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It is the perceived value of a location, not the cost of construction, that determines the 
market price for housing 

 

It's amazing how progressive business has become in Australia. The mining industry's biggest 

concern seems to be creating jobs for migrants. The banks just want to help small business 

grow and the property developers of Canberra just want to make houses affordable for young 

families. 

If it were true it would be touching, but it's not. It's just that business lobby groups in Australia 

have become far too sophisticated to mention the little issue of profit when they participate in 

public debate. Sure they may make lots of it, but they argue that's incidental, they really just 

want to help the community. 

Consider the recent claims made by Canberra's property developers about the change-of-use 

levy. The levy is explicitly designed to collect a share of the windfall profit that developers make 

when land is rezoned. You would think that such an attack on their profit would anger them but, 

according to their public statements at least, you'd be wrong. Indeed, they have spent their own 

money commissioning a report to show how the levy will hurt everyone except them. Isn't that 

kind of them? 

A quick look at the report entitled The ACT Lease Variation Charge: Implications for housing 

affordability, development and growth in Canberra shows that the main concern of Canberra's 

property developers seems to be the affordability of housing and the job opportunities available 

for young Canberrans. Indeed, a search of the document shows that the word ''affordability'' 

appears 21 times and the word revenue appears 43 times. Strangely, the word profit does not 

appear once. 

The failure to discuss the impact of the levy on the post-tax profit of the developers has as much 

to do with economics as it does with politics. The developers are determined to suggest that 
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they have no choice but to pass on any cost increases; the more likely scenario is that they will 

absorb nearly all of it. 

The price of housing in Canberra has almost nothing to do with the cost of building a unit and 

almost everything to do with the willingness and ability of homebuyers to pay to live in a 

particular location. That is, it is the value of the location not the cost of construction, which is the 

main determinant of the market price. 

Imagine if there were two couples bidding for a new unit which cost a developer $300,000 to 

build and on which the developer seeks to make a profit of 20 per cent, or $60,000. Both 

couples are excited about the location and while the bidding starts at $250,000 it quickly makes 

it to the $360,000 price required by the developer, who immediately calls a halt to the auction 

and hands over the keys to the lucky owner. 

It doesn't sound very likely does it? The old adage of ''location, location, location'' means that a 

cheap house 15 kilometres away is often no substitute for the expensive house up for auction. 

The sale price is not determined by the cost of the building but the convenience and desirability 

of the land it was built on. 

In such a situation the ability to convert a house or two into a dozen units is the economic 

equivalent of alchemy. The ''value'' that is created has far more to do with the new zoning that 

lets a dozen people live somewhere desirable than it does with the process of building some 

units. 

The simplest proof that the change-of-use levy won't drive up prices is that if developers could 

sell their units for higher prices they would already be doing so. That is, it is the job of 

developers to know how much the market is willing to pay for a given property and then set the 

price accordingly. If people were willing and able to pay an extra $50,000 for a unit then the 

developers would be charging that price already, regardless of whether the levy is in place. 

The only way that the levy could do anything other than strip some of the windfall profits from 

developers is if the levy is set so high that it discourages all new development. That is, if the 

government was too greedy then it might scare too many developers away in the short term. But 

the result of such a decision would be a rise in Canberra's house prices and, in turn, a rise in 

the profitability of developing property in Canberra. Market forces would quickly encourage the 

developers to return in such a situation. 

Furthermore, given that the objective of the levy is to raise government revenue it is in the 

interests of the government to ensure that the levy is not set so high that it drives away all 

development. In fact, the levy is to be reviewed annually by a process that includes the property 

developers to ensure that revenue and housing development are maximised. 

While they are too polite to admit it, the main concern of the property developers is that the 

scheme will work as it is designed to. That is, they are worried it will increase government 

revenue, reduce developer profits and have no long-term impact on the cost of housing. 



Just as the mining companies tell us that taxing them will only hurt us, and the banks tell us that 

efforts to regulate their market power will inevitably hurt customers, so, too, are the property 

developers of Canberra hiding their concern for their own profit behind a veneer of concern for 

the community. 

Property developers play an important role in Canberra, they build the new housing that our 

rapidly growing population requires. They are entitled to pursue profits, and the community is 

entitled to tax them. If they want to make a contribution to public debate they would do better to 

be honest about their objectives rather than commissioning reports that don't even mention 

them. 

 

Dr Richard Denniss is the Executive Director of The Australia Institute, a Canberra based think 

tank. www.tai.org.au 

 


