"DEMOGRA u,-w.)

34 Apnual
Demo graphla
International Housin g
Affordabilit}-’ Surx-—*ey:
2007
Ratings for I"riaj or Urban Markets

Australia « Canada « Republic of Ireland
New Zealand » United Kingdom e United States

(Data for 3™ Quarter 2006)

F tredevinds 7 .-J—'r?"#‘.iﬂ?h' ff«:’f:"m.r‘?rv.r"'




Introduction

 The 3rd Annual Demographia International
Housing Affordability Survey expands coverage
to 159 major markets in Australia, Canada,
Ireland, New Zealand, the United Kingdom and
the United States.

« The Demographia International Housing
Affordability Survey employs the “Median House
Price to Median Household Income Multiple,”
(“Median Multiple”) to rate housing affordabllity
(Table 1).



Table 1
Distrnibution of Markets by Housing Affordability Ratings

Number of
Rating Median Multiple Markets
Severely Unaffordable 5.1 & Over 59
Senously Unaffordable 41to 5.0 22
Maoderately Unaffordable 31t040 36
Affordable 3.0 or Less 42
TOTAL 159




Introduction

* |n recent decades, the Median Multiple has been
remarkably similar among the nations surveyed,
with median house prices being generally 3.0 or
less times median household incomes.

* This historic affordabllity relationship continues
IN many housing markets of the United States
and Canada. However, the Median Multiple has
escalated sharply in Australia, Ireland, New
Zealand and the United Kingdom and in some
markets of Canada and the United States.



2006 Housing Affordability
Ratings

 The most pervasive housing affordability crisis Is
In Australia, with an overall Median Multiple of
6.6. Affordability is only marginally better in New
Zealand (6.0) Ireland (5.7), and the United
Kingdom (5.5).

 On the other hand, the national Median Multiple
In Canada Is 3.2, indicating that housing Iis one-
half as expensive relative to incomes as in

Australia. The national Median Multiple in the
United States is 3.7.




L east Affordable Markets

 The least affordable markets are generally in
California, Hawali, the US East Coast, Australia,
the United Kingdom, New Zealand and
Vancouver.

* The least affordable market is Los Angeles &
Orange County, with a Median Multiple of 11.4,
far above the “severely unaffordable” threshold
of 5.1 and approaching four times the 3.0
“affordability” standard.



L east Affordable Markets

 The Median Multiple is 8.5 in Sydney, 8.3
In London, 7.7 In Vancouver, and 6.9 In
Auckland.

e All of the 25 least affordable markets are
rated “severely unaffordable” (Table 2).

 Ireland’s only surveyed market, Dublin is
also rated severely unaffordable, at 5.7.



Table 2
25 Most Unaffordable Housing Markets

& Nation Market Median # Nation Market Median
Multiple Multiple

1 United States Los Angeles-Crange County, CA 114 14 United States Miami-‘West Palm Beach, FL 76

2 United States san Diego, CA 105 14 United States Modesto, CA Fill

3 United States Honolulu, HI 103 16  United Kingdom  Cardiff 75

4 United States san Francisco, CA 10.1 17 United Kingdom  Bristol 73

5 United States Ventura County, CA 94 18 United States Fresno, CA 72

6 United States Stockton, CA 86 18 United States MNew York, NY-NJ -CT-PA 72

T Australia Sydney 85 20 Australia Hobart 7.0

8  United States =an Jose, CA 84 21 New Zealand Auckland (e

9  United Kingdom London (GLA) 83 21 United Kingdom  London Exurbs 6.9

10 United Kingdom  Bournemouth-Dorset 82 23 Australia Melbourne 6.6

11 Australia Perth g 23 United States Sacramento, CA 6.6

12 United States Riverside-San Bernardino, CA 74 23 United States Sarasota, FL 6.6

13 Canada Vancouver 7.7 23 Canada Victoria 6.6




Affordable Markets Remain

e At the same time, 42 markets remain
“affordable.” (Table 3)

e Seven of the “affordable” markets are In
Canada and 35 are in the United States.

 The most affordable markets are Regina,
Fort Wayne and Youngstown.



Affordable Markets Remain

 Some of the fastest growing markets in the
survey remain “affordable,” such as
Dallas-Fort Worth, Houston, Atlanta and
Oshawa (Tables 3 and 4).



Table 3 |
Affordable Housing Markets
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Mation

United States
Canada

United States
United States
United States
United States
United States
United States
United States
United States
Canada

United States
United States
Canada

United States
United States
United States
United States
Canada

United States
United States

Market

Fort Wayne, IN
Regina
Youngstown, OH
Buffalo, NY
Dayton, OH
Indianapals, IN
Rochester, NY
Akron, OH
Grand Rapids, M
Omaha, NE-I1A
Quebec

Toledo, OH
Wichita, K3
Winnipeg

Des Moines, 14
Huntsville, AL
Morthwest Indiana
Fitisburgh, PA
Saskatoon
Syracuse, NY
Augusta, GA

Median
Multiple
20
20
20
23
23
23
23
24
25
25
25
25
25
25
26
26
26
26
26
26
27

7
2
91
91
2

91
27
27
27
27
31
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39
39
39

Mation

United States
United States
United States
United States
United States
United States
United States
United States
United States
United States
United States
United States
United States
United States
United States
Canada

United States
United States
Canada

Canada

United States

Market

Cincinnati, OH-KY-IN
Dallas-Fort Worth, TX
Detroit, M
Harnsburg, PA
Lansing, M
Cleveland, OH
Columbia, 5C
Kansas City, MO-KS
St Louis, MO-IL
Atlanta, GA
Columbus, OH
Houston, TX
Louisville, KY-IN
Nashville, TN
Oklahoma City, OK
Ottawa
Scranton-Wilkes Barre, PA
Little Rock, AR
London

Oshawa

Tulsa OK

Median
Multiple
2.7
2.7
2.7
2.7
2.7
28
28
28
28
29
29
29
29
29
29
29
29
3.0
3.0
3.0
3.0




Table 4
Housing Affordability Market Ratings by Nation _

- Affordable Moderately Seriously Severely
(3.0 & Unaffordable Unaffordable Unaffordable
MNation - Under)  (3.14.0)  (41-50) (5.1&0Over)  Total  Median
Australia 0 0 1 7 8 6.6
Canada 7 B 2 2 17 3.2
Ireland 0 0 0 1 1 5.7
New Zealand 0 0 0 3 3 6.0
United Kingdom 0 2 2 19 23 5.5
United States 35 28 17 27 107 3.7
TOTAL 42 36 22 59 159 4.1




Home Ownership: The Social
and Economic Imperatives

« Home ownership has been a principal objective
of public policy in all of the surveyed nations.

« Each nation has increased its home ownership
rates markedly since World War Il.

 There has been a strong association between
expanded home ownership and improved
affluence --- what can be called the
democratization of prosperity.



Home Ownership: The Social
and Economic Imperatives

e This better quality of life appears to be
threatened across the spectrum, from lower
iIncome households that will no longer be able to
afford home ownership to middle income
households, who will be able to afford only more
modest houses.

 The unprecedented decoupling of house prices
from incomes could lead to significantly reduced
home ownership rates in the decades to come.



Home Ownership: The Social
and Economic Imperatives

* For example, at Portland or Baltimore
nouse prices, only 40 percent of
nouseholds could afford a home,
compared to the present national rate of
nearly 70 percent.

e At San Francisco prices, under 10 percent
of households could afford to buy a home
(Figure 1)




Figure 1

House Prices & Homeownership
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The High Cost of Decoupling
House Prices from Incomes

* The housing affordabillity crisis Is of recent
origin, principally over the past five to 10
years. Median Multiples of 4.0 or more
were rare before the 1990s.

 Median Multiples of double the affordability
standard --- 6.0 and above were virtually
unheard of.



The High Cost of Decoupling
House Prices from Incomes

* Yet, today, the Median Multiple in exceeds
8.0 In a number of markets and iIs more
than 10 In some.

* In Australia there has been a marked loss
of affordability over the past 10 years
(Figure 2).
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Figure 2

Median Multiple Trend: Australia
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The High Cost of Decoupling
House Prices from Incomes

* In the United States, two distinctively
different classifications of housing inflation
have developed over the past 10 years.

e The most unaffordable markets have
experienced a doubling of house costs
relative to iIncomes.

 Ten years ago these markets were nearly
as affordable as today’s more affordable
markets. (Figure 3).
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Figure 3

Housing Affordability: 1996-2006
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The High Cost of Decoupling
House Prices from Incomes

 The Inflation has been most pronounced
In the last five years.

 In better performing markets, such as
Dallas-Fort Worth and Indianapolis,

affordability has been maintained or
iImproved.

 In poorly performing markets, such as San
Diego and Perth, housing affordabllity has
peen drastically reduced (Figure 4).




Figure 4

Housing Affordability Trend Examples
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Depth of the Problem

* |In the most stressed markets, increased housing
costs and mortgage interest can consume years
of household gross income compared to just 10
years ago (Figure 5).

 For example, in San Diego the median house
price relative to incomes has risen by the
equivalent of 14 years of median gross income.

* In Perth, 11 more years of gross income will be
required.



Figure 5

House Purchase & Interest Costs
AT VARIOUS MEDIAN MULTIPLES

$2,500,000

$2,000,000

$1,500,000

$1,000,000

$500,000

$0

< Cost of House
Over Mortgage
Term

6 7 8
Median Multiple

Mortgage

Interest
(6.5% over 30 Years)

9 10 11

12



Depth of the Problem

* For households in England, the toll is
seven years of gross income, and Six
years in Dublin.

 These huge additional expenditures for
nousing will considerably reduce
purchasing power and are likely to lead to
ess economic growth and job creation.




Depth of the Problem

e Further, there is likely to be less home
ownership, especially among lower
Income households, which in some of the
surveyed nations are disproportionately
minority.

 There could be even greater
consequences, given the close connection
between economic growth and social
cohesion.



Unsatisfactory Explanations

Various explanations have been offered.

Perhaps the most recurring Is that higher
demand arising from low Iinterest rates has
driven up housing prices.

Another Is that demand has changed radically,
such that households now clamor for existing
nousing in better neighborhoods, with the
neightened demand inflating housing prices.

Finally, it has been suggested that land owners
on the periphery have colluded to inflate prices.




Unsatisfactory Explanations

« Each of these explanations iIs rendered
unsatisfactory, however, by the fact that the
housing inflation has occured only in some
markets.

e Lower Iinterest rates, a desire for better
neighborhoods and the potential for collusion
exist in virtually all markets, yet not all markets
have experienced the housing cost inflation.

* Australia shows that there has been a land
supply problem not the inability of the home
building industry to meet demand.



Unsatisfactory Explanations

* Nearly 90 percent of the increase in house costs
IS attributable to land price inflation, which has
risen at double the rate of most escalating
component of the Consumer Price Index
(Figures 6 and 7).

« A satisfactory explanation must account for the
orice trends both in markets where there has
neen housing inflation and in markets where
nousing inflation has not occurred.




Figure 6

Land & House Cost Increase: 1993-2006
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NEW HOUSES, LAND & SELECTED CPI ITEMS

< Change in
CPIl component
(Houses & Land
from HIA data)

Autos  Applicances Furniture Food

New Houses Auto Fuel

Land for
Houses




The Cause: Land Use Planning
Excesses

e Research in the surveyed nations identifies the
cause --- the housing cost escalation is
principally the result of supply factors.

 Where there are significant constraints on the
supply of land for residential development,
housing inflation has occurred.

 Where there are no such constraints, housing
cost inflation has not occurred (Figure 8).
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The Cause: Land Use Planning
Excesses

 Demand does not raise prices by itself.

 Demand raises prices only where there Is
iInsufficient supply.



Land Use Policies that Produce
Unaffordability

« Various planning strategies have driven up the
price of housing, such as land rationing (urban
growth boundaries and infill requirements),
extravagant amenity requirements, excessively
high infrastructure fees and approval processes
that are unnecessarily lengthy and complicated.

* |Indeed, planning permission (appropriate
zoning) itself represents a significant add-on to
the market value of land for residential
development, represented by prices many times
that of adjacent land without such permission.




Land Use Policies that Produce
Unaffordability

 The basic problem is that, in most of the least
affordable markets, residential development is
permitted only in accordance with inflexible
government plans.

 Where housing remains affordable, people’s
preferences tend to drive development
(consistent with environmental requirements).

* This is illustrated by comparing the similar
markets of Austin, Texas and Perth, Australia
(Figure 9).



Figure 9

Population: 1995-2005
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Land Use Policies that Produce
Unaffordability

* In Austin, a liberal regulatory regime has
maintained affordability over the past
decade.

 In Perth, a restrictive regulatory regime
nas been associated with raising the total
orice, including interest, of the median
nouse by the equivalent of 11 years of
gross median household income relative
to just 10 years ago (Figure 10).
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Figure 10

Housing Affordability: 1996-2006
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lgnoring the Economic and
Soclal Dimensions

* Generally, government has imposed restrictive
planning policies without fully considering, much
less comprehending the ultimate impacts on the
economy and quality of life.

 Environmental and aesthetic issues, often real
and sometimes exaggerated drove policy
making, despite the fact that a clean
environment can only be achieved by an affluent
economy.

 The longer term social implications, which are so
tied to affluence and the economy, were also
missed.



The Emerging Costly Reality of
Land Use Planning

* There Is considerable evidence that restrictive
land use policies compromise the
competitiveness of urban areas and lead to less
economic growth.

« Home ownership among younger households is
falling in the United Kingdom and Australia.

 There Is a rush of domestic migration away from
the least affordable markets in the United States
to the more affordable markets, reversing
decades long demographic trends.



The Emerging Consensus: Land
Use Planning Destroys Housing
Affordability

e At the policy level, there Is an increased
awareness of the nexus between
restrictive land use planning and inflated
housing prices.

« Within the last year, Australia’s Prime
Minister, Treasurer and Reserve Bank
Governor have cited planning induced
land shortages for the loss of housing
affordability.



The Emerging Consensus: Land
Use Planning Destroys Housing
Affordability

o Similar views have been expressed by
New Zealand’s housing minister and
mayors of major cities.

 The United Kingdom’s Barker reports
clearly blame land use planning for the
runup of housing costs there.



Restoring Housing Affordability

* Housing affordability can be restored by a
program that re-establishes the balance
petween demand and supply in unaffordable
markets.

 The most promising strategies are:
— Housing affordabillity targets,
— Liberalization of land use reqgulation and

— Measures to ensure that price distortion does
not occur on the fringe of urban areas.




Restoring Housing Affordability

e There Is also a need for focused research
and improvements within planning
education.



