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Committee met at 1.34 pm
SUTTON, Mr John David, National Secretary, Construction, Forestry, Mining, Energy Union

CHAIR (Senator Payne)—I declare open this meeting of the Senate Select Committee on Housing
Affordability in Australia. The Senate established the select committee on 14 February 2008. The committeeis
due to report on 16 June 2008. The terms of reference for the inquiry are as follows:

The barriers to home ownership in Australia, including:
a. thetaxesand leviesimposed by state and territory governments,
b. therate of release of new land by state and territory governments;

c. proposed assistance for first home owners by state, territory and the Commonwesalth governments and their effective-
ness in the absence of increased supply;

d. theroleof al levels of government in facilitating affordable home ownership;
e

}he effect on the market of government intervention in the housing sector including planning and industrial relations
aws,

f. therdleof financial institutions in home lending; and
g. thecontribution of home ownership to retirement incomes.

The committee has held public hearings in Victoria this week, in Geelong yesterday and in Narre Warren this
morning. These are public proceedings, although the committee may agree to a request to have evidence heard
in camera or may determine that certain evidence should be heard in camera. | remind all witnesses that in
giving evidence to the committee they are protected by parliamentary privilege. It is unlawful for anyone to
threaten or disadvantage a witness on account of evidence given to a committee, and such action may be
treated by the Senate as a contempt. It is also a contempt to give false or misleading evidence to a committee.
If a witness abjects to answering a question, the witness should state the ground upon which the objection is
taken and the committee will determine whether it will insist on an answer, having regard to the ground which
is claimed. If the committee determines to insist on an answer, a witness may request that the answer be given
in camera. Such a request may, of course, also be made at any other time. A witness called upon to answer a
guestion for the first time should state their full name and the capacity in which they appear, and witnesses
should speak clearly and into the microphones to assist Hansard with the recording of proceedings.

I now welcome our first witness. Thank you for both the CFMEU’s submission and your time here this
afternoon. Would you like to make a brief opening statement before we go to questions?

Mr Sutton—Yes, | would like to make an opening statement. Thank you for the opportunity to appear
before the committee today. The CFMEU has long been an active player in housing policy issuesin Australia.
Our members build Australia’ s accommodation and our members, of course, live in accommodati on—they are
consumers of the product as well. Housing affordability has never been in a worse state than it is at the
moment, and we outline some of the pressures and some of the detail in our submission. We believe there
must be proactive measures by government—particularly the federal government, but there must be
cooperation at al levels of government—to try to address the housing affordability crisis. Leaving things to
the market patently has not worked over the 11 years of the previous Howard federal government. We believe
those 11 years were a time of neglect where, apart from leaving everything to the market, the main tools the
government sought to use in the housing debate were their approach to negative gearing and treating that as
something that should be considered a holy grail and, of course, their halving of the capital gains tax, which
happened around the turn of the century. Was it the turn of the century? It seems odd to say that, but it
probably was 1999 or thereabouts.

We obviously believe the ALP's approach of being proactive, given that the previous government’s one
was doing nothing and leaving it to the market, is a refreshing and much-needed change. We largely support
the key ALP initiatives that have been outlined in the area of rental: the infrastructure proposal and the first
home savings proposal. Some of the detail around those proposals, of course, is not yet fully available. We
will keep an open mind and want to look at the detail, but they are certainly steps in the right direction. Labor
seems very committed to doing something in this area, which is much-needed. The whole idea of a minister
and a ministry is important. The whole idea of trying to elicit cooperation with the states and local government
isall heading in theright direction.

Of the key ALP proposals, the one that concerns us the most is the $500 million infrastructure proposal
because we are deeply concerned that the benefits may never flow to consumers. We have seen this very noisy,
vested interest lobby. They are very powerful and very noisy. They are into special pleadings. They say they
believe in the marketplace, but they really beieve in special pleadings. Of course, those in the housing debate
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have had the constant refrain, ‘It's taxes and charges and land supply, and if those issues are addressed then
everything will be sweet.” Our concern with the $500 million infrastructure proposal is that, from my long
experience around building, construction and development, when the bottom line is revealed in terms of
housing prices, it is often very hard to disaggregate all the components. | have little doubt that the clever
developers will say, ‘ Yes, we gladly took the assistance that came from the federal government, but other costs
came along.” The net result at the end of the day is that | have grave concerns that consumers will never
benefit. Interestingly, before lunch | was talking to one of the more ethical developers around. Before | had
barely opened my mouth they said that they did not think that those gains would ever be passed on to the
consumer. | thought that was a very interesting revelation.

Another element that we draw some attention to is the concern we have about the non-bank lending sector
which, in the current economic conditions, is obviously going out backwards. The advent of the non-bank
lending sector in providing mortgages and the whole securitisation model introduced a new level of
competitiveness into the mortgage industry and consumers were the beneficiaries of that development. In the
current environment, where they cannot access debt and cannot get hold of securitised moneysto lend, thereis
every chance that, when this process plays itself out, there will not be any non-bank lending sector and we will
be back to the four big banks. In our union’s view, that is a major concern that will lead to a reversion to when
the big banks undoubtedly |ooked after their pricing at the expense of consumers. We point out in our paper
that there is a proposal round for an Aussie Mac, styled a bit on what they have in America with Freddie Mac
and Fannie Mae. We are quite attracted to the whole idea of the government getting active in trying to ensure
that we do have a non-bank lending sector at the end of the day.

| should say that the negotiation of the new national housing affordability agreement replacing the old
Commonwealth-State Housing Agreement is a critical element in addressing this whole issue. One of the
legacies of the Howard government is that they badly ran down any kind of direct funding of affordable
housing. We believe that a component part of this whole area is some real expenditure on affordable
accommodation—particularly, emergency accommodation. Something has to be addressed in that areato try to
pick it up rather than just running it down as has occurred over a long period of time. That might do me for
opening comments.

CHAIR—Thanks very much, Mr Sutton. With the special interest lobby you refer to, how many of your
members are employed by the devel opers?

Mr Sutton—Developers? That is very hard to answer. You have builders-developers and you have pure
devel opers.

CHAIR—Let us go with the buil ders-devel opers.

Mr Sutton—How many of our members are directly employed? It is very hard for me to answer that. A lot
of these companies are big but they subcontract everything out; they do not have a lot of direct employment.
There are potentially thousands or tens of thousands. There are 950,000 people in the construction industry
and we have a membership of over 100,000. Not too many work as direct employees of developers or
builders-devel opers.

CHAIR—BuUt that would work broadly in the areas where builders-developers are doing their work,
whether they are subbies or whatever?

Mr Sutton—Of course. Accommodation these days covers not just the old single-cottage type dwelling but
multistorey apartments and all that sort of stuff. We do not have many membersin the housing industry, per se,
in cottage style dwellings but we have a large number of membersin multistorey apartments.

CHAIR—I will come to that question. | have one other question before | do that. The Housing Industry
Association, and other representatives from that part of the sector, have raised with us some concerns about the
availability of workers in the construction industry in Australia that reflect the skills shortage not just in that
area but elsewhere. They have also talked about the fact that the 457 visa arrangement does not necessarily
meet the requirements to bring in people skilled in that area, because the reference you make to subcontractors
fits neatly within that as a problem—you cannot actually deal with a subcontracting arrangement under 457
visas, according to the HIA. | am paraphrasing, and | stand to be corrected by the record. What is your union’s
view of the need to have more skilled workers, and probably unskilled workers, in this industry brought in
through either 457 arrangements or other visa arrangements even through, for example, the currently floated
propositions about a guest worker scheme?
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Mr Sutton—Thisis an areawhere | have alot of knowledge—and | could talk for hours, but | am sure your
committee does not have hours. In short, the reference you made to HIA saying that they want 457 workersto
be self-employed is a very interesting proposition.

CHAIR—Do not interpret what | said that way.

Mr Sutton—It is correct. | happen to know that they do argue that the current restriction that a 457 visa
worker can only be under an employee status—

CHAIR—That istheaim.

Mr Sutton—They do argue that these people ought to be allowed to be self-employed. In the building
industry we have a horrendous problem with bogus self-employed, where workers are told, ‘You will only
work in this workplace or for this company if you have an ABN number, and we're calling you a
subcontractor, whether you are or you're not.’ It is a major problem in this industry. Even our good friend
Terry Cole—I say ‘friend’ in inverted commas; heis no friend of our union—happened to think that this was a
problem in the construction industry. There are many people who think it is a problem. The HIA want to see
457 workers as sdlf-employed. It is a very interesting and novel idea that you get off the plane and you are
self-employed overnight. Obviously, we think all the current rorts and rackets that are going on and that have
led the government to set up a review into the 457 arrangements would be greatly exacerbated if the first thing
workers were told was. ‘We'll help you go online to get an ABN number for you. You are a self-employed
person and we' |l pay you $15 or $10 all up,” or whatever the market rateis. That would lead to alot of rackets.

Regarding the other part of your question about skills problems in the industry, of course there are skills
problems. They are not uniform. In the bigger metropolitan areas of Australia, such as Sydney, where the
building industry has been very quiet, there are building workers who do not have work. They have to either
leave their families and go chasing work in parts of the country where there is work or work in a different
industry. So the skills problem is not uniform but, in certain parts of the country, there is no doubt there are
shortages in trades, largely because of neglect in training over a 10- to 12-year period during which there has
been horrendous neglect. A lot of these self-serving outfits who come before your inquiry have big
multimillion-dollar companies which train nobody.

CHAIR—You do not have to reflect on our witnesses, Mr Sutton; they did not reflect on you.
Mr Sutton—I am sorry if that istoo sensitive for this committee, but there are large companies—
CHAIR—They are very sensitive people, Mr Sutton. | amin the wrong business, | know; | am a politician.

Mr Sutton—Some of the paliticians are; at least one is. There are big companies in this industry which
train nobody. There are other, good companies which do the right thing and train apprentices and they carry
the logs who do not train anybody. So we do have training problems in this industry. We do not think the
policies of groups like the HIA have helped that in the least. We do not think there should be more liberties
taken with the 457 visa or—to quote the latest buzz term | heard on the weekend—' labour mobility from the
Asia-Pacific'. We know what the Chinese, the Indonesians and everybody else want in the free trade
agreement. We do not think that will be good for either thisindustry or this country.

CHAIR—To deal with the sensitivities upfront, | ask this next question not by way of reflection but by way
of seeking information. Several witnesses have made observations about our discussions on diversity of
dwelling stock: developers present some challenges in terms of building multilevel construction, say, four-,
five- or six-storey buildings, because they say—and academics have said—the building costs are higher
because it invariably involves union labour, which makes the costs higher. The Centre for Population and
Urban Research made some observations about that in arecent paper. | aminterested in your assessment of the
veracity or otherwise of those observations.

Mr Sutton—Our view is that bogus material was produced under the previous government. One outfit in
particular, Econtech, produced bogus material. If you applied a good, analytical research model to it, they
never proved their case. But they put bogus arguments that, somehow, productivity was higher in residential
and single-dwelling construction, as opposed to a multistorey construction, trying to lay that at the feet of the
union movement. The material was really wanting in terms of good, critical analysis. On reflection, | do not
think the Cole commission of inquiry gave much credence to it; certainly the Giles royal commission did not
give credencetoit. But itisatypical line run by some forces who are opposed to the union movement.

CHAIR—I am not sure whether the Centre for Population and Urban Research can be automatically
characterised as ‘ opposed to the union movement’. It is not an aspect of their work with which | am familiar.
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Mr Sutton—I am talking particularly about Econtech.

CHAIR—I am not. If | asked my secretariat to provide you with this quote from their document about
growth in Melbourne, in particular, would you mind commenting on that on notice?

Mr Sutton—I will do that.

Senator BARTLETT—You mentioned in your opening comments about negative gearing being seen as a
holy grail, which | interpreted as meaning untouchable, politically?

Mr Sutton—Yes.

Senator BARTLETT—Can | take it from that that you think it would be worth while to examine the
possibility of making changes to that arrangement from a housing affordability perspective, apart from
anything else?

Mr Sutton—Certainly, that is our view. We outlined in the submission that unlimited, uncapped negative
gearing, in our view, has not proved to be conducive over the life of the Howard government to any kind of
fair or rational outcome. It leads to market distortions. We certainly do not argue that it should be done away
with overnight or anything like that, but we certainly believe there should be caps. There should not be
unlimited access. Millionaires and hillionaires should not be able to access it, and you should not be able to
access it on your 20th investment property. There should be limitsto it.

Senator BARTLETT—Regarding your comment about the change to the capital gains tax regime,
similarly, you would encourage the new government to change their position on that?

Mr Sutton—We are more interested in a means tested kind of approach to these things. We do not want to
target people who might have a chance of buying into accommodation or dwellings at the moderate end of the
market. However, at the high end of the market, we just do not see any need for middle- or upper-class welfare
whereby taxpayers help fund people who patently do not need that kind of assistance.

Senator BARTLETT—You have mentioned the proposed national affordable housing agreement both in
your submission and, | think, briefly in your opening comments. What would you see that containing? | drew
the inference from your comments—which | may have misinterpreted—that, at least in part, you saw that as
being government investment in increasing social housing, whether it be public housing or community
housing. Is that what you meant? Or do you see other things as being part—

Mr Sutton—I think that is a key element. We all know that the Commonwealth-State Housing Agreement
has been run into the ground in terms of having no direct expenditure for any new construction. The states are
struggling to use what little money they are given for maintenance, and they cannot even keep up with
maintenance, let alone with any new construction. Some of them can do some emergency construction but
even that is constrained. So we do think there should be a direct injection of moneys back into that area and
that it should be built up over time. But the agreement should be a lot more than that: it should be about the
various policy areas that Labor is now looking at; it should be about trying to lock in agreed arrangements
with the states and trying to get everyone on board and working towards a much better outcome than we have
at the moment.

Senator BARTLETT—Finally, | would like to get a clearer view about whether the concern is about the
457 visas or just skilled migration in general in this area. | am aware of concerns about health and safety and
the concerns you expressed about the HIA position. What is the position of your union about that? Is your
concern about those areas? Do you have a problem with the number of people who are coming in? Do you
think we should not be looking to increase in that area at al, or should we just be making sure that it works
effectively?

Mr Sutton—We do not say that there is never a place for temporary labour as a niche program. There are
particular sectors where there are skills shortages that cannot be met and where there have been demonstrable
efforts by employers and governments to do something off their own bat to address that. We do not reject
temporary migrant visas. They have been with us for decades. The thing is that they were quite regulated until
about five or six years ago when they suddenly became heavily deregulated, which hasled to alot of abuses.

We are very active in that debate, and | am particularly active in that debate myself. In a nutshell we say
that a real nation-building model here is to return to the pretty solid Australian value of training our own
people, training our own youth, together with an appropriate permanent migration program. | put the emphasis
on ‘permanent migration’. Our union, and | think you will find al unions, would prefer a permanent migration
model to this temporary contingent worker model in which people are here at the discretion of an employer, in
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which they are here under a sponsorship arrangement in which they must maintain the pleasure of that
employer. We are seeing abuses day in, day out where the employer will say, ‘If you were back in China you
would be on $2 an hour. What are you complaining about? | have got you on $8 an hour, you ungrateful
person. | have got you 400 per cent better off than you would be in China so stop whingeing or you will be
tossed out within the month.” If the sponsorship is cancelled, the employee has 28 days to find a new sponsor
or they have to go home.

We much prefer permanent migration because if you are a permanent citizen of this country you are not
captive to any employer, be that employer good or bad. Clearly there are good employers but, gee, there are
some bad employers who are misusing this massive surge in temporary migration. Temporary migration is
now where all the action is in the migration program; the emphasis is on temporary migration rather than on
permanent migration, and we should be reverting. If we need large numbers in permanent migration at the
moment, if that is what the labour market tells us we need, then that is where we should be headed rather than
the temporary migration route that the Liberals have taken us down.

CHAIR—What happens in a downturn period, then?
Mr Sutton—In adownturn period you cut back on your permanent migration mode.

CHAIR—BuUt you already have a significantly large number in the market if you are responding to the
shortage in numbers that we are talking about at the moment.

Mr Sutton—Yes. But we still think that that is preferable to having large numbers of contingent workersin
Australia and then saying, ‘The country has finished with you. Out you go because there is a bit of
unemployment now.” We think it builds a sort of second-class citizen, a Mexicanisation of our workforce, and
wejust do not think that isthe direction in which Australia should head.

Senator COLBECK—You mention in your submission the role that industry superannuation funds could
have in housing. Can you give me an indication of the level of investment that might be there already? |
imagine that there would be certain classifications of housing that they may already be investing in,
particularly in the sense of affordable housing, which is the subject we are talking about. How do you see that
fitting in with the fundamentals of industry superannuation funds?

Mr Sutton—This is obvioudly a very important area of policy and it is something we all have to grapple
with. | am sure your committee is applying its mind to it. It is talked about a lot. It is talked about as one
potential big fix inthisarea, and if youlook at it in global termsthereisavery large pool of capital that is now
accumulating in the super funds. The challenge, of course, is how to use some of that capital to address the
problem your committee is talking about. It is talked about a lot, but the policy challenge is really to go
beyond the talking and make it work in terms of practical results. | have to be honest with you—I am active
myself in the industry super funds—and say that actually turning it from a concept or an idea into a practical
reality has to date proved very difficult.

Clearly Labor, with its rental package proposal, is hoping that institutional players like super funds will
come and fill that space. | am not yet convinced, because we have not seen all the detail or the mechanics of
how that is going to work, that it will marry the two things together. | am certainly hoping we can. | myself am
a superannuation trustee, and of course you have a fiduciary duty when you sit at the super fund. So whether
that particular Labor initiative can prove attractive enough at the end of the day is the question, but at least
Labor is, in our view, playing in the right paddock. The task for policymakersin thisareaisto marry up a huge
pool of capital with the need, obviously, to get some of that into this affordable accommodation space. There
are some things happening with the union super funds through various channels, which | will not labour here,
but it is certainly not enough and it is not the real lift-off that you would want.

Senator COLBECK—I can imagine the super funds being involved in some of the central city type
devel opments such as multistorey properties that have a higher return, which fits a bit more closely in with
their return to subscriber guidelines under their fiduciary rules, as you mentioned—that is quite right.

Mr Sutton—Together with high-end housing. | know plenty of examples where super funds are investing
in high-end housing but not too many where they are investing in aff ordable accommodation.

Senator COLBECK —I was going to ask you about the Rental Affordability Scheme, because | think that
is probably the one area that might be able to match up. At the moment you do not have enough detail of how
that scheme might operate to be able, as a director of anindustry super fund, to make good decisions in respect
of that. Have you had any conversations with, for example, some of the community housing organisations who
again are going to be looking at involving themselves in that sort of process? We heard yesterday from onein

HOUSING AFFORDABILITY IN AUSTRALIA



HOUSAFF 6 Senate—Sel ect Thursday, 24 April 2008

particular that had been doing some numbers based on the information that is there at the moment—how that
might work and how they might fit in—but obviously they are going to need some other sources of funds to
make that happen. So have you had any conversations, or are you aware of any conversations, with those
groups that are actively involved in the affordable housing market at the moment and have a good
understanding of it so that we might get an outcome?

Mr Sutton—I have been to some gatherings convened by Julian Disney. |s he appearing or has he appeared
before the committee?

CHAIR—He has appeared.

Mr Sutton—He is trying to bring together all the various stakeholders in this area. | have had the odd
conversation over a cup of coffee and | have participated in forums, but | am not at the sharp end in terms of
the financial model. To my knowledge, at the super fund | am active in, we have not in any way talked about
the sharp end of returns, yields and all that sort of stuff in relation to aff ordable accommodation. Obvioudly |
know the Labor model does require us to bring on board the community housing sector to manage this kind of
housing. | think all the players are at the table, but a little bit more work has to be done to get the result. But at
least we are heading in the right direction.

Senator SIEWERT—I want to follow-up on the concept of super investment, because it came up yesterday
when we were at Geelong. The issue was around shared equity. Bendigo Bank have come up with two new
products. One deals with ageing in place and leasing equity. The other one is equity participation where the
bank buys a bit of the house. The Bendigo Bank were saying there was only a relatively small amount of
money that they could put into that because it was tied up capital and they were looking at super funds. In
relation to the dialogue you have just had, it still seems to me that the best option for shared equity is for the
government to encourage super funds to put into shared equity. But | suspect that they may decide it is not
going to be making a return quickly enough.

Mr Sutton—In my perception it is all too fuzzy. When you are a trustee you have to take a pretty hard-
nosed approach to all this, you are looking after your members money and so a lot of work has to be done. |
am not opposed to any of these models, shared equity or whatever, particularly if we can pilot some of them
and government can help bring people to the table. We now have a minister who should be trying to connect
up all thesethings and | am sure they are applying their mind to it. Of course, the other problem you have with
banks at the moment is their lending facilities are very difficult. Even the super funds are in tough times at the
moment, so the environment is a bit different from how it was 12 or 18 months ago in terms of available
moneys to plough into some of these areas. Everyone is taking a much tighter attitude towards lending, as you
know.

Senator SIEWERT—In terms of having a look at shared equity, do you have a good feel for how it is
around Australia? | understand that at the moment Victoria does not really have a scheme, Western Australia
has just ramped theirs up again. They had one ongoing that was mainly been targeted in the past at buying
public housing—what we used to call housing commission houses. Now they are extending it beyond that. Do
you have afeedl for how it isgoing around the rest of Australia?

Mr Sutton—I really cannot help you in that area.

Senator MOORE—You said in your opening statement that your members were consumers as well. Is
there any process in the union that actually gives support or help when people get into a situation where they
have identified that they are in trouble? One of the things that we have found all the way through in this
process, particularly with housing crisis, is that when people begin to fall behind financially it is often a result
of awhole lot of pressures on them. The earlier that people can seek assistance, the better. | wonder whether
your union or any other large organisation has something that supports people in that process and whether that
should be something we should be encouraging?

Mr Sutton—I would like to be able to say yes, but | cannot think of a direct service we offer. We have a
crisis thing that we are involved with for drug and alcohol abuse. If life is bearing down on you and the
mortgage and everything else is looking grim then sometimes that kind of problem emerges. In terms of
people walking in our door and saying, ‘I’ m having trouble paying the mortgage,’ | do not know that we are
able at this time to take active steps to remedy that. We give them a shoulder to cry on but beyond that we do
not have a direct service.

Senator MOORE—When we raised another point earlier you said that the market is variable across the
board. We went to Karratha and saw the real crisis in housing construction. Is the union involved or is there
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any process anywhere in the country such that, where there are identifiable crisis points where construction
and getting skilled workersis absolutely crucial, there is some kind of dialogue, consultation or support? Isthe
union involved with other people to try and encourage people to go and work in a particular place and make
sure they are looked after when they get there?

Mr Sutton—I cannot answer that directly. Karratha is in the heart of the mining territory, people are going
there chasing the big money. Of course | know there is a terrible accommodation problem in that town and
there are other social problems growing in that town but | cannot say that directly we are facilitating people
going there or—

Senator MOORE—Or being asked to.
Mr Sutton—We are not being asked to. The market is taking people there because of the big money.

Senator MOORE—You have to ask people to build houses there. The problem is people are going there
but not to build; they are going there to mine and do not have anywhere to live. All the way through, we keep
talking about partnerships and people talking together. There was some good stuff yesterday about how you
get people together. | wanted to put something on record about that.

Senator FIFIEL D—Mr Sutton, a number of witnesses over the past few weeks have recommended that the
First Home Owner Grant be abolished or means tested. In your submission, you recommend that it be means
tested. When we had Treasury before us, we asked whether this is something the government may look at or
whether it is quarantined. They indicated that they could not guarantee that it is quarantined. So we assumed
that the government may well be looking at changing the First Home Owner Grant in some way. What
mechanism would you see put in place to means test? What would be the threshold above which you would
not be entitled?

Mr Sutton—I do not want to pin my colours to a mast, pinning it down to a particular number. | will leave
that to greater minds. | hope the answer you got from Treasury means that the government or somebody is
open to it being means tested because we feel very strongly about that. As to the cut-off point, | do not want
our union to pluck out a particular number.

Senator FIFIEL D—To give the recommendations some meaning and put the strength of your conviction
behind it, given the resources of the union to look at a range of social policy issues, the union does not have a
figure in mind?

Mr Sutton—The resources of the union are not as great as they once were because we have lots of people
belting us around the head. But no, | think there are other policy people who can be more specific about where
the cut-off should be. As | said in an earlier answer, | have heard the terms ‘ middle-class welfar€ or ‘ upper-
class welfare’. We certainly think all that went way overboard under the previous federal government and
some of these programs can be useful if they are targeted to areas of need. | do not see why millionaires or
billionaires, or their children, should get the First Home Owner Grant.

Senator FIFIEL D—A number of witnesses have made similar points about supposed middle-class welfare
but it is very difficult to find a witness who will try to define what constitutes middle-class welfare.

Mr Sutton—Malcolm Turnbull’s children should not get it, in my opinion.
Senator FIFIELD—Or Peter Garrett’s for that matter.
CHAIR—Thank you, Mr Sutton, for the submission from the CFMEU and for your time this afternoon.
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[2.23 pm]
BATTELLINO, Mr Ric, Deputy Gover nor, Reserve Bank of Australia
RICHARDS, Dr Anthony John, Head of Economic Analysis Department, Reserve Bank of Australia

CHAIR—Good afternoon, gentlemen. Thank you for appearing before the committee this afternoon. We
have a copy of Dr Richards' recent paper to the Melbourne institute conference and various other material. Do
you wish to make an opening statement? After that we will go to questions.

Mr Battellino—I do have some opening comments. | would like to talk to graphs with those comments.
Could | circulate a set of graphs?

CHAIR—Certainly.

Mr Battellino—The Reserve Bank of Australiais of course very pleased to have been invited to participate
inthisinquiry into housing affordability. The terms of reference of the committee extend well beyond the areas
in which the Reserve Bank has expertise, so we will limit our comments to four areas. house prices; housing
affordability; housing loan arrears; and the rental market.

I will start with house prices. In chart 1 you can see that since the mid-1990s the median house price in
Australia has risen by 180 per cent compared with a rise of about 30 per cent in CPI. That real increase in
housing prices you can seeisin the orange line in chart 1. You can see that it greatly exceeded the increase in
construction costs, so by implication this increase in house prices is mainly about land. In chart 2 you can see
that virtually all of the capital citiesin Australia have experienced a big increase in house prices. In chart 3 you
can see that it has affected country towns as well. It has not been to quite the same extent but pretty well so.
There has been a big increase in country towns.

In chart 4 you can see that Australia has not been alone in experiencing this rapid rise in house prices. With
very few exceptions, most devel oped countries have experienced a doubling or tripling of house prices since
the mid-1990s. In our view, therefore, the widespread nature of the increases in house prices makes it hard to
attribute them to factors that have localised effects, such as land usage policies and taxes. These sorts of
factors are more likely to have affected prices at the edges of urban development. | think the bigincreasein the
price of established houses, which has happened right across Australia and through most of the devel oped
world, is mainly reflecting factors that relate to demand and capacity to pay. The big factor here is increased
household access to finance. These forces, as | say, have been global in nature. They have not been specific to
Australia.

If we move to chart 5 and look at the question of housing affordability, the line in the chart shows the
proportion of average household disposable income that is needed to cover repayments on a median priced
house. You can see that this ratio is much higher now than it was in the mid-1990s and only a little below
where it was in the late 1980s. There are three factors that drive changes in this measure. The first is house
prices, the second is household incomes and the third is interest rates. Chart 6 tries to show the impact of these
three factors. The top pand of the chart shows the ratio of median house prices to average annual income. In
the mid-1990s, at the start of the graph, you can see that house prices were around three times average annual
income. By the end of the housing boom in late 2003 and early 2004, this ratio had risen to about six. It then
declined for a couple of years as house prices stabilised while incomes grew, but more recently house prices
have again been rising more or lessin line with incomes.

Mortgage interest rates are plotted at the bottom of the panel. Over the period shown in the graph there are a
couple of cycles, but there has been a flat trend. Mortgage interest rates today are much the same as they were
in 1996-97. That was the period when housing was at its most affordable. We are left with the conclusion that
the decline in measures of housing affordability since the mid-1990s is almost entirely due to the rise in house
prices relative to income.

| would now like to move to the question of arrears. Housing |oan arrears are probably the most tangible
indicator of the extent to which households are getting into difficulty on their housing loans. Chart 7 shows the
proportion of loans for which repayments are more than 90 days overdue. The chart shows that, while arrears
rates rose somewhat between 2002 and 2006, they remain relatively low by historical standards and, in fact,
they fell through much of 2007. Currently, we estimate that there are about 15,000 households in Australia
whose housing loans are 90 days or more in arrears. This is quite a low number for a country the size of
Australia.
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From a macroeconomic perspective, there do not appear to be any major problems here. In fact, given the
historically low level of unemployment, it would be surprising if we had a widespread problem with housing
loan arrears at present. So the question is. how do we square this relatively benign picture on arrears with the
apparent sharp decline in housing affordability that we saw in the earlier graph? The explanation, | think, lies
mainly in the fact that real incomes of Australian households have risen quite strongly. This has allowed
households to devote a larger proportion of their income to housing repayments while still maintaining their
living standards more generally. For example, a household that in 1996 was devoting 30 per cent of its
disposable income to housing loan repayments would today be able to devote 47 per cent of its disposable
income to servicing debt while still maintai ning the same standard of living in terms of being able to buy other
goods and services. This, broadly speaking, is the outcome that has occurred over the last decade or so. Soitis
not surprising to us that commentators who use a fixed benchmark for housing stress, such as housing loan
repayments exceeding 30 per cent of income, are finding that more and more households are exceeding the
benchmark.

While housing loan arrears for the country as a whole are very low, | think it is fair to say there are some
regions where the financial positions of households are very tight. These pressures seem to be particularly
concentrated in the suburbs of Western Sydney. Chart 8 shows that the arrears rate for housing loans in
Western Sydney is significantly higher than those for other parts of Sydney.

Chart 9 is a chart published by the ABS coming out of the 2006 census. It shows the proportion of
households in various regions of Sydney that are paying more than 30 per cent of their gross incomes in
housing costs including rent. While, as | said, there are some qualifications about the significance of the 30 per
cent benchmark, | think it isfair to say that you can see that, of al the suburbs of Sydney, those in south-west
Sydney have the highest proportion of households paying more than 30 per cent in housing costs. The next
chart provides a bit more detail on this. It shows the 15 regions acrass the whole of Australia that in 2006 had
the highest debt service burdens. Again, if you look down the list of suburbs you can see that suburbs in
Western Sydney are very heavily overrepresented in that sample.

In examining why the problems of housing affordability are more severe in Western Sydney than in other
parts of Australia, | think a few features stand out to us. The first, which | think you can seein chart 11, isthat
the rise in house prices and the associated increase in turnover came later in this region than in the rest of
Sydney, and the increase in house prices ended up being much larger. An implication of thisis that a higher
proportion of households in this region bought towards the peak of the market. Second, income growth in this
part of Sydney is substantially slower than in other parts of Sydney and Australia. In other words, therisein
house prices in Western Sydney was less well supported by income growth than in other parts of Australia.
Third, a disproportionately large share of the housing loans in this region were sourced from non-bank lenders,
which | think might imply that a smaller proportion of borrowers in this region were able to meet the lending
criteria of the mgjor banks.

| would like to end with some comments on the rental market. As you know, the rental market is very tight
at present. Vacancy rates are less than 1% per cent, on average, across Australia. Y ou can see that in chart 12.
Rents are rising quickly. In chart 13 you can see that newly negotiated rents have risen by 13 per cent over the
past year, while all rents outstanding, according to the CPI, are seven per cent higher than a year ago. The
guestions are: why has this happened and why isn’t more investment in rental housing taken place?

To answer these questions | think we need to look back to the start of the housing boom in the mid-1990s.
At that point a commonly used measure of rental yields was in the order of five or six per cent. Over the
subsequent decade, rents rose much less than dwelling prices, so rental yields fell to relatively low levels. You
can see that in chart 14. During the period when rental yields were falling, investment continued to flow into
rental properties because investors at that stage were anticipating capital gains and thought they would more
than compensate for the low yields. However, once it became clear that the housing boom was over, the rental
yield itself was not sufficient to continue to attract the rate of investment. So the flow of investment slowed
and the vacancy rate started to fall.

Even though rents have been rising very quickly in recent times, over the longer term the cost of renting has
risen significantly less than the cost of buying a home. You can see that in chart 15. The price signals are
therefore pushing households toward renting. On the other hand, the price signals facing investors are not
conducive to increasing the supply of rental properties as yields remain low and the prospect of capital gains
are still uncertain.
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It is hard to see how equilibrium can be restored to this market until rental yields return to more normeal
levels. One way for this to be achieved would be for house prices to rise more slowly than incomes and rents
for a period. Of course, measures that lower the cost of new housing, particularly low-cost housing, would be
helpful in what could be quite a difficult transition process.

That concludes my opening comments. We would be very pleased to answer any questions you have.
CHAIR—Thank you, Mr Battellino.

Senator FIFIEL D—Mr Battellino, | will paraphrase what | think you were saying on housing stress. Please
correct meif | am wrong. When people talk about ‘housing stress' the view in the public mind is that thisis a
nationwide, significant problem. Is your evidence, specificaly in relation to homeowners, saying that it is
really a Western Sydney problem and not as extensive in therest of Australia as the public might think?

Mr Battellino—There are two things here. If you asked us all at some point when we were paying off
houses we would have said that we felt quite stressed. Most of us have felt we have had to pay too much for a
house, more than we wanted to pay. On the other hand, at the end of the day we reshuffled our budgets, made
sacrifices and got through. There are parts of Sydney, though, where that is very difficult to do. | think that is
what is being picked up in some of those measures. | come back to the fact that arrears rates are probably the
most tangible indicator of people who are readlly in stress. | am sure there are a lot more people who would
prefer to be paying much less for their housing if they could, but it is a market with demand and supply.

Senator FIFIELD—So if we use arrears as the criteria for determining housing stress, the arrears figures
show that Australian homeowners with mortgages are doing pretty well with, as you point out, the exception
of Western Sydney.

Mr Battellino—It is not just Western Sydney. | think there are parts of Victoriatoo—and it is emerging that
Perth is facing more housing stress. Perth had a tremendous boom very late in the piece and it is pretty clear
that that has absorbed a lot of disposable income in Perth. People talk about the two-speed economy but the
truth is that retail salesin Perth are the owest growing of any region in Australia. That is because households
have committed a lot of money to pay off houses which they bought during the boom.

Western Sydney had the big problem in 2004 and 2005 because they came into that market very late.
Through 2007, the growth in income was starting to fix the problem. You can see that arrears rates in that part
of the world were coming down, stabilising. Income growth does fix the problem.

Senator FIFIELD—So isthereal solution to housing stress for government to do whatever it can to create
an environment which is conducive to raising Australians' real incomes?

Mr Battellino—I think itis. It isabout arisein real incomes and it is also about finding ways to add to the
supply or make it cheap to add to the supply of housing. At the margin, | think that will help. It will not help
that much with mainstream houses, but | think it could help with additions to the housing stock that are at the
edges of urban development and where alot of the new homeowners are.

Senator SIEWERT—I am interested in your comment about using the arrears as a measure, because a lot
of the submissions and oral evidence we have received are from community support agencies who are saying
that what they are finding is an exponential increase in the number of people who are accessing their services.
For many of them, paying their mortgage is the first thing they do, so then they cannot put food on the table. In
fact, we heard evidence this morning on that very issue. Financial counselling services are reporting a
significant increase in the number of people accessing their services. So | am wondering if the arrears are a
very good measure. Don't we also need to juxtapose that with the number of people who are trying to access
crisis emergency relief? Everybody we have seen has said that there has been a significant increase in access
to their services.

Senator MOORE—ANd other forms of debt.

Senator SIEWERT—AnNd other debt. So | am asking whether we should just be using the number of
arrears as a true measure when there are alot of people who seem to be significantly increasing their access to
support services.

Mr Battellino—I have no doubt. The question is one of getting access to that data. Those data are very hard
to come by. Even data on house repossessions are not that easy to get. Basically, the court systems are not set
up to provide the data. | do not want to trivialise the problem. | think it is a very serious problem. But, on the
other hand, | think it would be wrong to go around claiming that there are hundreds of thousands or millions of
peoplein Australia facing housing stress.
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Senator SIEWERT—A report came out from Fujitsu Consulting the day before yesterday stating that one
in five suffering housing stress will potentially have their home repossessed. We did a calculation of 150,000
on the back of an envel ope yesterday, which seemed quite high to me. Do you think that is an accurate figure?

Mr Battellino—I do not think so. | think it is overstated in the sense that there is such a gap between what
we observe and the figures reported. With those figures, | think there is a difference in interpretation of what is
going on.

Senator SIEWERT—Where would you put that figure at? How many families and homeowners do you
think will bein danger of having their homes repossessed?

Mr Battellino—Repossessions are running at about 10,000 a year. Not all of those would be due to
households themselves getting into trouble. Some are obviously because of business related debts as well.
Basically, it is 10,000 a year.

Senator SIEWERT—Is 10,000 a year normal ?
Mr Battellino—That is what it was in the last year.
Senator SIEWERT—So for 2007, and is that the same—

Mr Battellino—It basically went up. The peak problems came after the increase in house prices around the
turn of the century. That happened in 2004-05 after house prices peaked. In the last year, those things have
levelled out again.

Senator SIEWERT—Then the question becomes: is that a measure of the number of people who are
having their homes repossessed? It is not a measure of how many of those continue to be in financial stress. It
is also not a measure of those who are trying to enter the market and cannot.

Mr Battellino—I agree, yes.

Senator SIEWERT—How do we get an indication of that other than by the significantly high number of
people who are having trouble getting private rental and paying large rental prices? How do we get a fix on
how many people are having trouble actually getting into the market?

Mr Battellino—It is hard to judge that. What we see is that the extent of homeownership through that target
household group, which is in the mid-twenties to mid-thirties, is diminishing. There might be various social
factors as to why that is happening—people are studying longer, they are getting married later and doing all
sorts of things later. So part of it is a social thing, but | suspect part of it is also due to the fact that they are
having troubl e getting the deposit to get into the housing market.

CHAIR—MTr Battellino, | am particularly interested in your statistics in relation to greater Western Sydney,
which is where | am based and where | work. If you were to do a similar graph of Perth post the peak—their
peak came later—would it start to ook like the same sort of picture these days?

Mr Battellino—In Perth the peak has come much later, asyou said. As of now the arrears ratesin Perth are
still actually very low, because basically people struggle on for a while after houses have peaked. But we see
in the very recent figures that Perth, from a very low level, isincreasing. | have no doubt that housing stressin
Perth isrising. The fact that it has gone from the growth area of Australia to the slowest consumption growth
is, | think, asign.

CHAIR—That was your reference to retail spending?
Mr Battellino—Yes.

CHAIR—You said in some of your remarks that there were three factors as to why greater Western Sydney
might be worse—the increase in house prices was higher and more were bought at the peak of the market,
there was dower growth inincomes, and | think your third reason was a disproportionately large share of loans
sourced from non-bank lenders. You drew from that—and | just made some notes, so correct me if | am
wrong—an inference about whether those borrowers could in fact have met the lending criteria of the major
banks. Isthat an anecdotal observation, or isit something the RBA has more information on?

Mr Battellino—It is largely anecdotal. But we are starting from a paosition where there are plenty of bank
branches in Western Sydney—

CHAIR—There most certainly are.

Mr Battellino—so the question is: why isiit that those people have not got access or have less access than
other people to bank |oans? The banks are very keen to lend; there are no worries about that. The answer is
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obvioudly that when the banks ook at the applications they are crossing more people off in that area. Those
people are then going to non-bank lenders who, | think in some cases, are using more liberal standards in
assessing housing loans.

CHAIR—I am not sure whether we have the figures about those which are sourced from ADIs and those
which are sourced from non-bank lenders. Are they readily available?

Mr Battellino—Y es. We can provide those for you.

CHAIR—That would be very helpful. Thank you very much. Dr Richards—it is your paper, so | do not
know whether Mr Battellino wants to answer the questions or whether you do—towards the end of your paper
you look at supply-side factorsin terms of the impact on housing affordability as well. On the second-last page
before the references, you talk about a range of government charges including developer levies or
infrastructure charges. Does that also therefore include things like state-imposed stamp duties, which can be
very high, particularly in my state of New South Wales?

Dr Richards—They would be one of the factors you could add to that. | am not aware of evidence that
those rates have risen much.

CHAIR—NOo, but they are regarded as relatively high charges and they would be regarded as supply-side
factors, | would assume.

Dr Richards—They are one of the costs of getting into housing, absolutely.

CHAIR—What about the rate of release of land—the rate of supply of land—observations we have had
made to us about failure to release land, particularly by state governments?

Dr Richards—These areas are not ones that we actually have a lot of expertise in. | think one hears
different stories about land release—whether or not there is an adequate amount of land identified for future
housing use. Y ou will hear the local governments and state governments say that there are many years of land
identified and then you often hear the house builders say that thereis not much identified.

We are not in a position to assess the particular nature of any problems in land release, but one thing we did
doislook at the cost of vacant land |ots—graph 11 in the paper. It isinteresting that in Sydney the cost of the
cheapest block of vacant land is around $200,000. | think one needs to reach an assessment as to whether or
not that is a reasonable level for an entry-level block of land in Sydney. If there are problems in the supply
process that are making it more expensive than it needs to be then it is worth considering.

Senator BARTLETT—At the end of your submission you talk about rental yields and vacancy rates. We
have certainly had a number of witnesses, including some this morning, say that the core problem with
housing aff ordability—or the biggest at the moment, anyway—is private rental. | think your final observations
were that we need to find a way to slow the increase in house prices relative to income. Given that a lot of
people invest in housing specifically for that capital gain, and that equals the increase in prices, how do we
address that dichotomy?

Mr Battellino—There is a very fundamental disequilibrium in the market, and it is going to be very
difficult to get out of it. It has come about because rents rose much less than house prices for along period and
now, one way or ancther, those two have got to come back into equilibrium. | think that is going to be quite a
painful process. It has to come about either because house prices fall, and that is going to cause a fair hit of
angst, or because of rents going up. The most benign way to do it would be if, somehow or other, house prices
could level-peg for awhile as rents and incomes rise together.

Senator BARTLETT—I accept your fairly gloomy prognosis there but, given that it seems we have areal
structural problem built in and even fixing what we have is bad enough, are there things we can do to at least
stop those structural factors continuing to exacerbate it further? | think at the end of that paper of yours, Dr
Richards, you referred back to the Productivity Commission’'s report from 2003. It had some
recommendations, and the then federal Treasurer, from memory, supported al the recommendations that
required action from state governments and opposed all the recommendations that required action from the
federal government. Do you think those recommendations are broadly till valid? They included examining
those sorts of demand factors, the tax mix and the impact they have on demand.

Dr Richards—What the Productivity Commission said was that we should look to address any structural
factors that encourage excessive demand for housing or that unnecessarily reduce the responsiveness of supply
toincreases in demand. So | think we have to make sure that there are not things that are causing us to want to
spend more on housing than we should, be they in the tax system or otherwise. But | would also think about
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the supply side. We need to make sure that there are no unnecessary or avoidable costs to bringing new supply
on stream. If we could reduce the cost of bringing new housing on stream, that would be ancther way of
hel ping the rental market to reach equilibrium.

Senator BARTLETT—I think virtually everybody said that it is not one or the other; it is supply and
demand and different thingsin different areas. But on that demand side—I do not want you to single anything
out and say, ‘It's this,” ‘It's that,” or whatever—is it reasonable to suggest that that aspect of things, whether it
isthetax mix or the first home owners grant, which is obviously a demand measure, should be examined?

Dr Richards—I think we would say that there are alot of factorsthat have caused Australian households to
want to spend more on housing than they used to in the past, and one of them is income growth. Wages are
rising and househol ds have more income both because the unempl oyment rate has fallen and because there are
more dual-income households. So there are alot of reasons that have resulted in Australians wanting to spend
more on housing, and | think that is the reason why we have seen house prices rising in the sought-after
suburbs. You might have seen a chart in the paper that shows that closer to the city centres house prices have
risen alot more. They have risen more in waterside suburbs. We would argue that most of the run-up in prices
is endogenous; it is the fact that people have been able to spend more on housing and they have wanted to. But
we need to make sure that there are not any sorts of unnecessary factors resulting in prices being too high.

Mr Battellino—The rental market is not a uniform market. There are basically three segments to that
market. The biggest part is young adults. Kids leave home and they rent with their friends or whatever. That
accounts for about 40 per cent of the rental market. Then there are the high-end business executives,
particularly the international ones. A lot of those people are renting in high-end suburbs. Then thereis the low-
income group, which | think are the people that most people have in mind when they are thinking about
renters.

In working out how to get out of this problem of the rental market | think you need to think of different
solutions for both the young adults and the low-income people. For the low-income people it could be that we
have to find ways to provide lower cost housing. So even though the yield might be rising to the investor,
because basically the size, the quality or the location is somehow inferior, it keeps the overall cost to the renter
down. Similarly, one way to help the young adults is to find ways to get them into buying rather than renting.
Some tweaking of the first home owner arrangements might help in that area.

Senator SIEWERT—The point that has been made to us is that the low-income sector is now creeping up
to be the middle-income sector. That is the point that has been made repeatedly to us.

Mr Battellino—I think it was hidden for a long time because rents did not adjust as house prices were
going up. So renters were shielded for along time from what was happening in the housing market. Now it has
caught up with a vengeance.

Senator COLBECK—I want to further explore the comments you just made on the increase in household
incomes. Your graph shows it going up a bit over 30 per cent since 1993. My recollection is that average
wages went up about 18 to 20 per cent since about 1996. You made comments there about more dual income
households and things of that nature. | thought that might have been reflected a bit more in the numbers. It is
household income, not wages, that is reflected in the graph on chart 1, isn't it?

Mr Battellino—That is real household income, so that is after inflation. Typically in any year wages might
grow by, say, five per cent and inflation will be 2% per cent, so real incomes will rise by 2% per cent per year.
This graphis picking up that. That is why it looks like a smaller increase than you might otherwise think.

Senator COLBECK—The international comparisons were quite interesting. Ireland, with over 350 per
cent, is quite extraordinary, even in the context of 160 per cent in Australia. Do you have any sense of what the
driverswere in those particular markets? | think you said capacity to pay and access to finance were two major
factors herein Australia, as well asland prices.

Mr Battellino—I think Ireland is a special case because it benefited greatly from the European Union and
the Euro area. A lot of businesses went there and it basically really moved up. Leaving Ireland aside, the thing
that is common across all these countries is financial innovation. Even if you go back just 30 years it was very
hard for households to get access to finance. Basically, to get a housing loan you had to save for years at the
bank and then you had to plead with the bank to give you some money and then they only gave you some of
the money. You had to go to a finance company, a building society or someone else and borrow at much higher
rates to get the rest of the money to buy a house.

CHAIR—AnNd if you were awoman someone € se had to go guarantor.
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Mr Battellino—And if you were a woman you had no chance; exactly. So what has happened is that, over
the past 20 years with deregulation and financial innovation, intermediaries and capital markets more
generally have found ways to channel funds into the household sector. By and large the household has used
that to trade up to more expensive housing. That is basically what has happened.

Senator COLBECK —So a lesser requirement, say for a deposit that has been saved over time, means that,
with easier access to finance and greater percentages, it effectively gets channelled into the market.

Mr Battellino—Yes. You let in one group at a time, so if you change the rules to make it easier for one
group to get in now—you either give them more income or do something else—you help that group and you
hinder the ones coming behind, because they immediately push the prices to a new level. Thisis the problem
that has been going on now for basically 15 years around the world. That iswhy | think any measures that are
designed to help people buy houses have to be very tightly focused on helping those most in need. It is
important also to try and do what you can to increase the supply of housing.

Senator COLBECK —Intervention in the market in one place is likely to provide a distortion somewhere
else, in other words.

Mr Battellino—It very quickly gets capitalised into house prices.

Senator MOORE—I have one question in terms of the wide-ranging debate that is going on about this
issue at the moment. | have not heard before the figures that you quoted today about the increase at which the
stress level cuts in. In most of the meetings and committees | have attended, they have used that figure of 30
per cent to about 35 per cent. What has been the response to your figures and assessment? Has there been
debate about it, or do people just accept it? When you talk with the groups that are actually ‘raging'—I think
that is a fair term to describe how the discussion is going in some areas—has there been acceptance that
people now have capacity up to about 47 per cent and are till able to maintain their lifestyles?

Mr Battellino—It is saying that if you could afford 30 per cent in 1996 basically you can maintain the
same lifestyle today and pay 47 per cent on your housing. They are just the numbers. The 30 per cent rule that
is quoted is being applied much more loosely than was ever intended. | think the figure was worked out for a
government inquiry which looked into that in the early nineties. Having looked at low-income households,
which they defined as being in the bottom 40 per cent of the distribution, they looked at how much income
those people needed. They felt that really those people could not afford to pay more than 30 per cent of their
income on housing. Since then a lot of commentators have started applying the 30 per cent to all incomes. Of
course, that does not make sense. People on high incomes are paying much more than 30 per cent of their
income on housing and they have still got a lot of money | eft over.

The more important thing that has happened is that since that calculation was done in the early nineties
incomes have grown. | am sure that if they went back and looked at that benchmark again they might have to
recalibrate it. The banks are picking that up in their lending. Their formulas are picking up the fact that people
have got more income. That is why they fedl able to lend more and that is why they have lent more and have
not really had any adverse impact on arrears, because by and large their formulas are correct.

Senator M OORE—So the banks themselves do not impose the 30 per cent? In therhetoric it is—
Mr Battellino—No, the banks have got a different formula.
Senator SIEWERT—Which quintilesisthe 47 per cent across?

Mr Battellino—That was just an illustration. If you had the average income in 1996 and you were paying
30 per cent of that income on housing and you work out how much was |eft over, you can work out how much
was left over inreal terms for what you need today. If you work backwards and ask, ‘How much can | afford
on my average income today? you can see that you could afford to pay 47 per cent.

Senator SIEWERT—That is average income, though.
Mr Battellino—Yes, on average incomes.

CHAIR—That point of clarificationis avery good point on which to conclude, so that it does not get out of
hand. Thank you very much, Mr Battellino and Dr Richards. We do very much appreciate your time this
afternoon. Thank you very much for joining us and thank you for the information you have provided.

Mr Battellino—I have afull set of background notes. Do you want me to leave them for you?
CHAIR—Yes, thank you. That would be very helpful. We appreciate your time.
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[2.55 pm]

KAKAS, Ms Caryn, Executive Director, Residential Development Council, Property Council of
Australia

CHAIR—Welcome. Thank you very much for joining us this afternoon. | believe we do not have a formal
submission from you although you do have one clutched in your hand there for us.

MsK akas—I have one to table today.

CHAIR—Thank you for providing that. We will make that a matter of public record. | invite you to make
an opening statement briefly, and we will go to questions after that.

Ms Kakas—In our view, the great Australian dream of homeownership is now rapidly becoming out of
reach for most Australians. We believeit is going to maintain itself as a dream for more and more peopl e under
the current housing crunch. To us, the economic and social reality that is the provision of affordable
homeownership and affordable rental housing is essential to actively maintaining the social fabric of our
residential communities. It crosses many forums. The provision of housing is the cornerstone of identity,
connectivity and society and offers security through a sense of place.

As affordability worsens, the prospects are not healthy for our growing nation. According to research that
we have done, there will be a demand for 4.6 million new dwellings to match population between 2001 and
2031. Our question is how people will be able to afford these dwellings or whether or not there is capacity to
build those dwellings under the current environment.

In our view, the affordability of housing in Australia is an issue that requires renewed direction and
leadership from the Commonwealth government and strongly demonstrated national coordination of strategic
policy, planning and i mplementation between the three levels of government. The primary factors, in our view,
on housing affordability are land supply, shifting demographics, taxes and infrastructure charges, metropolitan
and regional planning strategies and the devel opment assessment processes currently in place across the states
and territories.

Senator BARTLETT—A lot of discussion, particularly from people on the development side of things—
the housing industry and the like—characterises this as predominantly problems of supply and of taxes,
charges and the like, which seems from a quick reading of your submission to be where your focus is. Do you
think there are aspects of the current range of policy settings that unhel pfully impact on demand, whether it is
population growth or something else? A lot of people have singled out the first home owners grant as
stimulating demand in a not particularly focused way. Do you think we need to look at those sorts of measures
aswell?

Ms Kakas—I think there are a range of measures and issues that we need to look at, certainly taxes and
charges. In the quantum of research that we have seen, the taxes and charges on a standard house are between
a quarter and a third of prices, especially in New South Wales, where it is a third of the cost of a home. That
outstrips the cost of land, and that is the second largest cost on homes after building construction costs. To us,
that is the enormity of the increase in the average cost of a house, which obviously has an impact on housing
affordability.

Senator BARTLETT—There are also, certainly at the federal level, a range of tax breaks, if you like—
negative gearing, capital gains tax discounts and capital gains tax exemptions on the family home. They are
not designed to counterbalance that, obviously, but they are also potentially a factor in all the different
components that go into the amount of money that is available to put into housing, particularly for investors.
Do you think those need to be looked at as well?

Ms K akas—We are on the record as being strongly in support of capital gains tax and negative gearing.
Our belief is that thisis not just about aff ordable home purchase but also about the rental market, and one of
the only ways to keep investors in the rental market isto allow the sorts of schemes that would support people
staying in the rental market and providing that accommodation.

Senator BARTLETT—You were here during the evidence of the previous witnesses from the Reserve
Bank. We were talking about the need to try and taper off the growth in house prices relative to real income
growth. Do you agree that we need to try and do that, particularly with regard to the private rental sector? How
does that match with where a lot of people who are investing in housing are at, given that a key part of their
reason for investing iswanting capital growth, which means anincreasein prices?
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MsKakas—I think there is a balance to be had. Certainly, bringing houses to market is fundamental to this
issue. If there are systemic changes that are in place in terms of changes to planning policies or adoption of
some of the impacts of the Development Assessment Forum that come under their 10 principles, | think that
we can see houses being brought to market at an affordable price. Do | think that that will bring investors out
of the market? Not necessarily. It is the way that these schemes are put together and the guaranteed interest
stream that we see coming back in the yields that will bring them in. It is actually a question of developing
some maturity in that marketplace. We have seen examples in the US of the tax credit system and how it can
operate. My belief is that we have the opportunity, if the National Rental Affordability Scheme is properly
designed, to bring some maturity and some changes into the marketplace to bring superannuation, devel opers,
trusts and new ways of bringing products to market and to keep investorsin place.

Senator BARTLETT—So should we be looking at trying to shape some of those measures in a way that
directs them more towards providing affordable housing? We have had some evidence this morning—it might
have been from AHURI—that there is a problem with supply but the issue is making supply at an affordable
level rather than just having supply across the board and hoping it trickles down.

Ms Kakas—I think that there is room for both, that there is absolutely a requirement that that part of the
housing sector needs to be met and that it has not been successfully managed to date.

Senator BARTLETT—So we will need to make sure at least some of those measures are tied to delivering
affordable housing?

M s K akas—Exactly. Things like the National Rental Affordability Scheme have the potential to start to tie
that in. Certainly, our view is that we need to be targeting that sector of the marketplace to bring in some
affordable homes. But | would very much put a caveat on that with the fact that we certainly do not need to go
back to the way social housing was put up. We need different forms of housing to be provided in a mixed
environment. We need to have communities that have that range of housing options and hit that range of
targets. We certainly do not want just to factor out public housing in a space of its own. | think there is a need
to work actively in partnership with devel opers and with community housing providers to join up those sectors
and provide this housing in a way that meets the needs of soci eties and communities as a whole.

CHAIR—Who are the members of the Residential Devel opment Council ?

Ms Kakas—My members are 10 of the largest developers in Australia. Specifically, they include Rod
Fehring from Lend Lease, who is the chair of my board; Denis Hickey from Stockland; Devine Homes;
Mirvac; Meriton; and Multiplex. The concept of the Residential Development Council is that we represent the
residential industry at a national and strategic level. We bring the best and brightest of our industry together to
put some intellectual thought into the issues that we are facing in the housing industry. We then work within
the Property Council and its larger membership to try to action those items.

CHAIR—In terms of the development of the National Rental Affordability Scheme, what sort of input has
the Residential Development Council had with government in that process?

M s Kakas—To date we have met with the FaHCSIA department heads who are handling that issue, with
Minister Plibersek’s office and her staff, and with various other ministers to start to discuss what they are
thinking about and how the industry might be involved. We have set aside a reference panel of members across
the banking, superannuation and development areas with expertise in tax credits and other systems overseas to
try to provide input as the eligibility requirements and the program are designed. We sit to the side waiting for
the technical paper to come out so that we can help.

CHAIR—Whenisthat due? It is quite soon, isn't it?
Mr Kakas—Quite soon, | believe; pretty much anytime now is our understanding.

CHAIR—Wheat is the attitude, generally speaking, of your members? Is it favourable towards participation
in the scheme or are they constrained by not having the detailed information?

Ms Kakas—I think not having the detail certainly adds a level of constraint and speculation which keeps
our development people as a whole putting their toe over the sidelines, saying, ‘We'd like to participate and
we think this has real potential but we really need to see how it is going to work on the ground and whether or
not there is some feasibility and flexibility there to allow for innovation to occur.’

CHAIR—What about the plans for the Housing Affordability Fund, the government’s initiative in that
regard, which | understand to have $500 million? We have a range of views coming out in submissions. Some
people think thisis all for infrastructure, some people think it is to do with planning issues and constraints in
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that area and some peoplethink it is for both. So by the time we allocate this $500 million across Australiaiitis
going to be an interesting process to see what sort of depth that achieves. What is your council’s perspective
on that and have you had any engagement with government in its planning?

M s K akas—We have certainly met with the government, its representatives and the Public Service as well
to discuss it. | think it is an admirable idea that has merit at the core of its principles. The concerns that we
obviously raise are to do with how you direct that $500 million. There are so many areas to which you could
direct that money and not achieve very much. In our view, we really want to see things that offer systemic
approaches to change. The $30 million that they have put forward for the EDA process, which will go part of
the way—

CHAIR—EDA process?

Ms Kakas—EDA is a system of electronic development assessment. One of the recent government
announcements was to put the first $30 million out of that $500 million towards helping implementation
across the states and territories. The benefit of that, which came out of the Devel opment Assessment Forum, is
that it will help to streamline the process. The idea is not to just put the processes of the development
assessment process in a paper form and then to electronic—

CHAIR—So0 you can see how faithful it actually is.

Ms Kakas—Yes, exactly. We do not want to see the onslaught of that. We are really hoping to see
experiences such as we have seen in Queensland, where some RRIF funding was put aside to develop this,
with areal success rate of trying to bring the state governments online and to bring in changes in terms of how
the referrals are done and how concurrences are handled, so there is actually transparency in the process,
which is something that so rarely exists. EDA is obviously something that we would really like to have on
board across the states and territories, and $30 million will obviously be a good start but it will require much
additional funding and work by the states and territories in order to make that happen.

CHAIR—I have run out of room in the acronyms corner of my brain. | cannot remember the acronym
being applied to the new peak council.

MsKakas—It isthe National Housing Supply Research Council.
CHAIR—Thank you so much.

M s K akas—You are welcome.

CHAIR—Isyour organisation expecting to be part of that?

M s K akas—We have certainly put forward several eminent individuals in the industry that we think could
offer quite a broad perspective. The chair was announced today.

CHAIR—We have happily been otherwise engaged. Can you enlighten us as to who that is?

M s K akas—Dr Owen Donald has been announced today as the chair. Heis previously of AHURI and other
such groups. He certainly has a huge level of expertise. We will be pleased to work with him. The indication is
that there will be eight members on the council, and that that will be made up of the community sector, the
industry, finance and the nonprofits, so there is quite a range. We were hoping that there would be at |east one
industry member, and that has been announced. | think that person will obviously be quite good for this
environment.

CHAIR—Thank you very much for clarifying those points.

Senator BARTLETT—I suppose the other questions that | would be interested in your response to relate
to the fact that affordable housing and accessible housing are quite different in different parts of the country
and even within cities they are quite different. Do you think it is possible to finetune policy sufficiently in that
regard or do you think that we are really stuck with it at the macro level, whether it is national or state based?

Ms Kakas—I think there is some price back for being able to finetune that. | do believe that can only be
done if local governments and state governments are being engaged and are working together on the different
aspects we are seeing. Certainly the situation in Western Sydney is very different to the situation that is in
Footscray or Mandurah. | think we need to understand the levers that are there and adjust our policiesto work
for them.

Having said that, | do believe that there are fundamental areas that we can do better in that will improve the
ability to put stock on the ground. That is absolutely cleaning up the planning processes that we have in place
today which cause an unbelievable level of unnecessary delays. The taxes and charges that are being placed on
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the development industry are largely based on new homebuyers. | do not believe that infrastructure for awhole
community should be based on these new home charges. | think we need to look at new ways of funding and
new ways of working through the planning system. Certainly | believe there are opportunities under this new
National Housing Supply Research Council to for the first time have the data to know what those are. We do
not have national planning processes and they do not filter down to the states and the local governments. We
do not have a clear idea of exactly what land supply is available once you put on the environmental overlays
and once you put it through the different requirements that are there. We do not have an idea of exactly what is
zoned, what is unzoned, what can be made available and how long that will take. That sort of data we are
significantly missing in this equation and that needs to be brought to the fore. Certainly industry associations
have tried, to the best of our knowledge, to put that forward, but we are limited in our capacity.

Senator BARTLETT—Do you think we need to try to ensure that the growth in the price of buying a
house is constrained bel ow the CPI?

Ms Kakas—Certainly we need to do something to address the median multiple that we are seeing now,
which is seven or 8% in the case of Brishane—someone is able to buy a home that is 8% times their joint
income. | do not think that is an acceptable means of dealing with housing affordability. The only way to cap
that and slow that down isto streamline the system so that costs are less going through the system. If you can
bring the land and the product out at a cheaper price and put that supply on the market then you are meeting
demand and that means that house pricing is not going to continue to escalate in the way that we have seen.

Senator BARTLETT—It is not just new houses.

MsKakas—It is not, but new houses have a significant impact on what supply is available, and that supply
is the key part that we are missing. If you are not meeting demand with houses then there will continue to be
more people with money in hand trying to get in than there are places for them to purchase.

CHAIR—Some of your members are accused in absentia of all sorts of heinous offences. One of the ones
that have come to the table in the past few hearings is about hording of land. So the supply is released by the
government or whoever happens to own it at the time and then the devel opers are accused of hording it. We
have a range of evidence on this. some saying that it does happen and some saying that God forfend that
would never happen. So is there a middle route or a response that you would like to give on that?

Ms Kakas—There is. The term for it is ‘land banking'. There is an economic decision that is made. You
speculate about where homes might develop. You often buy outside the urban growth boundary with the
presumption that at some stage that urban growth boundary may move, so you take an economic punt on
where that housing is going to go and whether that land will have value or you have the ability to develop it. It
is economic good sense to buy that land before speculators who own that land raise the prices to such a level
that you are incapable of purchasing it and it becomes economically unfeasible to get any money back after
you have buiilt it. So you do purchase in advance.

Another issue here, though, is that you purchase that land with the concept that you are going to develop it.
You do not just purchase it to hold it until such time that it is no longer feasible to develop, so abviously the
sooner you can get it out there to market the sooner you will do that and still make the small margin of profit
that we are often guilty of. | do believe that it happens, but, if you look at the books of our major devel opers,
they are holding land to develop it. Most of the land on their books is land that they have put devel opment
approvals in for and started the planning process on. In some areas, those planning processes can take three,
five, seven or 10 years. So it is certainly not from the lack of desireto get it to market and to make a profit.

CHAIR—Thank you. I am flicking through your submission, which obviously we have not had a chanceto
read, but it has some interesting points about the challenge of addressing infill development. Although Dr
Birrell assured us very assertively today that it is not mentioned in Melbourne in 2030, the concept of it at
least apparently appears to be pursued. So that is interesting for usin Melbourne terms. | have not, though, yet
seen in flicking through your document a reference to how you are sustaining your workforce. There have
been some observations in submissions about skill shortages: firstly, whether there are a sufficient number of
skilled construction workersin the right places in Australia to address the level of devel opment we are looking
at, which is anecdotally put at a shortfall of 30,000 dwellings per annum. The second part of that is what the
view of your council and your members is to using immigration as a tool to address the shortage, either
through the 457 approach or through a different visa approach—or, as Mr Sutton said, the CFMEU would
prefer a permanent migration approach in that regard. | do not think you were here for that.
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Ms K akas—I did have the luxury of hearing his statements. | believe he was one of the people who were
speaking kindly of my members! Immigration is not an area that we have policies on per se. Certainly, if we
were to take all the people who are not able to do work in New South Wales right now and shift them to Perth,
we might be able to start to fix the process of getting people into work.

CHAIR—BUt there is nowhere for them to live over there!

Ms Kakas—But there is nowhere for them to live, which is certainly an issue that we highlight quite
vehemently.

CHAIR—It isacatch-22 problem.

M s K akas—We know that there are skill shortages across the industry. That is everyone from skilled trade
to planners. There are not enough planners to go around in local councils and there are certainly not enough
plannersto get the process done. There are not enough engineers. We are seeing in the industry that thereis not
enough available labour workforce. If that means skilling up internal Australiansto get them into that role, if it
means bringing people in on immigration visas or if it means permanent workforce—I think any of those
activities are options. We just need to have that labour force to skill up. If the supply is to be met in the full
numbers that we are looking at, we need to have a full workforce, and we do not currently have that.

CHAIR—One of the other issues that we have been discussing with arange of witnesses is the diversity of
dwelling stock that is coming through in new developments in particular. The discussion has gone from the
mental picture of four-bedroom, two-bathroom, three-car-space houses spread from one end of the western
outskirts of arange of capital citiesto the other to the question of whether it is possible—for example, through
legidation or local government planning arrangements—to mandate a more diverse development in a single
estate. So you would have those, you would have duplexes, you would have two-bedroom homes, you would
have apartments and so on. Devel opers would be required—or hopefully they would be naturally inclined; that
is the first point, | suppose—to assist in the production of more diverse dwelling stock in Australia, because
that is one of the factors that is pricing people out of the market, although the developers’ response by and
largeis, ‘ That's what they want; that’s why we build it.’

Ms Kakas—There is certainly a market force in place, which says: ‘If someone wants a detached home
with a carport and a backyard for their 2.2 children and the family dog, then that is what we' re going to build,
because it's what they are going to purchase.’ Having said that, our members are strongly building across a
range of stock types. The issue is that a lot of new home dwelling is going into the fringe. People who are
moving to the fringe are not moving to the fringe for any other reason than, firstly, it is the only place they can
afford and, secondly, it is the only place which enables them to achieve the Australian dream of a quarter-acre
block. So there is a demand factor in that, and | believe the REIA has done some research into consumer
demand for that aspect. We are strong supporters of the concept that, where infill is feasible and can happen, it
should happen—the town houses, the apartments, the various other forms of dwelling types.

We have just done a recent study on infill—and it is not that we are not trying to build infill—and a concern
that we highlight in our paper is that the costs are significantly higher and the processes are significantly more
difficult than greenfield building. At the end of the day, we need some of those processes to allow it to take
place. We certainly would love to work with both state and local governments to make that happen. Our view
isthat there is demand for that, but that demand is often closer to the city. People do not move to the fringe or
to suburbia in order to live in an apartment. If the option is to rent closer to town or to move to suburbia and
live in the same apartment after purchasing, they are not going to purchase because they are still holding out
for that house. So there is a consumer demand issue here, although one would not argue that expectations for
consumers are significantly shifted upwards.

CHAIR—AIthough, if we are arguing, as you were contending earlier, about the quality of the community
in which we wish to live, it is quite clear to us, even after this very brief inquiry process, that there are a
number of placesin Australia whereit is not going to be possible for you to age in your community. If you are
either a single older person or an older couple and you no longer need a four-bedroom, two-bathroom, three-
garage house, there is not an alternative form of dwelling available to you to age in your community, where
your connections are, your extended family and history might be and so on. The proposition has been
advanced to us in a range of evidence that, when we are building large new estates, diversity is important to
cater for not just—

Ms Kakas—Absolutely. If you look at the example near Melbourne of Caroline Springs you will see that
range of accommodation.
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CHAIR—Two timesin two days! Someone give me a map!
M s K akas—I'm happy to take you out there afterwards.
CHAIR—That would be very kind of you, thanks.

Ms Kakas—It is a perfect example of how to build a suburb. Lend Lease has done a fantastic job, as do
many of our members, of actually building communities and working with the community to understand
upfront what it is they want. So, if what people want is some units and dwellings, if what they want is the
ability to age in place, they will absolutely build it. | know we are quite demonised across the board, but the
conferences that we take devel opers to and our education programs we put them through are very much about
building community, working within the environment and understanding all these new social impacts. | do not
think that matter was ever on anyone's agenda 30 years ago, but in development today there is very much an
awareness of how we can get around building those communities so that they actually incorporate all the
groups which are there, be it schools, parks or community care centres. | do think that isan issue and | think a
lot of our guys, certainly those in the larger end of town, are taking on a lot of work and taking a lot of that on
board to make that happen.

CHAIR—I appreciate that It is an area which my colleagues know has been of interest to me. If thereis
some more material that you want to send us on specific developments, including a personal map for me to get
to Caroline Springs sometime very soon, that would be good. | am serious in saying that | personally would be
interested in seeing the approach that your members are taking, and some of our colleagues may be also. The
bottom lineis that you are building the houses that people need to livein.

Ms Kakas—I would recommend the Hornery Institute, if your group has not seen it. You may want to
approach them because they are doing alot of work inthis area.

CHAIR—I think we are running out of time for that. | do not think we have a submission from them, but
we may seek some input. Ms Kakas, there are no further questions. Thank you very much for appearing this
afternoon on behalf of the Residential Development Council of Australia. We appreciate your time. If you can
assist us with the further information we have discussed, | would be very grateful.

M s K akas—Absolutdly. Thank you.

CHAIR—I declare this hearing of the Senate Select Committee on Housing Affordability adjourned. Thank
you to my colleagues, the secretariat and the Hansard staff.

Committee adjourned at 3.25 pm
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