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1. Background

This submission is in response to an inquiry by the House Representatives Standing Committee on Infrastructure, Transport and Cities into the role of transport connectivity in stimulating development and economic activity.

The terms of reference for the Inquiry are:

a. Identifying the likely impact on property values and property-related tax revenues as a result of transport connectivity;

b. Examining options for the application of value-capture mechanisms to sustainably fund transport infrastructure;

c. Considering means, including legislative and administrative actions, by which government and the private sector can best utilise value-capture funding mechanisms;

d. Considering the appropriate roles of each of the three levels of government in establishing sustainable value-capture funding mechanisms for planning and infrastructure construction;

e. Examining any international experiences of the delivery of high speed rail projects by value-capture methods and the impact of high speed rail on city and regional development;

f. Examining methods of implementing value-capture in both greenfield and brownfield developments; and

g. Examining ways to capture future value opportunity when reserving transport corridors.

2. Introduction

Melbourne is one of the fastest growing local government areas in Australia and will be central to the future prosperity of Victoria. The City of Melbourne is working cooperatively with the Victorian Government to support jobs, economic growth, activation of the city and high quality design outcomes that will help preserve and enhance Melbourne’s liveability. 

The city’s population is forecast to increase by around 50 per cent over the next decade, with a significant pipeline of activity in residential, commercial and retail development over this period. As a city of 8 million people, Melbourne will be more densely populated within contained growth boundaries. It will need to create places that capitalise on existing infrastructure and increase Melburnians’ access to the opportunities that the city offers. 

The current trajectory for metropolitan Melbourne has very significant challenges, including too much sprawl, insufficient investment in public transport, and insufficient developer financing directed towards liveability in growing areas. The aspirations for the city, which are shared between the City of Melbourne and the State Government, will not be realised without significant improvements in metropolitan scale planning practices and outcomes. 

Strong partnerships between the Federal Government, the Victorian Government and the Council are now more important than ever. 

Connections are what make a city work. The City of Melbourne has a clear strategy of supporting expanded and enhanced transport connections to stimulate and support central city growth and activity (Transport Strategy 2012). Melbourne’s economy is increasingly driven by the service and knowledge sectors and this activity is centred in the inner city. These sectors rely on being located where accessibility is high. They require good connections for employees and for business to business communication including between clients, customers, collaborators and others. High levels of connectivity and accessibility create higher land values. 

Significant funding is required to improve Melbourne’s public transport network. The City of Melbourne supports the investigation of different funding methods, including value-capture mechanisms, which may be needed to finance these improvements. 

3. City of Melbourne transport priorities 
The City of Melbourne’s Transport Strategy 2012 (link) emphasises the importance of integrated transport and land-use planning and highlights the value of transport to the city’s economy. In 2011 more than 50 percent of journeys to work in the City of Melbourne were by public transport (Australian Bureau of Statistics, cited in City of Melbourne, 2014). Journey to work by car to the municipality decreased by ten per cent between 2001 and 2011 (Australian Bureau of Statistics, cited in City of Melbourne, 2014).  Public transport, cycling and walking are the City of Melbourne’s preferred methods of transport. The Transport Strategy 2012 seeks to increase the connections and service performance of these modes to transport people to and around central Melbourne to support economic growth.
The City of Melbourne’s Walking Plan 2014-2012 (link) found that a 10 per cent increase in the connectivity of the pedestrian network would add $2.1 billion to the value of the City of Melbourne’s economy (See appendix for a study into the walking economy).  Walking is the most important transport mode in the central city area accounting for 86 per cent of all trips. Firms locate in central Melbourne to be close to clients, customers and collaborators. The main way people from these firms access other land uses is by walking. Improving the walking network in Melbourne must be a key part of further investment in transport infrastructure and integrated with investments in public transport infrastructure.  

The use of bicycles has grown strongly in recent years, especially for commuting to work. City of Melbourne’s counts show that in March 2015, 17 per cent of private vehicles entering the central city in the morning peak hours were bicycles. This is up from 11 per cent in March 2012. Cycling is becoming a more important way for people to access central city jobs. The provision of improved transport connectivity - such as safe, separated bicycle facilities – has frequently been followed by increased cycle patronage on the improved routes. The improved transport access to the central city increases demand for central city land. 
4. City of Melbourne planning priorities
The City of Melbourne recently made a submission to the State Government outlining seven main priorities for refreshing Plan Melbourne. Plan Melbourne is the overarching planning document that will guide the development of the city. These priorities are:

Priority 1: 
More explicit guidance regarding the sequencing of government investment in the expanded central city 
Priority 2: 
Greater clarity in aspirations for how Melbourne should be spatially organised. This should include recognition of the increasingly centralised nature of jobs and investment, greater priority on infill, and significantly greater priority on well-planned density along major transport corridors

Priority 3:
A clear governance framework that supports more collaborative relationships between the state entity responsible for metropolitan planning and local governments. This framework should be co-designed with local government.   

Priority 4:
An explicit commitment by the Victorian Government to subregional planning within the metropolitan area, including consideration of housing, public transport and other community infrastructure

Priority 5:
An expanded notion of resilience that leads to better integration of planning for social, environmental and economic challenges
Priority 6:
A focus on integrated delivery arrangements as well as integrated planning 


Priority 7: 
More explicit reference to the potential for new technologies to transform the city.
The City of Melbourne submission makes clear that the opportunities for funding much-needed public transport infrastructure via value capture or other methods will be dependent on improvements to the way the city is planned including clearer and better governance and collaboration in land use and infrastructure planning across all levels of government. 

The City of Melbourne strongly advocates that key infrastructure in urban renewal areas – including transport infrastructure - should be delivered early. To support this, a clearer position on developer contributions as they relate to infill sites is required in Victoria as a matter of urgency. This should include consideration of a range of mechanisms applied in other jurisdictions. We suggest that one way of addressing this would be for implementation of Infrastructure Contributions Plans (ICPs) for these urban renewal areas to be accelerated as provided for by the recent amendments to the Planning and Environment Act 1987.
5. City of Melbourne and value capture 
The Council does not have an endorsed position on value capture for transport infrastructure but is actively interested in further investigation into its application. On 25 February 2014, the Council endorsed a motion calling for an investigation into potential funding methods for the Melbourne Metro project including the concept of “beneficiary pays.” Subsequently the City of Melbourne commissioned two research papers into options for funding the project:
· City Rail Infrastructure Funding: International Background and Policy Options for Funding Transit, by Dr Chris Hale (Hale 2014); and 

· Melbourne Metro Rail Project – a Framework for Value Capture Assessment, by Strategic Intelligence Group (SIG 2014). 

Dr Hale’s paper noted that major enhancements to mass transit access at a particular location create substantive uplifts in localised real estate values, and support growth in local business turnover (Hale, 2014, p 8) and that spurs to business activity, unleashed by enhanced transit access, produce flow-on effects in areas such as property values and property development (Hale, 2014, p 6).
In June 2004 the Melbourne Transport Forum’s Funding Choices paper (link) was presented to the Council. This paper canvased options for funding transport infrastructure and services to improve transport networks for walking, cycling and public transport.  
6. Responses to the Inquiry terms of reference
a. Identifying the likely impact on property values and property-related tax revenues as a result of transport connectivity;

The value of land is strongly related to the ability of people to access that land. Access to services, skilled labour markets and other businesses motivates firms to cluster together. This generates jobs, new ideas and economic growth. Transport connectivity increases land connections and facilitates continued development and population growth. Inner Melbourne’s high land values and concentration of businesses are in part a reflection of the benefits provided by transport infrastructure and accessibility of the central city. ​The central city has the highest effective job density in Victoria (see figure 1). Effective job density is a measure of agglomeration economies. It assesses the city economy’s ability to offer productivity and human capital benefits for people and businesses.
Land rent theory identifies that land values increase when the accessibility of land to goods and services increases (Alonso, cited in Mulley and Tsai, 2015). A study by Mully and Tsai (2015) into the effects of a new bus rapid transit (BRT) system on land values in Sydney, found an 11 per cent higher increase in property prices in the catchment area of the BRT, compared to the control area. The international case studies that formed part of the background to this report suggest that this is a comparatively conservative outcome. A study in Perth identified land price increases of up to 40 per cent within 400 metre catchments of a new rail line (McIntosh, Trubka and Newman, 2013). In Australia transport infrastructure currently adds considerable value to land at no additional cost to the land owner.  
b. Examining options for the application of value-capture mechanisms to sustainably fund transport infrastructure;

The completion of the Melbourne City Loop in the early 1980s has had a dramatic and sustained impact on the accessibility of both the central city and wider Melbourne, with flow on effects to land values. Up to 25 per cent of the funding for the loop came from land value capture (Committee for Melbourne, 2012). The loop is now reaching capacity and will be unable to accommodate the number of trains needed to service dramatic forecast growth (The Age, 2015). Sustained investment and economic growth in Melbourne is dependent on expanding and improving the transport network. Direct investment in public transport is particularly important as the ongoing expansion of the road network is unlikely to be sustainable. Without additional transport to service projected population growth city congestion will limit access and movement, eroding Melbourne’s development potential and international reputation. 

A number of value-capture mechanisms that could be applied to fund Melbourne Metro or other public transport improvements were identified in the reports by Dr. Chris Hale (Hale, 2014) and Strategic Intelligence Group (Strategic Intelligence Group, 2014).  Dr. Hale explored international case studies for funding transport and suggested options applicable to Melbourne. The key ones being:

Benefit levies 

This approach involves taking a portion of the increase in land value derived from proximity to a new transport project to fund the project. Property owners forgo a percentage of the unearned land value increase in order to fund the transport project from which they stand to gain (Hale, 2014).  
Ticket surcharges 
Ticket surcharges increase the cost of tickets in order to pay for the transport infrastructure. This passes some of the cost on to the user who benefits from improved service speed or quality. Hale (2014, p 10) emphasises that surcharges need to be nominal to avoid major commuter backlash. 
Transit Oriented Development rights  
Transit orientated development (TOD) is related to the precinct scale benefit directly derived from being adjacent to, above, or in close proximity to new transport projects (Hale, 2014). An example of TOD development is developing land directly above or adjacent to a new rail station. In the case of Melbourne Metro, Hale (2014) suggests buyer levies which apply at the end-sale of newly developed properties in a TOD district. 
Federal funds supported by tax incremental financing 

This method captures the increase in tax revenue derived from the positive economic impact that a new transport project delivers (Hale, 2014). The increased economic turnover that comes from increased transport connectivity generates more taxes which will contribute to paying off Federal government loans. 
Dr. Hale notes that 26 per cent of funding for the London CrossRail project is from a business rate supplement (Hale 2014, p1). He suggests that a Benefit Assessment District Levy could provide the same percentage of funding for a similar urban centre transit enhancement in Melbourne, or other Australian cities (2014, p9). Dr. Hale suggests using a combination of the value capture mechanisms detailed could provide 25 to 50 per cent of major urban transport infrastructure in Australia (2014, p.19). 
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Figure 1: Effective job density in Greater Melbourne, represented as height
· Effective job density (EJD) measures the level of employment relative to the time taken to gain access to that employment and the mode split experienced by those employees. It assesses agglomeration,  the city economy’s ability to offer productivity and human capital benefits for people and businesses (SGS Economics, 2012) 
c. Considering the appropriate roles of each of the three levels of government in establishment sustainable value-capture funding mechanisms for planning and infrastructure construction;
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The Victorian State Government’s Plan Melbourne aspires to foster more localised living across the metropolitan area through a compact mixed-use urban morphology. However, this will not be achieved without the right governance to drive it. The City of Melbourne considers that, in order to maximise chances of effective implementation, the governance model needs to be tailored to current needs, be targeted at the right scale and should drive greater role clarity for all entities involved in urban management. Fundamental to any successful urban governance model must also be a genuine partnership with local government. 
The City of Melbourne has recommended a new metropolitan governance framework that should be designed in cooperation with local government. This framework is a key precondition for establishing sustainable value-capture funding mechanisms for planning and infrastructure construction. Some of the features of this framework are greater state and local cooperation on subregional planning through new Subregional Advisory Committees; annual reports to Infrastructure Victoria, through the Minister for Planning, regarding challenges associated with delivery of Subregional Framework Plans and improved local consultation and engagement. This subregional planning model clearly lays the foundation for the application of value-capture mechanisms to support much needed transport infrastructure. 
Local government has an important role to play in value-capture funding mechanisms given its role in rate collection and land use planning including implementation of the planning scheme. The City of Melbourne is in a good position to help identify the benefits and beneficiaries of transport investment, ensuring projects deliver the largest possible benefit to the community, in turn maximising the value to be captured. Local government is also in an excellent position to communicate the benefits of value-capture models to the community because of its close relationship to the community and ongoing engagement on many issues. 

The report by Hale (2014) highlights that value-capture reduces the funding pressure placed on State government, allowing it to commit to a wider range of projects. He notes that the State is still the most significant stakeholder and so policy progress and the leadership of new efforts still primarily remain the responsibility of the state.

The City Loop offers a valuable example of cross-government funding of public transport infrastructure, which included value capture mechanisms. This included support and leadership from state government to guide investment in transport, coupled with federal funding and endorsement as well as cooperation from local government in setting up a special city levy which funded approximately 30 per cent of the project cost. 
The City of Melbourne has done significant work to design funding structures and arrangements for other non-transport related infrastructure. Developer contributions to fund pubic open space were recently approved in Melbourne Planning Scheme Amendment C209 – Public Open Space Contributions. Existing City of Melbourne plans such as the Southbank Structure Plan (link), City North Structure Plan (link), Arden Macaulay Structure Plan (link) and Community Infrastructure Development Framework (link), have all set out directions for developer contributions to fund infrastructure. There will be a need to integrate any value capture approaches with existing developer contributions systems. 
In 2013 the Australian Government called for submissions on its High Speed Rail Phase Two report (link).  The City Of Melbourne’s submission (link) detailed the council’s support for further government action and noted the land-use benefits such a project would create. 
d. Summary

Transport connectivity is fundamental to stimulating development and economic activity. The City of Melbourne’s existing transport infrastructure has been key to achieving the high concentration of jobs located in the central city and driving land values. Continued population and business growth will require significant investment in transport infrastructure.  The City of Melbourne is supportive of further investigations into the role of value capture for the funding of this infrastructure and the expansion of the transport network. 
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