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1.2

1.3

INTRODUCTION

Residential property constitutes the major investment for most Australians, and is the largest
sector of the property market. With an estimated total value of almost $3,000 billion and
comprising around 8.3 million dwellings, it is a market which offers enormous opportunity for
both capital appreciation and income generation. While residential property markets are
complex, to the informed participant, they are understandable. These markets are affected by
many factors, some short-run and some more fundamental.

Objective

The objective of this report is to provide price forecasts for the next three years for residential
property in Australian capital cities. In doing so, information, data and analysis, which will help
an investor understand movements in residential property markets, as well as the reasons for
those movements, are also provided. The fundamentals of demand and supply are used to
forecast movements in property values, assuming likely economic conditions.

The report includes a discussion of the residential building and property investment cycle, the
oversupply or undersupply of dwelling stock, interest rates, rental vacancy rates, home loan
affordability, private dwelling rents and residential property values. In the instance of Sydney
and Melbourne, historical data on real estate values from the 1960s is included. It is important
for investors to have a good understanding of past movements in property values in order to
understand future trends.

Cautionary note

There are many uncertainties in forecasting and many factors can affect the timing of
movements in the market. For example, changes in Government policies or interest rates can
affect the timing and magnitude of cycles in property values. They can delay an upturn or
precipitate a downturn. At the same time, such short-run factors are notoriously difficult to
predict with precision.

Therefore, the forecasts in this report should be taken to be indicative of market directions.
Investment in residential property should have a time horizon of at least three to five years, so
that investors are not forced to take premature action. To minimise risk in residential
investment, it is necessary to ensure that the investment horizon is long enough to allow time
for the fundamentals of the market to come through.

In this report

This report is intended to provide not only price forecasts, but also a better insight into the
factors affecting residential property markets in Australian capital cities. The following
information is included:

e The discussion of the residential building and investment cycle places market
developments into a longer-term perspective and outlines the four phases of the cycle.

e The analysis of the underlying demand looks at the fundamentals of demand for dwellings
in the longer term to determine whether a sufficient number of dwellings are being built.
This forms the basis for the direction and magnitude of the next major cycle.

e The discussion of the economic outlook looks at short-run factors affecting residential
property markets, in particular the timing of movements in interest rates and its effect on the
affordability of housing.

© BIS Shrapnel Pty Limited 2009 3
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e The chapter on price forecasts is the bottom line in this report and contains analysis and
forecasts of property values in Sydney, Newcastle, Wollongong, Melbourne, Brisbane,
Gold Coast, Sunshine Coast, Townsville, Cairns, Adelaide, Perth, Hobart, Canberra and
Darwin. Constant price or real data is used to illustrate the strong relationship between
prices and building activity through the residential building investment cycle, as illustrated at
the end of Chapter 2 (see Chart 2.1).

1.4 Historical data source

There have been numerous examples of the residential building investment cycle in Australia.
Unfortunately, while data on activity levels is readily available, reliable price data is not. Over
the years BIS Shrapnel has collected data on median house prices in Sydney and Melbourne.
However, the quality of data available became unsatisfactory.

Therefore, since 1992, BIS Shrapnel estimates of the median house prices for Sydney and
Melbourne are from the Real Estate Institute of Australia (REIA). For the other major capital
cities, median prices are from the Real Estate Institute of Australia, who have only collected
data since 1979.

The data series from the REIA from March quarter 1980 to the June quarter 1998 represents
sales of established houses collated from surveys of real estate agents of the REI of each state.
From the September quarter 1998 the data series represents a complete listing from the
Valuer General or the equivalent in each state of sales of all houses. The only exception is
Victoria where the Valuer General's data is delayed by 90 days, so the data used is from the
surveys of the real estate agents of the Victorian REI.

Forecasts of house prices to June 2012 are provided for each capital city.
15 Real house price

The series marked ‘Real House Price’ in Chapter 5 is an index of the median price of house
and land divided by the Consumer Price Index, to give an indication of the movements in the
real price of housing over the period under review. It also provides an indication of the real
capital gains associated with investment in dwellings. Nevertheless, it should be noted that the
median price of houses incorporates improvements in the quality of housing and therefore,
overstates the real price change in those houses which are not upgraded over time.

4 © BIS Shrapnel Pty Limited 2009
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