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Transaction Costs, Deposit Requirements and the Attainment of Homeownership

1. Introduction

The attainment of home ownership is traditionally thought of as the pinnacle of housing careers, and is believed to be an aspiration for most Australians. This appears to be so regardless of income; among public housing tenants for instance, a recent survey reported that 55% of tenants would like to buy a home (Department of Family and Community Services, 2003). Recent policy debate in Australia has reflected a concern that this transition is becoming increasingly difficult for first-home buyers. Yates (1999) and Productivity Commission (2004) have demonstrated growing accessibility problems among younger age groups. Among the age cohort 25 – 34 years the share of Australian homeowners declined from 63% in 1981 to 52% in1996. The Commission estimates that this decline continued in the subsequent 1996-2001 period, though at a slower pace (Productivity Commission, 2004, 32-33)
. Wood et al. (2004) use Census data and find that in Victoria the share of homeowners declined from 63% in 1981 to 55% in 2001 in this same age cohort.
There is growing evidence both in Australia (Bourassa, 1995; Wood, Watson and Flatau, 2003) and overseas (see Gyourko, 2003 for a review) that borrowing constraints are an increasingly important impediment to first homeownership. These borrowing constraints take two forms. A deposit (or down payment) constraint that typically takes the form of a minimum percentage of the purchase price that purchasers’ must meet from their savings. A repayment constraint, which, in Australia, takes the form of a maximum loan to income multiple. The recent house price cycle will have increased the incidence of binding deposit constraints, though the impact on repayment constraints will have been cushioned by lower mortgage interest rates.  In previous research by the authors (Wood, Watson and Flatau, 2003) we demonstrated that 70% of renters face a lower relative price of housing as homeowners, but most were constrained by an inability to meet deposit requirements.

The deposit requirement is one of several up-front cash requirements. Stamp duties on mortgages and conveyances and lenders mortgage insurance premiums, paid by those who borrow in excess of 80% of the value of a property (Mortgage Industry Association of Australia, 2004), increase up-front cash requirements. There is a growing belief that transaction costs, and in particular state government stamp duties, impede transition into first home ownership. This is reflected in the Productivity Commission recommendation that reduced reliance on stamp duties will help first homebuyers (Productivity Commission, 2004, pxii). The Western Australian and Victorian state governments have been quick to respond to the Productivity Commission’s recommendation.
 From July 2004 Western Australian first home purchases of properties with values less than $220,000 will be free of stamp duty on conveyances, and a concessional rate applies for first home purchases up to $300,000. (Government of Western Australia, 2004). The Victorian state government has (from May 2004) made a first home bonus of $5000 available to first home purchasers who buy properties at prices up to $500,000 (State Revenue Office, Victoria, 2004)
. 

In this paper we measure the deposit requirements and the transaction costs associated with purchasing a home for the first time. Our chief concern is with whether reduced reliance on state government stamp duties will help potential first homeowners bridge the gap between their savings and up front transaction costs
. We take the rental tenants sampled by the Household Income and Labour Dynamics in Australia (HILDA) Survey and estimate their purchase price if they chose to become homeowners. This estimate of purchase price is used to measure the minimum deposit requirement, and the transaction costs of the purchaser. HILDA is also used to measure each rental tenant’s savings. The contribution that stamp duties make to up-front cash requirements (deposit plus transaction costs) is measured. We also examine variation in the size of the gap between up-front cash requirements and savings (cash requirement gap) across subgroups of the renter sample.

A key finding is that stamp duties typically account for 21% of total up-front cash requirements, and their formal incidence among potential first homebuyers is highly regressive. However, even if first homebuyers were granted exemption from stamp duties, we estimate that cash requirement gaps are immediately bridged for only 1.7% of our sample of renters.

The remainder of the paper is organised as follows. Section 2 describes the transaction costs and deposit requirements that are the focus of our modelling exercises. Section 3 outlines the methodology used in the modelling exercises and Section 4 presents the findings from our empirical work.  A final section discusses the implications of these findings for policy.

Section 2 Deposit Requirements, Stamp Duties and Mortgage Insurance

The most important component of up-front cash requirements is the deposit requirement, which is requested by financial institutions as part of the underwriting criteria for conventional loans.  Typically first homebuyers are required to meet a 10% deposit requirement (the ABS 1999 Australian Housing Survey reveals that the median loan-to-value ratio in each of the years 1997, 1998 and 1999 was 0.9).

State governments in Australia levy three charges on homebuyers who finance the purchase of a property via a mortgage. These charges are stamp duties on conveyance, mortgages, and mortgage insurance contracts respectively. Stamp duties on conveyances are levied on the purchase price of the property with the applicable marginal rate rising across purchase price brackets. Most states provide some form of relief from stamp duties for first-homebuyers although the extent of, and eligibility for such relief varies depending on the jurisdiction. Stamp duty schedules are not indexed to the rate of house price appreciation so that ‘bracket creep’ eventuates over time, and the real value of relief given to first-home buyers is eroded (Wood, 1994). Stamp duties on mortgages are levied on the amount borrowed by the purchaser, and the rate of duty is generally a fixed proportion of the amount borrowed. 

Lenders mortgage insurance protects a lender against loss should the borrower default on the loan. Homebuyers who purchase a property at a loan-to-value ratio in excess of 80% pay the premium, set at a fraction of the mortgage value at the time of purchase. Mortgage insurance allows lenders to diversify mortgage risk and is provided by private insurance firms.  We base our premium calculations on the rates charged by General Electric Mortgage Insurance Service (GEMICO), a major Australian mortgage insurance provider.

Section 3 Methodology

An analysis of the likely size of deposit requirements and transaction costs confronting renter households seeking to become home owners requires an estimate of the market value of housing a renter would purchase on choosing to become a homeowner. This is obtained from a housing demand regression model that is estimated using the market values of the homes occupied by the sample of homeowners in HILDA (wave 1). Housing demand is modelled with permanent income, the relative price of owner occupied housing and a vector of socio-demographic characteristics as independent variables. The estimated coefficients are used to predict the market values of housing a renter would purchase if they become homeowners. Estimates of housing demand make it possible to:

· Derive the deposit that the potential homeowner must fund and calculate the transaction costs that must be met at purchase; and

· Given available savings, identify households and individuals who would be unable to fund a home purchase and measure the size of the cash requirement gap.

This second exercise requires an estimate of savings. Households can accumulate savings in a variety of different assets that range from highly liquid forms such as cash to illiquid forms such as superannuation funds. The relevant magnitude is liquid wealth as far as meeting the up-front cash requirements on home purchase is concerned. This is savings accumulated in readily realisable assets that we define as interest bearing deposits, shares and rental property.

The HILDA wave 1 survey does not directly report the value of liquid assets held by households and their members. As a result it is necessary to estimate liquid wealth using the survey’s reported income streams from rental property, interest bearing deposits and share portfolios. To do this we employ the yield multiplier methodology suggested by Dilnot (1990). This approach uses the income streams from investments reported in HILDA (interest, dividends and income from rental properties) and infers the value of the asset generating the income stream by dividing that stream by a rate of return that is representative of rates of return earned on that class of liquid asset. The mean liquid wealth holdings of income units in our sample are reported in table 7 below.

In order to calculate concessions to first-home buyers with respect to stamp duties we need to identify income units in the sample who can reasonably be assumed to have never owned their own home. HILDA does not permit identification of renters who would be first homebuyers and those who would be repeat buyers if they purchased. A common approach is to assign all income units with a reference person aged less than 35 years to first-home buyer status, and we invoke this assumption.

Our empirical analysis proceeds by first measuring typical up-front cash requirements, their breakdown into deposit requirements and transaction costs, and the contribution of stamp duties to transaction costs. Stamp duties are estimated using schedules current as at the 1st of January 2004
. We measure the cash requirement gap (CRG) of rental tenants as the difference between up-front cash requirements and their savings. The CRG is a hurdle that renters must ‘jump’ if they are to make the transition into homeownership. We analyse how the height of the hurdle varies across subgroups of tenants.

Section 5 Findings

Up-front cash requirements and Savings

At what we estimate to be the mean purchase price of tenants if they become homebuyers ($172,482), up-front cash requirements on purchase are $24,759 (see table 2a). These up-front cash requirements are 14% of the mean purchase price. The mean deposit requirement is $17248, or 70% of total up-front cash requirements. Transaction costs therefore account for 30% of total up-front cash requirements, and stamp duties on conveyances make the most important contribution at $4808, or 19% of up-front cash requirements (see table 2b). All stamp duties, including mortgage duty and duty on mortgage insurance, total $5462 and are just over one-fifth of up-front cash requirements and add 3.2% to the mean purchase price. Mortgage insurance premiums add $2049 to up-front cash requirements and are 8% of total up-front cash requirements. 

	Table 2a Up-front Cash Requirements and Savings at the Mean Purchase Price

	
	                          $

	1. Deposit Requirement
	                      17,248

	2. Transactions Costs
	                        7,511

	3. Up-front Cash Requirement (1+2)
	                       24,759

	4.   Savings
	                       22,361

	5. Cash Requirement Gap (3-4)
	                         2,398

	Note: The sample size is 2769 tenant income units. Transaction costs are adjusted for concessions offered to first homebuyers.


	Table 2b Transaction Cost Breakdown

	
	               $
	% Of Total Transaction Costs

	Stamp Duty:
	
	

	                   Conveyance
	4808
	64.0

	                    Mortgage
	469
	6.2

	                     Insurance
	185
	2.5

	Total Stamp Duty
	5462
	72.7

	Mortgage Insurance
	2049
	27.3

	Total Transaction Costs
	7511
	100

	
	
	


There is considerable variation in the up-front cash requirement measure across the states and territories due to differences in stamp duty burdens and house purchase prices. Table 3 reports state government charges as a proportion of the mean purchase price and the cash requirement by state. A home purchaser faces an average rate of state government taxes of between 1.4% and 3.7% of the purchase price of a home depending upon which state they live in. State government taxes represent between 10.9% and 24.7% of the up-front cash requirement. Stamp duties are most onerous in Western Australia and Victoria and lowest in Tasmania and Queensland. The burden of stamp duties appears to have risen during the 1990s. Wood (1996, table 1) estimates that in 1990 there was an average rate of stamp duty of 2.3% across the six Australian states, assuming that all purchases were repeat purchases. Allowing for first-home owner exemptions and assistance we find an average rate of stamp duty of 3.1% at the stamp duty schedules prevailing in 2004.

We estimate that tenants’ average (median) savings are $22,361
. Of the 2769 sample of tenant income units, 2417 (87.1%) are constrained by savings that are less than up-front cash requirements, and their average savings are relatively low at only $1947. The majority (2370) of these 2417 constrained income units are unable to meet even the 10% deposit requirement. However, there are 47 (1.9% of the total) who could meet deposit requirements but insufficient savings to also cover transaction costs would thwart any purchase intentions. Many in this small group would immediately benefit if stamp duties were abolished.

From a policy perspective it is the much larger 2417 constrained tenant group that are of particular interest. The mean (median) CRG among this constrained group is $21,896 ($18,713). The transition into homeownership will be delayed, or in some cases permanently impeded, as potential buyers strive to accumulate sufficient savings to bridge the CRG. This is a hurdle that will be less difficult to jump if the potential homeowner receives a gift or bequest. King and Baekgaard (1996) find that 13% of Australians aged between 25-34 years old received assistance with home purchase in the 10-year period 1982-1991. The Federal Government’s first homeowners grant (FHOG) will also help accelerate transitions into ownership. In 2001 any first homebuyer of a newly constructed home could claim FHOGs of $14000
. We estimate that 24% of tenant income units would find their CRGs bridged by FHOGs of $14,000. At the current lower level of $7000 only 3% would find their CRGs bridged. 
	Table 3. State Government Stamp Duties as a Proportion of House Price and Cash Requirement

	
	
	
	
	
	
	
	
	
	

	
	
	NSW
	VIC
	QLD
	SA
	WA
	TAS
	NT
	ACT

	
	
	
	
	
	
	
	
	
	

	House Price (%)
	3.0
	3.6
	1.4
	3.2
	3.7
	2.1
	3.1
	2.6

	
	
	
	
	
	
	
	
	
	

	Cash Requirement (%)
	21.2
	24.6
	10.9
	22.3
	24.7
	15.7
	21.7
	18.9

	
	
	
	
	
	
	
	
	
	

	a. Transaction costs are adjusted for discounts offered to first-home buyers

b. N =  2 769


Who has relatively high Cash Requirement Gaps?

The mean (median) CRG for constrained rental tenants of $21896 ($18713) represents 83.5% of the average annual income of rental tenants. Unless assisted by gifts or inheritances the typical rental tenant’s access to home ownership will be impeded at present house price levels, since it is difficult to see how they can accumulate sufficient savings to close such a large CRG given current household size and types.
 

In tables 4, 5, 6 and 7 the 2417 sample of constrained rental tenants is classified into quartiles according to the size of their CRGs. The 25% of constrained tenants with the lowest CRG have CRGs ≤ $13,581, while the 25% of constrained tenants with the highest CRGs have CRGs ≥ $27,537. Tables 4, 5, 6 and 7 analyse the socio-economic and demographic characteristics of constrained tenants belonging to these three groups.

We find that large CRGs are typically experienced by:

· Higher income groups, particularly high wage and salary earners (table 7)

· Households with low savings (see table 7)

· Households with a high demand for housing – those with CRGs in the highest quartile have a mean demand for housing of $271,316, while those with CRGs in the lowest quartile have a mean demand for housing of only $103569 (see table 5)

· Those households renting in the more expensive rent segments (see table 5)

· Those households whose head is in full-time employment, and possesses a higher education qualification (see table 6)

· Married couples with or without children (see table 4), since they have a higher demand for housing.

	Table 4. Demographic Characteristics by Cash Requirement Gap Quartile

	Cash Requirement Gap
	
	
	
	

	
	
	$1 – $13,581
	$13,582- $18,712
	$18713- $27,537
	$27,537+
	Mean CRG

	
	
	
	
	
	
	

	Age of Reference Person
	
	
	
	
	

	
	15-24
	33.5
	28.7
	20.1
	17.7
	19 097

	
	25-34
	19.5
	23.6
	28.8
	28.1
	23 080

	
	35-64
	23.0
	24.1
	25.4
	27.5
	23 376

	
	65+
	24.9
	21.9
	26.2
	27.0
	21 874

	
	
	
	
	
	
	

	Family Type
	
	
	
	
	

	Couple
	13.8
	21.8
	25.4
	39.0
	25 976

	Couple with Children
	18.5
	19.4
	35.3
	26.8
	24 311

	Sole Parent
	28.4
	32.1
	21.9
	17.6
	19 488

	Lone Person
	31.4
	27.1
	26.0
	15.5
	18 740

	Related Family Member
	38.1
	22.2
	20.6
	19.0
	18 747

	Non-family Member
	29.8
	18.9
	22.0
	29.5
	22 316

	
	
	
	
	
	
	

	Dependent Children
	73.2
	75.4
	76.0
	75.4
	23 065

	
	
	
	
	
	
	

	Marital Status
	
	
	
	
	

	Married
	11.2
	17.1
	29.9
	41.9
	28 122

	De facto
	14.5
	25.0
	26.4
	34.1
	25 685

	Separated
	25.8
	27.7
	24.5
	17.7
	19 844

	Divorced
	30.1
	27.7
	24.5
	17.7
	19 480

	Widowed
	21.1
	31.6
	27.8
	19.5
	19 981

	Single
	33.3
	26.8
	21.8
	18.1
	19 127

	
	
	
	
	
	
	

	
	N
	604
	604
	605
	604
	2 417

	
	
	
	
	
	
	


There is an important point to emerge from this analysis. The recent house price cycle that has witnessed rapid price increases in most Australian housing markets has particularly adversely impacted on the CRGs of well educated, higher income tenants who have high levels of housing demand (in part due to larger household size), and have not yet had the opportunity to save, or have chosen to consume most of their income
. Some if not many renter households will receive gifts and inheritances that enable them to bridge the gap. Others will partner and combine savings to help bridge the CRG.  But there will be those who find that despite higher than average incomes, access to homeownership opportunities are limited unless they trade-down in terms of housing aspirations, or relocate to cheaper housing submarkets. These people have accessibility problems.

	Table 5. Housing by Cash Requirement Gap Quartile

	Cash Requirement Gap
	
	
	
	

	
	
	$0 – $13,581
	$13,582- $18,712
	$18713- $27,537
	$27,537+
	Mean CRG

	
	
	
	
	
	
	

	Estimated Housing Demand
	103 569
	131 231
	169 271
	271 316
	21 896

	
	
	
	
	
	
	

	Weekly Rent1
	116
	126
	143
	191
	22 219

	
	
	
	
	
	
	

	Tenure & Landlord
	
	
	
	
	

	Renter
	
	21.9
	25.1
	26.8
	26.3
	22 507

	Private Rental 
	21.8
	23.9
	27.2
	27.1
	22 829

	Public Rental Tenant
	23.8
	30.5
	24.4
	21.3
	20 747

	Employer
	23.5
	23.5
	29.4
	23.5
	18 583

	Community
	18.8
	33.3
	20.8
	27.1
	22 077

	Other
	37.8
	29.7
	27.1
	5.4
	18 243

	Rent-free
	39.0
	24.0
	17.0
	20.0
	18 725

	Boarder
	
	31.4
	24.3
	21.5
	22.8
	20 980

	Rent-free (Parental Home)
	28.7
	27.8
	23.1
	20.4
	19 898

	
	
	
	
	
	
	

	Dwelling Type
	
	
	
	
	

	Separate House
	27.9
	26.3
	24.4
	21.4
	20 892

	Semi-detached House/Terrace
	15.3
	27.0
	29.1
	28.6
	23 168

	Flat/Apartment/Unit
	23.3
	19.2
	24.2
	33.3
	24 134

	Other
	44.4
	44.4
	11.2
	0
	13 394

	
	
	
	
	
	
	

	Property in Poor to Derelict Condition
	33.2
	25.1
	23.2
	18.5
	19 822

	
	
	
	
	
	
	

	3 or more Bedrooms

	24.8
	26.0
	25.2
	24.0
	21 738

	
	
	
	
	
	
	

	Moved 5 or more times in last 10 years
	24.7
	28.1
	25.0
	22.2
	21 240

	
	
	
	
	
	
	

	Very Likely to Move in Next Year
	27.0
	25.4
	23.5
	24.1
	21 714

	
	
	
	
	
	
	

	
	N
	604
	604
	605
	604
	2 417

	1. Mean weekly rent for all rent paying income units.


Those renters with relatively low CRGs are in a different housing market situation. These people generally have weaker economic circumstances and have a correspondingly low demand for housing, though they are more likely to have relatively healthy savings. This group may be better placed to access home ownership for the first time, but they are more vulnerable to housing affordability problems given their lower mean gross incomes.
	Table 6. Labour Force Status and Education by Cash Requirement Gap Quartile

	Cash Requirement Gap
	
	
	
	

	
	$0 – $13,581
	$13,582- $18,712
	$18713- $27,537
	$27,537+
	Mean CRG

	
	
	
	
	
	
	

	Labour Force Status
	
	
	
	
	

	Employed
	
	
	
	
	

	Full-time
	21.5
	22.2
	25.6
	30.7
	23 727

	Part-time
	22.7
	24.4
	26.6
	26.3
	22 489

	
	
	
	
	
	
	

	Unemployed
	44.7
	28.3
	16.8
	10.2
	16 885

	Not in Labour Force
	
	
	
	
	

	Retired
	25.3
	22.3
	26.7
	25.7
	21 692

	Home Duties
	21.2
	32.1
	24.5
	22.1
	21 345

	Non-Working Student
	33.9
	25.8
	24.2
	16.1
	18 195

	Other
	23.1
	28.8
	29.8
	18.3
	20 786

	
	
	
	
	
	
	

	Education
	
	
	
	
	
	

	Post-Grad
	7.9
	23.7
	18.4
	50.0
	30 008

	Grad Dip
	15.8
	14.8
	26.3
	43.9
	27 970

	Bachelor
	23.8
	17.3
	19.1
	39.7
	25 848

	Diploma
	15.9
	24.2
	26.1
	33.8
	24 609

	Trade
	25.4
	25.1
	27.2
	22.3
	21 389

	High School
	27.2
	27.0
	25.5
	11.9
	20 435

	Undetermined
	25.0
	31.3
	20.3
	23.4
	20 182

	
	
	
	
	
	
	

	
	N
	604
	604
	605
	604
	2 417

	
	
	
	
	
	
	



Section 6 Policy Implications

Home ownership provides several benefits to households. First, there are the strictly financial benefits in terms of untaxed wealth accumulation through capital gains and the untaxed stream of housing services that a household enjoys. Second, home ownership is often seen as being socially beneficial in its own right. Australia has become accustomed to high levels of home ownership, and successive governments of all political persuasions have promoted home ownership. Thus impediments to homeownership, such as difficulties in meeting up-front cash requirements from savings, deserve serious consideration by policy makers.

This paper has examined the impact of the deposit rules employed by banks when lending to homebuyers and additional up-front charges such as stamp duties and mortgage insurance premiums. The evidence we have presented unequivocally shows that house prices have reached levels where up-front cash requirements far exceed the savings a typical tenant has managed to accumulate. 

Stamp duties are a policy lever that state governments have at their disposal in this context. They typically account for 21% of the total up-front cash requirements that a rental tenant must meet on becoming a homeowner. But among those rental tenants who lack the savings to meet up-front cash requirements, only 1.7% could immediately benefit if rental tenants were exempted from stamp duties. The introduction of such an exemption would have most of its impact in the future, by advancing the transition into homeownership of those who can also overcome affordability hurdles.
	Table 7. Income and Assets by Cash Requirement Gap Quartile

	Cash Requirement Gap
	
	
	
	

	
	
	$0 – $13,581
	$13,582- $18,712
	$18713- $27,537
	$27,537+
	Mean CRG

	
	
	
	
	
	
	

	Gross Annual Income
	16 456
	20 523
	26 678
	39 719
	21 896

	Wages and Salaries1
	40 405
	34 691
	41 133
	56 694
	26 525

	Pensions & Allowances
	1 407
	1 224
	1 670
	1 809
	21 896

	Dividend
	11
	4
	3
	6
	21 896

	Interest
	21
	6
	4
	7
	21 896

	Rental
	0
	0
	0
	0
	21 896

	
	
	
	
	
	
	

	Mean Liquid Assets
	3 419
	1 247
	1 290
	1 689
	21 896

	
	
	
	
	
	
	

	Receives Government Pension or Allowance (%)
	30.5
	28.4
	24.5
	16.6
	19 340

	
	
	
	
	
	
	

	Financial Difficulties (%)
	
	
	
	
	

	Rent
	23.2
	25.2
	29.2
	22.3
	21 639

	Utilities
	26.6
	27.9
	25.0
	20.5
	20 711

	
	
	
	
	
	
	

	
	N
	604
	604
	605
	604
	2417

	1. Mean wage and salary income is for income units where at least one member receives wage or salary income. Other income types are mean values for each group as a whole rather than recipients only.


Who would benefit most if rental tenants were exempt from stamp duties? Table 8 divides the sample of rental tenants into ten equally sized groups (deciles) ranked by income. Average income ranges from a low of $2479 in the lowest decile to a high of $86,425 in the highest decile. It is clear that stamp duties are a highly regressive tax among this population sub-group. It would need 86% of the $2479 average annual income of the poorest 10% of tenants to meet stamp duties on the housing they would need to purchase ($124,856) in order to meet housing demand. On the other hand it needs only 11.1% of the $86,425 average income of the richest 10% of tenants to meet stamp duties on the housing they would need to purchase ($262,929) in order to meet housing demand. 

For middle to lower income groups in particular, stamp duties would be met from savings not income. The capacity of different income groups to meet stamp duties from savings does not differ in any systematic way (see final column, table 8). All income groups have liquid wealth that generally fall well short of the up-front stamp duty requirements. Table 8 shows that stamp duties are typically 2.5 times the savings that the average renter has managed to accumulate.

	Table 8 State Government Stamp Duties by Income Decile and Housing Demand

	Income Deciles
	Income1
	Housing Demand
	Liquid Wealth (savings)
	Stamp Duty2
	
	
	

	
	$
	$
	$
	$
	% of Income
	% of Housing Demand
	% of Liquid Wealth (savings)

	
	
	
	
	
	
	
	

	$1 - $5 663
	2 479
	124 856
	858
	2 149
	86.7
	1.7
	250

	$5 664-$9 648
	8 013
	140 607 
	685
	3 541
	44.2
	2.5
	517

	$9 649-$11 000
	10 394
	140 570
	1 049
	3 911
	37.6
	2.8
	373

	$11 001-$14 694
	12 781
	144 713
	1 341
	3 627
	28.4
	2.5
	270

	$14 695-$18 742
	16 654
	154 427
	1 310
	4 234
	25.4
	2.7
	323

	$18 743-$25 000
	22 025
	171 388
	1 183
	5 179
	23.5
	3.0
	438

	$25 001-$31 000
	27 875
	169 727
	1 817
	5 066
	18.2
	3.0
	279

	$31 001-$40 090
	35 718
	182 598
	2 628
	5 680
	15.9
	3.1
	216

	$40 091-$57 116
	47 672
	208 308
	3 355
	6 937
	14.6
	3.3
	207

	$57 117+
	86 425
	262 929
	5 538
	9 633
	11.1
	3.7
	174

	
	
	
	
	
	
	
	

	Total
	26 954
	170 002
	1 971
	4 997
	57.5
	2.9
	253

	
	
	
	
	
	
	
	

	1. Income unit gross financial year income from all sources.

2. Estimated stamp duties on conveyance, mortgage and mortgage insurance premium. Estimates include first-home buyer concessions for eligible income units.


It is clear that house prices have reached levels at which up-front cash requirements will prevent many rental tenants from becoming home owners, unless they benefit from gifts or inheritances or are single and marry existing homeowners or partners that have accumulated large amounts of liquid wealth. Exempting rental tenants from stamp duties would alleviate these accessibility problems. To the extent that low income tenants manage to make the transition into homeownership, the exemption would have a progressive incidence as stamp duties are particularly onerous on low income tenants. However, this policy response could be flawed because the escalation in up-front cash requirements is in large part due to house price inflation against a background of lagging growth in earnings. Stamp duty exemptions do not tackle the root causes of house price inflation (and might even cause acceleration). This kind of policy response risks treating the ‘symptoms rather than the causes of the disease’.
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� We are grateful to the Australian Housing and Urban Research Institute for financial assistance to support this research. We also wish to acknowledge Jeff Hole of the Productivity Commission for helpful comments, and Rachel Ong and Alice Stoakes for research assistance. A more detailed version of this chapter is available from the authors on request. It explains the methods used to estimate the purchase price that renters would pay on becoming homeowners, and their savings.


� These trends are not unique to Australia. In England Andrew (2004) estimates that homeownership rates in the 25-29 and 30-34 age cohorts fell from 64% and 72% in 1988, to 54% and 65% respectively in 2000.


� Other State and Territory governments also introduced or substantially boosted stamp duty relief for first homebuyers in their 2004-05 Budgets.  New South Wales increased its exemption threshold to $500,000, the Australian Capital Territory increased both its exemption threshold and the income limits applying to its concession scheme, and Queensland raised its exemption threshold to $250,000. South Australia, Tasmania and the Northern Territory also increased the stamp duty concessions they offer to first homebuyers.


� However, the exemption from stamp duty on all homes valued up to $500,000 has been abolished between 1 May and 30 June 2005. Eligible pensioners can get a full exemption on properties valued up to $250,000 and a partial exemption on properties valued up to $350,000, but they must choose either the stamp duty concession or the First Home Bonus. The First Home Bonus is worth more than stamp duty concessions on home purchased for $155,675 or less, and those properties purchased for between $303,095 and $350,000. It is more beneficial opting for stamp duty concessions on properties valued between $155,675 and $303,095 (see the online site :www.sro.vic.gov.au).


� Stamp duties also contribute to lock-in effects and are a source of inefficiency for repeat purchasers. These lock-in effects are beyond the scope of this paper.


� A more detailed explanation of the application of this methodology can be found in Flatau, Hendershott, Watson and Wood (2004).


� The schedules used to calculate stamp duties and mortgage insurance are available from the authors on request.


� The average savings figure of $22,361 is not representative as is evident from a median savings figure of $0. There are a small number of 352 tenant income units with high average savings of $162,775 that comfortably exceed up-front cash requirements. They also have very high average annual wage and salary income if employed ($67,857 compared to $45,538 for constrained tenants in employment) and 31% own a rental investment property. They are highly mobile with one in four considering it very likely that they will move in the next year. It seems likely that many of this group are managers and professionals who have moved for job related reasons and are leasing their home.





� First Home Owners Grants (FHOGs) were introduced in June 2000. The grant was initially set at A$7000 and was not means tested but the purchased home must be occupied by the recipient as their principal place of residence, and the purchaser must be a first time buyer. On 9th March 2001 the Federal Government announced an increase in the grant to A$14000 for first homeowners who build their home, or purchase a newly constructed home.


� Financial institutions may be prepared to relax deposit requirements, but this comes at the expense of a higher mortgage insurance premium. There is a second qualification here. Many of the sole person renter households will marry, and if it is to an existing homeowner their CRG is irrelevant. A key finding in McDonald and Merlo (2002) is that almost 40% of those making the transition into homeownership acquired a partner between survey waves of the National Life Course panel survey. This underlines the importance of partnering to overcoming the hurdle posed by CRGs. Haurin, Hendershott and Wachter (1996) also use panel data to indicate the importance of marriage to first transition into homeownership in the USA.


 


� It is interesting to observe in this context that in the inter-census period 1996-2001 in Victoria, the share of owner purchasers among households with heads aged less than 35 years had declined among those in the highest income quintile, but increased in each of the other income quintiles (see Wood et. al, 2004, figure1.5g: 25).
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