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18t question:
Will you be able to afford to buy a home, later?
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Housing Prices and Household Debt*
Ratio to household disposable income

ratio Housing prices Household debt ratio
6 2.0
House prices
keep rising ; -
relative to
Incomes.
4 1.2
= Mortgage
. 3 0.8
debt rises too.
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*  Household disposable income is after tax, before the deduction of
interest payments, and includes income of unincorporated enterprises.
Sources: ABS; Cotality; RBA.
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How do these affect the price of
buying/renting a house”?

*Population growth

-Land availability

*Long housing approval process

-Labour shortage in the construction sector
*‘Reduced average household size
‘Increased household wealth

*Higher interest rates

*First home owner grants
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Simple intuition

* Anything that increases demand will raise the price: more
people want the same number of houses

* Anything that increases supply will lower the price: sellers
have fewer buyers per house
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How do these affect the price of
buying/renting a house”?

‘Population growth 4 increases demand
‘Land availability v affects supply
‘Long housing approval process v reduces supply

‘Labour shortage in the construction sector vreduces supply
*‘Reduced average household size increases demand
‘Increased household wealth increases demand

‘Higher interest rates v supply + v demand

*First home owner grants 4 increases demand
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Supply and demand

Supply:
Price a = new builds
= people downsizing
e This represents one uniform
product: Let’s say two-
bedroom houses in Tarneit.
* But the prices of all houses
$420,000 are interconnected.

* The shorter the timeframe,
the more inelastic the supply
curve is.

Demand

a
»

Houses sold in a year
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What is the effect of first home owner grants of $20k?

Suppl
Price |, PR

* The demand curve shifts UP
by $20,000
S440,000

S20k

»

The market will settle at the
new intersection of demand

and supply = less than $440k
$420,000

Government is spending
$20k each but buyers are not
saving $20k....

NEW Demand

Demand

a

Houses sold in a year
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Do these affect supply or
demand of housing?

‘Population growth 4 increases demand
‘Land availability v affects supply
‘Long housing approval process v reduces supply

‘Labour shortage in the construction sector vreduces supply
*‘Reduced average household size increases demand
‘Increased household wealth increases demand

‘Higher interest rates v supply + v demand

*First home owner grants 4 increases demand
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About Me

ESA

The Economic Society
of Australia

Name: [Insert name]

What | work on: [Short description]
What | love about my job: [verbal]
Why economics matters to me:

v It helps explain real decisions
v It guides good policy

v It opens diverse careers




What is economics?

Analysing decisions by people, firms and governments
Q within existing rules

Ex: How firms respond to a fuel crisis.

-4 Predicting future decisions

~ Designing the rules

Ex: Your firm setting up an auction for suppliers. Government designing Medicare rules.
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Micro (zoom in):
* Individuals, firms, markets

« Prices, competition, incentives,
contracts

Macro (zoom out):

« Inflation, unemployment, interest
rates, exchange rate

e Growth
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Micro (zoom in):

Private Sector Public Sector

Setting prices Setting tax policy, innovation
Data analytics policy, competition policy
Running auctions (like Google Design of services like Medicare,

keyword auctions for advertisers) HECS, NDIS, childcare,
Strategy (investing, new markets) Centrelink...
Marketing (new services)

Macro (zoom out):

ES

Private Sector Public Sector

Forecasting inflation, exchange Setting interest rates,
rates, changes to government infrastructure spending, stimulus
policy in recession
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Current economic issues in Australia

« Cost of living, inflation, and the
fuel crisis

» Housing affordability
 Climate transition

* Increasing market power of
‘ large firms
-  Al, technological change and
job losses

Inequality and mobility
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Simulation Game

$a4
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What the game shows

v' Markets work best with competition and information
v' Market failures arise from power or information gaps
v" Policy tools can help correct failures
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Skills you gain from economics

ES

v Analytical thinking

v Data literacy

v Understanding incentives

v Evaluating trade-offs

v' Communication and reasoning
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A really huge range of jobs.....
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Lots of pathways into economics jobs!

Business degree

ﬁ Arts degree ﬁ J O B S
PPE ﬂ
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Question 2:
Why is car insurance for young people so expensive?

* Young drivers are higher risk than older
drivers, on average

* Insurers don’t know which young people
are the safe drivers.

=» High insurance prices for young people

= Some parents are willing to put their
iStock ,. kids on their insurance policy

Credit: davidf
« Could those young people be somewhat
safer drivers?

* Why? What information do parents
have?
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Question 2:
Why is car insurance for young people so expensive?

ES

iStock’

Credit: davidf
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« Some parents are willing to put their
Kids on their insurance policy

Adverse selection:

If those kids are safer drivers, the
remaining pool is even less safe

=» Insurance premiums for young
people go up even more

=>» More move onto their parents’ policy
...




Question 3: Net zero and the generations

Younger people are more concerned about
climate change than older people (on average):
why?

Political support for the net zero transition may
erode if it costs too much right now
=>» Carbon taxes on large emitters, but less use of

b taxes since Australia repealed a carbon tax in
lcreg::: wrar;éel - 201 4

=>» Implement the net zero transition through
subsidies (= pay later), regulation (= less visible)

v
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Net zero...for less! @

We want to
« End activities that pollute a lot and don’t create much $3
« Retain activities that create more $$ for less pollution

A carbon price actually achieves this: but it could take many forms!
1. Carbon tax
2. Carbon emitting permits that can be traded
3. (Harder) Government rules and subsidies that mimic a price
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Tradeable carbon permits: how does that work??

« If | give a permit to a big fertilizer plant,
doesn’t that encourage them to pollute?
« Let’s say that carbon permits are trading
at $100 per tonne of carbon
=» If that firm is earning $200 profit per
tonne of carbon, it will keep emitting
=> But let’s say that they’re making just
$50 profit per tonne on the last ten
tonnes

iStock = They will sell those last ten permits to
N .Credit:, primeimages‘ someone e|se
\ "

« By limiting the number of permits (by
buying some back) we can affect the price
of permits, and the amount of emissions.
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Australia’s approach

Australia aims to have rules and
subsidies that mimic a carbon price

* Rules that ban cars with high
emissions

« Subsidies for low-carbon
emissions

e Subsidies for electric vehicles

But it's very hard to get to the right
price!
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Electric vehicles: have we got the price right?

carbon

Exemption from fringe benefits tax $987 - $20,084
$3000 EV subsidy and stamp duty §217 - 59,470
exemption

VIC govt S3000 EV subsidy and stamp duty $203 - $S6999
exemption

QLD govt $3000 EV subsidy and stamp duty $165 - $7205
exemption

EV stamp duty and registration discount $92 - $3,837

South Australia govt $3000 EV subsidy and registration $239 - 510,406
exemption for three years
Western Australia govt $3500 EV subsidy $165 - $7205
EV stamp duty exemption S95 - $4117
ACT govt EV stamp duty exemption S83 - $3608

Source: 2023 Productivity Inquiry, Productivity Commission



Any reasons why we might need bigger
subsidies for EVs?

. Chicken-or-the-egg problem:

« To get charging infrastructure, there
have to be enough EV drivers

« But people will be discouraged from
buying EVs if there aren’t many
eeeeeeeeeeeeeeeeeeee | places to charge

=» Subsidise EVs to kickstart
things?
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Questions?

Happy to discuss economics, careers, or today’s
activities
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