have much more of a networked forum of governahg®u want to use it. We
have a second group who are evaluating and locakitige plan and how it worked.
You do not need to know the details of this. Thatial engagement, 10 years, then
spawns two separate plans. One is the nationalafewent plan, which is about
seven years at the moment, and it identifies tlemsaand the need for public
infrastructure. It is linked with the social andlipg objectives. It is used to
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negotiate outwards, as | have said, up with the B¢ tap is slowly being turned
off in terms of the EU, but what we are seeindhét there have been shifts in terms
of where that money is coming from. So the soufderding is not as important as
identifying the types of projects we need and themting to say: How do we do
these projects?

Because the plan is for 10 years, there will beiralver of different Governments.
The political realities of course are that you aot going to have a Government
that says, ‘Thanks very much for this, we will gedamplement it.” What is the
point of getting into Government? What we have sisea coalition agreement,
even if it is majority parties, which says that otlee term of this Government these
are the policy areas that will be the prioritiestHat possible in our system? One of
the things we have seen is that it started off witioalition Government and over a
period of time in Ireland they started to have gomity Government and it was
sustained. It meant there was a sustained periogggtiation and discussion at the
outset of the Government and then the rest wast dmw you delivered this. How
was it to be delivered? We certainly are not aéirfds here in Parliament and we
certainly do not get rid of parliamentary accouiligbbut what you are being held
accountable for becomes much clearer and the rfofgadiamentarians becomes
much clearer because they are able to negotiatenflneénce what the priorities
are.

The Opposition is just as important in that procasgshe Government. Regional
representatives, people from different areas, arg much engaged — this is what
we have agreed in our area; we are delivering dt\sarking it there. So you are
very much able to shift the role of different pigll actors as well as actors in the
executive. One of the important things is that ¢hare institutions outside
Government that continually feed into this processpost acting as an honest
broker, if you like, to be able to criticise. Thesstitutions do not act, however, as
alternative decision sites. They are complementgision sites; they work
together. They are seen as a conduit for diffetgpes of institutions to work
together. Experience shows that if you are setiipgonflicting or competing sites
for decision-making it is not going to work. Butyibu have two that recognise there
is a trade-off, you are much more likely to be aboleéake a different approach. A
negotiated approach to setting out the broader dweorks of policy and
socioeconomic objectives that then provide theegdt by which you make
decisions on whether this is or is not a good ptojdow should we do it? Do we
really need the funding and where should the fuworse from? A



