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Developers welcome interest rate holding pattern

Australia’s national property development association, the Urban Development Institute of Australia (UDIA), this morning welcomed the Reserve Bank’s decision to maintain interest rates at 5.75%.

“With the urban development industry on its knees in New South Wales and slowdowns are evident in all other Australian capital cities with the exception of Perth, any further rise in interest rates in the short to medium term will potentially prove disastrous for the sector”, said UDIA National President Grant Dennis.

Mr Dennis, who heads major national developer The Dennis Family Corporation, stated that yesterday’s NSW Budget proved how important property development is to the national economy and the various state economies.

“In contrast to the Queensland Budget, the NSW Budget estimates that economic growth in New South Wales will be less than 2 percent during the next two years, less than half of the predicted growth in Queensland.  As the NSW Treasurer noted yesterday, much of the difference is due to the property downturn in that state, a downturn which did not need to occur in the magnitude that it has.

“While we have seen moderate improvements in housing affordability, affordability remains a significant problem in NSW and elsewhere.  Property analyst Demographia have found that the affordability indicator for Sydney is 8.5 and at least 6.0 in all other Australian cities with a population of 1 million and above (the score demonstrates the multiple of median income required to purchase the median home – a score of 8.5 means that eight and a half years of total income is required to purchase an average home).  A score of 5.0 and over is considered to be “severely unaffordable”, according to the survey.  Some international cities, such as Atlanta and Dallas – Fort Worth retain ratios of less than 3.0.

“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.  

“While higher interest rates may be good for some, they are lousy for the majority.  They are particularly bad news for those seeking to buy into our housing markets.  While Governments generally recognise that the family home is the best source of savings and that housing people remains a social and public good, their increasing strangulation of the industry via policies such as restrictions on land supply, new and costly planning rules, and the growing incidence of levies, taxes and charges makes urban development, at best, a marginal game in several Australian cities.

“For this reason, the decision to maintain current interest rates is at least one sign of good news”.
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