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AIST forward
In the past few years, declining home ownership
rates and higher levels of household debt have
emerged as a significant threat to the adequacy
of Australia’s retirement income system.
The long-held assumption of home ownership
being a fourth “pillar” of Australia’s retirement
savings system is becoming increasingly dubious
and a growing number of commentators are
calling for policy reforms to improve housing
affordability.

Eva Scheerlinck
CEO

The role of negative gearing of property and
the Capital Gains Tax discount (CGT) need to be
looked at as drivers against housing affordability.

NO PLACE LIKE HOME
In 2017, AIST commissioned research from independent economist Saul Eslake to investigate the impact of declining home
ownership on retirement.
The resultant report, No Place Like Home, raised a number of concerns about the impact of deteriorating housing affordability
on the retirement wellbeing of many Australians.
The report warned that, if current trends continued, an increasing proportion of retirees would be living in less secure
accommodation than in previous decades, having to spend a greater proportion of their income on housing. It noted that
without new measures to address the ongoing deterioration in housing affordability, future generations of taxpayers would be
condemned to poorer living standards and higher taxes as Age Pension costs increased.
The report proposed several measures to improve levels of home ownership. This included modifying the way in which the
income tax system treats investors’ borrowing costs – either by abolishing or modifying negative gearing or changing the way
CGT is applied.

NEGATIVE GEARING AND ITS IMPACT ON RETIREMENT WELLBEING
Negative gearing allows taxpayers to borrow money to buy an asset and deduct any losses made against their taxable income.
While negative gearing can be used to buy assets other than real estate – such as equities – property investments account for
the vast majority of tax write-offs.
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Negative gearing impacts on the adequacy of Australia’s retirement income systems in number of ways:

•

It reduces home ownership and fuels house prices. (Economic modelling undertaken by Melbourne University in
2016 found that close to 75 per cent of households could own homes if negative gearing policy was axed);

•

It encourages households to borrow, thus potentially leading to more people entering retirement with a mortgage
(Many investors who negatively employ high levels of leverage to maximise tax losses);

•

It distorts the decision-making process involved in investing in property versus making voluntary super
contributions; and

•

It reduces tax revenue, adding pressure on the Commonwealth budget.

THE HIGH COST OF NEGATIVE GEARING
The annual cost of negative gearing on residential property to the Federal Budget (ie tax expenditure) is estimated at more
than $4 billion1. Taken together with the tax expenditure of the CGT discount for investor-owned properties, the total tax
expenditure for property investment is more than $12 billion a year2.
While this is considerably less than the estimated $37 billion3 in annual tax expenditure on superannuation, super tax
concessions are distributed across the entire working population of more than 12 million Australians, as well as a growing
proportion of self-funded and part-pensioner retirees.
By contrast, tax concessions related to property are limited to around 2.5 million4 property investors.
And unlike superannuation – where investments are spread across a diverse range of assets, including much-needed
infrastructure – the majority of tax expenditure on negative gearing is unproductive. Less than 10 per cent of the total
financing for investment properties is applied to build new properties5, and most investments in existing housing are
concentrated in Sydney and Melbourne.

HIGH INCOME EARNERS MAIN BENEFICIARIES OF NEGATIVE GEARING.
Despite persistent claims from the current Government and the property industry that the main beneficiaries of negative
gearing are “Mums and Dads” trying to get ahead, Treasury’s own figures tell a different story.
According to a Treasury analysis released in February, 20186, the key beneficiaries of negative gearing are high income
households, with 52.6 per cent of the tax benefits going to the top 20 per cent of income earners and 54.3 per cent of the tax
saving from the capital gains tax discount accruing to the top 10 per cent of families rated by income.
While the distribution of the superannuation tax concessions is also skewed towards high income earners, the 2016-17
Budget introduced measures to wind back concessions to the very wealthy. The Government estimated these measures –
which came into effect in July 2017 – would boost its bottom line by $2.6 billion over the four year forward estimate period.
By contrast, there have been no changes to the long-standing policy of providing generous tax concessions to property
investors. This is despite growing concerns that these taxation settings are distorting household savings decisions and
encouraging speculation in the housing market.

Daley, J., Wood, D. and Parsonage, H. (2016). Hot property: negative gearing and capital gains tax reform. Melbourne: Grattan Institute.
Daley J et al (2016) as cited previously
Treasury 2017 Tax Expenditure Statement: https://goo.gl/wTeKti
Anthony, S. and Lu, G. (2017). Assisting Housing Affordability. Melbourne: Industry Super Australia. Industry Super Australia, Assisting Housing Affordability,
November 2017
5 Anthony S et al,(2017) as previously cited
6 Treasury – negative gearing/capital gains tax FOI 1876 https://goo.gl/U519po
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POLICY PROPOSALS
In addition to Saul Eslake’s long-held view that negative gearing and CGT policy needs urgent reform, many other
commentators and policy think tanks have recommended modifying the existing tax concessions for property investors. This
includes the McKell Institute, Industry Super Australia, researchers from Melbourne University and Curtin University, and the
Grattan Institute.
A key plank of the Federal Opposition’s policy platform ahead of the next Federal election, is a proposal to limit negative
gearing to new construction and reduce the CGT discount from 50 per cent to 25 per cent. According to Treasury’s analysis7
released under Freedom of Information in February 2018, Labor’s negative gearing policy would increase revenue in the long
run between $3.4 and $3.9 billion a year, while its CGT policy would increase revenue by an estimated $2 billion in the long
run in 2017-18 dollars.
Recognising the need for more affordable rental stock, the McKell Institute8 has noted that allowing negative gearing only for
new construction would provide powerful incentives for increased housing supply and lower rental rates.
AIST believes Labor’s policy proposal as well as other proposals to modify negative gearing and/or capital gains tax have merit
and deserve further examination and attention by policymakers.
In addition to recommending a re-think on negative gearing and CGT, the No Place Like Home report also highlighted the
need to provide more assisted housing. It’s since been estimated that Australia’s affordable housing gap could be as high as
527,500 homes9. Limiting negative gearing would make a positive contribution to the Commonwealth budget with the savings
able to be reoriented away from existing housing into new and affordable/assisted housing.

BEHAVIOURS AND ATTITUDES AROUND NEGATIVE GEARING
To gain further insights into the drivers of the negative gearing of property
and attitudes to key reform proposals, AIST commissioned Essential Media to
conduct qualitative and quantitative surveys during March 2018.
The survey focusses on behaviours and attitudes among the Australian public
to property investment, as well as attitudes to home ownership and retirement
savings.
The findings of this survey confirm that there is widespread concern about
housing affordability and declining levels of home ownership, even among
property investors.
The survey suggests that there is majority support among the wider population
of non-investors – as well as some support among property investors – to
modify negative gearing.

Unlike superannuation
– where investments
are spread across a
diverse range of assets,
including much-needed
infrastructure and,
increasingly, affordable
housing – the majority
of tax expenditure on
negative gearing is
unproductive.

7 Treasury – negative gearing/capital gains tax FOI 1876 https://goo.gl/U519po
8 Holden, R. (2015). Switching Gears: Reforming negative gearing to solve our housing affordability crisis. Melbourne: The McKell Institute.
9 Australian Housing and Urban Research Institute 2017
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Research methodology
The objectives of the research were to better understand:

•
•
•

Who is negatively gearing properties?
Why do people, and particularly parents, negatively gear?
Who gets (or is seen to get) the most benefit from negative gearing?

The research consisted of two phases, a series of qualitative family depth interviews, followed by an online public poll.

PHASE 1: FAMILY DEPTH INTERVIEWS
We conducted 10 family depth interviews, which involved speaking with a parent who owns a negatively geared investment
property and one of their adult children. The interviews were conducted in the following locations:

•
•
•

4 x Metropolitan Melbourne
4x Metropolitan Sydney
2 x Regional NSW (Wollongong)

Interviewees were recruited to ensure a broad mix of socioeconomic status, ethnic background, and number of investment
properties owned.

PHASE 2: ONLINE PUBLIC POLL
An n=500, 5 minute online survey was conducted among a nationally representative sample of Australians aged 40-70. The
following quotas were applied to the sample:

•
•

n=250 who own a negatively-geared investment property
n=250 who do not own a negatively-geared investment property

The survey was in the field from 23rd February 2018 to 5th March 2018. The survey fieldwork was completed by the Online
Research Unit. Survey data was processed using SPSS and Microsoft Excel.
The survey was completed by 649 respondents, of which 259 own a negatively geared investment property. Note that due to
quota, the overall sample should not be viewed as representative of the greater Australian population as it contains an overrepresentation of property investors.
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Survey reliability
Properly constructed sample surveys can provide results that are described as statistically reliable. The level of statistical
reliability is dependent upon the sample size and (except where it is extremely small) the size of the population has no
practical effect.
A survey that has 1000 respondents will provide results that are – at the 95% confidence level – subject to a sampling
variation of between 2% and 3% at the total response level. Sub-samples, because of their smaller size, will exhibit larger
sampling variances. The following table shows the sampling variances at the 95% confidence level for a range of sample sizes
and response levels.

Overall the confidence level was set as 95%. In this report where variation in sub-samples is statistically significant a comment
has been made.
For the purposes of simplicity, we have rounded percentages to the nearest whole number. This may result in some
percentage totals being 99% or 101%.
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Key insights

The primary factor for investing in property is retirement planning, and a belief that superannuation or the pension is not
going to provide for a comfortable retirement
Concern about funding one’s retirement is the most common primary reason for purchasing an investment property.
Setting themselves up for retirement was important for 95% of property investors. A common theme from the interviews
was concern for providing a comfortable retirement, and a belief that an investment property (rather than relying on
superannuation or the age pension) was the best way to achieve this.

“The kids aren’t the driver, the driver is you setting yourself up for a comfortable retirement.”

Many see property as a better investment than superannuation – including those who don’t invest in it
Among all property investors, 52% believe that an investment property is a better way to save for retirement than
superannuation. However, of those without an investment property (a group that is more reflective of the wider Australian
population), there is a more favourable view of superannuation. Only 35% believe that investment properties are superior
to superannuation. Among the interviews conducted with negative gearers, there was a near-uniform view that property is a
lower risk and higher yield investment than superannuation.

“Houses grow, super doesn’t.”

A majority of investors with children consider their children’s housing needs when purchasing a property
79% of property investors with children said that creating an asset to pass down to their children was an important reason
for purchasing an investment property, and 63% said that worries about their children getting into the housing market was an
important reason for doing so. The interviews followed a similar pattern, with investors commonly suggesting that, while they
intend for their children to benefit from their investments, this may only be as an inheritance.

“The other reason why my husband and I are getting into the property market is because we want
to be able to leave something for our children, so they’ve got something that they can build on.”

79% of survey respondents said they were concerned that rising house prices were locking young people out of the market
This includes 77% of property investors. Concern was particularly high among those with children, with 84% expressing
concern.

“It’s going to be very hard for young people to be able to buy in the future. If you haven’t got a
head start.”
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There is support for changing the current negative gearing policies, but support is highest among non-investors
Overall, 55% of non-investors said that they would support changing negative gearing even if it meant house prices would fall
slightly. In comparison, 35% of investors supported such changes. The interviews revealed a spectrum of views on negative
gearing policy, from those who supported restricting or abolishing negative gearing, to those who staunchly opposed any
change to negative gearing whatsoever. Those who supported changing negative gearing policy felt that it would make it
easier for their children to enter the housing market in the future, while those who opposed tended to argue that it would
have adverse consequences for the entire housing market and broader economy (rather than simply their own personal
financial situation). Notwithstanding the role that negative gearing plays, most investors said that they could service their
investments without it.

“I would be quite happy to see it removed. To make the market more accessible to a variety… like,
your working class man.”

There is limited understanding of what negative gearing is, or how it affects the housing market, amongst those who take
advantage of it
The interviews with negative gearers revealed that many had a limited or flawed understanding of what negative gearing is,
how it works, and what the benefits and drawbacks to it are. While there is a basic understanding that it is used to minimise
the amount of tax that they pay, only a few families were able to provide an accurate definition of the policy. It was common
to say that the accountant was responsible for knowing how negative gearing works.

“All I know is we get a free holiday from the taxes.”

Many negative gearers are expecting to carry large debts into retirement
While 62% of those with non-negatively geared investment properties expected to go into retirement free of housing debt,
only 33% of those with negatively geared properties said the same. Negative gearers are also expecting to carry more
significant debts into retirement, with 34% expecting to carry over $100k into retirement, compared to 8% of those without
an investment property, and 11% of those with a non-geared investment property. Carrying debt into retirement did not
appear to be a significant concern among interviewees.

“I’m not that fussed about it. They’re doing what they need to do and I try and focus on things where
I can. I’m not that focused on those things.”
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Detailed findings
Section 1: Housing
Two-thirds of investors own a single investment property, though, many are interested in purchasing more
The survey revealed that, roughly one-third (34%) owned two or more properties.
However, the interviews reflected a strong desire from those who already own an investment property to purchase more,
either when their finances allow them to, or the housing market makes it feasible to do so.

“The house, we’ve had for over a year, and the duplex we’ve had coming up to a year, and we’re
looking at purchasing more.” (Melbourne)
“We’re looking at maybe buying something else as well, cause we’re in the processes of either
knocking this down or looking to buy another house.” (Sydney)
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The primary motivator for purchasing an investment property is to fund a comfortable retirement
Of the provided reasons for choosing to purchase an investment property, setting one’s self (and their partner) up for
retirement was the most important, with 64% deeming it ‘very important’, and 95% either ‘very’ or ‘somewhat’ important.
This was reinforced by the interviews, in which concerns about providing a comfortable retirement were most prominent.
The majority of property investors (74%) said minimising the amount of tax paid was important to them and influenced their
decision to purchase an investment property.

“The kids aren’t the driver, the driver is you setting yourself up for a comfortable retirement, and
then the upshot of that is that some point, you won’t be here anymore, and what’s left will be with the
kids and so they get it then.” (Sydney)
“My intention is to look after [my wife] and I. That’s my prime concern. Whatever is left goes to
[daughter], but [wife] and I are number one.” (Melbourne)

Home Truths – Negative Gearing & Retirement Research 2018

/13

Investors with children are also concerned about their children’s housing needs, but not to the same extent as funding
their own retirement
79% of investors with children said that creating an asset to pass down to their children was an important factor in deciding
to purchase an investment property, and 63% said worries over their children getting into the housing market was another
important factor.
While some said their investments could be used as collateral to help their children purchase a house, they most commonly
they saw their investments being passed down as inheritance:

“The other reason why my husband and I are getting into the property market is because we want
to be able to leave something for our children, so they’ve got something that they can build on.”
(Melbourne)
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The children of housing investors are interested in housing, but have rarely made tangible efforts to get into the market,
and are reluctant to accept help from their parents
In the qualitative interviews, children of negatively geared property investors had long-term aspirations of entering the
property market, but it was uncommon for them to have taken significant steps to do so.

“I do plan to obviously invest in a property of my own, hopefully within the next five years… as soon
as I get a full time job and a salary, my first thing would be to invest in a property.” (Sydney)
Some expressed a lack of belief in their ability to get into the housing market, or felt they would need to take on large debts
to do so.

“It’s more of a dream than a goal for me.” (Melbourne)
“I don’t really like the idea of renting… ideally I’d like to buy my first house. With a huge mortgage
or whatever.” (Sydney)
And some felt it would be preferable to buy an investment property first, rather than a place to live.

“Well it’s probably, my first need would be buying somewhere to live, but it really depends how much
money I have. If I have enough money to buy an investment property at 23 or 22, then I’d probably
buy an investment property rather than somewhere to live, because I can comfortably still live
at home.” (Sydney)
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While negative gearing plays a key role in the ability of investors to afford their investments, at least some believe they
could afford to hold their investment without it.
The survey indicated a high level of reliance on negative gearing by those property investors who currently take advantage of
it. Overall, 82% of negative gearers said it was important for their ability to purchase and maintain their investments, of which
47% said it was very important. Those with more than one property were more likely to say it was important (89%) than those
with only a single investment property (78%).
However, in the qualitative interviews, most investors said that, while negative gearing helped make their investments more
affordable, they would most likely be able to afford to hold their investment even if they did not have access to negative
gearing, or that the refunds they received from it helped pay for luxury expenses.

“We could probably have got just a loan through a bank and bought the property outright and
positively geared it. If negative gearing wasn’t available, we probably still would’ve done it.”
(Melbourne)
“All I know is we get a free holiday from the taxes.” (Wollongong)
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There is a moderate level of support for changing negative gearing – even it meant house prices would go down
A majority (55%) of non-property investors would support changes to negative gearing, even if it meant that house prices
would fall slightly. This compares with a smaller, yet still substantial, 35% of property investors who support changes in the
same circumstances.
In a number of the qualitative interviews, investors were unable to reconcile their own financial interest in house prices
continuing to increase with their children’s interests in having access to affordable housing.

“I really haven’t thought about that, but now that you’ve brought the question up… I probably don’t
worry about it, because I think I would rather it go up, because it means that irrespective of what
way, we’d still help them.” (Melbourne)
“Of course you want the prices to stay low, but at the same time you want them to go up because you
don’t want to see your parents struggle either.” (Melbourne)
“Although we are, you know, been in a way selfish to not allow the younger people into the market
because you know, the older generation tend to have the money.” (Sydney)
Investors and non-investors were also asked about their support for some of the policy measures that have been proposed by
various organisations to modify negative gearing.
The survey showed that 49% of non-investors support restricting negative gearing to a single property per person (compared
to 29% of property investors), and 47% of non-investors support restricting the total amount of negative gearing deductions
that can be claimed each year (compared to 27% of property investors). Overall, support was much higher for each measure
among non-investors than among investors.
The lower support for changes to negative gearing among those who utilise it was reflected in the interviews. Rather than
focusing on their own financial situations, interviewees tended to argue that any changes to negative gearing would be bad
for the entire housing market and broader economy.

“All that will happen is that there will be a large percentage of people who get very badly burned
financially and it will take them decades to repair. But the banks and the financial institutions will
reap the rewards because they will sell, they will foreclose on those individuals, they will then receive
the asset, but retain the price, and there will be no winners other than shareholders of the banks.”
(Melbourne)
“And from an Australian economic perspective, if you take it out of the market here, all that money
will go overseas. Because people will be buying properties overseas.” (Sydney)
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There was division over whether or not changes to negative gearing would have any effect on house prices.

“I think there would be more houses out there and it wouldn’t be that fierce competition we’re
having now.” (Sydney)
“I still think they’d just do what they’re doing. I don’t think it’d have any effect on anything.”
(Melbourne)
“There’s going to be a lot of upset people, but yeah, probably make the housing more affordable. The
investors aren’t going to be looking for properties, so it’ll be a buyer’s market for the newcomers or
first-time buyers.” (Sydney)
And some interviewees firmly said they would support removing negative gearing in the interests of increasing housing
affordability.

“I would be quite happy to see it removed. To make the market more accessible to a variety… like,
your working class man.” (Melbourne)
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There is widespread concern regarding rising house prices locking young people out of the market
There is a high level of concern over rising house prices locking young people out of the housing market among all cohorts,
including 77% of property investors. Concern was particularly high among those with children, with 84% expressing concern.
This concern was reflected in many of the interviews, with investors acknowledging the difficulties faced by their children’s
generation in getting into the housing market.

“It’s going to be very hard for young people to be able to buy in the future. If you haven’t got a head
start... I think it’s going to be a lot different. Even finding that deposit is going to be really difficult.”
(Melbourne)
And this difficulty was well understood by their children.

“Realistically the way the prices are going, I could never really afford to own.”
(Wollongong, Teenager)
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However, there was a reluctance among some to concede that it had become more difficult over time to buy a house, merely
that the nature of the challenge had changed, and that home ownership was still very achievable for those who worked hard
enough or were sufficiently financially responsible.

“I’ve had a number of people say to me, it’s harder, but it’s harder because the expectations are
different. We were happy to buy a house and like, sit on fruit boxes in the lounge room, and not go
anywhere, and only eat dinner at home because we couldn’t afford to eat out, but this generation
won’t live like that.” (Sydney)
“No. It’s not harder. The dollars have changed, but also wages have changed.” (Sydney)

Home Truths – Negative Gearing & Retirement Research 2018
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Section 2: Retirement
Negatively geared investors are more likely to expect to take debt into retirement
While 62% of those with non-negatively geared investment properties expected to go into retirement free of housing debt,
only 33% of those with negatively geared properties said the same. 56% of negative gearers expected to carry debt into
retirement, compared to 30% of non-negative gearers. By comparison, 45% of those who do not have an investment property
expect to go into retirement free of significant debt.
Negative gearers also plan to carry a larger amount of debt into retirement, with 34% expecting to carry over $100k into
retirement (compared to 8% of those without an investment property, and 11% of those with a non-geared investment
property), and 10% expecting to carry over $500k (compared to 1% of those without an investment property, and 4% of those
with a non-geared investment property).
Carrying debt into retirement did not appear to be a significant concern among interviewees, and many had not thought
about it one way or the other.

“I’m not that fussed about it. They’re doing what they need to do and I try and focus on things where
I can. I’m not that focused on those things.” (Melbourne)
Though some had plans to sell their investment properties down the track in order to finance a debt-free retirement.

“When we retire, we’ll sell the investment property. The money we make off that will pay this
place off.” (Melbourne)

Some plan to retire debt-free, and would be stressed at the prospect of not doing so.

“[retirement debt would be] probably a point of stress, definitely.” (Melbourne)
And some planned not to retire at all.

“I don’t think [wife] or I think of retirement as such. I’d go nuts.” (Sydney)
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Property Investors see their investments as having an important role in funding their retirements
48% of property investors expected to rely on their properties to fund their retirement (either solely or with superannuation
or the age pension). 4% of those who do not currently have an investment property expected to have one acting as a source
of income in retirement.
For those with no investment properties, 65% expected to rely on the age pension in retirement (either solely, or in
conjunction with other income, such as superannuation or a future investment property).

“I really haven’t thought about that, but now that you’ve brought the question up… I probably don’t
worry about it, because I think I would rather it go up, because it means that irrespective of what
way, we’d still help them.” (Melbourne)
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Many see investment properties as a better retirement vehicle than superannuation
A majority of property investors believe that buying an investment property is a better way to save for retirement than
investing in superannuation, including 52% of property investors and 35% of non-investors.
The interviews revealed a strong belief that investment properties were lower risk and delivered higher returns than
superannuation. Property was seen as a concrete and tangible asset which will always be there, while superannuation (which
was often assumed to be primarily shares) were seen as abstract, unstable, and lower yielding.

“Because I could see it, it was tangible to me. Absolutely tangible and controllable. You knew your
house, you knew it had walls, it had carets, you knew what you were going to be in for to replace, you
knew what was there. It wasn’t at the beck and call like the stock market [and super].” (Sydney)
“Definitely. Definitely a better return [with property].” (Melbourne)
“Houses grow, Super doesn’t. The growth in houses and properties, they go up by 50 to 100 thousand,
whereas your Super is a couple of thousand.” (Melbourne)
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And a number pointed out that they simply did not have enough in their superannuation balance to rely on it for a
comfortable retirement.

“I’ve worked for myself for so damn long, my super is jack.” (Sydney)
“We’ll just sort of leave it there for the moment, until it’s actually time to see what it is in 10 years
time basically. Because now it’s not a lot.” (Wollongong)
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Property investors are more likely to make extra contributions to their superannuation than non-investors
Despite placing a high reliance on their investment properties to fund their retirement, investors are more likely to say that
they plan to make extra contributions to their superannuation than those who are not investors. 59% of property investors
expect to make extra superannuation contributions, compared to 44% of non-investors.
The interviews did not suggest that making extra contributions is something that property investors are currently doing or
have previously done. Rather, it is something they plan to do in the future, closer to their retirement age.

“Instead of putting it in super, we bought this [investment property].” (Melbourne)
“Either we buy a land investment or start putting money towards Super, increase my Super [in the
future]. That’s the outcome.” (Sydney)
“My feeling is that once I see where I am after 12 months, after this business, I need to make
probably a bigger sacrifice and do self-superannuation. That’s something we’re all going to look at.
Because when we go to the investment stuff, I knew it wasn’t going to be a quick thing. It would be
slow.” (Wollongong)
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