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Abstract

While housing affordability is on drop by the rising prices, specially in large cities, the young generation
suffers from the pending independence as a result. Despite the significantly good industrial
performance in the construction sector in Australia, reduced housing prices is still under burden by the
middle mans and real estate brokers. Several socio-economic factors are indeed involved in the rising
prices such as unequal wealth distribution, banking strategies, wages growth rate, mortgage interest
rate, population growth, etc. which are being discussed in this article. Data had been collected from the
Australian Bureau of Statistics in order to compare and analyze the effectiveness of negative interest
rates on housing affordability. New financial asset classes such as cryptocurrencies had also been
introduced in order to propose alternatives to the traditional investment banking which also ensures
profit earning for bankers.
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Introduction

In a period of rising social inequalities in the advanced economies, lower and middle-class households
see evaporating opportunities as the concentrated wealth in these economies had started to become
a challenge for several decades [1]. Throughout the history, governments proposed economic stimulus
and recovery packages at the times of crisis and, conversely, much of the so-called recovery wealth by
about 95% is regained by the top one percent of the society [2]. Indeed, there are many dimensions to
what defines the general term for wealth; housing being one of them. Individuals economic security is
being underlined by home ownership in a variety of contexts [3]. While many younger, lower income
and more precarious households experience the diminishing housing wealth attainment, housing price
gains leads to additional wealth accumulation among the top classes of the society [4].

Housing is commonly known as the most valuable financial asset held by the households [5]. Because
of that, housing prospects are accordingly being considered as the root to the economic inequality.
From the same point of view, housing is characterized as a form of financial asset which is more difficult
to quickly or fully capitalize and therefore financial institutions such as banks are being more cautious
about the equity value on paper as it may not precisely reflect the real value accessible value of the
asset [6]. The idea of “asset-based welfare” in many advanced economies which had started to gain
popularity from decades ago, scales the need for homeownership as families with an statues of an
owner in such societies are believed to have a more secured financial position [3, 7, 8]. Governments,
indeed, support this idea as the welfare support in this scheme shifts toward the individual households
rather than public support.

As homeownership in todays advanced societies becomes increasingly important to individual’s
financial security, it is crucial to identify the drivers of inequality. Indeed, homeownership required
some economic capacities such as reliable labour market that can support the pay offs. However, the
transformation of the labour market over the recent decades have resulted in both growing polarization
and rising employment insecurity. Another driver of inequality today is the ineffective mortgage system
which exacerbates the status of concentrated wealth. In such system, the wealthy becomes wealthier,
and the poor becomes poorer. Altogether (figure 1), the consequent rising house prices and inequality
had made the homeownership difficult especially for the young first-time-buyers [9].
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Figure 1- Key drivers of housing wealth polarization

Wage’s growth rate

Throughout the past decades, job market has seen progressive shifts towards polarization and
employment insecurity such as youth unemployment, underemployment, and income disparity [10-
13]. As unemployment level follows cyclic up and down turns, in stable conditions, the returned jobs
are less likely to be full-time. Rather, part-time and casual contracts replace the previous full-time
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positions with less security. Even with a sufficient income level, the precarious employment often deny
access to mortgage credits as well as impacting the decision to buy a house. These reduced economic
capacities exhibit a significant intergenerational polarity between the wealthy and the poor.

Individuals to be able to afford homeownership are meant to be capable of paying back the mortgage
terms. The Australian Bureau of Statistics reports a 1.8% wages growth rate in June quarter 2020 on a
declining slope. This means that in a perfect world, an individual with a secured full-time contract can
expect 1.8% increase in his/her salary as the years pass on. The same person in 2006 could expect 4%
increase in his/her salary.

Annual WPI growth - 1997 to 2020
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Figure 2 - Australian historic wage's growth rate

There are several implications as to why the wage’s growth rate follows a declining slope. Purchasing
power and controlling the national inflation rate can be one of them. Indeed, higher salaries empowers
individuals to buy more and that itself causes the sellers to ask for more i.e. rise in inflation and currency
devaluation. So, governments in order to control the inflation rate, tend to create a sense of scarcity as
it causes the value of something, in this case currency, to grow. Although it may also cause hardship
and eventually opposing movements if continues without a comprehensive plan. Another reason for
the declining wage’s growth rate can be due to the rising globalization. Outsourcing jobs to overseas
especially in the internet environment are often the first choice of business owners if the price of service
or a product in the international markets are lower. In such cases, businesses tend to pay international
suppliers as their prices are low. It is particularly applicable to the Australian condition as the Australian
dollar has a massive purchasing power all over the world. A possible way to tackle the outsourcing of
jobs is by empowering domestic manufacturing. Goods and services made and sold inside the country
secure the jobs and better wages arrangement.
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Mortgage interest rate

On top of any other factors affecting the housing prices, mortgage interest rate is seemed to be the
most effective one. Depending on the installments and the terms of the mortgage the borrower after
settling all the amount owed to the bank may decide to sell his/her dwelling with a profit margin. This
typical purchase behaviour is the very basic reason for the inflationary housing prices as rational
individuals like to become richer. The Reserve Bank of Australia outlines the lenders’ interest rate for
both housing and business sectors. The historic graphs published by this entity shows a downward trend
in the past years which itself is a good indication for a better housing affordability (figure 3) currently
at slightly above 2.75%. However, when it is compared with the wages growth rate (figure 2) that is
currently at 1.8%, individual buyers have no choice other than failing to pay off the total mortgage
amount. It is true based on the assumption that individuals are full time workers without any other
source of income.

Owner-occupier Variable Housing Rates
Outstanding and new loans; in % per annum

% %
4.00 4.00
3.75 3.75
3.50 3.50
3.256 325
3.00 3.00
2.75 275
2.50 2.50

Sep 19 Jan '20 May '20 Sep '20 Jan 21
== Qutstanding loans New loans

Sources: APRA; RBA

Figure 3 — Lenders’ interest rate outlined by the Reserve Bank of Australia.

According to the reports released by Domain Real Estate, one of the largest agents in Australia, an
average house in Sydney costs roughly about $1.2 M with a growth rate of 6.7% per annum which ranks
Sydney as the most expensive city in Australia in terms of housing prices. Given this information, the
individual full-time workers who fall behind the mortgage payments by 0.95% (the difference between
wages growth rate and lenders’ interest rate) must earn $11,509 each year from other sources of
income. Table 1 shows the breakdown of mortgage short falls for other capital cities in Australia.

F.Sartipi/Journal of Construction Materials 2 (2021) 4-1 4



Table 1 - Australia's average housing prices reported by Domain Real Estate [14]

City Average house price Growth rate Annual mortgage shortfall
Sydney $1,211,488 +6.7% $11,509.14
Melbourne $936,073 +3.9% $8,892.69
Brisbane $616,387 +5.6% $5,855.68
Adelaide $574,264 +6.1% $5,455.51
Canberra $855,530 +9.1% $8,127.54
Perth $563,214 +6.3% $5,350.53
Hobart $564,091 +12.4% $5,358.86
Darwin $533,845 +3.6% $5,071.53
National $852,940 +5.8% $8,102.93

Negative interest rate

Implementing negative interest rate policies (NIRP) historically occurred once governments decide to
devalue a particular asset. Swiss National Bank, for example, in 1970 introduced negative interest rate
on foreign deposits to prevent capita inflows and excessive appreciation of the Swiss franc [15]. NIRP
had been often put into effect by the federal/national banks. In such situations, excessive care must be
taken as long-term implementation of NIRP can have a diverse effect on emerging markets and
developing economies [16]. Nevertheless due to the positive outcomes of implementing this policy,
many countries had now embraced NIRP such as Denmark National Bank (DNB), the European Central
Bank (ECB), the Swiss National Bank (SNB), Swedish Riksbank, Bank of Japan (BolJ), and the Central Bank
of Hungary [16]. The complementary policies announced following the NIRP by the European Central
Bank were due to the reasons below:

e Targeted refinancing operations program with 2-year maturity. Initiated to facilitate asset
backed securities purchase program (rates from -0.10% to -0.3%).

e Expanded size of quantitative easing program from €60 billion to €80 billion per month (at -
0.4%).

The lowest negative interest rate ever recorded according to the reports by the so-called central banks
was -0.75% in February 2015 initiated by Denmark National Bank and Swiss National Bank at the same
time.

Monetary policies in advanced economies occasionally have to account for weak demand for money
depending on the economic cycle. In such circumstances, consumers often have excessive amount of
savings and are able to pay for goods and services on much higher prices. In a situation like so, central
banks decide to impose charge fees on holding money for account holders in order to encourage more
purchase [17].

In the context of housing market, investment bankers currently charge positive mortgage interest rates
which had been studied to be the main reason behind the inflationary housing prices. It might not seem
viable for bankers to go negative in the first place as it causes loss. However, based on the most basic
principle of investment, being diversification [18, 19], a healthy investment portfolio consists of various
types of assets with different liquidity ratios. It is in fact the same principle (diversification) which allows
to lower the risk of loss. Thus, if banks decide to impose negative mortgage interest rates in order to
close the inequality gap and a better social practice, another asset type must be structured well enough
to ensures profitability of the whole portfolio; Given that bankers only care about profit. This is indeed
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applicable if the law is enforced which can be different to the natural flow of supply and demand in the
housing market.

From the perspective of supply and demand, also, the economy must lean towards more supply of new
houses for the purpose of observing the decline in house prices. Demand, in this context, is derived by
the population growth. Table 2 shows the relevant statistics to population growth across Australia. In
terms of supply however, NSW Department of Planning, Industry, and Environment forecasts 132,000
to 171,200 new homes will be built in the 5-year period of 2020-2025 [20]. A simple comparison
between the population growth of 50,600 (demand based on the assumption that each person seeks
homeownership) and the minimum supply of 132,000 new homes indicates the surplus of housing
which leads to a lower housing prices.

Table 2 - Australian population growth by state (Source: Australian Bureau of Statistics)

Population at 30 Sep 2020 Change over previous year Change over previous year

('000) ('000) (%)

New South Wales 8,166.40 50.6 0.6

Victoria 6,680.60 47.2 0.7

Queensland 5,184.80 68.2 1.3

South Australia 1,770.60 12.7 0.7

Western Australia 2,667.10 32.6 1.2
Tasmania 541.1 5.3 1

Northern Territory 246.5 0.4 0.2

Australian Capital Territory 431.2 3.4 0.8

Australia 25,693.10 220.5 0.9

To diversify the investment banking portfolios, cryptocurrencies had shown a reliable and profitable
growth rate that can be seen as a mitigation to negative mortgage interest rates. Specially the Ethereum
blockchain had introduced promising protocol for businesses who are seeking to go public via the
means of ERC20 protocol [21].

The phenomenon that threatens the adoption of negative interest rate on mortgage rates is foreign
investment in the Australian property market which, if not controlled, can put wellbeing of Australians
under ambiguity. Thus, the regulatory bodies such as land registries must ensure appropriate measures
for ownership entitlements. Yet another set of factors that can also possibly act in contrary to the
principles of negative mortgage rates are those related to climate change actions and reducing the
energy consumption of residential/commercial properties. In a study done by D. Hagare et al. [22] it
has been predicted that in a 5 year perspective until 2025-26 the housing prices can move even higher
by an average amount of around $78,000 due to the implementation of environmental building designs.
Such technologies [23-26] are still not available in mass which can be seen as a shortage in supply
meanwhile the demand is surging.
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Conclusion

In the light of diminishing social inequality and youth independence, negative mortgage interest rates
had been studied to be effective. Examples from European central banks and the natural law of supply
and demand, in a quantitative approach, shows the declining housing prices in Australia. In that respect,
population growth and governmental forecast on the supply of new housings had been considered in
this study. However, profit-driven bankers may find it not viable to implement negative interest rates
at the first sight. In order to satisfy the profitability of investment banking, cryptocurrencies had been
proposed to be added in the relevant portfolios which helps in mitigation of the negative interest rates.
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