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Introduction 
State governments fund two broad, conceptually distinct types of activities. The first is 
operating activities, involving the provision of services that are produced and consumed 
relatively quickly, and which have as their main function the day-to-day running of 
government. The largest single expense associated with them is salaries and wages. In 
2013/14, the operating expenses of the Victorian State budget are estimated to be $50.1b. 
 
The second type of activity funded by government is associated with the production of long 
lasting assets that that may take a long time to build and which continue to deliver services 
well after they are finished being constructed. It includes assets like roads, bridges, train 
lines and stations and so on. Unlike the first type of spending, which is in effect a form of 
government consumptions expenditure, expenditure on these long lasting assets involves 
capital or infrastructure spending, which is equivalent to investment (see for example 
Musgrave and Musgrave, 1989: 19). In 2013/14, total infrastructure spending for the 
Victorian General Government sector is estimated to be $6.1b. Infrastructure spending 
forms the focus of this paper. 
 
Since forming Government in 2010, the Victorian Coalition government has argued that 
this infrastructure spending is important in order to accommodate a rapidly growing 
population and enable the economy to grow. In its first budget, the Coalition omitted to 
include a specific infrastructure spending target, but it did flag the importance given to this 
by the Interim Report of the Commission of Audit (see Victorian Government (2012: p. 5). 
In its second Budget, the Coalition strengthened this position by explicitly setting out an 
infrastructure spending target (1.3% of GSP) as recommended by the Interim Report of the 
Audit Commission (see Victorian Government (2012: p. 9). It recommitted to this in its 
2013/14 budget. The Coalition has also committed itself to funding infrastructure from 
operating surpluses, rather than debt (see for example Victorian Government (2013: p. 6).  
 
In this discussion paper I examine infrastructure trends under the Coalition government 
and assess its record against the preceding Labor administration.  
 
In Part 1, I define capital or infrastructure spending. I then examine trends in new asset 
initiatives, as well as total infrastructure spending. A discrepancy is highlighted in which 
the Coalition’s record appears to be less than satisfactory when consideration is given to 
new asset initiatives, but seems to be good when considered next to total infrastructure 
spending. 
 
In Part 2 I look at how the Coalition has funded its infrastructure spend. I show that the 
Coalition has relied heavily on public debt, despite a policy position averse to this.  
 
In Part 3 I look at recent trends in depreciation and interest expenses as well as 
maintenance spending. Here I show that the Coalition has struggled to keep maintenance 
spending at the levels bequeathed by Labor, adding to the State’s infrastructure 



 2 

challenges into the future. I also show that the growing infrastructure spend has put 
additional pressures onto the operating budget with depreciation, interest and leasing 
costs “crowding out” other operating expenses. 
 
In the conclusion I draw out the implications of the preceding parts for policy. 
 
Part 1: Trends in infrastructure spending 
1.1 Longer terms trends in non financial asset expenditure 
There are no long-term data for total infrastructure spending in Victoria. The only data set 
relates to spending on non-financial assets, which is the single largest component (74%) 
of total infrastructure expenditure. In 2013/14 this is estimated to be approximately $4.9b 
($4.5b net of asset sales). Chart 1 shows investments in non-financial assets as a 
percentage of Gross State Product for the 30 years to 2016/17 (the last 3 years are 
estimates). The Chart shows trends in capital spending for each of the last 4 
administrations. The Chart shows declining investment during the last half of the 
Cain/Kirner governments albeit from high levels earlier in the decade, further and 
substantial declines under Kennett, then a major increase in investment under the 
Bracks/Brumby administrations to reach record levels. Under the Baillieu/Napthine 
governments investment has trended downward to levels last seen under the Kennett 
government.  
 
Chart 1: Investments in non-financial assets as % of GSP, General Government sector, 1986/7-2016/17 

 
Source: Victorian government (2013), Financial data sets, accessed at http://www.dtf.vic.gov.au/Publications/Victoria-Economy-
publications/Financial-statements on 8 July 2013. 
 
The significant increase in capital investment between 2008/9 and 2010/11 was a result of 
the massive Rudd federal government stimulus spending packages designed to insulate 
Australia from the Global Financial Crisis, which were channeled through the states (see 
Table 1) (see Taylor and Uren, 2010: Chapter 9). 
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Table 1: General Government investment in non financial assets, inclusive and net of Commonwealth 
government stimulus capital grants, Victoria, 2008/9-2012/13 ($m) 

 
2008-09 2009-10 2010-11 2011-121  2012-131 

Investment in non financial assets $3,147  $4,661  $4,886  $3,565  $4,089  
% of GSP 1.1% 1.6% 1.5% 1.1% 1.2% 
Stimulus package grants to Victoria $319  $1,594  $1,395  $657  $589  
General government infrastructure spending less grants $2,828  $3,067  $3,491  $2,908  $3,500  
% of GSP 1.0% 1.0% 1.1% 0.9% 1.0% 

Notes: 1 Estimates.  
Source: Victorian government (2011), Strategy and Outlook, 2011/12, Budget Paper Number 2, Table 3.2, p. 24. 
 
1.2 Infrastructure spending under the Coalition  
A subset of investment in non-financial assets consists of new asset initiatives, which are 
announced in each budget. Chart 2 shows trends in new asset initiatives for the last 13 
years in constant 2010/11 prices. The graph includes all asset initiatives announced 
subsequent to the previous budget. The large increase in new initiatives under the 
previous Labor government is especially noticeably. The large increase in 2008/9-2010/11 
was a consequence of the Rudd government’s stimulus spending mentioned earlier.  
 
Chart 2: New General Government budget asset initiatives announced subsequent to previous budget, 
2000/1-2013/14, Victoria (constant 2011/12 prices) ($m)1, 2  

  
Source: Victorian budget papers various years.  
Notes:1 In the mid 2000’s Labor increasingly announced large asset initiatives in the December budget update. These are included 
in the chart.  
2 Deflated by the CPI 
 
The figure confirms the picture painted by Chart 1. The Coalition has struggled to maintain 
the level of new asset initiatives reached by Labor, even prior to the federal stimulus 
packages. In 2011/12, for example, new asset initiatives under the Coalition were only 
55% the level of 2006/7, the last full year prior to the introduction of the stimulus 
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measures. While the trend in new asset initiatives under the Coalition is clearly upward, 
there is still some way to go before it reaches levels under Labor.  
 
New asset initiatives do not account for all infrastructure spending in any given year, 
however. This is because they do not take into account the “tail” of investment spending 
from previous budgets on infrastructure projects that are yet to be completed. The most 
comprehensive measure of total infrastructure spending is shown in Chart 3. This shows 
trends in total net infrastructure investment for the nine years to 2013/14 (the latter is the 
budget estimate), and it includes the spending “tail”. 
 
Chart 3: Total expenditure on infrastructure, 2004/5-2013/14 ($m shown in bars and as % of GSP 
shown by line) 

 
Source: Victorian government (2013), Financial data sets, accessed at http://www.dtf.vic.gov.au/Publications/Victoria-Economy-
publications/Financial-statements on 8 July 2013. 
 
The Chart shows that total expenditure on infrastructure hit a record high of over $7b in 
2009/10 (over 2.2% of GSP), after which it has subsequently fallen, before lifting again in 
2013/14. It nevertheless remains below the peak reached a few years earlier under the 
Labor government.  
 
While broadly consistent with the data produced earlier on non financial asset initiatives 
and new asset initiatives, these data on total net infrastructure investment suggest that the 
Coalition’s performance has not been as tardy as was suggested earlier. Setting aside the 
unusual effect of the Federal stimulus spending in 2008/9-20010/11, total infrastructure 
spending by the Coalition appears to have been maintained at Labor’s levels of the mid 
2000s. What might account for this discrepancy? 
 
1.4 Components of infrastructure spending 
By definition, capital spending is for assets that are durable and which can take many 
years to complete. A new highway for example will be a multi-year project. The budget 
includes the total investment (TEI) required by the projects funded in the budget. The TEI 
is far bigger than the actual amount to be spent on new projects for 2013/14. This is 
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shown in Table 1. For 2013/14, new expenditure on asset initiatives will account for a 
small proportion of the total amount that will need to be spent to deliver all of the projects. 
Note that this is accentuated for 2013/14 by the announcement of the East West toll road 
(which accounts for $6-$8b of the total investment).   
 
Table 2: General Government new asset initiatives and total estimated investment of new initiatives, 
2013/14 budget 

 2013/14 Total Estimated 
Investment 

New asset initiatives $825m $8,495-10,495 
Source: Victorian Government (2013), Strategy and Outlook 2013/14, Budget Paper No. 2: Table 4.6, p. 56. 
 
Table 3: New asset initiatives and total estimated investment (constant 2011/12 prices) $m 

Year to 
June: 

New asset 
Initiatives 

Total 
Estimated 
Investment 

New as % 
of total 

 
2001 $526 $1,328 40% 
2002 $656 $2,789 24% 
2003 $639 $3,858 17% 
2004 $431 $1,541 28% 
2005 $826 $2,884 29% 
2006 $1,017 $2,722 37% 
2007 $1,080 $5,575 19% 
2008 $895 $3,628 25% 
2009 $1,134 $4,720 24% 
2010 $3,498 $9,988 35% 
2011 $1,573 $10,277 15% 
2012 $596 $1,671 36% 
2013 $671 $2,640 25% 

20141 $787 $1,148 69% 
Source: Victorian Government, Strategy and Outlook, Budget Paper No 2, various years.  
Notes: 1 2013/14 excludes the East West Link which may involve total estimated investment of between $7.3.b-$8.3b 
 
The flip side of this is that each year, infrastructure spending involves not just newly 
announced initiatives, but also the “tail” from previous years’ commitments. In 2013/14 for 
example, the “tail” will account for almost 87% of total asset spending (see Table 4), while 
new asset spending will account for only 13%.  
 
Interestingly, this “spending tail” under Labor was growing progressively larger, reaching 
over $8b by the end of its term in Office ($10.3b less $1.6b).  
 
Table 4: General government, new asset initiatives and spending on non-financial assets, 2013/14 ($m) 

 Year to June: 

 
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 

New asset initiatives $680 $863 $940 $807 $1051 $3309 $1537 $596 $686 $825 
Existing $2,058  $2,030  $2,353  $3,570  $3,492  $3,875  $5,077  $4,804  $4,714  $5,311  
Total investment $2,738  $2,893  $3,293  $4,377  $4,543  $7,183  $6,614  $5,400  $5,400  $6,136  
New as % total 24.8% 29.8% 28.6% 18.4% 23.1% 46.1% 23.2% 11.0% 12.7% 13.4% 
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Source:  Source: Source: Victorian government (2013), Financial data sets, accessed at 
http://www.dtf.vic.gov.au/Publications/Victoria-Economy-publications/Financial-statements on 8 July 2013. 
 
It is this long “tail” that explains the discrepancy in the different measures of the Coalition’s 
infrastructure performance. Total infrastructure spending under the Coalition has benefited 
from Labor’s “long tail”. Without it, infrastructure spending would be shrinking. The 
Coalition has not been as been as big an infrastructure spender as has Labor.  This is 
shown in Table 4. New asset spending under Labor accounted for between one quarter 
and one half of total infrastructure spending. Under the Coalition this has fallen to less 
than 15%. 
  
Part 2: Funding infrastructure spending 
Infrastructure spending is funded from three main sources: asset sales, cash operating 
surpluses and borrowings. Table 5 shows these sources of funding from 2004/5 to 
2013/14. 
 
Table 5: Cash available for capital funding ($m) 

 Year to June: 
 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 
Asset sales $128  $159  $226  $177  $268  $187  $184  $167  $406  $420  
Cash surplus $2,481  $2,570  $2,764  $3,042  $1,981  $2,311  $2,896  $2,758  $1,726  $2731 
Net borrowings $45  $171  $614  $250  $2,487  $2,893  $3,921  $3,739  $3,604  $3,359  
Total $2,654  $2,900  $3,604  $3,469  $4,736  $5,391  $7,001  $6,664  $5,736  $6,511  
Debt % 1.7% 5.9% 17.0% 7.2% 52.5% 53.7% 56.0% 56.1% 62.8% 51.6% 
Debt and asset sales 6.5% 11.4% 23.3% 12.3% 58.2% 57.1% 58.6% 58.6% 69.9% 58.0% 

  Source: Source: Victorian government (2013), Financial data sets, accessed at http://www.dtf.vic.gov.au/Publications/Victoria-
Economy-publications/Financial-statements on 8 July 2013. 
 
The Table shows a strong trend toward the use of debt and asset sales as a means of 
funding capital spending. Under the Coalition, debt and asset sales accounted for almost 
63% of capital funding in 2012/13, up from a low of 1.7% back in 2004/5. 
 
Chart 4: General Government net debt as % of GSP, Victoria, 1992-2016 (2014-16 are estimates 
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  Source: Source: Victorian government (2013), Financial data sets, accessed at http://www.dtf.vic.gov.au/Publications/Victoria-
Economy-publications/Financial-statements on 8 July 2013. 
  
The strong resort to debt funding sits uneasily next to the Coalition’s long-term 
commitment to fund infrastructure from operating surpluses and pay down debt. When 
placed alongside its relatively tardy commitment to infrastructure spending, the picture 
emerges of a Government that has struggled in reality to meet its commitment to high 
levels of infrastructure investment funded form the operating accounts. 
 
Part 4: Depreciation, Maintenance and lease expenses 
The significant increase in infrastructure spending shown in Figures 1-3 above have 
implications for other aspects of public finance. Infrastructure spending brings with it a 
need for maintenance spending. It also brings with it a depreciation expense. If 
infrastructure spending is growing at a rate faster than revenues, depreciation expenses 
and maintenance spending can put strains on the operating budget. While there may be a 
need for more maintenance spending, if cash is tight Governments may not spend at a 
rate needed, leading to problems with the quality of the infrastructure (eg potholes in 
roads). 
 
Chart 5: General Government Maintenance spending, Victoria, 2004/5-2013/14 ($m), Constant Prices 
(2011/12=100. Deflated by the CPI for Melbourne) 

 
Source: Annual Financial Report, various years 
 
Chart 5 shows maintenance spending for the 9 years to 2013/14. The expenditures are in 
constant 2011/12 prices. The figure shows that maintenance spending has been falling 
under the Coalition, having reached a record level in its first budget in 2011/12. The real 
declines in maintenance spending have occurred against a backdrop of increased 
infrastructure investment as shown above, suggesting that maintenance spending has not 
been kept at levels needed to ensure that the capital stock is left in good working order.  
 
Chart 6 shows depreciation expenses over the 12 years to 2016/17, with the data for the 
last 3 years representing the forward estimates. As was pointed out earlier, with 
infrastructure spending increasing at such a fast rate, the necessary consequence is for 
depreciation expenses to climb at a rapid rate also. The Chart puts the growth into context, 
by showing depreciation expenses as a percentage of total General Government 
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expenses. The figure shows depreciation is set to reach a record 5.1% of total expenses 
by 2016/17, up from 3.9% in 2004/5.  
 
Chart 6: Depreciation and interest expenses as a % of total expenses, Victorian General Government 
sector, 2004/5-2016/17 

 
 Source: Victorian government (2013), Financial data sets, accessed at http://www.dtf.vic.gov.au/Publications/Victoria-Economy-
publications/Financial-statements on 8 July 2013. 
 
If we add to this the interest cost of the debt that has been used to finance infrastructure 
spending, a clearer picture emerges of the burden to the budget of a large infrastructure 
program. This is also shown in Chart 6, which includes data on depreciation and interest 
expenses as a percentage of total General Government expenses from 2004/5 to 2016/17 
(the last 3 years are the forward estimates). The figure shows that the two components will 
rise from a little over 5% of total expenses in 2007/8 to peak at 9.4% in 2014/15.  
 
Table 6: Operating expenses associated with infrastructure provision, General Government, Victoria, 
2004/5-2016/17 ($m) (Constant 2011/12 prices. Deflated by CPI for Melbourne) 

  2005 2006 2007 2008 2009 2010 2011 2012 2013 
2014 

est. 
2015 

est. 
2016 

est. 
2017 

est. 
Finance lease $48  $52  $100  $100  $139  $153  $155  $176  $484  $739  $707  $657  $707  
Operating lease $232  $282  $217  $259  $244  $240  $248  $279  $228  $221  $245  $230  $226  
Non-lease interest $470 $481 $427 $387 $554 $738 $853 $1,067 $1,228 $1,338 $1,443 $1,430 $1,324 
Depreciation $1,383 $1,508 $1,533 $1,571 $1,636 $1,976 $2,057 $2,127 $2,215 $2,269 $2,366 $2,380 $2,437 
Infrastructure 
operating costs $2,133  $2,322  $2,276  $2,316  $2,573  $3,107  $3,313  $3,648  $4,155  $4,567  $4,760  $4,698  $4,694  
% of Total 
Expenses 6.0% 6.3% 5.9% 5.8% 6.1% 6.7% 7.1% 7.7% 8.9% 9.6% 9.9% 9.8% 9.8% 

Source: State of Victoria Annual Financial Report various years. 2012/13 onward Budget Paper Number 4. CPI from Victorian 
government (2013), Financial data sets, accessed at http://www.dtf.vic.gov.au/Publications/Victoria-Economy-publications/Financial-
statements on 8 July 2013. 
  
There is one further aspect of infrastructure spending that can put pressure on the budget. 
Over the last 20 years, Victorian governments have increasingly relied on privatisations as 
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a means of funding infrastructure projects. Over the last decade, the favoured route has 
been Public Private Partnerships, in which the private sector is contracted to build and 
maintain the assets. These infrastructure projects bring with them a finance and operating 
lease expense. To understand the full impact of the increase in infrastructure spending by 
the Victorian government it is necessary to add these leasing expenses to depreciation 
and interest. This is done in Table 6. The Table shows that the operating expenses 
associated with infrastructure provision have doubled between 2004/5 and 2013/14, and 
are projected to reach almost $4.7b (in 2011/12 prices) by 2016/17, up from $2.1b in 
2004/5.    
 
Particularly noticeable in Table 6 is the growth in lease payments associated with the 
Public Private Partnerships. These have increased to almost $1b, up from $280m in 
2004/5. Another way of showing their significance is by considering their impact on the 
balance sheet, for the leases figure as borrowings. Finance lease commitments accounted 
for one quarter of borrowings in 2012/13, up from 10% 7 years earlier (see Table 7). 
 
Table 7: Finance lease payments, General Government, Victoria, 2004/5-2016/17 ($m) (constant 2011/12 
prices. Deflated by the CPI for Melbourne) 

 
2005 2006 2007 2008 2009 2010 2011 2012 2013 

2014 
est. 

2015 
est. 

2016 
est. 

2017 
est. 

Current $227  $115  $76  $62  $67  $147  $83  $50  $71  $92  $111  $128  $145  
Non 
current $499  $800  $1,203  $1,402  $1,792  $1,699  $1,795  $2,628  $7,728  $7,378  $7,036  $7,655  $7,337  
Total $726  $915  $1,279  $1,463  $1,858  $1,846  $1,878  $2,678  $7,799  $7,470  $7,147  $7,783  $7,482  
% of total 
borrow-
ings 10.2% 13.2% 15.5% 16.9% 16.2% 12.8% 10.3% 12.0% 25.3% 22.5% 20.7% 23.3% 23.8% 

 Source: Annual Financial Report for the State of Victoria various years. CPI from Victorian government (2013), Financial data sets, 
accessed at http://www.dtf.vic.gov.au/Publications/Victoria-Economy-publications/Financial-statements on 8 July 2013. 
 
 
Conclusion and policy implications 
This Working Paper has examined infrastructure spending and financing under the 
Coalition. It has shown that the Coalition is committed to record levels of infrastructure 
spending, but has struggled to meet this goal. It was under the Bracks/Brumby Labor 
governments that State infrastructure spending was given a significant boost, more than 
compensating for the significant real falls under the Kennett government in the 1990s. To 
the extent that the Coalition has kept infrastructure spending high, it has done so largely 
on the back of the long “tail” of infrastructure spending bequeathed by Labor. It was 
pointed out that part of Labor’s impressive infrastructure record was a consequence of the 
Rudd government’s stimulus packages, which enabled the State to significantly increase 
infrastructure spending as a means of avoiding the worst effects of the Global Financial 
Crisis. 
 
The Working Paper has also shown that, in contrast to its official position that sees it 
opposed to debt financing, the Coalition has in fact depended heavily on debt to finance its 
infrastructure spend, almost doubling General Government debt levels in the process. This 
is not to say that debt levels are too high, for the opposite is true. Rather it is to say that 
there has been a significant and growing gap under the Coalition between its policy 
settings and its performance. 
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The significant increase in infrastructure spending has had knock on effects to the 
operating statement, with depreciation, leasing and other interest costs coming to account 
for almost 10% of operating expenses, up from 6% in 2004/5.  The rising cost of Public 
Private Partnerships has also been highlighted. 
 
The commitment to keeping infrastructure spending high (at least 1.3% of GSP) is one that 
should be kept by future Governments. There is no doubt that this is good economics, 
especially at a time of rapid population growth. It is also good politics, for it is widely 
accepted that it has been the failure of State governments in NSW and Queensland in 
recent decades to keep infrastructure spending at needed levels that has ended up 
costing them at the polls (see for example Gallop, 2012).  
 
Use of debt financing for infrastructure is legitimate, as any public finance text book will 
amply attest. The budgetary challenge is that for any given budget balance, as long as 
infrastructure spending is growing at a rate faster than revenues, other operating 
expenses will experience a continued squeeze as a result of rising depreciation and, if 
debt-funded, interest charges. This is particularly problematic in Victoria because the 
Coalition is committed to funding all infrastructure spending out of operating surpluses, 
which in the absence of rapid revenue growth necessarily means operating expenses will 
be squeezed increasingly hard, leading in turn to potential citizen unhappiness about the 
level of service delivery in areas like health, education and community services. 
 
This in turn raises the question of whether or not it is necessary for the Coalition to have 
as a medium term goal the need to fully fund all infrastructure spending? This takes us to 
issues associated with budget strategy, which forms the subject matter of Background 
Paper Number 2. 
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