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Executive summary

Authorship

This paper was prepared for the New South Wales Community Housing Industry Council
(CHIC). However, the views expressed in this paper are those of the authors and do not
necessarily reflect those of the CHIC, CHIC members, the NSW Government nor Industry
Super Australia, its funds or its investment committees.

Stable and affordable housing is an important instrument in the fight against poverty but there
are problems of shortages in Australia. This paper considers the extent of these and proposes
policy options to effectively bridge that gap. The focus of this paper is New South Wales (NSW),
but reference is made to Commonwealth — State funding arrangements and some alternative
policy approaches which are relevant across regions.

The importance of government support for social and affordable housing cannot be overstated. It
forms a critical safety net for vulnerable families and individuals and helps reduce the risk of
recurrent poverty. Housing distress is detrimental to people’s ability to earn, learn and
contribute positively within their families and local communities and beyond.

Shortages of social and affordable housing continue to widen. The social and affordable rental
housing gap in NSW in 2019 is estimated to be about 216,500 units, and it is projected to rise by
another 100,200 units by 2036.1

Against the measured shortages of social and affordable housing you would think that Australian
governments must not be spending enough on assistance. This impression is false.

Commonwealth and state governments already spend at least $7 billion annually on housing in
NSW. The problem is that most dollars are targeted at mum and dad investors rather than the
disadvantaged.? The remaining dollars are spent on a ‘mishmash’ of disparate programs spread
across layers of governments with no overarching coordination. There has been no overarching
planning process for settlement in Australia since the 1990s.

L Troy, L., van den Nouwelant, R. & Randolph, B. 2019. ‘Estimating need and costs of a social and affordable housing
delivery’, City Futures Research Centre, UNSW Built Environment, UNSW Sydney.

The research has also shown that the total social and affordable housing gap nationally (for current and projected
unmet need) is estimated to be 1.02 million units by 2036.

2 |SA estimate based on total funding for NSW Department of Communities and Justice (DCJ), total Commonwealth
Rent Assist (CRA) spending in NSW and the state’s approximate share of negative gearing and capital gains discount
that is proportional to its population. Here we are adding direct expenditures and tax expenditures by the federal,
NSW and local governments where we have data. This does not include outlays on land tax exemptions for residential
housing, pension asset test exemptions, any rent concessions and stamp duty concessions etc. If we included all
these the final subsidy figure must be some multiple of $7 billion.

1 Fixing Affordable Housing in NSW and Beyond www.industrysuper.com
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Figure 1 — Shared policy failure widening the housing gap

» Macro policy is fuelling
investor demand

@ /\ » Supply-side policies too
'—Z’ ) ;ﬁ ﬁ 7 fragmented, aren’t
keeping pace with
demand

The key failure of existing approaches to housing subsidies is that they contribute to the widening
of the housing gap.

» Federal tax incentives fuel investor demand for existing property (see Figure 1). One could
be forgiven for thinking the goal of Australian government housing subsidies (negative
gearing and capital gains discount) is to give high wealth, mum-and-dad investors the ability
to buy multiple existing properties using debt via a do-it-yourself super fund.

» Monetary and prudential policy has also fuelled a debt-driven growth model for three
decades. Easy money and prudential policies have driven a housing-finance feedback cycle
that is economically inefficient, incentivising investment in unproductive activity, but
strongly self-perpetuating in terms of its dynamics.3

How many dollars would it take to fix the affordable housing issues in NSW and beyond? It is
estimated that the cost of building enough social and affordable housing in NSW to meet the
shortfall (316,700 units by 2036) would be about $3.5 billion annually (Troy et al. 2019) which is
only around half of the current outlays on housing.*

So, the key to addressing the social and affordable housing shortfall is to achieve a more
appropriate re-prioritisation of the existing spending envelope. Subsidies must be better targeted

3 Ryan-Collins, J., 2019, ‘Breaking the housing-finance cycle: Macroeconomic policy reforms for more affordable
homes’, EPA: Economy and Space, SAGE Publication, p.19.

Monetary policies as practiced by major central banks including the Reserve Bank of Australia (RBA) have increasingly
impacted asset prices from the mid-1990s onwards as we entered the era of ultra-low interest rates. This has
disincentivised business lending relative to residential property.

From the mid-1980s, successive governments, the Reserve Bank, financial regulators and major institutions
themselves forgot the overriding purpose of macro prudential management. Banks do not exist to facilitate investors'
speculation via the use of tax-subsidised debt. Rather, banks have a broader social licence, the flip side of their
regulated "public utility" sinecure and too-big-to-fail status, requiring them and their executives to always act in the
national interest.

Banks from the early 1990s were rejecting any social licence/public utility obligation to prioritise Australian
settlement, family formation and business. Banks were rejecting their traditional role as ‘pillars’ of local communities,
and active participants in social and economic participation.

Banks became by the 2000s, a conduit for wealth creation vehicle for funding mum and dad residential property
investors via big leverage. At about the same time they forgot how to lend to Small and Medium Sized Enterprises
(SME), stifling the most productive businesses in the Australian economy.

4 The $3.5 billion figure is the annual funding needed in the form of government subsidies to enable the operation of
new social and affordable housing in NSW.

2 Fixing Affordable Housing in NSW and Beyond www.industrysuper.com
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towards greenfield developments undertaken mainly by large scale not-for-profit entities such
as some Community Housing Providers (CHPs). The idea is to attract enough equity investment
into the sector in scale so that CHPs can leverage their balance sheets to solve the problem for
Australian governments.

Attracting new equity capital into the affordable housing sector is no easy task. In this paper we
explore policies and budget capacities in ways that incentivise new investment. We consider
funding models with direct and indirect government involvement, with either ‘on’ or ‘off’
budget options. We also suggest structural reforms to existing policy measures to improve
efficiency in property markets. These collective measures are intended to yield a stable,
sustainable stream of equity funding to support project development and the ongoing
operation of social and affordable housing assets.

Despite the challenges ahead, there are workable solutions to close the housing gap. We examine
four proposals, at least two of which are highly promising:

1. The Affordable Housing Tax Credit — an offshoot of the cash flow tax proposed by Garnaut
et al. (2018) that allows institutional investors to purchase tradeable tax credits in exchange
for equity funding directed to regulated CHPs. This embeds affordable housing tax credit
into the tax code (just like negative gearing); and

2. The Financial Corporation Investment Fund (FCIF) —an independent entity that could be
established by the Commonwealth (or by state or local governments) existing outside of the
general government that could invest in affordable housing developments guided by a
concrete rate-of-return benchmark.

Figure 2 — Policies to attract equity investment and help to normalise property prices

POLICIESTO ATTRACT EQUITY INVESTMENT OTHER EFFICIENCY MEASURES
Direct Indirect
5 * Oversight agency
WA Integrated * Affordable Housing ide planni
to guide planning (F)
Within G.G. Property Development Tax Credit
Model for NSW (F)
(S) * Macro policy
coordination (F)
* Tax reforms (A)
* Financial Corporation * Housing Capital
Outside G.G. Investment Fund Aggregator s Underatiied land
(F) (P) audit (A)

Source: ISA Analysis

Note: S —state level. F — federal level. A — all levels of government. P — private sector. Horizontal categories
- direct and indirect refers to the level of government sector involvement. Vertical categories - within and
outside general government (G.G.) P/L or balance sheet.

We also suggest certain foundational ‘structural’ reforms to macro and microeconomic policy
which might help to improve market efficiency in Australian real estate and especially in
unimproved land values. These collective measures are intended to support the generation of
new affordable housing projects and the ongoing smooth operation of social and affordable

3 Fixing Affordable Housing in NSW and Beyond www.industrysuper.com
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housing assets achieved via the normalisation of unimproved property prices across the nation
over time, but especially in Eastern Australia. These policies include:

» an oversight agency to identify shortages to guide better local planning;

» coordination of macro policy supporting the goal of normalising unimproved land values
over time;

» tax reforms including replacing stamp duties with and a broad land tax; and
» afull audit of underutilised land sites across Australian governments.

While the challenges are significant, the capacity for governments to deliver necessary reforms is
considerable. Therefore, the reason more progress doesn’t occur may be due to confusion over
what the appropriate target of our existing policy should be.

In the face of the Covid-19 pandemic, it is even more essential to fix affordable housing. In 2020,
Australia is experiencing the biggest peacetime health and economic shock in the global
economy since the 1930s depression. In these tough times housing adequacy is no longer just
about providing the most vulnerable in our society with shelter, but it has become an essential
lockdown measure to keep people at home and contain the spread of the virus. People who are
homeless and those living in overcrowded accommodation are among the most at-risk groups
in the community, thus highlighting the need to address the matter with greater urgency.

The Covid-19 pandemic provides the urgent justification to address the 30-year decline in
affordable housing as part of an effective and targeted fiscal stimulus package. But it still seems
that governments are more inclined to help those who can afford to buy or renovate.

Failing to address current affordable housing supply shortfall will have disastrous
intergenerational consequences. It will certainly take even more public resources to remediate
these consequences. Whereas, better housing outcomes now brings with it both social and
economic benefits to our local communities, improving family wellbeing, access to employment
and public amenities and higher workforce productivity.

4 Fixing Affordable Housing in NSW and Beyond www.industrysuper.com
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1. Introduction

Stable and secure housing provides an important mechanism for reducing some of the risks and
uncertainty that contribute to the persistence of poverty. It provides a stop loss mechanism to
act as a barrier against a continuing downward slide in life chances. Among the ways in which it
does this is by providing the foundation for individuals to build lifelong relationships, through
family and community, enabling them to achieve goals in education, employment and
participate positively in local communities and broader society.

When housing access becomes uncertain and unaffordable, other misfortunes are
compounded. Family relations are strained, mental and physical health is compromised, and
productivity is lost. School dropout rates rise, domestic violence increases along with welfare
dependency. All these misfortunes reinforce a drift into more extreme poverty which is likely to
be passed through generations.

In this paper we are mainly concerned with the supply-side of housing markets, although this
cannot be separated from a discussion of the causes of poverty and the role of housing to
alleviate this. We leave an analysis of some of the systemic causes of poverty to a subsequent
report (Coram and Anthony, forthcoming).

Unfortunately, the likelihood of housing stress is increasing in NSW because of a significant
shortfall in the supply of social and affordable housing. The state’s housing affordability
problem has never been more acute as those in need of housing and homelessness services
continue to rise. With 92 per cent of low-income private renters in Sydney now occupying
unaffordable homes, and with the continued increase in the absolute shortage of tenancies
within reach of this cohort®, the situation is becoming critical. Price pressures are forcing
families and the most vulnerable in our community outwards into the suburban fringe, adding
disproportionate commute times to employment and social services, and increasing the
frequency of relocations for those without the financial means to afford long-term
accommodation. The rising tide of housing distress has causal effects on homelessness and
welfare dependency.® Without effective intervention, these negative outcomes would be
perpetuated through intergenerational poverty.” The supply of social and affordable housing is
not keeping up with the needy, and the issue must be addressed before the problem manifests
itself into a social crisis.

In order to devise better solutions to the problem, we firstly need to examine the current status
of social and affordable housing funding and supply shortfalls in NSW. This paper aims to
summarise evidence on the volume of current social and affordable housing stock and to
identify funding and supply gaps, while also examining the current suite of funding and policy
measures. Through these analyses, we hope to bring forward consideration of better public and
private funding models.

5 Hulse, K., Reynolds, M., Parkinson, S., Nygaard, A. and Yates, J. 2019, ‘The supply of affordable private rental
housing in Australian cities: short- and longer-term changes’, Final Report no. 323, Melbourne: AHURI.

6 Nygaard, C. 2019, ‘Social and Affordable Housing as Social Infrastructure — A literature review for the Community
Housing Industry Association’, Centre for Urban Transitions, Swinburne University of Technology, 7 November 2019,
Website accessed 3/1/2020: https://www.communityhousing.com.au/wp-content/uploads/2019/11/Social-and-
affordable-housing-as-social-infrastructure-FINAL.pdf?x33467.

7 See Attachment C for study on potential long-term savings of adopting affordable housing as social infrastructure.

5 Fixing Affordable Housing in NSW and Beyond www.industrysuper.com
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The housing supply gap

As of June 2019, the total number of social rental dwellings in NSW was 151,814, consisting of
66 per cent public housing, 31 per cent community housing, and the remainder are State
Owned and Managed Indigenous Housing (SOMIH) and Indigenous Community Housing (ICH).®

The estimate of the social and affordable housing shortfall varies by different institutions and
methodologies. According to the City Futures Research Centre, in 2019 the social and affordable
housing shortfall in NSW was estimated to be 137,100 and 79,400 units respectively. The
research also projected an additional 76,100 social housing and 24,100 affordable housing units
will be needed by 2036, bringing the combined housing shortfall in NSW to 316,700.° The same
research estimated that the national social and affordable housing shortfall is over 1 million
units, of which NSW and Victoria make up approximately 53 per cent. As more people move
into the major capital cities, the pressure on existing housing and infrastructure will get worse.

The estimated funding gap is dependent on the financial model and geographic location used in
such analysis. According to research funded by the Australian Housing and Urban Research
Institute (AHURI), the average funding gap for each social housing unit is estimated to be
$13,000 per dwelling per year nationwide and is highly dependent on geographic location.?® The
same report estimated the supply gap for social housing in NSW by 2036 to be 212,700
dwellings, taking into account the projected increase in the homeless population and projected
additional recipients outside current targeted groups.

Existing funding and policy measures

Currently, there are Federal and state level schemes running in conjunction to support the
provision of social and affordable housing. Federal level programs include: the National Housing
and Homelessness Agreement (NHHA); the National Housing Infrastructure Facility (NHIF); the
Affordable Housing Bond Aggregator (AHBA); the Commonwealth Rent Assistance (CRA); and
the National Rental Affordability Scheme (NRAS).! State level programs include: the Social and
Affordable Housing Fund (SAHF); and the Communities Plus program overseen by the NSW
Department of Communities and Justice (DCJ). Additionally, there are also policy and regulatory
measures relating to planning and zoning arrangements that can be applied to add to the
affordable housing stock and/or improve housing affordability, or add to the stock of affordable
rental housing (at no direct cost to government) via inclusionary zoning*2.

In NSW, the funding, commissioning and management of social, affordable and homelessness
housing programs has been led by the DCJ in conjunction with the Aboriginal Housing Office
(AHO) and Land and Housing Corporation (LAHC). For the budget year 2019-20, contributions
towards the DCJ for housing and homelessness programs consist of $485 million by the
Commonwealth under the NHHA, $382 million by the state of NSW and $740 million in rental

8 NSW DCJ 2019, NSW Social Housing Residential Dwellings Dashboard, Department of Communities and Justice.
Website accessed 21/02/20:
https://public.tableau.com/profile/facs.statistics#!/vizhome/Social_Housing_Residential_Dwellings/Dashboard.

°Troy, L., van den Nouwelant, R. & Randolph, B. 2019. ‘Estimating need and costs of a social and affordable housing
delivery’, City Futures Research Centre, UNSW Built Environment, UNSW Sydney.

10 Lawson, J., Pawson, H., Troy, L., van den Nouwelant, R. and Hamilton, C. 2018. ‘Social housing as infrastructure: an
investment pathway’, AHURI Final Report No. 306, Australian Housing and Urban Research Institute Limited,
Melbourne.

1 The remaining incentives are being provided but the NRAS is now discontinued.

12 phibbs, P. and King L.A. (2018) Potential affordable dwelling yields from a NSW Inclusionary Zoning Scheme, Report
prepared for Shelter NSW, University of Sydney, Sydney

6 Fixing Affordable Housing in NSW and Beyond www.industrysuper.com
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revenues from the LAHC.2 The total funding for the three state level agencies is budgeted to be
around $1.8 billion.'* Nevertheless, a measure of the scale of the funding gap for NSW public

housing is the official estimate that, in 2015-16, ‘the additional explicit subsidy required to fund
the current difference between tenant rent contributions (including government subsidies) and

market rent was $950 million per annum’.2> 16

Are existing policy measures adequate?

Despite the funding measures outlined above, the level of the existing supply gap and waiting
lists indicates that the housing needs of many vulnerable and disadvantaged people aren’t
being effectively met. Allocation of resources to new public rental housing in NSW has flatlined
for almost 10-years.”” The NSW government currently expects to fund the construction of under
10,000 additional social and affordable rental homes over the ten years to 2026. But, to keep
pace with growing need based on expected rates of population growth, 21,000 additional social
and affordable rental homes would be needed over this period.®

The lack of significant net growth in social and affordable dwellings accompanied by a growing
homelessness rate means currently only a portion of the accommodation needs of the
homeless population are being met. Also, since the available dwellings are allocated to ‘greatest
needs’ (or homeless) applicants, some families in less severe circumstances are being forced to
wait for periods of up to 10 years to access public housing.!® Current policies may also be
(directly and indirectly) hindering the supply and demand of affordable housing. Federal
Government tax policies such as negative gearing and capital gains tax discount, fuel investor
demand for established properties, put upward pressure on prices and drive down rental
yields.?0

Meanwhile since the mid-1990s, monetary and prudential policy as practiced by major central
banks (whilst always well intentioned), has seemingly fuelled global asset price growth and
disincentivising business lending relative to residential property lending. Even though the main
justification for financial deregulation in Australia was premised on expanding business lending,

13 Rental revenues from the LAHC includes rents received from tenants of properties managed by LAHC, but excludes
rents received by not-for-profit and other providers in the system.

1 In addition to the rental income from properties under the management of AHO and LAHC, the two agencies are
also partially funded by the DCJ (through the NHHA). However cross-agency funding is excluded in the total budget of
$1,797 million to avoid double counting.

5 Independent Pricing and Regulatory Tribunal — IPART, 2017, Review of rent models for social and affordable
housing, Draft report, Sydney, IPART.

16 This was subsequently revised to $945 million after allowing for additional rent collection recommended by IPART -
Independent Pricing and Regulatory Tribunal — IPART, 2017b, Review of rent models for social and affordable housing,
Final report, Sydney: IPART.

17 presently, there’s no forward commitments in new capital spending in government budgets. This is occurring while
incentives such as NRAS is winding down (incentives likely to be extinguished by 2026).

18 pawson, H. 2018, ‘Does NSW really need to double its social housing output?’, UNSW City Blog, 23 June, Website
accessed 7/02/2020: https://blogs.unsw.edu.au/cityfutures/blog/2018/06/does-nsw-really-need-to-double-its-social-
housing-output/.

19 Australian Institute of Health and Welfare 2018, Housing assistance in Australia 2018, Website accessed
26/11/2019: https://www.aihw.gov.au/reports/housing-assistance/housing-assistance-in-australia-
2018/contents/priority-groups-and-wait-lists.

20 phillips, J., Yates, J., Krever, R., Gruen, N. & Smith J. 2015, 'Fuel on the fire: negative gearing, capital gains tax &
housing affordability', Australian Council of Social Service, Website accessed 19/02/2020:
https://www.acoss.org.au/images/uploads/Fuel_on_the_fire.pdf

7 Fixing Affordable Housing in NSW and Beyond www.industrysuper.com
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this loan category has consistently fallen since the early 1990s as a share of total credit
provision.??

Has the linkage between finance, communities and productivity been severed?

Historically, the business model of Australian banks was very different. It was to prioritise the
efficient intermediation of capital to businesses, prioritise first-home ownership and support
macroeconomic stabilisation goals. This old-fashioned view of banking — as a provider of basic
services — shares many of the characteristics as a public utility (energy, water, sewerage, etc)
that all households and businesses require, where quality is hard to observe, and some sort of
‘state’ oversight via regulatory control is often needed to prevent the abuse of power.

The banking system that arose in Australia from Federation was framed by the tragedy of the
1890s property bust and was forged under fire during the Great Depression of the 1930s,
eventually informed by the 1936 Banking Royal Commission. The Australian financial system
eventually emerged as a highly regulated mix of state-owned banks, some private trading
banks, building societies and mutual institutions, all charged with broader development goals.

By the late 1940s, the emerging arrangements supported financial system stability by
eschewing the boom-bust property credit cycle that had dominated previous credit lending -
business cycles. Stability was to be brokered along Keynesian macro policy lines.

Into the post WWII world, with a baby boom underway and given a nation in urgent need of
refurbishment, the local bank manager was the most important and trusted person in each
town and community. Bank executives in the big cities were highly regarded by the community.
But many saw this system as unnecessarily bureaucratic, old-hat and certainly not moving with
financial innovations that were making the system increasingly unwieldy.

When financial deregulation finally came in late 1983, no one was particularly sad to see the old
regime fall. The economy was stuck in a low productivity slump, hiding behind high and variable
tariff walls. Certainly, some form of more effective economic regulation of the financial system
was an essential priority. But the full-blown deregulation that occurred abandoned the
development goals and hard lessons of previous generations.

So, the banking industry was handed over to the ‘money changers’. Each financial institution’s
housing-loan book became their main game. It provided the means to cross-sell ancillary
services to naive customers. Vertical integration became a deliberate corporate strategy — as
monetary and regulatory policy setters conveniently accepted the security associated with
industry consolidation, eventually settling on the Four Pillars policy.

The big banks moved towards oligopolistic competition in loans, up and down the household
value stream — that is:

» into the payments system (credit cards), risk (life insurance and consumer credit insurance)
and funds management (superannuation and trading); and

» where supply networks are captured (mortgage brokers, branch networks, financial advice).

A legacy of household indebtedness and unaffordable housing

Into the deregulated environment, the local bank branch became a shopfront with anonymous
staff. Big city bank executives became very highly paid celebrities with share options. These
executives apparently revelled in raising short-term shareholder value while maximising their

21 See Final Report of the Committee of Inquiry - the Campbell Inquiry (1979-1981).

8 Fixing Affordable Housing in NSW and Beyond www.industrysuper.com
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own compensation. They seem to have been oblivious to any notion of stewardship to their
frontline employees, much less the needs of local communities.

Not too many Australians were complaining either. Bank shareholders had a very good run over
the past three decades leading up to 2020. However, they may still live to regret the lack of
oversight of current and past management.?? Also, many middle-aged and older Australians
have been enriched by the property cycle and this was mainly facilitated by Australian banks.

Banking funding models are changing. They had abandoned (or could no longer rely on) captive
deposits anymore and so required more wholesale funding. As the community-based branch
banking model disappeared, they become ‘global’ lenders/borrowers and dependent on
collateral rather than trust, local relationships, knowledge and analysis. Collateral attracted
them into the private housing market. But collateral is a procyclical factor that exaggerates
liquidity cycles, making the housing market prone to more boom and bust. The result is that a
long boom encouraged the public sector to withdraw from affordable housing provision. For
example, in the Covid-19 downturn, they have less capacity to restart public provision of
affordable housing.

The new ‘incentives’ driven mentality, which sprang up around major financial institutions,
reawakened the old boom-bust property cycle of the pre-1940s, along with fostering an
addiction to household debt that brought with it significant vulnerabilities in terms of
macroeconomic management. Household debt-to-income ratios rose from 40 per cent in the
early 1980s to 164 per cent before the Global Financial Crisis (GFC). Since that crisis, Australia's
household debt-to-income ratio has reached a record 188 per cent — much higher than the
United States' before the subprime crisis.?

Macro policy driving inefficient & unproductive housing investment

Monetary and prudential policy (along with fiscal policy via key tax concessions) was in the
process of fuelling a debt-driven growth model which would last for three decades. Easy money
and prudential policies drove the housing-finance feedback cycle that was economically
inefficient, incentivising investment in unproductive activity, but strongly self-perpetuating in
terms of its dynamics.?*

National policy had effectively promoted (residential) property ownership over home ownership
as the top policy priority. Financial deregulation had inadvertently prioritised mum and dad
property investors relative to the goal of stable family formation and economic participation in
vibrant communities. At the same time Australia’s largest banks forgot how to lend to SME
businesses — the engine room of productivity and future prosperity.

Having handed the RBA independence and an explicit inflation target by the mid-1990s, it is not
surprising that the institution focused single-mindedly on achieving that target. So expansionary
monetary policy settings (implemented mainly through cash rates or through other prudential
means) intended to close output gaps and stabilise consumer prices, were spilling over to asset
prices (especially in real estate). This is because housing credit was driven more by what banks

22 The major banks' diverse nature throws up internal efficiency issues. From an external perspective, they appear to
be bureaucratic and lacking an innovation culture, and this has been demonstrated by recent problems with
technology, which stemmed from antiquated platforms and information systems. For example, difficulties with
setting limits on cash deposits on smart ATM machines leading to lax anti-money-laundering control framework.

23 Debt-to-disposable-income ratio sourced from DataStream/RBA.

%4 For a broader cross-country discussion see Ryan-Collins 2019.

9 Fixing Affordable Housing in NSW and Beyond www.industrysuper.com
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could lever based on raising collateral and offshore borrowing, than the now antiquated notion
that they would lend against their deposit base.

Policy authorities remained ultimately non-committal about the distributional merits of
macroeconomic and budget policies on asset prices. Meanwhile, the young were largely locked
out of the housing market, while the gains were being monopolised by existing owner occupiers
and landlords, particularly in Sydney and Melbourne. Indeed, the housing-finance feedback
cycle and its inequities were on the radar of then deputy Governor of the RBA, Phillip Lowe
when he stated:

“Instead, what is perhaps more remarkable is the extra resources that Australian households
have used to purchase, from one another, the land on which these bigger and better dwellings
sit. Indeed, most of the extra money that has gone into residential property has not gone into
the physical stock of housing, but rather into land. So, our fascination with housing is really,
mostly, a fascination with land.”?

Enter the Global Financial Crisis

Then from the GFC onwards, the global advent of ultra-low policy interest rates and unorthodox
monetary policy and rounds of international prudential reforms has further stymied credit
allocation and intermediation biased towards the most preferred collateral (real estate) and
against those who are neediest (those with few assets) and/or perhaps most deserving
(innovative SMEs).

» Policies like quantitative easing offshore have artificially lowered term premia on long-term
borrowing, further boosting asset prices including residential property in international cities
like Sydney and Melbourne.

» Policies like the Basel Ill and IV prudential reforms (imposing a global, voluntary regulatory
framework on bank capital adequacy, stress testing, and market liquidity risk) prefer home
lending over all other categories of loans.?® This has further helped to fuel the long property
boom in eastern Australia, whilst restricting business borrowing.

Central banks since the GFC have continued to remain confident in their ability to return
economies to a ‘steady-state’ or normality.

» Meanwhile, they have been failing to achieve their inflation targets.
» They have contributed to asset price imbalances and so impacted the disadvantaged.

» Their theoretical models which rely on their ability to impact credit flows to businesses (via
concepts such as the ‘natural’ rate of interest and money multiplier) seem now to be
antiquated.

— It seems that Fisher Black was right — money is endogenous in macroeconomic models.?’

2 Lowe, P. 2015, ‘National Wealth, Land Values and Monetary Policy’, speech, Address to the 54" Shann Memorial
Lecture, Perth, 12 August 2015. Website accessed: 27/07/2020, URL: https://www.rba.gov.au/speeches/2015/sp-dg-
2015-08-12.html

26 Warsh, K. 2014 “Rethinking Macro: Reassessing Micro-foundations,” Book Chapters in Neil, M. & Taylor, J. (editor),
‘Across the Great Divide: New Perspectives on the Financial Crisis’, Chapter 4, Hoover Institution Press, Stanford
University.

27 Black, F. 1987, ‘Business Cycles and Equilibrium’, Blackwell Publishers, 1°t Edition.
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Summing up the role of banking in Australia

From the mid-1990s, eastern Australia experienced one long uninterrupted property boom,
exacerbating affordability issues, whilst further restricting business borrowing.

Consider the loan book of major deposit-taking institutions circa March 2020:

» About 66 per cent of new lending is for housing.

» About 72 per cent of housing loans are to buy existing property.

» About 60 per cent of new loans are to investors for negatively geared investments.
» About 17 per cent of housing loans are interest only.

Direct Concerns of Community Housing Providers

Regulation and compliance duplication are noted as key concerns amongst Community Housing
Providers (CHPs), while complexities in planning, construction and tenancy management adds
further risk for investors of affordable housing projects.

Additionally, it is important to be aware of the impact that short-term letting (STL) platforms
like Airbnb is having on the private rental market. Inner city areas are most affected as long-
term rental properties are taken out of the market. These STL platforms increase the fluidity of
the housing market and they also likely reduce the market’s ability to provide a steady and
sufficient supply of affordable housing.?®

Exploring existing and new funding models and supportive macro / micro reforms

Having examined the current policy suite in addressing the supply gap of social and affordable
housing in NSW, we present alternative funding and development models for consideration.
These include the Affordable Housing Tax Credit, the Financial Corporation Fund, the Western
Australian (WA) Integrated Property Development model and the Capital Aggregator model.
These approaches vary according to the level of direct government involvement, they all require
public subsidy to deliver the necessary outcomes.?

We also suggest certain foundational ‘structural’ reforms to macro and microeconomic policy
which might help to improve property market efficiency. These collective measures are
intended to support more stable and sustainable streams of equity funding to support new
affordable projects and the ongoing operation of social and affordable housing assets. This goal
will be greatly assisted by undertaking ancillary reforms which aid in the normalisation of
unimproved property prices.

28 Crommelin, L., Troy, L., Martin, C. & Parkinson, S 2018, ‘Technological disruption in private housing markets: the
case of Airbnb’, AHURI Final Report No. 305, AHURI, Melbourne. Website accessed 27-02-2020:
https://www.ahuri.edu.au/research/final-reports/305, doi:10.18408/ahuri-7115201

2% Government concessions/subsidies are critical to most of the proposed funding models. However, ISA learned from
the discussion during the Community Housing Industry Council (CHIC) meeting (18 December 2019) that: 1. There is
no new funding envelope for affordable housing; 2. There is a big shortfall/deficit in the current provision (a. that is
barely maintaining the existing stock, let alone extending it; b. the NRAS incentives are currently running out in NSW;
and c. demand is growing); 3. No forward commitment to new capital spending in government budgets; 4. Existing
policy approaches to housing have no explicit consideration for family formation; 5. No coordination of
strategies/policy approaches across government levels; 6. Duplication may be rife; and 7. No consistent set of policies
to address the widening problem.
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Overview of this discussion paper
The rest of the discussion paper is structured as follows.

Section 2 sets out the definitions of various types of social and affordable housing targeted
towards community groups in need. These housing types are also identified in relation to the
housing continuum by affordability. To keep descriptions of various types of subsidised housing
succinct, unless otherwise stated, we shall apply the term ‘affordable housing’ to represent all
forms of subsided or assisted housing in the remaining sections of this paper.

Section 3 identifies the existing supply and affordability gaps, and the current social housing
waiting list in NSW.

Section 4 lists Federal, state (NSW) and local government policy and funding measures on
affordable housing, along with expenditure data to improve our understanding of the current
status of funding and what’s budgeted for the future.

Section 5 provides analysis on adequacy and efficacy of current policies, areas of inefficiency
and duplication, as well as inherent barriers to greater institutional investment. We also extend
our coverage to broader issues with monetary policy.

Section 6 outlines alternative funding models developed to attract equity investment and boost
the supply of affordable housing and close the supply gap. It also suggests structural reforms to
macro and micro policy settings at the Federal and state level which would help to improve the
efficiency of property markets across the nation and help to normalise unimproved property
values over time. We also consider the challenges to affordable housing presented by the
Covid-19 pandemic, and the need to contemplate affordable housing construction as part of
any stimulatory measures to support economic recovery.
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2. Housing definitions and concepts

This section outlines the definitions of various types of social and affordable housing targeted
towards particular groups in our community. We shall also define their location on the housing
continuum in relation to means of affordability.

2.1 Definitions

We first establish the definitions of a range of subsidised housing types dedicated to meeting
the specific needs individuals and families.

Several types of subsidised housing are currently available to low-income and disadvantaged
groups experiencing different levels of housing-stress. Suitable and affordable housing provided
to individuals and families is an anchor point to enable them to better afford other essentials
(food, clothing, transportation, medicine, etc) and to receive social services (education, crisis
counselling, mental health, job-readiness etc) where needed on a sustainable basis. Such
dwellings need to be suitably located within easy access to employment and services.

According to the NSW DCJ, here are the definitions of various types of subsidised housing
available.

Table 1 — Definitions of housing types

Type Description Ownership and management

Social housing Long term rental accommodation, subsidised by
government, for people on a very low or low
income, who meet the required eligibility criteria.

It includes public, community and Aboriginal

housing.
- Public Housing owned or leased by the NSW Land and Housing owned or leased by the NSW
housing Housing Corporation and managed by the Land and Housing Corporation and
Department, that is leased to members of the managed by the Department of
public that meet the Corporation’s eligibility Communities and Justice.
criteria. (NSW Housing Act 2001)
Community Housing provided by not-for-profit community Government, CHP and privately-owned
housing housing organisations. Community housing offers  properties, managed by

secure, affordable rental housing for people on
very low to moderate incomes who have various
housing needs.

There are several types of CHPss:

- General Social Housing Providers — these offer
long-term housing to clients;

- Specialist Homelessness Services — these offer
short to medium-term transitional housing to
people who are homeless, in crisis or at risk of
becoming homeless; and

- Affordable Housing Services — some providers
offer accommodation to people on low-to-
moderate incomes.
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- Aboriginal Aside from public and community housing, NSW’s Aboriginal community housing
housing Aboriginal (and Torres S