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Introduction

At the recent National Summit on Housing Affordability concern was expressed that, over the past decade:

· average house prices relative to income have almost doubled

· the proportion of first home buyers has fallen by 30 per cent

· average monthly payments on new mortgage loans have increased by around 50 per cent

· the proportion of low-rent dwellings has fallen by 15 per cent

· effective opportunities to rent public housing have fallen by about 20 per cent

· on any night, around 100,000 Australians are homeless

These and other indicators are a clear sign that housing affordability has declined substantially for lower and middle income households in Australia, during a generally buoyant period of economic growth.  Clearly, the benefits of a growing economy in an increasingly globalised world are not flowing evenly to all sectors of our society.  Deep and persistent failures in the Australian housing market are ensuring that the very mechanisms of growth that are intensifying inequalities in labour markets are being faithfully reflected and reinforced at home.  This raises challenges for housing policy makers and advocates.  How can this vicious dynamic be halted and reversed?
There are answers being put forward.  Many were presented at the National Housing Summit, others in a stream of research stretching back several years.  There is, then, no shortage of good ideas – but a noticeable dearth of good policy on the ground, plenty of talk but not much action.  

This paper first briefly summarise the housing affordability picture and the forces driving the recent housing boom.  The paper then addresses the policy challenge and looks at the way forward.  The proposals of the recent summit are noted.  Finally, it is stressed that in order to make substantial advances in reducing housing stress related to declining affordability for at-risk groups, the States and Commonwealth must adequately and quickly address and solve the parlous financial condition of the state housing authorities.

The Picture of Declining Affordability
Data presented by the National Centre for Social and Economic Modeling to the National Housing Summit suggested that currently:

· 883,000 households in the bottom two income quintiles paid more than 30% of their incomes for housing.  This represents 8.8% of all Australian households.

Of these households in housing stress:

· two-thirds are private tenants

· one-quarter are home purchasers

· half are singles, a fifth are couples with children and 13% are single parent households

· most households in housing stress have a head who is in the peak working age range

· the households in greatest risk of housing stress are: private tenants, sole parents and both young and older people

· the proportion of private tenants in housing stress has fallen somewhat since 1998 (due probably to the fact that rents have not risen as fast as house prices in Sydney and Melbourne) but stress has intensified for home purchasers

Underlying persistent (and for some groups, intensifying) affordability problems has been the long boom in house prices from 1996 to 2003 in the capital cities and some non-metropolitan (especially) coastal regions (Berry and Dalton, 2004).  This boom largely repeated the experience of house price jumps in the previous boom of the last half of the 1980s (see Figure 1).  

Figure 1: Real House Price Percentage Change, Five Years to  

March 1989, Five Years to March2002

Source: RBA Bulletin (July 2002, p. 2); based on data collected by Real Estate Institute of Australia.

The main drivers of the boom are summarized in Table 1 taken from Berry and Dalton (2004, p. 74).
Table 1 Summary of factors contributing to increasing house prices

	Short term
	Institutional
	Long term fundamental

	Interest rates
	Financial deregulation and innovation
	Demography

	Investment demand
	Land supply and land use planning
	Economic growth

	Current economic climate
	Government taxes, levies and charges
	Wealth levels and distribution


(a) Short term forces:  interest rate falls sparked increasing demand by both owner occupiers, particularly existing owners trading up and by investor-landlords seeking secure returns and future capital gains.  The downward correction in the stock market in mid-2000 encouraged investors to shift from equities into other assets, including rental property, contributing to the housing boom.
(b) Institutional factors:  financial deregulation in the 1980s and subsequent financial innovation created a very competitive and rapidly growing pool of funds seeking investment outlets in the residential property sector.  The rapid growth of the secondary mortgage market from the mid-1990s helped fuel investment demand.  Land use planning controls and tightening environmental constraints have reduced the capacity of some metropolitan markets to match rising housing demand with an increasing supply of land for residential development; Sydney has particular problems in this respect.  A range of government taxes and charges also impact on both the demand and supply sides of the housing market.  In particular, negative gearing and capital gains tax rules underpin the investment demand for housing, while the exemption of owner occupiers from tax on both (imputed) income and capital gains encourages their demand (see Figure 2).  
(c) Long term fundamentals:  Australia’s changing demography – ageing, growth of single person households, growth of two income households – added to continuing population growth and spatial concentration in the capital cities and retirement zones, ensures persistent demand pressures on available housing supply.  Continuing economic growth also adds to growing demand (i.e. housing like most goods has a positive income elasticity – people want more of it as their incomes increase and are prepared and able to pay more).  Increasing inequalities in the distribution of that growth also reinforce housing demand and boost prices through the effect on people’s wealth.  Owner occupiers and rental investors, when faced with rising house prices, feel and are wealthier compared to non-owners.  They can withdraw some of the equity in their houses and spend it on, among other things, renovating their houses and/or buying more houses or more desirable houses, increasing housing demand and contributing to the house price spiral.  
       Figure 2: Housing Quarterly Finance Commitments (Real): June 1984 – June 2002
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Housing markets, unlike stock markets, appear not to obey the law of gravity; what goes up does not necessarily have to come down.  The current housing price boom, like earlier booms, will probably flatten out rather than crash – at least in the broad fully detached house market.  Certain segments such as the multi-unit high rise market in the inner areas in some of the capital cities may experience significant decline.  However, across most of the market, where the long term fundamental drivers noted above continue to bite, a prop is likely to be put under prices, though less so under rents (and sales volume).  In the short term, owner occupiers and landlords who are able to bear the costs of stagnant rents and rising vacancy rates will take or keep their dwellings off the market until prospects improve.  
This means that, although housing price inflation may slow, prices are unlikely to fall enough to, by themselves, begin to address the serious affordability problems embedded in the current situation.  If the market won’t fix the problem, good policy must.

More Policy Please
The over-riding challenge is to stimulate a large increase in the supply of low-cost housing in areas where people currently in housing stress want and need to work – e.g. in order to get and keep jobs.  
Clearly, strong emphasis needs to be given to the private rental sector, since the low cost stock in this segment has declined since 1986 (Yates and Wulff, 2000; Yates et al. 2004).  The sharp increase in new rental construction over the past three or four years has been almost entirely concentrated at the high-rent end of the market.  An emerging situation of rising vacancies in high-rent stock and chronic shortages at the low-rent end signal powerful failures in the housing system.  However, improving prospects for home ownership for lower income home ownership, including first time purchasers, is also important.  Not only would this improve the life prospects of households directly benefited but would also take demand pressure off the lower reaches of the rental market, as would a newly reinvigorated social housing sector.
Any serious policy attack on the problem will need to encompass three key features – a form of government support, a method or methods for delivering that support and means of financing the resources devoted to doing so (Berry, 2003).

(a) Government support entails pulling the policy levers in one or more of the following ways:

· Using the land use planning system to encourage or require developers to earmark a proportion of the housing constructed for sale or rent at less than market rates.  Various forms of ‘inclusionary zoning’ and ‘linkage fees’ have long been a feature of housing policy in other advanced capitalist countries. (For recent developments along these lines in Britain, see Barker, 2004; ODPM, 2003.)
· Conventional ‘on-budget’ tax, borrow and spend approaches – e.g. social housing provide through the Commonwealth State Housing Agreement (CSHA) and Commonwealth Rent Assistance (CRA).

· Subsidies delivered as either cash outlays or taxation relief to owner occupiers, not-for-profits and commercial organizations to build, acquire, manage or finance housing provision and consumption.
· Government guarantees to not-for-profits and commercial providers that lower their cost of finance and open up the possibility of those savings flowing to residents as lower-than-market housing prices and rents.

· Using government owned land and land development agencies to (cross) subsidise affordable housing outcomes.

(b) Delivery mechanisms entail both demand side and supply side approaches.  The former include various forms of direct payments and grants (CRA, first home owners grant, mortgage interest subsidies), while the latter cover capital subsidy provision through vehicles like the CSHA and government land development agencies.  
(c) Financing these interventions covers ‘off-budget’ as well as on-budget methods.  Private sector or community sector resources can be mobilized or leveraged into affordable housing provision by delivering adequate support in one or more of the above noted ways.  Private investment can be either debt or equity based.  The level of subsidy or support required to attract private equity finance will be higher than for private debt, because in the former case the private investor must bear the operating, financial and residual risks of dwelling ownership.  
Over the past few years there have been a number of specific models put forward for expanding the supply of affordable housing, drawing on particular combinations of government support, delivery mechanism and financing strategy – e.g. see Hall, Berry and Carter (2001); Wood (2001); Berry (2002); Allen Consulting Group (2004).  A detailed risk analysis by Hall and Berry (2004a) has established that conventional CSHA public housing and the ‘bond model’ developed for the Affordable Housing National Research Consortium are the most cost effective ways for governments to boost affordable housing in most of the capital cities, including those where housing stress is most intense – Sydney, Melbourne and Brisbane.  Put another way, these two approaches are most likely to stretch available government subsidy dollars furthest by minimizing the subsidies required per household to meet any agreed affordability benchmark.  
If the main blockage to implementing effective policies aimed at improving affordability and reducing housing stress is not an absence of either compelling evidence that there is a problem or well worked through models for dealing with it, the answer to why so little has been done must lie elsewhere.

The main barrier to progress appears to be that housing continues to lie off-centre from the main economic, social and political concerns of governments at all levels.  In part, this involves an inertial lag effect.  For most of the post-War period, the vast majority of Australians have been well housed by historical and international standards.  Housing, labour and financial markets worked together to ensure that housing standards were adequate or better for perhaps 85 per cent of the population.  A similar proportion of the population became home owners at some time during their lives.  The fact that this dominant housing career and expectation has broken down over the past 20 years appears to have eluded many policy makers, who still look to the housing market operating within conventional parameters to meet housing needs for all but a tiny residualised group in the population.  

It is this dominant view – along with the tendency to uncritically celebrate house price inflation as a sign of a healthy economy and domestic world – that needs to be taken head on by people concerned with both Australia’s long term economic sustainability and the immediate social problems of declining housing affordability for an increasing number of Australians.

Finally, there appear to be some promising signs on the policy horizon.  It is true that the current Federal Government has done little to advance matters here.  The First Home Owners Scheme was introduced in mid 2000, not as an explicit housing affordability measure, but to offset the one-off cost impacts of the introduction of the goods and services tax.  Nevertheless, given its timing, FHOS almost certainly reinforced the underlying speculative boom conditions in the housing market, without improving affordability for those most in need of assistance (on both points, see Productivity Commission [2004], pp. xix-xx; pp. 215-221).  The government’s less than enthusiastic receipt of the recommendations of the Productivity Commission’s final report on First Home Ownership and silence on housing matters to date in the run up to the Federal Election suggest that this situation is not about to change soon.

Fortunately, there are more promising signs at lower levels of government, with the Federal Opposition and in the non-government sector.  For example:

· A taskforce of senior State and Territory housing officials has been meeting for more than a year and developed a large range of policy measures, encompassing all levels of government and the community sector, aimed at improving housing affordability in their jurisdictions.  (Again, this is a demonstration that it is not good ideas that are missing.)  It is not yet clear which of these policies will be implemented, in part because the position of the Federal Government is unclear.  Discussions and meetings are also taking place between housing officials and similar networks of officials in planning and local government with respect to affordable housing issues, with a view to joint reporting back to the relevant Ministerial Councils.
· In Victoria, the State Government has embarked on its own whole-of-government inquiry into ways of improving housing affordability.  The Department of Sustainability and Environment is also seeking ways of putting substance into its housing affordability goals in Melbourne 2030.  Watch this space.

· The Victorian Office of Housing is exploring a range of partnership and capacity building arrangements with developers and community housing organizations, supported by state government budget allocations.

· Vicurban is also exploring ways that it can stimulate, through its own projects and partnerships, inclusion of a significant affordable housing component in new developments.   Ditto.
· Several local government authorities in Melbourne are developing explicit planning and housing policies to boost affordable housing outcomes in their municipalities.  In this endeavour they are constrained by the legislative and financial constraints within which local government operates in this state.
· The Brotherhood of St. Laurence and the Committee for the Economic Development of Australia have joined forces to advocate for effective government,  industry and community sector action on improving affordability. 
More generally, the issue of affordability seems to be striking a receptive chord in relevant industry and community sector organizations.  In late June this year the National Summit on Housing Affordability was jointly sponsored by the Housing Industry Association of Australia, ACOSS, the ACTU, the Australian Local Government Association and the national Housing Alliance, a coalition covering most of the critical players in the housing field.  
The Summit issued a ‘Call for Action’ with two major recommendations:
1. Creation of a new Commonwealth Minister for Housing, Urban and Community Development at Cabinet level.
2. Development of a National Housing Plan:
· A new inter-governmental agreement encapsulating the CSHA and adding a framework for funding and implementing a national affordability program across the States and Territories – drawing on a wide range of assistance measures, delivery mechanisms and financing sources and establishing benchmarks for a progressive expansion in the supply of affordable housing owned by public authorities and non-profit organizations.

· Increased public investment by the Commonwealth of at least $500 million annually, matched by the States and Territories, rising over time, to stimulate private sector, local government and community sector provision, including targeted programs for Indigenous communities and people in or at serious risk of homelessness.

· A national tax reform package, to improve the equity and efficiency impacts of existing taxes and charges, based on an independent inquiry.
· A national strategy for land and infrastructure development to improve the supply of land for residential development and ensure adequate and timely provision of economic and community infrastructure in ways that do not threaten housing affordability outcomes.
At the Federal level, the Australian Labor Party has recently made a commitment that goes part of the way – but part way only – along the path traced out by the National Summit (Latham, 2004).  
Federal Labor promises to renegotiate a new CSHA Agreement and over the first three years inject growth funds of $325 million, to be matched by the States and Territories.  A further $75 million is to be provided for (unspecified) partnership projects between government, private sector and community sector.  Further general commitments are made to working with the States to develop the capacity of the community housing sector, while also demonstrating best environmental practice.
A Financial Boil to Lance

The Summit’s call to action for increased public investment demanded a ‘public housing renewal fund’ – “to help strengthen the effectiveness and sustainability of government-owned housing by broadening the range of locations, tenants and cooperation with community housing organizations.”  What this refers to is the parlous state of the current financial position of the state housing authorities in Australia.  During the 1990s almost all the SHAs moved from a situation of financial surplus into deficit on their operations (Hall and Berry, 2004b). See Figure 3.
Figure 3:
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Source: Hall and Berry (2004b)
Put another way, even if the current situation is stabilized, every net increase in an authority’s stock sends it broke quicker – hence, the need, not just for stabilization but for renewal.  
This situation has emerged largely as the effect – probably unintended – of the CSHA re-negotiated in 1996.  More specifically, declining financial operating results have been due to:
· The progressive cutback in capital funding levels by the Commonwealth, States and Territories

· The more intensive targeting of available public housing to very low income tenants and tenants will multiple (and expensive) support needs

· The requirement placed on SHAs to improve the quality of housing services to tenants

· The ageing of the public stock

The first two factors placed tight constraints on the growth of grant and rental income (resp.).  The last three points led to increased expenditure on administration and stock maintenance.  

The result is that over the decade of the 1990s – and beyond – SHA revenues have increased more slowly than costs (excluding depreciation and net interest costs).  Inevitably, SHAs have responded by selling off stock, which has temporarily bridged the growing operating deficits.  In consequence, the total size of the public housing sector peaked and turned down in the late 1990s.  This strategy is, of course, a short term ‘solution’ only.  Eventually, you run out of houses to sell.  It is also a counter-intuitive policy in a period of declining housing affordability.  
Both the problem and one obvious solution are apparent from a gaze across the Tasman Sea.  Under the previous conservative government, New Zealand moved to a market based rental policy on public housing, with housing allowances intended to boost the incomes of low income benefit recipients.  The demonstrable rise in extreme housing stress (rents in excess of 50 per cent of income) among the most vulnerable sections of the community, added to problems of over-crowding and public health scares encouraged the new Labour Government to move back to income-related rents on public housing – but with the commitment to fund the difference between market rents and the rents paid by public housing tenants.  This, in effect, meant that Housing New Zealand Corporation was fully funded for the implied community service obligation it met.  It also meant that the Corporation could actively manage its housing stock and add to it without facing crippling financial losses that could only be met by selling down the stock.  In addition, the New Zealand Government made a once-off capital grant to the Corporation to fix the backlog of maintenance and upgrade problems on the existing stock.  
Hall and Berry (2004b) have calculated that if the SHAs in Australia were likewise funded for the community service obligation – the difference between market and income-related rents – then all authorities would be in and stay in operating surpluses.  

Before any effective attack can be mounted on the problem of declining housing affordability it is vital that this boil be lanced, that the financial hemorrhage underway in most of the SHAs be adequately treated.  Until that happens, any gains in the provision of affordable housing by other parties will be partly or fully offset by a declining public housing sector.  Of course, depending on movements in market rents, this commitment may result in significant and growing subsidy burdens on government, as is occurring in New Zealand.  On the other side of the coin, if the SHAs are allowed and required to operate on a sound commercial basis, with revenue streams matching market trends, their operating surpluses can deliver a future stream of dividends back to government, partly offsetting the growing subsidy burden.
Conclusion

Housing affordability is a growing problem in Australia; the evidence and ways forward are clear.  The key challenge is to mobilize sufficient political support to bring about an integrated national approach, such as that outlined at the National Summit, in which the Commonwealth accepts its leadership role.  A central part of the solution must be a commitment to increase public investment, both to reverse the decline in social housing and to leverage private investment directed to expanding the stock of affordable housing across all tenures.  Let’s see some action, show me the money!
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