WORKING PAPERS
IN ECONOMICS

HOME PURCHASE ASSISTANCE

FOR LOW INCOME EARNERS

BY

. Yates

March 1984

DEPARTMENT OF ECONOMICS

The University of Sydney
Australia 2006




HOME PURCHASE ASSISTANCE
FOR LOW INCOME EARNERS
BY
J. Yates

No.74 March 1984

An early version of this paper was prepared for a seminar on
Housing Policies for Low Income Earners, organised by the
Council of Social Service of NSW, Local Government Assoniation
and the Royal Australian Planning Institute held in

December 1983. I would like to thank those participants

at this seminar who commented on the paper presented.

National Library of Bustralia Card Number and ISBN No. 0 B&B37 072 X



This paper provides an initial assessment of the Federal
Government's initiatives in revamping the home purchase
assistance available to first home buyers. It acknowledges
that the current scheme is a considerable improvement on its
predecessors in that 1t has overcome many of the obijections
levelled at earlier assistance schemes but goes onto argue
that current housing policy towards assisting low income
earners is still misdirected. An alternative approach
which is more eguitable 1s suggested. '



This paper is intended to give an inltial assessment of the
First Home Owners Assistance Scheme (FHOS) introduced by the
Federal Labor government to replace the Liberal government's
Home Deposit Assistance scheme. This new scheme, aimed at
improving the home purchass assistance available to lower
income earners, was introduced in Octeber, 1983 and provides
upto $7G00 to low and middle income sarners who buy or build
a first home intended as their principal place of residence.
A maximum subsidy of $5000 over a period of five years 1s
available to either sole or Joint applicants with no
children as long as total taxable inceme of all applicants
is less than $24300 at the time of application; a sliding
scale of benefits is available for those with 1ncomes upto

527900. This maximum subsidy increases to 56500 for
applicants with one dependent child and te $7000 for
applicants with two or more dependent children. The

intention of the subsidy is to assist first home buvers "by
raising either the borrowing capacity or the deposit of
those who otherwise might not gualify for a housing loan",
Payment of the subsidy can be made in one of three ways:
under option 1, the whole amount of the subsidy is paid over
60 monthly payments; under options 2 and 3 a lump sum {of
either $1500 or 52500 respectively for applicants without or
with dependents) can be paid immediately and the reduced

subsidy paild over 5 vyears in 60 monthly payments.

The strengths of this scheme can be seen by comparing it
with 1ts predecessors: the Home Savings Grant {(H3G) scheme
and the Home Deposit Assistance (HDA) scheme. For both of
these schemes assistance provided was related to savings
capacity: on s dolliar for dollar basis on savioags over two
years for the HDA, or on a dollar for three dollars saved
cver three years for the HSG when i1t was phased ocut. This
led to the just criticism that the previous schemes were
inequitable because they favoured those who had the greatest
savings capacity. The current scheme, by romoving the
savings reguirement, attempts to overcome this criticism.
The maintenance of inceme ceilings introduced with the Home
Deposit Assistance scheme is likewise an attempt in the
current scheme to stave off similar criticisams regarding the
regressive nature of the earlier grants by limiting it to
defined lew and middle income groups only. The 1973 Coombs
Task Force criticism of the HSC scheme that it was not needs
related was finally responded to in 1980 by the introduction
of a dependents' allowance in the HSC and this, also has
been maintained by both the HDA and now the FHOS. The
final main source of complaint about earlier schemes was
that thev provided too littie assistance too late. The
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infamous % month :iayv on the HEC and 1ts subseguent labels
as a curtains and carpet or soft-furnishings or white-goods
grant all attest to the frustration felt by thoses in need of

immediate support. By removing the delay in the payment of
the lump sum the HDAY scheme overcame the too late aspect of
this criticism. By maintaining this and by providing a far

move generous grant and restructuring the way in which the
subsidy is to be paid the PHOS acheme apparently overcomes
both the too little and too late aspects of the criticisms.

On a superficial assessment, thevefore, there appears to be
a lot for which the Federal Government shouid be
congratulated. It has plugged away at the weaknesses of
previous schemes until the package appears to be almost
water tight. The womplaints still heard about the current
scheme suggest that there are ope or twoe more difficulties
to be gvercome regarding the eligibility reguirements of
divorced couples or hceuseholds who spiit up and the
appropriateness of the current cut-off levels for
eligibility on lncome grounds bhut thers is every indication

that the government 1s aware of these difficulties and will
continue Yo refine the package until all the apparent

praoblems are overcome .,

The only real guestion which remalins is whether this
appreoach t¢ a&ssisting ficst home buvers is the most
equitable way of helping Llow incocme carners ocvercome their
housing difficultias, To dererminege whaether this is the
case it is Lo eRalnine She wWways in wnich the
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Consider, for example, what would happen i1f an institution
was prepared to incorporate the subsidy fully intoe current
repayment capacity. For a houssehol a4 single rncome of
5275 vp.ow. lor approximatsly 80 per cent of average weekly
earnings), repayment capaciity is 3298 p.m. and, without any
subsidy, the maximur loan which could be financed would be
$247G0 (aszuming a 2% yvear loan at an interest rarve of 14
per cent and a monthly repayment capacity of 25 per cent of
monthly income) . i the maximum available interast subsidy
in the first year of 51800 p.g. or 51%0 p.m. Far & hownsehold
with no children is added to the repayment capacity of this
household, this capacity ihoreages to 5448 p.m. and the
maximum lcan which can be firnanced increased Lo
abproximacely 540000, Irn the second vear, nowever, the
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Footnotes:

1o

One society did indicate a more favourable attitude
towards single income, dual applicant households in that
the maximum loan allowed was to be based on a repayment
capacity of 27.5 per cent of single income plus the
subsidy. for low inceme households. where this formula
resulted in a required rate of growth of income in
excess of 10 per cent, the loan was made in the hope
that either income would grow faster than expected or
that the second applicant would join the work force.

The society, however, did acknowledge that not many such
applications had been received and that the majority of
applicants, in fact, whether single or dual income, were
applying for their subsaidy after their loan had been
approved, which implies that FHOS made no difference at
all to the amount borrowed, although it may have had
some effect on the wiliingness of the borrower to apply
for a loan in the first place.

The tables from which this 2
provided by Mary Donnelly of
Societies Association.

nformation is derived were
the Permanent Building

See Australian Financial Review, November 4, 1983

Data taken from R.F.J. sources published in the Sydney
Morning Herald, Noevember 15, 1983,

’

Housing Survey, 1978. ABS Cat No 8711.1, Tables 4 and
10.

public rental [igures gilven are applicable to 3BR houses
in the Parramatta region and are based on information
suppiied by the Parramatta office of the Housing
Commission.

Institute of Applied Economic and Social Research, June,
1983.
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