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From: Donovan, Felix  
Sent: Friday, February 14, 2025 2:46 PM 
To: @TREASURY.GOV.AU> 
Cc: Crosthwaite, Kerren <Kerren.Crosthwaite@TREASURY.GOV.AU>; 
< TREASURY.GOV.AU>; @TREASURY.GOV.AU>; Baird, Tim 
<Tim.Baird@TREASURY.GOV.AU>; Preston, Robb <Robb.Preston@TREASURY.GOV.AU> 
Subject: Note on uncapping HGS annual places 
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On 1., the full e ect takes 6 years to flow through 

On 2., the 0.6% price impact would be neutralised by an additional 18,560 completions in the first year after the HGS changes are implemented, and another 3,524 
in each subsequent year. Conceptually, this reflects the need to o set: 

1. The additional demand for dwellings due to the bring forward e ect 
2. The additional demand due to the income e ect 
3. The fact that 12% of new supply is lost to demolitions 

Hi Christian, 

That sounds good. 

A couple of additional questions on your modelling: 
1. What timeframe have you used for your modelling? (i.e., when you say the impact is +0.6% over the ‘medium term’, I assume that this is over a few years 

after the model reaches equilibrium – how many years is this?) 
2. What would the additional supply need to be in order to o set the +0.6% increase? (i.e., how many homes would we need to build over what timeframe to 

reduce this impact to 0%?) 

Cheers, 

— Director of Policy
O ice of the Hon Clare O’Neil MP  
Minister for Housing | Minister for Homelessness | Minister for Cities
M
E  @treasury.gov.au

  
The O ice acknowledges the traditional owners of country throughout Australia, and their continuing connection to land, water and community. We pay our respects to them and their cultures and to 
elders both past and present. 

Hi

will get back to you on this one.  

Separately, we’re meeting with n Monday morning. have also asked if can attend , which we’ve agreed 
to (couldn’t figure out how to politely say no).  

I’ll update you after the meeting. As discussed, we’ll keep it focused on understanding their methodology and not discussed Treasury’s approach or findings, nor 
our views on their methodology.  

Hi Christian , 
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 Treasury’s modelling framework is not suitable for forecasting short-term 
price effects 

 The model is designed to capture all responses in the housing system 
to changes in parameters, such as the additional supply that 
materialises when prices rise (which in turn dampens prices). These 
responses take time to eventuate.  

 Short term price effects can be influenced by temporary imbalances in 
supply and demand which are difficult to forecast.  

 Treasury’s model is an econometric model that quantifies interrelationships 
between macroeconomic and demographic variables, and construction, 
completions, vacancies, rents and dwelling prices. 

 It is based on a 2019 RBA Working Paper by Trent Saunders and Peter 
Tulip, available on the RBA website. 

 In common with most Australian research on housing markets, and 
most macroeconomic forecasting, it uses single-equation least squares 
estimates using aggregate quarterly data. Identification is typically 
through lags and a priori reasoning. 

 The expansion of the scheme is expected to have only a modest impact on 
housing demand.  

 in the first year of the expanded scheme (2025-26), Treasury estimates 
an additional 16,000 first home buyer households will purchase a home. 
This consists of: 

o 3,100 first home buyer households that would not have 
purchased otherwise; and 

o 12,900 first home buyer households that will bring forward their 
decision to purchase from future years due to increased 
availability of financing. 

 in subsequent years (2026-27 to 2034-35), an additional 3,100 first 
home buyer households will purchase a home each year. 

 in each year (2025-26 to 2034-35), a further 10,000 first home buyer 
households (who would have purchased a home without the expansion) 
will now purchase with increased borrowing capacity, as they are able 
to avoid lenders mortgage insurance. 

 This represents a small share of expected property transactions.  
 There are around 700,000 residential property transactions in Australia 
each year. 
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 There were 120,000 first home buyers in 2024. The annual number of 
first home buyers has ranged from 80,000 to 180,000 over the past 5 
years. 

 The LMI savings for first home buyers is expected to exceed the modest 
price impact of the scheme. 

 For instance, the average first home buyer seeking to purchase a 
$700,000 property with a 5% deposit could expect to save around 
$28,000 in LMI. 

 By contrast, a 0.6 per cent increase in dwelling prices would add only 
$4,200 to the purchase price.  

 
Commentary that is supportive of Treasury’s findings 

• Brad Jones, Assistant Governor (Financial System), RBA, speaking at the 
Standing Committee on Economics, 22 Sep 2025: 

– “Our sense is that [the 5% deposit scheme] could add to overall 
housing credit in the order of one to two per cent. At the very margin, 
you may see a little more upward pressure on house prices in the short 
term, recognising that first home buyers account for about 20 per cent 
of the flow of new housing credit.”  

• Brendan Coates (Grattan), quoted in AFR on 1 October 2025:  

– “Treasury’s 0.5 per cent house price impact over the long term feels 
about right, but the price impact might be higher in the short term”  

• Peter Tulip (Centre for Independent Studies), Posting on X, 3 October 2025 

– “Many economists think there is high substitutability between renting 
and owning. This scheme may cause a large shift from renting to 
owning with no net effect on housing demand.”  

Comparison with Insurance Council of Australia Modelling 

 The Insurance Council of Australia provided by the Consultant Lateral 
Economics estimates that the expansion of the Scheme will cause an 
increase in dwelling prices of 3.5% to 6.6% in the first year (see ‘Background’ 
for further details). 

 The Insurance Council of Australia’s estimates of dwelling price effects are 
not directly comparable to Treasury’s estimate. 

 The Insurance Council’s methodology computes annual price increases 
using a rule-of-thumb from the research literature that is calibrated using the 
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total stock of housing but applies this rule-of-thumb to the annual flow of 
housing (that is, the annual number of housing transactions). 

 Treasury considers this methodology unsuitable for estimating the 
overall, persistent impact of the policy measure, but notes that no 
modelling approach is perfect and that different approaches will yield 
different results. 

 Compared with Treasury, the Insurance Council of Australia assumes that 
more households will benefit from LMI savings. However, the overall effect of 
this on their estimate is small, adding only 0.2ppt to their estimate of the 
first-year dwelling price impact. 

 The Insurance Council of Australia report claims that Scheme participants 
may end up paying more due to increased dwelling prices than they will save 
by avoiding lenders mortgage insurance, which they estimated to cost 1.5% 
to 4% of the property value. 

 With a 0.6% increase in dwelling prices, as estimated by Treasury, 
Scheme participants would make significant savings. 
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Background

General background
In late July 2025, the Housing Minister’s Office asked Treasury to estimate 
the effect of the 5% Deposit Scheme expansion on dwelling prices.
The expansion was enacted by the Government on 1 October 2025. It
increases access to the Scheme by uncapping the number of places 
available, removing income caps, and increasing property price caps.

For further information on 5% Deposit Scheme, see SB25-000841.
Treasury’s modelling has attracted media commentary, including comparison 
with alternative estimates provided by the Insurance Council of Australia, 
AMP, and SQM research.
Some commentators consider that the expansion undermines the broader 
aim of increasing housing affordability. While the changes benefit home first 
buyers, they are also expected to put upward pressure on dwelling prices.

Report by the Insurance Council of Australia
On 24 August 2025, the Insurance Council of Australia released a report that 
analyses the effect of the 5% Deposit Scheme expansion.
The report asserts that dwelling price increases due to the expansion may
cost participating first home buyers more than they save in lenders mortgage 
insurance and may price some first home buyers out of the market.

The Housing Minister has been reported as saying that the Insurance 
Council of Australia’s estimate of the price effect is built on wrong 
assumptions.

The report estimates that in the first year after the expansion:
demand for dwellings will increase by an additional 21,000 to 39,000 
first homebuyer households
dwelling prices will increase by 3.5% to 6.6% nationally
dwelling prices will increase by 5.5% to 9.9% at the lower end of the 
market, where first home buyers are likely to buy.

Key dates
24 July 2025:

Treasury received the Insurance Council of Australia’s submission to 
the Home Guarantee Scheme consultation, which included Lateral 
Economics’ report on the impacts of the policy changes.
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KEY MESSAGE

• The Government’s 5 per cent Deposit Scheme (the Scheme) (previously 
known as the Home Guarantee Scheme) supports eligible first home buyers 
and single parents to purchase a home sooner with a deposit as little as 
2 per cent. 

• The Government recognizes the Scheme’s impact on the lenders mortgage 
sector, however, the Government expects that the remaining demand for 
lenders mortgage insurance-backed loans will ensure a robust domestic 
market continues.

KEY FACTS AND FIGURES

• The Scheme is administered by Housing Australia on behalf of the 
Government. Under the Scheme, part of an eligible home buyer’s loan is 
guaranteed by the Government, enabling the home buyer to purchase a home 
without paying lenders mortgage insurance (LMI). For further information see 
QB25-000197.

• The Insurance Council of Australia (ICA) released a report on 24 August 2025 
suggesting the expanded Scheme may cause home buyers to end up paying 
more than they save due to higher dwelling prices, and that the sector’s long-
term viability could be at risk.

– The ICA’s report suggests the expanded Scheme will increase dwelling 
prices by 3.5 per cent - 6.6 per cent nationally in the first year. The ICA’s 
estimates of price effects are not directly comparable to Treasury’s estimate 
that that the Scheme will increase dwelling prices by 0.6 per cent nationally 
over 6 years.

: Treasury’s estimate of the dwelling price effect accounts for additional 
supply induced by the demand increase, which takes time to eventuate.
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: Treasury’s modelling framework is not suitable for forecasting short-term 
price effects, which can be influenced by temporary imbalances in supply 
and demand which are difficult to forecast.  

• Various factors have contributed to decreased demand for LMI in recent years 
including the introduction of the Scheme, banks more frequently offering LMI 
waivers, increased use of parental guarantees, and higher interest rates
impacting high LVR lending.

• The Government consulted with industry from 7 to 25 July 2025 to inform the 
implementation of the expansion.

• Based on consultation feedback, the Government will direct Housing Australia 
to promote the diversity of lenders who offer the Scheme, making it easier for 
first home buyers to buy a home through smaller, customer-owned and 
regional banks.
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BACKGROUND
LMI

• LMI insures lenders against the risk of not recovering the outstanding loan 
balance if a borrower is unable to meet their loan payments and the property 
is sold for a value lower than the loan balance.

• The current commercial LMI market consists of four entities: ANZ LMI (which 
exclusively supplies LMI to ANZ Bank), Arch LMI, Helia and QBE LMI. 

Scheme impacts on the LMI industry 

• According to the ICA, the Scheme has significantly reduced private LMI 
demand since its introduction in January 2020, with only 1 in 10 first home 
buyers now using LMI, down from previous levels of 3 in 10 prior to its 
introduction.

• This reduction coincides with reduced demand for LMI across the market (not 
just amongst first home buyers). While this is driven in part by the Scheme,
there are other contributing factors, including variations in demand for high 
LVR loans, increases in banks offering LMI waivers and greater use of 
familial guarantees in lieu of LMI.

– Despite its reduced volume of business, the Australian LMI industry has 
remained profitable.
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I refer to Treasury analysis released by the government on Monday claiming the expansion of the 
home guarantee scheme would push up home prices by 0.5 per cent over six years.  
What is Treasury's analysis on the impact on home price growth in the first year of the scheme?  

W theaustralian.com.au

Can you also help us with one please? Thank you again very much.

  

  

  
Thanks  we’ll take a look at this.

Kind regards,
________

— A/g Director, CBR 
Home Ownership Policy Unit, Housing Finance Branch
P +

treasury.gov.au
Langton Crescent, Parkes ACT 2600
Twitter | LinkedIn | Facebook
  
The Treasury acknowledges the traditional owners of country throughout Australia, and their continuing connection to 
land, water and community. We pay our respects to them and their cultures and to elders both past and present.
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Hi

We received the below media enquiry last night. Apologies for the delay in forwarding.  Can your team assist 
with a draft response please. 

Thank you
  
Kind regards,

Executive Officer to Dr Nerida Hunter
Homelessness and Housing Policy Division
P +

The Treasury acknowledges the traditional owners of country throughout Australia, and their continuing connection to 
land, water and community. We pay our respects to them and their cultures and to elders both past and present.
  
  
  

  

  
Hi  to consider tomorrow please: can you help us get a draft response we could send to the Minister’s 
office for clearance? (No deadline mentioned)

- Were Lenders Mortgage Insurance providers consulted? 
- Does the government believe this expansion will push them out? 

Thank you kindly

Cheers COB
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