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Abstract  

This paper investigates the dynamics of housing affordability for young households in 

Melbourne from 2006 to 2016 and also reveals the effect of the grant on housing 

affordability among suburbs. Firstly, this paper utilises the ratio measure to provide a 

general guide to housing affordability. Then the entry measure method is used to 

compare an estimated affordable price with the median market property price to 

determine whether the suburb is affordable for young households. Furthermore, the 

first homeowner grant (FHOG) is incorporated into the affordable property price to 

evaluate the effect of FHOGs on the affordability of suburbs in the Melbourne 

metropolitan area.  Result are shown in term of changes in the number of suburbs that 

are considered affordable over time with and without first home buyer support scheme. 

The results show property becoming less affordable for young households in 2016 

compared to 2006, however, the situation was worse during 2010 and 2011. Lower 

interest rates have significantly improved housing affordability while the FHOGs only 

had small effects.  
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The Dynamics of Housing Affordability for Young 

Households in Melbourne Australia, 2006-2016 

This paper investigates the dynamics of housing affordability for young households in 

Melbourne from 2006 to 2016 and also reveals the effect of a government-provided 

subsidy on housing affordability among suburbs. Firstly, this paper utilises the ratio 

measure to provide a general guide to housing affordability. Then the entry measure 

method is used to compare an estimated affordable price with the median market property 

price to determine whether the suburb is affordable for young households. In the final 

step, the first homeowner grant (FHOG) is incorporated into the median property price to 

evaluate the effect of FHOGs on the affordability of suburbs in the Melbourne 

metropolitan area.  Result are shown in term of changes in the number of suburbs that are 

considered affordable over time with and without first home buyer support scheme. The 

results show property becoming less affordable for young households in 2016 compared 

to 2006, however, the situation was worse in 2010 and 2011. Lower interest rates have 

significantly improved housing affordability while the FHOGs only had small effects. 

Introduction 

Housing affordability is now considered a serious issue in Australia and is receiving 

increasing political and academic attention. It is widely accepted that residential 

properties are relatively unaffordable across Australia and especially in Sydney and 

Melbourne, though measurements of affordability vary. Historically, housing 

affordability is usually directly linked to the relationship between median income and 

median price, with the price to income ratio being the generally accepted measure.  

Ownership rates in Australia used to hover around the 70% mark then declined to a 

record low of 67% in 2011. The slump has been especially acute among young buyers 

where the rate is even lower for the 25 to 35-year-old age group (Wilkins, 2014). Less 

than half of young households in Victoria own a property and are experiencing the 

financial benefits of ownership much later than their predecessors. This paper targets 

affordability among young households in Melbourne as they are often more vulnerable 



 

 

than other demographic groups during affordability crises due to limited savings and 

strict borrowing constraints.  

As young buyers are often the traditional first-time buyer cohort, the housing policies 

researched here are the First Home Buyer (FHB) Support Schemes, specifically the First 

Home Owner Grant (FHOG). The FHOG was introduced in July 2000 as a cash grant to 

offset the cost of the GST on houses, with the amount of the subsidy changing a number 

of time since then. The efficiency and effectiveness of the FHOG have been heavily 

debated and many unintended consequences noted including, increasing property prices 

(Guest, 2005) and benefits extending to wealthy families instead of low to medium 

income earners (Berry, 2013). In addition to the FHOGs the Victorian government has 

other policies to assist first home buyers including the first home buyer stamp duty 

exemption and additional grants for regional property (Blight et al, 2012). 

This paper aims to provide an analysis of housing affordability for young households in 

Melbourne and examine the effects of First Home Owner Grant (FHOG). The following 

two key research questions are addressed: 

1. What is the change in housing affordability for young households in Melbourne 

over time? 

2. To what extent did the first home owner grant improve affordability for young 

households in Melbourne? 

This paper begins with a literature review focussed on what housing affordability means 

and common practises used to measure housing affordability.  This is followed by a 

review of First Home Buyer (FHB) Support Schemes including details on the FHOG 

policy. Methods used in this paper are the ratio measure and entry measure which will 



 

 

be explained in more detail in the methodology section.  Results will be presented and 

the limitations of this paper discussed in the final section. 

Defining Housing Affordability 

As the name suggest, housing affordability is a problem that began to attract attention in 

the 1980s as low-income and middle-class households were experiencing financial 

barriers to homeownership. Affordability is generally considered an issue if households 

cannot get adequate and appropriate housing within a certain percentage of the 

household income (Hulchanski, 1995).  Thus, the housing affordability issue usually 

focusses on the relationship between housing expenditures and household income 

(Linneman et al, 1992; Whitehead, 1991; Gabriel et al, 2005). Housing expenditures 

include but are not limited to purchase price, equity requirements, mortgage payments 

and rents.  

Housing affordability includes a range of housing problems with the most observable 

ones including the inability to cover the continuing costs of a mortgage or rent after 

meeting other household expenditures. Prices that are too high, high low-to-value ratios 

and strict down payment and other lending requirements all feed into these issues.  

Households also face the trade-off between housing cost and other factors like the 

location of employment, transport, and health care when they balance housing cost and 

income, given their particular circumstances (Gabriel et al, 2005). 

Housing affordability is often described as “housing stress” and can be manifest in a 

number of ways.   It can be short-term or a one-off issue of being unable to pay a 

housing deposit or rental bond or it can be an ongoing problem where income is 

insufficient to meet housing costs (after other expenditures).  Redundancy or 

unpredicted increases in rent can contribute to the problem. It can also refer to issues 



 

 

like over-crowding or insecurity of tenure (Gabriel et al 2005). “Affordability is often 

taken as a proxy measure for all forms of housing stress” (Urban Research Centre, 

2004). 

In Australia, “home ownership affordability” and “rental affordability” are generally 

considered as separate issues (Linneman et al, 1992).  For home buyers, affordability is 

referring to the accessibility of home ownership, particularly related to the ability of 

younger households to access the home ownership for the first time (Richards, 2008).  It 

is further broken down into purchase affordability (securing funds to purchase a 

property) and repayment affordability (the ability of households to maintain mortgage 

payments) (Gan & Hill, 2008). This paper focuses on home ownership affordability, 

especially purchase affordability. 

Affordability Measures 

Maclennan and Williams’ (1990) definition of affordability states that: 

‘Affordability’ is concerned with securing some given standard of housing (or 

different standards) at a price or rent which does not impose, in the eyes of some 

third party (usually government), an unreasonable burden on household 

incomes.’         

This statement defines affordability with “some given standard”, begging the question, 

what is the standard?  Because housing affordability is as much of a conceptual problem 

as it is a practical problem, many studies in Australia as well as internationally provide 

a fair bit of ambiguity about the concept with no widely agreed upon standard. This is 

generally because property is a local issue and different markets lead to different 

assumptions and descriptions for housing affordability (Gabriel et al, 2005). 



 

 

Furthermore, definitions within the same geographic area vary when standards for   

housing affordability are defined by different researchers or the local government. In 

academic studies, variables like the simple concept of housing cost can be different, as 

some include utility costs and others do not. This section will discuss the main methods 

used in the field, highlighting the advantages and limitations of each.  

Ratio Measures - the 30/40 rule 

Ratio measures remain the most widely used criteria for determining housing 

affordability in Australia, by assessing the percentage of income spent on housing. 

Historically, housing expenditures exceeding 30 per cent of the gross income of a 

household indicate an affordability problem. Because housing expenditures tend to rise 

with home prices, a simple ‘housing cost to income’ ratio calculated directly from 

median house prices and median household incomes is typically used. The ratio is then 

compared at different points in time to determine the change in housing affordability. 

Both the Real Estate Institute of Victoria (REIA) index and HIA index are based on this 

approach. There are only two variables, income and housing costs, though different 

approaches may use gross income or disposable income and there is some variety across 

studies as to what is to be included in housing costs. Data availability often limits the 

scope of what is or is not included in the measure. Furthermore, the ratio is sometimes 

refined so that variables other than median income and median property price are used 

in calculations. 

The ratio measure is very easy to calculate and the data relatively easy to acquire, but it 

is not without controversey. Firstly, it is a single measure for all tenures, locations and 

household types (Hancock, 1993) and does not consider the quality of housing stock 

and over-crowding factor (Linneman et al, 1992; Burke et al, 2004). The method 



 

 

assumes all families and individuals have the same ability to pay and does not consider 

capacity to meet other non-housing living costs (Gabriel et al 2005).  Further, the 30/40 

rule has no clear rationale behind it. Additional research has introduced some 

complementary indicators that try to capture the variations in household types, needs 

and capacities to pay mortgages or rents. 

Residual income approach 

Unlike the ratio measure, the residual measure is concerned with the capacity to 

maintain an acceptable standard of living. It focusses on housing costs and living 

standards, and whether the disposable income remaining after housing costs covers 

essential household expenditures under current income (Milligan, 2003). The idea 

behind the residual income method is that households should be able to afford both 

housing and non-housing expenses (Karmel, 1998a & b). If a household can’t afford its 

non-housing expenses after the housing cost is paid, then it is considered unaffordable.  

This measure requires that a minimum acceptable level of income be set to support an 

adequate standard of living and can be determined either normatively or relatively 

(Burke and Ralston, 2003). It is up to the researcher to judge what to include for non-

housing needs. The two common used measures of living standards for non-housing 

cost component are: 

• The Henderson poverty line, established by the Commission of Inquiry into Poverty 

(chaired by Ronald Henderson) in 1974; 

• The budget standard developed by the University of New South Wales Social Policy 

Research Centre in 1998 (Gabriel et al, 2005). 

The main advantage of the residual measure is that it is more accurate for different 



 

 

household types than the ratio measure since it considers the differences in non-housing 

needs for different household types.  It is more suitable for small area analysis and is 

helpful for examining housing affordability for low income households (Saunders, 

2004). At the same time, it relies on judgement regarding non-housing costs, which 

requires more onerous data collection that can be complex and time consuming (Gabriel 

et al, 2005). Like the ratio measure, this method can be used for both home ownership 

affordability and rental affordability.  

Entry measures - accessibility/deposit gap 

Both the ratio measure and residual measure for affordability focus more on the ongoing 

costs of housing and less on the “entry requirement”. There is limited work in this area 

yet the main idea is to measure the cost barriers or supply conditions that inhibit entry 

into the housing market. This can be measured using size of the deposit gap and the 

threshold income requirement, typical dwelling prices or rents relative to income, and 

the amount of housing stock available to lower income households.  

One way to use this method is to determine the maximum house price affordable under 

certain assumptions and compare it with property price or cost of new construction. 

Alternatively, the deposit gap can be determined using house price and the amount of 

loan a household can borrow. Affordability can be measured by the difference between 

maximum affordable price and market price or the size of deposit gap. This method is 

useful for monitoring market change over time and to provide guidelines for 

affordability. It enables the identification of the scale for different income ranges and is 

more complex than the ratio measure as it requires additional data (Gabriel et al, 2005). 

This research considered all three methods, but focus is limited to the ratio measure and 

entry measure.   This will be discussed in more detail in the methodology section. 



 

 

First Home Buyer Support Schemes  

The First Home Owner Grant is arguably the most well-known first home buyer policy 

and has received more attention and criticism than any other policy. When it was first 

implemented in the early oughts, it applied to both new and existing property. An 

additional $7,000 grant was introduced for new homes only between March and 

December 2001. The additional grant then reduced to $3,000 in December 2001, then 

from June 2002 the FHOG reversed back to $7,000 for both new and existing property 

(Dungey et al, 2011). During the Global Financial Crisis (GFC), the FHOG boost was 

introduced and the grant increased to $14,000 for an existing home and $21,000 for a 

new home (Blight et al, 2012). The boost was reduced in 2009 and ended in 2010. The 

Victorian government also supplemented state grants on top of the national one. The 

amount of FHOGs provided to Victoria households are summarised in Figure 1 below.  

 

Figure 1:  First home buyer support in Victoria 

 

The effects of FHOGs have been hotly debated. For example, Blight et al (2012) 

suggests the FHOG increased house prices by approximately $57,321 or 18.8%, finding 



 

 

a positive correlation between the FHOG and the growth in finance for first home 

buyers in both number and amount.  The authors posit that the grant increased demand, 

and since the supply of housing is inelastic, property prices increased. FHOG are also 

considered inequitable (Wood et al, 2003) as there is no income or wealth test. Anon 

(2003) and Berry (2013) assert that the FHOG has been exploited as about $2 billion in 

benefits have gone to higher-income households.  

The effect of the $7,000 FHOG only increased the number of households from rent to 

own by 1.3%; 2.3% when grant was doubled to $14,000 as estimated in Wood’s (2003) 

microsimulation model. Based on a case study in Sydney, Randolph et al (2013) 

concluded there was incontrovertible evidence that FHOG does not work nor does it 

address affordability concerns. There is a gap in the field for a formal investigation on 

the effect of first home buyer schemes on housing affordability in Victoria, and this 

research attempts to partially fill this gap.  

Methodology 

This paper is a case study of Melbourne covering the period from 2006 to 2016. The 

measures used here are quantitative rather than qualitative; this research focusses on 

income and price and the effect the first home owner grant has on value. It focusses on 

home affordability generally and purchase affordability specifically, as these are the 

primary concerns for first home buyers.  

The ratio measure and entry measure are used in this research. The ratio measure is 

relatively easy to calculate and will be used for general guidance. Gross income is used 

for households’ income; housing costs only include property price and mortgage 

repayment. The entry measure is a better model for estimating purchase affordability as 

the deposit gap and maximum affordable property price are used.  



 

 

A summary of the assumptions of this model are: 

� Young households are defined as people aged between 25 and 34 

� Households income = gross income  

� Average young households’ income = 1.5 times of mean young individual’s 
income 

� Housing cost only includes property price and mortgage repayment 

� Mortgage repayment = 30% of households’ annual income 

� Mortgage term = 30 years 

� Minimum deposit required = 10% of property price 

� Economic indicators, like the interest rate, remain at current levels 

� Young households have savings equal to 1 year of income 

� Interest rate used is home loan variable rate 

 

Null hypothesis:   There is no significant difference in housing affordability for young 

home buyers in Melbourne with the FHOG than without the FHOG.   

Ratio measure 

The ratio measure is used as a general guide for housing affordability for young 

households. Two ratios are calculated, the price to income ratio and the mortgage 

repayment to income ratio.  Income data for young individuals and property price data 

are collected and price to income ratio calculated using median property price divided 

by mean income.  

Average mortgage repayment is calculated using average mortgage size for first home 

buyers (assuming most first home buyers are young households) and average interest 

rates during that year.  The payment is divided by mean income to get the mortgage 

repayment to income ratio with results showing the change in housing affordability over 



 

 

time. 

Maximum affordable price (MAP) 

The entry measure focusses on entry barriers into the property market.   In this research, 

a maximum affordable price (MAP) is determined under the assumption stated earlier.  

The MAP is calculated using average young households’ income, assuming savings 

equal to 1 year of income with the remainder financed.  Annual income determines the 

maximum loan that can be borrowed.   The maximum loan is calculated using interest 

rate data with the monthly payment equal to 30% of monthly income data. The 

mortgage term is 30 years or 360 loan repayments.  

MAP = Savings + Maximum Loan 

The maximum affordable price (MAP) is compared with the median market price 

(MMP) in each suburb with the market price separated between houses and units. If the 

MAP exceeds the MMP, then that suburb is affordable for young households, but if the 

MMP exceeds the MAP, then the suburb is considered unaffordable for first home 

buyers.  

Maximum affordable price with FHOG (MAPF) 

The MAP is added to the FHOG to create a new maximum affordable price (MAPF) 

where 

MAPF = Savings + Maximum Loan + FHOG 

In this case both the savings and maximum loan have not changed with the FHOG, as 

FHOG is a once off payment and is likely to have no or very little impact on an 

individual’s borrowing capacity. The MAPF will be compared to the median market 



 

 

price (MMP) in each suburb.  The addition of the FHOG to the MAP (MAPF) is 

expected to increase the number of suburbs considered affordable for first home buyers.  

Analysis and results 

The data are summarised in Table 1.  

Table 1: Data descriptions 

Data Type Description 

Policy Data National policy as well as Victoria policy on first home 
buyers 

FHOG Data Detailed data about FHOG from 2000 

Income Data Average individual income of people aged between 25 to 
34 at local government area level, up to 2010-11, annual 
data, source: ABS 

Wage Index Wage price index on total hourly rate of pay up to 2017, 
annual data, source: ABS 

Property Price -House Median house price for each Melbourne suburbs up to 
2016, annual data, source: vic.gov 

Property Price - unit Median unit price for each Melbourne suburbs up to 2016, 
annual data, source: vic.gov 

Loan Data Number of first home buyer loans and the average size 
monthly data, source: ABS 

Interest rate  Home loan variable rate collected from 2006 to 2016, 
monthly data, source: Loansense.com 

 

This research covers 27 local government areas (LGA) as shown in Table 2 and 295 

suburbs under these LGAs, which covers the entire greater Melbourne area (not shown 

for the sake of brevity).  

 



 

 

Table 2:  Study area 

 

Income data has been analysed and the average (mean) individual income for those 

between 25 and 34 chosen to represent the income level of the young individual in 

Melbourne (Appendix 1). However, because the data are only available up to 2010-11 

and only at the LGA level, the wage price index (Table 3) is used to estimate the 

income for young individual from 2011 to 2016.   

Table 3: Wage Price Index 

 

The model further assumes there are 1.5 earners for average households, therefore 

young household income equals 1.5 multiplied by the mean individual’s annual income.  

Property price data were found on the Victorian government’s Property and Land Titles 

City	of	Banyule City	of	Melbourne
City	of	Bayside City	of	Melton
City	of	Boroondara City	of	Monash
City	of	Brimbank City	of	Moonee	Valley
City	of	Casey City	of	Moreland
City	of	Darebin City	of	Port	Phillip
City	of	Glen	Eira City	of	Stonnington
City	of	Hobsons	Bay City	of	Whitehorse
City	of	Hume City	of	Wyndham
City	of	Kingston City	of	Yarra
City	of	Knox Shire	of	Cardinia
City	of	Manningham Shire	of	Mornington	Peninsula
City	of	Maribyrong Shire	of	Yarra	Ranges
City	of	Maroondah

Local	Government	Area

Jun	-2010 Jun	-2011 Jun	-2012 Jun	-2013 Jun	-2014 Jun	-2015 Jun	-2016 Jun	-2017
Wage	price	index 102.8 106.7 110.4 114 117.1 120.3 123.1 125.6



 

 

website, which includes the median property price for house or unit by suburb from 

2006 – 2016. It is calculated using information lodged with the government every time a 

property sale is completed. These data are processed to match the local government 

areas where the suburbs are located. MAP and MAPF were calculated using processed 

data according to the method discussed above. MAP and MAPF for each of the LGAs 

can be find in Appendices 2 and 3.  

Price to income ratio 

The ratio measures provide a general guide of housing affordability for young 

households in Melbourne. Details of the ratio measure calculations can be found in 

Appendix 4.  

As seen in Figure 2, the price to income ratio suggests houses are very unaffordable for 

young individuals.  For example, in 2010-2011, houses are about 9 times the annual 

income of young individuals.  In 2016-17 that same house is estimated to be 11 times 

greater than the annual income of young individuals.  Although units are more 

affordable, the data suggests they are also becoming out of reach. The ratio increases 

significantly after the Global Financial Crisis as property prices grow quickly but 

incomes grow at a much slower rate.  In 2009-10 the interest rate was relatively low 

(Figure 3), and when combined with the effect of housing policy designed to boost 

demand, both contributed to a property price boom. The FHOG boost and low interest 

rates were no longer available after 2012 as the property market cooled down and the 

price to income ratio decreased slightly. As interest rates reached record lows over the 

more recent term, increasing property prices, especially for houses, resulted in an 

increasing trend for the house price to income ratio. Since 2013 unit prices have 

increased at a similar rate to young individual’s income, but the price is still almost 9 



 

 

times income. This ratio suggests it is almost impossible for households with only one 

income earner to afford a property, but if there at least 1.5 earners, then property 

becomes reasonably more affordable.  

 

Figure 2:  Price to income ratio 

 

 

Loan repayment to income 

The loan repayment was calculated using the processed loan data as the present value 

(loan amount) matched with the interest rate data from that year and a loan term of 30 

years or 360 repayments. The annual average (mean) was used to represent the average 

monthly mortgage cost for first home buyers, the majority assumed to be young 

households. The mortgage cost is compared to the average annual income. As shown in 

Figure 3, 30% of an individuals’ income is not enough to cover mortgage costs. For 

households with 1.5 earners, about half meet the 30% threshold. From 2008 to 2012, 

mortgage repayment was a problem, but the situation improved in 2009-2010. As 

expected, low interest rates improved this ratio as the lower the interest rate, the lower 

the loan repayment. Because of this, housing appears to have become more affordable 



 

 

since 2013 due to the decline in rates, though both ratios suggest property is not very 

affordable for young households overall.  Note that it is possible the average loan size is 

underestimated, thus ratio measures are likely to be biased and can only be serve as a 

guideline.  

 

Figure 3:  Average loan repayment as a percent of income for young buyers 

 

Suburb affordability 

A comparison of MAP/MAPF with MMP for houses and units for 295 suburbs is shown 

in Figure 4. Comparing the 2006 data with 2016, it is clear there are fewer suburbs that 

are affordable for young households (about 10% less or 29 suburbs) for both units and 

houses (grey and blue lines, respectively).  It also shows the housing affordability crisis 

from 2010 – 2011, when young households could only access about 10% of the 

Melbourne house market and 20% of the unit market. It recovered gradually after July 
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2012 as interest rates decreased and young households could borrow more based on 

their income.  

 

Figure 4:  Suburb affordability for first home buyers as a percent of total suburbs 

 

The interest rate continues to decrease from 2014 to 2016, though at a slower rate than 

in earlier years.  This effect of improving borrowing capacity has been offset by the 

increase in the property prices, especially in the house market where only about 16% of 

suburbs were affordable for young households in 2016.  

The impact of the FHOG is the difference between the two lines (grey and yellow for 

units and blue and orange for houses).   The greatest effect is in 2008-09 when the 

FHOG boost ($14,000 for existing or $21,000 for new homes) was available.  As a 

temporary measure the boost was effective in the short term but did not improve long-
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term affordability.  It is likely that the boost stimulated demand, contributing to the 

long-term increase in property prices. Without the boost, housing affordability was 

reduced and the effect of the remaining grant became negligible in the house market 

although it still improves affordability in the unit market. Further, it is likely that 

interest rate changes are a more significant factor in affordability than the FHOG. 

Conclusions & Limitations 

This research is a starting point to discover the dynamics of housing affordability for 

young households. The results are subject to many assumptions, and further research is 

recommended.  Limitations include: 

• The use of the median market price.  Younger households are unlikely to 

purchase the median property in a suburb, thus the use of a lower quantile 

market price will produce different results. In that case the number of 

affordable suburbs will likely be larger than what this model suggests.  

• The income that is used is the average (mean) income for people aged 25 to 

34 and may not represent the true income level for young households. 

• The model assumes young households will have one year’s income as 

saving. This may be too optimistic.  

• It also assumes that FHOG cannot increase the maximum loan young 

households can borrow.   This assumption may not be true.  

It is clear that young households having only one earner with average income will find 

home buying in Melbourne problematic, but when households have 1.5 earners, then the 

market becomes more affordable. Since unit prices do not grow as quickly as house 



 

 

prices, the unit market is much friendlier to young households with average incomes. 

Interest rates have a significant impact on housing affordability because low interest 

rates decrease monthly payments (positive effect on affordability, all else held 

constant).  However, if interest rates remain low for a long enough period, the reduced 

payments may be offset by increased borrowing capacity resulting in larger loans 

(negative effect on affordability).  Furthermore, when borrowing capacity is increased, 

either through FHOG or lower interest rates or both, the corresponding increase in 

demand will exacerbate growth in property prices, offsetting the reduced borrowing 

constraint (negative effect).   

This leads us to conclude that, based on the results of this study, that the FHOG is not 

an appropriate method to improve housing affordability over the long term.  However, it 

may allow more households to afford a property in short term, provided the amount of 

the grant is high enough. It is important to note that because the FHOG has no income 

or wealth test, it can be exploited by wealthier households. Further, the FHOG may also 

increase property prices as the contribution of additional capital to the market stimulates 

demand.    
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Appendix  

Appendix 1: Average income for individual aged between 25-34  
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Appendix 4: Ratio Measure Results 
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