Background
The Constellation Project is a cross-sector collaboration that is working to drive the systems
change required to end homelessness in Australia by identifying and accelerating proven
solutions to homelessness.
We were founded by the Australian Red Cross, Centre for Social Impact, Mission Australia and
PwC Australia. We also receive support from NAB, Minter Ellison and Equity Trustees, CHIA,
City futures (UNSW), Griffith University, the University of Western Sydney, Swinburne
University, SA Housing Authority and the Fulcrum Agency.
The insights of people with lived experience of homelessness are embedded at every level of
the Constellation Project, including participation as co-designers and producers in social labs
as well as in executive and advisory roles on the project. We take a similar approach with the
unique and urgent housing needs of Aboriginal and Torres Strait Islander peoples. Our First
Nations leadership team guides our strategy and delivery and work and we have First Nations
led workstreams.
There is no shortage of research and policy papers on homelessness. We know why people
find themselves without a home, and we know there are proven solutions to the problem.
The project commenced in early 2019 with a focus on increasing the supply of housing that is
affordable for people on low to moderate incomes. In 2021, we broadened our focus to
address homelessness for young people who have been justice-involved or in out of home
care. There are currently 9 work streams at different stages within and beyond our
development labs. Our first fully adopted solution is a co-funding feasibility tool, where work
commenced in early 2019 and resulted in a fully implemented version of the tool being
co-designed and used by Housing Tasmania by early 2020.
Other in-progress solutions include:

-

A First Nations elder village in SA to provide culturally appropriate aged care to First
Nations people and allow them to maintain connection to country.
A private rental property register to provide permanent housing for women and children
impacted by domestic and family violence.
A systems navigator to improve outcomes for young people exiting care and juvenile
justice who otherwise experience confusion or barriers to get the support and services
they need.

The Inquiry into Housing Affordability and Supply in Australia
The inquiry seeks to report on the contribution of tax and regulation on Australian housing
affordability and supply. As Australian home ownership has fallen over the last 30 years, the
committee aims to examine the current policies and settings at the Federal, State and Local
Government levels. It will also examine the effectiveness of various initiatives to improve
housing affordability and supply within an Australian context.

Our response to the Inquiry’s Terms of Reference
We are focusing our response in this submission on Term of Reference Three.
Constellation’s initiatives focus on increasing the supply of social and affordable housing. The
distinction between housing affordability and affordable housing should be noted in this
submission. Where housing affordability considers the general level of housing prices,
affordable housing from a Constellation perspective includes all housing that is affordable for
low income earners including discount to market rentals and government-subsidised housing
for low income earners. There is an absence of policies and programs directly targeted towards
increasing the supply of social and affordable rental housing. Moreover, there are various
current policy settings on tax and expenditure which contribute to house price inflation, forming
a market which fails to provide affordable housing to low income households. This has left
lower income households unable to pay rent or own stable housing, and ineligible or facing
lengthy waits to secure social housing.
Constellation has developed two internationally proven housing supply approaches that could
be delivered in the Australian context.
They are:
1. Housing Boost Aggregator
A policy reform that would facilitate institutional investment, at scale, into new affordable

housing development.
Description of
initiative
Effectiveness in other
jurisdictions

Refer to attachment 1 for an outline of the initiative.

●

●

How it would be
applied in Australia

●

United States: The Housing Boost Aggregator policy is
based on the United States Low-Income Housing Tax
Incentive Scheme. This scheme has supported the
development of over 2 million units of affordable rental
housing for over 30 years.
Australia: Similar tax incentive schemes have been proven
to work in Australia in other contexts including the
Research and Development Tax Incentive which promotes
private sector investment in innovation.
To apply this policy in Australia, the Federal Government
would need to:
○ 1) undertake tax reform to create a new annual
tax-based subsidy (an annual refundable tax offset) ‘the boost’. Community Housing Organisations
(CHOs) would be able to tender for the Boost to
close the project-specific funding gap for new
affordable housing developments. CHOs would be
able to tender for the Boost to close the
project-specific funding gap for new affordable
housing developments. This is different to previous
Australian programs because it targets each
project’s specific upfront funding gap, rather than
applying a one-size-fits-all approach.
○

●

2) create a new entity (possibly within an existing
government agency) to act as an intermediary to
aggregate CHO’s capital requirements, create a
fund and offer shares in that fund to institutional
investors who would provide upfront capital to the
CHOs. Investors would then receive low-risk returns
generated by the fund in the form of a stream of
annual Boost offsets.

The additional housing supply created as a result of the
Housing Boost Aggregator policy would vary depending on
the amount of subsidy offered by the ATO and the unique
funding requirements of CHOs after all other available

funding sources are taken into account. Modelling suggests
that for every $1 million invested as a subsidy over a 10
year period, the Housing Boost Aggregator could build 8
new homes.

2. A National Framework for Mandatory Inclusionary Zoning
A coordinated national approach to Mandatory Inclusionary Zoning in metropolitan areas to
increase supply of affordable housing.
Description of
initiative
Effectiveness in
other jurisdictions

Refer to attachment 2 for an outline of the initiative.

●

United States: Mandatory Inclusionary Zoning is the primary
policy mechanism to create new affordable housing. Over
500 major cities have adopted mandatory obligations to
affordable housing developments, including New York,
Chicago, and Philadelphia, in addition to state regulations on
suburban communities in New Jersey, California and
Massachusetts. In the US, the mandatory obligation sits from
5-25% output for low- or moderate-income in many major
cities. In San Francisco about 1,456 affordable units were
completed in 2019, representing 30% of all new housing units
added in 2019. Of these, 405 are new inclusionary units, and
177 are new accessory dwelling units (ADUs).

●

United Kingdom: Mandated affordable housing contributions
within private development projects since the 1990’s. The
value of obligations in 2016-17 amounted to a direct
contribution of $7.5 billion (AUD) to affordable housing
development. As a result, the capital raised from MIZ policy
directly enabled the development of 25,000 homes in 2017-18
in England with no additional grants.

●

Australia: NSW, ACT and SA all have limited inclusionary
zoning schemes in place, with the City of Sydney scheme
operating for more than 20 years.

How it would be
applied in AU

●

●

To implement a national approach to MIZ in Australia:
○ The Australian Government must establish a
consistent national approach to MIZ. This could be
done as part of the renegotiated National Housing and
Homelessness Agreement.
○

State / Territory governments must pass legislation
that requires 10% mandatory inclusionary zoning as
normal practice for all new housing developments in
metropolitan areas in their jurisdiction.

○

Local Councils in metropolitan areas must include
provision for MIZ in local planning instruments and
develop robust five-year housing strategies to inform
how MIZ will support local social and affordable
housing priorities.

○

Developers should promote MIZ policies as a critical
step to achieving socially sustainable urban growth in
Australia.

○

Community members have a role to play in
supporting MIZ through their interests as land owners,
community locals (residents and businesses), building /
strata management members and potential social or
affordable housing tenants.

Modelling suggests that the implementation of MIZ would
result in the creation of up to 160,000 new lower income
affordable homes across three major cities: Brisbane, Sydney
and Melbourne. In particular, MIZ would generate up to
20,000 affordable homes in Brisbane, up to 54,000 homes in
Sydney and up to 86,000 homes in Melbourne.

Housing Boost
Aggregator
A solution to unlock private investment
in social and affordable rental housing supply

Australia has a well documented
shortage of social and affordable
rental housing for low and moderate
income households.
The National Housing Finance and Investment Corporation
(NHFIC) provides debt financing for social and affordable housing,
with Community Housing Organisations (CHOs) typically using their
rental income to pay the interest.
Even when combined with other available forms of funding
assistance (such as rate and tax rebates, planning concessions
and land contributions) these loans are often not enough to fund new
social and affordable homes. In short, CHOs are faced with a funding
gap that prevents new builds.
Despite the exceptionally low interest rates of the past few years,
this funding gap has consistently presented a barrier to scaling up
the industry to produce affordable rental housing.
The Housing Boost Aggregator (HBA) is a way to close this funding
gap through the creation of a new Commonwealth tax-subsidy
alongside pooling portfolios of affordable housing projects to
attract ongoing institutional investment.

In the US, tax incentives have been
underpinning affordable rental housing
construction for over 30 years
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Layers of funding needed to develop affordable housing
The HBA is a proposal that will support CHOs to
close the funding gap for new housing developments.
The HBA proposal has two parts.

Affordable
Housing Boost

Competitively allocated to
CHOs by the Commonwealth
on a value-for-money basis

NHFIC Senior Debt
Serviced by rental incomes
and project cashflow

Crowded-in
Equity/Funding

State and LGA contributions,
CHO equity, philanthropy &
planning contributions
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1. The Boost: The Commonwealth
government would create a new
annual tax-based subsidy
(an annual refundable tax offset)
– the Boost. CHOs would be able
to tender for the Boost to close
the project-specific funding
gap for new affordable housing
developments. This is different
to previous Australian programs
because it targets each project’s
specific upfront funding gap,
rather than applying a
one-size-fits-all approach.
2. The Aggregator: The Boost
would be paired with a new entity
(possibly a government agency)
– the Aggregator – to aggregate
CHO’s capital requirements, create
a fund and offer shares in that fund
to institutional investors who would
provide upfront capital to the CHOs.
Investors would then receive lowrisk returns generated by the fund
in the form of a stream of annual
Boost offsets.

Similar solutions have been
proven to work internationally –
using competition, the tax system
and institutional investment to scale
up the supply of social and affordable
rental housing while delivering value
for money to the government.
In the United States, tax incentives
have been underpinning affordable
rental housing construction for over
30 years with widespread investor
acceptance.
This proposal is also similar to the
Australian Research and Development
Tax Incentive - used by the Australian
government to encourage private
investment in technological innovation.
The HBA uses the tax system to
encourage institutional investment
in affordable rental housing for:
• key workers
• low income earners in rental stress
• people at risk of, or experiencing
homelessness
• women escaping domestic
and family violence
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How it works

In this way, the Boost separates the funding gap subsidy cash flow
from the affordable housing operating cash flow (which is already
earmarked to repay NHFIC’s senior debt). This separation allows
efficient fine-tuning of investment offerings for the private sector.
An important feature of this proposal is that the HBA is a
Commonwealth program funded recurrently over time using
forgone tax revenue. This is critical to ensure there is enough
certainty and credible scale to attract institutional investors.

The HBA is designed to incentivise high
quality, cost effective affordable housing
developments and supplement (not
replace) existing funding streams.
Boost funding
will be awarded
through a
competitive
process – much
like a reverse
auction

Registered CHOs will bid for the Boost to fill their project-specific
funding gap through a contestable process designed to encourage
high quality, cost effective schemes.
The Boost will be awarded to CHOs on the basis of value for money
– i.e. to projects that create well designed homes meeting local needs
at a competitive cost. The competitive bidding process is designed to
incentivise CHO’s to crowd in additional funding sources and avoid
the Boost simply substituting for existing sources of funding.

The HBA will close
the funding gap by
separating:

What CHOs
can’t borrow:
the funding gap — to be
financed by the proposed
Boost tax subsidy

The Boost (equal to the total upfront capital gap) is provided
in installments over time, creating a flow of 10 annual payments
(Refundable Tax Offsets - RTOs) that can be sold to investors in
exchange for the total upfront gap.
The Aggregator combines the annual payments from multiple
affordable housing projects into time-limited pooled funds. This allows
for the pooling of large and small affordable housing projects, and for
institutional investors to purchase large or small shares of the
combined flows of tax subsidies.
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While HBA is a Commonwealth program, program priorities could
be set in conjunction with states and territories reflecting development
priorities in their housing strategies.

What CHOs can
safely borrow from
NHFIC based on
rental income:
cashflow borrowing
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1

The annual Boost
aggregation and
allocation process

CHOs calculate the funding gap
for specific projects within their
affordable rental housing build

7

CHOs often face a significant funding
gap for these projects even after all other
available funding, incentives, rebates,
programs and cross-subsidies are taken
into account.

CHOs claim tax credits from
the ATO once homes have
been built and rented

The Boost — a tax
incentive program
provided by the
government

The Aggregator
— a government
agency that acts
as the intermediary
between institutional
investors and CHOs
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2

CHOs tender for the Boost
subsidy to fill their calculated
project-specific funding gap

Institutional investors receive a flow
of Boost offsets from operational
CHO projects through the HBA.

6

This tendering process will be based on
a competitive model similar to that of a
reverse auction.

CHOs begin
project construction
CHOs receive upfront capital
from the Boost aggregator,
which allows them to start
construction.

The HBA launches the fund
and institutional investors
purchase shares
Institutional investors provide the
Aggregator with the funding that will
be passed to participating CHOs to
enable construction.

The Commonwealth
awards the Boost subsidy
to tendering CHO projects

3

The Commonwealth will award
the Boost subsidy to tendering
CHOs based on a value-for-money
assessment (meeting local needs
at the most competitive cost).

CHOs can apply to the
Aggregator to ‘convert’ their
tax credits into upfront capital

5

4

The Aggregator acts as an intermediary
between institutional investors and CHOs.
It combines the annual payments from
multiple successful CHO’s affordable
housing projects into time pooled funds.
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Our
three
lenses

How the Boost
subsidy is used by
housing providers
Housing providers, specifically governmentregulated CHOs, tender for the Boost offsets
to fill the project funding gap that remains
after designing an affordable rental project
and negotiating:
•
•
•
•
•

land or planning concessions
philanthropic support
state government programs
cross-subsidy with market-rate dwellings
any other funding available in their community.

If successful, the CHO claims the Boost
offsets over time, creating a 10-year ‘tax
subsidy flow’ that is sold to investors through
the Boost Aggregator in return for the upfront
equity injection required to plug the project’s
funding gap.
Once the project is built and tenanted, the
CHO passes through the tax offsets from the
ATO to the Boost Aggregator as a conduit to
the investors.

Because the Boost
clearly benefits all
involved parties it
makes the prospect
of sustainable
affordable housing
growth a genuine
possibility
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The Boost offset is more flexible than previous
Australian flat-amount affordable housing
schemes where only certain bands of location
and affordability levels were financially feasible.
The Boost allows housing needs and urban
development priorities to determine where
new affordable rental housing is provided,
while accommodating variation in land/
construction costs within and across regions.

How the Boost
offsets are used
by investors
The Housing Boost Aggregator is designed
for institutional, not retail investors. Institutional
investors like super funds will invest in regular
fund offerings of Boost offsets pooled by the
Boost Aggregator. For instance, if the investor
pays $500 million for a share of an affordable
housing Boost fund, they will receive $50 million
plus an agreed return per annum for 10 years,
once the housing projects are operational.
These investors take no risk on project rental
collections or operating costs because of the
separation between the tax subsidy flow of
funds (RTOs) and the operational cash flow
of funds (rental income).
Investments in the Boost offsets are
characterised as subordinate debt.
Refundable Tax Offsets are dollar-for-dollar
credits on tax liability. They are not ‘deductions’
as they are applied after calculating actual
annual tax owed.
If an investor’s tax liability is lower than the
offset, the investor would receive a refund
from the ATO equivalent to the negative amount.
The investor’s counterparty is, essentially,
the Australian Commonwealth Government.

How the Boost
program is used
by governments
Refundable Tax Offsets are part of the
federal taxation system.
The Commonwealth Government would
determine the annual Boost program amount
– in the form of total available RTOs allocated
for affordable rental housing. The competitive
tendering process then maximises housing
outcomes unlocked by this subsidy by ranking
projects on value-for-money, within the wider
housing and urban development objectives set
by states and territories. Subsequent streams
of Boost offsets must be allocated every year to
achieve scale to attract institutional investment
and stimulate this niche construction industry,
again like the R&D tax credits.
The Aggregator agency may be
a Commonwealth entity.
It acts as an intermediary between the
individual non-profit CHO developers and the
sophisticated, large-scale institutional investors.
Targeting institutional, not retail investment is
key to streamline program administration, and
achieve most efficient risk/return pricing from
investors: NHFIC’s five successful bond issues
are evidence of this. Note that there is
no guarantee required for the HBA program.
Periodic scaling up of annual Boost availability
can easily be achieved as part of counter-cyclical
or stimulus policies.
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Establishing a
National Framework for

Mandatory
Inclusionary
Zoning

Mandatory Inclusionary Zoning will increase the
supply of social and affordable housing for the rising
number of Australians experiencing rental stress and
housing scarcity.
The 2020 Rental Affordability Index reported that 43% of all
low-income households are in housing stress, compared to
30% in 2008. This rises to 48% for households in NSW.

MIZ creates homes and
reduces locational inequality
Mandatory Inclusionary Zoning (MIZ) is a policy where a certain percentage of social and
affordable housing must be included within all new housing projects. This can be expressed
in terms of land, dwellings or payment of an equivalent levy allocated to such housing.
The social or affordable homes built as a result of MIZ are owned and managed by not-for-profit
community housing providers (CHPs). In this way, community development and social support
services are at the heart of this policy.

The Benefits:

More affordable
housing:

Socially sustainable
urban growth:

Long term growth,
viability and scale
of the CHP sector:

Constellation Project modelling
has shown that implementation of
a national MIZ policy could result in
the creation of up to 160,000 more
affordable homes in Brisbane,
Melbourne & Sydney alone.

MIZ creates more diverse
communities – providing housing to
people on low incomes in areas that
provide access to jobs, education,
transport and amenities.

Along with a pipeline of new
dwellings, MIZ also boosts the
capacity of individual CHPs to
leverage additional investment
into developing new social and
affordable housing.

Although tried
and tested in
Australia at a local
level for over 20
years, MIZ has not
been applied at a
national level.

Constellation have developed
a framework to implement
MIZ at a national level
The purpose of the National Framework is to promote a consistent
approach to Mandatory Inclusionary Zoning across all Australian
metropolitan areas. It has six components:

National MIZ principles

Impact measurement framework

A set of principles that underpin how
MIZ should be applied consistently across
Australia in order to increase the supply
of social and affordable housing.

A consistent approach for how each
metropolitan LGA should implement then
define and measure the local impact of
MIZ through a 5 year housing strategy.

Roles and responsibilities

MIZ transfer process
(land, dwellings or cash)

An outline of the roles and responsibilities
of key players across the Australian housing
system to enable MIZ.

Legislative / Regulatory
Requirements
A requirement for each state and territory
to enact jurisdictional-specific legislation /
regulation to enable outcomes consistent
with the MIZ principles.

A process that guides how and when land,
dwelling or cash contributions should be
made and who needs to be involved.

MIZ Capability Assessment
An assessment of where capability uplift is
required across State Governments, Local
Governments, the development industry and
CHPs to support MIZ as well as a suggested
capability development approach.

The Constellation Project is
a cross sector collaboration
that is working to end
homelessness. Over the
past 3 years, Constellation
has researched, consulted
and designed a National
Framework to apply MIZ to
Australian metropolitan areas.

How it works
Constellation proposes that the following set of principles should
govern how MIZ is applied across Australia.

1

10% of housing floorspace (or commensurate
land / cash) developed on privately owned land
in metropolitan areas should be designated,
in perpetuity, as social and affordable rental
housing, under CHP management.

2

Higher targets should be set for market housing
development on public land.

3

Registered CHPs should apply to an appropriate
State Agency to be the recipient of MIZ housing
in a particular local government area.
Local housing strategies must be prepared by
councils within 12 months of the legislation being
enacted, and updated every five years to advise
CHPs on the mix of MIZ-generated affordable
housing in terms of social versus affordable rental
status (but that each should never be less than
20% – i.e. if social is 20%, affordable is 80%,
and vice versa).

4

The National Framework aligns with the
National Housing and Homelessness
Agreement (NHHA) housing priority areas
and specifically addresses the following:
•
•
•
•

Affordable housing
Social housing
Encouraging growth and supporting
viability of the CHP sector
Planning and zoning reform

5

To allow the market to adjust to this new
legislation there should be:
• a “notice period” of two years after the
legislation is enacted in which no existing
or approved DA’s will have a MIZ obligation
applied; and
• a “transition period” for the four years
after the notice period, during which the
MIZ obligation should be 5%.

6

CHPs should be allowed to sell MIZ
dwellings (to cross subsidise) and
replace, trade and transfer their MIZ
with other CHPs within the same LGA.

7

MIZ should apply to all developments that
create more than one additional dwelling.
The MIZ requirement should be a stated
condition of the Development Approval
(DA) consent, and the housing should be
dedicated when the subdivision plan (Torrens
or strata) is registered. Where the development
MIZ obligation creates a fraction of a dwelling,
a cash payment should be made to discharge
the obligation or alternatively to the developer
to fund construction of full dwelling.

The government, private sector,
not-for-profits and individuals all
have a role to play to implement
the MIZ National Framework

The Australian Government must
establish a consistent national approach
to MIZ. This could be done as part of
the renegotiated National Housing and
Homelessness Agreement in 2023.
State / territory governments must pass
legislation that requires 10% mandatory
inclusionary zoning as normal practice for
all new housing developments in metropolitan
areas in their jurisdiction.
Local councils in metro areas must include provision
for MIZ in local planning instruments and develop robust
five-year housing strategies to inform how MIZ will
support local social and affordable housing priorities.
Developers should promote MIZ policies
as a critical step to achieving socially
sustainable urban growth in Australia
Community members have a role to play in supporting MIZ through
their interests as land owners, community locals (residents and
businesses), building / strata management members and potential
social or affordable housing tenants.

If you’d like to get involved in our
advocacy for the adoption of a
National Framework email
team@theconstellationproject.com

