2011 State of Supply Report: key findings

The National Housing Supply Council’s 2011 State of Supply Report found the following:

· Despite weaker market conditions, the housing shortage continues to widen.
· Underlying demand for housing grew by an estimated 159,200 dwellings in the year to 30 June 2010 – slightly more than the 156,500 forecast in the 2010 report.
· Net additional housing supply[footnoteRef:1] increased by 131,000 dwellings over the same period, below the 140,700 projected in the 2010 report. [1:  Net additional housing supply is calculated from new completions and housing conversions less demolitions and an allowance for vacant properties.] 

· The gap between these measures of underlying demand and supply increased by
· 28,200 to 186,800[footnoteRef:2] over 2009-10. [2:  The June 2009 gap estimate was revised down from 178,400 to 158,500 to account for conversions, which had not been included in previous estimates. All estimates since 2002 have also been revised lower.] 

· The largest housing shortfalls in numerical terms are in NSW and Queensland, with shortfalls of 73,700 and 61,900 respectively.
· Relative to the size of its market, the largest shortfall is in the Northern Territory, where the Council estimates the shortfall to exceed 10 per cent of total underlying demand.
· Data from the states and from the Council’s analysis of recent building approvals data suggest that supply is likely to fall short of the medium-growth projections (meaning a larger gap) in the short term.
· Projections, based on trend building rates and household growth, suggest that this gap could increase to over 640,000 over the next 20 years[footnoteRef:3]. [3:  This assumes that past trends continue and there are no policy measures introduced to change behaviour] 

· This growing gap indicates that housing production needs to lift well above trend to reduce the likelihood that housing shortages and poor affordability impact adversely on economic growth and standards of living.

Background

The National Housing Supply Council was established by the Treasurer and the Minister for Housing in 2008 to monitor housing demand, supply and affordability in Australia, as well as to identify gaps between housing supply and demand and to highlight strain on the housing system. It has been producing an annual State of Supply Report since 2009. Since the 2010 report was released the Council has been reappointed, with eight of its now 12 members being new appointments.

In this year’s report, the Council has updated its projections for underlying housing demand and supply through to 2030, as well as its analysis of the gap between the two.



Housing shortage continues despite slower market

The wider housing market has changed significantly since the 2010 report was published. The market has slowed since the middle of 2010, with transaction levels and prices declining variably across most of the country. This has coincided with a widening gap between supply and underlying demand, and evidence that the rental market has tightened further in many places.

While a softening of demand and prices and a projected widening gap between supply and underlying demand might seem contradictory, the Council does not believe these phenomena are inconsistent in the short term. The supply gap means that housing costs are higher than they would otherwise be, but there can still be volatility around these higher levels.

In the Council’s view, a large part of the problem is driven by a growing divergence between underlying demand, which is demographically driven, and effective demand, which is what actually happens in the market and is driven by economic as well as demographic factors

The building industry has also had to face up to a weaker market, and the volume of property being built has fallen significantly. Approvals for building dwellings other than detached houses (largely multi-unit apartment buildings) saw a longer downturn than those for building houses following the global financial crisis. The Council believes that this is partly due to more limited access to development finance for this form of development subsequent to the GFC and in the light of market conditions.

Underlying demand for housing projected to increase over the next 20 years

The Council’s projections for underlying demand (the number of households) are higher than in previous reports. This increase reflects the higher than expected population growth in 2008–09, giving rise to a higher base population. The projected rate of increase over the next 20 years has not changed significantly.

The Council estimates that there were about 8.7 million households in Australia in June
2010. The number of households is projected to be 12 million by 2030, representing a net increase of nearly 3.3 million households between 2010 and 2030 (see Table 1).

Due primarily to ageing of Australia’s population, all regions are projected to see much faster proportionate growth in the number of lone-person households and households of couples without children than in the number of households of families with children. Most regions are projected to see a greater relative increase in demand for flats, apartments and townhouses than for detached houses. Underlying demand for public housing and affordable private rental accommodation is also likely to increase as the population ages.

These projections are for underlying demand growth, and implicitly assume that household formation decisions are made independently of circumstances in the prevailing housing market. They assume that underlying demand would equal effective demand if the market could provide sufficient housing products to meet the needs, aspirations and capacity to pay of all households.  In reality, a lack of housing supply (or a housing surplus) is likely to affect household formation patterns and household size.


[bookmark: _Toc185321223]Table 1	Cumulative additional households projected under low, medium– and high- household growth scenarios (’000 households), June 2010 – June 2030
	Year
	 
	Scenario
	 

	
	Low growth
	Medium growth 
	High growth 

	2012
	279.4
	326.8
	382.2

	2015
	700.5
	821.5
	962.6

	2020
	1,395.2
	1,644.2
	1934.6

	2025
	2,072.5
	2,455.4
	2902.0

	2030
	2,742.0
	3,264.9
	3692.8



Source: National Housing Supply Council projections based on McDonald and Temple low, medium and high household growth scenarios from June 2009.

Housing supply also to increase, but at a slower rate than underlying demand

The Council has produced long-term projections for the supply of new housing. The
‘medium-trend’ projections are based on an assumed continuation of the rate of building completions seen over the past 30 years.

The stock of private dwellings in Australia was estimated to comprise 9,148,300 dwellings at June 2010 (see Table 2). While this estimate was produced using a similar methodology to that used in the 2010 State of the Supply Report, it includes conversions for the first time. Conversions marginally increase total stock estimates.

[bookmark: _Toc185321228]Table 2	Estimated Housing Supply, June 2010 (all numbers rounded to nearest 100)
	
	
	Number of dwellings

	1
	2006 ABS Census occupied private dwellings and unoccupied dwellings, adjusted for undercounting
	8,605,800

	
	plus
	

	2
	ABS dwelling completion data for 2007, 2008, 2009 and 2010
	589,900

	
	less
	–

	3
	Estimated stock losses in 2007, 2008, 2009 and 2010 due to demolition
	47,400

	
	equals
	=

	
	Total supply in 2010 (rounded to nearest hundred)
	9,148,300


Source: Adapted from ABS 2007, Census of population and housing – details of undercount, cat. no. 2940.0, ABS, Canberra; ABS 2010, Building activity, Australia, June 2010, cat. no. 8752.0, ABS, Canberra; and National Housing Supply Council estimates.



The medium-trend projection for housing supply, which is based on trend growth for
average annual net additions to the housing stock since 1980, would see total growth of
2,986,700 dwellings in the period 2010 to 2030, an average net additional increase of just under 149,300 dwellings per year (see Table 3).

[bookmark: _Toc185321230]Table 3	Projected net increase in supply of residential dwellings, Australia, low-, medium- and high-supply scenarios, 2010–2030
	Time period
	Low-supply scenario
	Medium-supply scenario
	High-supply scenario

	2010–11 to 2011–12
	235,300
	286,700
	347,900

	2010–11 to 2014–15
	592,400
	721,800
	875,900

	2010–11 to 2019–20
	1,198,300
	1,460,200
	1,771,900

	2010–11 to 2029–30
	2,450,700
	2,986,700
	3,623,900



Source: Based on dwelling completion trend, 1 July 1980 to 31 December 2010, from ABS 2011, Building activity, Australia, December 2010, cat. no. 8752.0, ABS, Canberra; and National Housing Supply Council estimates for completions net of demolitions

Supply is projected to continue to fall short of the growth in underlying demand. The
Council notes that industry leaders have responded to the shortage of affordable dwellings by producing more diverse housing stock, including more affordable homes on smaller plots (hence reducing land costs) as well as a greater volume and variety of higher-density housing in established areas. While welcome from many perspectives, the increase in urban ‘infill’ activity is also challenging in relation to the cost of housing and community reaction to changes in residential form and density.

The Council has also reviewed recent trends in building approvals and pipeline supply information from the states and territories. Both suggest that the immediate outlook for supply growth is somewhat lower than in the medium-trend projections.

Pipeline supply data indicate that the majority of new homes built in the capital cities in the coming years are to be built on infill rather than greenfield land, particularly in Sydney.

The Australian and state and territory governments have invested in a number of programs in an attempt to increase the supply of housing, particularly at the more affordable end of the market and in the social housing market, where shortages are most severe.

Imbalance between demand and supply to grow

The Council’s analysis indicates that the housing shortfall is likely to increase further in the coming years. The gap between total underlying demand and total supply is estimated
to have increased by approximately 28,200 dwellings in the year to June 2010, to a
cumulative shortfall of 186,800 dwellings since 2001 (see Table 4).



[bookmark: _Toc185321244]Table 4	Estimated dwelling gap since June 2001 (number of dwellings), Australia, June 2010
	Estimated gap as at June 2009, revised(a)
	
	 
	158,500

	Growth in estimated gap between June 2009 and June 2010
	 
	 

	plus
	Increase in underlying demand in year to June 2010 
	+ 159,200
	 

	minus
	Increase in adjusted net supply(b) in year to June 2010
	– 131,000
	 

	equals
	 
	 
	 
	 
	 
	= 28,200
	+ 28,200

	Estimated gap as at June 2010
	 
	 
	 
	 
	186,800


Source: National Housing Supply Council estimates.
Notes: (a) The gap estimate of 178,400 for June 2009 in the 2010 report has been revised (to reflect an updated methodology) to 158,500.
(b) Adjusted net supply is gross additional supply less estimated demolitions, with resulting net production discounted by 5.9 per cent to account for dwellings unavailable to meet underlying demand.

The approach used in the 2011 report to estimating the gap between supply and underlying demand produces a revised shortfall of 80,500 dwellings over the year to the end of June 2009, and a revised cumulative gap of 158,500 by June 2009. This compares with estimates for the same period of 78,800 and 178,400, respectively, in the 2010 report. The inclusion of conversions reduces the estimated level of the gap from 2002 onwards compared to previous projections.
The Council has also updated its longer-term projections of the gap, although these are highly sensitive to the assumptions used. The Council’s central projection suggests that over the five years to 2015, the cumulative demand–supply gap since 2001 is projected to grow by a further 142,000 dwellings to 328,800 dwellings (see Table 5).

[bookmark: _Toc185321246]Table 4	Growth in gap between underlying demand and adjusted net supply (number of dwellings), including cumulative impact
	
	Additional annual underlying
demand and supply
	
	

	Year ending
30 June
	Medium household growth
	Adjusted net medium supply growth(a)
	Annual growth in gap between underlying demand and adjusted net supply
	Cumulative gap

	2010
	–
	–
	–
	186,800

	2011
	162,600
	134,600
	27,900
	214,700

	2012
	164,200
	135,300
	29,000
	243,700

	2013
	165,100
	135,900
	29,100
	272,800

	2014
	164,800
	136,500
	28,300
	301,100

	2015
	164,800
	137,100
	27,700
	328,800

	2020
	163,500
	140,300
	23,300
	456,400

	2025
	162,200
	142,100
	20,100
	556,900

	2030
	161,900
	145,300
	16,700
	640,200


Source: National Housing Supply Council projections based on McDonald and Temple medium household growth scenario; National Housing Supply Council projections based on trends in dwelling completions. For full details see Appendices 2, 3 and 4.
Note: (a) Adjusted net medium supply growth is additional supply less estimated demolitions, with resulting net production discounted by 5.9 per cent to account for dwellings unavailable to meet underlying demand.
There are several short- to medium-term issues that could affect the balance between supply and demand in ways that are not taken into account by these simple projections

In addition, some increases in population, including those occurring through migration, may not increase housing demand proportionally. For example, increases in household size, ‘group households’ and short-term residency for work or study may increase demand only temporarily or to a lesser extent than other drivers.

Housing affordability remains stretched

A shortage of housing leads to higher housing costs. While there is no single measure that can give a full picture of ‘housing affordability’, a range of indicators points to pressures in parts of the housing system.

The rate of house price growth slowed in 2010, and there have been falls in many places in 2011. However, higher interest rates since the lows of the global financial crisis have limited the subsequent improvement in affordability on most measures, and income growth has been solid rather than dramatic. The overall picture is one of a modest improvement in affordability since mid–late 2010, but still a stretched situation by historic comparison.

Higher interest rates have also had an impact on existing mortgage holders. The number falling behind on their mortgage payments is at a relatively low level, although there are signs that this has started to rise. However, many households are ‘ahead’ on their mortgage payments, effectively creating a buffer against future difficulties.

It is not just within the owner-occupier market that households face these pressures.
Rental increases have outstripped movements in incomes in recent years, and vacancy rates are low. The rate of increase in rents for flats has outstripped that for houses in the largest cities over the past year.

Most affordability measures tend to focus on relatively narrow definitions of housing costs; that is, on direct housing outlays. They ignore the wider costs of living, such as electricity, water and transport costs, which are part of overall living affordability and which have increased significantly in recent years.

Conclusions

Despite the apparent easing of demand and price pressures in the market, demographic trends and current and historic rates of house building point to a widening of the ‘housing shortfall’. This is not solely evident in the owner-occupier market. Despite the recent surge in investment in response to the global financial crisis, social housing supply lags well behind demand in this sector. Since there is no sign of any easing in rents at the lower end of the market, the problem of housing availability and cost is likely to be more acute for less wealthy households. In addition, lower-income households tend to spend a larger proportion of their income on ‘essentials’, such as food and fuel, which have increased in price by more than overall inflation in recent years.

While there has been some slowing in the rate of underlying demand growth since the
2010 report was published, the short-term outlook for the delivery of new homes has also fallen. The current rate of new home building is exceptionally low, so the ‘gap’ may widen by more than forecast in the medium-trend projections over the next couple of years.

Growth in housing demand relative to housing supply implies a worsening of living standards, or at least a slowing in the rate of improvement experienced in Australia in recent years. The household projections are based on an assumed continuation of recent trends in household formation. If these trends are constrained by a lack of supply, average household size will be higher than that assumed in the projections and than that households would otherwise choose.

Increased household sizes will have social consequences beyond the housing market.
The impact is likely to be felt most at the lower end of socioeconomic spectrum, which may, in turn, put additional pressure on the social housing sector. Lower-income groups’ ability to access the market is already a significant issue that affects access to employment and services. Lack of access to healthy, affordable, well-located housing could have intergenerational implications for engagement with work and community, and for productivity in the economy.

The Council has highlighted a number of areas for further research over the coming two years. Such research will help to improve understanding of some of the more detailed issues relating to the housing shortage. These areas are:

· immigrant demand for housing among both permanent and temporary migrants
· the capacity and sustainability of the building industry
· the effects of Australia’s ageing population on the type, size and location of housing how local, state and territory and Commonwealth government policies affect housing
· supply
· a detailed review of regional, including provincial town and city, submarkets across all tenures and how these interact with one another and with the rate and form of economic development
· greater understanding of housing supply and underlying demand, and modelling of opportunities to address imbalances in various parts of capital cities, including in growth areas on the urban fringes
· market, government and not-for-profit sector responses to the deterioration in housing affordability over the past decade
· understanding and evaluating the housing-related contributors to affordable living to build more comprehensive and useful measures of cost and affordability.

The Council will continue to focus on the extent of imbalance between underlying demand and supply and on structural obstacles to achieving a better match on aggregate and in sub-markets. Underpinning much of this work will be the understanding that tackling the housing shortage is not simply about increasing the number of homes being built; it is also important to build a diverse range of dwellings. Producing the right mix of homes contributes to developing sustainable communities that work for the population at large.

The Council believes that in order to tackle affordability pressures and the housing shortage more effectively, greater focus is needed on increasing supply rather than on subsidising demand.

The Council’s 2011 State of Supply Report, as well as the supporting data and the
Council’s earlier reports can be downloaded from www.nhsc.org.au.
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