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ke “The House of Representatzves Standmg Committee on Expendlture was _
o appomted tor. - i
"+ (a) consider any papers on pubhc expendnure presented to thzs House and such _{
- of the estimates as it sees fit to examine; - ;
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RECOMMENDATIONS

- The! Commrttee recommends that - :
1, from and including the financial year ]977 78 there be no prowsmn for
- expenditures in the esumates to buxld or acqurre accommodauon for marﬂed ser—_ .

o Vlcemen

e the only excepnons 10 this general prmc1pie wouid be appropriations to con-
‘tinue programs commenced in previous years, .to build houses on-base when

- there is a Defence need and to obtain accommodation in ateas where the hous-

. ing market cannot physrcally oope with the numbers requx.red (Paragraph 134

{a)). .

pA durmg the financial year 1977- 78 funds be allocated to cover the expenses S

s 'assomated with the determination of market rents for the present Defence housmg' '
. stock. (Paragraph 134 (b)). L : . '
- (These would be the only changes in, 1977 78) _ _
3. from and including the financial year 1978-79 all marned servicemen who _

- suffer drsadvantages in relation to housing and who rent accommodation from the

Sl private market receive a Rent Allowance while those who rent from the Defenoe stock

Teceive a rent concession (implicit subsidy} of equal value:
e the levels of these benefits should reflect the housmg—related d;sabmnes suﬁ”ered
. by servicemen that are not compensated for by other schemes, =~
e there should be equality of treatment for servicemen of the same rank and in the
“same market whether they receive the Rent Allowance or the rent concession,
o thelevels of assistance should be reviewed regularly. (Paragraph 134 (c)). -

4, “from and mciudmg the ﬁnanmai year 1978-79 maximum effort be made to

_ transfer servicemen renting government houses in the Australian Capital Territory to -
~the private market, thus permitting reducnons m budget outiays of about $25m
(Paragraph 134 (d)). :

- 5, : from and mciudmg the ﬁnanmal year E978 79 the existing Defence housmg

stock be gradually reduced by returning dwellings to the States, selling Common- . =

" wealth-owned dweilrngs and not replacing other Commonwealth-owned dwelhngs :
whose | economic life has ended.(Paragraph 134 (e)). : :

- 6. the Commonwealth negotrate with the States to have the vacancies and de~ -
s f ault factor removed from the economic rent formula.{Para graph 134 ().

.. .at some stage in the process of running down the Defence housmg stoek the .
" Group Rent Scheme be abohshed (Paragraph 134(g)). . :
8. 'as long as the scheme lasts, rents set under the Group Rent Scheme be
B rev1ewed quarterly.(Paragraph 134 (h)). :
9. “from and including the financial year | 1978 79 the Commonwealth estabhsh .
. an estate agency co-ordination service which would assist servicemen to find accom-
. modation on the pnvate rental market.( Paragraph 134 (D). -
R 11X pnmary responsibility for administration of and advice on Defence housmg
. be transferred to the Department of Environment, I-Iousmg and Commumty
o 'Deveiopment (Paragraph134 (J)) T : SRS :




- 1L the M1n1ster for Veterans Aifa1rs authonse that a serv1ceman be ailowed 10
__use his Defence Service Homes Scheme loan to acquire a house in a locality to which
- ~he is compulsorily posted, whenever he is posted, providing that the outstanding bal-
ance of the initial loan does not increase and that a specxal allowance related to the
"~ annual value of the Rent Allowance be granted to assist married servicemen with the
costs of certam transacnons 1nvolved in the buymg and sellmg of houses (Paragraph

R

: Recommendatxon 1 prowdes for the contmuauon of provmion programs to meet
certain exceptions. In respect of these exceptions the Committee recommends that:

12, the relevant departments consult ‘with ‘appropriate orgamsatlons ‘when '

rev1ew1ng standards for servicemen’s housmg (Paragraph 135 (a)). :
13, “the Department of Environment, Housing and Commumty Deveiopment _
;examme the proposition that State housmg authorities build low set houses for the

- Defence stock because of the cost savmgs of $3 000 to $4, 000 a house (Paragraph o
135(b)).. -

B 14 factors such as savmgs in the Temporary Rental Allowance and cost escala-
tion of building programs be taken into consideration when decisions are being made

- as to whetheT-acquisition or new construcnon is the more econormcal way of prov1d~ g
1ng housmg (Paragraph 135 (c)). _ : :
-~ "15." work on'selection of the most econonncai ways of prov1dmg serv;cemen ’s
'_ housmg be carried out by the Dopartment of Environment, Housmg and Commumty '
- Deve]opment (Paragraph 135 (dn. :

16, funds for marned servmemen s housmg be appropnated under one vote -
'(Paragraph 135 (e)) . -




-'-1NTRODUCTION v

The Commmee was appomted by resolutzon of the House of RepresemaEIVES on 29 Apn}
1976 The Comnuttee decided that its initial task was to examine its broad terms of reference
' with a view 1o establishing procedures that achieve eﬁ"ecuve semtmy of the esumates by the

Comnmittee for and on behalf of the House.

. The Committee began by conducting a series of in-camera heanngs in May and June 1976 :
with the Chairman of the Public Service Roard, the Secretaries of the T reasury and the Depart-
~'ment of the Prime Minister and Cabinet, the Auditor-General and Lhe Chamnan of the Royal

: Comrmssxon on Australian Gevemment Ad munstranon S
‘In July 1976 the Committee sought information on several pro grams mcludmg those on ac-
*_.commodation for married servicemen. After further study and deliberation the Committee
resolved on 23 September 1976 to conduct a formal mquiry into acoommodatmn for marr;ed
serv:cemen .
atn selecnng this subject for Inqmry the Committee was 1nﬂuenced by the fact that the pro- .
grams had not been examined closely outside departments since the programs ¢ eommenced :
some 20 years ago. Expenditure had increased significantly in the period 1973-74:10 1976-77,
- The Committee appointed 2 sub-committee to inguire into and report to the Committee on
- Accommodation for Married Servicemen. The sub-committee consisted of the Hon. R, V. Gar-
land.(Chairman), the Hon. F. E. Stewart, the Hon. K. M. Ca1rns the Hon. F, Crean, the Hon.
. W.C. Fife, Mr S. A. Lusher and Mr J. W. Sullivan. The Committee also appointed Mr C.
- ‘Walsh, Lecturer in Public Finance at the Australian National University as Specialist Adviser
. for the Inquiry. The Committee and the sub-committee are most grateful to h1m for the vaiu— .
. able advice he has given for which only 2 nominal fee could be paid. o

The sub-committee took evidence from the Department of Defence at pubhc heanngs on 8

-and 15 October 1976. On 29 November officials from the departments. of Deferce, Treasury

-{now Finance), Administrative Services and Environment, Housing and Community Deveiop-
ment attended an in-camerd hearing at which the sub-committee concentrated questioning on

" areas it felt to be more important. This was followed by further in-camera hearings on 18 and
21 :April 1977 at which the sub-committee discussed its emerging conclusions with the Sec-

“retary of the Department of Defence, the chiefs of personnel of the 3 Services and senior
officers from Finance and EHCD. The sub-committee has authorised puhhcatmn of all the in-

“camera evidence. All the evidence is available in ‘Hansard form, for mspecuon at the Com-
mittee Office, House of Representatives and at the National lerary '

The Committee sees value in this inquiry procedure. It gives departments the opportumty to
respond to Committee views and the Committee the chance to assess these responses. It will
result in greater effectweness in the work of ﬁnam:lal scrunny whjc:h the House has entrusted 10
the Committee. .

The Commistee p!aces on record 1ts appreaanon of the e operanon given to 1t by private

enterprise and government departments, and in pamcular by the Department of Defence The o

“report is mainly the work of the sub-committee.
_ When the motion to appoint the Committee was moved in the House on8 Aprﬂ 1976 the
‘Prime Minister made a number of suggestions on the way in which the Committee might func- .
- ‘tion, These were contained in a document entitled ‘Operational Guidelines’. Tt was suggested
“that the Committee should take ‘stated Government policies as given and confine its investiga-
tions to the effective and economic implementation of such policies and matters related to the
" formation of estimates of expenditure’. (Hansard § April 1976, .1497).
. 'The Committee is generally prépared to accept this guideline because the maj or thrast of its
: '--mvestlgauons would relate to economy and eﬂicaency in the use of resources and the eﬁ”ec~ :
. tiveness in achieving specified objectives. -
‘The Commmee informs the House, however, that pohcy matters could arise as ancﬂiary
issues in the course of an in- -depth examination, Itis sometimes difficult to know where adminis-
tration ends and policy begins; and in some cases the existence of waste, extrava gance or anob-
vious poor use of scarce resources could lead to judgments about the policy 1tseif o

X




o CHAPTER __r
SUMMARY*

There is urgem need for a compiete overhaul of the programs that provrcie ac- .

T j '5-eommodanon for married servicemen. AN
2. The Committee has reached thrs oonclusxon after whet 1s probably the most - -

L _comprehensrve examination undertaken since these programs were mtroduced inthe .

: mrd 1950s. -

3 30 The programs exammed are basmally of 3 types The ﬁrst is the provrsron pro-.: '_ o
& grdms whereby the Department of Defence obtains & housmg stock for exclusive use "

i “by married servicemen. A second group of programs ‘which might be called assistance .

“ programs ‘includes payment ‘of ailowances that assist servicemen ‘to find housmg ar

S ‘which subsidise the rent. they pay for private . accommodanon For reasons.of cqurty' L

the third type of program; the rent program, was introduced recently. Rents of de-

o - fence housmg stock are averaged under a Group Rent Seheme Further detaris of al[ S
e the programs are given in the second chapter of this report '

Ay Connnudtion of the prov151on programs will requrre bﬁdget outlays of, about
$260m ( at 1976-77. przces) in the long ‘term. This is 2 srgmﬁcant call on limited -

" resources-in the Defence ‘vote. Its magmtude not only requires close examination of -

~whether. housmg is bemg provrded in the ‘most economical ways but also. demands'

- consideration of whether there is a more eﬁ‘ective and. more eeonormcal alternairve to'_ e

Rt 'the prowsmn of accommodauon

e .avallable clearly estabhshes that accommodanon has not been prov1ded in the most .~ i
s _geconomical ways. The major ¢riticism the Committee has of the operation of the exist- -

_ing programs therefore is that outiays on housmg for servicemen’ are: substantraily

': " higher than they need be because a sufficiently careful choice has not been made be-. A
- tween ‘the alternative sources of housing - avallable “Analysis will show that- rnany S

“houses are being constructed by the States whrch prwate builders could construct for. -

_ srgmﬁcantly lower cost; that acqmsmon ‘of many more established houses from the
~private market in preference to_construction would produce still. further savmgs me

':outlays and- that. failure 1o’ see the full ‘advantages, and full opportunities, for
- maximising, hlrmgs (ie. leasrngs of rental accommodation, a suggesuon supported e
219732 has prevented. outlays from bemg held o the lowest level cons1stent wrth exrst» B

mg standards.’ B
6. In other words, there has been a farlure to estabhsh the best rmx of alternanve o

g ;;--sources ‘of accommodation, and. hence. the minimum of outlays for a given stock has

“not been achieved. In‘addition there are aspects of present standards and: procedures Co

o ifor deaiing Wlth longmterm unoccup1ed dwelimgs that ra1se costs by further unnecess- . o
-jaryamounts L R T T

ok A hs: of. wnnesses who appeareé before the sub-commmee and a descnpuon of the evuience 1aken by the sub
-committee is at Appendlx 1 :

; 2 Fmancra[ Terms and Condiuons of Semce for Memﬁers of rhe Regnlas Armed Semces Fmai Report or” zhe Com s
mutee of lnqmry,p 56 2973wParlramemaryPaperNo 25, . Bae RS SRR




1. Superficially, it is t'em'ptin'g to argue that rhtlch'of this is of little cohsequenoe

) _smce m the long run (over 53 years as a rule) the Commonwealth TeCoVers 1ts initial . -

' "outlays with interest now at the long-term bond rate. But 1o argue this way is to miss '
- the point that itis servicemen who ulumately meet the repayments, and under present
‘rent-setting formulae excessive “outlays by the:Commonwealth 1mply SErvice rents

- which are hxgher than otherwise. Indeed it seems to the Committee that the proposed .

' _'average rent increase of 40% this year in the GRS has been caused. part]y by the unec- .

- onomic nature of previous and contmumg housmg provision decisions.

8. . The Committee expresses its concern not only at this. rate of i mcrease but also

- at the poss;bthty of szgmﬁcant increases in the future. Defence has attempted to allay .
~ . our concern of a crisis in servicemen’s rents but cannot explain satisfactorily the 40% -

increase. Much of the dtﬁ‘leulty lies with the unwﬁlmgness of Defence to recognise

. that servicemen receive implicit rent subisidies because GRS rents are below market
-rents, The Committee _accepts that servicemen should receive rent subsidies. What is
‘criticised is the” way in which the subsidy is determined, This may be a deficiency of

. governments rather than Defence. The 1mp11e1t rent’ subss.dy is the difference between .
- market rents and GRS Tents and changes as these two factors change. A more rational =

) _:__-method is requtred andin later paragraphs the Committee will argue for a fixed level

- of concession. 1f this is not accepted the Committee warns that as the gap between
_.market and GRS rents closes, there will come a time when more and more servicemen .
- choose to rent from the market on a value for money basts The: Commonwealth wﬂl

- then have to pay the States rents it cannot recover from servicemen.

9. "It is this factor more than any other of the present s scheme that has caused con- -

S 'cern Many 1mprovements are suggested 1mmed1ately by the evaluation but the Com-
~ - mittee has gone further and asked whether programs of provtsmn are necessary and

desirable in the light of the overall policy. objecttves the programs are intended to

serve. Its coneluszon as Chapter IV indicates, is that in many circumstances prowsmn
©“is not the best way of fu]ﬁllmg the relevant objectives and that, therefore, a series of
+“recommendations which would merely patch-up the preserit prov1310n scheme would
. not'go far enough. Nonetheless, under the Commlttee s proposal some need for what .
- is called the ‘exceptions’ will remain. N
10, Analysis of a more, “effective and ‘more’ economtcal alternatxve to the pro— S
- vision of accommodat;on in Chapter 1V is therefore central to the ) report. The scheme
we recommend is fundamentally different from the existing scheme. Instead of build-
" ing, buymg or leasing a stock of houses for excluswe use by married service personnel _
“the Commtttee will recommend that servicemen be assisted, ﬁnanc1ally (by having -
their temporary accommodation and other COSts. oovered) and physically (through an
. estate- agent type information service), 1o find their own accommodation, while also
. 'being given Rent Allowances to compensate them for the housing-related disabilities
~~imposed on them by.the Services’ postings practices. Itis recognised that special de- -
fence needs will require that some (on-base) housing be provided, and that it may not
“be possible in some locations (particularly in remote areas) for the private rental mar- .
ket to meet the full service housing demands so that here too some need for provision " - -
of accommodation may persist. In these cases (the exoepnons’) servicemen should
~ receive the equlvalent of the Rent Allowance in the form of a rent concession: thatis .
“they should pay a rent on Defence-controlled dwelhngs equal 1o the marketrenton
- similar dwellmgs less the amoum of the Rent Ailowance allowed tos serwcemen who e
e rent from the market - Ll -




11 - To get to the end pomt of the exceptmns bemg the only Defence housmg |

* " stock it will be necessary, as the recommendations make clear, to go through an ex- _
* tended transition period dunng which, at first, planned construction and acquisition
‘programs would ‘be reduced to a'minimum, and then’ siowly but -progressively as -~

- .much as poss1ble of the existing defence stock would be sold or returned to the States.
An appropnate level for the Rent Allowance would also need to be decided, while on
remaining defence stock market rents would need to be determined so that appropri-,

‘ate concessional rents could be struck At some stage the existmg GRS would become S

-_unnecessary and undesrrable R
. .12 Perhaps there are two pomts above all others which need to be apprecrated -
: 0 fully understand ‘why these reeommendauons are made. The first is that while itis

g _reeogmsed that to some extent provision of accommodation may help to reduce’ some

" -uncertainties for servicemen about. where. they rmght get their accommodation on

ER ;bemg posted it does 50 at’ the cost of severely hmmng their range of choice overloca- =~ B

- tion, size, quality and price. Often-they will have no choice at all, and we know that -
“servicemen: frequently’ complam about location and gquality in partxcular ‘What is

o proposed is that the range of choice and degree of ﬂex1b111ty be increased wherever .~ -

poss1ble while still. compensatmg serv1cemen f‘or the expenses mvolved in movmg
' and in finding accommodaﬂon : :
13." The second point s that while the Commmee w1ll recommend that ser-
g v1cemen should receive a guaranteed Rent AIlowanee {or rent concessmn) as com-
' pensauon for housmg—re[ated disadvantages they, suffer, it is. the guarantee rather
.than the existence of an ‘allowance’ that represents the real change. This has been

"--_."referred toina prevrous paragraph A level of subs1dy that is clearly v1s1b1e can be -

osu bjected to parhamentaxy and pubhc scruuny S o
N T Once the level of concession Is fixed the Commlttee w1ll show that ltS pro-’;
posal is no more Lostiy than the existing scheme. What then makes these recommen-
_dations more attractwe is increased effectiveness which is brought about because ser- -

.vicemen can exercise individual: ehmce in the selection’ of their- housmg (this spills

: “over into recruitment ‘and retention) and short-term reductions in ‘budget outlays -
- 'which, at maximum, would be $13min 1977-78 and $59m in 1978-79 to 1979-80

15, 1In this inquiry the Committee has found it difficult sometimes to know when

'departmental responsibility ends and Ministerial responsrblhty beglns Failure to find
. the most ‘economical ways of provrdmg ‘accommodation - must, in our opinion, be

) _atmbuted to Defence. However, some Cabinet decisions have iacked the clamy and o

. precrsmn necessary for eh‘*“]c;ent 1mplementauon of programs




CHAPTER Il

THE PROGRAMS

o . ._Immductmn

16 Thls ehapter outhneﬂ the m}portant eIements of the factuaI background_ to
_ _the present defence housing programs without attempting to cover all the details.” ::
17,7 The general practice of providing housmg for married servicemen arose out

: '-'"of the housmg shortages of the mid-1950s Tt is said that morale and re- engagement of

L -:}personnel were affected by ‘the shortages A ‘major effort was begun by the Com~' T

: :_monwealth to obtain a stock of houses for the exclusive use of servicemen. Begmmng B

_ : }Wi‘th agreemems reached with the States 10 build houses for defence use the housing -
©iprograms have become fairly diversified. Housmg is now being obtained from several - .

i sources; housmg allowances are. paxd in-addition o, and sometimes 1nstead of the ~ "
< provision .of housmg, and, as a more recent innovation; rents are set. by a. scheme BT

© - designed to Tecoyer actual Commonwealth, outlays ‘while chargmg similar rents for

. {hey hve

“similar houses 10 servmemen of sumiar rank ;rrespecuve of whxch part of Austraha S

i :'Commonwealth-State Housmg Agreement (Serwcemen)

18 Deasmns on'the present programs for pr0v1d1ng mamed servicemen. w1th :

- '. housmg were made as early as December 1950, Tn 1955, Cabinet endorsed the prin- =~

' (:1ple that the ‘Commonwealth should ask the States to: build : these houses rather than - '
" build them itself. As a result the Commonwealth negouated with the States for the .+

= ._'._Commonwealth -State. Housmg Agreement 1956 to include a prowsmn ‘whereby the - i
. "-States would build houses for allocation 10 servicemen. The houses were to be owned

2 and ‘maintained by the States but the Commonwealth was to.be an assured tenant.
The monhies the Commonwealth advanced 10 the’ States 10" bu:!d these houses were. AR
.;repayable overa 53 year permd with'interest at 1% below the ruhng iong -term bond o

" rate. The agreemems of 196} and 1966 also provzded for. servmemen s housmg obe"
- built by the States. The 1966 agreement mcluded for the first time a provision thatthe = -~

-"'.-"defence houses shouid be’ built to the Ser\uce S Seaies and Stand&rds of Accommo— R

RIR “dation, Inmaily some States did not:agree to build houses 1o SSSA beeause they felt - RN

" “‘the hxgher standards apphed to defenee houses would eause 1}1 feehng among cw:han G

-. famihes

19, In 1972 the dgreement on welfare housmg and servicemen’s housmg was .o
i spht mw 2 separate ‘agreements, the latter being called the Commonwealth State ..
- Housing Agreement (Servicemen) 1972. The 1972 Agreement raised interest charges
‘1o the full Jong-term bond rate and ‘also prov1ded for the upgradmg of dwellings -

| - ._:obtamed under earlier. agreements Tins Agreemem expsred on 30 Ju ne ]97 6. A new ks
S -Eagreement is being negonated L

.7 --20. An important decision in relanon to State buﬂt housmg was made in August R
S 1965 when Cabinet stipulated that CSHA 'shotild remain th¢ main source of supply =~ =~ "
ioofasfaras pracncable (Cabinet Decision No., 1141 (GA), Exhibit 4, p. 41). The Com- S

- immee was told that thxs phrase has been mierpreted to mean ali other thmgs bemg : P




-.equai It does not restrict Defence from seekmg the most economlcal ways of pr0v1d-
© ing h()usmg (Ev.p. 287) : -

21, EHCD is responsﬂ)ie for the 1rnplementat10n of 'the sub program on

CSHA(S) houses. Eariy in the calendar year it receives from Defence a preliminary
" program for the coming financial year. The State housing authorities are consulted to
find out how much they can reasonably undertake and also to get some idea of cash
*tequirements (ie. budget outlays) They supply estimates of costs which include cut-
rent land prices, construction costs and housmg authonty admimstranon costs. This
- information is forthconung about April. The housing program 1s then ﬁtted mto the
- .total bud get allocation for Defence as agreed by Cabinet.

_ S22, By 1976 the States had ‘built over 15 800 dwelhngs (CSHA(S) houses)
_ Whl(.,h represent about 69% of the Defence housm g stock

' Commonwealth~0wned Dwelimgs

: 23 The other main type of housmg in the Defence stock is owned by the Com—._

. monweaith on-base and off-base. On-base stock is built by the Department of Con-
struction. There are at present over 3300 on-base dwellings which constitute about
' 14% of the total defence housing stock. A significant portion of this on~base stock con-

. sists of prefabncated dwellings many of which are considered to be close to the end of
- their economic lives. The Commonwealth also owns about 4000 off-base houses, Le.

- 17% of the total defence stock. Some of these have been bought from the private mar-
: ket by the Department of Admlnlstrduve %erwces and the rest have been bullt by the .

'-Department of Constructlon : ;s -

.. 24, - Of minor s1gn1ﬁcdnce at present is ‘Hmngs Thls 15 stock ieased for Defence
use from’ the private market. The Department pays the rent, sub- lets these houses to
servicemen and recovers that rent from the GRS. Responsibility for the. implementa-

. tion of the sub- ~programs. on hmngs and acqmsumns lies with DAS For acquisitions,

. ‘officers of DAS in'the States prowde Defence with mformdtlon on availability and

- costs of houses in areas selected by Defence. When decisions have been made on
which houses to purchase, the work connected with purchase (e.g. contracts) is under-
taken by DAS. The houses are part of the government stock and are maintained by

~ the Department of Construcuon Rents are pald to DAS by Defence whlch recovers
s ‘the rents from the GRS IR : . .

_ Housmg Related Allowances |

_ 25, The defence stock is ‘not large enough to house all mamed servicemen. The
__Temporary Rental Aiiowance is a housing altowance provxded to married servxcemen

" on posting when married quarters are not availdble and is intended 1o eliminate any

disadvantage suffered by servicemen who rent on the private. ‘market as. compared
*with those who pay rent for Defence stock dwellmgs The altowance is the difference

“between the GRS rent of this stock and the market rate (with rental ceilings) and is
'based on group rank entltlement A serwceman who refuses to occupy a defence

3. Because Defence wanis 0 avmd over supp]y of Defence houses in 1he future, supp]}' wzil be less than demand s0 lhat ]
TRA wxil be pa:d aven 1fbu1ldmg pzograms were completed o




._house is not elzglble to receive TRA as a rule. There were over 4500 servicemen in re-
ceipt of TRA at 1 September 1976. In the 1976-77 Budget $5.7m was allocated for
__TRA which ranges from $17 to $35 a week depending on area and rank. - - -

26, Servicemen also recelve a Temporary Accommodanon Allowance. Th1s is
- payable when servicemen occupy ‘temporary ‘accommodation (e.g. hotei/rnotel)
while waiting for a defence house’ to be allocated ‘or searchlng for przvate rental ac-. -

' commodanon The total cost of TAA in i975- 76 was 552 Srn

27 A D1sturbance Allowance is pald to servxoemen as compensanon for the ex-

= " penses incurred for such things as necessary alterations to curtains and soft furnish—

. ings. The expenses of removals, which mcludes travellmg costs from one post o
" _'another are also met by Defence : : :

28, Whlie it is not an ai!owance, servicemen also receive housmg loans at con-
cessmnal interest rates under the Defence Service Homes Scheme Our views on how
“this scheme can be used in relation to this Inquiry are at Appendxx 2: Married ser-
v1cemen who own a house in the locahty of their posnng are not enntled to a defence'_ _

- _'.house or TRA

' Marrled Serv:cemen Wi'lo Make Tinelr Own Arrangements S

: 29 Not all mamed serv1cemen l1ve in defence housmg stock or rent from the
: pnvate ‘market and receive TRA There are 10 350 married sefvicemen, or over 25%
- of the total, who make their own arrangements. Defence told the Committee that it .
has no detailed information as to why these servicemen make their own arrange-
~ “ments. One possuble reason Defence gave is that some servicemen choose to leave
_ “their families at-a particular location when they are posted to another location. -
- Another is home ownersh1p 'This apphes partxcuiarly to Naval personnel whose post- -
.ings are of a ship-to-shore nature. Yet another reason is. dxssatlsfacuon w1th the qnal~ o
N _1ty of some of the defence housmg stock ' F L

-"1Rents and the Group Rent Scheme
30 Rents of CSHA(S) and Commonwealth owned dwelhngs are determamed

" by economic rent’ formulae. The formulae consist of an annual charge sufficient to
recover over 53 years the original capital outlay with interest at the rate applicable

~when the dweihng was being built, plus recovery in full of charges such as local .

government rates and an allowance for repairs and maintenance. Interest on
CSHA(S) dweilmgs is now at the long term bond rate,® while interest charged for

~‘Commonwealth-owned dwclhngs is '5%. This latter figure is a wexghted average of

“rates 1% below the long-term bond rate. The Committee riotes that the economic rent .
formula for Commonwealth owned dwellmgs is bemg revxewed by Government

_ The Commonwealth pays the States the economic rents for CSHA(S) houses .
R (Dwxsxon 250 of the Estimates) and aims to recover these rents as weIl as rents for the
o Commonwealth owned stock through the GRS 4 '

) 4. In the 19505 and _i960s interest_rate_s_ 1% !_)elow the 10_ng-term hond rate.were aﬁphed_ {Ev p..238). =




_ 32 Detalls of the GRS are given in paragraphs 79 t0 95. One of the major objec-

_ tives of the scheme is to charge servicemen Tents which do not vary between posts.

. Another aim of the GRS is ‘to charge rates which are d1snnct1y advantageous when_
' related to comparabie market vaiues (Ev.p. 49) ' - '

33 ‘At present GRS rents are reviewed and varied oniy once a ycar The ﬁrst -
'GRS review has now been completed and, lel result in substanual increases in semce

S rents

e Quahty of Serv:ce Housmg

34, The tlurd report of the Commlttee of Inqmry into Fmanmal Terms :—md Con~
ditions of Setvice for Male and Female Members of the Regular Armed Forces said at
- page2 that “. ", . housmg, mcludmg avallablhty, locations and standards of Ser-

vice married quarters . .. have been the most cons1stently recumng factors put
“tousasacauseof dtssansfactlon with Servme life®,”” - : '

- '35, The Committee has no ev1dence that mdlcates whether the degree of d1ssat-
: 1sfacuon has been lessened. Several matters are worth repeatmg The first is the poor
~standards of repair and'maintenance of CSHA(S) houses which is even today acause
of compiamt (Ev. p. 409) because servicemen believe they are not receiving value for

- the money they pay for repairs and maintenance which is included in rents. A serious
~inadequacy of service housing is that a substantial portion of existing stock is below
established standards and some of the stock is indeed of very poor quahty This was

_evident to the three members of the sub-committee who inspected service dwellmgs in
- Sydney, Melbourne and Perth (the Hon F.E Stewart the Hon F Crean and the
_' Hon RV, Garland) :

: .36 ‘Other unsatzsfactory features of. servme housmg are: e

® poor locatzon many dwe}hngs bemg far away from any defence estabhshment
- ® service enclaves, which result from the dwellmgs bem g grouped to gether,
the disadvantages of iugh rise ﬁats and

dweilmgs located w1th1n welfare housmg estates

- Cost of Present and Futﬂre Requ:rements )

37 At 30 June 1976 the ‘backiog of houses requu’ed to satzsfy unmedzate
requaremenis was 26007, There are plans to build or acquire 2100 houses in the next 3
_years (1976-77 to 1978-79) and the remaining 500 presumably in 1979-80. The
1976-77 Budget estimate figures and those of likely expenditure (estimated at
' -January 1977 prices) for the next three years are shown in Tabie No. 1. ' .

5. The rents were to have been increased in April 1977 ‘but these i mcreases have been deferred followmg e an-
" nouncement of the wage-price freeze on L April 13 1977, .

" 6. This report was presemed to the then Mxmster for Def‘ence in Seplember 1971 It has not been pubhsﬁed bm is avall .
- ableatthe Nauonal Library. - -

1. The difference between this ﬁgure and the 4500 servicemen on TRA is largely explamed by the need o prowde amar -
s gin'for fluctuations in sequirements. This is about 1740 houses and is known as the * buﬁ'er in 19?6 77,520 housas
were programmed fos construcnon or aoqmsmon 50 !hal 1he backiog now is 2(}80 o : :




- Table No. 1 I
EXPENDITURE ON HOUSING PROGRAMS (1976 77 TO 1979 8{))

($mzlhon) .
' TypeafProgmm RS -'1976-77 1977-78 1978-79 1979-80
CCSHA(@) .. L 362 305 277 284
'Departmemof()onstrucuon(b) - T (A | 12 2.9 0.3
DepartmentofAdmmmtratweSemces (cj . % | .54 4.3 1.9
TRA() ... ..o ol e 87 56 59 55

TOTAL . .« . . .0 . . ... 451 47 408 361

{a) Division 248 of estimates; advances to the States
- {b) Division 245 of Estimates; on-base dwellings '
* {¢) Division 252 of estimates; acquxsitions S

(d} Division 230 of estimates '

" Sources: Exh1bns6 7and 40(b) : : ' R :
co38, Ttis likely that further cash om}ays would be requued for the backkog to be
paid. By this time there would be an urgent need to replace old sub-standard stock
“which is a constant source of complamt Rectification of these matters is part of the
strategy for the future (Ev. p. 215). The report of the Defence Facilities Policy Com-
mittee on Defence. Housing Policy says there should be a program to progressively
- replace almost 2400 dwellings (temporary and prefabricated dwellings, CSHA(S)
" flats; Exhibit 40 (j) p. 313). When this is completed it would be necessary to replace
‘the Temaining prefabricated-dwellings (1500) and flats (790). The Committee esti-
mates that it would cost. about $260m (1975-76 prices) to clear the backlog and
_replace all the poor quality houses {i.e. 2080 plus 4690 dwellings muliiplied by
- '$38,500 which is the average oost of a CSHA(S) house) Thls would take at Least a
: decade to complete. ' :
.39, These -are indeed very substanual outlays The1r prospect compels a
. thorough examination of whether housing is being promded in the most economical
ways, what puirposes provision programs are intended to serve (program objectives)

. and in particular whether these purposes can be served just as eﬁ"ectzvely and at less

cost by alternative methods or whether they are needed atall.
40 It s to these important matters that the Committee oW turns its attenuon




: .'Q_{”;Introducilon S

CHAPTER iII

A CRITIQUE OF EXISTING PROGRAMS

"'41." The objecuve of the present chapter is to provtde a crmcal appra1sa1 of the :.-

present programs which provide:accommodation for married servicemen. To'set-a

~* “theme for, the evaluation Defence informed the Committee that the- present programs L

i have been acted on earlier.

- are devised s0°as to attempt to provide a maximum number of houses for a’ given sum

| -;.__of money (Ev. p.287). While this is a statement of current objectives (assuming that L
- certain minimum standards are set for the homes prov1ded) the information avaliable' PR
clearly: establishes that accommodatlon has not been eoonomtcally provided. More- '

' over, many of the weaknesses in the emstlng programs areso obvxous that they should N

42 The eviderice estabhshes thdt

“have built these houses at significantly lower costs;
. 's dcquisition of 1 many more houses would have resuited Hl further reductlons in -
7 outlaysyand ¢ i - ; N
i ":o ‘the fatlure to mammtse hmngs (1 e leasmgs of pnvate aeeommodatmn) has_"{. L

prevented outlays from being held to their lowest level. . ' -

s sources of aocommodatton at least in recent years and hence the minimum’ of outlays' -

.- for ‘a ‘given stock (or maximum number of houses for a given outlay) has not been

e many houses are. bemg oonstructed ‘oy the States when pnvate buﬂders could'.; S

.43." In other words, Defence. has failed to estabhsh the best nﬁx of altematzve B i

" :achieved. In addition to these factors there are aspects of present. standards.and pro- -
~“cedures for deahng w1th longrterm unoccup1ed dweﬂmgs that ralse oosts by further B
i nnecessary amounts. - _ S
44, Superﬁaaily, 1t is’ temptmg to! argue that rnuch of thlS is of l1ttle consequenoe o

i _-.-smce in the long-run (over 53 years as a rule) the Commonwealth recovers its initial .=~ .

- outlays with interest now at the long-term bond rate. But to argue'this way is to miss
" the point that it isiservicemen who ultimately meet the repayments, and under present - -

:"_.__rent—setung formulae excessive outlays by the Commonwealth imply service rents EHEE

.. 'which are htgher than otherwme Indeed it seems to the Commlttee that:the. proposed :

o ;'_average rent increase of 40% this year in the GRS has been caused parﬂy by the uneo~ -

: onomic nature of previous ; and. continuing housmg provision deczszons : _
. 45, Tiis not possible, in short; 1o look at the present. arramgements relatmg 1 the '

: prowsmn of aocommodauon for - mamed ‘servicemen without some concer. Many B IR
1mprovements are, of course; tmmedlately suggested by the evaluation The attempt -~
- to undertake a form of what’ mlght be called a: oost-eﬂ’ecuveness amalysm3 ofthe pro-- =~
.- grams of provision prompted us:to go further and ask whether. provision itself was "

S -_"_necessary and des1rable in the- hght of the overall poilcy objectwes the programs are_' e

SEE The Treasury deﬁmnon of cost-eﬂ’ecttveness analysts {Ev Pi338), when apphed to servicemen's housmg requl.res firstn
i the, ‘establishment of standards (ob}ecuves) which would include phystcal standards and other factors and then the- e
: selecuon ot‘zite lowest cost alternauves which conform to the standards set. L B R




o mtended 10 serve The conclusxon as the next chapter more. fuiiy 1nd1cates is . that in
" many circumstances provision is. not the best way of fulfilling the relevant objectlves

and that, therefore, a series of recommendations which would merely patch-up the R

- present provision- scheme wonld not go far enough ‘Nonetheless, under the recom- . ‘'

.- mendations in the next chapter some provision for what are called the * exceptlons o
stock will remain, and the present ehapter has important lessons for the organisation - -
~“of those exceptions. The relevant recommendations ooncermng the exeeptxons, how~ '
© ever, have been meorporated 1nto Chapter IV L '

o _'_:LowestCOStAltematwes

Vi (a) Commonwealth~State Housmg Agreement(Servwemen) SR
.46, About 70% of the defence housing stock has been obtamed through CSHA y

U Table 1 shows that CSHA will be the main source for defence housmg inthe next3 g
- -years, Defence told the Commitiee that the agreement should remdm one of the more -
- _-._-'1mp0rtant means of obtammg new houses (Ev.p.277). -

47, The Commlttee has good reasons to doubt the desu'abzhty of thlS eontmumg '

B ;:'-emphasxs on agreement with the States. The Committee obtained information on -

.+ building costs for the capital cities from several builders and formed the opinion that

- private enterprise can apparently buﬂd houses for the Commonwealth ata lower oost

“than‘State housing authonues _ : S
48, ~In this ﬁnanmai year ( 1976- 77) the State housmg authonne.s wﬂl commence

o construction of 422 houses at a total cost of $16.2m. A comparison of the costs of 332 - .
- of these houses with the costs supphed by one of the prwate bmiders glves the fol—. o

-lowmg results: o

:“No, of houses 332

. State housmg authormes costs—$ 13, 05 Sm :
 ‘Private builder’s costs»-$ 12 049m
Savmgs——$1 009m. i e ' L
49, The figures’ supphed by the pnvate buﬂder melude land costs and the cost of L

: '; buﬂdmg the houses. The Committee has allowed for administrative costs the Com-.

" monwealth’ would incur if the houses were built by private enterprise, Detalls of the

- ‘calculation are given at Appendlx 3. The Committee notes that the savings of $1m :
- ~would be realised progressively ‘over several years. Private’ ‘builders would- not be

_cheaper in all'cases; for 28 houses in Puckapunyal - (Victoria): and 23 in Kwinana

- -(Western | Austraha) the States cOosts are lower and these have not been 1ncluded in the _

3 .above ﬁgures"

50, On the ba51s of the ﬁgures in the precedmg paragraph there is'a case for pn- N

~vate enterpnse to build :at least some defence houses for the’ Commornwealth, The - .
L Committee concludes that any plans for future construetion shouid also mciude dzrect :
: -'consuitation and ne gotlauon w1th pnvate buﬂders -

s :’(b) Aeqmsmons SETE ' ; i - - PETINE
- A Another way in whmh defence housmg can be prowded more economlcaily

S _'._1s by placmg greater emphasis on acquisitions. There has been an increase ifn acqui- - - :
A -smons In the 3 years 1973- 74 to 1975 76 8 total of $2 1m was spent on hmngs and _

: "9 “The other 39 Wthh make up zhe total of 422 are 4 bedroom houses for Wthh costs are not ava:lable from the pnvabe o L

buﬂder S

o _-ie'_




: acqursmons whereas in 1976 7 7 the amount ailocated rose to $3 1m, erely expendr-'
ure ﬁgures at Table 1 show further increases. But desptte this increase, Defence is of -

- the opinion that acquisitions ‘would constitute a fraction of what it would hope 10

btam by agreement with the State housmg authontres (Ev.p.111).

N 52, Nrnetywerght erght houses are to be acqutred this financial year More than N =
i _half of these (54) have been purchased in New South Wales and Quéensland. If these P

- _54 houses were obtamed under CSHA they could have cost a further; $250,000. 3
53. “Defence is to be commended for i mcreasmg acquisitions. Yet more could be_ '

. '-done The 1976-77 CSHA(S) program for construction of new dwellings mciudes 4 8
. houses for the Army at Liverpool at costs ranging from $41,900 to $44,300 2 house.
. Some of these houses could have been purchased at a lower cost (Exhibit 31) and the

:_ cash outlays kept at the saime Ievel by reducmg the srze of the CSHA( S) new construc- o
:_t1on program . O . :
54, Tt is also- evrdent that not all the reievant factors are bcmg taken into oon—

B srderatlon when decisions are made as to whether acqutstttons or new construction are
R the more economical way of provrdm g housmg Because new construction programs e
" ‘are not completed in the year in which they are commenced the ultimate cost of a

" house is much greater than the ongrnal estimated cost. While these houses are being
* puilt the Commonwealth pays servicemen TRA of about $1,250 a year.on average. - -
“These factors should be taken into consideration when the. defence housrng program Qi

s berng formulated because this could result in significant cost savings. .

L1l 58, The Department of Fmance sard that the fact that acqmsraons cost Iess than
'.buridzng new houses is a transnory phenomenon (Ev. p. 290). If this is the case it

- underlines the- ‘importance of maxrmzsmg thrs method of obtammg hous1ng whlie S

: favourable condmons last,

/56, There are hidden ‘costs assocrated w1th acqursruons eg, searchmg for
houses that comply with SSSA, 1nspectlons processing ‘of contracts. Some of these -~
. ‘costs have'to be mcurred anyway 1f one, s 1o obtam the most cornpetrtrve prroes by e

s hoppmg around” . : -
57 The possrbrhty of mcreased acqmsrttons and constmctzon by the Common- o

o wealth raises two issues. The first is whether the Commonwealth would want tobea -
* - large public sector landlord of residential property, Obvrously, the costs of ownership

should be taken'into account when evaluatmg alternatives. If the government wants

'} to obtam the lowest cost housmg stock it must accept ownershrp as a consequence. .-

-’58, ‘The other issue raised by.Finance and EHCD ‘s the undesirability of srtuw_-_' o
: auons where the Commonwealth and States would be in competmon The Commiitee

L _'ﬁnds it difficult to understand why such competition must always increase prices be-

S cause there ‘would hardly be any call on additional resources, srmply a redrrecuon of S
R -exrstrng resources betwecn prrvate State and Comrnonwealth actlwty :

3 '(c) Hirings

59, A further method of obtammg defence housmg is hrnngs A hrrmgs system is "

'.the method of providing housing at least cost becanse there is no capital expenditure. =
The Commonwealth through the Department of Administrative Services, could lease

- ;.:houses on a 1ong term basis thereby- makmg the Commonwealth an assured tenant, *

. .. These houses would then be sub-let to servicemen and the rents the Commonweaith SR
L "'_--pays Would be recovered in full from the GRS By BRI -




60 Defence Sald that hmngs represent a very small proportton of the housmg

_:_:stock and that hirings would continue ‘to - be ‘of marginal significance (Bv. pp. - 1
./145,147). In these circumstances the Commtttee attempted to ﬁnd out why greater R

©use was not being made of the hmngs system. L
.61, The major reasons given were dtﬂ‘icuiues in obtammg 1ong term }eases and RENGESEE
Hin ﬁndmg houses that meet SSSA standards, added costs if these leases are not renew = . .-
L '_able increased administrative costs of searchmg for such housmg and the present'- S
o i'shortage of rental accommodation (Exhtbtts 31and33). S R
~....'62." Inquiries show there should not be many dtfﬁculties in obtammg }ong~term'.__ L
':leases when rental accommodation is available because these leases givethelandord -+ ©

i guaranteed tenancies and the certamty of: rent payment for the penod There wouid.} e

S '.also be no bad debts with service tenants. e
© . 7"63." The administrative costs of ﬁndmg suttabte housmg wou}d mcrease zf more I
L :htrmgs are sought but on the other hand Defence has said that it should be possrble to

o . obtain favourable rentals. ‘There would be problems connected with renewing leases _. B
T '1f the properties are owned by persons who will be returning to reoccupy the dwell- . = -
= mgs “This would not generaliy be the case where' the properties are owned bypersons o0

* - or organisations : ‘who invest in rental housing, It is a case of searchmg for a parttcular o
- - setof conditions that make htrmgs a practical proposmon S :

Lo 64 “Defence has missed opportunities for increasing: thls economlcai source of S
i :housmg This has resulted in GRS rents being higher than- they would otherwwe havei AL
: '-'_-;_been since many of the defence houses have rents greater than market rents. Y

65, Tt is true that ‘private rental accommodatton is difficalt to obtain at present -

‘Had eoncerted efforts been made in the past to increase htnngs the number of hirings .~ .
~'would have been greater and budget outlays for defence housmg correspendmgly S
- less. For every 100 houses obtained by hirings rather.than new:construction budget . =
: '-:outlays are reduced by close 1o $4m, As in other contexts that are discussed in the next

7 chapter; Defence seems o 1gnore the fact that hirings, though not mstantaneousiy and:’ BT
~ -+ perfectly responsive to demand, is nonetheless influenced by it. When it is known that -~ -

" the’ Commonwealth'is seekmg long term leases’ then a greater number of these leases L
e would. become avatiable New bulidmg for such purposes by prwate enterprtse Isa
B -fposmbthty = : RIS
S 66, Eﬁ‘orts to increase htrmgs in the past wouid have reduced budget outiays for L
o 'housmg in’the Australian Capttal Temtory (A.CT.). The Services_have been™ "< -
- allocated about 900 government houses in the A.C.T: Increased hirings would have
-elther reduoed outiays reqtured to; buﬂd these houses or reduced the waiting. pertod i

- for persons eligible to rent ‘government. ‘houses'in the A.C.T, The Minister for the - S
R :Capttal Territory has: announced the intention of the Govemment to charge ACT. .~ "

. tenants market tents. The full market rent will be charged in the first three months of -

= the financial year1977-78 (Ev. pp: 346, 347) When this happens there would be little i

i “or no advantage for. Defence to. obtam houses from thrs source rather than mqtury.'-_- o ' o

-from the market.- S
"i.67. The conclusion’ that thts line of enqulry leads us. to is: that desptte the as- Lo
__sertton in. paragraph 41, best use has ‘not.been and is not being made of limited = -~ - |
.7 resources in the provision of housmg for married servicemen. There isstilt undueem- - ° ==
e phasts on CSHA, insufficient attention on acqutsmons and the virtual neglect of other ~ i

i 'methods such ds hirings and the use. of- private builders. It is difficult to quantify the

B :'__reducttons in budget outlays that WOuld result from use of these methods because they L




are all alternatives to CSHA. What is requjred is a more systemdtic procedure that
would permit the selection of the lowest cost alternatives, so that in any one year the
‘mix of the different sources used Would be based on market condnmns in the various
locduons : EREE '

(d) The Influence of Standards

. 68, Whatever source is used to obtam housmg for ser\neemen the eost of obtaxn—
ing it depends crucially on the standards of housmg required. At present physmal

standards for housmg are specified in the SSSA and incorporate factors such as size
(102 to 130 square metres, depending on the rank-enutiement) fittings (including
“built-in wardmbes and separate shower recesses) and other features such as Carports
-and lock- -up sheds. : -

69 - Changes in standards are obvmus]y reqmred from tlme to time but service
; expectauons should not be altowed to exceed generally accepted: community stan-
dards,” though we acknowledge that the service postings policies create some special
needs. It would seem to be important to ensure that the committee of officers from the
Departments of Defence, Finance and Construction responsible for reviewing the
standards are required to consult w1th a body such as. the Real Estate Insntute of -
Austraha ' : : : = o -

70, One parmcular example of the way in Whlch standards can affeet costs whmh
. _has been brought to our attention is the requirernent that in some areas the buildings
should be ‘high set’ (i.e. with floor level well above external ground Ievei) One firm
informed the Committee that it is building houses in Townsville for defence use and
that savings of $3,000 to $4,000 a house could be made, without any real quality loss,
by building low-set houses (with floors at ground 1eve1) It seems ciear that thls at
least should be sub}ect to careful review. - :

i Another example of a change in standards that has been suggested 1 that
- villa-style (i.e. medium density) housing be accepted as fulfilling service standards,

- since without any SLgmﬁc&nt loss of quality of the housmg itself significant savings on
- 1and costs would be forthcoming and perhaps also savings in relation to the building
- of carports, sheds ete (or lower purchase prices pazd for acquisition ). In low concen-
trations so as to avoid the creation of enclaves servicemen might often appreelate this .
style of house and Defence might be able to ﬁgmﬁcdntiy extend its acqmsmon pro-
' gram by acoeptmg such housmg on the1r behalf.

o 7200 Tust as 1mportant1y, however, standards shouid not be apphed 00 rigidly,
pamculaﬂy when comparing plans for new construction with alternative possibilities

~ such as acquisitions and hirings. For-example a house available for rental on a long-
term basis should not be excluded from the list of alternatives because the bathroom
does not have a separate shower recess. “What is requued is some flexibility, some

_trade-off between standards and costs at the margin, and not the acceptance of cost
alone as the determinant of acceptability. The dangers of setting standards too low

~.are too evident to ignore particularly when the poor. quahty of much of the housmg
.'_stock Isa pers1stent source of complamt among servicemen. - :

10 They not be allowed 10 fall below commuruz) standards euher, as probably oceurred in'the 19605 when the standard
sizes were reduced by Mlmsterml demsxen on.iy 1] be mcreased agam m 1972 thus leavmg a numher of below stan-
dard’ houses : : ;

13




73 The poor quahty of service housmg (see paragraphs 3510 36) has resulted .

: _' mam!y from the absence of adequate standards over a long period of time. The evi-
- dence indicates that this problem, which is.at least partly the result of Ministerial de-
- cisions, (see footnote 10) is being overcome though at an added COSt. Defenee isnow -

L 'Very conscious of the need to av01d the rmstakes of the past o

. -'._'_'(e} Unoccupied Dwellmgs

o174, 'Whatlis’ Tecognised is that poor standards not only lead to undesuable d1ssat~

1sfact10n but'sometimes have explicit budgetary consequences, as occurs for example

" when servicemen perszstently refuse to occupy particular dwelhngs o5 : :

T8, Acceptmg Defence’s deﬁnmon that prolonged vacancies are those whxch

“extend over 2 months or more, the cost to revenue of prolonged vacancies in 1975-76

. 'was nearly $140,000. At September 1976 there were 134 dwellmgs with prolonged

vacancies, 81 representing those for which servicemen had refused a tenancy. While

- the financial data and the physical data cannot be directly compared the major prcb :
‘lem concerns Housmg Commission ﬁats (Ev p 17) on thch the average economlc _

' 'rent is currently $26 per week i

760 Ttis very necessary to 1ntroduce procedures that can 1solate the unoccuplable
_ '-dwellmgs {(e:g. high rise flats) which should be returned to the States as quickly as

" possible for welfare housing. If this means that the States will pay less in interest be-

cause the rates are Jower for welfare housing, this is a cost that has to be accepted for
. the bad dec1s1ons of the past{but see  paragraph 147 for further discussion of this mat-
~ ‘ter). It makes more sense to do this than to have serwcemen unfazrly penahsed and
' needy people denied access to dwellings which servicemen dechne to occupy. - '
" 71, Another peculiarity of the present. arrangements is also worth noting. While
_ unoccupmd dwellings are paid for from general revenue and not charged to GRS, the
“economic rents charged by the States include an allowance for bad debts and vacan-

. cies. Thus servicemen are charged for somethmg that the States do not incur since the
. ‘Commonwealth guarantees payment. This ‘element of -double- countmg must be

. eliminated by having the relevant element removed from the States’ rent formulae.
- The Commlttee notes that th_lS is bemg covered in current negotiations w1th the States

. }Rents

_ 78.° The argument 50 far, is that budget outlays are hzgher than what they
. 'should have been because the most economlca! sources for obtammg defence housing
* - ’have not been used. Th1s has its eﬁ’ect on rents whlch are, as a consequence, also rela-_

'_'tively higher. ::

S99, Until 15 Apnl 1976 servicemen paid elther the so-called economlc rental or
L 15% of salary, whichever was the lower for the house they occupied. Had this scheme
~.continyed it would have resulted in an exphcit rent subsidy of close to $5m in 1975-76
"(Exhlbit 37(f) ), because economm rents on’ many dwellmgs would have been weII
B abovethe 15%.:: : R S
"80. This method of ﬁxmg rents had many undesxrable features Older dwellmgs

. had relatlvely low rents while new dwellings attracted much higher rents because, as
- prevmusly stated, economic rents are based in parton the capital costs of the dwelling
" and the interest rate prevailing at the time of construction. Rents varied 51gmﬁcanﬂy

o and Were not conszstentiy related to the standards of dwelhngs L




- 81. . ‘After intensive study by Defence the GRS was introduced in April 1976.
" Under the ‘GRS the defence stock ‘was - divided into :6 'groups, ‘each: reflecting
differences in size and standard of dwelling. These different categories were then
related to the rank of the serviceman ( group rank entitlement) and rents were fixed so .
. as to-reflect ‘fair’ differences between size and quality on the one hand and rank and
*_pay on the other. The result was that a serviceman pard the same rent based on his
group rank enmlement in any part of Australia. : : -

82, 'The GRS has been descnbed as equrtable predrctable umversal easrly.
understood and simply ; admrmstered (Ev. p.49)." S

R k) The Committee i i§ of the opinion that the GRS has many desrrable features
-not the least being the averaging of rents which has résulted in a more equitable rent .
structure. Defence is to be commended for recognising and attempting to remedy the
- previous problem It is apparent, however, that the scheme has problems of its own -

.' - thoughnot all of its own making.

- 84. The Commrttee was told that when the scheme became operauve in Aprrl '

. 1976 the rent levels were determined in such a way as {0 return to revenue, in aggre-

. gate, the full costs of economic rentals calculated on 18 December 1975, Rents under

the GRS were to be reviewed and varied only once a year. The review was 10 take into

*account all the increases that had ‘taken place during the operational period (e.g.

“increases in local government rates or higher than average rents on new dwellings).

- These arrears which represent, in part, payments made by the Commonwealth were_ o
;1o be recovered in the GRS rents of the next penod -

185, As a result of the first review of rents completed early this year, GRS rents '
. .er increase by 40% on average. This increase should recover the deficit of over $2m
~which - has ‘accrued under the scheme. Further significant rent increases can be -
‘ -expected next year to recover the deficit which has been accumulanng since the rent
: "revrew commenced in November 1976“ and cover other cost increases. L

. “86. . Whﬂe the available lnformanon does not-enable quannﬁcatron of the causes '
'for the rent increases, 3 drstmct factors can be 1solated namely :

1ncreases in charges such as Jocal government rates whrch are automatrcally '
passed on under the economlc rent formulae, - : E

- ® increases in rents of ex;stmg stock which has been renovated

i ® hlgher than average rents of new stock because land and burldmg costs and '
“interest rates have been rising over time.- I :

87 “The’ ﬁrst factor——mcreased rates and charges—evrdently aﬁ"ects all dwellmgs '
: and is clearly a cost which Defence could not have ‘avoided. However, some of the

" -cost increases which have occurred for the second and third reasons could to a sub- -
* “stantial extent have been avoided. In relation to the second factor, it is true that up to
“-a'point, ail older houses will Tequire renovation but it seems clear that much of the up-

. ‘dating of the defence stock that is occurring and will continue into the distant future, is

a reflection of poor earlier decisions concerning standards as much as a reflection of

* " increased’ ‘community expectanons of housing standards. Though now 1rreversxbie,
: those earher deolsrons carry 1mportant lessons for the future‘ SR :

-id 1 ’I‘ here has i)een no Government announcemem on whether the loss ao revenue that wrll resul: fmm the deexsaon nor 0
: mcrease reats for3 months wﬂl be recovered In future rents, : ; .

.'.'-.;5 '




88, ‘However, it is in relation to the third factor that the major avoidable costs
- oceur. Whatever source of accommodation is chosen by Defence to meet its future ad-
ditional requirements one would expect that, in inflationary periods at Jeast, the rents
~on the new stock would be higher than the average of rents on the existing stock. But -
by failing to choose the most economical ways of providing that accommodation De-
fence has ensured that rents on new stock are much higher than they need to be. Mar-
“ket rents (i.e. the cost of oomparabie dwellings available for rental on the private mar-
ket) are, and have been since 197475 substantially lower than economic rents on new
dwoihngs, particularly those obtained through CSHA(S). There are about 500 houses
in the defence stock with economic rents over $75 a week, including six with rents of
$102 a week, Based-on the many sources of evidence made available to us, and as
C 'agreed by all participants, rents of $45-$50 a week ( perhaps $60 in Sydney) would by
i companson represent reasonable estimates of marketrents. .-

89, Tt is clear that the addition to the defence stock of houses w1th rents sig- |
: mﬁcantly higher than market rents is therefore a factor which could explain why GRS

- rents will increase by as much as 40%in 1977. No serviceman who rents from the de-

fence housmg stock would actualiy pa,y a'rent of $102 a week, ’I‘here is an averaging
- process in GRS which spreads the impact of these higher rents on new houses across
. ‘the entire stock S0 that the rents actually pald are always less than eoonomxc rents on
new stock : S '

90. In ’EhlS process the GRS Is ChnglSlng a rmsallooauon of resources the
* misallocation involved in building instead of renting or buying. But the crucial point
in terms of the continued viability of the program is the fact that the cost of this

. misallocation is being borne predominantly by servicemen. The fact s that the gap

between GRS rents and market rents has been closing, and closmg at a fairly rapid

rate. Tt is this fact if it continues which contains the seeds of future crises. Servicemen
~will continue to occupy most of the present stock of housing only | for as long as the
| .Tents on service houses remain s1gmﬁcantly below market rents on similar houses,

91, Defence has attempted to convince the Commutee that the posszble crisis
will not, in fact, occur and that the gap between GRS rents and market rents will not
only not completely close, but will remain significant. While dcknowledgmg that it is
‘very difficult to predict how GRS rents and market rents w1ll behave in the future, we
are not entirely convinced. - .+ S - : :

92, Defence has argued that on the basis of future constructlon programs addmg
3715 dwellings to the stock, while disposing of some 2000 poor quality dwellings, the
GRS rents would rise to an average level of $34 a week, a figure ‘well below average
market rentals’ (Ev. p. 451). There are, several reasons for doubting this conclusion’s
“total accuracy. For example, the ﬁgure does not allow for rates, repairs and mainten-
ance charges and so on which are added into the economic rent formula, though these
might, admittediy, add about $1 per week to the average quoted. More s;gmﬁcantly,
~however, there is little. reason to believe that building costs, and all other charges, will
*remain unchanged over the penod envzsaged (about 5 years) or that ‘market rents will’
change much elther but on Defence 's own ev;dence (Ev p. 455)11 they have hardiy

1L A6 10 addition has now_been aElowed for l‘urmshed accommodation in some areas mcludmg Sydney and Melbousne. 1¢

-this is the resuit of actual rent increases that have ocenrred it wouid be about a 15 per cent-20 per cent increase in those

- .cases. We are inclined to think however, that this increase appears 0 rcﬂect :mprovemems in prevmus data which -
means shat rents in these areas were ps’evmusly underesumdleé ; :

'-_:1_6




- . year the GRS'rents have been’ mcreased by 40%. -

_"changed at all in the last 12 months Indeed overall itis dtfﬁeult 0 reoonctle what De- T
fence are suggestmg here with recent experience. The estimate of an- average GRS

.. rental of $34 implies an increase of around 30% spread overs years yet ina smgle_é T

93 The possrbthty of ]udgments drﬁ"errng is obwous in thts area, but the issue 1s_

100 tmportant to be resolved by guesswork alone, The Committee is not criticising -~ '
- GRS itself but is pointing out the logical consequence of the continuation of existing -

:trends That is, there will come a point where a serviceman will prefer to pay market
fent in order to'get a-better house, or.a better location, or.a house with different

'eharacterrsttcs, rather than accept the defence house with a lower rent, No one knows'_f S

" at what point this shift might occur, but as the | gap between GRS rents ‘and market
©TEnts Narrows. the probabthty of i 1ncreasmg numbers of servicemen choosmg to make

3 . their own’ arrangements increases as Defence itself has-admitted (Ev. p. 216). Ifser- = = |
-vicemen opt out of the provision scheme,- the Commonwealth wﬂl face a huge ‘dead N

& 'rent bill which it cannot recover from GRS,

3 94, The conclusion that a crisis is possrble has. been based on a recognmon that i R
* the gap between market rents and GRS rents is:of’ crtttcal rmportance to-the vrabrirty N

of the whole scheme of provmon of accommodatron In fact in the’ next chapter we

. shall pomt out that this* gap’is reaily arent subsrdy, though one paid in 1mpEtctt fornL '
. and’if the present 'scheme were to continue it would. be desirable to calculate:more -
. -_-ratronaily and carefuliy the’ appropriate ] level of that. subsrdy Thts conclusion, how- . -
o ever, ‘stems froma recogmnon that not oniy isa sub51dy necessary, but that itis desrra-_ e
- ble /in"the 'sense ‘that ‘servicemen’ ought to:pay subsidised rents'in recognition of -
_"-.housmg—reiated disabilities they suffer. Impiementanon of an exphctt calculation of = "
- the rent subsidy (or concessron) would, alone, serye to improve the vrabrhty as well as o

the rationality of the present scheme More will be said of this in the next ohapter SN
R N Whatever happens'in the future, increases of 40% in" GRS rents'in a smgle. =
i jump should ‘not be permttted t0 occur, and the smtplest means to_overcome ‘this
~“would ‘be to have more frequent reviews than the present once-a-year. The Com-,

Cmittee favours havrng rents reviewed quarterly, not only because itwould reduce the' AR
- possibility- of such large j _]umps in rents, but also because it would reduce the average ©

- period for which the GRS receives an effective interest-free loan from generai revenue -
. to cover the aceurnulatmg deﬁcrt durmg each operatmg peﬂod13 . 3

S }_ Conclusuou

96 Whrle a crmcal exammauon of the programs shows that accommodauon for'-

"_marned servicemen is hot being provrded in the most economtcal ways, the Com- " =

“mittee will ‘not make " any ‘relevant’ recommendatrons at ‘this stage of its’ report

5 ._-:Exammauon of the ‘programs has raised the ‘much more 1mportant questron of T :
“whether there is"a ‘more economical and effective aEternattve 10 the provision of ac-.

: .'.'-'.'paragrdphs RUTHE

' 13 Although itisnot erucrai 10 whaL is sard in the ftext chapter the Commzttee potnts out that this interest free loan is on]y o

1" commodation. The next chapter examines ‘this question and any recommendattons_ . A
~-+"that could ‘have. resnlted from the dtseusston up to: thls pomt are taken up in later e

: ~one of a number.of costs to revenue of the scheme. of provision of accommaodation that is not recovered from ser- . "

: “vicemen. The fact that CSHA formulae for many years allowed eaprtal 10 be recovered with interest at | per cent beiow L

:*. the long-term bond rate, and that the Commonwealth’s own formuia stitl does 5o, involves ¢osts of over$1m.ayear .+, "
: i:'that are not recovered at present So too does rhe faet that rents on urtoccupted dweilmgs are eharged to generai RIS

L revenue S




CHAPTER IV

A MORE EFFECTIVE AND MORE ECONOMICAL
ALTERNATIVE TO THE PROVISION OF
' ACCOMMODATION '

N A Fundamentai Problem wrtir Prov;s;on |

97, The programs for" prowdmg accommodatron for marned servroemenﬁ-

' 5.';.commenced some 20 years ago when there was apparenily a fairly severe housing

X “shortage. Perhaps it is reasonable to suppose that only a policy of provision would -

* ~have sufficed at that time. Over the years'the Commonwealth has’ acqu;tred ‘a defence” .

o housmg stock which mevrtabiy has a fixed set of charactensncs-——sme, location;, quality

5 ete. Satisfying servicemen’s housing needs from.such a stock will be fraught with

d1fﬁeu}t1es always and will be a potent source of complamt among service tenants. " |
98, Itis not hard to see ‘why, The defence housmg stock varies in age iocauon

s _and other aspects of quahty One must assume that service families also vary in size - o

| - and more generally in preferenoes for housing, There is therefore the constant prob-
: _abrhty that the ' currently ‘vacant -defence “stock "will - fail to ‘match individual

‘requirements and the equal. probability of families with similar housing preferences .. -~ E

: renting defence houses of different quality because of the ‘Iuck of the draw . This last

S “point loses some of its Televance if there are programs to upgrade or replace part of - -

-the existing stock. This is very costly In any case, since the housing standards ofthe -

B '.commumty have 1ncreased and may continue to increase, upgrading and rep}aoement :

S _programs will be continuous. And so the source for drsoontent wrll contmue, desprte_ '
o .-.evermcreasmg expendttures : :

99, - An obvrous and we beheve more sattsfaetory, alternattve i8 for mamed ser- .

o _'Vtcemen to rent from the market which, with its wider selection of different qualities of P
- housing, should be in‘a better’ posmon to satisfy individual preferences The market, -
~though not perfect, can offer servicemen accommodation of varying quality and foca-

tion at different prices. Thus it offers servicemen ‘the opportumty to trade-off the costs

-of accommodation. agamst location, size and quahty in a way that he can never do L
L wrth the serv1oe provrston scheme except by optmg out of that scheme o

100, This raises an 0bv1ous question: Since servicemen compiam about the qual—_

g _1ty of defence housmg and since the market can meet their requ&rements more effec-
‘tively than the limited defence stock, why.do not more servicemen go. out into the
'market? The answer is given by. Defence when it says that defence housing stock rents

“‘are lower than market rents, This in turn raises another quesnon If the only way of -

e ._-'provrdmg aceommodatlon wrth its attendant’ problems is to_give servicemen a rent ...

"_congession (i.e. the difference between market rents and what they actually pay) why S
. ""not let them rent on the ‘market and give them a rent allowance comparable m.
. ’amount’ wrth the rent concessmn $0 that the. problems of prov1s1on are large}y over— -

. .come"

101, Thts quesnon eannot be resoived wrthout examrmng the objectwes or the P

: -purposes of provrdrng accommodatzon for mamed servxcemen

s




o .fThe Program Objecttves

. 102 At no: stage dunng the Inqulry was the Commtttee gtven a elear statement o
S of the raison d’etre for the programs. Defence said that no such- public statements had -

“ ~“been made (Ev. p. 263). The Secretary of the _T;)epartment of Defence gave the Com- A
* mittee his statement, of government Obj ectives, which reads as follows: * : '

“(that) governments (should) - regard prowsxon ‘of adequate housmg in - o

.~ .the right place.and at the right ttme to servicemen as quite fundamentalin the .~
retention’ of a- volunteer service at the minimim :and certainly" essential to the s

i ;_retennon of 4 volunteer seTvice that has good morale and is happy in the servtce
S EThe Secretary also empha51sed that he was dtscusstng what is expected of a Just .
.'_employer : : Sl o .

103 The ‘main program objecttves therefore appear to contnbute to the at—_
itractton of persons 10 the Services and their retention in the Services and to meet the i

. fobhgattons ofa JUSI employer in relatton to the pecultar c1rcumstances of service life. -
104, The housmg programs are thus 1nev1tdbly related to the. posttngs poltctesj-

' apphed to servicemen. The three Services explamed the reasons for postings (e.g. ser- ke

- vice needs, resignations, promotJons) and assured the Commtttee that they attempted _
- ~to minimise the number of postmgs o L R o

co 108, The relatton between prov1s10n of housmg and the attractton and retentton
L ob]ectwe requr.res close “examination and - assessment because -of “changed '‘cir-
~ cumstances since the mid 1950s. Since ‘then, -and partmularly since 1970 when the _
- inquiries into_pay : and’ conditions began, conditions of sethce have changed stg~ :
Ik mﬁcantly The more salient features are that government has: - -
. i-e accepted the final report of the Committee of Inqulry into’ Semces Pay (the
‘Woodward Report) ‘and introduced ‘principles and' concepts of pay ﬁxatton_
_ compattble with those applymg to the general commumty"“ o :
e adopted the recommendations of the Joint Select Commtttee on Defence Forees '
. Retirement Benefits Legislation'; - - : : .
‘. extended the Defence Service ‘Homes Act (a low 1nterest housmg 1oan scheme)
* ' to.all permanent members of the Defence forces's; = '
= . provxded a Re-engagement Bounty of $1, 000 1o eltgtble members prepared to
undertake a further 3 years of service'; 2 .
. compensated the general disabilities of serv1cemen thh a Servtce Allowance of
- $950 a yeanr‘8 in‘accordance w1th the mqumes recommendattons

. 106 The Defence Report 1973 saysatp. 17 that the 1mprovements in the con-
’ dmons of service have led 1o very much improved re- engagement rates in gach of the
- Sérvices’. “This statement was based on 1972 and 1973 figures, Re- engagement Tates
- 'from }9?2 through to 1976 show f‘urther 1mprovements (Exhtbtt 37 (c)1 to m)

) 114 Defence Report E973 l973»~ParhamentaryPaperNo 257 p 15 S : : : .
1S, Ibid, The Select Committee 5aid at p, 17 that the scheme is requsred if the Commonwealth isto malntam recrmtmen:
‘ata pianned level and 1o mamtam its qualtty : : s

o 16, Tbid, P16,
LU17.1bid,

' -_-18 Exmbtts zo and 40 (c}

o»




1(}7 Turmng to the sub}ect of attractmg persons to the Serv1ces the Commrttee:_

notes that recent recruiting publications refer to low interest housmg ioans under the -

. * Defence Forces Homes ‘Act. They make no. further ‘mention of housing (Ev. p.'58).:
- The Defence Reports of 1975.and 1976 indicate t that the total strength of the Serwces
- was only margmally below’ target levels®.: -

108, “Yet over 8(}% of ‘the defence housmg stock is below standard &) and ser~_" ;:_
“.yicemen complam about the quahty of this’ housmg ‘The. evidence in- the ‘preceding -

f -paragraphs is therefore. strongly suggestwe that the provision of housmg initself has . -

o dittle df anythmg to-do.with the program objective of attraction and retention. I the = .-

- total strength of the Services fails significantly. below target levels the solution is to - -

.= review the: other: programs and increase the Re-¢ngagement: Bounty for. example
rather than to continue housmg prov;swn programs which have lost their relevance

109, " Indeed Defence appeared to place greater emphasis on'the concept ofa Just :

i i employer being requtred to provide housmg because of circumstances peculiar to ser- _' I
. ovice life—'the’ requlrement that the Serwce member accept orders and live where he s

i told to hve (Ev.p.8)

21110, Does Justice really requ,tre a poltcy of prov1slon of acoommodauon for mar—ﬁ :
: ned servicemen from a stock controlled by Defenice for exclusive use by serwcemen‘?

: An empioyer who expects—demandsmthat his employees frequently move to new
- “locations would certamly be unjust if he failed to offer compensation for the. extra
L costs they incur in'that process. He would also he unable to retain quality staff. But 7. .

“'servicemen are compensated for'the: costs 'of moving to new locatlons The Common-

_“wealth pays their travel costs from one post to another, meets the costs of femoving . ..

. and storing household effects, gives them a Disturbance Allowance (compensation -

. +for the costs of alterations to soft furntshmgs etc. in moving house), a Service Allow- - -
0 ance®and.a Temporary Accommodatron Allowance which covers ‘the cost of hotel/ R
[ERE motel accommodation while the serviceman is searching for private housrng SRR
g ‘111, The Committee is of the. opinion that the: employer ‘who assists ‘his em- .
ployees to find. accommodatton and meets the costs, including those of témporaryac-. -

- commodation that occur. in- this process, can be regarded equally as just as-the em-. i

~ . ployer.who provides housmg from his own stock. Indeed both sides may be better off -
- ~under-a scheme of assistance rather than ‘provision. “The employer who~ assists his~- -
- compulsonly transferred employees to find accommodation frees scarce capital while
- his employees have a better chance of finding’ housmg which matches their mdrvrdual Sl

preferences, provided thata reasonably active ‘accommodation market exists. :

112, In the case of marrred ‘servicemen,- thrs assrstance ‘could mclude an estate'

agency service which would hel p them to find private rental accommodation: It would

- provide information on houses in‘locations in close. proximity to the place of work, .
.. standards. and rents and this. mformatton would be up-dated regularly for the con- <~

L :IZG 19060 of 22 800 are below SSSA Some have mmor others ma_;or deﬁc1enetes (Exhtbtt 40 (j), p3 13)

Vemence of servicemen. We' would expect the ‘costs of this scheme, if any, 1o be. borne :

: by the Commonwealth but we would also expect that to a substanttal extent the oosts B

19, Deferce Repon 1975 l975-Parl1amensary Paper No 229 P 19 and Defence Report 1975 EQ?é——Par%ramentary B

i PaperNo 413 p. 20

2L Wh;le Defence ézspetcd thai any para of the Servsce Al&owance was paad fora housmg-related dtsabﬂny the words of R L

: the Woodward Report ‘speak for themselves—- compensate ‘for the requirensent to submit to discipline and contro

*." such ‘as ‘where and how to'live - 0% Financia Terms and Conditions of Service for Members of- the 1ol

E lReéular Armed Foroes, Fmal Report of the Commattee of lnquu’y paragraph 3 16 1973—Parhamentary Paper No. 25




: would be minimised by the probable willingness of private estate agents to compﬂe
- the relevant information when they appreciate the advantages to them.

113, The general conclusion that the Committee has reached here is that neither
the attraction and. retention objective nor the just employer concept 1mphes or
requires programs of provzszon as such. Indeed, what we envisage for the future is an
abandonment of provision of accommodation as the central thrust of Defence hous-
ing pohcy, and its: replacement with a policy of assistance to servicemen to find ac-
commodation, and compensation for cost-disabilities they face. Only where there is a

- special defence requirement for on-base housing, or where the housing market could
_ not physically cope with the required numbers of dwellings (e.g. remote areas) would
-exceptions to the principle of ‘no provision” be accepted. It is impossible for us to go
any further with our recommendations, however, without directly confronting the
question of rent, concessions and ailowances that we have alluded toat several earher
_pomts RN : :

",Rent Suhsndles - : e : i
- 114. - At present servicemen who rent from the Defence stock recewe an unphut
:rent congession or subsidy because the rents they pay are below market rents. The
- difference is due in part to the fact that rents on houses in the defence stock are deter-
" mined by ‘economic rent’ formulae based on historical costs (Exhibits. 10 and 11). All
servicemen who cannot be allocated a Defence house and who therefore rent on the
market receive a Temporary Rental Allowance to compensate for the fact that the
rents they mast pay are above GRS rents. In short, those renting Defence stock hous- .
~ing receive an 1mphcxt rent subsuly whﬂe those who rent on the market receive an ex- .
plicit rent subsidy. : L
o118, - Despite conirary VIEWS (Ev pp 232 to 26}) the Commmee is of the ﬁrm
‘opinion that an implicit rent subsidy does exist as the remainder of this paragraph will
“clearly establish. These remarks are prefaced with the observation that, through al-
Towances or explicitly calculated concessions, servicemen should in cffect pay rents
- which are below market levels (for reasons we diSCUSS later) but that the form and
level of these rent subsidies should be subject to careful consideration. A persistent
failure on the part of some of those who discussed the issue with us to appreciate our
“pelief in the deswabzhty of an allowance might be held at least partly responsible for
" the argument aroused on this matter, It seems clear however, that if governments con-
- sider the market price of a good or service to be :nappropnate it is open to them to
“regulate’ the market price by legal or fiscal means. But when the market provides a
.good or service at a market price oI re gulated price and govemments also provide the
same good or service to a section of the community at a lower prlce, then it must
surely follow that this group is recemng a special benefit~a concession—and that
‘government revenue for other purposes would be higher if the special beneﬁt were
ehmmated Such is de:arly the case with rents for married servicemen.
-7 116. “Finance suggested that the rent concession could be regarded to be rou ghiy
' 'equaE to the average servicemen on TRA receive (524 a week). Ideally if market rents
could be identified for Defence housing stock the amount of the concession could be
- determined directly. But since this'work cannot ‘be :done for -this report another
~method based on actual TRA rates has been used. This calculation shows that in 1976
g thc rent concession ranged from $22 a week to $27.a week on average for.serv_icemen_

o




renung Defenee housmg When the GRS rents are ralsed to thelr new leveis the con-
. cession will fall 10 between $ 14 and $20 aweek. T he method of caleuiauon is detaileé
at Append:x 4. N

~ 117 On the bas&s of these ﬁgures the total rent concessmn (excludmg TRA of
-$5 7m) is in excess of $25m though with the proposed néw rents it could fall to $17m.

_Ewdently the question is whether married servicemen should receive a rent con-
. -cession of this magnitude. Serv1cemen, whether married or not, suffer housing-related = -

disabilities as a result of frequent postings. The Defence Servxoe Homes Scheme pro-
. vides servicemen with housmg loans at concessional interest rates, the basic purpose
' bemg to compensate servicemen who are placed ata disadvantage compared with the

- rest of the community in acquiring a home, The Service Allowance provides margmal T

compensation for other features of service life; some related to postings practices.
"+ However ‘married servicemen' face other housing-related disabilities ‘which would

remain uncompensated if they did not receive some form of rent subsidy. First, even if :
“they acquire’a house and let it on the private market on being posted, there are ad-.

. -ditional costs of mamtaimng this house which they probably would not have incurred
_if they had lived in the house all or most of the time. Second, frequent postings-and
_-therefore the need 1o lease more frequently expose married servicemen to mofe nu-
~‘merous rent increases than the general community, Third, they have to pay bond
money 2 Fourth, although the market is a better alternative than the Defence stock,

- servicemen cannot always take full advantage of it to get the’ best quality in terms of

location and so forth. ‘Other people who ‘do not move around so much can be more
selective knowmg that once they make a ‘final choice they will not be compulsorily
“moved: And finally, frequent postings result in additional costs because of such things

as deterioration of equipment, the need to pay for many telephone connections and -

the imphcauons of changes of children’s schools. Taking all these factors into ‘con-
- sideration the Committee believes that it is appropnate for married servicemen to re-
ceivea rent allowance or a rent concession as the case may be. :

B i tN In fact the Commitiee would go as far as to suggest that if the uncompen-

: ated housmg«related disabilities can be covered by the Disturbance Allowance, as

.- the foregoing suggests, then there may be a case for reviewing and i increasing th;s al-
;lowanoe rather than for giving married servicemen a rent ailowance -

119, Despite the fact that it is of 51gmﬁeant size the presem rent eoneess:on or
_subs1dy is not appropriate. The core of its problem is that it is at present a purely
' .1mphc1t subsxdy, it emerges simply asa residual between market rents and GRS rents

-and its size varies as these two rent levels vary. Moreover in this xmphcn form it is not

~easily recogmsed and subjeet 10 scrutmy If there'is a Iogical reason for giving ser-
- vicemen a rent subsxdy, there is surely a requn’ement to ensure that the subsidy, in
~whatever form it is given (ie. as an exphen rent allowance or nnphcu rent con-

B cession), is logieaily set and not allowed to'be eroded or exploded by factors wluch

have 1o 1mmedia te bearmg onitsa ppropﬂate level.

Ce 120, The rent subs1dy given to servicemen: shoold be carefully caleulated and [
. -.awarded in as expllcit aform as possible. Servicemen Tenting from the pnvate market -
:would receive a Rem Allowance of the level determmed as belng appropnate thzs .

B 2_2 Bond money is bastcallya refundable deposxt ro cover damages caused by tenants. Bond money and jncreases inmar- -
ket rents are relevant only if servicemen rent from the markez If they rent from Defence stock they are faced wxah the -

eosts of bad loeauons and poor mamtenanee




' .:bemg ngen in plaee of. the present TRA {though obwously bemg caleulated in a
- different way from TRA, and not bemg temporary) Those who continue to rent from
the defence stock would receive an implicit rent subsidy—i.e. be required to pay.mar-
ket rents on their dwelhngs less an amount equal to the Rent Allowance, The process
by which the subsidy is applied is d1scussed later the 1mportam thmg is that thlS con- -
- -cession would be explicitly determined. :
::121: - The factors listed above are not. meant 1o be exhausuve and all the housmg—
_’related disabilities would need to be taken into consideration when fixing a level of
concession. Servicemen should recejve equal treatment whether renting from the De-
- fence stock or from the private market, as s the case w1th TRA at present The level of

o assrstance should be reviewed regularly.

- 122, The size of the subsidy could vary. aceordmg to. the pameular housmg mar-
~ket. In passmg, it is moted that public servants and servicemen receive compensation "
* ‘through a District Allowance for living iin ‘areas which are 1so]ated have severe'cli-
- “-mates and where costs of hvmg are relatively high. Tt may be more appropriate to deal
- with market differences by these traditional means rather than introduce another :
2 'element for ad _] ustmg rent allowances Whlch we have proposed ' =

' The Program Objectlves Re«Stated

_ 123 Evaluatlon of the programs now permlts the Comm1ttee 0 oﬁ"er a clearer
- and more precise statement of pro gram objectives than that given by the Secretary of
_the Departrnent of Defence. The objectives might be described as follows: .
e 10 build houses on base o spemﬂed standards when there is a clear defence
. need;and . . :
e because marned servzcemen are posted frequently

—to assist servicemen to obtam adequate housmg in, each iOCatxon to whmh
s they are posted.- : : e -
L a=to eompensate servxcemen for the costs of movmg {0 new iocauons, B
" ~-to. compensate ‘servicemen :for. 'any. otherwise uneompensated housmg -
ot related disabilities by givmg them a Rent Allowance. "
_ 124 “These objectives—which are implied by 1 the need-to contribute to attraction
~cand retention-of persons. to the Services and to behave as a just employer—are better
- served by programs of assistance in which provision is limited to cases of necessity
"rather than by programs in whmh prov1s1on of‘ accommodauon is assumed to be ap
: :propﬁate as a matter of course.* : - - :
125, There are. _several advantages in settmg program objecuves in tlns way
: ;Fil’St clear objecoves permit measurement of the effectiveness of programs and thisin
itself is an advance in the management and corntrol of public expenditure. Second, for
parliamentary scrutiny of expenditure, clarity of objectwes facilities legislative over-
sight. And finally, clarification sometimes shows as in this case,- aiternauve ways of

8 '.ach1evmg objectives (goals) ata lower cost.

77126, What has been descnbed above is the basm long term or. end posmon The e
only defence stock would be the exceptions and there would be no additional .

- Fesources. used 1o prov1de aeeommodauon Semcemen would therefore generally

rent from the market, pay market rents and receive a Rent Allowance which would

. " replace TRA. They would be_eomp_ens__ated_ asthey are now, for the costs of moving to

23




'new Eocauons and would also be assisted to find private rental accommodation by a
service prowded by real estate agents The GRS would be abolished. :
127, But the present position is quite different to that envisaged for the iong
. term, mamly because there is a defence stock of about 23.000 dweﬂmgs Since this
stock cannot be disposcd of overnight the transition perlod has to be carefully pro-
grammed if the end position is to be reached. g
128, The Committee sees 3 distinct phases in the transition permd The ﬁrst

7 phase would occur next financial year when for other than the exceptions and the con-

_ ‘tinuation of programs commenced in previous years there would be no expenditures

- for the construction or acquisition of houses (1 e. under divisions 245, 248 and 252 of
‘the estimates). This would be the only major change in 1977-78. During 1977-78 -

‘market rents would be determined for the defence housing stock by Taxation Office

- valuers who have done this type of work in the Australian Capital Territory. If the

- work cannot be completed within 2 reasonable perzod of time then the _]Ob should be
. given to private valuers, '
1129, The second phase of the transmon would commence durmg 1978 79 Scr-
‘vicemen who rent from the defence stock would pay market rates less an implicit sub-
- sidy. Others who go to the market would receive the Rent Allowance. Both types of
assistance would be expressed as specific dollar amounts determined by the criteria
described in paragraph 117. Since this system is quite different to and indeed superior

- to the GRS at some stage during the transition period the GRS should be abohshed :

: "I‘his would result in considerable cost savings (Ev. p. 442). :
130. During this phase there also should be a maximum effort to transfer ser-
" vicemen renting Commonweahh-owned housing in the A.C.T. to the private rental
" market. Since government rents in the A.C,T. would have reached market levels by

' - then there would be no advantage to servicemen renting from this stock. There are

close to 900 government dwellings used by servicemen on a permanent basis so that
- -this change would permit reductions in budget outlays of about $25m since fewer
- houses wouid need to be built by government in the A.C.T. to meet its present targets.
131 In the third phasé the defence stock would be graduaily and progressively
' freduccd over time by CSHA(S) houses being returned to the States, Commonwealth-
" ‘owned off-base housés being sold on the market and ‘the on-basé stock not being
5 repiaced if there is no specific defence need for on-base houses, Over time, with more
servicemen rentmg on the market, there would be an increase in the total of the Rent
. Allowance and a corrcspondmg decrease in the total of the implicit subsidy. The
extent of the reduction in any particular year would depend on market conditions and
- the attitude of the States. The Committee notes that this phase could start in the next

. financial year. For example, the 194 temporary and emergency dwellmgs could be

- taken out of the defence stock in 1977-78 and the TRA pa1d to, those servmemen who
. now occupy these dwellings. - -~
132 Finally, with all the stock disposed of (o{her than the exceptions) the end
. posmon descnbcd at paragraph 126 would be reached : : . :

o Departmental Responsmlhtyfor Servnce Housmg

133 Acceptance of these. proposals or continuation of thc present scheme

- reqmres examination of the effectiveness of programs from time to time. While the

' _'_Commutee has found Defcnce oﬁicers to be co- opcratwc and consmenuous we have :




| -.___formed the opm1on that the expemse to enalyse cornplex housmg programs s avarl—" s
‘able in' EHCD. The :Committee . will recommend that primary respon51b111ty for

adrmnrstrauon and adwce on defence housmg be transferred to that department

""'_.:':__Reeommendatmns : - . . S :
: 134 Clause l(b} of its. terms of reference asks the Commlttee to consrder' ‘
W 'how._ pohczes 1mphed “in the éstimates . .may be carned out:more " .

L -economrcaiiy Pursuant to this ciause the Comrmttee recommends that ‘)
L ﬁ(a) from and including the financial year 1977-78 there be no ‘provision | for expendn-. L
B tures in the estrmates to buxid o1 acqmre accommodatron for mamed ser-'_- S

5 Vlcemen ERARE N A :

' . the only exceptlons to thls general prmcrpie would be approprlatlons to con— e

' tmue programs commenced in ‘previous years; to bmld houses on~base when .

“there is a defence need and to obtain accommodation in areas where the hous-. PO

- ing market cannot phys:cally cope ‘with the numbers requered

R _.(b) durmg the’ ﬁnanclal year 1977—’78 ftmds be’ allocated I cover the expenses o
.= ‘associated wrth the deéermmatlon of market rents for the present defence hous- :
© o dngstock. s : :
: ""_;g_';(’i‘hese would be the only changes in 1977 78)

o (c) _-;'from and mcludmg the financial year 1978 79 all marrieé servrcemen who suﬂ'er:-". Lo L
:dlsadvantages in relatnon to housing and who rent accommodatlon from the pri- BTN AR
-~ vate market receive a Rent Allowance while those whe rent from the defence P ST

- o stoek receive a rent concessuon (u'npllctt subsrdy) of equal value:

 the: levels of these beneﬁts shouid reflect  the housmg-related drsabdn‘res'_ . ;_ ]

.- suffered by serv:cemen that.are not compensated for i)y other sehemes,

. .cession,” . e o
». the levels of ass:stance shou}d be revnewed regularly RN :

] fthere be equallty of treatment for servicemen of the same rank andi in the same_ g -
“housing market whether they recelve the Rent Allowance or the rent con»._i L

(d) from and mcludlng the ﬁnancmi year 1978-79- maxamum eﬂ'ort be made to': o

- iransfer servicemen rentlng government houses in the Austrailan Capztal Terrr-_" '

o tory to. the prwate market, ihus nermlttzng reductrons in budget outlays of about :

st

s (e) from: and mcludmg the ﬁnanelai year 1978~79 the ex:stmg defence hoesmg R

- stock should be gradually reduced by returning dwe]lmgs to the States; selling -
' Commonwealth-owned dwelllngs and not rep!aczng other Commonweaith-owned. N
- dwellings. whose economic life kas ended. g '

: ._'._-.-'-_'j--.factor removed i‘rom the economte rentformuia._ L T R by

CL(g) ‘at some stage in the process of rnnnmg down the defence housmg stock the o
o Group Rent Scheme be abolished. - S L

" (h) as long as the Scheme lasts, rents set under the Group Rent Scheme he_:'_ '
-0 reviewed quarterly. - : : SR L

(f) “the'Commonwealth negotlate with the States to hare tne vacancles and defau]t_" B

e -{i): "';from and mcludmg the: ﬁnancral year 1978 '79 the Commonwealth estabhsh an ._ B

. estate ‘agency co-ordination service which would assrst semcemen to ﬁnd'-’_. .
-'-._'accommodatlononthepr:vaterentalmarket e R




._(_]) prlmary responsmlhty fer adm:mstratmn of and adwce on defence housmg be 5

~transferred to. the Department of - Env:ronment Housmg and Commumty

HEEE 'Deve]epment
(k) the Minister for Veterans Aﬂ'axrs anthonse that a semeeman be aﬂewed to use
o -:_fhls Defence Service Homes Scheme loan to acquire 2 house in a locality to
" which he is compulsonly posted, whenever he is posted, prov:ding that the out-
o standmg balance of the initial loan’ does not increase and that a special allow-

. ance, re]ated 10 the annua} value of the Rent Allowance, e’ granted to assist.

and selling of houses. - 0 SR T A
138, The: first recommendauon prov1des for the contmuauon of provtston pro~ S
: grams to meet certain’ exceptions. In respect of these excepttons based on the anaiy51s ;

'~ inChapter IIl the Committee recommends that: : - _
S .(a) “the relevant departments consult with approprlate orgamsatnons when revnew-

S ing standards for servicemen’s housmg :
(b)) The Departmem of Environment, Hous:ng and Commumty Developmem exam-

Ey : i‘_mamed servicemen wnth the costs of certam transaetnons mvolved in the buymg L

.+ ine the proposition that State housmg authorities build low set houses for the 'f R

defence’ stock because of the cost savings of $3,000 to $4, 600 a house,

. (c) “factors such as savmgs in the Temporary Rental Allowance and cost escalation

_of building programs he taken into conqlderatson when decisions are being made

~as to whether acqu:sit;on oz new eonstructlon lS the more econonucal way of L C

o _provndmg housing.

2 ¥ (d) “work on seiectlon of the most eLonomlcaE ways of prov:ding servncemen s hous- .

' 1-.'_-_:mg be carried out by the I}epartment of Env;ronmeut Housmg and Commumty
SR '_ﬁDeve]opmem i : :
o (e) funds for marned serwcemen s housmg be appropr:ated under one vote

o :iCosts and Beneﬁts

- 136. Manyof tht the Commmee sces as beneﬁts or advantages of 1ts proposals _
are apparently seen as Costs Or disadvantages by Defence and Finance. For ‘this @ -

i reason, ‘if no other, we must now present a careful examination of the arguments, stat-

ing our. case ‘as clearly and conczseiy as posstbfe weighmg the oosts agamst the

B beneﬁts i

j:-.groups the costs of the Committee’ s proposal avaﬂabihty of rental accommodauon

~and effect of the proposals on Service morale and recruitment. Each'of these groups of
o arguments is'dealt with in the succeedmg paragraphs efter whlch there is dxscussmn of _
ithe benefits of the Committee’s proposals. . : S A
o (a) ‘The Costs of the Committee’s Proposal e - SHNE R
138, The ‘central ob}ecuon 1o the Committee’s basac proposal was that it would '
cost more, Finance claimed that the Rent Allowances ‘would constitute an additional

- ‘cost to the Budget equivalent to the total cost of the Rent Allowances paid to Ser- . o

L ':v1cemen (Exhibit 51, p. 361). This so- -called cost increase was estimated as being be- g

_ “tween $10m and $15m by Finance. Examination of this. argument is inevitably com- - i
. plex. The Committee has therefore summarised: 1t_s views in the text of the report whﬂe
LY presentmg a fuller expianauon in Appen(hx S Ll S -

139, In the first place, assummg for the moment that Fmance 18 correct (whtch 1t e :

©ds not) budget outlays would not increase 1mmed13tely by these amounts As long as.




' ."_there isa steady constructron program whrch as under present pians would contmue i

. over the years, tiet cash outlays would be lower under our proposal than they would
“- beif the presem arrangements were continited. Therefore, even on the basis.of the

“~Finance argument, there would be noincreases in cash outlays (in fact there would be -
: :reductrons) for atleast the first 5 years of the. Committee’s proposal SNy :
140, But the Finance argument has another and more serious’ ﬁaw It overiooks

the real ‘cost that is in effect borne by Consolidated Revenue when rents are below - '

~“market rents since the dwelhngs could alternatrvely be let to the community at large

“(or servicemen) at the hrgher market rent levels. Both Finance and Defence have ad- " ;

~'mitted that servicemen’s rents are less than market levels, There is thus an implicit

Vi cost to the budget in respect of existing Commonwealth stock. Takmg this cost into

" consideration, and the Committee firmly believes it has to be taken into consideration

. in any rational analysis, there is really no difference in terms of total costs between our

that

'_';'proposal and .what now exists. It costs taxpayers no less: and 1o ‘more for the _
* Commonwealth to. pay a Rent Allowance than to. purchase. houses and charge less
-~ than market rents (give an. implicit rent subs1dy) as long as the: levels of the two sub-

sidies are the same (See Appendix 5). That is precisely what: has been recommended o

" Indeed the Committee would recommend the ﬁxmg of a concesswn }evel even 1f the
- -"_present scheme were regrettably eontrnued '

141, -The views of Finance on this matter are dﬂferent from those he]d by other_ T
: departments whlch have econornlc experuse In anaiysmg aiternatwes Treasury says_ s

p sin oonsrderrng the relevant costs and beneﬁts mvolved (one must) take 8
. account of costs or benefits to the community asa. whole that may not be reflected

~_in the direct ‘financial data, for example, . . . conservative sccounting,
:whlch does not fully allow for the market value ef the accommodatlon prov;ded’ S

" (Ev.p. 339 and 340; emphasis added by Committec).

142 The view in the Treasury submission {made to the Commrttee before the_' -

:_gcreauon of Finance) was also. supported by EHCD. It said that since service Tents.
“were below market levels there is a subsidy and while ‘allowances’ of this sort might

o _-be accepted as necessary to compensate for housing difficulties assomated with the

- serviceman’s occupation ‘the rental system should ‘clearly identify any such allow— L
o ‘ances to mdmate the true cost of servrce housmg (Exhrbrt 52,p. 372) '

143, In view of the rmportance of the isstie the Commmee also sought adwce g
-'-frorn outside the depdrtmenrs and asked Professor R. L. Mathews, ‘Professor of Ac—_'

counnng and Public Finance, Australian Natronal Umversrty for hrs v1eWS whlch are '_ e
o pubiished mn fuli at Appenduré He observed that:’ S

once the house is in existence, the hrstoncal cost of the house (or mdeed_ '

'_ ".1ts current replacement cost) i is irrelevantin determmmg the real cost of providing .- '

- the accommodation. If the rent charged is below the market rental, the choice be-
“tween historical cost, repldcement costand any other cost method of determmmg
. the ‘amount charged is arbitrary and . cannot. disgurse the fact that the shortfall
- helow market rental is a sube:dy (Appendrx 6, emphasrs added by the Com» .
i -m;tEEE) L :
144, The Commrttee is therefore convrnced that Fmance is mistaken when it
'says that Tent allowances ‘would Tepresent an. added ‘cost to the ‘budget. ‘This de-
partrnental view has rmphcatrons for other housmg pohcres as well The argument

g




B -.could be 1nterpreted o 1mply that the Government is. proﬁteerrng by rnovrng 10 R

S i charge market rents for government housmg inthe A. C T. ‘because these rents would - .

- be higher than is necessary to recover full historical costs, In the same context the . =
e "_'Government could ‘be accused of: encouraging ‘State governments to - profiteer by ..
. prompting them to charge market rents for weifare housrng w1th rebates offered oniy.

g '_yearsﬁ

' to those who meet parucular criteria, -

el 145 ‘The Committee" argues further that when compared wrth the extstmg Lo
B :'.;seheme its proposal should not result in net increases in explicit costs 10 the budget. "

. "This would be easy to see if all of the defence stock houses were owned: by.the Com- - .
- -monwealth. By progressrveiy seihng off elements of its housrng stock, the Comrnon—" _
~‘wealth would obtain capital gains grven present housmg prices compared 10 its orig- -

" inal outiays ‘and: were these caital gains invested at the'long-term bond rate the

| */ annual” mcome obtarned ‘would * pay for Rent Aliowance expendttures for manyﬁ'

146, Whiie thrs argurnent apphes to that part of the defence stock whrch is Com— '

:"'monwealth-owned ‘in reality this ‘amounts only to ‘some ‘30% of the total. The .
~“remainder are ‘owned” by the States and.would need to be retirned to the States

~ which would add these houses to their stock of welfare houses, In many cases, 100, it °

B : ‘would be possrble for the States to demand that their interest charges'on the loans = -
"*_..'outstandmg on: returned houses be lowered to the current weifare housmg 1nterest_ RIS

'rate of 4%.

147 Thrs does not mean though that dtsposmg of these hoases would 1mp1y_':_' :

= 7 .that budget costs would srmpiy increase by the amount of the Rent Allowance then S :
- payable plus’ any loss of revenue due to lower interest repayments received by the

~Commonwealth. The. housing released from Defence use would be added to the
““States’ stock of welfare housing. From the Commonwealth’s pomt of view an increase

.. in its support of welfare housing | has been achieved in this way rather than by increas-""
©ingits (submdised) loans for new construction by the States. The apparentlossinone

"-'.."comment, relating to the possibility of 1ncreased TAA expenditures, and- the possi- - -

. .:.': ;_part of the budget is cancelled by an equrvalent gam m another (agam see Appendrx. e
: ..'-.148 There are, however acoupie of other cost- based arguments that need some .. :

... bility of people who currently make therr own arrangements ehoosmg to enter into the' L
R new scheme. .

"149. " Both Defence and Frnance argued that a Rent Allowance would Iead o

loss of trme 'spent in searching for accommodanon, and increased expenses onTAA.

“In the first place, it is precisely for the purpose of restrammg such cost increases that ™
= the Committee recommends the establishment of an estate agency co-ordination ser- - S
- vice. Information on available accommodation would be made easily and cheapiy ac-.

"'.fcessrble to servicemen, and .a srmple check would:be available to Defence on those '

. who are taking an unusually long time to find accommodation. It is noted thateven = e
' "now servicemen try to find others who are vacating rented accommodation sothata -
w srmp}e transfer of lease nught sometrrnes be arranged In the second place moreover B

_.23 Some houses may ot reahse very much ot beurg sold because they are nearto the end of therr economxc hves but then ERE

:they belong io the group, which under the existing 3 scheme woulé be gliminated in the fofuire anyway,

2 24 Or the Commionwealth could choose to actua]iy o down its new loans, if it wsshed wnhout reducmg its effect:ve sup. RN
; ply of welfare housmg, in whtch case the savmg 0 revenue would be gven ciearer ; .




- the information that Defence collects on TAA does not enable us (or them) to dis-
. nngmsh between time spent by servicemen in temporary accommodation while wait-
ing for a defence house on the one hand, as agamst time spent searching for prlvat:e
accommodation on the other. All we know is that the present ‘assessed’ average is
~about 9 days on TAA, What is relevant is'only the extra time, if any, spent searching
- for private accommodation compared with time waiting for a defence house, and
* while this m1ght involve increased. expenditure, there is no reason for anyone to sup-
pose that the increase will be large; and in terms of budget ouzlays in the early years,
as.our previous discussion indicates, it would take astronomical increases in TAA to
. ‘cause total outlays to actually increase. In any case, against any increase that does
occur must be set the undoubted gains in' terms of flexibility allowed to servicemen in
_choosmg housmg that matc,hes thexr mdmdual preferenees that anse from our pro-
posal.

_ 150 It is also possxble that under the Commmee ; proposal some servicemen
“who now make their own arrangements would become el1g1bie for the Rent Allow-
- ance. Defence does not know, understandably, how many servicemen prefer 1o make
their own rental arrangements rather than live in a defence house when faced with
these two options, While these addmonal numbers will add to costs of the proposal
there are compensating beneﬁts The programs will become more effective in meeting
: spectﬁed objectives and this, in-turn, should assist to retain the servicemen in the Ser-
© vices for a longer period than would otherwise be the case, Indeed, the fact that some
. people are probably discouraged from accepting the present concessional rents be-

~cause of the poor quality or location of existing defence housing must be seen as a dis-

'advamage of the present scheme tha{ would be ehmmated by the rent allowance L

: 'scheme

“(b). Avaxlabihty of Rental Aecommodauon L

7151, ‘Defence has argued that a second major defect in our proposal is that the
. private sector would be unable to provide accommodation in sufficient quantities in
many areas. There are about 23 800 dwellings in the defence stock. Defence said_ :
©. 12 300 are in capital cities, 8200 in remoter areas, and 3300 on-base. Furthermore, it
stated that while this seemed to give about 50% of its stock in capnal cities, about
. 4000 of that stock (in existence or planned for the next 5 years) is in areas like Pearce
(W.A.) Laverton {Vic.) Edmburgh (S.A.), Richmond and ‘Holdsworthy (N.S.W.)
- where it argued subsmute private accommodation is in very short supply—a fact

‘which would seem 1o leave. only about 8000 homes likely to fail fairl y clearly into the
N group which might be replaced by having servicemen rent privately. .

--152.  First, even if ‘only’ 8000 dwellings were able to be replaced in the foresee~
~ able future it would be worth begmnmg dismantling the current provision programs
in these cases, and all the more so since it is likely that a s1gmﬁeant part of the older
- sub- standard stock would be included in this number.

153. ‘In the second place, though of:atleast equal i 1mportanee, the Defence argu-
.ment that there is no evidence that the private owners will respond by supplying ren-
-tal accommodation is overstated. At the simplest level, the fact that hundreds of ser-

~vicemen are presently in receipt of TRA in areas siich as Richmond, Liverpool and
. Perth is proof that, when required, accommodation is available in areas picked out for
- special mention by Defence. Moreover; in present circumstances private sector rental
: _supply is condltioned by the expectauon that Defence controlled accomrnodauon w1ll
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' eventually be bulit or acqmred in- the area $0 that: any demand from servicemen is
“seen as purely temporary In an environment ‘where 't is ‘expected that future

- requirements will not be met by a program of Commonweath or State construction or

“acquisition, private sector supply of rental accommodanon is likely to be stimulated.

As EHCD acknow}edged (Ev.p.418) where an active market exists it would respond

to an actual demand coming on stream slowly; and we feel obliged to add that where

. 'no active-market exists it is 11kefy to be stimulated into ex1stence by the promxse of a

: _stream of demands : g

C 1540 One certainly does not need to pm ones hopes on the ex1stence of a perfect
_ :market (Ev. p. 422) to conclude that much of the present stock—-actual and planned

. -for the near future—could be eliminated sEowa, and that this posmbzhty might also

apply in some cases in what was called ‘remoter areas’. The additional number of ser-

" - vicemen Tequiring market supplied accommodation in any one area in any year

~.would be small. As previously stated, there is need for a transition period in which ini-
~tially one might simply eliminate plans for new construction, particularly in locations
- where the number of new dwellings planned is small, and then slowly reduce the
exxstmg stock at @ pace partly determined by what the pnvate market will respond to,
* ‘Even in ‘some <cases like Townsville where virtually a séparate suburb has been

created for service dwellings the slow release of some ‘of the ex1stmg Defence con- .

" trolled stock mxght lead 10 the release of other accommodation in reasonably access~
_1bie areas, or the stnnultmn of supply of new prlvate rental dccommodatlon IR -

B ‘155, ‘While exceptions would: undoubtediy exist, after a reasonable trans;tlon
: penod the Committee does not expect them to be nearly as large a proportion of the
~present stock as Defence has attempted to argue. Obviously the market cannot be
-expected to cope. mstantaneousiy with decisions by the Commonwealth to locate ser-
‘vicemen in hitherto sparsely populated areas, or to move a whole squadron from one
- end of Australia:to the other; but it can cope with reasonabiy planned and executed

o _mcrementai changcs in housmg demands

' -_(c) Effects on Semce Morale and Recrmtment

_ 156 A final series of observanons relanng to the quesuon of whether or not the
'proposai is beneficial to servicemen seem necessary in the light of some further com-
_:ments ‘made by Defence. Throughout the hearmgs, Defence representauves have

e repeatedly asserted that morale, and hence retention and attraction of servicemen, is
+ crucially related to defence housing policy. In the last series of hearings it was asserted
that the proposal of discontinuation of proyision of housmg would dlsastrousiy aﬁ“ect

: the eﬂimency and morale ofthe forces (Ev. p. 365). .

~157. At no point has Defence pmduced hard evidence of the ro}e of housmg poi-_

-1cy in attraction ‘and retention, and it seems bareiy credible that a scheme ‘which

would prowde servicemen with a wider choice of accommodation while assurmg-

" them of a given level of allowance (or concession) would be: regarded by servicemen

~as inferior to present arrangements, which surely have little to do with the attraction

“and retention objectives (see paragraph 108). Much of the housmg whichis now a

~“source of compiamt would .be eliminated, rents payable by servicemen would be
“maintained at @ given amount below market rents, and servicemen would often have _

* “a'wider discretion to choose how to trade-off location and other desired characteristics
; of housmg agamst cost Indeed in the course of dlscusszons w1th the Committee some
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wof the Defence representanves appeared 10 change the1r opuuons (see, for exampie
- Ev.p.406). :
- 158, Once a reasonable housmg pohcy 18 estabhshed thh servicemen- oﬂ”ered
-compensatlon for their housing-related disabilities,the Committee believes factors
~ other than housisng will have a larger impact on retention rates (especially pay levels
and re- engagement bonuses). There are undoubtedly some servicemen who regard
- the provision of accommodation, at concessional {and preferably nominal) rents, as -
- an-absolute right. If service pay and allowances are set at levels which provide com- .
" parative wage justice, a just employer would not seem 10 be requxred to actually pro-
* vide accommodation, but only to assist the serviceman to find-it and compensate him
- for any related costs, and indeed all would be better-off under such a policy. -
159, Against this proposition, Defence quoted the words from paragraph 10 of
. '_the third report of the Committee of Inquiry into Financial Terms and Condmons of
“Service for Male and Female Members of the Regu}ar Armed Forces that*. .+ as
--a matter of principle and consistent ‘with the views ‘of industrial tnbunals, such '

- .dlsabxhtles as can be removed should not be compensated by: way of allowances’.

160 Whlle acceptmg the i 1mportance of these views, it seems 10 us 10 be too nar-

~ row an interpretation both. of these words, “and of ‘the nature of housing- -related

. _'d1sab1ht1es faced by servicemen, to accept that provision of accommodation is implied
" by them. The serviceman’s housmg disabilities wotld only be truly removed by the
‘abandonment of postings ‘practices, and indeed it is very difficult to separate the

g 'housmg specific from the more generdl d1sadvantages created by those practices. _
The provision of accommodation in fact eliminates only one sort of housmg—related :
‘¢ost—the emotional costs and some financial costs related to searchmg for accommo-
~ dation and- even then does so completely only if accommodation is always guaran-
- teed—though provision at concessional rents involves the additional policy of oﬂ‘ermg
a-housing-related sub51dy The Commlttee has since dlscovered that the report
o suggested a hmngs scheme and also said at page 8 that *. housmg pohcy and

" the des1rab1hty ofa hmngs scheme are outszde the scope of our Terms of Reference”.

“As"a committee of the Parhament we cannot be bound by an mterpretation of the
words ‘of another mqumng body partlcularly -when - we have our own terms of
' reference asa guLde : . i :
T (d) Benefits _ : . . : _ -
161, The arguments put forward by Fmance and Defence agamst our proposais
- _have httie substance. What i is left for us to do isto mdlcate 1he beneﬁts and advan-
“tages of our recommendations. ; :
162. The basic recommendations we make rest on the prermse that the market
- with its larger numbers of dwelhngs, greater flexibility ¢ and adaptability to change, is
“*in-a better position to provide servicemen with accommodation than Defence is with
Hits hmlted stock of defence houses with a fixed set of charactensucs ‘Therefore ser-
- vicemen should be encouraged to rent on the private market and exercise individual
~choice as to location; quality and so forth, We recogmse there are exceptlons to th1s
' ruie and our recommendations cater for this. :

‘163, But since servicemen have certdin housmg related d1sab111t1es we consxder

'_they should pay less than market rents, and accordingly should receive an explicit wo

- 'subSLdy or Rent Allowance. While there is a defence stock it then follows that rents of
: j.thls stock should aiso be SubSldiSEd We go further and argue that the Ieveis of submdy




_ -should be determined by rational processes rather than by acc1dent as is now the
"case.” This recommendation would benefit servicemen because it could halt further
1rrat10nal erosion of the benefits they receive. -

164, - The Committee has refuted arguments which assert that Rent Allowances
_ would add to budget outlays. We find that our basic recommendations could reduce

budget outlays by significant amounts in the short term as the foﬂowmg ﬁgures show
' 1977-78: reduction of $13m. - - : :
1978-79: reduction of $28m. -
1979-80: reduction of $31m. - : : L T :

. +.-165. " In the longer term there would be further reducuons of about $2 Him. The

 figures are. estimates and make no allowance for the excepuons The baszs for cal-
;-culdtmg these figures is atAppendix B o

-166. - These figures do not represent savings in the strictest sense of the term All
'these outlays are repayable with interest over 53 years, so that there will be a steady

stream of income which will be received in future years. These reduced outlays should

“be seen therefore as short-term benefits. Neither can one argue that what is involved
in these figures is a resource-saving that is 1mmed1ately avatlable for other public or

'._pnvate sector use. Public sector housing activity will be reduced, it is true, but the pri-

“vate sector will then need to provide accommodation that otherwise the pubhc sector
would ‘have pr0v1ded though some resource-saving might occur because relatively
more economical ways of pr0v1d1ng accommodation will be secured by the market

~than has been true in the existing ‘scheme, The effect of the shuffling around of
resources, however, will secure, eventually, a housing scheme for servicemen which is

-as we have stated before, much more eﬁ"ecnve than the present one in meetmg its

3 ob_]ecuves and servicemen s requirements. -

. 167. The Committee has examined the costs and benefits of vanous alterndtwes
and it is on this overall basis that its proposa}s are based. Our task has been compii~
cated by the fact that governments have not developed a housing policy based on an
- overview of all the housing-related implications of postings policies and the various
*ways in which some compensation is made for them. None of the major ob_]ectlons to

‘the Committee’s proposais has shaken its belief that the most effective and econ-

- omical way of compensating servicemen is through an allowance to assist them to
obtain private rental accommodation. Some substantial exceptions might exist, and
some modifications may be necessary to cope with special cases (for example, the ar-

: gument that special consideration may be necessary for wives of sailors away at sea

“requires sympathetic consideration) but such consuierauons should only modlfy the
extent not the direcuon of desn‘able changes ' :

R.V.GARLAND
e ' Chairman
May 1977 5 -

: _' 25 It could be said that in determmm g these ievels regdrd should be gwen to what pubhc servams recewc We dlSCUSS thls
matter in Appendxx 7 : :




© DAVB.MIBW.

'_-'(a) Lzst of Witnesses
i E_ANDERSON MrR A

: -.-_'Chzef Executwe Oﬁ"lcer '
- Service Conditions Branch
. ‘Department of Defence, = - i
‘- BLACKWELL, Air CommodoreJ. H. - - Director-General,” -
R S : SRR :.:_.f__PCfSOﬂneiSCWICES i SRR
- Royal Australian Air Porce _' Gl

. CANBERRA-ACT.

. COUNT, Licutenant-Colonel M.A,

 :'-':-.'.'_E:FO'GIARTY;:Mr: PJ i v S

DSO DSC

;.“_HARRIS MrW L

- HOOPER Brigadier].A. = =

~First Ass1stantSecretary,_ S
- Defence Facilities Division; .~
- Department of Defence
" CANBERRA.A. CT
Staff Officer, _ ERIUTER
" Industrial Dmsm’n, SRR
- Department’ ofI)efenoe, " -_ o
. 'CANBERRA.ACT, e
“Acting Chief Executwe Ofﬁcer, B TP N S
- Defence Facilities Dmsmn S
“ " Department ofDefence, _ L
. CANBERRA.ACT. " S ML NIRRT
. “Acting First AsmstantSecretary, RSN
o wIndustrial Division,
-.-Departmentof Defence, R
- CANBERRA.ACT;
" Assistant Secretary, .
" /Property Division, SR -
" “Department of Ad m1mstratwe Semces B
S : L o CANBERRAL ACT. ' o
':_'-GRIFFITHS RearwAdmlraiG R 0 Chief of Naval Personnel R T
Lo : oo Department of Defence, : SR
o CANBERRA.ACT. "
7 First Assistant Secretary, :
' _-'.-"Hou51ngD1v1510n ' : RERER A
____Department of Envu‘onment Housmg L

- and Community Development

. CANBERRA'AC. T.
D1rector«General S
* i Personnel Operanons, e
i CArmy Office; . o
.CANBERRA ACT




o :MCINERNEY,' CommodoreJ o o

 PARKER, Air Vice- MarshalI s D F.C,

AFC

_ Dlrector-Generai R
" ‘Naval Personnel Serwces, 2
" Royal Australian T\Iavy,

o CANBERRA ACT

- Chief of Air Force Personnel S
.. Department of Defence, ' -
- CANBERRA. ACT

-ZF_n"st Ass_ist_ant Secretary, B
.- Defence and Works Division, -
© . Department of F_i_nanee,_- L

- CANBERRA.ACT.

First Ass15tant Secretary, o

Housing Division,

-.Department of Enwronment Housmg PR

-and Community Development

R D "-"'CANBERRA ACT.
o ..:.'TANG_E, SirArthur, CBE S =_'_'Secretary,
B T et "_DepartmentofDefence

S CANBERRA.ACT.

. WIGLEY,MrE.

(b) Ewdence e

: 'Fzrst AsszstantSecretary, P

Property Division, -

D Department of Admmlstranve Semces
oo .CANBERRALACT, .
'_WHI_TELAW,'Mejof-_'Genera'l J.','(_Z.'B.B.:"-'_.'_._Chlef of Army Personnel i
R R e e L T "'Departmeniofif)efence, "
| CANBERRA.ACT.

- Ewdence was taken by the sub comm;ttee at pubhc hearmgs on 8 and 15 October _.

- '1.976 and at in-camera hearmgs on 29 November 1976 and 18 and 21 Aprﬂ 1977.
~Witnesses were told at the in-camera heatings that the evidence would be pubhshed R
- whenthe Report was tabled in the House of Representatives, The sub-committee also * - -

- received submissmns which Were treated as Exhxbns and has authorised pubhcaﬂon

_.of them

Exhzbat N 0

2. The followmg is an 1ndex of the EXhlbitS B

. dated 13 Auguist 1976, contammg— -

L _(a) Commonwealth Housmg Agreement Acts Nos 43 of X o
' 1956 3]of1961 and240f1966 ' R

-'j_(b) Commonweeith State Housmg Agreement (Sep .

v;cemen) 1972

_ D S - EERAES f’.age'." .
SN B .'_:Annex A to subnnssxon from the Department of Defence AR




Exhibit No.

UZ'Q ey

.i: ..;O:.Lf
';;13
14

: s
=16 -

g _18': .

a1

22

Sas

~./Annex B to submission from the Department of Defence =
~ dated 13 August 1976, containing an extract (pages 2/1to = -
-.-2/9) of 'the "current Services” Scales and Standards of
i _.'.-Accommodauon S - L1927
. Annex C to the submlssmn from the Department of De— R
~ fence dated 13 August 1976 oontammg recrmtmeni pubhm _
cations and advertisements. ._
- Report of the Defence Workmg Party convened to Rev1ew. S
" Proyisioning Aspects of Defence Housmg Pohcy L 28-67
" Subrmission dated 27 July 1976 with covering mmute from ISR
" Mr Buckham, First Ass1stant Secretary, Defence Facﬂmes DR
" Division, Department of Def‘ence T
::;:-Breakdown of 1976-77 Budget on Semcemen s Housmg 68 .
o Estimates—Apphcable Dmsmns for Expenditure on’ Ser~ S RDR IR
- “vicemen’s Housing . - 6970
- -_Defence Instructions (General) Pers OI l (covermg HESSR
" “Group Rental Scheme and Temporary Rentai Aﬂowanoe)
_~ Cost ‘of Houses" Recently - Acquzred by Defence in o
L Queensland by Group and Location * - S
“Interim Economic Rent Formula as at March 1975 used for L
_Commonwealth Owned Dwellings - ... S99
Economic’ Rental Formala used by State Housmg '
' .Authonnes A TR -
~ Temporary Rental Aliowance N :
-Navy Posting: Policy & Practlce ' 2109-141
. Army Posting Policy & Pracuce R _
" RAAF Posting Policy & Practice - o Lo 114-116
" Submission from the Council of Austrahan Govemment CoMe
Employee Organisations dated 4 October 1976 TR
~Length of tenancy of Service marned quarters and state~ L
- ‘ment by Minister for Defence _
- Costs of acqu151t1ons by Defence at Ingleburn and Mmto, i :
L NSW. L o -122-123
._ Locanon and standards of service mamed quarters .

. Salaries of male oﬂﬁcers and male other ranks-—August St
1976 L 162-163
! :'.CSHA commltmem and draft program for 1976 77 U 164-165
-+ Extract from Defence Report 1973 S o 166-167

" Location. of CSHA dwellmgs proposed for construcuon DR
- 1976-77 - ; -
"Cost to revenue in 1975 76 of vacant CSHA dwelhngs AR )

Submission from the Department of Veterdns Affalrs on o
"Defence Service Homes Scheme -
_ Costs to-purchase and rént dweilmgs in Me}bourne as -

SRt supphed by L. C Brabender and Assocxates Pty Ltd .

Page

:5571f97_23'-_f' :.  :

e

. _..'IIO{)
101-108

i3

B ._.._11.7.__.1.21....:. B

1_24;']51 L '

e

J:“172;178' : :'”' RS

'."3179:1'8.'.6'.'.. h

e




0270 Costs to purchase and rent dwelimgs in Sydney as sup-. Lo

©plied by C.H. Little (Sales)PoyLtd . . . & . . . -_18_7__——__191 '_:

28 _' - Costs'to ‘purchase ‘and rent dweihngs in Sydney as sup- :

- plied by W.E A Schloeffel & Son Piy Lid L 192—193 S

L ] ::29;'  Costs to. buﬂd dwe}hngs in" Melbourne as supphed by O LR L

~ - RDCProjects (Vic.) Pty Ltd - : 1944199 SRS

230 - Costs to build dwellings ‘in capztai cities throughout_

'3'Austraha as supphed byJenmngs Induistries Ltd O _'20.0%2_.12. ; T

31 E _-_-Submlssmn from the Department of Admlnlstrauve Ser-. -
0 vices dated 7 December 1976 on ev1denee glven at the in

: 'i“;camem hearmg on29 November 1976 S '.'.'._j521'3}~22_0 L

o 32 . Revised cost 10, revenue in; 1975 76 of vacam CSHA_'-"

- dwellings 0L . S 221 : o

L33 Subrmission - from the Depanment of Fmance on the R

o alternative methodsofobtammghouses LT 02220230

134070 Revised: figures from the Department of Enwronment A
-7 “Housing and Commumty Development of CSI-IA houses

' '.-handed back tothe. State authorities o % ."_--'.'22_4 _ U

e f 35 Costs 10 bulld dweihngs in Townsvﬂle as suppheu by

i -Nanondl Homes PryLtd . RS S 225w227 . S

36 v “Costs o build dweihngs in Defence areas, throughout' -

- Australia as supplied by Jennings Industries Ltd I 228—233 b

-_3‘"?_____"'__-.Comments by the Department of Defenceon’ ' " 1o
e (a) estsmated cost to bnng 1400 dwel]mgs up o stan-.-_ S

S dard S o oa s
(Y emotiona} Costs ofremoval T R _':-235

o -."'_'(c} re engagementratew'--. -
(n) Army
(m) RAAF ; TR RN RPN
+-and supply of marned quartersw AL

" (iv) Navy e

2407

~ (V) Ay -

(v RAAF 241

. -.(__d) ‘initial occupancy dnd Home Rent Purchase System' '

provisions of the Defence Service Homes Act .. . 242—245 i Ll

S (e) ‘numbers of dweiimgs havmg an economlc rent in -

: cexcessof $75aweek © oL DL e -'__:: 246_ R |

o -'-"(f) amountofsub51dybefore1975 T ._‘- AT
i {g): details of prolonged vacancies in CSHA dwe}hngs LTi248
oAh) authonty forremsxonof SSSA prov;s;ons iR DA

i '_ 38 '. " Costs 10 build dwellings. in the Perth reglon of W A as

. supplied by RDC Pry Lid o _'_-_':__250:__2_5 1 e

S 39 7 Costs 10 build dwellings in Townsvﬂie as supphed by L

e szon Investments Pty Ltd S o 252 G




B Exhibit No.

-40

41
@
43
!
43
46

47

49

50

Comments by the Department of Defence on

-(a) general matters mciudmg eompensatron for servree

disabilities

-(b) proposed Government expend1ture on defence

-housing programs from 1977-78 to 1979-80

'(e) Service Allowance and the provision of housmg

(d) basis for esumaung costs of dwellmgs to be bullt
under CSHA

' '(e) melementatton of 1976 77 CSHA program

(f) type of dwelling, number of units, locality and total

" -costs of houses provided for under CSHA in Sydney,

~ Melbourne and Brisbane in 1973- 74 1574- 75 and
- 1975476 Budget programs ..

:( g) acquisition in 1976-77 and mix between acqul-

~sitions and CS HA .

: (h) details of Panania houses Sy
(i) loss to revenue of annual rent ad}ustments

(j) . Report of Defence. Facilities Policy Committee on
‘Defence Housing Policy -

- Costs to purchase and rent dwellings in Townsvrlle as

supplied by Pascoe, Hall and Cole Pty Lid

Costs to purchase and rent. dweiimgs in caprtal cities
throughout Australia as supplied by L. J. Hooker Ltd
Submission from ‘the Department of Environment,

Housing and Community Development on the alterna- -

tive methods of obtaining houses

'Submrssron from the Department of Defenee dated
28 February 1977 on the financial statement for

GRS--15 April to 25 November 1976

~Submission from the Department of the Capital Tern-

tory dated 1 April 1977 on rented deeommodatron in the
ACT. -

Submission from R A McKrllop & Co Pty Ltd dated
12 April 1977 on rented accommodation in the A.C.T.

‘Submission from the Department of Veterans® Affairs . .
dated -12 April 1977 on the Defence Servrce Homes :
- Scheme

- Submission from Mrs L M Nerton dated 13 Apnl 1977

on Defence Housing

Submission from the Reai Estate Instrtute of Austraha

dated 20 April 1977 - . :
Submission from - the Department of Envrronment

~Housing and Community Development dated 21 April

1977 on a survey of rented accommodatren in Sydney,

. -Meibourne and Hobart

Page .

253254

255

1256-271

o
273

274-275

276
277
278
279-324
325-327

328

329-330
331-332
333335

336-337

338-340

341-351

352-355

ECET

37




Exhibit No.
51

53

52

54

56

o Submtsszon from the Department of Fmance dated .
27 April 1977 - . : .
- Submission from the Department of Envtronment
“Housing and Community Development dated 29 April
- 1977 on some aspects of the prowswn of housmg for ser-
. vicemen -
_'Submlsston from the Department of Enwronment
- Housing and Community Development dated 29 April
1977 on advances to the States in- accordance w1th '
. CSHA’s -, . : :
- Submission : from the Department of Defence dated
2 May 1977 on GRS, vacant CSHA flats and TRA .

Submissmn from the Real Estate Insutute of Austraha

~dated 10 May 1977 :
. Submission from the Reai Estate Instttute of Australta
o dated 29Aprtl 1977 " S :

| .Page.

358-365

. 366-373 -

374-376 -

377-383

384386

387-402

ok T_hese ex:hil_)_its have not been published. L -




: '_'_-APPENDIX 2 THE DEFENCE SERVICE HOMES
- SCHEME

' "'The Commlttee ’s interest in the Defence Semee Homes Scheme is margmal in terms

. of this report. This Scheme assists certain former and serving members of the defence

. forces to acquire a house. The Committee understands that one of the purposes of the
-Scheme is to compensate servwemen because they are unabie to: put down roots due
.10 the postings policy.- ' 3

2. Under the Scheme an ehglble person may borrow up 10 $15 000 repayable

- .' over 32 years for the acquisition of a’ house Interest is charged at 3 75% for the ﬁrst

f‘$12 000 and 7. 25% for the balance.”

3, "There is a lack of portabihty of loans under DSHS Although a semceman .'
" can obtain aloan to acquire a house he is not able to use the unpaid part of this loan to

- “obtain a house in'the new locality to which he is compulsorily posted. If this rule were
*.“varied and if the Commonwealth met some of the costs of these transactions by giving -
L a spec1al allowance related to the annual value of the rent- al]owance, both the ser-

‘- vicemen and the Commonwealth would be better off, with no one being worse off.
. The portability pr0v151ons of the loan should permlt one final transfer after retirement

80 that the serviceman can ﬁnally settie down in the locahty of his own choosing. The
Lo Commntee w1ii make approprlate recommendauons on this matter at paragraph 134.




 APPENDIX 3. CALCULATION OF COSTS OF =

 BUILDING BY CSHA AND A PRIVATE BUILDER*:! :

"'The program cost for the 332 CSHA dwelimgs is given in: Exh1b1t 23 (page 168)

: _whlch also gives the type and location of the dwellings... L
2. Exhibits 30 and 36 (pages 200-212 and 228-233} mdxcate the product names,

" sizes and costs of the dwellings built by .a private builder which the company con-

: “siders to be of the same type and locatwn as the CSHA dwellings. The building cost
figures for the private builder were adjusted to give the cost of houses of the

_equivalent size of the CSHA dweilmgs The cost of the land, as shown in the exhibits

“was added to the building costs. On this basis the total cost of 332 dwellings from the
. private builder was $11,079,446. This figure does not include administrative costs
which the Commonwealth would have incurred had the dwellings | been built by pri-
vate enterpnse Accordmgly the ﬁgure was mcreased by 8. 75% (the 1975- 76 CSHA
: __ﬁgure) to coverthese costs, - . . R R

40




o *_l‘_'-.'-APPENDrx 4 CALCULATION OF THE IMPLICIT

: RENT CONCEssroN

S _The drﬁ"erence between market rems and the rents semcemen pay represents an: PR
i nnphcusubsrdyorrentconoessron __ S L
2. "Finance said that the average TRA a servreeman receives couid mdzcaf:e the S

i :extent of this beneﬁt This averageis$24a week based on 1976- 77 figures. " -

'3, This figure would be representative of the implicit subsidy only if the 'drspersal b

o -'of defence ‘dwellings were in the. same market areas.as TRA’s. Since the Committee . = '
- does not know’ whether or not this is the ‘case it has looked for a more reﬁned method R

B '_of calculatmg the amount the of 1mphc1t rent concession. ©.

. Ideaily if the market rents can be' determmed for each of the defence dweH- s
SR mgs then this total can be: compared with what seryicemen pay, and the drﬁ‘erence wrll S
represent the subsrdy Such work has not been done to date '

5. The next best approach therefore is to use the market rents ﬁgures used in the

5 _ﬂjcalculatron of TRA, relate these o the location and types of defence dwellings, and,

S by using a process ¢ of werght averagrng, obtam market rents whrch can then be com-_- L
- pared with GRS rents. '- ' 3 : .

6. There are three TRA market areas (1e Sydney/MeEbourne etc Canberra -

B ; Zand Other). and within these areas the defence housing stock is sub-divided into 6 sub- - - -

SN groups of houses. The first stage in estm]aimg market Tents for the defence housmg R
- stock. was'to dlstnbute that. stock (Exhrbn 19) in the 3 TRA market areas and w1thm' S
L each area, to the 6 sub- groups mentioned. - : :

7. Havmg obtamed the number of houses in eaoh sub group accordng to market

'};area the next step was to obtain-a smgle market rent for each of the sub- ~groups. Th1s : .' - R
-~ wasdone by multlplymg each of the three market rents of the 3 TRA areas by the pro- = -~

- portionate number of dwellmgs in‘each sub—group ‘For example, in what is calledi L
~Group 1 dwellings the market rents are $51.50 a week for Sydney/Meibourne etc, . -

. - $38.50 for Canberra and $46.50 a week for Other Of the 2685 dwellings in this sub- -

I “group, 58% of the dwellings ‘are in the first area, 3 per cent in the second and 39 per - 3

e GRS rent.’

o centin the third. When each of these 3 market rents are muhsphed by the percentage 3
. figures of houses in each market area we.get 4 werghted average market rent of

i $49.22 a week for the Group ! Dweihngs Thrs compares wrth $26 30 for Group 1
o '-underGRS B . L

8 In tius way market rents are caiculated for ali the sub groups

9, The thlrd step isto multlp!y these market rents caiculated for each sub group eyt

o _:by the number of houses in-each sub-group; from this ﬁgure an average market rent

: per dwelhng per week can be calculated and thrs can be eompared wrth the average S

S 1. The companson shows that the average 1mpho1t rent concession ran ged from o
. *_$22 to $27 a week in 1976. The addition of the Temporary Rental Allowance affects

e the figure only margmaily, though it does add of course to the totai beneﬁt servmemen : -

.-"':'.recelve SR




11. " GRS 1ents will increase substantially in 1977, If one assumes that market

. ‘rents in these areas have not increased, then the 1mp1101t rem conoessmn would fallin - *

| -1977 10 between $14 a week and $20 a week.
112, "The Committee has used a range of figures, as the two preceedmg para- '

S graphs indicate, because of the difficulty of getting market rents for Group 1A houses.
-~ There are no TRA market rents for this group, so the Committee calculated market

-~ rents for 1A on three bases; namely that 1A market rates were- e;the; $3 or $5 or $ 10a
X -week below market rates for Group 1 dwelhngs L L




~ APPENDIX 5. THE COST OF RENT ALLOWANCES

. (a) Budget Outlays in the Early Years of the Proposal

= Here the budget outlays argument s oonstdered mmally mn the most stmphsnc o

Sl Wayw«-t e., assuming that all that is done is to abandon present. proposals for addingto . L

~the defence stock, the question posed is that of whether outlays will increase or not.

- What is presented is an illustrative rather than definitive example but it captures the L

- essence of the tmportant arguments with as much reahsm as posszble

2 Under present plans, I)efence has suggested that 1t would hke over 3500 '

| houses to be built over about 5 years (Evidence, p.451) at an average expected costof .

- about $38,000 each. Some of these houses would replace existing stock which is
- declared sub-standard, but this would not change the argument. Actually the precise
‘numbers of houses built is not parttculariy important to the point being con51dered. .

" buts some realism is secured by supposing on this basis that the present plan istocon- -

- struct about 700 houses a year for each of the next 5 years (ignoring the lag between
‘starting and finishing construction which introduces a phasing problem but is notpar- -

tlcularly important to the argument). The cost of this activity in each year of the pro-
- 'gram is the cost of the houses to. be built 'in ‘that year (700 x $38,000) less the ..

repayments with interest from the houses butlt in prevmus years as a result of the pro- 7

i gram having been allowed to proceed (the existing flow of repayments can be’ 1gnored '
_ smce that wﬂl continue whether new bu1ldmg proceeds or not)

3 The alteraattve is not 0 bu1ld as planned but rather to have the famthes B

" which would have occupied the new houses go into (or remain in) the market with a

: “Rent Allowance which, suppose, is set at the present average concession level of ©
- roughly $1,200 a year, Thus in each year the ‘cost’ of the Committee s proposal is the T

- ‘Rent Allowance ‘paid to people who would, otherwise have moved into new. houses

L : the cost of allowances to an extra 700 people 18 added each year

i 4 Adoptlng the most stmphsnc assumptions, then, the alternatlves can be com- -
: ._paredasfollows ' o _ Lo . o

' “Net Change in Outlay if .

Planned Provision Program ERNENE Casl*z_'f Al!ouionces
R ER SR -Proceeds S 0 are paid instead
S Year1T U700 houses built at $38000 per 700 people paid $1, 200each
Sl s i house e L : _ 'netourlay $0 84m _ :
PR R R netoutlay $26 6m - ' Sl
i¥ear2 ... 17700 ‘houses ‘at’ $38 000 less Addanother'l‘o{) people PR
R I PR LRt repayment with interest on year I netoutlgy:$1.68m U0
o loans : o Vo e e
- net outlay: -

o $266m $33m $233m




T NeChmgenmout T
..\ Planned Provision Program R Cosanllowanees
LooProceeds oo s and paid instead |

YEar3 S 790 houses at . $38 000 less.-.:_Aéd ano&her’?OOpeople,._. RERE

- repayment with interest on pre-': '_net outlay $2.52m

v vxous2years loans . '

o ;_netoutlay i .: o .: S
©526,6m'—=86. Sm $20 Im SRS

Year4 00 ‘houses - at:$38,000 Iéss “Add another‘:’ﬂ@peoplsi:"' :

- In summary form: L

S Year2 Lol
“Yeard: o

. Tepayment_ on prev1ous 3 years .-netouﬂay $3 36m

Joans, oo L :

SO met outlay: T

L --_':;"-_";_$266m -$9.7m = $16 gm NI
" Years 0700 houses at $38.000 kSS_'Addanoﬂmr70096qﬁol*“ x

Sl '-repayment of prevzous 4 years netoutlay $4 2(]m w

oo doans, L
L netoutlgy: R
'.._:-Z-'_---$26 6m SIZ 8m $13 Sm S

.' '_'jNet Change in Outlays for RS _-.Aiternanve Cost of _

SYear Lol 66 R
SO T 8
BT L T R T J DR
‘1338 a:-.;ﬁf-t_ﬁ;.ro“f--o420.3i:-“

i Yeard.
e}ﬁba:S;-n

-Plannea‘Prov:sfonal}’rogmm e RemAHowances AR

: 5 The dfﬁ“erence is, of course, qmte stnkmg an{i R must be emphasmed that here AT
a framework has been adopted which puts the existing proposal in its best lightover . =
- these years and the Rent Allowance alternative in its worst. For exampie governments ©. o
“might be sometimes in¢lined 1o consider the implication of the programs for gross .- -
outlays, despne the obvious i mappropnateness of this approach. Moreover, and more ». = 7 -
e ﬁnportamly, the example allows the present program to erode the implicit concession * .2,
. per serviceman as numbers of houses are added to the existing stock at high economic. 0
" rents while insisting that under the Comrmttee s prop0sal the concessmn or allowance R
ot obe mamtamed constant : . L

- 6 Before varymg these assumpnons 1t is worth addmg that on the delS of the g e
: -Smehsuc approach aocepted here.even if one had to allow very s1gn1ﬁcant reductions =

i in interest payments on: affected houses, it is poss;ble 0 envxsage returnmg several -

~ “hundred houses to the States'in each of these’ years without causing total outlays om i

o returned without causmg the Aliowance proposai to oost more than the emsun g onein’

L -_3_any of the ncxt 5 years)

7 the Commmittee’s. proposal 1o exceed the outlays’ under the existing scheme (if the = o
" States demanded no compensanon as many as 1400 houses per year: cou}d be sold or -1




T It rmght be sa1d of course, that in this example there is.an undue focus on the

. early years, and that beyond year 5 (or whenever the construction programs would

actually end) the emsung scheme will appear least costly each: year~mdeed it will
" result in income receipts alone once outlays on construction and renovation cease,
‘while the Committee’s scheme would result in eommumg, and 1 mcreasmg, outlays as
- part of the existing stock is eliminated too. But the point that is to be made here is -
- simply that (a) Finance’s claim of a cost to revenue of $10m or more does not arise -
- immediately; (b) moreover net budget savmgs will occur for a number of years; and
{c) takmg account of these early year gains it would be many years before the Com-
" mittee’s proposal became as costly as the. emstmg proposal looked at from today’s
viewpoint and treating dollar losses or gams 1n later years as less 1mportant than the
'evaluated losses or gams today el S

i (b) Irnphcn Costs

8. Since the purpose -of the mvesuganon the Commlttee has undertaken has

R been 1o attempt to find the best means of meeting program ob]ecuves evaluated from

. soc1ety s viewpoint, there seems to be no doubt that the focus on actual budget out-
- _lays i$ 100 narrow. From the taxpayer ’s viewpoint, implicit costs are ultimately as
important as exphen costs, and it is the nnpaet of alternauves on the total of expheu -

. _and 1mphclt costs thatisrelevant

_ CIf the level of the proposed Allowance/Concessmn is set at. the ]evel of the
- presem implicit concession, then the Committee s proposal, in terms of the cost of rent
“allowances, would involve no extra cost in relation to the 23 000 servicemen currently _

' j-oooupymg service- ~controlled dwellings when the expholt and 1mphc1t COSts dre sum- -

- med'in both cases. Counting in'the servicemen currently receiving TRA acceptmg

‘that the present implicit subsidy is worth about $22 per week; and assuming that

-eventually about 60 per cent of married servicemen cutrently occupying defence con-

trolled housmg would go mto the mnrket1 the chan ge would be as dep1cted below :

- Rent allowances and concessions -

Present Scheme Proposed Scheme

CExpliat Allowance .. L, T '. 5 T 2_1.3_
' ".impheltOutlays R e e 260 104

CTotaleost L s i e ;.' 2317 LT

B The 1mphcit outlays under the proposed scheme 1nclude the rent concession Wthh

o though explicitly calculated and applied against market rents is not a direct charge on
~-the budget. (Because of those currently on TRA, the numbers here imply that 67% of

L aH aﬁ'ected serv&eemen recelve an expl1c1t aiiowance ) - e

3 "l Th:s is an arbnary assumptwn chosen for Jliustrauve pui’poses The pamculasr assumpuon aﬂ“eczs the dmslon between :
) exphcn and 1mp11c1t costs in the last oolumn but Bot the overal! pnncapie Lo i




10 The emphasm plaeed by Fmance on the first: lme of thxs table’ is quite
mlsplaced not only because both forms of costs are important (see the Treasury sub-
“mission agam) in evaluatmg the most desirable seheme, but also because it seems to.
be the case that, in the process of moving from the present scheme to the Committee’s
~ proposal, funds would ‘be generated or: oould be released whlch would cover the
' added exphczt oosts anyway : : S

. _'(c) The Net Bud get Impact of Movmg to Rent Allowances in the Long~Run S

o 11 Asi is pomted out in the text, there are sources of revente, and savmgs of -
o alternative expenditures, which must be deducted from the explicit costs of the Rent .
Allowances before the net budget i impact can be determined. When these are taken
into account it would seem that the net budget i impact of the Allowances in the long-
~term (as well as bemg favourable in the short-term as suggested in (a) above) would
- be negligible, a pomt wlnch is supported by the Teasoning. of Professor Mathews
P (Appendix 6). - .
BRI Turnmg ﬁrst to plans to make new addmons to the deferice stock onceitis
agreed that a given level of concession should be available 10 all married servicemen’
it makes no'difference to outlays whether the backlog of housmg demand is met by
_ obtammg additional accommodation (1n the most economical ways of course) for'ser-
vicemen and “allowing them to occupy it ‘at a concessional rent, or by giving ser-- -
- vicemen a rent allowance of equal value and reqmrmg them to find their own accom- -
““modation. Since in ‘the long-term ‘the .economic rent of each new dwellmg added
should be roughly equal to market Tent (otherwise better decisions could be made) :
“the new dwellings themselves make no contribution towards the concession it is plan- -
ned to give. Thus if the level of concession is fixed, the concession for the new dwelhng '
*will involve an explicit cost to revenue of as much as would be 1nvo}ved in gwmg the o
. -serweeman an exphmt aﬂowance asthe Commsttee : proposes.. -

13. In terms of: the example in seetion (a) above, tlns means that seen in: the
3 (more appropnate) context of a fixed level of concession or aﬂowance the cost of the
- .allowance should be added to the left-hand column as well as appearing in the right-
* hand column, thus ensuring that in net terms the difference between meeting the

~ - backlog by construction and acquisition or by having servicemen obtain pnvate rental

' : accommodauon is the flow of outiays (and recexpts) entaﬂed m the construcuon and

N acqms1t10n program. .

_ 14, But what if some of the emstmg stock of houses is chsposed of’ wouId it not -
“be true that the Commonwealth would lose the advantage of their low rents? This -
“would not, in fact, be the case. In the long-run either revenue would be raised or other
. -budget savings generated of sufficient magnitude to offset the costs of meeting the ex-

. - plicit allowances that would become payable to servxcemen who Wouid otherw;se

-_have occupled these dwellings, : ' _

~If all of the defence stock ‘houses were Commonwealth Owned this| pomt
would be easily seen. That is, the houses on which economic rents are lower than mar-

: ~ ket rents should ‘be able to be sold at prices higher than their ongmal cost-by an' '

- amount roughky equal to the capitalised value of the- difference between the economic

20 e must bed emphastsed that'the level of conoessson paid to each semeeman must be fixed and not set by tha everchang«

~* fing difference betweea market rents and the average of economxc rents. Othermse one would not be oomparmg like .-

: wnh hke "
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'rental and market rent, Therefore, the capttal gain would be large enough (mvested
at the long-term bond rate) to meet the cost of continuing to-pay an-allowance equal
- to the present concession each year into the future. There would be no additional net
demands on the budget of meettng the expense of the Rent. Allowance, _contrary 10
. Finance’s assertion.” L : _
_ '16. - Of course, some houses may not reahse very much on bemg sold because '
* they are near the end of their economic lives; but they, then, belong among the group
_ ZWhICh under the existing scheme would be eliminated in the future anyway. e
‘17, The significant complexity that must be faced in reallty is the fact that most '
o of the houses are owned by the States and cannot be sold by the Commonwealth.In
. “fact, these houses must be offered back to the States, whom, the Committee has been
* told, are entitled to demand ‘that the interest payments on the loans outstandtng on
- these dwellings should then be lowered to the current welfare housing interest rate of |
-4 per cent. Indeed Finance argued that in returning such houses to the States ‘the
. Commonwealth 'would not only lose the advantages of low rents on them, but would
also incur the additional loss involved in- recervmg lower repayments from the States
E 'However this fails to take account of all facts:". & .
.18." When the .Commonwealth returns a dweilmg o the States it eﬁ"ectrvely

B mcreases the size of its welfare housmg program.:In principle, the Commonwealth

'~ could argue that the dwelling is a substitute for-a loan under the welfare ‘housing
- scheme, and, if it chose to, it could reduce its loans by an amount equal to the current -
cost of one welfare house. If it does choose to act in this way, then it is clear that by
_giving back the service house the Commonwealth saves itself the cost of an interest
subsidy of the ‘difference between long-term bond.rate (currently 10% %) on a new
‘loan and the welfare housmg rate (4 %) apphed to an old loan, This savtng is enough
~ ‘to cover the cost of the Rent Allowance that must be paid to the serviceman who
“'would otherwise ‘have occupied the returned house plus any lowering of. the
: ﬁrep ayment rate on the house if the ongmal borrowmg rate was above 4%, . -
) 19.: “But thl the Commonwealth in fact, .cut back on its other Welfare housmg
D loans when it: hands back a defence stock house? This is an unknown, but by the same
i _token it does not really seem to matter. If the Commonwealth chooses 1 not tocut back

- on other Joans then the net effect of its decision is 10 increase outlays on welfare hous- .

"ing by an amount equivalent 1o the cost of the Rent Allowance plus any additiona
- interest repayments foregone, and this cost should be counted as a cost of its welfare
: housmg program, not the defence housmg scheme (and certamly 10t both) In othér .
.. words, the expansion of the welfare housmg Program 1s a beneﬁt to, be offset agamst
B the costs in the defence program : g
.20, " Whichever way one approaches the question of‘ the cost of‘ the Rent Ailow~
‘ances under the. Committee’s proposal, it seems to be perfectly clear that there is no
substance in the suggestton that the Rent Allowance would result i ina net dram on the
B budget whetheriooked ati in short-run or 1ong—run net budget terms RS ‘

_ :'_ 3, There mrght be some short-run pmblems reianng to. the tmung of the reeerpts, espec:ally m attempnng to avotd

.1 depressing the market prices, but nothing cruciaily hinges on this. Tn fact, in'the long-tun, the Commonwealth might do
;- even better since market rents are often fower than-one mtght expect because owners look 19, capltal gams on their -
o _housmg stock as an addmonal sonroe of return.

A Again the situation is complicated by the order in whreh houses are returned and the fact that mofe fecent CSHA and
o CSHA(S) dwelhngs itave standards iugher than the ordmary welfare housmg None of thts matters to the essenttal
-_,-prmctple S e .. PR SRR (SN

47




.'APPENDIX 6. SUBMISSXON FROM PROFESSOR
_R L. MATHEWS

- (Aeeommodanon for Mamed Servrcemen)

-~ At the meetmg whrch I attended on 4 May 1977 I undertook to let the sub comrmttee
~have my views in wntmg on the i issues on whroh 1 was asked to oornment The two
* principat issues were:
"o (a) whether servrcemen can be sard to receive a subs1dy 1f the rents they pay are
. less than market rentals but are nevertheless sufficient to recover historical capital out-
“lays, with interest at the orrgmal borrowmg rate, pius mamtenanee and other recur-
| TEmt€xpenses; - - - R
_ {(b) .whether a change from the presem acoommodanon arrangements to a: sys—_
'.:tem of cash rent-allowances. for married servicemen wouid be hkely to 1mpose ad— .
: dmonal costs on the Commonwealth budget i

2. In oons:denng both these questions, it is useful to drsnngursh between the real :
- cost of using resources and income transfers. Analysrs is also assisted by distinguish-
s 1ng between decaslons refating to the existing servicemen’s houses and decisions relat-
ing to the provision of replacement ot additional houses, although for some purposes
B the decisions necessarily interact with each other. == '

3. 'On the first questton-—whether there is a subsrdy if rents eharged are less than
. market rentals—once a house is in existence the real cost of using it is the revenue -
o thereby forgone At least until it is ‘decided to dispose of the house, this is the market
.~ rental. If the rent aotually charged is less than the market rental, there is subsidy in

the form of an implicit income transfer to the tenant of part of the real cost of making
" the house available. Put another way, once the house is in existence, the historical cost
~+of the house- (or indeed its current replacement cost) is irrelevant in determlmng the
- real cost of providing 1 the accommodauon If the rent charged is below the market

~ - rental, the choice between historical cost, replacement cost and any other cost method

- of determining the amount charged is arbitrary and cannot d1sgmse the fact that the
~ shortfall below market rental is a subsidy. Current replacement cost (but not histori-
- cal cost) becomes relevant in relation to decisions to acqurre new houses or replace
T exrstmg houses by constructron OF purchase '

4. It is largely a question of semantics as to whether the term subsrdy should be
~ reserved for actual cash outlays, and whether some other term-—such as concession—
~ should be used for indirect forms of assistance. My own view is that understandmg is
facrhtated by the use of the terms 1mphcit subsrdy and exphcrt substdy :

_ '8, On the seoond questtonmwhether a change to a system of cash rent ailow~
' ances will involve a cost o the Commonwealth budget—the distinction between exist-
' mg houses and replacement or new houses becomes important. If there is an increase

i the number of married servicemen requmng aecommodauon, the choice is be- o
- tween construcung new houses, buying new or existing houses in the market, and

:rentmg houses in the market. Present value analysis mvolvmg the dtscountmg of

- estimated ‘cash flows, may be used to determine the appropriate course of action,

1mp11c1t or exphcrt subsxdws being mcorporated into the esttmates of the cash ﬂows




Ehe ‘Other. thmgs equai and fora gtven level of subs1dy, the cheapest aItemanve is the one S
. that should be preferred by both the. government and the servicemen concerned. .
o . Insofar as the Commonwealth’ budget is concerned; for a given', level ofisub- s
sidy the impacton the budget will be greater.in the case of alternatives requiring capt-_ EREER IR
ool outlays {construction or house purchase) than in the case of an alternative Tequir- .
- "ing only recurrent outlays {cash rental allowances). This is a matter of some sig- =
- nificance at the present time, when the strains on the capttal side.of the budget are' B
L much more severe than is the case with Tecurrent transacttons : S
s This questton of budget outlaysina parttcular yearisin any case mdependent.: L
o _:_.:'-of the question of which method of providing. accommodation is’ cheapest inpresent =~ .
oo value terms: If, as seems to be the case from'the cv1dence submitted to the sub-com- .- 1
. mittee, it is now more expensive to construct iew houses than to buy or rent existing . -
U houses, a decision to'construct rather. than buy or rent will meanone of two thmgs {or .
S a combination of both). Either the cost to the Commonwealth will be greater (imply- = - -
ving relauvely larger subsidies- than would: be- necessary if ex1st1ng houses ‘were -
.+ “acquired or rented in the' market) or the cost to servicemen will:be greater. (1mp1y1ng a
o Ulower effective levelof sub51d1es) The averaging process used to calculate rents under: s
- the: Group Rent Scheme suggests that the latter will occur initially, because negative =~ ' -
"+ 3ubsidies on new houses 'will partly oﬁ“set the subsidies being received on old houses, .o
- However, if this process continues for some time; it might be expected to: 1ead toa de— L
oo mand by servicemen for a higher }evel of subsidies. . S '
8. In the case of - ex;sttng servicemen’s ‘accommodation, the. problem is comph-; s
"""cated by the fact that most houses have been provided under the Commonwealth-. -
- State Housing Agreement at what amounts to a'subsidy by the States. In effect, the -
" implicit subsidy received by servicemen (resulting from the fact that rents actually -
_ *-paid have been less than market rentals) has been provzded by the States (whose re-" -+
i _ceipts fall short of market rentals by the same. amount), It is therefore true that,ifa = =~
. “serviceman occupying a ‘CSHA house is offered an equivalent cash rent allowanceas -
-~ van alternative to his existing 1mpl1c1t subsidy, and if he vacates his house in favourofa .~
* hotise which he rents on the open market, the effect of that transaction consideredin -
- isolation'will be io 1mpose an addttlona] cost on the budget equai to the amount of the o
; fcash rentallowance.: . i
2006, But the: transacnon should not be constdered in' 1solation 1r aIl tenants of i
' .ex;stmg CSHA houses were to vacate their houses under these ctrcumstances, itwould =
- - suggest that they place a lower value on the 1mphctt subs1dy than on the cash submdy RN
.. This would mean that the real market rental i is not ashigh as the one used to calculate ;
- the implicit. subsidy, and it would be necessary 1o calculate the equivalent cash sub-"
“ i sidy by reference to'a more realistic market rent and 1mphcxt subsidy’ for. emstmg :
. houses. But to the’ extent that thereis a switch from CSHA houses to houses rented in * .+
- the open market, it remains true that there will be an additional'cost to the budget un-- "
-+ less the Commonwealth is able somehow to retain control over the implicit subsidies ** . . ©
" {for example, by ‘converting the houses into welfare. “housing on the same terms). RN
- There will, of course, also be an: addmonal cost to the budgetif the cash rent allow- ;.0
G ance ds; extendcd to’ servrcemen who at present recetve no subszdy because they have S
B ;prov1ded theirown housmg S S
L 10, T, as seems to be the case, much of the extstmg stock of CSHA houses is sub-; e
g _"Ustandard and will shortly need to be replaced, any balance of financial advantagein. ‘= = o
S respect of such houses w111 be lost and the same arguments thl appiy as in the case of RO




. ‘new accommodauon oonsxdered above Under present circumstances, a system of -\
" cash rent allowances would scem 1o be preferable to replacement in terms ‘of both -
- present value cost comparisons and budget outlays. Moreover, as these older houses -

- are phased out, the average rents charged for CSHA houses under the emstmg for- "~
" ‘mula will rise towards the Ievel of market rentals thereby reducmg any cost advan— o

tages of CSHA houses, -

-7 11, 7 In the case of. those houses whzch fhe Commonweaith has constructed u;self L
L outszde the CSHA; a switch from Commonwealth ownership to a system of cash rent
; _aliowances doesnot imply any cost to the budgct in present value terms. Other things
. “equal, the present value of the rental forgone as a result of the implicit subsidy will be
. equal to the present value of the gain which will accrue to the Commonwealth by sell- -
- ing the house, which in turn will be equal to the present value of the equivalent cash
‘rent allowance. Butthe impact on the budget in a particular year will of course d1ﬂ'er

' .-_dependmg on whether capital or recurrent transactions are involyed. .

o “12. " These considerations all pomt to a conclysion that under Ppresent cucum—
.+ stances there will be advantages in moving towards a system of cash rent allowances.
" Because existing CSHA houses have some advantages in terms of their relative costto
- the Commonwealth budget, and to avoid dislocation to the market, the transition to ~ *
I the new system should no doubt be gradual, Jt will presumably also be necessary for .
- the Commonwealth to continue to provide hiouses 1o servicemen at subsidised rentals L
Coin those mrcumstances where the market cannot be expected to operate sansfactonly
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| '-'_APPENDIX 7, ACCOMMODATION CONCESSEONS

- ‘-'--_FOR PUBLIC SERVANTS

In 1he course of the Inqmry Finance sa1d that other Commonweaith employees also S

_get smnldror better conoessmns on housmg TN
"2, 'The only areas of possible concern are rent aiiowances pubhc servants Te-

- ceive, Le. Regulation 97, and what public servants.pay for renting Commonwealth .~ -

" ‘owned dwellings. The former is given to public seryants who are transferred in the -

o - publicinterest. Regulation 97 covers the higher initial costs of living and is given untif

. the public- servant finds -his long term- accommodauon _Obviously servicemen will

- " compare this allowance ‘with what they get and to some extent this is justified. More .~
S '1mportantly, however, what should be compared I the housmg related dlsablhtles of -
- .publicservants and servicemen.

_3... Public servants who rent Commonwealth owned dwel]mgs pay rents set ac-

o cordmg to a whole host of a}ternanve cntena There does not appear to be a rauonale .

-+ for the present structure of rents,

4, The Committee is not in a posmon to say Whether other Commonweaith em- _' .
" ployees get fewer or more housing concessions than servicemen. Suffice it to say; how-

- ever, that money comparisons are, by themselves, insufficient. They have to be related -~
. to specific disabilities. But if the Committee or governments have to look at every

: 'thmg before doing anythmg then sureiy nothmg will be accomplished! - '
) 5. :The Committee will welcome a reference on housing conoessions for Com- ..
AL monwealth employees (other than servicemen) from the House. This can be gwen to

¥ the Commlttee under Clause 1 ( d) of its terms of reference SNINOE




"_'*_:APPENDIX 8. CALCULATION OF REDUCTIONS xN o
BUDGET ¢ OUTLAYS 5

¥ _'.Usmg EXhlbit 21 we have calculated that at 30 June 1977 work— n-progress on CSHA

- (S) houses would be $31.672m. Defence is not ablc to tell us how muchcash wouid be -
.. ‘needed for new CSHA programs commenced in 1977 78 On the baszs of 1976-77' S
o ﬁgures we estimate the cash requirement to be $6m. - e
i 2. “The reductions in budget outlays.in 1977- 78 that would result from our pro—.-- o

S -_'posa}s is this $6m plus the $1.2m for the Department of Construcuon and $5 4m for RN

" . 'the Depurtment of Admmlstranve Services (See Table No. D).

3, 'On the basis of the CSHA figure for 1977-78in Table i, reduced by $6m 0

= '_ expendxture on CSHA in this year would be $24.5mleaving a ‘balance of $7.172m for - S
' "1978-79. The reductions in budget outlays in this. year would be $20,528m for CSHA .

C($271m minus $7. 172m) and $7 Zm for thc other sources of housmg gmng a totaI of e ;.'j o

‘$27 728m.

e “In 1979 80 the reductmns m budget out!ays would bc the total of thc ﬁrst 3'
L -coiumnsofTablel 1e.830.6m. S

5. The total reductions in’ budge: outlays for the three ycars is $7{) 9m of thc o

o '.équwalent of 1842 houses (at $38,500 a house). At paragraph 37 we estimate costs of s

- future programs at $260m for 6770 houses. To estimate the reductions of: outlaysin. " -
- -the future we have’ subtracted the- 1842 houses, since they have ‘been accounted-for, -
.+ This gives us 4928 houses at a cost of about $190m When we add thc $25m* for thc: S
' A C.T. houses the totali is $215m. Vo
6. 'We point out once again that the ﬁgures are not pure savmgs because the_ .

. “monies are returned over 53 years w1th interest. Our ﬁgurcs do not allow for the rctum L
o -_ofthesc monies. : TS R

% 900 houses at $23,000 a house plus our estimaie 0 $7,000 a block of land, i

I e B RTETS CatNe 7725963 s




