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1 Introduction

Barely a day goes by when the Australian media does not greet us with the headline: “the housing
crisis”. This reflects the fundamental role of housing in household welfare. But. as Murray (2024,
p.15) observed: “Understanding the facts, their causes and the outcomes is fundamental to assessing
appropriate policies”.

In this paper, we describe the story of housing rents and prices in Australia from 2000 to mid-2025,
with the main focus on the last 10 years, along with some international comparisons, explain what
drives rents and prices, and identify the major home ownership and rental outcomes for
households.?

Section 2 describes the story of housing rents in Australia to mid-2025. Rents represent the ongoing
price of housing services which are reflected in consumer price indices (CPIs) and GDP. Rents
currently make up around 6% of the CPI basket, making it the second largest household expenditure
class.

Section 3 describes housing prices across Australia to mid-2025. Housing prices are asset prices (the
price of owning housing), that reflect the demand and supply for housing as both a provider of
services and an asset. Over time, housing prices have risen much more than rents, but broadly in line
with the stock market prices in the ASX.

Section 4 describes the main variables that drive housing rents and prices and provides key recent
data for these variables. Drawing on econometric analyses, sections 5 and 6 estimate the impacts of
these variables on housing rents and prices respectively.

Section 7 describes the main outcomes for homeownership, renters and homeless persons. The
concluding section summarises the main findings of the paper.

This paper follows the broad structure and analysis of housing prices and rents from 1980 to 2023 in
Abelson and Joyeux (2023). This paper updates the data and the findings to 2025. To minimize
duplication, this paper references rather than repeats some of the more detailed data in the 2023

paper.

2 Housing Rents in Australia 2000-25

This section reports two narratives on housing rents. One is based on ABS data on rents collected in
quarterly surveys of renters as part of the CPI. The CPI is designed to record the changes in the price
of living for a constant quality set of goods and services. The second narrative draws on the Cotality
record of rents based on rental listings.?

Rents in the CPI include prices in the private and public (social housing) rental markets and include
allowances for public rental assistance in the private market. Traditionally the ABS collected rents for
around 4,000 privately rented properties from a survey of real estate agents. Over the last nine years,
the ABS has drawn increasingly on a much larger data base, currently around 480,000 rental

"In this paper, housing refers to houses and units.
2 Cotality was previously Corelogic.



properties in the capital cities and 120,000 in the regions. These properties represented 32 per cent
of the national rental dwelling stock (as per the 2021 Census). The ABS also collects rental price data
for social housing from government housing authorities.

The second set of rental data reported below is the Cotality (CT) record of rents based on private
rental listings. Listed rents tend to be higher and to rise faster than rents for existing tenants. The CT
numbers are based on a hedonic model that aims to allow for spatial quality differences between
properties, but it is not clear whether CT also accounts for housing quality changes over time. And CT
rents are usually reported in nominal (not real) terms.

Table 1 shows nominal and real indices for the rent component of the CPI based on the average of
the four quarters for each year for selected years from 2000 to 2024 along with the average rent
component for the first two quarters in 2025, with 2015= 100. Real indices remove the effects of
general inflation.

Table 1 Annual average rent component of CPI indices in capital cities 2000-25: 2015 = 100

Year Nominal Real Year Nominal Real
2000 57.9 87.2 2020 101.5 94.1
2010 85.3 95.6 2021 101.3 91.3
2015 100.0. 100.0 2022 103.6 87.7
2016 100.8 99.5 2023 110.5 88.5
2017 101.4 98.2 2024 118.3 91.9
2018 102.1 97.0 2025 (1) 119.9 92.6
2019 102.4 95.8 2025 (2) 121.3 93.1

Source: ABS Cat. 6401.0, Consumer Price Index, Table 7. Real indices estimated by authors.

As shown, drawing on ABS data, average annual real rents rose by 14.7% between 2000 and 2015.
Real rents then fell by 12.3% between 2015 and 2022. In nominal terms, average rents rose by 17.1%
between 2022 and the June quarter 2025. But they rose by only 6.2% in real terms over these three
years. In the June quarter 2025, the average real rent was 6.9% lower than 10 years earlier in 2015.

Critically, the rents are recorded post Commonwealth Rent Assistance (CRA). As at June 2024, about
1.3m households (some 30% of renters) were receiving CRA. The recent growth in rental prices was
significantly moderated by changes to CRA to eligible recipients. In addition to the usual biannual CPI
indexation of CRA in March and September each year, the Commonwealth Government increased
the maximum CRA by 15% in September 2023 and by another 10% in September 2024.

Turning to Cotality rent data for rent listings, Tables 2a and 2b show the median weekly rents and
real indices for privately-owned houses and units in the capital cities from 2015 to 2025. The annual
figures are the average over the four quarter medians. Cotality uses a hedonic model, drawing on
advertised listings information, to estimate median quarterly rents.

The key takeaways from Tables 2a and 2b are that, between 2015 and 2025, real rents for listed
rental houses and units rose by between 10% and 20% in most cities. Upward outliers were Adelaide
and Hobart. Darwin was a downward outlier.

Cotality data show higher growth in rents than ABS data for four reasons. First, it does not include
social housing. Second, the data do not account for changes in housing quality. Third, the data are
based on listed rentals on the open market. Properties with changes in tenants tend to experience
larger rent increases than existing tenancies. As ABS (2023) observed, “actual rents paid by new
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tenants increased by 14 per cent over the year to February 2023, which is 9 percentage points higher
than the increase in the monthly CPI indicator rent index (which measures all rents, not just those
paid by new tenants).” And, fourth, the ABS data are net of CRA allowances. Cotality data do not
allow for CRA.

Table 2a Median Capital City House Weekly Rents and Real Indices for Listed Private Rentals®

Year Sydney | Melbourne | Brisbane | Adelaide Perth Hobart | Darwin Canberra
2015 499 380 400 345 443 326 600 450
2016 525 399 400 350 406 351 540 454
2017 543 405 400 354 376 370 500 486
2018 550 421 404 365 360 408 493 519
2019 535 425 409 379 368 445 460 549
2020 528 424 414 385 379 450 450 555
2021 555 430 441 414 430 481 521 587
2022 615 450 505 458 486 525 590 648
2023 675 498 570 518 564 548 620 654
2024 740 559 608 573 648 540 650 650
2025 750 580 628 595 680 550 650 650
2025 750 580 635 600 690 550 650 650
Real Indices: 2015 =100

2015 100 100 100 100 100 100 100 100
2016 104 104 99 100 91 106 89 100
2017 105 103 97 99 82 110 81 105
2018 105 105 96 101 77 119 78 110
2019 100 105 96 103 78 128 72 114
2020 98 103 96 103 79 128 70 114
2021 100 102 99 108 88 133 78 118
2022 104 100 107 112 93 136 83 122
2023 108 105 114 120 102 134 83 116
2024 115 114 118 129 114 129 84 112
2025

1 115 117 120 132 118 129 83 111
2025

2 114 116 121 132 118 128 82 110

(a) Data for years are averages of the 4 quarters; data for quarters are averages of 3 months.
Source: Cotality Suburb Scorecard; real indices estimated by authors.




Table 2b Median Capital City Unit Weekly Rents and Real Indices for Listed Rentals®

Year Adelaid Hobar
Sydney | Melbourne | Brisbane | e Perth | t Darwin | Canberra

2015 475 365 381 297 409 278 495 380
2016 510 381 388 300 376 293 446 394
2017 524 396 380 301 343 311 405 416
2018 530 410 378 314 330 349 383 440
2019 521 420 381 321 330 386 363 463
2020 500 418 381 335 345 400 355 474
2021 488 395 395 359 384 415 399 495
2022 514 408 430 394 430 443 476 537
2023 610 473 501 443 498 473 510 555
2024 683 543 574 494 588 464 530 563
20251 700 552 600 525 640 480 540 570
20252 700 560 600 540 650 490 550 565
Real Indices: 2015 =100

2015 100 100 100 100 100 100 100 100
2016 106 103 100 100 91 104 89 103
2017 107 105 97 98 81 109 79 106
2018 106 107 94 100 77 119 73 111
2019 103 108 94 101 76 130 68 114
2020 98 106 93 105 78 134 67 116
2021 93 98 93 109 85 135 73 118
2022 91 94 95 112 89 135 81 120
2023 103 104 105 119 97 136 83 118
2024 112 116 117 129 112 130 83 115
20251 113 116 120 135 120 132 83 115
20252 112 117 120 138 121 134 84 113

(a) Data for years are yearly averages; data for quarters are averages of three months.

Source: Cotality Suburb Scorecard.

International rent comparisons

Figure 2 shows eight sets of national real rent indices from 2000 to the second quarter 2025,
including Australia (based on ABS data), with nominal rents deflated by CPI. Of course, this period
includes the 2007-08 financial crisis, which Australia largely avoided, continues with high immigration
to Australia, and with Covid prevalent in many countries. From 2020 to 2022 real rents fell in all the
eight countries. Real rents in Australia fell by 8%. Over the last 25 years, up to the second quarter of
2025, real rents in Australia rose by 6%, by 4% for the UK, by 20% for the US. And they fell in the

other five countries shown in Figure 2.




Figure 2 International real rent price indices as part of CPI (2000q1=100)
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Source: OECD Data Explorer, Analytical house price indicators.

3 Housing Prices: 2000-25

This section shows annual median house and unit prices in the capital cities and the rest of the states

from 2000 to 2025, with the related real housing price indices, and provides some international
comparisons.

Table 3 shows 5-yearly median house prices in the capital cities for 2000 to 2020 and then annual
figures to 2025, along with real price indices with 2015 = 100. The annual prices are unweighted
averages over the four quarters. Therefore, they are not precisely the median price over the year, but
they are generally close to it. The real price indices take out general inflation effects, based on the
national CPl. But they do not allow for changes in housing quality, which is a significant issue
discussed below but often ignored. The national mean real price index is estimated using the

respective cities population in each corresponding year as weights (except for 2000 and 2025 when
the 2001 and 2024, respectively, populations are used).

There are two main take aways from Table 3.

(i) Between 2000 and 2010, the national real median house price in the cities doubled. And it
doubled in most cities, except Sydney. This was a period of exceptional growth in house prices.

(ii) In the 10 years from 2015 to 2025, the national real median house price in the cities rose by
about 29%, just under 3% a year. Over this period, real prices in Adelaide, Brisbane and Hobart

rose by 50-55%. But real house prices lagged in Perth, collapsed in Melbourne between 2021
and 2025, and Darwin was a permanent laggard.


https://data-explorer.oecd.org/vis?tm=rent%20prices&pg=0&snb=53&df%5Bds%5D=dsDisseminateFinalDMZ&df%5Bid%5D=DSD_AN_HOUSE_PRICES%40DF_HOUSE_PRICES&df%5Bag%5D=OECD.ECO.MPD&df%5Bvs%5D=1.0&dq=AUS%2BGBR%2BFRA%2BEA17%2BNZL%2BDEU%2BCAN%2BUSA.Q..IX&pd=2000-Q1%2C2025-Q3&to%5BTIME_PERIOD%5D=false

Table 3: Median Annual House Prices and Real Price Indices in Capital Cities: 2000-25

Median House Prices ($s)

Year Sydney | Melbourne | Brisbane | Adelaide Perth Hobart Darwin Canberra

2000 287,000 191,000 | 170,000 | 135,000 | 156,250 | 117,750 | 186,800 180,825

2010 603,375 494,075 461,250 405,500 507,000 344,825 534,750 527,675

2015 863,925 569,575 473,200 424,750 529,625 355,000 580,000 591,875

2020 961,625 730,000 554,250 493,000 493,875 536,300 489,375 745,125

2021 1,229,600 852,500 659,250 570,750 539,700 673,500 570,000 930,000

2022 1,318,750 878,250 759,500 660,500 562,500 745,375 583,750 1034,750

2023 1,348,775 846,250 790,500 711,900 618,250 701,800 584,750 988,625

2024 1,432,750 841,900 891,250 805,050 766,250 702,575 568,125 992,625

2025

1 1,450,000 840,000 945,000 855,000 820,000 704,000 600,000 975,000

2025

2 1,460,000 820,000 960,000 865,000 840,000 696,000 620,000 1,000,000

Real Median House Price Indices: 2015 =100

Year Sydney Melbourne Brisbane Adelaide Perth Hobart Darwin Canberra Mean?

2000 50.0 50.5 54.1 47.9 44.4 50.0 48.5 46.0 49.7
2010 78.1 97.0 109.0 106.8 107.1 108.7 103.1 99.7 95.2
2015 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
2020 103.0 118.5 108.3 107.4 86.2 139.7 78.0 116.4 107.2
2021 127.2 133.8 124.5 120.1 91.1 169.5 87.8 140.4 124.2
2022 126.5 127.8 133.0 128.9 88.0 174.0 83.4 1449 1239
2023 124.3 118.3 133.1 1335 93.0 157.5 80.3 133.0 1209
2024 129.0 114.9 146.5 147.4 112.5 153.9 76.2 130.4 126.8

20251 129.3 113.6 153.9 155.1 119.3 152.8 79.7 126.9 129.1

20252 129.3 110.1 155.2 155.8 121.3 150.0 81.8 129.3 128.6

(a) Mean is weighted by city populations.
Source: ABS Cat. 6432, Total Value of Dwellings, Table 2. ABS Regional population March 2025.

Table 4 shows median unit prices and real price indices in the capital cities. Units formed about
14.2% of the housing stock in 2010 and rose to 16.0% by 2021.

In summary,

(i) Between 2000 and 2010, the real median unit price in the cities also virtually doubled. And it
doubled in most cities, except Sydney. This stands out as the period of the greatest growth in all
housing prices.

(ii) However, in the 10 years from 2015 and 2025, the national real median unit price rose by only

4%, significantly less than house prices. And, over these years, real median unit prices actually
fell in Sydney and Melbourne. But they rose by around 45% in Adelaide and Hobart.
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Table 4 Annual Median Unit Prices and Real Price Indices in Capital Cities 2000-25

Median Unit Prices ($s)

Year Sydney Melbourne Brisbane Adelaide Perth Hobart Darwin Canberra

2000 256,250 | 184,000 171,500 | 99,300 114,275 | 88,850 | 146,550 | 140,250

2010 473,650 444,750 386,575 334,000 414,250 283,500 | 420,175 418,350

2015 698,750 500,200 422,500 344,875 432,375 289,750 | 467,500 419,975

2020 733,250 602,000 397,875 409,525 378,750 420,125 | 287,125 476,500

2021 785,250 646,000 430,325 427,500 415,450 520,900 | 364,250 541,750

2022 767,500 628,250 469,750 471,225 403,750 572,825 | 386,125 592,750

2023 790,000 618,250 513,750 524,875 419,400 551,750 | 377,125 613,725

2024 807,500 612,500 618,750 612,500 522,500 543,950 | 359,875 607,650

2025 (1) | 817,000 600,000 685,000 640,000 580,000 550,000 | 360,000 600,000

2025 (2) | 825,000 602,000 705,000 654,000 600,000 545,000 | 390,000 595,000

Real Median Unit Price Indices: 2015 = 100

Year Sydney Melbourne | Brisbane Adelaide Perth Hobart Darwin Canberra Mean?
2000 55.2 55.4 61.1 43.4 39.8 46.2 47.2 50.3 52.8
2010 75.8 99.5 102.4 108.3 107.2 109.5 100.5 111.4 94.6
2015 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
2020 97.1 111.3 87.1 109.8 81.0 134.1 56.8 104.9 99.2
2021 100.4 115.4 91.0 110.8 85.9 160.7 69.6 115.3 103.3
2022 91.0 104.1 92.1 113.2 77.4 163.8 68.4 117.0 96.6
2023 90.0 98.4 96.8 121.2 77.3 151.7 64.3 116.4 95.7
2024 89.9 95.2 113.9 138.1 94.0 146.0 59.9 112.5 100.5
2025 (1) | 90.1 92.4 1249 143.0 103.3 146.2 59.3 110.1 103.0
2025 (2) | 90.3 92.1 127.7 145.1 106.2 143.9 63.8 108.4 103.9

(a) Mean is weighted by city populations.
Source: ABS Cat. 6432, Total Value of Dwellings, Table 2. ABS Regional population March 2025.

Table 5 shows annual median housing prices and real price indices in the rest of the states. Here, we
don’t have nation-wide metrics, but we can compare the outcomes with the national city prices.

For housing prices in the rest of the states, we draw the following main takeaways.

(i) Between 2000 and 2010, the real prices of both houses and units in most states again tended to
approximately double.

(ii) From 2015 to 2025, real house and unit prices increased by around 45% in NSW, but typically by
20-40% in the other states.

(iii) Again, house prices usually increased by more than unit prices.
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Table 5 Median Housing Prices and Real Price Indices in Rest of the States, 2000-25

Median prices ($s)

Year NSW NSW Victoria Victoria Queensland SA SA WA Tasmania
Houses Units Houses Units Houses Houses Units Houses Houses
2000 164,775 105,000 96,600 140,000 91,300 90,300 148,250 101,525
2010 340,000 | 304,000 | 281,425 238,700 392,625 277,575 | 189,250 390,000 259,750
2015 401,750 | 353,000 | 299,900 256,500 413,825 264,625 | 191,750 356,250 257,500
2020 507,750 | 469,000 | 408,500 355,675 442,250 290,625 | 196,375 351,000 351,375
2021 615,000 | 544,750 | 496,625 381,250 481,250 313,500 | 215,700 379,125 441,475
2022 698,000 | 601,250 | 570,775 419,875 526,250 348,325 | 215,250 381,250 525,125
2023 712,250 | 615,325 | 572,500 424,625 562,500 404,200 | 264,250 415,000 527,950
2024 749,875 | 638,750 | 565,375 419,375 639,500 467,500 | 276,875 480,625 535,575
2025 (1) | 760,000 | 649,000 | 572,000 426,000 709,000 485,000 | 297,000 540,000 550,000
2025 (2) | 760,000 | 660,000 | 570,000 430,000 710,000 505,000 | 329,000 549,000 540,000
Real Housing Price Indices: 2015 = 100
Year NSW NSW Victoria Victoria | Queensland SA SA Units WA Tasmania
Houses Units Houses Units Houses Houses Houses Houses
2000 61.8 52.7 56.7 50.9 52.0 70.9 62.7 59.4
2010 94.7 96.3 105.0 104.1 106.1 117.3 110.4 122.5 112.8
2015 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
2020 116.9 122.9 126.0 128.3 98.8 101.6 94.7 91.1 126.2
2021 136.8 137.9 148.0 132.8 103.9 105.9 100.5 95.1 153.2
2022 144.0 141.2 157.7 135.7 105.4 109.1 93.0 88.7 169.0
2023 141.2 138.8 152.0 131.9 108.3 121.7 109.8 92.8 163.3
2024 145.1 140.7 146.6 127.1 120.2 137.4 112.3 104.9 161.7
2025 (1) 145.7 141.6 146.9 128.0 132.0 141.2 119.3 116.8 164.6
2025 (2) 144.7 143.0 145.4 128.3 131.3 146.0 131.3 117.9 160.4

Source: ABS Cat. 6432.
Some summary observations

Between 2000 and 2015, there was a high level of uniformity in housing price movements in the
capital cities and in the rest of the states, with housing prices broadly doubling in real terms over
these 15 years. This broad uniformity of price movements suggests that housing prices were then
driven substantially by national factors, notably national interest rates, population and household
income, as well as by national housing supply.

This view is consistent with the concept of locational spatial equilibrium, whereby housing prices
adjust so that households are indifferent across space. Households are willing to live in a higher
priced city or region where they are adequately compensated by higher incomes and / or preferred
climate and environment, or other factors. If house prices move out of this equilibrium, without
compensating factors, households will move and spatial equilibrium (and price differentials) will be
restored (Glaeser and Gottlieb, 2009).

Since 2015, housing prices in the cities have risen by significantly more than the national average in
Adelaide, Brisbane and Perth, but by significantly less than the national average in Melbourne and
Darwin. On the other hand, housing prices in the rest of the states have continued to move broadly
in line with the national average.

This paper aims to provide a national explanation of housing prices. Explaining the differences in

changes in real housing prices across the cities, and the rest of Australia, is beyond the scope of this
work.
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Accordingly, Table 6 provides a summary of four Australian housing price indices from 2000 to 2025
along with the real Australian Stock Exchange (ASX) Ords. The housing indices are the Dallas house
price index along with the Cotality house, unit and dwelling price indices. These four indices are
constructed with data from the 8 capital cities. The Dallas house price index is sourced from the
Globalization Institute of the Federal Reserve Bank of Dallas which produces an international house
price database. This index draws on ABS data but includes only detached houses on their own block
of land. Real values are estimated using the personal consumption expenditure deflator.

Table 6 Four Real City Housing Price Indices and ASX index: June Quarter 2015 = 100

Year / Quarter | House Prices House Unit Prices All Housing | Real ASX Ords
Dallas Index Prices Cotality Prices
Cotality Cotality
2000 June 49.5 549 62.5 57.0 86.6
2010 June 94.1 89.9 93.6 90.9 89.0
2015 June 100.0 100.0 100.0 100.0 100.0
2016 June 102.6 102.1 101.2 101.8 98.3
2017 June 111.0 112.2 107.3 110.9 98.7
2018 June 109.8 108.5 103.4 107.1 106.6
2019 June 102.7 99.9 95.8 98.8 113.7
2020 June 107.9 109.3 101.4 107.1 100.2
2021 June 124.4 127.5 105.7 121.3 122.1
2022 June 135.1 131.7 102.8 123.5 107.6
2023 June 126.3 122.1 96.2 114.7 107.9
2024 June 129.8 129.0 97.8 120.1 113.4
2025 June 129.8 130.8 97.3 121.4 112.2

Source: Globalization Institute of the Federal Reserve Bank of Dallas and Cotality Monthly Home value Index.

The Cotality indices are based on Corelogic / Cotality Monthly Home Value Index data. Corelogic
(2018) explained how its hedonic price estimation strategy aimed to allow for changes in the
composition of housing and housing quality and thereby to estimate the real changes in dwelling
prices for constant quality dwellings over time. The method is best practice in principle, although the
reported outcomes cannot be readily tested.

The following are some key takeaways (drawing on mid-year data).

e The Dallas and Cotality House Price Indices broadly confirm our previous finding that real house
prices approximately doubled between 2000 and 2015, with most of the increase occurring
between 2000 and 2010. And real house prices increased by around 30% between 2015 and
2025. This corelates well with our findings in Table 3.

e Under the Cotality indices, real unit prices rose by a similar amount to real house prices between
2000 and 2010. But between 2015 and 2025, real unit prices fell by 2.1%, while house prices
increased by 32%. This is a substantial difference.

e Thus, for all housing in the capital cities, Cotality estimates that average real housing prices rose
by about 75% between 2000 and 2015 and by 21.4% between 2015 and mid 2025.

These differences are illustrated in Figure 3.
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Figure 3 Four Real Housing Price Indices: Dallas house price index and Cotality house,
units and dwelling price indices, and real All-Ords Index. 2000-25.
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As shown in Figure 3, real housing prices (for houses and units) move up and down. Real housing
prices took off between 2000 and 2003 before flattening for three years to 2006. They rose sharply
again between 2006 and 2010. From 2010 to 2014, they fell and remained flat. Real prices rose from
2014 to 2017, then fell from 2018 to 2020. Real housing prices then rose dramatically between
December quarter 2020 and end 2021 before falling by 11% in 2023. Real prices started again to
increase marginally from mid-2023 before flattening from mid-2024.

Table 6 also shows the real ASX All Ords Index (RAORDS; AllOrds index deflated by CPI). Given share
and housing prices both represent asset values, they are likely driven by similar factors (to some
extent), notably by interest rates, and will have broadly similar outcomes, although RAORDS is more
volatile in the short run. Between 2010 and 2022, they rose at a broadly similar rate. But unlike
housing prices, RAORDS fell dramatically with Covid in 2022. It has since recovered somewhat and by
mid-2025 was moving back towards the Cotality all housing index.

Turning to housing quality. The Dallas index, based on ABS data, does not allow for changes in
housing quality. It is unclear to what extent the Cotality indices allow for such changes. There is
substantial household expenditure on alterations and additions. Also, new houses are generally
higher quality today, for example in plumbing, heating, electrical and IT systems, than 30 or 40 years
ago. On the other hand, if not maintained, housing may depreciate. And new housing may be
constructed in less accessible locations.

Drawing on ABS data on annual expenditures on alterations and additions of over $10,000, Abelson
and Joyeux (2023) estimated that expenditure on alterations and additions represented around 1%
of housing value between 1980 and 2005, but closer to 0.6% since then. But the ABS included only
reported expenditures of $10,000 or more on alterations and additions and no household work.
Saunders and Tulip (2019, Appendix B, p.6) observed that ABS data on “expenditure on large
alterations and additions accounts for only around a quarter of total spending on alterations and
additions”. This is an extraordinary difference. Taking these various data and observations into
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account, work on alterations and additions likely raises the value of housing by at least 1% per

annum (as estimated in detail by Abelson et al., 2005). Saunders and Tulip (2019) suggested a higher
incremental value.?

These quality issues are critical, but they are often ignored in discussions of changes in house prices.
Drawing on housing structures, housing price indexes that do not account for quality changes appear

likely to overestimate real housing price changes by around 1% per annum. But this may be offset
partly, or even wholly, when new housing is constructed in lower house price areas

International Comparisons of Housing Prices

Figure 4 shows real median house prices from March 2000 to June 2025 in seven countries including
Australia. The broad picture is that Australian house prices have moved quite similarly to
international house prices, thus to some extent reflecting international factors, such as population

growth, higher household incomes, the international role of interest (mortgage) rates, and
constrained housing supply.

Figure 4 Real House Price Indices
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Source: Globalization Institute of the Federal Reserve Bank of Dallas.

4 Drivers of Housing Rents and Prices

In this section we discuss the general principles that drive housing rents and prices, summarise the
main drivers of housing demand and the relevant data on them, and discuss other possible factors

that may impacts on housing rents and prices. Modelling of housing rents and prices is taken up in
the next two sections.

3 Saunders and Tulip (2019, p,14): “As discussed in Online Appendix B, we assume that the average quality of
new dwellings is proportional to income per capita”.
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Principles driving housing rents and prices

As shown in Figure 5, housing rents (R) are a function of the demand and supply of housing services,
principally population (Pop), household disposable income (HDI) and housing supply (HS).

R =f (Pop, HDI, HS) (1)
Figure 5 Explaining Rents and House Prices
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Source: Oxford Economics, 2016.

On the other hand, house prices reflect the capital value of the assets. They are primarily a
function of net asset income (NAI), rents plus expected capital gains less operating costs
(including taxes) and the cost of capital. As Murray (2023, p.56) noted, “The asset pricing
equilibrium is a core ingredient for understanding housing markets”. Of course, to homeowners,
housing provides services rather than rents.

Thus, house prices (P") can be expressed simply as in Equation 4.

Ph = NAI /MR = f(Pop, HDI, HS, MR) (4)

where MR is the mortgage rate. The housing price / rent ratio is generally higher than other asset
price / income ratios, including those on stock exchanges, because home ownership has
consumption benefits, including control over one’s daily living environment, and is generally
regarded as a low-risk asset.

Other factors that may significantly affect house prices include household wealth (often described as
“the bank of mum and dad”), housing taxes and subsidies (such as changes in first homeowner
grants), international (foreign) demand, and regulations on lending for residential properties. But the
effects of those changes may occur slowly, not instantly.
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Major Demand and Supply Variables 2000-25

Table 7 shows data for the major housing demand and supply variables from 2000 to 2025 (based on
June quarter data). Table 8 shows the equivalent indices.

Table 7 Major Housing Demand and Supply Variables 2000-25 (June quarter)

Year Population Net RHDIPCP Household MR MR Total Social
June migration? net wealth nominal ¢ reald dwellings® housingf
pPCe
2000 19,028,802 111,400 8,646 86,840 7.81 3.36 7,656,433 364,100
2010 22,031,750 172,100 11,114 111,792 7.37 4.45 8,951,506 367,673
2015 23,862,619 186,800 11,563 130,972 5.56 4.05 9,690,030 394,800
2016 24,244,527 243,900 11,474 139,972 5.39 4.11 9,856,420 427,799
2017 24,640,055 241,600 11,424 143,506 5.24 3.29 | 10,047,642 | 435,700
2018 25,018,244 252,200 11,519 140,892 5.27 3.38 | 10,240,167 Na
2019 25,395,190 247,600 11,609 159,179 5.07 3.46 | 10,427,990 | 436,300
2020 25,641,989 -5,000 12,186 167,782 4.52 3.67 | 10,594,563 | 436,300
2021 25,703,639 6,870 12,443 180,377 4.52 1.65 | 10,751,218 Na
2022 26,121,617 433,150 12,069 161,767 6.02 -0.56 | 10,969,000 | 442,737
2023 26,638,544 534,990 11,452 168,282 8.46 2.84 | 11,126,300 | 446,000
2024 27,204,809 334,600 11,534 178,935 8.77 5.60 | 11,286,700 | 417,000
2025(1) | 27,536,874 110,100 11,800 177,330 8.64 6.23 | 11,320,300 Na
2025 (2) 8.39 6.29 | 11,373,900 Na
Sources:

a. Net overseas migration, ABS 3101.0 Table 1. Yearly values are sums of the quarterly values.

b. Real household disposable income per capita, ABS 5206.0 Australian National Accounts: National Income,
Expenditure and Product seasonally adjusted, Table 20. Yearly values are quarterly averages.

c. Mortgage rate (MR) nominal annualised, Lending rates; Housing loans; Banks; Variable; Standard; Owner-
occupier RBA: FOSHIST. Yearly values are quarterly averages.*

d. Real mortgage rate real: nominal rate — inflation, inflation is the CPI (all groups) percentage change from
corresponding quarter of previous year.

e. Number of residential dwellings; Australia; ABS 6432.0 Table 1. Quarter 4 value.

f. Public and Community Housing. At 30 June. Excludes managed indigenous housing. Source AIHW Housing
Assistance in Australia.

g. Real household net wealth per capita excluding land and housing assets, ABS 5232 Table 35.

4 The interest rates quoted here are rates for banks. Since 2019 the RBA publishes the same interest rates but
for “All institutions” in the FO6HIST data file. From 2022 those published rates are 2% to 3% less than the RBA
banks’ interest rates. For example, for the month of March 2025 the “All institutions” monthly rate was 6.05
instead of 8.37 for the banks’ interest rate.
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Table 8 Major Housing Indices 2000-2025 (2015=100)

Year Population Net RHDIPC Household Total Social
migration net wealth PC | dwellings housing
2000 79.7 59.6 74.8 66.3 79.0 92.2
2010 92.3 92.1 96.1 85.4 92.4 93.1
2015 100.0 100.0 100.0 100.0 100.0 100.0
2016 101.6 130.6 99.2 106.9 101.7 108.3
2017 103.3 129.3 98.8 109.6 103.7 110.3
2018 104.8 135.0 99.6 107.6 105.7 na
2019 106.4 132.5 100.4 121.5 107.6 110.4
2020 107.5 -2.7 105.4 128.1 109.3 110.4
2021 107.7 3.7 107.6 137.7 111.0 na
2022 109.5 231.9 104.4 123.5 113.2 112.1
2023 111.6 286.4 99.0 128.5 114.8 113.0
2024 114.0 179.1 99.7 136.6 116.5 105.6
2025-1 115.4 58.9 102.0 135.4 116.8
2025-2 117.4

Sources: See Table 7

Focussing on the last 10 years, June quarter 2015 to March / June quarter 2025, the following are
some key takeaways from these data.

Between 2015 and March 2025, total dwellings increased by 16.8%, which was marginally more than
the increase in population of 15.4% (See Figure 6). In 2024, 71% of dwellings were detached housing,
13% were semi-detached or town houses, and 16% were apartments. Net migration accounted for
about three-quarters of the increase in the total population.

Figure 6 Year-on-year Dwelling Stock and Population Growth 2000-25 (March to March changes)
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However, the number of social housing dwellings, which are included in total housing, was only 6%

greater in 2024 than in 2015. And the proportion of the population in social housing fell from around
5% in 2000 to around 4% in 2024.
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Real household disposable income rose by 7.6% between 2015 and 2021. But it then fell and in 2025,
it was only 2.0% higher than in 2015.

On the other hand, between 2015 and 2025, real household net worth (excluding housing and land)
rose by 35.4%. And as shown in Section 7, the share of first-home buyers receiving family assistance
rose from 12% in 2010 to around half of all first-home buyers in recent years (Terlato and Wastell,
2025). This effectively made the “Bank of Mum and Dad” the ninth largest mortgage lender in

Australia, with an estimated value of over $34 billion. Also, the rise in household wealth is likely
encouraging households to purchase second homes.

Both nominal and real mortgage rates fell substantially over these years. In the 2000’s, mortgage

rates fell in nominal terms from around 7-8 % down to 4.5%. In real terms, they fell to under 1% in
2021 and were negative in 2022.°

Figure 7 Nominal and Real Mortgage Rates 2000-25
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Indirect impacts of increasing household incomes and wealth include changes in housing quality
(discussed in Section 3 above), increased demand for housing space and second homes, and more
short-term holiday accommodation. Over the last 10 years, average occupancy has fallen from 2.6

persons to 2.54 persons per household, an effective increase of demand for about nearly 70,000
dwellings.

Other factors that may affect housing prices

Many other factors may also influence housing prices. These include changes in taxation policies,
government regulations and various home purchase supports, international demand, short-term
lettings, short-term variations, and events such as Covid. Here we briefly discuss these issues.

Abelson (2025) discusses in more detail current policy issues and their impacts on housing prices and
rents.

5 In practice, there is a range of mortgage rates. Discounted rates are usually around 0.5% to 0.6% lower
than commonly cited market rates.
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In principle, changes in taxation, for example in the capital gains tax (CGT) exemption for
homeowners or allowing negative gearing for investors, or changes in land taxes could affect
housing prices. But between 2000 and 2025, there were no major changes in housing or land taxes.
There were no changes in the CGT exemption for homeowners or in negative gearing for investors,
and there were no major changes in stamp duties or land taxes other than in the ACT. Although the
change in 1999 in the CGT on property investors from 100% tax on real capital gains to 50% tax on
nominal capital gains (including real gains) is often described as a major tax concession (notably by
Kohler, 2023), this is largely false. When the rate of inflation exceeds the rate of the real capital
gains, the change in the CGT tax in 1999 increased the tax payable on capital gains. Between 2015
and 2025, nationally, average real capital gains from housing rose by 30% and the CPI by 29%.

Re regulations, in 2014, the Australian Prudential Regulation Authority (APRA) put a 10% growth cap
on lending to investors. This led to significant short-term fall in lending to investors from 35% to 15%
of the market. But total mortgage growth remained steady. And, in response to rapidly rising credit in
residential mortgage products, in 2017 APRA capped interest only loans at 30% of loans. Banks met
the limits by raising interest rates on targeted mortgage products and substituting into non-targeted
mortgage products. As described by Garvin et al. (2021), these limits were later removed and
replaced by longer-term solutions.

Since 2020, APRA has maintained macroprudential restrictions on housing lending, notably with the
3% serviceability buffer and 1% capital (counter-cyclical) buffer. Under the serviceability buffer, APRA
requires banks to assess a borrower’s ability to repay housing loans by assuming an interest rate that
is 3 percentage points higher than the actual loan product rate. This “buffer” is meant to ensure
borrowers can withstand rate rises or income shocks, but it has not imposed new quantitative
lending caps.

Collectively these APRA measures have helped to reduce the riskiness of borrowing. But there is little
evidence to suggest that they have strongly constrained aggregate credit supply or had a significant
impact on housing prices.

Turning to foreign purchases, as described in Abelson and Joyeux (2023), registered foreign
purchases of real estate rose from around 1,000 a year in 2000 to 7,000 in 2014. But regulations on
foreign purchases introduced in 2014 led to a significant fall to around 1,000 registered purchases in
2020, which was then exacerbated by Covid. Currently, if a foreign person wants to acquire
residential property, they generally must lodge a residential property application before purchase.
From 1 April 2025 to 31 March 2027 there is a ban (with limited exceptions) on foreign persons
purchasing established dwellings (i.e., previously lived in homes) in Australia. Thus, it appears that
foreign purchases are not currently a significant factor in the Australian housing market.

But exceptions exist for certain transactions. These include acquisitions which significantly increase
housing supply (e.g., redevelopment requiring a net increase in dwellings) and approved build-to-
rent projects, or acquisitions linked to large-scale housing supply/affordability objectives. An industry
article reported that foreign buyers purchased 5,360 dwellings in 2022-23 at a total value of about
$4.9 billion, up about 27% over 2021-22.° Thus foreign interest in Australian real estate could be a
factor in local housing prices, albeit difficult to measure and estimate.

8 Francis, Craig. “Bombshell ATO report reveals foreign property buying soars.” Australian Property Investor
Magazine, 21 June 2024.
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Another market factor in housing prices could be the rise in short-term letting. Various reports
suggest that lettings in Australia have more than doubled in the last 10 years. The Real Estate
Institute of Australia (2023) reported that over 18 months to June 2023, Airbnb listings rose by 25%,
totalling around 166,000.” Switch Hotel Solutions (2025) estimated 174,000 Airbnb listings in
Australia in 2024.8 This in turn would reflect the increased earnings of local and international
households.

Finally, the Covid pandemic from March 2020 to mid-2022 was an extraordinary period. The
proportion of working days from home escalated dramatically, with a major increase on demand for
home space, which has continued as documented by Rowley et al. (2023). But it is another factor
where it is hard to model the impact on house prices.

It may also be asked whether the volume of housing transfers (sales) may affect house prices in the
short run. In market downturns, when buyers expect prices to fall, they may hold off buying,
transactions fall, this may keep prices higher than they would otherwise be. Conversely, when prices
are rising, buyers may want to get into the market and transfers rise, possibly pushing prices higher
than they would otherwise be. Modelling the effects of the number of transfers on housing prices
would be an interesting exercise, but beyond the scope of this paper.

5 Explaining Housing Rents

As we saw in Section 2, drawing on rent data for about 600,000 households, the ABS found that the
average real rent across Australia was 6.9% lower in the first quarter of 2025 than 10 years earlier in
2015. This was helped by Commonwealth Rent Assistance to about 1.3m households (some 30% of
renters).

As discussed above, the three main drivers of rents are: population, household incomes and housing
supply (stock). Since total housing supply has increased by marginally more than population over the
last 10 and 20 years, they would appear to broadly offset each other. And it should be noted that
with slightly lower home ownership nationally in 2025 than in earlier years (see Section 7), there was
a modest additional supply of housing available for renting.

Thus, household incomes seem likely to be the main explanator of rents, and research broadly
supports this. As Murray (2024, p. 57) observed, average rent reported by the ABS was 20% of
disposable household income in 1993 and in 2023. This is consistent with our finding in Table 15
(Section 7 below) that the mean rent from 2000 to 2025 was around 17% of mean household income
(note, not disposable household income). Murray (ibid.p.58) also observed ongoing stable
relationships between rent and gross household income in other countries: in the US 22% and in the
UK 25%.

There appears to be limited modeling of housing rents in Australia. In this work, we have not
attempted to develop a model. The principal model to-date appears to be Saunders and Tulip (ST,
2019). Drawing on ABS rental price data, ST found that when the vacancy rate is 2.4 per cent, real
rents grow at 0.9 per cent a year, which they describe as consistent with the housing stock increasing
in line with population. A percentage point fall in the vacancy rate increased the annual growth of

7 REIA Short-Stay Accommodation Report — September 2023.
8 Switch Hotel Solutions, 2025, Short-Term Rental Growth in Australia: 2025 Forecast.
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real rents by 2 percentage points initially and by 1.4 percentage points in the long run. This reflects a
high level of momentum, with coefficients on the lagged changes in real rents summing to 0.7.

To provide perspective, national rental vacancy rates have been broadly as shown in Table 9.

Table 9 National Rental Vacancy Rates (VRs): % of Rentals

Years 2005-08 2009 2010- | 2014-18 | 2019-20 2021 2022 | 202 | 2023
13 3

VRs (%) | About 1.5 | 2.0-2.5 | 1.5-2.0 | 2.0-2.5 2.5+ About 11 11 1.2
2.0

Source: SQM Research.®

However, estimates of rental vacancies vary. Real Estate (2023) estimated higher vacancy rates in
2023. “In March 2023, the country's rental vacancy rate stood at 1.5%, marking a decrease from 1.6%
in the preceding quarter and 1.8% in March 2022. There continues to be a large difference between
house and unit vacancy rates, with the house vacancy rate at 1.2% in March 2023 and the unit
vacancy rate at 2.2%.”1°

A more general problem is that vacancies are not an independent variable. ST note that the vacancy
rate varies with changes in population growth, household size, and housing completions. As
discussed above, these are drivers of rents. But it is not clear how they separately drive vacancies
and rents.

Other possible factors affecting rents include the number of short-term (working or recreational)
visitors who are not included in population figures, increasing short-term letting sites (e.g. Airbnb)
which reduce the effective supply of standard rental stock, and high-wealth households owning
second (or more) homes for private use.

The net result is that we know little about the real drivers of rental vacancy rates or indeed about
what drives rents. As Ellis (2022, p.15) observed, “it's natural to focus on the opening of the borders
and resumption of population growth as potential drivers of higher rents. But it turns out that similar
surges in advertised rents are evident in the United States and the United Kingdom. Actual rents paid
have been rising there, and in these and some other countries, such as Canada, CPI rental inflation is
now running at the fastest pace in many years.”

In conclusion, many factors may have some effects on rents, but as shown above, and as Murray
(ibid.) found, average rents have been a constant proportion of household income.

6 Explaining Housing Prices

Abelson and Joyeux (2023) reported the models and results of several modelling studies of house
prices in Australia (including Abelson, Joyeux et al., 2005; Saunders and Tulip, 2019), along with
results from several other studies. In this paper we briefly cite these results and provide the results

® https://sgmresearch.com.au/graph_vacancy.php?national=1&t=1#terms
10 https://www.realestate.com.au/insights/proptrack-rental-report-march-2023-quarter.
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of our current modelling of housing prices. As will be seen, the various models produce broadly
similar explanations of housing prices.

Abelson, Joyeux et al. (2005) modelled the quarterly real Australian house price index estimated by
the Federal Treasury from 1970 to 2003. The study found that real house prices are determined
significantly by real household disposable income, unemployment, real interest rates, equity prices,
the consumer price index, and the supply of housing. Key results included:

e A high long-run elasticity of real house prices with respect to real household disposable income
per capitais 1.7.

e A 1% increase in the CPI index results in an estimated 0.8% increase in real house prices
(reflecting a mixture of expected capital gains and tax benefits).

e On the other hand, a 1% fall / rise in the real mortgage rate led to a 5.4% rise / fall in house
prices.

o A 1%rise in house stock per capita led to a 3.6% fall in real house prices.

e The estimated long-run elasticity of real house prices was -0.2 with respect to unemployment (a
measure of economic confidence).

e The coefficient of the All Ordinaries was significant at -0.14, pointing to an asset substitution
effect from stocks to housing, notably after the 1987 and 2000 stock market down turns.

The paper also found significant lags in adjustment to equilibrium. When real house prices were
rising by more than 2% per annum, the housing market adjusted to equilibrium in about four
guarters. When real house prices were static or falling, the adjustment process took six quarters.

Saunders and Tulip (ST, 2019) provide a multi-equation model of all housing prices including units,
with links between housing prices and rents. Some key findings were:

(i) Housing prices are driven largely by interest rates, rents and momentum.

(ii) Much of the strength in housing prices can be explained by the fall in interest rates.

(iii) Dwelling investment is also driven in large part by interest rates through the channel of housing
prices.

(iv) Population growth, notably fuelled by immigration, reduces rental vacancies, boost rents and
housing prices, and increases construction.

(v) Housing prices and construction are mutually determined, so examining bivariate relationships in
isolation can be misleading.

ST (2019, Abstract) “We find that low interest rates ... explain much of the rapid growth in housing
prices and construction over the past few years. Another demand factor, high immigration, also helps
explain the tight housing market and rapid growth in rents in the late 2000s.”

Specifically, ST found (p.21) that “at a user cost of 6 per cent, ... a sustained percentage point drop in
interest rates would, in the long run, boost housing prices by 17 per cent, holding rents and other
components of the user cost equal. This semi-elasticity (the proportionate increase in housing prices
for a given percentage point increase in interest rates) is larger than the time series estimates of
Abelson et al. (2005), perhaps because they control for many other variables affected by interest
rates (e.g. share prices and income), so only capture part of the effect of interest rates. Our estimate
is similar to Gitelman and Otto’s (2012, p 183) estimate of 20 per cent for Sydney housing prices
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using disaggregated census data, and Himmelberg, Mayer and Sinai’s (2005, p 78) estimated range of
19 to 33 per cent for the United States in a calibrated model.”

Another key finding (p.28) was that “As a rule of thumb, every 1 per cent increase in the number of
dwellings (when driven by an increase in supply) lowers the cost of housing by 2% per cent.” Note
that this refers to the stock of dwellings, not to annual completions.

ST also found that expected increases in capital values lower user costs and so increases house
prices. Prices have risen much more than rents because annual housing user costs (AHUC) have
fallen. And rental yields fell from 8% in 1980s to under 4% by 2018.

Also, (p.22), changes in borrowing limits appear to affect housing prices in the short run. For
example, tightening in lending limits seems to be important in the decline in house prices in 2018.
However, the paper did not find borrowing limits had longer-run effects on house prices.

In Abelson and Joyeux (2023), we reported the results of our long and short run modelling of the
quarterly real Australian house price index from 2003Q1 to 2023Q1 provided by the Federal Reserve
Bank of Dallas. We assumed that, in the long run, real house prices adapt to economic fundamentals.
In the short run, house prices continually readjust to their long-run relationship through an
asymmetric error correction term.

Our (2023) modelling found that 90% of real house price changes were explained by:

e Changes in real household disposable income (elasticity 0.5);

e Changes in real mortgage rates (RMR); a fall of 1 percentage point in the RMR causes house
prices to rise on average by 3.6%;

e A 1% increase in house stock per capita leads to a long-run fall in real house price of 2.3%.

e The coefficient of unemployment was also significant and negative, suggesting that this is an
indicator of economic conditions.

To introduce our current work, Figure 8 shows the log of four real housing price indices from 2003 to
2025. Our modelling is based on the Dallas house price index.
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Figure 8 Log of Real Housing Price Indices: 2003-2025
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Figure 9 (next page) shows the trends in the major independent variables over the study period.
Note that a spike in the real interest rate occurs in June 2020 when inflation was negative. The
graphs also show population and real rents although they are not included in our model of housing
prices.

In our current (2025) modelling, the long-run model is:
log (P:)=y1+y2MR+yslog (HDI:)+y4log (UE:)+yslog (HSt) +yslog (NW:)+u: (5)

where P: is real house prices, MR; is the real mortgage interest rate (quarterly yield), HDI; is real
household disposable income per capita, UE: is the unemployment rate (seasonally adjusted), HS: is
the houses stock per capita, NW is real household net worth per capita (excluding land and housing
assets), and u; is a stationary error term. The unemployment rate is included as a barometer of
economic conditions and is expected to influence the price of houses negatively. The housing stock is
included as a supply variable.

Many other variables could be included such as population, expected capital gains and a variable
measuring quality change. Due to multicollinearity issues, we do not include population as an
explanatory variable since we include the log of real household disposable income per capita and log
of house stock per capita. As in ST, we assume that expectations of capital gains are exogenous and
approximately equal to their historical mean. We also assume that quality change is a constant
increase exogenous variable which would be a trend in the long run relationship but is not supported
by the data.

The paper estimates the long-run relationship using the fully modified OLS (FMOLS) method
proposed by Phillips (1995). The FMOLS estimation results are presented in Table 10 (below). Except
for the coefficient of the real interest rate, those estimates are the long-run elasticities of the real
house price with respect to the individual variables. All signs of the coefficients accord to
expectations. The coefficients are significant. And the explanation is high (R? = 0.95).
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Figure 9 Fundamentals 2003 Q1 TO 2025 Q2
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Table 10 FMOLS long run coefficients®. Dependent variable log(P:)

Variable 2003q1-2025q1
Estimated Coefficient (SE)

Constant -3.1328**  (1.2466)

MR -0.0265**  (0.0114)
log(HDI) 0.2651* (0.1469)
log(HS) -2.0444**  (0.3069)
Log(UE) -0.1622**  (0.0455)
Log(NW) 0.2334**  (0.0778)

R? adjusted 0.9543

@ ** and * indicate 5 per cent and 10 per cent significance level respectively.
Long-run covariance estimate (Bartlett kernel, Newey-West fixed bandwidth = 4.0000)

The long-run elasticity of real house prices with respect to real household disposable income per
capita is significant at the 1% significance level. Real prices would increase by 0.27% on average
following an increase of 1% in real disposable income.

The coefficient of real net worth per capita is also significant at the 1% level. Real house prices
increase by 0.23% on average following an increase of 1% in real net wealth per capita. Over the last
year (March 2024 to March 2025) real net worth per capita increased by approximately 3% and over
the last 10 years by 36%.

On the other hand, an increase of 1% in the real mortgage rate will lead to a fall in house prices of
2.7% on average.

The coefficient of unemployment is also very significant and negative, suggesting that this is an
indicator of economic conditions.

The coefficient of the houses stock per capita variable is significant at the 1 per cent level. A 1%
increase in houses stock per capita leads to an estimated (long-run) fall in real house price of 2.0 %
on average.

To estimate the short run parameters, we estimated an asymmetric error correction price equation.

Let x; = (R, log(HDI;), log(UE:), log(H:), log(NW:) and define the vector z: = (log (P:), R, log(HDI,),
log(UEy), log(HS:), log(NW)), the model is:Alog(P,) = by + a;l;_;(log(Pr_1) — 8x,_1) + ap(1 —
Ii—1)(log(Pe—y) — Ox,_1) + Z?=1 bjAz,_j+ & (6)
where 8 is the estimated FMOLS cointegrating vector and I; is the Heaviside indicator function which
defines “COVID” observations.

k=1 if tis between 2020q1 and 2021qg4

k=0 otherwise.

The significance tests on the differenced explanatory variables show the strength of the short-term

effects. The coefficients on the lagged error correction terms represent the proportion by which the
long-term disequilibrium in the log of real house prices is being corrected in each period. In our
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model we posit that those speeds of adjustment are different in COVID and non-COVID years.
Estimation results for Equation (6) are presented in Table 11. k = 2 is selected using the AIC.

Table 11 Asymmetric error correction model of real house prices?

Variable 2003q1-2025q2
Estimated Coefficient (SE)

o -0.1214 (0.1164)

o -0.1371** (0.0405)
R? adjusted 0.7109
B-G-2 x2(2) 4.2677
B-G-4 y?%(4) 4.8122
ARCH(1) x2(1) 0.3799

@ ** and * indicate 1 per cent and 5 per cent significance level respectively. B-G-2 and B-G-4
stand for the Box-Godfrey autocorrelation tests for first, second and fourth order autocorrelation
respectively. According to the diagnostic tests there is no problem of autocorrelation or ARCH(1)
effect.

The speed of adjustment o is negative but insignificant even at the 5% level, o, is negative and
significant at the 1 per cent level, indicating adjustment to equilibrium during both the COVID years
and non-COVID period but only significant during the non-COVID years. If an external shock throws
the variables out of equilibrium and assuming no further shocks, the price adjusts to its long-run
equilibrium with about 14 per cent of the adjustment taking place in each quarter for the non-COVID
periods. Such an adjustment speed is reasonably fast.

Given the large recent increases in interest rates, using the 14 per cent quarterly adjustment rate,
housing prices will take approximately 2 years to adjust to the new downward equilibrium. This
typically happens as housing prices flatten while other prices rise.

Further Observations

As noted in Abelson and Joyeux (2023), our results are consistent with other studies of house prices.
In an analysis of 20 studies across 12 countries, Girouard et al. (2006) found the following elasticities:

e Income: Real housing prices to real disposable household income = 1.9 (for 20 studies).
e Interest rates: Real housing prices to real interest rates = -3.1 (for 18 studies).
e Housing stock: Real house prices to housing stock = -3.1 (for 10 studies).

Our results are also broadly similar to those found by Saunders and Tulip (2019).
A new variable in our modelling is the impact of household net worth (NW) excluding housing
wealth. The increase in net wealth per capita of 36% over the last 10 years increased real house

prices by an estimated 8.2%.

In regard to the impact of housing supply on housing prices, Oxford Economics (2016) found:

e A house price elasticity of -1.8 in relation to UK housing stock.
e Another six refereed studies with price elasticities for housing stock between -1.1 and — 2.2.
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As noted above, in our current work we found a housing supply elasticity of around -2.0. Currently
there are about 9.2m houses in Australia (including semi-detached houses and terraces). And there is
an average net increase of around 150,000 new houses a year. Suppose that 20% more new houses
were produced in a year. The extra houses would increase the houses’ stock by about 0.3%. With a
long-term stock elasticity of say -2.5, this would reduce real house prices by 0.75%. Achieving this
over 5 years would reduce real house prices by 3.8%.

7 Housing Outcomes

In this section we discuss three key housing outcomes: home ownership, rental affordability, and
homelessness. Has home ownership fallen? Has rental affordability worsened? If so, what are the
causes? To what extent are they due to higher housing prices and rents or to other factors such as
inequality of household income and wealth, immigration or other factors? Clarifying the issues is
critical to developing housing policies which are addressed in a complementary paper (Abelson,
2025).

Home ownership

Table 12 shows home-ownership rates by selected age groups from 2006 to 2021. This includes the
more detailed age groups and related data for 2021 based on the 2021 Census. There appears to be
little home-ownership data post 2021.

National home ownership fell from 70% in 2006 to 67% in 2011. It then stayed at around 67% to
2021. Eden Emerald Mortgages (2025) reported that the ownership rate has fallen a little further to
66% in 2025, but the original data source is not clear.
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Table 12 National home-ownership rates (%) by age group: 2006 to 2025

Age 200 | 2011 | 2017- 2018-19 | Age 2021 | 2025 (a)
6 18

15-24 24 25 14 10 15-24 na

25-34 51 47 37 41 25-29 36 36
30-34 50 50

35-44 69 64 61 57 35-40 59
40-44 65

45-54 78 73 72 72 45-49 69
50-54 72

55-64 82 79 78 79 55-64 77

65+ 82 79 84 82 65+ 82

All ages | 70 67 66 67 All 67 66
ages

Sources: Hall, 2017; ABS, 4149.0, Housing Occupancy and Costs, 2019-20, Table 2.1. AIHW Housing
Data Dashboard, 2021 data. 2021 Household Census. (a) Eden Emerald Mortgages, 2025.

Table 12 shows that, from 2006 to 2021, home ownership rates fell substantially for all age groups
under 54, and especially for the three lowest decile age groups. Also, the home ownership rate for
Aboriginal and Torres Strait Islander (First Nations) people in 2021 was only 42%, though a significant
increase from 25% in 1981. The overall national ownership rate was held up to some extent by the
increasing proportion of people over 65 (with over 80% ownership rates) which increased from
13.8% of the population in 2006 to 17.2% in 2021.

To provide some perspective, Table 13 shows recent home ownership rates in seven other developed
economies. This indicates that home ownership in Australia is higher than in Germany, France, the
UK and the US, on par with New Zealand and Canada, but much lower than in Italy. This puts some
talk about the “housing crisis” in Australia in perspective.

Table 13 Home Ownership Rates

Country Home ownership (%) Year
Germany 47.2 2024
France 61.2 2024
United Kingdom 64.5 Dec. 2023
United States 65.0 Q2 2025
New Zealand 66.0 2023
Canada 66.7 2023
Italy 75.9 End 2024

Source: Trading Economics (2025).
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What explains these changes in home ownership in Australia? To what extent were they driven by
increasing costs of home ownership, social changes, immigration, or government policies?

Home ownership costs for first home buyers have two main components: debt servicing and the
initial housing deposit. Debt service is a function of the size of the mortgage and the mortgage rate.
But these are strongly (negatively) linked. Abelson (2018) found that, from 1990 to 2017, annual debt
servicing costs for first home buyers had stayed broadly constant as a proportion of household
income, with lower interest payments fully offsetting the higher loan repayments. The RBA (2021,
Graph 5) found likewise that the cost of mortgage payments (measured as the percentage of median
gross household income needed to service a variable rate mortgage with an 80 per cent loan-to-
value ratio for a median priced dwelling) actually fell between 2006 and 2021 in all 8 capital cities.
The RBA (p.5) concluded that “The decline in interest rates over the past few years has lowered the
cost of servicing a typical new mortgage as a share of median income. On this metric, housing
affordability has improved considerably”. However. this finding could be mitigated by recent increase
in mortgage rates.

In any case, this does not account for the deposit required. Before the recent 2025 policy changes,
notably the Federal Government loan insurance guarantee, this deposit was typically around 20% of
the property price. Some home buyers could borrow up to 90%, usually with a market mortgage
guarantee. And some were also assisted by recently introduced government grants to first
homeowners!!. But for those who could not access these funding sources, the first home deposit
required significantly more saving in 2025 than in 2006. The RBA (2021, Graph 8) showed that, for a
24-35 year household saving 20% of their median gross income, the average time needed to save a
20% deposit for a median priced dwelling in each capital city had risen by 3 years.

Nevertheless, the RBA (2021, pp.7-8) concluded: “Despite these developments, there has been a
large rise in the share of new housing loan commitments from first-home buyers over recent years
(Graphs 9 and 10), suggesting that housing accessibility has improved. The indicators discussed
above suggest that purchasing housing has remained accessible for many households.”

A major factor in this accessibility has been the increase in family support for first-time buyers. As
seen in Section 6 above, the growth of household wealth has been a significant factor in rising
housing prices. Varying claims have been made about the support for first-time buyers. For example,
in a 2019-20 survey the Australian Bureau of Statistics found that 23% of first-home buyers reported
assistance from non-government sources (mainly family).?

Drawing on a survey of 1,006 first home buyers, Finder (2025) found more modestly that 17% of
first-home buyers had received parental help for a deposit in 2025 — but up from 11% just three
years earlier in 2022. But Finder (ibid.) also noted that, according to an older statistic, more than 60%
of first-home buyers in Australia received some form of parental financial assistance.

" Government programs to support first home buyers include the First Homeowner Grant, the First Home Loan
Deposit Scheme, and Family Home Guarantee. Deposit Guarantee schemes can assist with the deposit hurdle,
though the repayment burden over the life of the loan will be higher. Some lenders offer home loans up to 95%
of the property’s value, but the borrower may be subject to Lenders Mortgage Insurance (LMI) fees.

12 ABS, Housing Occupancy and Costs, 2019-20 financial year.
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Drawing on another survey, Compare the Market (2025) found that, in recent years, 29% of
respondents had received some form of financial help from their family to buy a property.?? Typically,
they found that parents gave an average of $30,000 to $40,000 towards a home deposit.

In a further report, Terlato and Wastell (2025) found that the average gift towards a home deposit
had risen from $69,907 in 2021 to $74,040 in 2025. This represented about 40% of the $195,360
average 20% first home loan deposit. And totalled $9bn annually in family assistance for property
purchases, 4 15

In summary, the share of first-home buyers receiving some family assistance has risen from around
12% in 2010 to maybe half of all first-home buyers in recent years. And the average support has
increased from around $20k to S70k or more.

Turning to social factors, several (age of marriage, access to education, and entry into the workforce)
have influenced homeownership rates for persons under 35. In 1976, the median age of first
marriage was 24 years for men and 21 years for women. By 2024, the median age had risen to 32.8
years for men and 31.2 years for women. In the 1970s, only 5% of the Australian population had
post-school education, implying that around 95 per cent of potential workers joined the workforce at
17 or 18 years of age. In May 2024, 42% of people aged 20-24 were studying for a non-school
qualification.?® so that only around 58% were earning significantly before the age of 25. All these
social factors likely delayed home ownership

Migration is another factor in home ownership. Migrants tend to become homeowners later than
persons born in Australia. Between 2001 and 2024, Australia’s population born overseas rose from
about 22% to 31.5% of the population.'” Of the 385,000 permanent residents arriving between 2013
and 2018, only 12% owned housing in 2021. Also, an increasing percentage of migrants are on
temporary visas (mainly for education and work) who are almost all renters.

In 2021, the proportion of adult migrants who owned their home was 62%, compared with 68% for
the total population of Australia. Home ownership increased the longer migrants lived in Australia.
The proportions were: 38% for migrants who lived in Australia for less than 5 years; 71% for migrants
who lived in Australia for more than 10 years.

As the RBA (2021, p.4) observed, “multiple factors have contributed to the decline in
homeownership, and they are difficult to disentangle. Changing demographics and shifts in
household preferences (including marrying later and higher divorce rates) are likely to have
contributed”. And migration would have reduced homeownership. On the hand, the Bank of Mum
and Dad has been a significant support for first homeowners.

However, this would still leave rising house prices, especially first home deposits, as a significant
factor in falling home ownership.

Rents and housing affordability for low- and moderate-income households

3 Compare the Market. 2025, Household Budget Barometer.

14 Mozo, No-strings: The ‘Bank of Mum and Dad’ .

'S Property Investor, 2025, First home buyers taking parental freebies, borrowing more.
'8 Source: Australian Bureau of Statistics, Education and Work, Australia, May 2024.

17 ABS 34170D0001_2021, Permanent migrants in Australia.
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In Australia, and internationally, rental stress is conventionally described as spending more than 30%
of gross income on housing costs. Equivalently, housing is conventionally termed “affordable” if it
costs no more than 30% of a household’s gross income for those in the bottom 40% of the income
distribution (the “low- and moderate-income” group).'® The aim is to ensure that these households
can meet other essential living costs such as food, healthcare, and transport. Drawing on this
criterion, how much rental stress is there in Australia?

In considering this, we review average (mean) housing rents and household income over time,
incomes and rents for the household quintile groups, and the major shortfall in social housing. Table
14 shows estimated mean private housing rents and gross household income per week from 2001-02
to 2024-25. Over most of this period, mean rents were a constant proportion of mean gross
household income at around 17-18%. And, as described in Section 2, housing quality has risen
significantly over time.

However, the mean rent fell to 15.8% of mean gross household income at the start of the Covid
pandemic in 2020-21 and then rose to 18.3% in 2024-25. In these four years, mean nominal rent rose
by 29% from $410 to $529 a week, which was a real increase in the order of 15%.

Table 15 shows the percentages of equivalised disposable household income (EDHI) spent on rents
by household income quintiles in 2019-20. The average was 19.9% of EDHI. But the lowest income
group was spending over 40% of their disposable income on rents. More recent figures do not
appear to be available, but they are doubtless of the same order. This indicates that the distribution
of household income is significantly greater than the distribution of rents, which is an underlying
social problem.

Table 14 Mean Housing Rents and Household Income per Week: 2001-02 to 2024-25

Year Mean Nominal Mean gross Nominal Mean Rent as
Rent for Rent household mean % of mean
Private Index income per household | household
Housing week income income
index
2001-02 272 100 1527 100 17.8
2005-06 307 113 1830 119 16.8
2009-10 373 137 2060 135 18.1
2015-16 407 141 2253 148 18.1
2017-18 411 150 2310 151 17.8
2019-20 413 152 2329 153 17.8
2020-21 410 151 2582 169 15.8

8 The 2005 meeting of Australian Housing, Local Government and Planning Ministers described affordable
housing as rents below 25 to 30 per cent of the income of these target groups.
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2021-22 433 159 2674 175 16.2

2022-23 467 172 2764 181 16.9
2023-24 501 184 2846 186 17.6
2024-25 528 194 2885 189 18.3

Sources: ABS, 2022, Housing Occupancy and Costs, Australia, 2019-20, Table C.2. ABS Consumer Price
Index,. 2019-20 to 2024-25. Author estimates of mean gross household income per week.

Table 15 Equivalised Disposable Household Income (EDHI) % Spent on Rents (2019-20)

Quintile Fifth (high EDHI) | Fourth | Third | Secon | First (low EDHI) | All
d

% of EDHI | 12.0 17.5 215 | 26.1 42.6 19.

Source: ABS, Housing Occupancy and Costs, Australia, 2019-20.

Turning to social housing rent, this is typically calculated based on a tenant's income, including
Commonwealth Rent Assistance (CRA), with a common policy being that rent is 25% of their
assessable household income. The specific rent rules and income limits for social housing vary by
state and are based on factors like government assistance payments and the local average weekly
earnings. The National Housing Finance and Investment Corporation (2022) states that “social
housing rent is typically between 30-50 per cent of the state’s rental mean.”

As noted, rental stress is conventionally described as spending more than 30% of gross income on
housing costs. Agarwal et al. (2023) estimated that, accounting for rent assistance, lower-income
households in the first and second quintiles spent an average of 28% of their disposable income on
rent in the 2019/20 financial year. But many low-income households are living under rental stress.

Agarwal et al. (ibid., Graph 11) estimated that, between 2000 and 2019, rent-to-income ratios were
unchanged for private renters in the upper quintiles of the income distribution but worsened slightly
for households in the lower first and second quintiles. But, after adjusting for increased rent
assistance, they have been broadly unchanged. Rent assistance covers around one quarter of the
rent recipients pay. There were around 1.7 million recipients of Commonwealth Rental Assistance in
June 2020, up from 1.3 million in June 2019.

And Agarwal et al. (2023, Graph 13) showed that, over this period, income including for low-income
renters, including income support, increased at around the same rate as advertised rents. They
concluded that “This provides some evidence that the increase in housing costs has been broadly
offset by strong income growth, thereby limiting the deterioration in housing affordability for at least
some renters.”

But this is the story up to mid-2022 including the strong growth in social assistance benefits during

the pandemic. As shown in Table 14, between 2021-22 and 2025-25, rents increased by significantly
more than household incomes.
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Anglicare Sydney (2025) reviewed 17,028 rental listings across NSW over a weekend in March 2025
and found that only 3% of these would provide affordable housing for schoolteachers, aged care
workers, or social and community workers.

In summary, over the past two decades, rents have grown modestly in real terms and been largely
matched by the growth in wages and household disposable income including rental income supports.
However, many low-income households are in rental stress and the growth in rents since 2021-22
has reduced rental affordability and increased financial stress for some renter households.

As seen in Section 4 above, in 2023, social housing, including public and community housing, made
up only 4.1% of total housing stock. In a major review of housing issues, Oxford Economics (2023)
estimated a gap of 750,700 social and affordable dwellings in 2023, including 190,900 social
dwellings and 559,800 affordable dwellings. The total gap had grown by 114,000 (18%) since 2014.
Defining “unmet demand for social and affordable dwellings” as renter households in the bottom
two income quintiles who are paying more than 30% of their income on housing costs plus those
people experiencing homelessness, the report estimated that unmet demand for social and
affordable housing had increased from 5.6% of total households in 2008 to 7.3% in 2023.

The waitlist for social housing rose from 162,600 households in 2014 (1.8% of total households) to an
estimated 180,100 in 2023 (again 1.8% of all households). This increasing demand for social housing
is against a backdrop of slower growth in supply of social housing.

Oxford Economics (2023) further estimated that the share of low-income (first quintile) renter
households in rental stress, paying more than 30% of their gross household income on rent, had
increased from an about 35% in 2008 to 44% in 2023. Strong recent rental growth has contributed to
a further worsening in rental affordability.

The Housing Australia Future Fund also identified a need to provide additional affordable dwellings
for essential or ‘key workers’ (Housing Australia, 2023). While the term ‘key workers’ has no official
definition, these workers perform essential services for Australia’s urban and regional populations.

In summary, over 20 years, rents have risen broadly with household incomes. They have not risen
with house prices. Median-income households are spending a similar percentage of their income,
around a quarter of their weekly income, on rent, probably for improved quality housing.

But rents are a serious problem for low-income households because the distribution of incomes is
much greater than the distribution of rents. To some extent, rental costs have been moderated by
increases to Commonwealth Rent Assistance (CRA). In addition to the usual biannual CPI indexation
on 20 March and 20 September each year, the maximum rate available for CRA rose by 15% in
September 2023 and by 10% in September 2024. But rental stress is ongoing problem for low-income
households made worse by the small increase in social housing and low wage growth.

Homelessness
A more extreme welfare issue is homelessness. In this section we define homelessness, describe

homelessness in Australia over the last 20 years, its causes and impacts, and draw some conclusions.
Further Housing policies are addressed Abelson (2025).
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Persons at particular risk of homelessness include those who have experienced family and domestic
violence, young people, children on care and protection orders, First Nations people, people leaving
health or social care arrangements, and older Australians.

There is no single definition of homelessness. Traditionally, for the 5-yearly census, the ABS defines
homelessness as the lack of one or more elements that represent ‘home’. In more detail, ABS (2025)
describes homelessness as occurring when a person does not have secure access to adequate
housing. This includes people whose living arrangement: is in a dwelling that is inadequate; has no
tenure; or if their initial tenure is short and not extendable; does not allow them to have control of,
and access to space for social relations. The ABS also defines homelessness to include persons living
in improvised dwellings tents or sleeping out, supported accommodation for the homeless, staying
temporarily with other households, living in boarding-houses, and living in severely crowded
dwellings. This last category is the largest group, making up around 40% of the homeless.

Data on homelessness are limited by several factors. The five-yearly Census provides a major key
snapshot, but it does not capture more frequent changes. The Specialist Homelessness Services
(SHS) data, collected monthly from around 1,800 service providers, offers more timely insights but
excludes people who are seeking help who do not receive support. Also, many people experiencing
homelessness may not seek help, leaving them uncounted in official records. As a result, the SHS
data are an incomplete picture of homelessness across the country.

Census data suggests that the rate of homelessness has been broadly consistent since 2001: per
10,000 population, 51 in 2001, 48 (2011), 50 (2016) and 48 (2021). On Census night in 2021, 122,494
people were experiencing homelessness.’ 56% were male, 21% were aged 25-34 and 20% were
Aboriginal and Torres Strait Islander (First Nations) people (ABS 2023).

The RBA (2021, p.21) citing Troy (2019) reported a shortage of 440,000 homes affordable for the
homeless and people in the lowest 20 per cent of household incomes. The RBA report (ibid.) noted
further (p.23) that social housing changes and low-income growth have contributed to a meaningful
deterioration in housing affordability for more vulnerable households. As described in Section 4
above, there has been a major fall in the supply of social housing relative to population. And the RBA
noted (p.24) that expected waiting time for social housing in New South Wales is usually around 5 to
10 years or more.

The Homelessness Australia Monitor produced by Pawson et al. (2024) reported that in 2023-24
almost 280,100 clients (1.1% of the population) had been assisted by specialist homelessness
agencies. Rough sleeping had increased nationally by 22% over the three years to 2023-24. Over
three-quarters of homelessness services (77%) found it significantly harder to secure housing for
clients in mid-2024 compared to the previous year. And increased demand for services resulted in
longer support periods, with the median duration of service support rising by 44% in the five years to
2023.

Housing affordability stress due to rising house prices and rents is widely cited as a major driver of
worsening homelessness. AIHW (2024) found that the proportion of employed persons among those
receiving homelessness services had increased from 10.9% to 15.3% over the five years to 2022-23.
And housing affordability stress, cited as the main driver of homelessness, increased by 36% in the
three years to 2023-24.

19 ABS, 2021, Estimating Homelessness: Census.
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To support Australians at risk of or experiencing homelessness, governments across Australia fund
housing and homelessness services. Under the National Agreement on Social Housing and
Homelessness, the federal Government supports the state and territory governments.

These services are mainly delivered by non—government organisations, including those specialising in
delivering services to specific target groups (such as young people or people experiencing family and
domestic violence) and those providing more general services to people facing housing crises. The
services are aimed at prevention, early intervention, crisis and post crisis assistance and include
accommodation-related services and personal services. However, Homelessness Australia. (2024)
reports that “Many support agencies are at a breaking point. Staff are operating in a completely
clogged system. People exit support services into the same homelessness they were trying to
escape.”

In summary, homelessness is a continuing and increasing problem exacerbated by rising rents,
income inequality, personal and societal breakdowns, and a shortage of social housing. In the words
of the Kate Colvin (Homelessness Australia CEO) 2% “Funding for homelessness services has failed to
rise to meet demand and the whole system is buckling under the pressure. Governments need to
take immediate action and deliver an emergency homelessness investment so that when people
reach out for homelessness support there is someone there to help them. We particularly need
investment in homelessness prevention so we can stop people becoming homeless in the first place,
as well as investment in world renowned Housing First programs to stop people cycling in and out of
homelessness.”?!

8 Conclusions

Drawing on comprehensive ABS rent data, after allowing for inflation, real average annual rent
payments rose by 14.7% between 2000 and 2015. They then fell by 6.9% between 2015 and 2025.

Cotality data show significantly higher growth in rents for four reasons. The data are based on listed
(not actual) rentals. They include changes in housing quality. They do not allow for Commonwealth
Rent Assistance. And they do not include social housing.

Turning to house prices, between 2000 and 2015, the national real median house price doubled.
From 2015 to mid-2025, the real median price rose by 29%, just under 3% per year.

Between 2000 and 2015, the average real price of units (apartments) rose by 60%. But between 2015
to 2025, the average real price of units fell by 2%.

Between 2000 and 2015, there was significant uniformity of price changes across cities and regions.
This suggests that housing prices across the country are related and driven largely by national
factors, notably national interest rates, population and household income, and national housing
supply. But post-2015 there was less uniformity of price changes especially across the cities.

Three other general observations on housing prices. First, changes in the quality of housing explain in
the order 1% price change per annum. Second, reflecting asset / income pricing, real housing prices

20 https://homelessnessaustralia.org.au
21 Source: AIHW, Homelessness and homelessness services.

38


https://www.aihw.gov.au/reports/australias-welfare/family-domestic-and-sexual-violence
https://www.aihw.gov.au/reports/australias-welfare/family-domestic-and-sexual-violence

have moved broadly over time with the ASX real ordinaries share price. Third, over the last 20 years
Australian house prices have risen quite similarly to prices in other developed economies.

The four main drivers of rents are: population, household incomes, housing supply (stock), and
Commonwealth Government supports. Since population and housing stock have increased by a
similar amount (housing stock by marginally more than population) over the last 25 years, they
broadly offset each other. Thus, household incomes, with Government supports, are likely a main
explanator of rents. Saunders and Tulip (2019) found that real rents are a function of the growth in
household income and the rental vacancy rate. However, they did not provide an explanation for
vacancy rates. Other possible factors affecting rents include the number of short-term visitors,
increasing short-term letting, and high-wealth households owning second (or more) homes for
private use. These could be the subject of productive research studies. But we are not aware of any
detailed facts or modelling of these possible factors.

Similar factors explain house prices, along with mortgage rates and household wealth. Our long-run
model of house prices explained 95% of the changes. Our main findings are:

Real house prices increase by 0.27% on average following an increase of 1% in real household
disposable income. They also increase by 0.23% on average following an increase of 1% in real net
wealth per capita. Over the last 10 years, net worth per capita has increased by 36% and the “bank
of mum and dad” has been a significant contributor to house prices.

On the other hand, an increase of 1% in the real mortgage rate leads to a fall in house prices of 2.7%
on average. And a 1% increase in houses stock per capita leads to an estimated (long-run) fall in real
house price of 2.0% on average.

Turning to household outcomes, over the last 20 years, house ownership by the total population fell
from 70% to 67%. This ratio was held up by the increasing proportions of people over 55. However,
ownership fell significantly for all age groups under 55, despite strong “Mum and Dad” support for
home purchases.

These falls in ownership have several causes. They include the rising cost of first home deposits
relative to household income, later entries into the workforce, later marriages, and rising
immigration. With falling real mortgage rates over much of this period, average mortgage payments
did not rise significantly as a proportion of average household income and were not a significant
factor in ownership rates. But there was a major increase in the first home deposit relative to
household income.

Regarding rents, average (mean) rents have been around 18% of mean household disposable income
for the last 25 years. But the story is different for low-income households. In 2019-20, gross rents for
households in the lowest quintile averaged 43% of equivalised household disposable income, well
above the 30% standard affordability benchmark. This occurred because the distribution of income is
significantly greater than the distribution of housing rents. In any event, large numbers of low-
income households are likely paying over 30% of their disposable income in net rents.

Also, homelessness remains a major problem. The rate of homelessness has been broadly constant

over the last 20 years at around 50 per 10,000 population. On Census night in 2021, 122,484 people
were experiencing homelessness.
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The demand for social housing is also rising, while the supply of social housing has been flat lining for
two decades. More people are homeless and seeking help but are missing out on housing assistance.

Housing is a fundamental element in individual and community welfare. This paper has focused
principally on what explains average housing rents and prices and the outcomes for renters and
homeowners. Housing policies to address these problems are discussed in a complementary paper
(Abelson, 2025).

References

Abelson, P., 2018, House Prices, Rents, Home Ownership and Affordability: The Facts and a
Mainstream Economics Explanation, Australian Conference of Economists, Canberra.

Abelson, P., 2025, Housing Policies in Australia, TTPI, Working Paper 20/2025.

Abelson, P., Joyeux, R., Milunovich, G. and D. Chung, 2005, ‘Explaining House Prices in Australia: 1970
to 2003’, Economic Record, 81, pp. S1-S8.

Abelson, P. and R. Joyeux, 2023, Housing prices and rents in Australia 1980-2023: Facts, explanations
and outcomes, TTPI - Working Paper 14/2023.

Agarwal, N., Gao, R. and M. Garner, 2023, ‘Rent Inflation and Renter Stress’, RBA Bulletin, March
2023.

AHURI, 2023, What is the difference between social housing and affordable housing - and why do
they matter? Retrieved from https://www.ahuri.edu.au/analysis/brief/what-difference-between-

social-housing-and-affordable-housing-and-why-do-they-matter.

Anglicare Sydney, 2025, Rental Affordability Snapshot. Retrieved from
https://www.anglicare.asn.au/publications/2025-rental-affordability-snapshot .

Australian Bureau of Statistics, 2023, New Insights into the Rental Market, Information Paper.
Australian Bureau of Statistics, 2025, Homelessness: Having financial security and access to housing.

Australian Institute of Health and Welfare, 2024, Specialist homelessness service, Annual Report
2023-24, Canberra.

Australian Institute of Health and Welfare (2025) Homelessness and homelessness services, AIHW,
Australian Government, accessed 15 December 2025.

Corelogic, 2018, Residential Property Index Series. Retrieved from
https://www.abs.gov.au/Ausstats/abs@.nsf/0/COC5554E017D68CECA25830B0016CCCO?0OpenDocum
ent

Eden Emerald Mortgages, 2025, Home Ownership Statistics Australia. Retrieved from
https://www.eemortgagebroker.com.au/property/home-ownership-statistics-australia/

Ellis, L., 2022, “Housing in the Endemic Phase”, Keynote Speech to the UDIA 2022 National Congress
Sydney, RBA.

40


https://www.aihw.gov.au/reports/australias-welfare/homelessness-and-homelessness-services

Finder, 2025, First Home Buyer Report. Retrieved from https://www.finder.com.au/insights/first-
home-buyer-report-2025

Garvin, N., Kearney, A., and C. Rosé, 2021, Macroprudential Limits on Mortgage Products: The
Australian Experience, RBA, Research Discussion Paper, 2021-17.

Girouard, N., Kennedy, M., Van den Noord, P., and C. André, 2006, Recent House Price Developments,
The Role of Fundamentals, No, 475, OECD Working Papers.

Gitelman, E. and G. Otto, 2012, ‘Supply Elasticity Estimates for the Sydney Housing Market’,
Australian Economic Review, 45(2), pp 176—190.

Glaeser, E. and J. Gottlieb, 2009, The Wealth of Cities: Agglomeration Economies and Spatial
Equilibrium in the United States, NBER Working Paper No. 14806.

Himmelberg C., C. Mayer and T. Sinai, 2005, “Assessing High House Prices: Bubbles, Fundamentals
and Misperceptions”, Journal of Economic Perspectives, 19(4), pp 67-92.

Homelessness Australia, 2024, Rough sleeping surges as homelessness crisis worsens: new report
(media release), https://homelessnessaustralia.org.au/rough-sleeping-surges-as-homelessness-crisis-
worsens-new-report/.

Housing Australia, 2023, State of the Nation’s Housing Report 2022-23.

Kohler, A., 2023, The Great Divide: Australia’s Housing Mess and How to Fix it, Quarterly Essay,
Issue 92.

Murray, C., 2024, The Great Housing Hijack, Allen and Unwin.

National Housing Finance and Investment Corporation, 2022, State of the Nation’s Housing — Rents
Report.

Oxford Economics, 2016, Forecasting UK House Prices and Home Ownership (1992 to 2014).
https://www.oxfordeconomics.com/my-oxford/projects/351906.

Oxford Economics, 2023, The economic case for investing in social & affordable housing.
Pawson, H., Parsell, C., Clarke, A., Moore, J., Hartley, C., Aminpour, F. and K. Eagles, 2024, Sydney: City
Futures Research Centre, UNSW Sydney, in partnership with Homelessness Australia, Australian

Homelessness Monitor.

Phillips, P, 1995, “Fully Modified Least Squares and Vector Autoregression”, Econometrica, 63, 5,
1023-1078.

RBA, Reserve Bank of Australia, 2021, Submission to the Inquiry into Housing Affordability and Supply
in Australia House of Representatives Standing Committee on Tax and Revenue.

Hanmer, F. and M. Marquardt, 2023, ‘Australian Economy New Insights into the Rental Market’, RBA
Bulletin, June.

41


https://www.finder.com.au/insights/first-home-buyer-report-2025
https://www.oxfordeconomics.com/my-oxford/projects/351906

Rowley, S., Brierty, R., Perugia, F., Rahman, H., Singh, R., Swapan, M. & L. Taylor, 2023, The new
normal: changed patterns of dwelling demand and supply. AHURI Final Report No. 399,
Australian Housing & Urban Research Institute Limited, Melbourne.

Saunders, T. and P. Tulip, 2019, A Model of the Australian Housing Market, RBA Research Discussion
Paper Series No 2019-01.

Terlato, P. and R. Wastell, 2025, Bank of Mum and Dad Report, Forget loans — the ‘Bank of Mum and
Dad’ has become the ‘Gift of Mum and Dad’, https://mozo.com.au/reports/bank-of-mum-and-dad-
report-2025

Trading Economics, 2025, Home Ownership — By Country, retrieved from
https://tradingeconomics.com/country-list/home-ownership-rate

Troy, L., Van den Nouwelant, R., and B. Randolph, 2019, ‘Estimating need and costs of social and
affordable housing delivery’, City Futures Research Centre (UNSW) Report.

42


https://tradingeconomics.com/country-list/home-ownership-rate

	TTPI
	TTPI - Working Paper 22/2025
	December 2025
	Abstract


	Table 3 shows 5-yearly median house prices in the capital cities for 2000 to 2020 and then annual figures to 2025, along with real price indices with 2015 = 100. The annual prices are unweighted averages over the four quarters. Therefore, they are not...
	Some summary observations
	Between 2000 and 2015, there was a high level of uniformity in housing price movements in the capital cities and in the rest of the states, with housing prices broadly doubling in real terms over these 15 years. This broad uniformity of price movement...
	This view is consistent with the concept of locational spatial equilibrium, whereby housing prices adjust so that households are indifferent across space. Households are willing to live in a higher priced city or region where they are adequately compe...
	Since 2015, housing prices in the cities have risen by significantly more than the national average in Adelaide, Brisbane and Perth, but by significantly less than the national average in Melbourne and Darwin. On the other hand, housing prices in the ...
	This paper aims to provide a national explanation of housing prices. Explaining the differences in changes in real housing prices across the cities, and the rest of Australia, is beyond the scope of this work.
	Table 6 also shows the real ASX All Ords Index (RAORDS; AllOrds index deflated by CPI). Given share and housing prices both represent asset values, they are likely driven by similar factors (to some extent), notably by interest rates, and will have br...
	Drawing on ABS data on annual expenditures on alterations and additions of over $10,000, Abelson and Joyeux (2023) estimated that expenditure on alterations and additions represented around 1% of housing value between 1980 and 2005, but closer to 0.6%...
	These quality issues are critical, but they are often ignored in discussions of changes in house prices. Drawing on housing structures, housing price indexes that do not account for quality changes appear likely to overestimate real housing price chan...
	International Comparisons of Housing Prices
	Figure 4 shows real median house prices from March 2000 to June 2025 in seven countries including Australia. The broad picture is that Australian house prices have moved quite similarly to international house prices, thus to some extent reflecting int...
	Figure 4   Real House Price Indices
	Source: Globalization Institute of the Federal Reserve Bank of Dallas.

