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Summary 
 

• The NSW housing system has proven it functions well even during unprecedented 
population growth, accommodating record construction levels.  

• Community concerns about housing are rarely about supply, or planning—it is the 
high price of homeownership that matter most and has seen housing play a key part 
in rising inequality and socio-economic stratification.  

• A political balancing act is evident in the housing strategy discussion paper. Housing 
should be more “affordable”, but the political calculus means that policies that do 
reduce prices substantially cannot be enacted. 

• This has led to a focus on planning, supply, infrastructure and population, as policy 
changes in planning and infrastructure contributions can plausibly be claimed to be 
helping reduce prices while in practice not having any price effects, keeping 
homeowners and investors (and their balance sheets) happy. 

• The smart way around this is not to try and crash the value of private housing but to 
offer an array of alternative housing tenure options that provide the security 
benefits while detaching investment returns from ownership.  

• Multiple non-market housing systems exist and can plausibly reduce the cost of 
secure long-term housing, such as land rent schemes or community land trusts. 
Regardless of the system enacted, a Housing Strategy should:  

o Set ambitious targets for non-market housing options. 
o Establish an agency to fund and facilitate those non-market options. 
o Establish a target for delivery and uptake of those non-market housing 

options of 10,000 dwelling per year for five years.  
o Create penalties for missing targets and use price reductions to help achieve 

targets. 
o Establish a marketing campaign to promote these alternatives. 

• Finally, the public finance issues around infrastructure and non-market housing can 
be mostly resolved using value capture (betterment taxation). By simply adopting 
the ACT system of taxing 75% of value gains, this would raise nearly $8 billion per 
year across NSW, rather than the $900 million from infrastructure contributions, 
enabling a boost in infrastructure and social housing spending.  

  



Detailed Comments 
 
1. Supply, planning, and prices 
Much of housing strategy discussion paper seems to be focussed on housing supply and 
planning, infrastructure and growth, implying that new housing supply is a key part the 
current affordability dilemma and public concern about housing. As Figure 1 shows, this 
focus evident in the wordcount of key terms in the Discussion Paper.  
 

 
Figure 1: Word counts from NSW Housing Strategy 2020 

Notably, almost every instance of the word affordable is related to a specific non-market 
social housing options, not a reduction in the price of market-priced housing which houses 
the majority of people.  
 
As the discussion paper notes (p.21), rents are a much better metric of population demand 
for housing relative to supply, but this is not explored in depth. The reality is that rents have 
fallen in Sydney for the past three years, and according to SQM Research, Sydney rents are 
now at the same levels in nominal terms as in 2013.1 Though cyclical, supply is responsive. 
The concerning issue is that prices have diverged from rents considerably over that time, 
being up 62% since mid-2013 in Sydney. Figure 2 shows the house price and rent price 
indexes for Sydney and Melbourne have diverged since 2012, highlighting that this gap 
cannot be the result of housing supply, but of some other issue related to asset pricing, such 
as lower interest rates or market speculation.2 The RBA has previously noted that a primary 
cause of this price divergence is the shift to structurally lower interest rates rather than any 
physical limits to the size of the housing stock or its location.3  
 
Since 2013 new supply was developed across Sydney and NSW generally at record high 
rates, with planning approvals running in advance of that supply and accumulating a stock 

 
1 https://sqmresearch.com.au/weekly-rents.php?region=nsw-Sydney&type=c&t=1  
2 ABS. 2020. 6416.0 Residential Property Price Indexes: Eight Capital Cities 
3 Saunders, T. and P. Tulip. 2019. A model of the Australian housing market.  
https://www.rba.gov.au/publications/rdp/2019/2019-01.html  
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of around 100,000 approved but not completed since 2012.4 This was also sufficient to meet 
the needs of the historically high population growth in that time, and when considered 
nationally, housing supply exceeded even the highest forecast scenario of the National 
Housing Supply Council, despite population growth being lower than their lowest forecast 
scenario (even though population growth was exceptionally high).5  In February 2020 (pre-
COVID) the NSW Real Estate Institute estimated the vacancy rate for rental properties in 
Sydney was 3.4% suggesting that there was a surplus of Sydney rental properties.  
 
 

 
Figure 2: Growing price and rent index gap — the affordability challenge is not related to supply 

The focus of the Strategy on population, planning, and supply therefore seems misplaced. 
Although there are questions about how best to fund infrastructure or affordable non-
market housing, these are mostly public finance issues. However, the key public funding role 
that is related to planning and housing supply, in the form of taxing betterment (value 
capture), is not mentioned.  
 
The NSW housing system has proven it functions well even during unprecedented 
population growth, accommodating record construction levels. Community concerns about 
housing are rarely about supply, or planning—it is the high price of homeownership that 
matter most and has seen housing play a key part in rising inequality and socio-economic 
stratification.  
 
2. The political balancing act and the role for non-market housing 

 
4 Murray, C.K. 2019. The Australian Housing Supply Myth. https://osf.io/r925z/  
5 Ibid. 



The fact that community concern about rising prices is not the focus of the discussion paper 
is quite clear evidence of a political balancing act being played out. Housing is desired to be 
more “affordable”, but policies that actually lower home prices are political suicide and also 
come with macro-economic risks.  
 
This political trade-off is demonstrated in Figure 3. The blue shaded groups of current 
renters and future buyers are the main beneficiaries of lower prices. But they are few in 
number, and low in wealth, compared to the homeowners and housing investors who gain 
from higher prices and rents.  
 
This is the heart of the NSW and national housing dilemma that should be the focus of any 
housing strategy at any level of government. A realpolitik view is that this dilemma is behind 
the promotion of supply-focussed policy—it can plausibly be claimed to be helping reduce 
prices while in practice not having any price effects, keeping homeowners and investors 
happy. In addition, it provides a justification for using the planning system to deliver windfall 
gains to politically connected landowner ‘mates’.6 
 
The smart way around this is not to try and crash the value of private housing markets but 
to offer an array of alternative housing tenure options that provide the security benefits 
while detaching investment returns from ownership.  
 
Two practical non-market alternatives are land rent schemes and community land trusts 
(CLTs).7 Many other social housing systems exist that provide affordable non-market 
housing options with nearly all the perks of homeownership.  
 
The catch is that regardless of which non-market housing alternatives are added to the 
“housing tenure ecosystem”, they require some kind of subsidy. They will not spontaneously 
emerge in a system where private housing developers or owner and investor buyers will 
outbid on every development site and dwelling.  
 
A number of subsidy options exist.  

1. Allowing for much greater housing density for non-market housing providers in 
planning schemes so that they can outbid private developers for sites.  

2. Contributing state-owned land to these schemes in the form of a conditional loans 
that need to be repaid is the housing organisation is disbanded or the site is sold. 

3. Upfront equity contributions to social housing systems.  
4. Grants.  

 
Another alternative is for more active state involvement in private and non-market housing 
systems to stabilise both housing prices and the construction industry. A “Central Housing 
Bank” (CHB) could operate to stabilise housing prices in much the same way as the central 

 
6 For evidence of political favouritism delivering windfall gains to political mates see Murray, C.K. and P. 
Frijters. 2016. Clean money, dirty system: Connected landowners capture beneficial land rezoning. Journal of 
Urban Economics. 93, 99-114 
7 Read more in — Murray, C.K. 2018. Unspoken alternatives to expensive housing: How to deliver affordable 
housing without inflating landlord profits. Prosper Australia https://www.prosper.org.au/2018/09/housing-
unspoken-alternatives/  



bank operates to stabilise the price of money. Because the new homes built and supplied 
will be on the CHB balance sheet the CHB can be budget-neutral (or even revenue raising 
over time).  
 

 
Figure 3: The distributive effects of lower housing prices and rents (from 2017) 

 
In practice this is achieved by supplying more housing to private markets, both to rent and 
to buy, when prices are rising. Countercyclical asset purchases of development sites during 
economic downturns (as well as development of state land) could provide a pipeline of 
housing to be managed in this way, as well as to be allocated to non-market housing 
schemes.8 Ideally, to avoid capture, the CHB would be staffed by senior construction and 
project management experts from outside the housing sector, such as from mining and 
oil industries. Staff incentives could be tied to supply performance and cost efficiency as 
assessed independently by state valuers.  
 

 
8 Murray, C.K. 2010. A Central Housing Bank proposal for a crisis and beyond. 
https://www.fresheconomicthinking.com/2020/03/a-central-housing-bank-proposal-for.html  



The catch with all non-market housing alternatives is that if they are successful and popular, 
they undermine the private housing development sector. In Singapore, for example, 90% of 
households live in a dwelling built by a government agency, The Housing Development 
Board (HDB), which has crowded out private development for local citizen housing. If 
affordable homeownership was truly desired, then copying Singapore’s approach is the 
obvious answer.  
 
I submit that if a NSW Housing Strategy is going to take the approach of not actively 
reducing market housing prices, that it:- 
 

1. Sets ambitious targets for non-market housing options. 
2. Establishes an agency to fund and facilitate those non-market options. 
3. Establishes a target for delivery and uptake of those non-market housing options of 

10,000 dwelling per year for five years.  
4. Creates penalties for missing targets and use price reductions to help achieve 

targets. 
5. Establishes a marketing campaign to promote these alternatives. 

 
3. Public give-aways can be a funding source 
The two previous ideas can be brought together to understand how public finance interacts 
with the planning system, and how it can be used to fund infrastructure and non-market 
housing options.  
 
The key idea is that the planning system grants different bundles of property rights to 
landowners from the community at large, and that these rights have a market value. Instead 
of giving away new property rights, they should be sold instead. 
 
Just as a piece of public property adjacent to private land should not be given to that private 
landowner for free because they want to build a larger development, nor should the public 
property above private land be given for free either.  
 
Each year, the State Government and Local councils across NSW give away billions in new 
property rights through the planning system. In fact, recent analysis suggests that across 
NSW, if these rights were sold, even at a 25% discount on their market value, as is done in 
the ACT, it would raise around $8 billion annually.9 Such funding systems are usually known 
as value capture or betterment taxes, and the scope for funding far exceeds the current 
$900 million per year from infrastructure contributions across NSW. 
 
An example from Sydney’s inner west shows the value of new property rights granted to 
landowners through rezoning. The industrial site that is now part of Lewisham Estates. It 
was “first purchased by a property company as industrial land for around A$8.5 million. 
Following a rezoning to higher-density residential, the site was sold again for A$48.5 million. 

 
9 Murray, C.K. 2020. Submission to the NSW Productivity Commissioner. 
https://www.fresheconomicthinking.com/2020/05/submission-to-nsw-commissioner-for.html  



In this case, the first buyer made a 471% windfall profit without building anything on the 
site.”10 
 
An example from Victoria shows that failing to capture value gains for the public from 
rezoning actually makes infrastructure more expensive. A site in Altona North was bought 
by a developer CVCV Land for $8.7million in 2017 when it was zoned industrial. In 2018 is 
was rezoned for “comprehensive development” and then compulsorily acquired by the 
Victorian government as part of the West Gate Tunnel project for $22.5 million, reflecting 
the additional value of the development rights implied in the earlier zoning decision.11  
 
A study in Queensland showed that a handful of developers who owned sites that were 
rezoned by the Urban Land Development Authority gained over $700 million in land value 
from those decisions.12  
 
A nine-fold increase in revenue compared to infrastructure contributions would go a long 
way to funding infrastructure and non-market housing across NSW, and as such, should be a 
key part of any Housing Strategy.  
 
 
 

 
10 Troy, L. et al. 2016. Sydney needs higher affordable housing targets. The Conversation. 
https://theconversation.com/sydney-needs-higher-affordable-housing-targets-69207  
11 Lucas, C. and D. Estcourt. 2019. 'How stupid could you be?' Andrews government rezones West Gate tunnel 
land, doubles own bill. https://www.theage.com.au/politics/victoria/how-stupid-could-you-be-andrews-
government-rezones-west-gate-tunnel-land-doubles-own-bill-20191220-p53m0b.html  
12 Murray, C.K. and P. Frijters. 2016. Clean money, dirty system: Connected landowners capture beneficial land 
rezoning. Journal of Urban Economics. 93, 99-114 


