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House price gains to continue into 2022

Macquarie has upgraded their outlook for
Australian housing prices and are now expecting
a trough-to-peak rise of ~20% by year end 2022
(versus a previous forecast of 10-12%).

House prices are being boosted by a
combination of factors including low rates, a
higher capacity to pay and FOMO (fear of
missing out), made worse by low supply.

Very cheap credit for an extended period of time
will remain a key tailwind for housing prices,
although rising risks of tighter macro-prudential
policies will (ultimately) present a headwind.
However, while the RBA has not yet signalled
their concern, they will be watching closely.

Rising house prices are an important channel for
consumer confidence and more broadly,
consumer spending within the economy. As the
labour market continues to normalize, elevated
asset prices (both housing and the equity market)
will provide strong comfort for consumers to
loosen the purse strings.

There are a number of direct and indirect
beneficiaries from ongoing strength in the
housing sector. Banks will benefit from rising
credit growth, the building and construction
materials sectors will benefit as activity picks up
(multi-dwelling in particular), real estate agents
and advertisers will remain well supported as will
retail areas exposed to housing consumption.

We identify a number of likely winners to emerge
from on-going housing price growth including:
CSR, Domain Holdings Australia, GWA Group,
Mirvac Group and Peet.

Macquarie now anticipates a trough-to-peak rise in
national dwelling prices of ~20% by the end of 2022
(versus previous forecast of 10-12% rise) — see
Australian Housing Price Outlook - A perfect storm, 10
March 2021. Price gains are expected to be front end
loaded into 2021, with housing price data suggesting
dwelling prices are to be ~7% higher than the
September 2020 trough by the end of March — the
fastest monthly rate since the late 1980s.

This rise in house prices is supported by a
combination of factors including ultra-low interest
rates, RBA guidance for no near-term cash rate hikes,
households’ higher capacity to pay and FOMO (fear of
missing out) spurred by low supply.
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Higher capacity to pay push prices higher

Capacity to pay is typically gauged using average
household income, mortgage interest rates and base
assumptions on loan to value (LVR) and loan maturity.
Based on those metrics, the average households’
capacity to pay for housing has risen noticeably (over
250% since 2008), with the decline in interest rates
(and mortgage rates), further supported by household
income that has not declined like in a hormal
recession given the support of unprecedented
government stimulus.



|Capacity to pay boosted by low interest rates
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Dwelling values back to peak prices

Regional dwelling prices have now recovered to peak
2019 levels, with majority of capital cities also back at
peak or not far behind. Sydney dwelling prices remain
on track for a near 4% m/m rise in March, which
would make it the fastest monthly increase since the
late 1980s. While housing construction and
renovations have been strengthened by pent-up
domestic demand and policy support, higher-density
housing in metropolitan areas is likely to face
headwinds from significantly weaker net immigration
while borders remain closed.

Dwelling values mostly back to pre-COVID levels
% Change from

Trough

Sydney $ 868,000 -1.3% 16.0% 29%
Melbourne $ 740,000 -1.8% 11.1% 32%
Brisbane $ 525000  Atpeak 8.8% 15%
Adelaide $ 490,000 At peak 9.0% 19%
Perth $ 478,500 -16.9% 6.5% -16%
Hobart $ 567,000  Atpeak 23.4% 58%
Darwin $ 470,000 -23.0% 13.8% -21%
Canberra $ 663,000 At peak 18.3% 36%
Regions $ 460,000 At peak 12.2% 24%
National $ 585,000 At peak 12.1% 23%

Source: Corel ogic, MWM Research, March 2021

Macro-prudential measures a risk later this year?

While borrowing activity by housing investors has
come back significantly over a relatively short period, it
is bouncing back from very low levels and remains
well below previous levels when APRA implemented
‘speed limits’ on investor housing credit growth and
interest-only lending. Although some forward-looking
indicators suggest that housing price growth should
soon moderate, very cheap credit for an extended
period should remain a key tailwind in our view.

Even if the types of borrowing traditionally perceived
as riskier by regulators (investor and interest-only)
remain well behaved, Macquarie believes the
possibility of ‘speed limits’ being introduced on high-
LVR (loan-to-value ratio) or high-DTI (debt-to-income)
borrowing have increased (these haven’t been used
before in Australia).
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Nevertheless, Macquarie does not see tighter macro-
prudential policies as an issue until later this year.
Although the risks towards earlier action have
increased, particularly if housing price growth does
not slow in coming months (because where housing
prices go, credit is inevitably involved), the RBA has
reiterated that “(they) do not target housing prices, nor
would it make sense to do so”.

However, the RBA and APRA will be monitoring New
Zealand closely to see how effective the reintroduction
and tightening of LVR restrictions is in cooling its red-
hot housing market.

|NZ housing prices have boomed in comparison to Australia
Dwelling Prices in High Household Debt Economies
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The report was finalised on 23 March 2021.

Recommendation definitions (Macquarie Australia/New Zealand)
Outperform — return >3% in excess of benchmark return

Neutral — return within 3% of benchmark return

Underperform — return >3% below benchmark return

The analyst(s) responsible for the preparation of this research receives compensation based on overall revenues of Macquarie Group Limited
(ABN 94 122 169 279 AFSL 318062) (“MGL") and its related entities (the “Macquarie Group”, “MGL”", “We” or “Us”). No part of the
compensation of the analyst(s) was, is or will be directly or indirectly related to the inclusion of specific recommendations or views in this
research.

This research has been issued and is distributed in Australia by Macquarie Equities Limited (ABN 41 002 574 923 AFSL 237504) (“MEL” or
“We”), a Participant of the ASX. MEL is not an authorised deposit-taking institution for the purposes of the Banking Act 1959 (Cth), and MEL’s
obligations do not represent deposits or other liabilities of Macquarie Bank Limited (ABN 46 008 583 542). Macquarie Bank Limited does not
guarantee or otherwise provide assurance in respect of the obligations of MEL.

This research contains general advice and does not take account of your objectives, financial situation or needs. Before acting on this general
advice, you should consider if it is appropriate for you. We recommend you obtain financial, legal and taxation advice before making any
financial investment decision. Past performance is not a reliable indicator of future performance. You should consider all factors and risks
before making a decision. Please refer to MEL'’s Financial Services Guide (FSG) for more information at
https://www.macquarie.com.au/advisers/financial-services-guide.html.

This research has been prepared for the use of the clients of the Macquarie Group and must not be copied, either in whole or in part, or
distributed to any other person. If you are not the intended recipient, you must not use or disclose this research in any way. If you received it
in error, please tell us immediately by return e -mail and delete the document. We do not guarantee the integrity of any links, e-mails or
attached files and are not responsible for any changes made to them by any other person. Nothing in this research shall be construed as a
solicitation to buy or sell any security or product, or to engage in or refrain from engaging in any transaction. This research is based on
information obtained from sources believed to be reliable, but We do not make any representation or warranty that it is accurate, complete or
up to date. We accept no obligation to correct or update the information or opinions in it. Opinions expressed are subject to change without
notice. We accept no liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or
further communication in relation to this research. The Macquarie Group produces a variety of research products, recommendations
contained in one type of research product may differ from recommendations contained in other types of research.

The Macquarie Group has established and implemented a conflicts policy at group level, which may be revised and updated from time to
time, pursuant to regulatory requirements, which sets out how we must seek to identify and manage all material conflicts of interest. The
Macquarie Group, its officers and employees may have conflicting roles in the financial products referred to in this research and, as such, may
affect transactions which are not consistent with the recommendations (if any) in this research. The Macquarie Group may receive fees,
brokerage or commissions for acting in those capacities and the reader should assume that this is the case. The Macquarie Group’s
employees or officers may provide oral or written opinions to its clients which are contrary to the opinions expressed in this research.

Important disclosure information regarding the subject companies covered in this report is available at macquarie.com/disclosures.

Macquarie Wealth Management | Investment Strategy Team


https://www.macquarie.com.au/advisers/financial-services-guide.html
file:///C:/Users/JTodd2/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/U0E1BLKL/macquarie.com/disclosures

