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EXECUTIVE SUMMARY

HOUSES RISK MAP
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QUARTERLY UPDATE

Ultra-low interest rates and FOMO drive dwelling values to new 
records with double digit growth on the horizon for many areas 
in the country 

As projected, the housing market has shifted from a buyer’s market to a seller’s 
one, where fear of missing out (FOMO) has become a major factor. In addition, it is 
highly likely that the ultra-low interest rate environment will remain in place for at 
least for the next 24 months, and possibly longer.  

This, combined with only a low availability of stock of quality assets in popular 
areas, has been reflected in almost unprecedented auction clearance rates.  
  
It is projected that both Sydney and Melbourne will deliver capital growth in the 
range of 8-12 per cent in 2021. Many SA4s are also likely to deliver double digit 
growth in 2021. In particular, houses with a high land value component and 
scarcity value are likely to enjoy very strong demand and capital growth, both in 
the short and long term.  
  
Therefore, housing affordability is projected to deteriorate substantially. 
  
Our key underlying assumption is that the COVID-19 vaccinations that have been 
rolled out will provide a sustainable solution to the virus over time.    
  
As mentioned in our previous reports, our market research shows that some 
sectors of the housing market continue to represent a high risk at the present 
time, in particular inner-city apartment markets, which are oversupplied and are 
experiencing falling rents as Australians look to avoid the higher density 
locations. In addition, there is a high degree of uncertainty in relation to 
immigration, which is a major demand factor for rental apartments.  
  
These risks, combined with high vacancy rates, increase serviceability (i.e. cash 
flow) risk, and consequently, make these apartments less attractive to investors, 
who represent the main cohort of buyers in those areas.  
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Major risks & opportunities: Immediate and Short Term  

The markets of New South Wales and Victoria are the most volatile markets that respond 
(from a pricing perspective) very strongly to changes to interest rates and consumer 
confidence. In particular, the reducing threat from COVID-19 in the first half of 2021 will 
likely result in a major upwards shift in consumer confidence. 

As projected, these markets have rebounded strongly and are highly likely to deliver 
double-digit growth in 2021 and well into 2022, unless a regulatory intervention or another 
external event take place. 
 
Other markets, particularly south-east Queensland and popular regional areas that offer 
particularly good lifestyle choices, also enjoy strong demand, and this is likely to result in 
strong price growth both in the short- and long-term, as the trend of increased popularity 
of such areas is sustained. 

While many other areas that experience lower population growth and softer job market 
(in comparison to Sydney and Melbourne), such as Perth, are also experiencing strong 
capital growth for houses, this is less sustainable over the long term, due to lower external 
migration and a relatively smaller number of high paying jobs in the ‘knowledge 
industry’ (e.g., financial services, IT, etc).  

The risk of negative equity, particularly for houses and family suitable properties has been 
reduced and is likely to be further reduced in the next two years.  

However, as previously reported, rental apartments continue to carry a higher level of risk 
in relation to both price movements (equity risk) and serviceability (cash flow risk). 
Consequently, the risk of negative equity for rental apartments in some areas remains 
high. Further, in many cases this risk has been realised, with a large pool of investors 
experiencing both negative equity and serviceability challenges.  

Reductions in external migration will also have a negative impact on the demand for 
dwellings, particularly smaller rental apartments. An uncertainly in relation to external 
migration continues to be a major contributing factor to the demand for rental 
apartments. This risk will be reassessed once there is a clarity regarding external migration 
and particularly the return of foreign students to Australia.  
 
The major mitigating factor continues to be lenders’ strategy to be the ‘shock absorbers’ 
and reduce forced sales to a minimum. This has been proven highly effective, with 
mortgage deferrals reducing consistently each month with the improvement in 
employment conditions. Consequently, the risk that a material number of forced sales has 
a noticeable impact on dwelling prices, is effectively eliminated, at this point of time.  

Residential Risks & Opportunities
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Consumer sentiment, auction clearance rates and house price expectations 

As expected, consumer sentiment is very high. According to Westpac-Melbourne Institute, 
housing market sentiment has surged sharply by almost 32 per cent in the past 4 months. 
The Westpac Consumer House Price Expectations Index tumbled 51 per cent in April 2020 
in the first stages of the national lockdown.  

Yet more recently in February, Westpac’s key measure of house price expectations has 
risen strongly to 154.7 from 117.3 in October. All states have registered impressive recoveries.  
  
House price expectations are already being reflected in auction clearance rates figures,  
especially in Melbourne. Preliminary auction clearance rates in the last week of January 
showed results of 83 per cent in Melbourne and 83 per cent in Sydney. 

It should be noted, however, that a clear distinction should be made between houses  
and units, particularly in Sydney, where the average preliminary clearance rates for houses  
during the last week of January 2021 was 84 per cent, which was above units with 81 per 
cent.  

Clearance rates across the country are likely to remain high and similar to pre-pandemic 
levels.  

With improved consumer confidence and auction clearance rates it is likely that while 
volumes will materially increase during 2021, auction clearance rates will remain high and 
well above the 70 per cent mark.  

Economic activity and employment  

It should be noted that while economic activity and employment are recovering, as 
addressed in the previous RiskWise Quarterly Risks & Opportunities Report, prior to  
COVID-19 Australia was already facing a low interest rate environment, a soft employment  
market, poor wage price growth, and with no major growth drivers for the economy 
expected in the foreseeable future. Without a structural policy (as opposed to a short-term 
fiscal stimulus) and without massive increases in business investment in high growth and/
or highly paid industries, such as technology, Australia will continue to experience a 
sustained period of low growth, elevated effective unemployment, low wage growth and, 
consequently, low interest rates.  

As expected, due to the pandemic, there has been a significant reduction in economic 
activity. In the RBA's February statement on monetary policy, it forecast Australian GDP to 
contract 2 per cent in 2020 due to the pandemic. This is much better than previous 
forecast. Further, it projected a 3.5 per cent per cent GDP growth in both of 2021 and 2022.  

The pandemic has, and will continue to have, an impact on unemployment, 
underemployment, and wages growth.  However, in recent months there has been an 
improvement in the unemployment rate. Australia’s seasonally adjusted unemployment 
rate fell to 6.6 per cent in December 2020. Further, in the RBA's February Statement on 
Monetary Policy, the bank forecast unemployment rate to be around 6 per cent by the end 
of 2021 and 5.5 per cent by the end of 2022, with the potential for upside scenarios.

Residential Risks & Opportunities
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Regarding wages growth, the current annual wages growth rate in Australia is only 1.4 per 
cent with most of the modest growth coming from the public sector. This is the lowest 
nominal wage price growth since records began in 1993, with all states and territories 
experiencing wage growth below their 10-year benchmark averages. 

However, the already announced fiscal and monetary policies, and our assumption that 
they will be adjusted as required to support employment and growth, will provide strong 
support to the labour market. 

In conclusion, the overall weakness in the job market and poor wage growth mean that 
the interest rate is highly likely to remain ultra-low in the foreseeable future.  

In addition, areas that normally enjoy stronger economic growth and employment 
conditions, such as Sydney and Melbourne, are highly likely to enjoy strong population 
growth by 2022, driven by external migration and consequently, stronger demand for 
housing. On the other hand, areas that will experience por economic conditions are highly 
likely to experience lower capital growth. The exception is lifestyle areas that enjoy a 
sustainable increase in popularity.  

Interest rate environment 
 
As projected, a sustained period of ultra-low interest rates seems almost certain in the 
foreseeable future. The RBA has stated that interest rates will not increase “until progress is 
being made towards full employment and…inflation is sustainably within the 2-3 per cent 
target band.” After rising 1.6 percent in the September quarter, the Australian CPI 
increased a further 0.9 per cent in the December 2020 quarter. However, in the RBA's 
February Statement on Monetary Policy, it still forecast inflation to remain below 2 per 
cent until mid-2023.  

Ultra-low interest rates have led some lenders to offer introductory home loan variable 
rates of 1.79 per cent, a move which follows the launch of the first fixed rates of 1.75 per 
cent. Consequently, this has led to an increase in housing finance. A further increase is 
highly likely during the first quarter of 2021 with many lenders already experiencing 
backlogs to address loan pre-approval applications.   

Ultra-low interest rates are also likely to have a positive impact on the market during 2021 
and 2022.  

Housing finance  

The latest ABS data on new housing lending showed a record 31.2 per cent year-on-year 
rise, driven by a surge in owner-occupier lending (which includes a large increase in 
construction loans) as well as a smaller rise in investment lending. The value of new owner-
occupier home loan commitments increased by 8.7 per cent to $19.9 billion in December 
2020 and the value of investor loan commitments was also up 10.9 per cent to $6.07 billion. 
First home buyer activity is also well above the benchmark, up 56.6 per cent year-on-year.  

Residential Risks & Opportunities
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However, the share of owner-occupier activity is likely to reduce with an expected increase 
in investor activity. It should be noted that it is highly likely that investor activity, that is 
currently well below the peak, will increase substantially. Investors are typically very 
responsive to interest rate cuts and lower out-of-pocket expenses. However, the ‘investor 
journey’, from the point of time when a decision is made to ‘buy an investment property’ 
until the financial commitment, generally takes six to 12 months. 

Population growth and external migration  

As projected, our assumption that there will be significant reduction in total population 
growth due to low external migration, is still valid. The Federal government is expecting 
Net Overseas Migration (NOM) in FY21 to drop to -71,600 people, for Australia's first 
experience of negative NOM since 1946. This negative trend is forecast to continue in FY22 
and only gradually return to pre-COVID levels from FY23 onwards.   

The reduction in overseas migration has and will continue to have a major impact on 
rental apartments that have already experienced increased vacancy rates and lower 
demand from investors. A stable jobs market is fundamental in external migration 
decisions. Consequently, poor economic growth and a soft employment market will see 
the attractiveness of relocation to Australia fall significantly, while border restrictions make 
movement logistically challenging.  

Without a significant improvement in employment conditions in the next few years along 
with strong demand from foreign students, the risk to the rental apartment sector is likely 
to remain high. 

COVID-19 effect on regional property markets 

Before COVID-19 hit, there was already a strong trend of sea- and treechange homebuyers 
looking for the best of all worlds – lifestyle, accessibility to employment hubs and 
affordable housing. The pandemic has helped strengthen ‘work f rom home’ 
opportunities, meaning owner-occupiers can take advantage of lifestyle prospects instead 
of being tied to employment hubs. Those who work in a stable corporate environment, 
but do so remotely, are taking advantage of great buying opportunities in NSW, Victoria, 
and south-east Queensland.  

These include areas of south-east Queensland such as the Sunshine Coast and the Gold 
Coast, just over the NSW border in Byron Bay, and further south on the Central Coast, in 
areas such as North Avoca, Terrigal and Wamberal. Then, there are also sought-after 
locations such as the Hunter Valley, Wollongong, and the NSW South Coast, and in 
Victoria, the Mornington Peninsula, Geelong, and Ballarat. Beachside suburbs especially 
are outperforming the wider market as they offer fantastic lifestyle opportunities.   

The ability to work remotely and to move to regional areas also has been a contributing 
factor in supporting housing affordability, as the pressure in capital cities will be 
somewhat mitigated.  

Residential Risks & Opportunities
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Fiscal and monetary policies  

As previously mentioned, the Federal government has introduced several incentives such 
as JobKeeper, and that has been extended until March 2021 to support the weak labour 
market. 

It also introduced the HomeBuilder package in June 2020. The program offered up to 
27,000 grants of $25,000 to eligible applicants to build a new home or substantially 
renovate an existing home. According to this program, prospective new home builders 
and those undertaking substantial renovations will benefit from $25,000 cash 
grants,  under a $688 million program  designed to support the housing construction 
industry. The plan was confined to people on middle incomes and to new homes and 
renovations valued at no more than $750,000. This resulted in a material pull-forward of 
demand for new home sales in December 2020, but which retraced in January 2021. 

Furthermore, the RBA has decided to purchase an additional $100 billion of bonds issued 
by the Federal Government and states and territories after the current Quantitative Easing 
(QE) program finishes in mid-April. The RBA expects this QE extension to lower financing 
costs for borrowers and support the supply of credit for households and businesses. In 
other words, the current ultra-low interest rate environment is highly likely to remain for 
the next 2 years, and possibly much longer. 

The State governments are also working on incentive programs, which followed 
recommendation by the Reserve Bank Governor for states to lift spending by 2 per cent of 
GDP. For example, the NSW government has announced a record $107 billion spending 
commitment in infrastructure and shovel-ready programs to stimulate employment. Also, 
the Victorian government has unveiled a major economic recovery plan, with measures 
valued at up to $49 billion in its 2020-21 budget.  

Wind-back of responsible lending obligations to cement 2021 housing rebound. 

As previously reported, changes to responsible lending obligations will ultimately act to 
speed up the pace of loan approvals and bank lending, albeit probably not for six  to  12 
months, with less forensic poring over household expenditure for mortgage applications 
expected, which has at times made the lending process more akin to an audit than a 
credit approval.  
 
In addition, there are further reductions in the floor assessment rates. A prime example is 
Westpac’s reduction of its floor assessment rate by 0.3 per cent, to 5.05 per cent in Q4 
2020. CBA also followed suit, cutting its serviceability floor rate from 5.4 per cent to 5.1 per 
cent. The other Big 4 banks also have low assessment rates of 5.25 per cent (ANZ) and 5.5 
per cent (NAB).  

However, it is likely that strong price increases will encourage APRA to watch the housing 
market closely, particularly given record low interest rates, high household debt, and signs 
of some revival in borrowing for speculative purposes. It should be noted that strong 
investor activity is perceived by the RBA as ‘speculation’ that increases the risks to financial 
stability. Consequently, any major increase in investor activity is likely to trigger the 
reintroduction of macroprudential measures by APRA, at a certain point of time.   

Residential Risks & Opportunities



 10

Over the medium and long term there is a noticeable trend of an increase in home loans 
issued by non-bank lenders, as their risk appetite is higher than the risk appetite of the 
banks. While the changes to the floor assessment are likely to have a positive impact on 
the market share of the ADIs in the short term, in the medium to long term non-bank 
lenders are likely to gradually increase market share due to higher risk appetites and 
greater reliance on technology. Overall, this signals strong competition between banks 
and non-bank lenders, and we expect to see record low mortgage rates being offered in 
2021. 

Lenders also assess carefully and often set voluntarily landing restrictions on rental 
apartments, particularly studio apartments and units that are smaller than 50 square 
metres. Areas of high supply and with elevated vacancy rates are also closely monitored by 
the lenders, where mitigating controls generally include a combination of lower LVR and 
tighter serviceability measures (e.g. a lower portion of the expected rent is considered). 
The risks associated with rental apartments is likely to remain high with higher supply and 
lower demand due to lower population growth as well as reduced demand from 
prospective first homebuyers who will bring their purchase decisions forward.  

Dwelling prices and negative equity risk 

The sharp recovery of the market and an increased demand, particularly for houses and 
family-suitable properties, has materially reduced the risk of negative equity. This risk is 
likely to be further reduced over the next two years due to projected price increases.  

According to CoreLogic, average capital city home prices increased by 0.9 per cent during 
the past month alone after home prices fell by -1.8 per cent in the period from April to July 
2020. Australian dwelling values are now at a fresh record high, already surpassing pre-
COVID price levels by 1 per cent. National house prices, in particular, have risen 3.4 per cent 
and 3.8 per cent in the past quarter and year, respectively.   

However, rental apartments continue to carry a higher level of risk in relation to both price 
movements (equity risk) and serviceability (cash flow risk). Consequently, the risk of 
negative equity for rental apartments in some areas remains high. Further, in many cases 
the risk has been realised, with many investors experiencing both negative equity and 
poor serviceability.  

In the immediate term, there are higher risks in the rental apartment segment, that are 
likely to result in price reductions across the country, particularly in heavily supplied areas 
in Melbourne, and to a lesser extent in Sydney. These markets may be more volatile due to 
the high proportion of property investors and high levels of external migration.   

There is a renewed interest in the high risk off-the-plan units, due to generous 
government concessions and the perceived opportunity to buy at, allegedly, low prices. 

However, off-the-plan units carry a high level of risk mainly as buyers, including property 
investors, shift demand to detached houses. Uncertainty in relation to external migration 
further increases the risk.  

Residential Risks & Opportunities
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As expected, the rental market in these cities, particularly in the regions that already had 
large supply of apartments, are experiencing high levels of vacancy rates and, 
consequently, higher serviceability risk for investors. This already has and will continue to 
have a significant impact on investor demand for high-rise units, as investors are very 
responsive to out-of-pocket expenses.  

Therefore, the risk of negative equity for rental apartments, remains relatively high.   

Our major assumption remains that the banks will be willing to be flexible and act as 
shock absorbers to the financial system remains valid at this time.  

Housing affordability to deteriorate again  

Due to ultra-low interest rates, the housing market is reaching new highs with further 
price increases projected. Consequently, this will make dwellings less affordable when 
including the required deposit and closing costs. While internal migration to regional 
areas somewhat mitigates the problem, there is still a major undersupply of family 
suitable properties in popular areas with proximity to the major employment hubs. 

High-rise apartments are not considered to be a fully substitutable product to houses and 
townhouses, and therefore will not materially impact the demand for houses. 

Housing affordability is likely to remain a chronic issue particularly in Greater Sydney, 
Greater Melbourne as well as popular areas in south-east Queensland. 

Dwelling approvals and commencements 

The seasonally adjusted ABS dwelling approval figures showed a strong 10.9 per cent rise 
in December compared to November. This sharp increase was reflective of the successful 
ongoing containment of COVID-19 in all states and territories. In addition, there are 
incentives and support from the Federal and state governments to the housing and 
construction sectors through programs such as HomeBuilder, reflected in record 
detached house approvals in December.  

Current unit stock levels are also still elevated across many areas and therefore the risk of 
unit oversupply remains high. Examples of high-supply areas include Sydney – Blacktown 
with 5,134 units in the pipeline (27.8 per cent increase to the current stock) and Melbourne 
– Inner with 11,579 units in the pipeline (4.7 per cent increase to the current stock). 

The uncertainty surrounding external migration across the next couple of years is a major 
contributing factor to the elevated level of risk associated with rental apartments.  

Residential Risks & Opportunities
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Serviceability risk 

The unit rental market overall remains relatively weak. The decline in unit rents was largely 
concentrated around the inner-city markets of Melbourne and Sydney, contributing to a 
city-wide drop of 7.6 per cent and 5.7 per cent respectively over the year. Unit rents also fell 
4.6 per cent across the combined capital city unit market. 

This increases serviceability risk (particularly in the short term) due to the combination of 
continued high supply of units, preference for houses in capital cities and regional areas, 
and uncertainty related to the rental demand largely driven by young renters and 
migrants. 

Temporary home loan repayment deferrals due to COVID-19  

The risk in relation to mortgage arrears has been reducing consistently in recent months 
with mortgage deferrals dropping again in December, down from $192 billion worth of 
deferred mortgages in May to $43 billion by the end of December. The risk of a surge in 
distressed listings is becoming smaller as the economy improves. Lenders’ proven 
willingness and ability to act as 'shock absorbers' of the housing market have been very 
effective. 

In addition, both banks and non-bank lenders are now assessing the equity risk for a 
period of three years to minimise forced sales of properties that carry lower equity risk for 
that period.  

Potential reputational damage and the risk of being perceived as ‘un-Australian’ make 
many lenders to carefully assess any decision regarding a forced sale. Decisions are made 
across the industry on a case-by-case basis and include a detailed analysis of both equity 
and serviceability risks.  

It should be noted, however, that while the number of forced sales is likely to be very low, 
some lenders could encourage highly leveraged borrowers with bleak prospect to return 
to work, to downsize the family home, or to sell multiple investment properties. 

State-by-State Analysis can be found in the States & 
Territories: Summary section 

IN CONCLUSION 

The housing market is currently extraordinarily strong and FOMO is driving strong 
demand for houses. Combined with ultra-low interest rates (which are highly likely to 
remain unchanged in the next couple of years) and changes to responsible lending, it 
has materially increased the demand for houses.  

Overall, as projected we expect price increase in the range of 8 – 12 per cent for both New 
South Wales and Victoria over the next 12 months. In addition, other markets, particularly 
south-east Queensland, are likely to experience strong price increases in popular areas in 
Brisbane, the Sunshine Coast, and the Gold Coast.    

Residential Risks & Opportunities
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Key measures and information RiskWise will continue to monitor are: 

1. Number of new COVID-19 cases  
2. Progress regarding the easing of the current COVID-19 restrictions 
3. The availability of vaccinations in Australia  
4. Economic growth / GDP measures 
5. Unemployment and underemployment measures 
6. Announcement / publications regarding job losses / restructuring / cost cutting in 

major corporations 
7. Consumer sentiment and buyer expectations regarding house prices 
8. Auction clearance rates. 
9. Changes to dwelling prices 

Thank you for your interest in this February edition. Please register on our website if 
you wish to subscribe to our next release. 

Doron Peleg, CEO 

Residential Risks & Opportunities
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Extremely strong demand for houses in Greater Sydney and 
regional areas in NSW with double-digit growth expected in the 
next 12 months, demand for units remains softer. 

Houses in NSW enjoy very strong demand, driven by ultra-low interest rates and 
very strong buyer sentiment. FOMO is a major driver in consumer behaviour both in 
Greater Sydney and in popular regional areas of NSW.  

The Westpac-Melbourne Institute Index in relation to House Price Expectations has 
surged sharply in the past four months by almost 32 per cent. House price expectations 
are already being reflected in auction clearance rates figures, with preliminary auction 
clearance rates in the last week of January 2021 showed results of nearly 83 per cent in 
Sydney. It should be noted, however, that a clear distinction should be made between 
houses and units. The average preliminary clearance rates for houses during the last week 
of January 2021 were 84 per cent, while for units only 81 per cent. 

In addition to being a preferred dwelling option by owner-occupiers, houses are also 
perceived as a preferred a preferred investment alternative and generally carry materially 
lower level of risk than rental apartments. Consequently, the demand for houses is strong 
by both cohorts of owner-occupiers and investors.  

Clearance rates in Sydney are highly likely to remain high at a similar or a higher rate than 
their pre-pandemic levels.  

It should be noted that Regional NSW enjoys strong demand and delivered capital 
growth of 4.7 per cent over the past 3 months, substantially higher than Greater Sydney 
with 1.6 per cent over the same period.  

As expected, areas attracting lifestyle buyers include Byron Bay, the Central Coast (North 
Avoca, Terrigal, and Wamberal), the Hunter Valley, Wollongong and the NSW South Coast. 
Beachside suburbs especially are outperforming the wider market. The increased 
popularity of lifestyle areas in NSW started well before COVID-19 and is likely to continue 
over the medium and long term, with lower and more sustainable price increases.  

NEW SOUTH WALES

Economic 
Fundam.

Key  
Meas. (H)

Key  
Meas. (U)

Housing 
Afford.

Lending 
Restrict.

Tax 
Regimes

Jobs & 
Employ.

Pop and 
Demog.

Overall 
Houses

Overall 
Units

● ● ● ● ● ● ● ● ● ●
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NEW SOUTH WALES

Houses 

With only a low availability of stock of quality assets in popular areas across NSW, double-
digit growth is likely for houses in Sydney and in most lifestyle areas over the next 12 
months, with housing prices breaking record highs.  

Some greenfield areas carry a higher level of risk for houses in the short term, due to an 
elevated level of supply. A prime example of this is Sydney – South West with the potential 
addition of 6,090 houses over the next 24 months, being a 5.7 per cent uplift on the 
established stock. However, while the short-term risk is elevated, over the medium to long 
term no dramatic price reductions are expected and houses still present a significantly 
lower level of risk than is associated with high-rise units.  

Units 

It should be noted that houses and units, particularly rental apartments, have a 
completely different risk profile. The inherent risks of these two dwelling types that 
represent different buyer cohorts, have been realised, with rental apartments carrying 
materially higher risk than houses.  

Family-suitable apartments that are an affordable alternative to houses and units in 
popular areas, such as the Eastern Suburbs and the Northern Beaches, are likely to enjoy 
strong demand and material price increases.  

However, rental units in high supply areas, present a higher level of risk. Irrespective of 
COVID-19, there are areas in Sydney that have experienced major unit oversupply in recent 
years. The risks associated with existing rental apartments has increased materially, 
particularly in SA4s that have a large concentration of young renters, such as City and 
Inner South, Inner South West and Inner West. Young renters are more vulnerable to the 
increasing unemployment and this is reflected in a sharp rise in vacancy rates not only in 
Sydney, but also across other CBDs in the country.  

While buyer sentiment has improved substantially, the realisation of risks associated with 
high supply areas including price movements, constructions defects, and now high 
vacancy rates, make these properties, that are generally bought by investors, a high-risk 
endeavour.  

Uncertainty surrounding external migration substantially increases the risk in the rental 
apartment segment, particularly in high-supply areas. The risks associated with these 
areas is likely to be mitigated over time with increased population. 
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NEW SOUTH WALES

Vacancy rates have noticeably increased in some areas, such as in Sydney CBD, increasing 
the serviceability risk, particularly for highly leveraged investors relying on rental income 
and taxation planning to service their mortgage payments. The following SA4 areas have 
experienced large drops in rent: Sydney – City and Inner South, North Sydney and Hornsby 
and Sydney – Inner West. Mortgage arrears in those high-supply areas should be closely 
monitored.  
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VICTORIA

The VIC market has rebounded sharply. The projected end of the 
COVID-19 pandemic boosted sentiment in VIC, and the market is 
projected to deliver 8 -12 per cent capital growth over the next 12 
months, while demand for units is soft.  

Houses in Greater Melbourne and the regional areas with access to the capital city 
enjoy very strong demand, driven by ultra-low interest rates and very strong buyer 
sentiment.  

The Westpac-Melbourne Institute Index in relation to House Price Expectations has 
surged sharply in the past four months by almost 32 per cent. House price expectations 
are already being reflected in auction clearance rates figures, with preliminary auction 
clearance rates in the last week of January 2021 showed results of 83 per cent in 
Melbourne. It should be noted, however, that a clear distinction should be made between 
houses and units. The average preliminary clearance rates for houses during the last week 
of January 2021 were 84 per cent, while for units only 78 per cent. 

In addition to being a preferred dwelling option by owner-occupiers, houses are also 
perceived as a preferred a preferred investment alternative and generally carry materially 
lower level of risk than rental apartments. Consequently, the demand for houses is strong 
by both cohorts of owner occupiers and investors.  

Clearance rates in Melbourne are highly likely to remain high at a similar or a higher rate 
than the pre-pandemic levels.  

It should be noted that Regional VIC enjoys strong demand and delivered capital growth 
of 4.8 per cent over the past 3 months, substantially higher than Greater Melbourne with 
2.1 per cent across the same period.  
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VICTORIA

Houses  

With only a low availability of stock of quality assets in popular areas across VIC, double-
digit growth is likely for houses in Melbourne and in the popular regional areas over the 
next 12 months, with housing prices highly likely to break record highs.   

Due to lower-than-expected population growth, some greenfield areas carry a higher 
level of risk in the short term due to high supply. A prime example of this is Melbourne - 
West with an addition of 18,829 houses expected over the next 24 months, being an uplift 
of 8.8 per cent of the established dwelling stock. However, while the short-term risk is 
elevated, over the medium to long term no dramatic price reductions are expected and 
houses still present a lower level of risk than that associated with high-rise units. 

Units  

As with Sydney, a clear distinction should be made between family-suitable apartments 
and units in popular areas with limited supply of units, to areas with a high supply of 
rental properties.  

Family-suitable apartments that are an affordable alternative to houses in the highly 
sought-after areas of Melbourne, such as the Inner East and the Inner South, are likely to 
enjoy good demand from homebuyers and solid price increases.   

However, rental units in high supply areas, present a higher level of risk. Irrespective of 
COVID-19, many areas with oversupply have been labelled ‘danger zones’ and have low 
sales volumes. Examples include Melbourne – West with 4,267 units in the pipeline (8.4 
per cent increase to the current stock), Melbourne – Inner East with 4,523 units in the 
pipeline (7.2 per cent increase to the current stock) and Melbourne – Inner with 11,579 
units in the pipeline (4.7 per cent increase to the current stock). For these areas, the unit 
market will become less attractive than houses.  

While buyer sentiment has improved substantially, the realisation of risks associated with 
high supply areas including price movements, constructions defects, and now high 
vacancy rates, make these properties, that are generally bought by investors, a higher-risk 
endeavour.  

In recent years Melbourne has been the top destination for migrants, while interstate 
migration has also seen a net inflow to the state of Victoria. Internal migration swung 
away from Victoria due to the state's lockdown policies, while the uncertainty 
surrounding external migration substantially increases the risk in the rental apartment 
segment, particularly in high-supply areas. The risks associated with these areas is likely 
to be mitigated over time with increased population. 
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VICTORIA

Vacancy rates have noticeably increased in some areas, such as in inner-Melbourne, 
increasing the serviceability risk, particularly for highly leveraged investors relying on 
rental income and taxation planning to service their mortgage payments. The 
following SA4 areas have experienced large drops in rent: Melbourne – Inner, 
Melbourne – Inner East and Mornington Peninsula. Mortgage arrears in these high-
supply areas should be closely monitored. 
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QUEENSLAND

The Sunshine State continues to shine - strong demand for 
detached houses and outstanding demand for lifestyle areas Is 
projected to deliver 6-10 per cent capital growth over the next 12 
months for the south-east QLD market. 

The QLD housing market, and particularly houses in the popular areas of Brisbane, 
the Sunshine Coast, and the Gold Coast, enjoy strong demand, with the coastal areas 
enjoying strong demand due to the increased ability to work from home and 
internal migration.  

Houses 

Strong consumer sentiment, ultra-low interest rate and internal migration, combined with 
relative affordability of houses in comparison to the prices in Sydney and Melbourne, 
boosted demand for houses in the Sunshine State.  

During recent months, houses in the broader south-east QLD area enjoy very strong 
demand with high quality properties are sold at a premium very quickly.  

In addition, it is highly likely that investor activity, and particularly their demand for free 
standing houses will increase significantly in south-east QLD. 

As previously projected, areas attracting these lifestyle buyers include the Gold Coast and 
the Sunshine Coast. Beachside suburbs especially are outperforming the market. The 
demand for free-standing houses in coastal areas is very sustainable and is likely to 
continue, at a lower growth rate, over the medium and long term.  

Overall, houses in south-east QLD are projected to deliver 6-10 per cent capital growth 
over the next 12 months.  

However, it should also be noted that there are a variety of markets within QLD, with the 
mining towns experiencing lower demand and presenting a higher risk due to a large 
proportion of investors with negative equity and insufficient growth drivers, particularly 
over the medium and long term.  

Economic 
Fundam.

Key  
Meas. 

(H)

Key  
Meas. (U)

Housing 
Afford.

Lending 
Restrict.

Tax 
Regimes

Jobs & 
Employ.

Pop and 
Demog.

Overall 
Houses

Overall 
Units

● ● ● ● ● ● ● ● ● ●



 22

QUEENSLAND

Units 

Rental properties in high supply areas remain high risk. In QLD houses are substantially 
preferred properties over units. Investors who buy rental apartments in high supply areas 
are still taking a high risk with both equity and cashflow risk materially increasing.  

As previously reported, in recent years, overall, units across QLD carry a higher level of risk 
than houses, particularly due to high supply of apartments that are unsuitable for families 
and owner-occupiers.  

As mentioned in our previous reports, some areas with oversupply have been labelled 
'danger zones' and have low sales volumes. Furthermore, some of these areas present a 
major financing barrier with a high deposit required. COVID-19 has further increased the 
risk particularly in inner Brisbane. Moreover, off-the-plan units in high supply areas carry 
an extreme level of risk.  

There have been large increases in rental listings and large drops in rent in some areas, 
such as in inner-city Brisbane, increasing the serviceability risk, particularly for highly 
leveraged inventors relying on rental income and taxation planning to service their 
mortgage payments. Mortgage arrears in high-supply areas should be closely monitored.  

It should be noted, however, that family-suitable properties in beachside suburbs carry a 
lower level of risk and often enjoy good demand from downsizers and, consequently, are 
subject to only modest price reductions. 
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SOUTH AUSTRALIA

Housing affordability and ultra-low interest rates drive strong 
results for detached houses 

As projected, the SA housing market and particularly Adelaide, has improved noticeably, 
with good demand for houses that delivered capital growth of 3.7 per cent in the past 
quarter. Units experience softer demand, with unit prices delivering modest capital 
growth of 0.8 per cent during the quarter, with some areas experiencing a high supply of 
rental apartments.  

Housing affordability in SA is substantially better than in other states, and combined with 
ultra-low mortgage rates that makes it cheaper to buy than to rent, delivering further 
strong demand for houses.  

Houses 

In the short-term house prices are projected to deliver solid capital growth, with 5-8 per 
cent price increases expected over the next 12 months. 

While price growth is also highly likely in 2022, it should be noted that unless there are 
structural changes in the SA economy, medium to long-term employment and 
population growth, and consequently capital growth, are likely to be modest.  

It should be noted that the strength of the market is projected to vary greatly across SA. 
For example, houses in areas close to the Adelaide CBD, such as Adelaide Central and Hills, 
are likely to perform better, in comparison to softer markets, such as the Barossa - Yorke - 
Mid North area, and particularly over the long term.  

Units 

As previously mentioned, despite good affordability, the demand for units in SA is 
generally low and units are not considered a popular dwelling option among families. 
Furthermore, there are a small number of areas with unit oversupply, such as Adelaide 
Central and Hills which has the highest rate of oversupply in SA with 3,063 units in the 
pipeline (8.8 per cent increase to the current stock). 
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SOUTH AUSTRALIA

For the foreseeable future, rental apartments carry a relatively higher level of risk. There 
have been large increases in rental listings and also large drops in rent in the Adelaide 
Central and Hills area, increasing the serviceability risk, particularly for highly leveraged 
inventors relying on rental income and taxation planning to service their mortgage 
payments. Mortgage arrears in those high-supply areas should be closely monitored.  

Overall, units in SA are likely to experience price reductions in the range of 3 to 8 per cent. 
Off-the-plan units in high rises, which are unsuitable for families, carry the highest level of 
risk.
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WESTERN AUSTRALIA

The most affordable capital city houses in the country are 
enjoying ultra-low interest rates, improved economic conditions, 
and strong government incentives led a strong recovery of the 
property market 

As projected, the Western Australian housing market has recovered well with substantial 
increase in housing prices, with capital growth of 3.9 per cent for houses over the past 3 
months. There has been a noticeable improvement in buyer confidence resulted in 
improvements in housing finance.  

Strong government support was a key driver in the improved economic conditions, 
improved consumer sentiment, and, finally, renewed demand for housing.  

A sustained weakness in the housing market since the end of the mining boom has led to 
continued price reductions, that made Perth the most affordable capital city housing 
market in Australia with a median house price of $475,000.  

The combination of the improved economy, government incentives, the recent reductions 
in interest rates, (with some lenders offering home loans with an interest rate below the 
1.80% mark), make WA substantially more attractive market, particularly for owner-
occupiers.  

Houses 

For owner-occupiers with interest-only loans, ultra-low interest rates make it typically 
cheaper to buy than to rent a house from a cashflow perspective in all areas of Perth.  

The anticipated price increases of this very affordable market are being now delivered with 
housing prices are projected to increase over the next 12 months in the range of 6 to 10 per 
cent, particularly for the mid- and high end of the market. 

Popular areas that have shown resilience in the past 12 months, such as Perth-Inner and 
Perth-North East, are highly likely to enjoy stronger demand in 2021.  
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WESTERN AUSTRALIA

However, at the affordable end of the market, price increases might be contained to 4-8 
per cent due to the additional first home buyer grant and stamp duty rebate outlined 
above. Those generous government grants are likely to increase the supply of new 
affordable houses, applying some downward pressure on house prices.  

In addition, the demand for housing in most regional areas in WA is relatively low. In the 
absence of strong growth driver and with sufficient supply of housing, the capital growth 
in those areas is likely to be modest.  

Lastly, it should be noted that without structural change to the WA economy that will 
deliver a large number of high paying jobs and substantially increase population growth, 
only a moderate price growth is projected over the long term. 

Units 

Units, particularly rental apartments in high supply areas, carry a higher level of risk.   

Rental apartments continue to carry a higher level of risk of deliver poor or negative 
capital growth, due to the combination of oversupply, lending restrictions and low 
demand as they are generally not attractive to families or owner-occupiers. The Perth – 
North East area has the highest rate of unit oversupply in WA with 724 units in the 
pipeline (a 6.6 per cent uplift to the established stock).  

COVID-19 has further increased the risk associated with rental apartments, with investor 
demand likely to shift towards detached houses.   

For the foreseeable future units in WA, particularly new apartments in ‘danger zone’ areas 
(such as Perth 6000), carry a higher level of risk. 
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TASMANIA

Lifestyle and limited supply of houses will continue to drive price growth in Hobart 

The ability for more people to enjoy the lifestyle that the Apple Isle offers has led to a 
resurgence in the housing market. Prior to and during the peak of the COVID-19 price 
growth in Tasmania has decelerated. Affordability issues, with preferred alternatives in 
Melbourne, created a situation where the Apple Isle became less resilient and the 
property market experienced decelerated price growth despite low supply of dwellings.  

However, the prices of free-standing houses raise sharply again with 4.4 per cent capital 
growth in the past quarter. Units, however, delivered only modest growth of 1.2 per cent 
during that period. 

Houses 

Lower median prices, the high rate of ownership for houses and solid equity (i.e., low 
effective LVR) for many investment properties that enjoyed strong capital growth in 
recent years, mean that further price increases are likely in the higher-demand areas in 
Hobart.  

As in the other states, ultra-low interest rates make it cheaper to buy than rent in all of 
Hobart for owner-occupiers with interest-only loans.  

While lifestyle changes have improved the demand for housing in Hobart, the market is 
likely to experience only modest price increases over the long term.  

Units 

Units in Tasmania carry a higher level of risk due to the fact that houses are significantly 
preferred and due to the relatively high number in the pipeline compared to population 
growth.  

The relatively high proportion of units that are investment properties also increases the 
risk associated with such properties, particularly with falling rental prices and increased 
vacancy rates.  
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NORTHERN TERRITORY

Unexpected pandemic-driven strong relocation to the Northern Territory substantially 
increases demand and short-term price increases. Modest growth, however, is likely over 
the long term.  

As projected, the Northern Territory market has delivered strong recovery after many years of 
weak property market, with house prices delivering 7.8 per cent capital growth over the past 
quarter alone.   

Prior to COVID-19, after several years of major price reductions, the market started to improve 
and, in some areas, to stabilise. Unexpectedly, since the pandemic began, the NT Government 
estimates that between 2,000 and 4,000 people have relocated to the Northern Territory.  

This has a major impact on the small Darwin market that is now experiencing very strong 
demand for housing, and particularly rental properties.  

However, over the long-term demand for housing is likely to be moderate. While government 
incentives and defence expenditure by both the Australian and US governments are likely to 
create jobs and attract people to the Top End capital, along with some renewed mining activity, 
the economy of the Northern Territory is unlikely to show sustainable strong growth. 
Consequently, once COVID-19 has passed, it is likely that population growth will remain modest.  

Therefore, while short-term price growth is expected to be solid at this point of time, unless 
there is a major increase in business investment, it is likely that medium and long-term capital 
growth will only be modest.  

Units 

While at this point of time units enjoy solid demand, overall, units in the NT carry a very high 
level of risk to deliver negative capital growth due to the risk of unit oversupply. In addition, 
owner-occupiers have little incentives to buy units as in terms of house price-to-income ratio, 
houses are very affordable.  

In relation to investors, the Darwin unit market generally experience low demand from 
investors (since the end of the mining boom). While there is an improved demand at this point 
of time, it is highly likely that over the medium- and long-term investor activity in the NT will be 
low, as other states and territories are preferred for the long term.   
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AUSTRALIAN CAPITAL TERRITORY

The most resilient property market in the country will continue to enjoy solid price 
growth. Units, however, are underperforming the wider market.  

As projected, the ACT has been enjoying extremely strong employment figures which are 
a key driver in the ability of the property market to deliver solid price growth following the 
peak of COVID-19.   

Strong economic growth and an extremely robust employment market in the ACT with 
an unemployment rate of 3.6 per cent (compared to Australia with 6.6 per cent), ensured 
houses were strong performers, although the glut of new units presented a higher risk.  

Houses 

The ACT market showed strong price growth of 9.8 per cent for houses in the past 12 
months and had, prior to COVID-19, a good medium to long-term outlook.   

Even the pandemic has had a minimal impact on the ACT market with only a modestly 
decelerating price growth in 2020, which Is now picking up pace again.  

The government is a major direct and indirect employer in the ACT. Also, many businesses 
provide products and services to people who are employed directly and indirectly by the 
government. Consequently, while price growth is likely to decelerate, the risk of price 
reductions appears to be low at this point of time. 

These conditions are favourable for a strong housing market and make it an attractive 
destination for property buyers. As with the other states and territories, it is cheaper to buy 
than rent in the ACT for owner-occupiers with interest-only loans. 

The ACT also enjoys a high investor serviceability ratio. This has significantly benefited 
investors who have found it easy to service their loans relative to the rest of the property 
market.  

Economic 
Fundam.

Key  
Meas. (H)

Key  
Meas. (U)

Housing 
Afford.

Lending 
Restrict.

Tax 
Regimes

Jobs & 
Employ.

Pop and 
Demog.

Overall 
Houses

Overall 
Units

● ● ● ● ● ● ● ● ● ●



 30

AUSTRALIAN CAPITAL TERRITORY

Units 

The unit market in the ACT is suffering from an increased number of new dwellings 
relative to its population growth. Combined with an overall preference for houses over 
units, this presents a greater risk for units. Units delivered only 7.9 per cent capital growth 
over the past three years, (far below the capital growth of houses with 18.2 per cent), 
largely due to the increased number of properties in the pipeline.  

Thus, the risk associated with units, particularly over the medium and long term, is higher 
than for houses, particularly in high-supply areas such as Reid (where there are 522 units 
in the pipeline, an uplift of 135.6 per cent of the current stock).  
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EQUITY RISK DEFINITIONS FOR OVERALL 
HOUSE AND UNIT PRICE REDUCTIONS

RISK RATING DEFINITIONS

Low

1. Unless there is a significant slowdown in the property market, there is only a 
low risk that properties in this area will not return an increase, on average, of 
at least 3% a year in the next two years.  

2. There is high demand for this area in any market condition. It is likely to be 
easy to sell and achieve the property market value, even in a weaker market, 
so providing a good return against a low risk.

Low-
Medium

1. There is a risk that the value of properties in this area will not return an 
increase, on average, of 3% a year in the next two years.  

2. It is unlikely that the price of properties in this area will be reduced in the next 
two years. Any price reduction over this period will probably not be more than 
5% below the original purchase price.  

3. Overall, there is a relatively high demand for this area. However, in a weaker 
market, properties in this area may take longer to sell, and a small discount, 
around 5%, might be required.

Medium

1. It is possible that property values in this area will not increase by an average of 
3% a year in the next two years, creating a risk of a poor return. This would be 
particularly the case in a weaker market.  

2. It is unlikely, but possible, that the price of properties will be reduced by 5-10% 
in the next two years, particularly if sold in a weaker market.  

3. Demand for this area could be relatively low and unless the market is 'strong', 
it is possible that properties in this area will take longer to sell and may 
require a price discount of 5-10%.

Medium - 
High

1. It is possible there will be no capital growth on properties in this area over the 
next two years, creating a risk of a poor return.  

2. There is a risk that the property values across the area will decrease by 10% or 
more in the next two years.  

3. There could be a low demand for this area and it is possible that it will be 
difficult to sell at the market value, even after some time on the market.

High
1. It is possible that the value of properties in this area will decrease by 10% or 

more in the next two years, creating a significant risk of a poor return.  
2. It is possible that there will be little demand for this area and it will be very 

difficult to sell without absorbing a loss.

Extreme

1. Unless there is a sudden and unexpected outstanding demand for similar 
properties in the area, it is unlikely that there will be any capital growth in the 
foreseeable future. Property prices in this area are likely to remain unchanged 
or significantly decrease. This creates a significant risk of zero or negative 
return.  

2. It is likely that it will be very difficult to sell properties in this area due to the 
following: There will be a very limited number of serious buyers; Buyers will be 
struggling to get the needed loan from a lender.  

3. A significant discount (of 10-20% or more) from the 'market value' might be 
required during the negotiation

Equity Risk: the risk of purchasing a property that will decrease in value or will 
deliver a lower return compared to the long-term capital growth projections.
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DISCLAIMER

This Report has been created by MJP Property Risk Rating Pty Ltd, ACN 613 004 685 (brand 
name RiskWise Property Review). 
  
MJP Property Risk Rating (including any related entities, directors, officers and 
agents) gives no warranty nor accepts any liability or responsibility for any decision of 
the purchaser of this report (or any associates) which purports to be based wholly or in part on 
this report, such as any decision to invest in, to buy or not to buy the property described in the 
report. 

The data, statements, information, photographs, calculations, graphs, facts, statistics, analytics, 
results, property transactional information, ownership and occupancy information, and 
property attribute data (including any commentary) provided in this report (collectively 
referred to as Information) is of general nature and should not be construed as specific advice 
or relied upon in lieu of appropriate professional advice. 

While MJP Property Risk Rating uses reasonable endeavours to ensure the Information is 
current, MJP Property Risk Rating does not warrant the accuracy, currency or completeness of 
the Information and to the full extent permitted by law excludes all loss or damage howsoever 
arising (including through negligence) in connection with the Information. 
  
Further MJP Property Risk Rating gives no warranty in relation to the report and the contents 
of the report and expressly disclaims any liability for any loss or damage which may arise from 
any person acting or deciding not to act partly or wholly on the basis of the Information.  
   
The Risk Estimate must not be relied upon as a professional valuation or an accurate 
representation of the market value of the subject property as determined by a valuer. MJP 
Property Risk Rating expressly excludes any warranties and representations that the Risk 
Rating is an accurate representation as to the market value of the subject property. 
  
To the full extent permitted by law, MJP Property Risk Rating excludes all liability for any loss or 
damage howsoever arising suffered by the recipient, whether as a result of the recipient's 
reliance on the accuracy of the Risk Estimate or otherwise arising in connection with the Risk 
Estimate. 

Where Product Data has been compiled with data supplied by third parties, including, but not 
limited to: 
  
 (a)   CoreLogic; 
 (b)   Australian Bureau of Statistics; 
 (c)   Reserve Bank of Australia; 
  
MJP Property Risk Rating provides no warranty and excludes all liability and responsibility for 
any loss or damage howsoever arising from the third party data. The third-party disclaimers 
and Terms and Conditions as published by each of the above named third parties applies in 
conjunction with this Disclaimer applies.
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TERMS AND CONDITIONS

Permitted Purpose – Individuals, Sole Traders and Small Corporates 

1. The Customer may only use this report if he is: 
An individual; or 
a sole trader; or 
a corporate with up to three total staff members 

If the Customer does not meet the criteria set in sec 1.1(a) – 1.1(c) above, then he must not use 
this report for commercial purposes without purchasing the Corporate Pack from RiskWise 
Property Review from our website (https://riskwiseproperty.com.au/ContactRequests/Create), 
based on the size of the Corporate. 

The Customer may only use this report as the basis: 
for assisting himself in his personal (i.e. not commercial) property market research;   
for assisting in its internal property market research for commercial purposes; 
for reviewing data and / or information regarding the property market obtained from an 
independent source of information for quality purposes; 

This report and any section of this report, must not be published or provided to any third party 
except with the prior written consent of MJP Property Risk Rating. 

The customer must not provide any reference and / or attribute any conclusions drawn from 
this report in any way that may damage the reputation or goodwill of MJP Property Risk 
Rating, alter the meaning of the content of this report, or otherwise mislead any person who 
receives any information that is included in this report.

CONTACTS

For additional information, please contact us at:  

research@riskwiseproperty.com.au

mailto:research@riskwiseproperty.com.au
https://riskwiseproperty.com.au/ContactRequests/Create
mailto:research@riskwiseproperty.com.au
https://riskwiseproperty.com.au/ContactRequests/Create

