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MR BANKS: Good morning, ladies and gentlemen. Welcome to the first day of
the public hearings for the Productivity Commission’s inquiry into the affordability
of first home ownership. My nameis Gary Banks. I’'m chairman of the Productivity
Commission. My associate commissioners for the inquiry are David Robertson on
my left and Ed Shann on my right.

The purpose of these hearings is to provide those who have an interest in the
inquiry with the opportunity to present submissions and in response to the
commission’s discussion draft which was released on 18 December. As you know,
we chose the discussion draft format, rather than a more comprehensive draft report,
because of timing considerations, but we focused on the key considerations in
forming our findingsto give you the opportunity to comment on those.

After these hearings in Brisbane, we have hearings in Sydney next week and
Melbourne the week after, and we'll then proceed to finalise our report to
government. The public hearings allow anyone to have a say in person on the issues
under consideration and for othersto listen to those remarks and respond, if they
wish. We keep the hearings as informal as possible, but the act does require that
people be truthful in their remarks and a transcript is made of the proceedings, which
we endeavour to place promptly on the commission’s web site.

I'd remind participants that all submissions need to bein writing in February, to
allow usto draw on them adequately in working through our final report, which has
to be completed by the end of March. | should also take this opportunity to thank
those participants who have assisted us so far in the inquiry. We've had alot of
cooperation and some excellent submissions, which have made our job alot easier.

I’d now like to welcome the Local Government Association of Queensland Inc
and ask its representatives to give their names and their positions, please.

MR HOFFMAN: Thank you, Mr Chairman. My name is Greg Hoffman. I'm the
director of policy and representation for the Local Government Association of
Queendand.

MR BANKS: Thank you.

MR GRIFFIN: Malcolm Griffin, planning and development policy adviser.

MR BANKS: Thank you very much for attending today and being the first
participants in the hearings; also for the earlier submission that you provided, which

was quite helpful. Y ou provided a supplementary submission. I'll give you the
opportunity just to summarise some of the points you'd like to make.
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MR HOFFMAN: Thank you, Mr Chairman. Just by way of background, the Local
Government Association of Queensland has been in business 108 years. We are, in
fact, the longest established peak body representing a sector of government or
community within this state. We are recognised within the Constitution Act of
Queensland and the Local Government Act of Queensland as the peak body for local
government, representing all of the interests of local government across the state.

Firstly, the reasons for our submission: there are acouple. Loca government
in Queensland has shown an emerging interest in the issue of housing over the last
five years. When the inquiry was called, there was certain attribution given to local
government’s contribution to the problems which we didn't necessarily agree with
and we thought it necessary, in the interests of representing local government in this
state, to present the situation as we saw it, acknowledging that there are issues that
we can deal with but, as | said before, not believing that local government was a
significant driver or contributor to the particular problems that are the subject of the

inquiry.

In relation to the draft that you've released, we are generally supportive of the
broad discussion and the key points, the conclusions and the policy implications
which relate to the operation of local government within the planning and
development process. However, there are a couple of issues that we thought it worth
commenting on by way of elaboration and to ensure that you fully appreciate the
issues from a Queensland perspective as you proceed to complete your report.

Local government in Queensland has, as | said, over the last five or, in some
instances, more years been interested in arange of issuesin relation to housing and
accommodation. We've been involved in anumber of innovative projects involving
the establishment of housing companies, the granting of in-kind support and financial
subsidies to community housing groups and, in a number of instances, particularly in
rural and remote areas, the direct construction and provision of housing to meet the
needs of those communities.

From our perspective, as the Local Government Association, we've devel oped
apolicy position in the last two years in relation to affordable housing, and that
reflects the issues that are of concern to councils and the role we take in supporting
them. That basic policy position is one that isincumbent on all levels of government
to cooperate with one another, recognising that we all have a part to play and that, by
acknowledging the need for a cooperative approach and also the need for appropriate
resourcing across the three levels of government, the problem in its various guisesin
differing locations and circumstances can have a chance of being resolved. | might
add that these problems manifest themselves at alocal level and that local
government can make a significant contribution to the resolution of those problems,
but it does need not only arecognition of a cooperative approach but the need to
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ensure that resources at Commonwealth, state and local level are available to deal
with the problem as best those respective levels of government can do.

We'd certainly suggest in the final report the importance of acknowledging
additional support and resources being provided to local government to develop and
apply local responses, as appropriate, in differing locations and the need for a
cooperative policy and resourcing approach between the three levels of government.

There are three areas in the draft report that we'd like to comment on -
chapters 6, 7 and 8: chapter 6 dealing with that of supply and, "Has it become
tighter?' the implications of infrastructure charges and, thirdly, industry performance
and building regulation. In chapter 6 in relation to, "Has supply gotten tighter?"
there are a couple of pointswe'd like to note - point 2 and point 4. Point 2is
focusing on land release, the long lead times and the implications or the
circumstances that arise from strategic planning and how that needs to be opened to
public scrutiny and have a clear statement of key assumptions about cost benefits and
the different options.

The Queensland planning system has been through a significant review since
the early 1990s, particularly since 1997, under the Integrated Planning Act.
We have a process that is rigorousin its requirements, in terms of public
consultation, to ensure that all of the stakeholder interests are met. That'sin two key
parts of the planning process: at the very beginning and then, when councils develop
their initial plans, they have to be, again, subject to public scrutiny. In addition to the
public scrutiny, thereis aneed for councilsto liaise closely with state government, to
ensure that state interests are identified and acknowledged in the planning process
and, in that way, efforts made to ensure coordination between state government and
local government. Thirdly, the new planning process has aregiona planning
dimension to it, which requires councils to consult with one another where issues can
have a cross-boundary implication.

That process is voluntary, and I’'m happy to acknowledge that in the past
two years there have been difficulties with that process that have resulted in
significant representations and opinion being expressed quite forcefully through the
media as to what the problems are and what might be done to address them. I'm
expecting that today, in the launch of the government’s policy statements for the
current state election that’'s to be held on 7 February, some significant statements will
be made about how the regional planning process can be improved. Acknowledging
that there are issues there, we at local government level in the regiona context have
been ourselves acknowledging that there are problems, have made representations
and would expect that something will flow from those as we move through the
election process.
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I’d say, in summary, that what has transpired in the past decade and the
ongoing improvements being made to our system - that it is very comprehensive, it’s
very rigorous in its consultation with the community and with key stakeholders, it’s
very transparent and the direction that it istaking is very much in tune with ensuring
that the environment in which the planning and development process operatesisas -
| won't say as good as we can get it, but it is significantly improved and dealing with
the issues that have been of concern, insofar as the planning processes are relevant to
land supply.

The second dot point | wanted to mention is dot point 4, "The planning
approval processes appear to involve excessive red tape, duplication, inconsistencies,
delays and lack of transparency.” As part of the Integrated Planning Act and its
requirements, all 125 city, town and shire councils in Queensland are expected to
have in place new IPA-compliant planning schemes by July of 2004. Linked to that
is the development of the Integrated Development Assessment System, whichis
designed to ensure that the devel opment approval process has afocus at the local
government level, that the interaction and engagement with state government is done
in an efficient fashion and, linked to that process that is now being rolled out and
improved upon, there is a Queensland Red Tape Reduction Task Force which is
looking broadly at the regulatory processes of government - that's state and local -
and how they can be improved to ensure that not only is the public interest met but
that the broader stakeholders to the process are acknowledged too. There are
initiatives in place that are designed to improve the system - the IPA planning
schemes, the IDAS system and the awareness that we can do it better and hence the
Red Tape Reduction Task Force's role - so we don't have a closed mind to the
problems and have mechanismsin place to deal with them.

A couple of other issues that relate to the operation of the planning system that
are worth mentioning are those in relation to skills shortages of the appropriate
professional people to work the system and issues around dispute resolution. It's
well acknowledged that across the nation the planning and development processis
labouring under a shortage of appropriate people. Our experience in Queensland, as
a consequence of the surge in development that’s occurred in the last three yearsin
particular but has been evident for quite some time, means that the local government
system is labouring under the lack of availability of appropriately skilled people and
we at the association will, through 2004, be focusing on what can be done. There are
anumber of initiatives and ideas that are being explored, but it is a priority issue for
usin terms of our responses in relation to workforce labour market issues for us as an
employer body within the state.

In relation to the question around dispute resolution, councils have asked us -

and we have responded in a number of ways - to explore aternative and lower cost
dispute resolution processes. We're not necessarily proposing the abolition of the
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system, which is based on the Planning and Environment Court, but what are
alternatives that may operate in conjunction with that process to ensure that those
disputes that can be resolved outside of the court process are resolved without the
cost and the time delays that that can involve.

We have, in our 10-point state election policy plan, put to all parties a proposal
that there be an investigation into how we can amend the current system to achieve
these options and aternatives. The major parties have agreed to that investigation,
which would involve state government, local government and the key stakeholders. |
might add that in our negotiations with the major stakeholders within the
development industry they too share the belief that an investigation is worthwhile
and would happily participate in that process.

We are looking forward to initiating that investigation. We'll see how we can,
in fact, improve that e ement of the planning process aswell. | might add that in the
discussions with the industry peak bodies they've asked us to not just ook to what
aternative dispute resolution mechanisms we might seek to put in place but to look
very closely at the reasons for why matters find their way to court or into dispute, for
some reason, and that will help usto be better able to identify what alternatives
might be appropriate or, for that matter, what systemic changes might be likewise
appropriate. We're open to identification of the issues and to look to respond to those
in appropriate ways, whether it's in relation to dispute resolution or systemic changes
further back up the chain.

Perhaps we'd encourage you to ook to incorporate into your report an
acknowledgment of the issues around the shortage of skilled staff and a need for it to
be recognised and addressed at the appropriate levels within state jurisdictions. That
could well be at anational level too. Support for that would be worthwhile.
Likewise, to the extent that dispute resolution processes do take time and do cost
money, how alternatives or improvements in that process might be an advantage as
well.

In relation to chapter 7, "Are infrastructure charges excessive?' you've made a
number of points there, key points 1 and 2. We welcome the finding that the relative
impact of infrastructure on housing affordability is limited. In Queensland, local
government has statutory limits as to what issues it can apply chargesfor. Not only
does the legidlation identify what they can be applied to but it also sets very clearly
the mechanism by which those charges are, in fact, to be calculated. That is
transparent and it's open. It isacost-recovery system. Because of the transparency
of the process and that limitation, the issues around infrastructure charging do not, in
our opinion, within Queensland constitute a contributor to the problems.

In relation to building regulation, local government in Queensland supports the
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Australian building code as an appropriate mechanism for regulating building.
Within this state, there is ability under planning schemes for there to be some
variation made to the Building Code of Australiain the interests of getting a balance
between the standards that are specified there and the needs of particular
communities. Again, because it’s done within the planning scheme process, that is
transparent and open and is open for everyone to see and to participate in.

We have, as part of the IPA legislation and the new processes put in place,
supported fully the reform of the building regulation process, with a move to private
certification, within this state. When problems emerged in the early operation of that
process, we did initiate an inquiry in 2001, in conjunction with the state government
and key players within the building industry, and identified where the problems
were, what solutions might be adopted and presented those to government. By and
large, those recommendations have been approved and are now in place, improving
the system. We've done what we've been able to to make that system work, support
it and work on improving it. I'm happy to leave the comments at that, gentlemen,
and respond to any questions or issues you might wish to raise.

MR BANKS: Thanksvery much for that. We've probably all got afew questions
to ask. | thought I might just begin by getting you to elaborate alittle bit on this
guestion of the local government’s role in relation to affordable housing and whether
any of that impacts on affordable home ownership, as opposed to other tenancies.

MR HOFFMAN: Okay. Asl said at the opening, there are anumber of initiatives
that councilsin this state have undertaken: the establishment of housing companies -
and I’'m referring specifically to the initiative of Brisbane City Council in that regard
- the granting of in-kind support and financial subsidiesto community housing
groups to facilitate their operation and, in a number of instances, direct construction
and provision of housing for not only the accommodation of employees within the
local government community - where housing for them isimportant if you're going
to recruit people to a particular area - but, in anumber of instances, to provide
additional housing so that any business that is looking to recruit people to that area or
to that particular community can offer accommodation that council has assisted in
providing.

MR BANKS:. Some of the submissions that we got in the first round talked about
regional policy as away of dealing with home ownership affordability problemsin
the cities - in other words, by implication, there was relatively affordable housing out
there in the bush. By implication, what you're saying here suggests that there are
actually housing affordability problemsin regional areas aswell, at least in
Queendand.

MR HOFFMAN: Affordability and availability.
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MR BANKS: Yes.

MR HOFFMAN: Many of the smaller communities have had housing - perhapsit's
older and its standard has not been such that it would readily attract people to those
communities, so the response has been to either provide new housing or, in many
instances, relocate housing that’s been surplus to government requirements. Quite a
deal of defence force accommodation in the south-east corner has been released and
guite a number of housing units have been relocated quite some distance. It's still far
cheaper to purchase in that situation and relocate than it isto build in the more
distant or remote areas. | mean, the availability of building contractors and the
supply of materials means that construction in regional and, particularly, in remote
areasisincredibly expensive and relocation has been an adternative. Also the
purchase of kit housing - transportable, relocatable housing - of a higher standard
that can be used quite comfortably for longer-term residency has been applied in
some instances as well.

MR BANKS: The other thing | was just going to pick up on, and then I'll ask my
colleagues if they've got some questions. you talked about this question of regional
planning, and | wouldn’t mind just getting you to elaborate alittle bit on some of the
problems. | takeit, from what you were saying, that some of the problems may well
arise from potential tensions between what different local governments might be
doing in their areas where there are overlapping issues and so on. Isthat the issue
there? Doesthat reflect in Queensland a dlightly more decentralised approach than
might occur in other states?

MR HOFFMAN: Partly decentralised, but it's more to do with the degree of
autonomy and responsibility that local government has for planning matters, which
in this state are at a higher level than is necessarily the case in other states, where
state control or state planning bodies and regional controls are alittle more intrusive
or direct. But it goes beyond just the issues of inter-council cooperation in terms of
the supply and availability of land. It has an interface significantly with the state
government because, apart from what local governments might do in approving land
development and land rel ease, the supply of services not only on the part of local
government but on the part of state government - | mean, they go hand in glovein
terms of the development and the provision of viable communities.

What local government might be doing in one respect needs to be paralleled
with what state government is doing in the provision of its services and infrastructure
in terms of education, health and other government services that are needed to
support development as well. The issue that we've been pursuing in the last
six months with the state government on the regional planning front is not only to do
with how we might ensure the processes - the inter-council processes - might work
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but how the intergovernmental processes of state government departments and the
coordination across state government responsibilities, aswell asloca government
responsibilities, can be improved.

It isno good having land release if it is not adequately serviced. It might
provide a place, but it doesn't provide a community of interest and focus for
reasonabl e day-to-day living. The issues are broader than just across local
government boundaries. They’re across governments.

MR BANKS: Okay, thanks.

DR SHANN: | might ask a question about page 4 of your supplementary
submission, where you're talking about the lack of skilled staff. Y ou mention that
there'sincreased pressure being experienced in maintaining statutory time frames and
issuing development approvals. I’'m just wondering what stats are available. New
South Wales issues stats viaalocal government authority on the time taken to issue
approvals, so you can get an idea of what the trends over time are and what the
differences are between local authorities. Does that sort of information exist for
Queendand?

MR GRIFFIN: | was asked this question yesterday. No, it doesn't. Asfar aslI'm
aware, councils - although they do internal processes and they seek continual
improvement, I’'m not aware of any of those stats being made available. | know the
state government doesn't collect them. Whether they may do in other states, I'm not
exactly sure. Asfar as|’'m aware, those stats aren’t broadly available, but certainly
the information is there. Councils do monitor that.

DR SHANN: There's nothing publicly we can look at to see what'’s been happening
to approval times?

MR GRIFFIN: Not asfar as|I’'m aware. There's certainly a general
acknowledgment and general understanding that time lines are under pressure, with
councils seeking to meet the time frames to provide advice or provide direction -
preliminary direction - and then provide adecision. There have been some
well-documented cases - dl large, like the Gold Coast - where they were having
major problems meeting the time frames under the legislation to issue devel opment
decisions, and that information would be available. Certainly, information broadly
across the state - I’'m not aware of it.

DR SHANN: There'sastatutory limit, isthere, of 20 days you're supposed to
respondtoa- - -

MR GRIFFIN: Yes, there are anumber of time framesthere. Y es, there'satime
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l[imit where you have to seek, if you want, additional information from the applicant
and then there's atime frame to make a decision as well, so there are a number of
time frames within the legislation.

DR SHANN: We've got a submission from Yarrum Equities, which is presenting
later this morning, where they’re complaining about the fact that they will putin a
development application and, at the end of the 20-day period, they're then asked for
more information and they then have to put in another development application.
They are quoting a case where this had happened nine times, effectively. In asense,
the council is meeting the statutory requirement, but the developer is not actually
getting a yea or anay from the council. Inthis particular case, it eventually went to
court. Thiswaswith Redlands. | guessthe question is: isthisacommon problem?

MR HOFFMAN: | don't believe so, and | would certainly hope not. It's certainly
not responsible on the part of local government to overtly delay the processing in that
way if there were not justification for that situation. As| said, we'd not want to
support aloca government that used or abused the system in that way. There are
also examples over time of developers not necessarily doing the work they need to
do in the submission of applications and relying upon council officersto do it by
telling them, "We need this, that or the other.” There would be, | would agree,
instances on both sides where the process has been misused, but | don't believe that
that isthe norm at all.

MR GRIFFIN: Yes. That wasa particular issue of - that was investigating the Red
Tape Reduction Task Force about abuse of the information requests. That’s right.
Without commenting on that particular example, it’s not as simple saying that council
can abuse that. Developers can refuse arequest and say, "No, we've given you
enough information to make adecision.” Within the processing, there's always
recourse to the courts again if developersfeel they're being - if the processis being
abused by one party or the other. The point that Greg made as well that councils are
there to make a decision against the planning scheme - that is open and available and,
therefore, that’s the measure by which developers should be assessing whether they
provide enough information and so on. There are checks and balances within the
system which should provide for both parties to act and progress the process and get
adecision made.

DR SHANN: Perhaps that moves onto the appeals process, where | see you're
suggesting it probably could be improved again. | guessit gets back to what
information is available. Have you collected information on the number of appeals
and the proportion of refusals that are being appealed?

MR GRIFFIN: Wedo have, certainly, the number of appeals going to the P and E
Court. That information is broadly available in the annual report of the court. We
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don't have that information in relation to how many refusals are appealed or how
many times the process breaks down and goesto court. That's one of the primary
pieces of information we would need in undertaking an investigation. That's why we
think an investigation needs to occur across all interested parties, because that is an
important test about how well the system is functioning. No, that second piece of
information is not available.

MR BANKS: 1 think there's been - it might only be anecdotal - some information
in at least one of the submissions that, of those that go to court, most of them are
upheld; which, by implication, the council had rejected the proposal on grounds that
were upheld by the court. That could simply reflect the fact that the only ones that
go to court are the ones where the party feels pretty confident of getting an outcome
and given the costs, but do you have any comment on that?

MR HOFFMAN: | canonly perhaps refer to the discussions we've had in the past
couple of weeks with key industry groups - the Urban Development Institute of
Australia and the Property Council - here in Queensland. Both of them are
acknowledging that alot of issues are resolved - you know, that do get into dispute
and are heading towards court are resolved; in fact, immediately prior to court - on
the steps, so to speak, or within aday of ahearing commencing. Our hope would be,
if I could just comment on that - if that’s the case, that involves time and money to all
parties and, if we can find processes that will resolve matters before they go that far,
then we've improved the system for all concerned.

However, there are issues where the financia stakes are of such consequence
that the parties, particularly the major developers, would want the matter to be
explored to the nth degree and would still probably want to take it to a court process,
believing that an independent adjudication at that level on issues of such magnitude
is where they want the matter resolved. Hence my comment earlier that our proposal
is not to seek to deny that opportunity but recognise that there are many more issues
that enter or come into dispute that can be resolved to the advantage of the parties
that we would want to deal with, recognising that the ultimate court process needs to
stand. Whatever, if you like, is the situation surrounding the matter in dispute, we
would try to find a process that resolved the matter as expeditiously as possible.

MR GRIFFIN: Our understanding is that, on average, it takes between three and
six months after an appeal islodged for it to be heard. It's generdly in that time that
both parties - or anumber of parties - focus and, if they’re going to come to an
agreement - consent order - that's when they do that. We think there's potential to
actually force partiesinto a process where they may come to an agreement much
more quickly than three to six months, and that’s where you may very well achieve a
lot more efficiencies and reduce costs and, hopefully, better decisions - agreements -
rather than court determinations.
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DR SHANN: You quote that there are - effectively, you're saying there are better
systems operating in other states. Did you have a particular state in mind? Some of
the other states don’t seem to be too happy with their systems either.

MR GRIFFIN: Wedid apreliminary investigation of other modelsin other states,
and no system is perfect. There are warts, | think, on all of them in different ways,
but one model which | keep repeating - | think it’s quite attractive - is in the South
Australian system. As| understand it, they have what's called a compul sory
conference, which requires parties to come together. It’s directed by arecognised
court-appointed barrister, who hears the case and then gives some direction about the
validity of it - the significance - and also seeks to mediate and bring some solution.
Again, it'safocus point where al parties seek - if they’re going to come to an
agreement, that’s when they can do that. If not, they go to court. There has been
quite significant success. On my understanding, approximately 42 per cent - | think
that's the reported statistic - of appeals are resolved at that conference. It'sreally
bringing what happens now informally more formally together, bringing the parties
together, and that's amodel which | think has some - it’s certainly worth exploring in
amore detailed way whether that could be applied to Queensland.

MR BANKS: Okay, thank you.

DR ROBERTSON: | just have one quick one. You answered Gary’s question of
affordability, and you talked about companies being formed in Brisbane and putting
together groups in some of the more remote towns. Does that imply that these
properties are rented or sold, particularly in terms of affordability?

MR HOFFMAN: To my knowledge, it'sabit of both. | have alittle more
knowledge of those in the regiona and remote areas than | do necessarily herein
Brisbane, but in those regional and rural areas the councils are acquiring the housing,
relocating them and making them available. They make them available either for
purchase or for rent. In most instances, it probably would initially bein arental
situation. If the individual is a permanent employee of a council, they may choose to
purchase, but the priority isto make housing available and, in many instances, the
affordability is not an issue, in that to provide the accommodeation is the priority and
the council is not going to deter somebody utilising that opportunity by having a
rental regime or purchase regime that would be counterproductive.

They are seeing the provision of housing not just for its own sake but in terms
of being able to provide for more sustainability in their communities. If you can
provide housing, and provide that at a reasonable price, then business opportunities
might emerge that would otherwise not emerge or be contemplated. It’s about
sustaining population, providing accommodation for professional people or other
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staff that are needed to operate within the council environment, or support economic
development initiatives within the community more broadly. In other words, it
would be subsidised to achieve that broader community benefit than it is necessarily
to recover the costs of the housing.

MR BANKS: Just coming back briefly to the dispute issue, would you like to

comment on (&) whether you think disputes have increased over time and (b) what
the problem typically is? Isthere a systemic problem that’s resulting in disputes or
not? Isit simply areflection of a greater volume of transactions and applications?

MR HOFFMAN: It depends on the perspective that you're looking at it from. The
councils that have raised the issues with us are concerned that - and they
predominantly focused in the devel oping areas, where the pressures are greater. The
developers' aspirations to achieve the maximum devel opment possible on a given
space, given the costs of the real estate involved, drive them to achieve that goal and
disputation is around the best economic outcome from the devel opers' point of view.
From the council perspective, it may well be about broad environmental and other
community considerations.

Y es, development pressures and those aspirations drive the process. Inthe
discussions that we have had in the past couple of weeks, as | mentioned before, the
devel opers acknowledge that as a motivator in some situations, but would also argue
that the issues around the shortage of staff and the skills and availability of staff
means that some of the decisions that they are confronted with are not as good as
they could or should be, and claim - thisistheir claim; | don’t know thisto be true;
hopefully, our investigation can explore this alittle more - that, where those
shortages or lack of experienced staff are involved, decisions will be made; they will
need to be challenged and perhaps reviewed within the council at a higher level; may
well be changed there - again, may not be - and the process can escalate through
different stages, which is about time delay and, again, cost.

We can recognise the validity of that claim, subject to it being confirmed in a
wider investigation, but it stands to reason that that can occur. Hence the suggestion
we've put there that it should be acknowledged as a problem and we look as broadly
aswe possibly can to respond to that. There are anumber of drivers for what the
problems can be.

MR GRIFFIN: Yes, | think it'sagood alteration. | think the whole planning
development system in Queensland isrelatively highly pressurised. There's ahuge
increase in development activity, there is a shortage of staff. Councils have just gone
through a process of moving to new planning schemes which are performance based,
where previously they were operating much more on a prescriptive system, and |
think that's married with the fact that land prices have increased greatly, so there’'s
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potentially more incentive there for devel opers to push the envelope to get more lots,
higher returns. | don’t know the statistics, but | wouldn't be surprised. | think all of
those factors contribute to a high number of applications either ending in dispute
whether they go to court or not, but certainly the process breaking down to some
point because of all of those pressures.

MR BANKS: Yes. Performance based systems have obvious advantages compared
to prescription, but maybe one of the disadvantagesisin the sense of more scope for
discretion and more areas of grey which can be subject to - - -

MR HOFFMAN: Yes. There arejudgments needing to be made about that, as
Malcolm said, under pressure of increased number of applications and the difficulties
of availability of staff.

MR GRIFFIN: At ameeting yesterday, one of the major councilsin south-east
Queensland have just approved seven additional positions and they have no idea how
they - they are not planning on filling them straightaway. They need seven planners
but they’re just over time hoping to attract someone over about ayear. They think
they’ll take about a year, even though they’re operating at that sort of below-level
performance within terms of staff. They’re not looking to recruit experienced
planners because they know they won't get them,; they're just looking at getting
graduates and hopefully training them up and grounding them in that experience. It's
avery common and real problem for councils.

DR SHANN: How do you get around that problem? That’s the obvious answer.
Should they be getting paid more? Can work be contracted out to what is currently
donein house? What are the solutions to it?

MR GRIFFIN: Again, it'san interesting issue. The common thing that’s said by
councils or senior staff hereis that whatever they pay the development industry will
pay more, because they’re looking for planners to put the applicationsin. | know my
own colleagues who are there responding to applications and get offered significant
money to lodge them, just to be the front end of the process. So I’'m not sure that
paying more- - -

MR HOFFMAN: My personal view isit isavailability and the problem caused by
the greater level of development. | don't think that’s unique to this state; it'sissues
that you'll find al around the major coastal community and the major centres.

MR BANKS: Someone said that it also reflects, | guess, perhaps the society we
livein, which is somewhat more complicated than it used to be in terms of
environmental and amenity considerations needing to be taken into account in away
that 20 or 30 years ago may not have been such an issue. |Isthere something in that?
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MR HOFFMAN: Absolutely. That's being reflected in the planning schemes
themselves and on those matters that are open to third party appeals by more action
on the part of not only individuals but community groups and lobby and interest
groups keen to preserve amenity, environmental values of various sorts. Soit'sa
reflection of all of that, which means that there is no ssmple, readymade solution; it's
aquestion of what we can respond to and move in those directions. As| said before,
we've identified it as a priority areafor us as an association and we're going to be
working on that significantly this year.

MR GRIFFIN: My understanding is that the shortage in planning and all

devel opment-related professions is being experienced at the moment in most
developed countries. England has a shortage - or the UK has a shortage - and some
of the larger councils here are seeking to attract planners from places like Canada
and New Zealand and South Africa and even India. They’re having trouble attracting
people from those countries because there’s a shortage there and wages are - they
can't get a competitive advantage in attracting staff from those other countries or
professions from other countries. So it may even be aworldwide issue.

MR BANKS: | have one other question which | think, as a peak body, you're
probably in a position to at least respond to in genera terms, and that’s a sort of a
governance issue, | suppose, that's been raised in relation to the whole area of
planning and development approvals, whereby the roles are seen as being muddied
whereby the councils have a policy-making role, but also ultimately a
decision-making role and they have a number of forces on them and so on, including
obviously the political process and an aspiration or awish on the part of some to see
some clearer separation of roles, and ultimately even arguing that, once the policies
are made, the decisions about whether an application would be approved would be
done by at ailmost an arm’s length independent body, and so on. That's a pretty vague
sort of question, but I'm just wondering if you know what | mean and whether you
have any reaction to those issues.

MR HOFFMAN: | understand fully the direction of your question. Certainly in
the discussions we've had in the last couple of weeks that's been raised. 1'd say that
in our investigation that we hope will get under way, that we will explore to what
extent that situation is a problem - any of the delays or disputed outcomes - and it
may well be that some systemic change is necessary there. We would, as a peak
body, obviously argue for the right of the elected council to set the policy, set the
direction, and have the role of ensuring that that was achieved. If that can be the
outcome, then the processes of achieving that are open to debate, as to what changes
may be made there.

The legislation currently provides for del egations to appropriate officers or
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committees within councils. We're open to the suggestions of the greater use of that
to facilitate the system, but needing to ensure that the wishes of the elected council
reflecting the needs of that community arein fact achieved. So opento that asa
suggestion and we'd look to explore that within our investigation of what - | think
that whilst we started out as an investigation into lower cost dispute resolution, quite
reasonably now is saying we need to look very closely at the causes of the
disputation if you're going to find asolution. As| said, it might be solutions within
dispute resolution, but it might be systemic back up the line into the decision-making
processes as well.

MR GRIFFIN: | know that it's been suggested that private certification for
planning approvals is away to address the skills shortage and also potentially address
that issue, athough | don't think in principle that’s not necessarily - yes, in principle
that would be a solution but | think it would need to be managed very very carefully
in terms of how that operates under a performance based system, certainly within
private (indistinct) of the building industry. The reform that was actually undertook -
you know, that's largely - there's very little; it's a question of performance. There'sa
building standard that needs to be met and so on, time frames and other sorts of
standards. It was found that there was areal problem in the capacity for the industry
to actually interpret and understand and apply those fairly arbitrary standards and so
on.

MR BANKS: On behalf of the community?
MR GRIFFIN: Yes, onbehalf of the community. That's right.

MR BANKS: Conflicts of interest are way more evident in planning processes than
they arein building.

MR GRIFFIN: Yes, capacity of interpretation on the policy and when that
particular solution meets that policy. There's alot more scope there and so that
would need to be very carefully considered in terms a solution to those issues.

MR BANKS: | suppose the only other related thing that | just mention - because it
has been raised, and we mention it in our discussion draft as one of the things that
needs to be looked at - isthis question of "as of right" development, where provided
a development meets certain prescribed requirements, there is really no scope for
appeal on those matters. But, again, isthat a problem as you move into performance
based systems? How much scope redlisticaly is there to move in that direction or,
indeed, has there been any experience of it in Queensland?

MR GRIFFIN: | supposethejury, in some sense, is still out on that. | think there
is certainly scope for it within the system to do that, in terms of setting codes and so
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on which the developer can look at and, if they can meet that, they don't need to
lodge an application and so on. But it becomes a challenge for the council to try and
foresee al the huge variety of different sorts of applications that can be lodged and
set codes which are then interpreted by the average applicant, which then can be
applied and, with afair degree of confidence, meet those, without having to go
through some sort of intimate review by the council. So thereis scope to do that and
| think alot of councils are moving to do that, simply because the impact of actually
seeing all these applicationsis quite significant on council. So thereis scopeto
move towards that, but | think it takes alot more work up-front in the planning
process in preparing all the codes and ensuring that they are interpretable and that
they can be applied independently and so on.

MR HOFFMAN: Probably apply to small scale, lower level developments anyway
where there is not the broad range of potential issues in debate.

MR BANKS:. Yes. | think weve covered all the questions we wanted to. Thanks
again very much for coming in this morning.

MR HOFFMAN: Thank you for the opportunity.

MR BANKS: Thank you. Well just break for a minute before our next participant,
please.
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MR BANKS: Our next participant this morning is the organisation Prosper
Australia. Welcometo the hearings. Could | ask you to give your name and your
position with that organisation, please?

MR PUTLAND: Mr Charman, | am Gavin Putland, the communications officer
for Prosper Australia.

MR BANKS: Good, thank you. Thanks very much for the submission, which
responds quite directly to our discussion draft, and also for the earlier submission
that you made, both of which are very interesting. As we discussed, perhaps you
might like to just summarise some of the key points and perhaps even start by saying
aword or two about your organisation for the record and then take it from there.

MR PUTLAND: The organisation believesin the taxation of economic rent, as
opposed to taxation of productive activities. We've only had the name Prosper
Australiafor afew years, but the centenary edition of our journa will appear this
year. We, and organisations like us, owe our existence to avisit to Australiain the
1890s by the American social reformer Henry George, with whose name our ideas
are normally associated, although they are considerably older than that and have
many other variations. But | propose to speak for about six minutes and then be open
to questions.

MR BANKS: Good, thank you.

MR PUTLAND: Mr Chairman, to avoid wasting the commission’s time with
needless repetition, | propose to concentrate my address on those points that | think
arein danger of being underrated. Unfortunately, and surprisingly, one of those
pointsis the central importance of housing affordability, not only for socia justice
but also for pure economic growth. I'd like to start by giving the briefest possible
outline of the economic paradigm to which Prosper Australia subscribes and how it
connects avariety of economic ills, including unaffordable housing. It will then be
apparent why the proceedings of this commission are more important than the
national wage case, or mutual obligation, or workplace relations, or almost any other
current economic debate.

Modern economic discourse is dominated by the neoclassical paradigm in
which assets are ssimply assets. In contrast, we distinguish between two classes of
assets. those that can be competitively produced by individuals and firms - for
example, houses - and those that can't - for example, land. In our first submission we
call these respectively house-like assets and land-like assets. The returnsto
house-like assets are an incentive for producing and maintaining such assets.
Accordingly, we unreservedly approve of the private ownership of house-like assets
and the private enjoyment of returns to those assets. We're not socialists.
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Therental values of land-like assets increase in the long term as effective
demand increases whilst supply remains fixed. Because neither the assets
themselves nor their values are created by the owners, these rent increments are pure
economic rent, not areward for productive activity, and could therefore be diverted
into the public treasury without discouraging any productive activity, without raising
prices of goods and services, and with the added benefit of stabilising the prices of
the assets and preventing speculative bubbles, like the present housing bubble.

This particular policy was first proposed by John Stuart Mill and there are
earlier and later variations on the same theme. But, of course, the owners of
substantial land-like assets oppose any such policy and they have the financial means
tofight it. Soinstead of using this economic rent for public revenue, governments
tax everything that they should be trying to encourage, such as work, investment,
employment and the consumption that creates demand. All of these taxes increase
the cost of hiring aworker at a given standard of living and consequently tend to
increase inflation or unemployment or both.

Central banks fight the inflationary pressure by raising interest rates to produce
yet more unemployment, maintaining unemployment at the so-called natural rate
which isthe rate required to produce stable inflation. Meanwhile, the opportunity to
make capital gains on land-like assets creates a permanent artificial demand for those
assets, causing a permanent price premium, exacerbated by periodic speculative
bubbles. Unfortunately, one of those overpriced land-like assetsis land for housing,
which is anecessity of life and for which workers must pay out of wages that have
been depressed by competition for scarce jobs, eroded by income tax and deval ued
by indirect taxes.

In summary, the prevailing economic paradigm regards unemployment,
poverty and housing stress not as evils to be avoided but as the price that must be
paid so that the owners of land-like assets can continue to enjoy their economic rent.
Thisisthe end of history, the capitalists nirvana. We say we can do better than that.
We obviously say that the solution to unemployment and poverty and housing stress
and the key to faster economic growth isto tax economic rent and minimise all other
forms of taxation. Thisisone of the few tax reforms that simultaneously improve
equity and efficiency.

So unaffordable housing is both a key symptom of economic mismanagement
and akey cause of economic inequality. To appreciate the importance of affordable
housing to economic justice, let’s consider some of the rival proposals for
redistributing wealth. Safety net wage rises can be taken away by income tax,
income tests on welfare, and income contingent child support payments. Welfare
increases or tax cuts for low-income earners overcomes some of these barriers but
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can still be competed away in the rental housing market.

Every place of residence, however squalid it may be, commands a rent by
reason of the economic opportunities to which it gives access, and every form of
wages or taxes or welfare that merely raises the floor under those opportunities will
therefore also raise rents, so that the benefits go to landlords. The only way to cut
through this web, the only way to deliver real benefits to low-income households, is
to exert downward pressure on the cost of housing through policies that strengthen
the bargaining position of renters and buyers against landlords and sellers. That is
why we say that the real debate on economic justice in Australiaistaking place
within thisinquiry.

Our genera approach to the problem is clear: we need to shift the tax burden
off productive activities and on to the economic rent of land. In our first submission
we propose to do thisto alimited extent in away that shouldn't require too much
political courage. We propose to get rid of payroll tax, up-front infrastructure levies
and stamp duties on new homes; not first homes, but new homes, because the duty on
new homes determines the effect on supply and hence the effect on prices across the
board. And we propose a broad-base land tax with no threshold at arate of 3 to
4 per cent per annum. The land under owner-occupied principal residences would be
exempt, although the submission leaves open the possibility of targeting that land
through a strengthened assets test on welfare payments. Asexplained in our second
submission, because each household requires access to one lot of land, a generd
increase in land values represents a transfer of wealth from land-less households to
households owning two or more lots so that owner-occupiers are not better off except
by comparison with the land-less.

There is one other factor that has been conspicuously overlooked in the
discussion draft and in public debate. Policiesthat stimulate the supply of housing
do so through their effect on the rate of new construction and would therefore be
more efficaciousif explicitly limited to new construction. Hence our second
submission suggests that the first home owner’s grant be restricted to new homes and
perhaps al so extended to new homes that are not first homes.

Finally, we point out that because the taxation of economic rent is the key, not
only to housing affordability but also to full employment and rapid economic growth,
it will still be appropriate after the housing bubble bursts and precipitates the next
recession. Thank you, Mr Chairman. | am open to questions.

MR BANKS: Thank you very much for that. | guesswe have a number of
guestions actually, going through. One of them is the point that you've made towards
the end of your presentation, and that is that you don't see, or you dispute the fact,
that a general rise in house prices benefits owner-occupiers and you see it as only
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benefiting investors. | might just get you to elaborate briefly on that. | think what
you're saying is that an owner-occupier hasto live somewhere and therefore, in that
sense, there is no great benefit, but would you concede that a house is also collateral
and, if the value of that asset rises, your ability to borrow and become an investor
ourself, as an owner-occupier, also increases and so your demarcation between
owner-occupiers and investors perhapsis alittle forced?

MR PUTLAND: I think anyone who is an investor also tends to be an
owner-occupier. But | guess you also haveto ask: if you can use your own home as
collateral, why not the thing you're borrowing in order to purchase? | can see that
there are arguments on that side - for example, another argument is that although -
evenif it isargued that an owner-occupier is not better off in absolute terms, then
still an owner-occupier is better off relative to someone who doesn’t own any land.
But I'm trying to look at it from the practical point of view of the ordinary
owner-occupier who is not an investor but who knows that moving somewhere else
involves both a sale and a purchase. The benefit on oneis cancelled out by a cost on
the other.

MR BANKS: | suppose the other point | would make isthat - that’sright, in astatic
sense, but if you think over time, over the life cycle, most owner-occupiers retire at
some point and the children hopefully leave home - although that is happening less
and less early - so that ultimately, thisisaform of retirement savingsthat is realised
by downgrading to a smaller home which, even though all property prices arerising,
if you go from four bedrooms to two, you may well have then a sum of money left
over that you can use to finance your retirement, or do other things.

MR PUTLAND: Yes, but not everybody wants to downsize, for some reason. The
intergenerational issue also raises the issue of inheritances, and the more you pass on
- sorry, the greater the value of propertiesin general, the more you can pass on to
your children, but the more you need to pass on in order to give them the head start
that you want to. So unless you have only one child, you can't even guarantee that
that child will get an inheritance, so there are all these conflicting considerations.

| guess one remark | should makeisthat if you argue that owner-occupiers are
indeed better off as aresult of rising land prices, then you are arguing against any
special treatment for owner-occupiers in the taxation of land. Y ou are even arguing
against the idea that there should be, for example, means tests on welfare payments
based on land values, as opposed to sending a bill for land tax in the mail. Soif the
broad thrust isto make a case for heavier taxation of land, then anything that you can
say to the effect that home owners benefit from rising land prices is strengthening
that case.

MR BANKS: Yes. Your advocacy of land valuetax: can you point to any

28/1/04 Home 21 G. PUTLAND



examplesin Australia or internationally where that is most closely approximated, or
would you have any comments on land taxes as they currently operate in Australia?

MR PUTLAND: At the moment, the nearest thing we have to aland value tax
regimeisthelocal government rating system in Queensland and New South Wales,
but even those systems have different rates for different classes of property. The
so-called state land taxes are purer in one sense - that is, that all the state land taxes
in al the various states are based on site values rather than accrued values, whereas
in most local government areas in Australia, local rates are on capital accrued values.
But, against that, the state land taxes are full of exemptions and thresholds, which
reduces their ability to raise revenue in general, reduces their ability to recover
investment in infrastructure through the resulting increasesin land values, and
reduces their ability to compensate, through the tax system, people who suffer
reductions in land values because of adverse planning decisions. So we tend to
regard the present state of land taxes as a terrible mess and we advocate getting rid of
the thresholds and bringing in a uniform rate with minimal exemptions.

Internationally, asfar as I'm aware, the two countries that have their greatest
reliance on land value taxations are Taiwan and Israel. It'sabit difficult to draw
conclusions about Israel because it's constantly at war, but | have seen figures from
time to time suggesting that Taiwan also has the most uniform distribution of wealth
of OECD countries, so there is some evidence - admittedly anecdotal - in favour of
the proposition that land value taxation improves equity. The reason why the
evidenceis anecdotal isthat theideais so widely opposed by property investors who
manage to drag ordinary owner-occupiersinto their coalition. So atruly
comprehensive system, for example a system that goes as far as the John Stuart Mill
proposal of taxing away al future increments and land values, has never been tried
anywhere.

MR BANKS: Good. Thanks for that.

DR SHANN: Canl just clarify? So you're removing exemptions. Would you tax
rural land?

MR PUTLAND: That isbound to be politically controversial, but the fact isthat a
rural landowner isa small business person, and in metropolitan areas | don’t think it’s
been suggested seriously that a small business person who owns premises should be
exempted from land tax.

DR SHANN: And so the only major exemption that would continue to apply would
be to owner-occupiers who aren't recelving welfare?

MR PUTLAND: Inour submission, yes, and one can argue about the merits of
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that. | confess I'm alittle surprised that the questioning to date has tended to be less
sympathetic to owner-occupiers than the normal comments on the subject, but | think
for background the point needs to be made that a system of land value taxation is, in
effect, a compromise between owning and renting, a compromise between buying
and renting, which is very much weighted towards buying, so that any complaints
that one can make on behalf of owner-occupiers are several times more serious with
regard to renters. Whatever owner-occupiers suffer, renters suffer it to a greater
extent. For example, when the rental value of land increases, an owner-occupier
subject to land tax pays atax increase which is only afraction of that increase in rent,
whereas arenter pays the whole lot in increased rent. Werarely hear about the plight
of rentersin discussion about land tax, but if for no other reason, for political reasons
it isthought to be not advisable to extend precisely the same arrangements to
owner-occupiers - even if one can get around it to some extent by implementing the
same idea at the margins through the welfare system.

DR SHANN: | would have thought that would be particularly controversial,
because effectively people on state pensions would be subject to aland tax and
they're usually seen as the people - | mean, one of the problems with land tax is
applying it to people who haven't got a ready cash flow.

MR PUTLAND: If you are a pensioner subject to a means test based on the value
of your land, and if that reduces your pension to zero, the implication is that you own
outright a piece of land which the average pensioner would not be able to afford to
rent, so in that situation are you really awelfare case?

MR BANKS: That would be an interesting debate, | think - political debate
anyway. David, do you havea- - -

DR ROBERTSON: [I'mvery troubled by al thisand | don’'t know where to start. It
strikes me that thisisavery static analysis. It'sacomparative static analysis. You
take type 1 and you take type 2 and you say, "V aues changes; therefore we tax you
the value of your land." But we actualy live in adynamic world and there are other
changes taking place which indeed influence the value of land, as we've just seen -
for example, the change in the financial system. Now, | take it you wouldn’t object
to the changes we've made in the financial system, and yet that’s had an enormous
effect, simply because of people’s choice.

How can you handle a situation where you get areally big shock to the system
like the complete change in financial regulation in Australia or, indeed, a devastating
war in the Middle East which leads to the disappearance of petrol, which is going to
make a huge difference to land prices, because if you're along way from the town
centre you'll be much more disadvantaged than if you livein the centre? All those
kinds of shocks seem to me to cast some doubt on thisideathat the only way of

28/1/04 Home 23 G. PUTLAND



collecting tax ison land.

MR PUTLAND: I think one needs to compare those shocks with shocks that occur
in alternative systems for raising revenue. For example, in the States at present
there's a peak in stamp duty collections, because both the volume of real estate
transactions and the values of the transactions are peaking. Under aland tax regime
you wouldn’t have that double peak, so the revenue stream would be more stable
under land tax than it is under stamp duties. Under stamp duties, if people stop
buying and selling, the revenue stops, but under land tax, even if people stop buying
and selling, the asset base stays there and the revenue stays there as a consequence.

Another aspect of it isinterlocational fairness. When shocks occur, they may
well affect different areasin different ways and those whose land values increase
have their windfall reduced through the tax system and those whose land values are
reduced have their losses reduced through the tax system, so it improves equity in
that sense.

But perhaps the broadest answer isthis: no matter what reform you propose,
one will always be able to find something that looks like a ground for objection, so if
people are going to react to any proposed reform by looking for some objectionable
feature and then rejecting the reform as soon as they find one, then no reform can
ever be introduced and nothing can ever get better. So | think one has to calm down
alittle and consider the proposal by comparison with the present system and ask
whether it’s better or worse.

MR BANKS: | guessthat gets onto aquestion | foreshadowed just before we
started, and that is how much attention you or your organisation have given to the
question of implementation, and how you would phase in your system and phase out
the system that you see such deficienciesin.

MR PUTLAND: Therearevariouswaysto phaseitin. Oneisthe John Stuart Mill
proposal, which isto tax away only the increases in the rental values of land. That
has the effect of, in Mill’s original implementation, preserving the capitalised values
of land so that people don't suffer wipe-outs, and as the values of land increase over
time then the fraction of revenue that’s gathered that’s contributed by the Mill tax
increases and the fraction of revenue that has to be collected from productivity taxes
isreduced. After 100 years, we're in a situation where we collect aimost the entire
rental value of land.

Another proposal is simply to wind down other taxes and wind up the
percentage of land tax at the sametime. It has been thought that this would tend to
reduce land values steadily. Against that, we have to allow for the fact that the
overdl trend in land valuesis upwards, so if for atime the land tax rate isincreasing
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then the reduction in land value due to that effect will counteract the overall upward
trend. But | am one of the school of thought that says there's a stronger reason than
that, and that is that when you reduce productivity taxes, you increase the revenue
that can be earned from land.

All productivity taxes are taxes on some activity that’s carried out on land, so if
you remove them, the business value of the land increases. What happens is that the
increase in the value of the land due to removal of productivity taxes counteracts the
decrease in value due to the ramping up of land taxes. In other words, what I'm
saying isthat the transition is actually alot easier than is often imagined, but that isa
somewhat new school of thought.

Y et another proposal isto say that - and thisisavery radical one, in the sense
that it eventually leads to aleasehold system, which some people would consider
unnecessarily extreme and which even Henry George didn’t want in form; he wanted
it in substance - after a certain date one would not be able to sell fee simpletitlein
land; one would only be able to sell, say, a49-year lease. Now, because of the
discounting rates that are applied to future rental streams, the value of a49-year lease
isamost as much as the value of fee simple, so it’s not going to hurt anyonein the
short term, but it would mean that over the generations land would make the
transition from freehold to leasehold and the revenue from the land leases would be
used for public revenue and virtualy all other taxes would not be required any more.

The mere fact that one goes through the form of introducing a leasehold system
isapolitical problem, | grant you, so for that reason we might prefer some other
transitional arrangement. | guess the short answer is there are many transitional
arrangements and, because reductions in productivity taxes tend to make the use of
land more attractive, the transitional problem isnot as difficult asit may seem. The
main problem is dealing with the noise from vested interests.

DR SHANN: Have you done any costings on how much revenue you would
actually raise from what you are suggesting? Y ou are effectively advocating - well,
removing thresholds which would get you extra revenue, and extending it to rural
land would get you extrarevenue. Y ou wouldn't get much from the owner-occupied,
depending on the means test | suppose. If I’'m reading you right you are abolishing
stamp duty, payroll taxes - - -

MR PUTLAND: All payroll tax.
DR SHANN: Both of which are substantial revenue raisers.

MR PUTLAND: Yes. Payroll tax isabout $10 billion, Australia-wide. State land
taxes at the moment are about 2.5 billion. Stamp duty and up-front infrastructure
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levies are about 1.5 billion and 6.5 billion; | forget which way around it is.
DR SHANN: Stamp duty is getting over 7 to 8, now.

MR PUTLAND: Soit must be 1.5 billion for the up-front infrastructure levies.
Some of those figures come from the Housing Industry Association report that was
released shortly before this inquiry was announced. So we know how much revenue
needs to be replaced. As to the taxable land base, one has to make some rather
heroic assumptions.

For example, starting with a published estimate of the total value of residential
property in Australia one can assume that that is 75 to 80 per cent of the total
property value in Australia. One can assume that about a third of the residential
property value is not owner-occupied. One can add the non-owner-occupied part to
the non-residential part and assume that somewhat less than half of that was the land
value - note the frequent appearance of the word "assume".

The good news s that from timeto time | know there is opportunity to repeat
this calculation, and | keep coming up with afigure of about $600 billion for the
taxable land base under the proposal in our first submission. That, combined with
the revenue requirement - the taxes that we want to replace - gives aland tax rate of
between 3 and 4 per cent. That's an average rate for all the states; it would vary from
State to state.

Regarding the political implication of that, | believe the top marginal ratein
Victoriaat the moment is5 per cent. Bearing in mind that alot of other taxes are
going to disappear, including payroll tax - which is believably unpopular - | don’t
think it requires too much political courage to take this on.

MR BANKS: Justinyour calculation there, you have said, in passing, about
infrastructure levies being worth a certain amount and so on. Y ou were lumping
them as indistinguishable from the tax. Indeed, in your submission you talk about
them as a transactions tax.

MR PUTLAND: Yes.

MR BANKS: | guessweve talked about them in terms of a service and of paying
for the provision of a service, and indeed paying differentialy for that serviceif the
costs are differential and therefore enhancing locational choice. Y ou seem to have

dismissed those arguments for reasons that aren't entirely clear to me.

MR PUTLAND: | acknowledge that there is merit in sending price signalsto the
developers, so that they have to pay more and pass on greater costs if the servicing of
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aparticular areais more expensive. One can achieve similar outcomes, to some
extent, through the approvals process. In any case | think the merit of that hasto be
argued against the merit of the benefit principle. Land value taxation makes people
contribute to the cost of infrastructure in proportion to the consequent increase in the
value of their land.

MR BANKS: Yes. There'satension though.
MR PUTLAND: Yes.

MR BANKS: Because that may not relate too closely to the cost of providing that
service.

MR PUTLAND: | grant you that. Thereisatension between two principles and
one has to weigh one against the other. Another relevant argument - sorry, I've lost
it. Go on to the next question. | may think of it again.

MR BANKS: You havejust acknowledged, | think, that - - -
MR PUTLAND: Sorry, | have thought of it again.
MR BANKS: Yes.

MR PUTLAND: I’'m making the point that, because the up-front infrastructure
levies are transactions taxes, they are passed on in the up-front costs of housing
blocks, and | am regarding that as an undesirable outcome. That has to be weighed
against the desirable features of the pricing aspect.

MR BANKS:. Yes.
MR PUTLAND: Sorry.

MR BANKS: All right. That helps me, actually, to understand where you are
coming from. | have lots of comments here. | just want to see which ones are worth
raising on the record. | suppose the only way - maybe the last one - is under your
heading Cycles Are Not Inevitable. | looked with glee there that you have solved the
problem of cyclical activity in the housing sector.

| wondered, when | got behind it, as to whether in fact what you are proposing
would eliminate the cycling. It seemsto imply that the cycleisentirely driven by
speculative activity rather than a bunch of things that characterise housing markets,
including lagsin supply responses to demand shocks and so on, which we observe all
around the world regardless of the tax system and so on. Are you overstating the
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case here - that land value tax could actually greatly diminish the cycles?

MR PUTLAND: Asan ex-engineer | distinguish between non-linear cycles and
linear cycles. If you have a combination of lagsin afeedback loop then you could
get oscillations, so | can't entirely rule out the possibility that you would get cycles
from other causes. | should also say that by coincidence the series of economic
influences over time will wax and wane and may give the appearance of acycle,
albeit an irregular one.

The essential point isthat one can amost always observe, in cycles, a
specul ative phase, where people want to buy an asset simply becauseits priceis
increasing. Now, what I’'m sayingisthat if you tax the value of the asset at a
sufficiently high rate you wipe out the speculative phase, which is an essential part of
the cycle. When you have speculation, values increase to a point at which they
become unsustainable. Then they collapse until the fundamentals indicate that the
price has fallen far enough. Then things go quietly for awhile until the overall
increase in economic growth causes an increase in value as people notice. So again
they start wanting to buy the asset because its price is increasing.

There is also amemory factor. People don't want to buy an asset that has
recently collapsed, but these things wear off eventually. So this speculative phaseis
overwhelmingly common. | would say that it's there in the overwhelming majority
of cycles and it’s certainly there in the cycles that cause problems. The reason why a
collapse in prices causes problems is that people have borrowed too much and the
asset wasn't worth that much. That happens because of speculation; it doesn’t happen
in rational conditions. Evenif it were not a complete solution, | would say that it's
almost a complete solution.

MR BANKS: Just to follow up on that, because you have argued, however, that
your land value tax should be set at 3 to 4 per cent.

MR PUTLAND: Isthat enough?
MR BANKS: Now, you can't have it both ways. | can’t imagine that holding back
the speculative rush, and you've talked about then increasing it. Does that mean you

having atax that varies according to the cycle?

MR PUTLAND: Waéll, the feature of the land tax isthat an increase in the
capitalised value causes an increase in the tax liability, which makes - - -

MR BANKS: The absolute- - -

MR PUTLAND: - --lessattractivethan it would otherwise be. Asto whether 3 to
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4 per cent is enough, we might actually have to do the experiment. If it's not enough,
then most members of my movement will not object to the conclusion, if that means
we have to put even more reliance on land tax and less reliance on other things.

MR BANKS: Which then raises a question of what impact that has when the
market is more depressed and whether it has along-term impact on investment that
may be undesirable.

MR PUTLAND: Intermsof the impact upon investment, you have to remember
that no matter how heavily the land is taxed the land still exists and somebody hasto
own it. Whoever ownsit will have an incentive to do something productive with it in
order to cover thetax liability. If all elsefails, ownership will revert to the state and
the state will have to consider how to earn some revenue from this land.

So the land will continue to exist but it will be used more productively if there
iIsatax attached toit. This, of course, isthe exact opposite of what happens in most
cases. With taxes on man-made assets and with taxes on transactions, what happens
isthat you deter the production of the asset and you deter the transactions. But with
taxes on naturally occurring indestructible assets, such as land, the effect of thetax is
to force the resource into use and thereby promote activity rather than dampen it.

DR SHANN: I'm still puzzling over the proposal, | must say. The heavy capital
gains tax would apply to owner-occupiers?

MR PUTLAND: It'san option in both submissions. We have suggested that, if
you want to do something to bring owner-occupiers into the same framework as
investors, there are political arguments and philosophical arguments for doing it
through the welfare system rather than through the tax system. Again, if you want
to---

DR SHANN: If you are going to influence the cycle on the housing market, the
capital gainstax isonly applying to renters; it's only applying to avery small
proportion of the market. Y ou would still end up with a cycle in the housing market,
wouldn’t you?

MR PUTLAND: If the acquisition of your own home is attached to aloss of
welfare payments, you will take that into account and that will reduce your
inclination to buy your own home simply because the value of real estate would rise.

DR SHANN: There would be many people on welfare who have aready bought
their own home - eg, pensioners - but there would be far fewer people who would be
currently on welfare who are in a position to be thinking about buying their own
home - ie, most people who buy their own home actually have an income.
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MR PUTLAND: Yes. | should explain. Thereisasubtext here. | am allowing for
the fact that in the future there may be a movement towards expanding the welfare
system, so that there is a core welfare payment which replaces the dole and which
also serves as a new work benefit to stop people moving from welfare to work and
don't suffer a disincentive, so that employers wanting to employ these people are not
pressured to pay too much in order to make up the loss of welfare.

| should also declare that I'm the author of a submission to the McClure report,
back in 99, which suggests that there should be a core welfare payment - which | call
arefundable rebate or general rebate - which replaces both the personal income tax
threshold and serves as the core of the welfare system. Under that system you will
have to ask how universal that payment would be, to which my answer is, you will
impose a means test based on land values.

DR SHANN: Effectively everyone would be on welfare except if you were means
tested because you had property?

MR PUTLAND: A very high fraction of the population would miss out for that
reason. | don't envisage avast increase in welfare expenditure, but what | do
envisage is a system in which you will not have income tests on welfare producing
effective marginal tax rates close to 100 per cent.

DR SHANN: Effectively 50 per cent of the market - or whatever proportion it
would end up - is not subject to the capital gainstax. You would still end up with a
cycle in the housing market because alarge portion of the market would not be
subject to the penalty - - -

MR PUTLAND: Youwould still get a penalty through the welfare system to those
people who are receiving some benefit or who would otherwise qualify for some
benefit, and that fraction will increase as the welfare - - -

DR SHANN: If you think you can make 25 or 30 per cent on your house, by
buying a house over the space of two or three years, the meanstesting of the welfare
- unless you're providing a very large sum through welfare - isn't going to influence
the calculation much.

MR PUTLAND: Bethat asit may, let it be conceded that every little bit helps and
that if there is some penalty attached to capital gains for some of the market, through
the tax system and through some of the market and in aless severe way through the
welfare system, then capital gains would become | ess attractive and there would be
some dampening of the speculative effect and itsinput to cycles. Itisrealy a
guestion of how far you have to go in order to get rid of the cycles. As| say, people
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in my movement don't object to going as far as necessary.

MR BANKS: Asmuch asit takes or something? Any other comments you wanted
to make? | think we've had a good discussion, and your comment about the McClure
submission actually helps me. | think it’s the missing bit of the jigsaw puzzle on that
discussion there, so thanksfor that. | appreciate having you come along and put
those submissions. | think you probably staked out one end of the territory. 1I'm not
sure you will have too many other such fervent advocates for land tax in these
hearings, so thanks very much for that.

MR PUTLAND: Thank you, Mr Chairman.

MR BANKS: Well now break just for a minute or two before the next participants,
thanks.
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MR BANKS: Our next participant this morning is Yarrum Equities. WWelcome to
the hearings. Could | ask you, please, just to give your name and your position with
the company?

MR CETINICH: Good morning. My nameis Murray Cetinich. I’'m adirector of
the company. | just want to read avery brief statement. We're here today because
our company develops residential land in one of the fastest growing areas of
Brisbane. We are currently unable to supply the market with land at an affordable
price for the first home owners. In our submissions, we've provided evidence of that
contention. The outcome is that the development approval processis inefficient,
ambiguous and antiproductive. Our intention in being here today isto ask the
commission to consider recommending that the Queensland state government applies
the letter of the law to the Integrated Planning Act, efficiently audits local
government, provides more staff for the development approval processes of local
authorities, cuts delays and improves productivity.

| don't particularly want to read our submission initsentirety. I'd rather have a
conversation than a presentation. If we could perhaps start with a case study - and
fedl freeto butt in a any time - we're at the pointy end of development. We provide
land. When you can't provide land in a reasonabl e time frame, the supply and
demand chain goeslike that - separates - so we have to endeavour to get land to the
market in amore efficient manner. Currently, we just can't achieve that. We can do
thisin anumber of ways. This might take about five minutes. | just want to very
briefly go through the Integrated Planning Act.

MR BANKS: Sure.

MR CETINICH: If | buy aparcel of land from a vendor today, | spend maybe
six months getting it to council as an application for a development. Council
receives the application, and it can be in anumber of forms. It can be an in-depth
overview of what we'retrying to achieve, it can be a broad based brush only dealing
with certain aspects of the act, or it can be avery substantial submission in which
you've created your development - your plans - you've done all of your consultative
work and you make your submission.

Under the act, council have a 20-day period to respond. They then have a
further 20-day extension of that period. Eventually, you will get some
correspondence from the council, which is generally in the form of an information
request. Y ou then answer those questions, depending on how in-depth they are.
Generdly, it can run into 10 to 20 pages, sometimes 30. Most of the time it’s pretty
standard information. Occasiondly, if there are larger issues with the site, it can take
alot longer to answer those questions.
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We send back that information request to council. They then have afurther
20 daysto respond. Generally, you'll get an automatic |etter that extends that period
for afurther 20 days. These are working days, so if you consider we've acquired the
land and we've submitted to council you're looking at about three to six months from
your submission to council. If all goeswell, you'll get adecision. That can take
three forms. It can be an approval, adeemed refusal or a preliminary approval. If it’s
apreliminary approval, that doesn't really mean anything. It just means that the
planning department haven't been able to make a decision, and they want to give
themselves more time to negotiate adecision at afurther date. There are no statutory
time frames within the negotiated decision process.

If they give you an approval, the approval could come with conditions that are
acceptable or not acceptable. If they don't particularly like the development
application that you have, they will make those conditions as hard as possible. Time
will march on for another couple of months whilst you negotiate a decision or you
get your approval. Inthe interim, you may have a change of government or you may
have a change of planning staff. In the Brisbane City Council, for example, they
have a significantly high turnover in staff. We generally find in the shire that we are
in that the senior planners have been there for along time but, in general terms, the
workers turn over quite regularly. They go over to another shire or they go into
private practice where the money is better, et cetera

We have a considerable period of time where - we buy a parcel of dirt. We
have to hang onto it. VVendors are becoming more and more sophisticated in their
selling, so you generally have to pay up-front for land. Y ou may have aperiod of a
year to get an approval. If you don't get the approval, you have to then go to court.
If you go to the Planning Court, you've got a whole host of mechanismsto go
through. If you have a situation where the councillors have not accepted the officers
recommendation to accept the development - they vote against the council officers -
when it gets to a Planning and Environment Court, invariably the devel oper will win
the case and the conditions will be granted for the development. If you get to the
court, not always do you go into the court. Invariably, a council will give you your
conditions on the doorsteps of the court and you'll negotiate through those periods.

The timeisthe biggest killer for a developer. If we had a subdivision like ours
at the moment, which is considerably large - we've got about 2000 home sites. If we
have 1000 blocks to develop, as we currently do, and we've got all of those
applications in council at the moment - if it takes a year to get any approvals out and
start developing, at today’s date the land is worth $100, in ayear's timeit'sworth
$150, so it'sthat $50 that the end user hasto pay for. Out of that $50, there are
holding charges, legal fees, et cetera. Those get passed onto the end user and then
there's the little bit that's left over, which is the devel oper’s profit.
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So the end user is penalised by council inefficiency, being the first home buyer.
It's not just the first home buyer, it's right across the board, but it's much more
difficult for the first home buyer to get into amarket that's artificially - and | say
artificially because of the time delay. There's an artificial shortage of land, because
thereis enough land in - I'll just specifically talk about south-east Queensland. There
is enough land in south-east Queensland to supply the current market, but it just can't
get to the market quick enough. That’'s why prices go up. That’s the main focus of
my problem now with the submission. If there are any questions, just feel free.

MR BANKS: Maybe well get you to talk alittle bit more about the nature of the
development that you wanted in your application and what the nature of the problem
was, because | think you said it was an area that was zoned for residential.

MR CETINICH: Yes.

MR BANKS: Soitwasn't azoning problem per se, but what was the nature of the
problem?

MR CETINICH: There'sno doubt that it's a contentious site. It was originally
approved in the late 70s. There have been a number of owners of the site. This
particular development probably should have been finished about 10 years ago, but a
number of owners that have taken it on couldn’'t make it work, and there are a number
of reasons for that. They didn't get the lot mix right, so they were trying to build too
small alot or too big alot. Thefacilities weren't available, being there wasn't enough
reason for people to come therein the first place. Asthe area has expanded, al of a
sudden our development is alot closer to everywhere else now, so there's a reason
for people to move there.

We've endeavoured to put a reason there on the ground, creating more
community facilities on the ground. We've got a situation where we've got about
1000 acres. A large percentage of that is dedicated as parkland. That was always a
contention with the site, but we're getting a bit too specific. The largest proportion of
problems were generally at apoliticised level, not at aplanning level. Our planners
had a master plan for the site in the 1990s, and we're going through that same process
again, so things are being done two and three times to get to the same outcome.

If aproperty isaready zoned, you have aland-useright. That land-use right
can't be taken away, unlessit’'s resumed - and there’'s compensation to be paid - but, if
you have aland-use right, all you have to do is meet a set of town-planning criteria.
Those boundaries can change arbitrarily, depending on what council officers want to
do. Inour case, we've had a number of issues where we've created a precinct that has
200 home sitesin it. Our land-use right might have been 400 home sites, so we've
downgraded the sitein lot yield, but we've enhanced the site environmentally. By
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downgrading it on alot-yield basis, we have to recoup the lost yield. The only way
you can recoup alost yield is by charging more for it. If we were ableto develop a
siteinitsentirety or to itslegal land-use right, the price of the land would be alot

cheaper.

MR BANKS: Okay.

DR SHANN: Thisisthe Mount Cotton village we're talking about?
MR CETINICH: Yes.

DR SHANN: | suppose one question is how general this problemis. Areall these
case studies involved with the Redlands Shire Council ?

MR CETINICH: Yes. It'snot just the Redlands Shire Council, it's most councils.
Any council that isin agrowth area - the Gold Coast, Brisbane, Redlands, Pine
Rivers, Caboolture - specifically with the south-east corner, the resources aren't there
to handle the applications that are coming through. If it was up to three people to
assess 30 applications over a period of two months, but 60 applications comein and
no more staff is put on, they’re just not going to be met in atimely manner. Under
the Integrated Planning Act, they should be. There are ways that you can circumvent
that, with automatically extending the time period for the first month and then the
second month and unnecessary conditions in the information request.

When you put your application back in, you go through the same process
again. Once you get your development permit, you're only halfway. You still have
to be able to actually do the work, so you have to go through the operational works
permit side of the equation, and that’s exactly the same problem with the same time
frames. They ask the same questions again, and you have to go back to your
consultants, redo the work and send the information back in. Eventually, you'll get a
decision or not. If you get the decision, it could be two years down the track, so my
$100,000 block of land is now going to cost the end user whatever the market will
pay for it. Currently the market will pay silly amounts, because thereis an artificial
shortage of land. There's no way our land is worth any more than what it was six or
eight months go, but because there's a shortage people are paying the extra 20, 30 or
40 thousand dollars.

So at the end of the cycle, the build-up, he's had the same time frame to wait;
not necessarily on our particular block, but his costs have risen over the 12-month
period or the 18-month period, so it just flows on all the way down the supply chain.
Fortunately, there is some softening in the market at the moment, but if it continued
on for perhaps another 12 or 18 months at these levels, either of one or two things
would happen: the first home buyer wouldn't be able to buy land or the softening of
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the market would be a prick of the bubble rather than a softening. So fortunately we
are starting to ease off.

DR SHANN: So you haven't been tempted to, in a sense, try your luck with another
council?

MR CETINICH: Yes, wedo. Wedevelop in other areas. Our company is
multifaceted. We have shareholders that do commercial buildingsin Brisbane on the
Gold Coast, but for us they don't particularly - it’s not first home buyer related.
Commercial buildings and high-rises I'm not so worried about. Land is the biggest
problem. We could go to other shires but we can't pick up our land and take it to
another shire. We're stuck where we are and we have to fight through the system that
we'rein.

It's not that they're incompetent. Anyone that’s hired in local government has
competency. They’re either poorly managed or poorly led. If they're poorly
managed, where do you make the change? Do you make the change at alocal level
or do you makeit at a state level? So if the state level could step in and create - well,
there's been talk of a super-ministry. | think that’s a bit over the top, but if they
created a separate portfolio that looked at planning right across the south-east corner,
which is the fastest-growing areain Australia at the moment, we've got an
opportunity - particularly this state government, with the mandate that they currently
have and they probably will enjoy after February anyway.

They should be looking at creating a south-east corner precinct that is totally
separated; urban sprawls contained in precincts. I'm talking not just within a
particular residential enclave; I'm talking suburbwise. Gold Coast is here, Brisbane
is here, Sunshine Coast isthere. There has to be green space and greenfield sitesin
between that stay that way, otherwise, as our environmental lobbyists aretelling usin
quite severe terms - we certainly don’'t want to see an urban sprawl from the Sunshine
Coast to the Gold Coast. It has to be contained in pockets. If we can get the
Planning Institute and the Urban Development Institute and the state government
working towards a goal of containing urban sprawl, setting aside strategic plans for
each precinct, all of thiswould just become a by-product of it, because once you
have a strategic plan - "That is your land use; that’s what you can do with it" - and
you have your town plan - "Well, these are the rules that you adopt your strategic
plan by" - it makes it much more simplified.

Local governments don't have the ability to think strategically at a state level.
They’re too busy looking after - and rightly so - their little neck of the woods.
Politically, 10 councils aren't going to vote themselves out of work, and they’re not
going to vote their employees out of work, but it should be taken off them at a
strategic level. Town plansin our shire: our current strategic plan has got two and a
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half years worth of land init. Now, this strategic plan is supposed to last for

10 years. So we're going to have the same problem in another two years' time.
Traditionally the Redlands has been a cheaper place to buy ahouse. That’s no longer
the case; we're very close to our medium house price in Brisbane.

If our current strategic plan is adopted, this same problem will continue. It’s
not my job to advocate for our strategic plan to be one thing or the other. That'sa
councillor'srole and atown-planner’srole. Unfortunately, it was defeated by our
local council for an expansion of the urban footprint to retract it and to densify the
current urban setting or the current urban areas. It needs to be spread out a bit more
so that there is a constant flow of available land, rather than a piecemeal approach:
"Quick, develop 20 blocks here, develop 50 blocks there, develop a coupl e of
hundred blocks there."

We've got a thousand-block subdivision, or there are 2000 blocks and we've
got 1000 blocks still to build, and yet we are still under the same regime as if we just
started from scratch. Every single stage is dealt with as a separate application rather
than as awhole, and that’s where the biggest problem is. If state government took
that role away from local authorities, created aministry or created a mechanism
where, on a strategic level, they looked after everything - and that could be: take
away the towns, the local authority’s sewerage and water maintenance. The state
government should put that in. They should say, "Well, we're going to build aroad
there. We're going to build a school there. We're going to build a treatment plant
there. We're going to serviceit. You guysfill in the spacesin between." There'sa
whole heap of different arguments you could make to make that work, but a state
government should step in and take some of this work off local authorities.

DR SHANN: Getting back to this particular example, what's your fegling as to why
they were so slow in taking adecision? Wasit inefficiency in the sense that they
were overloaded so they simply pushed things off to avoid having to take a decision?

MR CETINICH: Sure.
DR SHANN: Or was there something else behind it?

MR CETINICH: There'ssomething else. There aretwo things. It'sinefficiency,
because they won't put on more staff at a development assessment level. The staff
that they do have there, there's nothing wrong with them. They do a good job, but
there are just not enough of them there. On a political level, you have an evolving
council. It might be a pro-development council, it might be an anti-development
council, or it might be split, so it might wake up one day and vote one way. They
might do deals with each other - "Y ou vote against this this week and I'll vote for you
next week" - and away you go. There are a number of reasons.
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| think our biggest problem is, we are in a contentious area to begin with,
insofar as our development has been superseded in strategically by the Koala Coast
area, but we were still halfway through our development when this came into being.
So all of asudden you've got lobbying groups that look at a development like ours
and say, "Wédll, hang on. It doesn't matter that you've spent $30 million or
$40 million on infrastructure and acquisitions - stop. We're going to do everything
we possibly can to make you stop.”

A politician can look at that and go, "Well, | can treat thisin a number of ways.
| can either get votes here or | can lose votes here." Now, they might endeavour to
get votes here and support one way or the other, depending on which way they want
tolook at it. If we take an application to council, the officers eventually recommend
it and, depending on which way the wind blows on the day that it's accepted at the
development assessment committee, you either win or you lose. Now, if you lose at
apolitica level, there’'s something extremely wrong with that system.

Like Springfield or Robina, which has an act of parliament, | think that we
should be sort of pushing down that road, where developments of a certain size have
their own - it doesn’'t necessarily have to be an act of parliament, but they have their
own set of rules. Now, if it meets the strategic plan and it meets the town plan,
everything else that falls under that should be automatic. A state government can
make that happen. A local government can't. It needsto be streamlined.

The council officers are doing as good a job as they can with the resources
they’re given. If they're not given the resources, they can't process applicationsin a
timely manner. Consequently, time frames blow out, costsrise, the end user pays. If
we have a period of aboom, that we've just proceeded through, we should have sold
6 or 7 hundred blocksin that. We really should only have maybe 300 blocks still to
sell, and we've still got a thousand.

Look, to be frank, that will benefit usin the long run. All we havetodois
hang on until that day. But the opportunity that is lost with the money that we could
have realised and gone on to another project significantly affects us. But, more
importantly, it affects the people in the community we're trying to create. Y ou have
a huge disparity of income in an areathat should be fairly level-pegging. There's
nothing wrong with that in a utopian-type situation, but you want people to be able to
afford to buy ablock of land in Mount Cotton, and it’s getting so that we have the
only affordable land in the Redlands, because we traditionally have been about 15 or
20 per cent under the market, but now that market is $300,000 a block, and our
blocks are just getting out of the reach of most people. Instead of a $250,000 house
and land package in the mid-scale, it's now $400,000. It’s just unacceptable.
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DR SHANN: | might read alittle quote to you which is from the New South Wales
Department of Local Government’s submission, which isin the draft report,
discussing the extent of appealsin New South Wales:

Councils at times are reluctant to take responsibility for the determination
of some matters at the local level due to their being contentious and
subject to political, factional, environmental or community pressures.
Accordingly, councils abrogate their responsibilities and allow the court
to make decisions.

That's effectively what you're saying, isit?

MR CETINICH: It happensall thetime. A casein point: we put four precincts to
the local authority in a submission earlier on in the life span of our development. If
they don't feel like making adecision - and | don't say that lightly - they can abrogate
their responsibility, as| said. So we went up in a planning environment court. The
ratepayers pay the legal fees on behalf of the council. Now, our court costs for this
particular case were $500,000 for one decision and nearly $1 million for another.
Let’s just assume that 50 per cent of that was taken up by consultants’ fees and

50 per cent by legal fees. In two cases, one developer, it's cost the council say
$500,000 to defend a planning decision that the council officers recommended in the
first place. They go to court; they lose. The decision is handed down in our favour
and we get the conditions of the subdivision. Politicians will stand there and go,
"Look, I'vetried my best. I've voted against it, but the bloody court made the
decision. Jeez, were so sorry. Here'sthe bill for the legal fees for next year."

It's not right. They should be audited, insofar as the planning appeals
mechanisms - or any decision that councillors make that refuses an application that
endsin court against the officers’ recommendation - in our shire that number is
extremely high. Why can't council be made accountable for that? Now, they’re not.
No-one knows about it because very few people would bother to even investigate
something like that, but if we were able to get the local government ministry to audit
al councils on their planning issues, if it went to court against officers
recommendations, and find out what the political state of play was at the time for
each particular council and how it was weighted - pro-development and
anti-development - you'd certainly get atrend.

In our case, if al of the times that we went to court and won, and all the times
in our shire that it went to court and a developer won, if it was against the council
officers’ recommendations, that would look very poor against the sitting council.
That's why, if we can take the responsibilities out of council into alarger areaor a
greater body, being at state level, it could only be a good thing. They could certainly
administer the outcome of the development, but the decision-making process needs
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to be shared. Look, smaller sites it doesn't matter so much - smaller sites being
under, say, 100 blocks. It'sinfill generaly; it'sinfill sites, so they're not strategically
asimportant asalarger site. So it certainly needs to be looked at.

MR BANKS: When we've talked to developersin Victoriaand New South Wales, |
think we got the impression that certainly some of the bigger developers had less of a
problem because they had alarge development which wasn't infringing on too many
people’s rights, or perceived rights, and therefore it was a self-contained thing and
they weren't too worried about the "not in my backyard" sort of thing. But you've got
aspecia problem there in relation to this environmental classification impinging on
that larger scale.

MR CETINICH: There'sno doubt that we have aresponsibility to protect the built
environment, but also protect the environment that is on the ground before we get
there, but if legidation is enacted after you have an approval, the legislation
generally says, "Well, it doesn't matter; you can still do what you want to do." That’s
what we're trying to do at the moment, but we are certainly having awhole host of
problems. A larger developer can certainly afford to hang on to propertiesfor a
longer period of time.

Public companiesis an example. Their profit margins are completely different
from afamily company or a private company like mine - the company that I'm
involved with. So we have a holding charge or a holding pattern problem that a
public company or alarge company can afford. We don't land bank- you can't afford
to land bank - so our forward work is generally only about three or four years. Inthe
particular state that we're in at the moment the forward work is perhaps five or six
years, but at the moment it looks more like eight or nine years, simply because our
approval processis so slow.

One step further isthat we are trying to master plan the estate and it's a pretty
sexy term and it’s pretty new, but al it meansis, "There's the block of dirt; that's
what were going to do with it; thisis how we're going to do it; thisis when you're
going to get our infrastructure and this is when you're getting parkland, and thisis
how we want to sell it on." The council generally adopt that after a period of time.
We've gone through three master plans on our estate - it’'s ridiculous. We're currently
working on one that we submitted in November of 2002 and it probably won't get
adopted until after the strategic plan is adopted at state level, which is apparently
some time this year, which has already been extended a number of times by the local
government minister. It'sadifficult problem. Councils have a difficult problem, but
there are certainly steps that can be taken to make it easier.

We had a situation in the Redlands where the council staff was 500 two years
ago and it's 1000 now: not one extra staff member isin the development assessment
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area, yet the development industry creates perhaps the second or third-highest
revenue stream for local councils, behind rates and other charges. We've spent

$2 million in the last few years on council application fees, and we've had no joy on
that money. The money doesn't matter. If you pay for an application which you
have to, that’s not theissue. The time frame that you end up getting asaresult isthe
issue at stake. Again, if we have afurther $2 million at 5 per cent spread over two
blocks that we're going to develop, that just gets passed on - legal fees - it all just
gets passed on.

The market will eventualy say, "We're not going to pay any more," and the
dollar value might contract slightly, but the boom that we've experienced has taken
things to beyond an affordable contraction, so if it's 200 grand now, it might come
back to 185 or 190, but my pocket stopped at 100 or 110. So the gap is there and the
gap is aready too large.

DR SHANN: Inyour view, have your competitorsin - | assumethere are
competitors - Redlands been getting things through - - -

MR CETINICH: Not necessarily, no. Sometimes you think you're the only person
with the same problem, but we're a pretty close-knit community and we do talk to
each other quite regularly through the UDI - we talk. Everyone has the same
problem, but our problem islarger because it’s gone on for so long and it can't
continue to go on. Something needs to be done about it. We've been involved in this
for four years as ajoint venture partner. Our joint venture partner has been in there
since 1993. We are still no closer to reaching aresult and 2000 blocks should have
been sold four, five, six yearsago. We're only halfway through. Every single person
that bought at Mount Cotton was afirst home owner or a second home owner,
because it was affordable. That’s no longer the case.

DR SHANN: Have you attempted to push this through some of the umbrella
organisations in terms of complaining and trying to change the - - -

MR CETINICH: Sure, yes. We'relobbying at the moment. We continue to lobby
with peak groups. Y ou don't want to be an annoyance to council officers every other
day. There'sno point in annoying our #flip politicians. half of them you can annoy,
the other half don't want to know and therein lies the biggest problem. So without
politicising it too much, we have a split vote at council at the moment. That’s not
necessarily a bad thing, but in the instance of first home ownershipitis. If they hold
up the natural progression of development and the supply chain becomes tilted too
far one way, you get hikes in prices because the land is just not readily made
available.

DR SHANN: Canl just clarify the timing of these. Case 31is96; case 32is 97,
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case 33 - which is the one about the golf course - is that recent?

MR CETINICH: No, that'sin the same period. They're the most significant ones
that historically are still problems for us today.

DR SHANN: And the Mount Cotton village is basically - when does that date from
intermsof - - -

MR CETINICH: Interms of the approval, or intermsof - - -
DR SHANN: Wherever you are a, at the moment.

MR CETINICH: Our group, and our partners, have had it since 1993. Welve
developed about 450 blocks. Now, it should be finished. We had a period where the
estate - its designation went from residential to comprehensive development.
Generaly that enables you to expand on your options; you just have to go through
town planning approval to construct dwellings. Now, when we submitted
applications to council that were refused, we ended up in court and the court found in
our favour and set down a host of conditions that we had to do the development by,
in 1997, and we're still caught under the regime of, "How slow can we make these
go?'

DR SHANN: So you've been lodging these development approval applications over
the past three years.

MR CETINICH: Thelast three years we felt that we didn’'t have much of a choice,
particularly the last year and a half. Y ou don’t normally lodge an application for a
particular stage until you're about six to eight months from construction. We felt that
with legislation being enacted, if we didn't lodge all of our applicationsin one go, we
might find ourselves outside that approval, or potentially outside an approval. So we
lodged all of our applications for every single block over the last quarter of last year
and the cost of that was considerable. It was about $600,000. The cost factor of that
IS not very important at the moment. |f you ended up losing your right to develop
those blocks, that would be a cost factor because if you lose yield again you have to
make that up somewhere else, and make your blocks dearer.

DR ROBERTSON: | wasgoingto ask: the only way you can really get redressis
by getting these things out into the public arena, presumably, in Redlands.

MR CETINICH: Yes.

DR ROBERTSON: Can't you find atame journalist who could get in there and
fight this? Because the facts must be somewhere.
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MR CETINICH: You candoanumber of things. We're aprivate family
consortium, and "private" meansjust that. Thisisthefirst time I've ever spoken
publicly about any issue like this, but we are very private people and we tend to try
and work things out ourselves. The court worked it out for us once; it still doesn't
seem to matter so much. Sure, you can go to ajournalist or anumber of journalists
and row your boat, but every argument has a counterargument and we are currently
in a period where we have a state election and alocal election - were a bit gun-shy of
putting ourselves up as atarget.

DR ROBERTSON: Youdon't havetodoittoday. You canleaveit until next
week.

MR CETINICH: That'swhy we are here in some respects, to highlight the
ridiculousness of the Integrated Planning Act and the way it can be hijacked within a
council for their own ends, by council laws - not council officers; by council laws.

MR BANKS: But that's why you need to get somebody who can put together the
case, the number of cases, and how different kinds of things intervened.

MR CETINICH: Sure.

MR BANKS: | mean, it'satask; you're not going to get the council to put those
numbers out.

MR CETINICH: No. If we could get someone, hopefully the right people to do it,
that isat astate level. The state level can audit it and audit the system, find out
where it'swrong, address it - and that doesn't necessarily mean sack everyone and
start again; it just means put more staff here where it's needed.

MR BANKS: Yes, | know, but New South Walesistrying that - what was that
group we spoke to? Property Council. The New South Wales government has done
this; they've set up asort of central planning agency in the state government and the
consequence is that alot of the best people have been withdrawn from the local
councils and go in to the central one and they've got even bigger problems, you see.
| mean, there is a huge shortage. We've heard that already this morning.

MR CETINICH: Yes, but | think they should take that one step further. That's
how it should be - the best people should be where the most important decisions are
made. Queensland should learn from the New South Wales experience and perhaps
broaden the scope of the ministry, or the department that is set up to administer the
Integrated Planning Act and the devel opment process. So if you had a ministry that
took the eyeteeth out of all of the shires, got the best people that they could possibly
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get, pay them more - it wouldn’'t matter - and then at alocal level al their
responsibilities are to administer the decisions made by the peak body, | wouldn't
think that would be a difficult task.

MR BANKS: But you'd still have the problem of the local councillors, because
they think they have the right to make these decisions and that’s - - -

MR CETINICH: But they're not equipped to. They don’'t have the - - -
MR BANKS: You tell them that.

MR CETINICH: They don't have the capacity to make decisions. | finished high
school - | went to school to eat lunch, that was about my educational experience. |
learnt to do things in adifferent manner. | can't make decisions or | couldn’'t debate
with an economist, | couldn’t perform brain surgery. | can push a shovel around, |
can push dirt around. | know how to deal with people. So I don't begrudge anyone
doing their specialty. | hire people brainier than me. | try and be the dumbest person
intheroom. It'stheir job to make the decisions that | technically can't.

So take the power away from people that don’t have the authority - don't have
the ability to make adecision - and put it into an areawhere they have the ability to
make adecision. Thereitis, administer it. It's not hard, because the people that are
aready in council - they can administer alist of conditions. They can't make the
conditions. They don't have the ability to. Councils certainly don't; they just don't
have the ability to do it.

DR SHANN: Having an auditing system where you see why things are going to
court would certainly be one.

MR CETINICH: Yes. Inour shiretwo out of 20 court cases that went against the
planning officer’s decisions, where council voted against it, were found in favour of
development. It’s not right. Something needs to be done about it.

MR BANKS: Yes. Your submissionisvery useful in apractical way, highlighting
some of these so-called governance issues to do with decision-making and local
government bodies. We had the Queensland Local Government Association here
earlier thismorning and | raised those same things with them. What they were
saying is that these are issues that obvioudly they're looking at, along with a range of
others. So there may be atime - particularly given the boom and the way that's
exacerbated problems - where some significant changes can be made. | guess our
roleisto try to pick up themes that have some national relevance, but a case of this
kind is auseful particular illustration.
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MR CETINICH: Councils have the ability to ook at things, and that’s about all
they do. Really, the decision needsto be taken away from them. It’s not so much an
advocacy of creating a monopoly somewhere; it’s putting the best people to make the
best decisions that benefit everyone. Thisisn't here to benefit me personally, or our
company personaly; it'sto the benefit of the people we sell land to.

MR BANKS: Could | just ask you one last question: your whole problem, |
suppose, has been to get land on to the market. Some would argue - just to get you to
react to this - that devel opers to some extent have been holding land back as away of
making additional profit through artificial scarcity or whatever. Would you give
your own perspective from your company’s point of view as to whether that’s a smart
strategy or not?

MR CETINICH: Developers land bank?

MR BANKS: Yes, land banking | guess for a purpose of not just securing supply to
bring it on-stream asit’s needed, but rather to create a monopoly position and push
up prices.

MR CETINICH: [I've not doubt in certain circumstances that developers hold back
land to boost profits, or to boost prices. It makes good economic senseto do that, if
you can afford to do it. It wouldn't necessarily be the right thing to do, but | have no
doubt that that happens. In a situation where a company that has maybe two to 4000
lotsin their land bank, they might have 10 subdivisions going in the one particular
time. If they're public companiesit istheir duty to try to maximise their profits. If
that means slowing up their supply, they’ll do that.

We can't afford to. Smaller developers can't afford to. That'swhy if we go out
of the market, companies like us - and there are hundreds of companies like us who
are in the same boat - if we go out of the market competition suffers. 1f competition
suffers, pricesrise and it rises into an area where there might only be afew
significant players, and that's what you can't afford to let happen. It’slike anything;
small to medium enterprises are the backbone of this country.

We're asmall to medium enterprise. We offer a product in a different manner
than the larger corporations do. We offer it in adifferent time frame. If we can get it
to market as quick as we can, prices stay low. Small companies can't afford to hold
back land. They don't have the capacity to pay for the holding charges. We need to
keep companies of our sizein the marketplace so competition isthere. If you don't
have any competition, afew players will end up with the lot.

MR BANKS: | think thisisagood note to end on. Thanks again for the
submission. It wasvery useful. Thank you for discussing it with us.
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MR CETINICH: Thanksvery much for your time. | appreciateit.
MR BANKS: Well now break for lunch. We're resuming at 2 o'clock. Thank you.

(Luncheon adjournment)

28/1/04 Home 46 M. CETINICH



MR BANKS: Our next participant is Queensland Shelter. Welcometo the
hearings. I'll just ask you to give your name, please, and position.

MR PISARSKI: My nameisAdrian Pisarski. I'm the director of Queensland
Shelter.

MR BANKS: Thanks very much for attending today and aso for the submission on
the discussion draft and the earlier submission that you provided when we were
preparing that draft. As discussed, we'll give you the opportunity to provide a bit of
an overview of the points you want to make.

MR PISARSKI: Thanksfor the opportunity. I'll start out by saying that
Queensland Shelter represents the interests of low income housing consumersin
Queendland. Our brief islargely in the rental market, but it aso touches the home
ownership market, as more and more low income people would like to be able to
take up home ownership, but in our view are prevented from doing so for a range of
reasons.

Thefirst point that | wanted to really make - and that Queensland Shelter wants
to make - iswhat we consider to be abit of agap in the report, and it relates to really
the balance of assistance provided to different groups within the Australian
community in terms of housing tenure. Effectively, we maintain that there's already
massive assistance in the housing market, especially for home owners and, more
recently, for first home owners and, in a particular sense, to investors aswell. We
have detailed some of those figures within the submission. Overall, | think it's fair to
say there’'s something like between 20 and 23 billion dollars worth of assistance that
goes into the housing market overall, which effectively provides a distortion within
that market.

When the commission, for example, argues that the cycles that we're going
through are not necessarily anything to be that concerned about at this stage - that
markets may, in fact, correct themselves for alot of this- we just want to point out
that the market isn't a pure market, in the sense of an automatically correcting perfect
economic model. There’'s aready arange of distortions within that market that
actually affect the performance of that market and the way it can or will adjust to a
range of circumstances.

Particularly, within that, we want to point out that what’s been happening
within the balance of assistance in the Australian housing market has been shifting
very substantially over the last 10 years, particularly between assistance to home
owners and assistance provided to public housing tenants or social housing tenants
through the Commonwealth State and Territories Housing Agreement. Effectively,
the CSTHA has been cut quite dramatically over the last 10 years.
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If you go back through the history of the Commonwealth-State Housing
Agreement, it was originally introduced as a counterbalance to home ownership - an
alternative to home ownership - in akind of post-war reconstruction economy, and
has continued for over 50 years. It isstill there, but the level of assistance that’s
provided through that has been cut quite dramatically over the last seven years, in
particular. There was some boost during the tenure of the Hawke-K eating
governments, but this government has taken what they were putting in back out and
has continued to cut the Commonweal th-State Housing Agreement.

That means that, for people who are on those massive waiting lists for public
housing, their access to public housing or some kind of social housing is very limited
and, therefore, their ability to get into home ownership is even more limited, because
not only is there not the public or social housing available to them but the impacts on
the private rental market are also quite dramatic within that as well.

There are just a couple of things that we wanted to point out within that. One
of the items in the commission’s draft report talks about the rental market, in terms of
that last term of reference in particular, and what’s happening with the rental market.
Y ou point out that in Brisbane and Melbourne vacancy rates have started to go back
up, because of the additional supply of housing within those markets, especially the
unit development that's gone on over the last few years.

If you actually look at Brisbane though, it's avery different story. Even when
you do that comparison at figure 5 of Rental Yields and Vacancy Ratesin Three
Capital Cities, you'll note that the trend for Brisbane at the moment is almost exactly
opposite the trend for Melbourne and Sydney. In fact, in Brisbane over the last
five years or so we have had the same building boom that has gone on everywhere
else, but it certainly hasn't produced affordable housing and it’s being taken up at
such arate and we have such a population growth that vacancy rates are actually
dropping rather than increasing, as you would expect in that correcting kind of
market.

We think there are particular things about Brisbane - and Queensland in
genera - that need to be noted as a special case. | think you'll find, when you look at
all of the capital cities, Adelaide also has adrop in vacancy rates. Canberra does as
well, but that's probably more to do with the bushfire tragedies more recently,
whereas Brisbane in particular - even though we've added alot of supply in the rental
accommodation market, we're still not seeing the vacancy rates. The net result of
that is an even further reduction or contraction in the supply of affordable
accommaodation for the sorts of people that Queensland Shelter represents, so their
ability to get even into the rental market at a price that’s affordable to them is very
very grave indeed and we're seeing large blow-outs in public housing waiting lists
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and great difficulties, even in the private rental market, of people on low incomes
accessing that market.

The broad point | guess I’'m making is that the way the market works varies.
The things that affect home ownership also affect the rental market, and the effects
that we're seeing in Brisbane - but in Queensland in general - are not necessarily the
ones that you're pointing to within the report. There needsto be alook at what’s
causing that. One of the thingsthat I'll mention is the way the First Home Owner
Grant has been operating. Y ou do point out in the report - athough you're not
holding first home owners schemes or grants responsible for it - that housing has
become less affordable and that there's been a big boost to the availability of finance.

We think that’s actually been exacerbated - and has put more heat into the
market, if you like - by the First Home Owner Grant. Really it's because of the
amount a bank is prepared to lend you, based on the level of deposit you have. If
that's being topped up by the First Home Owner Grant, it means that the bank is
lending far more to people who can't necessarily afford it or who might be ableto
afford it in aregime of low interest rates but when interest rates invariably change, as
they do, that could create quite significant problems up here. We think the First
Home Owner Grant has actually been playing into that. We're not arguing that you
would take it away, but certainly that it should be targeted more at the lower end,
which would have the effect of providing a subsidy at the lower end, which wouldn't
necessarily create that overall heat within the market.

That’s not necessarily the most coherent argument that I've ever put, but | think
the drift is there and there’s a bit more detail in the submission. The other element
that | wanted to point to is the effect of negative gearing. Asl've said, in Brisbane
we've had quite alarge increase in the supply of rental accommodation in the market,
but studies by Judith Y ates and Dr Tim Seelig at the University of Queensland here
confirm that what’s been happening, particularly in the Brisbane market, is that,
whilst we've had an increase in supply, we've had a massive cut in the supply of
affordable rental accommodation. Where that supply is going and the sorts of renters
who are taking up that supply aren’t the ones whose interests we serve, for example,
so that low income people are actually being squeezed further and further within that
market. Therefore, their ability to even get afoothold in the rental market is
contracting and, therefore, their ability to save for deposits and things to enter the
home ownership market is a distant dream for them really.

Thereis current research that Dr Seelig has done at the University of
Queensland updating his previous work on this, which we'd be happy to chase up and
try and ensure that the commission getsits hands on. Really, it’'s an argument about
the effect of negative gearing - that as an investment tool it’'s been open-ended and
really carte blanche. What'’s been provided with that subsidy, if | can call it that, has
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been an increase in the supply of rental accommodation, but not affordable rental,
and what we would like to see around negative gearing, in particular, is some way of
targeting it so that it would actually increase the supply of affordable rental
accommodation and give somerelief at that end of the market. We haven't done the
detail on this, but we believe there would be ways where negative gearing, for
example, as an investment subsidy could be targeted at properties of a certain value
or that attract a certain yield and thereby would create a pool of funding which would
build affordable housing and would increase the supply of affordable
accommaodation, not just the supply of rental accommodation, asit currently does.

The other one - I'm not sure what we would suggest about it - is capital gains
tax exemptions, being the largest area of government subsidy to home ownership,
estimated somewhere between 8 and 13 billion dollarsayear. Again, just to point
out that it adds a distortion to the market, so that the market doesn’t necessarily
operate like a perfect market or one that’s in balance and responding exactly to the
so-called laws of demand and supply. It's onethat has distortionsin it and, therefore,
iIsgoing to react differently to various pressures.

We point that out just really to point out that the balance of support provided
by governmentsin Australiais very skewed to home ownership, without necessarily
taking into consideration the downside of a disinvestment in social housing
provision, and we would encourage all Australian governments to recommit
themselves to asocia housing provision and to a greater funding of what is a secure
tenure, but doesn’t necessarily involve the potential risks of home ownership for low
income earners, but gives them that same security and would fulfil the original
intention of public housing provision, which is an alternative to home ownership.

They're really the main points that | wanted to make. Y ou have the
submissions that we've provided. There probably are afew other pointsthat | could
go to, but it may be better to draw those out in questions that you might have or, if |
think of them at the end, | might add something.

MR BANKS: Thanksvery much for that. Perhaps | should just point out, given a
couple of the points that you made, that we too didn't really see the housing market
as a perfect market, but even perfect markets can have cycles and some correction,
which obviously we saw some potential to occur. | suppose the other point to make
is, aswe've indicated from the outset, that our predominant focus has been on home
ownership, and al the points you make about those who can't afford to own ahome -
that have affordability problems - is quite right. | suppose the challenge for us has
been how can we step into that quite complex areain its own right in away that’s sort
of credible and do-ablein the time available. That’s achallenge for us, | suppose,
going forward from this round of hearings, where we'll get presentations urging us to
do more.
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MR PISARSKI: | appreciate the limitations of the terms of reference. There was
one, though, just that last one in which the inquiry will also identify and examine
mechanisms available to improve the ability of households, particularly low income
households, to benefit from owner-occupied housing, but that includes an assessment
of rent and direct ownership subsidy. Soit'sreally to that point that we're talking.
We haven't had many opportunities either at a state or anational level to provide a
voice around the issues in the rental market and the public housing market recently,
so where we can sgueeze something into aterm of reference, we will endeavour to
do so.

MR BANKS: No, that's understood. Perhaps just to help me, when you'retalking
about affordable housing, other than affordable ownership, | suppose, how do you
characterise that and what are the sort of parameters that would inform, for example,
guidelines related to tax provisions or something like that?

MR PISARSKI: The genera rule of thumb isthat for the bottom 40 per cent of
income households is if they’re paying more than 30 per cent of their income on
housing, it's said to be unaffordable. Using that rule of thumb, the Queensland
government estimates that 167,000 Queenslanders are currently in after-housing
stress. That's the minister’s figure. We would probably say that it iswell beyond that
and that’s a conservative estimate. We know that the waiting lists since those
estimates were made have blown out quite considerably. There's about 30,000
applications currently pending for public housing in Queensland which represents
potentially 100,000 people. It'salot of people in asmallish state. We have the
lowest base level of public housing provision of any of the states. That's been
dropping as well, so the social housing provision in general has been falling as a
proportion of total housing stock, and that is really a major concern for us.

MR BANKS: Thiscould bein anything from single dwellings to high-rise type of
accommodation.

MR PISARSKI: Yes.

MR BANKS: Sothereisno distinction being made there.

MR PISARSKI: The general rule of thumb goes across those tenets.

MR BANKS: Okay.

DR SHANN: Just thinking about that, looking at the table you've got on page 4,

where you're looking at the increase in rents over afive-year period, you've pulled
out a number for the local - these are nominal, aren't they, not real? | mean, the
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CPI - - -
MR PISARSKI: No, thisisRTA data

DR SHANN: Yes, that'snominal, it isn't adjusted there. The CPI has risen by
about 15 per cent over that period, so it actually suggestsin quite large areas the rents
have been growing at or below the rate of increase in the CPI, so it seemsto me the
problem must be the number of cheap houses available. It wouldn't appear that the
rents of, say, if you look at two-bedroom flats or houses - | mean, the rents for
houses have actually been growing significantly slower.

MR PISARSKI: One of the problems with the data - and we should have made a
note of thisreally - isthat the RTA basesit only as rents turn over, so when
properties turn over and they actually change hands they go up. There would be,
within this, alarge number of properties that have been there for long-term rental
which wouldn't - you wouldn't therefore be picking up their increase. Consequently,
we aways think that these figures are an underestimate, if you like, of the real effect
within the marketplace.

What we think they show is that they’re either around or an excess - | mean,
there are a couple of areas like the Gold Coast which is surprising really, that shows
a 9.2 per cent increase, for example, which is below that CPI. But we know that the
Gold Coast has the highest waiting lists. It also has massive homeless problems and
really low vacancy rates aswell. Soit'savery difficult housing market and we
suspect that is distorted because there are alot of people that have hung on to what
they’'ve been able to get and it hasn't necessarily gone up and the increase will only
be reflected when those houses turn over.

But if you look, for example, at the inner city in Brisbane, where the boom has
really been concentrated, that’s gone up 34 and a half per cent even on these figures.
Now, that really reflects the turnover that we've experienced in the CBD and the
inner city area, and the new building that has been going on.

DR SHANN: It could reflect adifferent type of accommodation and different - - -
MR PISARSKI: Of marketsin different places, yes.
DR SHANN: Yes, again, you might not be comparing like with like.

MR PISARSKI: You may not be, but it certainly demonstrates the point about a
loss of affordability within theinner city area.

DR SHANN: Inner city area, yes. We canvassed in the report the possibility of
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means testing the First Home Owner Grant. | take it your view would be that it
should be abolished atogether and the money used for other purposes - or not?

MR PISARSKI: No, | think we'd probably bein favour of means testing the first
home owner’s grant. | mean, I’d be tempted to abolish it, but one of the things that
persuades me against that iswhen | go to regional areas of Queensland where
housing is alower cost per se - that the first home owner’s grant really does make a
big difference to those people accessing those markets in regional Queensland. So to
abolish it would be doing an injustice to those people, whereas if you target or means
tested it, they would still qualify within a meanstest, but it would tend to limit the
kind of willy-nilly handing out of the first home owner’s grant that we've seen
various cited examples of .

MR BANKS:. What about having a ceiling - or perhaps a literal ceiling - on the
price of ahouse for which you qualify for a grant?

MR PISARSKI: | think you'd haveto do it that way, because if you do it by
income there are so many ways of distorting income that in fact quite asset-rich and
wealthy people can show quite alow income. Incomes are amuch more easily
distortable way of means testing, we think. In terms of that it would have to be
therefore on the price of the house, but would | think need to take into account
locational variation aswell. So it would potentially be different in Sydney to
elsawhere and different elsewhere in terms of capital cities and regional areas - that
kind of thing. But the coastal strip of Queensland is all experiencing quite massive
price growth. Townsville, for example, which isn't necessarily a short flight from
anywhere, is experiencing the kind of investment growth that we're seeing in capital
cities. It'shaving abig effect up there as well.

MR BANKS: Thiswas one of the reasons why, as you know, in our report we saw
some of the financial or macro drivers as being quite important, because you are
observing - perhaps with alag - these price surges all around the country, for reasons
that are otherwise hard to explain. | think the problem with affordable rental housing
perhaps in Brisbane, and certainly in the inner areas, it'sjust in the high cost of land
and the incentive to put commensurately high-quality accommodation on it, |
suppose, flowing into rentals. Isthat part of the story?

MR PISARSKI: [I'd say that's part of the story, but | think population growth isthe
other thing that we experience in Queensland. The premier makesalot of it and
whilst I think that’s sometimes exaggerated, it certainly does have an effect. We
anticipate, if you look at previous boom-bust cyclesin house prices - for example,
not that they ever seem to bust so much, they plateau rather than bust - but the booms
seem to pick up here abit later but last a couple of yearslonger. We think that's
probably about capital cashing out from places like Sydney and Melbourne realising
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a better advantage in south-east Queensland and therefore continuing a price
escalation here for some time after those other markets, which means that we've still
got some way to go before this current escalation has finished here as well, which
means that we're going to have those pressures. That's partly what worries us when
we look at that in combination with the low vacancy rates and increasing rentalsin
south-east Queensland in particular. It'slikely to get worse before it gets better.

MR BANKS: Yes. Okay.

DR ROBERTSON: Yes, I think it’s pretty clear that there is a dimension that’s
been neglected, which is the heavy building in city centres has taken away alot of
what was formerly low rent housing.

MR PISARSKI: That'sright.

DR ROBERTSON: And, of course, there’sno compensation for that in building
outside. | was attracted by one of your recommendations - the one about the federal
building write-off which goes for rental properties and whether that couldn't, in fact,
be redirected towards low-cost housing.

MR PISARSKI: Indeed, and we feel quite strongly about that; that would be a
preferable way. In asense the market is neutral when it comes to what kind of
accommodation it builds. At the moment it sees advantagesin building what it is
building, it doesn't really think about the impact of that overall. So, given that, it
doesn't seem unreasonabl e to think that those sorts of subsidies could be used to
stimulate the provision of affordable housing, rather than unaffordable housing.

What we have lost in Brisbane in particular, if you look at Kangaroo Point,
West End and New Farm - you know, the more urban consolidation areas in Brisbane
- it al used to be low-cost accommodation and now that’s all been torn down. It
started in 88 and it's been going ever since, but that used to be the student, the low
income accommodation areas of Brisbane and now it’s reversed; it’'s now the quite
high income area of Brisbane. It's got the river, public transport, cafes and all of that,
whichis- - -

MR BANKS: It’s got some good cafes, too, some good spots.

MR PISARSKI: Yes.

DR SHANN: On page 3 you mention there are al'so more victims of mortgage
stress presenting to emergency relief agencies. There was this housing lifeline

proposal. | guess one of the questionsin our mindsis: isthere actually much of a
demand for - isthisareal problem in terms of mortgage stress? Could you comment
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on the extent of the problem but also, have you looked at that lifeline proposa and
what’s your view on that?

MR PISARSKI: | haven't looked specifically at the lifeline proposal, but the extent
of the problem is also hard to gauge. It's anecdotal at this point. But it isthe
emergency relief organisations who we have quite alot to do with in terms of

homel essness assistance and those sorts of issues, who are now getting people
coming to them saying they can't pay their mortgage, particularly if they've lost jobs
or the interest rates are going up and it’s just people on low incomes - they are far
more vulnerable to any small change that might occur.

We think at the moment it's probably at alevel that isn't necessarily going to
cause amgjor kind of outbreak of riots or anything like that, but if interest rates were
to continue to rise, anybody’s guessis as good at the moment, | think. But if they
were to continue to rise we think you'd see alot more of it, and it could be quite a
significant problem, and therefore you might need some mortgage relief types of
actions from the federal government.

Now, I'm not exactly familiar with the lifeline proposal, but if it's around
mortgage relief so that it enables people to stay in homes that they would otherwise
lose, then yes, we would support that as well, because it would stop those people
falling further through the net, more into the social housing sector which would have
the effect of clogging that up even more than it is at the moment. It's already
overburdened. It doesn’t need any more stresses on it.

MR BANKS: Okay. Anything else?

DR ROBERTSON: Could | ask an information question. Public housing: there
was an article in the Canberra Times, which isin my opinion one of the worst
newspapers you'll find - but there are alot of people in public housing in Canberra
who, in fact, are well paid and well off. Isthat true in the states?

MR PISARSKI: No.
DR ROBERTSON: It'snot?

MR PISARSKI: It usedtobe. If you go back 20, 25 years, about 90 per cent of
public housing tenants were working, often in not terribly high-paid jobs, but they
were working and in the workforce and so therefore earning wages at a much higher
level than they would be getting welfare payments. That figureis now pretty much
about 95 per cent or 98 per cent even of people in the public housing system who are
not working. They are on some kind of fixed benefit.
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DR ROBERTSON: Some kind of welfare.

MR PISARSKI: Soif Canberrahas been able to retain that - it used to be an
element that cross-subsidised the provision of public housing so that it was part of
what allowed public housing to grow through the 60s and early 70s even. Since kind
of the mid-70s, that trend has started to turn around and most media outlets generally
attack that kind of government - what they see as government subsidy for peoplein
public housing. And yet, when it's home ownership - you know, much more
massively subsidised than public housing - they seem to be all for it. Soit's one of
those value problems that media often suffer from.

But the trend has been quite the reversein public housing in al states and
territories. Canberra has done well if they’ve retained some workers, because it will
help them pay for their system. One of the problems that public housing authorities
al over the country face is that they have maintenance backlogs, they have debts to
the Commonwealth that they just cannot reach. New South Walesisworse.
Queensland maintains that we're debt free, but still Queensland’s public housing
sector and social housing sector is declining; it's not growing.

They can't actually grow it and that’s largely because the income level that they
have doesn't sustain the asset. So it’s an inevitable kind of decline. It's one of the
reasons that they have been morein favour of funding community housing agencies,
which appears dlightly off government books for starters - can take advantage of
things like GST exemptions and other tax treatmentsitself. It attracts
Commonwealth rent assistance, which is the other area of mgor subsidy that’s going
on, but not with particularly good effect in terms of affordability, we would point
out.

They have tended to try and push it into the community sector because they
think that might be the cheaper option, and it’s basically the way that the UK went.
In the UK you have adirect federal or national government subsidy that supports the
housing cost of the peoplein that accommodation. Their equivalent of the
Commonwealth rent assistance is called the Housing Assistance and housing
assistance provides a hundred per cent of the housing cost for people on low
incomes, whereas Commonwealth rent assistance is less then 30 per cent of that cost.
So there’'s a huge gap to make up. Generally that’s borne by a combination of the
tenant and government, in some way, shape or form, or by running it very cheaply as
a community-housing model.

| think Australian governments, at the moment, really don’t know which way to
go with socia housing provision and they are kind of caught in the worst possible
limbo land, where they haven’'t made a commitment anyway and thereforeit's all
falling apart.
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DR ROBERTSON: Thank you.

MR BANKS: All right. Thank you very much again for coming today, and for the
submission, which we will draw on, as | said, with other submissions that comeinin
that area. So thank you.

MR PISARSKI: Thanksfor the opportunity.

MR BANKS: Wewill just break for one minute, please.
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MR BANKS: | would now like to welcome our next participant to the hearings,
Peter Rowan. Welcome. Thank you for the submission, it's avery interesting one
and made a nice read after some of the dry stuff we normally get. | hand over to you
to make whatever comments you want to make.

MR ROWAN: Thanks, Gary. | guessthat maybe | should just give you alittle
background on myself. | have been involved in property, on and off, for probably
about 40 years now - 30 years actually - from having boarding houses in Kings Cross
to housesin - where | mention there - Woodridge, New Zealand and so on. | have
been involved in selling investment programs to people in the 70s, aswell, in
Sydney. Generaly I'm not a person who isreally areal estate person, inaway. I'm
actually a qualified teacher and my primary area of interest is working at teaching
parents of young children how to educate their children at home; | go from one area
to another.

| have had alot of contact with people who are low income earners as aresult
of my life over that time, and | was creating lifestyle environmentsin Sydney when |
was therein the 70s - like a place in Kings Cross, with 20 unitsin it for artiststo live,
and that sort of thing. At the sametime as | was doing that | was selling investments
programs to get people into their first home; that would help them. They would buy
aproperty and they would pay that off over a period of time. Then they would
eventually get a house and so on.

| can't say that | know much at all about the higher end of the market. It has
always amazed me, the higher end of the market, and | have kept away from it
because | find it scary, basically. It's based alot on emotion and not very much on
practicality and reality of prices. The lower end, though, | am very familiar with and
| want to help people get into low-cost housing. | am actually alow-cost housing
provider and that happens by means of me buying properties, turning them into
something that | can see people wanting to live in and then renting that property out
to people.

| have tended to keep with the lifestyle idyll, to some extent. | have four
town houses, for example, at a place called South Golden Beach, which isthe area
where | asolive. Inthat areathere I've got tenants who - the shortest one has been
there for three and a half years and the longest for about seven years now; and there
are four town houses there. Two of the people are part-time workers on a pension
and one of them is employed as a butcher. They are al very happy there and they
pay rent of $125 aweek. We have this absurdity at the moment, where the building
isworth, on the current market, something like $850,000, which to me isjust not
reality; the market is absurd at thistime.

What I'd like to say now isthat in relation to these prices of properties now -
that's what my submission is about. I’'m saying that the key problem that we haveis
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the government subsidising high-income earners to buy property. That isthe big
problem, and they do it through negative gearing. Another point | want to make that
isvery important is that the people who do it are often irrational. Overall the
property market is generaly irrational. It'sirrational because people are driven by
emotion in what they are doing and not by intelligence, in many cases.

| said I'm alow-cost housing provider, but when low-cost property is available
people don't necessarily want it, and that’s what I'm saying is part of the problem
with this emotion-driven property market. | buy property where people don't want it
and it becomes property that people want.

Y our previous speaker | know was talking from his heart and heistrying to
help people, and so on, but the idea of picking out where to subsidise people and
bringing government subsidies into the market and trying to pick where people ought
to live - and what they are doing - has been a failure many times throughout the
world, trying to do that.

Woodridge is a good example of that now, where the housing department is
doing the right thing and has been, over the last few years, selling off alot of the
government-owned property there for people to own privately, who will then do
something with it. It'sthe samein Inalaand other areas. | would recommend that
you don't get involved in subsidising people into housing. In general, | would say
that. Having said that, | would say, yes, targeted at times, and there is good reason
for doing that for certain people: to level the market off and to stop these huge rises
that take place at times, like right now, and get rid of negative gearing.

| can't say much more than my submission says there, | think, about negative
gearing. Theredlity isthat in my example there - and I've seen this happen - people
could have had a house for $130,000 - a couple - but the house finished going for
$182,000 because of negative gearers. They are absolutely absurd in what they do.
They have no sense of reality. You would think it would be otherwise, you know?

They are accountants, sometimes, they are solicitors, they are middle-level
managers; they are awhole range of generally middle-class people. They catch
property fever when they see prices moving up, and they take these ideas about how
good it isto lose money. Again | can't seethesenseinit at al - that they are told
that it's a good thing to go out and invest in property and lose money - and they just
rush out and do it.

| have alittle joke that came to me once, when | was talking to an agent. | talk
to quite afew agents around the place and it’s not unusual for them to say to me,
when we get on the topic of why the prices are going up, "I had this person ringing
the other day saying, 'l need a property. | want a property, but it has got to be
negatively geared. It must be negatively geared.™ So | say to them, as ajoke - but
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thisisreality too, thisis definitely reality - "Well, why don't you tell them you've got
this property selling, say, for $100,000 - if you've got one for $100,000 - and just say
to them, 'Well, I've got one for $100,000. | will sell it to you for $150,000 and then it
will be negatively geared.™ That’sthe reality. They don't care what the priceis.
They carethat it's negatively geared. They care that they are going to lose money.

| feel like I’'m a shag on arock sometimes because | look at these realities
around me and | think, "God," - you know - "what’s wrong with the world? What's
wrong with the people?”

MR BANKS: | suppose the only problem with that particular oneisthat if they
were just a bit more savvy they would realise that it would take along while to get
the capital gain that makes the negative gearing strategy profitable overall.

MR ROWAN: That'sright.

MR BANKS: | suppose you need to look at the capital gains side of it, which we
have identified in our report - taxation capital gains - as being an interacting factor
with negative gearing.

MR ROWAN: Yes.

MR BANKS: Of courseall of the people you have been talking about are probably
on pretty high marginal tax rates.

MR ROWAN: Yes.
MR BANKS: Probably the top marginal tax rate.
MR ROWAN: Yes.

MR BANKS: Which provides, | suppose, an incentive to find away of reducing
their taxable income.

MR ROWAN: That'sright. That'sexactly right, yes. All they are after isaway to
lose money. Yes, what you say isright.

MR BANKS:. But to make acapital gain and to not have - - -

MR ROWAN: Yes, but I'mlooking at the reality and not what they think they are
going to do. Theredlity isthat right now, starting with two months ago - and | will
use Woodridge as an example because | have that in my paper here and we can talk
about thisone area. Two months ago | walked into an agency where they manage
some properties of mine and | looked at their rental list and | said, "Gee, what has
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happened? Suddenly, from four or five houses you have alist of 20 houses there and
they are all coming down now to 160 aweek and they were 180 aweek, just for four
or five, only a couple of weeks ago."

| said, "What's happened? What’s causing this?' "Oh, they are the people from
Melbourne and from Sydney, and afew other locals who have bought high and
suddenly they find they can't sell them now. They are trying to rent them, because
they are run-down buildings and they are not very good. They have paid 160 to 170
to 180 thousand for them. They are now trying to get some rental income on them
because they've got to try and get some money back on them."

That'sit, you know? Why did they buy them? There was no sense in buying
them at those prices. If they had asked me | would have told them there was no
sense in buying them at these prices. But no, they don't think that way. They are not
thinking in terms of what reality is; they are just thinking, "It goes up; it goes up; it
goes up. We can buy this, and we've got our other income. We are going to pay less
tax. That'sgoingto be abig thing. And we are going to just make money out of it."

As| gavein the example here, the person who buys it for $180,000 there in the
end - 182,000, | think it was - that person is going to be stuck in the market at that
level for at least afew yearsto try and get out without losing anything. That’s just
what happens. That's what the end result is, generally. There are some who make
some money along the way. They get their capital gains because they happen to
have got in earlier than some others, but alot of them come at atimethat is a bit too
late.

The thing that is really important here is not what happens to those
negative-gearing people. What we are talking about here, redlly, islow-cost housing
and what does it do to the people who are low-income earners or for any other reason
why people want or need low-cost housing, or they are first-home owners, or they
want to be first home owners? What’s pushing them out of the market? Well, it’s
this speculation which is largely government funded through negative gearing. |
guess that’s my main point.

MR BANKS: Allright. | don't know how much we have to follow up on. Did you
have any questions there?

DR SHANN: | guess my reaction isthat you need to look - as Gary has suggested -
not just at negative gearing but at capital gains tax treatment and high marginal rates.
In asenseit’s the interreaction of al of those things which provides the incentive. |
suppose the other point to note is that as property prices start falling you start making
very large losses.

MR ROWAN: Yes, for sure.
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DR SHANN: If you are negatively geared, which is what happens to house prices
in the other bit of the cycle.

MR ROWAN: Yes. That property that | just mentioned before, at South Golden
Beach where | live, | bought that in mid-1990, and that was from a speculator; |
bought it from a speculator and | paid $160,000 for it at thetime. 1'm saying that
because the speculator had to bail out. The speculator had the bank on his back and

he had to get rid of it and he was rushing to get rid of it. Helost money on that
purchase, and that’s what happens.

DR SHANN: Notwithstanding that distortion in the market, | suppose what you are
saying isthat the market rises, but it does fall again.

MR ROWAN: Yes.

MR BANKS: That's certainly what happened, | think, after 89- 90, even up herein
Queensland.

MR ROWAN: Yes. That'sright.

MR BANKS:. There was adrop-off at that time.

MR ROWAN: Yes.

MR BANKS: Aswe noted in our report, there are signs of softening in the markets.
It's only anecdotal so far, herein Queensland, but | think certainly in Sydney and
Melbourne, particularly in the inner areas, we are seeing that happening again. So
there will be a shake-out occurring. Anyway, | thank you for your contribution - - -
MR ROWAN: Can | just say something else?

MR BANKS: Yes.

MR ROWAN: Inrelation to your interaction there between negative gearing,
capital gainstax and tax levels- - -

MR BANKS: Income tax.
MR ROWAN: Incometax. Yes, thereisa certain amount of interaction there but |
would be very very careful about going for any of the other factors as being

important, like marginal tax rates - sorry, what do you call them?

MR BANKS: Capital gainstax?
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MR ROWAN: No, thetax levels.
MR BANKS: Thresholds.

MR ROWAN: Thresholds, yes. | would be very careful about looking at
thresholds and capital gainstax, asit is at the moment, compared to negative gearing.
| see negative gearing as being the big problem because it’s so absurd and
complicated - as you can see. | had alot of trouble trying to make it just make sense
there because there are other things that comeinto it. The capital gainstax issue- to
have high levels of capital gainstax isa- | haven't been thinking on this thread but
I’'m going to try and pull the information out as | cometo it.

The capital gains tax issue is one which is punishing to people to have to pay a
high level of capital gainstax. Likefor me, for example, | don't sell my properties
but if | ever had to | would need to do it for financial reasons. | think I’'m a pretty
good person to have in the marketplace, doing what I’'m doing, and | think for meto
have to go broke over capital gainstax or lose alot of money on capital gainstax isa
real problem that makes my business extremely difficult.

The other point with capital gainstax is- | can't remember what | was going to
say. | think | was going to say something along the lines of, it blocks people from -
yes. Capital gainstax forces people into being long-term holders of property. It
stops people from selling. It therefore prevents a free market from operating and it’s
very strong in doing that. It doesit very well, because it's a great disincentive to
think, "If | sell that property I’'m going to lose half the capital gains; even half now,
but if it was more" - asit was before - "I’'m going to lose so much money in capital
gainstax on that."

It's astrong disincentive to a flawed market. It also brings people into disasters
because they keep putting it off and putting it off and putting it off, until they finish
up where - well, they are not going to lose so much because they are going to be so
broke anyway that they won't have to pay any tax anyway intheend. I'd really
recommend strongly against doing anything about that. | don't like capital gains tax
at al. | don't make use of it but | think it's a disgusting tax, really.

MR BANKS: All right. We've heard contrasting views on two of the taxes, so |
thank you very much for that.

MR ROWAN: Right.

MR BANKS: Thank you. We will have a short break.
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MR BANKS: Our next participant today isin Tempore Advisory. Welcome to the
hearings and thank you for the submission. Please, could you just give your name
and your position with that organisation.

MR CHRISTENSEN: Yes. My nameisMark Christensen and I’'m the director of
in Tempore Advisory.

MR BANKS:. Again, thank you for coming today. Perhaps you could just tell us
what that organisation does before we ask questions.

MR CHRISTENSEN: Yes, it'sbasically aconsulting company which is a one-man
band, involving me. I've been doing freelance, | suppose you'd call it freelance
economic consulting over the last three or four yearsin Brisbane, after a stint with
Queensland Treasury and, before that, with you guys down in Canberra. Essentialy

| work mainly with GOC organisations in therail or eectricity sector on a range of
different bits and pieces.

MR BANKS:. Good, thanksfor that. Aswe discussed, perhaps you might like to
just raise some of the key pointsin your submission and we'll see where that takes
us.

MR CHRISTENSEN: Sure, yes. Asl was saying, the submission is | suppose not
specifically targeted at the housing market issue; it's more of a general pitch on some
economic framework issues, if you like, that have been churning over in my mind
over the last couple of years. For anumber of reasonsit came to me that | would like
to get involved with thisinquiry. | sent in the formsto get involved and so forth and
when your paper came out before Christmas | took it upon myself to sit down and jot
down some ideas.

As| seeit the economic policy framework that we haveisin need of some
form of - if you like, to use a consulting time - paradigm shift in terms of whereitis
taking us. Again, using an economic phase, | suppose in my view it’s getting to a
point of very marginal, or diminishing marginal gainsin terms of the ideas that it
presents and how to tackle the issues that seem to be coming up. | think the housing
inquiry isacase in point of something that has emerged as an emotional issue, |
suppose, within the community about concerns that people aren’t going to be able to
afford housing going forward and so forth.

| think there's a need to recognise some of the - not constraints within the
economic policy framework but some of the more difficult or contradictory aspects
of the theory, if you like. My view isthat they haven't been particularly well
presented or articulated to the community along the way. We're probably getting to a
point now where that is starting to become a bit of an issue in terms of alevel of
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disquiet within the community about a so-called free market push that has been going
on for awhile now. Inthe submission I'vetried to, | suppose, flush out those issues
and lead it back to the core principles that we've built our policy onin Australia, at
least, and many other countries - such as the notion of the invisible hand and so forth.

| suppose in anutshell, the pitch isto recognise the metaphysical aspects of
that theory to then take you into aview - or my view, at least - that it isnot arational
- the core or the theory that we claim to be arational theory isin fact anything but.
What we need to do is go in and recognise that as part of the process.

MR BANKS: When | read that | sort of smiled because | thought of all those who
accuse organisations like ours as being economic rationalists have actually got it
right, because what you're saying is thereis no rationality in the core belief.

MR CHRISTENSEN: There are rationa aspects of it which you can observe and
comment on, you can measure, you can look at your performance and so forth, asthe
commission does with a variety of things, to help draw a picture of what’s going on.
But | think the essence of it as a philosophy requires aleap of faith which isnot a
rational thing, if you like; it's not something you can know about.

MR BANKS: Could | just draw you out on thisin terms of, | suppose, the housing
inquiry which you addressed in your submission, but relatively obliquely. In your
view, how would our report be better, taking into account some of the considerations
that you have put in your submission?

MR CHRISTENSEN: Yes.
MR BANKS. What can we do to sort of improve it from your perspective?

MR CHRISTENSEN: | suppose go back to arecognition of why theinitial
guestion has been asked, | think. My belief isthat that question has been asked
because people feel asthough there’s something missing in a bigger sense in the
community or in their lives, and that’s leading on to a grab for the more material
aspects of life, be that aflashy new car or abig new house or whatever. | think that
isasymptom of not recognising the aspects of the framework to start with, or an
economic framework to start with. People have been presented with a picture that it's
very rational, or very tangible, or very real, wherein fact it'snot and | think that has
taken us down a path of somewhat misguided view on what the market is or isn't.

MR BANKS:. But would it betrivialising your point to say that in a sense what

you're talking about is why preferences are evolving the way they are and what’s
behind those? | mean, in a sense, are you taking a pot shot at materialism?
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MR CHRISTENSEN: | suppose not a pot shot, but just trying to get a handle on -
it'safairly confounding - well, in my view, and | think I've seen evidence of thisin
some of the commission’s material, which isasort of contradictory position whichis
- as our nation improves with material wealth, there is also agrowing level of anxiety
which is manifest in things like you getting the terms of reference, for example, and a
lot of opposition to microreform and other sorts of initiatives which you would think,
on the face of it, people would be happy with given that it has clearly delivered alot
of good things for our country. But it hasn', if you like, solved the issue in a bigger
sense.

MR BANKS: Youcouldlook at it in acouple of ways, and one is that perhaps
what’s happened with home ownership is just another manifestation of people
reacting to things that they perceive disadvantage them. So | think what’s happened
in the housing market is that people who have already got a house and are paying it
off are probably feeling neutral and positive about all that, but those who haven't got
one are feeling pretty bad. That translates into some political pressure and whatnot.

The same thing happens in microreform where, as you know from having
worked in the area, there are winners and losers, and it depends on who has got the
loudest voice in which particular electorate and so on. Over time some of these
things play out, so you could take rather acynical view of what you've just said and
say, "Well, it relates much more strongly to something that, as you know, Adam
Smith was rather well across, and that is the question of self-interest and how that
gets reflected in political activity."”

MR CHRISTENSEN: Yes.

MR BANKS: But | suspect that’s not where you're coming from. You're seeing it
as part of abroader concern.

MR CHRISTENSEN: | think it'sright to say that there is a growing disparity
which is an issue.

MR BANKS: Disparity inincome levelsor - - -

MR CHRISTENSEN: The ability to buy into a housing property, for example. If
the current market situation continues, then | would have thought for this coming
generation it's going to be harder to achieve that. | suppose it’'s not a cynical view. |
suppose it's more of, what isin someone’s self-interest? Isit aself-interested view to
have alevel of so-called equity across the community, or be able to buy into a
minimum level of housing or whatever? Again, our policy framework would suggest
that is something that isreal. We subsidise housing and other things along the way.
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| supposeit's about, if you like, the positive sides of the economic framework
of being able to generate self-interest and have people take us forward, if you like, in
terms of self-interest in being able to acquire whatever they can with their skills and
so forth in the market. | think that’s a positive thing. But there's also a concern that
that - | suppose I’'m not saying it’s a concern, but what's happening is that desire to
accumulate that or achieve that is becoming an end initself. | wouldn't have thought
that we're about just achieving that. | would have thought that it's about achieving a
level of wealth which is going to be at some level, in some ways shared across the
community, otherwise you end up with arange of social problems which then come
back and undermine the whole process anyway.

MR BANKS: Okay. | didn't have any other questions. Arethere others? No. All
right, thanks very much, we appreciate it.

MR CHRISTENSEN: Thank you.

MR BANKS: I'm going to break now for afternoon tea and then we have two
participants to follow after that. Thank you.
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MR BANKS: Our next participant is Vis Kopfsovitz. Welcome to the hearings.
Y ou provided us with asubmission. In fact, you provided us with a submissionin
the first round before we produced our discussion draft, for which | thank you. I'll
give you the opportunity now to make the main points you'd like to make.

MR KOPFSOVITZ: Thank you very much. I'd like to thank the commission for
the opportunity to speak. | appreciateit. | represent myself, as a concerned person.
What I'd like to do perhaps - I'd like to share a positive experience what | may have
from adifferent system and, aswell, I'd like to express appreciation for people who
actually presented the draft paper for opinions expressed and I’d like to comment on
the particular opinions.

In my second submission | actually singled out four points I'd like to
concentrate in reference to the draft discussion paper. Thefirst point what I'd like to
raise - it's about a need for abroader perspective. Whatever we do, whenever we
treat a subject like housing, | believe it's a part of avery important area, what we
usually refer to as (indistinct) as a second part of entertainment what we need. As
such, it's extremely important that we provide as best housing opportunity as
possible.

What I'd like to emphasise, that there’s a difference from the community
perspective - in my opinion, more important is availability of housing and, from
economy point of view, affordability of housing. | am glad that both issues have
been raised by the discussion paper. Actualy, it was stressed in the paper that we've
got asufficient level of availability of housing and a quite decent level of
affordability. Whatever motivation was behind raising the inquiry, | think so far it
has been proved that if we keep what we've got at the moment we should consider
ourselves as avery happy and alucky country.

| just read afew minutes ago about another country - aformer superpower -
and they are struggling to get actually about 1 and a half per cent home ownership,
and they’ve got about .3 per cent of public housing on top of that, so 1.8 per cent of
people - there actually is about 150 million population. They build about 40 million
square metres of housing every year. If we look, you know, from the wider
perspective, we can appreciate whatever we've got at the moment. Asl said, the
need for a global perspective - perhaps it should be appropriate by the commission to
be raised as well in the final draft.

The second small point what I'd like to refer was that at one point the draft
paper referred to the ownership as afactor behind strong family. 1'd like to dispute it,
because | think what we've got at the moment - we've got | don't know how million
of bedrooms are empty every night in Australia - and say what it means that the
young family is moving out very easily, very quickly, very willingly. What it means
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actually, it creates immediate pressure on both child and aged care facilities. Both
are important, both are rising costs and both must be met by the community - by all
of us. | think that if we could envisage somehow to change the structure of costs
towards rewarding perhaps people who stay in the multigenerational
accommaodation, because it would reduce costs from a community point of view.
That'sasmall point I'd like to raise.

Another small point I'd like to raise is the aspect of human capital, as | noticed
that every inquiry - including this one - produces an amount of human capital. The
number of people who actually committed the time and energy and intellectual
potential to contribute somehow, more or less - we perhaps should retain somehow
that capital, perhaps even increase on it. | made the small suggestion, if possible, for
the commission to produce a matrix of, on one side, the points being raised by the
submissions and a corresponding number of submissions that actualy refer to a
particular of interest - of concern. Why? Because | think, if wewould like to
increase on that capital, it would be very easy for anyone interested in a particular
area - because | don't think it's feasible for people to read over 200 submissions,
some perhaps 200 pages, plus attachments. It'simpossible to go al through, but if
we had that table of matrix we would be able perhaps to concentrate on those few
people who were like-minded and then perhaps we might be able to move forward
from that point of view.

The fourth point I'd actually like to raise is the fundamental point of atotally
different approach. My motivation to raise that point was many-folded. Basicaly,
as someone with a grasp of economics and experience in different systems, |
understand that we perhaps need to stress - to redefine the term "economy".
Economy, | understand, is the most skilful use of available resources, and the most
scarce resource of al isenergy. We've been fighting wars over energy, because
without energy we can't produce food, we can’t produce tools, we can't cool down,
we can't be mobile, so energy is fundamental.

As| noticed before - as a person, I'm kind of a generalist, with pretty deep -
inquisitive even perhaps - interest in anumber of areas. One, from historical
perspective, | understand that energy has become a fundamental issue asfar as
human development was concerned. First, it was wood what we used - what people
used before - then it was supplemented. Once we ran out of wood, it was
supplemented by dlavery. Slavery lasted till the invention of a steam machine. The
steam machine was substituted by electricity and then now we've got oil and coal.

We all know that resources what we've got - the coal and especially the ail - are
not going to last forever. Some sceptics say maybe 30 years, some maybe 50. Who
knows? Certainly, one day we will run out of resources and then what? There will
be big problems. That'swhy | like to draw attention - perhaps it would be possible to
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start some sort of - to pinpoint other people’s attention - to draw other people's
attention, through the commission, to theissue. Maybe it’s the time now for usto
raiseit and to try to develop it. Maybe we could be able to determine our common
goals and maybe we'll be able to marshal our resources, because in the longer term |
think I’'m right. Our resources are going to be depleted at some stage. Then what? A
return to slavery? Quite unthinkable.

At the moment, whatever we do - and each time | hear the word "economy”, |
think it's misused, because efficiency - our activity is being judged in terms of
money. | think it's a quite indirect measure. Y ou can't compare, you know, money
spent in Australiawith money spent in China or somewhere else, but what we could
compare is units of energy spent in Australiawith units of energy spent in China.
Then what we may discover, that it's actualy those - you know, so-called cheap stuff
from Chinais not so cheap, because maybe they had to use much more energy to
produce that stuff in $2 shops than they are selling in here. Maybe it'saway to save
our jobs aswell. You know, when you look from that perspective, if investors, if
they want to go into other countries now, they want to exploit cheap labour over
there. If we introduce a standard mark like a unit of energy to be used, it may be
quite adifferent picture.

What I'd like perhaps to suggest to everyone who bothersto listen, aswell as
the commission, if we perhaps could get interest of some, you know, academics -
some centres of intellectual concepts to follow theidea- if it would be feasible to
introduce, say, al the charges what we now label on the developments and, by
developments, | mean whether it’s extension, whether it's a brand-new house or it'sa
totally new urban development, to try to impose some sort of - at one stage | called it
sustainability label or, say, energy efficiency label like we've got on some home
appliances at the moment, and then label all charges accordingly.

What it would mean? It would mean that to build the accommodation in urban
centre with all facilities, like transport and the medium-density housing, would be
much cheaper than built in isolation. We can't prevent anyone from building a house
of hisdream in the middle of nowhere, but that house out there will be much more
expensive. All the energy required would include human, mechanical energy - both -
to produce materials for infrastructure and for buildings, to transport workers, to
transport materials, to sell the development (indistinct) transport, because at the
moment what we've got - we chase up the cheapest land possible in the middle of
nowhere.

We suddenly create, you know, 20,000-strong bedroom and, in the case of
Brisbane, we've got on our averages 1.2 cars per adult. What it means - that a
20,000-strong development in Brisbane puts on our roads about 20,000 cars. If it's
not served by mass organised transport, it means immediately big pressure on the
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road system. Of course, once there's big pressure on the roads, people demand better
roads and the government has to spend more on roads. All development becomes
very expensive. At the moment, it's beyond the province of developers. They create,
they pay all the charges and they go out from that, and we, as acommunity, have to
pay for that. If we apply a measure of energy needed to create and to maintain for a
long time and, by along time, | mean at least a couple of generations, then the
developers will be forced actually to look at the best locations from an energy point
of view and in my opinion - and | can say from my experience in the past thereisno
better - every real estate agent knows, you know, "Location, location, location," but
everyone means something differently.

From my experience, | can tell you that the best ever location is above atrain
station. If we could design an urban system - we built medium or high-density
accommodation above atrain station, where people could walk outside one’'s
apartment, go down straight onto the train platform, travel wherever they want, to
work, to entertainment, to business centres - whatever they want - and the same way
up to do their business, it would be the most efficient and effective way of urban
development, | reckon. | had once an opportunity to share that vision with the state
minister of state development and he applauded it as marvellous - amarvellous idea
of having community (indistinct) across Queensland, but in practice it takes along
time actually perhaps, you know, to communicate between one minister and another,
because that idea - it didn't take off at all.

MR BANKS:. To build an Eiffel Tower, which would make it more expensive as
well.

MR KOPFSOVITZ: But, asl said, the energy issue - it'sahuge area. It'sahuge
area. It'slike, say - money isonefetish. That would be adifferent one. The energy
needs - because I’'m concerned very much at the distribution of resources at the
moment - what we witness, and we contributeto it - isunjust. It'savery difficult
term actually to define, because people for athousand years have tried to come to
grips with the concept of what’s just and what’s unjust. But my opinion of "just”
means something that the vast majority of global population thinksis good for very
long time. A very long timeis counted as 300 years. So From the global point of
view, what’s just is just; that we actually use resources available in the proper way,
not like now - let’s say according to some experts - 20 per cent of population has got
access to 80 per cent of resources.

As| said, energy isacritical issue that we will be facing in the near future,
perhaps before some of us are still alive we may end up switching off our appliances
and use it as a stand for our flowers, or something. That’s avery sad perspective,
unless we do something now. To switch or to create new standard measure like
energy unit would require immense intellectual input. It would create - if we've got
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today - if we could not have Mr Gates (indistinct) of the future who would adopt the
idea and would create the industry, would create a new area of measurements - if we
have successin Queensland, beautifully - or in Australia, it will perhaps now position
us as a global leader and sooner or later someone - I'm sure - will tackle that issue.

I'd like to use (indistinct) to draw people’s attention to that issue now here and
if the commission saysit’'s appropriate to raise in the final draft perhaps somebody
would eventually take notice and maybe would like to follow it. Then | think that
would be perhaps something that 1’d be very happy about.

MR BANKS: Could | just perhaps stop you there and comment that | think your
idea of ensuring that vocational choices take into account the real cost of energy
involved in living along way from transport nodes and so on, | think is avery good
one, and | think we'd agree with that and it’s probably reflected in aspects of our
report. The questionis: how do you best achieve that?

| suppose market economies have, over time, been moving to try to price
energy appropriately and take into account externalities and so on, so that you can do
it in adecentralised way where people respond to the price system, so if they’re going
to live out in Woop Woop - aswed say - they pay alot more for the infrastructure
that they have to have there compared to living in the city. Those price signals, ina
way, perhaps guide some of those decisions. | put it to you that if you can rely on the
price system to do the work you want, it’'s alittle bit easier than having to recalibrate
the whole economy in terms of kilojoules, which | think would be tricky.

MR KOPFSOVITZ: | agreethat money is easier, because we are al confident
with using money and what I've raised is atotally new concept. Any new concept is
difficult to tackle so with cost of energy as adriver, I'm concerned that basicaly |
think that petrol is very cheap; it'stoo cheap. | heard on the radio the other day that
itis (indistinct) to produce about 30,000 tonnes - to grow 30,000 tonnes of
(indistinct) to turn it now into one litre of petrol. A huge amount, you know, of
green mass that is to be converted and we use it so carel essly sometimes perhaps -
even adollar alitre is comparable to drinking water would provide and no-one wants
to pay too much.

The way what | would envisage would be possible to achieve it, would be say
to combine both inquiries actualy - thisinquiry and the Auslink inquiry | think is
still current by the federal Department of Transport. If we could say arrange
transport corridors national or state, local corridors and within those corridors
provide accommodation, | think it would be the cheapest and most efficient way of
creating accommodation - within transport corridors. Whoever wants to build
outside a transport corridor should consider now - or should be required to pay
higher costs.
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So costs will be differentiated between efficient location - and we should
perhaps try to define what we mean by "efficient location" - without perhaps going
into energy units, but somehow what we actually understand by "efficient”. Then
charges are levied accordingly to the level of efficiency. If it's much difficult, takes
much more effort - not only money - to be somewhere else, perhaps charges should
be higher. | am not very well you know in terms of accounting and market economy
and mechanisms that governed, but | can only say that the situation you've got now is
beautiful.

The reason for my opinion as a private person, why the prices of real estate are
skyrocketing are simply we produce, as a nation, bags of money every week, bags of
wealth in terms of money and then we have to do something with this money.
Traditionally we used to locate that money in real estate, in the stock exchange or in
government bonds or financial institutions. At the moment only real estateis
favourable to bring some profit. All others, you know, traditional forms of
investment are actually bringing losses. So all those bags of money were suddenly
pushed into real estate and that’s the result you know, because it'simpossible to
deliver as much as the market demands, so prices went up.

But most prices are highly speculative and that’s another question, where |
think the draft isright - the words in the draft are expected pricesin the future and
then perhaps we should consider the situation | came across the other week, of the
cost of building afive-bedroom house - five-bedroom house in rural Queensland and
they say - | can quoteit, for instance, "For $177,000 I've just sold a new,
five-bedroom brick home with en suite, family room on five acres with good views, a
double garage and workshop area and carport, on good soil and handy to town."

On page 119 to build a house - dwellings they call it there, not house - dwelling
in Sydney to build, 155,000, plus all other costs - for 100 something thousand
dollars. | think overinflated. Those costsin Melbourne and Sydney are grossly
overinflated. We have to do something about it because otherwise there will be
perhaps people who would be very disappointed when prices may, you know, it's the
pricing (indistinct)

MR BANKS: Thank you. Perhaps come back to your earlier point about the
information available to the inquiry and how it could be accessed. That’s something
we certainly will think about. Asyou may know, all of the submissions are on our
web site and stay on the web site for a considerable period of time, so you can look
up - you know, even hearings or inquiries that we had years ago and find them, as
people do - it may well be having a search engine on the web site to allow you to
pick up key themes or topic words and it would be away of facilitating that, rather
than us having to do it sort of manually and produce an index which might be
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incomplete anyway. But thank you for that suggestion. That is something we will
look at.

Theidea of having a CD-ROM - we have done that actually in some of our
inquiries; the big inquiry we did on the gambling industries, we produced a
CD-ROM which included all the submissions. We look at it on a case-by-case basis
depending on how much demand thereis. These days most people have access to the
Internet so provided we keep it on our web site, that provides access. | should give
my colleagues an opportunity, if they have any questions for you - no. All right,
thank you very much for attending today and for the submission, and for the two
submissions actually, which have been very useful. Thank you again.

MR KOPFSOVITZ: Thanksvery much.

MR BANKS: [I'll now break for aminute or two for our next participant.
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MR BANKS: Our fina participant today in Brisbaneis Richard May. Welcome to
the hearings. You've provided a small submission, for which we thank you. We've
got it here. As|l said we'll perhaps give you the opportunity to make whatever points
you'd like to make covering the ideas in your submission.

MR MAY: Theonly thing that | have to add to that is personal experience of the
state of some of the market. I've got three daughters approaching the timein their
lives when they possibly would want to buy a house and that was my prime
motivation. Having been out into the market recently and not having had any real
contact with for a number of years | was shocked to see the adverse situation facing
particularly young first home buyers and other people in the community who would
like to buy a home and who don't already own a home.

Some of the experiences I've had were travelling out to the Lockyer Valley and
finding that it was impossible - almost impossible to get anything in the Brisbane
metropolitan area under $200,000 - house and land - when, in my previous
experience of looking a bit more closely at the housing, there were ample homes
between 100 and 150 thousand dollars within close proximity to the city of Brisbane.
Having gone out to the Lockyer Valley trying to find something under $200,000, |
found that the major Lockyer Valley town, which would be 30 to 40 kilometres from
Brisbane GPO, and about 10 kilometres from Toowoomba - 10 or 15 kilometres,

20 kilometres from Toowoomba, the real estate agent, principa at the real estate
agency told me that within the last 12 months he personally had bought four homes,
snapped them up around the 50 to 60 thousand dollar mark.

Herelated a story of investors coming up from down south who had spent
$8 million in the area, a blanket order to buy anything that they could get their hands
on for those prices that were existing six or 12 months ago. He was telling me and
the person | was with that this particular group of investors, having spent 8 million
had up to $15 million to invest in houses. Thetragedy of it isthat the first home
owners who can’'t get accommodation within reasonable proximity to the city, where
they work and in reasonable proximity to where their families have become
established, have to go out to this particular area looking for something affordable,
only to find that wealthy investors have comein like sharks and snapped up
everything there is and taken them out of their reach.

The other experience I've had is going to a place called Springfield Lakes,
which is approximately 30 kilometres from the GPO, a bit closer in by about
10 kilometres - 10 or 15 kilometres from where | went out to the Lockyer Valley. A
major developer, who is developing an estate there, having previously developed an
estate at Forest Lake, and having the experience of finding that any available land for
the cheapest price was 85,000 for 300 square metres - 300 square metres and
$85,000. Having been told by the salesman that six months earlier they were
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$40,000 and that, according to their estimates the price of that land - it's still awaiting
registration which is due in about six months - isincreasing in the order of $500 per
month. Thiswasjust afew weeks ago.

So to betold that it had increased by $40,000 in six months and that a house
and land package on one of those blocks, with a modest small cottage was - when |
first went out there 210 - speaking to the builder he kicked his prices up $10,000
within amatter of afew weeks. The point that struck me was that with any other
commodity such as, for instance, amotor car or any other product, with areputable
dealer if he has run out of stock, he might say to you, "Look, it will be afew months
before we can get that onein but the price you'll pay isthe same," but the reason for
that being of course the intense competition in the market.

It struck me as being very unfair and morally questionable, that a major
developer - probably with somewhat of a monopoly over available land - scarcely
available land, was happy to make what | assume was a reasonable profit six months
earlier by selling the land for 40,000, but by virtue of the fact that there was now
such a pent-up demand and by virtue of the fact that there was no other available
land, he was now cashing in on the misfortune of these young people and others by
doubling the price within six months. To me, in my opinion, that's the action of a
rogue who is not much better than a common thief.

According to the salesman half the sales are going to investors, who are getting
in there and pushing the genuine home owner right out of the picture. That'sall |
wish to say.

MR BANKS: It'sbeen very useful to get astory like that, a particular example of
what’s a reasonably widespread phenomenon, | think, this time; what we believeis
much more widespread than the boom of the late 80s, for example, which seemed to
be a bit more concentrated in the major city areas. In your experience as area estate
agent, obvioudly prices have risen and fallen over time and | suppose | will just get
any comments you might have about the extent to which the markets here in
Queensdland have fluctuated in the past and therefore may well come back to be more
affordable again.

MR MAY: Back inthe 70s, early 70s, when | commenced my interest asareal
estate salesman then as a principal, blocks of land were 2 and 3 thousand dollars and
houses were somewhere in the order of 15 or 16 thousand dollars. They've steadily
increased over that period of time. But there seems to have been a marked increase
inthelast 10 years, and even in the last 12 months. It seems as though, with the
stock market uncertainty - the previous speaker was correct in saying that it appears
that investorsin the stock market are bailing out. The appeal of negative gearing is
becoming very well understood and there seems to be huge amounts of money
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available that are now targeting the housing market.

MR BANKS: You make the point in your submission that - and you've alluded to it
again, | think, in away that land is being withheld by devel opers from the market.
Do you have any evidence to support that contention?

MR MAY: No, | don't havethe evidence. All | can say isthat the example| gave -
these people have access to statistics regarding popul ation growth, regarding
catchment areas of the population, regarding the available number of blocks at any
one time within the metropolitan area. They have very extensive statistics.

If they have miscalculated the demand, | would be very surprised, very
surprised. They're either totally incompetent or there is possibly some ulterior
reason, which I've alluded to in my submission. | don’'t see how they could not bein
aposition where there is so much demand and so little land becoming available to
satisfy that demand. In my opinion, it’s sufficient evidence that the government
needsto step in. With a country of so much land available, it’s not redlistic that a
300-square metre block of land should be priced at $80,000. | can't see why a better
manager of the land could not provide it to young people at affordable prices.

MR BANKS: Theonly other thing | was going to ask you: | think you see a
solution in terms of the government stepping in by funding state housing
commissions as competitors in acquisition, development and sale of housing
allotments at affordable prices that you mention here. There are such bodiesin a
number of states. | guess one of the issuesthey faceis how to target those who need
the affordable housing and how to stop them simply winning alottery, in a sense, by
getting a house at a subsidised price - subsidised by the taxpayer - and then reselling
it inamore buoyant. I’'m just wondering to what extent this kind of approach can, in
your view, make areal difference in amarket that's so much larger than the influence
that a government organisation of thiskind could rival.

MR MAY: If wetook the negative gearing tax break away, the shine would go off
buying a house to alarge extent, | believe, and houses would go back to the
traditional. Y ou could always buy a house and try to speculate on it before there was
negative gearing, and the same would apply. | don't think it’'sfair or reasonable that
well-off people can buy a house and claim their interest repayments as a touch
deduction against their net income, when the mortgage repayments by the first home
owner and out of the genuine home owner’s|ot.

MR BANKS:. There has aways been negative gearing, of course. At thetime

when you were areal estate agent, negative gearing provisions probably applied.
How do you explain then, if it's all about negative gearing - - -
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MR MAY: | wasn't surethat they were back that far.
MR BANKS: It depends when you were - - -

MR MAY: Backinthe70s. | thought negative gearing was something that was
brought in more recently than that.

DR ROBERTSON: It wastaken away - - -
DR SHANN: It wastaken away (indistinct)
DR ROBERTSON: - - - but then given back.
MR MAY: Itwastaken away - - -

DR ROBERTSON: Keating took it - 88?

MR BANKS: Yes, briefly in the late 80s, but | thought it would have been around
for quite along time before then because it had been seen, and then removing it was
seen as having quite a profound impact.

MR MAY: There are perceptions, and the perception is with people with spare
money that whether they get real benefit - as good a benefit from it as they imagine,
it's areason that they use for buying houses for an investment. Whether it has been
around for along time or not, the government has got to look at denting the attraction
to buying houses from anyone but genuine people who are in need of aroof over
their head.

MR BANKS: What happens to the rental market?

MR MAY: Weséll, they usethisasareason for allowing negative gearing. They said
it would encourage people to buy homes, but had they restricted negative gearing to
the construction of new dwellings, that might have had a more efficient way of trying
to promote more housing. But | think that the theory that negative gearing was going
to encourage wealthy people to build housing and satisfy the housing shortage, |
personally don't seethat. All we've seen isthe situation now where up to 50 per cent
of the homes being purchased are being purchased by people as investments.
Wouldn't the normal demand of the genuine first home buyer and genuine home
buyer for their own residence create the demand just the same, without the inflated
pricing that has to go with it?

Maybe they thought that negative gearing was away of stimulating
employment, but | don't see that the normal demand of a growing population
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wouldn't have done exactly the same thing, because the number of houses being built
would be proportionate with the demand and, as long as the land was kept at a
reasonably affordable price and building costs were not allowed to escalate through
lack of competition in building products manufacturers, | don't think that we'd have
the land rush and speculative rush that's just pushed housing right out of the reach of
the majority of medium and low-income earners. That’s my opinion.

MR BANKS: Thank you very much for attending today and for the submission.
That concludes our hearings here in Brisbane. We resume next week in Sydney on
Monday and then in Melbourne the week after. | adjourn the hearings until next
week. Thank you.

AT 4.30 PM THE INQUIRY WAS ADJOURNED UNTIL
MONDAY, 2 FEBRUARY 2004
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