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“The primary focus of HBT is its business model. That is the best asset that it has. The
fact that we basically work for members to just improve rebates and sales — and that’s
genuinely what we do — means that the model is almost ... well, it just can’t be beaten.
By that nature, it was a case of saying, well, since we’ve got such a great core as to what
we’re about, anything that we do in addition, as long as it continues to push back on that
particular model, will be beneficial.“

Jody Vella, general manager — buying

“What we’re trying to do is to work with our existing suppliers to understand what else is
it that they can provide. What are some of those hidden categories or ranges that they’ve
currently got, but for various reasons we haven’t unearthed, or looked at? Because, as
opposed to bringing on another supplier, I’d rather enhance and expand the existing
supplier base that we’ve got and try to grow them.”

Mike LoRicco, general manager — member services

“It’s nice going in there and them sitting down, making time to talk to you, all of us
racking our brains together to find out what they can do, appreciating what they are doing.
They’re happy to show you around the store. They’re proud to show you around the store.
And they ask you for your advice — what do you what I think of this, or that. I think it’s
great. Other groups don’t do it.”

THE BIG INTERVIEW — PAGE 15
MEMBER PROFILES • SUPPLIER PROFILES
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HOUSING MARKETS & DISINFORMATION
Over the past eight years, as housing prices have accelerated upwards, it has become evident that in Sydney and Melbourne, Australia is in the grip of a housing price bubble. But the
federal government denies this.
In this investigative article, HNN looks into the reasons why. Our conclusion? Rising house
prices are being used to compensate Australian workers for poor productivity growth, which
has resulted in very low levels of growth in wages.
What happens now, when, without being able to lower interest rates further to support the
bubble, it comes to an end?
PART I: THE STRUCTURE OF MARKETS
Most home buyers think of housing market as simple exchanges,
governed by the “rules” of supply and demand. Few economists
agree with that anymore. We look at some of the more complex — and
more accurate — models that apply.

PART II: THE CULTURE OF HOUSING
Why is owning your own home so important to Australians? What
has housing come to represent in the 21st Century, and how does this
differ from the 1980s and 1990s?

PART III: HOUSING POLICY
Why has the government been so supportive of the current housing bubble? How do its policy imperatives differ from those of the
Reserve Bank of Australia, and how will those differences be sorted
out?

PART IV: WHAT ABOUT HARDWARE?
Hardware retailers have been “trained” to consider higher house
prices as being good for their businesses. But are they really? If lower
house prices led to a higher volume of sales, wouldn’t that cause
hardware to boom?

HOUSING DISINFORMATION — PAGE 52

publisher’s note
My memories of the late, great Tim Starkey shone brightly
and briefly recently when I spoke to a number of HBT members
for this issue. It’s difficult not to share some warm or funny
anecdotes about Tim if you’ve been a member of HBT for long
enough.
You could say that one of Tim’s enduring legacies is that HBT
has never been a group that traded on exclusivity and explicitly favouring certain members over others, hoping for a trickle
down effect to take place. HBT is the opposite of having an
“insider” culture.
Ever since I attended my first HBT annual event in the foyer
of a Novotel in NSW back in the early oughts, the group has
always been about being including as many people as possible
and working out how to be profitable at time when there was
increasing corporatisation in the industry. It prides itself on its
authenticity as an independent hardware group.
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Mentioning Tim’s name was not a longing for the past but
rather a step towards the future as the hardware retail buying
group redefines its place in the industry.
This is a testament to the hard work CEO Greg Benstead and
his team have done to gain the confidence of members. As general manager for buying, Jody Vella’s work with suppliers is also
reaping rewards in many different ways.
The path was not been without hiccups — it never is — but
the result is a group more prepared to take on the competitive
forces that will continue to take shape in the next few years for
hardware store owners and their suppliers.
Like most hardware and home improvement retailers, HBT
has experienced major spikes in sales during restrictions as a
result of COVID-19. But under Greg’s leadership and influence, it
is very focused on keeping the new customers it gained during
this time. It does not take for granted that they will continue
shopping in its stores when things return to “normal”. Smart retailers understand that converting new customers into regulars
is a long, ongoing task.
Some of the retailers I spoke to told me of how locals expressed surprise, and often delight, at discovering their store
even though it had been there for several years or a few decades. This experience happened multiple times.
There is little doubt that awareness of the store and its benefits remains a challenge for independent store owners. Without
budgets for large and consistent promotional campaigns, social
media tools such as Facebook and Instagram have become
hnn.bz

commonplace for communications. HBT has also come up with a
custom solution with its BYO catalogue program.
Andrew Graham has been a proactive user of social media for
his store in Traralgon (VIC) for a long time. He has identified the
different users of Facebook and Instagram and adjusts his content accordingly for the different platforms. He said:
You absolutely have to use both because they have different markets. There’s lot more trade [customers] on Instagram but there are
more retail customers on Facebook. The way we communicate is a
little bit different on both [platforms].
For Nigel Fuss at Bordertown Hardware in South Australia,
communication between HBT executives and members on social
media was a helpful source of compliance information when
government guidance was confusing and inconsistent. He said it
was a great way to share their experiences.
And Leanne Tamas from The Sheffield Shed in Tasmania has
seen the immediate response of a recent Christmas campaign on
Facebook. She also promotes other local businesses on the store’s
page.
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HBT’s Virtual Conference received many plaudits even though
it doesn’t replace a traditional in-person event. Steve Bruce from
SUP-PLY in Tasmania sees a lot of potential for virtual communications. He said:
I thought it was a great way for suppliers to communicate with
their customers about new products or changes to their businesses ... it would be a good way to hear from suppliers to keep us up
to date more frequently ... Perhaps it could be used at the [in-person] conference by some suppliers. I think it would be great if they
gave a virtual factory tour of their operations.
It’s not just suppliers who can put together videos, retailers
can make use of them too. He said:

hnn.bz

Steve Bruce from SUP-PLY in
Devonport (TAS) seems to be running a single issue campaign to
make mankinis “compulsory” for
the 2021 HBT Conference. Will it
replace the ubiquitous polo shirt
for hardware industry events?

Many years ago at one of the National Conferences, there
were some videos from members giving a virtual tour of their
store which I am sure most members found interesting.

Anyone who has had to implement change or new initiatives in an organisation or a small business knows how
difficult and complex it can be, requiring a lot of adjustments
along the way.
After Tim’s untimely passing, we’ve seen HBT move to
another level of professionalism — without losing too much
of its character. It’s a delicate balance that is being maintained well by the current management team led by Greg
Benstead. The spirit and knowledge of the “old” HBT remains
very much alive and active in the group, thanks to people
like Gavin Keane, Mike LoRicco, and Steve Sanders, amongst
many others.
We’ve seen a lot from HBT over the years and hope to see a
lot more.
For our expansive report on the Virtual Conference, turn to
page 15.
Until next time,
Betty Tanddo
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John Ioakim

The Lakes H Hardware - LAKES ENTRANCE, VIC
How did you come into the hardware business?
I was the store manager of this store under the previous owners when it was
a bannered store. In 2016 the owners called me looking to sell. My wife,
Leanne and I spent many a night around the kitchen table running figures
and swapping ideas for the store. We decided to go for it but we wanted to
be truly independent and in control of our stock.

What made you decide on branding your new store H Hardware?
We had a few recommendations to join the HBT Buying Group and when that
stacked up we had a chat with Steve Fatileh who showed us the branding
for H Hardware. It looked great, the colours are eye catching and it really
stands out. The clincher for us was that the store was ours, we could be

For more information and
membership application call

1300 305 719

independent with a strong brand and no forced promotional stock eating up
floor space and our bottom dollar.

How is business today?
We opened in July 2016 and 12 months on business is good. We’ve had
growth and we have strong customer base. Our trade business makes up
75% of the business, I look after that and Leanne is the face of our retail
side. It’s come along way from our first official order that BGC sent to our
house and I borrowed a trailer to be able to deliver it to site.

What would you say to someone considering transitioning
to H Hardware?

If you want to have control of your business, your stock, your promotions
and a stand out brand,then H Hardware is a no brainer.

comment
Speaking on 1 August 1844, the first anniversary of the emancipation of
enslaved Africans in the British West Indies, the American philosopher
Ralph Waldo Emerson had this to say about slavery:
Slavery is no scholar, no improver; it does not love the whistle of the
railroad; it does not love the newspaper, the mail-bag, a college, a book
or a preacher who has the absurd whim of saying what he thinks; it does
not increase the white population; it does not improve the soil; everything
goes to decay.
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When mentioning slavery in the US South, it’s sometimes helpful to
make a direct reference. This excerpt is from the 1839 work diary of Bennet H. Barrow, a Louisiana slave-owner:
Jan. 4 Whipped every hand in the field this evening commencing with the
driver
April 27 My hands worked very badly-so far general whipping yesterday
!uly 19 Gave L. Dave a good whipping for some of his rascality intend
chaining him & Jack nights & Sunday till I think they are broke in - to behave
Sept. I whipped G. Jerry & Dennis for their shirking
This portrays a brutishness so relentless, that our minds shy both
from this malignant harm, and from the idea of a society which welcomed and regulated this behaviour.
It surprises some people to learn that the economy of the US South,
immediately before the Civil War (which began in April 1861), despite the
apparent economic advantages of inexpensive slave labour, was in a state
of general economic decline.
The US North during the mid-1800s was directly benefitting from the
first stirrings of the second industrial revolution, while the South remained almost entirely agrarian. It did become the world’s largest producer of cotton. But what might have seemed a fortune in cotton in the
first decades of the 19th Century was devalued when compared to the
complex manufactured items the North could produce.
The reality was that before the military Civil War even began, the
South had lost the economic Civil War. They sought to use violence to
overcome the inevitability of historic change — and that has seldom
proved possible, and never proved helpful to any nation.
In more recent times, we can find something of a repetition of Emerson’s statement. Back in 2002, Richard Florida published his book The
Rise of the Creative Class, in which he suggested that — at least in the
US — there was a new economic force at work, the “creative class”, which
he saw as making up roughly one-third of the workforce, but destined to
deliver over 70% of the the economic value of the future.
In describing what constitutes the conditions that enable the creative
class, in his revised 2011 version of the book Dr Florida writes:
hnn.bz

Creativity flourishes best in a unique kind of social environment: one
that is stable enough to allow for continuity of effort, yet diverse and
broad-minded enough to nourish creativity in all its subversive forms.
Simonton identifies four key characteristics of the times and places
where creativity flourishes the most: “domain activity, intellectual
receptiveness, ethnic diversity, [and] political openness.”

While we do not, today, have slavery to overcome, we do have
something that carries the same characteristics of the Civil War.
The tasks that Australia faces, post-pandemic, are perhaps best
summed up in a paper produced by KPMG (which is quoted more
fully in our article on the housing market in this issue):
A question that warrants further consideration is whether Australia’s
stellar terms of trade performance has masked underlying structural
problems, including lower productivity growth, under-investment in
capital generally, and tech capital in particular, that has left some industries with capital mixes and capital-labour ratios that are sub-optimal.
(https://assets.kpmg/content/dam/kpmg/au/pdf/2019/
wage-growth-productivity-technology.pdf)
It’s not hard to work out what Australia needs to do to succeed in
economic terms in the future — as KPMG suggest, capital needs to
be redeployed, particularly in funding technological development.
Instead of that, however, Australia continues to invest in shoring
up old technologies.
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The inflated prices in the housing market, and the way the government has continued to encourage this, pushing money into one
of the least productive industries in Australia, construction, is one
glaring example of this. Rising house prices, as we point out in our
article, are really just a sop to Australians who will not get a wage
rise, because productivity increases in the economy has ground to a
standstill.
Agrarian economies and economies that essentially export dirt
to other countries so that they can make things out of it suffer the
same problem: all meaningful positive economic factors are exogenous, so the economy cannot influence what happens to them.
Slavery impeded the economic development of the American South
in the same way that the roulette wheel of terms of trade impedes
Australia’s economic development.
The pandemic might represent an opportunity to reset some of
this, but HNN remains very sceptical that will happen anytime
soon, no matter which political party is in power. The idea of a
different society, a “creative society” in the phrase of Nobel-winning
economist Joseph Stiglitz, remains as foreign to public discourse as
freeing slaves was to the antebellum South.
And yet, you know, the seeds are there. If you read our coverage
of the HBT 2020 Conference, you’ll see lots of innovation, stories of
retailers who really care about their customers, their communities.
But without major change in economic policies, these good beginnings will not find fertile ground.

DIGITAL
IS THE FUTURE
OF MARKETING
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YOU NEED TO FUTURE PROOF YOUR BUSINESS.

Still relying on print? Consider this: how much time do your customers spend
using their mobile phone and computer? And how much time do they spend
reading magazines? Which matters more to them?
DIGITAL is all about performance and engagement. DIGITAL readers opt-in
to receive your message — they’re not just another address on a mailing list.
DIGITAL doesn’t just earn attention, it measures it as well. No other media
has the equivalent of downloads, which directly show reader engagement.
And DIGITAL is also less expensive, simpler and more flexible.
To make the move to DIGITAL, just call HI News on 0411 431 832, or email
Betty Tanddo on betty@hnn.bz. The future looks great, believe us.
hnn.bz

statistics
ABS Retail Stats to
November 2020
in this
update:
update:

12

•start
Hardware
text retail
sales continued to show
extraordinary
growth through
November 2020,
closing in on
20% in trailing
12-month terms

• The stats indicate
that much of the
gains have been
made during the
quieter winter
months, where
sales increased
considerably over
the historical
trend.

The Australian Bureau of Statistics (ABS)
has released the statistics for retail trade
up to November 2020.
(This data excludes
Tasmania and the
Northern Territory.)
As expected, based
on the trend since the
COVID-19 pandemic
began in March 2020,
the figures show a very
strong trend to growth,
as is shown in Chart
1. Sales numbers for
the trailing 12 months
to November 2020
as compared to the
previous corresponding period (pcp), the 12
months to November
2019, showed a significant increase for all
states and territories.
For Australia that
increase was 18.24%.

The greatest increase
was for the Australian
Capital Territory (ACT),
which grew by 28.62%,
followed by South Australia (SA) at 19.42%.
New South Wales
(NSW) grew by 18.14%,
Victoria (VIC) by 17.32%,
Queensland by 18.81%,
and Western Australia
(WA) by 17.89%.
Sales for the trailing
12 months to November 2020 reached $6.8
billion in NSW, and $6.6
billion in VIC. Across
Australia, sales reached
$23.2 billion, compared
to $19.7 billion in the
pcp.
Chart 2, which shows
the percentage change
across the years for
the trailing 12 months
to November, shows
how consistent these

results have been
across the states and
territories.
Chart 3 shows the
month-on-month
percentage change
across the states and
territories. VIC shows
clearly the effects of
the lockdown, and
partial closure of many
hardware retailers, in
August, September
and October. However,
its recovery was also
the strongest of all the
states for the month of
November.
Chart 4 shows the
pattern of monthly
retail earnings for the
most recent period,
and for the three prior
periods. It also shows
the percentage chage
for 2020 as compared
to the average for the

three prior years. This
indicates a predicted
pattern with the sales
increase through April,
May, June and July, reflecting what is usually
a dip in sales revenues
as compared to the
rest of the year. The
pandemic evidently
stimulated demand so
that it was close to that
of the other months in
prior years.

Analysis
There are two things
to note from these
patterns. One is simply
that this indicates how
unique the hardware
retail industry is in
many respects, as it
was able to absorb this
extra level of demand,
even during a tough
pandemic. If you

Chart 1
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consider similar demands being places on
homewares or clothing
retailers, it seems unlikely they would cope
quite so well.
Secondly, of course,
we need to consider
what this pattern
tells us about the
future, in particular
the post-January 2021
sales. To a large extent,
however, that will be
determined by the
Australian economy
itself. While there are
some promising signs,
it is also evident that
inoculation with a vaccine against COVID-19
is going to be a slower
project than expected.
That could see further
spread of the SarsCoV-2 virus from May
to August 2021, which
would dent economic
expectations.

Chart 3
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Chart 2

indie
statistics
update

Chart 4
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John Ioakim

The Lakes H Hardware - LAKES ENTRANCE, VIC
How did you come into the hardware business?
I was the store manager of this store under the previous owners when it was
a bannered store. In 2016 the owners called me looking to sell. My wife,
Leanne and I spent many a night around the kitchen table running figures
and swapping ideas for the store. We decided to go for it but we wanted to
be truly independent and in control of our stock.

What made you decide on branding your new store H Hardware?
We had a few recommendations to join the HBT Buying Group and when that
stacked up we had a chat with Steve Fatileh who showed us the branding
for H Hardware. It looked great, the colours are eye catching and it really
stands out. The clincher for us was that the store was ours, we could be

For more information and
membership application call

1300 305 719

independent with a strong brand and no forced promotional stock eating up
floor space and our bottom dollar.

How is business today?
We opened in July 2016 and 12 months on business is good. We’ve had
growth and we have strong customer base. Our trade business makes up
75% of the business, I look after that and Leanne is the face of our retail
side. It’s come along way from our first official order that BGC sent to our
house and I borrowed a trailer to be able to deliver it to site.

What would you say to someone considering transitioning
to H Hardware?

If you want to have control of your business, your stock, your promotions
and a stand out brand,then H Hardware is a no brainer.
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If you’ve profiled a couple hundred businesses,
and interviewed several times that number of
C-suite executives, you come to recognise a certain change that some businesses go through.
It’s hard to define, but perhaps the best way to
describe it is as a shift in focus.
Before the change, businesses will talk about
all kinds of different numbers: gross revenues,
margins, efficiencies. They’ll boast about whatever their current performance is, even if it’s
more a matter of luck, or expansion that has yet
to be fully costed out.
hnn.bz

One of the outstanding
things that HBT did very
well at its 2020 Vircual
Conference was to
include contact with lots
of its members, and to
provide a good working
communications
platform for suppliers..
Above, we’ve taken some
images from the conference, and “livened” them
up a little with a cartoon/
illustration filter.

After the change, it’s like a switch has been flicked, and
that previous attitude is all but gone. In its place is one single
thing: the prime focus for the next year or two years. And
that focus is almost always growth. Because in a business
that has hit its stride, growth is the thing that matters.
During an intense one-hour interview with the executive team at the Hardware & Building Traders (HBT) buying
group, including the CEO, Greg Benstead, Jody Vella (general
manager — buying) and Mike LoRicco (general manager —
member services), the words “growth” or “grow” came up over
45 times. And far from boasting — though they were certainly pleased with how HBT’s business has expanded over 30%
on a quarter-on-quarter basis during the pandemic period,
for the buying group’s members, as well as for themselves —
instead they were focused, with laser-like clarity, on what
comes next, how HBT can use this good fortune to leverage
more good fortune.
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That focus on future growth is highlighted in this remark
from Mr Benstead:
We were already in a growth stage anyway, before the pandemic hit. HBT has been growing very well for some time. But
this current growth is just extraordinary. Yes, it’s great to have,
and we’re having a lot of conversations at the moment about
how we can take advantage of that to actually lock in better
deals for members, basically.
That’s what we are in the middle of at the moment. But our
business modelling and planning is all based on what the
growth was prior to COVID-19. Not what is happening now,
because it would be foolish to make plans for the future based
on the dollars that we’re seeing going through our members’
tills at the moment.
That’s the tight arc of growth and development, right
there. Not getting carried away with some very good numbers, asking rather: how does the business grow, how does it
get better, no matter what happens in 2021?
But what really showed up during our talk with HBT executives is the degree to which Mr Benstead has risen to the
challenge that HBT represents (and HBT members would be
the first to admit they can be a bit of a challenge!). That was
evident in this statement he made during the interview:
One of the things I’ve discovered, it’s always easy to go into a
business that’s a mess and make a star of yourself. What is really hard is to go into a business that’s already in good shape,
and help it to go even better.
HBT was certainly the latter. It was already a good business
when I became CEO.
The primary focus of HBT is its business model. That is the best
asset that it has. The fact that we basically work for members
to just improve rebates and sales — and that’s genuinely what
hnn.bz

Ashlin Fisher (top) and Kristen Giljevich (bottom) helped put the virtual
conference together. HNN asked them
to describe what that was like.
How would you describe the differences between putting together
a virtual event compared to an
in-person conference?
The concept was very similar —
collecting registrations from members
and coordinating supplier attendance.
There were some complexities around
recording due to differing COVID-19 restrictions depending on what state the
supplier head office was in. We were
fortunate to be working with a fantastic
production company and suppliers
that wanted to work with us to present
a great result. In saying that, it would
not have been possible without our IT
extraordinaire, Joe.
Looking ahead to the next 12
months and the next conference,
what do you hope to achieve at HBT,
and are there any personal goals
you would like to share?
The main goal for the next 12 months
is to present a successful and beneficial
conference on the Gold Coast for our
members and suppliers. Planning is
well underway and we endeavour to
make it bigger and better to make up
for the missed event in 2020. Kristen
will be heading off on maternity leave
early in the new year so Ash will be
taking the reigns for the 2021 event.

CONTINUED PAGE 19

The Sheffield Shed
Leanne Tamas

18

Leanne Tamas is
one of those women
working in hardware
who are very much
the “real deal”. Her
life is multi-faceted,
stretching across the
business, her family and community
involvement. She is a
“glam”-ma, a strategic
thinker, and a business
owner who inspires
loyalty and commitment from her staff.
Her store, The
Sheffield Shed, is in
a beautiful part of
Tasmania, about half
an hour by car south
of Devonport, not far
from the Dasher River
Conservation Area, in
the town of Sheffield.
Like much of Tasmania, when it comes
to retail, it’s a great
location, but it does
have some unique
challenges.
Leanne ended up — a
little unintentionally — with something
of a “starring role” at
the HBT 2020 Virtual
Conference, where
she traded some sharp
repartee with the
event’s comedy hosts,

Des and Dave, wine
glass in hand. Her
appearance certainly
helped set the tone for
the conference, what
we might describe as
“business relaxed”.
Leanne is quick
to praise the HBT
Virtual Conference
for the experience it
gave to members and
suppliers to be able
to “digitally” connect,
but she also admits
human-to-human
contact would have
been better. So, HBT
members, make sure
you say “hi” when you
see her at the 2021
Conference on the
Gold Coast next June.

The COVID-19 tale
She’s also full of
praise for the efforts
her state made in
helping Australia stay
COVIDSafe:
We have had two audits from the COVID
team, which is great.
I think that’s helping
keep Tassie safe. I’m
grateful for that bit of
water [Bass Strait] for
the first time ever, [so]
that we could keep

COVID out. Touch
wood, it stays out.
Like many of HBT
members, Leanne
was a little surprised
to discover, once she
knew her store could
remain open, how
busy it became during
Tasmania’s period of
lockdown.
When the store traffic came, we just ran
with it. We couldn’t
believe how busy we
were. It’s not as if I anticipated it and knew
we needed to put more
staff on.
During restrictions
relating to COVID-19,
many locals seem to
have discovered the
store for the first time.
We’d have people
come in and we’d ask,
“Are you new?” Because we know most
of our customers, we’d
say, “Are you new to
the area?”
And they’d say, “Oh
no, I’ve lived here all
my life, but I always
shop in Devon [Devon-

products such as gardening, paint, [Selleys]
Spakfilla, plumbing,
pet food and concrete
all sold well. Sales
were up about 30% for
the store.
One day, we had
a pallet of paint
arrive and before we
could get into it, the
computer had it all
sold [on pre-orders].
We have loyalty cards
which [our] customers
love and helps sales.
We pride ourselves
on getting a product
within a few days
if we don’t have it
Record sales
in-store. Customers
appreciate that we
Leanne, like many
really do go that extra
HBT members, is
mile for them.
finding the renewed
Leanne is pragmatic
attention to be a real
pleasure — it’s the way about the challenges
involved in retaining
everyone wishes the
local store in the local her new customers if
(post-COVID) people
community would
go back to commuting
work.
Not surprisingly, The to Devonport and return to shopping there
Sheffield Shed expeas well.
rienced some record
I’ve had so many
sales during the shutpeople say too, ‘Oh,
downs. Leanne said
port]”. That’s the other
town where they
work, and they never
realised we had this
stuff [in the store].
The busy trading
times meant that
adhering to social
distancing rules was a
problem sometimes.
Getting them to
abide to distance rules
was tricky as we are
in a small town and
nearly everybody
knows everybody else,
so I had to tell a few
to keep apart with my
“big stick”.
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continued next page

we do — means that the model is almost ... well, it just can’t be
beaten. By that nature, it was a case of saying, well, since we’ve
got such a great core as to what we’re about, anything that
we do in addition, as long as it continues to push back on that
particular model, will be beneficial.
Corporates normally — lets just say, they don’t normally work
on their relationships, they work on the volume, they say to retailers, you give that volume to us, let’s see what we do with it.
But our business model is about better relationships. So it
meant that if we improved our buying and got a better relationship with our suppliers and got that relationship working
even better, the business would be better, to the benefit of
both members, and also the suppliers.

That is simply the best, clearest, most succinct summary
HNN has ever heard of what HBT is all about — and, really,
what most retail buying groups should be about. Only a real
leader can make that kind of statement. It reflects both the
obligation of the leader to the group, as well as a determination to hold that group to the demands of what we might call
its better self, the values that inform and support it.
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The Sheffield Shed (cont.)
you’re cheaper than
Bunnings. And I’d
say, ‘Great. Tell your
friends’.
One other consequence of the increase
in customer numbers
and sales is that staff
at The Sheffield Shed
have had to work
more hours while
restrictions were in
place. Leanne said
that staff members
were probably doing
10 hours a day. But
Leanne is the type of
store owner that can
rely on her staff for
support. For example,
a team member recently volunteered to work
a few days without
pay while Leanne flew
to the Gold Coast to
be with her daughter,
who was about to give
birth to a baby girl.

Marketing
For Leanne, the

increased attention
does show that there
may be more potential
in the market than
many hardware store
owners realise. The
reality is that competing against Bunnings
tends to just wear
down a lot of retailers.
Leanne believes people may not aware that
the shop is an actual
hardware store which
means locals can
bypass it in terms of
their DIY, renovation,
household repair and
maintenance needs.
The Shed was an
old garage way back
when there was no
hardware store here
so I think a lot of them
still think oh, well…
And because we’ve
doubled the size of our
shop, they can’t tell
from the street, how
far back it goes. It’s an
old building and we

are not “bannered”.
They don’t realise until they come in that
we’re a real hardware
store.
As with an increasing number of HBT
members, The Sheffield Shed makes
most of its marketing
communications to
consumers via social
media. In particular,
Leanne makes effective use of Facebook.
For her, it has replaced
traditional print-based
marketing methods
such as direct mail and
leaflet drops in letterboxes. She recalls one
of the first campaigns
she put together for a
store promotion.
I just got an A4 bit of
paper and I typed random things that were
in The Shed — because customers call
the store, The Shed.
And I had a competi-

tion where they could
win $50 which added
some interest. That
was a few years back
now. But it made people think, “Oh, I never
knew they had this or
that [product]”.
While she might
have improved her
planning and style
over the years, Leanne
remains a firm believer
in incentives. Leanne’s
recent “12 days of
Christmas” campaign
involved small incentives, such as customers getting a free
scratchy if they buy
four bags of potting
mix. It is targeted to
a very specific result
(volume-buy incentive
for seasonal goods),
and it helps create
a sense of good-will
during a very giving
time.
That kind of savvy
has enabled Leanne to
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build a consistent local
audience, with Facebook posts prompting
them to remember the
store, its benefits, and
seasonal purchases
they need to make.
Our Facebook is
huge with over 1000
[active] followers now,
and we advertise other businesses in town
on it.
The only problem
with Facebook for
Leanne is that it
doesn’t reach the older
demographic that live
in her area. However,
she is enthusiastic
about using HBT’s DIY
catalogue program
that will help solve
this problem for her.
She’ll be able to publish one version online,
and also have catalogues printed for less
that she can distribute
directly to locals.

The gamble
The loss of HBT’s general manager, Tim Starkey, in late 2016
led to an understandable period when direction seemed a
little lacking in the group. Part of that was genuine grief over
the loss of Tim, but the truth was the group had also reached
an inflexion point in its development — as indicated by the
fact Tim was planning on retiring in any case.
New difficulties had emerged on the industry horizon,
including opposition from Metcash’s Independent Hardware Group (IHG) — which consolidated the Home, Timber
& Hardware Group with Mitre 10 into a well-capitalised $2
billion trade-focused operation, with a generous promotional budget and aggressive leadership. To make matters still
tougher, the Bunnings behemoth had resumed its own lean
growth path after seeing off Woolworths’ failed Masters
Home Improvement venture.
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HBT responded by taking on what was a well-reasoned
gamble. The safe path would have been to go with a CEO to
replace Tim Starkey who had extensive experience in hardware retail — and one rumoured (but unconfirmed) candidate was precisely that, as she had years of international
retail experience, including in hardware.
But the fact was, of course, that Tim himself had come
from a very different — and quite diverse — non-retail background. Keeping that in mind, the executive consensus at
HBT led the group to choose instead someone who not only
had wide experience in managing a diverse range of retail
operations, but who also had a vital piece of knowledge that
HBT (for the most part) lacked: how to implement a systems
approach to retail management.
Their choice, Greg Benstead, has the advantage of having
gone through the retail executive training offered by Australia’s Woolworths retail operations, back when that company
was at the top of its game. That training was aimed at not
just turning out store managers, but providing the company
with well-rounded, top-level retail executives, who would
later be offered — many of them — very senior executive
positions, as was shown by Grant O’Brien’s ascension to the
CEO role in 2011.
It was a gamble, as most in HBT would attest to today, that
has really paid off.
While some members feared during the first year of his
management (as voiced in private conversations with HNN)
that Mr Benstead might bring a little too much of a hierarchical approach to HBT, what he brought instead was a desire
to first learn how the group worked, and then to apply the
skillset he had first developed at Woolworths, then refined
hnn.bz

Marcella Indries (above) has recently
joined the buying team as one of Jody
Vella’s top picks. HNN spoke to her
about her work.
Please describe your new role in
the buying team.
I’ve recently joined HBT as their new
Business Manager responsible for
rural, plumbing, garden and pet categories. I’m responsible for growing and
developing these categories into high
performing categories that provide
a point of difference and growth for
members and suppliers.
As a newcomer to HBT, tell us
about your day-to-day role. Please
also provide some details about
your background.
My background is a mix of product,
category and sales management. I’ve
had a passion for all three for over
eightyears. I have a varied background
working for a number of different
companies and categories across New
Zealand and Australia.
My career has been shaped by three
things 1. Putting the customer first.
For me, it’s all about the customer and
providing them with the best range &
service. 2. Being highly accountable
3. Building strong relationships &
partnerships.
Each day in my role is very different.
Which I absolutely love. I’m constantly
engaging with suppliers and learning
the ins and outss of my new categories.
Now that our restrictions have been
lifted in Melbourne I’m really looking
forward to seeing suppliers and members in person.
Looking ahead to the next 12
months and the next conference,
what do you hope to achieve at HBT,
and are there any personal goals
you would like to share?
In the next 12 months I have a lot
of goals to smash on my list. My main
goal is to see my key categories come
to life and provide benefits to our
membership.

through experience in Australia and overseas. That skillset
includes, in HNN’s opinion, an almost visceral sense of the
holistic nature of retail. Mr Benstead lives in a business world
where everything matters (“retail is detail”), and everything,
in the end, affects everything else in a business.
One of his masterstrokes was to hire Jody Vella as general
manager — buying. Mr Vella’s experience complemented Mr
Benstead’s, as he had also been through managerial training at a supermarket (Coles), yet had also gained experience
working as a hardware industry supplier through Philips
Lighting. The two met, in fact, at HBT’s May 2018 conference, and by the end of that year Mr Vella had put together
a three-member buying team reporting to him, each with
distinct responsibilities and clear goals.

Klingspor Australia
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Klingspor is one
supplier company
that has matched the
over-performance of
HBT during the past
pandemic year. While
sales dipped during
April and May, they
recovered rapidly,
and the company has
exceeded the budget
that was set in October 2019.
Sales have trended
up in many categories,
but especially for
painting-related products, such as abrasive
sheets and rolls. However, the company’s

best selling product
remains its 1mm thick
cutting disks, which
received an extra
sales boost through
being repackaged
during 2020. Klingspor
promises even more
innovations for 2021.
The managing director for Klingspor in
Australia, Paul Hoye,
sees the company’s
ability to meet the real
needs of retailers asd
one key to its success..
We pride ourselves
on a very high level of
service 98% delivered
in full and on time
deliveries. If you
place an order
with us before
one o’clock today,
it will leave
today.
Klingspor also
has put a lot
of effort into
designing and
building pointof-sale displays,
unique to the
needs of the Australian market.
We have a

great range of point
of sale display stands
which we offer to
our stockists, small,
medium large to suit
any space. We offer
this free of charge to
people who stock our
product.
Klingspor core
innovation, however,
since it began supplying HBT, was to take
products normally
sold in bulk packages,
and to repackage these
in smaller, user-friendly packs that retailers
could sell more easily.
We’ve got a really good range of
retail packs to suit
the retailer, barcoded products, with
good explanations
of what’s in the pack.
The products that we
have in retail packs
are the same as they
are in the bulk packs,
the professional
standard. All of the
products in our retail
packs are professional
quality, we don’t have
a DIY product. So

Paul Hoye

everything that comes
in a retail barcoded
pack is top end, the
same as you would
get if you were buying
bulk.
Klingspor also offers
a custom abrasive
belt-making facility,
co-located with its
offices and warehouse in Sydney. The
company has been
involved in custom
manufacturing these
belts in Australia since
2003, with some of the
current staff working
there from the very
beginning. Belts as
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narrow as 6mm and
up to 1.6 metres wide
can be manufactured,
in most lengths. The
longest belt Klingspor
has made was over 10
metres long. Its factory offers well over
20 different types of
materials, with some
of these materials
available in up to 14
different grit sizes.
As a very customer-focused company,
its longer term goal
is to see every HBT
member end up with
an account.

With the team rounded out by one of hardware’s better
known managerial talents, Mike LoRicco — who is a walking
history book of where the industry has been, and how it got
to where it is today — by the end of 2019 HBT was set on a
course to enhance its role in Australia’s hardware retail industry.
And then COVID-19 happened.

The pandemic
It’s difficult to guess what kind of impact COVID-19 might
have had on HBT if it had come about in 2017 or 2018. But
arriving right at the start of 2020, it ran head-on into a management team that knew what it was doing, what it wanted
to achieve, and had a very good idea of how to get there.

In the stores
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Brooke Lepan is the latest recruit to
HBT’s head office in Melbourne. HNN
asked her about her new role.
Tell us about your day-to-day
to role. Please also provide some
details about your background.
My day-to-day role is diverse and
mainly involves updating the processes
of the business and project managing
the system improvements that HBT
requires. Recently my role has been
expanded into also looking after the
rebates and other specific financial
responsibilities which keeps me very
busy.
Looking ahead to the next 12
months and the next conference,
what do you hope to achieve at HBT
and are there any personal goals
you would like to share?
Getting to go to the conference and
meet members and suppliers is on
top of what I am excited about, sadly
restrictions made that impossible this
year. As for my personal goals, my passion is business growth, analysis and
finance. These 12 months have been
big strides into a great direction and
for the next 12 months I am excited to
focus on growing the processes and
systems more that benefit HBT, especially the members and suppliers. I am
definitely in the right place with HBT
and I am excited for all future growth
with them.

What is most striking is how “the HBT way” of doing things
was likely one of the best possible responses any group could
have had to the developing pandemic. HBT’s relationship to
its members is at once respectful, but also forceful. No one
gets told what to do, or how to do it, but there is a tradition of
very lively discussion. Yet in a pandemic environment where
there really were no “experts”, that approach of diffused
and self-critical knowledge based — and simply the slightly
rough-handed but earnest goodwill of others — would be
hard to beat. As Mr Benstead tells it:
We spoke about [the pandemic] a lot early on in March. We
kind of decided that we’ll get on the front foot rather than stay
on the back foot. One thing we did was to sort of up our communication with the members, because they needed information — firstly about whether they could be open, whether they
needed to close, or what was going to happen. So there was
a lot of work in that regard we had to do just to make sure that
members had something to go on.
But we didn’t want to position ourselves as being the “experts”.
We simply wanted to be the place where people can come
and find the right information. So we had links on the members’ portal to the right government websites to look for the
information, etc. And our Facebook page was a good place for
communication, with the guys talking about who could open
and what could happen.
Mike [LoRicco] shared some great information in regards to
the way that some of the stores were able to still serve by just
putting a table at their door. They would basically do the shopping [for the customer] and serve that way. Also information
about different types of Perspex screens, how they were using
tables in the store, how to do carpark deliveries and all that
sort of stuff. And the more information you share, the more
that members would say, “Oh, we tried this and we tried that”.
So we were helping the members to better help each other.
CONTINUED PAGE 25
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Traralgon H Hardware
Andrew Graham
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Melbourne was without doubt the epicentre of the COVID-19
pandemic in VIC — if
not Australia — yet
regional VIC also underwent some tough
times as well. Regional
Victorian for the most
part remained in the
more lenient Stage 3
restrictions, but these
were the equivalent of
the harshest restrictions in other states
such as NSW.
For hardware stores
in regional VIC, the
pandemic brought the
same mix of opportunities and stress felt
elsewhere — initial
fears about cash flow,
followed by a surge of
custom that was difficult to manage, as well
as ongoing struggles
to obtain key supplies.
Andrew Graham,
who runs the Traralgon H Hardware
in the temperate
Gippsland area east
of Melbourne, was
concerned about how
the pandemic affected some of the more
vulnerable members
of his community.
We had a lot of the
“oldies” coming in,
not understanding
if they’re supposed
to wear masks, or
allowed out. In the
first couple of months,
we definitely had a lot
more of the older population coming out,
buying stuff, because
they weren’t sure if

they were going to be
able to come back in.
That influx of older
residents was accompanied by an initial
drop-off in trade
during March and
April 2020. Andrew
didn’t need to lay-off
any staff, but he did
have to shorten the
overall hours worked.
Everyone took a bit
of a hit doing half
days. We all took a bit
of a pay cut, just to try
and manage through
it, but I didn’t lay anyone off through the
whole thing. We just
reduced hours here
and there.
Early on in the
pandemic, like most
hardware stores,
Traralgon H Hardware
pivoted quickly to
selling sanitiser, gloves
and masks. According
to Andrew, the store
sold between $50$60,000 worth of hand
sanitiser in the first
month.
Andrew said his
three main suppliers
for hand sanitisers
were Excision (Industrial), Brazco
and Euca, the green
cleaner made by Proud
Products in Australia.
The store eventually
sold the NED Whisky
brand of hand sanitiser as well. (Andrew
is well-known for
his slightly quirky
humour in choosing
some best-selling
products: nedwhisky.

com.au/product-category/sanitiser)
We did a lot of
isopropyl alcohol
through CW brands,
they were helpful as
well.
As sales started
to tick up, Andrew
was early in expressing some concerns
to suppliers about
obtaining stock — not
just due to a potential
surge in demand, but
also the pure logistics
problems of operating
during a pandemic.
I called all my suppliers when COVID
started and said, “How
are you guys going for
stock? Have you guys
got a plan?” Everyone
said, “Oh yeah, we’ve
got a plan”, but I don’t
think anyone really
realised how bad it
was, or how bad it
was going to be.
Of course, we all
know how that
worked out. Supply
did become an issue of

Andrew Graham

great concern for Andrew and other hardware retailers. Andrew
first felt the effects in
the paint and silicone
departments.
We couldn’t get
paint sample pots
for a long time, or
white-based paint
for a while. Supply
was definitely hard to
come by.
As is to be expected,
as supplies became
limited, that became
the major stress on
the business, especially as it was difficult to
explain to customers.
There was a timber shortage during
[COVID] because a
lot comes from New
Zealand which was
shut down for three
months and we
couldn’t get stock out
of there. People just
didn’t understand it.
So we did have a lot of
aggro customers who
asked, “Why don’t you
have it?” They expect-
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ed us to have everything on the shelf but
we simply couldn’t get
a lot of products. The
stress on the staff for
that was massive.
The normal patterns
of purchasing were
disrupted, and Andrew
had to rely as much
on intuition as past
experience.
We bought in bulk
glyphosate before
June, but it’s not
the [usual] time we
would normally buy
bug spray. Random
stuff like glyphosate
and Roundup — everyone seemed to be
doing their weeding
in March. There were
just a lot of sporadic
purchases, but we’re
starting to manage it
better now.
We also keep a lot
of supplies which are
outside of what the
local market [typically offers]. We really
lean on the different
suppliers in HBT …

continued next page

Traralgon H Hardware (cont.)
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chandising displays
and stock brand new
products. He said:
I was already changing a lot of supplies
so it sort of forced my
hand to do it more …
We’ve been working
on a few new suppliers which have all just
come through in the
last couple of months.
That was really hard
because we haven’t
had sales reps come
out to the store.
We just put in
Mapei’s DIY range
they just released,
and a new range of
drill bits. Another one
that really surprised
me was Greenworks
lawnmowers from
JAK Max. That’s a
new category for us
and that has exploded! They’re doing
amazingly well.
Andrew said he did
a lot of research into
cordless lawnmowers
and Greenworks come
up with a lot of good
reviews. Beyond its
reliability and the
quality of the products, Andrew is very
enthusiastic about
how easy it is to
From Traralgon H Hardware’s
deal with JAK
Facebook page
Max as a business,
something that
is very important to him. He
said:
They are
very easy to
deal with. The
service, the
sales reps, their
knowledge and
everything to
do with their
management is
absolutely bril-

We use that supply
chain because they’re
not normally hit that
hard.
The “random” products that were being
bought by people —
outside of their “traditional” season — made
them impatient for
the products as well.
Andrew said he dealt
with frustrated customers by telling them
the truth. He said:
We were letting people down so we just
ended up telling them
that we just can’t
get their products
in [when they want
them] because we
just didn’t want to let
people down.
More recently, there
are have been supply
issues at the factory
level with warehouses
having to reduce their
staff so they have
not been able to pack
orders as efficiently.
Andrew used some
of the downtime
during COVID-19
restrictions to consolidate the number of
suppliers for the store,
change up the mer-

liant to deal with.

they come in here.

The surge

Digital

The flipside of the
struggle for adequate
supplies was the surge
that Traralgon experienced in demand, particularly in consumer/
DIY sales. And that’s
the kind of increase
that shows up immediately in areas such
as gross margins.
You could definitely
see it in our margins
this year, the increase
of retail business,
compared to last year.
We were getting
a massive overflow
from Bunnings
because … Bunnings
obviously weren’t
allowed to have as
many people in store.
We were getting
people who didn’t
want to wait in line
… or go into the car
park because it was a
nightmare. We were
seeing a lot of people
from that overflow.
Some of those have
stayed which has been
good. Many of them
didn’t even know
we were here even
though we’ve been
here for 32 years.
Andrew also remains
confident he will be
able to keep them as
customers through
the level of service
that his team provides.
In general, we will
keep them through
our service. That’s
what they don’t
receive at the big box
stores because they’re
so large, they just get
lost so they’re appreciating the service when

One theme that
keeps recurring as
HNN talks to retailers
about their pandemic
retailing experiences,
is how important
digital marketing has
become to them. There
are a couple of reasons
for that. One is simply
that their customers
— especially in DIY
— had become more
sensitised to digital
communications, as
they were living more
of their lives online
due to the lockdowns.
The second was that,
in that arena, smaller
hardware retailers
found more of a
“level playing field” in
competing with larger
corporates, such as
Bunnings and Mitre 10.
In the end, a Facebook
page is just a Facebook
page.
Under Andrew’s
direction, the store has
a very active presence
on Facebook and Instagram. He said:
You absolutely have
to use both because
they have different
markets. There’s lot
more trade [customers] on Instagram
but there are more
retail customers on
Facebook. The way
we communicate is a
little bit different on
both [platforms].
At the same time, Andrew also found that
the store’s website also
grew in importance.
Just from October
to December this year,
compared to last year,
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it’s had 104% more
views [based on data
from Google Analytics].

Virtual
conference
There were many
elements of the virtual
conference that Andrew found beneficial
as a retailer.
It was good to see
the suppliers who
showed you around
the warehouse, or
showed you their
background. I shared
those videos with all
my staff.
The best thing is
that you can show it
to all your staff easily
... I’ve got a couple
of trainees we put
on this year. You can
say, ‘Go watch these
videos once a week,
watch an hour of
each’ and then you get
an understanding of
these suppliers.
One that did particularly well, I think it
was ITM, they had a
full shelving set up
in their warehouse
and the presenter
talked through all
the different product ranges, and how
they could help your
store out and that’s a
perfect way of doing
it. I think they really
put their energy into
it, you could tell.
And it’s a cost-effective way for everyone to do it as well,
obviously, because
they don’t have to
transfer their stock to
a different place [or
take staff].
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From the perspective of Mr LoRicco, despite being one of
Australia’s most experienced hardware retailers, the pandemic posed some very new challenges. But as he’s been through
a lot of hard times in managing retail stores around Australia, Mr LoRicco’s motto may very well be “never stop trying”.
Retailers are resilient, he knows, so it’s often a matter of just
giving some help in the right places. As he commented:
Oh, look it was like inventing an entire playbook for the pandemic. In my experience, I can picture things that went wrong.
For example, when I was running a store in Randwick, I got
back from overseas just after a hailstorm, and a lot of things
were totalled. Getting through that was a matter of just adapting to the situation.
And that’s exactly what our members have done in the pandemic, you know. Make sure they have the sanitiser, and all
the mask products and the PPE. All the stuff that they had to
source to help contain the pandemic. On top of that, running
their businesses, they had to also understand what people
were doing at home, such as gardening and painting, then
make sure they had the product ranges and the stock available
to service the market. But at HBT, we were writing the rulebook
as we went along. There was no manual.
The guidance came from everybody. On HBT’s private Facebook pages, there were answers from other stores, they put

Cowdroy
Cowdroy has long
been known for the
quality of the fittings
it offers, in particular
its range of energy-efficient window seals.
Now the company
is offering a different type of window
fitting, ideally suited

to summer markets.
Business development
manager for Cowdroy,
Peter Doyle, describes
the line:
We have a full range
of window mesh comprising traditional
products for fibreglass, petguard, small
insect, aluminium and
ultra tough products.
We also have product
variants not previously available to the
broader market, like
stainless steel, Clearview, and an Australian exclusive also of
a pollen proof mesh,
with more variants to
come during 2021.
In summary, all
product both in mesh
and accessories comes
in modern bright co-

lours, totally refreshing the range and
making for a whole
new reinvigorated
look in store when
merchandised.
Cowdroy has long
been known for its
merchandising offers,
such as in store displays. Now it is reaching out into digital as
well, with a mobile app
that aids customers in
making choices, and
provides a “preview”
of how a particular
screen may alter a
window view. As Mr
Doyle describes this:
We also have a new
supporting innovation and to make customer choices easier.
When purchasing
mesh types through

Peter Doyle

the categories screen
view app. The app
allows consumers and
staff alike access to
features and benefits
of variants of mesh
within the range and
also as in situ simulation by photograph of
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actual view through
their window and
then applying the
mesh type for effect.
The app is available
for download on
iTunes and Google
for both iPhone and
Android.

up examples of what their own stores were doing, the ones
that were doing well did that. I think everyone sort of helped
each other going through the situation. As soon as we found
something that was going to work, we put it out there and let
everyone know what did work.

Mr LoRicco’s commitment to HBT and its members really
shines through when he talks about this patient, persistent
work of just getting up everyday to help the members do
better.
So it has been a good fit for HBT on the membership side.
I mean, I haven’t walked into a store where I’ve ever been
thrown out. I’m always there, always embraced, they like having someone from HBT come by.
It’s a pleasure doing this sort of thing, you know. It’s nice going
in there and them sitting down, making time to talk to you, all
of us racking our brains together to find out what they can do,
appreciating what they are doing. They’re happy to show you
around the store. They’re proud to show you around the store.
And they ask you for your advice — what do you what I think of
this, or that. I think it’s a great. Other groups don’t do it.
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Haymes Paint
As HBT’s CEO, Greg
Benstead, has noted, paint was one of
the categories that
really boomed for HBT
members during the
pandemic, and Haymes Paint was singled
out by HBT as one of
the suppliers that saw
a marked increase in
sales.
One reason for this
is that Haymes has actively managed what
the company and HBT
rightly see as something more of part-

nership than a typical
supplier/buying group
relationship. As Mr
Benstead pointed out,
the best suppliers are
those that don’t seek
to capture an entire
category, but instead
see its category as its
own ecosystem, made
up of several suppliers
who can, in the end,
enhance the business
of HBT members,
resulting in stronger
overall sales.
At the virtual conference, Matt Haymes
made a nod towards
that sensible approach, recounting
one of his earliest
memories of working
with HBT:
I remember speaking
to Mitch Cameron
many years ago and

it was probably when
we first started within the HBT group as
a preferred partner.
And Mitch sort of
said to me said hey,
Hamesy, you know,
we need someone who
can do so much more
than just a can of
paint for us, a can of
house paint. So over
the years, we’ve really
extended our ranging.
We’ve got roof paints,
on top of woodcare
and house paints.
We’ve got artisan specialty coatings. We’ve
got render we’ve got
paving finishes, we’ve
got automotive, we’ve
got industrial.
One of the big
contributions to the
paint category at HBT
during 2020 was Hay-

Matt Haymes

mes’ NewLife range
of paints. Mr Haymes
summarised where
NewLife fits into the
company’s market
strategy:
It’s a value packed
range, with a very
tight number of SKUs.
This range is perfect
for people who haven’t
maybe had experience
and want to get into
paint within their
HBT store or people
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who are looking for
something that’s not
ultra premium, but
sits at that tier down.
Mr Haymes also noted that company has
been certified for both
the Australian made
and Australian owned
certification. He also
reported that Haymes
has now won the Canstar award for most
satisfied customers for
its third year in 2019.

Mr LoRicco may be considered one of hardware’s nice guys,
but there is a toughness that comes into his voice when he
speaks about the ways in which some state governments
have let retailers down.,
It wasn’t just the members that went through problems, either,
it was the way the different states handled the situation as
well, and how that affected the members. Like when South
Australia had another outbreak. You would think they would
have written the rules and procedures about what they would
do in case that happened. But no, they just made it up the day
before, and then they closed the state. So, you know, we had
members running around not knowing if they could open or
not. It was just a crazy situation.
All that is unfortunate, but it is what it is. I mean, we’ve learned
a lot in case it happens again — which we hope not! But I just
think that our industry and our independents have benefited
from the way the whole group managed the situation, and we
think they will continue to do well out of it going forward.
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Mr Benstead also acknowledges that the retailer environment is a bit fluid, and very situational.
I think we now kind of know we need to expect the unexpected. I’m in Sydney, as Mike [LoRicco] is, so the world is a
little bit normal here. It has been probably far more normal
than Melbourne has been. But the reality is we also know that
anything could change. As we know even in Auckland [New
Zealand] things went haywire for a bit. And Adelaide had a bit
of a hiccup. But these things can happen. So we have to go
forward with our eyes wide open, and look out for where we
need to go.
Mr Benstead is also adamant that when it comes to coping
with tough times, the independent hardware retailers really
do have something of an edge:
One of the advantages is the fact that we deal with 836 independents. What being an independent means to begin with, is
that these guys are go-getters, anyway. They are not shy, reclusive types of people. They have had the guts to go and start a
business of their own and employ people and do all that sort
of stuff. So when things like COVID come along, our job is not
to tell them what to do, our job is to put information out there
that they can find. And that’s kind of the key.
Not that there weren’t some advantages as well. For those
retailers who could continue trading, they experienced not
only higher demand, but also attracted new customers —
which came, at first, as a complete surprise. As Mr Benstead
reminds, at the beginning of the pandemic the future of hardware retail did not seem all that great:
We all sort of anticipated that the world was going to be quite
slow from a trade perspective. And then when the first numbers were starting to come through, we were taken aback by
CONTINUED PAGE 30
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Bordertown Hardware
Nigel Fuss
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Nigel Fuss has been
a fixture at HBT Conferences since about
2008. It’s difficult to
miss his genial personality and constant
smile.
It does not come as
a surprise that he did
something unique
during the COVID-19
restrictions that
helped out the local
police and army when
they were manning
the border.
He set up a gym in
the old Mitre 10 store
that was located in the
same suburb in South
Australia (SA) where
his own store can be
found, in Bordertown.
As the name suggests,
it is located on the
border between SA
and Victoria. Nigel
explains:
We bought the old
Mitre 10 store a few
years ago, and I set
a gym up in that as
a casual thing for

people to use. We’ve
had the police and
army stationed in
Bordertown during
the pandemic. They
were looking after
the border and they
work 12-hour shifts,
and at the end of their
shifts, they could do a
bit of a workout. So I
gave keys to the police
station and they could
just go in there and
train.
They gave me a
medal as a thank
you. Quite amazing.
I wasn’t expecting it
but the bakery got a
medal as well, because
they were handing
food out to them at
the border. So the
bakery was trying to
fatten them up, and
I’m trying to get them
to work it off!
Nigel seems to
exemplify how small
businesses work in
regional communities, supporting and

Nigel’s medal from the local police

helping each other
out, as well as visitors to the town.
Bordertown
Hardware has been
in the same place
since October 1989
and was one of the
first South Australian stores to jump
on board with HBT
in 2008. As Nigel
tells it:
It’s a family business. My father,
my sister, both
work in the store.
I think HBT found
Steve Sanders, and
Steve and I went
to school together.
He said, ‘Check out
this buying group’,
and this is before
they were involved
in HBT, so the pair of
us joined at the same
time. We went to the
Tasmanian conference, as guests of
HBT. We were blown
away with how it all
worked, and thought
it was fantastic.
They asked to see if
we could find stores in
SA that would want
to join. We found a
few and it sort of
grew from there.
The type of merchandise it stocks has
changed over time,
stating out with mainly building materials
before including more
hardware products.
It has added so many
SKUs that the Fuss
family is building a
new store. Nigel said:

Nigel Fuss

We’re in the process
of building a new
store at the moment
on land that we
bought adjacent to
the existing store. We
hope to have that up
and running mid-year,
so we’d expect to have
that open, a lot more
space, and room to
really do it properly.
It’s top supplier is
ITI and second largest
is Bremick Fasteners which came as a
surprise to Nigel. He
singles out Bremick
as being particularly
helpful when the shutdowns started.
I wouldn’t have
guessed that nuts and
bolts were such a big
part of our business,
but it turns out that
we have an incredible
range of fasteners.
High tensile stainless
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steel fasteners. A lot
of the stuff that you
would normally have
to go to a big city to
get, we’ve actually got
it here so we’re the goto place in the area for
fasteners, and that’s
probably why Bremick
Fasteners came up
as our number two
supplier to the group.
We’re doing orders
every couple of days,
and it just adds up.
The other thing that
Bremick have done, is
during the pandemic
they dropped their
minimum buy and
offered free delivery,
so they’ve really put
some effort in to make
it easy for stores. I
think their minimum
buy was like $60,
which was just crazy,
but such a big help ...
because we prioritise

continued next page

Bordertown Hardware (cont.)
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special orders for
customers.
Nigel has been a
strong advocate for
HBT since the beginning. Bordertown
Hardware won Store
of the Year in 2009
when the awards were
called the Golden
Bricks. He is also
effusive in his praise
for the most recent
changes in the group
and said:
The HBT team are
fantastic. One of
the best things that
they’ve done is their
new BYO catalogue
program and that’s
completely changed
the way we look at the
specials from suppliers.
Each month HBT
put out the supplier
specials, and they
are now all formatted towards us [the
members], building
our own catalogues.
So we just keep the
pages we want for our
catalogue.
For a hardware
group that doesn’t
make you do catalogues, it now lets
you make your own
catalogue of exactly
the type of products
that you want to sell,
so you’re not getting
stuck with things that
you don’t want and
can’t move. It’s really
targeted. It’s as big as
you want,or as small
as you want, and then
we can email it out
to our customers. We
can get it printed and
have them in the store
as well.
We have a big TV

in the store behind
the counter that just
runs the pages of the
catalogue nonstop.
Just like you see when
you got to Hungry
Jacks and they’ve got
the menus displaying on the TV, we’ve
got a TV doing the
same thing with our
catalogue. Plus it has
a lot of the COVID
safe information and
similar messages that
are relevant.
Communication
between HBT and
members has been
very helpful source of
compliance information when government
guidance is confusing
and inconsistent,
according to Nigel. He
said:
The shared experience through social
media, in particular,
has been helpful.
Hardware stores had
to adapt fast to stay
operating in a
manner safe
for staff and
customers. What
was often done
face to face had
to be changed.
Quotes, account
payments, stock
enquiries all had
to be done by
phone or online.
Company reps
couldn’t visit the
store so there
was more time
on the phone for
service calls.
The decision
was made to stop
Saturday trading
because it was
the store’s most
congested day

for customers and
made social distancing
impossible. However
the shop phone was
always diverted to mobile for emergencies.
Sales of sales and
paint accessories
spiked as soon as
COVID-19 restrictions
were announced. Nigel
added:
Face masks, methylated spirits and isopropyl alcohol became
the store’s equivalent
to toilet paper. Fortunately, we had a lot in
stock and were able
to keep some essential
industries like the local abattoir operating.
Farmers would need
to store grain so we
stocked up on polythene film for temporary bunkers and it’s
ben moving fast. I can
also confirm alcohol
consumption has
increased during the
pandemic.

The type of customers changed when
COVID-19 shutdowns
began. Nigel explains:
Initial travel restrictions meant backpackers were stuck in
town which was great
but when they could
move on, there were
no incoming replacements. Being located
right on the South
Australian–Victorian border, we found
our customer base
reduced until border
community travel
was relaxed. But we
benefited from shoppers being unable
or unwilling to shop
out of town or at the
larger centres.
The pandemic has
been stressful on the
store’s staff as some of
them some are in the
vulnerable age group.
As Nigel points out,
not all customers react
the same way to safety
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measures and it’s the
staff that “cop it”. He
added:
At first people didn’t
want anything made
in China because
of Wuhan and now
Chinese made [products] are on the nose
because of the export
problems. At the moment, customers are
more inclined to pay a
premium for Australian made.
In terms of the HBT
Virtual Conference,
Nigel said one of the
advantages was the
ability to live chat
with members via
Facebook while watching presentation. He
has also re-watched
sections of particular
interest.

continued next page

look back with full vision, we can see that areas like paints,
renovations, and later gardening, were kicking along.
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There were a number of factors that contributed to the
surge in sales — people spending more time at home, those
with salaried jobs spending less on ephemeral purchases
such as at restaurants and pubs, the need to construct some
kind of home office, or a play area for children. But it wasn’t
just pure demand, it was also a strong change in where the
consumer/DIY market chose to shop, as Mr Vella explains:
One of the byproducts of COVID has been that our members
have in a lot of a lot of instances, benefited from that “shop
local” [campaign]. Shop local, look after your local business,
look after your local businesspeople, the majority of members
that I’ve spoken to, when you ask them, “How are you going?”
they will say, well, we’re up 30%, 40%, 60%. And when you ask
“What have you done differently?” the answer in most cases is
nothing, we’ve just kept our doors open.
But they say that what they are doing is getting people into
the business who have probably driven past their business a
hundred times, literally, on the way to a Bunnings, or the next
town. For various reasons, whether because it is in Victoria so
there was the five kilometre limit on travel during the lockdown, long lines at Bunnings, or whatever it might have been
they can’t do what they usually do.
So now they’ve needed something, and stopped in and
realised that a) they could get it, b) it’s the same price, if not
cheaper, and then have gone back again and in most instances have been recognised and welcomed back, or even remembered by name. So that makes them think, why do I need
to go 50km down the road or whatever it might be.
That increased trade brought up the second pandemic problem retailers faced, after dealing with establishing
“COVID-safe” shopping: getting adequate stock. As Mr Vella
explains:
So one of the challenges that members are facing is stock.
More specifically, it’s wanted items. For example, we’ve got
two or three large suppliers who pride themselves on running
at a, let’s say, a 98% in-stock rate, but at this point of time [in
the pandemic] they are currently running at around 82% or
83%. That essentially means, if you use the old 80/20 rule
[where 80% of sales come from 20% of the range], they’re
out of stock in the most popular products, and as soon as the
popular products come in, they go out. That makes it very, very
difficult for them to drive sales and satisfy their customers.
Naturally, of course, that leads retailers to increase the size
of their orders, as a response to scarcity of supply — which
only makes the supply problem more difficult. Fortunately
for both suppliers and retailers, HBT has been ideally placed
to help smooth matters out, and to help make sure that the
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needs of both groups are better matched in the market. As Mr
Vella describes the negotiating position:
So you’ve got the stock situation, if you can get it, keeping it
on the shelf and getting your fair share. And then you’ve got
the issue of cost increases that are passed on to us or our
members. And then what? How much will they pass on to the
overall consumer? And those costs, a lot of that is in freight,
which has been going up. understandably. But in the end, it’s
all about being competitive out there.

The suppliers
The dilemma suppliers faced was probably summed up by
a remark one supplier made to HNN when asked how things
were going. “Look, its a case of: what’s the good news? Sales
are surging to record new levels! What’s the bad news? Sales
are surging to record new levels, and how can we possibly
keep retailers in stock?”
In other words, a high level of demand was a nice problem
to have, but it was still a problem. Part of that problem was
just planning for future demand. As Mr Vella reminds, at the
start of the pandemic, the initial surge of sales was seen as a
very temporary bump:
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Sheffield Group
Sheffield Group
made the point that
the goals of independent retailers and suppliers are aligned — to
increase sales volumes
and profitability —
and so are the means
they can use to reach
those goals, through
being flexible and
agile.
As Greg Allbut, sales
director, puts it:
In current conditions we can adapt
quickly, and provide
solutions to your
clients that larger
competitors simply
can’t match. That
leads to the development of great products that are designed
to shift the balance of
power back to you, the
independent.

Sheffield Group had
three different products they wanted to
highlight at the 2020
Conference. These
were: a quarter-inch
drive thing sheet holesaw; a new Alpha Gold
Series quarter-inch
hex shank impact drill;
and a new modular
quick change cutting
and drilling system.

has been tested to
ensure it will outlast
anything else in the
market by eight times.

Hex shank drill

This new drill,
according to Martin Allbut, national
accounts manager, not
only performs well, it
also looks great in the
store:
The all new Alpha
Holesaw
Gold Series impact,
quarter inch hex
According to Ruben
Allbut, business devel- shank drills represents an outstandopment manager, the
new holesaw provides ing development for
considerable longevity: Sheffield. These are
the genuine Alpha
This is an eight to
Gold Series drills,
ten variable tooth
saw, designed for thin ground from solid
high speed steel with
sheet applications
such as switchboards a hex shank. Not only
is the performance
and stainless steel
amazing, the visual
sheet. This product

presentation
of this range in
store is absolutely outstanding.

Versa Drive
by Alpha
This modular
system is designed to provide
speed and convenience, according
to Karl Stutterheim, director:
This is a world
first modular
quick change
cutting and
drilling system.
It’s been designed for heavy Greg Allbut, top, and
duty impact
Karl Stutterheim
and rotary tools.
your industrial and
These tools, change
engineering customer
the efficiency dynext generation speed
namics on site and in
and convenience.
workshops, bringing

hnn.bz

You know, if I just go back in time and I remember when
COVID first hit in March and I was speaking to suppliers about
various things and it was, oh, look, this rush that we’re seeing
will be over by Easter. It was going to be over by ANZAC day,
then it was going to be over by the end of May and then the
end of the financial year and then September the 15th for why,
I don’t know, just September 15th.
Now when you talk to suppliers — and I’ll preface that by
saying that no matter whom I spoke to, it was not only the
suppliers’ perspective, but it was also the perspective of other
buying groups and/or Bunnings, IHG, Total Tools. It was just
a common perception amongst the industry that by this or
that date it will be done, and then the date came, we were still
going so the next date was picked, and so on. I think that it has
surprised everybody how strong the momentum has been,
though not all groups or buying groups are experiencing
HBT’s growth.
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Adding to that problem, some international suppliers
were being forced to shut down or reduce activities, as HR
departments based overseas worked hard to ensure their
staff stayed safe — not realising that Australian handled the
pandemic better than most European and North American
nations. Where it could, HBT stepped in to help out suppliers
as well, as Mr Benstead describes:
As Jody [Vella] can attest, suppliers ranged the whole gamut
from guys for whom it was business as usual, to others that
were closed and not doing anything. There are still certain
businesses that are closed, not going back into their offices,
because they have an international HR office, and their HR
policies are still the same as they would be in the middle of a
pandemic disaster. So we kind of have to walk that tightrope
between trying to say, “Well, we think you can still trade here
in a good way, we just need to work out how we can do it.”
It is in the way that HBT has moved to handle its supplier relationships that the broader retail experience of both
Mr Benstead and Mr Vella has really shown its advantages.
There is a sense for both of them that it is a real relief to have
moved out of parts of the retail industry where the relationship between supplier and retailer is largely adversarial. HBT,
with its very low membership fees, and the flat 1.0% administrative rebate it collects on sales, really is all about forming
good partnerships with suppliers.
A good example of what this means is that when HNN
asked the management team whether HBT had picked up
some new suppliers during the pandemic, Mr Vella told us
(politely) that while they had, that really was not the point:
Since the [buying] team has come together as a team now for
about two years, we’ve stepped back from putting on lots of
suppliers. We really now look at what a supplier does. What
hnn.bz

CONTINUED PAGE 34

33

Talk to just about
any HBT retailer, and
when the subject of
hand sanitiser comes
up, they will mention
CW Brands. From the
perspective of CW
Brands itself, hand sanitiser has been something of a problem, but
also, as Steve Light,
CW Brand’s national
sales manager, tells us,
a blessing as well:
In the early stages of
the pandemic, what
went really [big] for
us was ... all the hand
sanitisers and disinfectants and things
like that. We had a
massive amount of
hand sanitisers on
back order, it was a
product we’d never
really sold before.
Nobody had never
gone through a pandemic like this before,
so it was sort of a big
rush thing and then,
you’ve got rush sales...
We supplied what we
could, and then it just
stopped.
We had a product
available from an existing supplier, which
is the Septone hand
sanitiser. It got to the
stage where ... the
first couple of orders
we got were in the
thousands and all of a
sudden we had tens of
thousands. Like anybody else at one stage,
we had well over a
million dollars worth
of hand sanitizers on
back order.
But the thing is, the
demand in that early
stages, the manufacturers couldn’t

CW Brands

keep up with it. That
pushed us into — not
developing a product, but more like
in-sourcing a new
product. We sourced
another product from
overseas and it came
in probably almost
too late, because we
still got some in stock.
Even with a bit of
excess stock leftover,
however, the results
have been good for
CW Brands.
We’ve had growth
constantly for 29
years, but the 2020
sales, as far as
fiscal year, has been
extraordinary for us,
yes. They’re percentages that we would
never, ever, ever have
forecast.
But Mr Light doesn’t
think this is all about
“direct” pandemic
sales. He is of the opinion that the pandemic
sales have triggered
a shift in the market,
from the perspective
of CW Brands, at the
very least.
I think results of
the pandemic has
had something to do
with [increased sales],
but it’s brought more
people to us, realising
what we’ve got, simply because they were
looking for pandemic
products.
Speaking about the
two dimensions of
customer sales, the
Y factor which is the
number (breadth) of
customers, and the
X factor, which is the
extent (depth) of those
sales, Mr Light sees

the pandemic as having
increased
the X factor.
So we’ve
grown the
Y factor as
far as our
customer
database,
but our
X factor
across
the broad
range of
our products has
also grown. So we’ve
got customers that
are spending a lot
more money with us,
simply because they’re
buying a bigger range
off us.
One factor that
supports this is that
CW Brands has seen
increased sales across
a very wide range of
brands, both in-house
and external.
It’s been across
our broad range
that we’ve had sales
increases. There are
some products within
our own range, so
our own ranges that
we don’t distribute for, and that is
Boston, Anchor, GSA,
and Phoenix. Those
ranges there, we’ve
really concentrated on
as our own in-house
brands. But in addition to that, we have
had a lot of growth in
particular the Intech
ITW range of products, and our WD-40
products.
Fortunately, CW
Brands was already
set up to handle an

increase in sales coming from HBT, as the
company launched its
HBT Connect portal
at at the 2019 HBT
Conference.
I would say probably
90% of the HBT stores
would have their log
on details to that portal, and I would say
in excess of 250 to 300
HBT stores actively
use it.
If there is one category that CW Brands is
willing to single out
as representing the
strong growth in sales,
it would be paint,
and in particular CW
Brand’s Anchor brand.
The pandemic didn’t
really affect the
development of new
products for us because we kept down a
path of focus of what
we were doing before
the pandemic hit, and
because of that ... our
products were developing. It was either a
broader range of an
existing line. We do a
lot of paint, so there
was like new colours
brought in, a different
range within a range.
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We’ve had a big
increase in what
we call automotive
refinish products, and
industrial paints. Our
Anchor Shield and our
Anchor Max range in
particular, and also
our new Anchor Industrial range that we
just developed during
2020, we’ve had massive increases in that.
That’s simply because
we have pushed it.
As good as the products are, it remains
clear to Mr Light that
in the end satisfying
customers — especially at HBT — comes
down to service.
A statement that we
have here is “Expect
the best from us”.
That’s like a little
mission within our
sales team, and that’s
exactly how we’ll
maintain customers. We service our
customers beyond
what they would ever
expect.

does a supplier bring to the to the table? Are they filling a
gap? We’re not interested in having another “me too”. I’ll give
an example. We’ve got 17 door furniture suppliers. How we
got to 17 is another story in itself. How many do I really need?
Probably three or four, you know. That would be the case for
a majority of categories. In some areas, could be two or three,
but three or four seems to be what you could comfortably use
and grow so that everyone gets their share.

So, yes, we have put new suppliers on, but they’ve been suppliers who fill a range gap, across all categories, who provide
an opportunity for our members to diversify their range or
enhance their range, or become competitive in an area, or a
category that we haven’t representation, or we were lacking in.

What we’re trying to do is to work with our existing suppliers to understand what else is it that they can provide. What
are some of those hidden categories or ranges that they’ve
currently got, but for various reasons we haven’t unearthed, or
looked at? Because, as opposed to bringing on another supplier, I’d rather enhance and expand the existing supplier base
that we’ve got and try and grow them.
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Mr Benstead offers a further development in describing
how HBT thinks about its suppliers. For him, it’s not only
about adding additional suppliers to categories, it’s also how
they can contribute to a category:
To use paint as an example, you can’t run a paint business by
just carrying one brand of paint. You’ve got to have the Dulux
and the Taubmans and the other paint manufacturers, and
you’ve got to have all the other bits and pieces. We need partners that recognise that and can say, “I know where I fit in this.”
That range is what a really good category would look like.
Those are the people that we want to deal with in every one of
the categories. If you get a supplier that is really only interested in themselves, then, yeah, we might need to have them, but
they’re not a part of that central something.
The ideal partner is someone that we can say to them, “Let’s
work on this together”.
The rewards for receiving that kind of attention from HBT
are considerable. For example, there are a number of suppliers who have increased their business with HBT by between
35% and 50% during the pandemic. These include CW Brands,
Haymes Paint, and Jak Max.
Mr Vella does admit that the strong numbers HBT can
provide has sparked a lot of interest among suppliers during
the pandemic.
I’ve found probably in the [second calendar half of 2020] I’m
getting more and more inquiries from suppliers wanting to do
business with us. Because of what they’re hearing about us in
the marketplace, how we’re performing, how we operate, how
transparent we are.
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For Mr Vella the attraction really comes down to the core
values of HBT:
Our stated motto is to improve supply and improve volume,
grow categories and improve the overall deal for our members. And there is nothing more or less to that — that’s what we
do. We’re not here to take money off the table, we don’t operate as a profit centre by division or through sundry incomes
or whatever terms you want to use. If the category grows, as
everyone has heard me say before — my little mantra — if the
category grows, we all grow. And even more so now than what
it has been in the past, to be honest with you.
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It’s that value of “let’s all grow together, rather than compete for what are just table scraps” that has really lifted HBT
through 2020. And Mr Vella is quite sure that HBT is outperforming many of the other participants in the market.
When we when we speak to our category partners, not in all
instances but in many instances, we’re finding that, as a business, HBT is growing faster than the overall business sector.
Or outperforming the overall business of other buying groups.
Some account managers are getting asked: “Well, what are
you doing with HBT to get that growth? What learnings can we
get from them to put toward other aspects of our business to
try and get a semblance of that kind of good growth?” Which I
think is a great form of flattery.
Though Mr Vella is quick to refocus again on the future,
and the real task of continuing growth.
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CSR Bradford
CSR Bradford
promoted two new
products at the Virtual
Conference. The first
is Bradford black,
which is a soft touch
insulation solution. It’s
made for ceilings and
walls and comes in a
range of R-values. It’s
soft to the touch, easy
to install and easy to
handle, and it remains
firm during installation.
The second product
is a response to changes in the Australia’s
national construction
code, which has led to
the company produc-

ing vapour permeable
membranes. This includes a wall wrap and
roof sizing called Bradford Envirofill, which
is fully compliant to
the code standards.
Overall CSR Bradford
has seen some positive
developments during
the pandemic. Markets and its customer
base in the hardware
and trade markets
have been strong. In
particular, its black
Soft Touch Glasswool,
acoustic Soundscreen
and Breathable Membranes, Solar X Vent
have shown continued

strong growth.
However, limited
availability of some
new fabric has slowed
development in some
areas. Also , the company experienced a
significant shutdown
in middle of the pandemic which impacted
its ability to supply all
our requirements.
CSR Bradford has a
full range of training
modules available online which range from
its basic product introductory type courses
to more detailed courses around compliance
with the Construction

Code. These are
available online
and account
managers can
provide the
training material for retailers
at any time.
CSR Bradford
also offers
resellers a full
trade catalogue
for end-user customers. This has been
categorised for ease
of use by application,
and colour coded for
simplified browsing.
Resellers can add their
own company information for future ref-
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erence in a dedicated
space on the back of
the printed catalogue.
It provides product
codes throughout to
make it super easy to
use across the residential range.

SUP-PLY Hardware
Steve Bruce
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Located in Devonport, Tasmania,
SUP-PLY hardware is
uniquely positioned
in its local market,
according to the store’s
owner, Steve Bruce.
That is in large part
because a major part
of the store’s business
is in flat pack kitchens and wardrobes.
That gives the store a
unique way of encouraging sales to consumer/DIY customers,
which is essential to
the bottomline. According to Steve:
We need a mixture of
both retail and trade
[customers] to sustain
our business. When
the pandemic first
struck, we were in a
region that was one of
the first to be locked
down in all of Australia. Our business
suffered greatly as we
have a large number
of customers from the
[general] public and
we do a lot of special
orders, and those
orders simply dried
up. An example of the
effect it had was that
we got down to just
three orders with one
of our key suppliers.
That did not last
long, however, and
Steve soon found
that the store was in
the reverse situation,
struggling to match
demand.
Our kitchen quotes
dried up during the
lockdown but since

that ended, we have
had an endless stream
of quotes to do. At one
stage, we were inundated with around
40 kitchens to quote
and we could not take
on anymore. We even
got to the point where
we were not doing
any kitchen quotes
as we had too many
orders to do. We had
repeat customers who
were paying deposits
before they had even
obtained a quote from
us as they wanted to
go ahead [with their
kitchen project].
For a while we ended
up only doing quotes
for customers who
had paid deposits.
This was good as we
knew we were not
wasting time doing
quotes as we have our
own customised flat
pack kitchen system,
and it is time consuming to do quotes with
all the choices and
options that we offer.
Now the cycle is
moving in the other
direction again. With
the end of lockdown
in Tasmania, the
amount of money
customers invest in
their homes has gone
down. That also meant
the number of quotes
SUP-PLY staff have to
complete has returned
to a more manageable
level. However, the
store remains busier
than normal, according Steve — though he

remains cautious
about the future.
Just recently
the enquires have
dropped off so we
will see what the
new year brings
as it is very hard
to predict what is
going to happen.
[2020] has certainly
proven that.
At the moment,
the store is carrying more stock
than it ever has,
partly because of
current demand
but also to allow
for delays in getting in some products. He explains:
We are out of
stock of a number of items which
is costing us sales
[opportunities], yet
sales are still well up
in comparison to the
same time last year.
Customers seem to be
more understanding
of issues in getting
stock due to the pandemic.

Steve Bruce

tapering off gradually.
Kitchens remain the
store’s strongest selling product, but Steve
said there have been
times when he and his
staff have been unable
to do all the jobs
ordered by customers
because it has “limited
capacity with staff,
workshop output and
Ongoing sales
warehousing”.
Despite that slowAnd despite the padown in sales during
tience of its customers,
the initial stages of the the greatest challenge
lockdown, overall sales the business is facing
for 2020 have been up is the difficulty in
“considerably”, accord- getting some items
ing to Steve. He said:
in-store.
It is across the board
Virtual benefits
for all our products
including doors
Steve is effusive in
and sheet products
his praise of the HBT
such as plywood. We
Virtual Conference
are still very busy
and believes a version
although it has been
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of it can be used in the
future. He said:
I thought it was a
great way for suppliers to communicate
with their customers
about new products
or changes to their
businesses. I mentioned to someone
at HBT it would be
a good way to hear
from suppliers to keep
us up to date more
frequently … Perhaps
it could be used at the
[in-person] conference
by some suppliers.
I think it would be
great if some suppliers gave a virtual
factory tour of their
operations.

Mature suppliers, guys that have been with us for 10, 12 years,
with them we’re talking in most instances, double digit growth,
which goes back to what Greg [Benstead] was saying that we
didn’t need or we didn’t rely on COVID. We were growing at
double digits anyway. COVID just kicked it up that extra level.
Suppliers understand what is it we’re doing. They know that
we’re out to try to grow their business. And to all intents and
purposes, it’s working.

A lot of their growth is coming from existing members that are
buying more. And that’s the growth that you want. It is existing
guys that were previously buying, say $1000 a month, and
they’re buying $1500 now, and some guys who were buying
$2000 are now buying $2400.

Another advantage that HBT has had is that its own administrative setup coped well with the “virtual” demands of
the pandemic. Mr Benstead and Mr LoRicco work out of their
own premises in NSW, while Mr Vella works out of offices
based in VIC, and some of the administrative team are based
out of HBT’s former head office in Bateman’s Bay, NSW. As

Unipro

37
Unipro has had a
very defined mission
since is inception: to
be the main source of
supply for painting accessories for both the
consumer/DIY market
and the trade market.
The company’s market
insight — which has
particular relevance
today — was that
consolidating these
purchases to a single
supplier could make
ordering easier, as well
as cut down on freight
costs.
According to Unipro’s
national marketing
manager, Ashley
Simpson, for 2021 the
company continues to
expand on the information it provides for
hardware retail staff.
Making sure your
team are confident
in talking to customers about our products, we’ve recently

introduced three new
product selection
guides, one for brushes that runs through
all of the details you
would need to know
on the different types
of brush handles, filaments and everything
to do with how a paint
brush is put together.
We also have a selection guide on roller
covers. So everything
you need to know
about naps, how they
relate to different
paints, and all the different types of fabrics
that are available in
our roller sleeves. And
the third one is for our
mini-rollers. Again, it
goes through everything you’d need to
know about mini-rollers and the different
fabrics.
Added to that are
some really useful
videos for DIYers on

its website. The company is also happy
to help hardware
retailers re-lay their
paint accessory bays,
using their knowledge of the market
and the range on
offer to help retailers achieve the best
results.

Pandemic
successes
Unipro, as a company
located in Victoria, did
suffer some setbacks
due to the extended
lockdowns. Unipro
also saw some dropoff
in its trade business
sector, but the boom
in consumer spending
on paint has helped
to produce a positive
result.
One interesting sales
trend the company
noted was restoring
furniture:
We’re seeing trends

Ashley Simpson

in smaller painting
projects, for example
upcycling of old furniture is hugely popular
at the moment, so
specialist brushes like
chalk brushes, cutting
in brushes and all of
our different mini rollers have seen strong
demand.
One purchasing
trend that Unipro
thinks it would benefit
retailers to pay some
attention to is the popularity of mini-rollers:
Mini rollers are always popular, they’re
lightweight and easy
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to control and I think
customers love using
them because they are
so easy to use They
can generate such
high quality results
with little painting
experience required.
The pandemic also
has not cut into Unipro’s spending on new
product development,
with the company
promising products
for 2021 that will make
using a roller easier,
and others that will
help with surface
protection.

a result, they were doing Zoom meetings well before that
became both necessary and trendy.
In fact, they’ve found real advantages to meetings over
Zoom with suppliers, as Mr Vella explains.
Since COVID came along, we’ve had more and more meetings
on Zoom, and most of our suppliers a) have embraced it, and
b) they can be a lot better prepared, because they’ve got their
data at their fingertips. While they are talking I can a look up a
report, or jump into our IT system and say that our stores are
doing this, or that’s right you did this, or whatever it might be.

The virtual conference
Given that virtual meetings is a strong part of HBT, it probably shouldn’t come as too much of a surprise that when HBT
found itself forced into cancelling its usual in-person annual
conference for 2020, the buying group was up to the challenge of launching a virtual conference instead — and did a
great job, despite short notice.
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RELN
RELN is one of those
Australian-owned
companies (now
second-generation
family owned as well),
making products in
Australia that, as the
saying goes, ticks pretty much all the boxes.
In particular, it not
only designs and manufactures innovative
products, it has also
innovated the production process itself, in a
responsible, environmentally friendly way.
RELN has developed
its own recycled
polymer technologies,
which is quite a big
step for a moderately
sized company.
RELN consists of
five brands: RELN
itself, Amroo, Tumbleweed, AlphaTreeat
and Cromford Pipe, as
well as operations in
Canada that service
the North American
market. While the core

RELN brand is wellknown for producing
products to manage
stormwater requirements, it’s evident the
company is keen on its
Tumbleweed brand.
Helen Holman, brand
manager, describes its
products:
Tumbleweed has
a complete range of
wind farms, compost
bins and accessories
designed and manufactured from 100%
recycled plastic giving
waste materials that
were destined for
landfill a new long
term second life.

worm farm perfect
for installation in
veggie gardens and
raised beds to recycle
organic waste. The
Worm Buffet is an
extension to our in
ground worm farm
range featuring a
green lid for seamless
integration into any
gardenscape.
That’s what we
mean by “ticking the
boxes”: a kitchen waste
recycling “pod” made
partially of recycled
plastic, designed to
fit in aesthetically in
smaller veggie gardens. It’s practically
“pitch perfect” for the
New products
modern urban gardening family. RELN
One of the prodnotes that there was
ucts that RELN has
substantial market
launched for 2021 is
growth for what it
its Worm Buffet. Ms
Holman describes this terms “sustainability
innovative composting products” during 2020.
On the heavier end
alternative:
of products, RELN has
The new Worm
Buffet is an inground also launched a four-

way drain
connector,
which
helps to
solve the
problem
of how to
combine
multiple
storm
water
collection
Angela Mason
pipes into
made it through some
a single flow. In its Ag- difficult times during
Pipe product, RELN
the pandemic:
has worked out a
Underpinned by
neater, smaller way to
Australia’s inherent
package bulk pipe, and culture of comeradalso introduced short- ery and mateship,
er sections of pipe for
RELN as a company
DIY consumers.
has strengthened
Reln’s real advanand evolved during
tage, alongside some
this time as we have
great products is that
maintained a calm
it is very “switched
and focused approach
on” when it comes to
to working through
understanding the
this uncertain period
Australian market. As as a team.
Angela Mason, manager - hardware group
for RELN, describes
how the company
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Not that HBT didn’t really try to get the physical conference going, to start with, as Mr Benstead tells it:
Clearly, we were planning to do our conference in May 2020
originally. When we heard all about the virus at the beginning
of March, when the world just started to go left field — very left
field, in fact — we still had a view that this will probably only
be for four or six weeks, we will go into it and we’ll be back by
April. And so the conference by May would be no issue.
When that didn’t happen, HBT first tried postponing
the conference for September, but by that time VIC was in
lockdown, and large gatherings just didn’t seem like a good
idea. So by August planning for a virtual conference was well

Tasweld
Alan Watt
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Tasweld has three
stores in Tasmania,
two in the north at
Burnie and Launceston, and one in
south near Hobart.
Tasmania had a very
different experience
of COVID-19 than the
rest of Australia, and
the general manager
of Tasweld, Alan Watt,
saw that reflected in
the performance of his
stores.
Based in Tasmania,
the pandemic didn’t
cause too many constraints down here.
We obviously had to
work within a COVID
Safe plan, but all of
our staff were able
to continue working.
There was no shortage of resources. Overall, our business was
relatively unaffected.
The result was that
rather than experiencing the initial decline
followed by something
of a boom that many
“mainland” hardware
retailers experienced,
Tasweld had moderate
but consistent growth

through 2020.
We were very lucky.
We haven’t had the
real severe effects of
COVID. Businesses
been trading fairly
normally, we had
a couple of record
months early, which
surprised us greatly. And now it’s just
plateaued a little bit.
That’s still ahead of
last year. So happy
with the way everything’s going.
The main growth areas the stores did have
wer in PPE, smaller
types of welding
machines for tradies,
safety footwear and
workwear.
There were some
problems securing
adequate supplies of
PPE, according to Alan,
which meant he had to
reach out to more, new
suppliers to obtain
stock. HBT made the
process of shopping
around much easier
for him.
It helped that some
new suppliers were
existing HBT suppli-

ers, they were a good
starting point. And,
obviously, if a supplier
had the product we
needed, we just used
that supplier. We
did a lot of shopping
around to find the
suppliers we could
source specific products from.
While there was a
steady level of trade
throughout much
of the year, there
were also additional
stresses on the Tasmanian economy that
filtered down to affect
Tasweld, according to
Alan.
Some of our larger manufacturing
businesses have been
affected; the ones that
rely on overseas or interstate orders. Some
of the orders they
had pencilled in have
been put on hold, just
due to uncertainty…
They have had some
significant slowdown,
but that’s been made
up for by all of our
small to mid-range
businesses who are

dealing in the
local market
and they’ve
been booming.
Also of great
help during
the tough
times was
the increase in the
consumer/DIY market,
though Tasweld’s
trade base remains of
very important.
We started as a gas
and welding equipment supply business,
and gradually diversified into safety, PPE,
work clothing, power
tools and abrasives
and other industrial
products. And we also
have a fairly significant retail presence
now.
After seeing many
new customers in all
three stores, Alan believes they will be able
to keep them coming
in through the service
they provide, and the
unique experience the
staff deliver for them
in-store.
As for Alan himself,
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he has been involved
in the business for
nearly eight years
after working in the
liquor and aquaculture
industries. Tasweld
was just joining HBT
when he came on
board.

Virtual event
Alan found the
information presented
in the virtual conference very useful, even
though he missed the
friendly interactions
of the in-person event.
In general, he prefers
to receive information
in person rather than
purely online. However, he felt that he did
learn additional aspects about a number
of suppliers from their
presentations during
the virtual event.
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under way. For Mr Benstead, the virtual conference was very
much a two-way street, as it could greatly benefit both members and suppliers.
First thing, we wanted to make sure that for our suppliers and
members, even though we didn’t have a conference, we could
still have some way of communicating between the two. And
secondly was to basically tell our suppliers that our members
are waiting and want to know what’s going on, still.
It also was a way for a lot of [suppliers] to get out of their
bubble and come out to the place where we did the filming.
Also, we went and filmed at a lot of sites. And I think that was
beneficial because they said, “Oh yeah, you can do this if it’s
in a safe environment and with all the normal social distancing, and all the things we had to do correctly. But it could be
done and we can still operate that way”. So I think that was very
reassuring.
We used a film crew to do it all properly. We’ve learned a lot,
and we know that we can probably do a virtual conference for
ourselves quite economically, which means we can continue
to do them without charge. The numbers were very good. We
had around about 350 stores watched the conference, which
is great, especially if you look at how many stores come along
to a conference.
I think we probably improved our relationship with our suppliers even further by doing that. Particularly in view of the fact
that we didn’t charge for what we did, for that particular event,

One of Australia’s most familiar
brands, HPM is part
of Legrand. The
company offers over
10,000 products in the
Australian market,
with over half of these
actually produced in
Australia. Its NSW
warehouse dispatches,
on average, over 79,000
products a month.
The company’s
experiences during
2020 have been mixed.
Demand has increased,
generating good sales,
but supply issues
caused a few ripples.
According to Darren
Ingrey, national account manager - retail:
It has been a tough
year to meet the

Legrand — HPM

demand we have seen.
We have faced many
challenges like all
other suppliers in Australia, however having
strong relationships
with our customers
gave us the ability to
be nimble and make
sound decisions to do
our best in delivering
the best outcome
possible.
Not surprisingly, in
light of more people
staying at home, and
working from home,
the main area of
increased demand
for HPM has been in
extension cords and
powerboards. The
company has stepped
up to this challenge
and recently rede-

signed its R105 range
of powerboards. These
feature a fresh look
(including black as
a colour) and new
features, such as USB
charging sockets.
On a more longer-term basis, Mr
Ingrey saud it has seen
a push for non-standard looking switches
and power points with
their Vivo range that
offer coloured cover
plates and functions
like integrated USB.
Despite the difficulties they’ve encountered, HPM has
pushed ahead with
new product development for 2021. Of
particular note is
their release of the

E27 Edison
screw baton holder
featuring
50mm
mounting
centres,
and a large
terminal
block for
Peter Ashurst
quick and
new products. These
easy install. According include full motion
to Peter Ashurst, genbrackets, tilting
eral manager - trade,
brackets, low profile
it has also added TV
and a universal stand.
mounting brackets to
With more consumers
the range:
choosing to mount
We’ve welcomed a
their new TVs, the defantastic range of TV
mand for quality and
brackets from world
easy to install brackleading brands Sanus. ets will only increase.
Sanus is the world’s
largest TV mount
supplier. And we’re
proud to introduce six
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not anything, because we saw it really as a service to our
members, and we really needed to get it done that way. That
certainly wasn’t the case for a number of other groups that
used it as a fundraiser. Believe it or not. But we didn’t do that.

The virtual conference worked, largely, where others failed,
both because it had decent production values throughout,
and because HBT really understood they needed to change
the conference format considerably. Where the standard
conference would kick-off with some long presentations by
the management team, these were condensed into roughly
five-minute messages.
The decision was also made to present the conference as
three separate events: one for the Industrial & Tool Traders (a
division initially started by HBT stalwart Gavin Keane), Hardware & Building Supplies, and Timber. That meant those with
a strong category interest could select exactly the content
they wanted.
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While the main body of the conference consisted of quick
presentations by suppliers, this was broken up with just
enough other content, including comedy shorts, along with
pre-recorded messages from some retailers, live interviews
with retailers, and commentary by the HBT managerial and
administrative teams.

Stramit
Stramit made use
of 2020 to take a step
ahead in its door business, with advances
for its Taurean line of
garage doors.
Stramit’s Taurean
garage doors have
been around for over
30 years now, but the
company has changed
up its offer by providing door installation
services as well. As the
company’s national accounts manager, Paul
McDonald, explains it:
We can now help
with installing your
garage door as well,
for peace of mind and
an easier transaction.
Simply use your exist-

ing Stramit account
to order the Taurean
product. You’ll get
the support of an
extensive network of
accredited installers
that can supply and
install any of our residential garage doors.
This means every
custom made Taurean garage door is
installed according to
specification. You get
peace of mind with
a simple eight step
process to organise
a quote, supply and
installation. And you
also have access to a
dedicated customer
service team to offer
advice and technical

support along the
way.
The company has
moved ahead with a
range of other new
products during 2020,
according to Mr McDonald:
Stramit is constantly
introducing new end
products and we’ve
recently released our
SharpLine products,
personal access doors
and our InfinitiLine
gutter, so we’ve
certainly kept the
introduction of the
new products, that’s
for sure.
While the pandemic
did have some effects
on the company, Mr

McDonald
points to
the company’s very
pro-safety
culture as
one aspect
that helped
it steer
its way
Paul McDonald
through a
our strong safety
difficult year.
culture that we have,
I think Stramit has
the implementation
always had the ability of any COVID safety
to flex with the deprogram requiremand. And fortunate- ments were able to
ly, these constraints
be implemented and
of the pandemic
they were accepted
didn’t impact us too
very quickly by all
much, I wouldn’t have personnel. I think the
thought. So I suppose constraints weren’t
the other aspect of
that much of an issue
that is because of
because of that.
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Perhaps the best testament to its professionalism is that,
while that list of features seems quite complex and ambitious, HBT pulled it off in a way that made everything
seem casual. In fact, it worked so well that Mr Benstead is
determined that future “live” conferences will also have a
streamed, virtual component as well.
Not that there won’t be a “live” conference if that is at all
possible. Just to be sure, the conference for 2021 will take
place in the first week of June instead of May, scheduled for
the conference centre on Queensland’s Gold Coast.
We rolled the next conference into June 2021. We sort of
think June will be okay providing that the world is as it is at the
moment in Australia. But it can go one of three ways. It can
either get back to a hundred percent conference. Or it’ll be
a bit like it is now. And I think we can still have a conference
under those circumstances. Or, worst case scenario, it all goes
haywire. Then we’ll make our plans accordingly. But you kind
of have got to go forward with a plan of some form.

Growth
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An indication of just how important growth has become
to HBT was that this was the major part of the “highlights”
with which both Mr Benstead and Mr Vella introduced
each of the virtual conferences. In broad terms, the results
that were mentioned by Mr Benstead included rebates that
increased by over 20%, reaching more than $4 million, and a
quarter-on-quarter lift of over 20% for the April to June quarter 2020, while the financial year result was up by over 20%.

MTD is best known
for its outdoor power
equipment (OPE),
especially its mowers.
But the company surprised at the HBT Conference by promoting
its WOLF-Garten
range of hand implements for gardeners.
This is an innovative
range of German-made
products that feature several types
of handles, to which
the implement heads
click-on. As Trevor
Cochcrane from the
Garden Gurus said in
the company’s video
presentation::
This is an incredible

MTD Products

range of tools that
are just perfect for
all sorts of projects.
Most importantly, for
smaller locations if
you don’t have a lot of
room, this is the range
you need to get your
hands on. But first let
me explain this is a
click system, you simply click on one of the
handle options, which
is either a 140cm wood
handle or a 150cm
if you’re a bit taller,
or an alloy handle,
which is what I rely on
because it’s so strong,
but lightweight. And
because of the Click
System, you have mul-

pressed
steel or
fabricated decks.
According
to the
company:
Launched
in October
2020, the
Mowers
Trevor Cochrane
Rover RZ
mowers, with the
truly is a new generaMTD is very wellrelease in November
tion zero turn mower,
known for its range
2020 of the Duracut
with a fresh design
of zero-turn mowers,
855 MySpeed, which
and that reputation is and full length welded
features variable,
upheld with its latest tubular frame, built
self-propelled effortfrom the ground up for
release, the Rover RZ
less mowing at adjustLap bar operated zero superior ergonomics,
able pace.
comfort and strength.
turn. This offers a
choice of 42” or 46” cut- MTD has also continued to innovate its
ting widths, Rover or
Kawasaki engines ,and range of walk-behind
tiple tools in a small
shed, and not taking
up a huge amount of
space.
The attachments for
the handles include
cultivators, several
types of hoes, as well
as innovative rakes.
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Excluding WA, results in all the states were up higher than
25%. In the major product categories, including building supplies, hardware, gardening, paint and timber, each increased
by over 35%, with gardening and paint performing especially
well.
As we mentioned earlier, while these growth numbers are
welcome, HBT is anything but giddy about them. Mr Benstead in particular takes a very practical view of what they
mean.
Before 2020, we were tracking, say, roughly 10% growth rates
on average. With the growth that we’ve seen in the two quarters from April to September, because of COVID, we’ve done
some analysis of those. What was contributed by new members, by new accounts, from existing accounts adding more
volume.
That last, where you get that additional purchases through an
existing account, where they always do this amount, and then
they are doing much more — that’s from COVID. So what we
did is, we discounted that out of our numbers to give us what
we really think is the baseline.
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OK, so, frankly, that’s a great approach.
Based on that baseline number, we think there’s still probably
a 10% to 15% growth that’s been occurring. So we take that
back to the beginning [pre-COVID pandemic] and add that
growth to where we were before. We’ll probably go to the new
year, probably square [in terms of matching past growth], but I
think that’s that’s a pretty good number.
We’re a low cost operation. And the good news about us is
that if the trade goes up dramatically, we can simply help
members better. And if it goes down, it doesn’t impact us as
much either. We do operate out of home offices, and the office
at Melbourne is our sort of our biggest investment in that
regard. And the rest we can do quite economically.
But we still hope that the growth that we’re seeing, we can we
can continue to get growth. Not at 40%, but certainly still get
growth coming into the new year for sure.
While Mr Benstead offers the quiet voice of leadership, assessing the possible ups and downs, Mr Vella — as you would
expect from the buying operation — has his sights set as high
as he can get them.
I think the challenge for us is — and this is certainly the challenge that I’ve given my team and also our supplier partners —
is we shouldn’t be satisfied with giving that [high growth] up.

As a one stop supplier with over 4000 lines, Romak can offer you the opportunity to enhance the appearance of your store with Romak products.
Our strong and vibrant range of new packaging and new merchandising
makes Romak Hardware a supplier for all your needs. We are constantly
listening to our customers and have brought in a range of products to
make your business competitive.

— Frank Marini, national account manager, Romak

If we’re growing at plus, you know, pick a number, we say
20% hypothetically, right. And it moderates back to 10%, we
shouldn’t be satisfied with that. The challenge for all of us is
how do we maintain our 20% and in fact, how do we grow
from 20% to 25%. That’s the challenge that I’ve given to the
team and given to our category or supplier partners in the
latest round of meetings that we’ve been having.

I think it’s not a reckless challenge. I think we owe it to ourselves to do it, that we’re good enough to do it, as our partners
are engaged. And I think, to be honest with you, our members
expect nothing less.

Mr Benstead, of course, steps in at this point, not to temper
Mr Vella’s enthusiasm, but to place it in context.
It also makes a difference as to the type of business we are.
You know, we don’t buy anything. We are there as negotiators
for the best deals, best suppliers, best available rebate. So to
some degree, it’s anecdotal as to what’s going to happen in
the marketplace from our perspective, because we’re dependent on what happens with our members.
That’s kind of where we are, so everything Jody is talking
about when he talks about numbers, that’s all about how we
want our members to continue to grow at that rate.
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Strategy shift
Talking numbers is one thing, but if HBT does plans to help
lift — as Mr Benstead clarifies — the growth rate of its members over the next couple of years, how is it going to do that?
It’s here that we see the shift in strategy that could deliver
that kind of growth, and the key to this is in the clarification
that HBT is in the business of relationships. The relationships that the buying group forms with its suppliers are key,
in that these can enable the members to grow. But that is, in
many ways, about removing a potential obstacle in Australia’s
current hardware market, which is price (and price, really,
most of the time, comes down to how well an area of the market makes use of globalisation).
However, the actual catalyst for growth, its source, originates in what individual members do in their stores, and in
their direct relationships with the end-users, such as builders, tradespeople, and the consumer/DIY market. The shift
in HBT that could help trigger higher rates of growth comes
down to how the buying group as a whole can assist members in running better, more profitable, higher growth businesses.

Our new FLAMEfixx product has been developed by ITI chemists in New
Zealand over six years. It uses DFX technology. DFX is patented, industry-leading technology that combines a globally approved, durable wood
preservative and a proprietary fire-retardant into a single working solution. The FLAMEfixx product range comes in decking, screening, and
we’ve added structural timber products.

—Germano Tomassetti, national business manager, ITI
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Mr Benstead describes this subtle shift in HBT’s thinking
like this:
We heard from members where they were saying, I remember the first conference I went to, they said: “Oh, we don’t see
anyone from HBT, we’d love to see you.” And as Mike [LoRicco]
has alluded to before, we’re getting a lot of our members basically saying, tell us what you think we should do. Not everyone
— some people have got a good idea of what to do. But there
are some people saying, “Tell us what we should do.”
My issue is what we do is come up with ... If we want to be so
pure as we are as regards the business model, then we need
to be able to put hand on heart that when we’re telling someone to do something, this had better be right. We need to be
able to say, this is the supplier that you should use, because
they do all these things correctly and they will grow your category for you, not just grow their own supply business.
So the first thing we had to do was get the buying right, get
that understanding, understand which suppliers are the right
suppliers. Because we might have had a relationship with a
supplier for 20 years, but it still might not be actually the best
supplier we should have. Once we’ve got that information —
and that’s a journey — but once we got that information, then
Mike’s team can go beyond what they were doing previously.
And, first of all, member services wasn’t a team. So the first
thing we did was create a team. So we put additional additional resources on the road. And like all things, you start and see,
is that working? Are we getting benefit from it? And then once
we say we are, we grow it, or we start to grow it. And we have
views on how we will expand it is still further. That’s part one.
The second part was we discovered that as we were bringing on stores — and we were getting a lot of stores to join us
— we’ve always been a group that’s been very much a case of,
well, everything is at your option. But we took that as being,
at the time, kind of, just leave you alone. And I don’t think our
members actually want that. They actually want us to go in
from day one and say “Change these accounts over immediately”. Because we have good information.
Mike [LoRicco] can attest that we’ve been doing that recently, and we’ve got some great results. Some guys that have
started from nothing, and suddenly their first quarter, they’re
getting a cheque back for $15,000, where normally that takes
some time to grow. So that’s been beneficial.

Our X-Lite series are a small compact jobsite compressors, aircraft aluminium, twin tanks, induction motors, and oil free pumps. Very lightweight, very quiet, specifically designed for nailing applications. We’re
going to have a one horsepower and a two horsepower model. The one
horsepower model will run one framing nailer or two finishing nailers continuously.

— David Molson, national sales manager, ITM

After 42 years working in hardware retail, Mr LoRicco has
a lot of sound advice to offer, as well as the ability to share
experiences. In particular, he’s keen to help retailers who find
themselves having to compete against a new Bunnings store
that opens in their area.
If we’ve got a member that’s coming up against a Bunnings, I
usually respond. They’ll reach out first and say, look, Bunnings,
they’re going to open up, what can we do? I normally go in
there and do a bit of an analysis on their stock, what they’re
keeping to, what their margin is that they’re selling the products at. I go through and have a look at it. And in most cases,
you find that they’re probably selling a lot of their every day,
general stuff a little bit cheaper than what they should be selling it for. Where Bunnings are selling at 20% or 30% [margin]
more. So they’re actually able to raise some of those a bit
higher and keep lower margins on the things that Bunnings
sells at near cost or cost, to get people in.
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It’s a point that Mr Benstead expands on:
Some retailers don’t have the experience that Mike [LoRicco]
has had. Jody [Vella] and I have both worked in big corporates
and you get that training. So you understand it. The simple
things people think, like let’s say you’re working on a 30%
margin, and some people not knowing any better will just
price every single thing in the store, 30% up. That’s not what
that means. It’s not for all items, there are those items that you
need to be competitive on, there are items that you can make
some money out of and that sort of sharing of data is what
Mike does very well with the guys as well.
It’s not a complete solution, as Mr LoRicco points out, but it
certainly can be a help.
Even if a retailer does drop off slightly in business after a Bunnings does open, the extra margin they’re making on those
products is a buffer. Also, of course, they can look at suppliers
that are not in Bunnings. Some of our preferred suppliers and
key suppliers that are supporting HBT, aren’t in Bunnings at all,
and they can use those guys to create that point of difference.

Directly reaching out
While advice and contact certainly helps, one thing that
is directly changing at HBT for 2021 is a pair of programs the
buying group is developing. The first is what HBT calls its
“BYO” (for build your own) catalogue system.

Hikoki Multivolt is AC power with DC freedom. Plug the Multivolt battery
into your 18-volt tool and it’s 18-volt five amp power. Plug it into the Multivolt tool and it’s 36 volts. All our kits, both Multivolt and 18-volt, are now
being supplied only with new Multivolt batteries. One battery offers full
compatibility — even an old Hitachi slide charger will charge the new Multivolt batteries

— Hikoki Australia (formerly Hitachi Power Tools)

The issue of catalogues in hardware buying groups has
been somewhat vexed for at least the past two decades.
Groups such as Mitre 10 (and now IHG) can require that
retailers participate in their catalogues, which can be statebased or national. One difficulty with those wide area catalogues is that, in order to participate, retailers have to carry
minimum stock for most items advertised.
That leads to situations such as HNN discovered at Mount
Alexander Timber & Hardware in Castlemaine, VIC, where in
taking over an older store the new owners found odds bits of
stock tucked in everywhere — including kickboards for use
in the ocean surf. (Castlemaine is a 150km from the nearest
beach.) Presumably these were remnants of “catalogue buys”.
What HBT has developed is a complete “drag & drop” catalogue system. Participating suppliers add prepared pages to
the system, and retailers can build their own catalogues out
of those pages — though they have complete control over
essential elements, such as the pricing. An online catalogue,
that uses standard images for the covers, is basically free.
Special covers, or getting the catalogue printed, will incur
some fees, but these are, HBT has made sure, very reasonable.
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In addition to the catalogues, this system also makes
available a range of point-of-sale materials, website banners,
and so forth. It’s a sensible, genuine way to provide smaller
retailers with a boost to how they market their store, without
imposing difficult requirements, enabling them to customise
their offer to their region, markets, and personal preferences.
Allied with that, is a system that HBT is developing to help
its members better come to terms with store layouts. While
every store really does need to be unique, to suit its markets
and the personalities of its owners, there are also a great
number of similarities between good layouts as well. By offering a sectional layout for stores in small, medium and large
formats, HBT can help all its members leverage best practice
as established by its most successful members.

The future
The biggest question most hardware retailers are facing at
the moment is what is going to happen in 2021, on into 2022.
And it’s not only retailers, either, but suppliers as well. Mr
Vella reports that across the supplier companies, forecasts
cover a wide range:

STRUCTApanel is a 9mm, H2 treated panel made with the same durable
resins as STRUCTAfloor. The initial target market is wall linings for sheds
and garages, or for modular builders. There will be many industrial applications, such as packaging and crating, and other applications where
plywood or OSB might currently be used. STRUCTApanel will feature high
levels of durability, impact resistance, screw fixing capacity and profiling.
— Stuart Toakley, sales & marketing manager, Borg Manufacturing

I’ve been speaking to a number of suppliers that run according to all forms of financial years, whether it’s calendar or Australian financial or April/March. When they try to do forecasts
or budgeting for the next year, it can range from 20% down or
pick a number and let’s see how we go, because no one can
pick it.
I think we’re going to find that because of demand, and
especially pent up demand in Victoria potentially, and with
workplaces and job sites now being able to have more people on site, that those summer holidays that might once have
stretched for three weeks after Christmas into mid-January
may be cut down to ten days or something. So we’re going to
see workers back earlier. That’s from a construction industry
perspective, but also from a retail perspective as well.

The impact will vary by category or division. For the timber
guys, stock issues aside, they say, “If you think it’s busy now,
wait until February, March [2021]”. That’s when they see the
work really kick in, as they start to put frames on existing slabs
that have already been poured in 2020. Though that will be
tempered by the the availability of stock, especially for imported products.
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While many see that the housing market might continue
to grow, especially in the detached house/townhouse market
that most benefits HBT members, Mr Benstead believes there
could be macroeconomic factors that lead to slower growth
in Australia’s economy.
Personally, I think international macroeconomics is going to
be the biggest issue we’re going to have in the next couple
of years. So, you know, whether it is China with trade issues,
or some country will run up unsupported deficits on the back
of their recovery spending, which then has a domino effect
on Europe, or whatever. That is the stuff that’s probably going
to have an impact. But I think that’s probably still 12 months
away, I would suggest, before we start to see these impacts.
Who knows what happens next year. We’re not sure. But, from
our perspective, we’ve just got to continue to do everything
we’ve been doing right.
Maximising whatever opportunity is out there, and minimising
any negativity that’s out there. That’s what we can do to get
whatever sales there are for our members.
While that kind of prediction is largely speculative, there
are some very specific matters that HBT does have insight
into, especially in terms of suppliers. Mr Vella sees increased
freight costs in particular as being a future factor.

Macsim has introduced a new range of fire-resistant aluminium window
packers with a 25 tonne load rating. Perfect for facade and glazing applications, colour coded for easy size selection, MacsIm packers have been
tested and certified to meet the requirements for installing prefabricated
concrete elements. Macsim is one of only two companies that have compliance to this most recent Australian standard.

— Pete Van Den Bosch, general manager, Macsim

Just as we are talking and here, I’ve received three updates
from suppliers, large suppliers, who mainly import their
product, notifying me of shipping delays. We are looking at
a time of higher freight costs, a squeeze on logistics which in
turn leads to stock shortages and even out-of-stocks in some
instances.

I think the greatest challenge that the majority of our members
will face will be in regards to having an adequate in-stock position, mostly through no fault of their own. It’s essentially the
supplier struggling with the ability to bring stock in and get it
off a boat into their facility, the distributor.
In 2019, a vessel anchoring off Port Botany [NSW] would have
anchored to wait for a berth for a day, two days max. And if
a boat berthed on a Monday, a business in western Sydney
would have that container at their facility probably by Thursday, sometimes Friday. Then there would be about three days
more to get those goods to a customer in western Sydney
somewhere. So less than a week.
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Now it’s around about a three week process. So 10 days offshore and two weeks to get it off the boat, well, not only not
get it off the boat, but get it through the congestion at the port
onto a flatbed and then out to western Sydney somewhere.
That’s putting enormous pressure on the supply chain. The
cost of a 40 foot container out of China, if you can get them,
has quadrupled. We’ve seen some cost increases of 15%.

Increased freight costs and a general shortage of stock, is
likely to lead to price rises. From the perspective of retailers,
as Mr Benstead points out, those kind of increases are not
always a bad thing — if they are based on industry-wide,
fundamental changes.
I think that we’re going to see some prices rise in 2021 because of the cost of freight. If containers are still coming out of
China, and that’s also an issue. In retail you actually like price
rises, as long as everyone’s getting it at the same time, and
everyone is on an equal playing field, it’s fine. But if you are
not, that’s where the problem is.
A lot of HBT’s job is exactly that. Making sure that if price rise is
going, is it legitimate? Give us the reason. Where else is happening? What’s the timing? And all that sort of stuff.

Evolution Complete is our new cavity door unit featuring soft touch: you
push the door in to open, and it automatically shuts itself as well. We’re
supplying the Evolution Complete as a package including the whole kit,
with a cavity and the pack all fixed together ready to go. You can buy
them separately as well.

— Pat Antoine, national sales manager, Hume Doors &
Timber

Analysis
One thing that seems clear, is that the HBT of 2021 is going
to be very different from the HBT of 2016. One of the big
changes — a little surprising not just in hardware retail, but
retail in general — is a move towards greater innovation. For
example, all the technology to do the BYO catalogue product
was there in 2016, but had it been introduced at that time, it’s
unlikely it would have worked. In 2021, after retailers have
experienced growth in online marketing, and how useful that
can be, the idea of a catalogue that can have modest print
distribution and wide online distribution is very appealing.
It’s that kind of real “deliverables” which HNN sees as the
real force of positive change at HBT. Economists frequently
talk about what they call “spillover effects”, when they look
at why particular economies and businesses are successful,
while others are not. These are developments that, while they
are focused on solving one problem, contribute to solving a
much wider range of problems as well.
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For example, as scientists worked to develop the COVID-19
vaccine, they employed radical new techniques in many
cases, in order to reduce the time taken to both develop and
manufacture the quantities needed. Those techniques will be
there not only for the next pandemic, but they can be used
throughout the biotechnology industry.
In developments such as the BYO catalogue and the coming formats designed for goods display in hardware stores,
HNN sees real potential for these spillover effects; they are
useful in themselves, but they also create semi-formal channels for the distribution of knowledge. A catalogue brings up
many issues of marketing, and every retailer has some useful
insights about what really works inside a store. We can imagine future HBT conferences where workshops on these issues
are lively events, based on practical experience, and a great
way to share that information and knowledge.
HNN cannot help feeling that the direction HBT has taken
in 2020 and into 2021 is one that Tim Starkey would have
been proud of. Not only because the influence that he and
other founders of HBT brought to the buying group are plain
to see, but also because it’s clear that what they built has
inspired the next generation of management not to slavishly
follow them, but to understand the spirit of HBT, and do even
more with that.
There certainly is no easy future. But then, that’s never
been what HBT members have looked for. They always just
wanted a bit of a fair go, and an organisation that reflected
the fact that they are stronger when they act together, but
still as individuals.
hnn.bz

John Ioakim

The Lakes H Hardware - LAKES ENTRANCE, VIC
How did you come into the hardware business?
I was the store manager of this store under the previous owners when it was
a bannered store. In 2016 the owners called me looking to sell. My wife,
Leanne and I spent many a night around the kitchen table running figures
and swapping ideas for the store. We decided to go for it but we wanted to
be truly independent and in control of our stock.

What made you decide on branding your new store H Hardware?
We had a few recommendations to join the HBT Buying Group and when that
stacked up we had a chat with Steve Fatileh who showed us the branding
for H Hardware. It looked great, the colours are eye catching and it really
stands out. The clincher for us was that the store was ours, we could be

For more information and
membership application call

1300 305 719

independent with a strong brand and no forced promotional stock eating up
floor space and our bottom dollar.

How is business today?
We opened in July 2016 and 12 months on business is good. We’ve had
growth and we have strong customer base. Our trade business makes up
75% of the business, I look after that and Leanne is the face of our retail
side. It’s come along way from our first official order that BGC sent to our
house and I borrowed a trailer to be able to deliver it to site.

What would you say to someone considering transitioning
to H Hardware?

If you want to have control of your business, your stock, your promotions
and a stand out brand,then H Hardware is a no brainer.

HOUSING MARKETS &
DISINFORMATION
There are few topics that are as difficult to write
about as the housing market in Australia. Yet there
are also few topics that are going to be of more importance not just for hardware retailers, but also for their
suppliers, and their customers, as Australia begins its
recovery in 2021.
That’s not only in a business sense, either. What
would be the effect on you, your family, and your
friends, if prices in the housing market dropped by
20% in FY 2021/22? What would that do to your current
home ownership, and your plans for the future, including retirement?
hnn.bz

Not that HNN is suggesting such a drop is absolutely
going to happen. But what we are going to suggest is that
while many Australians have bought into the notion that
house prices are supported by key “fundamentals” — mainly
increasing urban populations creating scarcity in an under-supplied market — it’s unlikely that is what is really
going on.
In fact, many Australians either know this to be the case, or
strongly suspect it may be true. But they find themselves in a
situation like that of the family in the classic joke where the
mother goes to the doctor to complain about her husband.
“I don’t know what has happened to George,” she tells her.
“He’s become convinced he’s a chicken, roosting on the children’s swings, and clucking all day.”
“That’s terrible,” the doctor says, “let me book him in to see
our psychologist. I’m sure he can cure George.”
“Oh no,” the mother says, “we can’t do that. You see, we
really need the eggs.”
Even if the fundamentals, when you really look at them,
don’t support high housing prices, many Australian families
have built their financial well-being on the notion that prices
will continue to rise over the next decade. The market, as it
exists today, may not make much sense, but boy do they ever
need those eggs.
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An extreme market
The central paradox to the Australian housing market is
that, while the nation has plenty of wide open spaces, it has
generated the kind of urban-based housing markets usually only found in very densely populated areas of the world.
Comparing median house prices to median incomes (an
affordability index), both Melbourne and Sydney are among
the top five least affordable cities in the world, according to
the Australian Financial Review.
Hardware retailers have been “taught” to consider high
house prices and an increasingly expensive market to be a
“good thing” when it comes to revenues. As prices go up, so
does the incentive to builders to build, and more projects get
both started and completed.
Yet in the end, the actual price a building fetches at sale can
have a negligible effect on how much a hardware retailer sells
into the project. The reality is that retailers usually make
more from volume than complexity.
This means that high house prices, which limit affordability, and thus reduce the available market for real estate, work
against the advantage of retailers. Hardware retailers, and
the construction industry, would benefit more from a sane
and balanced market, one that better reflects the incomes of
Australians, and enables first home buyers to more easily enter the market, than from a market where house prices spike
upwards each year.
hnn.bz

Market disinformation

• Over the past eight years,
house prices in Sydney as well
as Melbourne have increased
dramatically.
• There is a push by many parts of
state and federal governments
to explain this as being due to a
shortage of housing supply.
• That shortage is, according to
many academic sources, not
apparent in the actual statistics, to the extent that it would
cause the prices rises that have
occurred.
• Modern market theories suggest
that these markets do not, in
fact, follow such fundamental
measures.
• One theory suggests that price
rises are driven by societal
attitudes, which spread through
virus-like contagion patterns.
• Another theory suggests that
markets are always misinterpreted, and that what shifts to
create a bubble, is a “reflexive”
belief that ongoing rises in a
market are a signal of future,
continuing rises.
• HNN suggests that these market misinterpretations are being,
to some extent, encouraged and
supported by both the federal
government and the Reserve
Bank of Australia (RBA).
• For individuals, the house price
rises are taking the place of
increases in their wages, where
those increases have continued
to diminish.
• For the government and the
RBA the house price rises create
“cover” for policies that would
otherwise be unpopular.
• For hardware retailers, high
house prices are negative, as
they reduce the volume of houses built, thus limiting earnings.

Perhaps even more importantly, as the economy starts to
work its way out of the COVID-19 created recession, there is
an increased chance that by early 2022 the housing market
will have become unstable. As such it could impede future
development either by suffering rapid price deflation or —
just as bad — it will consume a great of fiscal support from
the government to prop it up. Which would mean less money
for more productive parts of the economy, such as supporting
smaller businesses.
In fact, HNN would suggest that by the end of the current
financial year — 2020/21 — the housing market will be viewed
as one of the main areas of concern for the economy.

One market, multiple faces
For Australia to reach the point of such extraordinary high
house prices, there has to have been some unique factors
involved. To really get down to what makes it so unique, we
need to divide the analysis into three parts.
Though the first part is not so unique, but common and
shared through much of the globalised world: How do housing markets actually work? Houses are a unique asset class,
in that they combine an actual use value, and a long-term
investment value, along with a speculative value.
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The second part is about the cultural and emotional role
that housing plays in Australia. From being a centre of individual culture for generations of Australian families, the
house has evolved into many families’ single greatest investment, and a central part of future plans.
The third part is about the role that the housing market
takes in policy decisions, by the Australian federal and state/
territory governments, as well as by Australia’s central bank,
the Reserve Bank of Australia (RBA). One of our suggestions
is, in fact, that the RBA and the government have had some
accord about the actions to be taken, but quite different
expectations about the outcome, and future direction of the
economy.

hnn.bz
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PART 1: THE STRUCTURE OF MARKETS
You would think that, as buying and selling houses has
been going on in something like its current form for over 200
years, this might be better understood than it is. However,
over the past 30 to 35 years the way housing markets (indeed,
the way markets for all investment assets, to some extent)
work has changed substantially. That’s something we will
explore more when we come to government policy.
For the dozen or so years since the global financial crisis
(GFC) of 2007/8 a great deal of investigation has taken place
into the causes of disruption in the housing market. There is
generally broad agreement that the key mechanism at work
has to do with “feedback loops”. These occur where some
element of the financial system becomes, to some extent,
self-reflective, so that repetitive loops magnify small glitches
in market behaviour into major problems.
Outside of accepting the importance of feedback, there is
a good deal less concurrence of opinion about what creates
market bubbles. We can, however, break these opinions down
to, broadly, three basic sets of answers. The first sees no reason to move on from the “classical” model of markets, which
suggests that they move “naturally” to a kind of equilibrium
hnn.bz

of efficiency, but do get distorted by external forces and poor
regulations. The second starts with the suppositions of the
first, but also sees new forces at work, such as speculative
passion fuelled by poor and misleading information, contributing to distorted markets.
The third departs from this, suggesting that there are
actual structural problems in the way asset markets work.
At the mild end of that conclusion, there is a suggestion that
the combination of purchasing assets through credit creates
specific kinds of price acceleration. At the further end is the
notion that markets are always distorted, and that it is undistorted markets that are the rarity.

Efficient markets: necessary but rare
The notion of the “efficient market” is one with which most
of us are familiar — it’s the common element of capitalism
we understand almost intuitively. Basically, it’s the idea that
markets have something like a “natural” state that balances
supply and demand through the mechanism of pricing. In
a stable market, if demand falls, retailers can respond by
decreasing prices to stimulate demand. If demand instead increases, creating a temporary scarcity, prices rise, which then
stimulates more production.
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That’s the version that works for physical commodities,
such as bread, olive oil, apples and eggs. It gets a little more
complicated when it comes to assets purchased for investment purposes. There is pretty much only one main use for
something like bread, which is immediate consumption, but
there is no way to immediately “consume” 100 shares of a
particular stock.
In fact, the purchase of stock, in the majority of circumstances, is based not on its current price, but on a predicted
future price. In slightly technical terms, we could say a stock
purchase is an act of arbitrage between a current price and a
predicted price. The buyer has decided the stock will reach a
higher price than the current price, and the seller has decided
the stock will reach a lower price than the current price.
According to this theory of markets tending to balance
or equilibrium — sometimes known as the efficient market
hypothesis (EMH) — when you have an active market with
thousands or even millions of these transactions every day,
what emerges from their sum total — indicated by the close
of day trading price, or a chart of those prices over the past
six months — is the “real” price, the actuality of that stock’s
worth.
One way to visualise this is to think about a black and
white image — from a jpeg, for example — on the computer
screen. A 2000 pixel by 1500 pixel image is made up of three
million individual pixels. What we see is the result of turning
those pixels either on, to emit white light, or off, so that they
remain black. In EMH, if every pixel represents one trade
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of the market in that stock, then what would emerge is this
“perfect” picture of its value. (We could choose what makes
a pixel white or black, such as making sells white and buys
black.)
This view has some important consequences. One of the
better summaries is provided in George Cooper’s 2008 book,
The Origin of Financial Crises. (Mr Cooper is chief investment
officer at the London firm of Equitile Investments.)
The key message of the Efficient Market Hypothesis is that
asset prices are always and everywhere at the correct price.
That is to say, today’s market prices, no matter what they are,
correctly reflect assets’ true values, based on both current
economic conditions and the best estimate of how those conditions will evolve in the future.
According to this financial theory any asset price movement
must be generated by external “shocks”. To the
efficient market school the constant price changes observed in financial markets are the result of those markets
responding to a constant stream of new information.
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The conclusion this leads to is that markets should simply
always be left alone, with the exception of some adjustments
to block interference from other sources. Trying to “guide”
markets in any particular direction simply distorts them,
and this leads to unfortunate consequences in the future.
This view promotes the well-known “laissez faire” approach,
where government interference is thought to be non-productive.
The problem with this is that it does not account for the
very evident distortions that have occurred in markets, such
as the stock price bubble of the late 1990s, and the GFC itself
in 2008. One of the people often held accountable for persisting with EMH is Alan Greenspan, who was chair of the
Federal Reserve of the United States (the Fed) from 1987 to
2006. Mr Greenspan partially acknowledged that the policies
he promoted at the Fed contributed to the GFC during testimony before the US Congress in October 2008. In part he said:
Those of us who have looked to the self-interest of lending
institutions to protect shareholder’s equity — myself especially
— are in a state of shocked disbelief.
In terms of what went wrong prior to the GFC, Mr Greenspan admitted:
I have found a flaw. I don’t know how significant or permanent
it is. But I have been very distressed by that fact.
The Nobel prize winning Yale economist Robert Shiller
has not been inclined to provide Mr Greenspan any relief, no
matter his half-apologies. In his 2009 book on the subprime
crisis that led to the GFC, The Subprime Solution, Dr Shiller
described Mr Greenspan’s attitude in somewhat harsh terms:
Alan Greenspan, in a Financial Times op-ed piece in March
2008, recognised — well after the bubble was over — that there
had indeed been “euphoria” and “speculative fever.” But, he
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wrote, “The essential problem is that our models — both risk
models and econometric models — as complex as they have
become — are still too simple to capture the full array of governing variables that drive global economic reality. A model,
of necessity, is an abstraction from the full detail of the real
world.”

Greenspan thus did eventually acknowledge the obvious
reality of bubbles, but he never seemed to embrace the view
that a good part of what drives people’s thinking is purely
social in nature. He espoused the idea that the mathematical
econometric models of individual behavior are the only tools
that we will ever have with which to understand the world, and
that they are limited only by the amount and nature of our
data and our ability to deal with complexity.
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George Soros, one of the best-known global investors
— especially for trading against the value of the British
pound — is even more condemnatory of Mr Greenspan,
and his beliefs. In one of a series of lectures he delivered at
the Central European University (published as The Soros
Lectures), he had this to say about him and his attitude to
an earlier boom:
Or consider the Internet boom. Alan Greenspan recognised
it quite early when he spoke about irrational exuberance in
1996. But apart from his famous speech, he did nothing to
avert it .... He could have asked the Securities and Exchange
Commission to put a freeze on new share issues since the
Internet boom was fuelled by equity leveraging. He did not,
because that would have violated his market fundamentalist
beliefs. That was wrong.
Yet while the “classical” model of the EMH has been
subject to much criticism, it continues to still be somewhat
paradoxically central, even to those arguments which
stand against it. There are, many believe, periods when
asset markets do function according to the EMH — and if
that were not true, then why would periodic bubbles and
crashes seem so defined?

The narrative effect
When Dr Shiller offered his comments about Mr Greenspan, he did so from a particular perspective. The quote
from The Subprime Solution continues like this:
[Greenspan] does not seem to respect research approaches
from the fields of psychology or sociology. What seems to be
absent from the thinking of many economists and economic
commentators is an understanding that contagion of ideas is
consistently a factor in human affairs. Just as there are interregional differences in matters of opinion (as evidenced, for
example, by the geographic concentration of support for
political parties), so too are there inter-temporal differences.
The changing zeitgeist drives common opinion among the
members of society at any point in time and place, and this
zeitgeist changes as new ideas gain prominence and recede
in importance within the collective thinking. Speculative marhnn.bz

From Dr Shiller’s biographical note on
the Nobel Prize website:
As years have gone by, I have developed
a research style that finds opportunities
in avoiding so much specialization in
any one field as narrow as econometrics.
I increasingly tended to think that, for
me, these econometric methods are best
augmented with other approaches, if I am
really to be useful in adding to an understanding that allows for better economic
policy and practice. In doing so, I believe
that some aspects of my research have
evolved so as to be described by some
as going down the wrong road. I have
been more willing than most to entertain
inventions or ideas that may seem eccentric. I have also tended to be relatively
eclectic, borrowing more from other social
sciences, violating economics profession
norms. I have been more eager to go out
and collect data (as for example by doing
questionnaire surveys) that many people
might dismiss as uninteresting, and happier to do mundane or low-brow research
for little more reason than that it interests me and no one else seems to be doing
it. I have also apparently tilted from most
of my academic colleagues in choosing
to devote some of my time to journalism,
writing scholarly-trade books instead
of purely scholarly books, and writing
regular newspaper columns I believe that
the experience of doing such diverse work
has made me a better researcher even
from a purely scholarly point of view,
though I have to admit that others, with a
different inspiration, may thrive more on
specialization.

kets are merely exceptionally good places in which to observe
the ebb and flow of the Zeitgeist.

That is Dr Shiller’s introduction to what he terms “narrative economics”. What he proposes is that the main force that
typically disrupts a market from its EMH balance and causes
a boom/bust cycle is a kind of social “infection”, where a set of
beliefs gains prominence, and is then passed from person to
person.
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While this does draw on some of the principles of what has
become known as behavioural economics, it differs in that it
focuses on the social rather than the individual and personal.
In fact — and it’s important to remember that Dr Shiller was
writing many years before the current COVID-19 pandemic
— he suggests it could work something like an epidemic of
feelings and ideas.
Understanding such a social contagion is a lot like understanding a disease epidemic. Epidemics crop up from time to
time, and their timing often baffles experts. But a mathematical theory of epidemiology has been developed, and it can
help medical authorities better understand these apparently
mysterious events. Every disease has a contagion rate (the rate
at which it is spread from person to person) and a removal rate
(the rate at which individuals recover from or succumb to the
illness and so are no longer contagious). If the contagion rate
exceeds the removal rate by a necessary amount, an epidemic
begins.
...
So it is in the economic and social environment. Sooner or later, some factor boosts the infection rate sufficiently above the
removal rate for an optimistic view of the market to become
widespread.
Writing in his book Irrational Exuberance, which pre-dated
The Subprime Solution, Dr Shiller comments on how apparently weak these “infections” can seem:
During bubbles, it seems that the psychological ambience
is rather one of public inattention to the thought that prices
could fall, rather than firm belief that they can never fall. The
new era stories are not new strongly held convictions — they
are merely ideas foremost in people’s minds that serve as justification both for the actions of others and of themselves.
Yet, as he points out later in Irrational Exuberance, they
can eventually have all the force of a deliberately organised
fraud, such as a Ponzi scheme. (A Ponzi or “pyramid” scheme
is where early investors receive high returns by being paid
back from investment principle, not earnings, which encourages more investors. A sustainable loop is established, until
there is a large withdrawal by investors, and it is revealed
that the net capital held is less than the invested capital.)
There are still many people ... who benefit from telling stories
that suggest that the market will go up further. There is no reason for these stories to be fraudulent; they need only emphasise the positive news and give less emphasis to the negative.
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The path of a naturally occurring Ponzi scheme — if we may
call speculative bubbles that — will be more irregular and less
dramatic, since there is no direct manipulation, but the path
may sometimes resemble that of a Ponzi scheme when it is
supported by naturally occurring stories.

A part of the market
While Dr Shiller’s exploration of the role of social narratives in helping to support market bubbles is convincing,
there is a suggestion that somehow these narratives cannot exactly originate a bubble. There needs to be something there that enables the narratives to obtain a grip on
the popular imagination.
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To go back to The Origin of Financial Crises, the book
that gave us the definition of the EMH, its author Mr Cooper has some thoughts on where that “something” might
come from, drawing on the work of the American economist Hyman P. Minsky:
Minsky’s Instability Hypothesis argues that financial markets
can generate their own internal forces, causing waves of credit expansion and asset inflation followed by waves of credit
contraction and asset deflation. The implications of Minsky’s
suggestion are that financial markets are not self-optimising,
or stable, and certainly do not lead toward a natural optimal
resource allocation. In short, Minsky’s arguments attack the
very foundation of today’s laissez-faire economic orthodoxy.
Dr Minsky’s analysis of how asset markets worked is
based on one primary insight (which actually echoes one of
the less appreciated insights of perhaps the most famous
economist, John Maynard Keynes), namely that markets
for investment assets operate very differently to markets
for consumable commodities.
One of those differences that Mr Cooper sees as being
central to housing bubbles is the way that scarcity works.
In the commodity market model, scarcity triggers higher
prices which then triggers more production, until equilibrium between price and supply is reached (as mentioned
above). In asset markets, however, scarcity tends itself to
trigger increased demand — which, of course, then leads to
still further scarcity, and an acceleration in price rises.
This can bring about a situation that we might term
“inherent collusion” in markets. There arises a general tendency to limit supply so as to retain or increase relatively
high prices. That collusion, in a tightly networked market,
escapes being cartel-like, because in a network where entity A has a relation to entity B, and B has a relation to entity
C, there is no known direct relationship between A and C.
But Dr Minsky’s main contribution was to suggest that
asset purchases through credit could unleash a somewhat
destabilising acceleration effect on asset markets. Essentially, a bank can loan money for the purchase of a house
hnn.bz

From Minsky’s “Stabilizing an Unstable
Economy”:
The Reagan administration and its
program, largely enacted in 1981, may
have been a response to a vision that
something was seriously wrong with the
economy, but it was based on a misdiagnosis of what was wrong and on a theory
of how the economy functioned that is
inconsistent with the basic institutions
of capitalism. The financial fragility that
led to the instability so evident since
the 1960s was ignored. The deregulation
drive and the successful effort to bring
the inflation rate down by large-scale
and protracted monetary constraint and
unemployment exacerbated the financial
instability that was so evident in 1967,
1970, 1974–75, and 1979–80. Lender-of-lastresort interventions, which had papered
over the problems of the fragile financial
structure in the intermittent crises of
the late 1960s and 1970s, became virtually
everyday events in the 1980s. The crisis
of mid-year 1982—which saw the Penn
Square Bank of Oklahoma City fail and
the collapse of the Mexican peso—seems
to have ushered in a regime of permanent financial turbulence. In 1984–85 we
witnessed lender-of-last-resort interventions to manage the reorganization of the
Continental Illinois Bank of Chicago, the
refinancing of Argentina, the collapse of
state-insured thrift institutions in Ohio
and Maryland, and a virtual epidemic of
bank failures in the farm states. Containing instability is a major task of economic
policy in the 1980s; this is far different
from the tasks of economic policy in the
1950s and 1960s.
The protracted unemployment and
bankruptcies and near bankruptcies of
firms and banks radically transformed the
labor force from being income-oriented to
being job-security oriented. Job security
is no longer being guaranteed by government macroeconomic policy; the only
guarantee that labor now enjoys seems to
be the right to make concessionary wage
settlements.

(for instance), collateralised on the value of the house itself.
Some time after the house is purchased, the bank can do
something typically known as “mark to market”. This involves revaluing the collateral (the house) based on its current market value.
If the house value has increased, this could mean extending more credit to the house owner — and/or the bank could
use the increased price to re-evaluate its overall risk situation, and then use its improved situation to extend more,
and riskier, credit to the market. As Mr Cooper describes the
situation:
As investors see their assets rise in value, their collateral positions improve, and with them their credit quality. As a result
banks become willing to lend these lucky or skilful investors
more money, which in turn generates additional demand for
assets. In this way a virtuous cycle of price gains, increasing
borrowing and further price gains is triggered – again a positive feedback cycle.
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One side-effect of this process is that the credit used in the
market tends to become riskier. Dr Minsky sees this credit as
occupying three tiers: normal, or “hedge” credit, where loans
consist of interest and principle payments; interest-only
loans where there is no principal repayment; and what he
terms “Ponzi-like” schemes, where purchasers essentially
borrow money to pay off existing loans.
The mechanism behind this is easy to see. If you are interacting with a market where prices go up by 10% every
two years, and you buy a house for $700,000 on the basis of
a hedge loan, you stand to make $70,000 at the end of two
years. But you might be able to buy a house worth $900,000
on the basis of an interest-only loan (because the repayments, in a low interest rate environment, would be the
same), and thus gain $90,000 at the end of two years. That is a
considerable incentive to assume more risk.
While it seems at first unlikely that any homeowner would
“self-Ponzi” themselves, this is actually not that uncommon
in Australia. Families buy houses on interest-only loans
where the repayments consume virtually all of their “excess”
income, then rely on steadily increasing credit card debt to
finance their living expenses. While they are not directly
paying the mortgage with a credit debt, those expenses are
fungible.
All of this, in the end, results in an increasingly fragile
market. Any shock that is external to the market that results
in a downturn in house prices sends all these processes into
reverse. Banks find themselves with more credit risk, and cut
back on lending, which leads to a decline in house prices, and
the market collapses.
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A step further
It is somewhat easy to see how Dr Minsky’s theory and
Dr Shiller’s notion of narrative influence can work together.
The tendency of the market to accelerate credit availability
in response to a sustained positive move in the market can
provide the underlying “grip” needed for a positive market
narrative to take hold.
That narrative, in a sense, is not incorrect — the market is
moving into positive territory. What gets left out, however,
is the understanding that as the market grows more positive it begins to exhibit more weakness rather than more
strength. This points to something beyond the initial impulse
to believe in price growth; there needs to be a cultural bias
towards believing the market “should” somehow be displaying growth.
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There is still one more theoretical step to take, however.
It is perhaps not so surprisingly that the well-known investment manager Mr Soros has taken this kind of modelling one
step further along, in what he calls his “theory of reflexivity”.
While this is laid out in some detail in his bestselling book
“The Alchemy of Finance”, there is a very useful summary of
it in his most recent publication, also referenced above, The
Soros Lectures. This is how Mr Soros describes the theory
as a general principle, rather than as it specifically applies to
markets:
I can state the core idea in two relatively simple propositions.
One is that in situations that have thinking participants, the
participants’ view of the world is always partial and distorted.
That is the principle of fallibility. The other is that these distorted views can influence the situation to which they relate
because false views lead to inappropriate actions. That is the
principle of reflexivity.
The relationship between the assumed, usually faulty, view
of what is happening, and what is actually happening form a
series of feedback loops. Mr Soros sees this happening in two
possible ways:
Feedback loops can be either negative or positive. Negative
feedback brings the participants’ views and the actual situation closer together; positive feedback drives them further
apart. In other words, a negative feedback process is self-correcting. It can go on forever and if there are no significant
changes in external reality, it may eventually lead to an equilibrium in which the participants’ views come to correspond to
the actual state of affairs. That is what is supposed to happen
in financial markets. So equilibrium, which is the central case in
economics, turns out to be an extreme case of negative feedback, a limiting case in my conceptual framework. By contrast,
a positive feedback process is self-reinforcing. It cannot go
on forever because eventually the participants’ views would
become so far removed from objective reality that the participants would have to recognise them as unrealistic.
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Negative feedback suggests that the imagined construct
of the market is not accurate — which more or less creates
a situation where investors face uncertainty in their analysis. Positive feedback indicates investors have “got it right”,
which creates overconfidence.
Mr Soros further develops the way his theory interacts
with actual markets:
Let me state the two cardinal principles of my conceptual
framework as it applies to the financial markets. First, market prices always distort the underlying fundamentals. The
degree of distortion may range from the negligible to the significant. This is in direct contradiction to the efficient market
hypothesis, which maintains that market prices accurately reflect all the available information. Second, instead of playing a
purely passive role in reflecting an underlying reality, financial
markets also have an active role: they can affect the so-called
fundamentals they are supposed to reflect. That is the point
that behavioural economics is missing. That discipline focuses
on only half of a reflexive process: the mispricing of financial
assets; it does not concern itself with the effect the mispricing
has on the fundamentals.
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This is, admittedly, a little tricky. It helps to go back to
the image we suggested earlier for thinking about all the
trades taking place in, say, one particular stock on the stock
exchange. We can think of every pixel in a black and white
image consisting of millions of pixels as representing a
single trade in that stock.
We could change the way the pixels work so that in
a day’s trading the pixel turns on (white) for the trades
which either bought stocks for below the closing price of
the stock, or sold stocks for above the closing price, while
leaving the others off (black).
We can think of the measure of just the brightness as
increasing as more white pixels are turned on. Given that,
looking at a day’s trading through such an image, what
would it mean if the image is very bright, because 80% of
the pixels are white?
We might, at first, think that would depend on the
whether the closing price finished up or down on the previous day’s price. In fact, though that would not matter. All
that a high level of brightness would detect was that there
was an existing trend in the market, either up or down.
Yet, having reported on this, that information then
becomes part the the “fundamentals” that affect the stock
price — even more so if a theory is advanced about the
trend. Everything, all the information, is ultimately reflexive.
Soros sees this as explaining how bubbles are formed in
asset markets:
I have developed a theory about boom-bust processes,
or bubbles, along these lines. Every bubble has two comhnn.bz

From The Soros Lectures:
My philosophy is also deeply rooted
in my personal history. The formative
experience of my life was the German
occupation of Hungary in 1944, when I
was not yet fourteen years old. I came
from a reasonably well-to-do middle-class
background, and I was suddenly confronted with the prospect of being deported
and killed just because I was Jewish.
Fortunately, my father was well prepared
for this far-from-equilibrium experience.
He had lived through the Russian Revolution—the formative experience of his
life. Until then he had been an ambitious
young man. When the First World War
broke out, he volunteered to serve in the
Austro-Hungarian Army. He was captured
by the Russians and taken as a prisoner
of war to Siberia. Being ambitious, he became the editor of a newspaper produced
by the prisoners. It was handwritten and
displayed on a plank, and it was called
The Plank. This made him so popular that
he was elected the prisoners’ representative. Then some soldiers escaped from
a neighboring camp, and their prisoners’
representative was shot in retaliation. My
father, instead of waiting for the same
thing to happen in his camp, organized a
group and led a breakout. His plan was
to build a raft and sail down to the ocean,
but his knowledge of geography was deficient; he did not know that all the rivers
in Siberia flow into the Arctic Sea. They
drifted for several weeks before they realized that they were heading for the Arctic,
and it took them several more months to
make their way back to civilization across
the taiga... Only after a variety of adventures did my father manage to find his
way back to Hungary; had he remained
in the camp, he would have arrived home
much sooner.

ponents: an underlying trend that prevails in reality and a
misconception relating to that trend. A boom-bust process
is set in motion when a trend and a misconception positively reinforce each other. The process is liable to be tested by
negative feedback along the way. If the trend is strong enough
to survive the test, both the trend and the misconception will
be further reinforced. Eventually, market expectations become
so far removed from reality that people are forced to recognise that a misconception is involved. A twilight period ensues
during which doubts grow and more people loose faith, but
the prevailing trend is sustained by inertia.

There is, in fact, a readymade example of just this trend in
the Australian housing market. In November 2020 a number
of reports emerged that housing availability would move
strongly into surplus during 2021. Yet despite that, and a number of other reports pointing out that population increase
through immigration and childbirth had declined sharply in
2020, and would likely continue to do so in 2021 as well, house
prices stabilised as of December 2020.
This, of course, led to more positive outlooks about the
market. Not “the market has gone crazy”, but rather “the
market is going up”.
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There is a very simple reason for that disjunction: none of
those factors relating to population or capacity, which are
commonly mooted about as a cause for Australia’s high house
prices, have anything to do with the high house prices. That
fact eventually does emerge in some news reports, and usually the statement made is something along the lines of “the
government cannot allow the housing market to fall”. (This is
something we will explore in greater detail later.)

Conclusion
One of the most interesting things about the inner workings of the housing market discussed above is that most Australians who have bought and/or sold a house over the past
dozen years are probably not aware of how distorted that
market — in fact, most asset markets — really has been.
By far the most interesting thing about the housing market in Australia is how indifferent it has become to any kind
of rigorous market analysis. There is an almost poignant article which appeared on the ABC website in November 2020,
entitled “Australian property bubble hasn’t yet burst, but can
house prices keep rising amid the pandemic?” by the reporter
Nassim Khadem. The article begins by stating:
After years of dire predictions that Australia’s property bubble
could burst, national house prices continue to withstand the
otherwise devastating impact of the coronavirus pandemic,
and once again the doomsayers have been proven wrong.
(https://www.abc.net.au/news/2020-11-06/property-bubble-burst-coronavirus-pandemic-house-prices/12852854)
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The article includes an interview with AMP Capital financial services chief economist Shane Oliver (one of HNN’s
favourite, and most knowledgeable commentators). You can
almost sense the wry smile on the face of Dr Oliver when the
article reports:
In response to my question Dr Oliver jokes that when people
get their Australian citizenship, it should come with a written
warranty saying, “Congratulations, you are now guaranteed to
live in a country where house prices will continue to rise.”
The approach is that if housing prices go up, the market is
a “good” market, and if it goes down, then the market is somehow malfunctioning. What has been lost is the idea that in
any well-functioning market, prices should go up and down
with some regularity.
In terms of market analysis, and what is, in the end, actually good for the Australian economy, high house prices really
do not make any sense — but they exist as a fact. What we
are looking at, then, is something based on a combination of
economic, financial and cultural necessity, which is what we
will examine next.
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PART 2: THE CULTURE OF HOUSING
What exactly is the unique connection that Australians
feel towards their dwellings, and how has that evolved over
the past two or three generations?
HNN would argue that back in the 1970s and 1980s, the
home had a complex role in family life. It acted, for many, as a
kind of culture amplifier. The lounge room was where families got together to watch their favourite TV series, and to see
Australian athletes making history across a range of sports.
Wider social groups gathered in the home for parties, as well
as for celebrations.
By the 1990s, however, this had begun to change. A number of different innovations began to open Australia up to a
broader, more global culture, helping to cancel out the country’s geographic isolation.
Air travel, for example, became much less expensive. Using
airfares from Perth to London as a comparison, these fell
45% between 1959 and 1970. Then, as the first jumbo jets took
flight in the late 1960s, that Perth to London airfare went
down another 80% between 1970 to 2020.
At the same time innovations such as the VCR grew from
being present in just 3% of households in the early 1980s, to
80% by 1993. Later, DVD video players grew from nothing in
2000 to 60% market penetration by 2006. These opened up
Australian homes to a new range of niche video productions,
and changed viewing habits in Australian homes.
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By far the biggest change, however, came with increased
urbanisation. In the mid 1970s, the number of Australians living in urban areas was around 66%; by 2016 that had risen to
close to 90%. By the 2000s, home design became more sophisticated, in particular a movement to echo some of the design
features returning travellers had brought back from high-end
hotels and resorts overseas.
Home ownership itself also changed. According to the ABS,
in the census of 1991 just over 41% of Australians owned their
houses outright. By 2016 that fell to 31%. Similarly, mortgage
ownership rose from 27% to 31%. And while renters made up
27% of Australians households in 1991, it’s estimated that in
2020 it’s close to 34%.
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The RBA summarises the changes in house prices in this
quite pithy paragraph from a 2016 publication, “Long-run
Trends in Housing Price Growth”:
During the 1980s, housing price inflation broadly followed
general price inflation in the economy, which was relatively
high and volatile. Following the financial deregulation of the
mid 1980s and disinflation of the early 1990s, cheaper and
easier access to finance underpinned a secular increase in
households’ debt-to-income ratio that was closely associated
with high housing price inflation from the early 1990s until the
mid 2000s. The past decade [2005 to 2015] saw a stabilisation of debt-to-income levels, but also a prolonged period of
strong population growth – underpinned by high immigration
– and smaller household sizes that led to increases in underlying demand exceeding the supply of new dwellings.
The 2020 HILDA survey from the University of Melbourne,
which provides figures up to 2018, has shown just how important housing has become. The family home (for owner/
occupiers) accounted in 2018 for 45% of the value of all household assets. Investment properties and holiday homes added
another 14% to that, meaning housing has now grown to close
to 60% of household assets.
The survey shows that Australian
households continue to struggle with
a debt burden, stating that:
Over the full period between 2002 and
2018, the total value of household debt
has risen at a faster rate than the value
of household assets. The mean value
of assets grew by 65% over this period,
while the mean value of debt grew by
104%.
Also, of course, while the newspaper headlines tend to concentrate
on the rise in house prices, the real
measure of how successful individual
investment in houses works out is
the growth in equity. As the HILDA
survey describes this:
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Chart 1: From Long-run Trends in Housing Price Growth

Growth in home equity is lower than the growth in home
values. Mean home equity grew by 65.7%, whereas the mean
home value grew by 77.5%. More striking is that home equity
at the 10th percentile grew by 26.9%, compared with growth
in the mean home value at the 10th percentile of 104%.

Of particular concern is the rise in the proportion of households with negative equity — that is, owing more than the
home is worth — between 2002 and 2014. In 2002, this applied
to 1.3% of households, but rose to 2.9% in 2014, and was still
at 2.8% in 2018, despite very strong growth in home values
between 2014 and 2018.

To start looking at these numbers, it’s pretty evident that
having — on average — almost 60% of a household investment portfolio allocated to real estate is somewhat overbalanced. Portfolio theory, as it developed in the 1950s, showed
that more diverse portfolios almost always outperform
investment portfolios that lack diversity.
Admittedly, too, investment by families in the home where
they live is as much about a necessary expense as it is an
investment. But this shows one of the effects of house prices
rising to the point where mortgage payments take up much
of the available income: there is little choice other than to add
a high proportion of speculative investment when buying the
family home.
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Still, there is the extra 14% of purely optional real estate investment that gets added to the owner-occupier investment.
While there is an ongoing debate about whether investing in
stocks is better than real estate, it’s unlikely that is the real
choice that is being made. Going back to Dr Shiller’s “Narrative Economics”, he suggests that real estate itself has some
unique characteristics from the perspective of the owner-occupier investor:
But real estate confidence is very different from confidence
in the state of the economy, because people tend to view
the two as very different things. Real estate is regarded as a
personal asset, which one might have useful opinions about,
while the economy is seen as the product of myriad forces....
Real estate is also a socially informed asset, with its value depending on how people compare themselves to their neighbours and beyond.
While the stockmarket is seen as following the economy
closely, real estate is sometimes seen, by Australian investors,
as offering at least a partial hedge to an economic downturn.
That is especially the case given that, as we have seen since
the advent of the COVID-19 pandemic, federal and state governments will frequently direct stimulus packages towards
homeowners, but not to investors in shares or other financial
instruments.
The data from HILDA, however, cannot be fully understood, unless we take into account another feature of home
equity: the facility to “draw down” on mortgage accounts,
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formally known as mortgage equity withdrawal (MEW) facilities. These allow owner-occupiers to reduce their equity in
their homes, either by expanding the loan, usually via a cash
payout, or through a repayment “holiday”.
A 2015 paper entitled “Mortgage equity withdrawal in Australia: Recent trends, institutional settings and perspectives”,
by Marietta E.A. Haffner, Rachel Ong & Gavin A. Wood, of the
Delft University of Technology in the Netherlands, describes
the MEW facility :
The current account mortgage therefore operates like an
overdraft that permits the borrower to draw on funds at a very
low transaction cost and interest rate (as compared to overdrafts) but with borrowing limits that are much more lenient;
they effectively turn the home into an ATM. [Sources] note that
flexible mortgages are in common use around Australia, with
one-third of homeowner-borrowers holding a current account
mortgage.
Chart 2 is based on data from that paper’s Table 1 (top
panel). It shows data for MEW usage over a 10 year period to
FY2009/10. For our purposes, the interesting datapoint that
emerges is that over these 10 years, for the combined age
group of 25 to 44 years, around 30% of those mortgage holders had a MEW event. That percentage is lower, however, for
older age groups.
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The paper describes the cause for the popularity of MEW
facilities:
[The figures show] that real house prices soared in those countries such as Australia and the UK where MEW products were
most popular. The large real capital gains accruing to homeowners in these countries were a windfall. The resulting unbalanced wealth portfolios and wealth effects on consumption
offered motives for equity withdrawal that flexible mortgages
and other mortgage instruments were designed to meet.
The paper concludes with this analysis:
[I]n Australia owner-occupied housing equity is increasingly used to smooth consumption earlier in the life course as
owners release equity using the flexible mortgage products
promoted by liberalised housing finance markets. The result
is a growing number of middle aged
Australians that are approaching retirement with outstanding mortgage debt,
a trend that (on early indications) has
not been reversed by the GFC. Moreover mortgagors in these age groups
are now more geared than at any other
time over the last 30 years or so.
While this provides a good portrait
of the first decade of the 21st Century,
what has been happening over the
most recent decade as far as equity
withdrawal is concerned? A speech
given by the governor of the RBA,
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Chart 2: From the paper “Mortgage equity withdrawal in Australia: Recent trends,
institutional settings and perspectives”.
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Philip Lowe, at the AFR Business Summit in March 2019 gives
us some data. Entitled “The Housing Market and the Economy”, the speech dealt extensively with what was then a mild
dip in house prices. About two-thirds of the way through,
however, Mr Lowe moved on to discuss the effects of the
housing market on the broader economy.
For many people, the main source of their wealth is their
human capital; that is, their future earning capacity. As I have
discussed on previous occasions, growth in household income
has been quite weak for a while. It is plausible that, for a time,
this didn’t affect people’s expectations of their future income
growth; that is, the value of their human capital. So they didn’t
change their spending plans much, despite their current
income growth being weak, and the saving rate fell. However, as the period of weak income growth has persisted, it has
become harder to ignore it. Expectations of future income growth have
been revised down and it is likely that
this is affecting spending.
My conclusion here is that wealth
effects are influencing consumption decisions, but they are working
mainly through expectations of future
income growth. Swings in housing
prices and turnover in the housing
market are also having an effect,
but they are not the main issue. This
assessment is consistent with the
data on housing equity injection...
Over recent years, households have
been injecting substantial equity into
housing and have not been using the
higher housing prices to borrow to
support their other spending. This is
in contrast to the period around the
turn of the century, when households
Wage Price
were withdrawing equity.
A graph to which Mr Lowe refers in this section of his speech is
shown in Chart 3. This fills in the
gap in the data from 2010 to 2018,
and it indicates that usage of MEW
was likely reduced during that period. The lower panel shows the use
of MEW where the bars go into negative territory, followed by a weak
cycle of adding equity, and then a
stronger cycle of adding equity.
The other chart that it is necessary to see to make sense of what
Mr Lowe is saying (and one he did
not include) is Chart 4. What Mr
Lowe terms “the period of weak
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income growth” is the period particularly from 2015 through
to 2019, where wage growth was less than 2.4%.
At the time of this speech — March 2019 — the RBA was
still hopeful that persistently high employment numbers
would eventually push up wages growth, after seven years of
decline. As Mr Lowe stated:
A further tightening of the labour market is expected to see a
gradual increase in wages growth and faster income growth.
This should provide a counterweight to the effect on spending
of lower housing prices.
Evidently, that didn’t happen, leaving the labour market
through the rest of 2019 underlining the seemingly contradictory trend already evident in 2018: high employment, but
mild GDP growth and historically weak growth in wages.

Wages, productivity growth and housing investment
As Mr Lowy’s comments indicate, economists broadly
expect that when employment is high, this should create
competitive forces to hiring, and result in a rise in wages.
While that might have been the RBA’s view (or at least — and
this is an important distinction — their publicly stated view)
Australia’s Productivity Commission was putting forward a
very different view on wage increases, starting in 2017. The
Productivity Commission has consistently linked wages to
both productivity and terms of trade.
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The best depiction of these relationships, however, really
comes from accounting and consultancy firm KPMG. In a
2019 report entitled “Wages, productivity and technology”, it
offers this summary:
For small open economies, like Australia, we show that the
terms of trade can have a very influential role on real wages
and, for a given nominal wage outcome, can result in workers
and firms having different outcomes.
The purchasing power of a worker’s wage can fall at the same
time as the real cost of employing that worker rises.
And our lived experience is precisely that; upward swings in
our terms of trade helped workers not only achieve real wage
increases that improved their purchasing power without causing the real cost of hiring workers firms to rise sufficiently to
discourage businesses from expanding employment opportunities.
We can see once the benefit of the terms of trade improvements dissipated, real wages in Australia from the perspective
of the consumer have remained virtually flat, while aggregate
RPWs (Real Producer Wage) have continued to increase.
A question that warrants further consideration is whether
Australia’s stellar terms of trade performance has masked
underlying structural problems, including lower productivity
growth, under-investment in capital generally, and tech capital
in particular, that has left some industries with capital mixes
and capital-labour ratios that are sub-optimal.
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(https://assets.kpmg/content/dam/kpmg/au/pdf/2019/
wage-growth-productivity-technology.pdf)
The difference between the (public) statements of the RBA
and those of KPMG is that the RBA points to circumstantial
and existential forces, while KPMG suggests structural problems are at work — something far easier for a private firm to
do.
The next question is, of course, what does all this have to
do with dwelling prices? The answer to that question can
be seen in Chart 5. This is actually the central chart to this
article.
What can be seen here is that there is a critical nodal point
that develops in the June and September quarters of 2013.
Three things happen almost simultaneously: there is the
start of a sharp decline in terms of trade; increases in the
wage index also sharply decline; and it is the start of what
HNN would term the dwelling price bubble.
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Chart 5:Time series comparison of terms
of trade index, ABS house price index and
wage price index.

It seems somewhat astonishing, looking at this chart, that
more has not been said about this bubble. As the annotations
to the chart indicate, over a five year period, the price index
for dwellings in Sydney grew by 75%, or an average of 15% per
year. While we have seen some discussion from the RBA and
others that this price rise is based on supply/demand mismatches, it’s pretty evident that, while that may be one small
contributor, it cannot possibly account for such a sharp and
sustained rise in house prices.
We’ll explore the mismatch between actuality and analysis
more in the next section, but for now let’s examine this relationship between wages, terms of trade and dwelling prices.
This sets us into the territory we have already explored, the
narrative theory of Dr Shiller, and the reflexivity notions of
Mr Soros. What is the narrative that has driven this price
bubble, and what does it mean?
At HNN, this is what we think happened during 2013. While
economists at the RBA and elsewhere looked at their formulas and determined that increased employment must lead to
higher wages, the employees themselves were talking to their
bosses, their work colleagues and friends in other industries.
They knew, as early as 2013, that wages were not going to
grow — at least for the next five or six years. What could they
do, then, to help secure a better future for their families?
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The answer, it is pretty clear, was for them to invest in urban real estate. Those who did invest in Sydney real estate for
the December quarter of 2013 would have seen, by the same
quarter in 2014, an average gain of over 12%. And similar gains
would have continued for them over the next four years as
well.

Phantom wages
HNN calls this the “phantom wages boom”. We’ve given it
that name because we don’t actually think this is a case of a
lot of Australians looking to “get rich quick”. The reality for
the working person is that, while they are performing the
same tasks as they might have done a decade ago, the value
of that work — what the RBA governor termed their “future
human capital” — has declined considerably.
What we think these Australians are doing, through what
will likely turn out to be some risky real estate investments, is
to recover the wages they should have earned, if the economy,
and the major businesses that make up that economy, had
been managed better.
This issue of management, though, turns out to be complex
and tricky. Better management might have meant embracing
a more modern economy, based on adopting technology and
better utilising globalisation. Culturally, however, Australia
has yet to embrace either, largely because they require massive changes to current business processes.
hnn.bz

That means that mismanagement is as much about cultural determinations as strategic considerations, with the
government in particular frequently pandering to these
cultural impulses, even if they make little sense in terms of
economics.
What we have concentrated on in this section is the “grass
roots” origin of how house price increases came to play this
role of phantom wages. In the next section we’ll come back to
this issue, but from the policy perspective — how the government and the RBA both made use of this tendency to provide
“cover” for other economic goals.
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PART 3: HOUSING POLICY

How does this sound? A 216 square metre, two-storey
house, including two-car built-in garage, four bedrooms,
ample backyard, 2.5 baths, located a 30 minute drive from the
city centre. Constructed of brick veneer in 2000. Elementary
and high schools are in walkable distance. All that, for an
asking price of just $285,000.
Would you buy it?
The catch, of course, is that it’s not located in Australia. This USD199,000 house is situated instead in Houston,
Texas, one of the fastest growing and liveliest cities in the
south-western region of the USA. Houston is also one of the
most culturally diverse cities in the whole USA. It’s growing,
too, with metro Houston adding nearly 92,000 residents in
2018, boosting that region’s population to 7.0 million.

The pre-pandemic annual gross state product (GSP) of
Texas was around $2.7 trillion, compared to Australia’s $1.9
trillion in annual gross domestic product (GDP). This means
Houston has a makeup and growth rate comparable to both
Melbourne and Sydney. Yet you would need to almost triple
the price of that Houston house (especially for four bedrooms) to find anything close to it for sale in Melbourne or
Sydney, where median home values are $690,000 and $873,000
respectively. By contrast, Houston’s median home value is
under USD192,000 ($273,000).
There are dozens of similar examples of comparatively inexpensive houses in vibrant urban centres to be found in the
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US. While there are some states with especially low median
house prices — Virginia is around $140,000, and in the city of
Detroit, Michigan it is down to under $55,000 — Houston is
regarded as one of the best “bargain” cities, with a good economy and quality housing stock.
It’s only in the really big major urban areas (New York City,
Los Angeles, Boston) and space-constrained areas, such as
San Francisco and Hawaii, where US prices get anywhere
near those in Australia. And it’s worth remembering how big
the regions where these more expensive cites are located really are: the GSP of California, for example, is more than triple
Australia’s GDP.
One reason why Houston is so affordable is that the city
has done just about everything it could to make sure house
prices were kept low. Generous areas of land have been
released for development, and development restrictions are
lenient when it comes to density. Instead of maximising the
wealth of longer term residents through a miserly doling
out of residential development zones, the city has embraced
growth and change — and is booming economically as a consequence. Alongside long-term industries such as oil and gas,
biotechnology and other high-tech industries are showing
high-growth.

Australia’s housing market
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Comparisons to cities in other nations do not always
reflect all the factors at work in Australia, of course. However, they are useful because they indicate that high housing
prices, far from being somehow “inevitable”, are actually the
exception. That is especially the case in nations or regions
with relatively low population density overall. (Texas has 42.5
people per square kilometre, while VIC has 25.0 and NSW 8.6.)
This brings into question those who claim Australian house
prices are high due to demand regularly exceeding supply.
Given the relatively low population density in the two
states that are Australia’s main economic drivers, it makes
more sense that there are drivers external to the markets —
something other than just how much land there is that is
currently available — to cause these excessively high dwelling prices. In light of that, you have to ask the question, what
causes supply to seem so constrained?
Answers include planning restrictions, the fact that Australia’s major cities are located on the coast (restricting land
available in a radius from the city’s central business district),
with only limited release of government-held land for construction. Plus, of course, the ongoing increase in demand
from sources such as natural population growth and immigration.
All those factors could play a part, it is true. Yet there are
also factors that contradict the suggestion that constraint
is as important as many governmental and private sectors
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analyses suggest. For example, only 95% of building approvals result in finished projects. Then there are the constant
fears voiced — mostly in Melbourne — that the apartment
market is in a state of oversupply, and somehow “harming”
overall dwelling values. (Surely some oversupply should be
welcomed with delight, if supply constraints have been so
harmful?) Also of interest are the vast “banks” of land held by
major property developers.
In other words, while there may be some influence from
a range of “natural” causes that contribute to a constraint
on supply, there are also evidently “artificial” forces at work.
Those artificial forces constrict the housing market from
working efficiently. As we’ve discussed above, many major,
prize-winning economists have suggested that housing
markets are anything but equilibrium markets. The story of
dwelling supply in Australia bears this out.

The case for supply/availability constraints
It’s worthwhile digging down into the contrary representations of government entities, which suggest a housing bubble
is not in place. One of the more cogent cases that suggest
structural features of the economy can account for dwelling
price increases is provided by Mr Lowe of the RBA. He has
made this case in a speech already cited above, “The Housing
Market and the Economy”.
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It is something of a curious speech: it treats as somehow
part of a “normal” cycle the 80% increase in house prices in
Sydney from the December quarter of 2011 to the June quarter of 2017. It would seem to be evident to most economists
that an unprecedented gain of 80% in value over less than six
years is unlikely to be part of anything like a normal cycle.
That said, it’s essential to note, again, that Mr Lowe is
speaking publicly as one of Australia’s most influential public
servants; had he simply said the two words “housing bubble”,
the housing market might have dropped a further 15% over
the next two quarters.
Even given those caveats, however, what Mr Lowe offers
in this speech ends up being a little thin. It begins with this
statement:
Australians watch housing markets intensely, perhaps more
so than citizens of any other country. Over the five years to
late 2017, they saw nationwide housing prices increase by
almost 50 percent. Since then, prices have fallen by 9 percent,
bringing them back to their level in mid 2016. Declines of this
magnitude are unusual, but they are not unprecedented. In
2008 and 2010, prices fell by a similar amount, as they did on
two occasions in the 1980s.
This is an almost dismissive reference to an increase in
nationwide house prices by over 50%. Mr Lowe goes on to
suggest there is no such thing as a nationwide housing market in Australia, anyway.
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These nationwide figures mask considerable variation across
the country. The run-up in prices over recent years was most
pronounced in Sydney and Melbourne, so it is not surprising
that the declines over the past year have also been largest
in these two cities. In Perth and Darwin, the housing markets
have been weak for some time, affected by the swings in population and income associated with the mining boom.

So more relevant measures of activity might have been
in regard to the two dominant markets, in NSW and VIC, as
shown in Chart 6. Here we can also can see both that the fall
in 2019 was considerably steeper than in 2008 and 2010, and
that the recovery in 2020 was also significant — though this
is information to which Mr Lowe, speaking in April 2019, did
not have access.
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Mr Lowe then makes the case — common in governmental
circles — that while fundamentals might not be responsible
for housing price spikes, they
inevitably reassert themselves,
and bring about housing price
reductions:
As is well understood, shifts in
sentiment play an important role
in housing markets. When prices
are rising, people are attracted to
the market in the hope of capital
gains. At some point, though, valuations become so stretched that
demand tails off and there is a shift
in momentum. When prices are
falling, it’s the reverse. The prospect of capital losses leads buyers
to stay away or to delay purchasing. At some point, though, the
lower prices draw more buyers
into the market.
This describes pretty much the
A-B-C of how equilibrium-based
markets are supposed to work.
Mr Lowe continues his argument that the market has been
driven by shortage of dwelling
stock by referring to Chart 7.
While this certainly does show
that population growth outgrew
dwelling stock availability during
the period from roughly 2012 to
2014, it also shows dwelling stock
outgrows population from 2014
through to a projected 2021.
There is also the factor, of
course, that population is a not
the best measure of housing dehnn.bz

TOP
Chart 6:Percentage change in ABS
housing price index.
BOTTOM
Chart 7:Population and dwelling stock
growth: RBA.

mand, with household formation a better way to go. Chart 8,
derived from ABS Census data by the Australian Housing and
Urban Research Institute (AHURI), indicates that housing
formation is lagging population growth by a several percentage points.
Factors such as this are reflected in Mr Lowe’s speech. He
does have this to say about the situation in New South Wales
(NSW), as shown in Chart 9:
In New South Wales it is a similar story, although it is not quite
as stark. The recent rate of home building in New South Wales
is the highest in decades. At the same time, population growth
is moderating, partly due to people moving to other cities,
attracted by their lower housing prices and rents.
But having pointed this out, he neglects to draw any strong
conclusions.

79

Next we come to the charts for affordability, measured as
the ratio between house price and average annual income —
more or less, how many years an average person would have
to work to earn the equivalent of the dwelling price. Mr Lowe
refers to Chart 10 which shows ratios across Australia. This
indicates a peak for the ratio around 6.0 or so.
By 2017, the ratio of the median home price to income had
reached very high levels in Sydney and Melbourne... Finding
the deposit to purchase a home
had become beyond the reach
of many people, especially first
home buyers if they did not have
others to help them. At the same
time, the combination of high
prices and weak growth in rents
meant that rental yields were quite
low. So, naturally, momentum
shifted. Given the big run-up in
prices and the large increase in
supply, a correction at some point
was not surprising, although the
precise timing is nearly impossible
to predict.
Which sounds great, except the
chart to which he refers does not
show the ratios for Sydney and
Melbourne, it shows the ratios for
NSW and VIC. The actual peak
ratio for Sydney is over 16.0 —
which might have sounded an
alarm, in terms of bubble pricing.
That data is shown in Chart 11 for
Sydney, Melbourne and Brisbane.
It’s worth adding at this point,
too, that the 2019 recovery in
house prices didn’t just happen
on its own. There was an election
hnn.bz

TOP
Chart 8:Household growth vs populatiojn growth: AHUR.
BOTTOM
Chart 9:Population and dwelling stock
growth for WA and NSW: RBA.

which retained incentives for real estate investors, and three
interest rate cuts which brought the rate down from 1.50% in
May 2019 to 0.75% in October 2019. Also, the Australian Prudential Regulatory Authority (APRA) relaxed its requirement
that mortgage issuers test the viability of housing mortgages
should interest rates hit 7.0%, substituting a test for interest
rates growing by 2.5% over the lender’s current nominal rate
instead.
It’s true, as mentioned above, that the RBA is not tasked
with delivering the blunt truth about the economy all the
time, but this still does stand out as something of an extraordinary performance. But it is not one without a purpose, as
we will discuss later. Mr Lowe is not “covering” for an economic flaw, he’s attempting to implement a specific, RBA-derived policy, in HNN’s analysis.

The case against fundamental constraints
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What are the other factors
that could be contributing to
increased house prices? In a 2020
paper entitled “The Australian
housing supply myth”, Cameron
K. Murray, a research fellow with
the Henry Halloran Trust at the
University of Sydney, suggests
some causes of soaring house
prices that go beyond supply/demand constraints.
Economists and policymakers
in Australia have argued that
too few new homes are being
built because of restrictive town
planning regulations, leading to
lower housing supply and higher
home prices... This has become
the “official story” of many state
and federal agencies regarding
the primary cause of rising home
prices in Australia.
Dr Cameron’s paper suggests
that the contention that constraints on housing supply drive
up prices is a myth, one that suits
the future plans of both major
housing developers in the private
sector, as well as state and federal
governments.
The myth suits larger property
developers, he states, because by
arguing that constraints impact housing affordability, they
increase the chance of those
hnn.bz

TOP
Chart 10:Housing price-to-income-ratiosfor states & territories: RBA
BOTTOM
Chart 11:Housing price-to-income-ratiosfor major cities: ABS via The Gaurdian.
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constraints being eased, which would then boost the value
of their existing landbanks. His analysis goes back to the
basic forensic question, cui bono? (To whom is it of benefit?)
If the myth were completely true, then why are developers
lobbying for a reduction in restraints, which would see their
competition increase in the marketplace? The reality beneath
the myth, Dr Cameron suggests, is that the constraints on
development opportunities is caused by major developers
holding large “landbanks” they do not develop.
The housing supply myth is that overly burdensome planning
controls have constrained the rate of housing construction,
reducing density, and adding costs to the construction of new
dwellings. Supply and demand logic implies that prices are
higher than they otherwise would be.
...
Assume that the myth is true, then assess the economic consequences for the housing developers who perpetuate the myth
to help lobby for more relaxed planning controls. Can it be
the case that companies in the business of selling housing are
lobbying for a policy that increases competition and reduces
the price of their product?
The negative economic effect on housing development
companies from more competition and lower home prices is
amplified by the fact that landbanks dominate their balance
sheets. The value of these landbanks would immediately
collapse if changing planning controls increased supply from
competitors and decreased prices. For example, Stockland
holds a $3.5 billion residential landbank, and Lendlease holds
a $4 billion landbank. A 20% decline in home prices would
require at least a $2.4 billion write-down for just these two
developers.
The appeal of the constraint myth to government is every
bit as compelling, according to Dr Cameron:
What makes the housing supply myth so appealing is that it
allows governments to shed responsibility for policies that
would make housing cheaper. If high prices are due to planning controls, then the solution to them is to change the planning system. Public housing, changing tax incentives, regulation of bank credit, or better rental protections, all no longer
make sense as solutions once the problem has been identified
as restrictive planning controls.
The myth also helps satisfy a very real political calculus. The
70% of home-owning households want their $7 trillion of
housing value to be increased, not eroded. Governments can
ensure home prices remain expensive while pretending to
care about housing affordability by pushing “placebo policy”
focussed on planning controls.
Looking specifically at Sydney, Dr Cameron also shows evidence that approvals have historically outweighed completions — which would not be the case if planning restrictions
placed an excessive burden on new dwelling development:
We can see that approving more dwellings for construction
does automatically result in faster housing construction by
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looking at the recent history of Sydney. Sydney has been the
centre of the supply myth as dwelling prices ballooned 74% in
the five years after 2012. Yet the data shows that the number
of planning approvals for new dwellings greatly exceeded
the number of dwellings constructed... Notably, since 1999
the cumulative gap between approvals and completions is
142,000 in Sydney alone, with over 100,000 surplus approvals
granted since the 2012 price boom began. The same pattern
exists in the Queensland data... The ability to secure planning
approvals is not a binding constraint on the rate of new dwelling supply.

Dr Cameron quotes HIA statements which suggest stimulating demand is the best way to increase supply (as the
Australian housing industry is largely driven by home owners who buy first and build later, unlike housing industries in
the US and elsewhere) to support his contention that:
Instead of accepting lower prices in order to sell more new
housing, developers reduce their supply. For the supply myth
to be true, this cannot happen. Some mechanism is needed to
force developers to keep supplying even if prices are falling,
just because the planning system allows it.
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These contentions are supported by other factual sources
as well. In a series of graphs (https://www.macrobusiness.
com.au/2020/10/australia-faces-unprecedented-property-glut/) the well-regarded economics blog Macrobusiness
identifies a coming oversupply on the property market,
which flatly contradicts that statements of governments and
some analysts in the real estate industry.
An additional source of conclusions similar to Dr Cameron’s is a 2017 paper entitled “Regional housing supply and
demand in Australia”, written by Ben Phillips and Cukkoo
Joseph of the Australian National University Centre for Social Research and Methods. This paper has the advantage of
looking outside Australia’s urban areas. The authors suggest
that:
In aggregate, where we assume all unoccupied dwellings are
part of the usable supply of housing and we account for the
growth in persons living in non-private dwellings, we find that
Australia has a cumulative oversupply of 164,000 dwellings
as of August 2017 relative to an assumed balanced market in
2001. With regard to underlying shifts in demographic factors
and types of dwelling, this suggests that Australia is not presently subject to a housing shortage, and that the recent substantial increase in home building is not a struggle to redress
apparent undersupply, but rather is already creating a surplus.
The authors expand on this:
Between the financial years 2001 and 2017, the Australian
housing market experienced an oversupply of 164,000 dwellings with varying distributions across regions. This represents
a surplus of just under two per cent of the total stock of
dwellings. If we regard the increase in unoccupied dwellings
since 2001 as artificially supplementing the stock of available
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housing, and omit it, then that surplus reduces to 32,000 and
effectively suggests the housing market is largely in balance.
Across Australia, however, there are significant regional differences in the balance of housing supply and demand.
...

The majority of Australia’s housing surplus is situated in the
inner-city areas of its major capitals, with Inner Brisbane,
Melbourne and Sydney all oversupplied due to recent strong
growth in unit developments. Many regional centres, particularly those in mining-sensitive areas such as North Queensland
and Western Australia, also retain housing surpluses. Many regions in the middle and outer rings of our major capital cities,
particularly Sydney, face modest housing shortages.

More or less what the authors are saying is that even given
the most generous interpretation, the story about housing
shortages does not make sense. There are some regional
shortages, for people seeking housing in very specific areas,
but this does not translate into significant shortages in either
regional or larger urban areas.

Policy directions
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To continue on from “Regional housing supply and demand
in Australia”, the authors have this to offer at the end of the
paper’s main body:
With the mining boom no longer exerting the positive economic impact Australians have experienced in the last decade,
it has been hoped that a large housing shortage will lead to
a long boom in housing construction. If our finding is correct
that the Australian housing market is not in shortage, then it
would seem more likely that the current construction boom
and the associated economic boost may only be temporary
and not a long-term solution for plugging the current economic gap. It may also be the case that in the absence of a housing shortage that the current record levels of home building
construction may not be sustainable.
Dr Cameron, writing in a blog post that was also published
online in Sydney Business Insights, suggests that the current
situation is far from accidental, in terms of policy:
What chance does a political party promising to radically
reduce home prices to improve affordability have of getting
elected?
The electoral calculus is simple. There’s no chance. If they
say they want to, they are lying. This reality is why the Federal
Budget included policies to boost housing demand but do not
expand the supply low-cost housing alternatives.
The reality is that the richest seven out of ten households own $7 trillion of housing wealth in Australia. That’s
$7,000,000,000,000, or seven million-million dollars. Every
single 1% price decline wipes off $70 billion from the balance
sheets of these households.
Yet we find ourselves in the bizarre situation where politicians
are obliged to talk like they want home prices to be lower and
“more affordable” but must act in ways that support higher
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home prices. We can only conclude that our housing market is
exactly where we Aussies want it.

Consider these figures from a recent working paper I produced with Josh Ryan-Collins. Bank lending for housing grew
from 20% of GDP in 1990 to 80% of GDP today. Business lending for investment grew from 35% to 40%. We have used the
power of banking to bid up house prices by trading them with
each other while neglecting investment across the business
community. No one saw a problem with this because it helped
house prices grow.

(https://sbi.sydney.edu.au/if-a-politician-says-they-want-affordable-homes-they-are-lying/)
These two quotes draw a picture of a housing boom that
has been, at the very least, “encouraged” by government
action, and which not only has little chance of producing any
longer term benefit, but actually creates a harmful economic
situation.
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Unfortunately, that harm is neither short-term nor is it
incidental. Instead it is deeply structural. An aspect of that
structural harm is outlined by Claudio Borio in his 2018 paper
“A blind spot in today’s macroeconomics?” In examining the
harm that reductions in real interest rates can have as a
recovery strategy from events such as housing price busts, he
points out the effect on productivity.
[C]redit booms tend to undermine productivity growth as they
occur... The key mechanism is the credit boom’s impact on labour shifts towards lower productivity growth sectors, notably
a temporarily bloated construction sector. That is, there is an
economically and statistically significant relationship between
credit expansion and the allocation component of productivity
growth... In other words, not only do credit booms undermine
productivity growth ... but they do so mainly by inducing shifts
of resources into lower productivity growth sectors.
Reducing interest rates helps boost activities such as construction, which — especially in Australia, where it has gone
backwards — have very low rates of productivity improvement. Also, while housing construction does produce some
value — namely shelters where people can live their lives —
it produces few (if any) of what economists term “spillover
effects”. These are secondary aspects to the primary activity
that contribute to growth.
For example, with something like developing the COVID-19
vaccine, not only is a working vaccine produced, but an entire
vaccine technique is developed, which can be used to produce
other vaccines in the future, as well as contributing to the
knowledge base around biochemistry in general.
What Dr Cameron’s and Dr Borio’s work points to is that
economies which increase the proportion of their business
activity in non-productive areas such as real estate and
housing transactions will eventually enter into a state of
overall decline. In simple terms, selling one patch of land for
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more money than you paid for it does not produce anything,
it simply transfers capital from one place to another. In that
process, it “consumes” capital that could be better deployed in
other growth sectors.
There are really two questions that this apparent lack of
reasonable economic planning brings up, which are interlinked, but also individual. Firstly, why have Australians so
eagerly accepted these distortions to the housing market, and
even, at times, provided something like a willing alibi for it?
And secondly, why has the government taken such a risky
path, when the downsides must have been evident?
One reason these questions seem so pertinent is that, as
compared to many other nations, such as Britain and the US,
Australians in general, seem much less interested in becoming especially wealthy. One reason for that may be that there
is a kind of “natural” wealth to the nation. In terms of nominal GDP per capita, the World Bank puts Australia at twelfth
in the world in its 2019 rankings, ahead of Sweden, Germany,
Italy, the United Kingdom and Japan, among others.
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So, what is it about real estate speculation, with all its
attendant risks and difficulties, which has so captured and
engaged Australians? One clue to an answer may be in seen
in Chart 12. This is taken from another paper written by Dr
Cameron, in association with Josh Ryan-Collins, entitled
“When homes earn more than jobs: the rentierization of the
Australian housing market”. In the paper the authors describe the meaning of the graph:
To further demonstrate the outsized scale of returns to landed
property, Figure 3 [Chart 10] compares the annual return to a
typical home over a year with the return to labour in the form
of wage income, both nationally and for Sydney (where only
recent data is available). When this metric is greater than one
it implies that the average home had a larger annual economic
return, made up of rent and capital gains, than the average
worker. Prior to June 2019, in 16 of the previous 29 quarters
(55% of the time) the median Sydney home earned more than
the median full-time worker.
If we combine this with the chart previously provided
(Chart 5) which shows housing prices taking off at about the
same time that wage index increasRatio of housing
es declined steeply, and terms of
trade also moved lower, we can
perhaps see what has happened.
Australians are not greedy, but
they do want to “move forward” in
life — they feel that one reward of
steady, ongoing labour should be
a constant improvement in their
circumstances.
The slide down in wage growth
has indicated that was not going to
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Chart 12:Ratio of housing total return
to wages

total return to wages

happen, and the decline in terms of trade meant the real consumer cost of imported goods has increased. Many non-economists frequently wonder why central banks typically set a
minimum goal for inflation at around 2.0%, rather than, say
1%, or even zero. Reasons include encouraging investment
and leaving a buffer over potential deflation, but another
valid reason is that with 2.0% inflation, if employers need to
decrease wages as some work becomes less valued, they can
do so without actually overtly reducing those wages simply by not offering an inflation-matching raise. It is evident
that with wage index increases averaging under 2.4%, a
large amount of this “pocket” wage decline is going on in the
Australian economy. To drive home that point, Chart 13 from
the RBA illustrates just how flat wage growth has become in
recent years.
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What HNN thinks happened in many Australian families
was that real estate investment — not just sanctioned, but
actively encouraged by government tax concessions and
incentives, as well as cultural norms — has been seen as the
only alternative to the now lost wage growth. Really we are
returning to the issue of “phantom wages” we raised earlier
— only this time from the “supplier” viewpoint, rather than
the recipient viewpoint. This isn’t a solution that Australians
just “happened on”; it’s one that has been encouraged by the
government, as a means of appeasing a sector of the electorate which might otherwise question the management of the
Australian economy.
That explains, in part, why there is something of an attitude by many Australians that rising house prices which
reward real estate speculation are benefits they almost
deserve, and have a right to expect. It’s not, to their minds,
“profiteering”, it’s more an extension of what “a decent wage
for a decent day’s work” meant back in the 1990s.
While it is understandable —
somewhat — that the Australian
public has that attitude, it’s less
understandable that successive
federal and state governments
have gone along with this. In
HNN’s opinion, however, this
hasn’t been a simple abrogation
of duty on the part of the government. It’s more likely, we believe, that there has been a strategy behind the support given to
the housing market. In fact, we
think there are two strategies,
one which has been supported
by the RBA, and a quite different
approach that has come from
the government itself.
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Chart 13:Real average earnings per
hour: RBA

From the RBA point of view, HNN has long believed that
the housing market has been regarded as a kind of “shield”
for the overall economy, one which would allow some important economic work to take place in the background. The
centrepiece of that economic work has been the start of Australia’s transition to a more innovative and digital economy.
Take, for example, this excerpt from a speech given by Luci
Ellis, the RBA’s Assistant Governor (Economic) in November
2017, entitled “Where is the Growth Going to Come From?”:
The drivers of innovation, like the drivers of creativity more
generally, are hard to pin down. But the literature does provide
some pointers to them. First and perhaps most important is
simply to grow: growth is more conducive to innovation than
recession is. Recessions do not engender ‘creative destruction’; they produce liquidations, which are destructive destruction. Indeed, when labour is plentiful, there is not much
incentive to invest in productivity-boosting technology. And
when everyone’s sales are weak, there is not much incentive to
invest to try to increase them.
A burst housing bubble would fit the definition (mostly) of
Ms Ellis’ “destructive destruction”, and so is to be avoided.
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The most recent call for enhancing the digital economy
came in a speech by Mr Lowe on 16 November 2020, entitled
“COVID, Our Changing Economy and Monetary Policy”:
In some areas, progress that otherwise would have taken years
has been made in a matter of months. The combination of
necessity, new technologies and the easing of regulations has
made a real difference. Digitalisation is not only helping Australians deal with the pandemic, but it will also boost productivity and can help drive future economic growth.
Perhaps the key speech in this area for the RBA, however,
was Mr Lowe’s “Trust and prosperity”, which he delivered
in November 2018. Addressing trust in shared prosperity, he
begins by outlining the problem with wage growth:
Over the period from 1995 to 2012, we witnessed a substantial lift in real hourly earnings; on average real wages
increased by almost 2 per cent per year. This occurred alongside inflation averaging around the midpoint of the 2–3 per
cent target range and strong growth in corporate profits.
Since 2012, though, it has been a different story: over these
six years, there has been little change in average real hourly
earnings. The wage increases that have occurred have been
broadly matched by inflation.
This is quite a change and it is having significant effects. On
the positive side, flat real wages have supported the substantial gains in employment that we have seen. So they have benefited many people. At the same time, though, flat real wages
are diminishing our sense of shared prosperity. The lack of real
wage growth is one of the reasons why some in our community question whether they are benefiting from our economic
success.
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Mr Lowe went on to discuss what can be done to shore up
this trust that prosperity will be shared. Outside of shortterm measures, the long-term measures were quite clear:
From a longer-term perspective, another part of the solution
is to boost our productivity. The factors that are contributing
to flat real wages for many workers are complex, but many
of them are linked to globalisation and technology. The best
way of dealing with this is not to ignore these forces, but to do
what we can to capitalise on them. This means government
and business having a sharp focus on the question of how we
can best flourish in this world of global markets and continuing improvements in technology.
From the perspective of the government (and this has included both Labor and Liberal/National Party (LNP) governments), pursuing growth via technology and a closer embrace
of globalisation is unlikely to receive widespread approval
from the electorate.
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From the perspective of the LNP, this is all about the
decline in “traditional” jobs, and — heaven forbid — a close
embrace of the shift in manufacturing work to China. For
Labor, we need only mention that embracing these two economic policies would radically reduce the value of the work
performed by virtually all members of the Construction,
Forestry, Maritime, Mining and Energy Union (CFMMEU) to
outline their hesitancies.
Just as high housing prices are likely to remain locked-in
until “external forces” reduce them, so is Australia unlikely
to pursue the most evident growth strategies, because some
Australian workers will end up disadvantaged in the short
term.
It’s notable that the two leading political figures that did
seek to follow these growth pathways, Kevin Rudd in the
Labor party, and Malcolm Turnbull for the LNP, were both
deposed as leaders of their party, and replaced by leaders who
held more “traditional” values. Mr Rudd was responsible for
the development of the National Broadband Network (NBN),
and Mr Turnbull, on first becoming Prime Minister, attempted to launch what he termed the “Ideas Boom”, to boost technological development in Australia.
Instead of following the evident path to growth, the current LNP government is using, like the RBA, the housing
bubble as a kind of “cover” for its strategic plans. Those plans
seem — as best as we can determine — to be to place the
economy on a kind of “hold” until the terms of trade (specifically with China) return to the levels they reached prior to
2011. That improvement should both produce some deflation
of consumer goods, and potentially see the job market tighten slightly, producing at least a modicum of better growth in
the wage index.
Those longer term plans — if HNN is correct — have hit
something of a snag with the COVID-19 pandemic, though
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the size of that snag remains unknown for the moment. In
terms of the housing market, the RBA has had to cut market
interest rates so low to compensate for the pandemic, that
they cannot effectively be cut further without inducing some
unfortunate side effects from rates that are negative.
We’ve seen in the recent past — most notably 2019 — that
the housing market has required interest rate cuts to shore
up the housing bubble. This means that the government will
eventually need to choose between providing fiscal support
to the housing industry — as it has through the HomeBuilder scheme — which means throwing lots of money into an
industry that will not produce real growth, or allowing the
bubble to burst, right when most Australian families are
financially vulnerable.
Added to that are some structural aspects of the housing
market that are beginning to exert some force. The long
history of over-priced housing has produced the expected
result, which is that over a third of Australians are now not
home owners. That means that incentives that apply directly
to home owners will now directly disadvantage that third of
the population — their tax dollars (they will claim) are going
to support other Australians who are actually better off than
they are.
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Additionally, the pandemic has introduced many Australians to possibilities of working from home. In a recent survey of US workers by the Wall Street Journal, over two-thirds
were keen to work from home for at least two days a week.
According to rumours HNN has heard, government departments such as the Australian Taxation Office (ATO) have had
to mandate that workers can only work from home a maximum of two days a week — claiming that this is to support
small businesses in the urban areas where ATO offices are
located. That is an indicator of potential demand.
Workers facing fewer commutes to the office will be inclined to live in more exurban areas, which offer lower real
estate prices and better value. That will place pressure on
high prices in urban areas, as demand decreases still further.
In turn, urban offices will shrink, freeing up commercial real
estate in city centres, which could then transition to dwellings, increasing supply.
Given all these circumstances coming together, and despite
the current “health” of the real estate market, it’s difficult to
see how Australia will avoid seeing the housing bubble burst,
sometime between April 2021 and January 2022.
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PART 4: WHAT ABOUT HARDWARE?
To go back to the original point we made at the start of
this article, are high house prices really good for hardware
retail? While they seem to be, because they stimulate developers to build — which means more houses built, therefore
more trade each month — a better alternative would be lower
dwelling prices which then stimulate demand, and increase
the number of houses built, rather than just their net value.
That would benefit not just retailers, but also construction
companies (outside the very big developers who have established landbanks), subcontractors and tradies.
From that point of view, looking at the medium to long
term, a housing bubble that burst, producing three calendar
quarters of slow business, followed by a reset of the industry
with brighter prospects, might really be worth it. Not only
would that result in increased volume of home building, but
families spending less on their dwellings could then mean
they have more funds available for the kinds of fittings hardware stores sell.
There is, however, another side to this story as well. When
we look at what various governments have done over the
past fifteen years or so to support the housing industry, there
is a startling conclusion that can be reached. In effect, not
only the housing industry, but also hardware retail has been
the recipient of government support. This might not be the
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same kind of industry support that was prevalent during the
high tariff periods of the 1960s and 1970s, but it really has had
some of the same effects.
One of those notable effects is the lack of true innovation.
That isn’t a direct criticism of hardware retailers. During the
past era of high tariffs a major reason for a lack of innovation
was that the tariff regime itself was a major source of revenues, and innovation in that context was really just a cost.
We see that same arithmetic at work in the housing construction industry today. According the the Productivity
Commission, in recent years construction has been posting
either very small gains in productivity, or actually going
backwards, and becoming less productive. It’s clear to see
why: the biggest boost to construction incomes is when,
under the influence of government stimulus, demand for
housing construction increases and construction companies
(and workers) are able to charge their customers more. These
companies believe it simply isn’t worth spending the money
to develop more efficient processes and train workers in how
to utilise these when the seasonal and cyclical markets ultimately make or break many businesses.
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Something like that has also gone on with hardware retail.
As HNN has often pointed out, we’re just not so sure that
hardware retailers are really catering to the new and emerging needs of their prospective customers, especially the retail
customers. Many stores saw a surge in DIY customers during
2020 as families in lockdown became more interested in home
improvement, and “went local” as they both did not want
to travel to a more distant Bunnings, or encountered long
waiting times at Bunnings due to COVID-19 limitations on
customer numbers. In 2021 they face the problem of how to
retain some of those customers. The answer is likely going to
be by changing some aspects of their businesses — and that’s
going to be a surprisingly big retail challenge.

Competing with Bunnings
Today many independent hardware retailers look at the
Wesfarmers-owned Bunnings big-box retailers as being
competitors it is difficult to beat. Paradoxically, that has
really come about because of the situation created by the
government subsidising the construction industry. With
trade sales still the major source of revenue for most smaller
retailers, they’ve been confined to very standard retail practices, mirroring the “straightforward” approach of their core
customers.
That has allowed Bunnings to devolve 90% of DIY sales to
being about the sale price of relatively standard products.
Independents can, with a lot of very hard work, manage to
compete on price with perhaps 50% of their range, while
some products — notably power tools — remain beyond
reach most of the time.
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For many retailers, the notion that they might “experiment” with new product lines or customer approaches has
not made sense. They simply do not have the capital to risk
on such trials, as they are constantly hammering themselves
on price, and working hard to retain something like a decent
margin. That has been further exacerbated by lending institutions such as banks being very cautious about lending to
smaller businesses — an approach supported by the thriving
business of property mortgage loans.
That has really played into the tactics and strategies of
Bunnings, because Bunnings is not really at all good at innovation when it comes to customer-facing details. One of the
major reasons for this is that most innovations that work
need to be very specific to a particular geographic market and
distinct customer base. Bunnings might have a few seasonal
and regional variations that it works into its standard processes, but these are very restricted, as its efficiency cost-base
means that the company wants as much standardisation as
possible across all its stores.
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One way to look into this is to take an example, and illustrate the situation in the current retail marketplace. Probably
3D printing is the single best example there is. In its most
common form, a 3D printer takes a spool of plastic filament
and, working in fractions of a millimetre, melts the filament
to place “dots” of plastic one on the other, to gradually build
up an object that has been previously designed in software.
Bunnings did try selling 3D printers around 2015 or so, but
the product line simply didn’t work out. That is likely because
3D printers do require a certain amount of knowledge to sell,
as well as some ongoing support. Bunnings, at least in this
area, did not perform well.
In fact, Bunnings’ sister company Officeworks continues
to sell 3D printers — and has continued to make a complete
mess of that business. If you want to know which 3D printers
you probably shouldn’t buy, just stop by one of their stores.
Better yet, try asking the sales staff a really simple question
— such as whether a printer can handle ABS filament — and
you’ll be astonished by the lack of even basic knowledge they
have.
The upside of the retail requirements, though, is that
after selling the printer, the owners need a constant supply
of the filament. That filament is relatively heavy — around
1kg per reel — and people who are involved with 3D printing
typically want a resupply immediately. It’s an ideal product
for independent hardware retailers to sell, because they can
effectively charge the price the product sells for online, plus
the delivery fee, and still have happy customers because they
get it immediately when they want it. Plus there is a lot of
on-sell available, as part of 3D printing also requires cutting,
buffing and sometimes painting.
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What would it take for hardware retailers to experiment
with selling 3D printers? A supplier, store space, some experimentation, training for sales staff, and, of course, overall
capital expenditure. But really what it requires, more than all
that, is a shift in the state of mind. It means breaking away
from the highly risk-averse approach that hardware retailers
have learned from selling mainly to conservative trade customers, and adopting a more forward-looking strategy.
It’s not a strategy that would have suited the market in
2019, but if the industry undergoes the changes HNN projects, it will be a good strategy for 2021/22.

Conclusion
Some people who have been bitten by one of the “big cats”
— tigers, lions, leopards, mountain lions — sometimes describe the very first moment of the attack as having a kind of
elation to it. Their bodies, most likely, experiencing extreme
danger, have reacted by pumping out as much endorphins as
they can, to counteract shock, to make it possible for them
to continue to act. And, as it is only the survivors who can
describe what happened, evidently it must have worked!
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In these “early times” as Australia continues to struggle
directly with the COVID-19 pandemic, before vaccination
has become widespread, we’re existing in a time when most
things seem to be going along OK, especially for hardware
retail. The concern is that all the government spending and
support is really acting like those big cat attack endorphins:
we’re OK right now, but there could be quite the economic
“hangover” waiting in the future.
We really need to look at this situation by separating out
what we might term primary effects and secondary effects.
The primary effects are those where the pandemic has affected businesses directly — a lack of customers, difficulty with
the supply chain, and, of course, staff, friends, family, customers who have become sick, or lost people close to them. Those
all create problems, are difficult to bear, and can take a strong
personal toll on us all.
Yet, in the longer term, it is more likely to be the secondary
effects that take the greatest toll. Many of these secondary
effects are less related directly to the pandemic, but more
historical faultlines in the culture or the economy, which the
pandemic has triggered into a new significance.
The potential collapse of Australia’s housing market bubble is one of those secondary effects. We can dress this up as
much as we want to, but it is very difficult not to conclude
that there has been a considerable political element to this
event, which will do some harm to the hardware retail industry and, more importantly, be quite devastating to more than
a few Australian families.
One of the fundamentals that HNN has brought to virtually every economic analysis of the Australian situation
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over the past five years is to constantly ask why high growth
industries with high technology products or services receive
so little funding and encouragement. That goes beyond such
direct matters as using “green” technologies to replace older,
more polluting technologies (such as coal and gas) to produce
electricity, though these debates have a place as well.
What we are finding in the economy is that various government bodies tend to lag far behind business and industry
when it comes to appreciating the benefits of technology. Coal-fired power stations are failing, for example, not
through lack of government support, but because canny
investors do not want to make 20-year investments in a technology with a 10-year (at best) lifespan. Similarly, little if any
encouragement was given to the retail industry to develop
online sales and delivery systems, but they went ahead with
this anyway — a development considerably accelerated by
the pandemic itself.
What this leads us to conclude is that perhaps what we
should be thinking about mostly as we lurch into what will
be a very different 2021 than any we had once imagined, is
what we might call tertiary effects. Those tertiary effects are
less about the changes that the pandemic has brought about,
and more about resistance to those changes becoming a more
permanent feature of the Australian society and economy.
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For example, if the pandemic does lead to fewer people
commuting from suburbs to cities, this could bring many
very positive benefits. Less fuel will be consumed, which
means less pollution. Infrastructure spending can be cut
back, at the same time as travel times can be reduced as traffic jams become a rarity. More families will be able to make
do with a single car, which means improving the balance of
trade and making more funds available for more important
things, such as education.
Corporations have endlessly lectured on the importance
of “work/life balance”; working from home may not be a
complete solution, but it offers more and better alternatives,
if these are taken up. If families, freed from several days of
commuting, are able to live in fringe rural, exurban communities, that will bring great benefits to many regional areas,
some hard-hit by the closure of factories over the past decade.
Of course, there are going to be losers as well. It is likely
many cafes in CBDs will either have to close, or at least seek
rent reductions from their landlords. Point-to-point transportation with outdated systems, such as taxies, could find
revenues reduced still further in urban centres. And so on.
But the reality of this is not that it is any kind of a revolutionary change. For Australia in particular, urbanisation has
really been handled by taking models developed in the 1970s
and 1980s and scaling them up. That hasn’t worked very well,
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as the constant stresses on infrastructure have borne out.
The past has become a kind of stricture on the possibilities of
the present.
However, there are already strong signs that people both in
government and established big-business are going to apply
pressure to take things back to the way they were in 2019.
Those efforts will, over the next three years, fail in most cases. The danger is that they will prove very expensive — expensive enough to delay a complete recovery by several years,
or even lead to a complete collapse in some business areas.
However, the potential for change is even larger than this.
Many Australians (especially Victorians) have been astonished to watch as first the federal government delegated almost all responsibility for on-the-ground management of the
COVID-19 pandemic to the states, and then the states in many
cases fumbled handling testing, quarantine and treatment.
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Those who tuned in to listen to enquiry into the failed
quarantine hotels in Melbourne would likely have come to a
shared conclusion: there weren’t really an villains (in fact, almost all of the public servants were dedicated, hard working
and intent on doing the right thing), they just seemed to be
not especially bright people, at least when it came to coping
with a unique challenge. They could not grasp what the situation they were handling required, as their reference points
were all internal to the organisations where they worked.
The conclusion that many of us have had to draw is that
what we’ve seen of government planning and government’s
ability to cope with new challenges is actually going to be as
good as it gets, at least for the current generation. It’s not so
much dysfunctional, it’s just very limited in its capabilities.
As a result, we need to develop non-governmental capabilities that can match the challenges we will face in the future.
Businesses need to play a lead role in that development.
That is going to have to extend also to areas such as pricing
in housing markets. While we have deliberately downplayed
this aspect in our coverage of these markets, another way
of looking at what has happened over the past eight years is
that the government and its agencies have to some extent deliberately manipulated these markets for their own purposes.
In the purest terms, the Australian economy has not been
doing well during that period, and the housing market has
been used to partially conceal this circumstance. No doubt
this was done with the best intentions, but as an effort to
improve the circumstances for Australians, it has failed. In
the end, the only way for the Australian economy to return to
a higher level of growth is for Australia to finally get over its
resistance to change, and embrace — as the RBA has suggested — both technology and globalisation. That, or accept a
gradually diminishing, outdated economy, and a retreat into
irrelevance on the world stage.
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John Ioakim

The Lakes H Hardware - LAKES ENTRANCE, VIC
How did you come into the hardware business?
I was the store manager of this store under the previous owners when it was
a bannered store. In 2016 the owners called me looking to sell. My wife,
Leanne and I spent many a night around the kitchen table running figures
and swapping ideas for the store. We decided to go for it but we wanted to
be truly independent and in control of our stock.

What made you decide on branding your new store H Hardware?
We had a few recommendations to join the HBT Buying Group and when that
stacked up we had a chat with Steve Fatileh who showed us the branding
for H Hardware. It looked great, the colours are eye catching and it really
stands out. The clincher for us was that the store was ours, we could be

For more information and
membership application call

1300 305 719

independent with a strong brand and no forced promotional stock eating up
floor space and our bottom dollar.

How is business today?
We opened in July 2016 and 12 months on business is good. We’ve had
growth and we have strong customer base. Our trade business makes up
75% of the business, I look after that and Leanne is the face of our retail
side. It’s come along way from our first official order that BGC sent to our
house and I borrowed a trailer to be able to deliver it to site.

What would you say to someone considering transitioning
to H Hardware?

If you want to have control of your business, your stock, your promotions
and a stand out brand,then H Hardware is a no brainer.

