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EXECUTIVE SUMMARY

This report provides a valuation of the economic, social and cultural
contribution to the Australian community of the Australian Live Music
Industries. The valuation employs a cost-benefit analysis framework that
draws on a national survey of consumers; interviews with venue owners
and operators; and currently available sector data.

Cost benefit analysis considers the benefits that flow to the broader
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community from money spent on a particular activity, in this case live
music. Cost benefit analysis is commonly used by governments to
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evaluate the merits of policy choices and assumes that any positive
change in public welfare enabled by an activity is a benefit that might
otherwise need to be met by the community.

Our research has identified that live music spending in Australia delivers
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at least a 3:1 benefit-to-cost ratio. This means that for every dollar spent
on live music in Australia, $3.00 worth of benefits are returned to the
wider Australian community. We conservatively value this contribution at
approximately $15.7 billion for 2014.

This figure is larger than previous valuations of the Australian live music
industries due to our more detailed model of consumer spending and a
more complete accounting of the various ways live music benefits the
community.

Akey finding of our research is that producer accounts of live music
spending, such as ticket, food and alcohol sales, represent less than half
of actual spending on live music attendance. Valuations of the live music
sector that rely on producer data, by extension, are likely to under-
represent the sector's economic inputs and outputs. Similarly, accounts
of the live music industry that do not consider civic and individual
benefits that flow from live music activity are likely to under-value the
contribution that live music makes to our community.

To avoid the possibility of presenting inflated figures, we have, wherever
necessary, overestimated costs and underestimated benefits. This has
resulted in a conservative, but rigorous valuation that may increase

with the availability of additional data. For example, we were unable to
identify the impact of volunteering on the live music sector due to a lack
of information on the prevalence and scope of volunteer activity.

The $15.7 billion of benefit identified by this research comprises
approximately $2.1 billion of commercial benefits, $3.2 billion of civic
benefits and $10.4 billion of individual benefits.

Commercial benefits comprise of the profits generated by live music

producers and a net positive impact on productivity at work reported by

live music attendees.

Both producer and consumer sentiment, signalled by their three year
outlook, was largely positive, with a majority of venues and 36 per cent of
consumers expecting to be more or much more engaged with live music.

The mainreasons consumers indicated they were less likely to attend
live music in the future were related to stage of life and access to venues.

These two issues appear to be related and may represent a section of jo BS
consumers who are aging out of the market or whose ability to attend live

music is impacted by family responsibilities.

Civic benefits include an estimated 65,000 full and part-time jobs enabled

by spending on live music and taxation revenue to all tiers of government.

Live music is also identified as a source of regional competitive advantage.
Approximately half of the survey respondents reported travelling inter-
and intra-state to attend live music, with one in five travelling overseas.
This suggests there is a strong case for investment of public funds into live
music making.

Individual benefits describe the in-use-value of live music as identified by
our survey respondents. This incorporates consumers revealed preference,
or expenditure, and a contingent valuation of their live music consumption.
Contingent valuation is a commonly used technique to quantify, in
economic terms, benefits to consumers such as improved wellbeing

that are not directly sold. The contingent valuation reflects the range of
intangible benefits reported by consumers and producers that they feel are
associated with experiencing live music. These included benefits such as
greater social capital and improved health-and-wellbeing.

There are anumber of limitations to these findings that would benefit from
futureresearch. In particular, further research is needed to identify:

— The costs and benefits of volunteering in the live music sector.

— The benefits non-users of live music might receive from live music
activity in their community, and how they value this.

— Theimpact of live music on productivity.

— Asatellite account for live music, that comprehensively details how
live music making directly impacts on the Australian economy.

This research has demonstrated that live music activity in Australia
delivers significant benefits to the Australian community. Investment of
time and money in the live music sector delivers an impressive return and
is clearly producing a public good. We encourage decision makers in both
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industry and government to reflect on these findings and consider how they
might continue to improve and develop the live music sector in Australia

through funding, better regulation and small business support.
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INTRODUCTION

The value of live music is intuitively understood by the millions of
Australians whose lives are enriched by time spent on sticky floors,
in muddy fields and at concert halls. Music is an experiential medium
and live performance is its most elemental form. Trying to articulate
this intuitively understood value, however, quickly reveals complexity
as live music informs identity, leaves longstanding memories and
helps create meaning across communities and cultures.

Australia's live music sector is similarly complex, comprising multiple,
interrelated industries whose contributions to the economy need to
be accounted for. Within a single venue, or at a single performance

on any given night, there is likely to be several interdependent
commercial interests in play. The motivation and operation of these
businesses is poorly understood due to a lack of available fine-
resolution data.

The original contribution of this study is to locate the discrete values
of live music activity and, for the first time, illustrate the dynamic
ways in which they interact.

We depict how producers and consumers use their time and money
to enable live music making in Australia. This affects individual and
community states of physical, human, social, and symbolic capital,
which is converted by users into a set of economically valuable
outputs that impact upon the welfare of society. Our model adopts
the best-practice principles of cost and benefit analysis to estimate
the value of the unique cluster of activities associated with live music
making in Australia. As this report includes the first known valuation
of live music as an economic, social and cultural ecosystem within
adefinedregion, we also identify several new directions for future
research.

Among its many
attributes, live music
events build communities
and social connections:
provide economic value,

employment and career
paths; and help create
vibrancy, buzz and
atmosphere inaprecinct.

RACHEL HEALY, JOINT ARTISTIC DIRECTOR
ADELAIDE FESTIVAL 2017- 2019




2 Problematically, such valuations inevitably overstate the fiscal benefits of the sector by failing to account for the
substitutability of profit. For example, when an internationally touring artist who brings their own production visits
aregion, the volume of ticket transactions is a poor proxy for community benefit, when the vast majority of profits

VALUING LIVE MUSIC oreenjoyedoffshore

The more robust of these analyses apply the widely accepted economic input / output method to estimate the
economic contribution of the live music making industries. For example, in Australia, the gross value added (GVA)
to the economy by live music was estimated to be $652 million (Ernst & Young, 2011). More recently in the United

E conomic Va IU e Kingdom it was estimated to be £789 million (UK Music, 2014), or AU3$1,466 million. Related approaches to valuing
live music (or, more broadly, the creative industries) include the works of (Ansell & Barnard, 2013; Bakhshi, Freeman,

Several attempts have been made to place a dollar value on Australian and international live music industries. These &Higgs, 2013; Higgs, Cunningham, & Bakhshi, 2008; Higgs, Cunningham, & Pagan, 2007; Sigurdardattir, 2017;

studies typically focus on statements of economic impact, such as the increases in spending and employment Williamson, Cloonan, & Frith, 2003).

associated with participation and patronage (CNV, 2014; Deloitte Access Economics, 2011; Ernst & Young, 2011,
2014; Meyhoff, Krohn, & Sjavold, 2014; Newton, 2012; Page, 2010; Portnoff, Nielsén, & Sternd, 2013; Pricewaterhouse
Coopers, 2014; Rogers, 2013; SGS Economics, 2011; Spahr, 2013; Worden, 2010).

All of these findings need to be treated with similar caution, as they rarely account for the fact that if consumers
didn't spend their money on live music, they would spend it on something else. Counter-methods that might mitigate
this such as opportunity costing and/or equilibrium modelling are not evident in the studies cited. Consequently

The headline figures reported by many of these studies describe the volume of live music transactions such as input / output analysis on its own is largely discredited as a basis for decision making in policy (Australian Bureau of
ticket sales and, in some cases, related consumer spending on food and beverages. The figures for each country Statistics (ABS), 2010b; Gretton, 2013).

in Figure 1show transaction volume figures for Australia and other live music markets as reported in a number of

) More importantly, nearly all of the economic modelling of live music carried out to date is limited by areliance on
recent studies.

producer estimates of expenditure. In most industrial settings—such as in the recorded music industry where a
finite number of producers operate via a limited, densely clustered number of sales channels—this is an acceptable
method of data collection. Live music, on the other hand, is not a well-defined (or easy to define) industry.

FIGURE 1

By asking a sub-set of producers for the motivating data, analysts are de facto limiting the scope of their work to

VALUATIONS OF LIVE MUSIC BY VOLUME YEAR: 2009
VALUE: £1.5 billion live music activities that fit within their own conception of what constitutes live music and/or convenience sample.
ggbﬁg}ggg”ig%‘;“on For example, the French study cited in Figure 1was limited to the pop and jazz sectors; the North America research
YEAR: 2012 covers only the top 200 grossing tours, excluding festival and club events; and the Australian, UK and Italian figures

VALUE: kri.5billion YEAR: 2013 YEAR: 2012
VALUE (AUD): $0.2billion VALUE: €15 billion VALUE: €23 billion
XSb‘éEc(E’f‘éﬁ)v’fféi)'““” gﬁb‘ﬁigg;’iﬁfoﬁ’;')“‘J” Many of the recent Australian studies on the economic impact of live music are affected by similar limitations.
Newton (2012), for example, argues that lists of live music venues used by Ernst and Young (2011) and Deloitte
Access Economics (2011) did not align with those identified in NMIT's annual ‘State of Play' reports; and that the
modelling conducted by Ernst and Young and Deloitte likely understated the scale of live music activity. This was
attributed primarily to differences in sampling methods, which may have been compounded by the 2011 reports
relying on static venue lists generated from the Australian Performing Rights Association’'s (APRA AMCOS)
dynamic database. To address his concerns over sampling accuracy, Newton and 100 volunteers undertook a census
of Melbourne venues that, combined with data from Live Performance Australia, produced a much more accurate
e estimate of the scope of live music activity in the city. A key limitation of Newton's research however is that it is only

VALUE: £1.2 billion descriptive of volume and does not attempt to value the economic impact.
VALUE (AUD): 1.2 billion o ) ) ) ) ) o o ]
SOURCE: Ernst & Young (2011) Another significant issue is one of scope, in that the sum of live music consumption in the economy is invariably

under-reported, not reported or not available to producers. Licensed venues and ticketing agencies are often
the only source of data available to economists working in this space, and these have been shown to provide an
incomplete picture of live music motivated transactions (Newton, 2012). Additionally producers are unlikely to
be able to reliably account for the secondary markets that exist within their venues, such as ticket scalping and

only reference peak body or specifically licensed or registered venues (Laing, 2012).

YEAR: 2009 YEAR: 2011 merchandise sales.

VALUE: €0.8 billion VALUE: kr3.2 billion
VALUE (AUD): $1.2 billion VALUE (AUD): $0.5 billion
SOURCE: Worden (2010) SOURCE: Portnoff et al. (2013)

YEAR: 2008
VALUE: $4.2 billion ® e
VALUE (AUD): $4.8 billion

SOURCE: Rogers (2013) YEAR: 2013 T, .
VALUE: $0.96 billion °
VALUE (AUD): $0.89 billion

SOURCE: Pricewaterhouse
Coopers (2014)
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It's a community
experience which
is important in the

development of modern
culture. The health of
live music is a sign of an
energetic, inspired and
fulfilled community.

Cultural and Social Value

Severalresearchers have argued strongly for the need to account for social and cultural benefits alongside the
economic contributions of music and other art forms (Arts Council England, 2014; Behr, Brennan, & Cloonan, 2014).
Although difficult to measure directly, these benefits are real and may manifest in a number of ways including
improved productivity, a greater sense of wellbeing and increased social capital (Carnwath & Brown, 2014).

The link between performing arts experiences and health and wellbeing is well established (Carnwath & Brown,
2014). Music in particular has been shown through clinical research to effect immunological response, although
more research is needed into how this functions (Fancourt, Ockelford, & Belai, 2014). Music is often used as a mood
manipulator by advertisers and retailers (North, Hargreaves, & McKendrick, 1999), and people frequently use music
for‘'emotional self-regulation’ (DeNora, 2000). Active engagement with music has been shown to increase positive
perceptions of self, which in turn leads to greater motivation, manifesting in turn in enhanced self-perceptions of
ability, self-efficacy and aspirations (Hallam, 2005, 2010). It has also been demonstrated that school-age students
who participate in musical activities are more socially active, and engaged in conversation with adults (parents,
teachers et cetera) more readily. This suggests that the higher social functioning of musically active students is
likely to result in higher self-esteem and, therefore, increased motivation and self-efficacy (Broh, 2002; Lillemyr,
1983; Sward, 1989). One implication of this is that experiencing live music may also have a positive benefit on
productivity.

The benefits of live music participation are not limited to young people and students. Live music performance

has been shown to alleviate apathy and improve quality of life among dementia subjects (Holmes, Knights, Dean,
Hodkinson, & Hopkins, 2006); and an experiment into the effects of the participation of seniors in an ongoing
chorale group observed that positive health outcomes occur when older individuals are in situations that provide
meaningful social engagement with others (G. D. Cohen et al., 2006). Similarly, a long-term Swedish study into the
correlation between attendance at cultural events (such as live music performances) and survival rates has further
shown that those who frequently attend such events live longer than those who rarely attend (Bygren, Konlaan,

& Johansson,1996). Indeed, in a follow-up report, it was stated that “People who rarely attended such events ran
anearly 60 per cent higher mortality risk than those attending most often, after adjusting for a range of possible

confounders” (Johansson, Konlaan, & Bygren, 2001). The same study examined the impact of music-making on
mortality rates, with those who rarely participated in music-making registering a slightly higher mortality rate than
those who sometimes participate (Konlaan, Bygren, & Johansson, 2000).

Live music has also beenrecognised as contributing to a sense of community, meaning and attachment to place
(S.Cohen,1999; Gallan & Gibson, 2013; Long, 2014). Live music is a communal event that incentivises like-minded
individuals to gather, and “provides a sense of community that is not present when listening to music alone” (Black,
Fox, & Kochanowski, 2007). The informal nature of the industry “blurs the business-social divide!’ (Watson, 2008)
levelling the importance placed on social and business relationships to an equal standing. This is thought to be true
of cultural and creative industry workers in general; as the long hours, socialising with other creative workers and
the spill over between work and play generates a strong community (Pratt, 2000).

A societal risk of such attachments is that the reliance of music scenes on social and subcultural capital can lead to
systems of exclusion, as music scenes take on aspects of tribalism, which might make participation in these scenes
difficult for outsiders (Harrison, 2010). It is generally argued, however, that the negative effects of group dynamics
generated by music scenes are outweighed by the positive contributions to a sense of community and belonging
that live music events create (Garrett, 2010; Hoffman, 2012; Welch et al,, 2014).

The cultural value of live music, and in particular the venues where live music occurs, can be observed in debates
around cultural policy, licensing regulations and the residential development and gentrification of inner-city suburbs
where live music occurs (Gibson & Homan, 2004; Holt, 2013; Homan, 2010; Lobato, 2006; Shaw, 2009). There is

clear evidence that cities such as Austin, Manchester and New Orleans, benefit from their reputation for live music
through tourism and related flowthrough to their local economies (Flew, 2008; Homan, 2008; Long, 2014). Place-
based symbolic capital encourages migration of consumers and producers, as the appeal of a vibrant live music
scene draws creative individuals and music lovers from other regional and urban centres.

In Australia the cultural value of live music production to governments has been signalled through the establishment
of live music precincts and agent of change legislation (Homan, 2008, 2011b). Protests around the closure of iconic
and long-established venues demonstrate that sites of live music performance and heritage are of some value to
audiences of live music, and probably ‘non-users' alike. For example, the SLAM rally of 2010 to protest the closure of
the TOTE (a popular live music venue) remains the biggest cultural protest in Australia's history (Walker, 2012). How
this might be quantified in the context of Australia's live music sector has not been sufficiently articulated, however,
recent research is beginning to provide insight into how this can be achieved.

Six years into a longstanding investigation into the value of the live music industries in the UK, Behr, Brennan and
Cloonan (2014) argue that qualitative data is essential for providing a complete and nuanced picture of the value of
live music, and in particular “those areas in need of support” (p,3).

Such studies highlight, if tacitly, that the cultural, social and economic values of live music are interdependent,
insofar as the cultural value of live music creates and depends on its economic value, and both are underpinned by
its social function (Sedita, 2008). They also demonstrate a maturing understanding of the complexity of the markets
for aesthetic labour, and recognition that such complexity cannot always be captured or represented through
traditional economic analysis. Earl's (2001) argument that economic analysis of live music in Australia has not
sufficiently engaged with the measurable and quantifiable, cultural and social benefits remains undisturbed by the
passage of more than a decade. Their at best limited engagement with qualitative producer and consumer accounts
of live music activity represent an incomplete picture of the live music sector.

n



At what cost?

Much existing research argues convincingly that live music makes a valuable and positive contribution to the
community. However there is almost no acknowledgement, let alone critical consideration, of these otherwise
reasonable benefits in light of the financial and social costs of production. These include basic cost of producing
live music as well as broader costs borne by society such as those associated with regulation, policing, hearing loss,
excessive drinking, use of illicit substances and violence.

Acknowledgment of these costs is implicit, if mostly unquantified, in research examining the night time economy,
where the discussion tends towards issues of costs, regulation and enforcement (Flew, 2008). Yet such studies
rarely distinguish live music from recorded music venues, and are silent on the attribution of cause in this regard.
For example, despite evidence of higher incidences of intoxication and drug use among nightclub and electronic
music event patrons (B. A. Miller, Byrnes, Branner, Voas, & Johnson, 2013; P Miller et al,, 2014), similar studies of
live music patrons are insufficient and inconclusive. One study in Glasgow identified the use of recorded music
could both positively and negatively influence patron behaviour (Forsyth & Cloonan, 2008), but did not examine
primary use live music venues. A small number of authors have also discussed the health risks associated with
noise exposure, alcohol consumption and illicit drug use at music festivals from the perspective of treating doctors
(Hutton, Ranse, Verdonk, Ullah, & Arbon, 2014; Zhao, Manchaiah, French, & Price, 2009); however population data
describing the prevalence of these risks among live music patrons is scarce.

In Australia government and community concerns over the safety of after-dark audiences have been expressed
through changes to licensing regulation aimed at curbing anti-social behaviour and alcohol-related violence. Live
music venues suffer from de facto inclusion in regulatory reforms designed to address high-risk drinking behaviour
such as violent assaults (Homan, 2010), even though a growing body of research suggests there is no empirical
evidence that identifies live music as a cause of such behaviour (Giesbrecht, Bosma, Juras, & Quadri, 2014; Green &
Plant, 2007).

Other costs identified, but again unquantified in the available literature, relate to business and labour practices
(see, for example, Cloonan (2011)). The aesthetic labour of musicians is also acknowledged as precarious and
dependent upon significant investments of social and cultural capital (Hracs & Leslie, 2014). Relatively few
performing musicians are able to generate a living wage from their music, with the median income for practicing
musicians in Australia calculated at just $7,200 per year (Throsby & Zednik, 2010). This suggests that a significant
proportion of the costs of live music performance may be subsidised by other industry.

A critical appraisal of the impact of live music must therefore connect the economics to the increasingly
understood cultural significance of the activity, without glossing over the financial and social costs of production.
This report addresses many of these limitations through robust and holistic primary data collection and the
ultimate application of a cost-benefit framework to deliver a more complete picture of the economic, social and

cultural value of the live music industries in Australia.

3
METHODOLOGY

At the heart of any public investment decision is this basic question—does the planned investment lead to a net
increase in social welfare?

Cost-benefit analysis (CBA) is now the government-preferred approach to evaluating policy choices (Office of

Best Practice Regulation, 2005). A cost-benefit approach is required to identify the real and opportunity costs
associated with expenditure, as well as the benefits that flow, including economic impacts, preferences and avoided
costs.

Within the cost-benefit approach, avoided cost theory, as it is applied here, assumes that any positive change in
public welfare enabled by live music is a benefit that would otherwise need to be met by the community in order to
maintain the status quo. Cost benefit analysis is not, however, a static valuation technique. It is a comprehensive
means of comparing one alternative to another, and therein lays its limitations for the purpose of stand-alone
valuation.

Foremost, this study is concerned with estimating the value of live music making in Australia. This value is defined
here to be the sum of benefits enabled over a fixed period—in this case, one year. Net value (benefits less costs)
is only relevant to the extent that it allows demonstration of the process of how value is created, and to make
observations about allocative efficiency.

As aresult, the substitutability of the costs and benefits is less material than it would be in traditional cost-benefit
analysis. This is because this study is not overtly comparing live music with anything, even if the use of the value
arrived at as a basis for future comparison is not precluded. In valuing live music, this study is only measuring the
gross contribution to the community. The hypothetical presumption that other events might fill the void left by no
live music in Australia should not alter our understanding of its value at the point in time in which it is measured.
After all, valuation is not a zero sum game.

The impact of time, too, becomes largely moot. As this study intends to value live music making in Australia only
on the basis of 2014 performances, there is no need to speculate on the return that the community might achieve
in future years. This is counter-intuitive to the theories of both price and cost-benefit analysis, which are highly
sensitive to prospective cash flows and the psychological baggage that comes with them.

Nonetheless, this does not give licence to be casual with estimates and, if anything, imposes a higher standard of
rigour, especially in regard to the risk of over-estimation. A conservative position is therefore adopted by tending,
where necessary, to overestimate costs and underestimate benefits.

The other refinement made here to the cost-benefit approach is the offer of amore complete illustration of the
value creation process. This is because the notion of value is relational, in that the meaning and activity of creating
value emerges from a complex set of interconnected social relations (Ollman, 1976). Any study of value should
therefore focus on the process by which value is created and ascribed (B. K. Johnson, Mondello, & Whitehead, 2007).

13
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The cost-benefit approach also demands particular attention to identification of the recipients of benefits and the
bearers of costs. In developing and applying a framework for a complete economic assessment of the value of an
activity, it is therefore necessary to quantify the costs and benefits to:

- government at all levels
— producers
- users, and

— the community, environment and society.

Iterations of this model have been successfully applied to economy-wide valuations of public goods such as sport
and physical recreation, volunteering, the Arts, and major events; and has been subject to academic peer-review
(Muller, Cameron, Jameson, Robertson, & Grafton, 2013; Muller, Harvey, Arthur, & McMahon, 2014).

The intention of this process is to divert attention from market economics to social economics. While social
economists have developed rigorous methodologies for articulating value—the most accepted of which is
contingent valuation—what practitioners have lacked up until now is a theoretical paradigm to consistently locate
and describe the costs and benefits of any given activity (or ecology thereof).

Cost Benefit Framework

Every activity has its inputs, which come at a cost. These include the direct costs of the goods and services, which
enable it, and the costs of consumption that might otherwise have been spent on alternative activities (for example,
the cost of the time an individual spends performing the activity, or the otherwise fallow infrastructure they
demand for its performance).

From the investment of these current and opportunity costs, we create the activity; in this instance, the live music
making ecosystem. This, in turn, may alter (for better or worse) one or all of the four states of human capital in the
individuals and society participating in it.

Physical capital refers here to the saleable assets created by the activity. Human capital refers to, among other
things, a person’s health, psychological well-being, knowledge and skills; whereas, social capital is an individual's
extant levels of happiness, trust, and engagement with others. Symbolic capital recognises the extent to which the
activity and its artefacts inspire an individual, or gives them something to aspire to.

Capital of any kind, however, is a latent attribute. As such, it does not so much defeat measurement; it is just that its
measurement is highly arbitrary and, for economic purposes, somewhat pointless. It is only when the potential of
capital is expressed that it has utility, or value. Tangible and measurable expressions of capital include changes to
an individual's health, productivity and well-being; and, changes to commercial and civic net worth (through enlarged
(or diminished) profits and/or avoided (or added) costs).

This report therefore uses:
— financial analysis to scope the activity and estimate, among other things, total turnover
— revealed preference and travel cost methodologies to arrive at estimates of direct and opportunity costs
— economic impact analysis to estimate productivity and commercial outcomes

— qualitative analysis to describe the ‘capital’ outcomes of live music activity and their relationship to inputs and
outputs, and

— contingent valuation to describe the perceived use and non-use values of the collective enterprises.
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Data collection method

The analysis carried out in this study was supported and validated by:

— face-to-face interviews with live music venue owners / operators in Sydney, Melbourne, Adelaide and Hobart
(n=38),and

- anonline survey of live music consumers (n=1488).

Both primary data collection instruments are appended to this report.

Our data revealed factors affecting live music attendance and the various ways live music benefits and is valued
by respondents. We were also interested in the commercial experience of producers, particular their motivations,
operation and factors influencing their success or otherwise. Qualitative analysis of this data contributes to an
understanding of how the market for live music operates, what the enabling and constraining factors may be, and
where government and industry might invest most effectively.

Design of the qualitative survey and interview questionnaire was informed by the literature discussed earlier
and refined by a focus group of industry professionals, local government staff and music researchers. Rather
thanimposing a limited set of criteria, the survey and questionnaire comprised mostly open-ended questions in
an attempt to allow themes to emerge from the respondents’ answers. A strict data collection and management
protocol was thus employed to ensure that no venue or consumer could be identified during data analysis.

Qualitative content analysis was used to identify categories or themes that allowed similar responses to
questions to be grouped together. After a first pass categories were refined and, where possible, categories
were standardised across the producer and consumer data. Responses to questions were then sorted into these
categories to allow for comparison and discussion. This qualitative analysis is not intended to be generalizable;
instead, it describes the type and volume of responses we received to the questions posed.

15
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4

LIVE MUSIC IN
AUSTRALIA

Although generous in discussing their motivations, commercial risks and business models, a number of the live
music venue owners and operators were reluctant or unable to fully disclose their cash flows. This reflects the
commercially sensitive nature of financial data in an industry that is still largely cash-based and the often-complex
commercial arrangements within each venue. Several venues, for example, could not provide an accurate account
of what was paid to artists, as they allowed the bands to set and collect a door charge, or leased their space to
independent promoters. Similarly, approximately half of the venues interviewed identified staff working in their
venues that they didn't pay directly. Given the issues previously identified with producer data under-representing
the economic impact of live music, we therefore prioritised the consumer survey as a more reliable source of
economic data for the purposes of this cost benefit analysis.

The online survey was promoted directly to consumers through several industry and peak-body mailing lists and
media stories in national and local news outlets. Participants were allowed to self-define live music; although,
certain prompts were given to encourage a holistic consideration of the activity. This ensured that our definition of
live music was consistent with community, rather than the researcher’s, understanding of the term.

Of the survey respondents who provided demographic data, 64.2 per cent identified as male and 35.8 per cent
as female. A breakdown of respondents by age, State of residence and reported income is shown in Figure 3.
Respondents reported attending a range of live music, from hip hop and metal to classical and jazz, though there
was a strong overall preference for popular music.

In order to normalise the sample we therefore weighted it against the most recent ABS data on“popular concert”
attendance (ABS, 2010a).

AGE FEMALES

25t0 34 0.92 1.60
35t0 44 0.88 152
45to0 54 0.88 154
55 to 64 0.85 1.48
Over 65 123 214

Nk
65+ - 6.3

S ---°

5\ I 6-5
WA - 6
TAS - 5.6
ACT l 2.2

NT 0.7

= N 32
s30<-s4oK | 201
ssox-seok | 18
s7ok-so0 | 15-3
>0k | 14-2

C I >3
.0 I 1.8
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After applying the weights shown in Table 1, sample age and gender were not significantly different from the
population distributions of popular music patrons (p>0.05 for both).

This weighting does not account, however, for other potential biases introduced by our sampling method. For
example, a disproportionate number of respondents were highly engaged by live music, and performing musicians
and industry workers were potentially over-represented. This is probably explained by our use of industry mailing
lists to promote the survey and the self-selecting nature of respondents. Therefore although this outcome was
anticipated and unavoidable due to the resource limitations of this study, it is not possible to draw conclusions
about the population-wide volume of live music attendance from this data set.

Disregarding then our sample’s self-reported volume of expenditure on the basis it was highly likely to be skewed
(anissue we will resolve shortly); it was nevertheless found that individuals' patterns of spending shown in Figure 4
were not significantly affected by their level of engagement (hours per month; p>0.05). In other words, regardless of
how much an individual reported spending on live music - whether it be 5100 or $10,000 per year - there was not a
statistically significant difference in their patterns of spending.

We can therefore vastly improve our understanding of the scope of individuals' investment in their live music
interest by commencing to build a satellite account.

Live music consumption

A satellite account is a standard developed by the United Nations to measure the size of economic sectors that are
not defined as industries in the national accounts (UNWTO, 2002). Live music is one such industry not discretely
defined by the Australian Bureau of Statistics or, indeed, any central economic agency.

The consumption of live music actually involves making a variety of related purchases across already defined
sectors. In this study we have measured a number of these, including:

— Accommodation and related expenses
Clothes and fashion

Food, beverages and other consumables
Fuel, motor vehicle and travel expenses
Memberships and subscriptions

Merchandise (including CDs, programs, memorabilia)

N2 20N 2N 2N 2N 2

Phone, internet and communication expenses, and

- Tickets /entry fees

The composition of this spending is shown in Figure 4 and applied as a baseline to a number of the estimates

of costs and benefits that follow. Of interest is the fact that producer accounts of live music making—even if
perfectly conducted—will only ever capture ticket and food and beverage sales. It can be seen in Figure 4 that these
categories describe less than half of the actual economic impact of live music making in Australia.

A smallnumber of respondents identified other incidental expenses that are not included in our reckoning included
child care, car parking, hearing protection, cameras and multimedia devices and recreational drugs. These are
recommended for consideration in future live music satellite accounting, as is the inclusion where relevant of the
instruments of live music production.

| ive music attendance

As noted below, our survey captured highly engaged consumers whose attendance at live music events is unlikely
to be representative of the broader population. Modelling the costs and benefits of live music in Australia depends,
however, on an estimate of the volume of activity consumption. In other words, how much and how often do people
consume live music?

In the absence of representative primary data, we have drawn on attendance and sales figures from Live
Performance Australia (LPA) and the Australian Performing Rights Association (APRA AMCOS) (Ernst & Young,
2011, 2014), and cross-referenced it with data from the ABS (20103, 2014a).

CLOTHES MERCHANDISE

4.6% 7.6%

ACCOMMODATION TICKETS

12.4% 19.2%
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Major ticketing companies, a number of larger self-ticketing venues and promoters, together with the Australian
Council for the Arts contribute ticketing data to Live Performance Australia's (LPA) annual Ticket Attendance
Survey and Review. In 2013, it was reported that there were 6.3 million tickets sold to contemporary music
concerts at established venues, and another 1.1 million in tickets sales at single category (predominantly live music)
festivals (Ernst & Young, 2014). These could be described as Tier 1 live music venues / events (Hearn, Ninan, Rogers,
Cunningham, & Luckman, 2004).

The second Ernst & Young (2011) report on the Australasian Performing Right Association (APRA AMCOS) venue
based live music industry revealed a total of 42.0 million live music attendances at,”...pubs / bars, clubs, restaurants
/ cafes and nightclubs' licensed by APRA AMCOS to host live music, or Tier 2 live music venues. Of these, 10.2 million
were ticketed attendances, with the balance being un-ticketed (presumably free to enter / attend).

We recognise that some tickets sales may be captured in both the LPA and APRA AMCOS reports, giving rise to
the risk of double counting. This risk is slight, however, as the average Tier 1 ticket price is over $100; whereas Tier 2
tickets are variably valued by Ernst & Young (2011) at between $10 and $23 per unit.

Figure 5and Figure 6 therefore give us a conservative reference point for live music attendance from the best
currently available national data; although we cannot let this pass without reiterating the urgent need for a more
complete and robust census of the live music sector in Australia.

Due to their own limitations of method and scope, it is not suggested that the source reports used in our estimation
(either inisolation or collectively) are perfectly representative of the sum of live-music attendance in Australia.
After all, neither study purports to capture attendance at informal venues such as warehouses, house parties,
school concerts or pop-up performances. As previously noted, the report prepared for APRA AMCOS (Ernst &
Young, 2011) was found to potentially under-represent the volume of live music activity in Melbourne (Newton, 2012).

Given the composition of our consumer sample, we have also self-imposed a conservative constraint to our inquiry,
limiting it to contemporary music. Thus excluded are other ticketed and non-ticketed live music forms such as
classical, opera, musical theatre, other festivals, and special events.

Therefore, despite this report assigning a much larger value to the live music industry in Australia than those that
have gone before it, we nonetheless significantly under-represent the entirety of live music making in Australia. To
give an indication as to the impact of this understatement, the LPA figure of 7.3 million we use excludes over four
million other potentially relevant ticket sales, as well as sales that went unreported.
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5.
COSTS

Inputs that enable and facilitate live music making in Australia and their related outputs come at a cost. Labour,
materials and infrastructure are either directly purchased or donated to that end. Furthermore, given the scarce
resources of consumers, the diversion of money to live music implies that other opportunities to improve individual
welfare are denied—another social cost that must be considered.

The total social and economic cost of live music making in Australia and its related enterprises in 2014 is estimated
to be $5.0 billion. This includes direct costs of $4.98 billion and opportunities ‘lost’ to individuals, investors and the
community of $55.8 million.

Direct costs

The direct costs cited here estimate the change in final demand attributable to live music making in Australiain
2014. These are the costs borne by individuals in the support of live music consumption and associated activities.

To avoid double counts, intermediate inputs such as the costs of production are incorporated and not counted
separately. In other words, the costs of staging live music events are assumed in the final purchase price. Similarly,

the equipment, labour and utility overheads of the related merchandise providers are assumed to be fully recovered

by sales.

Continuing the methodology introduced in the previous section, the sum of relevant live music tickets sales is
estimated in Figure 7 to be $958.1 million.

Using our basic satellite account of consumption (Figure 4), which suggests that ticket sales represent 19.2 percent
of total live music expenditure, we can extrapolate to estimate that in 2014 individuals directly spent $5.0 billion on
live music in Australia.

It should be noted that these costs are significantly broader in their coverage and greater than previous estimates
of the transaction costs attributed to live music making in Australia. These departures are reasonably explained by
the differences in methodology.

Importantly, our method implicitly accommodates all forms of live music making—and not just formal, venue-
based production—by assuming that consumers account for this in their relative expressions of (satellite)
expenditure.

The other (hopefully obvious) point to make is that these transactions are a cost, not a benefit. Studies that treat
the volume of live music sales otherwise—as the majority of the ones we reviewed do—are particularly unlikely to
influence the economic gatekeepers to policy reform.

It should finally be noted that this is not yet a complete accounting of costs. Live music making is subsidised by
individuals, businesses and various levels of government through other venue revenue, volunteering, sponsorships,
grants programs, free concerts et cetera. The sum of these investments is what is known in economics as the
shadow price of, in this instance, live music production (McKean, 1968). This shadow price has the net effect of
either enlarging producer profits or reducing the cost to consumers.

As such, it is a real stimulus to live music production in Australia and relevant to the scope of our enquiry.
Unfortunately it was beyond our means in this instance to gather the necessary data, and the development of a
more comprehensive live music satellite account is recommended as a direction for future research.
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Opportunity costs

An opportunity cost is the value lost (or forgone) as a result of making a decision between mutually exclusive
choices. Thus, before assessing the economic benefits of live music making in Australia, it is useful to consider what
we might have gained by using the allocated resources to their ‘next best’ends. In order to resolve the opportunity
cost conundrum, this study supposes that there is no live music making in Australia, and that the assets presently
devotedto it are put to alternate productive ends.

In other words, an assumption is made with respect to the opportunity cost of these investments: if individual
purchases were withheld because no value was placed on live music by the community, then the value of that
contribution could be invested in long term capital growth—the supposed next best alternative use.

Therefore the value of the live music to its stakeholders is at least equal to the interest revenue forgone on the
investment.

Live music opportunity cost=1xr

I=investment

r=rate of return on investment

The rate of return is determined from the 10 year bond rate of 3.49 per cent, as at 1 October, 2014 (RBA, 2014). An
estimate of 2.8 per cent is further identified as the long-run inflation rate, based on the final year projection of the
percentage change in consumer price index (ABS, 2014b).

r=i-m

r=real discount rate (or cost of investment)
i=nominal long-run interest rate (3.49 per cent)

7 =long-run inflation forecast (2.3 per cent)

The long-run cost of investment thus applied is 112 per cent. To that end, we estimate that the gross cost of the
opportunities diverted to live music making in Australia in 2014 is approximately $55.8 million.

6.

THE LIVE MUSIC
ECOSYSTEM

The investment of money, time and opportunity described above are realised in the activity of live music making.
Drawing on the data collected for this research we are able to provide a more detailed account of this activity. This
goes beyond previous economic characterisations, giving a more complete account of the complex ecosystem of
financial and social transactions associated with live music.

Venues

Of the thirty-eight venues interviewed for this research, fourteen self-identified as primary use music venues;
eighteen as pubs and clubs that hosted live music; one as a nightclub and five as ‘other’ spaces that typically ran
as rooms for hire or multi-use spaces. Table 2 shows the median capacity, events per month and venue age by city
and by type. These figures give some sense of typical venues interviewed for this research. Importantly, they also
describe the size and the type of venue that most respondents to our consumer survey identified attending to
experience live music (see Figure 8).

Median Median
Venue Venue Age
Capacity (years)
CITY

Sydney 194 350 17 6

Melbourne 190 273 18 4.75

Adelaide 150 280 16 10.5

Hobart 190 200 m 4

TYPE

Bar / Pub 150 220 18 85
Live Performance 298 298 8 65
Venue

Nightclub 260 260 13 10
Other 194 350 18 4
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Most venues remunerated performers with some combination of door deals, guarantees and riders (typically food
and beverages supplied to the performers). A very small number of these also offered some artists a share of the
bar or other earned income. Six of the venues interviewed operated as a space for hire available to independent
promoters who were responsible for paying performers. Half of the venues interviewed reported having workers in
their venue that they didn't pay for; including technicians, security, door staff, promoters, merchandise vendors and
kitchen staff. These staff typically sub-contracted to performers and promoters, or ran as independent businesses
within and by the permission / licence of the venues themselves.

HOUSE SHOWS
. 32.2% 32.2%
Audience Patterns of Attendance Sk o 41

311% 42.4%

The consumers we surveyed attended music across a range of venues from house shows to stadium concerts 31.6% 60%
o o o

and festivals. Figure 8 shows the percentage of respondents that reported attending live music in each type of
venue by state and territory. Figures for the Northern Territory should be treated cautiously as only 0.7 per cent of ‘
respondents identified as living there.

The patterns of attendance are reasonably consistent across the data, with the bulk of consumers reporting they
attended live music in small venues, pubs and clubs. A very small number (<0.06 per cent) identified attending live
music at'other’ venues, including markets and classical venues. Of particular interest is the number of respondents
that reported attending house shows, as these are ignored by many accounts of live music making in Australia.
Notably absent, perhaps due to concerns over their legality or because they are conflated with other categories, are
warehouses and other informal venues that are known to be a part of Sydney's live music scene (Gibson & Homan,
2004).

Although there is no robust national-, state- or even city-based attendance data for this third tier of venues, our
consumer-centric methodology implicitly accommodates expenditure on and the subsequent economic impacts of FESTIVALS

this category of venue; even if we do not have sufficient confidence in the representativeness of the data to draw NSW67.8%  WA63.3%
VIC66.9% TAS 70.6%
QLD 72.3% ACT 81.8%
SA73.5% NT 80%

Travel -

categorical conclusions about tier-level attendances.

Arelated observation from the data is that people are willing to travel for their live music consumption.
Approximately half of the survey respondents reported travelling inter- and intra-state to attend live music,

with one in five travelling overseas. Figure 9 shows this travel as a percentage of the total volume of attendance
reported by respondents. As can be seen, even though the bulk of live music consumption is local, our respondents
were willing to undertake significant travel to attend live music events. This suggests that live music is a significant
source of regional competitive advantage. On this basis alone the investment of public funds into live music making
is generally justified.

WITHIN 50KM
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SA53.1%
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Among the
producers
Interviewed, vibe

was often cited as
more important than
audience size or
profit.

Motivation and benefits

To better understand the reasons people participate in live music, we asked producers and consumers why they
hosted and attended live music, and what impact they believed live music attendance had on the wider community.
Both groups attributed improvements to health, wellbeing and social capital, as well as commercial and cultural
benefits, to their live music engagement. Unsurprisingly, most consumers also reported enjoyment as an important
motivator for attending live performances.

Improved social capital was, by a large margin, the most commonly identified impact that live music had on the
wider community. Consumers expressed feeling more personally connected, happy and engaged as a result of
attending live music, and suggested that live music encouraged and enabled a sense of community.

- Live music is the best community engagement tool. It promotes health & wellbeing,
- participation & collaboration, plus access & equality. (RESPONDENT532)

- [Live Music] creates wellbeing, goodwill, excitement, aesthetic, intellectual and emotional
- stimulation. ... Time set aside purely for focussed, extended listening in company of others
- creates social cohesion. (SURVEY RESPONDENT1483)

Live music adds to the fabric of our community. People form groups, friendships, do things
- together. Relationships are built through making and listening to music. (SURVEY RESPONDENT1383)

Venues also observed that live music served as a focal point for communities and that they could foster this by
providing a safe environment. One venue owner observed, “live music is the community, we just provide the space”
(VENUE OWNER 3).

In addition to improved social capital, consumers also associated improved physical and psychological welfare
as aresult of experiencing live music, which was also described as a distinct benefit. Respondents reported, for
example, that attending live music made them feel healthy; optimistic; inspired and enabled to achieve goals
(improved self-efficacy); and helped them manage anxiety and depression.

. Music gives me areason to live, makes me think, makes me feel, inspires and challenges me
- tokeep singing my own song. (SURVEY RESPONDENT 1441)

It is uplifting to get away from the work sleep work sleep cycle. Great mental health benefits
- forme and my friends who struggle with anxiety and depression. (SURVEY RESPONDENT 986)

It keeps me healthy, if it weren't for music | would be a recluse. (SURVEY RESPONDENT1021)

The commercial benefits associated with live music included acknowledgement of the obvious profit motive of
venues; although interestingly, less than half of the producers interviewed identified commercial benefit as their
motivation for hosting live music.

When asked what constituted a successful event, the 'vibe' of the show was mentioned almost as many times as
turnover from bar or ticket sales. Vibe might appear an ambiguous term, but it is in fact quite clearly explained
inresearch, particularly in relation to dance music audiences. In this context vibe refers to interaction within and
between audiences and performers associated with feelings of collective experience (Fikentscher, 2000). Vibe may
help explain why increased social capital was mentioned so frequently as a benefit of live music attendance. Among
the producers interviewed, vibe was often cited as more important than audience size or profit. Describing vibe, one
venue owner explained:

- if the band was great and the audience loved it then we consider we have had a good night. [It]
. canbe asmall audience, but a cracker of an evening. (VENUE OPERATOR 32)

Both producers and consumers also believed live music had an impact on local and national economies through

jobs creation, sales and tourism. A number of consumers further reported benefitting professionally from their
attendance at live music events. Although this may reflect the number of performing musicians and industry
professionals who took part in the survey, it was typically associated with increased social capital, as well as gains in
what might have been described in literature as 'knowledge capital’ (Hiser, 1998).

Cultural benefits associated with live music were primarily described in terms of the exposure and promotion.
Producers and consumers both identified venues' roles in nurturing and breaking new talent as well as providing
access to established and acclaimed performers.
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We asked a series of questions to gauge what factors, if any, positively and negatively impacted audience attendance.

Firstly we asked if consumers were more or less likely to be attending live music in three years' time, and why. We
followed this by asking consumers to identify reasons why other people might not attend live music and what might
encourage themto do so.

These questions were designed to elicit consumer sentiment and factors influencing their own and others' live music
attendance. We asked producers a corresponding set of questions to have them identify what factors they believed
impacted attendance, whether they would be more or less likely to host live music in three years' time, and why.

ARE PRODUCERS AND CONSUMERS MORE OR LESS LIKELY

TO PROMOTE OR ATTEND LIVE MUSIC IN THREE YEARS?

PRODUCERS - 2.6% 36.8% 44.7% 15.8%

CONSUMERS 1.3% 7.2% 55.5% 23.7% 12.3%

Both producer and consumer sentiment, signalled by their three year outlook, was largely positive, with a majority
of venues and 36 per cent of consumers expecting to be more or much more engaged with live music. Only one venue
reported that it was expecting to be less likely to be hosting live music in three years' time, due to issues associated
with regulation and enforcement (discussed further below). Venues that believed they would be more likely to host
live music typically cited emerging venue reputation, market growth, investment, and improvements to their venue's
environment for their optimism.

Among consumers less likely to attend live music in the future, the main reasons were related to their stage of life
and access to venues. These two issues appear to be related and represent a section of consumers who are aging

out of the market and whose ability to attend live music is impacted by family responsibilities. Many of those who
identified stage of life as a factor related that they are no longer able to attend live music events with late start times
or in locations requiring significant travel due to having children. A smaller number of consumers felt they would be
less likely to attend live music in the future due to constraints on their time and income, as well as declining interest.
A very small number (<1.0 per cent of total respondents) expressed concerns for their safety and negative impacts on
health and wellbeing.

Respondents who were more likely attend live music in the future also listed stage of life as a factor as, for

example, they moved from a period of study to paid employment or were at an age where they had fewer family

or work responsibilities. A similar number identified an increase in available income and time as likely to result
inincreased attendance, and these appear to be related. About a quarter of respondents cited professional or
personal involvement for increased live music attendance, indicative again perhaps of the high number of performing
musicians and industry professionals who took part in the survey.

These same themes recurred when we asked consumers what they felt encouraged or inhibited other people
attending live music. In both cases, access was identified as a major factor; as was cost, interest, awareness, and

the positive and/or negative impact of other entertainment options. In particular respondents felt that poor public
transport options, limited parking, and the limited availability and cost of taxis and event times was constraining the

number of people attending live music. A number of respondents also identified government activity as a factor

that might enable more live music attendance through changes to licensing, regulation and enforcement, improved
infrastructure and the provision of grants.

Examined collectively, the most commonly identified factors influencing live music attendance among respondents
were access, then cost and interest. Producers, on the other hand, most commonly identified programming as
influencing attendance, followed by some combination of band draw; cost; promotion; venue reputation; venue
environment; and the weather. Programming and the ability of a band to draw a crowd are clearly related and could
be combined, however some venues identified both as distinct factors influencing attendance.

Producers appear to have only identified factors that can be directly observed and, at least to a degree, controlled
or allowed for in planning live music events. For example, access was not identified by venues suggesting this is
either unobserved or wasn't commented on as it was outside of venues' direct control. This discrepancy suggest
access to venues may be an important consideration for policy makers and a beneficial area for future research,
particularly given our findings that audiences appear willing to travel to experience live music.

As part of the producer interviews we asked how much time and money was spent promoting live music across
several categories (mainstream media; community media; street and online music press; social media; email
databases; posters and flyers; other online media; and other). By volume, the greatest expenditure of time and
money was apportioned to social media, street press, posters / flyers and other. The most time (41.2 per cent)

was spent on social media, and most money on‘other’(37.3 per cent). Only two venues reported advertising their
live music offerings in mainstream media but both had a monthly spend of more than $2,000. This likely reflects a
diversity of audiences, profile and business models at play among venues. By contrast consumers reported relying
mostly on word of mouth for information on live music events, followed closely by social media, with other online
sources more important than traditional media. ‘Other’ spending mostly comprised out-sourcing promotional
activity to a third party and, alongside producer responses to other questions, suggests much of the promotion of
live music is not handled by venues. Where a third party is not directly employed, some or all the responsibility, and
costs, of promoting live music typically fell on bands and promoters.



We also asked producers what they perceived as barriers to success for live music venues in their area. Venues
in Sydney, Melbourne and Adelaide most frequently identified issues relating to government regulation and
enforcement. While the specifics varied between cities, these included concerns over restricted opening hours,
licensing conditions, sound abatement and the costs associated with compliance.

Costs, particularly rents were also identified by several venues in Sydney as significant barriers to success.
Venues in Melbourne, by comparison, were more concerned with competition, market saturation, location and
gentrification. Venues in Adelaide were most concerned with gentrification.

In Hobart, venues identified location and market saturation as the main barriers to success, commenting on its
smaller population, relative isolation and difficulties in attracting touring artists.

A small number of venues also identified issues relating to the management and operation of venues as barriers to
success, though these were typically more to do with new venue owners' actions and experience, rather than market
imposed constraints.

Finally, we asked producers about how they managed external factors outside of their direct control, such as
regulation and enforcement, and where they intended to invest in their business over the next twelve months. These
questions were intended to provide a sense of how venues planned for the future and what they did to respond to
change.

Producers most often identified equipment, infrastructure and related maintenance as important for investment in
the next twelve months. Food and beverage offerings, promotion, performers, staff and stakeholder engagement
were also reported. Some of this investment was related to noise abatement and other concerns over regulation
and enforcement. Several producers noted that they could only afford to reinvest into the day-to-day running of
their business and did not have available funds for capital expenditure.

Based on their responses, producers appear proactive in anticipating and responding to external factors affecting

their business. Particularly in relation to changes in licensing regulations, many venues identified actively engaging

stakeholders and putting in place preventative measures as effective strategies. A similar number of venues
identified they would adapt, diversify and underwrite losses to keep operating; although this was often framedin a
way that suggests they were resigned to having little control or influence. A small number of venues acknowledged
they did nothing to manage external factors.
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LIVE MUSIC CAPITAL

The various benefits described by consumers and producers in relation to live music have a clear intrinsic value.
These benefits can also be related to various forms of ‘capital, being outcomes of (and therefore motivators to) live
music engagement.

In neo-classical economics, capital and labour are theorised as the most common inputs in the production of goods
and services. In economic analysis the term capital is used to understand the work of the tools and machines

that produce these goods and services. This allows economists to price the work of these tools and machines in
aggregate. This is useful for economic analysis and modelling but is also a potential weakness, as it assumes the
various machines and tools employed can be directly compared to one another.

For example, the capital stored in a live music venue might be quantified by its potential to produce a given number
of live music shows in a year. Theoretically the more live music venues there are, the higher this production potential
would be and the greater the capital. Measuring capital in this way assumes it is stored or conserved in the tools
used to produce it (in this case live music venues) and that this value remains mostly static.

This study departs from the neo-classical use of the term and instead views capital as an output of the production
process. The concept of capital as a‘stored potential' is not rejected by this approach, but is seen as less significant
for the purpose of valuing live music production than how that potential is ultimately expressed. It is only when
citizens collectively express their capital that its effect can be measured and reconciled with costs to arrive at
estimates of value.

For example the capital stored in a live music venue might be expressed as profits generated for producers or
jobs created. The effect of these expressions of capital can be measured and compared with the venue's costs
to calculate an estimate of economic value. This valuation will depend on a significant number of environmental
variables, including, among other things: the quality of raw inputs (performers, equipment, food and beverage
offerings); operator skill; and wear and tear

This more accurately describes the realities of live music production and is consistent with recent attempts to
understand capital as more than just skills and tools.

For example, contemporary economic theory abounds with models claiming to illustrate different aspects and
interpretations of capital including, but not limited to:

- Aesthetic capital (Anderson, Grunert, Katz, & Lovascio, 2010)

Cultural capital (Bourdieu, 1993; L. Johnson, 2006)

Economic capital (Laeven & Goovaerts, 2004)

Social capital (R. D. Putnam, 2000; Woolcock, 1998)

Symbolic capital (De Clercq & Voronov, 2009; DiMaggio & Useem, 1978)
Erotic / sexual capital (Hakim, 2010; Michael, 2004)

Human capital (Marx, 1859; Smith, 1828)

Intellectual capital (Stewart & Ruckdeschel, 1998; Teece & Teece, 2000)

Knowledge capital (Carr, Markusen, & Maskus, 1998; L66f & Heshmati, 2002)

N2 2N 2N 2N N N N R 2

Natural capital (Costanza et al, 2007; Ress & Wackernagel, 1996)

— Psychological capital (Luthans, Youssef, & Avolio, 2007)

- Spiritual capital (Finke, 2003; lannaccone &Klick, 2003)

A rigorous valuation of live music in Australia requires that we account for the various forms of capital that can be
attributed to the activities live music enables. Because capital is viewed as an output of the production process in
this study, we have focussed on forms of capital that identify discrete outcomes which can be traced back to live
music production and the costs involved.

Live music capital, therefore, lies at the nexus between inputs (costs) and outputs and is understood to be a non-
substitutable attribute that accrues discretely within individuals, and collectively in firms and the community. This
capital can, theoretically at least, be expressed positively—for example, to promote social inclusion (Gibson &
Homan, 2004; Sedita, 2008; Thornton, 2013)—or negatively—for example, to promote harmful or offensive ideals
(Armstrong, 2001; Binder, 1993; Phillipov, 2011). Economic expressions of this capital will be unique to the social
setting (in this case, Australia), even though the potential for good or bad within it is theoretically uniform. All things
being equal, the more widespread and/or intense the participation of the community, the greater the impact live
music making in Australia will have on these factors.

The definition of capital used here is not intended to rebut alternative descriptions of live music capital; for
examples, see Stempel (2006) and Lee, Cornwell, and Babiak (2013). Instead of trying to distinguish the value of live
music production from the traditional economic forms of capital, this study integrates all definitions to embrace
and capture a holistic spectrum of value. Because we are concerned with measuring the way capital is expressed,
rather than its stored potential, the value of this capital per se is irrelevant and no attempt is made to quantify it.
Nevertheless, articulating live music capital in this way serves to identify the different ways it might be expressed
and the forms of input that contribute to these activities.

Drawing on the body of literature outlined in the introduction and qualitative data presented in the previous section
we have identified four domains of capital in the context of live music making in Australia.
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Physical capital

The physical assets and infrastructure generated by Australia’s live music scene are more wide-reaching and
substantial than what might be assumed at a glance. They extend beyond where music is performed, to include
rehearsal spaces; performance training institutions; staging, production and hire companies; logistics and touring
companies; the business premises of promotion and management companies; sound reinforcement and acoustic
treatment manufacturing; and the media where live music is promoted and broadcast.

The vibrant social dynamic of the music industry means that infrastructure also includes the neighbourhoods where
musicians and other creative individuals choose to live; the ‘cultural clusters' (Pratt, 2008; Shaw, 2013; Watson, 2008)
that house the bars, clubs and cafes they frequent; and the specific atmosphere of a city that fosters and nurtures

a contemporary creative environment and, consequentially, a vibrant live music scene (Watson, Hoyler, & Mager,
2009). Despite their absence from most economic accounts of live music, our research has already demonstrated
that informal performance spaces including house-shows and warehouses appear economically significant, if
socially ambiguous.

Human capital

Human capital is derived from the competences, tacit knowledge, skills, education and training of people. The OECD
consider it to be critical to the well-being of communities and define it as, “the knowledge, skills, competencies and
attributes embodied in individuals that facilitate the creation of personal, social and economic well-being” (Coté &
Healy, 2001). Human capital has often been defined and measured with reference to acquired cognitive skills and
explicit knowledge. A broader notion of human capital more adequately reflects how various non-cognitive skills
and other attributes contribute to well-being.

In context of the benefits producers and consumers have identified they receive from engaging with live music,
human capital encompasses physical and mental health and wellbeing as well as the knowledge and experiences
gained from attending and producing live music. To that end, we can more fully appreciate human capital as the
sum of:

— psychological capital
— knowledge capital, and
— physical health.

Psychological Capital

Psychological capital is a recent construct arguing that the states (as opposed to dispositional traits) of self-
efficacy, hope, optimism and resilience can be amassed in the individual and converted into commercial gain
(Luthans, Avolio, & Youseff, 2007). The exploratory work on psychological capital done thus far suggests that in
positive iterations it can enhance workplace performance, individual commitment and satisfaction, and—as a
contagion—effect constructive organisational change (Luthans & Youssef, 2004).

The descriptions of psychological capital align closely with benefits of live music attendance identified by
consumers.

Knowledge Capital

The presence of knowledge capital in the live music industries is evidenced in the high number of consumers
reporting a commercial benefit from attending live music, as well as literature outlining the importance of tacit
knowledge to technical work around music (Horning, 2004).

Knowledge capital comprises two forms, technological and experiential (Hiser, 1998). The technical skills gained
from live music production are broad and can be transferred and adapted to many other professional pursuits. The
successful production of a live music event involves a variety of individuals with specific skill-sets working together
in order to achieve something beyond their combined experience. Similarly, the organisational and managerial

skills gained from live music production are also transferable to other professional and personal aspects of life. As
many local-level acts lack the financial capital to employ professional (or even semi-professional) management, the
responsibility of booking, organising, promoting and executing successful live music events often falls on the artists
themselves.

The basic organisational and managerial skills required for the successful production of live music events are
beneficially transferrable to many other professional arenas. Therefore, involvement in live music production
provides technical and experiential training that has wide-ranging applications.

Physical health

Physical health is defined here as the embodiment of the health, wellbeing, cognitive and other physical benefits
associated with live music production or attendance. It is well described by consumers and existing literature, and
we do not revisit these arguments here.

Evidence of negative health outcomes directly attributable to live music attendance were absent from our data, and
the body of research we consulted in preparing this report. There is nevertheless an anecdotal correlation between
live music and excess alcohol consumption, tobacco, illicit drug use and exposure to noise. The extent to which
these are causal or even population attributable risks is encouraged as a direction for the future research, with an
emphasis on decoupling live music from other night-time or creative industries.

Social capital

Social capital is defined by the OECD as ‘the norms and social relations embedded in the social structures of
societies that enable people to co-ordinate action to achieve desired goals' (Grootaert, 1998). Both qualitative and
quantitative instruments used to measure social capital generally cluster their enquiry into the operationalisation
of individuals' trust, happiness, inter-personal networks and civic engagement (Dudwick, Kuehnast, Jones, &
Woolcock, 2006; Grootaert & Basterlaer, 2002; R. Putnam, 2002).

Improved social capital was the most frequently identified benefit associated with live music by both producers
and consumers participating in this research. Consumers identified feeling more connected, happy and engaged
while producers spoke of the role venues played in facilitating community. The relationship between social capital
and commercial success is well established in literature, and contemporary music scenes thrive on social, economic
and“subcultural capital” (Thornton, 1996) sustained and maintained by social networks of like-minded enthusiasts,
musicians and music industry professionals (Gibson & Homan, 2004).
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Symbolic capital

Symbolic capital describes the value derived from being known and recognised—a concept synonymous with
standing, good name, honour, fame, prestige and reputation. Symbolic capital need not necessarily be confined to
the elite domain—there is a limited form of symbolic capital observable in all hierarchies. In the live music context,
symbolic capital can attach to regions, cities, venues and performers.

Melbourne, for example, has an actively self-promoted reputation for being the live music ‘Capital’ of Australia due to
its multitude of venues, its calibre and concentration of local acts, and its history and legacy of producing world-class
artists and musicians (Homan, 2011; Lobato, 2006; Shaw, 2005, 2009, 2013; Walker, 2012). It is argued that such place-
based symbolic capital encourages migration of consumers and producers, as the appeal of Melbourne's vibrant live
music scene draws creative individuals and music lovers from other regional and urban centres.

Artists, too, enjoy and exploit their own form of symbolic capital. Australian musicians like Nick Cave and Paul Kelly
have inspired not just musicians, but many other creative individuals such as writers, filmmakers and documentarians
(Walker, 2012). Bruce Springsteen and Bono have been the focal point of both inspiration and aspiration for musicians
and politicians alike. In addition, one cannot ignore the well documented (at least anecdotally) phenomenon of
‘groupies’ (Darwin, 2010; Howe & Friedman, 2014; Passanisi, 2010) —unique evidence of the existence and potential of

symbolic capital in live music cultures.

BENEFITS

So if live music making in Australia alters the states of physical, human, social and symbolic capital in individuals,
firms and communities, how is this economically expressed? The economically valuable outputs of live music that
impact on the welfare of all Australians is considered in this next section.

Ultimately, it is estimated that in 2014 live music making in Australia enabled at least $15.7 billion worth of such
benefits across the community.

Commercial benefits

Using the Australian Regional Input-Output Matrix (RIOM) model, it is estimated

that the impact of consumers’ expenditure on live music was to increase output in

the Australian economy by $9.7 billion. The increase in wages, rents, profits and taxes
associated with the increase in production is estimated to have delivered $1.2 billion of
additional value, or profit, to all Australian producers (compared to an alternative case
in which all the expenditure enabled by live music ceased).

Taken together with an employer enjoyed productivity premium of s884.3 million, the
sum of benefits returned to businesses as a result of live music making in Australia in
2014 was estimated to be $2.1billion.

Civic benefits

The expenditure associated with live music making in Australia is also estimated to have
enabled in the order of nearly 65,000 full-time and part-time jobs to the value of $2.2
billion, and taxation revenue to all tiers of government of $950.6 million.

Civic benefits acknowledged but not quantified by this study include the significant
levels of volunteering that occur within live music making in Australia, as well as the
costs potentially avoided by our civil systems of health, criminal and social justice.

Individual benefits

Patrons of live music making in Australia revealed through statements the value of their
satisfaction with their purchases to be worth $10.4 billion.

The extent to which non-consumers identify a level of well-being with having live
music making in Australia, even though they may are not actually engaging with it, is
commended a direction for future research.
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Commercial benefits

When the physical artefacts of live music making are exploited by human endeavour, a significant suite of commercial
benefits accrue. Our analysis reveals the change in final demand of $5.0 billion brought about by the live music
expenditure of consumers (Direct Costs) increases output in the Australian economy by $9.7 billion. This enables $1.2
billion in profits for producers across a wide range of industries.

The efficiency with which this process occurs is known as productivity. The financial return that live music dependent
enterprises receive on their investments of capital, labour, energy, materials and services is therefore estimated to be
12.7 per cent.

Of more interest is arelatively under-explored and un-quantified benefit: the productivity benefits consumers of

live music receive, enabling them to be more effective and efficient in their chosen employment. In this report, it is
conservatively estimated that consumers enjoyed $884.3 million in net productivity benefits as aresult of their
engagement with and consumption of live music. Although accrued by individuals, this benefit was actually realised by
their employers, and as suchis represented here as a commercial benefit.

Therefore, the sum of benefits returned to businesses as a result of live music making in Australia in 2014 was
estimated to be 2.1 billion.

Input / output modelling

The value of expenditure associated with live music making in Australia can be understood in two contexts. Firstly,
the amounts spent by individuals, businesses or government on live music making in Australia reveal a value that the
community perceives in the activity. Secondly, expenditure on live music making creates a change in final demand that
has an economic impact on employment, output and gross national product. The economic impact includes the impact
on intermediate goods and the compensation of employees.

Analysis of the total impact, including indirect effects, is based on an understanding that industries, and individual
companies within these industries, do not exist in a vacuum, but use each other's products to produce their own. Thus,
anincrease in demand for one industry’s products leads to increases in the demand of other ‘linked' industries.

Aninput / output (I/0) representation of the economy is comprised of a set of industries which are linked by these I/0
or intermediate relationships and by the final demand for each industry’s output. The model used in this report is the
Australian Regional Input-Output Matrix (RIOM) model.

Broadly speaking, |/O modelling examines how different industries interact to produce final demand. For example,
agrain farmer (as part of the Agriculture industry) may sell some of his or her grain to a brewer (part of the
Manufacturing industry), who uses it as an ingredient in his or her beer. This company in turn sells some of its output to
a liquor wholesaler (part of the Wholesale Trade industry), who sells some of it to a live music festival, who passes it on
to apatron.

The same 50 grams of grain has been sold several times, but only the last transaction represents final demand. Thus,
the inputs required by one industry form part of the demand for the products of another.

There are two major types of /0 models: open and closed models. In open models, the labour and wages of employees
and the gross operating surplus of companies are treated as primary inputs in the production of goods and services.
Therefore, if you want to produce more widgets, you must employ more widget makers. This type of model captures
the direct and indirect effects of changes in demand in one industry on the other industries in the economy.

By contrast, RIOM is a closed model that includes the household sector as a separate industry. This enables the
consideration of induced effects of changes in demand. Induced impacts reflect the changes in consumer spending
resulting from changes in economic activity and therefore in employment. The household sector is considered as an
‘industry’ whose outputs are labour, and whose inputs consist of consumer spending—if you create more employment,
you also create an increase in demand from the household sector for consumer goods like food, accommodation,
entertainment and so on.

RIOM applies the ABS Australian 2008-09 transaction tables (ABS, 2012) in conjunction with demand and employment
information for each Australian State and Territory to model the impact of changes in demand on these regional
economies, estimating changes in their output, employment and gross state product.

The transaction tables used in the model identify 57 industries across 17 industry sectors. For expenditure allocated
to eachindustry sector, a unique multiplier impact is calculated estimating the impact on gross supply, output, gross
state product (following the value-added method), employment, wages, imports and taxation. The Leontief multiplier
is given here as:

(-X-C)1,=AO

LM, = vector of live music expenditure
AO =change in total output
X =transaction table of intermediate demand

C=table of induced consumption demand

As previously noted, the producers and consumers of live music making in Australia spent at least $5.0 billion in 2014.
This figure represents final demand in five main industry categories:

- Accommodation and Food Services
— Communication services

— Creative and performing arts

— Retail Trade, and

— Roadtransport.

The expenditure on live music making in Australia has an economic impact that includes a combination of increased
output by industries directly subject to increased live music related demand, increased output by suppliers to those
industries and their suppliers, as well as increased output by all industries that have arole in supplying the demand of
increased expenditure by households generated by increased wages.

Changes in employment and gross state product (GSP) are proportional to changes in output following the constant
return to scale assumption inherent in1/0 models. A number of the assumptions that underpin the analysis are
disclosed here:

— The motivating expenditure for the analysis is the estimated expenditure in 2014. Unless explicitly stated and
adjusted for, all data is sourced from that period.

— Financial multipliers are calculated using the Australian Regional Input-Output Matrix (RIOM) model. This model
is derived from the 2008-09 Australian Input-Output Table adjusted for each State and Territory's demand and
employment data. Financial multipliers are assumed to be consistent between 2014 and 2008-09.

— Employment impacts are estimated using RIOM, with expenditure adjusted for CPI movement between 2008-09
and 2014.

N

Live music activities were fully-realised within Australia in 2014.

N

Impacts are calculated based on direct, indirect (intermediate inputs) and household consumption effects.
Increases in gross operating surplus or taxation revenue are not assumed to directly result in increased
expenditure in the Australian economy (the government sector is not closed).

— Where demand results inimportation of goods or services from outside of Australia (interstate or overseas) no
further impact is assumed on the economy.
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An in-depth explanation of the RIOM modelling method can be found at Appendix 3.

The estimated economic impact of direct live music making in Australia related and motivated expenditure is shown
in Table 4a The total expenditures used to motivate the analysis are shown in column A and sum to just under $5.0
billion.

In RIOM each type of expenditure is allocated to a specific industry sector for the determination of economic
impact. It is estimated that the impact of this expenditure is to increase output in the Australian economy by $9.7
million (column B). This includes the production of intermediate goods as well as imports of $1.9 billion.

The Gross Value Added (GVA) to the Australian economy is therefore $4.4 billion, or 1.1 % of Australia's Gross
Domestic Product (GDP) of $396.8 billion (ABS, 2014a). This figure is broadly consistent with similar research in
Iceland, valuing the contributions that live music making to GDP at approximately 1.2 per cent (Einarsson, 2005). In
the UK, official government estimates place the GVA of the creative industries (of which music is a part) at 5.2 per
cent of GDP (Department of Culture, Media and Sport, 2014).

Output Impact Producers’
(B) surplus (D)

$35386

$1,6183 54259

$1,780.0

$1,432.9 $2,873.1 $1,284.5 $352.9
$824.5 $1,573.6 $7233 $152.0
$538.6 $1,012.9 $470.0 $95.8
$310.1 $591.4 $263.7 $57.7
$29.7 $51.3 $225 $4.8
$46.4 $59.5 $281 $6.4

$16.5 $22.8 $11.8 $2.3

Australian firms also enjoy a net commercial benefit that is attributable to live music making. Known as the
producers’surplus, this is an economic measure of the difference between the amount that a producer of a good
receives and the minimum amount that he or she would be willing to accept for the good. The difference, or surplus
amount, is the benefit that the producer receives for selling the good in the market. An alternative, if theoretically
imperfect, description of this is net profit.

As material inputs are already allowed for, and the assumption is that the infrastructure would exist regardless of
live music making, if GVA is discounted by the cost of labour and taxes (Table 4b Columns G and H) we are left with a
theoretical surplus to firms of $1.2 billion (Table 4a, Column D).

In equilibrium, this surplus represents the fair return to providers of capital sufficient to cover the cost of
investment and the opportunity cost of the use of land or buildings for other purposes. It should be noted that this is
fundamentally a short-run concept in competitive markets. In the long-run, economic profits (profits in excess of the
cost of capital) would generate new entrants that reduce profitability to normal.

Note that the nature of the modelling means that this $1.2 billion is distributed amongst all Australian firms who
contribute intermediate or final goods and/or services that are consumed as a result of live music making in
Australia, and not just live music producers.

Productivity benefits

Areview of the productivity literature reveals that there are many different measures of productivity. The choice
between the measures depends either on the purpose of the productivity measurement and/or the amount of data
that is available (OECD, 2001). In this report, two distinct expressions of productivity enabled by live music making
in Australia are identified.

The first is a traditional measure of input productivity. This is the financial return to producers that live music
making in Australia generates on the investments of capital, labour, energy, materials and services. It is estimated in
the previous section that this was equal to $1.2 billion in 2014, or a return of 12.7 per cent on the $9.7 billion invested
in total. To avoid double counting, however, we only report this figure once.

Of more interest is arelatively under-explored and un-quantified benefit: the productivity benefits live music
making in Australia deliver to individuals, enabling them to be more effective and efficient in their work. This is the
second dimension explored in the following estimation of a productivity premium.

The productivity premium

Productivity is often defined as the ratio of a volume measure of output to a volume measure of input. In other
words, if abusiness purchases a quantity of paint, brushes and canvases for $X amount of dollars to produce a work
of art to sell for $Y amount of dollars, then the difference (or relationship) between X and Y is productivity.

Links between music and increased productivity in the workplace have been observed for some time (Blood &
Ferriss, 1993; Huang & Shih, 2011; Newman Jr, Hunt, & Rhodes, 1966). Music is often used as a mood manipulator
by advertisers and retailers (North et al, 1999), and people frequently use music for ‘emotional self-regulation’
(DeNora, 2000). Active engagement with music has been shown to increase positive perceptions of self, which
in turn leads to greater motivation, manifesting in turn in enhanced self-perceptions of ability, self-efficacy and
aspirations (Hallam, 2005, 2010).

Animportant question overlooked by the productivity literature is, "How does act of engaging with an activity (for
example, live music) change and/or enhance a consumer’s productivity?” In other words, if | attend a concert to
satisfy what are essentially my leisure (or well-being) needs; to what extent is that satisfaction observable in my
work performance? Does my employer receive a consequent productivity bonus?
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Although not quantified in existing literature, a productivity premium associated with live music is intuitive and
observable. As noted above, survey respondents routinely linked their live music consumption with a greater sense
optimism and inspiration as well as improved and self-efficacy. These might reasonably translate into greater
motivation and effectiveness at work. With no previous studies to assist in this regard, we applied an iteration of
the contingent valuation method (CVM).

Live music consumers were surveyed about the relationship between their attendance and immediately subsequent
work performance. Respondents were asked, “To what extent do you think your live music interest impacts—
positively or negatively—on your work performance?” As a follow up, they were asked to quantify this impact (in
percentage terms).

Atotal of 81.2 per cent of respondents felt that live music consumption had an average 11.6 per cent positive

impact on their productivity; whereas 3.3 per cent felt that it had an average 3.9 per cent negative impact. Although
previous studies have suggested that the productivity impact of attendance at live events can last over 12.3 working
hours (or one-and-a-half working days) (Muller et al., 2014), we have conservatively assumed that the productivity
multiplier for live music attendance is one working day.

Productivity premium=wxm_ xvxr

W =median hourly wage
m =productivity multiplier
v=number of live music attendances

r =discount rate

Thus the extent to which attendance live music making in Australia improved the productivity of individuals in 2014
(a benefit enjoyed by their employers) is estimated to be $884.3 million.

This is the sum of positive impacts of $1.3 billion and negative impacts of $436.3 million. The negative impacts are
noted here as a dis-benefit—rather than a cost—as they are not an input into live music making, but a negative
outcome.

There is much need for additional research in this regard. For example, the conservative assumption is made that
consumers only receive an increase in productivity from live music making in Australia through attendance at gigs;
however, it is also likely that those who don't attend events but take advantage of the live music culture may also
experience productivity benefits. Further empirical research into the effects of live music on productivity would
thus be well received.

Civic benefits

For the purposes of this study, a civic benefit is a contribution made by having live music making in Australia that
would otherwise have to be provided (presumably by the state) if the same community-wide standard of living were
to be enjoyed. In other words, it typically represents a cost avoided by government.

Input / output modelling

Two instances of civic benefit are easily and immediately identified. As shown in Table 4b, the expenditure
associated with live music making in Australia is estimated to generate in the order of 64,747 jobs, 37,652 of
which are full-time. This is a benefit of $2.2 billion directly returned to households, with an equivalent welfare
cost avoided by government. It is also observed that the estimate of taxes generated by live music-related or
motivated expenditure is $950.6 million. Note that the taxation receipts may not be directly proportional to the

relevant investment of each tier of government. Nevertheless, as it is unlikely that the live music industry receives
an equivalent quantum of re-investment from government; it could be argued that the direct tax returns from live
music making are used to finance other policy and social investments, such as hospitals and schools.

Civic benefits acknowledged but not quantified by this study include the significant levels of volunteering that
occur within live music making in Australia, as well as the costs potentially avoided by our civil systems of health,
criminal and social justice.

PT Taxes Impact
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2,263 1,839 $135.0 $57.7
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Other civic benefits

There are anumber of formal systems of care that are paid for by society through taxes and personal expenditure.
These include all private and public, recurrent and capital expenditure on health, criminal and social justice. The
discussion on Capital describes how these are realised through live music. Our survey of producers also revealed
significant levels of volunteering in the live music community; the replacement cost of that labour being another
that effectively subsidises the activity and is avoided by the community.
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Furthermore, every time that Australia is internationally associated with a live music event or activity, event or
individual, it 'brands’ the country—all be it temporarily—in the wider public consciousness. Such links are known
toinfluence related purchase behaviour (Balabanis & Diamantopoulos, 2011; Kang & Yang, 2010). For regions or the
nation as a whole, this means that people make tourism, export or even migration decisions that are founded on the
strong and positive associations they have with the live music brand.

Research conducted by Dobos (2011) for Tourism Tasmania, for example, found that Art and Island Culture was a key
factor in motivating and attracting tourists. As a significant player in the nation’s cultural economy, it is reasonable
to suggest that live music has a prominent role to play in this associative dynamic.

Philosophers from Aristotle to Dworkin (2006) have also argued that a robust democracy depends on the

active participation of its citizens. The logic has been that for a government to be truly representative, as many
constituents as possible must be connected and contributing to the social discourse. Putnam (2000) proposes that
social capital is the mechanism that facilitates this, and research in this field strongly connects Arts participation—
of which live music is a notable subset—with a willingness to vote and engage in formal political membership (ISSP,
2001).

At amore fundamental level, live music and its expressions are regularly used as a‘meeting point'in water-cooler
discourse. The shared recognition of the characters and symbols in live music facilitates conversation and acts as

a focal point for social debate, which in turn informs policy. It is further acknowledged that live music canactas a
gateway for those marginalised to either contribute toward a political cause, draw strength from, or generate ideas
that bring about political change (Caruso, 2005).

Due to the scope of this report, an attempt has not been made to locate and assign an economic value to these
additional live music benefits; no doubt many more could also be identified. This is recommended as a direction for
future research.

Individual benefits

When consumers engage with live music through the purchase of a good or service they are assumed to derive some
benefit from the decision. A rational economic framework imposes the assumption that decision-makers are acting

to maximise utility in some fashion and do not intentionally make decisions that reduce this. Therefore, for each

act of participation or consumption, there is assumed to be a gross benefit (or gross consumer surplus) attached to

that action or consumption.

At the very least, the gross benefit is equal to their expenditure on the items concerned. The revealed preference
framework can therefore be applied to identify the minimum benefits associated with consumer expenditure. In
this case, this is the $5.0 billion households spend on tickets, food and beverages, and other activity motivated
purchases. Yet how much would consumers be willing to pay above and beyond this amount for the full set of
benefits that might accrue from their live music experience?

Determining the benefits to individuals associated with their engagement involves adding their revealed
preferences to the contingent value of their of live music consumption. In this section it is found that consumers
recognise a well-being surplus of $10.4 billion that was directly attributable to having live music making in Australia
in 2014.

The extent to which non-consumers identify a level of satisfaction with having live music making in the community is
recommended as a direction for future research.

Use value

It is argued that the places where transactions occur (markets) are a social good because the exchange will only
occur when both buyer and seller perceive value in their end of the deal. For the vendor, this means making a profit
that exceeds their costs of production. This profit is also known as the producers’surplus, and its value is estimated
in the Commercial Benefits section of this report. For the purchaser, though, value means achieving a‘bargain; in
that they would have been willing to pay more than they actually did for the article to satisfy their need. The welfare
of both parties is thus improved, and goods and services that do not meet this twin threshold are naturally selected
out of the market.

Thus the net consumer surplus is the net benefit or additional utility an individual receives in excess of the cost
associated with an activity or act of consumption. In many cases, consumer surplus is an important benefit in
calculating the net costs or benefits of an activity, for it allows us to arrive at a use value of a product or service. The
use value (or value-in-use) is what a person would be willing to pay for their purchase / consumption of a good or
service, and includes the ultimate satisfaction (or utility) they derive from it. As such, it is the sum of the purchase
(or market) price and consumer surplus.

It is known from the survey of live music consumers that the market price for live music related goods and services
consumed in Australiain 2014 was $5.0 billion. Figure 11 shows that market price is the sum of the producer’s surplus
and the cost of supply.

FIGURE 11
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Survey respondents were then asked if they would be hypothetically willing to pay (WTP) to support live music;
and, if so, what the value this contribution might be worth over 12 months. WTP is essentially a quantification of an
individual's satisfaction with an entity, in this case live music.

However, there was evidence to suggest some respondents to the live music survey misrepresented their
preferences inreporting their WTP. Of the 1488 survey respondents, 19 reported a WTP greater than their annual
income; four of which reported WTP in excess of $1010. Without controlling for misrepresented preferences
analysis, results will overestimate the real WTP of consumers of live music.

To control for respondents attempting to influence analysis results, as well as the potential bias of our sample, WTP
was capped at 10 per cent of an individual's reported annual income. Although WTP should not be confused with an
individual's capacity to pay (as it is a measure of gross satisfaction), this allowed for WTP to vary within cohorts
while removing the influence of misrepresented preferences. Capping WTP in this way affected 120 responses, or
8.1 per cent of the sample.

This methodology resulted in a conservative estimate of average user WTP at $938.07, or approximately $18 per
week, with a standard error of $52.14 and a 95 per cent probability that the true average WTP lies in the interval
$763.27 to $1,112.87. Among the 30.3 percent of the population aged 15 years and over who attended a live music
event in 2014 (ABS, 2010a), this allows for a gross national consumer surplus of $5.4 billion, or 108.8% of their actual
expenditure (not including shadow costs).

The gross value-in-use of live music making in Australia, being the sum of market price and consumer surplus, is
therefore estimated to be $10.4 billion.

A cautionary note

Expressions of willingness to pay essentially measure satisfaction, and should not be confused with a desire on the
part of consumers to pay more. In terms of value, increasing prices would result in a zero sum for current live music
patrons, as the consumers’ surplus would be converted into producers’ surplus for no net gain.

Even though it is also known that ticket prices of live events are relatively inelastic; anecdotally, at least, non-
consumers are highly price sensitive. Therefore, non-users would be alienated by price rises that were not linked to
new value, and this would reflect in their adjusted WTP. As it is assumed that the greatest community benefit can be
realised by converting non-consumers of live music into patrons, deliberating exploiting the presently high levels of
the community's WTP—by either increasing prices or withdrawing subsidies—is likely to be counter-productive.

Non-use value

To this point, the methods described have exclusively considered the value that purchasers or consumers of live
music might ascribe to their use. It is also recognised, however, that non-users (the other 70 per cent) might value
live music, even if they do not purchase or otherwise engage with it.

The concept of non-use value is often used in economics as means of locating the benefits of environmental
resources which are difficult to quantify through the market (Hanemann, 1993). In terms of this project, the non-use
value of live music making comes from individuals who do not directly engage with the activity, but who recognise
its benefits against possible alternatives.

Why, then, might someone place a value on something they never use? There are four alternative responses to this
conundrum recognised in the academic literature:

1. Option value—reservation of the right to use the resource at some time in the future (Brookshire, Eubanks, &
Randall, 1983; Weisbrod, 1964)

2. Bequest value—maintenance of a resource for future generations (McConnell, 1983; Walsh, Loomis, & Gillman,
1984)

3. Existence value—the satisfaction people receive from knowing that something exists (Edwards, 1992; Larson,
1993), and

4. Altruistic value—appreciation of the right of others to use the resource (McConnell, 1997; Milgrom, 1993).

To this, a fifth category of non-use value can be added that is an intuitive extension of how people assign value to
public goods. This is the value placed on individual willingness to pay for maintaining an asset or resource that is
used exclusively by others to create a benefit that is enjoyed by the whole community. In this study it is designated
as shared value.

Toillustrate shared value: | may be willing to pay to enable a live music festival in my home town—even though |
have no intention of attending it—because | know it will create trade and employment opportunities for others,
promote social inclusion, and beautify the streetscape.

This is distinct from option value, as | may have no intention of ever attending the festival; and bequest value, as
the festival may only be a one-off event. To some extent shared value may clarify existence value; although, the
satisfaction that people get from seeing an endangered species preserved in the wild may not be a shared value at
all, as the species is designated to never be a consumable resource. In the same way, altruism implies no benefit to
the donor; whereas, shared value recognises the internalising of a real (albeit indirect) welfare return.

It is beyond the scope of this research to quantify the non-use value of live-music making in Australia. Nevertheless,

numerous studies in this space suggest that the non-use value of otherwise valuable public goods is anywhere
between 5-50 per cent of its use value for individuals. This would suggest a theoretical minimum in the live music
context of $600 million of non-use value; although, we stop short of asserting that here.

So what?

The particular benefits that individuals and the community receive from live music making in Australia are not
unique. Viewed in isolation, they may not even be that efficient. For example, people might equally improve their
social capital by going to church; and, as a 'luxury’ purchase, the relative inelasticity ticket prices might be seen as
justification for increasing the tax revenue gained from such events. Perhaps then users (and potentially non-users)
are valuing the ability of live music to originally combine and distribute these otherwise discrete contributions to
welfare.

Well controlled WTP studies suggest that the easier it is to replace a benefit, the less people are willing to pay

for its preservation. In this case, there are a number of competing leisure alternatives in Australia. Although a
comparative WTP study with these options has not been performed here, the fact that the community of users are
theoretically willing to defend live music making to the extent described is an original and significant finding.
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9.

THE VALUE OF
LIVE MUSIC MAKING IN
AUSTRALIA, 2014

The value of live music making in Australia to the entire community is the sum of the benefits enabled. This study
estimates these to be worth $15.7 billion in 2014.

This figure is significantly greater than previous estimates based on price or economic impact; however, it is likely
to be anunderestimation given the limitations of the available data and forensic techniques.

Direct $4,978.8
Opportunity $55.8 $5,034.5

BENEFITS

Producers’ surplus $1,230.2

Productivity premium $884.3 $2,114.5

Employment $2,2413

Taxation revenue $950.6 $3,191.9

Patrons $10,393.9

Others Unknown $10,393.9 $15,700.4
Net benefit $10,665.9
Benefit : cost ratio 3.1:1
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~or every dollar

investedby the

community, over
three dollars are
returned.

Onits own, $15.7 billion is a fairly meaningless sum. The power of numbers lies in their ability to provide a
standardised basis for comparison, and—short of performing the same exercise for every other human activity—a
top-line valuation of every human endeavour is impractical, if not impossible.

For that reason this study contrasts the net value of live music making in Australia with the cost of inputs. It can be
seen that for every dollar invested by the community, over three dollars are returned.

Cost benefit analyses of this type within the live music landscape are rare, yet the findings of this study speak for
themselves. If you could guarantee a minimum annual return of 300 per cent on every dollar commercially invested,
then there would be arun on the banks tomorrow.

It is beyond the brief of this project to make recommendations as to how government investment in live music
making in Australia can be made more efficient. That would require the application of the model to specific
programs and policy contingencies. The results reported nevertheless reveal a number of outcomes that should be
of particular interest to the community.

This analysis has shown that, because the external benefits of live music making in Australia exceed the social
costs, the outcome is in fact efficient. We conclude that those who invest their time and money in enabling live music
making in Australia are supporting the common good. Hopefully this report can educate readers to the economically
real and significant value of live music making in Australia.

Although there are a number of limitations to the findings that would benefit from future research, the opportunity
now exists for decision makers in both industry and government to leverage this framework for continual
improvement in the marketing and delivery of their services.

Opportunities for Future Research

This study has identified a number of gaps in our understanding of the empirical impacts of live music making in
Australia. Future research is therefore encouraged in the following areas:

— Future research into the value of live music making should source data from:
- arepresentative national sample of the consumer population(s) under consideration, and
- shadow-market investors, including volunteers, businesses and government.

— The development of a live music satellite account will comprehensively resolve the extent to which live music
making directly impacts on the Australian economy.

- Incidental expenses recommended for inclusion in a satellite account include included baby-sitting, car
parking, hearing protection, cameras and multimedia devices, and recreational drugs; as is the inclusion
where relevant of the instruments of live music production.

- Theinput/output model used in this study made significant State-wide generalisations, particularly about
imports, that may or may not have accurately reflected the actual flow of transactions in live music making in
Australia micro-economy. Although collation and integration of the level of detail required to customise the
model was beyond the means of this study, larger applications of the |/O method should consider this.

— The impact of live music on the productivity of consumers and any employer-enjoyed surpluses they carry
forward into their work.

— Quantification of the full-suite of live music costs and benefits attributable to civil society, including:
- volunteering
- health
- criminal and social justice
- brand impacts on exports (such as tourism), and
- civicengagement.

— Anexamination of the indirect benefits non-users of live music might experience and the value that they place
on these. This study assumed, by omission, that non-users of live music in the survey period received zero well-
being benefits or satisfaction from it. Our survey method was not sensitive to this, and future studies should
consider locating this value.

— Greater sensitivity analysis and the modelling of various efficiency-based scenarios to better inform policy
makers at all levels on the costs and benefits of future live music investment in Australia.
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APPENDIX 1:
STATE TABLES

These State tables assume a constant WTP for all persons regardless of residence, a limitation of our data that
explains the variances in the benefit cost ratios of each jurisdiction. Rounding errors may also be observable in sub-
totals.

TABLE 5A
Direct $1,780.0
Opportunity $19.9 $1,800.0
BENEFITS
Producers' surplus $425.9
Productivity premium $290.6 $716.5
Employment $8387
Taxation revenue $353.6 $1192.3

Patrons $3,514.6
Others Unknown $3,514.6 $5,423.5
Net benefit $3,623.5

Direct 51,4329

Opportunity $16.0 $1449.0
BENEFITS

Producers' surplus $352.9

Productivity premium $214.1 $567.0

Employment $653.6
Taxation revenue $278.0 $031.6

Patrons $2,788.8
Others Unknown $2788.8 $4,287.3
Net benefit $2,838.3

Direct $824.5

Opportunity $9.2 $8337
BENEFITS

Producers' surplus $213.5

Productivity premium $166.7 $380.2

Employment $357.8

Taxation revenue $152.0 $509.8

Patrons $1,900.2
Others Unknown $1,900.2 $2,790.1
Net benefit $1,956.4
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Direct $538.6

Opportunity $6.0 $544.7
BENEFITS

Producers' surplus $149.7

Productivity premium $108.6 $2583

Employment $224.5

Taxation revenue $95.8 $320.3

Patrons $1,130.7
Others Unknown $1,130.7 1,709.3
Net benefit $1,164.6

Direct $310.1

Opportunity $35 $313.6
BENEFITS

Producers' surplus $71.0

Productivity premium $58.6 $129.6

Employment $135.0

Taxation revenue $57.7 $1927

Patrons $704.3
Others Unknown $704.3 1,026.7
Net benefit $713.1

Direct $297
Opportunity $0.3 $30.0

Producers' surplus $6.6

Productivity premium $14.4 $21.0

Employment $11.0

Taxation revenue $4.8 $15.8

Patrons $148.9

Others Unknown $148.9 $185.8
Net benefit $155.8

Direct $46.4

Opportunity $0.5 $46.9
BENEFITS

Producers' surplus $6.6

Productivity premium $236 $30.1

Employment $15.2
Taxation revenue $6.4 $215

Patrons $135.9
Others Unknown $135.9 $187.6
Net benefit $140.7
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APPENDIX 2:
| DATA COLLECTION
CDJ:::'tunity ?0625 5167 IN S T R U M E N T S

BENEFITS

Producers' surplus 540 Survey of live music consumers

Productivity premium 57.8 5118 1. What type of gigs do you attend? (tick all that apply)

[J House shows

Employment $5.5 [ Small venues

Taxation revenue $23 7.8 [ Pubs/clubs
o el 0 Theat

Patrons $70.4 [J Festivals

Others Unknown 5704 £90.1 [J Arena/stadium
---------------------------------------------------------------------------------------------------------------------------------- [J] Other

Net benefit 5734 ] None

2. Do you identify with particular genres, scenes or subcultures?

3. How do you find out about the gigs you attend?
Mainstream media
Community media
Street press / online gig guides

Email / other database mail outs

[]

[]

[]

[]

(1 Internet /web page
[ Posters /flyers
[J Word of mouth

[J Socialmedia

[]

Other
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4. Where do you go to gigs?

[J Within 50km of home %
[J Somewhere else in my home State %
[J Somewhere else in Australia %
[J Overseas %

5. Why do you go to gigs?

6. What do you think live music does for your community?

7. Approximately how much money do you personally spend on your interest in live music each month?

Tickets /entry fees ¢

Food, beverages and other consumables $

Merchandise (including CDs, programs, memorabilia) $

Clothes and fashion $

Memberships and subscriptions s

Fuel, motor vehicle and travel expenses s

Phone, internet and communication expenses s

Accommodation andrelated expenses $

Did you have any other out of pocket expenses related to live music not covered in that list?

S Expense type

8. On average, how many hours do you spend on your interest in live music each month:
Please include travel time, attending gigs, and any associated activities.

hours

9. Now think about how the benefits (and costs) of your live music interest impact on your employment.

For example, you might be a happier person, have stronger networks, and have access to certain skills or attributes
that allimprove on your productivity. On the flip side, you might take a few more days off.

To what extent do you think your live music interest impacts—positively or negatively—on your work
performance?

5%
-2%
-1%
None
+1%
+2%

+5%

I A B B I A

Other %

10. In 3 years from now, are you more or less likely to be attending live music?
Much more

More

About the same

Less

[ O e B A

Much less

Why?

11. Why don't people go to (more) gigs?

12. What would make it easier for people to see (more) gigs?
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13. Hypothetically, would you be willing to provide additional financial or other assistance (such as a donation of
goods, services or time) to encourage more live music in the community?

Survey of live music producers

Record where the venue is based
[J Yes
7 No L] Sydney
[J Melbourne
14. Over 12 months, what do you think that assistance could be worth? ) Adelaide
. [J Hobart

Thank you very much for that. Because we are trying to get a representative picture of live music attendance, we

. . 1. Why do you host live music?
would finally like to know a little more about you.

15. What is your gender?

[] Female
[] Male

2. Do you identify with particular genres, scenes or subcultures?
[J Other

16. How old are you?

[J 15t024
[} 25t034 3. How would you describe your business?
[] 35to44 (1 Bar/Pub
[] 45to54 [J Nightclub
[} 55to64 [J Live performance venue
[J 65+ (1 DIY
[J Non-traditional transient events
17. What is your usual postcode of residence? [J Non-traditional permanent venue
[J] Other
18. Finally, over the last 12 months, what was your approximate gross annual income? 4. What is your licensed audience capacity?
If you live with a partner, please tell us your joint or household income.
(] Under $30,000 per year (3577 per week) Live music people
$30,000 to $49,999 per year ($577-5962 per week) Total venue people

$50,000 to $69,999 per year ($963-$1,346 per week)

$70,000 to $89,999 per year (31,347-51,731 per week)

H h . . - i?
590,000 t0 $109,999 per year (1.732-$2.115 per week) 5. How long has your venue or business continuously been promoting live music

N N O I

Over $110,000 per year ($2,115 per week)
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6. How often do you host live music?

7. How many separate shows or line-ups would you normally run a night? If more than one, why?

8. What factors do you think influence audience attendance at your venue / gigs?

9. What is your definition of a‘good’ night (or event)?

Examples might include audience size, presence of performance, bar sales etc.

10. What do you think are the top contributing factors to whether a night or event is successful?

11. What do you see as the barriers to the success of venues promoting live music in your region?

12. How do you manage external factors that affect your venue or business?

13. In the next twelve months what aspects of your business or venue do you plan to invest in?

14. What was your total venue income over the last 12 months?

(This number will be kept anonymous and won't be individually identifiable)

$

15. What percentage of this income is from live music events?

%

16. What percentage of your remaining income derives from your live music reputation or operation?

%

17. In an average month, how do you promote live music at your venue or business?

Time spent
(hours)

Cash spent
($)

Mainstream media

Community media

Street press /
online gig guides

Email / other database
mail outs

Internet / web page

Posters / flyers

Social media
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18. Has this changed in the last three years? If so, how?

23. What percentage of your staff are:

19. In the last 12 months, did you receive any unpaid media impressions in Australia or overseas that relate to
your events?

Examples might include live music reviews, news articles, editorials, blogs, artist generated content etc

Full-time staff %
Part-time staff %
Contract staff %
Casual staff %
Volunteers %

20. How do you compensate artists?

Examples might include guarantees, door deals, bar cuts, riders etc. Where more than one method is used, describe
the mix.

24. Are there people who work in your venue, but you don't pay directly? What do they do?

Examples might include production crews, merchandisers, promotional staff etc

21. In the last twelve months, how much did you spend on artist compensation?

S

22. In the last twelve months what were your other live music related expenses?

Ordinary staff ¢

25. In 3 years from now, do you feel are people more or less likely to be attending live music at your venue /
promoted events? (Tick only one)

L1 Muchmore
[J More

[J Aboutthe same
[J Less

[J Muchless

Why?

Security staff $

Consumables (eg food & beverages, merchandise) $

Rent ¢

Venue overheads $

26. What do you think are the main contributions that live music makes to your community?

Insurances $

Licences & permits s

Capital /infrastructure $

Other expenses $
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APPENDIX 3:
THE PRINCIPLES OF
INPUT / OUTPUT MODELS

The principles of input-output models are described briefly here. The essential feature is that the output of any
industry is not entirely sold on a market for the industry’'s product; some of it will be used by industries associated
within the chain of production as an input for production; an example is the output of the sheet metal industry which
will be in the large part purchased by motor vehicle and white goods manufacturers as input to the production

of motor vehicles and refrigerators. More relevant local examples are the output of the agricultural industries,
which provide inputs for the production of food and beverages, dairy production and support the manufacture of
confectionary and dairy products; timber harvested by forest companies is sold to timber processors; while mining
output is an input to the mineral processing industries. This backward and forward linking structure is an essential
feature of an1/0 table and defines its set of inter-industry relationships.

The development of an I/0 model applied in this analysis is based on a transaction table developed by the ABS with
the following structure:

— Eachrow shows the distribution of one industry to other industries and to final demand, while each column
records the industry in questions' acquisition of inputs from other industries in an economy. These are referred
to as 'intermediate purchases' to distinguish them from final purchases/sales.

— The table contains four quadrants:

— The processing sector is shown as Quadrant 1and records the flow of goods and services between
individual industries during a year.

- The second quadrant records the consumption expenditures of final buyers and the other industry sectors
from which they are made. A particular feature of Quadrant 2 is the presence of capital items which are
included as part of the total expenditure of the individual industries, however, these capital goods are not
used up for production in the current period and so they are shown for the production sector only.

- Quadrant 3 records payments for the use of primary inputs in particular to labour (wages, recorded as
Compensation Of Employees), to corporations as profits or rents (Gross Operating Surplus), to
governments in various tiers as indirect taxes and charges and to importers. The value added by
each industry to total national income, Gross Domestic or State Product measured at factor (input) cost is
the combination of some of these payments as follows:

Value Added,= WSS, + GOS; + Indirect taxes; - subsidies;

— So the value added by industry i is the sum of wages, salaries and supplements or compensation of employees
(COE)) paid to labour, the gross operating surplus (GOS;) plus indirect taxes and charges net of subsidies paid
by government to industry i. The sum of all the value added by the i industries constituting the economy is the
value of Australia's national income, namely GDP (Quadrant 4).

One of the objectives of the modelling is to determine how much GDP increases in response to the expenditure of
an XXX project and in response to the increased expenditure by persons in response to XXX project, for example
increased tourism.

/0

In our analysis we also included an intermediary Table (with matrix identifier Z) which indicates the proportion of
total supply of anindustries output is met by a given industry. This is necessary due to the fact that sum industries
produce goods that are measured as part of another sector (for example the ‘Other Industries’ sector producing
service that are recorded as 'Personal Services'). At this stage we also exclude the leakage associated with imports.
This occurs when demand results in output of a particular sector being imported from overseas.

QUADRANTS OF THE TRANSACTION TABLE

STRUCTURE OF AUSTRALIAN INPUT-OUTPUT TABLES

Dircct allocation of imports, Basic prices, Recording of intra-industry flows

To Intermediate Uses Final Uses
5 K
I - N U P "
E 3 = 8 3 8 2
1R s
b H H g
105 |% S T - - I R
. S A R AR
= g2 2 5 SEf§s| 8% 2|8
¥ P FUE L |Fe|F |SEISEElT|E]
. 3 H Hl 3 E|8 3 28 £ E b Y
S 3 8 3|3 3 8 H sl T | & | ¢ | %
¢ § g § SEEE |3 el sles| el |%
o = N S 2 v g |8 S E|E 5|2 2|2 8| 2| 2 & 5
& 3 ® s & M R I IS S S - IR I T I
3 ¥ H g £ E GRS R P N 0 I -
3 b H 3 s £ R T BT BT B - - I
From = ’ = = ° S R R R AR
Column prefix 0101-0400 | 1100-1500 | 2101-3701 | 41014102 | 4501-9601 QL | Q2 | Q3 | @i | @5 | Q6| Q7
s Agriculture 0101-0400
% g Mining 1100-1500 QUADRANT 1 QUADRANT 2
= Manufacturing, etc. 2101-3701
N RIMEHIFIRE, £t o 15 o2 INTERMEDIATE USE FINAL USE
L] nfl.rucuon 0 4{
= Services 4501.9601
Intermediate uses (sub-total)
Compensation of employees P1
Gross operating surplus and mixed
) . income P2 /
5 &
H 'i Taxes on products (net) P3 QUADRANT 3 QUADRANT 4
E 8 Other taxes on production (net) P4 PRIMARY INPUTS TO PRODUCTION PRIMARY INPUTS TO FINAL USE
Imports PS5
Australian production

The shaded arcas correspond to aggregates shown in the Gross Domestic Product Account.
m corresponds to aggregates shown as the components of gross domestic product, income approach.
m corresponds to aggregates shown as the components of gross domestic product, expenditure approach.

The math of /0 modelling

The transaction table may be presented in the following matrix form where X; is the amount of industry j's output
purchased by industry i as an input and D; is the final demand for industry i's output.

The transaction table above is defined by dividing the elements of the matrix above by the current value of industry
i's output. By this definition:

X (1)

a;
y Xj

These a; are the technical coefficients of production and they represent the amount of industry i's output required
to produce a unit of output in industry j.

From (1) we can write:

(2)

XU':ainj
and the output for industry iis the sum of intermediate sales and purchases plus the final demand for i's output (D)
as follows:

s 3
X=AX+D (3) .
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Where X is a vector of industry outputs, D is a vector of final demands and A is an i, matrix of technical coefficients.
The expression (3) can be solved for X as a function of D:
X-AX=D

X

(1-A)=D

X

(1-A)"D
X=BD

The solution vector represents the output of industries as some multiple of final demand (D) the multiple is the
matrix (I-A)-1=B. This is known as the Leontief inverse after its creator. Now B is structured in the following manner:

by, b, K K byK K by, (8)
M M
b,, by, K K by K K by,
B= | M M
by b, K K by K K by,
M M
by bw K K by K K by,

This is referred to as the table of interdependence coefficients and measures the direct, induced and indirect
effects of a change in final demand for one of the industry outputs. The columns of this interdependence coefficient
table are the output multipliers.

What do I/O output multipliers tell us? I/O output multipliers measure the changes in all industry outputs generated
by a change in the final demand for any one output. For example, if the demand for agricultural output in Australia
increased by 10%, then 1/0 output multipliers measure the impact on all industry output including agriculture.

Employment multipliers describe the impact of a change in the final demand for a specific industry’s output on
employment in the same and all other industries. These |/0 employment multipliers are derived from employment
equations, which are derived in turn by simply multiplying the output equations for each industry by the employment
(Ei)/Output (X;) ratio for the industry in question. So the employment equation for industry 1is found by multiplying
(1) though by E//X,. Then /0 employment multipliers are found in the same way by inverting the set of employment
equations solving for employment in industry i.

Wage multipliers are found in an identical fashion, but on this occasion wage equations are employed to derive
these. The wage multiplier measures the change in all industry wage incomes flowing from a change in any of the
final demands.

However, there is also a wage-multiplier effect which effectively ‘closes’ the model with respect to the household
sector. The wage-multiplier identifies the extent to which increased household income from wages raises
expenditure in the community, thereby generating additional economic activity and employment. To incorporate the
impact of increased wages on household final consumption expenditure (a component of final demand D) we derive
amatrix C which is parallel to the matrix A. The element of matrix C, cij relate the expected increase in household
final consumption expenditure associated with a unit increase in output by industry j.

Therefore final demand D contains a dependent component based on wages and an independent component that
with identify as FD. We describe this relationship in equation [0.1].

[0.0]
FD=D-CX

The expression [1.5] can be substituted into [1.4] while maintaining the equality as follows:

Y-AX-CX=FD [0.0]
The expression [1.6] can then be solved for equilibrium X = Y as a function of FD:
Y-AY-CY=FD [0.0]
Y(1-A-C)=FD [0.0]
Y =(1-A-C)'FD [0.0]
Y =(1-A-C)'FD [0.0]
Y=X=LxFD [o.0]

The solution vector Brepresent the output of industries as some multiple of final demand (FD) the multiple is the
matrix (1- A- C)'=L. The structure of L is a table of interdependence coefficients and measures the direct, indirect
and induced (where the model s closed) effects of a change in final demand for one of the industry outputs. The
columns of this inter-dependence table are the output multipliers.

Output I/0 multipliers measure the change in all industry outputs generated by a change in the final demand for
any one output. Wage, value-added and employment multipliers are calculated based on the output multipliers. It
is assumed that the relationship between output of a given sector and its wage, value-added and employment are
constant (effectively determined by technology and structural parameters in the industry) so that if outputina
sector increases by a given amount, then the value-added, wage and employment impacts can be calculated using a
constant ratio for each industry.

Gross State Product (GSP) multipliers measure the contribution of a final demand change to each industry's value
added or its individual contribution to GSP. GSP multipliers are derived from total income equations which are
output equations converted to total income relationships by applying value added/output ratios to each industry's
outputs.

All four sets of multipliers are applied to the task of identifying employment, GSP, wage and output effects of the
XXXX project not proceeding.

Here, a distinction should be made between Type | and Type Il multipliers. Type | income or output multipliers are
the ratio of the direct plus indirect income or output change of demand to the direct income change resulting from a
dollar increase in final demand for any given industry.

Type Il multipliers are those derived mathematically above and can be read off the column of the B matrix in (7). In
either case, type | or I, the 1/0 model is closed with respect to households which is the case here.

The practicality of I/0 models depends on certain properties and assumptions. First, a workable I/0 model will be
mathematically stable which happens if the following holds:

The table of technical coefficients must have at least one column which sums to a number less than one. No column
in the table can exceed one in the aggregate (no industry can pay more for its inputs than it receives from the sale of
its output).

The following assumptions underpin all practical I/O models:
— Asingle production function exists for all firms in an industry.
—> This production function must be linear and be homogeneous of degree | (Constant Returns to scale applies).

- Thereis no substitutability between factions of production (labour and capital).
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ABS

APRA AMCOS

CBA

CNV

CVM

DJ

GDP / GSP

GVA

1/0

IPM

LPA

OECD

RBA

RIOM

UNWTO

UTAS

WTP

GLOSSARY

Australian Bureau of Statistics

Australasian Performing Right Association Limited
Cost Benefit Analysis

Centre National de la Chanson des Variete et du Jazz
Contingent Valuation Method

Disc Jockey

Gross Domestic (State) Product

Gross Value Added

Input / Output (modelling)

Institute of Project Management

Live Performance Australia

Organisation for Economic Co-operation and Development

Reserve Bank of Australia

(IPM's proprietary) Regional Input / Output Model
(United Nations) World Tourism Organisation
University of Tasmania

Willingness to Pay
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