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Regulator responds to housing market risks
Financial market issues
Home lending

 The regulator of banks, insurance companies and superannuation funds – the Australian Prudential Regulation
Authority (APRA) – has today increased the minimum interest rate buffer it expects banks to use when assessing the
serviceability of home loan applications.

 The letter sent to lenders (Authorised deposit-taking institutions or ADIs) can be found here.
https://www.apra.gov.au/strengthening-residential-mortgage-lending-assessments

 The media release and additional background information are here:
https://www.apra.gov.au/news-and-publications/apra-increases-banks%E2%80%99-loan-serviceability-expectationsto-counter-rising
 In short, the central decision is: “APRA has told lenders it expects they will assess new borrowers’ ability to meet their
loan repayments at an interest rate that is at least 3.0 percentage points above the loan product rate. This compares to a
buffer of 2.5 percentage points that is commonly used by ADIs today.”

 APRA said that its decision “is supported by other members of the Council of Financial Regulators (CFR), comprising the
Reserve Bank of Australia, the Treasury and the Australian Securities and Investments Commission. In determining its
course of action, APRA also consulted with the Australian Competition and Consumer Commission.”

 The decision is set against the background of the lowest interest rates ever recorded in Australia as the Reserve Bank
attempts to supports and stimulate and economy buffeted by Covid-19. Low interest rates, government grants, Covid
working-from-home arrangements and solid job security have translated to strong demand for homes. The Reserve

IMPORTANT INFORMATION AND DISCLAIMER FOR RETAIL CLIENTS
The Economic Insights Series provides general market-related commentary on Australian macroeconomic themes that have been selected for coverage by the Commonwealth Securities Limited (CommSec) Chief
Economist. Economic Insights are not intended to be investment research reports.
This report has been prepared without taking into account your objectives, financial situation or needs. It is not to be construed as a solicitation or an offer to buy or sell any securities or financial instruments, or as a
recommendation and/or investment advice. Before acting on the information in this report, you should consider the appropriateness and suitability of the information, having regard to your own objectives, financial situation
and needs and, if necessary, seek appropriate professional of financial advice.
CommSec believes that the information in this report is correct and any opinions, conclusions or recommendations are reasonably held or made based on information available at the time of its compilation, but no
representation or warranty is made as to the accuracy, reliability or completeness of any statements made in this report. Any opinions, conclusions or recommendations set forth in this report are subject to change without
notice and may differ or be contrary to the opinions, conclusions or recommendations expressed by any other member of the Commonwealth Bank of Australia group of companies.
CommSec is under no obligation to, and does not, update or keep current the information contained in this report. Neither Commonwealth Bank of Australia nor any of its affiliates or subsidiaries accepts liability for loss or
damage arising out of the use of all or any part of this report. All material presented in this report, unless specifically indicated otherwise, is under copyright of CommSec.
This report is approved and distributed in Australia by Commonwealth Securities Limited ABN 60 067 254 399, a wholly owned but not guaranteed subsidiary of Commonwealth Bank of Australia ABN 48 123 123 124.
This report is not directed to, nor intended for distribution to or use by, any person or entity who is a citizen or resident of, or located in, any locality, state, country or other jurisdiction where such distribution, publication,
availability or use would be contrary to law or regulation or that would subject any entity within the Commonwealth Bank group of companies to any registration or licensing requirement within such jurisdiction.

Economic Insights. Regulator responds to housing market risks

Bank has also indicated that rates are unlikely to rise until 2024, further underpinning the desire to borrow to buy
property.

 At the same time that demand for homes has been
super-strong, Covid-19 has been a key factor restricting
the supply of homes on the market. Potential vendors
have been reluctant to list properties until there is greater
certainty on lockdowns, health orders and general
mobility restrictions.

 The end result is that home prices are soaring – recording
the fastest annual growth rate in 32 years. While the
strong increases in home prices have boosted wealth for
home owners and home buyers, it has also meant
weakening housing affordability for those looking to buy.
Already home loan demand from first home buyers has
eased, constrained by the rapid increase in home prices.

 Wages are currently only growing at a 1.7 per cent annual
pace but home prices are lifting at a near 20 per cent annual pace. The increase in debt taken on by home borrowers
potentially means higher risks for the individual, the community and the broader economy.

 With more of a borrower’s income taken up by loan instalments, there are pressures on the family budget – especially if
hours of work are cut back or interest rates were to rise. In the current environment the risks are conveyed more by the
former rather than the latter.

 In short, higher household debt increases the risk to the
economy, especially through a loss of work and therefore
income. And when eventually rates rise, the lift in rates
could cause more borrowers into stress, restraining
spending and overall economic growth.

 The Reserve Bank Governor recently spoke on rising home
prices. Governor Lowe was quick to rule out rate hikes to
slow demand: “some analysts have suggested we might lift
the cash rate to cool the property market. I want to be clear
that this is not on our agenda.”

 Governor Lowe went on further to say “More broadly,
society-wide concerns about the level of housing prices are
not best addressed through increasing interest rates and
curbs on lending. While monetary policy is contributing to
higher housing prices at the moment, the way to address these concerns is through the structural factors that influence
the value of the land upon which our dwellings are built.”

 The good news is that a near record number of homes are being built. That additional supply should lead to slower,
more sustainable growth of home prices.

 CBA Group economists expect that home prices will lift by 7 per cent in 2022 after growing by 20-25 per cent in
2021. The ‘wildcard’ for the property market remains immigration, with Australia’s international borders expected to
fully re-open during 2022. Of course, APRA could also implement additional macro-prudential policy measures to
temper investor housing credit growth and cool home prices. The Reserve Bank will release the Financial Stability
Review on Friday and will likely provide more details on its thinking on housing affordability and financial stability risks.
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