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Clear Support For The Government’s Asset
Recycling Approach
New research has found overwhelming support for the
NSW Government’s policy of recycling property assets
to fund infrastructure and better services, with just 9%
opposed.
The survey of 1,000 NSW residents found that if the
benefits of asset recycling are properly explained, 61%
of people support the policy, with 23% neutral and just
9% opposed.1
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Support for the policy was strongest among Millennials
(18-34 year olds) (64%) and those 65+ (66%).
Even more compelling is that when asked how new
infrastructure and better services should be paid for,
71% favoured leasing or selling under-utilised property
assets rather than more traditional measures, such as
raising taxes or increasing public debt.
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Figure 1 – Public opinion on asset recycling
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Figure 2 – How should the NSW Government best fund new infrastructure
and better services for the people of NSW?

ASSET RECYCLING DEFINED

While the research showed clear support for
asset recycling, it also highlighted a lack of public
understanding of the policy.

Asset Recycling (or Capital Recycling) is the sale
of underperforming or surplus assets to return the
capital to invest in new assets or revitalise existing
assets.

Just 11% of people surveyed were aware of the policy and
its benefits, while 20% were aware of the policy but not
its benefits.

Governments are increasingly looking to asset
recycling as a means of alleviating budget pressure
and delivering new infrastructure and services.

The intention of this report is to contribute to public
discussion on how well-considered asset recycling in the
property sector is delivering better outcomes in Australia
and abroad.

Since 2012, asset recycling has been one of the core
principles of the NSW Government’s property policy.

1 Galaxy research of 1000 NSW residents, September 2016

NSW Context
Asset recycling is a fundamental principle of responsible
private sector property portfolio management. When
the Government undertakes asset recycling there is the
additional requirement of providing public services and
amenities efficiently.
Continual upgrade and revitalisation of urban assets
and infrastructure is required to meet the needs of a
rapidly growing and changing population; successful
urban places serve as the backbone of society.2 The
capability of our urban environment must pro-actively
address demographic shifts and population growth
and this is linked to national productivity and improved
living standards.3
A recent media release (12 September 2016) from the
NSW Department of Planning suggests that by the year
2036, the population of NSW will reach 10 million people;
an increase of approximately 2.5 million.4 To address this
significant increase the NSW Government has allocated
$73.3 billion to urban and infrastructure investment over
the next four years to 2018-19.5 This includes investment
in transport, health, education, housing, electricity and
water. This is over 40% of the current NSW total nonfinancial asset value of $164B.6

All of the funding options above have positive
considerations as well as limitations in regards to the
public interest. PPPs require scale and must demonstrate
value for money, public funding through taxes or user
pays systems has limited maximum market capacity, while
further debt financing risks the AAA credit rating of the
NSW Government making it harder to attract investment
and impacting future opportunity costs. Asset recycling
is considered a sound strategy in property portfolio
management where there are underutilised or surplus
assets.

“The central premise of public sector real
property asset management should be
that real property assets are only held by
government when required, and in the form
necessary, to support core government
service provision.” 7

In order to fund this ambitious program, the NSW
Government has explored various options. These options
include, but are not limited to:
• Public Private Partnerships (PPPs);
• Public funding, including value capture;
• Debt financing; and
• Asset Recycling;

2 Glaeser, E. 2011, The Triumph of the City, Macmillan
3 Australian Government, 2010, Australia to 2050: future challenges
4 Stokes, R. 2016, Media Release, NSW Booms on Back of
Strong Economy

5 NSW Budget 2016-17, Budget Paper No.2: Infrastructure Statement
6 NSW Treasury, NSW Budget 2015-2016 Half Yearly Review
7 M2012-20 Premier’s Memorandum Government Property NSW (previously
State Property Authority) and Government Property Principles

The Asset Recycling Solution

Although the underlying framework of private sector
asset recycling has been retained for public sector
purposes there are two fundamental differences: first, that
the selection of assets to divest is related to core service
delivery improvement and second, that the proceeds are
also targeted towards this focus.
Firstly, in the determination of which assets to keep and
which assets to sell, unlike the private sector whose
decision is primarily based on the financial performance
of the asset, the public sector must take the following
into consideration:
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A key international example of managing the state
portfolio to unburden the taxpayer from high operating
cost assets is the asset recycling program for the
Victorian prisons in London. The UK Government
are replacing these aging assets with modern fit-forpurpose facilities while also returning social benefits
to the community. The program will unlock £5 billion
that will go towards the construction of new prisons in
alternative locations and regenerate the surrounding
neighbourhoods (see case study 1).
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“The primary mandate for a public property
portfolio is to operate as efficiently as
a comparable business as well as return
social impact and revitalised urban places
for public use in a sustainable manner.” 11

C

Value of assets ($billions)

• The Government should focus on providing and
supporting core services and should only own real
property assets where necessary to support service
delivery;9 and

Comparatively, asset recycling from the perspective of
government involves investing the proceeds of the sale or
lease of a government owned asset to the private sector
solely to fund new infrastructure, for urban renewal or to
better deliver services that are within the public interest.
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The public sector’s property management specialists
are now undertaking asset recycling as not only good
practice in sustainable portfolio management but as
a way to fund both the building and revitalisation of
significant urban places within our great cities. As can be
seen in figure 4 Property NSW is on par with the scale
of Australia’s largest property investment group’s asset
recycling programs.8

The second difference is the allocation of capital that has
been unlocked by the sale or the lease of the asset. Upon
unlocking this capital, the private sector is at liberty to do
whatever is deemed appropriate; whether this involves reinvesting in new or existing assets or holding the capital
as cash for future investment.

G

The concept of asset recycling is the backbone of the
property portfolio management industry. Essentially,
property portfolio managers utilise capital recycling as
a mechanism to finance the purchase of new properties
or re-balance their portfolio of assets, divesting
underperforming assets and acquiring new or reinvesting
in existing high performing assets.

• Multiple stakeholder’s interests must be considered and
add complexity to decision making.

Divestment value ($millions)

Despite recent asset sales, the NSW Government is still
in a net positive position and growing the overall asset
portfolio. The new assets currently in planning will further
add to the total asset base (see figure 3).

Figure 3 – Value of NSW total assets

Figure 4 – Comparison of property divestment with the private sector FY158

8 PwC analysis from respective Annual Reports
9 NSW Dept Finance and Services, Property Asset Utilisation Taskforce
Report, 2012

10 PwC analysis from respective Annual Reports
11 NSW Dept Finance and Services, Property Asset Utilisation Taskforce
Report, 2012
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Economic and Social Benefits of Asset Recycling
The UK prisons example highlights the economic and
social benefits of asset recycling particularly in the
government property arena where these considerations
must form part of the business case for the funding of
new projects.
The sales revenue from the divestment of underutilised or
inefficient assets can be used to fund social infrastructure
and enhance service delivery, providing greater overall
benefits (economic and social) for the community rather
than the retention of these assets.
For example, to provide funding for the upgrade of the
Circular Quay ferry wharves in Sydney, Property NSW
is divesting $200 million in commercial assets that are
considered not core to service delivery or of long term
strategic importance. The investment in infrastructure
will deliver a significant boost to economic growth and
tourism (see case study 2).
This notion is also exemplified within the public housing
sector. In the ‘business as usual’ case, the current public
housing portfolio does not enable the government to
meet the public housing need.

with a conservation management plan endorsed by the
NSW Heritage Council.
Increasing taxes or increasing debt are alternatives
to asset recycling in funding new infrastructure.
Another option is to look at alternative service delivery
approaches that reduce operating cost while increasing
service standards.
The revitalisation of urban precincts is another benefit
of asset recycling options. Not only do these precincts
return quality public realm but also an employment
multiplier of 4,000 direct jobs and 6,000 indirect jobs
can be applied for every $1 billion of infrastructure
investment.13
A key case study in the return of revitalised precincts is
Queen’s Quay in Toronto. The precinct is an exemplar of
urban place making and demonstrated the role of strong
governance over the outcomes of the sale proceeds (see
case study 3).

PwC analysis demonstrates that to
house the number of people on the NSW
Social Housing waiting list will require an
investment of $11B rising to $12.5B by 2030
if the housing wait list continues to grow in
proportion to population growth.12

Key Learnings

To improve the state of the public housing sector in NSW,
Property NSW is involved in a plan to divest a number
of old, inefficient assets to fund new social housing.
The Millers Point sale program characterises the asset
recycling solution applied to social housing. Through
the sale of a number of historic social housing premises
in the Sydney CBD fringe suburb of Millers Point, the
Government will generate sales revenue upwards of
$500m.

Strong governance to tie social and economic
outcomes to the sale or lease as well as guide the
reinvestment strategy is required to ensure a return
to the community. The risk that assets are sold
without solid basis or are sold under fair market
value can also be mitigated by good governance and
strong asset management strategies.

Asset recycling solutions are generally more
supported by the public where the cost of retaining
the asset can be clearly articulated including
opportunity cost and the business case on the use of
the funds has already been identified.

This revenue will be recycled back into the public housing
sector with the provision of approximately 1,500 new
homes. Importantly, all heritage listed properties are sold

12 NSW Family and Community Services, Expected Waiting times for
Social Housing June 2015

13 Property Council of Australia, Finding $50B: New ways to fund and
finance infrastructure

Case Study 1 – Victorian Prisons (UK)
What?
The UK government is relocating
10,000 inmates and selling the
aging prison infrastructure to fund
nine new correctional facilities and
unlock land for 3000 new homes.

Why?
The cost of maintaining the
existing buildings along with the
cost of implementing improved
standards for inmates does not
stack up to the benefits.

Where?
London, United Kingdom

Benefits
• The sale of the assets,
amounting to approximately
£5 billion in revenue.
• Sales revenue will be utilised
to construct nine new prisons
across England and Wales.
Reducing prison operating
costs by £80 million per year
due to their modern facilities.

When?
Ongoing – five of the nine new
prisons scheduled for delivery in
2020.

• The urban regeneration of
the existing prison precincts
is providing approximately
3,000 new homes, improving
streetscapes and creating
opportunity for Londoners
to own a home that is wellserviced by amenities.
Key Learnings
• A clear link between the
proceeds of the prison sales,
building new prisons and urban
regeneration of the precincts
was identified at the outset of
the program.
• Successful identification of
underutilised/inefficient assets.

Case Study 2 – Circular Quay wharves (Australia)
What?
The NSW Government is

will deliver improved transport
services and an enhanced retail

upgrading Sydney’s iconic Circular
Quay wharves.

offering for workers and visitors to
the precinct.

Where?
Circular Quay, Sydney, Australia

Benefits
• Divestment of commercial
assets, deemed to be not core
to service delivery or of long
term strategic importance, are
estimated to generate $200
million in funding for the NSW
Government’s infrastructure
fund, Restart NSW.
• Revenue will be used to fund
upgrades to ferry wharfs to
provide contemporary and
accessible facilities.

When?
Construction is due to commence
in 2019.
Why?
SCG Economics and Planning
estimate that the number of jobs
in the Circular Quay precinct will
increase by around 4,500 over
the next 30 years. Upgrades

• The project will support new
construction jobs, and ensure a
boost to economic growth and
tourism for Circular Quay.
Key Learnings
• Successful identification
of assets not of long term
strategic importance.
• This is an example of the
government using asset
recycling to unlock capital for
reinvestment in infrastructure
that will help meet the needs of
a growing population.

Case Study 3 – Queen’s Quay (Canada)
What?
As per recommendations set out
in the 2012 Drummond Report,
the Ontario Ministry of Finance
sold Toronto’s waterfront lands
on Queen’s Quay for $260
million to a partnership of private
developers (Menkes, Greystone
Managed Investments & Triovest
Realty Advisors).
Where?
Queen’s Quay – Toronto, Canada
When?
2016 – 2021

Why?
The existing government
owned assets along the Toronto
waterfront which were deemed to
be surplus.
Benefits
• As part of the sale process, the
city of Toronto detailed their
respective vision for the site.
• the successful bidder would
have to work alongside the city
to develop the area into a hub
of affordable housing, public
spaces, heritage conservation
and business towers, including
new offices for the Liquor
Control Board of Ontario
(previous government owner of
the site).

• The office towers are required
to conform to high green
standards.
• The proceeds of the sale will
be utilised to fund transit and
transportation infrastructure
projects for the state.
Key Learnings
• A clear link between the
proceeds of the sale, the
urban regeneration of the
precinct and new infrastructure
investment was identified at
the outset of the program.
• Heritage retention was
mandated.
• Coordination between public
sector and private sector to
deliver the vision set out by the
City of Toronto was carefully
governed.
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