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The housing affordability debate
has become badly muddled, and
there’s a growing risk of good
intentions latching on to bad policy.

Most Aunstralians accept we have
an_affordability crisis. But why?
Before we do anything, we’ve got to
be clear about exactly what type of
problem exists. L

Indeed, many of today’s alleged
affordability problems are not really
problems at all, but rather reflect the
benefits of sustained economic
growth and biased measures of
housing stress.

The most widely used measure of
“‘housing _affordability’” is total
household home mortgage. interest
payments as a percentage of nation-
wide household disposable income.

As the Reserve Bank of Australia
has noted in recent commentaries,
these interest payments have lifted
to almost 12 per cent of household
income, compared with around
7 per cent in the 1990s.

And interest payments are now
higher than when Paul Keating had
18 per cent mortgage interest rates
in the late 1980s. -

So. far so. bad. But does  this
necessarily .mean households are
worse off and struggling to make
payments? Far from it.

As RBA analysis makes clear, a
good chunk of the rise in interest
payments in recent years has come

‘households are likely to have

HOME WORK

\@:usm, government: Audit of federal government _mé,mg%m,m and states to

n_ﬂm*m«,m%w o
1 residential ,

households who car
‘higher debt. ‘

tive developments in the economy.
First, the trend decline in interest
rates made it more affordable and
-advantageous to leverage further
into housing assets. )

Second, in economists’ parlance,
housing demand is .a ‘‘superior”’
good —  meaning
demand more of it as th
rise. With a solid econom
falling unemployment,

decided to spend relatively more’ of

can easily handle

~And they’ve reacted to two posi-

their budgets on housing services.
The average size a
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ny were previously unemployed
d/or credit: rationed -out-of ‘the

- market. First-home owner irritation

has merely switched from not being
able to get a loan to paying so much
for one. ;

Meanwhile, the evidence suggests
many of the alleged causes of

Australia’s housing “‘problem” —

tax ‘concessions,  poor  transport,
land = release and government
charges  — ‘may have had only
marginal effects. Australia’s overall
tax concessions for housing appear
no worse than in other countries.
By international standards, Aus-
tralian housing costs seem high, but

largely because our relatively small
population to land mass encourages

us 1o clump together in a few highly
urbani centres, where  housing
space is usually at a premium.
Urbanisation also has its advan-
tages: if it didn’t, more of us would

_ live in cheaper country towns.

At the end of the day, housing is
a market like any other — costs will
reflect what houscholds _are pre-

pared to pay. -

to devote to servicing a mortgage on

the _ median-priced home. This

-servicing burden has also increased

considerably. But so what?

. With a solid economy and an
easing in credit standards, even first-
home’ buyers are likely to have
become more. willing and able to

spend up on homes.

It’s no surprise, therefore, many
are spending more of their. house-
hold budgets on housing services, as

A strong economy, lower interest
rates and easier credit standards
have increased our willingness and

.capacity to pay for such highly-

prized services. s
But we’re also. willingly paying
more for our (flatscreen) TVs — yet
who suggests this is an affordability
problem. that required government
intervention? .
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