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Executive summary

The land boom from 1996 to 2008 brought capital gains to property investors and home owners, but
this largesse came at a price. The first group to feel the effect was potential new entrants to home
ownership. The second group were tenants. To the extent that landlords were satisfied with their
capital gains and took their time to put up rents the effect was delayed, but as first-home buyers
delayed their purchases, competition for rental housing increased. Landlords responded by putting up
rents which began to reflect the enhanced market value of rental properties.

The surprising thing is that the reduction in the affordability of housing occurred during a boom, when
supposedly real incomes were rising rapidly. Rising real incomes meant increasing household
command over consumers' goods, and surely this included increased command over housing? The
answer is, maybe, yes for households which received capital gains and no for those which did not. The
boom was socially divisive. It has been pointed out that the boom favoured the old and rich over the
young and poor.

E.1  The land boom, savings and finance

Much has been written about the politics of the land boom. The Commonwealth has been accused of
courting the home-owner vote, not to speak of the property-investor vote. It has also been accused of
buying off first-home owners with grants and boosted grants — these were intended to help buyers, but
it does not require much economics to make the case that they instead fed the boom. More important
the Commonwealth presided over financial system reforms which reduced the requirement to save
before entering into home purchase. The fact that mortgage deposit requirements did not increase at
the same rate as house prices made a very important contribution to the boom. Had substantial deposits
still been required, the increase in house prices would have raised savings rates, at least among
potential purchasers. The ready availability of credit relaxed this requirement. Rising house prices
were thus reconciled, not merely with a failure to increase the savings rate, but with falling savings
rates. In addition the ease with which existing owners could finance home upgrades without any
savings requirement, and indeed the ease with which households could borrow on the security of their
homes to finance consumption directly, added to the consumption boom. The way in which rising
dwelling prices failed to force an increase in savings translated into a failure to release the resources
required to support home construction and the infrastructure investments which underlie the
construction of quality new homes.

(In parenthesis, it should be added that the reduction of household savings as the result of an explosion
of credit was not a deliberate, thought-out Commonwealth policy. It was, rather, an unintended
consequence of financial deregulation. However, it remains that both political parties at
Commonwealth level took credit for the boom and must therefore also accept responsibility for its
costs.)

As was pointed out in previous State of the Regions reports the ready availability of mortgage credit
resulted in increases, well above the general rate of inflation, in the price of both elements in a
house/land package, but more in the land element than the house element. This is an important clue to
what happened: houses are easier to produce than land suitable for housing. In this report we confirm
the obvious: land is only suitable as a house-site for people of workforce age if it provides access to
jobs. In the case of tenants, the accessible jobs must provide enough income to pay a rent which
provides the landlord with a return on the cost of both the land and the dwelling built on it. For
purchasers, the jobs must provide enough income to service a mortgage — and in a low-saving society
like Australia the mortgage tends to be a high proportion of the combined cost of the land and
dwelling.

National Economics/Australian Local Government Association State of the Regions 2008-09 (i)
State of the Regions Report 2010-11 made possible with the assistance of Jardine Lloyd Thompson



E.2  Producing land for housing

How is land suitable for housing produced? From one point of view this is a fatuous question; land is a
gift of nature. However, making land suitable for housing requires human activity. It is readily
conceded that this involves developer investment in the subdivision of titles, the construction of streets
and the connection of utilities. In the current climate of market-reliance, it is less commonly conceded
that investment is also required to provide accessible employment. The attitude is that the market can
be relied on to provide the necessary jobs. However, as local governments in country towns with
abundant vacant lots can testify, subdivision does not of itself create land valuable for new housing. It
cannot be said often enough: land suitable for housing can only be created if access to jobs is created
at the same time.

In the post-war period the Commonwealth knew this and carefully balanced the development of new
suburbs in Canberra with the increase in employment. The government of South Australia knew it and
developed garden suburbs to house a new manufacturing workforce within easy commuting distance
of the new factories it was attracting. One of the proffered attractions to businesses was the promise
that they could recruit a workforce which would live contentedly in nearby pleasant but affordable
houses. To this day local governments know it instinctively, and so do the economic development
strategists in most state governments, but neither local nor state government has the funds required to
underpin large-scale job generation. Similarly developers recognise that local job provision raises
estate values, but they do not have the resources to arrange anything beyond local-service
employment. In lieu they lobby for the provision of fast transport links so that residents of their new
estates can access well-paying jobs.

As local government knows and the developers point out, there are two sure-fire ways to add
residential value to a green field. One is to provide lots of nearby, well-paid jobs. The other is to
improve transport connections between the field and lots of well-paid jobs. And better again to do
both.

E.3 Adding value with new nearby jobs

When greenfield sites are developed, a certain amount of local service employment can be guaranteed.
However, if residential value is to be created by local job generation, these service jobs must be
complemented by employment which exports out of the local area. In the post-war period that
employment was most frequently provided by manufacturing. This was because manufacturing does
not require the range of interpersonal contact that is the essence of the knowledge-economy, and
strongly appreciates the virtues of large, low-cost greenfield sites. Provided a labour supply was
available within driving distance, manufacturers were attracted to these sites and decentralised to the
urban fringes and indeed to provincial centres.

An unintended consequence of the Commonwealth decision, circa 1985, to cease supporting
manufacturing industry was an increase in the difficulty of attracting new employment to metropolitan
fringe and country locations. It is not that the knowledge-economy necessarily favours city centres,
but as has been pointed out in past State of the Regions reports decentralisation of the knowledge
economy requires investment in advanced telecommunications, transport and lifestyle support. These
investments have not been forthcoming.

A partial exception to the failure of employment to decentralise within metropolitan areas is found in
South East Queensland, where employment nodes separate from Brisbane Central have developed on
the Gold Coast and Sunshine Coast. These nodes were originally lifestyle regions but are gradually
becoming less dependent on retirement and tourism by developing knowledge-based businesses.

National Economics/Australian Local Government Association State of the Regions 2008-09 (i)
State of the Regions Report 2008-09 made possible with the assistance of Jardine Lloyd Thompson



E.4  Adding value with transport investments

If the jobs won't come to the greenfields, the alternative is to link the fields to the jobs. Greenfields
which are candidates for the creation of residential value by this means are necessarily on the fringes
of already-developed urban areas — fields which are nowhere near existing employment nodes are
necessarily too far from job locations for better transport to make a difference, while fields which
already have high accessibility to jobs can be guaranteed not to be green but to be built up already.

The strategy of creating residential value by transport investments is an old one — a century ago the
growth of commuter suburbs for Australia's metropolitan areas was supported by state government
investment in railways and tramways. In the second half of the twentieth century the states, though
hampered by limited finance, attempted to do the same with radial roads. It took some time to realise
the deficiencies of the radial-road policy — it takes large amounts of road space to carry significant
flows of commuters and similarly large amounts of car-park space to house their vehicles once they
get to the workplace. If the necessary road and parking space is not provided the only result is
congestion, which can only be relieved by widening the road at generally prohibitive cost in land
purchases. (The recent Henry tax review says that congestion can be managed by appropriate tolls, but
this is chiefly a means of rationing road space, not amplifying it to increase the flow of commuters.
Large commuter flows can only efficiently be handled by rail.)

From the 1980s on, as the knowledge economy developed and the finance sector expanded,
employment growth accelerated in the inner cities and decelerated on the metropolitan fringes. The
insistence on roads as the preferred transport investment interacted with high land costs and restricted
budgets to seriously limit the expansion of transport capacity between fringe metropolitan greenfields
and the regions where employment was growing. It is only recently that attention has returned to rail
investments, which have the capacity to handle large commuter flows without the multi-lane land
requirements of roads. Perth was the first Australian metropolitan area to modernise operating
practices on its suburban railways and add new lines, and now Melbourne shows signs of following
suit.

E.5 Limits to infrastructure investment

On top of all this came the cap to Commonwealth investment in both employment-generation and
transport. The cap was imposed for three reasons.

o To assist in controlling inflation.
o To allow tax cuts
o To fund the increase in social security outgoings which resulted from the end of full

employment. This was an unexpected consequence of the decline of manufacturing — the
policies which led to this decline were justified using economic models in which structural
adjustment costs like de-skilled workers were simply assumed away, and the Commonwealth
was genuinely surprised when they occurred.

In this report we calculate that the curtailment of transport investment required to support new
dwelling construction since 1980 has now generated an investment backlog of the order of $,997.03 350
billion. Some of the missing investment would have supported commuter transport, and investment in
freight transport infrastructure would have supported job generation in regions with greenfield sites. In
addition, government investment in industry policy and service provision has fallen short by around
$2007-08 150 billion. To return to our initial theme, this investment has a counterpart — the $,097.03 500
million of missing savings required to finance the missing investment.

National Economics/Australian Local Government Association State of the Regions 2008-09 (iii)
State of the Regions Report 2008-09 made possible with the assistance of Jardine Lloyd Thompson



Our account of the land boom now has two elements.

o It resulted from failure to generate savings for investment in the construction of new dwellings
and sites for these dwellings.

. The shortage of savings was reflected in a failure to make the investments required to create
valuable greenfield residential sites. The investment failure was twofold: a failure to generate
jobs near greenfield sites, and a failure to invest in transport to improve job accessibility from
greenfield sites.

Primarily as a result of these two factors, the rate of dwelling construction on the fringe of Australia's
metropolitan areas during the 2000s fell far below the rate during the 1990s. The failure in Sydney
was particularly acute, and resulted in an overflow of population into the other metropolitan areas so
that they in turn had difficulty keeping up. The result was the current housing shortage.

E.6  The land boom housing shortage

A conventional account of the land boom emphasises the increase in dwelling prices, the consequent
increase in the mortgage required to purchase a new home and, more important, the increase in
mortgage servicing costs in relation to incomes. A parallel account can be constructed in terms of rents
— the rents required to justify investment by landlords have risen to a level which many tenants cannot
afford. The conclusion of both arguments is that the increase in dwelling prices has choked off
demand and hence new construction.

The ratio of interest liabilities to disposable income provides a measure of the burden which
borrowing imposes on household budgets. In 1998 the ratio was particularly high in the western
suburbs of Sydney and Brisbane. During the boom from 1998 to 2008 it increased in all regions, but
most rapidly in Perth and parts of South East Queensland — the metropolitan areas directly affected by
resource development. The result is that the heaviest average household debt burdens are no longer in
Sydney but in Perth, the Gold Coast and West Moreton.

There is no need to disagree with the observation that few households can now afford the mortgage
required to buy a new home in many Australian regions. In Western Sydney incomes are a little above
national average but the cost of a new dwelling is unaffordably high. In Adelaide the problem is a little
different: the cost of a new house is less, but so are incomes.

Table E.1 Average dwelling prices by zone (selected quarters in 2007-08 prices — $’s)
Per cent
change
2010.1 over
1991.3 1996.3 2001.3 2006.3 2010.1 1991.3

Average prices ($’s)
Dispersed metro 180497 183163 267245 390634 411686 128
Independent city 133430 149867 178953 299400 299795 125
Knowledge-intensive regions 217655 244649 358562 546540 531369 144
Lifestyle regions 146806 165168 198536 346091 336753 129
Resource-based 103614 122807 125993 233879 274279 165
Rural 107475 116772 131540 245564 243787 127
Australia 169114 182772 251684 391754 395082 134
National Economics/Australian Local Government Association State of the Regions 2008-09 (iv)

State of the Regions Report 2008-09 made possible with the assistance of Jardine Lloyd Thompson



Table E.2 Average dwelling prices to average household income ratio by zone (selected quarters

in 2007-08 prices — $’s)

Per cent

change

2010.1 over

1997.3 2001.3 2006.3 2010.1 1991.3

Dispersed metro 3.6 4.5 6.2 6.1 71.0
Independent city 3.1 34 53 4.9 60.5
Knowledge-intensive regions 5.0 5.9 8.3 7.3 45.6
Lifestyle regions 3.9 4.2 7.1 6.5 67.6
Resource-based 2.1 2.0 3.4 3.6 72.2
Rural 23 2.4 4.4 3.9 69.8
Australia 3.7 4.4 6.4 6.0 61.0

The questions to be explained are why dwelling prices rose so rapidly and why incomes did not rise
fast enough to allow households to pay the increase. The basic argument of this report is that lack of
attention to the job-accessibility aspects of housing contributed to the inability of households to pay
the rising costs of construction, which in turn reflected poor macroeconomic management. The
difficulty developers experienced in selling greenfield houses rebounded into a lack of supply
response, which compounded the housing shortage.

It can be argued that this is simply the market at work, and therefore there is no shortage of housing —
those who can afford it are still well housed. However, this argument does little to reduce the sense of
social disappointment, particularly when government actions (or, in this case, generally inactions) are
deemed responsible.

It therefore still makes sense to talk of a housing shortage. An important effect of the increase in
dwelling prices due to the land boom has been that average household size has increased, particularly
when measured by the number of adults per household rather than total household size including
children, and especially in regions where dwelling prices are high and/or rising rapidly. In other
words, people have responded to the boom by forming group households, which is all very well when
the participants are young singles but becomes more fraught when the group is formed from unrelated
families and the group housing is overcrowded. Another response has been delay in young adults
leaving the parental home, with perhaps equivalent delay in the formation of their own families. By
projecting pre-boom trends in household size over the past decade and comparing the projection with
the current stock of occupied dwellings we calculate that the dwelling construction shortfall during the
boom is approaching 400,000 dwellings nationally. Had affordability been maintained at the levels, in
relation to incomes, of a decade ago, something like 400,000 Australian households would now have
their own separate dwelling, whether owned or rented.

National Economics/Australian Local Government Association State of the Regions 2008-09 (v)
State of the Regions Report 2008-09 made possible with the assistance of Jardine Lloyd Thompson



Table E.3 Measures of housing shortage as at June 2009
Adult Adult Under-build
population/dwelling ratio  population/dwelling  2001-2009 (see
benchmark 2006 benchmark 2001 Table X.2) Average
NSW 102273 108002 97517 102597
VIC 65122 75399 79333 73284
QLD 43921 108229 112416 88189
SA 12054 19470 21587 17704
WA 33051 56897 55145 48364
TAS 1398 1808 2163 1789
NT 2813 6067 6973 5284
ACT 4582 5851 5292 5242
Total 265213 381723 380425 342454
Note: For the under-build estimate Victoria, Queensland, Western Australia, Northern Territory and Australian Capital Territory have
been adjusted down to reflect initial excess capacity.
Source: NIEIR calculations based on ABS Census data.

The trend immediately behind this shortfall is the low dwelling construction rate during the past
decade. Those accustomed to the elementary economic proposition that when prices increase, supply
follows, find this difficult to appreciate. As already indicated, the root cause of the failure has been the
failure to create greenfield residential sites with high job access. With limited job access residents
have difficulty in earning the incomes required to pay for a house. Developers will not build houses
unless they can be sold profitably, and the limiting factor has been that an increasing proportion of the
potential residents of fringe suburbs have not been able to afford newly built houses in these regions.
They instead languish in parental homes and group houses in the highly-accessible suburbs, or are
locked into low-cost housing in regions with poor job access, or perhaps live in marginal housing such
as converted garages and backyard caravans.

The problem of new dwelling affordability — dwelling price versus income — is particularly acute on
the development fringe of Sydney and is also noticeable in Melbourne. In Adelaide it takes the form of
lower dwelling prices, matched by lower incomes. Perth is currently doing rather better, with incomes
buoyed by resource developments and job accessibility maintained by some successful transport
investments. South East Queensland is also doing relatively well, in part because of its multi-centred
metropolitan layout (Brisbane, Gold Coast, Sunshine Coast) which eases job access.

If the primary cause of the shortage of affordable housing is a failure of job generation in the right
places, why did it manifest itself in the 2000s? The answer has to be that the failure has been
accumulating for decades, but did not really bite till easy credit caused a surge in residential land
prices and hence dwelling prices much faster than the rate of increase in earnings. Housing thus
became unaffordable and the rate of construction dropped.

E.7  The new dwelling/existing dwelling price ratio as a sign of trouble

In its latest report the National Housing Supply Council (NHSC) has compared the all-in costs (raw
land, development costs, house construction costs) for a typical three-bedroom house newly built on
the fringe of each mainland capital city. In this State of the Regions report the estimates are extended
to cover other regions where greenfield sites are available. The cost of greenfield construction can then
be compared with the average price of existing dwellings for the region.
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In the rural and resource regions and many of the independent cities the cost of a new NHSC dwelling
is significantly greater than the average price of existing dwellings, even after taking into account
lower land and construction costs. This is no surprise: the NHSC house is both larger and of better
quality than the cottages and post-war houses which dominate the housing stock in such regions.
However, the price differential has effects on the construction rate, because house buyers in such
regions have the option of buying an existing dwelling at a lower price than a new one — a price which
often makes the existing dwelling an attractive option even if something has to be spent on upgrading
1it.

Despite this general tendency there are several non-metropolitan regions where the average price of
existing dwellings is similar to or even greater than the cost of a new dwelling. These regions are
experiencing rapid population growth so that the existing dwelling stock is of recent construction and
therefore of comparable quality to a new NHSC dwelling. Needless to say these regions are attractive
for dwelling construction.

On the metropolitan fringes and in other regions with high expected population growth (in this report
grouped as Development Construction Zones) existing dwellings are also of similar quality to the
NHSC standard dwelling. If new houses are to be constructed, it is therefore important that the cost of
new construction should be similar to the average price of existing houses — otherwise purchasers
coming into the region will buy existing dwellings in preference to the developers' offerings. Aware of
this, the developers will have no incentive to build.

In this regard, the position in 2010 mirrors the ratio of mortgages to income. New dwellings are
reasonably competitive with existing dwellings on the fringes of South East Queensland and Perth and
are marginally competitive on the edges of Melbourne and Adelaide. However, on the Sydney fringe
the cost of a new NHSC dwelling is approximately 60 per cent above the average price of existing
dwellings in the same LGA. Needless to say the dwelling construction rate on the Sydney fringe is
unimpressive.

A further observation is that the ratio of NHSC dwelling construction costs to the price of existing
dwellings was generally higher in 2001 than it is in 2010. In other words, the competitiveness of new
construction improved over the decade. The exception is Sydney, where it worsened. The generally
poor competitiveness of new construction in 2001 supplements the mortgage-based account of the
failure of new dwelling construction during the boom — new houses were not built because demand
switched to existing homes.

Without further study and painstaking data collection it is not possible to be definitive about the
position in 1991. It is probable that new housing was more competitive in 1991 than it was in 2001 —
that would certainly fit in with the high rate of construction in the 1990s. However it is also possible
that new housing was saleable because it represented a sufficient quality improvement over the older
stock — more rooms, bigger garages — and the necessary mortgages were still affordable.

The improvement in the competitiveness of new greenfield houses during the 2000s did not reflect a
fall in the real cost of new homes — construction costs continued to escalate faster than consumer
prices. It instead reflected the effect of the land boom on the price of existing fringe-zone houses. The
average market prices of houses on the fringe of Perth more than doubled in real terms during the
decade, thus surging ahead of new house construction costs. On the fringes of Adelaide and South East
Queensland average house prices more or less doubled and in the outer suburbs of Melbourne they
rose by 60 per cent. On the Sydney fringe they grew by a mere 25 per cent, which lagged the rate of
increase in construction costs. Sydney started the decade with very high prices across the board and
this slow rate of growth helped to bring it back into line, but at the same time was disastrous for the
rate of new construction on the Sydney fringe. Broadly speaking, these trends reflect trends in the
relative incomes which can be earned while living on the respective fringes, with the incomes
accessible from houses on the fringes of Perth and South East Queensland rising rapidly; those
accessible from the fringes of Melbourne and Adelaide rising somewhat, and those accessible from the
fringe of Sydney stagnating.
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E.8  The cost of new greenfield houses

Though employment accessibility strongly influences urban fringe house prices, there is also a supply
side. The NHSC has been assiduous in documenting the components of the cost of new greenfield
houses on the various metropolitan fringes. Two elements in costs — house construction costs and
subdivision costs including utility connections — are similar across the cities, but raw land costs are
significantly higher in Sydney than in the other four metropolitan areas. This identifies one major
factor driving the construction costs of new greenfield houses, but a consideration of time trends
broadens the list of factors.

. The cost of raw land for urban conversion has been increasing since the 1970s. There were
originally two reasons for this: the conversion of much of the urban fringe to hobby farms (this
being less of a problem in Melbourne, Adelaide and Perth where parts of the fringe are not
particularly attractive for this purpose) and investment in land as a hedge against the rampant
inflation of the 1970s and 1980s. During the Whitlam period the Commonwealth experimented
with 'land banking' — state purchase of fringe urban land for low-cost conversion to housing
estates — but this was abandoned as the public finances tightened during the 1980s. The
abandonment of public non-profit land banking also responded to a campaign by developers to
be substitute private profit-maximising land banking.

o Public infrastructure costs, which in the post-war period were paid out of government loan
funds have increasingly been loaded into 'developer charges'. One of the reasons for the
imposition of developer charges was the economic efficiency of planned development — utility
services for a housing estate cost less if their installation is co-ordinated. However the
tightening of public finances referred to repeatedly in this report was reflected in the
incorporation of infrastructure costs directly related to housing development into the prices of
the houses built. In the present state of the public finances there can be no going back on this —
the alternative is shoddy construction with high operating costs. Indeed, if the problems of the
urban fringes are due to lack of access to jobs, there might be a case for further charges to
finance access to employment.

o Developers have argued that town planning delays have increased their holding charges.
However, these are not a major element in the NHSC's cost assessments. Given that poor town
planning is almost impossible to correct, a certain amount of deliberation in planning is highly

justifiable.
o Public demand for improved environmental standards also contributed to cost increases.
. Finally, there is the question of the increasing size and quality of metropolitan fringe dwellings.

The NHSC standard greenfield house is almost certainly larger (more rooms, more covered car
space) than its predecessor of 1991 and is likely to be better built if only because of tightening
energy and water efficiency regulations. Why developers chose to add size when operating in
the high-priced but actually depressed fringe markets of the 2000s is an interesting question. A
possible answer is that they were trying to build competitive advantage over existing houses and
felt that they could do so by adding to size at relatively low marginal cost. (The cost of an
increase in size is relatively low given that land cost is a high proportion of the total cost of a
fringe greenfield house.) In so increasing dwelling size, builders also pandered to public
demand for space to house burgeoning collections of possessions.
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In four out of the five major metropolitan areas it looks as though competitiveness has been restored to
new housing compared to existing housing on the greenfield fringe, or could be restored within less
than a decade by industry policy for job decentralisation and transport investments to improve work
accessibility. These policies may be expected to raise the price of existing houses more than the prices
of new houses. It will then be possible to expand supply through new construction. However, the rate
of new construction will still depend on affordability. The need for major restructuring of the
Australian economy to deal with climate change and other macroeconomic problems means that the
outlook for earnings is not particularly rosy — which means that home purchase is likely to require
more saving and increased deposits. Meanwhile the outlook for rental markets is, to say the least, tight
and overcrowding is likely.

E.9 Urban infill

At this point the question will be asked: what of infill? State governments lacking investment funds
have made a virtue of necessity and argued that infill — sometimes called brownfield development —
requires less government investment than greenfield extension. Infill is also advocated on the grounds
that it conduces to greater use of public transport and hence to lower costs all round.

The NHSC has estimated the construction costs of a standard two-bedroom infill flat in each of the
five metropolitan areas. Two things are noticeable about this dwelling: it is smaller than the NHSC
standard new greenfield house but is more costly in all cities except Sydney — the cost of raw land and
state government imposts are less per dwelling once pro-rated among a multi-unit development but the
construction costs of the dwelling itself are greater.

A comparison of the cost of a new infill flat as estimated by the NHSC with average existing dwelling
prices in established suburbs without greenfield sites rates the infill dwelling as competitive. Some of
its price advantage will be due to its being smaller and having less garden than the average dwelling in
the region, but this is likely to be compensated by better location — a topic which cries out for detailed
investigation. (Existing dwellings in inner metropolitan areas in turn command a significant price
premium over fringe dwellings because of better job access and services.) It remains that there is a
prima facie case that infill construction is competitive with nearby existing dwellings, and indeed it
has proceeded rapidly where sites have become available as a result of industry or transport system
restructuring.

This report does not deny that there is a role for infill construction, but notes the following.

. Though the high costs of each infill dwelling are in part compensated by high job accessibility,
which raises the earnings commanded by its residents, the question still arises as to how many
buyers will be able to afford the necessary premium prices.

o Except for the redevelopment of derelict industrial and transport sites, infill requires the
demolition of existing housing which reduces its net addition to the dwelling stock and
sometimes causes resident uproar.

o Infrastructure cost savings to the states and local government have probably been overestimated.
Much inner urban infrastructure is of limited capacity, and would require upgrading for use by
larger local populations.

o Finally, despite an upturn in the rate of dwelling construction in many inner urban regions, infill
has not delivered the kind of large increases in dwelling supply that were achieved on the
fringes up to the last decade.
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E.10 Regional population change: Housing shortages and control
measures will drive outcomes

People interested in regional economic development have a tendency to regard population projections
as background material, to be taken on trust whether they are done by government agencies or
consultants. The assumption is that the projections are likely to accord with outcomes with relatively
small forecasting errors. This may indeed have been the case in the period from 1945 to the 1990s,
during which there was a long run decline in the percentage of the population with unsatisfactory
housing, due largely to rapid expansion of the metropolitan areas. This was the era in which jobs were
moving to the metropolitan fringes and the outer suburbs — dwelling construction zones — were being
provided with the infrastructure to undergird home building and population growth. It was an era in
which the housing build rate was in line with underlying demand due to growth in the adult
population.

Whatever the circumstances of the past it is possible that Australia has entered a new era.
Governments have moved infill construction in the middle and inner suburbs of the metropolitan cities
to the top of their policy agendas if not to the top of their population projections. The percentage of the
population that is unsatisfactorily housed is rising, not falling. The number of houses built in the
dwelling construction zones has fallen below the expectations expressed in the official population
projections.

As argued above, the failure of the land boom to galvanize the construction of new houses in the
dwelling construction zones had complex causes, with two main aspects.

o A lack of supporting infrastructure to give greenfield land the necessary value (relative to cost)
so that people wanted to live there.

o In the new suburbs, a lack of opportunities to secure employment incomes (hours multiplied by
pay rate) sufficient to service the mortgage burden required to purchase newly built houses.

The new era began in the late 1990s and the break of trend is now well established. Without
substantial structural change in the way governments approach the issue of new housing supply there
is nothing to suggest that the next ten years will be different from the last ten years. The overall
national housing construction rate will continue to be significantly less than underlying demand.

In this environment infill construction will proceed to whatever extent public acceptance of higher
density developments can be won or forced. There is currently excess demand for this type of
development simply because the areas accessible from infill developments are well serviced in terms
of employment, remuneration per hour of work and access to quality education, health and recreational
services. Current state projections assume that population increase which cannot be accommodated by
infill will, as in the past, find new homes in the dwelling construction zones. However, the dwelling
construction zones face a wide range of plausible futures. At one extreme the trends of the 2000s could
continue, in which case current population projections for the metropolitan outer suburbs will prove
much too high; at the other extreme there could be a return to the housing supply conditions of the
post-war period in which case the dwelling construction zones will experience rapid population
growth.

With continuing national population growth, in the event of the build rate in the dwelling construction
zones falling short of expectations the housing shortage will increase, with consequences for all
regions.

o High dwelling prices and rents in regions with good employment access (chiefly the inner and
middle suburbs of the metropolitan cities) will reserve these regions for high-income earners
and those with the luck to have inherited a house in the region.
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o These high-employment regions will also be characterised by increasing average household
size, particularly when measured in numbers of adults per household. The increase will be due
to adult children who have not left their parents’ home and the formation of group households
of varying degrees of functionality. The only way in which low-income tenants not provided
with social housing will be able to afford the rents will be by overcrowding — and given the
economic incentives this will be difficult to prevent.

. At the other extreme, the population of regions with poor employment access will continue to
increase as people are attracted to low-cost housing — particularly social security recipients who
have given up hope of working.

o The population living in marginal housing such as backyard caravans will also increase.

Under these trends, current population projections for the dwelling construction zones will be under-
fulfilled, balanced by over-fulfilment of the current projections for the inner and middle metropolitan
suburbs and for rural and economically depressed localities.

As a guide to the range of plausible outcomes this report includes three scenarios, designated:

(i)  Business as usual (BAU);
(ii))  Housing shortage contained (HSC); and
(iii)) Exodus NSW (ENSW).

The BAU scenario is actually a ‘new era’ scenario, which assumes that the ratio of new dwellings
occupied to the growth in the adult population remains at the 2000-2010 average level in each state
and territory. It is also assumed that the population growth currently projected for each state and
territory is achieved. In this scenario the dwelling construction zones fall well short of current
population growth expectations and population growth is redistributed to various forms of
unsatisfactory housing in other parts of each state and territory.

The housing shortage contained (HSC) scenario is an ‘old era’ scenario which assumes that the house
build rate in the dwelling construction zones returns to the level experienced in the 1990s. As a result
of this assumption the build rate across each state and territory returns to one new occupied house for
every two extra adults. These are very close to the assumptions underlying current official projections.

The Exodus New South Wales (ENSW) scenario is the same as the BAU in terms of the build rate in
each state and territory. It differs in that the New South Wales repeats its 2000-2005 experience of
low employment growth and high out-migration. It is true that New South Wales has lifted its
performance since 2005, but this may be due to its being the point of arrival of the recent burst of
international immigration. In the ENSW scenario these recent migrants, or maybe some of the current
residents, look around and elect to leave for other states with lower accommodation costs, either rent
or house purchase. The exodus does not raise the build rate in the destination states and territories, but
rather redistributes unsatisfactorily-housed people from New South Wales to the other states and
territories. This scenario rests on the finding that the obstacles to new dwelling construction are much
more serious in the New South Wales dwelling construction zones (particularly those round Sydney)
than in the dwelling construction zones elsewhere.

What is important to note is that all three scenarios have a similar national population growth rate with
net international migration over the next decade set at just under 200,000 — a reduction of around a
third from the net immigration levels achieved over the last two to three years. Given this overall
national assumption, population growth at the regional level is determined by the infill construction
rate, the construction rate in the dwelling construction zones and the overall dwelling build rate. The
national population growth rate for all three scenarios is 1.5 percent per annum from 2010 to 2020.
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Table E.4 SOR and dwelling construction zones: average annual population growth (per cent)

BAU HSC ENSW

1991- 2000- 2005- 2010- 2015- 2010- 2015- 2010- 2015-
2000 2005 2010 2015 2020 2015 2020 2015 2020

SOR zone

Dispersed metro 1.6 1.1 2.1 1.5 14 1.9 1.8 1.6 1.5
Independent city 1.2 0.9 1.8 15 1.4 15 1.4 15 1.4
Knowledge-intensive

regions 1.2 1.2 2.0 2.0 1.7 1.7 1.3 2.0 1.7
Lifestyle regions 25 1.4 2.0 1.1 1.2 1.0 1.1 0.9 1.0
Resource-based 0.3 0.4 1.6 1.6 1.2 1.2 1.1 1.7 1.4
Rural 0.6 0.6 14 1.0 0.8 0.6 0.5 1.0 0.8

Dwelling construction zones (DCZ)

NSW 1.8 0.8 1.8 1.4 1.4 2.8 2.8 1.2 1.1
VIC 1.9 1.9 29 1.8 1.4 3.1 3.2 1.9 1.6
QLD 3.5 2.5 3.2 1.6 1.6 24 2.7 1.8 2.0
SA 1.0 0.7 1.6 0.6 1.0 1.0 1.2 0.9 1.4
WA 4.4 26 4.7 29 3.3 3.7 26 34 3.4

The HSC scenario is the closest to current expectations. Over the decade from 2010 to 2020 two
regions are projected to experience average population growth rates of 3.5 per cent a year or more —
West Moreton in South East Queensland and Sydney Outer South West. Both of these depend on
extensive dwelling construction zones for their growth. The next growth bracket, with rates of
population growth of between 2.6 and 2.9 per cent a year, is more mixed, with two regions depending
on dwelling construction zones (Melbourne West and Sydney Outer West); two regions which will
depend rather more on infill (Melbourne Central and SEQ Gold Coast) and three regions where
population growth is expected as a result of local economic buoyancy (WA Peel South West, WA
Pilbara Kimberley and Qld Cairns). Population decline is projected in some of the rural regions, in one
resource-based region where it is already well under way (NSW Far West) and, interestingly, in one
knowledge-based region, Sydney Northern Beaches. The probable reason here is that the region has
reached the limit of greenfields development and is also resisting infill.

The HSC scenario is contingent on governments — the Commonwealth in particular — getting their act
together for a return to 1990s build rates. There are indications that governments are struggling with
the issue, but have not as yet identified the fundamental problems — the lack of industry policy and the
infrastructure investment backlog. Accordingly the BAU scenario is more likely. In this scenario
population growth rates in regions with prominent dwelling construction zones are less than in the
HSC scenario — up to two percentage points less (Sydney Outer South West). The scenario includes
growth rate reductions, compared to the HSC scenario, of a percentage point or more in four other
metropolitan fringe regions — SEQ West Moreton, Vic Geelong, Sydney Outer West and Melbourne
West. In each state, the growth foregone in these and other similar regions is redistributed to inner
suburban and non-metropolitan regions.

In the BAU scenario population growth rates of 3 per cent a year and more are projected for three
regions: Melbourne Central, QId Mackay and QId North — one inner metropolitan knowledge-based
region and to Queensland coastal regions with room for greenfield expansion and some prospect of job
generation. Growth is more evenly spread across the regions than in the HSC scenario, and only two
regions are projected to lose population — NSW Far West and Sydney Northern Beaches.
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During the 2000s business as usual was particularly poor in New South Wales. The ENSW scenario
takes this into account, as compared to BAU shaving population growth off all New South Wales
regions and redistributing it to all other regions in the country, with particular benefits to Perth, South
East Queensland, the Northern Territory and Tasmania. The resulting projection is not unlike the BAU
scenario, with projected average population growth rates of 3 per cent a year and more not in four
regions: Melbourne Central, SEQ West Moreton, Qld Mackay and Qld North. Two more regions are
added to the population decline list: NSW North and NSW Northern Beaches.

We hasten to add that these projections were made following simple but plausible rules. Many
alternative projections could be prepared by adding drivers and taking local circumstances into
account. That is not the point of the projections, which is simply to show that, even within a
constrained national total, regional population growth rates have the potential to diverge markedly.
However, if the choice is restricted to the current three projections, and given the current limited
understanding of the issues raised in this report, the slow build up in infrastructure spending needed to
move to the HSC scenario and the complete ignorance of the contribution which industry policy can
make to solving the housing shortage, the money is on the ENSW scenario.

E.11 Household saving and debt

The general analysis in this report makes it clear that under-investment in transport, social and
industry infrastructure and on community services is one of the key reasons for Australia's current
housing shortage. In broad terms the cumulative under-spend since 1980 is assessed at $,097.0s500
billion. Reducing the backlog of under-investment is one of the key solutions for affordable housing.

If Australia was under-investing at this rate, how did it manage to achieve high employment rates for
much of the period, and nearly full employment in 2007 and 2008? What mechanism was operating to
offset the under-investment and so maintain effective aggregate demand at levels compatible with near
full employment?

This report concludes that the lack of infrastructure investment was offset by household consumption
expenditure of the worst sort, namely household consumption expenditure financed by borrowings.
Where borrowed money is spent on consumption, the borrower fails to accumulate assets which will
yield income from which the debt can be repaid. It would have been far better for Australia if
governments had borrowed and used the proceeds to fund infrastructure investment. Then, at the same
level of debt, Australia would at least have increased its income-yielding assets, including
accumulation of the infrastructure required to support urban extension.

It has been long been recognised that Australian savings are low. What is not generally recognised is
how low Australia's non-superannuation savings rates are. As a result of the global financial crisis the
published net household savings ratio increased from near zero for much of the ten years preceding
2008 to just under four percent at the end of 2009. Coupled with household superannuation savings
rates at around ten percent, this means that household non-superannuation savings have been negative
and have offset superannuation savings. Discretionary savings rates have moved to completely
neutralize the increases in superannuation savings rates of the last two decades.

This report argues that the negative household non-superannuation savings rate has been financed by
the build up in the household debt to income ratio. This hypothesis is consistent with two data series.

. The correlation between cumulative household equity withdrawal as a percentage of net
household disposable income and build-up in household debt. Equity withdrawal is defined as
the change in debt less net investment.
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o The close relationship between the change in debt since the mid 1990s and the cumulative
change in household non-superannuation savings as a percentage of household disposable
income, where the latter has its sign reversed.

These two data series are interrelated by the close correlation between equity withdrawal and non-
superannuation household savings rates, where the sign is reversed in the latter series.

This means that currently (2009-10) the Australian household sector is borrowing approximately $50
billion per annum to finance the current level of consumption expenditure. Even with the recovery in
household net savings rate over the past 18 months, household non superannuation savings rates are at
minus six percent. This cannot continue for much longer.

On a cumulative basis the increase in nominal debt and real household consumption expenditures
financed by that debt has been between $,097.0s 500 billion and $,007.0s 600 billion since the mid-1990s.
This has imposed two massive costs on the economy. The first is the imbalances in housing markets
and the social and economic costs flowing from that. The second is the contingent liability being
imposed on the national government by the fact that a significant proportion of the debt accumulated
for consumption has been financed by banks borrowing from overseas. Any loss of confidence on the
part of overseas investors in the ability of Australian banks to repay that debt would force the
Commonwealth government to take over of the debt, which at the stroke of a pen would transform
Australia from having one of the lowest public sector debt to GDP ratios in the world to having one of
the highest.

In this context, the current policy proposed by the Commonwealth Government to increase the
compulsory superannuation levy is appropriate. However, two aspects of the policy are naive to the
point of inexplicability: the lack of any complementary provisions to limit equity withdrawal (such as
the removal of the right to lump sum superannuation entitlement) and the lack of any complementary
provisions to ensure that the additional funds are recycled into infrastructure for housing market
sustainability.

E.12 A guide to the report

Chapters 1-4 describe trends in the data regularly reported in the State of the Regions reports.

Chapters 5, 6 and 7 address the housing shortage, which is the special topic of this report. How is it
possible that in a period of rising house prices the market should have so signally failed in increasing
the supply of housing? Chapter 5 analyses the drivers of house prices, and points to the importance of
greenfield construction in the supply of housing. The chapter documents the poor competitiveness of
new greenfield houses during the 2000s.

Chapter 6 provides an estimate of the dwelling shortage and relates this to build rates in the dwelling
construction zones. The chapter argues that the underlying problem is the failure of Commonwealth
governments since the 1980, or thereabouts, to ensure that jobs are generated in areas accessible from
the dwelling construction zones, and to guarantee that accessibility with transport infrastructure
investments. The problems are particularly acute in Sydney, and will not be solved by infill
construction. The only way to proceed is to make good the infrastructure investment backlog.

In Chapter 7 regional population growth scenarios are developed which take the consequences of the
under-investment into account.
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In Chapter 8 it is argued that, in less myopic country, one less obsessed with keeping everything in the
private sector, governments would have borrowed to finance infrastructure investment. Equivalent
funds were instead borrowed by households to finance consumption. Instead of the infrastructure to

support affordable housing, we now have only the memory of past pleasures to match the reality of
present debt.

Finally, Chapter 9 introduces recent NIEIR work on the accessibility of essential services.
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1. Population

In this Chapter and Chapters 2, 3 and 4 we consider trends on a regional basis. The data will be found
in Appendix 3.

For the most part, the comments follow a standard pattern. For each indicator, they begin with a
discussion of the position in 1996 or 1998 — years in which the Australian economy had recovered
from the 1990 recession but was only just beginning to enter the land boom of 1996-2008. Changes in
the geography of the indicator during the land boom to 2008 are then discussed, followed by
description of the two years since — the year of the Global Financial Crisis, and the year of the
Stimulus, which became mixed up with the expectation of a resource export boom. Finally, we end
each section with comments on the geography of the indicator in 2010.

1.1 Regional patterns of population growth 1998-2008

In the decade from 1998 to 2008 Australian population grew at an average rate of 1.4 per cent a year.
Over the decade, the fastest growing region was SEQ Gold Coast at 3.6 per cent a year, closely
followed by SEQ Sunshine Coast at 3.4 per cent. At the other extreme, NSW Far West lost population
at an average rate of 0.8 per cent a year.

Taken as a whole, the lifestyle regions grew most rapidly, averaging 1.8 per cent a year. SEQ
Sunshine Coast made a major contribution to this rapid growth, followed by Qld Wide Bay Burnett;
the lifestyle regions along the NSW coast were relative laggards, with NSW Central Coast the slowest
at 1.1 per cent a year.

The knowledge-intensive regions averaged population growth a little faster than the national average,
at 1.5 per cent a year. The star was SEQ Gold Coast, with its combination of knowledge-economy and
lifestyle. The populations of Melbourne Central, Sydney Central and SEQ Brisbane also grew at above
the national average rate, in the first two cases at least as the result of substantial redevelopment of
land vacated by transport and manufacturing with high accessibility to the city centre jobs. The rate of
population growth for Perth Central was just below the national average, while all other knowledge-
intensive regions recorded substantially lower rates, right down to Sydney Eastern Beaches at 0.4 per
cent. These relatively slow-growing regions included the ACT, where population growth tends to
reflect Commonwealth government activity, Adelaide Inner, which failed to capitalise on its
knowledge-economy assets, and the suburban knowledge-intensive regions in Sydney and Melbourne.
These suburban regions were not as closely involved in the knowledge economy as the central regions
of their cities, and were all established residential areas with not much manufacturing or transport land
to release for redevelopment.

The established Australian pattern has been for dispersed metropolitan regions to grow more rapidly
than the established metropolitan areas, due to additions to the urban fringe and the growth of
commuting. However, in the decade 1998-2008 they only just kept pace with the older-established
knowledge-intensive regions. Fringe growth was responsible for high population growth rates on the
edges of Brisbane (SEQ Moreton Bay in particular, but the whole of the Brisbane fringe grew rapidly);
on the edges of Melbourne (mainly Melbourne West and Melbourne Outer South East — the northern
and north-eastern fringes of that city did not grow so quickly) and in the two Perth Outer regions.
Population growth on the Sydney and Adelaide fringes was relatively subdued and growth in the
established inner suburban regions of Melbourne and Sydney was well below national average — as
low as 0.4 per cent a year in Sydney Old West.
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Among the Independent Cities only QId North (Townsville), Qld Cairns and NT Darwin grew at
above the national average rate. The rest were below, but not by much except for Tas Hobart, in which
population grew at an average rate of 0.7 per cent a year.

The rural regions likewise recorded growth rates below the national average, with two striking
exceptions. Qld Mackay added population at 2.2 per cent a year — well above the rural average but par
for the course for a Queensland coastal region. Similarly the population in WA Peel South West grew
at 2.9 per cent a year, again due not to the region’s rural base but reflecting a mixture of lifestyle,
resource and fringe suburban characteristics. The most slowly growing rural regions were Tas North
West and NSW North.

Much has been written about Australia’s resource booms, but they have not brought population
increases to the resource-based regions. Among these regions, only Qld Fitzroy and WA Pilbara
Kimberley bettered the national average population growth rate, while at the other extreme NSW Far
West lost population with the decline of its pastoral and mining industries.

1.2 Regional patterns of population growth 2008-10

Between 2008 and 2010 Australia underwent a period of economic uncertainty, due to the Global
Financial Crisis and the difficulty of sustaining the domestic land boom. However, during these two
years the rate of population growth rose to 1.8 per cent a year from the previous decade’s average of
1.4 per cent, perhaps as a delayed response to the prosperity of 2003-07 but also due to the effects of
the Financial Crisis on immigration and emigration rates.

Overall, the rate of population growth in the knowledge-intensive regions rose slightly to 1.7 per cent.
The population boom in Sydney Central eased off but was partly compensated by a revival of
population growth in the suburban knowledge-intensive regions of Sydney. The rate of population
growth in Melbourne Central also fell but was compensated by a small revival in Melbourne South
East. The rate of population growth in Perth Central rose, but that in SEQ Gold Coast the rate of
population growth fell from 3.6 per cent a year to a more moderate 2.5 per cent. Adelaide Inner
remained steady.

Despite the increase in the national population growth rate, the lifestyle regions reported a marginal
decline, to 1.7 per cent. The decline affected all lifestyle regions save Qld Wide Bay Burnett.

The greater part of the pressure of national population growth was borne by the Dispersed
Metropolitan regions, whose overall growth rate rose from 1.5 per cent a year to 2.2 per cent. In Perth
the growth rate rose significantly in both the suburban regions, while in Sydney the region most
affected was the Old West, where the population growth rate rose from one of the lowest in the
country to 1.3 per cent a year — still well short of the national average, but an indication that
redevelopment was beginning — redevelopment which was necessarily slow and expensive due to a
relative lack of ex-industrial and ex-transport sites. The most rapidly growing fringe region in Sydney
was Outer South West, but at 1.9 per cent a year it was also below the national average. In Brisbane,
Melbourne and Adelaide a noticeable phenomenon was the increase in the population growth rates of
hitherto disfavoured outer suburbs — SEQ West Moreton, Melbourne West and Adelaide North.
Population growth had avoided these regions with the result that their relative accessibility improved.

Led by NT Darwin, Vic Ballarat and Qld Darling Downs (Toowoomba), the independent cities raised
their population growth rate to 1.5 per cent. The independent cities other than these three leaders
maintained or slightly increased their growth rates.
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Aggregate population growth in the resource-based regions increased to average 1.2 per cent a year —
not a very impressive increase for a country supposedly undergoing a resources boom. The major
increases were in WA Kimberley Pilbara and WA Gascoyne Goldfields. At the other extreme, the
Queensland Resource region actually experienced a decline in its rate of population growth.

Finally, the rural regions returned aggregate population growth of 1.3 per cent a year. The major
increases were in NSW North, NSW Central West, WA Wheatbelt Great Southern, Vic Gippsland and
Tas North West — several of these being regions bouncing back after periods of low population
growth.

1.3 Population growth, 2010-2012

At this stage NIEIR expects the national population growth rate to fall back to 1.3 per cent a year over
the next two years. It is projected that this will be spread over all regions, with the dispersed
metropolitan regions continuing to experience growth at above national average rates. Relatively rapid
population growth is projected in Melbourne West, SEQ West Moreton, SEQ Moreton Bay and the
two Perth outer regions, but even in these regions growth will be less frenetic than it was from 2008 to
2010.

1.4 Persons per household, 2010

Until about a decade ago the national average number of persons per household declined steadily due
to such factors as smaller families and population ageing which increases the number of widows. In
the 2000s this trend was halted, and in 2010 the national average is estimated at 3.05 persons per
household, but there are considerable differences between regions — the range is from 2.23 in Vic
Gippsland to 4.67 in NT Lingiari.

The large average household size in the NT and also in WA Pilbara Kimberley are easily put down to
Aboriginal fertility and the poor record of Aboriginal housing programs, but this does not explain the
relatively small average household size in other regions with significant Aboriginal populations, such
as Qld Resource, NSW Far West and SA Spencer Gulf. The ageing non-Aboriginal populations of the
resource-based and rural regions yield high proportions of couple and single elderly households, while
low house prices allow the formation of separate households among other age groups and encourage
the in-migration of small families seeking low rents. The smallest average household sizes are to be
found in rural regions without large Indigenous populations.

The established trend is for households to be relatively large in regions dominated by people of
family-formation age, which apart from NT Lingiari and WA Pilbara Kimberley are the newer suburbs
on the metropolitan fringes. This trend was still noticeable in 2010, but with major differences
between the cities. It was hardly noticeable in Adelaide, where average household size in Adelaide
North was about 8 per cent above Adelaide Inner — in a metropolitan area with low population growth
and relatively affordable housing the forces pushing families to the fringe are not particularly strong.
A similar ratio is observable in SEQ, but this could be partly due to the layout of the metropolitan
area, with significant fringe areas included within the City of Brisbane. Perth comes next: average
household size is about 16 per cent higher in the two outer regions than in Perth Central. In Melbourne
and Sydney the ratios are higher again — typically 23 per cent. The exception is Melbourne Outer
South East, which includes a retirement zone with small household sizes, rather like NSW Central
Coast. Sydney’s high house prices are reflected in relatively high household sizes in all its constituent
regions, both inner and outer, and Sydney Outer South West has the highest average household size in
the country apart from NT Lingiari and WA Pilbara Kimberley.
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From 1998 to 2005 the national average household size, including both adults and children, fell
slightly from 2.97 to 2.93. It then started increasing, and reached 3.05 in 2010. This near-constant
national average masked considerable regional diversity. The most precipitous fall was in Vic
Gippsland (from 3.03 persons/household in 1998 to 2.23 in 2010), and reductions of 0.6 or more also
took place in SA Mid North Riverland, WA Wheatbelt Great Southern, NSW Far West and Vic West.
Average household size decreased in all rural regions, all lifestyle regions, all independent cities and
all resource-based regions except WA Pilbara Kimberley. By contrast, it increased in all knowledge-
based regions and in all dispersed metropolitan regions except Melbourne Outer South East and
Adelaide South — the two metropolitan regions which include retirement areas. Though Brisbane City
also recorded a significant increase, the expansion of household size was particularly marked in the
Sydney metropolitan area. The increase in Sydney Outer South West, from 3.37 persons/household to
3.63, was the largest in the country and created the largest average household size of any region. This
increase was closely followed by Sydney Parramatta Bankstown with marked increases also occurring
in Sydney Central, Sydney Eastern Beaches and Sydney Old West. The high house prices and rents
characteristic of Sydney provide two incentives — an incentive to increase household size by children
staying at home and the formation of group households, and an incentive for small households such as
retired people and single parents to move out of the region.

Measured by the number of adults per household, household size increased during the boom in nearly
all regions — the main exceptions were Tasmania and rural regions in Victoria and SA with low house
prices. The general increase would have had a demographic element due largely to changes in the
composition of the elderly proportion of the population which resulted in a higher proportion of
couples and lower proportion of widows and widowers. The increase in the number of adults per
household was particularly marked in the buoyant resource-based regions, in SEQ Gold Coast and
Sunshine Coast, in inner Sydney and in Perth Central. This trend will be discussed further in
Chapter 6.

1.5 Baby bounce

Previous State of the Regions reports have included estimates of the proportion of babies (defined as
children aged less than one year old on the 30™ of July) in the population. These statistics were
provided by the ABS in their publication Estimated Regional Population by Age. The estimates
recently published for 2009 show that the proportion of babies in the Australian population kept on
increasing in the year 2008-09. This was wholly due to increases in NSW and Queensland — in the
other states and territories the proportion was either stable (Tasmania, the ACT) or gently decreasing
(SA, WA, the NT and Victoria). The ABS estimates show less inter-regional variation within states
than NIEIR would expect, and it is likely that there will be major revisions to the regional patterns
after the next census in 2011. Till these results are available it has been decided not to include
estimates of baby bounce in the State of the Regions reports.
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Figure 1.2: Average adults per dwelling — 2010.1
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2. Dwellings

In the State of the Regions report 2006-07 NIEIR documented the land boom then under way. In that
report the emphasis was on the effect (or rather, the non-effect) of the boom on local government’s
ability to raise revenue and detailed attention was given to the effect of rising land values and rising
mortgages on household capacity to pay. In the present report we concentrate more on the effect of the
boom on the affordability of housing. This Chapter provides a regional description; an analysis of the
causes of the trends is reserved for Chapter 5.

The course of the land boom at the national level can be documented from the ABS National Balance
Sheet by changes in the total unimproved value of land in household ownership, divided by the
number of households and further adjusted for changes in the general price level. All household-
owned land is included in this measure — urban and rural properties, land devoted to houses and flats
and to hobby farms and household-owned commercial farms, but the measure excludes the value of
improvements such as buildings. By this measure the land boom was at its most frenetic in 2003-04,
when the average value of land in household ownership grew by 15 per cent over the price index. The
boom peaked in 2007 and was therefore already faltering before the Global Financial Crisis.

The National Balance Sheet also provides a series for the total value of dwellings in household
ownership, sans land — that is, their value as improvements. This also grew during the boom, but more
slowly and steadily, and did not peak until 2008, which was also the peak year for house prices.
Though the boom started subsiding a little earlier, it is convenient to date it from 1996 (a Census year)
to 2008, the year of the Global Financial Crisis.

2.1 The land boom and the dwelling stock

During the land boom from 1996 to 2008 the stock of dwellings grew at the same rate as the national
population — 1.3 per cent a year, on average. The number of households grew at a similar rate.

The time-honoured way in which the stock of metropolitan housing has been expanded is by additions
at the fringe. During the boom fringe housing was indeed added to both Melbourne and Brisbane at a
rate roughly double the average national growth rate in the housing stock — 2.8 per cent a year in
Moreton Bay and Melbourne West and 2.7 per cent a year in Melbourne Outer South. The dwelling
stock in the other fringe areas of Brisbane and Perth also grew at 1.9 per cent a year or above. Given
the economic problems which Adelaide experienced during the boom the slow growth on its fringe
was to be expected, but Sydney, where the financial services industry was at the centre of the boom,
turned in remarkably low rates of fringe dwelling construction — a maximum of 1.7 per cent in Sydney
Outer South West with 1.1 per cent a year in Sydney Outer West and even lower rates in Sydney
South and Sydney Outer North (though admittedly these two regions cover a relatively small part of
the Sydney metropolitan fringe).

In the State of the Regions reports NIEIR has emphasised the strong contribution which the knowledge
economy makes to economic prosperity. Reflecting this contribution, job generation has been strong in
the knowledge-based regions. It has been argued that these increases in jobs should be matched by
increases in resident population. Unfortunately only two knowledge-based regions, the ACT and SEQ
Gold Coast, have undeveloped green fields available for new suburban housing, and in both of these
regions there are fewer and fewer undeveloped paddocks. Additions to the dwelling stock in the other,
fully-developed knowledge-based regions require redevelopment, hence the calls for infill and
densification. The land boom brought disappointment to the proponents of these arguments, since the
rate of increase of the dwelling stock was average or below average in all the knowledge-based
regions except SEQ Gold Coast, with its available green-field sites and lifestyle advantages. The
conversion of former industrial and transport land to residential use, plus other redevelopment,
increased the dwelling stock in Melbourne Central by 1.4 per cent a year and in Sydney Central by 1.3
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per cent — respectable rates by past inner city standards but scarcely the rate of increase required to
raise the proportion of the national population living in the knowledge-based regions. Rates of growth
in the other knowledge-based regions ranged from 1.1 per cent (the ACT) down to -0.2 per cent
(Sydney Eastern Beaches, where demolitions and conversions seem to have exceeded construction).

The land boom brought dwelling construction activity to the Queensland lifestyle regions but not so
much to those on the NSW coast. Dwelling construction also boomed in WA Peel South West, which,
though classified as rural, has a mixed nature: its northern fringe is becoming Dispersed Metropolitan;
at Bunbury it hosts an incipient Independent City, and along the coast and in the forests it is also
developing the characteristics of a Lifestyle region.

The dwelling construction rate in the Independent Cities hovered around national average (the range
was from 1.0 per cent a year in Tasmania Hobart to 1.8 per cent a year in NT Darwin). Apart from
WA Peel South West, the rural regions were likewise recorded dwelling growth at around or below the
national average, with a range from 1.5 per cent (Vic Gippsland, NSW Southern Tablelands, Qld
Mackay) down to 0.6 per cent (Tas North West). The rate of dwelling construction was also low in the
resource-based regions, with NT Lingiari the only one to report growth above the national average and
NSW Far West failing to add to its dwelling stock.

2.2 Dwelling construction after the boom

Though the land boom peaked several years ago, the Commonwealth through its monetary and fiscal
policies has tried to keep it going, with disappointing results for housing construction. In the two years
since the Global Financial Crisis the rate of growth of the national housing stock dropped from the
lacklustre 1.3 per cent a year recorded during the boom to 1.0 per cent a year, with a further drop to
0.9 per cent a year expected over the next two years.

The last two years have been particularly unkind to Sydney, with all regions in the metropolitan area
experiencing low rates of dwelling construction, the maximum being 0.7 per cent a year in Sydney
Outer North.

In Melbourne there was also an overall reduction in the rate of dwelling construction, though not to
the depressed Sydney levels. The strong growth of Melbourne Outer South East which had
characterised the boom faltered and growth switched to Melbourne West. Something similar happened
in South East Queensland, with the rate of dwelling construction falling in Gold Coast, Brisbane
South, Brisbane City and the Sunshine Coast but surging ahead in West Moreton. As suggested above
when discussing population growth, these changes reflected perceived changes in accessibility.

As might be expected following a financial crisis, dwelling construction declined in the Lifestyle
regions and in WA Peel South West. By contrast, the rural regions held up, with Tasmania North West
a particular star as it revived after a period in the doldrums. As usual the resource-based regions failed
to benefit from the resource boom, with the rate of dwelling construction exceeding the national
average only in WA Pilbara Kimberley.

NIEIR’s short-term projections, which are based on dwelling approvals, provide for a generally
subdued rate of dwelling construction over the next two years. Sydney is projected to experience a
mild turn-around, with redevelopment generating increases in the housing stock in Sydney Old West.
However, the highest projected dwelling construction rate, 1.0 per cent a year in Sydney Outer South
West, is hardly above the national average. In Melbourne the rate of construction on the fringe is
expected to fall, and likewise in SEQ West Moreton. The rate of dwelling construction is projected to
fall marginally in the Perth regions and more severely in Adelaide. The ACT is projected to continue
steady at 1.4 per cent a year.
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The region with the highest rate of dwelling growth nationally, Qld Darling Downs, is an independent
city not recently noted for rapid growth. It is beginning to benefit from construction associated with
the production of coal and coal seam methane. The rest of the independent cities are projected to stay
clustered round national average rates of dwelling construction — the range is from Vic Ballarat at 1.5
per cent down to NSW Illawarra and Qld Cairns at 0.5 per cent.

Dwelling growth is projected to hold up in the rural regions, with some of them increasing their rates
of construction noticeably — these include Vic North East and NSW North, the latter affected by
resource developments. The range is from Vic North East at 1.9 per cent down to Vic Mallee
Wimmera 0.5 per cent.

Once more the resource-based regions fail to gain much from the resources boom — as already noted
the region which seems to be benefiting most, as judged by investment in housing stock, is Qld
Darling Downs. Though NT Lingiari and WA Pilbara Kimberley are projected to add to their housing
at respectable rates the other resource-based regions are projected either to grow their housing stock
slowly (Qld Fitzroy at 0.5 per cent a year) or see it decline (most rapidly in NSW Far West at -0.3 per
cent a year).

2.3  Dwellings and households in 1996

Where households are defined as the occupants of a house (and so disregarding the population in
institutional accommodation) the number of households must be less than the number of dwellings, the
difference being unoccupied dwellings. In 1996, at the beginning of the land boom, the national excess
of dwellings over households was 10.2 per cent. The excess was particularly high in a roll-call of
mainly rural regions: in declining order of excess housing Vic Gippsland (26 per cent) was followed
by SA Mid North Riverland, NSW Southern Tablelands, Vic West, WA Peel South West, WA
Wheatbelt Great Southern, Melbourne Outer South East (the only metropolitan region in the list) and
SA Mallee South East (17.5 per cent). A common factor in the excess housing stock of these regions
was disappointed expectations; housing built but not inhabited due to declines in local employment. In
some regions the job losses were due to agricultural restructuring coupled with the increased motoring
speeds which decimated retailing in the smaller towns. In other regions the disappointment was due to
industrial decline including the cessation of construction of brown coal power stations in Gippsland.

At the opposite extreme, low rates of vacant dwellings were concentrated in metropolitan Sydney and
in metropolitan Melbourne excluding the Melbourne Outer South East — there was a painful contrast
between Sydney Outer South West, with the country’s lowest excess of 4.9 per cent, and Melbourne
Outer South East, which was seriously affected by industrial closures and recorded excess dwellings
of 18.7 per cent. However, excluding Melbourne Outer South East the pattern of excess dwellings was
similar in the two metropolitan areas — low rates of excess dwellings in the middle and outer suburbs
and rates in the 8-10 per cent range in the Centre and, in Sydney, in the two Beach regions. Similar
patterns applied in Adelaide and Perth, but not in SEQ. Relatively high rates of vacant dwellings are
expected in the metropolitan centres as a result of the turnover of the rental accommodation provided
for short-term business visitors.

The vacant dwelling rate in the Independent Cities varied between Darwin at 6.1 per cent up to Vic
Geelong at 14.5 per cent; it was somewhat higher in the lifestyle regions, varying between 9.7 per cent
in NSW Richmond Tweed up to 15.8 per cent in NSW Central Coast. The rate also varied across the
resource-based regions, from 6.3 per cent in NT Lingiari up to 16.9 per cent in SA Spencer Gulf.
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24 The land boom and vacant dwellings

It might be expected that a land boom of 1996-2008 and on to 2010 reflected an increase in the
demand for housing in relation to supply and that this increase would be expressed in terms of a
reduced housing vacancy rate. However, this did not happen: the vacant dwelling rate actually
increased by 1.2 percentage points between 1998 and 2010. Several reasons may be suggested for this:

. An increase in the number of unoccupied second houses — weekenders and the like.

o An increase in the proportion of dwellings vacant because of poor location, such as location in
declining towns.

o An increase in the proportion of theoretically available for rent, but not in fact rented due to the
rent demanded being above the capacity of potential tenants to pay.

The increase in the proportion of vacant dwellings was particularly high in several of the resource-
based regions — NT Lingiari, Qld Resource, NSW Far West and WA Gascoyne Goldfields. In these
cases the second and third of the factors listed above are likely to have been important.

The increase in the proportion of vacant dwellings was also high in WA Wheatbelt Great Southern,
Vic West and Vic Gippsland, in these cases more likely due to a combination of the first and second of
the factors listed above. These also applied, less strongly, in Adelaide South and Vic Geelong.

On the other hand, the vacant dwelling rate fell in a number of regions — due presumably to high
demand backed up by a capacity to pay rising dwelling prices and rents. The following regions
reported a reduction in the vacant dwelling rate.

o Qld Mackay and NT Darwin, regions of high demand with capacity to pay backed up by
resource developments.

. SA Spencer Gulf, Melbourne Outer South East and Tas North West, all regions formerly
affected by industrial decline but with improving employment opportunities.

The vacancy rate also fell in several of the lifestyle regions. One can only speculate that the rate of
construction fell back in response to declining demand as prices rose.

These changes in dwelling vacancy rates contrast with the trend in household size. Between 1998 and
2010 the national average household size increased from 2.95 to 3.05 people — a reversal of the long
trend to smaller households. This is an expected response to the increase in dwelling prices — in
particular, adult children tend to delay the setting-up of separate households, group households are
formed and households take in boarders. The increase in average household size was marked in two
types of region.

o The resource-based regions of the tropical north, where the increase would have to do with
shortages of Aboriginal housing.

o A shortage based on failure of supply seems to have caused an increase in average household
size in Qld Mackay.
o Inner metropolitan regions in Sydney plus Melbourne Central and Perth Central, where the

increase in household size relates to high rents and dwelling prices.

. SEQ Gold Coast and SEQ Sunshine Coast, where the increase would be of a more demographic
nature, reflecting the transition of these regions from retirement areas to family regions.

By contrast, average household size fell in a number of regions with relatively slack housing markets.
Regions where the trend to smaller households continued included Tas North West (and indeed all
three Tasmanian regions), Vic Gippsland, Vic North East and the three SA non-metropolitan regions.
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The result of these trends during the land boom and its aftermath was moderate change in the regional
pattern of dwelling vacancy rates. In 2010 vacancy rates are low in metropolitan Sydney — not so
much the centre as the middle and fringe suburbs, and are also low in Darwin. They are not quite so
low in SEQ — the rates are quite low in Brisbane City but on the high side in the Gold Coast and
Sunshine Coast, as would be expected in regions with many apartments kept for tourist use. Vacancy
rates in most of Melbourne are not quite as low as Sydney but are still quite high in Melbourne Outer
South East. The rates in metropolitan Adelaide range from a low of 7.1 per cent in Adelaide North to
13 per cent in Adelaide South, the latter doubtless influenced by a proportion of holiday homes. The
range in metropolitan Perth is from 8 to 10 per cent.

Vacancy rates in the independent cities other than Darwin, and in the lifestyle and rural regions are
higher than in the metropolitan areas, and most of the resource-based regions continue to report high
vacancy rates.

Figure 2.1: Average rate of growth of regional dwelling stock — 1998-2008
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3. Employment and unemployment

3.1 Employment growth

During the boom from 1998 to 2008 NIEIR employment increased at an average national rate of 2.3
per cent a year. (NIEIR employment is derived basically from tax statistics and is a little less than the
ABS estimate because it omits very short-hours jobs and those which generate negligible earnings.)
Employment in any region can increase because regional population is increasing — but then, regional
population is unlikely to increase if employment doesn’t. In metropolitan regions resident employment
can also increase because of increased commuting to jobs located outside the region.

The star performer during the boom was undoubtedly SEQ. Three of the SEQ regions registered
employment increases at more than 4 per cent a year (Sunshine Coast, Gold Coast and Moreton Bay)
and in the other three the growth rate was at least 3.2 per cent, well above the national average.
Growth was also quite rapid in three Melbourne regions (West, Central and Outer South East) —
reflecting in-region job growth in the case of Melbourne Central and commuting for the others.
Employment growth was also quite rapid for the residents of Sydney Central. Two other regions
experienced quite rapid growth due to in-region developments — WA Peel South West and NT Darwin.

By contrast, employment growth was negative to average in all resource-based regions. It was not far
from average in the independent cities, and was average to high in the lifestyle regions (with, as
mentioned, a very high rate in SEQ Sunshine Coast). The rural regions were similar, with most of
them in the range from 0.5 to 2 per cent but a couple, including WA Peel South West already
mentioned, going higher.

Over the two years after the boom the average national NIEIR employment growth rate declined to 1
per cent. Employment growth turned negative in several Sydney regions and also in the adjacent NSW
Central Coast. The SEQ employment boom ended, with growth falling to less than the national
average except in Brisbane City and SEQ West Moreton. The decline in Melbourne was not so
precipitate, and indeed a couple of the more established Melbourne regions increased their resident
employment growth rates. However, growth rates fell noticeably in the previously high-performing
regions of Melbourne West and Melbourne Outer South East. Employment growth rates also fell in
Adelaide, Perth and the ACT.

With all the talk of resources, the employment growth rate indeed revived in five of the seven
resource-based regions and remained above-average in a sixth (Qld Fitzroy). The only resource-based
region to miss out was WA Gascoyne Goldfields. As a spin-off, employment growth continued in NT
Darwin.

During the two years a remarkable burst of employment growth occurred in a group of regions centred
on the Vic/SA border. SA Mallee South East recorded the highest rate of employment growth in the
country, closely followed by Vic West, Vic Geelong, Vic Ballarat and SA Mid North Riverland.

3.2 The population of workforce age

If the baby boom is dated from 1946, in 2010 there is still a year to go before the first baby boomers
turn 65. Population ageing has yet to increase the proportion of the population aged 65 and over, and
in the meantime the proportion of workforce age (21-64) continues to rise. Between 1998 and 2010 it
increased from 58.5 per cent of the national population to 60.6 per cent.
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The increase was not evenly spread across the regions. It was strongest in the metropolitan core
knowledge-based regions: Melbourne Central, Sydney Central, Adelaide Inner, ACT, Perth Central
and Brisbane City in that order. The age group is broad, but this still suggests the attractiveness of the
metropolitan centres to childless younger people. Experience in the other knowledge-based regions
was different, with the proportion of working-age residents rising by less than national average.

Several other regions reported a significant increase in the proportion of working-age population.
Among the resource-based regions these included WA Pilbara Kimberley, NT Lingiari and QId
Fitzroy, and it is also arguable that the increase in Qld Mackay reflected resource-based activity.
However, not all resource-based regions were attractive to people of workforce age. The proportion
declined in WA Gascoyne Goldfields and hardly rose in NSW Far West.

In the lifestyle regions the proportion rose by the national average or above. The proportion also rose
by the national average or above in the independent cities of Victoria and Tasmania, and by the
national average or less in the independent cities of NSW, QId and the NT. The proportion rose by
more than the national average in many of the dispersed urban regions, but declined in SEQ Brisbane
South. Finally, in the rural regions the proportion of workforce age generally increased by the national
average or a bit less but declined in one region, Tas North West.

Reflecting these trends, in 2010 the proportion of the population of workforce age is highest in
Melbourne Central and Sydney Central, closely followed by Sydney Eastern Beaches. The proportion
is also 64 per cent or more in WA Pilbara Kimberley, Brisbane City, Sydney Old West, the ACT, NT
Darwin and Perth Central. The other metropolitan regions and independent cities (except for QId
Darling Downs) are all reasonably close to the national average. The high proportions in the cities are
balanced by generally below-average proportions in the rural and lifestyle regions.

33 Workforce participation

The workforce is defined as people who are either in paid work or available for paid work. Definitions
of availability differ, and the State of the Regions report recognises two definitions: the definition used
by the Department of Education, Employment and Workplace Relations (DEEWR) and a definition
developed by NIEIR from tax and Centrelink statistics. The DEEWR definition will be familiar to
users of the ABS Labour Force Survey and indeed extends the data from that survey to small areas.
NIEIR smooths the series using moving averages, hence the use of ‘headline workforce’ to describe it
— the measure reported here is not exactly the same as the estimates published by DEEWR. Even so, it
comes very close, and uses the same definition which counts all persons who spent as much as an hour
of the survey fortnight working for pay or as a member of a family business — a very broad definition
— and adds those who count as unemployed by the extensive list of questions in the survey — which
amount to a narrow definition of unemployment. The NIEIR approach is different. The definition of
employed persons is narrower — it excludes those with negligible earnings and is derived from tax
statistics. However, the definition of unemployed is broader, since it includes people receiving a wide
range of social security payments including portion of those receiving disability support pension. This
adjusts for the Commonwealth’s tendency to shift people out of the workforce onto disability support
in times and places where labour markets are slack. It can be seen that the two measures of the
workforce could vary either way. Over the past decade or more the NIEIR measure has tended to be
marginally above the headline measure, but with systematic differences. The NIEIR workforce is
generally above the headline measure in regions where take-up of disability support pension is high.
These regions fall into several overlapping groups, including:

. regions where job growth has been slow and the workforce is getting old, though not yet to age
pension age — Vic Mallee Wimmera is an example;

o regions to which people with disabilities tend to move in order to receive the support of welfare
services — Melbourne Central is the major example; and
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o regions with high Aboriginal populations — though one should remember that workforce
estimates are unreliable in remote regions.

By contrast, the NIEIR workforce tends to fall below the headline measure in regions with high
proportions of short-time jobs. This is generally characteristic of metropolitan regions.

A general measure of workforce participation can be derived by dividing the NIEIR workforce by the
population of workforce age, here taken as 21-64. Where large numbers of persons aged under 21 or
over 64 are available for work, the proportion can rise above 100 per cent.

In 1998 the NIEIR workforce participation rate for Australia as a whole was 84 per cent. The region
with the highest rate was Sydney Outer North, a dispersed metropolitan region with a highly qualified
population and commuter access to the knowledge economy jobs of Sydney Central. Other regions
with high workforce participation rates for broadly similar reasons included Melbourne East and South
East, Brisbane City and South, the ACT and Perth Outer North and South. The three northernmost
independent cities also had high workforce participation rates — NT Darwin, QId North and QId
Cairns. At the other extreme, workforce participation rates were low in the lifestyle regions generally
and also in resource-based and rural regions with poor rates of job growth.

During the boom from 1998 to 2008 the NIEIR workforce participation rate nationally rose by 3.5
percentage points. The largest increase further raised the already-high workforce participation rate in
NT Darwin, but the most significant increases occurred in regions where the 1998 participation rate
was below national average — Adelaide North and Adelaide South among dispersed metropolitan
regions, and Vic West and among rural regions a group mainly in South Australia — SA Mallee South
East and SA Mid North Riverland, to which should be added Tas North West. These increases seem to
have been a response to improved job opportunities brought by the boom coupled with a considerable
potential workforce discouraged by previous job losses. It is notable that rapid employment increases
in SEQ over the same period did not bring about such strong increases in the workforce participation
rate — indeed the increase on SEQ Sunshine Coast was negligible.

Elsewhere, the high participation rates in parts of coastal North Queensland fell back (QId North, QId
Mackay). Despite the overall national increase, the workforce participation rate fell in two
metropolitan regions. In Melbourne West the fall seems to have been a consequence of increasing the
population in a region with poor job access. In Sydney the fall occurred in the Outer North, again
perhaps as the result of increasing population in suburbs with poor job access — most of the growth in
the period occurred in the outer parts of Baulkham Hills.

Over the two years 2008-2010 the NIEIR workforce participation rate declined nationally by 1.1
percentage points. Despite this turnaround, there were many similarities with the pattern which
occurred between 1998 and 2008. The workforce participation rate declined by the national average or
more in all Queensland coastal regions, and particularly in SEQ Sunshine Coast. The decline in
Melbourne West also continued, and there was similar decline in Perth Outer North. By contrast, the
workforce participation rate continued to rise in a group of regions centred on the Vic/SA border,
including Vic Geelong, SA Mallee South East and SA Mid North Riverland.

In 2010, NT Darwin apart, the highest NIEIR workforce participation rate was recorded in Brisbane
South, followed by Sydney Northern Beaches. The rate was also 90 per cent or above in Qld Cairns
and QId North; Brisbane City, other high-status parts of Sydney (Sydney Outer North, Sydney South
and, more surprisingly, Sydney Outer West), Melbourne East and Melbourne North East, a strip of
coastal regions including Vic Geelong, Vic West, SA Mallee South East and Adelaide South, and in
Perth Central and Outer South.

A knowledge-based economy does not guarantee a high workforce participation rate — the rate is low
in Sydney Parramatta Bankstown and quite low in Melbourne Central, both of which are attractive to
people seeking health and welfare services as well as to those seeking good jobs.
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Low rates continue to be reported from the lifestyle regions (except NSW Central Coast) and from
some of the rural regions still affected by rural restructuring.

34 Structural unemployment

Experience over the past several decades has shown that the social security system provides long-term
income support to around 10 per cent of the population of workforce age. Some of these people are
disabled beyond hope of employment and others are fully employed looking after their children or as
carers, but many would be able to work were the labour market to offer jobs which suit their capacities
and support and training to undertake those jobs. In the State of the Regions reports NIEIR estimates
the proportion of the working-age population receiving long-term social security payments from
Centrelink data and relates this to the workforce. The estimate is reported under the heading ‘structural
unemployment’ though the meaning is actually persons of workforce age receiving long-term social
security support.

Given the settled nature of the clientele, it should not be surprising that the structural unemployment
rate has not changed much over the past decade and more. The most recent peak in the rate was 12.6
per cent in 2001, after which it trended slowly downwards to 10.3 per cent in 2009, then up to 10.8 per
cent in 2010.

In 1998 the structural unemployment rate was highest in the lifestyle regions, in Tasmania and in other
rural and resource-based regions with high Aboriginal populations and/or subjected to recent structural
change. It was low in Melbourne East and even lower in the Sydney suburban regions of high socio-
economic status.

Over the 12 years from 1998 to 2010 there was virtually no change in the national incidence of
structural unemployment. However, the structural unemployment rate declined in all the metropolitan
Centre regions and indeed in all knowledge-based regions other than Sydney Parramatta Bankstown.
The decline was particularly noticeable in Melbourne Central and SEQ Gold Coast. The rate also
declined in most of the dispersed metropolitan regions, the exceptions being Melbourne Outer South
East and Sydney Outer South West. Experience in the independent cities was more dispersed. At one
extreme structural unemployment declined in Tas Hobart, but it rose in NSW Illawarra and in Qld
Darling Downs.

The lifestyle regions reported varied changes, with structural unemployment rising in Qld Wide Bay
Burnett, NSW Mid North Coast and NSW Central Coast but falling significantly in Qld Sunshine
Coast and NSW Richmond Tweed. These latter two regions appear to have benefited from the
dynamism of South East Queensland.

The structural unemployment rate increased in nine of the 13 rural regions, the biggest increase being
in NSW North, and the biggest decrease in Qld Mackay. The only resource-based region in which the
structural unemployment rate decreased was Qld Fitzroy — all the others suffered increases, some of
them considerable.

These changes have accentuated the pattern which existed in 1998. Regions with structural
unemployment rates of 20 per cent or more in 2010 include NT Lingiari, Qld Wide Bay Burnett, NSW
Mid North Coast and NSW Far West. Structural unemployment tends to be high in NSW north of the
Hawkesbury (both coastal and inland), in Tasmania, in South Australia north and east of Adelaide and
in parts of rural Victoria. The only metropolitan region with high structural unemployment is Adelaide
North. By contrast, the structural unemployment rate is low in most of metropolitan Sydney
(especially the high-status parts), in the ACT, in all of metropolitan Perth, in most of metropolitan
Melbourne (but with status effects a little less obvious than in Sydney) and in the City of Brisbane if
not in all of its metropolitan area.
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3.5 The jobholding rate

The many measures of the demand for workers have different strengths and weaknesses. The first to
be considered here is the jobholding rate — NIEIR employment as a percentage of the population aged
21-64. This excludes people who worked short hours in addition to receiving social security payments,
but includes workers aged 20 and under, and those aged 65 and over, in the denominator but not the
numerator. It is thus possible for the indicator to move above 100 per cent. The basic underlying
argument is that in areas of strong labour demand potential workers of all ages and abilities will be
able to find work, while in areas where labour demand is slack people will either become unemployed
or will leave the workforce.

In 1998 the national jobholding rate stood at 76 per cent. The highest rate of 91 per cent was in
Sydney Outer North, reflecting a combination of high job opportunities (mostly by commuting to
Sydney Central) and high qualifications. Similar circumstances generated high jobholding rates in
Sydney South, Sydney Eastern Beaches and Melbourne East.

Another group of regions with high jobholding rates included NT Darwin and QId North — regions
which included substantial defence installations (with their fully-employed young single populations)
as well as buoyant employment in servicing the adjacent resource-based regions and processing the
minerals originating in them. The high jobholding rate in Perth Outer North also reflected resource-
based prosperity, at a little further remove.

The lowest jobholding rates occurred in the lifestyle regions of the NSW and Queensland coast, and in
resource-based regions where employment was either declining or not suited to the local population
(NSW Far West and NT Lingiari provided examples of these two different causes). Many of the rural
regions also recorded low jobholding rates.

During the boom from 1998 to 2008 the national jobholding rate increased by six percentage points.
The major increases were grouped in SEQ, where in each of the six regions plus the adjacent NSW
Richmond Tweed the jobholding rate increased by between 7 and 10 percentage points. Other
increases were scattered, notably in NT Darwin (where an already high rate increased further), Perth
Central, Tas Hobart, Victoria West and parts of inner Sydney.

Over the two years from 2008 to 2010 the national jobholding rate fell by three percentage points. The
decreases were most marked in Melbourne (particularly Melbourne West and Melbourne Outer South
East, both metropolitan fringe regions), SEQ Sunshine Coast and Moreton Bay (again fringe regions)
and Perth Outer North (also a fringe region). The pattern of loss in Sydney was somewhat different,
with a noticeable decline in the jobholding rate in Sydney Outer North. It is rare for high-status areas
to be affected by unemployment, but the Global Financial Crisis seems to have had this effect in
Sydney.

Though the general trend from 2008 to 2010 was for a fall in jobholding, the rate increased in a cluster
of regions stretching from Vic Geelong through the green triangle to SA Mid North Riverland and
even into SA Spencer Gulf.

The result of these trends is that the jobholding rate is now highest in NT Darwin. The other
independent city to report a high jobholding rate is Queensland North.

The jobholding rate remains high in metropolitan regions with skilled residents; thus not necessarily in
the knowledge-based regions but in the regions which supply commuters to those regions. Despite
recent falls, the jobholding rate is still high in Sydney Northern Beaches and Sydney Outer North.
Because the recent falls were not so severe in the other metropolitan areas, they have improved their
relative position, and the jobholding rate in Brisbane City, Brisbane South, Melbourne East, Adelaide
South and Perth Outer South is now comparable with that in the better parts of Sydney.
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At the other end of the scale, the jobholding rate is below the national average of 79 per cent in all the
resource-based regions, especially NT Lingiari. It is also low in most of the rural regions, the
exceptions being the green triangle (Vic West and SA Mallee South East).

3.6 Unemployment

The unemployment rate is a long-established, conventional measure of the state of labour markets,
defined as the number of people actively seeking work as a proportion of the labour force, which is the
number at work plus the number seeking it. Since the 1970s this measure has become less satisfactory
than it was in the post-war era, for two reasons. The first was the rise in part-time employment
(including very short-hours employment) which meant that merely having a job was no longer any
guarantee of satisfactory income. The second was the practice of reducing the number of people
actively seeking work by transferring them onto social security payments which do not have work-
search requirements. NIEIR accordingly prefers a measure of unemployment which derives from
Centrelink data, being the number of people receiving social security benefits who, under a highly
favourable labour market, might be expected to be at work. This measure has the additional benefit of
reasonably prompt publication and accuracy at the regional level — it does not depend on surveys with
small local samples.

The pattern of unemployment rates which emerged from the 1990 recession will be familiar to regular
readers of State of the Regions reports. The position in 1998 can be taken as typical. In that year very
high NIEIR unemployment rates occurred in all of the lifestyle regions except NSW Central Coast,
which reported an average rate as a benefit of its proximity to Sydney. SEQ Gold Coast was still in the
process of attracting knowledge economy businesses and its unemployment rate reflected its lifestyle
region past. Unemployment rates were also high in regions suffering the lingering effects of the
decline of manufacturing and the other economic restructurings of the 1980s and 1990s — all three
Tasmanian regions, several in Victoria (Gippsland, Ballarat, Melbourne West), NSW Illawarra, SEQ
West Moreton, SA Spencer Gulf and Adelaide North.

Commonwealth policy settings in the 1990s favoured the growth of the financial sector while more
general trends favoured the growth of the knowledge economy. It is therefore not surprising that the
lowest unemployment rates in 1998 were recorded in regions which supplied highly-qualified
commuters to Sydney Central — Sydney Northern Beaches, Sydney Outer North, Sydney South and
indeed Sydney Central itself. The more manufacturing-oriented parts of the Sydney metropolitan area
did not do so well, with an unemployment rate of 10 per cent in Sydney Old West ranging down to 8
per cent in Sydney Outer West. Unemployment rates were at national average or below in the three
Perth regions, in Brisbane City and SEQ Moreton Bay, in Melbourne Central and in the Melbourne
regions east of the city centre — that is, the regions of higher socio-economic status. The
unemployment rate was above national average in the ACT.

Taking each metropolitan region as a whole, the NIEIR unemployment rate was lowest in Sydney and
highest in SEQ.

Unemployment rates were high in those independent cities which had specialised in manufacturing,
and were lower in those which served resource development, particularly when this was reinforced
with high defence employment. Some of the resource-based regions reported high unemployment rates
and some low. Tasmania and Vic Gippsland apart, the rural regions reported unemployment rates
around or below the national average.

The land boom between 1998 and 2008 reduced the national unemployment rate from 9.6 per cent to
6.6 per cent. However, the benefit was by no means evenly spread. Unemployment rates increased in
four of the six resource-based regions, and also increased significantly in rural regions affected by
drought and climate change — Vic Mallee Wimmera, NSW Central West, NSW North, SA Mid North
Riverland and SA Mallee South East. Meanwhile the land boom brought spectacular reductions in the
NIEIR unemployment rate to SEQ, particularly the Gold Coast and Sunshine Coast. There were also
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substantial reductions in the centres of three other metropolitan areas: the ACT, Melbourne Central
and Perth Central. The reductions in Sydney were less — unemployment rates were already low there
in 1998, and the focus of the boom shifted from Sydney to Brisbane. Though Sydney Parramatta
Bankstown ranks as knowledge-based, the reduction in its unemployment rate was minimal, and the
same applied in Adelaide Inner.

Over the two years 2008-2010 the national NIEIR unemployment rate increased from 6.6 per cent to
8.7 per cent. The increase was most severe in Qld Cairns, a region which had not benefited much from
the land boom and now found Qld North (Townsville) catching up. The other independent cities did
relatively well — indeed Qld Darling Downs and Vic Ballarat both experienced slight falls in their
NIEIR unemployment rate over the two years.

It should not be altogether surprising that the faltering land boom affected SEQ, with unemployment
rates rising by three percentage points or more in Gold Coast, Moreton Bay and Sunshine Coast — a
simple reversal of the previous boom. By contrast, West Moreton was scarcely affected.

Though some manufacturing areas survived the financial crisis with unemployment scarcely affected,
Adelaide North and Vic Geelong were not so lucky.

As already noted, unemployment rates in the Sydney metropolitan area did not fall during the boom as
rapidly as they did in other metropolitan areas, and this weakness continued over the past two years,
with unemployment rates rising by four percentage points or more in Sydney Outer South West,
Sydney Parramatta Bankstown and Sydney Old West, and also in Sydney Central and Sydney
Northern Beaches. By contrast, NSW Illawarra and NSW Hunter were much less seriously affected.

Despite these trends, in 2010 harbourside Sydney is still experiencing low NIEIR unemployment, with
rates well below the national average in Sydney Eastern Beaches, Sydney South (perhaps the views of
Port Hacking and the Georges River have at last equalled those of the harbour and ocean), Sydney
Northern Beaches, Sydney Outer North and Sydney Central. However, in Sydney Old West and
regions further west the NIEIR unemployment rate is well above national average.

The NIEIR unemployment rate remains below national average in all three regions of Perth and in
Brisbane Central though not in all of SEQ. In Melbourne it ranges between 6.7 per cent and 11.4 per
cent, a lower range than Sydney (4.3 to 12.3 per cent) but something of the same pattern — low in the
Centre and commuter suburbs, higher in the manufacturing regions.

Taking each metropolitan region as a whole, the NIEIR unemployment rate is currently lowest in the
ACT followed by Perth, and highest in Adelaide. The rate for the metropolitan areas as a whole is
more or less the same in Sydney, Melbourne and SEQ.

As they were in 1998 the NIEIR unemployment rates currently are above national average in all the
lifestyle regions. As in that year, the highest rate is in Qld Wide Bay Burnett. The two regions with the
next-highest rates in 1998, Qld Sunshine Coast and NSW Richmond Tweed, have benefited from their
proximity to SEQ and their unemployment rates, while still above national average, have considerably
improved. NSW Mid North Coast still has a NIEIR unemployment rate not much less than it reported
in 1998. Judging by their unemployment rates, Qld Cairns and NSW Southern Tablelands are on their
way to becoming lifestyle regions.

Three of the independent cities — NT Darwin, Qld Darling Downs and QId North report NIEIR
unemployment rates in the 4-6 per cent range, associated with a boom in resource processing. The
other independent cities are all experiencing NIEIR unemployment rates a little above national
average. Similarly a couple of rural regions are currently experiencing low unemployment as a result
of resource activities, notably Qld Mackay and WA Peel South West. Most of the rural regions,
however, report unemployment rates at national average or a little above, running as high as 12.2 per
cent in the case of drought-affected Vic Mallee Wimmera. As usual, the resource-based regions report
high NIEIR unemployment, with only WA Gascoyne Goldfields below the national average.
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3.7 Headline unemployment

Headline unemployment derives ultimately from surveys while NIEIR unemployment is primarily a
social security measure. There is thus plentiful scope for divergence, but in practice the main
difference is that the NIEIR measure includes social security recipients shunted out of official
workforce onto disability support payments in regions with poor job opportunities. As a result, the
national average NIEIR rate is currently about 40 per cent over the national average headline rate. The
difference in rates is very small in regions with few disability pensioners (notably Perth Central,
Sydney Central and Sydney Northern Beaches) and is high in most of the lifestyle regions and some of
the resource-based and rural regions. An interesting divergence currently occurs in Qld Darling
Downs, where the NIEIR rate is 5.8 per cent and the headline rate a mere 1.9 per cent, indicating that
the resource boom in that region has yet to absorb the workers laid off in previous rounds of industrial
restructuring. Similar but less spectacular divergences occur in Tasmania North, Tasmania Hobart, Vic
Gippsland and SA Mid North Riverland.

Though in general the trends in headline unemployment have been similar to those in NIEIR
unemployment, current patterns are a little different. As measured by headline unemployment, the
highest unemployment rates are currently in Qld Cairns, Sydney Parramatta Bankstown, Sydney Outer
South West and Adelaide North. The lowest rates are in QId Darling Downs, NT Darwin and the ACT.
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4. Incomes

The emphasis in this Chapter is on household incomes — the incomes from which household purchases
are made, including rent and purchases of dwellings. Most households have a fixed dwelling, and in
most of the chapter incomes will be treated as received in the region where this dwelling is located.
However, many metropolitan regions (particularly dispersed suburban regions) have high proportions
of commuters who earn their incomes in an adjacent region. We accordingly begin the chapter with a
few observations on earnings by workplace location.

4.1 Employment growth (job location basis)

In view of the constant variation in the proportion of part-time workers and over-time workers, total
employment available in a region is best reported in total annual hours.

From 1996 to 2008 the most rapid growth in employment so measured took place in Perth Outer
North, with hours of work available in Perth Outer South also growing rapidly. The other major centre
of employment growth was SEQ, with all six constituent regions reporting hour’s growth of more than
4 per cent a year. The only other region to report growth in excess of 4 per cent a year was NT
Darwin. It is hard to avoid the impression that resource management (as distinct from resource
extraction) was the driving force.

In the Melbourne regions hours of work available grew at a maximum rate of 3.7 per cent in eastern
and western fringe zones but only 2 per cent in Melbourne Central. In the Sydney regions the
maximum was 3.6 per cent in Sydney Outer West, with 2.5 per cent in Sydney Central. Adelaide kept
up with a similar average, the highest rate being 3.4 per cent in the South. Employment hour’s growth
in the ACT was relatively low at 2.1 per cent.

Most of the resource-based regions lost hours of work rapidly — work available was down by 7 per
cent a year in Queensland Resource and NSW Far West, and barely increased in WA Pilbara
Kimberley. These declines were matched by significant increases in earnings per hour worked, and
doubtless reflect the withdrawal of low-paid work (specially work for Aboriginal people under the
CDEP scheme) and increase in highly-paid work. Drought-affected rural regions also lost hours of
work. Hours available increased gently in most of the lifestyle regions, the exception being SEQ
Sunshine Coast which benefited from the general SEQ boom. The independent cities other than
Darwin also experienced moderate increases in hours worked.

Over the two years 2008-10 hours of work available continued to grow quite rapidly in the NT, in
Queensland North, SEQ West Moreton and Vic Geelong, all of which turned in growth rates over the
two years of at least 2.5 per cent a year. However hours of work available declined in all NSW regions
save Sydney Eastern Beaches, in the ACT and in most of Tasmania.

4.2 Hourly earnings (job location basis)

Between 1996 and 2008 average hourly rates of pay by employment location increased in real terms at
3 per cent a year or more in two groups of regions:

. NT Lingiari and Qld Resource among the resource-based regions (due as much to the cutback
on Aboriginal employment programs as to the increase in resource-based employment). Rates of
earnings growth were also above average in WA Pilbara Kimberley and WA Gascoyne
Goldfields; and
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o the Central regions of Perth and Melbourne and the two Sydney Beaches regions. All of these
are knowledge-based regions — and in Sydney would have been due to a leakage of highly-paid
work from Sydney Central to the Beaches. Rates of growth were just below 3 per cent a year in
the two Perth outer regions, Melbourne East, Sydney Central and Outer North, and Brisbane
City, and were quite respectable in Tas Hobart.

As happens with several other indicators, Sydney was the most divided metropolitan area, with its
Outer South West reporting one of the lowest rates of earnings growth of all regions. Earnings growth
was also low for jobs located in the Adelaide metropolitan area and in some of the rural regions.

Among the high earnings-growth regions, only Sydney Eastern Beaches maintained performance
between 2008 and 2010. Subdued earnings rates continued to grow in the Perth regions, but in all of
Queensland and in much of the rest of the country real earnings declined.

The pattern in 2010 is that work in the ACT is rewarded by far the highest rate of average hourly pay -
$2007-08 53 an hour. The reason lies in the relative absence of low-paid work. Other knowledge-based
regions with relatively high average rates of pay are Sydney Central, Sydney Eastern Beaches, Sydney
Northern Beaches and Melbourne Central. The other knowledge-based regions offer average to above-
average rates of pay, with one notable exception, SEQ Gold Coast, where the average rate is low. SEQ
Gold Coast has its knowledge-intensive employment, but also has a great deal of low-paid work in
accommodation and entertainment.

The other regions with high average pay rates are, as would be expected, the WA resource-based
regions. Rates of pay are above average in the resource-based regions generally, and in WA generally.
Following a long tradition, they tend to be low in Queensland and SA outside Adelaide Central.

The hours of work and rates of pay available in the various regions, particularly metropolitan regions,

are shared with adjacent regions by commuting. For the rest of this chapter we will change our focus
away from the region of employment to the region of residence (as was used in Chapters 1, 2 and 3).

4.3 Labour productivity (residential basis)

Businesses generate revenue by the sale of their output. The labour productivity of a business is
calculated in three steps.

o GST is subtracted from gross sales revenue.
. Purchases from other businesses are then subtracted, to obtain ‘value added’ — the GST tax base.
o Depreciation is then further subtracted. This is a notoriously difficult step, but accounting

conventions have been imposed by the Commonwealth Tax Commissioner and by the
Australian Securities and Investments Commission.

The labour productivity of the business is then calculated by dividing by employment.

Not all economic outputs are generated by businesses. Those generated by governments and non-profit
agencies are accordingly valued at cost (including wages and capital costs less depreciation) with
labour productivity calculated by dividing cost by employment. The labour productivity of a region
includes both business productivity and non-business productivity.

National Economics/Australian Local Government Association State of the Regions 2010-11 (21)
State of the Regions Report 2010-11 made possible with the assistance of Jardine Lloyd Thompson



The value of output is conceptually divided into payments to labour and payments to the owners of
capital — a split which is well nigh impossible for farmers and other small businesses, hence references
to mixed income in the National Accounts. However, for corporate businesses, non-profit corporate
agencies and governments the split is well documented, and varies considerably industry by industry.

The great virtue of the labour productivity measure in regional analysis is that the location of workers
is generally known. So is the location of much of the capital equipment the workers use, but not all —
patents and the like have capital value but no physical location, transport equipment continually shifts
location and administrators and managers work with capital equipment which may be half a world
away. NIEIR therefore calculates the capital contribution to the value of output on an industry basis
and allocates it geographically as an add-on to wages in each industry.

Labour productivity can be recorded either on a residential or a workplace basis. In rural areas and
independent cities there is little difference, due to lack of cross-border commuting, but major
differences arise in the metropolitan areas. Calculation of labour productivity on a workplace basis is
directly relevant to business capacity to pay rates and also relevant to policies on industry
development. However, when considering the background to local incomes, it is better to measure
labour productivity on a residential basis.

In 1998 non-farm national average labour productivity was approximately $007.0s 46 000 per
employed person. The measure was highest in a commuter region — Sydney Outer North ($61 000) —
and lowest in a lifestyle region, Qld Wide Bay Burnett.

More generally, labour productivity was high among the residents of the four wealthy Sydney regions
(the two Beach regions and Sydney Central in addition to the Outer North); in the ACT and in the
inland resource-based regions. The resource-based regions are noted for their capital-intensive mining
industries and their high labour productivity does not translate into high labour incomes; however the
high labour productivity of the ACT and high-status Sydney is due almost entirely to the employment
of highly-paid personnel. In the other metropolitan areas the Central regions had the highest labour
productivity, but all were well below Sydney Outer North — Melbourne Central $53 000, Adelaide
Inner $48 000, Perth Central $45 000 and Brisbane City $43 000. At the other end of the scale, labour
productivity was low in all three Tasmanian regions, in the lifestyle regions and in SEQ generally.

At the national level, growth in labour productivity occurs due to technological progress, aided by
capital accumulation and skill upgrades. However, at the regional level increases in labour
productivity often reflect changes in industry mix, including the industry mix of commuters. Such a
change seems to have occurred in metropolitan Sydney during the boom from 1998 to 2008, when at 4
per cent a year labour productivity growth in the Eastern Beaches outstripped that in all other regions
and was nearly double the national average. It is tempting to observe that this could have been a
delayed response to the opening of the Eastern Suburbs Railway, which sped commuting from the
Eastern Beaches into the Sydney CBD — but labour productivity growth was also a respectable 3 per
cent or so in Sydney Northern Beaches (which apart from Mosman are not highly accessible) as well
as in Sydney Central itself. Unfortunately for the Sydney as a whole, labour productivity growth
elsewhere in the metropolitan area was at national average or below. Though it contained the region
with the highest labour productivity growth in the country, it also contained (in Parramatta
Bankstown) one of the lowest-growth regions, and in labour productivity growth in Sydney as a whole
was behind Perth, Brisbane and Melbourne. A booming financial sector does not necessarily benefit
the whole metropolis in which it is centred.

Among metropolitan areas, Perth experienced the highest labour productivity growth during the boom.
Unlike Sydney the benefit extended to the whole metropolitan area. Perth was capturing highly-paid
jobs related to resource developments elsewhere in WA. The same trend helped to account for the
growth in labour productivity in NT Darwin.

Growth in labour productivity in the ACT again reflected the pay rates commanded by the region’s
highly-skilled workforce.
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Among the six regions which comprise SEQ, West Moreton reported labour productivity growth at
around the national average, while the other five regions did better. The growth rates were relatively
high in Sunshine Coast and Gold Coast, similar to the Sydney pattern of high growth in the two Beach
regions — suggesting that some of the growth in productivity in beach regions could be related to land-
boom real estate rather than commuting. However, the period also saw the development of knowledge-
based businesses in the SEQ lifestyle-oriented regions.

In Melbourne, labour productivity in Melbourne Central grew by 3.4 per cent a year. As in Perth the
benefit extended to the whole metropolitan area, with all Melbourne regions above the national
average.

The boom did not really reach Adelaide, and labour productivity there grew at a rate well below the
national average.

Outside the metropolitan areas labour productivity generally grew at less than national average rates.
However, Tasmania formed a notable and happy exception to this rule, with growth at 2.7 per cent a
year. Some of this represented catch-up.

No region experienced a decline in labour force productivity during the boom but several regions
came close, notably the SA rural regions and NSW Far West.

During recessions it is not uncommon for labour productivity to rise, due to employers sacking
workers and so giving each remaining worker more capital to work with. However, this did not happen
in the years 2008-10, when preliminary estimates indicate that national labour productivity was more
or less static. The explanation for this seems to be that, instead of employers sacking workers, they put
many of them on short time — so maintaining the number of people employed but reducing the amount
produced. In Victoria, SA and Queensland the great majority of regions experienced labour
productivity declines of between 0.5 and 1.5 per cent a year. In SA Mid North Riverland and Vic
Mallee Wimmera drought worsened the position noticeably.

By contrast, in Tasmania the growth of labour productivity continued almost as though the Global
Financial Crisis had not happened, and similarly in all regions in WA and in the ACT. Growth also
continued, though at a more subdued rate, in Sydney Eastern Beaches, while the rest of NSW settled
for neither growth nor decline.

As a result of these changes, the labour-productivity pecking order of Australia’s metropolitan regions
has changed. The ACT is still on top with Sydney in second place, but Perth has risen from 5" place to
3" and SEQ, while still the metropolitan region with the lowest labour productivity, is nudging
Adelaide. Within Sydney, the accolade for Australia’s highest labour productivity has migrated from
the Outer North to the Eastern Beaches, and the ACT now comes second in the national regional
ranking. Perth, Adelaide and SEQ are still notable for relative equality between the regions
comprising the metropolitan area. Sydney still wins the prize for internal inequality, with Melbourne
in between.

Among the resource-based regions, only WA Pilbara Kimberly continues to report top-level labour
productivity. On a residential basis, the popularity of fly-in fly-out working has increased labour
productivity in Perth. However, labour productivity is still well below national average in the lifestyle
regions and in many of the rural regions. Tasmania no longer stands out as it did in 1998, but instead
is on a par with rural and independent city Victoria and generally a little more productive than rural
SA.
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4.4 Wages and salaries: hourly rates (residential basis)

A substantial though declining proportion of the value of output used as the numerator in the
calculation of labour productivity is paid out as wages and salaries. The pattern of wages and salaries
accordingly resembles that for labour productivity, the difference being that some regions specialise in
industries which credit a high proportion of the value of output to labour while others specialise in
more capital-intensive industries.

Government administration, in which the ACT specialises, not only pays well but is labour-intensive,
so there is a strong pass-through from labour productivity to wages and salaries per employee. The
ACT is accordingly secure as the region with the highest average earnings per employed person. In
1996 its average hourly rate was $38.80, nearly 1.4 times the national average of $28.00.

Hourly earnings were between 5 and 10 per cent above national average in all Sydney regions, with
the high-status regions of Central, Eastern Beaches, Northern Beaches and Outer North reporting the
higher rates. Hourly earnings in all Melbourne and Adelaide regions were close to national average,
those in Perth around 10 per cent below and those in SEQ around 15 per cent below. Within each
metropolitan area there was some evidence that residents of the higher-status suburbs had higher
hourly earnings, but not by spectacular amounts, and the differences between metropolitan areas were
much greater than the differences between regions within metropolitan areas.

Outside the metropolitan areas hourly earnings were above average in the inland resource-based
regions and about average in most of the rural regions and independent cities. They were below
average in two groups of regions:

. SEQ, as already mentioned, and
o All three regions in Tasmania.

During the boom from 1996 to 2008 average hourly earnings grew in real terms at an average annual
rate of 2.3 per cent a year. The rate of growth was fastest in the three Perth regions (3.4 per cent a
year), but relatively rapid growth also occurred in Tasmania Hobart, Tasmania North and most of
SEQ. Each of these regions started out below the national average. Among regions which started out
above the national average, only the ACT and Melbourne Central reported rapid growth.

Apart from NSW Hunter and NSW Illawarra, the independent cities all experienced rates of earnings
growth a little above national average. The lifestyle regions along the NSW coast lagged national
average, as did the rural regions apart from Tasmania North and WA Peel South West. The lowest
rates of growth are estimated for a group of rural and resource-based regions extending from SA
Mallee South East north to the Gulf of Carpentaria.

Over the two years since the end of the boom, national average real earnings per hour have been more
or less constant. There is, however, tentative evidence that growth continued in some regions, such as
NSW Hunter, NSW Illawarra and WA Pilbara Kimberley. This continued growth was compensated by
declines in some regions, notably the metropolitan centres and parts of the Queensland coast.

Current best estimates place the ACT well in the lead, with average earnings per hour nearly 50 per
cent over the national average of $,007.0s 36 an hour. The Sydney regions are still, as they were in
1996, around 5 per cent over national average. They have been joined in this position by an upwardly-
mobile Perth. The Melbourne regions are around national average, with Adelaide about 10 per cent
below and SEQ about 12 per cent. At the regional level, Sydney remains the most differentiated
metropolitan area, with the average hourly earnings of residents of the highest earning region (Outer
North) 23 per cent above average hourly earnings in the lowest-paid region (Outer South West). The
comparable differential in Melbourne is 10 per cent, 7 per cent in SEQ and negligible in Adelaide and
Perth.
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Outside the metropolitan areas, the WA rural and resource-based regions all report hourly earnings
above national average, as do NSW Hunter, NSW Illawarra and Vic Geelong. In both Victoria and
NSW the lowest hourly earnings are in the region furthest from the state capital.

In the other three states and the NT hourly earnings are below national average in all regions. This is
despite Tasmania having improved its relative position.

4.5 Hours per worker

Wage incomes depend not only on the hourly rate of pay but on hours worked. Average hours per
employed person vary systematically across the regions, reflecting different proportions of part-time,
over-time and seasonal work.

Across the whole country, in 1998 paid hours worked by all NIEIR employed persons averaged 26
hours and 43 minutes a week. On a residential basis, the region with the highest average hours (largely
due to a low part-time proportion) was Sydney Outer North at 33 hours, and in general hours per week
were above-average in the high-status parts of Sydney and Melbourne. At the other extreme, average
hours ran as low as 20 a week in rural regions such as WA Wheatbelt Great Southern, Vic Wimmera
Mallee and SA Mid North Riverland. These low hours are combined with average to above-average
rates of hourly earnings, and may be put down to seasonality and perhaps to high levels of part-time
work in retail and tourism-based businesses.

During the boom from 1998 to 2008 the proportion of part-time workers increased, and national
average work time per NIEIR employed person fell by 45 minutes a week. The biggest increases in
part-time work (hence falls in average hours worked) occurred in Melbourne (all regions) and Sydney
west of Olympic Park. The ACT also experienced a fall of nearly two hours a week in average
working hours. Contra to these trends, average hours worked increased in two broad types of region.

. Rural and resource-based regions where resource-boom activities were increasing — more in
construction than in mining itself.

o Sydney Eastern Beaches and Northern Beaches. These regions had both had low proportions of
part-time workers in 1998, and the proportion decreased further, associated with constant or
rising jobholding rates — unlike neighbouring high-status Outer North where a reduction in
average hours was associated with a reduction in the jobholding rate.

Average hours per employee continued to decline in the post-boom period at about the same rate as
during the boom, falling by 9 minutes in the two years. The estimates are tentative at the regional
level. Suffice to note that average hours worked increased in Perth and indeed in most of WA, but
decreased in most other regions.

In 2010, the national average is 25 hours 49 minutes worked per employee per week. Three types of
region are engaging workers for relatively long hours.

o The resource-based regions (except for NSW Far West, which lacks major projects, and
including QId Mackay).

o The high-income Sydney regions — Eastern Beaches, Northern Beaches, Central and Outer
North.

. The capital city centres of the resource-boom states, Perth Central and Brisbane City.
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As before, low average hours are being worked in two types of region.
o Lifestyle regions, with the highest proportion of part-time workers in NSW Richmond Tweed.

. Rural regions subject to seasonality, such as Vic West, Vic Mallee Wimmera and WA
Wheatbelt Great Southern.

4.6 Earnings per employed person

Put hourly rates and hours together and the result is earnings per person employed.

The ACT has secure title as the region with the highest earnings per employed person. In 1998 it
received $5007.05 60 000 per person and in 2010 it is earning $75 000. These earnings have risen more
rapidly than the national average, which in the same period increased from $41 000 to $48 000.

In 1996 the other regions with high average pay were the familiar wealthy Sydney cluster of Outer
North, Central, Northern Beaches and Eastern Beaches. Hourly rates were also above national average
in the rest of Sydney, in most of Melbourne and parts of Adelaide.

At the other end of the scale, average earnings per employee were low in most of the lifestyle and rural
regions, including all of Tasmania. WA Wheatbelt Great Southern and QId Sunshine Coast tied for the
lowest average earnings in 1998, closely followed by Qld Wide Bay Burnett and Vic Mallee
Wimmera.

During the boom from 1998 to 2008 national earnings per employed person rose in real terms at an
average rate of 1.8 per cent a year. Given the rates of growth of labour productivity, it will cause no
surprise that growth was fastest in WA — only one WA region, Gascoyne Goldfields, recorded a rate of
growth in average earnings below 3 per cent a year, and even there, at 2.7 per cent, the achievement
was well above national average. Rates of growth were generally above national average in
Queensland, NT and Tasmania, around national average in Victoria and the ACT, below national
average in NSW (except for the two Sydney Beach regions) and seriously below national average in
SA. The rate of increase of earnings in metropolitan Adelaide was less than half national average and
also in the two major NSW independent cities, NSW Hunter and NSW Illawarra.

Over the two years 2008-10 real average earnings per NIEIR employee fell nationally by 1 per cent a
year. The data is preliminary, but it appears that the geographic patterns were strongly state-related.
Thus earnings grew strongly in all WA regions and quite strongly in Tasmania and the ACT. They
declined by about 1 per cent a year in the NT, and by between 1-2 per cent a year in most regions of
SA, Queensland, Victoria and NSW. The worse affected regions, with rates of decline of 2.4 per cent a
year or more, were two lifestyle regions in NSW (Mid North Coast and Richmond Tweed), one
independent city in Queensland (Qld North), two rural regions in Victoria, at least one of them badly
drought-affected (Vic Mallee Wimmera and Vic Gippsland) and, surprisingly, Melbourne Central.

In 2010 the ACT remains as the region with the highest average earnings. Next-ranked in the $60-70
000 range are the four Sydney high-status regions, with the pecking order slightly revised to Eastern
Beaches, Northern Beaches, Sydney Central and Sydney Outer North. Average earnings in WA
Pilbara Kimberley are of the same order. A third group of regions receives average incomes safely
above the national average of $48 000, including all the Perth regions as well as Melbourne Central,
Melbourne East and Sydney South. One other resource-based region, WA Gascoyne Goldfields, is in
the group, plus Qld Mackay, which has been benefiting from recent resource-based developments.
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At the other end of the distribution, all the lifestyle regions have below-average earnings, as well as
several regions with lifestyle characteristics including SEQ Gold Coast and Qld Cairns. The other low-
earning regions are all rural, with particularly low drought-affected earnings in Vic Mallee Wimmera.
Though earnings in the Tasmanian regions are still below average, they are no longer in the group
with the lowest incomes, which now comprises mainly inland rural regions.

4.7 Employees per household

The final step in calculating the contribution of wages and salaries to household incomes is to make
allowance for the number of employed persons in each household. This varies with demography —
elderly households tend to be no-earner households — and also with local employment opportunities, to
say nothing of the pressure on household members to work in order to cover the local cost of living.

In 1998 the number of no-earner households exceeded the number of multiple-earner households, and
the national average was 0.44 earners per household. The proportion of earners was highest in NT
Darwin (0.56) and was also high in the inner cities generally, and in the high-income Sydney regions
in particular. The proportion was lowest in the lifestyle regions on the NSW North Coast and in QId
Wide Bay Burnett, and was also low in much of the inland.

Over the decade of prosperity from 1998 to 2008 the average number of earners per Australian
household increased from 0.444 to 0.486. Most regions experienced an increase, with the largest
increase of more than 11 percentage points taking place in NT Darwin and probably associated with a
range of resource and defence-related factors. Less spectacular but still significant increases occurred
in the Central regions of each metropolitan area, coupled in the case of Sydney with two of the
adjacent regions (Old West and Eastern Beaches).

Three regions went strongly against the national trend — NT Lingiari, WA Pilbara Kimberley and QId
Resource. These regions have significant Aboriginal populations, which were affected by the
Commonwealth policy of shifting Aboriginal communities off Community Development Employment
Projects into the general labour market.

In the two years following the boom the national average number of workers per household declined
from 0.486 to 0.478. The decline was widespread, and larger than average in suburban regions such as
Melbourne West, Perth Outer North and SEQ Moreton Bay. An increase seems to have occurred in a
strip of regions from Vic Geelong through Vic West and SA Mallee South East to SA Mid North
Riverland.

In 2010, the region with far and away the largest number of earners per household is NT Darwin (0.69
average). Neighbouring NT Lingiari has the lowest proportion in the country, 0.3, reflecting the
general lack of success in generating employment for Aboriginal people.

The metropolitan centres, except Adelaide Inner, all have high numbers of earners per household,
especially Sydney Central and Sydney Eastern Beaches. As would be expected in regions with many
retirees, the lifestyle regions all have low numbers of earners per household, as do some of the other
regions with significant Aboriginal populations.
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4.8 Wages and salaries per household

We have now discussed the determinants of wages and salaries per household. In 1998 the resulting
national average earned income per household was $5007.0s 54 000 a year. For reasons discussed above,
two groups of regions had earned incomes per household considerably above this level:

. regions specialising in finance and public administration: the four high-status Sydney regions
and the ACT; and

o regions with major current and recent resource (and perhaps defence) developments: WA
Pilbara Kimberley and NT Darwin.

In the other metropolitan regions average household earned incomes were around national average.
Average household wage and salary incomes were low in Tasmania, the lifestyle regions and the
wheat/sheep rural regions. It should, however, be remembered that low wage and salary incomes in
some of these regions were made up by business incomes.

During the boom, from 1998 to 2008, wages and salaries per household grew nationally by 2.9 per
cent a year in real terms. Growth rates of 4 per cent a year or more were experienced in several groups
of regions.

. City centres, especially Perth (where growth extended to the whole metropolitan area and
indeed beyond) but also Sydney, Melbourne and Brisbane.

o SEQ Gold Coast and SEQ Sunshine Coast.
. NT Darwin and WA Pilbara Kimberley.

The rate of growth of earned income was slow in NT Lingiari. NSW North, SA Mallee South East and
Adelaide South.

In the two years after the boom, income growth continued in all the WA regions, and NT Lingiari and
SA Mallee South East appear to have made up for some of their low boom-time growth. SEQ Gold
Coast and SEQ Sunshine Coast experienced a reversal, as did the lifestyle regions generally and also
the Brisbane, Melbourne and Adelaide metropolitan areas.

The result is that in 2010 the broad pattern of wage and salary incomes per household remains quite
similar to that in 1998. The average has risen to $507.0s 70.50 per household, and all regions have
higher average earnings than they had at the beginning of the boom. Two groups of regions stand out
for high earnings per household:

o as before, WA Pilbara Kimberley (which has taken over from Sydney Outer North as the region
with the highest earned incomes per household) plus NT Darwin; and

. as before, the four high-income Sydney regions plus the ACT.
Earmned incomes per household remain low in the lifestyle regions and in a number of rural regions —

less so in Tasmania; more so in NSW North. Once again, it should be remembered that many rural
households receive business incomes, which considerably improves their position.
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4.9 Property income

Broadly defined, property income is income received by households from private sources other than
wages and salaries. It has two main components: income from financial assets and business income,
where the latter is defined as mixed capital and wage income from family businesses whether or not
incorporated. In 2010 business income added 20 per cent to household income received from wages
and salaries. The contribution to income is greatest in two types of regions.

. Regions with owner-operated farming and pastoral businesses (whether incorporated or
unincorporated), for example Qld Resource, WA Wheatbelt Great Southern and Vic Mallee
Wimmera but also including a number of other resource-based and rural regions.

o Regions with high incomes matched by high ownership of financial and small-business assets,
chiefly the four of high-status Sydney regions but also including central Melbourne and Perth.

Lifestyle regions, with their many retirees, might be expected to have high property incomes, but in
general this is not the case. Wage incomes in the lifestyle regions are generally low, and property
incomes make an average addition.

Property incomes make a particularly low contribution on the outskirts of the metropolitan regions, in
2010 particularly on in the two outer Perth regions and in SEQ West Moreton, Moreton Bay and
Brisbane South. The pattern is also visible in the other metropolitan regions. The ACT is also known
for its high wage and salary incomes but relatively low property incomes.

These patterns have been quite stable, apart from fluctuations in property incomes from agriculture
and pastoral pursuits due to fluctuations in the weather and in prices. The most significant increase
during the boom was the increase in property incomes received in the two Sydney Beach regions,
which added increasing property returns to their already-high and increasing wage and salary incomes.
In the two post-boom years the main changes reflected the failure of many rural incomes.

4.10 Taxes

Several steps are involved in moving from incomes received by households to the incomes available
for discretionary expenditure. One of the moves is the deduction of income tax paid. Compulsory
superannuation contributions should also be deducted — as discussed elsewhere in this report these are
effectively a payroll tax — but this is not the treatment given in the National Accounts, which we
follow here. The significance of income tax is best appreciated in relation to household disposable
income, which would be 18 per cent higher were these taxes not levied (leaving aside the
consequences for government services and employment). Allowance for income tax does not much
affect the regional distribution, since the tax is levied everywhere and at similar rates. In 2010 the tax
is making the lowest inroads into disposable income in Vic Mallee Wimmera and NT Lingiari (14 per
cent), closely followed by various other rural regions and, curiously, the ACT at 15 per cent. At the
other end of the scale, it is heaviest in the Central regions of Perth, Sydney and SEQ, plus Sydney
Eastern Beaches, where it subtracts 20 per cent from disposable income.

During the boom, national income tax collections increased at a very similar rate to disposable income.
However, in the past two years collections have fallen from 21 per cent over disposable income to 18
per cent. We will revisit this trend when considering the relationship between income tax collections
and social security payments.
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4.11 Interest paid by households

The land boom of 1996-2008 was founded on household mortgages — households borrowing against
housing. Mortgages have a price — a double price, in that not only does interest have to be paid but the
principal has to be repaid as well. Our statistics do not cover repayments, but are confined to interest
obligations, thus giving a conservative estimate of the burden of debt servicing on household
disposable incomes — that is, incomes with taxes and interest subtracted. As with taxes, we here assess
this burden in relation to disposable incomes. In 1998, had the household sector been debt-free,
disposable incomes would have been 5.1 per cent higher. As borrowing proceeded apace, household
interest obligations rose steadily to peak at 11.5 per cent above disposable income in 2008. Cuts in
interest rates then reduced the burden to 8.3 per cent in mid-2009, but rising interest rates have since
restored it to 10.6 per cent. Depending what happens in international finance, further increases are
expected.

Given that mortgages are associated with home purchase, it is to be expected that the interest
obligations will be large, in relation to income, in regions with high proportions of recent home
buyers. This was generally the case in 1998. In that year, interest payments were highest in relation to
income in SEQ West Moreton, SEQ Gold Coast and Sydney Outer West, followed by other outer
suburbs in Sydney, Perth and Melbourne.

The opposite would also be expected, with interest obligations low in regions with few recent home
buyers, especially such regions with low house prices. This expectation was also fulfilled in 1998, the
prime example being low obligations in QId Darling Downs. However, a couple of regions had lower
rates than would be expected from this hypothesis, notably SEQ Sunshine Coast. A possible
explanation is that many of the house purchasers in that region were retirees who bought outright.

Interest obligations were also relatively low in relation to incomes in inner urban regions with
established home-owners, often coupled with relatively high incomes. Notable examples were Sydney
Eastern Beaches and Adelaide Inner.

As noted above, between 1998 and 2008 interest obligations in relation to disposable income rose by
6.4 percentage points — in other words, more than doubled. The increase went well above national
average in two groups of regions:

. the three Perth regions plus WA Peel South West, where the land boom was compounded by
expectations of a resource bonanza; and

o in SEQ, interest obligations ballooned in relation to disposable income in the Gold Coast, and
also rose rapidly in Brisbane City and West Moreton. Strangely, the increases in Moreton Bay
and the Sunshine Coast appear to have been moderate. The increase in West Moreton was not
atypical of a growing outer suburban region, and during the period Brisbane City also included
a mortgage-belt fringe. The high rate of increase in the mortgage burden in the Gold Coast
reflected a high rate of new-home construction, possibly compounded by purchases of
investment properties by Gold Coast residents.

In the Adelaide metropolitan area interest obligations increased in relation to disposable income rather
faster than national average, and indeed at about the same rate as in SEQ taken as a whole. Adelaide
started out with low indebtedness and a certain amount of catch-up was to be expected. In the Sydney
metropolitan area, taken as a whole, the interest burden increased just ahead of national average, while
in Melbourne the increases were similar to national average. Alone among the metropolitan areas, the
ACT experienced a relatively small increase.
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Given that the interest burden was increasing at national average or above in all the metropolitan areas
except the ACT, it was an arithmetic necessity that it increase at less than national average rate
elsewhere. The main reason for this would be the smaller effect of the land boom on non-metropolitan
house prices, hence less need to borrow heavily. Lower expectations of capital gains would also have
been part of the story. The lowest increases in interest obligations were in the inland regions of Qld,
NSW, Victoria and SA.

The main cause of the reduction in interest obligations relative to disposable income which occurred in
2009 and is being clawed back in 2010 was a reduction in interest rates. The benefit of this reduction
was widespread, and indeed the reduction in rates, coupled with the Commonwealth’s stimulus to first
home ownership, led to an increase in indebtedness large enough to yield an increase in interest
payments in some regions. The regions concerned included WA Gascoyne Goldfields, WA Wheatbelt
Great Southern and Qld Resource — all regions affected by resource-boom expectations. By contrast,
the people of metropolitan Sydney chose not to respond to falling interest rates by borrowing more,
and in all Sydney regions the ratio of interest obligations to disposable income fell by between 1.6 and
2.2 percentage points. There were also reductions in Melbourne (between 0.9 and 1.6 percentage
points), Perth and the ACT (around a percentage point), Adelaide (around half a percentage point) and
parts of SEQ.

The result of these changes is that Australia’s most interest-exposed metropolitan area is no longer
Sydney, where indeed interest obligations in relation to disposable income are around national
average. Instead, the title is held by Perth.

Though Perth is, on average, the most interest-exposed metropolitan area, the estimates are that SEQ
has the most interest-exposed region — Gold Coast, closely followed by West Moreton, but balanced
within SEQ by low interest exposure in Moreton Bay and Sunshine Coast.

Interest exposure in Melbourne is a little more than the national average (and thus higher than Sydney,
though about equal on the fringe) while it relatively low in the ACT.

Outside the metropolitan areas, the ratio of interest obligations to disposable income is about national
average in the lifestyle regions, and mostly below average in the independent cities — the exceptions
are Qld Cairns, with an above-average ratio, and QId Darling Downs and NT Darwin, with ratios well
below average. The interest burden is below national average in all rural areas except WA Peel South
West, which has a high ratio similar to Perth. Finally, the ratio is low in the resource-based regions of
NSW, Queensland and SA but average or above average further west. The coal-based resource boom
in Queensland and NSW does not appear to have yielded as many mortgages as the metal ore and
petroleum based boom further west.

4.12 Cash benefits

In 1998 cash benefits paid through Centrelink contributed 14.3 per cent of household disposable
incomes nationwide. During the boom the percentage fell slightly, to 14 per cent, being the net effect
of increases in some kinds of payment (notably family-related payments) and reductions in others,
mainly due to the reduction in unemployment and a tightening of eligibility conditions for
unemployment-related payments. From 2008 to 2010 the percentage then rose to the current level of
15.5 per cent.

Since the first State of the Regions report the lifestyle regions have been known for their heavy
dependence on social security. Many of their social security recipients are on the age pension, some of
them have aged in situ while others have sold up in the city and migrated to the coast, in the process
ensuring that they dodge the means test and qualify for pension. However, the lifestyle regions also
report quite high unemployment rates, which increase their reliance on social security. In 1998 the two
regions most reliant on cash benefits were NSW Mid North Coast and NSW Richmond Tweed.
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The other regions long known for high dependence on cash benefits were those adversely affected by
the economic restructurings of the 1980s. By 1998 some of these regions were on the way to recovery.
The best of them reported reliance on cash benefits at around national average (basically the Western
Sydney regions) while others were still somewhat above national average (for example, SEQ West
Moreton and the NSW and Victorian independent cities). The lingering effects of restructuring on cash
benefits were most obvious in Adelaide North and the three Tasmanian regions.

At the other end of the scale, reliance on cash benefits was low in the four high-status Sydney regions,
in the ACT and in some of the resource-based regions.

During the land boom reliance on cash benefits declined in most regions, the star performer being SEQ
Sunshine Coast with a decline from 20 to 14 percent of disposable income. Reliance on social security
also decreased significantly in several other lifestyle regions and in SEQ Gold Coast. Economic
activity in these regions was boosted by tourism, construction and to some extent by the
decentralisation of knowledge-based activities. Reliance on cash benefits also decreased in regions
benefiting from the coal boom in Queensland — Qld Fitzroy and Qld Mackay — and in Darwin.

The general prosperity of WA reduced reliance on cash benefits significantly in Perth. Benefit-reliance
also fell in Melbourne, though not in Melbourne Outer South East as much as in the rest of the
metropolitan area. The pattern in Sydney was even more mixed, with a reduction in dependence on
cash benefits of over 2 percentage points in Eastern Beaches shading through to an increase of 0.5
percentage points in Sydney Outer North — this latter probably the result of an ageing population.

Though the general trend during the boom was for reductions in dependence on cash benefits, there
were some spectacular exceptions, all in rural or resource-based regions. There seem to have been two
reasons for these increases in social security dependence:

o drought; and

. the transfer by the Commonwealth of indigenous people from Community Development
Employment Projects and similar schemes, which generated employment at least as statistically
defined, back onto Newstart and other unemployment-related cash benefits.

During the two years of recession and Stimulus, 2008-10, these trends continued. There were
especially large drought-related increases in cash benefit dependence in Vic Mallee Wimmera and
NSW Far West, but the increases were well above national average in all the way from Victoria West
and SA Mallee South East to the Gulf of Carpentaria and also across the continent to WA Wheatbelt
Great Southern.

The smallest increases in reliance on cash benefits were in the Perth metropolitan area, followed by the
ACT and NT Darwin. The more central parts of SEQ also experienced relatively low increases in
social security dependence, as did the high-status regions within Sydney and Melbourne.

The result of these changes is that the regional pattern of dependence on cash benefits is now quite
different from 1998. The two most dependent regions — Vic Mallee Wimmera and NSW Far West —
currently rely on cash benefits for around one-third of their disposable income. Among the rural and
resource-based regions only Qld Mackay draws less than the national average proportion of cash
benefits, and several rely on benefits for 20-25 per cent of disposable income. Darwin is the only
independent city drawing less than the national average proportion of income from cash benefits, with
other independent cities running as high as 20 per cent. The lifestyle regions are not quite as
prominent in the list as they were in 1998, but all rely on cash benefits for between 16 and 26 per cent
of disposable income.
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Among the metropolitan areas, dependence on cash benefits is least in the ACT (8 per cent) followed
by Perth at around 10 per cent. The average for Sydney is similar, but masks the usual Sydney inter-
regional differences — a range from 6 per cent in the Beaches regions to 16 per cent in Parramatta
Bankstown. The average for Melbourne is a little higher but with less inter-regional difference. That
for SEQ is around national average, and that for Adelaide somewhat above with a relative high point
in Adelaide North.

4.13 The balance between income tax and cash benefits

The Commonwealth reduces household disposable incomes through income taxation, but increases
household disposable incomes through payment of cash benefits. This is not the sum of
Commonwealth government activities — it imposes other taxes such as the GST and provides other
benefits such as financing part of education and health services. The balance of income tax and cash
benefits therefore does not represent the total effect of the Commonwealth on the standards of living
of households in each region. However, it does represent the direct effect on disposable incomes.

The Commonwealth collects income taxes which reduced disposable incomes by 21.1 per cent
nationally in 1998, but funds cash benefits which in 1998 accounted for 14.3 per cent of disposable
incomes. The net effect was a reduction in disposable incomes by 7.2 per cent, involving significant
redistribution between households and regions. Given that income taxes reduced regional incomes
more or less proportionately, the resulting net effect is dominated by the pattern of distribution of cash
benefits.

In 1998 the Commonwealth tax-transfer system increased disposable incomes in the lifestyle regions
(except for NSW Central Coast, where the effect was about even). It decreased disposable incomes by
14 per cent or more in the four wealthy Sydney regions, in the ACT and in three of the resource-based
regions.

As already noted, during the boom both income tax collections and cash benefit payouts kept pace
with disposable income — in other words, there was no change in the balance of income tax and cash
benefits. However, the balance changed across regions. In three regions the balance moved in favour
of Commonwealth tax collections.

. SEQ Sunshine Coast reduced its reliance on social security as the region became less of a
retirement area.

. Sydney Eastern Beaches and Perth Central experienced both reductions in cash benefits and
increases in income taxation as they became wealthier.

On the other hand, the balance of tax and cash benefits moved strongly against the Commonwealth
Treasury in those regions which experienced major increases in cash benefit dependence.

From 2008 to 2010 the Commonwealth reduced income tax by nearly 3 per cent of disposable income
and increased its payments of cash benefits by 1.5 per cent of disposable income. The result was a
considerable reduction in its net tax take. The reduction was shared by all regions, but was most
significant in the drought-affected inland, and least significant in metropolitan Perth.

In 1998 there were only two regions where the Commonwealth provided a net 12 per cent or more of
household disposable incomes — NSW Mid North Coast and NSW Richmond Tweed. In 2010 these
two regions are still on the list, but have been joined by Vic Mallee Wimmera, NSW Far West, NSW
North, QIld Wide Bay Burnett, NSW Central West and NSW Riverina — a total of eight regions, six of
them in NSW.
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At the other end of the scale, in 1998 seven regions contributed 15 per cent or more of household
disposable incomes to the Commonwealth. Three high-status Sydney regions were joined by the ACT
and three of the resource-based regions. In 2010 the number had diminished to three — all of them
high-status Sydney regions.

In 1998 all of the independent cities made net payments to the Commonwealth; now only three of the
ten do. In 1998 eleven of the twelve rural regions made net payments to the Commonwealth; now only
Qld Mackay does. In 1998 all seven resource-based regions made net payments to the Commonwealth,
some substantial; now three do and four do not. In other words, non-metropolitan Australia has moved
so that it now receives more in cash benefits than it pays in income taxes.

Among the 29 metropolitan regions, in 1998 only two received net cash benefits — they were the
lifestyle-oriented regions of SEQ Gold Coast and Sunshine Coast. These two remain net recipients,
and three more have been added — Adelaide North, SEQ West Moreton and Sydney Parramatta
Bankstown. In addition, Melbourne West and Adelaide South are on the borderline.

4.14 Disposable income

Household disposable income is the product of all the factors discussed so far in this Chapter, with
further upward adjustment for the imputed rent of owner-occupied housing and downward adjustment
for the depreciation of this housing, plus adjustments for superannuation. The concept is defined by
the ABS in the state versions of its National Accounts.

High household disposable incomes tend to occur in two different types of region.

. Regions which house highly-paid professional personnel. Some of these are knowledge-based
regions, but others supply commuters to the more prosperous knowledge-based regions.

o Regions with sparse populations with a high proportion engaged in highly-paid work, such as in
the mining sector, or operating commercial-scale pastoral or farming enterprises.

Regions in the first group in 1998 were the ACT and the high-status Sydney commuter suburbs, while
several of the resource-based regions fell into the second group, along with WA Wheatbelt Great
Southern.

Low household disposable incomes are characteristic of lifestyle regions and of regions which have
yet to recover from economic restructuring. In 1998 this was true of all the lifestyle regions, while
restructuring resulted in low incomes in all three Tasmanian regions and in Adelaide North.

During the boom household disposable income grew nationally at an average rate of 2.4 per cent a
year, expressed in 2007-08 dollars. According to the statistics — which may not be fully reliable — the
most rapid growth was in a couple of the resource-based regions, Qld Resource and WA Pilbara
Kimberley. A second growth hotspot was Sydney Eastern Beaches, with nearby Northern Beaches and
Sydney Central also performing well. There was room for suspicion, though, that these regions were
growing at the expense of other parts of Sydney, notably the Outer North, which was gradually losing
its hold on the country’s highest incomes.

Other urban regions to record growth in disposable incomes well above national average were Perth
Inner, Melbourne Central, NT Darwin and Tas Hobart.

There were no regions in which real income per household declined, but growth was rather slow in
several regions.

o Adelaide South was probably becoming more of a retirement region, and like Adelaide North
suffered from the problems of restructuring.
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o Melbourne Outer South East and Sydney Outer South West both reported low rates of growth of
disposable income due to combinations of poor job access and high mortgages. The Melbourne
region was also attracting retirees.

. Queensland Wide Bay Burnett and Qld Cairns also reported low rates of growth of disposable
income, presumably associated with retirement migration.

. NSW North also experienced slow growth, for structural reasons.

Over the two years 2008 to 2010 growth in average household disposable income continued slowly at
the national level, with much apparent turmoil at the regional level. The rate of growth accelerated in
the three Perth regions, for which 2008-10 was a period of prosperity. Growth also accelerated in the
ACT, and held up in Sydney Eastern Beaches. Taking the period from 1998 to 2010 as a whole, the
regions with the most rapid growth in average disposable income were Perth Inner and Sydney Eastern
Beaches. In both of these regions real average disposable income in 2010 was 70 per cent above its
level in 1998.

By contrast, several of the resource-based and rural regions suffered declines in disposable income, as
did Vic Ballarat among the independent cities. Some of these losses clawed back gains made during
the boom, and in four regions the real average disposable incomes were roughly the same as they had
been in 1998: these regions were SA Mid North Riverland, SA Spencer Gulf, WA Gascoyne
Goldfields and WA Wheatbelt Great Southern.

Despite these considerable differences in rates of growth, the general pattern of disposable income in
2010 is only moderately changed from 1998. Disposable incomes are still high, relative to the national
average, in the four high-status Sydney commuter regions (Eastern Beaches, Northern Beaches,
Central and Outer North) and are still high in the ACT. They are still above-average to high in the
resource-based regions and also in NT Darwin. Even in the drought-affected regions with high
reliance on cash benefits, the profitability of the remaining commercial farms and pastoral properties
keeps average disposable incomes at or above national average.

Similarly, low household disposable incomes continue to be characteristic of lifestyle regions and of
regions which have yet to recover from economic restructuring. In 2010 this is true of all the lifestyle
regions including SEQ Gold Coast, though NSW Central Coast is not as far below average as the
others. Similarly, among the restructuring group disposable income in Adelaide North has fallen from
76 per cent of national average to 70 per cent. The Tasmanian regions have kept up with national
growth, but their disposable incomes are still roughly three quarters of the national average.
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Figure 4.1: Rate of growth of disposable income per household — 2008-2010
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5. Dwelling prices, outcomes and drivers

This is the first of two chapters dealing with the disequilibrium in the Australian housing market that
has manifested itself over the last decade. The headline indicator of disequilibrium has been the
under-building of new homes given the population increase and hence the shortage of dwelling stock.
Associated with this has been a rapid rise in the market value prices of established dwellings. The
objective of the next two chapters is to identify the links between the housing shortage and the
increased market value of dwellings and to indicate what has to be done to place Australian housing
markets on a sustainable basis which, at worst, will stop further increases in the under-provision of
dwelling stock and at best reduce the current shortage.

The objectives of this chapter are to:

(i)  explore recent trends in established house and flat prices, hereinafter referred to as dwelling
prices unless otherwise stated;

(i1))  document the trends in house prices relative to income by region and zone;

(iii) explain why the increase in dwelling prices over the last two decades has been considerably
faster than income growth; and

(iv) identify the determinants of the rent gradient or the differential in house prices between regions.

This will provide the background for the solution to the current housing shortage which is explained in
the following chapter.

5.1 National trends

The ABS National Balance Sheet (ABS 5204.0) provides annual estimates of the value of residential
dwellings divided into two portions, the value of land underlying residential dwellings and the value
of the dwellings as such. The distinction will be familiar to local government, though the
nomenclature differs between states. The value of residential land is more or less its site or
unimproved value while the value of dwellings approximates the improved or capital value of
residential land less the site or unimproved value; that is, it is the value of the improvements, in this
case dwellings. NIEIR has used its estimates of the national dwelling stock to convert these aggregates
to the estimated average value per dwelling, and further used the national accounts consumption
deflator to convert these to 2008 dollars.

In the five years from 1991 to 1996 there was very little change in the average inflation-adjusted
house-plus-land value of Australian dwellings. In 2008 dollars, the national average dwelling was
worth around $210 000. However, in 1996 house values began an inexorable rise which went on for
eleven years. For the four years beginning in 1996 dwelling values increased by around 7 per cent a
year faster than inflation; in 2000-01 the rate of value increase slumped to a mere 3 per cent but this
was followed by the most frenzied phase of the boom with increases above inflation of 13 per cent in
2002 and 14 per cent in 2004. These heady capital gains could not be sustained and the rate of value
increase dropped back to 3 per cent in 2005 before reviving to around 6 per cent for a couple of years.
In the twelve months to July 2008, just before the global financial crisis, the rate of increase in the
average value of dwellings fell to 1 per cent above inflation and in 2008-09 there was an 8 per cent
decrease. In normal times this would have marked the end of the boom.
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However, the times are not normal. The Commonwealth reacted to the Global Financial Crisis with a
stimulus package which included extra grants for first home buyers, low interest rates and measures to
ensure that the banks kept on lending for housing if not for small business. The resulting sudden burst
of demand for dwellings was unmatched by any corresponding increase in supply and resulted in a
further round of price increases — according to preliminary data greater than those at the peak of the
boom. However, the factors driving this price spike are generally considered temporary: the stimulus
is being wound back and interest rates are beginning to rise. In the future the mini-boom of 2010 will
probably be likened to the belated, brilliant starburst which occurs at a fireworks display just after a
rocket has completed its ascent.

5.2  Land prices and dwelling values

Before the boom, in the years 1991-96, the land component was stable at $,097.0s 115 000, which
represented 54 per cent of the average house/land package. The value of land then began to rise as a
proportion of the total value of land plus dwellings, reaching a maximum of 65.4 per cent in 2007. By
2009 it had fallen back to 62 per cent. To achieve this, the value of residential land per dwelling grew
during the boom by 9.4 per cent a year above inflation. The value of dwellings without land grew
more modestly, but still considerably, by 4.6 per cent a year above inflation. (Data are not yet
available for the year of the stimulus.)

According to the ABS National Accounts deflator, the cost of dwelling construction grew by 1.8 per
cent a year above consumer price inflation. This increase represented the balance between productivity
improvements, which in a competitive industry like dwelling construction dampen price increases, and
increases in wage rates and other input prices. Cost increases above the rate of growth of consumer
prices have not been unusual for domestically-produced consumers’ goods — a major contributor to the
low rate of consumer price increases during the boom was the low rate of price increase for imported
consumer goods. Compared with education, where the rate of price increase during the boom was 2.4
per cent above general consumer prices, the performance of the dwelling construction industry was not
too bad.

This said, the increase in the cost of dwelling construction during the boom at 1.8 per cent a year is
well short of the increase in average dwelling value of 4.6 per cent a year. Though some of the
difference might be explained by changes in dwelling quality, the bulk of the difference must be
ascribed to pure capital gain. The same goes, a fortiori, for the growth in the value of residential land.
This is not a surprise: capital gains are the hallmark of a boom. The question is how these capital gains
were generated.

At the macroeconomic level, explanations of the boom (including the explanations given in previous
State of the Regions reports) have concentrated on factors strengthening the demand for housing.
These have included the following.

. Underlying population growth and household formation.

o Reasonably full employment, coupled with expectations of continuing earnings growth which
strengthened the confidence of the banks in lending to households and of households in
committing to mortgages.

o Reasonably low nominal interest rates (even though the interest rates on offer were high in real
terms) which again encouraged borrowing.

o The absence of quantitative controls on bank lending (withdrawn as part of deregulation in the
1980s).
. Changes in tax concessions — though for the most part the tax incentives to dwelling ownership

did not change much immediately before or during the boom.
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o Subsidies — particularly the First Home Owners’ Grant and its successors, which were much
more demonstrably associated with the timing of the boom than any tax changes.

Nothing in this report reduces the significance of these factors, but it must be remembered that there is
also a supply side. If the supply of houses could be increased at the same rate as the demand, there
would not be an increase in prices; just a much more rapid increase in the stock. Therefore the factors
making for increased demand cannot by themselves account for the land boom.

A conventional response is that it is all a matter of timing. The demand for housing can be beefed up
overnight by changes in subsidies or interest rates, but it takes years to arrange counterpart supply, the
exception being where there is a stock of dwellings ready for sale. The supply lag reflects the time it
takes to build, the time it takes to service new lots and the time it takes to plan and subdivide.
However, even at the outside the estimate is that a significant supply response should be expected in
four or five years. This being the case, the boom of 1996-2008 should not have gone on for so long; it
should have subsided as new stock came on sale by 2002 or so. But instead of a surge of supply, the
opposite happened: the construction rate fell precipitously. What, therefore, went wrong on the supply
side? To pursue this question geographic detail is required.

5.3 State trends in residential land values

The National Balance Sheet does not provide a geographic breakdown for the value of dwellings, but
it does provide state totals for the value of residential land — which in 2010 comprised 73.5 per cent of
the value of all land in Australia. These data show that the course of the land boom differed state by
state. As a result of the preceding 1980s boom, in 1991 the average value of residential land per
household in New South Wales was around 30 per cent above the national average. This differential
was maintained through most of the boom, but in 2004 — the last of the frenetic boom years — it started
to fall and by 2009 the average value of residential land in New South Wales was very little different
from national average.

In several of the smaller states the course of the boom differed from national trends. Thus the average
value of residential land in Western Australia started out at 78 per cent of national average in 1991,
and rose to 115 per cent by 1996 — Western Australian values were rising whereas the national average
was stable. Western Australia then fell behind the national boom, and in 2004 its average residential
value was back to 92 per cent. It then boomed as New South Wales fell flat, reaching 143 per cent of
the national average by 2008 before falling away in 2009. The sequence in Queensland had some of
the same features, doubtless reflecting the common timing of resource developments.

One of the remarkable features of average residential land values is the continuing difference between
the states. Even now, the average value of a residential site in Tasmania is only 49 per cent of national
average and the ratio has been as low as 22 per cent (in 2003). Again, land values in Queensland are
reliably below national average.

5.4 House price data at the regional level

There is little point in pursuing values further on a state basis, since the difference within states is far
greater than the difference of averages between states. To do this, it is necessary to change to a more
detailed data source. In the 2006-07 report NIEIR used valuation data, which includes all rateable land
and not just residential land — even though in many LGAs residential land accounts for most of the rate
base. In this report the focus is not on the rate base but on housing and it is therefore relevant to utilise
Real Estate and Stock Institute (RESI) data on dwelling prices. These data are summarised from prices
of dwellings sold, divided into houses and flats. The limitations of the data are as follows.
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o There is no guarantee that dwellings sold are representative of the stock in the region. It is quite
likely that there will be an upward bias, in that new dwellings are sold into the stock at the time
of their least depreciation and hence maximum value. Again, the stock turnover rate is not
always the same for all classes of dwelling.

. The danger of unrepresentative numbers is particularly high at times of low housing turnover
and in small regions.

o Even if the dwellings sold are typical of their region, they will not be comparable to the
dwellings in other regions as regards average dwelling size and condition, or as regards average
lot size and the state of their gardens.

. Only improved values are available. There is no split between the value of land and the value of
improvements.

Beyond reconciliation to state-level National Accounts data, it is not possible to correct for these
deficiencies and therefore no option but to keep them in mind when interpreting the data.

In 1996, at the beginning of the land boom, the lowest average dwelling prices were found in the
resource-based regions of SA Spencer Gulf and NSW Far West and in two wheat-farming regions —
SA Mid North Riverland and WA Wheatbelt Great Southern. The two resource-based regions had
suffered from mine and industry closures while the two wheat-belt regions suffered from the capture
of the trade of their small towns and cities by nearby capital cities — Adelaide and Perth — as a result of
government and private investment in fast road transport. Average dwelling values were nearly as low
in most rural regions but a little higher in the coastal lifestyle regions.

At the other end of the scale, residential values were spectacularly high in Sydney. Sydney Central and
five adjacent regions, comprising Sydney east of the ex-industrial then undergoing redevelopment as
Olympic Park, reported average values higher than any other region in the country. Average dwelling
value in the most favoured Sydney region, Eastern Beaches, was 80 per cent above the highest-valued
non-Sydney region, Melbourne Central, and over five times typical values in rural South Australia or
the Western Australian wheatbelt. The Sydney metropolitan area west of Olympic Park reported
relatively ordinary values, though even these values were above the average for Perth Central and
Adelaide Inner and more than twice the typical value in rural South Australia.

In South East Queensland the highest average dwelling values were reported from the Gold and
Sunshine Coasts, with Brisbane City struggling to keep up — it should always be remembered that the
Brisbane City region is larger and more heterogeneous than most of our regions and this dampens its
average values. Among the independent cities Tas Hobart had quite high values — roughly the same as
Sydney Outer West — with QId Cairns, NT Darwin and NSW Illawarra in the same group. However,
some of the independent cities had noticeably low values, particularly the three independent cities in
Victoria.

The land boom of 1996-2008 was notable both for long duration and rapid growth in dwelling prices.
On a regional basis the most rapid growth in average dwelling values took place in the coastal South
West — the three Perth Regions and WA Peel South West, with a little of this growth spilling over into
WA Wheatbelt Great Southern. A second growth hot spot on the Queensland coast — Qld Mackay and
QId Fitzroy — reflected construction associated with a boom in coal mining. Dwelling values also grew
quickly in WA Pilbara Kimberly, again on a resource base.

Though Perth stole the show among the metropolitan areas, the boom brought rewards to sitting
owners and penalties to first-home buyers in SEQ, Melbourne, Adelaide and Darwin. In Sydney, while
dwelling prices rose more rapidly than incomes, the boom was less marked than in the other
metropolitan areas. Indeed, the lowest rate of growth of dwelling prices in the whole country was
reported in Sydney Outer North.
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Not only did values grow relatively slowly in Sydney; inland New South Wales was affected by
drought and missed the boom. By contrast, the rural regions and independent cities in Victoria shared
in the boom, as did the lifestyle regions except for NSW Central Coast. In fact the boom in dwelling
prices spread fairly generally across the country apart from Sydney and inland New South Wales.

As already remarked, aggregate residential values peaked in 2008 and fell into 2009. The RESI data
reflect this, but add detail.

o The bust was particularly marked in the high-value regions of Sydney — Sydney Central and
those adjoining. By contrast, values continued to rise in low-value Sydney west of Olympic
Park.

. Similar falls in values occurred in Melbourne Central, SEQ Gold Coast, Brisbane City and Perth
Central — it was not a good year for property owners in knowledge-economy regions.

o Several of the inland regions also missed the end of the boom.

The Commonwealth reacted to the Global Financial Crisis with several measures to increase the
demand for housing. The measures were aimed at first home buyers, but the benefit to these buyers
was limited by the spectacular further round of increases in dwelling prices which resulted from the
burst of demand. In one year the Commonwealth succeeded in boosting average house prices by 30
per cent in Melbourne Central and Melbourne East, with these increases radiating out across Victoria.
The boost also revived dwelling prices in inner Sydney, and to a lesser extent in Perth. Reactions to
the boost were relatively moderate in South Australia, Queensland and Tasmania.

The sequence of boom, threatened slump and recent boomlet changed the pattern of residential values
across Australia in the following ways.

. Metropolitan Sydney still has the two regions with the highest dwelling prices (the two Beach
regions) and in total has five regions where the average dwelling price exceeds $5007.0s 500,000.
However, Melbourne is following closely with three such regions.

o Average values in the outer Sydney regions are now lower than in the outer regions of Perth and
similar to outer Melbourne and SEQ, but are still higher than in the outer regions of Adelaide.

. A few previously low-value regions became moderate-value, notably WA Wheatbelt Great
Southern and WA Gascoyne Goldfields.

o The graduates from the low-value club were replaced by drought-affected regions in NSW and
Victoria.

5.5 Houses and flats

The RESI data distinguishes houses and flats, and confirms the popular perception that flats are an
essentially urban form of housing. During the boom this association increased, with the proportion of
flats rising by more than five percentage points in both Melbourne Central and Sydney Central. In
Melbourne the increase in the proportion of flats in the dwelling stock was confined to the Central
region with some overflow into Melbourne South East, but in Sydney the proportion of flats increased
by three percentage points or more in Parramatta Bankstown, Sydney South and Sydney Outer North
as well as in the Central region. However, the trend in Sydney Eastern Beaches was quite different — in
this region the proportion of flats actually fell. The context was a fall in total dwelling stock, which
occurred despite high average prices and growth of these prices at rates similar to the average for
Sydney east of Olympic Park. It may be hazarded that small flats dating from the 1930s were being
redeveloped, resulting in smaller numbers of larger units suitable for the influx of high-income
beneficiaries of the boom in financial services. For more conventional reasons, the proportion of flats
in the housing stock also declined in parts of the urban fringe of Sydney and Melbourne, being
swamped by new estates of stand-alone houses.
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Outside the two largest metropolitan areas, the proportion of flats in the dwelling stock increased by 2-
3 percentage points in the ACT, SEQ Brisbane City, SEQ Gold Coast, QId North and Perth Central —
all areas of rapid economic growth. The proportion varied from stable to slowly increasing in the
independent cities, and from stable to decreasing in most of the resource-based and rural regions.

The position in 2010 is that flats comprise around half of the total dwelling stock in three regions —
Sydney Central, Sydney Eastern Beaches and Melbourne Central. In both these metropolitan areas the
percentage of flats then tapers down to around 5 per cent on the fringe. This pattern is repeated in
Brisbane, Adelaide, Perth and Darwin, save that the peak proportion of flats is around 20 per cent (and
in SEQ the development of a twin-city pattern is emphasised by the similar proportion of flats in the
Gold Coast and Brisbane City). The proportion of flats in the dwelling stock in the ACT, the
independent cities apart from Darwin and the lifestyle regions lies around 10 per cent, falling away to
5 or 6 per cent in the rural regions. The lowest proportion is in WA Wheatbelt Great Southern, at 5 per
cent.

Flats are generally cheaper than houses, but not always. In regions where the average flat is newer,
larger and better located than the average house the average price of flats can exceed the average price
of houses. In 1996 this was true of a whole strip of Queensland coastal regions from Brisbane City
right through to Qld Mackay. On the other hand, in regions where the average flat is small and pokey,
while the average house has a garden and is just as well located, the ratio of flat prices to house prices
can be quite low — in 1996 this was true in Sydney Eastern Beaches, where the average price of flats
was half that of houses.

During the boom house prices in most regions grew more rapidly than the prices of flats. This is as
expected: there is a higher land component in the price of houses than in the price of flats, and during
the boom land prices were growing faster than dwelling prices. As a result, the ratio of flat prices to
house prices fell to the 80-90 per cent range along most of the Queensland Coast, and into the 40-60
per cent range in the six Sydney regions east of Olympic Park. In Adelaide Inner and Perth Central the
ratio is currently around 65 per cent, and elsewhere more like 80 per cent. In other words, the higher
the proportion of flats in the dwelling stock, the lower the average ratio of flat prices to house prices,
and, one might add, the higher the price of residential land. (The data for this statement will be found
in the 2006-07 State of the Regions report.) It is part of the conventional wisdom of urban economics
that people sacrifice their gardens only when the necessary land becomes unaffordable.

5.6 The geography of dwelling prices

Returning to overall dwelling prices, the geographic pattern is characterised by the following.

. Despite the high proportion of flats, the regions with the highest dwelling prices are the Central
regions of Melbourne and Sydney along with nearby commuter suburbs of high socio-economic
status. From here, prices fall towards the urban fringe — a phenomenon known as the urban rent
gradient. Residential values on the fringe of Sydney are lower than in Melbourne, and as a result
the rent gradient is steeper if measured from centre to fringe, though not necessarily if measured
per kilometre from the CBD.

o A similar phenomenon occurs in Perth and Adelaide and also in SEQ once one allows for its
multi-centred layout. Rent gradients thus occur in all the million-plus cities. The difference in
the smaller metropolitan areas is that neither peak nor fringe values are as high as in New South
Wales and Victoria.

o The rent gradients continue beyond the metropolitan boundaries. In all states the average price
of dwellings in the regions adjacent to the metropolis is less than on the metropolitan fringe, and
in all states except Western Australia the rent gradient continues so that the average dwelling
price is least in the region furthest from the state capital.
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o In the same way as suburbs of high socio-economic status disrupt the steady fall of the rent
gradient from metropolitan centre to fringe, lifestyle and resource developments disrupt the
steady fall of dwelling values from the metropolis to the state boundary — which, in most of
Australia, can be taken as approximating the hinterland of each metropolitan city. (The major
exception is NSW Richmond Tweed, which is now firmly attached to SEQ.)

. Not surprisingly, the urban-rural rent gradient is steepest in the states with the biggest
metropolitan areas. It is relatively gentle in Queensland, Western Australia and Tasmania. In
South Australia dwelling prices are generally lower than in the other states, but there is still a
noticeable though gentle rent gradient.

Table 5.1 Metropolitan-rural rent gradients: average dwelling price in the lowest-priced region

of the state as a percentage of average dwelling price in the lowest-priced region in the
state’s metropolitan area

1996 2010

Houses Flats Houses Flats
NSW 48 50 43 51
Victoria 66 90 46 50
Queensland 84 107 67 95
SA 74 73 59 66
WA 76 102 65 73
Tasmania 62 48 73 73
NT 79 94 81 87

Source: RESI data.

Table 5.1 provides crude evidence of the rent gradient from the metropolitan fringe in each state to the
outlying regions. The evidence is particularly crude for Queensland, where SEQ West Moreton is
included in the metropolitan area even though much of it is actually beyond the metropolitan fringe,
resulting in rather lower fringe values than would be recorded if the regional definition was the same
as in the other states. This said, in all states and in both 1996 and 2010 house prices trend downwards
as one journeys away from the metropolitan fringe. In 1996 the decline was particularly steep in New
South Wales. The decline was less steep for flats — indeed in Queensland and Western Australia there
was no decline, reflecting the relatively high value of flats in the newer tourist-oriented and resource-
based developments. However, this is not of great significance since, as already pointed out, flats are a
minor part of the non-metropolitan dwelling mix.

A significant feature of Table 5.1 is that, during the land boom, the metropolitan-rural rent gradient
steepened in all the mainland states, particularly in drought-stricken Victoria. However, in Tasmania
and the Northern Territory the rent gradient from the capital city to the furthest fringe region became
gentler, in the Tasmanian case because of the economic revival of the rural fringe.

National Economics/Australian Local Government Association State of the Regions 2010-11 (43)
State of the Regions Report 2010-11 made possible with the assistance of Jardine Lloyd Thompson



Table 5.2 Metropolitan rent gradients: average dwelling price in the lowest-priced region as a

percentage of average dwelling price in the highest-priced region within metropolitan

areas
1996 2010

Houses Flats Houses Flats
Sydney 29 43 27 43
Melbourne 51 51 43 63
SEQ 55 56 67 63
Adelaide 68 77 67 80
Perth 69 68 71 80

Source: RESI data.

Table 5.2 provides a similar crude measure of rent gradients within metropolitan areas. Once again a
warning is in order: the regions of SEQ are not particularly well defined for the task at hand, and
better-defined regions would probably produce numbers similar to Adelaide or Perth in 1996 as well
as 2010. This said, we may conclude as follows.

o Rent gradients are present in all five Australian metropolitan areas.

. The centre/fringe price differential in Sydney is significantly larger than in the other cities.

o The differential in Melbourne is somewhat larger.

o The differential is relatively small in the other three metropolitan areas — though this may

simply reflect the fact that the regions concerned are relatively larger.

As a very rough estimate, in Australian metropolitan areas average dwelling prices fall by $5000 and
$15,000 per kilometre from the CBD. The extreme values both occur in Melbourne, where the price
gradient to the west is steep while that to the south east is gentle. Though the differential between the
central and fringe regions is largest in Sydney, the per-kilometre gradient falls within this range; and
similarly for the smaller metropolitan areas.

Except for houses in Melbourne, the steepening which is an obvious feature of the metropolitan-rural
rent gradient during the land boom is not so noticeably present in these within-metropolitan estimates.
However, the measure is crude and the regions are broad, so the matter is worth further investigation.
We begin with the smaller metropolitan areas, using the same RESI data on a LGA rather than a
regional basis.

5.7 Metropolitan rent gradients during the boom and its aftermath

From 1998 to 2008 the average annual rate of growth of dwelling values in Perth LGAs varied
between 7.6 and 13.4 per cent, with higher outliers in Nedlands and Peppermint Grove. High rates of
growth were reported from Wanneroo and Kwinana, one on and the other towards the urban fringe —
and in general the pattern of growth in values in Perth does not indicate any steepening of the price
gradient. During the following two years, 2008-10, the gradient if anything became gentler, with
continuing price growth in most of the outer suburbs and a fall in Perth City.

In Adelaide, dwelling prices in all LGAs grew by between 7.2 and 11 per cent a year, on average from
1998 to 2008. The rate of growth of dwelling prices on the northern fringe was around 7-9 per cent
and on the eastern and southern fringe around 9 per cent, while the inner suburbs recorded rates of
growth of 9-11 per cent, so steepening the price gradient. However, differences of a couple of
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percentage points do not indicate a major change in the gradient. In any case, during the pause and
boomlet of 2008-10 the steepening was, if anything, reversed.

The layout of LGAs in SEQ is not ideal for the documentation of price gradients. However, from 1998
to 2008 the rate of growth of dwelling prices in the City of Brisbane was a percentage point or so
ahead of that in Redland, which may be taken as representative of the fringe. However, in 2008-10 this
turned round with a vengeance, with the rate of growth of dwelling prices in Brisbane and the Gold
Coast dropping to less than 2 per cent a year as against 9 per cent a year in Redland.

The boom from 1998-2008 was marked by an appreciable steepening of the price gradient in
Melbourne. The peak rate of growth of dwelling prices occurred in Port Philip, the southern gateway
to the CBD, and the lowest rate of growth was in Hume, on the northern outskirts. In all, 13 inner to
middle LGAs recorded growth rates of at least 10 per cent a year, while 7 peripheral LGAs turned in
growth rates of less than 8 per cent a year, leaving 11 LGAs with growth rates of 8 but less than 10 per
cent. Most of these were in intermediate positions, but four were on the fringe — Melton, Yarra
Ranges, Frankston and Mornington Peninsula. Of these four, Melton had the cheapest houses in the
metropolitan area, while in the other three house values increased due to retirement and urban retreat
demand.

Though the price gradient in Melbourne steepened consistently during the land boom proper, this trend
did not continue after 2008, when inner LGA prices slumped and prices roared ahead in the fringe
LGAs which had lost ground during the boom.

As already remarked, the growth of dwelling prices in Sydney during the boom was less frenetic than
in Melbourne, but the pattern was not dissimilar. The highest rate of growth was in Waverly, a high-
status LGA on the eastern boundary of the City of Sydney, where price growth was over 8 per cent a
year. By contrast, LGAs with relatively low growth rates — in the 4-5 per cent range — were mostly
towards the fringe. These relative growth rates increased the price gradient, but the pattern was not as
simple as in Melbourne.

o In Sydney, one whole sector tended to lag — namely the North Shore. Prices were already high
in this sector, which doubtless caused buyers to look elsewhere. A particular disappointment to
property owners was North Sydney, which recorded one of the lowest rates of price growth of
the metropolitan area despite its proximity to the CBD.

. The rate of growth of dwelling prices in Auburn LGA was anomalously high, given its middle-
urban location. This would be largely due to the redevelopment of abandoned industrial land
into Olympic Park.

o To the west, the lowest rates of price increase were not on the fringe. In particular, Camden and
Hawkesbury LGAs recorded average rates of price growth of 5.7 per cent, more than a
percentage point above the rates of growth in places like Campbelltown, Bankstown and
Parramatta. The position here was probably rather similar to Melton in Melbourne: the fringe
suburbs with the lowest prices experienced some levelling-up in relation to suburbs just a little
further in.

As in Melbourne, experience in 2008-10 was very different, with price falls in a number of inner
suburbs, particularly those south of the Harbour, and rapid growth in the belt from Campbelltown to
Parramatta — the very suburbs which had experienced the lowest rates of growth during the boom
proper.

In Sydney, five LGAs currently report average dwelling values of $1.4 million and above. Four of
them are on harbour peninsulas (Mosman, Lane Cove, Waverley and Manly) while the fourth Ku Ring
Gai up on the North Shore ridge. The main exception to a uniform price gradient down from these
heights is Pittwater — a location where picturesque views and high status combine to overcome quite
severe inaccessibility. The rent gradient slopes down unambiguously to the west, where in
Campbelltown and Penrith dwelling prices are currently below those of fringe Melbourne and similar
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to prices on the western fringe of SEQ and the southern and eastern fringes of Perth. They remain,
however, more expensive than dwellings on the northern fringe of Adelaide.

5.8 Why the rent gradients?

The explanation of land price gradients is one of the oldest pieces of economic theory still standing. In
1826 Johann Heinrich von Thinen published his treatise The Isolated State, in which he discussed
land values in a hypothetical (but slightly North German) country consisting of a city located in a plain
of indefinite extent and uniform fertility. He concentrated on the effect of transport costs, and showed
that production of perishables and other items with high transport costs would be concentrated in areas
with good access to the city, with less cost-sensitive products cultivated further out and pastoral
production on the fringe. These different specialisations generated a land price gradient, with high
values near the city and negligible values on the fringe.

The Australian states are not the uniform plains of von Thinen’s theory. For a start, Tasmania is a
completely bounded island, while the other states and the Northern Territory all stretch inland from the
coast. They all have a variety of hills, plains and water supplies. Again, freight transport costs are now
very much lower than in von Thinen’s day and no longer require that perishables be produced close to
centres of consumption. However, each mainland state and the Northern Territory fulfil one basic
condition of the theory, which is that there is a single dominant city, and exhibit one basic result: a
land price gradient downwards from the metropolitan area. In other chapters of this report, we show
that the urban-rural price gradients can be related to two other gradients.

. A job-choice gradient: with distance from the metropolitan centre the number of jobs within
commuting distance of residential areas tends to diminish.

o An essential-service gradient: with distance from the metropolitan centre the distance a resident
has to travel to access essential services tends to increase.

In addition, regions close to the metropolitan areas are in demand for hobby farm and lifestyle reasons.
Some are sufficiently close to support daily commuting while those a little further out are still
convenient for weekend or irregular commuting.

These points made, the Australian capital cities are located so that journeys inland bring one into less
productive country (mineral resources apart). Thus the urban-rural price gradients along the coasts
tend to be less steep than those going inland. However, they can still be observed despite relatively
high values along the more attractive parts of the coastline. Between Brisbane and Sydney coastal
dwellings — those with views of the sea, or at least within easy driving distance — are cheapest in the
region of Kempsey; between Sydney and Melbourne the rent gradients meet in East Gippsland and
between Melbourne and Adelaide they meet somewhere along the long beach north-west of Robe.

The significance of the forces which influence dwelling values can be assessed by throwing them into
the econometric pot. In the following analysis the variable to be explained is the average dwelling
price observed by RESI in each LGA in Australia, with the exception of small LGAs which do not
have sufficient sales to yield a stable average price. This means that no attempt is made to standardise
the dwellings — they include flats and houses, large and small, dwellings in immaculate condition and
renovator’s opportunities. The factors included in the analysis for their potential to influence LGA
average dwelling price include the following.

o Jobs accessible from the LGA divided by the working age population. The number of jobs
accessible was defined as those within a commuting time of 30 minutes, plus a diminishing
proportion of jobs further away with no absolute time limit, but with distant jobs given a very
small weight. The measure also took into account the intensity of competition for the accessible
jobs. This measure is explained more fully in Appendix 2. The expectation was that dwelling
prices would increase with higher job accessibility.
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o Accessibility to education, health and entertainment services was calculated similarly, using
hours of work performed in these services as the indicator of service provision and a similar
definition of the accessible area to that used for job accessibility. The expectation was that
dwelling prices would increase with higher service accessibility.

. The systematic difference between dwelling prices in the different metropolitan areas and the
rest of the country is reflected in the price of residential land on the fringe of each metropolitan
area. The hypothesis is that if fringe prices are high, prices will be high throughout the
metropolitan area.

o In any given location, flats generally cost less than houses. Accordingly the proportion of flats
in the housing stock was included as a potential influence on average dwelling prices, in the
expectation that more flats would drive down the average price.

. Higher incomes mean that households can pay more. Again, hourly income is a proxy for socio-
economic status, a notorious cause of higher dwelling prices.

o The rate of growth of the occupied dwelling stock was also included as a potential influence, on
the argument that dwelling prices would tend to be higher in areas with high demand.

. Dummy variables were also included for each SOR zone. When a dummy variable is shown to
be associated with the dependant variable, it means that there is some unidentified zonal
characteristic that influences price.

The following equation was estimated using the SOR LGA data base, on a quarterly basis for the years
1991-2010. (It will be appreciated that the equation is distilled from a very large number of data
points.)

In(MDPi), = 3.34 + 0.44 In(GCCy),_s
(5.9) (10.0)
+ 0.61 . In(1SS).5 + 2.03 . In(IHC)),_s
(18.9) (12.0)
+ 0.05 . In(FS;)s + 0.45 In(DPHUR,),_s
(4.9) (10.3)
+ 0.82 (In(ODS)),_; — In(ODS)),¢)
(5.5)
+ -0.28 . RD + 0.24 RESD
(10.0) (5.4)
R’>=0.68
Where:
MDP = Average market dwelling price LGA i, at time ¢ in 2007-08 $s.
GCC; = Cost of greenfield construction site, S (fringe value for all LGAs located within a
metropolitan area; nominal valuation elsewhere).
1SS; = Supply of services (education, health, entertainment etc)
LGA i given hours supplied within LGA i travel time catchment.
IHC; = Competition for industry hours of work within LGA travel time catchment 7.
FS; = Share of flats in total dwelling stock LGA i.
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DPHUR,; Dollar per hour from work for residents in LGA 7, 2007-08 $s.
ODS; = Occupied dwelling stock LGA i.

RD 1 if LGA in Rural zone.

RESD

1 if LGA in Resource-based zone.

In denotes natural logarithm. Note that the estimated equation allows a year (four quarters) for
dwelling price effects to show up following a change in the driver variable. See Appendix 2 for
definitions of the travel time catchment variables.

Since the variables are in natural logarithms, the coefficients are elasticities. The highest elasticity is
that relating to industry hours of work within a LGA’s travel time catchment. The higher the hours of
work available per working age resident, the higher will be the real market price of dwellings. This
accords with expectations, as do most of the other elasticities.

The positive sign on the measure of the cost of a greenfield construction site shows that dwelling
prices are indeed higher in metropolitan areas than elsewhere, and are higher in cities with high fringe
lot prices — quite independently of all other variables. In other words, for a given level of job
accessibility, etc, Sydney is costly.

The positive sign on accessibility to education, health and entertainment services shows that these
services influence residential values in the metropolitan areas as well as in the country.

The positive sign on the proportion of flats is unexpected, yet statistically significant. The explanation
would seem to be that the proportion of flats is high in LGAs with strong pressure to infill
construction, and hence high dwelling prices. This will be discussed further in Chapter 6.

The positive sign on the hourly earnings rate is as expected, though the elasticity is not as high as is
sometimes obtained when measures of socio-economic status are substituted for hourly earnings in
studies of dwelling prices.

The positive sign on the rate of growth of the occupied dwelling stock is as expected. High demand
appears to drive prices upwards, independently of the other LGA characteristics which make for high
prices — perhaps associated with expectations of capital gains.

Finally, only two of the zonal dummy variables achieved statistical significance. Other things being
equal (job and service access, etc) dwelling prices are definitely lower in the rural zone, but tend to be
higher in the resource-based zone. The low rural prices may reflect disadvantages of rural life not
measured in our set of variables, but will also reflect low expectations of capital gain. On the other
hand, the higher resource-zone prices are likely to be due to higher construction costs in the remote
parts of the country.

5.9 The significance of the drivers of rent gradients

To demonstrate the implications of the drivers of the rent gradient, the following methodology was
applied. For each of the mainland metropolitan areas each key driver was set in turn at the existing
average for the metropolitan area. The impact of this change on the market value of dwelling prices
was documented at each change. The results are in Table 5.3 to Table 5.7.

Clearly, the more distant a metropolitan LGA from the city centre, the greater the increase in dwelling
price (or more accurately the perceived value of a dwelling) which would arise if employment
opportunities, access to community services and dollars per hour from work were equalised across the
metropolitan area. If the fringe metropolitan LGAs were provided with the same employment
opportunities, community services and $/hour of employment as the metropolitan average, their
average dwelling values would increase by between 30 to 60 per cent with corresponding reductions in
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LGAs which are currently better serviced. In general the overall price of dwellings in each
metropolitan area would increase marginally. To make the point, the equalisation of opportunities
across the metropolitan area in Sydney would reduce dwelling prices in Woollahra by 40 per cent and
increase prices in Wollondilly by 59 per cent. Differences in average dwelling prices would still
remain, reflecting differences in topography, access to natural assets (beaches, forests, etc.) and socio-
economic status. Differences in dwelling qualities (size, construction quality) would also contribute to
continuing differences.

Needless to say this exercise is purely hypothetical, if only because fringe areas, almost by definition,
have poorer access to employment than inner urban areas. The only urban design in which the fringe
areas would have equal access might be a metropolitan area in which all jobs are concentrated in a ring
just in from the fringe. Despite American experiments with beltway cities no Australian city
approaches this design, or is likely to do so. However, it is not necessary to go as far as equalisation to
produce an improvement. There is still reason to question why employment opportunities in fringe
LGAs are as limited as they are at present.

The full implications of the results in the tables will not be appreciated until the next chapter, which
considers the economics of adding to the housing stock. At this stage what should be noted is that the
differentials between regions in average dwelling values are significantly explained by the ability of
residents in a given region to:

(i)  access hours of work;
(i)  access well-paying hours of work; and
(i) access to education, health and entertainment services.

The solution to Australia’s housing shortage lies in recognising the importance of these three drivers.
It means that no dwelling should be treated as a good substitute for any other dwelling (of similar
quality) located anywhere else. Households do not simply require dwellings in terms of size, number
of bedrooms, etc. They also value their home in terms as a place from which to access work
opportunities and non-work out-of-home activities. Dwellings which are judged to be poorly located
are severely marked down in value.

This not only applies to fringe metropolitan regions. It also applies to independent city regions if they
are targeted as significant locations for new dwelling stock — in the nomenclature of the next chapter,
dwelling construction zones.
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Table 5.3

Metropolitan opportunity equalisation on market value of dwellings — Sydney

Change in market value of dwellings from equalisation of:

Competition for

Competition for

hours of work in  supply of community $ per hour Total
LGA LGA catchment (%) services hours from work equalisation
Ashfield (A) -14.9 -13.0 4.1 -22.9
Auburn (A) 3.8 -10.7 10.7 2.6
Bankstown (C) 6.8 -6.8 2.8 24
The Hills Shire (A) 10.6 6.0 -2.3 14.5
Blacktown (C) 15.2 3.0 7.3 27.4
Blue Mountains (C) 20.8 33.9 -6.4 51.5
Botany Bay (C) -16.9 =77 7.8 -17.3
Burwood (A) -11.9 -13.5 3.6 -21.0
Camden (A) 19.8 16.5 -0.2 39.2
Campbelltown (C) 20.5 16.0 9.4 52.8
Canada Bay (A) -5.1 -12.3 -5.3 -21.2
Canterbury (C) -9.6 -10.6 52 -15.0
Fairfield (C) 13.0 -1.1 12.1 253
Gosford (C) 11.1 16.4 3.9 344
Hawkesbury (C) 12.0 36.5 5.7 61.6
Holroyd (C) 9.6 -7.1 10.3 12.3
Hornsby (A) 1.7 2.2 -7.0 -7.6
Hunters Hill (A) -11.7 -12.2 -18.4 -36.7
Hurstville (C) -5.9 -6.6 4.2 -8.4
Kogarah (C) -3.1 -1.8 2.2 -2.8
Ku-ring-gai (A) -7.9 -5.3 -18.0 -28.4
Lane Cove (A) -19.6 -10.3 -13.5 -37.6
Leichhardt (A) -15.3 -12.5 -9.4 -32.9
Liverpool (C) 17.6 8.9 8.8 39.3
Manly (A) -13.2 3.6 -8.4 -17.6
Marrickville (A) -15.2 -10.8 4.8 -20.7
Mosman (A) -20.8 -7.9 -23.8 -44.4
North Sydney (A) -20.0 -9.3 -12.9 -36.8
Parramatta (C) 4.8 -6.3 8.9 6.9
Penrith (C) 19.5 12.6 8.0 45.4
Pittwater (A) -2.7 15.8 -4.8 7.2
Randwick (C) -22.4 -5.3 0.4 -26.3
Rockdale (C) -13.7 -8.3 7.3 -15.1
Ryde (C) -7.2 -9.5 -0.7 -16.6
Strathfield (A) -0.6 -10.9 -3.2 -14.3
Sutherland Shire (A) 14.3 8.8 -0.5 23.8
Sydney (C) -19.4 -8.2 -3.1 -28.3
Warringah (A) -6.7 7.2 -1.7 -1.7
Waverley (A) -24.4 -3.8 -4.1 -30.2
Willoughby (C) -13.2 -9.0 -12.2 -30.6
Wollondilly (A) 17.8 31.6 2.8 59.4
Woollahra (A) -23.6 -4.9 -18.0 -40.4
Wyong (A) 15.6 21.7 1.5 42.8
Total 1.6 1.6 1.0 4.3
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Table 5.4 Metropolitan opportunity equalisation on market value of dwellings — Melbourne

Change in market value of dwellings from equalisation of:

Competition for Competition for

hours of work in  supply of community $ per hour Total
LGA LGA catchment (%) services hours from work equalisation
Banyule (C) -3.0 -4.8 0.6 -7.0
Bayside (C) -14.7 -7.3 -13.8 -31.9
Boroondara (C) -6.6 -11.6 -13.8 -28.8
Brimbank (C) -4.0 1.5 8.1 53
Cardinia (S) 17.9 353 1.3 61.5
Casey (C) 15.6 13.6 39 36.4
Darebin (C) -7.7 -6.5 5.8 -8.8
Frankston (C) 11.4 12.0 6.5 32.9
Glen Eira (C) -13.0 -8.7 -4.6 -24.3
Greater Dandenong (C) 4.2 -1.1 13.7 17.2
Hobsons Bay (C) -13.9 -2.6 6.1 -11.0
Hume (C) 6.3 14.5 6.7 30.0
Kingston (C) -4.0 -2.1 3.0 -3.2
Knox (C) 5.1 0.0 4.7 10.1
Macedon Ranges (S) 11.2 26.8 -2.9 36.9
Manningham (C) 6.0 1.3 -0.9 6.5
Maribyrnong (C) -8.7 -6.5 3.8 -11.3
Maroondah (C) 7.9 3.7 3.8 16.1
Melbourne (C) -5.0 -11.0 -12.2 -25.7
Melton (S) 53 13.7 5.5 26.4
Monash (C) -4.5 -8.1 2.4 -10.2
Moonee Valley (C) -8.1 -6.3 1.0 -13.0
Moreland (C) -7.3 -7.3 6.1 -8.8
Mornington Peninsula (S) 15.1 20.6 5.3 314
Nillumbik (S) 13.7 18.2 -2.7 30.7
Port Phillip (C) -7.4 -11.3 -8.0 -24.4
Stonnington (C) -8.0 -11.8 -15.2 -31.2
Whitehorse (C) -1.0 -6.7 0.8 -6.9
Whittlesea (C) 11.0 12.6 8.3 353
Wyndham (C) -2.2 9.0 2.8 9.6
Yarra (C) -4.5 -11.9 -4.5 -19.6
Yarra Ranges (S) 21.1 32.1 32 65.1
Total Melbourne 0.7 1.7 0.9 33
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Table 5.5 Metropolitan opportunity equalisation on market value of dwellings — SEQ

Change in market value of dwellings from equalisation of:

Competition for Competition for

hours of work in  supply of community $ per hour Total
LGA LGA catchment (%) services hours from work equalisation
Brisbane (C) -25.6 -11.7 -4.6 -37.3
Gold Coast (C) 17.8 33 2.7 24.9
Ipswich (C) 20.7 13.7 4.9 43.9
Lockyer Valley (R) 21.6 37.1 0.7 67.8
Logan (C) 222 2.7 7.5 35.0
Moreton Bay (R) 347 12.3 23 54.8
Redland (C) 21.0 8.5 1.0 32.7
Scenic Rim (R) 224 33.9 -1.0 62.4
Somerset (R) 20.0 40.0 -0.2 67.7
Sunshine Coast (R) 21.7 17.1 3.2 47.0
Total SEQ 4.6 1.9 0.3 6.9

Table 5.6 Metropolitan opportunity equalisation on market value of dwellings — Adelaide

Change in market value of dwellings from equalisation of:

Competition for Competition for

hours of work in  supply of community $ per hour Total
LGA LGA catchment (%) service hours from work equalisation
Adelaide (C) -2.3 -7.0 -11.9 -19.9
Adelaide Hills (DC) 4.1 11.9 -5.3 10.4
Alexandrina (DC) 9.1 40.5 -8.1 40.8
Burnside (C) -1.8 -7.2 -10.4 -18.3
Campbelltown (C) -2.2 -7.3 3.0 -6.7
Charles Sturt (C) -6.2 -4.9 3.2 -8.0
Gawler (T) 12.7 15.6 1.4 32.1
Holdfast Bay (C) -6.6 -4.1 -1.5 -11.8
Marion (C) -5.0 -3.2 34 -4.9
Mitcham (C) -4.1 -4.7 -4.2 -12.5
Mount Barker (DC) 7.3 243 0.4 34.0
Norwood Payneham St Peters (C) -0.6 -8.1 -5.4 -13.6
Onkaparinga (C) 9.9 11.2 0.0 22.2
Playford (C) 11.1 11.4 6.2 31.5
Port Adelaide Enfield (C) -4.0 -5.6 2.4 -7.2
Prospect (C) -1.4 -7.7 -3.5 -12.3
Salisbury (C) -0.4 -0.5 7.0 6.0
Tea Tree Gully (C) 0.2 -0.9 2.8 2.1
Unley (C) -3.1 -6.5 -8.8 -17.3
Victor Harbor (C) 10.7 55.4 -0.5 71.1
Walkerville (M) -0.7 -8.0 -13.6 -21.1
West Torrens (C) -5.9 -5.1 32 -7.8
Yankalilla (DC) 11.1 38.9 -30.3 7.5
Total Adelaide 0.3 1.3 0.5 2.0
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Table 5.7 Metropolitan opportunity equalisation on market value of dwellings — Perth

Change in market value of dwellings from equalisation of:

Competition for Competition for

hours of work in  supply of community $ per hour Total
LGA LGA catchment (%) services hours from work equalisation
Armadale (C) 16.6 354 8.4 71.2
Bayswater (C) 2.3 9.3 53 -6.6
Belmont (C) -5.0 -5.9 4.1 -6.9
Busselton (S) 12.7 73.2 3.9 102.9
Cambridge (T) -4.1 -8.6 -13.8 -24.5
Canning (C) -6.1 -8.1 2.6 -11.5
Claremont (T) -9.6 -5.5 -17.8 -29.8
Cockburn (C) -0.6 -0.5 3.7 2.5
Cottesloe (T) -9.9 -5.4 -19.2 -31.1
East Fremantle (T) -9.8 -6.0 -7.9 -21.9
Fremantle (C) -11.2 -5.2 -2.6 -17.9
Gosnells (C) 1.7 0.3 7.3 9.5
Joondalup (C) -3.5 -0.5 1.0 -3.0
Kalamunda (S) 4.5 10.8 3.8 20.3
Kwinana (T) 10.3 9.1 4.4 25.6
Melville (C) -9.2 -6.4 -4.3 -18.7
Mosman Park (T) -11.6 -4.5 -14.2 -27.6
Mundaring (S) 13.1 374 -0.5 54.7
Nedlands (C) -8.3 -6.1 -24.2 -34.8
Perth (C) -3.9 -9.1 -14.1 -25.0
Rockingham (C) 18.3 25.3 1.3 50.1
South Perth (C) -2.6 -10.1 -6.6 -18.1
Stirling (C) -3.4 -7.6 1.5 -9.5
Subiaco (C) -4.7 -8.4 -16.7 -27.3
Swan (C) 1.4 5.4 5.1 124
Victoria Park (T) -2.9 -10.0 3.0 -10.0
Vincent (T) -34 -9.5 -54 -17.3
Wanneroo (C) 11.5 9.2 3.0 25.4
Total Perth 0.5 2.2 0.7 34

5.10 Dwelling prices and incomes

There are substantial differences between LGAs in values taken by the factors which influence
dwelling prices, particularly the availability of employment opportunities, so it should not be any
surprise to find substantial differences between regions in dwelling prices. Figure 5.1 shows the value
of dwellings based on the sale prices for established homes for 2010.1 (the March quarter 2010). The
values are adjusted by the implicit consumption deflator for each state with a 2007-08 base, and hence
differ from the values quoted in Sections 5.6 and 5.7 above. The data in the figure are given in the
tables in the appendix. The data are for both detached and attached dwellings and are, therefore,
designated dwelling prices as distinct from house prices for detached dwellings.
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Among the regions the highest value is $866,000 for Sydney’s Eastern Beaches, followed by Sydney’s
Northern Beaches (Figure 5.1). The lowest value is $141,000 for the NSW Far West. The highest
price for a Victorian region (Melbourne Central) is 70 per cent of Sydney’s highest price but on par
with Sydney Central. There is not a great deal of difference between the prices prevailing in Sydney’s
Western Suburbs, the South East Queensland regions and Melbourne’s suburban regions or, for that
matter, the Perth suburban regions.

In 2010.1 average prices across the metropolitan dispersed regions were 20 per cent less than in the
knowledge-intensive metropolitan central regions (Table 5.8) with average prices in the independent
cities a further 27 per cent below the dispersed metro zone. Lifestyle region prices lay between the
dispersed and independent city prices, while the difference between rural and resource-based zone
prices was $31,000 a dwelling. However there were significant exceptions with prices in the Pilbara-
Kimberley region double the resource-based zone average.

In zone terms, the increase in 2010.1 over 1999.3 was the highest in the resource-based zone with a
165 per cent change followed by a 144 per cent increase for the knowledge-intensive zone. The other
zones were similar with increases of between 125 per cent and 134 per cent. However, some regions
diverged considerably from the average for their zone (Figure 5.2). The Pilbara-Kimberley region had
the highest change at 383 per cent, or nearly a fourfold increase in prices. In the three Perth regions
prices increased threefold and more while Adelaide’s prices increased by approximately 125 per cent —
in line with the increase in Sydney’s Western regions. The increase in the SEQ regions was around
150 per cent.

Clearly, there are large differentials between dwelling prices between Australian regions. However, as
the appendix tables to this report indicate, there are also large differences in income levels. Income, or
more accurately average household income, is generally taken as the base or reference point for
assessing the affordability of dwelling prices.

Figure 5.3 shows the ratio of dwelling prices to average household disposable income. The income
denominator is derived by the estimates in the tables in the Appendix. The exact definition is:

o wage and salary income (excluding superannuation premiums);
. plus business income;

o less interest paid on non-mortgage debt;

o less taxes;

o plus cash benefits;

. plus one half property income.

Property income is adjusted to exclude imputed superannuation income, which in the National
Accounts is credited to households but which households cannot access till retirement. The proportion
of property income in the total is generally between 4 and 8 per cent across the regions, with outliers
in the Sydney Beach regions (where the ratio rises to 10 per cent) and at the other end of the scale
where ratios of 1.8 to 2.5 per cent are found in three regions (NSW Far West, Vic Mallee Wimmera
and Qld Resource) which have been affected by faltering rural production without compensating new
mining developments.

Households in regions where disposable incomes are high can afford to pay high dwelling prices while
conversely households in regions where disposable incomes are low may not be able to afford even
low prices, when these are assessed in relation to the national average. The average ratio of dwelling
price to disposable income for Australia as a whole in 2010.1 was 6.0. (Table 5.9). For the WA
Pilbara-Kimberly region the dwelling price-income ratio was 4.7, well below the national average
despite high dwelling prices. The Adelaide regions, on the other hand, had an average ratio close to
the national average — prices were below national average, but so were incomes. The Inner Melbourne
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SOR regions had a ratio around 8, while the Perth suburban regions were below the national average
due to high incomes. The SEQ Sunshine Coast and Gold Coast had ratios of just under 8, while the
other SEQ regions were near the national average.

Though higher incomes tend to accompany higher dwelling prices, a comparison of Tables 5.8, 5.9
and 5.10 confirms the econometric finding that income differentials explain only a relatively small
part of the difference in dwelling prices. In the dispersed metro zone dwelling prices average 23 per
cent below the knowledge intensive zone but average income is only 7 per cent below — the income
differential explains only one third of the dwelling price differential. For independent cities the
dwelling price differential is 44 per cent below the knowledge-based zone, while the income
differential is 16 per cent, so that the income differential again explains around one third of the price
differential. For lifestyle regions the contribution of the income differential to the dwelling price
differential increases to 80 per cent — but we should remember that the amounts paid by retirees for
their houses bear little relation to their current pension incomes. In the resource-based zone the income
differential plays no role in explaining the dwelling price differential, and for the rural zone it explains
only a relatively small part of the differential. If income differences were mainly responsible for
dwelling price differentials, dwelling prices would be considerably higher in the dispersed
metropolitan and in the non-metropolitan regions. Von Thinen spotted the reason nearly two centuries
ago: the location of a dwelling is the key driver of its value. The role of income is to set upper and
lower constraints on the ability of venders to realise the embedded value of a site.

Thus, from Table 5.9 or Figure 5.3, there are two key aspects to be explored further. What are the
exact causes of the non-income differentials in dwelling value between zones (and between regions
and LGAs within the same zone) and why has the increase in the ratio of dwelling prices to disposable
income over the last one to two decades been similar in all zones? The exception is the knowledge-
based zone, where the relatively low increase in the dwelling price to income ratio since 1997 can be
simply explained by income constraining realised values, given the high price to income ratio that
prevailed in 1997 compared to the other zones. In 2006 the average price to income ratio for Sydney
Eastern Beaches was 15 to 1 and 13 to 1 for the Northern Beaches. Dwelling prices in these regions
are high because the regions have all the makings of high prices — particularly high job accessibility
and location in a metropolitan area with high fringe values — but there comes a point where incomes
and affordability restrain prices. It is little wonder that prices in these regions have not risen as rapidly
as they did in other regions.
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Table 5.8 Average dwelling prices by zone (selected quarters in 2007-08 prices — $’s)
Per cent
change
2010.1 over
1991.3 1996.3 2001.3 2006.3 2010.1 1991.3
Average prices ($’s)
Dispersed metro 180497 183163 267245 390634 411686 128
Independent city 133430 149867 178953 299400 299795 125
Knowledge-intensive regions 217655 244649 358562 546540 531369 144
Lifestyle regions 146806 165168 198536 346091 336753 129
Resource-based 103614 122807 125993 233879 274279 165
Rural 107475 116772 131540 245564 243787 127
Australia 169114 182772 251684 391754 395082 134
Difference from Knowledge intensive prices ($’s)
Dispersed metro -37158 -61487 91317  -155906  -119683
Independent city -84225 -94783  -179609  -247140  -231574
Knowledge-intensive regions 0 0 0 0 0
Lifestyle regions -70849 -79481  -160026  -200449  -194616
Resource-based -114041  -121842  -232569  -312661  -257090
Rural -110180  -127877  -227022  -300976  -287582
Australia -48541 -61878  -106878  -154787  -136287
Difference from Knowledge intensive prices (%)
Dispersed metro -17 -25 -25 -29 -23
Independent city -39 -39 -50 -45 -44
Knowledge-intensive regions 0 0 0 0 0
Lifestyle regions -33 -32 -45 -37 -37
Resource-based -52 -50 -65 -57 -48
Rural -51 -52 -63 -55 -54
Australia -22 -25 -30 -28 -26
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Table 5.9 Average dwelling prices to average household income ratio by zone (selected quarters

in 2007-08 prices — $’s)

Per cent

change

2010.1 over

1997.3 2001.3 2006.3 2010.1 1991.3

Dispersed metro 3.6 4.5 6.2 6.1 71.0
Independent city 3.1 34 53 4.9 60.5
Knowledge-intensive regions 5.0 5.9 8.3 7.3 45.6
Lifestyle regions 3.9 4.2 7.1 6.5 67.6
Resource-based 2.1 2.0 3.4 3.6 72.2
Rural 23 2.4 4.4 3.9 69.8
Australia 3.7 4.4 6.4 6.0 61.0

Difference from Knowledge intensive income ratio

Dispersed metro -28.9 -23.4 -24.8 -16.5
Independent city -39.1 -43.2 -36.3 -32.9
Knowledge-intensive regions 0.0 0.0 0.0 0.0
Lifestyle regions -22.6 -28.1 -14.6 -10.9
Resource-based -58.0 -66.5 -59.0 -50.4
Rural -54.5 -59.2 -46.4 -47.0
Australia -26.6 -25.9 -22.6 -18.9

Table 5.10 Average household disposable income per occupied dwelling (2007-08 $'000)

1997.3 2001.3 2006.3 2010.1
Dispersed metro 54.9 59.0 62.6 67.1
Independent city 49.7 533 56.6 60.9
Knowledge-intensive regions 53.4 60.6 65.9 72.4
Lifestyle regions 43.1 46.7 48.8 51.5
Resource-based 59.6 63.5 68.7 753
Rural 51.6 54.5 55.3 62.7
Australia 52.7 57.5 61.0 66.3
Difference from Knowledge intensive income ratio
Dispersed metro 2.8 -2.7 -4.9 -7.2
Independent city -6.8 -12.1 -14.1 -15.9
Knowledge-intensive regions 0.0 0.0 0.0 0.0
Lifestyle regions -19.2 -22.9 -25.8 -28.9
Resource-based 11.7 4.8 4.4 4.0
Rural -3.2 -10.1 -16.1 -13.4
Australia -1.1 -5.2 -7.3 -8.3
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Figure 5.1: Average dwelling prices —2010.1 —
in 2007-08 prices ($’s)
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Figure 5.2: Change in average dwelling prices —2010.1 over 1991.3 —
in 2007-08 prices ($’s)
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Figure 5.3: Ratio of dwelling prices to average household disposable income — 2010.1
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5.11 The mortgage burden

Figure 5.4 shows estimates of the mortgage burden. The burden is interest plus repayments of
principal as a percentage of income calculated on a LGA basis using average prices and incomes.
Payments are calculated on the basis of a 25 year loan, 25 per cent equity and 7.2 per cent interest rate.
The interest rate is the average of the variable mortgage rates that prevailed over the period from the
early 1990s to the present. Given these assumptions, the mortgage burden in each region strongly
reflects its dwelling price to income ratio. A household wishing to live in the knowledge-intensive
zone would have to gear up to the maximum that the banks would allow unless they had an income
above average or were able to invest more than the 25 per cent assessed equity component (Table
5.11). Those wishing to live in independent cities would incur a repayment burden of just under a third
of income. In 2006 the dispersed metro, knowledge-intensive and resource-based zones all saw house
prices reach levels that, on a long term interest rate basis, reached the upper levels of repayment
burdens acceptable to the banks, conventionally set at around 45 per cent of average household
income. It should be noted that when the average mortgage burden climbs above 35 per cent, or
thereabouts buyers of dwellings in the area have to have above-average household incomes compared
to the region as a whole and/or be able to make an equity contribution of more than 25 per cent
towards the sale price.
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Table 5.11 Repayment burden for average dwelling purchase by zone (selected quarters — per

cent)
1997.3 2001.3 2006.3 2010.1
Dispersed metro 25.2 31.9 43.1 359
Independent city 17.7 24.0 31.0 30.9
Knowledge-intensive regions 28.2 28.6 454 433
Lifestyle regions 16.2 20.6 322 36.2
Resource-based 18.9 21.2 43.7 36.2
Rural 18.9 18.2 31.9 28.6
Australia 18.1 16.3 254 30.8
Difference from Knowledge intensive income ratio
Dispersed metro -10.6 11.3 -5.1 -17.1
Independent city -37.0 -16.1 -31.6 -28.7
Knowledge-intensive regions 0.0 0.0 0.0 0.0
Lifestyle regions -42.6 -28.2 -29.0 -16.4
Resource-based -33.0 -26.0 -3.8 -16.4
Rural -33.0 -36.4 -29.6 -34.0
Australia -35.7 -42.9 -44.0 -29.0
Note: Repayment calculations assumes average dwelling price as per Table 5.8, 25 year loan, mortgage rate of 7.2 per cent and 25 per

cent equity. The burden is repayments as a per cent of income.

It will be noted that these calculations are sensitive to interest rates. Australian real interest rates have
been high, in world terms, for several decades owing to the need to refinance accumulated overseas
debt. They have never fallen to the levels currently available in Japan and Europe, and the current
balance of risks is for an increase (see Chapter 8). The rate used in this section is slightly above the
best rates currently on offer, but households borrowing for mortgages would do well to consider the
risk of increases.
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Figure 5.4: Mortgage burden for average dwelling purchase —2010.1 (%)
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5.12 The cost of new construction

Estimates of the cost of new dwellings are given for the give mainland state capitals in the 2010 State
of Supply report of the National Housing Supply Council (pp 117-122). Two sets of costs are given,
one for ‘a two-bedroom infill unit’ and the other for ‘a three-bedroom house with backyard’, the latter
assumed to be on a greenfield site. These are defined as industry average costs standardised by
dwelling size and metropolitan area.

Taking all costs (including land) into account, in December 2008 Sydney had by far the costliest new
greenfield houses — the cost being $561,000 each. The other metropolitan areas fell within the range
from $370,000 to $384,000 with Perth at the upper level and Brisbane relatively low (the estimates do
not cover Canberra). Construction costs were very similar in all the cities, varying between $200,000
(Brisbane) to $220,000 (Perth) a house. The high costs in Sydney were mainly due to high raw land
costs ($152,000 compared to around $50,000 in the other capitals) and high government taxes and
charges ($130,000 compared to around $70,000 in the other capitals). Development costs and interest
and professional fees were also significantly higher than in the other cities.
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At $554,000 per dwelling Sydney also had the highest costs of infill development. However, the
difference from the other capital cities was very much less than for greenfield housing — the other
cities reported new infill dwelling costs not much below Sydney with the lowest costs in Adelaide at
$468,000. This means that, in Sydney, new infill dwellings were marginally less costly than new
greenfield dwellings, whereas in all the other capitals they were between 25 and 40 per cent more
expensive. The underlying cost structures for infill dwellings were similar between cities, and were in
all cases dominated by construction costs of between $280,000 and $310,000 per dwelling — thirty to
forty per cent above the average construction costs for a greenfield house. These higher costs applied
despite the smaller size of the NHSC infill dwelling, and reflected the higher costs of multi-storey
construction and the diseconomies of working on smaller sites. The other cost components were all
higher in Sydney than in the other capitals, but not by much and the resulting cost of infill dwellings
was only 10 per cent above the other capitals, nothing compared to the 50 per cent addition for
greenfield houses.

These National Housing Supply Council (NHSC) estimates allow comparisons to be made of the cost
of new dwellings and existing dwellings in the metropolitan regions — assuming that greenfield houses
are the appropriate comparison for metropolitan fringe regions and infill dwellings for all other
metropolitan regions. NIEIR extended the comparison to the whole of Australia by making rough
estimates of the costs of new greenfield houses in all non-metropolitan regions, taking into account
land costs (reflecting the metropolitan-rural land price gradient), government charges (reflecting state
policy) and construction costs (generally lower in the rural and lifestyle zone, but higher in the remote
regions and also relatively high in Tasmania).

The comparison is mapped in Fig 5.6. In four Sydney regions (Eastern Beaches, Northern Beaches,
Central and Outer North) and three Melbourne regions (Central, East and South East) a new infill
dwelling to NHSC specification is likely to cost 70-90 per cent of the average existing dwelling. No
wonder councils in these regions are under strong developer pressure to approve infill construction —
the basic conditions are right for a positive profit margin. In most other developed suburban regions
(Perth Central, Adelaide Central, Sydney Old West, Sydney South and the SEQ regions) the average
cost of infill developments is fairly similar to the average price of existing dwellings, which means
that infill development is likely to be profitable provided the new housing has a quality or locational
edge over existing dwellings. The exception is Sydney Parramatta Bankstown, where if the NHSC is
right the cost of infill construction is significantly above existing dwelling prices.

On the fringes of Perth and in the ACT and Darwin a NHSC greenfield house costs less than the
average existing dwelling. On the fringes of Adelaide, Melbourne and Brisbane it costs about the same
or a little more. However, on the Western fringe of Sydney it is considerably more costly — around 70
per cent more. Given that existing dwellings in the west of Sydney fetch prices similar to those on the
fringe of Melbourne, this differential reflects the high cost of greenfield construction in Sydney, which
is largely due to raw land costs and state government imposts (which, since they are imposed ad
valorum, magnify the original land cost differential). It is unlikely that the differential is due to quality
differences: the new dwellings will if anything be in less accessible locations than the existing housing
and they are unlikely to be of such superior size and quality as to explain the difference.

Outside the metropolitan areas, the NHSC new greenfield house is generally more costly than the
average existing dwelling. The ratios should not be taken as gospel — they were generated using rough
estimates of cost differentials. Similarly it should be remembered that non-metropolitan regions are
large and diverse, and there will be some locations where the comparison is quite different from the
average for the region. However, even allowing for the uncertainties it will generally be cheaper to
buy an existing house rather than a new one in all the independent cities except Darwin, all the
lifestyle regions except NSW Richmond Tweed, all the rural regions except Qld Mackay and WA Peel
South West, and all the resource-based regions except Pilbara Kimberley. The list of exceptions
highlights regions where the prices of existing dwellings have increased due to high levels of demand.
In regions where new houses are significantly more expensive than existing dwellings, new houses
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will be built only where they offer locational or quality advantages over existing housing, and where
there are people who value these advantages and have the resources to pay for a new house.

If large numbers of new houses are to be built, it is important that their cost of construction should not
be out of kilter with the average value of dwellings as reflected in market prices. Some price premium
might be expected — after all, a new dwelling is not as depreciated as an old one — but at the same time
the NHSC has costed typical new dwellings which are likely to be smaller than many on the fringe.
This standard makes them quite opulent compared to the cottages to be found in small country towns,
which is one reason for the high ratios in some of the rural regions. However, as long as the people in
these regions are happy with their cottages (or, more likely, can afford nothing more expensive) there
will be a low level of new home construction. Put more broadly, if a new house costs too much more
than an existing dwelling, purchasers will have a strong incentive to buy existing rather than newly
constructed dwellings. Even if they buy a new dwelling there will be a high risk of capital loss if the
dwelling is sold early in the repayment cycle. A low level of dwelling construction activity is therefore
to be expected on the Sydney fringe and in most non-metropolitan regions. This will be discussed in
detail in Chapter 6.

5.13 The recent history of construction costs

This is the current position, but what happened during the land boom? To assess the course of the
boom, we need historic data for the cost of NHSC new dwellings to compare with the RESI data on
trends in the price of existing dwellings. Unfortunately the NHSC estimates are available only for
2008, though ACIL Tasman in a report for the Urban Development Institute of Australia provided
estimates for three previous years (1992, 2002 and 2004) (quoted in NHSC report 2008 Appendix
3.6). These estimates are discussed further in Appendix 1.

Given the unavailability of previous estimates using NHSC methodology, the obvious course of action
is to project the estimates backwards using the ABS indices for new project homes. These indices were
originally calculated as ingredients of the Consumer Price Index, and are available from 1986 for each
capital city. Important features of these indices are as follows.

. They do not include the land component of house price.

o They are defined to measure changes in the price of a project home of constant quality. ‘The
technique used to construct a price index for project homes is similar to those used for most
other goods. A representative sample of project home models is selected in each city, prices are
obtained each quarter and the price movements for each model are weighted together. Constant
quality is maintained by calculating price movements on a matched sample basis (i.e. price
movements between adjacent quarters are based on the same models in each quarter)...
Adjustments are made to raw prices to compensate for any minor changes in specification.’
(ABS 6416.0).

Strictly speaking the index can only be used to back-project the house construction element of the
price of greenfield houses. It is not directly relevant to the construction cost of infill housing, or to the
construction tasks involved in lot preparation, but it is arguable that no better index is available for
back-projection of these costs. We know from the National Balance Sheet discussed above that the
cost of raw land has increased more rapidly than construction costs, and should be able to track it
reasonably accurately in those states where site values are published on a LGA basis. However, for
this study we have adopted a short-cut method, indexing the land value component by half the real rate
of growth of the value of the residential land stock in the state or territory (assuming that the other half
of value growth represents changes due to the conversion of additional land to residential purposes). It
would be desirable to check these calculations using actual site values, and till this is done the
following estimates of change over time must be treated as preliminary. Similarly an important
component of the land price is government taxes and charges. These were indexed by the project
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homes cost index, on the ground that they are linked to construction costs, but the link is tenuous in
some states and again the calculations are preliminary.

These calculations found that, across Australia, in 1991 the cost of new NHSC dwellings was
generally above the average for existing dwellings. The main regions where new dwellings were
competitive with existing dwellings were infill construction in the eastern half of Sydney (Outer
North, Northern Beaches, Central, Eastern Beaches and South); greenfield construction in the two
Outer Perth regions, Darwin and the ACT, and a mixture of greenfield and infill construction in South
East Queensland. The cost of new construction, both infill and greenfield was roughly equal to the
average price of new dwellings in the Melbourne and Adelaide metropolitan areas and in a couple of
independent cities — Qld Cairns, NSW Illawarra and Tas Hobart. In most other regions, including the
three western Sydney regions, new NHSC dwellings cost at least 20 per cent more than an average
existing dwelling. Once again we emphasise that these estimates are preliminary, and could be refined
at the cost of a significant work effort.

During the 1990s the rate of growth of the price of existing dwellings lagged the rate of growth of new
dwelling construction costs in most regions. The exceptions were mainly infill regions in the inner
parts of Sydney and Melbourne. These trends accentuated the 1991 pattern, and in 2001 new infill
construction was price-competitive with existing dwellings in eastern Sydney, inner Melbourne and
Perth Central. Greenfield construction, or a mixture of greenfield and infill, was competitive with
existing housing in the Perth Outer regions, NT Darwin, the ACT and coastal SEQ, particularly the
Gold Coast. New dwellings were 20 per cent more expensive than existing housing in Adelaide Inner
and on the fringe of Melbourne and around 35 per cent more expensive on the western fringes of
Sydney and Brisbane. Darwin and NSW Illawarra apart, the price ratios for new construction in the
independent cities were also unfavourable, and so also in all rural and resource-based regions — though
as usual it should be remembered that these regions contain many local housing markets in which the
ratios diverge considerably from the regional average. Once again we reiterate that these estimates are
preliminary, though it is hard to shake the general conclusion that in most regions, and particularly on
those that matter for greenfield construction, new dwellings were less competitive with existing stock
than they had been in 1991.

By contrast with the 1990s, in the 2000s the prices of existing dwellings rose more rapidly than the
construction costs of greenfield project houses in most regions. Since 2002 the ABS has been
calculating an index of the sale prices of existing dwellings which confirms the trend on a state basis.
Regionally the trend applied most strongly in non-metropolitan South Australia and the adjacent
Victoria West, Gippsland and the adjacent NSW Southern Tablelands, and along much of the
Queensland coast. However, the prices of existing dwellings seem to have fallen behind construction
costs in Sydney and particularly in the Sydney fringe. The result is the pattern we see today, as
described in Section 5.12 above.

While one can be reasonably confident as to the 2010 comparison of new construction costs and
existing dwelling prices, the historical comparisons are tentative. Even so, we may draw three main
conclusions.

o Currently, new construction is competitive with existing dwelling stock for infill construction in
Sydney and Melbourne and for infill and greenfields construction in the Perth metropolitan area,
the ACT and Darwin. It is also quite competitive in SEQ and to a lesser extent in Adelaide.

. New construction is particularly uncompetitive with the existing dwelling stock in western
Sydney. It is also uncompetitive in some of the independent cities and more generally in rural
and most of the resource-based regions.

o These patterns were more or less in place in 2001. Though the prices of existing dwellings
tended to catch up with the cost of new construction during the decade from 2001 to 2010, the
basic pattern did not change.
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o During the 1990s the cost of new dwellings probably increased faster than the price of existing
dwellings. However, with the data to hand it is difficult to be precise about the regional pattern
— so much depends on the contribution of poorly-documented land costs and state government
imposts on the cost of new construction. Further work is required to show how much the present
uncompetitiveness of new construction was due to trends during the 1990s and how much was
inherited from the previous decade or even decades.

Over the past decade greenfield homes built on the fringe of Australian metropolitan areas have
generally cost more than nearby existing housing, and could be sold only because purchasers were
willing to shoulder heavy mortgage burdens. At the same time new infill housing tended to cost less
than new dwellings in the same region, but still cost more than a new greenfield house, and therefore
generated no less of a mortgage burden. These problems will be considered more generally in Chapter
6.

5.14 Why is greenfield construction uncompetitive?

The uncompetitiveness of new greenfield construction in the 2000s may be looked at two ways: Why
do new houses cost so much? and why don’t potential purchasers have enough income to pay for
them?

The reason why purchasers of new housing on the metropolitan fringes do not have enough income to
pay the prices asked are very similar to the reasons why the prices of nearby existing dwellings are
generally less than those of new construction. The main reason leaps out from the above analysis: it is
poor job accessibility. This, in turn, reflects two policy failures, basically at Commonwealth level
though state governments have also contributed. The first is the failure to encourage job provision on
the metropolitan fringes, and the second is the failure to provide fast transport to link the new
residential areas with employment nodes. In some states failure to extend provision of education,
health and entertainment services to the fringe has also contributed.

Various explanations have been put forward for high construction costs.

o There is an argument that they are a long-run consequence of the high inflation rates which
prevailed from 1973 to 1991, caused by the 1970s oil price shocks and the wage explosions of
1974 and 1982. During this period dwelling construction costs rose five to six fold. During the
inflation developers could depend on rising prices to generate capital gains, but once the
inflation was over they had to raise their prices to recoup full costs instead of depending on
capital gains. However, this was a lagged effect, since during the 1990s various elements in the
house-land package — notably the land itself — would have been bought at less than current
prices. A contrary effect was the high interest rates current for a few years around 1990, which
would have increased holding charges. Even so, it is likely that there was a delayed increase in
costs during the 1990s. These possibilities await detailed analysis.

o The price of land for greenfield development rose. The high inflation increased the demand for
land as a hedge against inflation. The rising demand for hobby farms and other semi-urban
property in LGAs within driving distance of the metropolitan areas also increased fringe-area
raw land prices.

o It has also been pointed out that the average size of houses built on greenfield sites increased. In
the State of the Regions report for 2006-07 this was explained as a response to the rapid increase
in land values vis a vis construction costs — serious though the latter may have been. It might
also be explained as an attempt by developers to maintain a quality premium over adjacent
existing housing.
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Both the ability of households to pay for new housing, and the cost at which developers could supply
it, were affected by the pressure on government finances for inflation control (that is for limiting
spending) as well as limits imposed on spending from tax revenue constraints due to the sluggish
economic growth. These pressures forced the Commonwealth and state governments to withdraw from
active involvement in housing markets, including the quick abandonment of Whitlam-era attempts to
control the price of land through land banking carried out by urban development authorities, and more
widely by skimping on infrastructure investment and increased reliance on developer and
infrastructure charges and user-pays finance. Land banks in public ownership could have made
substantial differences to NHSC greenfield costs, particularly in Sydney where the urban frontier is
limited by topography.

One final remark about what happens next. The speed at which the market values of existing houses
adjust to the construction costs of new ones is driven by the level of expansion in new construction.
The higher the rate of expansion, the faster market dwelling prices have to adjust to new construction
costs in order for the construction expansion to be realised. This is demonstrated by Figure 5.5. It
shows the ratio of construction costs to the market price of dwellings as at 2010.1 against the change
in the occupied dwelling stock of 2010.1 over 1991.3 by SOR region. The less the expansion the more
likely the construction cost/market price ratio will be well above unity. Construction of more than
25,000 dwellings per region over the period required a ratio of near 1.

Figure 5.5: Per cent change in occupied dwellings
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Figure 5.6: Ratio of greenfield construction cost to average dwelling price ratio — 2010.1
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Table 5.12 Ratio of new greenfield dwelling price to average dwelling price in the same state

(selected quarters)

2001.3 2006.3 2010.1
Dispersed metro 1.41 1.04 1.01
Independent city 2.18 1.41 1.45
Knowledge-intensive regions 1.05 0.75 0.79
Lifestyle regions 2.14 1.32 1.39
Resource-based 2.66 1.66 1.45
Rural 291 1.70 1.74
Australia 1.51 1.06 1.07

Table 5.13 Repayment burden for new dwelling purchase by SOR zone — selected quarters

(per cent)

2001.3 2006.3 2010.1

Dispersed metro 45.6 45.0 36.2
Independent city 52.4 43.6 44.7
Knowledge-intensive regions 29.9 34.1 344
Lifestyle regions 44.0 42.4 50.4
Resource-based 56.4 72.3 52.6
Rural 52.9 54.2 49.9
Australia 24.7 26.8 33.0
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6. Housing affordability

The issue of affordability, or more accurately the adequate supply of affordable housing, is at the
centre of the current Australian policy debate on housing. As with any issue that involves political
accountability, the different jurisdictions and agencies involved are quick to advocate solutions for the
disequilibrium that either enhance their own interests or deflect the blame on to others. Local
Government, at the grass-roots end of the planning process, is blamed by developers and by other
jurisdictions for restricting the supply of new housing by imposing costly planning delays, obstructing
the implementation of development proposals and not being sufficiently active in responding to the
challenges of increasing housing supply.

While no doubt there have been instances where these accusations have an element of truth, the reality
is that the current shortage of affordable housing is not a recent development that can be fixed by
administrative measures. In this chapter we argue that it reflects the culmination of two long-term
trends: the long term build-up of imbalances in Australia’s industry structure and the failure to invest
in required transport infrastructure. The imbalances of industry structure have resulted in an undue
concentration of employment in the core metropolitan regions while investment in transport has not
been enough to maintain connectivity between the regions where employment has been growing and
the regions with capacity to expand the supply of housing at low cost. The current imbalances in the
housing market therefore reflect major policy failure at the national level over the past two to three
decades. Policy failure by some State Governments has no doubt aggravated the situation.

There will be no quick fix. The problem has taken twenty years to fully manifest itself. It will take a
decade or two of intense policy application to correct the current disequilibrium in the housing market.

6.1 Housing supply shortfall: the issues

In June 2008 the National Housing Supply Council (NHSC) estimated the housing gap at 85,000
dwellings. This estimate was based on conditions in the rental market, the assumption being that a
vacancy rate less than the 'market clearing rate', assumed to be 3 per cent, indicates a shortage of
dwellings available for rental. The difference between the current vacancy rate and the market-
clearing rate is taken to measure of the number of new dwellings required to house people who can
afford current market rents. (It does not matter whether the new dwellings are built for rental or for
owner-occupancy, since the latter transfer households out of the rental market.) In its calculations of
the housing gap the NHSC adds the number of extra dwellings required to provide satisfactory
accommodation for all homeless and marginally housed people, defined as people who cannot afford
satisfactory housing (by an assumed community standard) at market rents. NIEIR in its forecasting
work uses the same methodology to produce similar estimates. However, there are difficulties with
this approach.

In the light of recent trends, this methodology places too much weight on the observed rental market
vacancy rate. The problem is that the rental vacancy rate has a practical minimum set by the time
required to arrange re-letting when a vacancy occurs. This minimum rate was probably reached in
most of Australia's metropolitan areas by the mid 2000's. Once the minimum rate is reached, any
further worsening of the housing supply shortfall will fail to register and the NHSC methodology will
underestimate the shortage. This clearly happened in 2008-09 and the NHSC quietly changed its
methodology. Instead of basing its calculations on the rental market, it compared the increase in the
number of potential households with the increase in the occupied dwelling stock. (The word "potential’
is important in this sentence. It has been common practice to define the number of households and the
number of occupied dwellings as identically equal. Fairly obviously the new methodology will not
work if this definition is retained.) Using this new approach, the NHSC calculated the increase in the
housing gap from June 2008 to June 2009 at 78,000, to obtain a total shortfall of 178,400. This almost
doubled the supply gap in one year. The problem is that the estimates for 2008 and previous years
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appear not to have been updated using the new methodology (there were no more than marginal
upward adjustments) so it is likely that the June 2009 estimate of supply shortfall of 178,400 is much
too low.

In changing the methodologys, it is important not to lose sight of the NHSC’s original insight, which is
that the housing shortfall implies that two groups of people are unsatisfactorily housed: those who
cannot afford current rents (the homeless and marginally-housed) and those who could afford such
rents but for whom a dwelling is simply not available. Those who believe that free markets function
perfectly, and that housing is such a market, deny the existence of both these groups. They argue that
there cannot be shortage because, if there is, rents and house prices will rise, encouraging new build
and discouraging the formation of separate households. The hard-headed among them also argue that
it is not the fault of the market if people are homeless or marginally housed, since this can only happen
to those who are not willing to accept affordable low-standard accommodation or as a result of
personal deficiencies such as spending income on grog rather than rent. These denials are basically
ideological but raise the question of how the victims of the housing shortfall are accommodated, and
what is wrong with that accommodation.

People who cannot find affordable independent housing have a number of options, which may be more
or less satisfactory depending on individual circumstances. Some can stay at home with their parents,
others can become lodgers or form group households, more or less happily sharing a dwelling.
Destructive partner relationships can be forced to continue because the unhappy partner cannot afford
alternative accommodation. At the extreme, people can be forced into the marginal accommodation
documented in the various reports on homelessness. This suggests that the incidence of unsatisfactory
housing should be assessed by interview, an approach which has indeed been tried but shown to
require difficult, perhaps impossible, value judgements. It is a simple matter to document instances
where poor housing has social costs but much harder to identify each and every particular dwelling
where this is the case. The alternative is to leave the decision as to housing arrangements to
households themselves, in which case the only guarantee that people will not be forced into
unsatisfactory housing arrangements is a supply of affordable housing, some of which will be low-
rental housing for low-asset social security recipients.

This returns us to our original conundrum: what is affordable housing? Rather than answer this
question, for the purposes of this report we restrict ourselves to changes in the availability of housing.
The definition of the housing shortfall adopted in this report is that the gap consists of the additional
number of dwellings that would now be available if the level of suppressed demand was the same as it
was in a benchmark year in the past. There has been, and always will be, suppressed demand for
dwellings. The important issue for current policy is the extent to which suppressed demand has
increased over the past decade and more.

In strictly economic terms, increases in suppressed demand simply reflect demand and supply and do
not constitute a demand-supply gap. However in social policy terms a question still arises: whether or
not the increase in the number of households which would rather not stay together is approaching the
point where a significant proportion of the population, mostly young adults, believe that they will not
be able to form independent households living in dwellings of minimum acceptable standard. We will
not pursue the social, economic and political costs of this, but raise the question to show why practical
estimates of trends in the housing gap are required from the social if not from the narrow economic
perspective.
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6.2 Estimates of the shortage of dwellings

The shortage of dwelling stock, defined as the increase in suppressed demand from a base year, may
be estimated in several ways. One simple method is to estimate historical trends in the ratio of the
adult population (aged 18 and over) to occupied dwelling stock, extrapolate the trend and calculate the
dwelling shortage or surplus as the difference between the extrapolated trend (applied to the adult
population base) and the actual housing stock. The first column of Table 6.1 uses this method, based
on state trends in the adult population to occupied housing stock ratio between 1991 and 2006. The
total shortage as at June 2009 comes to 265,000. However, this assumes that there was no shortage in
June 2006, which is unlikely given that in most states the ratio of the adult population to occupied
dwelling stock rose between 2001 and 2006. Using the 2001 ratio, the estimate for Australia as a
whole comes to 381,000, even more than the NHSC estimate.

Another method, the results of which are shown in Table 6.2, is to estimate the required increase in the
stock of occupied dwellings as half the change in the adult population since the benchmark year. This
calculation assumes that an extra dwelling is desired for every two additional adults. In the 1990s this
ratio was more than observed across Australia as a whole, with a new dwelling built for every 1.8
adults added to the population. However, between 2001 and 2009 the build ratio collapsed to one new
dwelling for every 3.5 additional adults. If the 1990 ratio of dwellings to adult population is taken as
the benchmark the housing shortage is as estimated in column three of Table 6.1.

Yet another route to estimating housing shortages is to estimate the number of households who cannot
afford housing of a satisfactory standard at current costs and debt servicing requirements. This has
been considered in discussions of household finances and indebtedness in previous State of the
Regions reports and will not be further pursued here.

Adult Adult Under-build
population/dwelling ratio  population/dwelling  2001-2009 (see
benchmark 2006 benchmark 2001 Table 6.2) Average
NSW 102273 108002 97517 102597
VIC 65122 75399 79333 73284
QLD 43921 108229 112416 88189
SA 12054 19470 21587 17704
WA 33051 56897 55145 48364
TAS 1398 1808 2163 1789
NT 2813 6067 6973 5284
ACT 4582 5851 5292 5242
Total 265213 381723 380425 342454
Note: For the under-build estimate Victoria, Queensland, Western Australia, Northern Territory and Australian Capital Territory have
been adjusted down to reflect initial excess capacity.
Source: NIEIR calculations based on ABS Census data.
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Table 6.2 Change in stock of occupied dwellings to half the change in population aged 18 and

over
Average Average
1991-1996 1996-2001 2001-2006 2006-2009 1991-2001  2001-2009
NSW 1.32 0.76 0.78 0.20 1.04 0.56
VIC 1.55 1.00 0.77 0.47 1.28 0.65
QLD 1.14 1.05 0.60 0.54 1.09 0.58
SA 2.55 1.13 0.60 0.61 1.84 0.60
WA 1.30 0.89 0.61 0.44 1.09 0.54
TAS 2.36 2.22 0.78 1.02 2.29 0.87
NT 0.88 0.88 0.28 0.23 0.88 0.26
ACT 1.38 0.91 0.70 0.38 1.15 0.58
Australia 1.34 0.93 0.68 0.42 1.14 0.58
Note: This table assumes that the desired average adult population per dwelling is two.
Source: NIEIR calculations based on ABS Census data.
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Table 6.3 LGA:s identified as dwelling construction zones by state

LGA share of state increase in
required occupied housing stock

2011-2021

New South Wales Auburn 1.9
The Hills Shire 5.2

Blacktown 8.2

Camden 7.3

Campbelltown 3.8

Fairfield 1.3

Holroyd 1.7

Liverpool 5.1

Maitland 2.3

Penrith 3.1

Wollondilly 1.0

Wollongong 2.1

Wyong 3.7

Rest of NSW 53.4

Victoria Ballarat 2.1
Bass Coast 0.9

Baw Baw 1.0

Brimbank 1.2

Cardinia 4.9

Casey 9.4

Frankston 2.4

Greater Bendigo 2.7

Greater Dandenong 1.5

Greater Geelong 4.4

Hume 5.0

Melton 6.8

Whittlesea 7.6

Wyndham 9.5

Rest of Victoria 40.6

Queensland Cairns 2.9
Gold Coast 15.2

Ipswich 11.5

Logan 7.0

Moreton Bay 9.7

Redland 2.9

Sunshine Coast 9.2

Rest of Queensland 41.7

South Australia Gawler 5.7
Mount Barker 5.7

Onkaparinga 15.1

Playford 17.7

Port Adelaide Enfield 6.3

Rest of South Australia 49.5
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Table 6.3 The LGA membership of dwelling construction zones by state (continued)

LGA share of state increase in
required occupied housing stock

2011-2021

Western Australia Armadale 5.8
Cockburn 7.4

Kwinana 33

Mandurah 7.2

Rockingham 8.1

Swan 11.0

Wanneroo 16.3

Rest of Western Australia 40.9

Tasmania Launceston 14.8
Rest of Tasmania 85.2

Northern Territory Palmerston 20.1
Rest of Northern Territory 79.9

ACT 100.0

Source: NIEIR calculations.

One reason for recent growth in the adult population to dwelling stock ratio has been the increase in
the number of students. This effect should perhaps be subtracted from the dwelling stock shortage.
However, increases in per capita incomes would have increased the demand for independent
accommodation compared to the past (for example, professional women choosing to live alone), while
the ageing of the population is probably increasing the number of dwellings with one occupant as
partners die. These offsetting trends suggest that the estimates in Table 6.1 provide a good indication
of the increase in suppressed housing demand since 2001. The Table includes both 'high' and 'low'
estimates plus a simple average for those who want a summary measure.

6.3 The location of suppressed demand

A housing shortage, gap, supply shortfall or suppressed demand at current relative costs, incomes and
prices compared to 1990 (whatever one thinks is the most appropriate description) of around 350,000
implies that up to 700,000 of the adult population are living in less than satisfactory households, either
in the parental home, in group households, with partners or perhaps in marginal dwellings.

Figure 6.1: General strategy to reduce housing shortage

Reduce costs of new construction Increase dwelling construction zone
1. Land banking dwelling market value
2. Construction industry skills 1. Expand accessible employment
3. Eliminate unnecessary cost 2. Expand quality employment.
burden 3. Expand community services
4. Urban consolidation

Increase the profitability on new house construction and
increase capacity of new residents to service dwelling costs
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The question is where are they? Figure 6.1 is the result of estimating the population of unsatisfactorily
housed persons in 2010.1. By these calculations the Australian total has risen to more than 850,000,
compared with 700,000 in 2009. This aggregate estimate is allocated by region in proportion to the
difference between the adult population to occupied dwelling ratio in 2010.1 compared to 2001.3. The
highest numbers are concentrated in central metropolitan zones, which (in part) reflect growth in the
student population.

It is important to remember that unsatisfactorily-housed residents do not necessarily wish to remain in
their current region. They may be forced to reside where they currently are because that is where their
parents live or because it has a housing stock suitable for group or low rent housing. People trapped in
dispersed metro or rural areas might wish to move to central metropolitan areas if suitable housing
were available and vice versa.

6.4 The proximate reasons for Australia’s housing shortage: the failure
of the dwelling construction zones to expand

National and state trends are highly generalised and limit the investigation of housing shortages which
occur not because of national trends but because supply responses have failed in specific local housing
markets. The local markets of particular interest are those where there is both a high level of demand
and a high capacity to respond to demand. These local markets, defined for convenience as LGAs,
account for a substantial proportion of the aggregate housing shortage. In this report LGAs that are
important potential contributors to the dwelling stock expansion are termed dwelling construction
zones (DCZs).

For the purposes of this report, LGAs were identified as DCZs from the latest population projections
by LGA prepared by the various state agencies. A DCZ was defined as a LGA which is projected to
accommodate a significant share of the overall state population increase and which has greenfield sites
available sufficient to accommodate the projected increase. Metropolitan inner LGAs were excluded,
even those where significant construction of infill housing is expected over the next one to two
decades, because, as discussed in Chapter ?, the supply costs or infill housing are generally greater
than those of greenfield housing. The definition is admittedly biased towards the selection of large
LGAs, but in all states except Tasmania urban fringe LGAs are large and this does not unduly bias the
conclusions. The LGAs identified as DCZs are listed in Table 6.3 along with the share of each DCZ in
the increase in the occupied housing stock required to maintain housing demand-supply balance over
the next decade. These increases have been estimated by NIEIR based on official population
projections and state/territory balances of demand and supply. Except Tasmania and the Northern
Territory the identified DCZs are projected to supply at least 50 per cent of the required increase in the
stock of occupied housing over the next decade. For Victoria and Western Australia the ratio is 60 per
cent. In New South Wales particularly important DCZs are Blacktown and Camden, while in Victoria,
Casey, Wyndham, Whittlesea and Melton are particularly important. For Queensland the Gold Coast,
Ipswich, Moreton Bay and Sunshine Coast will bear the brunt of the required supply response. For
South Australia, Onkaparinga and Playford are expected to lead, together contributing a third of the
projected/expected increase in occupied housing capacity. For Western Australia, Swan and
Wanneroo together are expected to provide over a quarter of the state’s required growth in housing

supply.

Table 6.4 shows the historical and expected performance of the DCZs in each state and territory.
During the 1990s, when housing markets were reasonably in balance, more than 400,000 new
dwellings were occupied in the DCZs. Between 2001 and 2011 additional occupancies fell to
178,000. If supply had increased in accordance with the state agency projections current in 2002 the
number of new dwellings occupied in the DCZs during the decade would have been around 500,000.
The failure of the DCZs to meet reasonable expectations current at the beginning of the new century,
particularly in New South Wales, is the proximate reason for Australia’s current housing shortage.
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Table 6.4 Dwelling construction zones — required and recent performance in net expansion of

occupied dwellings

1991-2001 2001-2011 2011-2021
NSW 60833 11614 132282
VIC 113276 65894 187672
QLD 133559 54194 365885
SA 13438 9108 18006
WA 47837 28388 73396
TAS 689 546 572
NT 3368 1638 2240
ACT 12587 6996 14979
Total 385587 178379 795034

The magnitude of the task in at least stabilising Australia’s housing shortage at current levels is clear
from Table 6.5. Ignoring the current deficit in housing, to maintain demand-supply balance nearly
800,000 new occupied dwellings will have to be built over the next decade to allow current population
planning projections to be met. This compares with just 178,000 built in the DCZs between 2001 and
2011 and is double the build rate of the 1990s. To work off the current housing deficit and to expand
the dwelling stock to accommodate projected population increases nearly one million dwellings will
have to be built in the DCZs over the next decade.

Table 6.5 Dwelling construction zones — historical change in adult population (divided by two)

1991-2001 2001-2010
NSW 85593 76547
VIC 95219 152085
QLD 165183 188306
SA 15258 19055
WA 53365 70957
TAS -617 1836
NT 4744 3025
ACT 16435 18452
Total 435179 530260

Source: NIEIR calculations and projections based on ABS Censuses.

Despite the land boom and the considerable increases in prices which came with it, the dwelling
construction sector fell far short of expectations during the 2000s. If its performance does not improve
during the 2010s the current crop of regional population projections will turn out to be wildly
optimistic, and Australia's housing shortage will continue to grow in line with past trends. In search of
policy changes which might bring a return to the construction performance levels achieved in the
1990s we therefore ask: What were the causes of the collapse in DCZ construction rates in the 2000s?
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6.5 Housing market drivers

Our interest in the DCZs was explained in Chapter 5. It is in LGAs with greenfield sites available that
project developers are able to construct housing estates which provide new housing at relatively low
cost, at least when compared with equivalent infill construction. However, project developers will
build only if they expect to sell the dwellings at a profit. The indicators, amongst others, which they
are likely to consider in assessing the potential profitability of new construction are:

(i)  the sales record of recent completed nearby projects;
(i)  the market value of established homes in the region as reflected in recent sale prices;

(iii) the local macroeconomic environment as reflected by the existing socio-economic status of
residents, employment growth and any new major projects that may significantly alter residents'
employment prospects (including transport investments which increase commuting range); and

(iv) the local cost of dwelling construction.

If the current market value for existing homes is too low compared to the cost of new homes it will be
difficult to sell new construction. When a new fringe-metropolitan region starts development it is
often possible for new houses to command price premiums over existing dwellings in the region — the
new dwellings may be of better quality and may be located in estates with superior design and
ambience. However, as the region grows and recent new construction becomes dominant in its
dwelling stock the market value of established homes will have to converge on the construction costs
of new homes if new dwellings are to be sold at a satisfactory return.

Developers also know that purchasers, who will mainly be migrants to the region or perhaps rental
investors, as well as the banks which provide mortgages, must have confidence in the general area if
the marketing of new projects is to be successful. Recent positive headlines on employment growth
and new projects in the region and evidence that iconic socio-economic groups are migrating into it
are very useful in building potential purchasers' confidence.

When they have options to buy in competing locations, potential dwelling purchasers look at a similar
set of indicators. Affordability apart, the fundamental criteria used by purchasers are:

(i)  the risk of household income loss (which is not only a risk in its own right but which impacts on
the ability to service loans) and

(i)  the risk of capital loss.

The risk of income loss has several aspects: the risk that the household's major income earner might
lose his or her current job; the probability in this event of obtaining a satisfactory alternative job
within the region’s employment catchment and the ability of household's secondary earners to obtain
employment. Assessment of the risk of capital loss will be based on similar but broader
considerations: the ability of the region to increase employment opportunities for existing and new
households and its longer-term development potential. Access to community service infrastructure
(health, education, entertainment) will also be important. These are the factors identified in Chapter 5
as major influences on house values.

Skilful marketing can kick-start a region in the early stages of its suburban development. However, as
evidence builds up as to the success or otherwise of recent developments (as indicated by the prices of
recently-completed dwellings on-sold to second owners) and as impressions develop as to the general
economic performance of the region, marketing recedes in importance. Successful regions market
themselves, while no amount of skilful marketing can counter strong negative evidence of a region’s
general prospects.
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6.6 Sustainable dwelling construction zones

The argument thus far is that high construction rates can only continue in DCZs (or in any other region
for that matter) if:

(i)  the current market value of established dwellings is not significantly lower than the sale price of
new dwellings; and

(i)  the occupants of new dwellings can secure income from work that will enable them to service
the mortgage on the purchase of their dwelling, or pay its rent. (Lifestyle regions are exempt
from this condition in so far as homes are purchased outright with funds brought in from outside
the region — but there are few lifestyle regions in the list of DCZs.)

These two conditions require that catchment area employment and income per hour worked must be
such as to assure potential migrants to a DCZ that long-term employment can be secured which
generates sufficient income to cover repayments and leaves enough over to finance a satisfactory
standard of living. If either of these conditions no longer applies in a DCZ the dwelling construction
rate will decline, and state authority population projections which assume a high construction rate will
not be fulfilled. If across the whole state the population continues to grow as projected, state-wide
dwelling supply shortages will develop. The hypothesis is that this is exactly what happened during
the decade just completed. We therefore expect that the following should be observed for at least the
key DCZs:

(i)  at the beginning of the period of growing housing supply shortage, that is in the late 1990s, the
market price of established dwellings was well below the cost of new construction;

(i)  the income levels of households living in the DCZs were at relatively low levels for the decade,
implying difficulties in mortgage repayment; and

(iii) growth in employment and income in the DCZ catchments was relatively slow and well below
projected population growth.

[A further implication is that these conditions did not apply during the 1990s, when the construction
rate was OK. According to the tables condition (i) was as unfavourable, but condition (i) must have
been relatively favourable given relatively low mortgage burdens in 1997 (1991 not given — may not
have been relevant due to interest rates). Condition (iii) was equally unfavourable in both periods.]

6.7 Local and state-wide sustainability

It is useful at this point to distinguish between sustainability in local and state housing markets. Both
the local and state aspects of the housing market must be sustainable if the supply shortage is not to
increase.

The housing market in a DCZ or other LGA will be sustainable when the two following conditions
hold:

(i)  new dwelling construction costs and the resulting prices are near the market value of existing
dwellings (after allowing for the depreciation of these dwellings); and

(i1))  the average new household (that is, migrant to the region) can earn sufficient income from work
to service a mortgage on new construction which is no greater than (say) 35 per cent of
household income.
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However, DCZs are embedded in metropolis-wide and indeed state-wide housing markets. From the
state-wide point of view, sustainability requires two more conditions:

(i)  the expected and realised hours growth in the catchment of each DCZ is sufficient to sustain the
expansion of supply required to stabilise and possibly reduce state-wide dwelling stock
shortages, given population growth in the metropolitan area and state; and

(i) the expected and realised growth in average earnings per hour of work is sufficient to steadily
reduce the mortgage burden for existing households so that increasing resources can be
allocated to other household expenditures.

Even if a state achieves sustainability in all its DCZs overall sustainability is not guaranteed, since
there may be flows of migrants from other states with non-sustainable housing markets. Such an
influx of migrants will increase the housing shortages unless the hours of work available are sufficient
to employ both the new migrants and the original households, providing both groups with sufficient
income to pay for additional greenfield construction.

6.8 The sustainability of state housing markets as reflected in current
DCZ indicators

Tables 6.6 and 6.11 indicate that, at the turn of the century, the aggregate DCZs were not locally
sustainable in any state or territory. New construction costs were too high compared to the market
values of established homes and the interest burden on new construction was too high compared to
incomes. This by itself explains the increasing housing supply shortage over the last decade and the
poor performance of the DCZs in producing the expected supply response.

However, by 2010 two states, Queensland and Western Australia, have produced at least local
sustainability in their average DCZ and, if the mining expansion continues as expected, are likely to
attain state-wide sustainability provided the migration influx from other states is not too far in excess
of the needs of their labour markets. More importantly, the reasons for their return to sustainability is
consistent with the analysis of the previous chapter.

Table 6.7 indicates that the average market price of dwellings in the DCZs of each state vary from
$386,000 for Queensland to $229,000 for Tasmania in $2007-08 prices as at 2010.1. In Queensland
DCZs existing dwelling prices have risen more rapidly since 1991.3 than in the other states, with
prices reaching parity with New South Wales DCZ prices in the mid 2000s and going on to be 8 per
cent higher as at 2010.1. Given this it is not surprising that Queensland DCZs now have a low ratio of
new construction costs to existing market prices (Table 6.6). Indeed, since the mid 2000s the ratio has
been below 1.

The performance of the Queensland DCZs in driving up the value of existing dwellings compared to
new construction costs is not surprising in terms of the outcomes for the key indicators which
determine the movement in the ratio. In the following comments we refer to the analysis of Ch ?.

First, the Queensland DCZs experienced the largest increase in education, health and entertainment
hours per capita within commuting range. Second, Queensland DCZs experienced the largest increase
in average annual hours of work per working age resident within each zone’s commuting area. The
increase was just under 19 per cent (Table 6.15). (The commuting zone of a DCZ extends beyond the
DCZ itself to include all areas within 45 minutes travel time.) The increase in earnings per hour was
relatively low, but not the lowest of state groups of DCZs (Table 6.16). These favourable trends were
achieved despite the limitations to commuting imposed by the physical geography of SEQ, with its
bays, rivers and mountain ranges, and reflect not only the buoyancy of the labour market in South East
Queensland during the 2000s but relatively high rates of employment growth in the DCZs themselves.
SEQ is now more advanced than any other Australian metropolitan area in developing a multi-centred
layout.
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Despite these favourable trends, purchasers of new greenfield homes in the Queensland DCZs incur an
average mortgage burden of 40 per cent of income (Table 6.11). The Queensland DCZs are locally
sustainable in terms of dwelling market values, the cost of new construction and catchment labour
market characteristics, but catchment area incomes ($ per hour) will need to be increased for long run
sustainability. The average mortgage burden is too high. This explains why extreme boom-bust cycles
characterise the Queensland DCZs.

The next most successful state, Western Australia, also benefited from a buoyant economy. New
construction costs in its DCZs are on par with market values, while the mortgage burden required to
finance purchase of a new greenfield house is just above the benchmark of 35 per cent of DCZ average
household income. This is not surprising given the rate of employment growth within commuter reach
of the DCZs — growth in annual hours of work available within commuting range per working-age
resident has been only slightly lower than for Queensland (Table 6.15). Moreover, average hourly
earnings from the work on offer within commuting range grew by 50 per cent between 1991.3 and
2010.1, which is significantly more than any other state aggregation of DCZs. This significantly
offset modest growth in health, education and entertainment service hours per capita within
commuting range. The favourable trends in the WA DCZs were achieved despite the continued
centralisation of employment within the Perth metropolitan area and increasing reliance on commuting
from the Outer Perth regions into Perth Central. The trends therefore reflected successful investments
in radial transport to make work in the Perth Central region accessible to residents of the two Outer
Perth regions.

We may conclude that in 2010 the DCZs of Western Australia and Queensland are close to local
sustainability. They still have to rely on state-level sustainability to maintain overall dwelling market
balance. The role of the Queensland and Western Australian DCZs in containing the current national
housing shortage will depend on whether or not employment growth in their catchments will be fast
enough to work off the additions to the backlog created by migration from other states, in particular as
a result of the unsustainability of the New South Wales DCZs.

Victoria is further away from local sustainability than Queensland and Western Australia. The ratio of
new construction costs to the prices of existing dwellings in its DCZs is 1.3, which is somewhat risky
for both developers and purchasers. The mortgage burden for purchase of a new greenfield home
represents 40 per cent of DCZ average household income, which is too high if 35 per cent is adopted
as an upper benchmark. The reason for these two unfavourable statistics is that the DCZs are not well
integrated into the Victorian economy. Household incomes in the Victorian DCZs (which are mostly
on the fringe of Melbourne) are not high enough for local sustainability (Table 6.7). The reason for
this can be seen in the other tables. For Victoria as a whole the earnings rate is $37 an hour, but DCZ
residents are capturing only $33/hour (Table 6.14). If this gap was closed the mortgage burden for
new construction would fall to 35.6 per cent. Further, the working age residents of the Victorian
DCZs are employed, on average, for 1,216 hours/year (Table 6.13), significantly less than the DCZ
catchment average of 1,342 hours/year (Table 6.15). If this gap was also closed the mortgage burden
on new construction would fall further to 32.2 per cent. The most positive feature of the Victorian
DCZs is their high standard of health, education and entertainment services hours (Table 6.17).

To place Victoria on a firm path to local and state housing market sustainability it will be necessary to:
(i)  improve access from the DCZs to employment nodes within their catchments;
(i)  expand employment nodes closer to the DCZs; and

(iii) enhance the skills of DCZ residents.
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The South Australian profile is similar to Victoria. The SA DCZs score highly for health, education
and entertainment services and the ratio of the construction costs of new dwellings to the price of
existing dwellings in its DCZs is slightly more favourable than in Victoria. However, owing to low
incomes in the DCZs the mortgage necessary to buy a new house averages 45 per cent of income. The
low incomes reflect a combination of low incomes in the state as a whole and relatively short hours
and low rates of pay in the DCZs in particular. The same solutions for Victoria apply for South
Australia. If these two states are unable to increase average household incomes in their DCZs their
housing shortages will steadily increase.

Housing markets in the New South Wales DCZs are unsustainable in the sense that they cannot
generate the new construction required to meet state population projections. New construction costs
as at 2010.1 are well above market values and the mortgage burden if an average household buys a
newly-built house is 57 per cent of income. The market value of existing dwellings is clearly
constrained by the income that can be earned within commuting reach of the DCZs and is only two
thirds of new construction cost. The rate of new construction is low because the household incomes
that can be generated from accessible work are too far below those required to finance a mortgage on
new house, given current construction costs.

The relatively high cost of construction is a key cause of the low build rate. However, the fault also
lies with incomes, which have not kept up with construction costs. On a state basis, the New South
Wales DCZs have suffered the lowest rate of growth in per-capita hours of work accessible within
commuting time, with only a 4 per cent increase since 1991 (Table 6.15). This would be an important
factor in constraining market values. Secondly, the New South Wales DCZs have suffered the lowest
growth in accessible health, education and entertainment service hours per capita among the DCZs of
any jurisdiction, leading to a 2010.1 level of 125 hours per capita which is the lowest of all
jurisdictions (Table 6.17). This again would have constrained the growth in the market value of
dwellings.

As in Victoria, the residents of New South Wales DCZs have done poorly in capturing the income
available within commuting reach. In the area within commuting reach of the New South Wales
DCZs earnings per hour reached $39.4 in 2010.1, having increased by 39 per cent since 1991 (Table
6.16). Over the same period DCZ residents managed growth in hourly earnings of only 23 per cent
to reach $34 (Table 6.14). There are two possible reasons for this poor performance. First, the skill
levels of DCZ residents may have been declining relative to the jobs available. Second, and more
likely, DCZ residents were losing out in competition for good jobs due to relatively long and
unreliable commuting times.

The DCZs of Tasmania, the Northern Territory and the ACT are not analysed here, owing to
differences in scale and, in the case of the ACT, the overflow of dwelling construction into New South
Wales.
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Table 6.6 Dwelling construction zones: Ratio of new construction costs to market dwelling

prices (ratio)

2001.3 2006.3 2010.1
NSW 1.52 1.35 1.60
VIC 1.60 1.29 1.30
QLD 1.15 0.82 0.92
SA 1.83 1.31 1.24
WA 1.41 0.92 1.01

Table 6.7 Dwelling construction zones: Average market dwelling prices (2007-08 $’s)
Per cent
change 2010.1
1991.3 1996.3 1997.3 2001.3 2006.3 2010.1 over 1991.3
NSW 173667 189951 199368 283170 384160 356012 105
VIC 139784 127351 131466 183967 263282 293646 110
QLD 160209 176382 178149 195710 375248 386424 141
SA 123100 114200 114481 144666 250054 293137 138
WA 119646 126355 128968 149281 388197 372917 212

Table 6.8 Dwelling construction zones: Growth in total hours work available within commuter

reach (per cent)

1991-2001 2001-2010
NSW 1.5 1.3
VIC 1.3 1.7
QLD 2.9 24
SA 09 1.1
WA 1.9 2.3
Australia 1.4 1.6

Table 6.9 Dwelling construction zones: Growth in adult population resident in areas within

commuter reach (per cent)

1991-2001 2001-2010

NSW 2.0 1.6
VIC 2.0 2.8
QLD 3.5 3.2
SA 1.2 1.5
WA 43 4.2
Australia 14 1.7
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Table 6.10 Dwelling construction zones: Mortgage burden given average dwelling market values

1997.3 2001.3 2006.3 2010.1
NSW 25.2 324 433 359
VIC 17.7 24.0 31.0 30.9
QLD 28.2 28.6 45.4 433
SA 16.2 20.6 322 36.2
WA 18.9 21.2 43.7 36.2

Table 6.11 Dwelling construction zones: Mortgage burden given greenfield construction costs
2001.3 2006.3 2010.1
NSwW 49.1 58.5 57.6
VIC 38.4 39.9 40.2
QLD 33.0 373 39.7
SA 37.5 42.0 449
WA 29.9 40.1 36.4

Table 6.12 Dwelling construction zones: Average income per occupied dwelling (2007-08 $’s)
1997.3 2001.3 2006.3 2010.1
NSW 52682.1 58195.1 58993.2 65945.6
VIC 49298.0 50945.9 56470.2 63247.7
QLD 42053.4 45467.2 55019.6 59353.3
SA 47084.2 46799.8 51666.4 53876.6
WA 45439.0 46877.9 59144.5 68554.7

Table 6.13 Dwelling construction zones: Average annual hours of work by residents
Per cent
change 2010.1
1991.3 1996.3 1997.3 2001.3 2006.3 2010.1 over 1991.3
NSW 1281.8 1306.3 1299.5 1336.5 1311.0 1258.3 -1.8
VIC 1235.9 1285.7 1290.0 1294.1 1308.4 1215.8 -1.6
QLD 1240.1 1282.3 1300.9 1301.5 1394.9 1316.0 6.1
SA 1165.0 1203.5 1207.7 1165.9 1270.6 1229.5 5.5
WA 1190.0 1297.3 1319.0 1302.3 1361.0 1293.8 8.7
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Table 6.14 Dwelling construction zones: Average 2007-08 $/hour earned by resident workers

Per cent

change 2010.1

1991.3 1996.3 1997.3 2001.3 2006.3 2010.1 over 1991.3

NSW 27.7 28.2 29.2 29.7 33.5 34.1 23.2
VIC 26.4 26.5 27.1 28.3 32.4 33.1 25.3
QLD 24.8 233 23.4 25.5 28.8 29.5 19.1
SA 26.0 25.9 27.3 27.6 29.5 30.0 15.5
WA 29.1 26.0 25.4 27.0 33.8 36.2 24.5

Table 6.15 Dwelling construction zones: Average annual hours of work per capita for the

working age population resident within commuter reach

Per cent

change 2010.1

1991.3 1996.3 1997.3 2001.3 2006.3 2010.1 over 1991.3

NSW 1216.3 1207.5 1219.8 1255.1 1334.1 1266.8 4.2
VIC 1243.4 1271.8 1277.4 1279.9 1373.5 1342.6 8.0
QLD 1051.6 1102.8 1101.9 1093 .4 1232.6 1248.6 18.7
SA 1136.9 1161.0 1163.4 1167.5 1321.7 1278.5 12.5
WA 1153.6 1213.3 1203.4 1169.9 1409.0 1356.2 17.6

Table 6.16 Dwelling construction zones: Average earnings for jobs within commuter reach

($2007-08 per hour)

Per cent

change 2010.1

1991.3 1996.3 1997.3 2001.3 2006.3 2010.1 over 1991.3

NSW 28.4 29.9 30.7 335 37.0 394 38.7
VIC 27.2 28.6 29.4 324 36.3 36.9 35.7
QLD 24.7 25.4 26.1 28.7 31.8 31.3 26.4
SA 27.2 28.2 28.7 30.8 32.4 33.8 24.4
WA 25.1 26.3 27.0 29.7 33.7 37.8 50.9

Table 6.17 Dwelling construction zones: Average annual hours of health, education and
entertainment work per capita total population within commuter reach
Per cent
change 2010.1
1991.3 1996.3 1997.3 2001.3 2006.3 2010.1 over 1991.3
NSW 116.7 125.5 127.3 133.4 133.1 125.2 7.3
VIC 126.6 136.7 138.5 143.7 152.5 142.2 12.3
QLD 109.8 127.8 129.6 135.4 140.8 127.8 16.4
SA 134.1 139.6 140.5 143.9 152.9 145.6 8.6
WA 116.5 126.9 128.8 135.5 139.9 125.6 7.8
National Economics/Australian Local Government Association State of the Regions 2010-11 (85)

State of the Regions Report 2010-11 made possible with the assistance of Jardine Lloyd Thompson



6.9 Why a common housing shortage between states?

The remaining question that needs to be answered is why, from the analysis of Table 6.1, the housing
shortage appears to be reasonably uniformly distributed between the states and not concentrated in
New South Wales and, to a lesser extent, in Victoria?

The first thing to be said is that all DCZ markets were in disequilibrium in the 1990s which
contributed to the low rate of construction in the 2000s. The movement towards local sustainability in
Queensland and WA has been relatively recent and there is no guarantee that it will be sustained. As
Tables 6.8 and 6.9 indicate, the adult population in the areas within commuter reach of the DCZs has
been growing more rapidly than hours of work available from these areas. This means that DCZ
residents in all states have been facing intensifying competition for work.

Second, although some housing markets have moved to local sustainability, this has not been the case
in the key New South Wales DCZs. People forced out of New South Wales have claimed part of the
increase in the dwelling stock in the other states.  Additional migration to a state increases the
shortage of dwellings except in the case of retirement migration (where the migrants directly or
indirectly finance the cost of building a new house for themselves) or in the case where the migrants
bring skills and hence income-earning capacity which allows them to finance additional construction.
It is likely that, at the peak of the resource-based expansion in Western Australia and Queensland in
2008, many of the additional migrants brought skills which helped to create the hours of work required
to employ the additional population without any displacement of previous residents — though a
temporary housing shortage would still have arisen due to construction delays as the market responded
to the increase in demand in those states.

6.10 A strategy for increasing the rate of dwelling construction

From the analysis, a basic strategy can be defined to ensure that housing construction keeps up with
population growth projected for the DCZs. The elements of the strategy are outlined in Figure 6.1.
How the elements are combined will depend on costs and benefits as determined by local
circumstances.

Clearly, direct cost reduction is the best strategy. However, there is uncertainty about how much can
be done.

Land banking — public ownership of land in DCZs — has been important in some cities. It has been
practised in the ACT since the inception of the territory, where land not required for urban uses, water
reserves or national parks has been leased for farming. When additional land is required for housing, a
farm lease is cancelled and the land revalued for urban purposes at a price determined by the ACT
administration. Land banking involving substantial public estates on the urban fringe has also been
important in the growth of Adelaide and Darwin. The Whitlam government made finance available to
urban land authorities in every state to buy metropolitan fringe estates for subsequent development,
the benefit being that that holding charges in excess of lease revenues could be financed at the public
sector loan rate with a resulting reduction in the raw land component of development costs. Post
Whitlam the Commonwealth abandoned the program and the states gradually developed and sold the
land, generally with minimal re-investment. Though with hindsight there is every reason to regret the
failure to persevere with land banking, particularly on the fringe of Sydney, any large-scale return to
the practice would not only be prohibitively expensive but could only be of benefit after a number of
years. Private ‘land banking’ provides no substitute, since it is not only financed at higher interest
rates than public land banking, but is deliberately managed to maximise capital gain, rather than
managed to minimise the gain subject to covering costs.
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Rather than try to reduce the cost of the raw land component of a new DCZ house, consideration
might be given to cutting public-sector infrastructure charges. This implies either a reduction in the
standard of infrastructure provided or a transfer of infrastructure costs to general taxation and
borrowing. Given the numerous competing calls on the consolidated revenue of the governments
responsible for infrastructure provision — basically the states and local government — and their limited
tax bases it is unlikely that infrastructure costs can be transferred to more general taxation, so the
likely result is reduced standards. The problem with reducing standards is that the maintenance of
shoddy infrastructure is expensive, and that retrofitting to bring it up to standard is much more
expensive than building it properly in the first place. Developer standards and charges were introduced
in order the take advantage of the economies of co-ordinated development.

At the time when developer charges were first introduced, public sector loans were considered as an
alternative — it was pointed out that this would allow at least part of the costs of new homes to be
financed at the public sector borrowing rate rather than at the home-buyer's mortgage rate. However,
there were two problems, first, the problem of recouping loan costs from the beneficiaries of
infrastructure investment rather than from the population as a whole, and second, general limits on
public sector borrowing which were being imposed by the Commonwealth at the time. Should the
macroeconomic situation change, such that macroeconomic policy requires the Commonwealth to
borrow more heavily, it could do worse than to borrow in order to finance DCZ infrastructure.
However, these times are not yet.

Somewhat similar considerations apply to the time taken for town planning. Developers are assiduous
in documenting the holding charges they incur while waiting for various approvals — though judging
by the NHSC’s studies these costs are not particularly prominent in the total. The problem is that town
planning takes time, and that rushed or otherwise bad town planning has serious costs which, unlike
skimped infrastructure, cannot be fixed by retrofit.

While there is no excuse for installing infrastructure inefficiently or imposing unnecessary delays, it is
useful to assess the potential significance cost reductions. Suppose, for the sake of illustration, that
cost saving measures can cut the cost of a new house in a Sydney DCZ by 10 per cent. This would
reduce the mortgage required to buy a new dwelling from 57.6 per cent of average DCZ income
(Table 6.11) to 51.8 per cent, still way above the target of 35 per cent.

Cost-cutting being impractical, the alternative would be to increase household income significantly.
To attempt this across all the NSW DCZs would be impractical and prohibitively expensive. However,
precincts within the DCZs can be targeted for a strong supply response over a short period of time.
The strategy would take the form of investments in:

. road, rail and bus transport services to major existing employment nodes (roads for private
motoring have been tried but require excessive amounts of land if speeds are not to slow down
through congestion);

. manufacturing and business park capacity to create or expand employment nodes close to the
target precincts including the development of high technology precincts; and

o social investments in education, health, etc. A standard could be set by assuming that the four
people (adults and children) live in the average new dwelling with a policy target of 150 hours
of work in health, education and entertainment services per resident. This would all be
performed within commuting range.

Given a mortgage of $400,000 to buy a new house, the purchasing household will have to secure
disposable income of $114,000 to stay within the 35 per cent maximum advisable mortgage
commitment and $162,000 in gross income including taxes and superannuation. To earn at this rate,
the household would need to have at least one high skilled member paid an average of $50/hour. This
is well above the average rate prevailing in the commuter zones accessible from Sydney DCZs. An
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incoming household would require 3,200 hours of work a year which could be performed by one full
time worker and one part time worker. The full time worker would work around 1,900 hours a year
and the part time worker the balance of 1,300 hours a year.

Where are the hours to come from? Better transport infrastructure would probably allow about 1,200
hours to be transferred to the new full time worker from hours of work located outside the DCZ. Of
the 600 new health, education and entertainment (etc) service hours required to support the household
about 400 would be supported by government expenditures, of which the average new household
could be assumed to capture half or around 200 hours. Around 250 hours are likely to be generated in
privately-financed local services to support each new resident, or 1,000 annual hours per household, of
which again an average new household can be assumed to capture half or 500 hours. This leaves a
deficit of 1,300 hours. (It should be noted that average new household capture means the average
across all new households not the next marginal household.)

The 1,300 hours can only be made up by new employment institutions, investment attractions, transfer
of government offices, the development of new industrial precincts, etc. If the flow on multiplier is 1
hour for 1 hour, then around 650 hours of industry policy driven employment will have to be created
to reach the required total of 3,200. The assumption that the average new household will capture all of
these hours is not unrealistic provided the household's skills are significantly greater than the precinct
household average. This is the strategy adopted by the New South Wales government in recent years,
but sadly the resources devoted to it have been much less than was required for local sustainability.

For Queensland and Western Australia, thanks to the resource expansion, the industry policy
proportion would be small while for Victoria and South Australia it would be important though not as
important as for NSW.

In the past much of the industry policy component was automatically supplied by manufacturing
capacity shifting from the inner suburbs to the outer suburbs. This provided enough employment to
sustain dwelling stock expansion. The withdrawal of industry support for manufacturing and the
transfer of capacity not to the fringe suburbs but to China, etc., coupled with the lack of any alternative
policy to directly create employment in the DCZs, is probably the single most important reason for the
current imbalance in Australian housing markets.

The final sustainability check for Sydney is to assess whether this suite of support policies will
increase the market value of dwellings in the targeted precincts to a level closer to new construction
costs. In chapter ? it was found that the addition to health, education and entertainment services is
likely to lift values by 11 per cent. The increase in hours of work available within commuting range
could be anywhere between 15 to 30 per cent, depending on the definition of the area accessible to
commuters. The measures, therefore, will have the impact of lifting the value of existing houses by at
least 30 per cent in the target precincts of the DCZs. Given the existing average value in New South
Wales DCZs of $356,000, a 30 per cent increase would bring the value to $462,000. Given new
construction costs of $570,00 the market value increase will probably not be enough to support large
scale expansion. This dispiriting conclusion applies to the average New South Wales DCZ, but not
necessarily to all of them. The best hope for New South Wales would be to identify precincts with
development opportunities better than this average and seek to concentrate effort in them.

To summarise the argument, at any time in any state no more than a small number of DCZs have the
capacity to play a disproportionate role in supplying additional housing. This is because of:

(i)  the location to employment nodes;
(i)  previous infrastructure investment; and

(iii)  supply of vacant suitable land.
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If a growing state population is to be supplied with housing at acceptable standards, the number of
people living in the DCZs must grow more rapidly than the population of the state or the nation. In
turn this requires the hours of work in the labour market within commuting reach of the DCZs to grow
at least as fast as the planned population growth — desirably faster to allow a growth margin. If the
hours of work in a DCZ do not grow significantly faster than in the state or nation as a whole it will
generally not be possible for households who migrate to the DCZ to earn the income necessary to
service the mortgage on their new house.

Table 6.18 Additional average annual hours of work above DCZ commuter zone average to
achieve 35 per cent mortgage threshold on new construction — 2010.1

NSW 817.7

VIC 200.3

QLD 169.1

SA 360.4

WA 53.6

6.11 Sydney or the bush

The above example demonstrates the enormous barriers to creating a sustainable housing market in the
DCZs surrounding Sydney. To put Australian housing on a sustainable footing a number of National-
State Government joint strategic decisions have to be made. The first and most immediate decision
would centre on Sydney. Table 6.18 shows the difficulties by estimating the number of additional
hours of accessible work which would have to be delivered to new households in the average DCZ of
each state of a 35 per cent mortgage burden is to be achieved, assuming that interest rates stay at the
average level for the past decade. In New South Wales it is 820 annual hours compared to 54 for
Western Australia. For Victoria it is 200. The decision would be whether Sydney should be supported
to grow its population in line with current expectations or whether growth should be diverted
elsewhere in New South Wales or interstate.

The criterion for a yes or no decision is one of cost and practicality. To allow Sydney to grow a
massive China-style planning and resourcing approach to urban development would be required with
coordination of infrastructure policy, land use, industry policy, etc. The bill for this for the next two to
three decades would run to hundreds of billions of dollars. The associated question would be if it is
too costly to develop Sydney, could Newcastle or perhaps the area round Canberra effectively absorb
the resources to dramatically accelerate its growth? A critical element is if NSW population growth is
allowed to fall well below the national average would the flow of migrants to other states simply
recreate conditions of unsustainability elsewhere. Victoria’s long term ability to absorb the outflow
would be critical.

If the cost of sustaining New South Wales population growth is considered too high, the sign would go
up that Sydney does not welcome households where the head is not skilled enough to earn more than
$45 an hour. The public sector would have to provide the housing for necessary low-paid support
workers. Under this national policy the focus would switch to other the capital cities and their regions.
How much additional investment would be required for South East Queensland, Melbourne, Perth and
Adelaide to go beyond employing and housing population growth in line with current expectations and
absorb the overflow of population that would be displaced from Sydney? If the combined cost for
doing this is expected to be significantly less than supporting Sydney, the freezing of Sydney’s
development may be justified, at least on economic grounds. However, the cost would also run to
hundreds of billions of dollars, even if it was less per new additional dwelling than would have to be
spent to support Sydney’s continuing development.
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This report is in no position to speculate how a decision on Sydney’s future would turn out, other than
to point out the formidable barriers to building enough dwellings to accommodating the population
projected for Sydney. It is time to start thinking so that a rational and efficient planning regime can be
implemented across Australia with an adequate allocation of resources.

6.12 Urban consolidation

Urban consolidation is also a strategy for lowering the slope of the rent gradient. This is because by
concentrating more of the metropolitan population in middle and inner suburbs while maintaining the
existing distribution of workplaces, competition for middle and inner suburban jobs will rise. The
accessibility of work from the inner and middle suburbs will fall relative to the fringe DCZs, thereby
increasing the average value of dwellings in the DCZs and reducing average values in the inner
regions.

This is, however, only a first round outcome in terms of the equation estimated in the previous chapter.
The follow-on impacts could include unintended consequences. Firstly, the greater concentration of
population closer to the centre of metropolitan areas would tend to concentrate high paid and skilled
workers closer to the centre with the DCZs becoming a repository for unskilled households with low
employability. This dynamic would be reinforced by the analysis of the National Housing Supply
Council that the cost of infill construction (two bedroom units) is, in general, more than the standard
greenfield house. Both construction and land costs (except for Sydney) are higher. Given this cost
differential, a policy of aggressive infill development at the expense of the DCZs would force the
further concentration of high skilled/high income households around the metropolitan core. If this
happens, the rent gradient could in fact rise with infill development. There is also some empirical
support for this outcome. The coefficient on the share of flats in the dwelling stock in the equation
estimated in chapter ? is unexpectedly positive, meaning that dwelling costs are higher in suburbs with
lots of flats even when all other factors are the same.

Infill development is also unlikely to save on infrastructure costs as much as is commonly thought.
The same duplication of transport infrastructure that is required to move people from the DCZs to the
employment nodes will also be required to accommodate the higher usage created by urban
consolidation.

Infill development has its place, provided it is balanced with the requirements of the total metropolitan
area, does not destroy neighbourhood character and is not over-supplied compared to the socio-
demographic demand for detached accommodation.

6.13 The housing supply shortfall: The lack of infrastructure support

The housing shortage which developed over the past decade is fundamentally due to the withdrawal of
governments from the direct support of new and potential communities by the adequate provision of
high quality transport and community infrastructure and direct employment creation. Fundamentally
this is reflected in a shortfall in expenditures.

There has been a shortfall in expenditures in all states. Melbourne West is far from the worst affected
region, but can serve as an example. Until the withdrawal of support for manufacturing by the
Commonwealth, Melbourne West was reasonably self-sufficient in jobs. Following the withdrawal,
manufacturing declined and very little attempt was made to replace it as a job source — indeed, it is
arguable that, given the skills of the people of Melbourne West and their location, manufacturing was
irreplaceable as a local economic base and greater efforts should have been made to update it and
enhance its competitiveness. However, Melbourne West was able to capitalise on its proximity to
Melbourne Central and commuter traffic increased. As local councils and the Victorian government
have documented, this greatly stressed commuter transport capacity. The Commonwealth and state are
now engaged in belated investments to increase commuter rail capacity.
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Now consider Sydney Outer South West. The original design of these suburbs assumed that
manufacturing employment would continue to decentralise, but the Commonwealth withdrew its
support and the areas set apart for factories became container stacking grounds. As in Melbourne
West, reliance on commuting increased, the problem being that knowledge-economy Sydney was a
minimum of 30 kilometres away rather than just across the region boundary. Investment to support the
commuter flows was not entirely lacking, but was considerably less than what was needed to provide
the employment accessibility that would have occurred quite easily had the Commonwealth
substituted an active, job-oriented industry policy on European lines for its former, rightly discredited
policy of industry support through tariffs.

The shortfall in public investment in transport included the failure to provide transport to support job
generation and the failure to enhance commuter services. Figure 6.2 provides a back of the envelope
estimate of the cumulative shortfall. One line in the figure is the ratio of dwelling capital stock to the
transport sector capital stock in constant dollars, obtained from the ABS “Annual National Accounts”,
cat. no. 5204. Over the period 1960 to 1980 the ratio was stable at around 3.8.

After 1980 the pressure on governments to limit expenditures forced the ratio steadily upwards to 5.6
by the middle 2000s. The imbalances this created in the economy have now forced governments to
increase expenditure in rail and road infrastructure with the result that the ratio trended downwards
between 2004 and 2009. The shortage of transport infrastructure may be estimated at around $366
billion by 2009, on the basis that sustainable housing markets over the last 30 years would have
required a dwelling-transport capital stock ratio of around 3.8.

Figure 6.2: Ratio of transport to dwelling stock and estimated deficit in transport stock
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This might appear high, but it is not difficult to reach this set of figures when one combines the cost
new rail projects with the widespread need to expand road and public transport capacity in order to
better connect fringe suburbs with other fringe suburbs. Included in this would also be the circular
and lateral road projects that would have been required if 1970 standards of connectivity had been
maintained.

From this perspective the core problem that has led to the current imbalances in Australian housing
markets is probably the imbalance in Federal-State/Local finances. The Central Government with the
lion’s share of the revenue and little of the service-provision responsibility of State and Local
Government has a tendency to return surplus revenues in tax reductions rather than invest in the
infrastructure and services required to maintain sustainable housing markets.

As an example of the aggressive approach necessary to solve the Australian housing shortage, one has
to go no further than China. In May 2010 the Beijing government announced a fourfold doubling of
its investment in urban rail infrastructure. This will involve the construction of 21 new subway lines
and around 320 new stations, with a coverage rate for the population living within the fourth ring road
of 95 per cent. This means that 95 per cent of the population will be able to walk to a metro station in
10 to 15 minutes. Suburban areas will be connected to the inner system by new radial lines. Shanghai
plans a similar expansion in its rail capacity.

In putting forward these Chinese examples it should be acknowledged that neither Beijing nor
Shanghai are Australian cities — in population and density they have more in common with the larger
metro-served European and Japanese cities. Neither city inherited a suburban rail system from the
nineteenth century, so the problem was one of new build rather than, as in Australia, enhancement.
However, the high rate of investment is still a warning: these are the cities that Australian workers are
competing against to earn the income to secure housing. The difference in the approach of governance
does not look good for the Australian side.

The investment program required in Australia will not be limited to upgrading commuter rail.
Investment in broadband will also be important, if only (as pointed out in recent State of the Regions
reports) to bring Australia into line with some of its Asian competitors. As argued in those reports,
broadband has the potential to spread quality employment out of the metropolitan areas into regions
with higher amenity and lower housing costs. However, it is not considered in detail in the present
report since the precise nature of the investment, and its regional effects, was not known at the time of
writing.
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Figure 6.3: Estimates of unsatisfactorily housed population — 2010.1
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6.14 Social housing

The NHSC calculations with which we began this chapter include estimates of the need for additional
‘social housing’, defined essentially as accommodation for social security recipients who do not own
their own homes and are not able to pay market rents.

During the post-war period it was usual to provide social housing as a component of a more general
public housing program which in turn was predicated on a belief that the private housing market was
incapable of providing affordable housing for working families. This belief became discredited, partly
as a result of the return of free-market economics in the 1970s but more importantly by the success of
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private developers in providing mass housing in the post-war period. Gradually public housing
became a residual, welfare-oriented program. The Commonwealth split its support for social housing
between rental assistance for pensioners who were tenants in the private market, housing provision
through non-profit organisations and more traditional government-owned housing. There has been a
great deal of discussion of the merits of alternative programs, but it has throughout been accepted that
there are citizens who cannot afford private-market housing and for whom social housing should be
provided. NIEIR agrees, but the present report does not attempt to enter the debate about how
assistance should be provided.

During the 2000s the private housing market repeated the experience of the early twentieth century
and failed to provide affordable worker housing. If this poor performance continues, there could be a
repeat of the early twentieth century experience with renewed demands for a broad public housing
program to include affordable housing for working families. The message of this State of the Regions
report, however, is that the need is not for a revived public housing program but for catch-up in
government investment in job creation and commuter transport. This catch-up program will make
enough call on public funds without enlarging it to cover public housing. This said, had the
Commonwealth persevered with the financing of public housing it may have been more aware of the
developing problems in providing affordable housing.

The trends charted in this report have affected the cost of provision of social housing as surely as they
have affected the more general rental and ownership markets. It is not possible for governments, in
their financing of social housing, to avoid these costs.

Many of the recipients of social housing are not in the workforce. It might therefore be thought that
social housing should be provided wherever it is cheap to do so, without regard for job access — which
has indeed been the private-market effect as social security recipients have sought affordable housing
in towns with poor employment prospects. However, there is considerable social value in housing
people close to their friends and relatives. Again, if social housing is provided in areas with job
accessibility there is always a hope that its residents of workforce age may be able to find a place in
the workforce.

We conclude this chapter by noting that the Commonwealth has accepted responsibility for social
housing and is putting a variety of programs in place. Apart from agreeing that this acceptance of
responsibility is laudable, in this report NIEIR does not attempt to evaluate any of the current
programs. It merely notes the programs will be expensive, and hard-put to succeed, if they are not
complemented by more general investments in job generation and transport to improve housing
affordability and increase construction rates more generally.
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7. The performance of the Dwelling Construction Zones:
Regional population scenarios to 2020

The implication of the analysis of the previous two chapters is that the allocation of Australia’s
population between the states and regions will depend on the performance of the DCZs. The better the
performance, the greater the population will be attracted into each DCZ and the less the population
elsewhere. The less the population elsewhere, the less will be the housing shortage and the less the
percentage of the population that is unsatisfactorily housed.

In order to demonstrate the different futures for demographic change within the one overall national
population projection, this chapter develops three scenarios to 2020. The objective is to demonstrate
that until the future of the DCZs is established one way or another, population projections for the rest
of Australia cannot be made with any confidence. The two extremes would be aggressive expansion as
reflected in the projections prepared by state agencies or continuation of the under-performance of the
last decade.

7.1 Three population scenarios: An overview

The two extremes yield three scenarios, designated as follows.
(iv) Business as usual (BAU);

(v)  Housing shortage contained (HSC); and

(vi) Exodus NSW (ENSW).

The BAU scenario assumes that the build rate of new DCZ occupied dwellings in relation to the
increase in adult population remains near the 2000-2010 average level. In this scenario the DCZs fall
well short of current expectations, but current state and territory population growth projections are
achieved by crowding more people into existing housing.

The housing shortage contained (HSC) scenario assumes that DCZ performance returns to 1990s
levels and the build rate of new occupied houses equals one half of the change in the adult population.
Current housing shortages remain but do not worsen.

The Exodus NSW scenario is the same as the BAU in terms of build rate. It differs in that the New
South Wales repeats its 2000-2005 experience of a low employment growth and high out-migration. It
is true that New South Wales lifted its population growth rate over the second half of the 2000 decade,
but this may have been because it is the established landing-point for international migrants. The
scenario is based on the possibility that these recent migrants, or the domestic population they
displace, will elect to leave for other states where accommodation costs are lower, both for rent and
house purchase. Given the obstacles facing the expansion of the New South Wales DCZs this scenario
cannot be ruled out.

The build rates by scenario are given in Table 7.1.
The profile of the build rates reflects historical outcomes and the special obstacles facing the New

South Wales DCZs. It should be noted that the rate is applied to the state population base and thus the
total number of occupied dwellings installed will vary with changes in the population.
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Table 7.1 Dwelling construction rate by scenario and state

BAU HSC ENSW
NSW 0.55 1.00 0.55
VIC 0.65 1.00 0.65
QLD 0.65 1.00 0.65
SA 0.65 1.00 0.65
WA 0.65 1.00 0.65
TAS 0.90 1.00 0.90
NT 0.45 1.00 0.45
ACT 0.75 1.00 0.75

Note: Build rate is the net change in occupied dwelling installed per unit of half the change in the adult population.

7.2 A key model mechanism: Priority ordering of construction

Priority ordering of construction is a key mechanism applied in the NIEIR regional model to generate
the projections. Urban consolidation and construction in each state’s independent cities and other non-
DCZ LGAs is allowed to proceed as planned/predicted by state agencies, unless it constitutes more
than 85 per cent of the change in dwelling capacity for a given quarter. If it exceeds the 85 per cent of
projected construction the dwelling allocation for urban consolidation and independent cities is
reduced pro rata so that the 85 percent rule applies.

The difference between the increase in housing supply in the non-DCZ LGAs and the total available
supply given the assumed state build rate is allocated to the DCZ sector. The allocation to each
individual DCZ LGA is based on its increase in supply projected by the state authorities, prorated
down to met the supply constraint. In Tasmania and the Northern Territory the build rate shortfall is
pro-rated across all regions, while the ACT constitutes a DCZ of its own.

7.3 The population scenarios: National and state outcomes

As noted above, the national population profile is constant across the scenarios. The international
immigration rate and age-specific birth and death rates are held constant across the scenarios. The
annual average population increase across the scenarios is stable at a little more than 350,000 per
annum for the decade to 2020 (Table 7.4). The net annual migration rate of just under 200,000
explains 56 per cent of the total population increase to 2020 (Table 7.2).

The relative consistency in the absolute international net migrant intake hides a pronounced cyclical
pattern. Since the end of 2007 Australia’s net immigration rate has been running at around 75,000 a
quarter (Figure 7.1). This is projected to trend downwards to a trough of 40,000 by 2012 and then set
to increase to around 50,000 a quarter. These are assumptions: we do not know how high or low
Australia’s net migration will be. However, one thing is certain: unless the performance of Australia’s
DCZs improves there will be extreme domestic political pressure to cut back the immigration rate.
Further, the greater the level of Australian housing shortage the less likely Australia will be able to
secure the highly skilled migrants that it is targeting. Despite these compelling arguments, we have
chosen not to vary the migration rate across the scenarios. To do so would defeat the purpose of the
chapter, which is to demonstrate that plausible but significantly different regional population scenarios
are possible within a given national population projection.
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Figure 7.1: Five quarter centred moving average of Australia's net migration —
actual and projected
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The BAU case follows immediate past trends in modelling net migration between the states and
territories. The relatively lower build rate will discourage some immigration into New South Wales.
However, an important driver of net immigration into a state, or for that matter a region or an LGA, is
the availability of work as represented by hours of work per capita of working age population. Table
7.17 shows the annual average growth in hours of work across the States/Territories by scenario.

In these projections, the rate of growth in hours worked over the next decade is a little less than over
the past decade. This may prove optimistic. The next chapter shows a sharp slowing in consumption
growth over the next decade is likely because of too low a savings rate and excessive debt levels,
resulting in low growth in consumption-related employment. The growth in hours could therefore
easily be less than projected in the Table. However, to reiterate, the objective here is to show the
sensitivity of regional population growth to different trajectories for the DCZs in general and those in
New South Wales in particular. Hence a trends/consensus view of the general growth outcome for the
States/Territories is adopted.

The growth profiles in Table 7.17 are sufficient to support projected net immigration where the
relativities between the States/Territories resemble those of the recent past. This will also result in a
pattern of state population growth which resembles the past for the BAU and the HSC cases (Table
7.5).

The ENSW case is, of course, different. There is a two-way interaction between the willingness of
some of the resident population to migrate because of the housing shortage and high cost of housing
compared to the BAU/HSC case and the recognition by employers that New South Wales economic
prospects are significantly worse than those in the other States and Territories. In the scenario, present
imbalances precipitate a large increase in out-migration from New South Wales between 2011 and
2013. This leads to a shift in investment to the other States/Territories, which gain hours of work
transferred out of New South Wales. This in turn creates a vicious cycle, forcing more out-migration
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from New South Wales in search for work. In the ENSW scenario total hours of work in New South
Wales grow less rapidly, to the benefit of the other States and Territories (Table 7.17).

The impact on New South Wales migration is seen from Table 7.2. From 2010 to 2020 net migration
into New South Wales averages 28,000 a year in the BAU case. In the ENSW scenario the average is
around -5,000, a turnaround of 32,000. The beneficiaries are Queensland with an additional 10,000
net migration a year compared to BAU, Victoria with an additional 8,000 and Western Australia with
an additional 7,500 increase. The gain to the other States/Territories ranges between 1,000 and 3000
additional immigrants. For the ACT the gain is 700 per annum. (The scenario does not allow for
migration within New South Wales, which could easily happen if there is migration out of the Sydney
DCZs.)

7.4 The SOR regions: outcomes by scenario

The regional projections are detailed in the appendix and results for selected variables are summarised
in Figures 7.2 to 7.8.

Figure 7.2 shows the average annual change in population across the SOR regions for the BAU case.
Given its size and the population growth in Queensland, Brisbane City has the highest average annual
population increase of 34,000, followed by 21,600 for Melbourne Central.

Many of the dispersed metro regions have similar increases. Sydney’s western regions lie between
8,000 and 12,000 annual increase in population, Melbourne’s fringe regions increase by between
8,000 and 10,000, while Perth experiences a common 13,000 to 14,000 across all its regions.

Figure 7.3 gives the change in annual net population increase for the HSC case less the BAU case. The
largest beneficiary in annual population increase is 11,000 for the Sydney Outer South West region
followed by just under a 9,000 gain for the Melbourne Outer South East. Sydney Outer West gains
8,000 per annum and Melbourne West 7,600.

The key point is that for these regions, most of which include DCZs, population change would double
if house construction and finance could keep up with potential demand. For Melbourne Outer South
East the population increase doubles from 8,000 per annum (BAU) to 16,000 for the HSC case and a
near doubling also occurs in the Sydney Outer West region. For the Sydney Outer South West region
the population increase goes from 7,500 per annum for the BAU case to 11,400 for the HSC case. For
Queensland DCZs around Brisbane the increase in the population for the HSC case relative to the
BAU case is around 50 per cent.

The regions which experience the greatest reduction in population growth in the HSC case, relative to
the BAU case, are Melbourne Central and Melbourne East, in both of which population growth is
6,000 per annum less. Brisbane City’s reduction is 12,500 while Sydney Central’s reduction is 4,200.
The Rural and Independent city regions also grow less rapidly under BAU due to the increase in
housing available in the DCZs. Their reduction is fairly constant across the regions at around 1,000 to
2,000 per annum.

Perth’s regions are relatively unaffected by the HSC scenario in terms of population gain or loss.

Comparing the ENSW scenario with the BAU case, the results are reasonably uniform across the
region classes (Figure 7.4). The Sydney regions lose between 1,000 and 3,000 per annum compared
to BAU, while the Sydney Central loss is 4,200. The largest New South Wales non-metropolitan loss
is 3,000 per annum for the Hunter with the other NSW regions’ annual loss in population being
generally between 400 and 1,000. An alternative scenario could be constructed in which the NSW
non-metropolitan regions gain at the expense of the Sydney metropolitan area, since they are not so
badly affected by high land costs.
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The Perth regions gain between 1,500 and 2,500 per annum, the SEQ regions around 1,000 per annum,
while the Melbourne regions gain between 600 and 1,200. The gain across the Adelaide regions is
around 1,000 per annum per region. The gain for non-New South Wales, non-metropolitan regions is
generally in the vicinity of 200 to 700 per annum.

The HSC scenario is defined to show what is required to contain the housing shortage. In this scenario
the housing shortage is contained to 500,000 by 2020, or 80,000 more than the 2010 level. In the
BAU case the housing shortage doubles from 2010 levels to 800,000 missing dwellings by 2020. The
difference between the two scenarios is the construction of a net additional 300,000 occupied
dwellings. The HSC scenario does not specify the policy changes by which this is to be achieved.

From Figures 7.9 to 7.11, the major housing shortages are in the central metropolitan areas. For
example, Melbourne Central’s housing shortage rises, in the BAU case, to 39,000 above the 2000
benchmark by 2020. This implies that around 78,000 of the population, or 12 per cent of the
population, will be unsatisfactorily housed, with an increase in the number of adult children living at
home and a rapid increase in group households. In the HSC scenario the dwelling shortage is 17,000,
which is the same as for 2010. It has already been noted that in the HSC scenario many more people
are accommodated in the DCZs, thus reducing population pressure in Melbourne Central. Since the
occupied dwelling stock in Melbourne Central is similar across all three scenarios, the reduction in its
housing shortage of 22,000 implies that 44,000 adults locate in the DCZs rather than in the city centre
in the HSC case compared to the BAU. This implies a reduction in the number of dependants aged O-
17 living in Melbourne Central of around 18,000 for the decade.

7.5 SOR zones and dwelling construction zones: Scenario outcomes

The outcomes for the SOR zones and DCZs are given in the tables.

For the BAU scenario the total population in the dispersed metro zone reaches 9.8 million by 2020,
while the population of the knowledge-intensive zone increases from 6 million to 7.2 million (Table
7.7). For the HSC case the dispersed metro zone’s population increases to 10.2 million by 2020 (an
increase of 0.4 million above the BAU case) while the knowledge-intensive zone’s population for the
HSC rises to 6.9 million. A substantial but not total source of population gain for the dispersed metro
zones under the HSC scenario is the knowledge-intensive regions, which tend to be inner suburbs.

In the New South Wales DCZs the 2020 population increases from 2.2 million (BAU) to 2.6 million in
the HSC case. In Victoria the DCZs population increases from 2.18 to 2.54 million in 2020. The
increase for the smaller states is marginal given the assumptions of the projections.

For the ENSW scenario there is no significant change in the structure of population across the SOR
zones (Table 7.7). The housing shortage shifts residents from New South Wales dispersed and
knowledge-intensive zones to the same zones in other States and Territories.

In the HSC scenario the average annual population growth rate increases by nearly 30 per cent for the
dispersed metro zone compared to the BAU case (Table 7.8) In the New South Wales and Victorian
aggregated DCZs the growth rate from 2010 to 2020 doubles between the two scenarios.

If the accommodation pressure is eased in the knowledge-intensive zones, the share of the working age
population living in this zone falls, with a corresponding increase in the dispersed metro zone (Table
7.10). The annual net migration into the Dispersed metro zone goes from 187,000 for the BAU case to
225,000 for the HSC case between 2010 and 2020 (Table 7.12). For the New South Wales DCZs the
annual net immigration goes from 29,000 for the BAU case to 68,000 for the HSC case. Net
immigration into the Victorian DCZs also doubles between the two cases.
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The difference which the higher build rate in the HSC case makes to the adult population per occupied
dwelling is reported in Table 7.13. Table 7.16 gives estimates of the dwelling shortage by SOR zone
and the percentage of the population unsatisfactorily housed. The range under the BAU case is
between 4 and 8 per cent by 2020, with the highest concentration in the knowledge-intensive zone.

7.6 Conclusion

The pattern of population growth across Australian regions depends critically on the performance of
the DCZs. Plausible arguments can be made for wide variations in population growth rates between
regions even if net migration is held constant, and the variety increases as net migration is allowed to

vary.
As at 2010, given:

(i)  the limited understanding of the issues raised in this 2009-10 State of the Regions report in
relation to the reasons for the growing dwelling shortage;

(i)  the slow build up in infrastructure spending needed to help move to the HSC scenario; and

(iii)) the complete ignorance of the role of industry policy in generating and locating jobs as an
essential part of the solution to the housing shortage,

the ENSW scenario must be judged the most likely of the three presented here.
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Table 7.2 Average annual net immigration (‘000)

BAU HSC ENSW

1991- 2000- 2010- 2015- 2010- 2015- 2010- 2015-

2000 2010 2015 2020 2015 2020 2015 2020
NSwW 201 33.0 30.0 255 30.0 255 2.9 -11.2
VIC 7.4 43.5 45.5 47.0 45.5 47.0 52.3 56.1
QLD 411 67.6 79.6 82.9 79.6 82.9 88.1 94.3
SA -0.9 6.4 6.5 5.9 6.5 5.9 8.9 9.2
WA 12.3 28.5 32.5 34.9 32.5 34.9 38.8 43.7
TAS -2.2 1.5 0.6 0.5 0.6 0.5 22 26
NT 0.2 0.6 0.9 0.8 0.9 0.8 1.8 2.0
ACT -0.5 1.3 0.3 0.1 0.3 0.1 1.0 0.9
Australia 77.5 182.5 196.0 197.6 196.0 197.6 196.0 197.6

Table 7.3 Average annual natural increase (‘000)

BAU HSC ENSW

1991- 2000- 2010- 2015- 2010- 2015- 2010- 2015-

2000 2010 2015 2020 2015 2020 2015 2020
NSW 38.2 41.6 51.7 59.2 51.7 59.2 51.9 60.3
VIC 271 31.2 39.4 41.6 39.4 41.6 39.3 41.4
QLD 22.9 30.2 33.6 29.9 33.6 29.9 33.5 29.6
SA 6.7 6.3 7.9 8.2 7.9 8.2 7.9 8.1
WA 13.0 15.5 20.0 20.6 20.0 20.6 19.9 20.4
TAS 24 2.2 24 2.3 24 2.3 2.3 2.2
NT 2.5 2.8 2.7 2.7 2.7 2.7 2.7 2.6
ACT 2.8 2.8 2.6 2.5 2.6 2.5 2.6 24

Australia 115.7 132.5 160.1 166.9 160.1 166.9 160.1 167.0

Table 7.4 Total annual population increase (‘000)
BAU HSC ENSW

1991- 2000- 2010- 2015- 2010- 2015- 2010- 2015-
2000 2010 2015 2020 2015 2020 2015 2020
NSW 65 76 83 82 83 82 54 49
VIC 36 79 86 85 86 85 93 94
QLD 66 103 111 106 111 106 120 117
SA 6 14 14 14 14 14 17 17
WA 26 45 52 53 52 53 59 61
TAS 0 4 3 3 3 3 5 5
NT 3 4 4 3 4 3 5 4
ACT 3 4 3 3 3 3 4 3
Australia 205 329 357 350 357 350 357 350
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Table 7.5 Total population average annual growth rate (per cent per annum)

BAU HSC ENSW

1991- 2000- 2010- 2015- 2010- 2015- 2010- 2015-

2000 2010 2015 2020 2015 2020 2015 2020
NSwW 1.0 1.1 1.2 1.1 1.2 1.1 0.8 0.7
VIC 0.7 1.5 1.5 1.5 1.5 1.5 1.6 1.6
QLD 1.9 25 24 2.1 2.4 2.1 2.6 2.3
SA 0.4 0.9 0.9 0.8 0.9 0.8 1.0 1.0
WA 1.4 2.1 2.3 2.1 23 2.1 25 24
TAS 0.1 0.7 0.6 0.5 0.6 0.5 0.9 0.9
NT 1.7 1.6 1.6 1.4 1.6 1.4 1.9 1.8
ACT 0.9 1.3 1.0 0.8 1.0 0.8 1.1 1.0
Australia 1.1 1.5 1.6 1.5 1.6 1.5 1.6 1.5

Table 7.6 Total population (million)
BAU HSC ENSW

1991- 2000- 2010- 2015- 2010- 2015- 2010- 2015-

2000 2010 2015 2020 2015 2020 2015 2020
NSW 5.92 6.46 7.20 7.63 8.06 7.63 8.06 7.51
VIC 4.43 472 5.50 5.92 6.37 5.92 6.37 5.95
QLD 2.98 3.54 4.51 5.09 5.64 5.09 5.64 5.13
SA 1.45 1.50 1.64 1.71 1.78 1.71 1.78 1.72
WA 1.64 1.87 2.29 2.56 2.84 2.56 2.84 2.59
TAS 0.47 047 0.51 0.52 0.54 0.52 0.54 0.53
NT 0.17 0.19 0.23 0.25 0.27 0.25 0.27 0.25
ACT 0.29 0.31 0.36 0.37 0.39 0.37 0.39 0.38

Australia 17.34 19.07 22.23 24.06 25.88 24.06 25.88 24.06
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