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Property Values

It’s with some relief that I report
early signs of a softening in the Mel-
bourne Housing market after a rapid
run, where the median house prices
grew by as much as 30% in the past
12 months.

Increases of such magnitude are un-
sustainable over an extended period
of time, which can lead to bubbles
forming and we all know that eventu-
ally happens to bubbles...........

Over the past couple of weeks the
clearance rates have fallen below
80%, which had pretty much been the
norm over the first half of this year
and in the later part of last year.

Part of the reasoning can be placed
around the ‘affordability’ issues as a
result of the recent increases in inter-
est rates.

As I predicted, these increases are
having a direct effect on the outer
ring of the metro area and there are
signs of increased mortgage stress at
the bottom end of the market. Expect
to see increase Mortgagee Sales in
some of these locations and a de-
crease in values, if further rates rises
continue.

Real estate agents are reporting the
heat coming out of the market.
Whereas earlier this year they had
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reported up to 10 buyers fighting out
the purchase of some properties, they
are seeing less heated activity in the last
couple of weeks.

Another reason behind this slow-down,
and its ‘speculative’ opinion, is the deci-
sion by the government to re-introduce
a tightening of the Foreign Investment
laws. Last year the Federal Government
relaxed laws around the purchase of
existing properties, which was being
speculated as artificially increasing
prices due to limited stock available.

On the flip side of the argument is the
volumes levels we are seeing being in-
troduced to the market, which could be
a reason for a softening of the clearance
rates.

So it’s not all bad news, and its certainly
not going to be gloom and doom that we
will see appearing in the media.

Given the timely slowdown, my view is
that we are not going to see a correction
in values for well located inner city and
middle ring properties, with the excep-
tion of high rise, high density apart-
ments, this market could see a down-
turn in the near term.

My argument for a stabilisation is sup-
ported by several core fundamentals
that are still present in the market going
forward.

We still have a undersupply of accom-
modation. This under supply is fore-
cast to continue into 2012 and beyond.

Combine this with continuing positive
population growth for the greater Mel-
bourne area and you have underlying
demand to support values.

Areas that also show balanced afforda-
bility to income will see values con-
tinue to grow at ‘more normal’ levels
in the near term. Its inevitable that
once affordability moves outside of
normal range in these areas, prices
will stagnate for a period of time,
‘consolidation time’, but then history
tells us that they will usually provide
returns consistent with their long term
average growth rates.

The ebbs and flows of any market cycle
are influenced by the simplicity of the
supply and demand dynamics in the
market. Fortunately, some rationale
has returned to the market and this
provides me with confidence that we
will see more stable and consistent
levels of growth for the foreseeable
future for quality areas within the
overall market.

Ben Kingsley

"Volatility has
caused many
a sleepless
night for 'no
property’ in-
vestors, yet 1
sleep well as
a residential
property in-
vestor”
Ben Kingsley
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