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Developers reject RBA’s decision to increase rates
Australia’s national property development association, the Urban Development Institute of Australia (UDIA), this morning vocalised its disappointment with the Reserve Bank’s decision to increase interest rates to 6.0%.

“With the urban development industry on its knees in New South Wales and slowdowns evident in all other Australian capital cities with the exception of Perth, this interest rate rise will have disastrous impacts on the sector”, said UDIA National President Grant Dennis.

The UDIA had strongly counselled the Reserve Bank of Australia on the potential impacts of such a rise in the weeks leading up to their decision.  In an industry submission it highlighted that there was a clear downturn in the residential property market sector since mid-May which would not yet have been captured in relevant statistical outputs until at least September of this year.

The residential property sector, which was still reeling from the last rate increase, noted that the decision to increase home loan interest rates in May 2006 had already had a dramatic negative impact on consumer confidence and the level of enquiry at sales centres right across the residential property sector.  

Every rise in interest rates makes housing less affordable.  It means that more income is demanded to build a deposit, pay off a home every month, and adds years to the repayment period.  

The increase in interest rates will do nothing to diminish the demand for family shelter which will continue to increase, as a consequence of migration and falling household occupancy rates. The interest rate rise, means a greater number of families will be diverted away from home ownership and create demand which simply cannot be satisfied in the private rental market. 

With only limited elasticity in the housing market, a reduction in supply continues to result in pressure on prices and, in particular, upward pressure on the price of the basic raw commodity – land. In the case of Sydney, this pressure has reached such levels that the cost of land is now beyond the financial capability of most aspiring home owners and beyond the financial prudence of land developers to deliver. 

Accordingly, there is likely to be a significant shortage of developed residential land in Sydney for at least the next 3 to 5 years. Developed residential land is also likely to be in short supply in Brisbane, Adelaide and Perth for the foreseeable future. 

“A decision to raise current interest rates at this time will have the impact of eroding housing affordability even further”.
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