
BRIDGING THE AFFORDABLE RENTAL HOUSING GAP: 
ESTABLISHING A VIABLE FUNDING MODEL TO ATTRACT 

INSTITUTIONAL INVESTMENT 

by 

Michael Kerans, 

Masters of Applied Science in Building Studies (Research) 
C030020v3 

UNIVERSITY OF TECHNOLOGY, SYDNEY 

FACULTY OF DESIGN, ARCHITECTURE AND BUILDING 

Report to : 

Dr Garry Glazebrook- Principal Supervisor 
Dr David Higgins- Co-Supervisor 

December 2008 

Bridging the Affordable Rental Gap: Establishing a Viable Funding Model to Attract Institutional 
Investment 



Certificate of Authorship 

I certify that the work in this thesis has not previously been submitted for a degree not has it 

been submitted as part of requirements for a degree except as fully acknowledged in the text. 

I also certify that the thesis has been written by me. Any help that I have received in my 

research work and the preparation of the thesis itself has been acknowledged. In addition, I 

certify that all information sources and literature used are indicated in the thesis. 

Signature of the student 

Michael C. Kerans 

11 

Bridging the Affordable Rental Gap: Establishing a Viable Funding Model to Attract Institutional 
Investment 

Production Note:
Signature removed prior to publication.



111 

ACKNOWLEDGEMENTS 

My unending appreciation and love goes to my darling wife Jen, who happily supported me 

emotionally and academically along this wonderful journey. I note her huge effort editing the 

whole document at least once. My sincere appreciation also goes to my daughters Tessa and 

Haylee for their patience and love over the years of my being locked away in the studio. 

To Dave and Gaz my supervisors, it has been a great pleasure working along side you and 

sharing many long discussions, at times not related to study, good advice, great coffees and 

cheery support. All these have made the time pass more easily and the result far more 

substantial. I also thank Professor Spike Boydell for his interest and effort in making sure this 

research was completed the right way. 

I am grateful to the doctoral students of UTS, specifically Bev Pasian and Mohammad Khan for 

their editorial advice, unique support and friendship. 

To Geof Hawke from UTS, thanks for being my NVivo 'guru', it is a wonderful programme once 

understood. 

My sincere thanks to the interview participants to this research, who gave of their time and 

knowledge freely. Unfortunately I am unable to name the interviewees due to confidentiality 

reasons with the exception of Noel Gately from VicUrban. 

Lastly, thanks UTS for a great opportunity, so long and thanks for all the fish .. .. .. ..... .. 

"In the fields of observation chance favours only the prepared mine/" 

Louise Pasteur ( 1822-1895) 

Bridging the Affordable Rental Gap: Establishing a Viable Funding Model to Attract Institutional 
Investment 



IV 

CONTENTS 

ABSTRACT ...................................................................................................................................... X 
CHAPTER 1: INTRODUCTION ...................................................................................................... 1 

1.1 Background to the research .................................................................................................. 1 
1.2 Research Purpose and Objectives ...................................... ................................................. 6 
1.3 Research Design ................................................................................................................... 8 
1.4 Research Methodology ........................ .. .............................................................................. 9 
1.5 Definitions ........................................................................................................................... 1 0 

1.5.1 Housing Afford ability .................................................................................................... 11 
1.5.2 Affordable Rental Housing ........................................................................................... 12 
1.5.3 Housing Stress ............................................................................................................. 13 
1.5.4 Rental Gap ................................................................................................................... 13 

1.6 Limitations ............................................................................................................................ 14 
1.7 Contribution to Knowledge .................................................................................................. 14 
1.8 Report Structure .................................................................................................................. 15 
1.9 Conclusion .................... ............. .... .. ... ....... ... ..................................................... .................. 18 

CHAPTER 2: LITERATURE REVIEW .......................................................................................... 19 
2.1 Introduction .... .. ..................... .. ... .......... ... ................ ......... ............................... ............... ...... 19 
2.2 The Affordable Housing Sector Background ............ ........ .... .................. .................... ........ 20 

2.2.1 Affordable Housing Defining Characteristics .............................................................. 20 
2.2.2 The Implications of Unaffordable Housing ............................................................. .. ... 25 
2.2.3 Reasons Behind the Current Housing Affordability Situation .................................... 30 
2.2.4 Government Assistance .............................................................................................. 37 
2.2.5 Reasons to Improve the Supply of Low Rental Housing ........................................... 43 

2.3 Australian Affordable Rental Housing Participants/ Stakeholders ..................... .............. .46 
2.3.1 Tenants .... .. ................ .................................................................... ................ ......... ..... . 47 
2.3.2 Managers .. .. ..... .. ...... .............................. .. ........ .. ................................................ .. ...... .. 49 
2.3.3 Government (National, State and Local) ...................... .. ................. .. ......................... 54 
2.3.4 Investment Community .... .. ........... ..... ... ......... .......................................... .. .................. 62 

2.4 Long Term Trends in Affordable Australian Rental Housing .......................... .. ........ ......... 65 
2.4.1 Key Drivers ............................................................................................. ................ ..... . 65 
2.4.2 Policy Issues ................................................................................................................ 67 
2.4.3 Public Supply Factors ... ..... ...... .......... .... ... .. ......... ...................... .... ............ ............... ... 71 
2.4.4 Private Supply Factors .......... ............ .. ........ ....................... .. ... ... ... ..... ... .. ....... .. ............ 75 

2.5 Investment Characteristics of Australian Residential Property ......................................... 80 
2.5.1 Additional Hurdles for Private Investment .................................................................. 82 

2.6 Finance for the Provision of Affordable Housing ................................................................ 83 
2.6.1 Private Sector Funding ..................... .. .............................................................. .... .. .... . 85 
2.6.2 Public Subsidies ........................................................................................................... 86 
2.6.3 Planning Assistance .... .......................... ... .. .. .... .... .. ........... ......... .. ........... .. ... .... .. ... ...... 88 

2.7 Housing Affordability Determinates ...... .. .. .............. ..... ........................... ............................ 88 
2.7.1 Space Market ............................................................................................................... 91 
2.7.2 Property market ........................................................................................................... 94 
2.7.3 Capital ...................... .. ........ ................. .. .... .. ..... .... .... ... ... ........ .... ........ .... ........ ... ... ... .. ... 96 

2.8 Summary .............................................................................................................................. 99 
CHAPTER 3: CURRENT AFFORDABLE RENTAL FUNDING MODELS .............................. 100 

3.1 Introduction ....................................................................................................................... 100 
3.1.1 Requirement for an Investment Funding Model ...................................................... 101 

Bridging the Affordable Rental Gap: Establishing a Viable Funding Model to Attract Institutional 
Investment 



v 

3.1.2 Aim of Models ................. .......................................................................................... 101 
3.1.3 Methods for Financing .......................................................................... .................... 102 
3.1.4 Funding Model Assessment Criteria ........................................................................ 102 
3.1 .5 Subsidy Delivery ................................... .... ........ ...... ...... ....... .. ....... .... .................. ...... 104 

3.2 Australian Affordable Housing Models ........ .. .............................. .. .................................. 105 
3.2.1 Model1 - National Affordable Housing Research Consortium Bonds (Consortium or 
Bonds) Model ..................................................................................................................... 105 
3.2.2 Model2- The Public Private (LPT/Iisted company) Partnership Model ................ 109 
3.2.3 Model 3- The Macquarie Bank (Pooled fund) Model .. .... .... .. .. .. .......................... .. . 113 
3.2.4 Model4- Not for Profit Housing Company Model ............ ................ .............. 116 
3.2.5 Model 5- The Tax Credits Model (Based upon US Low Income Housing Tax Credits 
Model) ................................................................................................................................. 119 

3.3 Key Features of the Affordable Housing Funding Models .............................................. 125 
3.3.1 Estimates of cost-effectiveness ................................................................................ 128 

3.4 Summary ........................................................................................................................... 130 
CHAPTER 4: RESEARCH METHODOLOGY .......................................................................... 132 

4.1 Introduction .... .......... ........ .............. ...... ......... ... ................. .. ............. .. .. ...... .................. ..... 132 
4.2 Justification for the Research Methodology .................................................. .................. 132 

4.2.1 Research Design ......................... ....... ... .. ..... .. ........ ................................. .. .... ..... ...... 135 
4.2.2 Grounded Theory ...... ........... .... ...... ............. ....... .. ... .. .................................... .. .. ..... ... 137 
4.2.3 Conceptual Framework .. .. .... .. .... ................. ...... ........ ...... ......................................... 137 
4.2.4 Triangulation Methodology ........................................................................... ............ 138 

4.3 Research Procedures ................................ .. ..................................................................... 139 
4.3.1 Introduction .......................... .. ... ......................................................... ... .... .... .......... ... 139 
4.3.2 Research Instruments ..... ... ................ ... ... ..... ... ..... ... .... .. ...... .. ............... ..... ............... 139 
4.3.3 Interview Participants ...... .. .... ............. ... ................... ............ ... ...... .. .. .... ..... ... .. .......... 141 
4.3.4 Data Analysis ..................................... ... ... ........ .. ... .. .... ... ...... ............ ... ........ ...... ... .. .. . 143 
4.3.5 Theory Building .... .. ..... .. .... ..... .. ... ........ .... ................ .. .... ... .. .. ... .. .. .. ... .. ... .. .... ... ... .... .. .. 145 

4.4 Validity and Reliability .. ... .. ... .. .. ..... .. ... .... ..... .. ... ..... ..... ..... ... ... ... ..... .. ... ..... .... ...... .... .... .... .. . 146 
4.4.1 Validity .... ............... .... .... .. ..... .... ... .......... .. .......... ......................... .. ... ............. ............. 146 
4.4.2 Reliability .... .. ... .. ... .. ... .. .. ......... ....... ... ... ... .. ... ... .. .. .. ... ............. ... ..... .. ........ .. ..... .. ..... ... .. 147 

4.5 Computer Programme and Use of Software ...... .. .... .. ........ .... ... .. .. .. ...... .. .... ...... .. .... .. .. .. .. 148 
4.5.1 NVivo computer programme ........... .. ....... ... .. .. .... ......... .... .. .... ..... .... .. ............ ...... .. ... 149 

4.6 Ethical Considerations ................................... .. ................ .. ......... ..... .. .. .. ... ............ .... .. ... ... 149 
4.7 Summary ........ .. .......................................... ... .. ....... .. .... ........ ..... ....... ..... .. ..... .... ..... ... .. ....... 150 

CHAPTER 5: DATA ANALYSIS RESULTS ............................................................................. 152 
5.1 Introduction ......... ........ ..................... .. .................................. .. .. ...... .. .. ............. ..... .... ... .... .. 152 
5.2 Interview Data Analysis ........... .. ..................... .. ................ .. ........ .... ...... ........................ .. .. 152 

5.2.1 Presentation of the Data Analysis .................................................. ............ .... ........ .. 155 
5.3 Outline of the Analysis ...................................................................................................... 155 
5.4 Analysed Data Concepts ................... ........ ....... .. .... .. ... ....................................... .. ... .. ....... 158 
5.5 Return Factors .. ... ............. ... .. .... ... ........ ............... ..... ... ... ...... ...... ..... .... .............. ............... 159 

5.5.11nvestor Requirements and Motivations- Demand Factors .................................... 160 
5.6 Risk Factors ...................................... .. ............................................... ......... .. .. .................. 176 

5.6.1 Asset Management. ....... .. .... .... ....... ..................................................... ........ .. ..... ... ... 177 
5.6.2 Risk Issues .. .... .... .. .. ... ........... ............................................ ... .............. ... .. ...... ............ 184 
5.6.3 Property Portfolio Construction .......... .................. .. .................................................. 188 
5.6.4 Difficulties of a New Investment Class .. .. ................................................................. 191 
5.6.5 Asset Characteristics ................................................................................................ 195 
5.6.6 Developers' Motivations .................. ... ........................................ ............ ...... .. ... ....... 196 

Bridging the Affordable Rental Gap: Establishing a Viable Funding Model to Attract Institutional 
Investment 



Vl 

5.6.7 Current Supply Shortage Causes ............................................................................ 198 
5.6.8 Information Deficiency .............................................................................................. 202 

5.7 Subsidy Factors Indicators ............................................................................................... 204 
5.7.1 Government Activity .................................................................................................. 205 

5.8 Fund Characteristics ........................................................................................................ 211 
5.9 Summary .. ... ...................................................................................................................... 215 

CHAPTER 6: SUMMARY, CONCLUSION AND FURTHER RESEARCH .............................. 217 
6.1 Introduction ....................................................................................................................... 217 
6.2 Research Summary .......................................................................................................... 218 
6.3 Conclusions ...................................................................................................................... 223 

6.3.1 Affordable Housing Funding Models ........................................................................ 223 
6.3.2 Government Philosophy ....... ...... .......... ... .................................................. ............... 225 
6.3.3 Advocacy for a Government Subsidy .............. .. ...................................................... 226 
6.3.4 Investor Ambivalence ....................................................... .. .................... .................. 228 
6.3.5 Investors Requirements ............................................................................................ 230 
6.3.6 A Risk Adjusted Return ............................................................................................ 231 
6.3.7 Risk Management ..................................... ................................................................ 234 
6.3.8 Perceived and Real Risks ........................................................................................ 236 
6.3.9 Government Policy for Affordable Rental Housing .................................................. 237 
6.3.1 0 Conflicting Investor and Occupant Needs ............................................................. 238 
6.3.11 Sector Awareness and Education .......................................................................... 239 

6.4 Recommendations ................................... .. .... .... ........... ................... .. ... ... ....... ...... ............ 241 
6.7 Further Research .............................................................................................................. 243 

7.0 APPENDICES ....................................................................................................................... 245 
Appendix 7.1: Confirmation of the Fulfilment of the Research Purposes and Objectives ... 245 
Appendix 7.2: Implications for Methodology .......................................................................... 246 
Appendix 7.3 Research Data Collected Concerning Specific Funding Models ................... 247 

Consortium or Bonds model ................ .. ................................................................. ... .. .... .. 24 7 
PPP or Partnership model ................ ........................... .... ................... .......... ..................... 248 
Pooled fund model ................ .......................... ... ................................................................ 249 
Not for Profit model ............................................................................. ............................... 250 
Low Income Housing Tax Credits model .......................................................................... 251 

Appendix 7.4: Federal Government National Rental Affordability Scheme (NRAS) Proposal 
........................................... .. .......... .. ........... ... ............................ ... .. ....................... ......... ......... 253 
Appendix 7.5: Definition of Key Terms ................................................. ......... ........................ 255 
Appendix 7.6: Introductory Letter to Interview Participants ......................................... ......... 256 
Appendix 7.7: Stakeholder Questionnaire: Investor ................. .... .. .. ........ .. .. .. .. .. ........ .. ......... 257 
Appendix 7.8: Stakeholder Questionnaire: Developer .......................................................... 258 
Appendix 7.9: Stakeholder Questionnaire: Authority ................................................. ......... .. 259 
Appendix 7.10: Stakeholder Questionnaire: Manager .......................................................... 260 
Appendix 7.11: Stakeholder Questionnaire: Occupant. ........................................................ 261 
Appendix 7.12: Stakeholder Questionnaire: Valuer .............................................................. 262 

8.0 REFERENCES ...................................................................................................................... 263 

Bridging the Affordable Rental Gap: Establishing a Viable Funding Model to Attract Institutional 
Investment 



Vll 

Figure List 

Figure Figure name Page 
1.1 Australian Residential Rent and Disposable Income Movements: 3 

1984 to 2005 
1.2 Rental Gap Model for Sydney Property Market 4 
1.3 The role of stakeholders in the Affordable Rental Housing Sector 5 
1.4 Continuing Research Process Model 8 
2.1 Australian Housing Markets by Tenure 22 
2.2 Proportion of Low Income Households in Australia Paying More than 24 

30 percent of Gross Income on Housing Costs, 1999 
2.3 Greater Sydney Metropolitan Areas Supply of Affordable Private 29 

Rental Dwellings (by LGA's) 
2.4 Household Expenditure for the period 1999 to 2004 31 
2.5 'Real' Australian House Prices and Household Disposable Income 33 
2.6 Housing Credit Growth by Mortgagor Type 34 
2.7 Change in Tenure and Landlord Type 1995-2004 35 
2.8 Public sector dwellings completed from 1995 to 2005 38 
2.9 Housing Assistance Applicants Accommodated 1995 to 2005 39 
2.10 Participants in the Provision of Affordable Housing 47 
2.11 Commonwealth government housing assistance expenditure on the 57 

Commonwealth-State Housing Agreement and Commonwealth Rent 
Assistance, 1997-2007 

2.12 Proportion of Low Income Households Suffering Housing Stress 68 
2.13 The Fall in the Supply of Public Housing in NSW from 1995 to 2005 74 
2.14 Supply of Rental Dwellings in Relation to Income Brackets 75 
2.15 Comparison of various investments, at different tax rates for 20 Years 81 

to 31 December 2006 
2.16 Household Income to House Prices- 1986 to 2006 89 
2.17 Three-Market Model Determinants within the Space, Property and 90 

Capital Markets 
2.18 Affordable Rental Housing Distribution in Sydney 93 
2.19 Housing Utilisation from 1995 to 2004 95 
2.20 The movement in First Home Buyers average loan from 1995 to 2005 98 
3.1 Consortium or Bonds Model 107 

3.2 Public Private Partnership model 110 
3.3 Macquarie Bank (Pooled Fund) model 114 
3.4 State Government Established Not-for-Profit Housing Company 118 

model 
3.5 The Tax Credit (US Low Income Housing Tax Credit) Model 121 
4.1 The Components of Affordable Rental Housing Funding Investment 134 

Decisions 
4.2 The Flow of Qualitative Inquiry 136 
4.3 Conceptual framework of the interview process 138 
5.1 Funding Model Fundamentals- Major Concept Clusters 158 
5.2 Return Factors Matrix Model- Investors' Requirements and 159 

Motivations 
5.3 Aspects of Demand which Influence an Investors Requirements 160 
5.4 Investor traits which influence the return required by investors 163 

Bridging the Affordable Rental Gap: Establishing a Viable Funding Model to Attract Institutional 
Investment 



Vlll 

5.5 Elements of Return Important to an Investors' Assessment Decision 166 
5.6 Aspects of Risk Identified as Relevant to an Institutional Investor in 169 

Affordable Housing 
5.7 Identified Aspects of an Investment Required by an Investor 173 
5.8 Areas of risk significant to an affordable housing investment 176 
5.9 Risk Areas Relating to the Asset Management of the Investment 177 

5.10 Issues of Constructing a Property Portfolio which Represent 188 
Investment Risk 

5.11 Factors of the Affordable Rental Housing Sector which Present as 192 
Areas of Risk to Investors in a New Investment Sector 

5.12 Asset Characteristics Provide a Source of Investment Risk 195 
5.13 Facets of Developer Motivations which Present as Areas of Risk 196 
5.14 Factors which Impact upon the Supply of Affordable Housing 198 
5.15 Affordable Housing Information Issues Impacting on Investor Risk 202 
5.16 Affordable Housing Subsidy Determinants 204 
6.1 Pattern of the Findings of the Research and How these Impact upon 220 

the Determination of a Viable Funding Model 
6.2 Factors in the Provision of a Risk Adjusted Return to Investors 232 

Bridging the Affordable Rental Gap: Establishing a Viable Funding Model to Attract Institutional 
Investment 



lX 

Table List 

Table Table Name Page 
Number 

1.1 Terms and Definitions used in the Affordable Housing Sector 10 
2.1 Sydney Household Income Categories 21 
2.2 Effects of Housing affordability on Well-Being by Scale of the 27 

Affordability Problem 
2.3 Household Income Limits for Eligibility under the National Rental 41 

Affordability Scheme 
2.4 The indirect influences of Government policies upon housing 59 

costs and affordability 
2.5 Feature of the Taxation Systems Relevant to the Housing Markets 70 
2.6 Legal and Institutional Features of Housing-Finance Systems 77 
2.7 Comparison Between Rental Yields and Mortgage Rates 87 
2.8 Australian Metropolitan Median House Prices Ratio of Inner- 92 

Suburban to Outer-Suburban Median Prices; December Quarter 
Data 

3.1 Comparison of the Affordable Housing Funding Models Means of 125 
Financing 

3.2 Affordable Housing Funding Models: Key Features 127 
4.1 Interview Participant Description 142 
5.1 Schedule of Interview Participant Identification 154 
5.2 Demand Factors Referred to by Interview Participants 162 
5.3 Investor Traits Referred to by Participants 165 
5.4 Responses on Investment Returns and Subsidies to the Sector 168 
5.5 Responses on the Requirement for an Efficient Funding Model 179 

Structure 
5.6 Responses noted for requirement for professional management of 183 

the affordable housing portfolio 
5.7 Responses on Attitudes Toward Stakeholder Risk 187 
5.8 Interview Responses on the Problems Associated with a New 194 

Investment Sector 
5.9 Interview Responses on Asset Characteristics and Developer 197 

Motivations 
5.10 Interview Responses on Affordable Housing Supply Shortage 203 

Causes 
5.11 Responses on the Activity of Government for Affordable Rental 210 

Housing 
5.12 Fund Model Features Required by Interviewed Stakeholders 211 
5.13 Interview Responses on a Viable Funding Model's Features 213 
5.14 Funding Model Rating for Investor Criteria 214 
6.1 Confirmation of the Fulfilment of the Research Purposes and 245 

Objectives through Reference to the Report Section 
7.1 Interview responses regarding the specific fund models 252 

Bridging the Affordable Rental Gap: Establishing a Viable Funding Model to Attract Institutional 
Investment 



X 

ABSTRACT 

The OECD states Australia's housing is by far the most over-valued in the Western World. 

Over one million Australian households have housing costs which are unaffordable which 

reduces money available for other essentials such as food, health care and education. Without 

intervention the number of effected households is forecast to double by 2020. Government 

strategies increasingly focus on rental subsidy to assist low income households. This strategy 

has proved to be inadequate to meet the continuing growth in demand for affordable housing. 

A new form of supply-led assistance is necessary. Government funding is limited and so the 

focus is on the private sector, specifically institutional investors to offer a viable solution. An 

issue for institutional investment is the gap between the perceived risk-adjusted return from 

affordable rental housing and that of alternate low risk asset classes. This gap is known as the 

rental gap. To bridge this gap a viable funding model needs to provide: an efficient structure to 

minimise the rental gap and lower the associated investment risk; and comply with current 

government policies. 

This research compares and contrasts the five leading rental housing affordability models that 

are currently prominent in Australia. To assist in identifying a viable funding model semi 

structured interviews of 18 key stakeholders of the affordable housing sector were obtained, 

including Chief Investment Officers of institutional investors, and other senior representatives of 

local and state governments, developers and not for profit housing groups. QSR's Nvivo 

software was used to analyse the stakeholders' views using a qualitative grounded theory 

approach with the findings considered against existing housing affordability literature. 

The research showed that investment in the housing affordability sector was primarily 

dependent on the current political environment. The 'besf funding model was a secondary 

consideration. In the current economic and political climate, the "tax credit model" met the key 

requirements. 

As institutional investors focus on both the return and associated risk, both real and perceived, 

improved information on the sector would result in a reduced the perception of risk and raise 

the likelihood of an attractive risk adjusted return. 
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