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EXECUTIVE SUMMARY

The background to this study is the mismatch between housing supply and demand in
Australia. A failure of housing supply to keep pace with demand is associated with
growing problems of housing affordability. The establishment of the National Housing
Supply Council (NHSC) in 2008 has provided for policy focus on this problem.
However, there is a lack of research and knowledge regarding both the demand and
supply characteristics of housing in Australia. In particular, regarding housing supply,
there is limited knowledge of the housing industry, including both new build and those
parts of the industry which supply maintenance, retrofitting and renovation services to
the existing stock. This dearth of understanding is particularly pertinent given current
policy attention to both housing affordability and the need to improve the
environmental and efficiency performance of housing, with its own implications for
housing industry supply.

This research seeks to address the following question:

What are the key features and trends in the structure, conduct and performance of the
core parts of the housing industry and what are the main dimensions of the labour
force working in these parts in the context of considerable fluctuations in the level of
activity in the housing industry?

This Positioning Paper responds to this question in the following way.

1. It examines key housing supply trends by considering approvals, commencement
and completion times and the value of work done on new dwellings and home
improvements.

2. It presents an institutional account of the housing industry by examining industry
structure, conduct and performance.

3. It presents an initial analysis of housing sector labour force issues in the context of
the broader construction industry labour force.

4. It begins the process of examining the housing sector labour force in the spatial
context of large metropolitan capital cities.

Housing industry outputs in Australia

As a share of the national economy, the level of housing production in Australia and
the size of the Australian house building industry is similar to other industrialised
countries. It fluctuates, as does the industry in other countries, but over time the share
of resources it claims is similar to that of its counterparts. Whether it should form a
larger proportion of the economy in the context of a continuing undersupply of housing
is an important housing and broader macro-economic policy issue.

Three features to describe the housing industry are drawn from the ABS Building
Activity Survey (BAS) that collects data from builders and other individuals and
organisations engaged in residential building activity:

1. Approvals of houses and other residential dwellings.
2. Commencement and completions.
3. Value of work done.

There is considerable fluctuation in approvals especially in NSW, Victoria,
Queensland and WA. Moreover, the fluctuations across the states are only partly
synchronised, suggesting that approvals relate to both national and to more locally
based state supply and demand factors. Trends in the composition of dwelling




approvals also vary by location. Another variable is the time taken to complete a
dwelling. There is no regular series presenting this data. However, Australian Bureau
of Statistics (ABS) published a special article on average quarterly completion times
for new houses, in which it found that average construction times fell from a peak of
2.1 quarters in 1990 and remained at between 1.6 and 1.8 quarters to the end of the
1990s, before rising again to around 2.4 quarters by 2008.

Another way of understanding the housing market is by considering the value of
building work done in the ABS 8731.0 i Building Approvals collection. From 1984 to
the mid-2000s NSW had the highest value of approvals. However, from the mid-2000s
Victoria and Queensland caught up with and overtook NSW. Overlaying this is a
significant issue associated with the balance between new house building and
reinvestment activity. Measures of reinvestment in the existing housing stock vary and
tend to under-report the scale of the housing maintenance, retrofitting and renovation
industry, but generally indicate that the flow of housing industry resources into the
existing stock is significant. It is clear from this that any study of the housing sector
labour force (HSLF) cannot ignore the labour engaged in alterations and additions.

Institutional structure of the house building industry in

Australia
Building on work by Ball (2006) we translate his institutional framework into a stylised
account of the Australi an Atiswenirenage thé bouseuct ur e

builders, comprising building firms, unincorporated sub-contractors and employees.
They are closely connected to building materials manufacturers and suppliers and to
finance intermediaries. Another close connection is to the land development industry
that supplies new urban residential land. There is then a wider set of connections to
organisations associated with house and lot sales, etc., and associations representing
the interests of the various actor groups including the Housing Industry Association
(HIA), the Master Builders Association (MBA) and the Property Council of Australia
(PCA).

The construction industry, as a whole, is dominated by small businesses, as are the
businesses within the house building sector. Within house building, there is limited
overl ap between the new buil d -seotals. Iddeddt er at i on
generally, it appears that the industry is not homogenous, that is, there is no
archetypal Australian residential building company. The conduct, or strategic
development, of residential building businesses building new dwellings can be
considered by examining the way, in which businesses organise themselves around
particular residential building products in geographic areas and how they grow or
decline over time. For example, it is clear that firms make decisions about whether to
build houses and/or apartments; whether to remain a builder, become a builder and a
developer or just a developer; whether to adopt a franchise model, and whether to
adopt one entity or use multiple trading entities. One feature is that most residential
building firms are private companies. Only two companies in the top 20, Mirvac and
Multiplex, have become public companies listed on the stock exchange.

There is also diversity in both the geographic spread and range of activities of
residential building companies. Most residential building companies base their
operations in just one state. Although the 1990s and early 2000s saw some increase
in the number of companies that extended their operations into other states, there is a
reduction in the last five years in companies that operate across state borders. This
trend suggests a shift towards core business, reversing the previous sectoral
diversification trend observed by Dowling (2005).



In recent years, fewer of the top 100 housing companies also undertake land
development or build multi-unit dwellings, while an increasing proportion are building
detached dwellings. The limited overlap with alterations and additions work and with
commercial building work or property management has tended to fluctuate or show no
marked trend.

Housing industry performance indicates economies of scale at play. The Private
Sector Construction Industry survey indicates that as business size increases, the
average size of operating income and operating expenses per employee increases,
and industry value added per employee increases with business size. For micro firms
with an income of less than $0.1 million, the level of operating expenses per employee
is greater than income per employee, indicating, perhaps, a tendency in these small
businesses to minimise taxable income.

Housing sector labour force (HSLF) issues and needs

The HSLF experiences considerable fluctuations in employment, closely aligned to
changes in the level of activity within the housing sector and broader construction
sector. The two issues which have been the main focus of concern in terms of HSLF
and housing output costs are:

1. Overall labour shortages and competition with other sectors.
2. Skills shortages.

The former is mainly posited on the 6p
latter refers to the relatively low level of skills in housing construction and the need for
a training/skills supply response.

The education and training of existing and potential construction workers has become
a focus of attention in the context of debate about shortages and skill levels. The
evidence suggests there are three substantive issues in the industry: investment in
education and training; inefficiency in the training system associated with non-
completion of apprenticeships; and the suitability of the current model of education
and training. Of particular concern is that the construction industry has one of the
lowest rates of per employee expenditure on training.

The literature review and preliminary interviews undertaken in the current study
indicate that there are four other factors in considering the future demand for labour in
the HSLF. The first of these confirms the widely reported problem of rising demand for
labour associated with the expansion of the natural resources sector. The second
stems from competition for labour between the new build sector and the maintenance
and home improvement sector, particularly in the context of the need to improve this
stock in the context of climate change and resource scarcity. The third is the
significant gender imbalance in the HSLF, dominated as it is by male workers. The
fourth is the potential exacerbation of labour shortages due to spatial mismatches
between HSLF demand and supply.

The spatial mismatch concept relates to the non-labour market factors, which shape
the settlement patterns of workers, that is, the factors that operate against the
geographic alignment of labour supply and demand. The housing industry is labour
intensive, with its main product, that is new dwellings and renovated dwellings, being
site-specific. Therefore, workers must travel to undertake on-site work; and there are
preferences for and |limits to their mo
HSLF census data provides a conceptual framework for analysing supply and
demand. A preliminary analysis of Victoria and Queensland HSLF markets is
presented in this Positioning Paper. In summary, there are differences in the urban



morphology and settlement patterns of the two areas and we anticipate a greater
flexibility in the movement of labour in Victoria when compared to Queensland
because of a more compact settlement pattern.

Next steps

The application of the spatial mismatch approach will enable the socio-economic and
spatial constraints underpinning the spatial distribution of the HSLF to be identified.
The relationship between dwelling demand (measured using the surrogate of age-
specific population growth) and the supply of HSLF will be modelled. Other
constraining factors such as region type (urban versus rural; metropolitan city, town
etc.), labour market conditions (e.g. unemployment rate), accessibility to the coast and
the closest CBD, the degree of remoteness, and levels of socio-economic
disadvantage will also be used as model variables. A spatial economic model will then
be developed to estimate the effects of these variables on characteristics of the HSLF.
Interviews with HSLF participants will be used to provide cross-comparison and
validation of relationships between these variables as indicated in the model.



1 INTRODUCTION

1.1 Context

New housing supply has become an important public policy issue in Australia. The
first official recognition of the issue was the announcement in early 2008 by the
Treasurer and Minister for Housing that the government would establish the National
Housing Supply Council (NHSC), to be charged with monitoring housing demand,
supply and affordability in Australia and highlighting current and potential gaps
between housing supply and demand from households.

An indication that the government regarded the supply problem as serious was

evident in the Budget Overview (Au st r al i an Government 2008) st at
supply has not kept pace with demand&6 accomp &mwhighdndidatgs Fi gur e
past and forecasts increasing divergence between the underlying demand for new

housing and completion of new dwellings.

Figure 1: Housing underlying demand and completions
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Source: Australian Government (2008)

Subsequently, the National Housing Supply Council (2009, 2010) has estimated the
extent of the supply problem. In the most recent report the National Housing Supply
Council (2010) stated:

The gap between total underlying demand and total supply is estimated to
have increased by approximately 78 800 dwellings in the year to June 2009 to
a cumulative shortfall of 178 400 dwellings.

It also notes that other national bodies have concluded that there is a significant
housing supply problem (Braddick, Wayne et al. 2007; Richards 2009; Housing
Industry Association 2010).

More recently the supply problem has been further acknowledged by the Council of
Australian Governments (COAG) (2009) with the statement:

The housing market faces significant pressures, with population growth and a
healthy economy continuing to add to strong housing demand. Housing supply
has not responded as strongly as it could have to this demand.



In the light of this finding, COAG has commenced a program of federal and state
government research and policy work aimed at stimulating additional housing supply
(Council of Australian Governments 2009b). Not surprisingly, identification of housing
undersupply as a policy problem has been accompanied by discussion of the causes
of undersupply. The NHSC has summarised the demand and supply factors that
should be considered.

On the demand side, factors commonly identified are demographics, in particular the
number and type of households; the economic circumstances of households and their
capacity to express effective demand for housing; investor demand; consumer
preferences in relation to size, quality and location; price and availability of rental
accommodation and dwellings for purchase; taxes and transfers; and the cost and
availability of finance (National Housing Supply Council 2010).

On the supply side, factors commonly identified are construction costs associated with
labour inputs and materials; infrastructure costs; land availability shaped by
geography, zoning, and environmental and heritage constraints; land release and
development processes including fees and regulations; and taxes and transfers
(National Housing Supply Council 2010).

In addition to these factors it is important to recognise the extent of reinvestment in
housing through renovations or 6al terations
augments the existing housing stock by improving, and very often expanding the size

of, dwellings. However, housing renovation has not been systematically considered in

the recent housing supply discussion.

This lacuna in housing supply discussion is evident in both NHSC reports, as the

renovation of urban housing is not considered in either of the NHSC reports. This is a

problem because, as it will be shown in this paper, the level of labour and materials

being used in housing renovation is significant. Further, it is reasonable to suggest

that the demand for home renovation will be further stimulated with the advent of
residenti al 6mandatory di scl osur eo, t he resul
commits governments to begin phasing in residential building energy, greenhouse and

water performance disclosure at the time of sale or lease in 2011.

1.2 Research questions

This research focuses on the supply of housing and in particular on the contribution
that workers in the residential housing sector make to the supply of housing. It seeks
to answer the following principal research question:

What are the key features and trends in the structure, conduct and performance of the
core parts of the housing industry and what are the main dimensions of the labour
force working in these parts, in the context of considerable fluctuations in the level of
activity in the housing industry?

The research presented in this paper addresses this question by using two key frames
of reference:

1. An institutional frame of reference is used to analyse the structure, conduct and
performance of the Australian housing industry, including the new build and
renovation sectors, and the pattern and trends in employment within this
institutional arrangement.

2. A spatial frame of reference is used to analyse how the structure, conduct and
performance of the Australian housing industry is shaped by the pattern of urban
settlement and the structure of metropolitan cities.



These two frames of reference have guided the development of three secondary
research questions used to structure the presentation in this report. The secondary
research questions are:

1. What housing construction labour and resources are devoted to new build and
what will they add to the supply of new housing, compared to the labour and
resources devoted to renovation or extension of old stock? What options are there
for shaping labour supply in relation to new build and renovation?

2. Does the residential location of the housing sector workforce impose particular
constraints on the supply of labour for new housing production and renovation?
How does this compare with housing demand? If so, where are the locations
where underd or oversupply exist, and what might be done about it?

3. What is the nature of the relationship between the new build housing sector labour
force and the home improvement sector labour force and, in particular, what
observations can be made about the nature and the extent of movement of labour
between these two areas of the housing industry?

1.3 Research approach
This research is being conducted in the following three stages.

This first stage describes the key features and trends in the structure, conduct and

performance of the housing industry and labour force. It presents an account of
industry organisation and operation; a o6pol i
industry. This is the institutional context that shapes HSLF demand and supply,

supports the description of trends and issues and is useful for informing policy

development that seeks to influence HSLF arrangements. The methods used to

undertake this initial research include reviewing existing academic and industry

research, statistical data and preliminary interviews with industry participants.

The results of this first stage are presented in Chapters 2 to 6 of this report. Chapter 2
is concerned primarily with trends in housing industry outputs. Chapter 3 presents an
institutional analysis of the housing industry, focussing on the size, type, value,
diversity and trends in housing industry firms. Chapter 4 presents key dynamics,
trends and issues in the HSLF. Chapter 5 develops the concept of spatial mismatch
between supply and demand in the HSLF. Chapter 6 presents a summary of key
findings to-date and outlines the remaining work planned for the project.

The second stage will present an estimate of the HSLF at local and regional levels

using the eamncapt mbofsmascho. It wi Il seek to i
either a labour shortage or the possibility of unemployment. It is being undertaken

against the background of the observation by Shah and Burke (2005) that:

The performance of a labour market varies across regions. One aspect of this
geographical disparity could be that while some regions have shortages of
particular skills others have surpluses.

In this context, it is important to understand the spatial distribution of the HSLF,
especially in large metropolitan regions, and how this distribution relates to work on
production of new dwellings and the renovation of existing dwellings.

The third stage will present an analysis of HSLF issues based on interviews with
industry participants. The methodological framework presented in Figure 2 will form
the basis for the selection of case studies by focussing on the relationship between
dwelling demand and labour supply.



Interviews will initially be with representatives of organisations representing builders,
developers and trade groups. Policy analysts in government and the training sector
will also be interviewed and user group advice for these interviews will also be sought.
These interviews will be followed up by two focus groups (held in Brisbane and
Melbourne) with eight to 10 industry experts. Guided by the outcome of these
interviews and focus groups, a further set of face-to-face interviews with developers
and builders will be conducted in two case study cities (Brisbane and Melbourne).
This will support further sense making of data in Stage 2 and in particular an analysis
of the relationship between the formal HSLF in relation to new housing supply,
alterations and additions and home improvement across two large metropolitan cities.



2  HOUSING INDUSTRY OUTPUTS IN AUSTRALIA

This chapter presents an overview of the recent trends in housing production in
Australia. It begins by briefly comparing the housing industry in Australia with the
industry in other industrialised countries by considering its share of the economy as a
whole and the size of its fluctuations.

The focus then shifts to three features typically used to describe the housing industry.
These are drawn from ABS Building Activity Survey (BAS) data from builders and
other individuals and organisations engaged in residential building activity valued at
$10 000 or more:

Approvals of houses and other residential dwellings.
Commencement and completions.
Value of work done.

Finally, this chapter examines work on existing housing, the other major area of
housing industry outputs. Broadly, this work on existing housing can be described as
housing or home improvement. However, trend data on the full extent of home
improvement is limited to a sub-set of improvements referred to as alterations and
additions.

2.1 The Australian housing industry compared

The level of housing production in Australia is broadly in line with the level in other
industrialised countries. Table 1, based on Ball (2006), presents data for a selection of
industrialised countries ranked by the long-term significance of house building as a
share of Gross domestic product (GDP) for the period 19567 2000. The country with
the highest level of house building is Germany, followed by France and Japan.
Australian data has been added to this table and is similar to the next two countries,
the Netherlands and Canada in this rank ordering. The variation exhibited for all
countries around the long-term share of national income, evident in the maximum and
minimum shares, is caused by fluctuations in different factors.

Ball suggests that the source of variation in the ranking is found in the particular
circumstances of countries and policy responses. He suggests, for instance, that the
German figure is explained by the high level of housing investment during the 1990s
following reunification; the UK figure is low because of restricted land supply and a
propensity to repair and upgrade dwellings; and the US provides little subsidised low
income housing. Overall he argues that:

A crude estimate of the typical long-term share of housing investment in the
annual national income of an advanced economy with moderately expanding
household numbers would seem to be around 4 to 5 per cent, with the extra
percentage point depending on the social attitude to subsidising the housing
conditions of lower-income groups. (Ball 2006)

In summary, the size of the Australian house building industry, as a share of the
national economy, is similar to that of other industrialised countries. It fluctuates, as
does the industry in other countries, but over time the share of resources it claims is
similar to that of its counterparts. Whether it should form a larger proportion of the
economy in the context of a continuing undersupply of housing is an important
housing and broader macro-economic policy issue.



Table 1: Housing investment as a share of national income 19567 2000

Mean Max Min
Std Dev Std Mean

(per cent) (per cent) (per cent)
Germany 6.4 8.1 4.8 0.9 0.15
France 5.7 7.8 4.1 1.2 0.20
Japan 5.6 8.8 3.6 13 0.23
Netherlands 5.3 6.4 3.9 0.6 0.12
Canada 5.3 7.4 3.8 1.0 0.19
Australia® 5.0 7.0 3.9 0.6 0.12
USA 4.4 5.7 3.2 0.6 0.14
UK 35 4.7 2.6 0.5 0.14

Source: Ball (2006, p.149) and Australian Bureau of Statistics (2010a)

2.2 Housing output data

The ABS provides two main data series on the outputs of the housing industry:
building approvals and building value.

The monthly Building Approvals (BAPS) collects data relating to residential and non-
residential building work above value limits that have been approved within the
reference month. Data from this collection provide timely estimates of future building
activity and act as an important leading economic indicator and sampling framework
for the quarterly BAS (Australian Bureau of Statistics 2010b). Approvals data is
published monthly in the ABS series BAPS, Australiad 8731.0.

The BAS collects data relating to all stages (commenced, under construction,
completed) of residential and non-residential building activity undertaken in the
reference quarter. One BAS component is a sample survey involving residential
building jobs valued at $50 000 or more and non-residential building jobs valued at
$250 000 or more. Another is a complete enumeration of all building jobs involving
residential building jobs valued greater than $10 000 and less than $50 000 and non-
residential building jobs valued greater than $50 000 and less than $250 000; new
houses over $1 million; alterations and additions to residential over $500 000; and all
jobs over $2 million. BAS data are published in three main ABS series: Dwelling Unit
Commencementsd 8750.0, Construction Work Doned 8755.0 and Building Activityd
8752.0.

Figure 2 presents four housing output series. Information on the value of work done,
completion value commenced and the value of approvals drawn from BAS is
presented against the left-hand axis. The number of dwellings approved, drawn from
the BAPS data, is presented against the right-hand axis. Two broad observations can
be made from this presentation of data. First, there is considerable fluctuation in the
number of dwellings produced and value. Second, the three series presenting data on
value broadly move together, but with some differences. These differences are
considered further below in Section 2.4.

! The Australian data has been added to Table 9.1 in Ball (2006, p.149). The time period in the Ball

table is 19567 2000. However, the time period for Australia is 19637 2000 as the National Accounts
data in this series is only available from 1963.
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Figure 2: Housing industry outputs: quarterly values and number of dwellings (19571
2010)
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2.3 Approvalsd houses and other residential dwellings
The presentation below focuses on dwelling approvals for:

Australia as a whole, states and capital cities.

Type of dwellings being approvedd houses, townhouses and apartments.

Figure 3 presents building approvals for dwellings in each of the states for the period
19841 2009. Several features in the pattern of approvals are evident. First, there is
considerable fluctuation in approvals, especially in NSW, Victoria, Queensland and
WA. Second, the fluctuations across the states are only partly synchronised,
suggesting that approvals relate to both national and to more locally based state
supply and demand factors. Third, NSW, which traditionally dominated dwelling
approvals, declined as the lead state from the mid-2000s. Victoria overtook both NSW
and Queensland in this period. This trend, for the most recent four years, is shown in
more detail in Figure 3.
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Figure 3: Building approvals, all dwellings, 19847 2009, states
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Figure 4: Building approvals, dwellings, 200671 09, states
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The approvals presented in Figure 5 show that detached houses is the dominant type,
with between 100 000 and 120 000 per annum, from 1992 to the present. The trend
lines suggest there has been some change in the composition of new dwellings being
constructed. The long-term trend has been a decline in the proportion of houses and
an increase in the proportion of apartments or flats. This has been accompanied by a
slight decline in the proportion of townhouses. Figure 6 presents the composition for
the four years period 20067 09. It shows that approval of houses has been between
100 000 and 108 000 per annum, with apartments between 22 000 and 28 000, and
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townhouses between 17 000 and 22 000. It also shows continuing movement in the
mix of houses, townhouses and apartments.

Figure 7 takes extends the analysis of apartment approvals and indicates an increase
in one and two-storey apartments and reductions in three and four-storey apartment
approvals. However, it should be noted that the data for the period 1981i 2009 in
Figure 5 indicates a longer-term trend towards apartments of four or more storeys.

Figure 5: Building approvals, type of dwelling, Australia 19921 2009

140,000

120,000 -

100,000

80,000

Approvals Per Year

60,000

40,000

20,000

—&—Houses

~{~Townhouses

i Apartment Total

Houses trendline

—Townhouses trendline

— Apartment trendline

Source: ABS Cat 8731.0 Building Approvals

Figure 6: Building approvals, dwelling type, Australia 20067 09
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Figure 7: Building approvals, apartment type, Australia 20067 09
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Trends in the composition of dwelling approvals vary by location. This is evident in
Figures 8 and 9, presenting capital city house approvals for the period 198571 2009 and
200671 09. Figure 8 shows Melbourne with the highest number of approvals for
separate houses, with the gap widening from the other capital cities from the mid-

1990s. Ov er

t he

same

period

Sydneyds

s lnpghar at e

years 20061 09, Figure 9 shows that Melbourne had between 19 000 and 24 000
approvals for houses per annum, Perth between 11 000 and 15 000, Brisbane
between 8500 and 12 000 and Sydney around 6000 per annum.

Figure 8: Building approvals, capital city houses, 19851 2009

Source: ABS Cat 8731.0 Building Approvals
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