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1.0 INTRODUCTION

1.1
Purpose of this Paper

Spatial Economics was commissioned by the City of Greater Geelong to review population and housing demand forecasts and prepare an updated settlement strategy for the City. The settlement strategy is intended to set out the way in which the City of Greater Geelong can provide, in a sustainable way, opportunities to meet anticipated housing demand over the next twenty years. 


The settlement strategy project will:

· review recent housing development trends in Geelong;


· assess current population and housing growth forecasts and prepare a number of growth scenarios to provide a basis for planning to ensure Geelong can meet potential future housing demands;
  

· estimate the housing capacity of the areas that have already been identified by the City of Greater Geelong (including the capacity to accommodate planned increases in dwelling numbers in established parts of Geelong) and, if necessary, point to options for providing additional housing capacity; 


· consider the particular roles of ‘urban Geelong’ and of the smaller settlements within the City in meeting future housing demand; and


· suggest appropriate ‘triggers’ for future land releases and address issues (such as ensuring a competitive land market and the management of infrastructure requirements) involved in the staging of planning and release of land for urban development.


In summary the settlement strategy is intended to provide a high level strategy for managing Geelong’s future residential growth.  It will have regard to the objectives of both the City and the State Government regarding Geelong’s future growth and will, as far as possible, assume the continuation of existing City and regional planning strategies. 


The settlement strategy will not seek to address the detailed planning or scheduling of infrastructure for particular urban growth areas, townships or existing parts of ‘urban Geelong. The City of Greater Geelong is separately addressing future infrastructure needs and priorities.

The draft settlement strategy is to be finalised during 2017 to inform the new City Council’s consideration of strategic planning needs and options.  Prior to this the City of Greater Geelong is expected to issue a discussion paper to outline key trends and issues related to the settlement strategy as a basis for public and stakeholder consultation. 

To inform preparation of both the discussion paper and the draft settlement strategy Spatial Economics is preparing a number of background technical papers.  These papers will provide detailed analysis of data and issues that are central to planning for future housing needs in Geelong.   They will cover:

· Paper no. 1
Population Growth Scenarios;


· Paper no. 2
Background to Population Scenarios;


· Paper no. 3
Population Trends and Drivers of Housing Demand;

· Paper no. 4
Residential Dwelling Stock;


· Paper no. 5
Residential Land Supply and Development;
and
· Paper no. 6 
Land Supply and Housing Affordability.


The background papers will allow particular issues to be addressed and detailed data to be presented in a way that would not be appropriate in either a public consultation document or the draft settlement strategy.  The background papers will be available online for those who wish to access base data or review the analytical base for the conclusions and recommendations made in the settlement strategy.


This background report addresses the City’s particular request for advice on the relationship between land supply and housing affordability.  It seeks to assess the degree to which the supply of developable land is a critical factor in housing affordability, and therefore to what extent the settlement strategy might need to err on the side of providing an ample land supply in order to promote housing affordability. It does this in the context of the requirement in the State Planning Policy Framework for all Victorian councils to maintain a 15 year land supply. 

2.0 THE ECONOMICS OF HOUSING AFFORDABILITY
2.1
Land Prices

Land is central to addressing housing affordability – the cost of residential land has increased in real terms much faster than building costs.

In any discussion about housing affordability trends it is important to recognise that it is the land component of house land packages that has been increasing most in real terms.  The Housing Supply Council’s March 2013 overview report on Housing Supply and Affordability Issues concluded that:

“real construction costs (are) not driving the escalating housing prices, suggesting that the costs of land and land development are the major supply-side drivers of increasing house prices” 

The trend to rising residential land costs is especially clear if allowance is made for the ongoing reductions in the size of typical residential lots in Australian cities.  For example the following graphs published by CoreLogic in March 2016 shows the long term trend for a fairly steady increase in the cost per square metre of residential land in both Australian capital city and regional markets.
Graph 1: Median land prices, capital cities vs regional markets
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Source: CoreLogic, March 2016

One consequence of this rise in the cost per square metre of residential land has been a progressive decline in the average size of residential lots as shown in the graph below (from the same CoreLogic publication) as developers struggle to keep lot prices affordable for their target markets. 
Graph 2: Median vacant land size, capital cities vs regional markets
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Source: CoreLogic, March 2016

While the average size of dwellings appears to have declined marginally over the last five years it has certainly not dropped to anything like the same degree as the size of residential lots.  This has resulted in most moderately priced, new residential subdivisions being characterised by dwellings that cover a high proportion of the lot.  As a result little room is left for private outdoor space. 

In turn this will mean that councils will need to place increased emphasis on the design of streetscapes and public open spaces if new residential neighbourhoods are to meet community expectations regarding the liveability and sustainability of suburban environments.  These trends are illustrated by the aerial photo (below) of a recent development in Armstrong Creek.

Figure 1: Recently constructed housing in Armstrong Creek
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In summary the housing industry has been relatively efficient in finding ways to contain the cost per square metre of housing construction while the cost of development sites (lots) has continued to steadily increase. 

As discussed further in the subsequent section of this paper there are a number of factors that contribute to this real increase in lot prices.  They include:

· first and foremost strong and sustained levels of demand driven by relatively (historically) high rates of population growth; but also

· steadily increasing subdivision design and construction standards - driven both by increased consumer expectations and regulatory requirements (e.g. a reduction in yield per gross hectare as a result of requirements to protect native vegetation; changed stormwater management requirements, the requirement for NBN provision in all new estates, etc.);  
· until recently, the long term trend for local infrastructure charges (both via development contributions and development agreements) to increase to cover a widening range of local facilities;

· more complex and time consuming planning processes that have resulted in an increase in both developers investigation/planning costs and holding charges; and

· tighter controls on the location of new urban development (via either the imposition of urban growth boundaries or more proscriptive strategic planning) has reduced the ability of developers to find relatively low cost broad hectare land.
While the supply of broad hectare land is not the only factor impacting rising residential lot prices (and hence housing affordability) it is certainly the most significant factor and needs to be specifically addressed in council strategic planning decisions.

In this context landowner and developer perceptions of the adequacy of broad hectare land stocks can be as important as the evidence base (e.g. land supply assessments) available to council’s regarding the adequacy of land supplies. 
Where there is a widely held perception that there is currently, or there will be, a shortage in land supply broad hectare land holders are in future likely to demand higher prices in order to sell their land to developers or else delay sales in the expectation of receiving higher prices later.  

Equally where there is a widely held perception that future land supplies will be limited there is a tendency for a variety of intermediaries and property speculators to enter the market with a view to profiting by holding and/or consolidating ‘broad-hectare’ land.  Such speculative activity adds little or no value to the development process but certainly has the effect of pushing up the price of developable land (this trend was very much in evidence in Sydney’s north-west growth area before the NSW government moved to make substantial additional broad-hectare areas available for development in both north-west and south-west Sydney. 
Finally in such situations developers are likely to bid up prices in order to secure their future land supply.  This is good evidence that is what happened when the Melbourne urban growth boundary (UGB) was first announced. 

Maintaining both the reality and perception of an assured ongoing land supply therefore needs to be an important component of strategies to address housing affordability.  

2.2 Property market ‘peculiarities’

Peculiarities of the residential property market that may ‘mask’ the impact of land supply on housing affordability.

Over recent years there has been much debate regarding policies to address housing affordability.  Among other things this has included discussion of the significance of land supply as a factor in explaining rising housing costs.  

Some commentators argue that land supply (including the supply of potential redevelopment sites in established parts of our cities) is not a principal factor in escalating house prices.  They tend to instead point to other factors such as increasing regulatory requirements, taxes and charges on residential land and housing production, market driven increases in housing standards, policy measures (such as capital gains tax concessions) that artificially increase demand, or even developers desire for higher profits.  Those arguing against the rezoning or release of additional land for housing development point to continuing increases in housing prices, even as land supply is increased, as demonstrating the lack of a link between land supply and housing affordability.

On the other hand the development industry and, over recent years, the Commonwealth Government emphasise the importance of land supply to housing affordability and regularly call for the release or rezoning of additional residential land.  The Commonwealth Government’s statements on housing affordability have emphasised action by state governments and councils to release more land for housing development and to streamline development approval processes as critical steps in addressing housing affordability. 

In practice there is no single explanation for the ongoing rise in housing prices that has been experienced in Australia’s larger cities over the last twenty years or more.  A mix of factors impacting on both demand and supply have contributed to increasing prices and there are many differing factors variously affecting broadhectare, infill and major redevelopment supply, as well as existing house prices.  Any strategy to address housing affordability will need to include both supply side and demand side measures. 

Many of the relevant policy decisions are matters for the Commonwealth or State Governments.  However it is clear that the adequacy of the supply of residential land (both broad-hectare land for subdivision and suitably zoned redevelopment areas in established parts of our cities) is a significant influence on housing affordability trends, or more particularly the supply of available and affordable housing.  It therefore needs to be a central concern for planning authorities such as the City of Greater Geelong.
The starting point of this paper is the presupposition that residential land and housing are commodities whose prices, over the longer term, are largely subject to the normal economic rules of supply and demand.  That is residential land and housing prices will rise when demand exceeds supply.  In the longer term, the cost of production of new residential land and housing will also tend to put a ‘floor’ under average prices of both new and established housing.  On the other hand in the Australian market, where finance for development projects tends to be closely linked to levels of pre-sales, when demand drops away, new supply also tends to drop rapidly and prices stagnate, rather than fall significantly. 
It is therefore a logical progression that given continuing demand, limiting supply – whether directly by restricting or delaying dwelling construction or by limiting the availability of sites on which additional housing can be constructed – will drive up prices and adversely impact affordability.

Equally any action, including public sector policies or financial incentives, that add to demand will increase prices, where supply remains constant. 

2.3 Specific Property market characteristics

While recognising that, as with other commodities, the level of supply and demand are key drivers of housing prices and affordability it is also important to acknowledge that residential land and housing markets have a number of special characteristics that set them apart from most other commodities.  These characteristics complicate analysis of the factors contributing to observed trends in housing costs and affordability.  In particular:

i. The development industry has limited capacity to increase land and housing stocks;

ii. Public policy response mask the price impacts of supply increases;

iii. Increased regulatory standards add to costs;

iv. The housing market is impacted by other policy decisions which inflate demand;

v. Housing is an investment class and so investment market activity and sentiment can impact prices; and

vi. Housing markets have significant variations spatially.

I Limited industry capacity to rapidly increase supply

In the short term the development industry has limited capacity to increase land and housing stocks in response to upturns in demand. 
Residential land and housing are long lasting products and the annual production of new lots and dwellings adds only a small amount to the total existing housing stock. In Australia the annual production of new housing typically averages less than 2%
 of the existing stock. 

As a consequence satisfying even a relatively small upturn in total housing demand could require a large and ongoing increase in land and housing production.  For example if a 2% upturn in housing demand were to be met by new housing construction, even over 2 years, this would require a 22% increase in the annual volume of new construction. An increase of this magnitude would strain the capacity of the building industry especially as the industry is dependent upon specialist trade skills and contractors that are difficult to add to quickly.
As pointed out in the Population Growth Trends & the Drivers of Future Housing Demand paper the housing market copes with short-term changes in demand primarily through the trading of existing housing stock rather than through the addition of new stock.  As a result any significant increase in demand can quickly result in a substantial price increases.  Moreover, given the industry’s limited capacity to quickly increase the supply of new dwellings, such price increases tend to endure.

It is worth noting that broad-hectare development in defined urban growth areas often plays a key role in the industry’s ability to respond to unexpected upturns in demand.  Once the necessary planning frameworks (e.g. framework and precinct structure plans) are in place the staging of broad hectare developments can be adjusted and additional stock turned off relatively quickly.  By contrast, increasing new dwelling supply in established urban areas can often involve relatively lengthy and contentious planning processes.  As a result growth areas can tend to play a ‘surge tank’ role in industry responses to demand changes.  

II Public policy response can mask the price impacts of supply increases

Public policy responses to rising prices often focus as much on ‘demand side’ incentives as on increasing supply. The extra demand generated by such measures can ‘mask’ the price impacts of supply increases.
In Australia, at both Commonwealth and State levels, political responses to rising housing costs and declining affordability have often had as a central feature measures designed to providing financial assistance or incentives to home buyers.  This has included measures such as stamp duty concessions, first home-owner grants, provision for negative gearing of investment properties and capital gains tax concessions.  Such measures add to housing demand, typically at times when demand is already strong, and as a result contribute to the inflation of housing prices. 

Such ‘demand side’ incentives can have the effect of reducing or ‘masking’ the impact of an increase in land supply or housing development in putting downward pressure on prices.  

III Increased regulatory standards add to costs

The regulation of residential land development has been characterised by an ongoing increase in design standards and approval requirements, and as a consequence costs.
Compared to most other products the supply of new residential land and housing is subject to relatively detailed and complex regulatory processes throughout the planning process.  While there is no doubt a sound public policy justification for most of these regulatory requirements they do have the collective effect of increasing development costs (and hence prices) and potentially also reducing the industry’s ability to respond quickly to increases in demand. 
Planning controls set limits on the total amount of land available for residential development and limit the type and density of housing able to be constructed on the available land.  Planning approval processes for residential subdivisions and housing developments can be lengthy and complicated.  
These approval processes mean that there can be a gap of months (for relatively simple and small-scale projects) or even years (in the case of planning new growth areas or large scale and controversial developments in established urban areas) between the decision of a developer to initiate a development project and the commencement of construction of the new lots and housing stock.
In addition subdivision codes, design guidelines and building regulations mandate minimum design and construction standards.  Over time there has been a steady increase in such regulated standards (for example increased requirements for retention of significant vegetation, undergrounding of services, open space provision, stormwater management, etc).  It needs to be noted that rising consumer preferences/expectations have also played a part in the steady increase in land development standards.
Such increasing regulatory requirements inevitably impact on costs.  In this context it is relevant to note that over recent decades the land component of land/house packages has consistently increased faster in real terms than the cost of housing construction.  This has occurred despite lot sizes tending to decrease, especially in recent years.
Equally importantly the complex regulatory frameworks around planning and approval of residential land and housing development impacts the ability of the housing industry to respond promptly to upturns in demand. 
In this context it important that the planning system does not significantly restrict competition or major potential sources of new housing.
IV A variety of other policies impact demand

The housing market is impacted by a variety of policy decisions some of which inflate demand and add to pressures on housing prices.
The most obvious impact is associated with Commonwealth Government decisions regarding migration levels. As noted in the Population Growth Trends & the Drivers of Future Housing Demand paper net overseas migration is a major contributor to Australian population growth and hence housing demand. Changes in migration rates are usually based upon broad considerations of economic policy and conditions.  Rarely is their potential impact on housing markets a prime consideration in such decisions.  The impact of changes in migration rates on housing demand is felt most heavily in capital city housing markets and especially in the greater metropolitan region of Sydney and Melbourne (which between them absorb more than half of net overseas migration).
In a tight housing market other government policy decisions can also have a significant impact on residential land and housing demand and prices.  Even policies intended to address rising prices and promote housing affordability can often have the opposite effect.  For example government subsidies (such as first home owner grants and stamp duty concessions) and tax concessions (e.g. reduced rates of capital gains tax and provision for negative gearing of housing) have the effect of increasing demand and adding to price pressures.  Such subsidies and tax concession (which decrease financing costs) increase the purchasing power of buyers and hence overall demand and add to upward pressure on prices.
In the short term such policy responses can delay or offset the effect of efforts to increase supply in moderating price increases.  This makes it more difficult to discern the impact of increasing land and housing supply on housing prices and affordability. Once put in place such policies can be difficult to change and as a result have an ongoing impact on the level of demand and prices. 
V Housing is an investment class and so investment market activity and sentiment can impact prices

In Australia housing is a major investment class and expectations of future policy, price and interest rate trends can have a significantly impact on housing demand, supply and prices.
As shown in the graph below in recent years, investor demand for home loans has matched or exceeded demand from owner-occupiers. As noted previously, government policy decisions on issues such as negative gearing and capital gains tax concessions can therefore significantly impact the level of overall housing demand and hence prices.  Equally, where returns on other asset classes are relatively low, there may be a switch of investment demand into housing adding to price pressures.
Graph 3: Housing Loan Approvals
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In strong markets purchasers (both investors and owner-occupiers) may be willing to compete for limited stock, and pay unexpectedly high prices, because they anticipate that prices will be even higher in future. 
Such factors have the potential to exacerbate price cycles and, especially in the short term, dilute the impact of increased lot and housing production in moderating price increases.
Long term holders of broad-hectare land in areas close to urban areas may have expectations of steadily increasing prices and see the increasing value of their land as a key part of their retirement wealth.  If there is a downturn in prices they may therefore be inclined defer selling rather than accept a reduced price.  In such circumstances prices can be ‘sticky’ despite a downturn in demand.

Overall the perception of future supply and price trends can be critical especially to shorter term prices.  For example when the urban growth boundary was introduced in Melbourne it touched off a significant increase in broad-hectare land prices as both sellers (often farmers who owned properties within the new UGB) and buyers (developers or speculative investors) assumed that the UGB would not change and that developable land would become more and more scare in future).
 
VI Housing markets have significant variations spatially

The housing market is in fact many, spatially differentiated, markets and price trends can vary between different markets even within one city or region. 
Home buyer decisions are typically impacted by locality issues (such as distance from major job and facility clusters, catchments of highly regarded schools, etc) and neighbourhood amenity/reputation as much as or more than by the characteristics of the lot or dwelling itself. 
In response to upturns in demand prices can increase substantially in desirable locations even if average prices change much less. Such localised differences in price trends and affordability will be exacerbated where planning restrictions limit the markets capacity to increase housing supply in the more desirable locations.

While such locality differences in price/affordability will tend to be greatest in larger cities (such as Sydney and Melbourne) they still exist in smaller but growing cities such as Geelong.  Premium locations close to the Geelong CBD or with water views have an inherently limited supply and will therefore always tend to command a significant price premium. 
From a public policy point of view the primary concern needs to be with maintaining supply in those sectors of the market that will keep downward pressure on the price of median and lower cost dwellings.
All of these special characteristics of housing markets add to the complexity of analysing the impact of land supply and other planning policy decisions on housing prices. 
However the relationship between supply and demand still plays a basic role in determining longer term housing price & affordability trends.
3.0 LAND SUPPLY AND HOUSING AFFORDABILITY - LESSONS FROM THE EXPERIENCE OF SYDNEY AND MELBOURNE
The comparative experiences of Sydney and Melbourne in terms of housing supply and affordability over the last two decades provides a valuable caution for any planning authority that might be considering limiting broad-hectare land supply as part of a policy to manage growth and/or promote urban consolidation.
3.1 
The impact of a policy of limiting broad-hectare land supply


Sydney metropolitan region strategic plans have, for at least three decades, had as a central element a policy of discouraging ‘urban sprawl’ and promoting ‘urban consolidation’.  To give emphasis to this policy the more recent plans established a target of producing 70% of all new housing from established suburbs.  In practice this meant future metropolitan housing needs would be met primarily from apartment development.

For much of this time (at least up to the election of the current NSW Government) the NSW government and planning department adopted a defacto policy of restricting ‘broad-hectare’ land supply as a key strategy for achieving the urban consolidation target.  This policy was supported both by infrastructure agencies and by the planners.  The former argued that government could not afford the cost of the new – especially transport - infrastructure required for unfettered broad-hectare development.  The latter argued that urban consolidation was essential and that substantial ongoing broad-hectare development was unsustainable. The urban consolidation policy has been successful.  Sydney has achieved its 70% urban consolidation target. However this has been at the cost of substantially lower overall housing production. 
For the first half of the 1990’s this defacto policy had limited impact as the Sydney region still had substantial stocks of broad-hectare land.  However by the late 1990’s broad-hectare land stocks were being depleted and both the price and availability of broad hectare land became an increasing and ongoing problem for the development industry. 


The impact of the defacto policy of restricting broad-hectare land supplies on land prices is illustrated in the following graph from the 2011 ‘Residential Cost Analysis’ report prepared by Urbis for the National Housing Supply Council.
Graph 4: Broad-hectare land prices 2009, 2010
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Source: National Housing Supply Council 

In effect the cost per lot of purchasing broad-hectare land for urban development in Sydney was approximately three times ($150,000 versus $50,000) the equivalent cost in Melbourne and other capital cities. State and local government taxes and charges were also significantly higher in Sydney than elsewhere.

As a result, in the fifteen years from 1996 to 2011 Sydney produced 32% less new housing than Melbourne.  The shortfall in production is even more pronounced when account is taken of the fact that for most of this period Sydney’s population was more than 10% greater than Melbourne’s.  

This extended period of constrained broad hectare land supply and resulting shortfall in housing production undoubtedly contributed to higher average house prices, and reduced housing affordability, in Sydney compared to Melbourne.
The adverse effect of limiting broad hectare land supply on Sydney housing affordability was compounded both by the fact that taxes and charges on residential land development were consistently higher in Sydney than in Melbourne and also by the significantly higher cost per square metre of constructing apartments when compared to detached housing.  Sydney home buyers have not just been paying higher prices for new housing but paying higher prices for smaller dwellings.  

The broad hectare land supply problem persisted until the current NSW Government reversed the defacto policy of limiting broad-hectare development and instead began to encourage development in Sydney’s north-west and south-west growth areas.
 Releasing land for broad-hectare development is now a key part of the NSW Government’s strategies to address declining housing affordability.
When the Melbourne 2030 strategy was prepared it also included an aspirational target of increasing the share of new housing coming from established areas of Melbourne to 70% by 2030.  However, unlike Sydney, the Melbourne strategy did not seek to achieve this goal by constraining the supply of broad hectare residential land.  Instead the strategy introduced a policy of requiring the maintenance of a minimum 15 year broad hectare land supply. While implementation of this policy has faltered at times it has undoubtedly contributed significantly to Melbourne’s record of producing more, and more affordable, housing than Sydney.
It is worth noting that the introduction of the urban Growth Boundary (UGB) at the time of release of Melbourne 2030 did result in a short-term increase in broad-hectare land prices in Melbourne’s growth areas.  This increase seems to have been driven in large measure by the expectations of both growth area land owners and developers that the UGB would inevitably lead to a future tightening of broad hectare land supplies.  Landowners therefore expected, and developers were willing to pay, a premium for broad hectare land parcels.  No doubt the entry of several interstate developers into the Melbourne development market at about the same time also contributed to the upturn in broad hectare land prices.

In this context it is important to note that managing landowner and development industry expectations needs to be a central part of any effective land supply policy.  If both landowners and developers can be convinced that an adequate broad hectare land supply will be maintained they will be disinclined to bid up prices or withhold land from the market in the expectation of future price increases. 

The willingness of successive Victorian Governments to amend the UGB as necessary to maintain at least a 15 year land supply has resulted in Melbourne maintaining a clear advantage over Sydney in terms of broad hectare land prices, new housing production and housing affordability.

3.2 The particular importance of broad-hectare land supply to industry responses to sudden upturns in housing demand

In addition to the above analysis highlighting the longer term importance of broad-hectare land supply in addressing housing affordability, there is a further, shorter term, contribution that broad-hectare land supply can make to housing supply and affordability.  This is the role of appropriately planned broad-hectare land stocks in enabling a relatively rapid industry response to unexpected upturns in housing demand (sometimes known as the ‘surge tank’ effect).


The surge tank effect reflects the fact that, when faced with a relatively rapid and unexpected increase in housing demand, the development industry is usually able to increase supply quicker in well planned broad-hectare growth areas than in established areas of cities and towns.  The result is often a, relatively short term, spike in ‘broad-hectare’ lot (and housing) production followed by a gradual return to a more normal broad-hectare share of total development.

The effect of this short term upturn in broad-hectare supply is to mitigate, but not completely eliminate, the price spike that would accompanies such an increase in demand.

This is illustrated by the experience of Melbourne in the first decade of this century (as illustrated by the following graph).  

Graph 5: Net Dwelling Change by Supply Type, 2004 to 2012 – metropolitan Melbourne
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Source: Spatial Economics, Housing Development Data.

In summary from 2005-06 to 2009-10, the expressed demand (net dwelling construction) across metropolitan Melbourne increased rapidly from 22,900 dwellings to 35,600 dwellings (a 55% increase).  Whereas dwelling construction within the established urban areas remained constant at around 12,500 dwellings per annum ‘broad-hectare’ dwelling construction increased by 97%, increasing from approximately 10,600 dwellings to 21,000 dwellings over the period. 

The ability of well-planned broad-hectare growth areas to play this ‘surge tank’ role is not surprising given that in Melbourne’s (and in future Geelong’s) growth areas an agreed strategic planning framework is in place.  Where an agreed Framework Plan and Precinct Structure Plans (PSP’s) are in place it is relatively simple and quick for developers to obtain approvals for new or expanded development projects provided that the development is consistent with the relevant PSP.  

In addition, in growth areas developers often have control over larger land parcels, have agreed servicing strategies with public utilities and are better able to accelerate design and development as needed to meet demand. 

By comparison, in established areas, developers usually face more complex and time consuming processes in consolidating sites, agreeing a strategic planning approach/development scale and form with Councils, negotiating service availability and seeking final development approvals.  The established area supply comes from two sources - the dispersed infill market - typically characterised by small scale developers with inherent limitations on their ability to finance and manage significant increases in development scale, and the market for larger, higher density projects.  While the latter is characterised by larger scale developers with substantially greater project management resources its ability to respond quickly to demand surges tends to be limited due to complex planning approval processes and the need to negotiate larger scale financing arrangements.

In summary an ample stock of pre-planned broad-hectare residential land can play a critical role in moderating the impact on prices of unexpected increases in housing demand.  Maintaining an adequate supply ‘cushion’ of pre-planned broad-hectare residential land should therefore be a central element in any strategy to address housing affordability.

4.0
HOUSING SUPPLY AND AFFORDABILITY – HOW IS GEELONG POSITIONED? 
If it is accepted that broad-hectare land supply is a critical part of an effective strategy to address housing affordability it is relevant to ask how is Geelong currently placed compared to Melbourne when it comes to both the supply and price of broad-hectare land. 

In terms of broad-hectare/major infill land, the City of Greater Geelong currently has approximately 21 years supply at recent rates of housing development.  Of this approximately 18 years supply is currently zoned and structure planned (i.e. potentially available for early development).At the maximum consumption rate forecast in the population growth scenarios developed to test the settlement strategy Geelong’s current broad-hectare/major infill land supply falls to approximately 16 years.  
By comparison Melbourne’s growth areas have a total broad hectare supply equivalent to 25 years consumption at current development rates.
In terms of broad-hectare land (lot) prices Geelong currently has approximately a twenty percent advantage over the nearest (Wyndham) metropolitan growth area.   While over recent years this price margin has been somewhat eroded the rate at which Geelong’s price advantage has diminished is still fairly slow. 
The lower Geelong lot prices provide a significant direct advantage to Geelong home buyers, especially given that 70-80 percent of Geelong’s new housing typically comes from ‘broad-hectares’ development.  It is also argued by at least some development industry representatives that this price advantage has resulted in Geelong attracting growing demand from the Melbourne metropolitan area with flow on benefits to the local economy.
In other words Geelong currently has a distinct lot price advantage that the settlement strategy should seek to maintain.

5.0
CONCLUSIONS AND POLICY DIRECTIONS

The conclusions from the above analysis (and from the Geelong housing supply analysis undertaken by Spatial Economics) and their implications for planning policy formulation are clear:


i. firstly broad hectare land supply and prices are a major factor (although clearly not the only significant factor) in determining the cost of new housing.  In turn, the cost of new housing will, over time, put a floor under minimum housing prices in the established market;

ii. over recent decades land prices have increased at a much faster rate than the cost of new housing construction. Land costs contribute disproportionately to overall increases in housing costs and observed declines in housing affordability;

iii. housing in Geelong is still relatively affordable when compared to Melbourne.  This is an important source of competitive advantage for Geelong as well as a significant benefit to the wellbeing of households in the City of Greater Geelong;

iv. the supply of housing from broad-hectares areas is a critical element of Geelong’s overall housing supply and its comparative advantage in terms of housing affordability;

v. ensuring provision of adequate stocks of development-ready broad-hectare land should therefore be a central element of Geelong’s settlement strategy;
vi. in this context an adequate land supply cannot be measured just in terms the State Planning Policy requirement for a minimum 15 year land supply.  Council also needs to be concerned to ensure that the broad hectare land market is, in practice, competitive.  Large vacant broad hectare holdings in a few hands will be unlikely to ensure downward pressure on land and housing prices; 

vii. it will be important for the City of Greater Geelong to clearly signal its intention to ensure that a sufficient and competitive land supply is maintained in the future.  This means committing to regular monitoring of both demand levels and land supply together with to prompt action to increase supply when necessary either to meet future demand and/or maintain effective competition in the land market.
   
viii. ensuring an adequate, competitive and diverse broad hectare land market does not preclude the City of Greater Geelong from pursuing a strategy of encouraging more infill development and ‘urban consolidation’.  It merely means that Council will need to focus on the positive steps that can be taken to increase housing supply in established areas of Geelong.  This includes appropriate zonings, clear design guidelines linked to an accelerated planning approval process for complying developments and investment in ‘place making’ in the locations where Council is especially keen to encourage infill and higher density development.  It could potentially also mean local tax incentives or offsets and/or joint action with community housing associations and/or government to encourage the provision of affordable housing in areas considered suitable for urban consolidation. 










Settlement Strategy: Land Supply and Housing Affordability Discussion Paper _Final V1.1
22


