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Let me tell you a tale of two cities.  Both are major cities in the developed world which have much in common.  Both are relatively young cities – each founded roughly 200 years ago.  They each have ethnically diverse populations of more than 4 million people. Both cities are economically strong and people from all over the world are attracted to them.  They have strong institutions, a rich cultural life, world class educational institutions and low unemployment.  The average household income in each of the cities is similar.  Each is home to a range of major corporations. Both cities experience traffic congestion although one city relies almost entirely on road transport whilst the other has a major train system of notorious unreliability. 

Yet there is one huge difference between these cities which impacts on every aspect of economic and social life. It is, wait for it – housing affordability.

The cities of which I speak are Australia’s largest city – Sydney, where the median house price is just over $500,000 and Houston, Texas, where the median house price is a mere $140,000.

In housing affordability terms and using the Demographia index developed by Wendell Cox,  ie median house price divided by median household income, Sydney housing comes in at around 9 while Houston comes in at a mere 2.7.

In simple terms this means that it costs around 9 times annual median household income in Sydney to buy a house, whereas in Houston it costs only 2.7 times average annual earnings.   

In affordability terms this is an extraordinary difference.

Housing in Sydney – and in capital cities in all mainland Australian states - is among the least affordable in the English-speaking world, while housing in Houston is among the most affordable.

As Professor Julius Sumner Miller used to say, “Why is it so?”

In search of answers to this important question I recently visited Houston where I met with a wide range of people - developers, property rights organizations, builders, planning officials, lawyers, academics and even a former Mayor.

In my search I found that there were four key differences between the cities that made housing affordable in one but unaffordable in the other.

The first, which will be of particular interest to you today, is – Houston has no zoning.
Now, you are probably thinking how can a city exist without zoning?  Well, they do use  health and safety regulations to prevent the establishment of motels which they suspect are going to be used for purposes of prostitution, and that sort of thing, but the city of Houston exists perfectly well without the impediment of zealous regulation and prescriptive zoning.  The market sorts out where different businesses, and types of housing, become established quite well. It’s one of those ‘urban myths’ – that cities would descend into chaos if it were not for urban planners shaping our cities and protecting the environment and community. This belief is deeply ingrained. And wrong.

Back to Houston, businesses organise themselves along the service roads which run parallel to the major freeways. Zoning cannot be used to block out new entrants into the retail market, something not unknown in Australia. Freedom of entry into retailing encourages competition which greatly benefits consumers. Housing tends to be off the freeways just as it is in zoned cities – not because there is regulation but because people like it that way. Major retailers and office based businesses locate together in self-defined business districts.

But more creative things also happen. 

Houston is home to an internationally famous medical precinct comprising a dozen or so hospitals specialising in a number of areas, and people flock from around the world to be treated in this specialist area.

But do the people of Houston like it this way?  The answer is abundantly clear.  Yes they do.

During the last century six referenda have been put to the Houston people seeking approval to introduce zoning. On each occasion the proposal has been defeated and strangely by a similar margin 55 – 45 percent on each occasion.

However, whilst the no-zoning regime in Houston contributes to the vitality and competitiveness of life in that city, other cities in the US, Dallas and Atlanta in particular, do have zoning regulations and also have very similar housing affordability indices to Houston. 

The secret of Houston’s housing affordability is that most development now takes place in cities and counties on the outskirts of Houston. The names of these cities and counties are known only to the locals, but the key point is that these cities and counties are sovereign in their policies regarding development, and they have to compete with each other to attract the next big development project. Further, because of the way in which the costs of roads, sewerage and water supply can be financed, developers do not need huge capital resources to enter the industry. So competition between developers is also very keen. 

It is this competition between cities and counties situated on the outskirts of the greater Houston area, and competition between developers, which provides very affordable housing for people coming to Houston (typically 150,000 new arrivals each year), and for those who are moving up the housing ladder to a bigger and better home. 

In the greater Houston area there is essentially no differential between land for farming and land which a developer sees as providing a good opportunity for investment. It is one and the same thing. In some cities in the world, this differential is huge – ten-fold or even 100 fold as in parts of south east England. Yet this differential has nothing to do with the intrinsic value of the land – it is created entirely by regulation. The potential for corruption is obvious.

We have the ludicrous situation in Australian cities where urban growth boundaries cause land on one side of a boundary – residentially zoned land to sell at $100 a square metre while land outside the boundary zoned agricultural thereby prohibiting residential development, sells for $10 a square metre.

These absurd zoning practices drive land prices through the roof and worst of all, lock low and middle income earners out of the home ownership market.

If you think - for even a moment - about the enormous social and economic consequences of denying the opportunity of homeownership to vast numbers of low and middle income earners you will quickly see how effective urban growth boundaries are in promoting social, economic and geographic exclusion.  It places the aesthetic preferences of those who already own homes, or those who have a view about how a city must be organised, and the power to turn their theories into law, above the social and economic needs of those who have no home.

In places like Houston, where there is no urban growth boundary and only light regulation concerning the provision of water and sewerage facilities, there is abundant land supply for housing.  Unlike Sydney or Melbourne or any other Australian capital city for that matter, housing allotments in Houston are available to the market in attractive housing estates for under $30,000.

Clearly, it is the cost of land that underpins housing affordability, not house construction costs which are comparable between Houston and Sydney.

The second clue to housing affordability in Houston lies in the way housing infrastructure is developed.

Often the opponents of urban growth hang their hat on the claim that the infrastructure that accompanies urban expansion means that we must stop growing our cities at all costs.  However, this claim does not stand up to scrutiny.  The cost of providing new infrastructure in growth areas is actually cheaper than upgrading ageing infrastructure in inner city areas which were never designed to cater for high population, high density living.  

In Houston they have developed a most unique way of funding suburban infrastructure.  It involves the development of large estates, comprising many thousands of allotments, as ‘municipal utility districts’ and the issuing of utility bonds to fund sewerage, water supply, local roads but not electricity, gas and communications services which the supply companies fund.  The bonds are issued with the same tax benefits as Government issued bonds and the returns are drawn from the payment of utility fees by householders through their utility accounts.  Power and communication utilities are quite happy to fund the macro structure for their services on the basis of the returns they will make from the supply of services.  Once the estate is fully operational it is annexed by the local city which sees it as a desirable acquisition to its rate base.  It is very much a user pays system that allows the user (the homeowner) to pay the infrastructure cost over time rather than up front.

The third, and might I say, very significant reason why housing is affordable in Houston lies in the word attitude.

The people of Houston have a development mindset.  They want their city to develop and grow.  They also want affordable housing for their citizens.  They appreciate the value of affordable housing in developing a strong, inclusive and economically equitable society.  They know the secret to housing affordability lies in a plentiful supply of land.

When I explained to them that Australia, a country about the same size as the US but with a population of just 20 million people, has a housing affordability problem driven by a land shortage, they shook their heads in disbelief.  When I further explained that the land shortage was due to the way Governments had restricted the use of land they simply fell about laughing.  I felt like joining them.  If it wasn’t so serious it would be laughable.

The key thing to be understood is that the high price of housing in Australia today is not driven by the cost of building a house – it is driven by ideology about how and where people should live.  Urban growth boundaries, and the land shortages and price hikes they create, is the product of a view about how cities should be formed and developed.

Our own HIA research has shown that in the 30 years from 1972 to 2002 the cost of building a 135 sq/m home in Adelaide rose by a mere 15 percent in real terms whereas the cost of a 700 sq/m block of land rose more than 1000%.  The results for Sydney were even more extreme.

You don’t need to be a genius to work out what is causing our housing affordability crisis.   US cyclist Lance Armstrong wrote a book, “It’s not about the bike.”   Well I’m here to tell you, when it comes to housing affordability,  “It’s not about the house!”
Today in Australia we are overwhelmed by an urban planning plague that entangles our lives, saps our strength, adds cost to every transaction and limits our potential as a nation.  National, State and Local government planning and building controls now infiltrate every area of our lives adding cost, confusion, delay and squandering opportunity.  The law of unintended consequences has been hard at work, although I sometimes wonder whether the planners did have an idea that their policies would drive prices through the roof. 

The regulation of land through Government agencies originally intended to provide first homeowners with an adequate supply of affordable land, has instead become the instrument of constricted supply and even price gouging by those charged with serving the public interest.  That which was formed to promote the good of homeownership has become an instrument that now denies homeownership.

In case you might still be living under the misapprehension that those who live in the suburbs on the fringe of our cities somehow live in a wasteland from which they must be saved, let me draw your attention to the 1993 report by the Australian Institute of Family Studies (The Berwick Report) into the lifestyles of those on the suburban fringe.

The report found that:
· 95% of residents said they were very satisfied with their neighbourhoods.

· 95% also were satisfied with the air quality of their neighbourhood and had no concerns about air pollution.

· 98% said their streets were clean.

· 88% said they had good TV reception.

· 80% did not work in the CBD but had jobs within half an hour's journey of home.

· 82% were satisfied with the amount of open space their children had to play in.

· 85% were satisfied with the number of trees in their neighbourhood, and

· 87% were satisfied with the street lighting and footpath provisions of their neighbourhood.

The study even found that fringe dwellers smoke less than city dwellers! 
When we deny people the opportunity of home ownership we deny them much more than a house.  According to international and national research, home owners have:

· Better health than their renting counterparts 

· Their children do better at school

· They have greater self confidence

· They move less frequently

· They are more involved in their communities

· And their children are much more likely to also become homeowners

Additionally, on the economic front, homeowners have many times the wealth of renters in the same income group.  This wealth is principally derived through the increasing value of their home.  On a whole of life basis, homeowners have much lower living costs due to the diminishing cost of house payments as a proportion of their salary.  Naturally, for renters the cost of housing keeps rising, and rising, and rising.

In communities where home ownership levels are high crime is lower, household incomes are higher, educational attainment is higher, community involvement is higher and some studies have even shown divorce rates to be lower.  Declining home ownership also leads to declining birthrates. If you can’t afford to buy a house, you can’t afford to have children.  Young women used to be afraid of getting pregnant, now they are afraid of not getting pregnant.

While research may quantify the benefits of home ownership it only confirms what has been intuitively known for centuries.  Home ownership promotes security and stability.  In the words of CS Lewis, “Urban areas are where the opportunities are.”
The economic and personal security that comes from investing in your own home delivers, over time, a reduced housing cost and the wide range of future choices that come with having a valuable and tradable asset.  When the time for retirement comes, people who own their homes have so many more choices than renters.

It would be easy to think that urban planning and urban growth boundaries were simply about how we use space.  It is so much more.  It is about where and how people choose to live.   Australians want a home of their own with a bit of space around it.  It is still their Great Australian Dream and no amount of force trying to fit them into tightly confined communities is going to change that.   They are just waiting to break out. Who by choice really wants a 300 sq/m double storey home on a 400 sq/m block? People choose this only because the exorbitant price of land has left them with no other option.

It is also about security of tenure - people do not want to be at the whim of a landlord who has control over when they stay and when they leave, and they do not want to be dependent on the grace and favour of officials if they have a complaint about the premises they aer renting.

People want to put down roots – they want to establish themselves in a community. They want to ‘buy in’ in every sense – to make a place that they can call home.

Finally, people want the economic comfort of owning their own home – to establish a level of wealth through equity that gives them options and reduces their living costs.

People understand these things – they are very simple propositions. 

Urban growth boundaries, urban consolidation, smart growth, densification call it what you like, these are words that may bring delight to the heart of an urban planner or legislator but they are the kiss of death to people on low and middle incomes. 

Former Prime Minister, Robert Menzies in his Forgotten People address in 1942 recognized the moral, social and emotional importance of the family home. 

"The material home," said Menzies, "represents the concrete expression of saving 'for a home of our own.'  Your advanced socialists may rage against private property even whilst they acquire it; but one of the best instincts in us is that which induces us to have one little piece of earth with a house and a garden which is ours, to which we can withdraw, in which we can be among our friends, into which no stranger may come against our will.”

Menzies understood that the human instinct to build and bequeath a home to our children sent lasting ripples through every aspect of social life. He continued:

" I do not believe that the real life of this nation is to be found in the great luxury hotels or so called fashionable suburbs.  It is to be found in the homes of people who are nameless and unadvertised, and who, whatever their individual religious conviction, see in their children their greatest contribution to the immortality of the race.  The home is the foundation of sanity and sobriety; it is the indispensable condition of continuity; its health determines the health of society." 

Thank you.

