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ABSTRACT

Many Australian cities are under pressure to preserve open spaces and limit suburban sprawl while
still providing affordable and desirable housing and encouraging economic growth. In their efforts to
preserve open spaces, public policy decision makers, require reliable information on the dollar value
of open spaces. Moreover, the Millennium Drought (1997-2009) in regions across Australia, coupled
with poor water allocation decisions, has seen a dramatic increase in the share of water diverted to
the agricultural and urban sectors, leaving less water to flow into the natural environment. This has
led to degradation of wetlands and water-dependent environment in some regions (e.g. Murray
Darling Basin (MDB). The present study provides evidence on the local economic role of
environmental amenities in urban and rural areas of Australia from two major strands of empirical
research, respectively, hedonic pricing and regional economic models. Only economic analyses
relying on well-established statistical techniques, reliable and extensive data and well-framed

research methodologies can provide evidence about the economic value of environmental amenities.

As part of the development of a methodology to estimate the value of environmental amenities in
Adelaide, the capital city of South Australia (SA), we review the literature of hedonic price models
with reference to the theoretical foundations and empirical developments of the hedonic price
method. The hedonic price model is commonly applied to estimate environmental attributes. The
hedonic models are constructed using real estate data on property characteristics and selling prices.
Spatial data on environmental amenities and locational attributes are also incorporated into hedonic
pricing models. This literature suggests there is economic value on open spaces in urban areas.
However, estimated values vary widely across studies which in turn create complexity to generalise
results from this vast literature on open space valuation. Policymakers at all levels of government
may find it difficult to use the extant literature for assigning a specific dollar value to a particular open

space project. We estimate a spatial hedonic pricing model with fixed effects, to produce unbiased
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and consistent estimates of the value of environmental amenity in Adelaide, SA. Such estimates will
be important in placing a value on the economic benefits of residential and environmental amenity

and provide support to planners and add quantitative values to the public policy debates.

The results indicate that the value of a property increases in proximity to green space sporting
facilities, golf courses or the coast, (adding $1,580, $540 and $4,990 per kilometre closer
respectively). The large urban Parklands in Adelaide add $1,550 to a property’s value for each
additional kilometre closer. This translates to an increase in the tax base associated with the
Parklands given the number of properties within close proximity to the Parklands. We also present
evidence of the importance of maintaining open space in a green and healthy condition in the current

climate of water restrictions.

The presence of environmental amenities has also been shown to have a positive effect on people’s
quality of life in suburban and rural areas. We use a regional economic development in particular a
generalised spatial three-stage least square procedure to evaluate the effect of environmental
amenities on percentage changes in population, employment and income of 153 local government
areas (LGAs) in the MDB, Australia. Estimates from the structural parameters, after accounting for
spatial dependencies, show that environmental amenities have a significant role in enhancing
economic development in the MDB. Areas closer to rivers experience more population increase over
the period of 2001-2006 and LGAs closer to forests and lakes experience more employment and
income growth. Additionally, rapid employment and income growth occur in areas with more rainfalls

and higher temperature.
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