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Just the facts: Australia-USA comparison
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Just the facts - Aus-US comparison
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O Australia = 258

US houses 1.6 times as
expensive as in 1986

Australian houses 2.6 times
as expensive

Divergence dates from
2005-07 - common
"bubble” pattern 1997-
2004

d US bubble burst 2006

O

Aussie bubble stalled
2004, restarted 2006,
burst 2008, restarted
by FHVB



Just the facts - Long-term prices

Index 1628 = 100

Longest time series: no trend to real price

Herengracht Canal Real Price Index
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B Long periods of rising
or falling real prices

B But no trend over 350
years

B Implies real house
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Source: http://papers.ssrn.com/sol3/papers.cfm?abstract_id=598

prices roughly
constant

2000

3 Deviations reflect
bubbles/collapses
rather than
sustained trends



Just the facts - Aus-US comparison
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Sources: Nigel Stapledon (http://handle.unsw.edu.au/1959.4/29488), ABS

Long term: US index stable till 1997

Long Term Real House PriceIndices O No trend in US real house prices
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x> Aus mean pre-1983 (90)
300 x> Aus mean 49-83 (117)
oo USA mean pre-1997 (98)

B

over 1890-1997
B Same for Australia till 1987

B US bubble obvious over long
term

O Now 181
Reverting to mean? (98)
B Australian index now 359

B vs 117 mean between two

government schemes
LRent control pre-1949

dFirst Home Owners
Grant post-1983



Just the facts - Compared to disposable income
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June 1953=100

Just the facts - Compared to income

GDP per head

House Price Index to GDP Per Head
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d Data from 1953

B Mean 101

B All rise in ratio dating
from

d 92 in 1997
0 150 13 years later

B Current value 7 standard
deviation above 1953-
2010 mean

Conclusion

810950 1055 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 M Bubble begqn in 1997

B Value at least 50% above
sustainable levels



"No bubble” - Housing shortage?
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Thousands per year
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ise explained by popuiation growth exceeding dwelling construction?
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Population and Dwelling Growth

O "Spikes” in population
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first time
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"No bubble" - Housing shor‘rage?

Rise explained by population growth exceeding dwelling construction?
O No correlation between population growth and real house prices
m R2=0.09 _
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"No bubble" - Housing shortage?

Rise explained by population growth exceedi

House Price Change p.a.

Population Density Change & Real House Price Change
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welling construction?

O Apparent correlation

Population per dwelling change p.a.

between change in
population per dwelling
and real house prices

m R2=0.32

But a spurious
correlation due to
coincidence of declining
trends in commodity
price inflation & persons
per house



“No bubble” - Housing shortage?
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"No bubble" - Housing shortage?

Rise explained by population growth exceeding dwelling construction?

Population Density Change
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density rising, correlation
has wrong sign

m R2=-056

B Immigration surge gave
bubble-deniers a
plausible story

B But population
growth/density can't
explain price surge



"No bubble” - "Underlying demand"?

Price rise explained by shortage of housing relative to projected

demand?

- '...the Council estimated a gap of around 85,000 dwellings
between underlying demand for and supply of housing at 30
June 2008. The Council developed a methodology for
measuring the gap based on selected measures of
homelessness... The measures used in the 2008 report were:

2008 gap size = additional private rental dwellings required
in 2008 to increase the number of vacant private rental
dwellings to 3 per cent of the total private rental stock

+ + dwellings regquired to accommodate people who are
homeless and sleeping rough or staying with friends and
relatives

-+ dwellings regquired to house marginal residents of
caravan parks.

National Housing Supply Council 2010, pages 65-66




"No bubble” - "Underlying demand"?

* Price rise explained by shortage i_ ﬁ_:-—ll* d :1 e —
of housing relative to projected ~———,7" - 4
demand? ?

- "Gap between underlying
demand & supply” might
explain need for housing

- But doesn't explain monetary
demand for it

Homeless people driving up
house prices?

-+ Tllicit use of measure of need as
basis for demand



“No bubble" - The China boom?

Price rise explained by boom in exports to China?

— Q If China boom story is
Change in Employment by|State correct, best “during
1 crisis” economic

performance should have
come from resource
states

B WA & QId worse than
average till mid-2010

B Outperforming state
was Victoria

Percent change p.a.

O Biggest state
supplements to
Federal First Home
Owners' Boost
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June 1953=100

So if not population or China...

* What kept Austraiian house prices airborne?

- (1) The "Hand of Gov"

House Price Index to GDP Per Head
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81 First Home Owners'

Scheme used as
macroeconomic
“anabolic steroid”

/Y Introduced in 1983 to

stimulate economy
after 80s recession

Q Ditto 1988 after

1987 stock-market
crash

O Doubled 2001, 2008
Q 2000 as “temporary”

GST boost, but never
removed



Index 1970 = 100
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‘This Government was elected ..with a
commitment to boost the nation's economy...

Our housing policies are an essential element
of our national recovery strategy...

Our program is designed to achieve the dual
objectives of

B ensuring that housing plays a key role in
our economic recovery and

ensuring that Australian families can gain
access to adequate housing at a price
they can afford.

The main elements of our program are...

B a new more effective scheme to assist
low income home buyers - the first home
owners’ scheme...

B to get the housing industry moving

without delay we removed the savings
requirement from the existing home
deposit assistance scheme..



The Hand of Gov

House price inflation as macro policy=
0 1983. strong fall in unemployment and
temporary boost to prices, but focus

Change in Nominal House Prices and the FHOS of speculation shifted to stock market

2 W 1988
2 n = _ngr't‘;‘f;' Change i, O Scheme supercharged real-estate
% ol {5 LT Unemployment]® bubble after too-successful rescue
28 A R e + of financial sector post-1987
» ; '\;:, ; 'w*"'ﬁ 5 stock-market crash
g o . l Y + % O Unemployment explodes as real-
SERC ! e J 16 “;5 estate bubble bursts
LY. ' {\ J W, \ 15 @ 2001 doubling
: B \J : * & QO No early 2000 recession -
4l U\ﬂ\ P unemployment continued to fall
o N 1 2 from 1993 peak
-4 h ik 0 House-price-bubble explodes
“fo70 1975 1080 1085 1990 1995 2000 2005 2010 2085 m 2008 doubling
Year O Reverses fall in price; restarts
bubble

0 Bubble-driven fall in unemployment



The Hand of Gov
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Government scheme supports Ponzi schem

Q First Home Owners' Scheme

Quarterly Real House Price Movements SeriOUS|y distorted market
FHOS Stats Before  After All Data During Between Doubled
Mean o1% 10% oss 2% o3 31% M No trend to prices prior
Min -55%  -37%  -55%  -23%  -2.3%  -0.9% to scheme
Max 3.9% 7.9% 7.9% 7.9% 3.0% 4.9%
sd.Dev. 1% 22 2% 27% 1% 18 W 1% p.q. increase after it
Count 131 107 238 25 51 7

B Much higher price volatility
as well
O How it works: double leverage

Government gives FHB extra $7k

Bank loan to FHB levers this to (say) $70k

Bids price up by (say) $35k

Bank loan to seller levers this to (say) $350k for next purchase



The Hand of Gov
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Percent of GDP

And Deeper in Debt

| P I,
| - : :
rindnce-government nexu O FHOS fed into finance sector-
Private Debt to GDP Ratios driven debt binge
300 &
zrsl [T L £i | M Australian banks (& housing
230 |- - USA excluding finance sector market) jLIS'l' as debt-driven
225 as US counterparts

B Debt/GDP grew exponentially
in both countries

B Major differences:

O Far smaller “shadow”-
banking sector

](.)945 1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 D S|ower. tqkeoff pos.r WWII

Q Faster-growing, larger
lending for mortgages...
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And deeper in debt

Australian banks as responsible lenders?

Q0 Less subprime lending than in
USA. But..

®m Higher rate of growth of
lending to households

Household Debt to GDP

100

— USA (Maximum 98%)
9 |— Austrdia (Maximum 99%)
80 Mortgage only (88%)

B Higher level of household
indebtedness
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B Debt more widely dispersed
through population

. O Less "Ma and Pa Kettle”
0 lending; but

30

fo75 1980 1985 1990 1995 2000 2005 2010 2015 ] Mor'e bf‘OGd'Y debf—encumbered
population

0 Worse impact on retail sector



Real driver of house-price bubble

Lending key force behind bubble

* Loans from 5% of GDP pre-1990 to 25% in 2000s

* 0.51 correlation between new lending & change in prices
- 0.53 correlation when rising trend accounted for

New Lending and Change in Nominal House Prices
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Real driver of house-price bubble

— Mortgage debt
—— Real house prices




Real driver of house-price bubble




And deeper in debt

- --- Owner-occupier
Investor




And deeper in debt

Australia
— USA




And deeper in debt




And deeper in debt




Trigger for a collapse?
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The credit impulse & employment

— Credit Impulse
- - =+ Change in Unemployment




Too much debt

»><¢ Household
=-= Business
@-® Government




Too much debt




Bursting a bubble

L Quarterl L Quarterl




Signposts in 12 months? (February 2012)

* Falling mortgage debt to GDP

* Negative credit impulse from household sector
* Credit-impulse-driven rise in unemployment

* Countered by China Boom (if it continues)

- And RBA rate cuts

» Growing stock of unsold properties on market

» Substantial single-digit fall in house price index
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