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Australian homes are biggest in the world
Housing market trends

Australia can lay claim to having the largest homes in the world. Data commissioned by CommSec from
the Australian Bureau of Statistics shows that the average floor area of new homes hit a record high of
214.6 square metres in the last financial year. The average floor area of new free-standing houses was
also at arecord high of 245.3mz2,

The United States has traditionally possessed the largest homes in the world. But for the first time in a
decade, new homes in the US are shrinking. In the September quarter, the average size of new homes
started in the US stood at 201.5m?2, with the average new house estimated at 217.8m2.

And other data shows that Australians have recently started to make greater use of their increasingly
larger homes. For the first time in at least a century, the number of persons per household rose during the
2007/08 year from 2.51 to 2.56 persons and CommSec estimate that it rose again last financial year.

The increase in the size of the average family unit may mean that fewer new homes need to be built. Had
the number of persons per household remained unchanged, CommSec estimates that 166,000 extra
homes would needed to have been built in the 2007/08 year. If the size of the average household continues
to rise, there will be reduced demand for new houses and apartments.

It is questionable whether Aussie homes can, or indeed should, continue to grow. Generation Y is already
balking at the cost of housing, choosing to stay at home longer with parents.
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to rise, the requirement to build more homes will be
sharply reduced.

It is commonly believed that there is a housing shortage in Australia — that is, we aren’t building enough homes to
accommodate our growing population. In fact industry bodies believe that we are under-building by 50,000 homes
a year. But the figures on home size and housing utilisation raise doubts about the extent of under-building in
Australia.

Bigger homes: latest data

November 30 2009

The Australian Bureau of Statistics (ABS) has calculated the floor area of new homes completed in the 2008/09
year. For Australia as a whole, the average floor area of new homes (houses, villas, townhouses and apartments)
stood at a record 214.6 square metres. While the average floor area has lifted just 2 per cent in the past five
years, it is up 10 per cent over the past decade.

For new free-standing houses alone, the average floor size stood at a record 245.3 square metres in 2008/09, up
4.4 per cent over the past five years and up 13 per cent over the past decade.

The data on floor area is not provided for every new residential project but the ABS indicates that the estimates
are available in 90 per cent of cases.
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e The biggest homes in Australia (houses and other dwellings) can be found in Victoria (224.5m?), followed by
Western Australia (222.1m?), Queensland (220.5m2), Northern Territory (218m?), NSW (204.9m?2), Tasmania
(182.6m?2), South Australia (180.4m?), and the ACT (164.9m2).

e NSW is in fifth spot for home size, due in large part to the higher proportion of apartments built in the state
compared with free-standing houses.

e NSW still has the biggest houses in Australia — and by a large margin. The size of the average new house built in
NSW in 2008/09 was 262.9mz2, followed by Queensland (253.0m2), Victoria (249.5m2), Western Australia
(243.9m2), ACT (239.4m?), Northern Territory (232.3m?), South Australia (195.2m?), and Tasmania (190.6m2).

Bigger homes, fewer people in them — but is that changing?

e Since the first Census was conducted in 1911, the number of persons per dwelling has consistently fallen. In
1911 there was an average of 4.5 people in every home. But by 2006 this ratio had almost halved to around 2.4
people in every home. Not only have more homes been built over time but other factors like fewer children and
divorces have resulted in smaller families.

e And as noted above, homes have been getting bigger. Apart from floor area, another way of looking at home size
is the number of bedrooms. In the 2006 Census around one in every 3.5 homes had four or more bedrooms
whereas 20 years ago the ratio was one in every six homes.

e Reserve Bank Deputy Governor Ric Battellino has recently highlighted the large increase in the number of
dwellings in relation to the number of households. In fact he noted that there were 8 per cent more dwellings in
Australia than households in 2006, putting the surplus down to the building of holiday homes and second homes.

e Unfortunately Census figures are only produced every five years. Demographic estimates are produced each
quarter and they provide a guide to current trends in dwelling occupancy.

e And there has been a major change in just the last few years. The Bureau of Statistics estimates that the average
number of people in a family (household) rose from 2.51 persons in 2005/06 to 2.56 persons in 2007/08. Based
on latest population figures and household projections, CommSec has estimated that household size may have
risen further to 2.60 persons in the last financial year.

e At face value, the modest increase in average household size may not seem significant. But it appears to be the
first increase in household size — and as a consequence, the average number of people in Australian homes — in
at least a century.

e Children are staying home longer with their parents — no doubt the cost of homes and rising rents being key
influences. With the ageing population, more generations are probably choosing to stick together in the one
dwelling — a trend that is a consequence of the increased size and quality of homes. New migrants may also
being choosing to stay with family or friends. And given the increased preference to attending universities and
colleges, Generation Y is more cash-poor, forced to share accommodation and save longer to buy a home.

e If Australian homeowners continue to make greater use of their large dwellings, then it is clear that estimates of
housing over-supply will need to be substantially revised.

e More homeowners with large dwellings may also seek to knock down their homes, sub-divide their land and build
smaller dwellings. Certainly this trend has been prevalent for some time with increased construction of town
houses and villas. Interestingly, though, the average floor space of residential building (houses and apartments
combined) has continued to rise, although there are some signs that this is topping out.

And people are moving house less often

e The other interesting figures released recently relate to housing mobility. The Bureau of Statistics report for the
2007/08 year show that less than half of all households had moved in the past five years to (43.4 per cent). Those

Recession shrinks US houses Bigger homes
2600 | 3.10
US, average floor area of houses, square feet
2500 Average number of bedrooms in a dwelling -
3.05
2400 |
2300 | 3.00
2200 | 205 .
2100 |
2.90
2000 -
1900 B ! 1 L T S S T I E— 1 1 L T I S S S E— 1 1 1 2‘85
1988 1991 1994 1987 2000 2003 2008 2008 1994-95 1996-97 1999-00 2002-03 2005-06
1995-96 1997-98 2000-01 200304 2007-08

Source: US Census Bureau, CommSec
Source: ABS, CommSec

November 30 2009 3



Economic Insights Australian homes are biggest in the world CommSec < p

that were more likely to have moved in the past five years were private renters (85 per cent) while only 15 per
cent of homeowners without a mortgage had shifted premises and 42 per cent of those with a mortgage.

When the same question was asked a decade ago, 73 per cent of people had moved house in the past five years.
All groups had moved more often, including homeowners (56 per cent) and mortgagees (67 per cent).

One reason that people are moving less is that the population is ageing — old people, especially home owners,
are less likely to move than Gen Y renters. But for three out of every four people, it is the cost of a new home or
the associated moving costs that are keeping them in their existing homes for longer.

The other reason why people aren’t moving is far more positive — people are happy with where they are living. In
fact more than 90 per cent of homebuyers & homeowners are more than satisfied with where they are currently
living.

If people are happy about where they are living and concerned about the high costs of moving, they are more
likely to add extra rooms and features to their homes rather than moving house. And certainly that has been
happening.

As Reserve Bank Deputy Governor Ric Battellino recently observed, alterations & additions have steadily grown
in real terms over recent years and now account for around half of all investment (spending) on dwellings.

Implications for the housing industry
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To get an idea what the lift in household size means, we can work backwards from the population figures. Using
the latest estimate of household size (2007/08) of 2.56 people per household and the population at that time of
21,431,781, this would equate to around 8.37 million households. If the household size had remained at 2.51
persons, it would have equated to around 8.54 million households. So in simple terms, figures suggest that an
extra 166,000 homes would have been needed had not Australians opted to better utilise their bigger homes over
the year. Given that dwellings have outpaced households over time, those estimates may actually prove
conservative.

These estimates merely take into account changes in utilisation of homes. Demand for homes is affected by a
myriad of factors such population growth, household formation (marriages, divorces), destruction of property
(fires, natural disasters) as well as replacement activity (knock-down and rebuild).

Economists generally work on the belief that household size falls over time, or at worse remains unchanged. And
given that population has been growing at the fastest rate in 40 years and construction hasn’t been keeping pace,
economists have generally concluded that there is a shortage of housing in Australia.

But as we have noted there have been numerous changes in factors affecting housing demand and supply,
affecting estimates of the extent of under-building in Australia. Certainly the Reserve Bank has made some
observations, referring to our larger dwellings, investment in existing housing stock and even replacement
building. The Reserve Bank noted that between 2001 and 2006 around 15 per cent of new homes built were
replacement stock where a decade earlier that figure was less than 10 per cent.

Clearly, if Australia had been consistently under-building by around 50,000 homes per annum, then presumably
rental stock would have become exhausted and more people would be on the streets. That hasn’t happened.
While the rental vacancy rate remains low, it hasn’t markedly tightened over the past year despite less homes
being built.

If Australians opt to better utilise their big homes, or opt not to move and instead add to and enhance their
existing homes, then this has implications for new construction.

While the fast pace of population growth points to the need for more and more homes, Australians are living in the
biggest homes in the world and the simple fact is that these homes could be better utilised. It is clear that home
construction will rise over the coming year, underpinned by first home buyer activity. However over the medium-
term there are no guarantees that construction will, or will
need to, grow sharply simply because population is

growing. There are a host of issues affecting housing Stay at home Aussies
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