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Global Housing Trends

Key points

» Around 63% of Australians own a home, either outright or
with a mortgage. This is towards the lower end of the range
across comparable OECD countries.

> Australia’s relatively lower homeownership rate is one sign
of the housing affordability problem. Other metrics show a
similar issue, with Australia’s household debt-to-income
levels at a record high at 214% and above global peers. The
home-price-to-income ratio is at 9.6 times, at the high end
of the range relative to peers, and nearly double its level in
early 2000.

> Sydney’s home-price-to-income ratio ranks amongst one of
the most expensive cities in the world. While this can be
“justified” as Sydney is now a major global hub, Brisbane
and Melbourne are not far behind in rankings and regional
price-to-income ratios are also very elevated which shows
that the problem is not just in the capital cities.

» Australia’s housing affordability issues can be improved by a
significant rise in new housing construction (particularly
units), better align migration to new housing supply and do
a broad scale tax review which may include changes to
housing-specific taxes. But there is no quick “fix” to housing
affordability, the goal now is to stop it from getting worse!

Introduction

Australia’s lack of affordable housing is in the spotlight (again) and is
increasingly morphing into a key battleground area for the 2025 Federal
election. The common belief that Australian homes have become
unaffordable is understandable, as all the metrics around affordability have
deteriorated. But how does the housing situation in Australia compare to
our global peers? We go through this issue in this edition of Econosights.

It's not the Great Australian Dream it's the Great Home
Ownership Dream!

They call it “The Great Australian Dream” to own a home. But in reality, isn’t
it the goal of everyone to aspire to own their own home? Actually “The
Great Australian Dream” was coined from the “The Great American Dream”
— it was never ours to begin with! Home ownership rates around the world
shows us that Australia’s ~¥63% home ownership rate (both mortgage and
outright owners) is on the low end of the spectrum, especially compared to
ex-Soviet European countries (see the next chart). High global home
ownership rates indicate that it’s an aspiration of most people to own their
own property. In Australia, there are around 2.5 people per dwelling, which
has fallen from around 2.8 in the mid 1980s. In comparable countries,
household size is similar with Canada at 2.45, the US at 2.49, UK at 2.27 and
New Zealand at 2.6.

OCTOBER 2024

Homeownership Rate in OECD Countries (%)

m Outright owners Owners with mortgages

Switzerland M 37
Colombia
Germany
Austria
Denmark
Netherlands
Sweden
Chile I 60

ance I
Australia> I 63
nrand
Luxembour
New Zealan
United States
. Belgium
United Kingdom
Iceland
Canada
Ireland
Mexico
Italy I 72
Norway
Costa Rica I 73
Greece
Slovenia
Portugal
Spain
Czech Republic
Estonia
Latvia
HPoland
ungary
Slovak Rehpl?blgc

Lithuania

IS
©

‘ )
N

~ P

a

[o2]

w
©
s

((e]{e)
NN

o
N
o
N
o
o
=]
®
S
=
o
=]

Source: OECD, AMP
Housing affordability metrics

There are numerous ways to look at housing affordability. Household debt-
to-income ratios are one of them. Australia’s record high household debt
statistics are well known. Household debt is more than double income, at
around 214%. This is higher than our peers like the US at 110%, NZ at
137% and Canada at 184% (see the chart below). US households have
been on a deleveraging cycle after the GFC and household-debt-to-income
is still below its 2007 high. Australian household debt dipped briefly during
the pandemic but has risen back to a record high.
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Australian’s high relative debt levels have been a persistent concern since
the early 2000s, when household debt-to-income really took off. High
household debt holdings increase the vulnerability of households to rising
interest rates (which increases debt repayments) and to a downside
economic shock (like slowing economic activity which increases the
unemployment rate) as households may have difficulty with debt
repayments. Household debt data captures past and present affordability
dynamics, because it looks at the stock of debt. Home price-to-income
ratios are a good guide to present dynamics in the housing market, as a
guide to accessibility into the market. Many global organisations construct
home-price-to-income ratios but often they are annual, indexed (not
outright ratios) or have a short time history. Usually, household income is
also used (rather than individual income) because homes are usually
purchased with another person. We constructed global home-price-
income ratios using individual wages (rather than household wages)
because a longer history was available across all countries and also to allow
for fairer comparisons because household size varies around the world.
Australia’s home-price-to-income ratio is at 9.6 on our measure, nearly
doubling from 4.9 in 2000, when the home-price-to-income ratio started
rising sharply. This period occurred alongside a fall in interest rates from
the highs of the early 1990s, the start of Australia’s housing undersupply
problem (driven by a big rise in Australia’s population from increased
overseas migration which was not met by a commensurate lift in housing
construction) and some changes in the Australian tax system to incentivise
investment. Australia’s high home price-to-income ratio sits close to New
Zealand and Canada and has outpaced the US since the GFC.
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We can also look at home-price-to-income ratios by capital cities (see the
chart below). On a capital city basis, Sydney ranks among some of the most
expensive cities in the world (with a price-to-income ratio of 12.8) and
Brisbane and Melbourne are not far behind.
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Simply looking at capital city home-price-to-index ratios would indicate that
Australia’s housing affordability problem reflects the fact that the capital
cities have become major global hubs. Whilst this is true, the problem for
Australia is that 48% of the population reside in just 3 capital cities (of
Sydney, Melbourne and Brisbane) which arguably makes the affordability
problem arguably worse in Australia, because there are less affordable
markets to pick from. This is confirmed by regional home price data.
Corelogic and ANU data show that the regional home price-to-household-
income-ratio was at 7.6 in mid-2024, not far from the combined capital
average ratio of 7.9 which indicates that both capital city and regional areas
have affordability challenges.

Social issues

There is a high risk that affordability issues with housing will lead to social
unrest. Rising homelessness is an increasing problem in many parts of the
western world. The OECD countries with the largest homeless population
are the UK, France, Czechia and Germany which are not necessarily the most
unaffordable housing markets around the world but do tend to be
expensive. The US, New Zealand, Australia and Canada are in the top 10
OECD countries with the highest homeless populations per 100k persons
(see the chart below). Of course, there are many other issues at play that
contribute to homelessness, especially in regards to the labour force, but
housing is a major contributing factor.
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Generational angst around affordability is also an increasing problem
which we have written about here and will be a debated issue in the 2025
Federal election.

Implications for investors

Whilst many of Australia’s peers face similar challenges around housing
affordability, Australia’s situation has appeared to have gotten even worse
after the pandemic because of a worsening gap between low housing supply
and high demand for new housing. And this has occurred in a high interest
rate environment, which would normally see lower home price growth.

We have previously written about the changes required to help address
housing affordability here. While there are no quick fixes for affordability,
there can be solutions to stop it from getting worse and to get home prices
growing in line with income over the long-term, rather than home prices
continually running above incomes. The priority needs to be a big lift in
housing construction (running at least 240K new homes per year), aligning
net overseas migration to these levels (which means making more cutbacks
to immigration) and a tax review with potential changes to housing specific
taxes like replacing stamp duty with a land tax, limiting negative gearing and
reducing the capital gains tax discount.

Diana Mousina
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