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Housing has become less affordable, especially for low-income earners 
Housing construction hasn’t kept pace with additional demand 
•  Population growth jumped, and dwelling construction did not respond for almost a decade 
•  Mismatch between demand and supply ultimately clears through larger household sizes 
•  Even current record housing construction is barely keeping up with population growth 

Planning policy is a problem 
•  Rising house prices mainly reflect land values, not dwellings 
•  The zoning premium in Australia is large  
•  We’re not building the housing people want, where they want it 

Building more homes would make housing more affordable 
•  Building an extra 50,000 homes a year for a decade could see house prices 10-15% lower 

Other policies alone are unlikely to be enough, or produce collateral impacts 
•  (Premature) interest rates hikes have economic costs 
•  Macro-prudential rules have short-lived impact 
•  Tax reforms would make housing modestly more affordable 
•  Slower migration would improve housing affordability, but has collateral impacts 

Without more housing, it won’t be affordable 
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Home ownership is falling particularly fast 
among younger low-income earners 
Home ownership rates by age and income, 1981 and 2016  

Notes: This graph updates Burke et al 2014 using Census data obtained from the ABS. Limitations in Census calculations of household incomes means 
that changes in home ownership rates by age and income are indicative and small changes in ownership rates should be ignored. Excludes households 
with tenancy not stated (for 2016) and incomes not stated. Uses age of household reference person and equivalised household income quintiles.  
Source: ABS Census; Burke et al 2014 ‘Generational change in home purchase opportunity in Australia’; Grattan Institute 
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1. Can you save the deposit? 
•  Saving the deposit is harder than the past 
 

2. Can you afford to service the mortgage? 
•  Mortgage costs are affordable now 

•  Paying off a loan is likely to be harder with inflation, wages lower in future 
 

3. Are you comfortable with the level of risk you’re taking on? 
•  What if interest rates rise? 

•  Few new buyers are taking out high LVR loans 

There are three hurdles to home ownership 
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(Quality-adjusted) rents have grown in line 
with wages 
Nominal, index, 1997 = 100 

Notes: Nominal house price growth; All Groups CPI; Wage price index (excluding bonuses; private and public) 
Source: ABS 6401.0 Consumer Price Index, Australia; ABS 6345.0 Wage Price Index; OECD Affordable Housing Database 
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Rents have risen fastest for low-income 
households, well above inflation 
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In countries that built more housing, prices 
grew more slowly 
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For its population, Australia has relatively 
little housing stock (and it hasn’t grown) 
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Housing construction lagged population growth 
for much of the 2000s, but picked up recently 

Notes: Does not take into account demolitions. The Victorian series spikes at 3,500 in 1993 (cut off to improve readability). Higher rates of home building per 
additional resident in the 1990s in part reflect declines in average household size among the existing population. Average household size fell from 2.8 people 
per household in 1991 to 2.6 by 2001. Average household size has been flat at around 2.6 people per 
household since 2001. 
Source: ABS 8752.0 Building Activity, Australia; ABS 3101.0 Australian Demographic Statistics; Grattan analysis  
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Dwelling completions in 2015 

Notes: Estonia, Japan and Poland not shown due to large negative numbers. Dwelling construction data for 2015 or closest year. 
Source: OECD Affordable Housing Database; United Nations population database 
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Household size flat-lined from 2000 due to 
worsening affordability …  
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Melbourne 

Average annual net housing construction 

Recent construction does not meet housing 
targets, let alone actual population growth 

Notes: Draft Greater Sydney Region Plan: 725,000 additional dwellings over 2016-2036 (excludes the Central Coast). Plan Melbourne 2017: 1,550,000 
additional dwellings over 2015-2051 (based on Victoria in Future projections). For 2006 to 2016 data, growth in dwelling stock is calculated using 2016 
Greater Capital City Statistical Areas. Data for 2017 dwelling completions in Sydney from NSW Department of Planning and Environment (2018). No 
2017 completions data available for Melbourne 
Sources: Greater Sydney Commission (2016); Victorian Government (2017); NSW DPE; Queensland Government (2017). 

0 

10,000 

20,000 

30,000 

40,000 

50,000 

Sydney 

To meet 
Plan target 

2011-  
2016 

2006- 
2011 

2017 

Brisbane 

No 2017 data for 
Melbourne and 
Brisbane 



16 

0 

20 

40 

60 

80 

100 

120 

140 

160 

1990 1995 2000 2005 2010 2015 2020 2025 

Victoria and NSW populations are growing 
much faster than in the past or projections …  
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Housing prices increased mainly due to higher 
land values, although buildings are also better 

Notes: ‘Residential improvements’ consists of the value of the stock of dwelling construction; historical figures are deflated by the Consumer Price 
Index to $2016. 
Source: ABS 5204.0; ABS 6401.0; Grattan analysis. 
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Planning restrictions have pushed up the 
price of houses in Australia’s major cities 

Notes: Zoning effect as % of price is negative for Brisbane from 2000 to 2001, so not shown. Zoning effect is the sale price less structure and land costs. 
Source: Kendall and Tulip (2018) ‘The Effect of Zoning on Housing Prices’, Reserve Bank of Australia. 
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Housing has become less affordable, particularly for low-income earners 
Housing construction hasn’t kept pace with additional demand 
•  Population growth jumped, and dwelling construction did not respond for almost a decade 
•  Mismatch between demand and supply ultimately clears through larger household sizes 
•  Even current record housing construction is barely keeping up with population growth 

Planning policy is a problem 
•  Rising house prices mainly reflect land values, not dwellings 
•  The zoning premium in Australia is large  
•  We’re not building the housing people want, where they want it 

Building more homes would make housing more affordable 
•  Building an extra 50,000 homes a year for a decade could see house prices 10-15% lower 

Other policies alone are unlikely to be enough, or produce collateral impacts 
•  (Premature) interest rates hikes have economic costs 
•  Macro-prudential rules have short-lived impact 
•  Tax reforms would make housing modestly more affordable 
•  Slower migration would improve housing affordability, but has collateral impacts 

Without more housing, it won’t be affordable 
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Housing demand is price inelastic 
•  Abelson (2005) – a 1% increase in housing stock per capita led to a 3.6% 

fall in real house prices, based on 1970-2003 in Australia 
•  Girouard et al (2006) – an analysis of 20 studies across 12 countries 

found that elasticity of real house prices to housing stock is ~3.1% 
 
Building more homes would make housing cheaper 
•  Building an extra 50,000 homes a year = 500,000 extra homes in a 

decade 
•  Roughly equivalent to an extra 4% of the existing housing stock 
•  Given observed elasticities, house prices could be 10-15% lower after a 

decade 

Building more homes could substantially 
improve affordability, in the long-term 
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Housing has become less affordable, particularly for low-income earners 
Housing construction hasn’t kept pace with additional demand 
•  Population growth jumped, and dwelling construction did not respond for almost a decade 
•  Mismatch between demand and supply ultimately clears through larger household sizes 
•  Even current record housing construction is barely keeping up with population growth 

Planning policy is a problem 
•  Rising house prices mainly reflect land values, not dwellings 
•  The zoning premium in Australia is large  
•  We’re not building the housing people want, where they want it 

Building more homes would make housing more affordable 
•  Building an extra 50,000 homes a year for a decade could see house prices 10-20% lower 

Other policies alone are unlikely to be enough, or produce collateral impacts 
•  (Premature) interest rates hikes have economic costs 
•  Macro-prudential rules have short-lived impact 
•  Tax reforms would make housing modestly more affordable 
•  Slower migration would improve housing affordability, but has collateral impacts 

Without more housing, it won’t be affordable 
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Other housing policies are likely to prove 
unattractive, or only modestly effective 

Housing Economy Budget 
Interest rate hikes Would substantially reduce 

house prices (if they rise) 
Hiking rates prematurely 
has large economic costs 

Tighter macro-
prudential rules 

House prices fall short-term, 
little impact long-term 

Positive if used to mitigate 
financial risks; otherwise not 

Abolish negative 
gearing + 25% CGT 
discount 

Prices ê ~2% overall, more 
at bottom 
Rents won’t rise 

Reduces over-investment in 
housing 

$5 bn / yr 

Home above $500k in 
pension assets test 

Prices ê ~1% overall 
Few pensioners downsize 

$1-2 bn / yr 

Stamp duty – land tax 
swap 

Better use of housing stock 
(i.e. spare bedrooms) 
Prices ê ~6% 

Big economic benefits 
(~$17b / yr) 
 

Budget 
neutral 
swap 

Curb migration  
(i.e. 50,000 less a 
year) 

House prices 6-7% lower 
than otherwise after a 
decade 

Small reduction in GDP per 
capita 

Hits budget 
balance 

Notes: Excludes policies explicitly intended to improve affordability for low income earners via housing subsidies, such as more social housing, or increases 
in Commonwealth Rent Assistance.  
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Source: Grattan analysis. 
Notes: Prospective policies are evaluated on whether they would improve access to more affordable housing for the community overall, assuming no other policy 
changes. Assessment of measures that boost households’ purchasing power includes impact on overall house prices. Estimates of the economic, budgetary or 
social impacts should not be treated with spurious precision.  
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For more … 



27 

It is harder to save a 20% deposit – although 
banks are now more flexible on deposit size 
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Notes: House price is average residential dwelling price from ABS 6416.0. Assumes deposit is formed by saving 15 per cent of gross household income, 
projected forwards by average growth in the wage price index. 
Sources: ABS; RBA; Grattan analysis  
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Note: Projection is for December 2019, if mortgage rates increase by ~2ppt and incomes grow at 3%. RHS assumes first home buyer mortgage is 80% LVR on 
the average Australian residential dwelling price, using house price index changes from BIS prior to 2011. Mean income is gross disposable income from National 
Accounts measure of income (based on ABS), which includes superannuation income and imputed rent, and before interest payments. Applies then current 
Interest rates, using standard mortgage rates until 2004, then discounted. Future scenario assumes house prices and incomes grow at 3% a year. 
Source: RBA Statistical Tables, E2: Household finances – selected ratios; ABS;  Grattan analysis..  
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A home is harder to pay off given larger 
loans and low wages growth 
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Notes: 2016 average dwelling price is $644,000; 2003 house price is $317,000, 1990 house price is $140,000. Mortgage repayments on an average 
house (20% deposit), 25 year principal and interest loan. Average wages and interest rates over life of loan. Current wage growth and interest rates 
projected forwards. . 
Source: ABS; RBA; Grattan analysis; CoreLogic Australia (2016). 
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Per cent of low-income renters with housing costs more than 30 per cent of gross 
household income 

Rental stress among low-income 
households is increasing in capital cities  

Notes: Low income households are defined as the 40 per cent of households with equivalised disposable household income (excluding Commonwealth Rent 
Assistance) at or below the 40th percentile. 
Source: ABS 4130.0 - Housing Occupancy and Costs 
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(Quality-adjusted) rents have grown in line 
with wages 
Nominal, index, 1997 = 100 

Notes: Nominal house price growth; All Groups CPI; Wage price index (excluding bonuses; private and public) 
Source: ABS 6401.0 Consumer Price Index, Australia; ABS 6345.0 Wage Price Index; OECD Affordable Housing Database 
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Incomes have risen across the board; but 
less so after housing costs 

Notes: Income estimates for 2003–04  onwards are not perfectly comparable with estimates for 2015-16 due to improvements in 
measuring income introduced in the 2007–08 cycle.  
Source: Source: for income, ABS SIH 2003-04 and SIH 2015-16; for wealth, ABS 6523.0 Household Income and Wealth 
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Across all measures, spending on housing 
as a share of income has increased 

Notes: National accounts: Rent paid by households to the owners of dwellings, plus imputed value of housing services accruing to owner-occupiers (both their 
principal residence and any additional residence) and water and sewerage services, as share of gross disposable income (aggregate measure, nominal); 
Survey of Income and Housing: Mean household rent, mortgage and rates (general and water) payments as share of mean gross household income; 
Household Expenditure Survey: Mean household rent, mortgage (principal plus interest) and rates payments as share of mean gross household income. 
 Source: ABS; Grattan analysis 
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Housing costs as a proportion of gross household income,  
by equivalised disposable household income quintile 

Low income households have increased 
their spending on housing more 

Notes: housing costs include rent, mortgage and rates (general and water) payments as share of gross household income for each quintile. Data interpolated for 
missing years 
Source: ABS 4130.0 Housing Occupancy and Costs 
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Population density has increased in the 
centre, but not much in the middle rings 
Population density, 1981 and 2016, persons per square kilometre 
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Notes: Coffee et al. (2016) updated using 2016 Census data, based on SA1 geographic units. Capital city boundaries in 2016 are Greater Capital City 
Statistical Areas. `Population density for Adelaide in 2016 is only shown to 20km from GPO as Greater Capital City Statistical Area is significantly different 
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Source: Coffee et al (2016; Census 2016; Grattan analysis. 
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Sydney’s lower density development is 
much less concentrated than Melbourne 
Concentration of construction cranes 
 

Notes: Maps are approximately the same scale 
Source: RLB Crane index, September 2017 

Melbourne – 151 cranes Sydney – 350 cranes 
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Notes: The Central city region = CBD and approximately 0-2 km from the CBD. City fringe region = approximately 2-5km from the CBD. Inner region = 
approximately 5-10km from each CBD. Middle region = approximately 10-35km from each CBD. Outer region = approximately 35km+ from the CBD. Middle 
Brisbane is work in progress, Outer Brisbane is not tracked. 
Source: Charter Keck Cramer 

Apartment completions increased from 
about 2011, and accelerated again from 2016 
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Housing construction and land development 
are not concentrated industries 
Largest firms 

Source: Grattan analysis of IBISWorld Industry Reports (2018)  
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Contrary to AHURI research, new houses are 
in cheaper suburbs, apartments are in cities 

Notes: Grattan weighted price deciles are calculated by ranking LGAs according to their median price values, and sorting into deciles weighted by the total 
dwelling stock in each LGA so that each decile has a similar number of dwellings.‘Apartments, units’ includes units, apartments, flats, semi-detached, row or 
terrace houses and townhouses in Grattan analysis. In contrast, Ong et al. appear to include semi-detached and townhouses in the ‘Houses’ category. 
Source: Ong et al (2017), Grattan analysis of Corelogic, ABS data. 
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Most housing tax reforms do more for the 
budget or economy than for affordability 

Economy Budget Inequality Housing Consensus 
Stamp duty 
– property 
tax swap 

Big 
economic 
benefits 
(~$17b / yr) 

Budget 
neutral 
swap 

Small windfall 
gains & losses 

Better use of 
housing stock 

Near 
unanimous, 
but transition 
the issue 

Flatten 
progressive 
land taxes 

Increase 
incentives 
to scale 

Budget 
neutral 
swap 

Windfall gains 
for commercial 
landowners 

More secure 
tenure for 
renters 

Why not on 
agenda? 

Negative 
gearing / 
CGT reform 

Reduces 
over-
investment 
in housing 

+$2b to 
$6b 

Hits wealthier 
Australians 

Prices ê ~2% 
overall 
 
Rents won’t rise 

Rent impact? 

Home in 
pension 
means test 

+$1b to 
$7b 

Hits wealthy 
seniors; helps 
inter-gen equity  

Modest increase 
in downsizers, 
but not main 
constraint 

Only unity 
ticket among 
think tanks 
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… primarily because net overseas migration 
is at record levels 
Net overseas migration, four-quarter rolling sum, thousands 
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Notes: Annual average NOM projections from state government departments: NSW (2016) 2011-2031; Vic (2016) 2011-2031; Qld (2015) 2011-2061. 
Source: ABS 3101.0 - Australian Demographic Statistics; state government population projections 
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Decline in social housing only a small part 
of the overall supply story 

Notes: Series break after 1999. 
Sources: Eslake 2015; Productivity Commission 2015 
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International literature says supply matters 
and restrictive planning increases prices 

Strict land 
use planning 
rules raise 

house prices  

Glaeser and Gyourko (2018) – most US cities don’t have a housing supply 
problem, but cities where house prices > social costs of building new housing (NYC, 
San Fran, LA, Boston) have most restrictive land use planning rules.  

Hilber and Vermeulen (2016) – house prices in UK south-east would be 35% lower 
if as many planning permits issued as the north east.  

Saiz (2010) – both zoning regulations and geographic constraints affect housing 
supply, and geographically constrained cities have tighter zoning regulations. 

Gyourko and Molloy (2015) – literature review finds “vast majority” of studies show 
areas with more regulation have higher house prices, less construction. 

Lees (2017) – Land use regulation accounts for large share of the cost of homes in 
major New Zealand cities including Auckland (56%) and Wellington (48%). 

 

Housing 
prices reflect 
rising land 

values 

Knoll, Schularick and Steger (2017) – rising land prices explain about 80% of the 
global house price boom since World War II in 14 advanced economies (including 
Australia). 
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Rate of unoccupied dwellings has 
increased 
Share of total private dwellings unoccupied on Census night, 2016 

Source: ABS Census (various years); SGS Planning and Economics. 
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