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Figure 4.2: Nominal House Price Indexes (a) Index (b) Annual % change
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REIGQ data also clearly indicates the rapid price growth in the Queensland residentiai
property market over the past 13 years (see Figure 4.3). The data shows that there has
always been a positive long-term upward trend in prices, although the rapid growth
experienced in the past few years is the strongest on record since this research was first
collected. The median house sale price in Queensland in the March Quarter 2006 was
estimated at $311,000, aimost triple the $120,000 in the March Quarter 1993, The figure
of $311,000 is below that quoted by the development industry ($328,000).

Over the same period, the median price of vacant land sales has also increased rapidly,
increasing from $37,000 in the start of 1993 to $105,000 in 2006, equating to a 284%
increase, The sharp growth in land prices slightly lagged the increase in house prices in
the 2003 period.

Figure 4.3: (a) House Sales in Queensland (b) Vacant Land Sales in Queensiand
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4.4 Impacts on Housing Affordability

The recent sharp increases in house prices has seen affordability for first and other home
buyers decline. A commonly cited indicator of this decline, and the one used by the
Queensland development industry, is the ratio of median house price to average income.
The UDIA research estimates the average ratio of sales price to household income at
5.25 for the average household in Queensland. However, the price-to-income ratio is only
a partial indicator of affordability trends. In particular, it does not take into account the
cost of housing finance. Reductions in interest rates have enabled households to finance
much larger housing loans from a given income, and this appears to be a key drivers of
Australian house prices in the past decade.

There are published indicators of housing affordability in Australia. Some relate mortgage
repayments to household income. Others measure the extent of the ‘deposit’ gap that
must be funded by home buyers, sometimes referred to as ‘accessibility’ indexes. Alf of
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these indicators indicate housing affordability has declined markedly in the past few years
during the most recent price upswing. The indexes produced by the Commonwealth Bank
of Australia and Housing Industry Australia suggest that in parts of Australia affordability
is now worse than in the late 1980s. And though the AMP-REIA and BIS Shrapnel indexes
suggest affordability is still generally better than at that time, the gap is narrowing.
Brisbane’s affordability is ranked better than that in Sydney and Melbourne across the

indexes,
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5. Factors Impacting Housing Affordability

The increasing house prices and pressure on housing affordability has been extensively
studied for the past 2-3 years in Australia. In particular, there has been significant
analysis of the factors that have impacted the price growth. The Productivity Commission
(2004) undertock the most significant of these studies and finds that it Is market
fundamentals that explain the recent price upswing rather than government planning and
charges. In addition to this, analysis of residential lot approvals and production in
Queensland rebukes many of the development industry’s claims with regards to
government’s role in creating a housing affordability crisis. Analysis of the recent
financials of major property companies active in Queensland also reveals their margins
and profits have been maintained by on higher revenue hases, a signal that price
increases have also been spurred by developer vield requirements. Additionally, no
mention of government planning issues affecting housing affordability have been found in
the official reports to market by residentiat property developers in Queensland.

Assessment of the Factors Impacting Housing Afforability in Quesnsiand

5.1 Development Industry Inquiry Research

There are also hints of the real reasons for the housing affordability decline in
Queensland in the development industry’s research, which is essentially a position paper
formulated on the issue of government planning and impact on housing prices.

The development industry concedes the following with regard to housing affordability in
Queensland in its Inquiry Report:

“Affordability of home ownership in the current market is unlikely to improve as a
result of decreases in interest rates. Consequently, affordability can only be improved
by increased salaries and wages, or by reduced prices being achieved (and this is
difficult to foresee in the light of ongoing demand associated with construction costs,
the provision of additional subsidies, reduction in process costs or reductions in taxes
and charges.”

Firstly, with regards to the first statement, this Is not consistent with the measurement
approaches of national housing affordability indexes that use interest rates to caiculate
mortgage repayment requirements. Nor is it consistent with the development industry’s
own measures of affordability gaps that use the interest rate in the calculation of what
berrowing levels are available to the average household,

The development industry also claims that the process of managing affordability of home
ownership in Queensland has not been actively pursued as policy by any level of
government, This is incorrect with the Queensland Government endorsing its Affordable
Housing in Sustainable Communities Strategic Action Plan in June 2001.

Overail, the statement by the development industry is a clear concession that there are a
range of factors, most being market fundamentals, that have contributed to the higher
house prices.

5.2 The Findings of the Productivity Commission Inquiry

The terms of reference for the Productivity Commission Inguiry (2004) included an
analysis of all components of the cost and price of housing, including new and existing
housing, for those endeavouring to become first home owners. Particular attention was
paid to the following factors in relation to their affect on the cost and availability of
residential land and housing in metropolitan and regional areas:

« The identification, release and development of land;

« The efficiency and transparency of planning and approval processes for land; and

*UDIA (2006), p. 10
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« The efficiency and transparency of taxes, levies and charges imposed at all stages of
the housing supply chain.

Assessment of the Factors Impacting Housing Afforability In Queensiand

Therefore, it is clear the Inquiry investigated, on a national scale, each of the same
issues being campaigned by the UDIA and the development industry in Queensland.

In reference to the above, the Productivity Commission (2004) clearly reports that:
... variations in prices and affordability around long-term trends are an inherent
feature of the housing market in Australia and other countries.

Moreover, while house prices have risen especially sharply in the last three years,
much of the cumulative increase in prices during the recent upturn can be explained in
terms of structural and normal cyclical demand pressures:

e Cheaper finance and growth in average household disposable income have
substantially increased the purchasing power of both owner occupiers and
investors in rental property.

s More competition amongst lenders has made it easier to obtain loans and has
expanded the range of loan options available to meet the differing circumstances
of individual households.

« The downturn in the equities markets from 2000 to early 2003, more or less
coincidentally with changes to aspects of the tax regime, provided strong
incentives for investors to shift into residential property.

¢ Demand has been augmented by the First Home Owners Scheme.,™

The Commission notes that some of the ‘structural’ demand-side drivers, such as
household disposable income and population growth, will continue to put upward
pressure on house prices in the future. This is the case in Queensland and acknowledged
by the development industry in their research. However, the shift up in house prices
associated with cheaper and more available finance may have largely run its course, and
it will prove to have been a structural change if low inflation continues to support the low
interest rates that have prevailed in recent years.

The following findings by the Productivity Commission are crucial to the issue at hand and
must be carefully considered:

“ .over the past few years, these demand-side pressures have led both owner
occupiers and investors to seek to increase their exposure to property, including
through higher quality and better located houses.

Given the scarcity of well located land, and the inherent 'stickiness’ in the supply of
housing, this increase in demand would have caused land and house prices to rise,
irrespective of the efficiency of supply. Nonetheless, various inefficiencies and
inflexibilities in the process for bringing new land and dwellings to the market have
added to house price pressures, as have other increases in the costs of housing

supply.

However, demand-side ‘fundamentals’ and constraints on supply arguably do not
explain all of the recent growth in demand and house prices - especially in the last
couple of years. In any asset price boom, rising prices can create expectations of
further price increases unrelated to market fundamentals. That is, people may expect
prices to continue growing strongly simply because they have done so in the recent
past. Where prices are bid up further solely on the basis of such expectations, an
asset price ‘bubble’ is said to exist.

..there is @ common perception that house prices in parts of Australia, or at least in
particular market segments, have ‘overshot’ relative to fundamentals, and that this
has been responsible for some of the recent decline in affordability. -

4 productivity Commission (2004) p. 193-194
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5.3 Residential Lot Approvals and Production Trends

Research has also been prepared regarding the rofe of local government and developers
in the residential land development pipeline hased on data prepared by the Department
of Local Government, Planning, Sport and Recreation (DL.GPSR) and published in the
Queensiand Residential Land and Dwelling Activity Monitor. The research closely
examines the rate of approval of residential lots by Councils in comparison with the
production of residential lots by the development industry, Residential iots inciude both
urban residential and rural residential situations.

Table 5.1 provides details of the approval, production and consumption of residential
lots over the past five years throughout Queensiand. The table reveals the following:

» In the period from 2001 to 2005, the 40 Queensland Councils included in the
database approved some 137,600 residential lots;

e Over the same period, developers constructed almost 96,600 residential lots;

e« In addition, a total of 13,700 lots which had been through the development approval
process had their approvals lapse as a result of no development activity taking place
over approximately a four year period;

e« Between 2001 and 2005, the stock of residential lot approvals yet to result in a
constructed lot increased from 33,771 to 69,826 {106% increase);

« Over the same period, the consumption of lots as measured by dwelling
commencements totaled 115,307; and

e This amounts to 18,653 more lots consumed than were produced by developers over
the period even though approval had been given for 22,298 lots more than were
consumed.

Table 5.1; Queensland Lot Approvails and Production Trends
Yaar . lots  Lots  LotsWhere

Total Stock of Lots Lot Consumi

Approved  Constrlicted Approvals Approved by Councils
by Couricils by Developers  Have Lapsed  but Not Yet Constructed Comntencem
200t 13,605 12,120 4,428 33,771 15,410
2002 21,011 16,451 2,759 36,338 24,749
2003 34,436 21,693 988 50,420 25,919
2004 36,427 24,272 3,250 61,020 26,785
2005 32,126 22,118 2,296 69,826 22,444
Five Year Total 137,605 96,654 13,721 115,307
Annual Average 27,521 19,331 2,744 23,061

*Lots lapsed refers to the number of iots that recelve reconfiguration approval by council, but are not sealed by
the council within the prescribed period (4 years, including time extension if applicable}
Source: Queensland Residential Land and Dweliing Activity Monitor, DLGPSR

The conclusions drawn from the above analysis, mainly that enocugh land is being made
avallable by government to the market, are:

e Councils are approving an adequate stock of land for residential development across
Queensland. Council approval processes do not appear to be contributing to a tack of
developed land coming onto the market;

« While developers have gained approvals for land development, the rate of production
of lots has been significantly less {around 30% less) than the quantity for which
approvals have been granted;

5 productivity Commission (2004) p. 185
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¢ Even though approvals exist, the rate of production of lots by developers has been
less than the rate of consumption over the last five years; and

¢ Approximately 10% of approvals given by Councils lapse because developers have

not started to develop the land within an approximate four year period from gaining
the approval.

As Table 5.2 reveals, a similar situation exists in South East Queensland as for the State
as a whole. While the rate of growth in the 'bank’ of approvals was marginally less in
South East Queensland {85% vs 106% for the State as a whole over five years), the rate
of production of lots was 25% less than the number of approvals given. Similarly, the
number of lots produced in SEQ was less than the consumption of lots even though
Councils provided approvals in excess of the rate of consumption.

Table 5.2: South East Queensland Lot Approvals and Production Trends

Yeéar

Lots Lots Where Total Stock of |

s Lot Consumption

Approved  Constriscted Approvals Approved by Councils (7.6 Dwelling

by Councils by Developers  Have Lapsed  but Not Yet Constructed Commencements)

2001 10,875 9,946 2,869 24,725 12,108
2002 16,930 13,391 1,632 26,959 18,734
2003 23,745 17,174| 604 34,653 19,764
2004 24,585 17,960 2,113 40,230 19,280
2005 21,452, 14,383 1,225 45,942, 15,107
Five Year Total 97,587 72,854 8,443 84,993
Annual Average 19,517 14,571 1,689 16,999

*| ots lapsed refers to the number of lots that receive reconfiguration approval by council, but are not sealed by
the council within the prescribed period (4 vyears, including time extension if applicable}
Source: Queensiand Residential Land and Dwelling Activity Monitor, DLGPSR

5.4 The Financial Performance of Major Developers

Final

An analysis has also been completed into the financials of Queensland listed property
companies with residential development projects in Queensland to uncover whether their
financial performance, particularly return on investment, is being eroded by the claimed
issues with government land release, approvals processes and infrastructure charges.
The development industry’s position is that the current returns are commensurate with
their development risk profiles and their capacity to absorb the extra costs has been
limited.

In a recent PCA report Reasons to be fearful: Government taxes, charges and compliance
costs and their impact on housing affordability, it is reported:

“The econormic return that developers require for delivering new housing has been
consistent for many decades and reflects the risks associated with this activity. There
has also been limited ability for developers to absorb these extra costs and
accordingly, the additional taxes and compliance costs imposed on developers is
effectively passed on to consumers. s

Analysis of financial performance below indicates that return on investment across
Queensland’s five major listed property companies active in residential development {as
a core business) has remained steady at around 20%, although the market capitalisation
of these companies has almost doubled due to the larger revenue base from the higher
land and house prices (see Table 5.3). These strong financial results have also been
recorded by other major property developers active in the Queenstand housing market
but listed elsewhere in Australia,

& property Council of Australia {(2006) p. 2
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Table 5.3: Aggregated Financial Performance of Five Queensiand Listed Property Companies with
Residential Property Development as a Core Business
relleator - R . _

Assessment of the Factors Impacting Housing Afforability In Queensiand

INet profit after tax ($m)

$77.7) $119.9 $152.4|
Total equity / market capitalisation ($m) $572.4 $732.3 $1,010.5
Average return on equity (%) 20.5% 20.9% 19.4%

Source: Annual and Financial Reports of Five Listed Property Companies in Queenstand
5.5 Market Communications of Major Developers

An analysis has also been undertaken of media announcements and official reports to
market by major residential property developers in Queensiand. The searches couid not

identify any statements regarding the issues being campaigned by the peak
representative bodies.

5.6 Innovation by the Development Industry

Reviews of other property market reports and development initiatives across Australia
indicate a range of new innovative techniques being used by developers to manage their
development margins and deliver more affordable housing to the home buyer.

There are cases where developers are actively seeking to address the housing
affordability issues using the following techniques:

« Provisions that the developer delivers the end product in affordable housing; and/or
« Provisions that a proportion of land is developed as affordable housing; and/or
« Negotiated clauses regarding return on investment or developer margin; and/or
s Joint headworks agreements to deliver lower cost land; and/or
o Joint agreements regarding land price ceilings for the end user.
Final 17
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Assessment of the Factors Impacting Housing Afforability in Queensland

6. Summary and Conclusions

The claim by the Queensland development industry that government planning policy,
particularly land release, approvals processes and taxes and charges, is largely
responsible for the increase in house and land prices in Queensiand and the decline in
housing affordability is unproven.

The sharp increases in residential property prices in Queensland and Australia more
broadly has been the focus of a large amount of industry and government research. The
leading and most comprehensive research was undertaken by the Productivity
Commission (2004) in its inquiry into First Home Ownership in Australia. With regard to
the develepment industry’s claims, the Inquiry concluded:

+ Much of the increase in housing prices during the recent boom can be explained by
‘market fundamentals’, especially cheaper and more available housing finance and
higher incomes. If sustained, these changes will have brought about a structural shift
up in prices;

s Recent price increases have been mainly due to the surge in demand in established
areas, and therefore improvements to land release policies or planning approvals
processes could not have greatly alleviated them;

« Increased taxes such as the GST and stamp duty have played only a minor direct role
in recent house price growth, although it is noted government needs to consider how
best to reduce its reliance on stamp duties;

+ While infrastructure charges, like other costs of housing, have increased over time,
they cannot explain the surge in house prices since the mid-1990s; and

¢ While recent interest rate rises and further price increases in some markets may lead
to further declines in affordability in the short term, a more subdued housing market
and continued income growth should in due course make it easier for prospective
home buyers to enter the market.,

These findings rebuke all of the issues being campaigned by Queensiand’s development
industry against government’s land use planning policy.

Added to this, analysis of lot approvais and production trends by Councils in Queensland
relative to developer demand and take-up clearly demonstrates that enough land is being
provided to the market. Across Queensiand as a whole, the rate of production of lots by
developers has been 30% below the rate of Council approvals. In South East Queensiand,
developer production was 25% less than the rate of approvals, confirming adequate land
is being made available to the development industry. Added to this, the rate of
production of lots by developers was below the rate of consumption (as measured by
dwelling commencements) indicating developers have not kept pace with demand despite
having the government ptanning approvais to do so.

It is also noted that during the housing boom over the past four years - the period when
housing affordability pressures have been most acute - the development industry’s key
players in Queensland (based on five listed property companies in Queensland with
residential development as a core business) have recorded significant financial growth,
including a doubling in market capitalisation and an average return on investment of
20%. These results confirm developers have not absorbed any of the cost increases and
have continued to pass them directly to end users to maintain their economic returns and
increase their net profit on what is a much larger revenue base due to the higher prices.
On this note, research indicates there are a number of innovative approaches being
implemented across other parts of Australia by property developers to address housing
affordability issues that could be implemented in Queensland, including delivery of more
affordable housing through lower developer margins.
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It is clear the industry campaign against government land use policy and taxes is being
led solely by peak development industry representative bodies. An analysis of media
announcements and official reports to market by major residential property developers in
Queensland revealing no statements regarding the issues being campaigned.

A final critical finding is that the research prepared for the development industry’s
inquiry, which is used to completely underpin its arguments against government’s land
use planning policy, is in dispute, particularly calculations regarding the percentage
shares of final house and land costs and the percentage growth in land costs and
government charges. The figures do not add up and provide further question marks over
the development industry’s assertions.
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