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 Market Activity Index

RP Data’s Market Activity Index has continued to climb over the last week indicating the
market is still heating up. With market dynamics changing, first home buyers have fallen
from 29 percent of the market to 27 percent. Buyers seeking to upgrade or invest are now
growing in numbers and we expect this trend to continue leading up to the wind back of the
First Home Buyer Boost which is halved on the first of October and scrapped entirely at the
start of the New Year.

 

Industry Market Wrap

Australia’s economy has bounced back stronger than anyone has predicted, with GDP
figures released this week revealing the national economy expanded by 0.6 percent over
the first six months of 2009. The growth figures were well above what was forecast by the
Reserve Bank and Treasury and will certainly fuel speculation that interest rates will start to
climb sooner rather than later.

Financial markets are already preparing for a 25 basis point rise before the end of the year



and some economists are tipping an official rate rise as early as next month. This week’s
Property Pulse feature article provides a timely update how rising interest rates will affect
the average property owner.

Weekly Key Statistic - Capital city values and

capital growth
National property values increased by 4.7 percent over the last
12 months with every capital city recording an improvement over
the last three months. At the capital city level however, the

capital growth results are a mixed bag with Darwin booming ahead while Perth and
Adelaide remain comparatively sluggish. The variation across the cities highlights the
importance for understanding the macro trends, but more importantly, drilling down and
researching the fundamentals of the local market conditions.

Latest National Auction Clearance Rates
Auction clearance rates remain robust with the national
weighed average clearance sitting at 78 percent.
Auction volumes have been increasing week on week
over the last month, as have the number of properties
being advertised for sale.

Want to know the auction results for your local area?
Login to rpdata.com and go the the Auction Results

panel on the top right corner of the home page.

Advertised Stock On The Market
New listings to the market are up 15 percent compared
to last month – a sure sign the spring selling season is
starting to wind up.

Want to know what is happening in your local patch? Make sure you have subscribed to
rpdata's On the Market® service. Click here or phone 1300 789 303 for a free 2 week

trial. 

 

Interest rate hike predicted for October.... 

What will it mean for property owners?

With interest rate rises seemingly imminent thanks to a strong property market and
improving economic conditions, this week’s Property Pulse looks at what this will mean for

the average home owner.

Although interest rates remained on hold this week, it is becoming increasingly apparent
that the next move in rates is almost certain to be an upwards one. In fact, many
economists are predicting an official rate rise as early as next month. The futures market is
pricing in an increase of more than 2% in the official cash rate over the next 18 months. For
home owners, it is imperative to budget for the impact these interest rate rises will have on
the monthly budget and to start allowing for these likely increases.

Across the country the average variable home loan sits at 5.75%pa. The recent futures
market yield curve shows that the cash rate is expected to reach 5.23% by February 2011
from a current rate of 3.0%. Should this occur and the differential between the cash rate
and interest rates remains at the same level as it is currently it will result in interest rates
sitting at 7.98%. This 7.98% is a similar level to the 8.05% interest rates witnessed
between November 2006 and July 2007.



The most recent housing finance commitments data release from the ABS (June 2009)
shows that during that month the average first home buyer loan size was $270,200. Whilst
the average home loan size for a non first home buyer was $262,100. If we assume that
these figures remain constant and we apply the forecast interest rates based on a 30 year
home loan there are some very interesting results.

Based on the current average first home buyer loan size ($270,200) and the standard
variable interest rate sitting at 5.75%, the average first home owner with a 30 year loan is
paying $1,577/month ($394/week) on their home loan. By the time February 2011 comes
and if interest rates get as high as the levels anticipated by the financial markets (7.98%),
the same first home buyer would be paying $1,978/month or an additional $100/week. For
the non first home buyer with an average home loan ($262,100) their home loan is costing
them $1,530/month ($383/week). By February 2011 the same home owner would be
paying $1,919/month ($480/week) or an additional $97/week.



On a state-by state basis, first home buyers in Western Australia have the greatest
average loan size at $293,100, whilst first home buyers in Tasmania have recorded the
lowest average home loan size at $187,700. Meanwhile, the largest average non first home
buyer loans are currently found in New South Wales ($284,400) and the cheapest loans are
within Tasmania ($173,800). Interestingly, in all states except for New South Wales, the
average first home buyer loan size is actually greater than the average non first home buyer
loan.



Based on the same parameters as the previous analysis, home owners will be required to
find significantly more money each month as interest rates increase. If the financial markets
expectations come to fruition, by February 2011 first home buyers will need to find between
an additional $70/week and $109/week. At the same time those non first home buyers will
be paying an additional $65/week up to as much as an additional $106/week.

In recent months we have seen the number of finance commitments for fixed rate loans
jump, they accounted for 8 percent of all loans during June 2009. This shows that some are
choosing to account for the potential future increases in interest rates by fixing their loan.
The best opportunity to lock in at a competitive rate appears to have passed as most banks
have increased their fixed rate loans during the last two months. Evidence suggests that
over the long term home owners pay less on a variable loan however fixed rate loans have
their place for those seeking certainty of what they have to pay each month.

These results highlight the importance of budgeting whenever investing in the property
market as well as factoring in interest rate increases if you chose a variable loan.
Alternatively purchasers can choose to fix their rate but they will pay over and above the
standard variable rate for the convenience.

While everyone’s situation is different, it is important to factor in changes in interest rates
and do whatever you can to ensure that you can manage when they do inevitably change.
The interest rate increases may not sound that significant but having to find upwards of an
additional $100/week in the budget can be a lot harder than it sounds, so account for this
very real possibility from the outset.

 

 Follow RP Data on Twitter

Join RP Data on twitter to stay up to date with the
latest property information.

Go to www.twitter.com/rpdata

 



How you can use the RP Data Property Pulse

As a participating RP Data subscriber, you are authorised by RP Data Limited to, at your

choosing, forward this content to your customers or publish as editorial content on your

website and newsletters in an unedited fashion provided that RP Data is appropriately

quoted.

Conditions of Syndication

You should not rely upon the opinions expressed in this report for any investment

decision. RP Data will not be held responsible for any loss or damage suffered as a result

of relying upon the opinions and information contained in this report. You should always

take specific advice from a professional advisor so that your particular circumstances can

be assessed and an investment decision appropriate to your circumstances can be

determined.

You may not under any circumstances take a whole or part of the content and

forward to any media outlet at any time.

You may not re-publish this content as your own without our express written permission.

All Intellectual property used in the creation of the RP Property Pulse remains with RP

Data Limited. The research and opinions expressed remain those of RP Data Limited. If

you have any questions about syndication obligations, please firstly speak with the RP

Data Research Division on: 07 3114 9999. 
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