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Key Points

House prices rose surprisingly in the month of March despite higher interest rates;

e Adeclinein the supply of homes for sale was the likely reason for the rise;

e Therisk of a further rise in interest rates and weakening economic growth means it is too
early to call the bottom of house prices;

e Strong population growth is boosting underlying demand;

e The Perth, Darwin and Adelaide housing markets will outperform amongst capital cities in
this housing cycle.

Like most forecasters | spent much of 2022 (and the early months of this year) revising down my view of
how much house prices would decline. The decline in house prices that took place last year (mainly)
reflected the aggressive interest rate rises that took place as a result of the surprising rise of inflation.
Between July 2022 and January 2023 those house price declines averaged over 1% per month. This
decline was centred around the capital cities on the East Coast. Generally speaking, the other capital cities
and regional areas performed better.

The rate hikes that took place in February and March meant there were good reasons to think house price
decline would continue into 2023. At that time financial markets were also pricing more interest rate
increases for later in the year.

But the month of the first rate hike this year, was also the month where the momentum of house prices
changed. In February, standalone house prices were almost flat. Even more surprising was the rise in
house prices in March. The change in momentum has been clearest in the five largest cities. Price declines
continued in Hobart, Canberra and Darwin. Clearly affordability was not the driver given that houses prices
rose in Sydney despite low affordability but fell in Darwin despite better affordability.

Perhaps the rise occurred because high-income earners being less impacted by the rising cost of living
have taken the opportunity provided by the fall in house prices to step back into the market. That is
consistent with the observation that it was the prices for higher-priced houses in Sydney that started to pick
up first. But in March prices also rose for lower-priced houses in Sydney.

Immigration growth and a reduction in the size of households over the past couple of years has led to an
increase in the underlying demand for housing. Strong competition amongst lenders has also meant that
the rise in mortgage rates has been less than the rise in the cash rate. But the number of loans for owner-
occupied housing has continued to decline, suggesting that stronger demand has not been the key driver
of the renewed rise in house prices.

In my view the bigger factor in the jump in house prices in March was the decline in the number of existing
houses available for sale (as well as the ongoing slowness of building new houses). The level of supply of
housing has declined to be a closer match for the lower level of demand. The better match between supply
and demand has meant there was less pressure for house prices to decline, and even allowed for the
possibility for some increase.

Another positive for the outlook for house prices is that they appear better value from an investment
standpoint. The premium of the rental yield over long-term government bond yields suggests Sydney house
prices are now only modestly overvalued. By that measure most other cities (including Melbourne, Brisbane
and Adelaide) are around fair value. Perth (and Darwin) appears cheap.
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Affordability though remains a negative for housing across most cities (Perth and Darwin are again the
exceptions). This suggests that the demand for housing in coming months is more likely to come from
buyers with either minimal demand for debt or from high-income earners.

| think it is too early to call the bottom in house prices. Inflation remains too high and this means the risks
are that interest rates may need to rise further. At a minimum, rate cuts are some way off into the distance.
At the time of writing, financial markets had not fully priced even one cash rate reduction within the next 15
months. Concerns about the rising cost of living could see some households needing to sell their investment
properties. We have yet to see any deterioration in the jobs market. A survey by NAB indicates that the
residential industry thinks access to credit is a drawback. The result is that my view on the outlook for house
prices from January remains unchanged.

The underlying economic drivers of strong population growth and projected slowing of supply are factors
pushing for higher house prices. So, it is possible that house prices will not decline as much as | had
forecast. And it is possible that we may have already see the bottom of house prices in this cycle.

By city, my Brisbane, Hobart, Canberra, and Darwin forecasts have essentially been met. The Sydney and
Melbourne forecasts though require another leg down in prices. It is looking increasingly unlikely that the
extent of my forecast decline of house prices in Adelaide and Perth will occur. By historical standards
affordability in Adelaide looks challenging. Adelaide though has been supported by strong level of interstate
migration although that flow is starting to slow. The strong decline in national prices was the main reason |
expected some fall of property prices in Perth. But it appears that the combination of a strong local economy
and supportive valuations will limit the extent of any decline in this cycle.

Forecast standalone house price peak-to-trough declines in this cycle

City % decline to date Projected decline
from peak to trough

Sydney -14 -17 to -22
Melbourne -10 -12to -17
Brisbane -14 -15to -20
Adelaide -2 -8 t0 -13
Perth - -3t0-8
Hobart -13 -13to -18
Darwin -1 2t0 -7
Canberra -11 -12to -17

Source: BoQ Economics. Forecasts based upon CoreLogic data for median sales AVM value for standalone
houses
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House prices unexpectedly rose in March.

House price growth in Australia
{monthly % change)

1.0
sorce: Refiniv Dutssvesm, Carelogic, BoQl
oo

0.5

-0.5 | ‘

-1.0

-1.5

-2.0

Jan-22 Apr-22 Juk22 Oct-22 Jan-23

BOQ
GROUP

House prices have declined by most in the major
capital cities in this cycle.

House price performance by region
(peak-to-trough movements)
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House prices have risen across the value range in
Sydney over the past month.

Standalone Sydney house price performance
by value range
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The supply of listings is very low.
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And that is consistent with a low turnover in the housing
market.

Housing transfers in NSW
(% of total housing stock)
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Households are not thinking about buying a house

for investment.

Proportion households think real estate good
place for saving
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Or as an owner occupier.

Time to buy a house in Australia
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By some measures the overvaluation of the
Sydney market has been dramatically reduced.

Sydney housing market premium
(rental yield minus long-term index bond yields)
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The Melbourne market looks to be close to fair value.

Melbourne housing market premium
{rental yield minus long-term index bond yields)
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And the Perth market appears cheap.

Perth housing market premium
(rental yield minus long-term index bond yields)
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Affordability was an issue across most major cities at
the end of last year, apart from in Perth and Darwin.

Repayment ratio relative to city average
{% income spent on mortgage payments, standard
deviation from average, as at Dec 2022)
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Demand for new loans remains low.
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There is a large pipeline of new houses still to be built.

Value of standalone housing in the pipeline
(% of GDP)
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Regards

Peter Munckton
Chief Economist
Bank of Queensland

BOQ | 255 George Street Sydney NSW 2000

Twitter: @petermunckton

Reduced affordability has meant that existing
owners have become more important buyers.
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NOT INVESTMENT RESEARCH

This presentation was prepared by Bank of Queensland Limited ABN 32 009 656 740 Australian Credit Licence Number 244616
(Bank).

No Reliance

This presentation is not investment research and does not purport to make any recommendations. This report is for informational
purposes only and is not to be relied upon for investment purposes. You should seek independent advice from a qualified
professional on these matters.

This presentation has been prepared without considering your objectives, financial situation, knowledge, experience or needs. The
content of this presentation is not to be construed as an act of solicitation, or an offer to buy or sell financial products. To the extent
that you choose to make any investment decision after having read this report, you should consider the appropriateness and
suitability to your own objectives and obtain independent professional advice about your particular circumstances.

The Bank makes no representations or warranties about the accuracy or completeness of the content contained in this
presentation. Any opinions, conclusions or recommendations made in this report are subject to change without notice, and may
differ to the opinions, conclusions or recommendation expressed elsewhere by the Bank. The Bank is under no obligation to update,
keep current, the information contained in the report.

Forward-Looking Statements

This presentation may contain forward-looking statements about market conditions. These forward-looking statements may be

identified using forward-looking terminology, including the terms “believe”, “estimate”, “plan”, “target”, “project”, “anticipate”, “expect”,

“intend”, “likely”, “may”, “will”, “could” or “should” or, in each case, their negative or other variations or other similar expressions, or

by discussions of future events.
Readers should not place undue reliance on any forward-looking statements. To the maximum extent permitted by law,
responsibility for the accuracy or completeness of any forward-looking statements, whether because of new information, future

events, or results or otherwise, is disclaimed. BOQ does not undertake to update any forward-looking statements contained in this

document, subject to disclosure requirements applicable to it.
Liability

The Bank does not accept any liability for any loss or damage arising out of any error or omission in the information provided or
arising out of the use of all or any part of this presentation.

"NOTICE (You must not remove this notice from this email)
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