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Scott Morrison hopes a capital gains tax discount will persuade managed investment trusts to fund social housing.

Can social housing ever be a good investment?
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Property

Richard Wakelin

I am ill at ease when
governments misuse
their status to spruik
questionable assets
to the unwary.

Has Scott Morrison just delivered the
means for savers to invest directly in
social housing, both receiving a decent
return on their investment and feeling
good about helping to ease the
affordable housing crisis?

Thispossibilitystemsfromthe
Treasurer’sbudgetnight
announcementthat, from 1July,heis
changingtherulesformanaged
investmenttrusts(MITs) sothatthey
caninvest in socialhousingandthat
investors inthesefunds willreceivea60
percentcapital gainstax(CGT)
discount, 10percentagepointshigher
thantheusual50 percentCGTdiscount
forotherresidential investments.

AsI’vepreviously discussedinthese
pages,severalattempts havebeenmade
downtheyears toturnresidential
property intoatradeablefinancial
instrumentakinto astockorbond.
Proponentsofsuchinvestment
schemeshavetypically pointedtovalid
challengesofdirect propertythat these
vehiclesovercome– namelythatbuying
eventhesmallest propertyentailsasix-
figuredollarcommitment,anddirect
property isanilliquidinvestment.

Itremainstobeseenifthelatest
incarnationsofhousinginvestment
schemes–suchasBrickxorDomaCom–

willachievesufficientscaletobecomea
mainstreamoption.TheTreasurer
shouldbecrossinghisfingersthatthey
do, ifhisvisionofprivateinvestor-driven
socialhousingistobeachieved.That’s
becausehisgoalisevenmoredifficultto
executethanthestandardinvestment
schememodel,becauseit involvessocial
housing,whichinvestorshave
understandablybeenwaryofinthepast.
If fractionalinvestmentschemesthat
buymainstreamhousesandapartments
flounder,thenIbelievethechancesof
establishingaviablesocialfractional
investmentMITmodelarebleak.

AmItoopessimistic?Isitpossiblethat
socialhousingcoulddeliverinvestorsa

returnthat’scomparabletobestpractice
directinvestmentor, failingthattest, that
investorswillacceptamoremoderate
returnforsocialhousing?

Inshort, the returnonsocialhousing
willalwayslag thebenchmark.That’s
becausetheassetsunderpinningthe
investmentarealwaysinlower-value
sitesthatwill notdeliverstrongcapital

growth.Anyother conclusioniswishful
thinking.Andthe preferentialCGTtax
treatmentwillneverbridgethe
shortfall.Or,as StuartWemyssof
ProSolutionPrivateClientsruefullyput
it, ‘‘a60per centCGTdiscount is
worthlesswhenthe CGTisnil’’.

Iacceptthat thefederalgovernment
doeshaveatrack recordofusingits
substantialclouttoencourageprivate
investors intosub-optimal investments
thathelpmeet agreaterpolicyobjective.
Forexampleit hasprovidedhomesfor
militarystaff throughDefenceHousing

Australiaandlow-costrental
accommodationviatheNationalRental
AffordabilityScheme.Arguably, thereis
asufficientpool of investorsoutthere
whoeithercan’tdistinguishbetween
first-rateandsecond-rateassets
(especially intheface ofabarrageof
taxpayer-fundedmarketing)orwhoare
happytoforgo somefinancialreturnin
ordertofurther asocialobjective.

Irespect those whovaluesocial
outcomes,andIwish themwell.ButI
amillat easewhengovernments
misusetheirstatustospruik

questionableassets totheunwary.
Soitmay bepossiblethatsocial

housingMITswillbe asuccess. Ifso, I
suspect itwillbe mainlyduetothe
supportof institutional investors
lookingfora steadyutility-typeincome
stream.Although– forthereasons
mentionedabove– therecouldbesome
private investors involved too.ButI
believethosewishing tomaximisetheir
returnsshouldstay onthesidelines.
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