Hedonic Home Value Index

CorelLogic: Growth cycle tapering as housing becomes less

affordable

Australian housing values increased a further 1.6% in July,
according to Corelogic’s national home value index. The
latest rise takes housing values 14.1% higher over the first
seven months of the year and 16.1% higher over the past
twelve months.

Corelogic's research director, Tim Lawless, described the
market as strong, but losing steam. “The 16.1% lift in
national housing values over the past year is the fastest
pace of annual growth since February 2004, however the
monthly growth rate has been trending lower since March
this year when the national index rose 2.8%.”

Mr Lawless attributes the lower rate of growth in housing
values to several factors. “With dwelling values rising more
in @ month than incomes are rising in a year, housing is
moving out of reach for many members of the community.
Along with declining home affordability, much of the
earlier COVID related fiscal support (particularly fiscal
support related to housing) has expired. It is however,
encouraging to see additional measures being rolled out for
households and businesses as the latest COVID outbreak
worsens.

“On the flip side, demand is being stocked by record low
mortgage rates and the prospect that interest rates will
remain low for an extended period of time. Dwelling sales
are tracking approximately 40% above the five-year
average while active listings remain about -26% below the
five-year average. The mismatch between demand and
advertised supply remains a key factor placing upwards
pressure on housing prices,” Mr Lawless said.

The pace of dwelling price appreciation has slowed across
each of the capital cities. Sydney has recorded the sharpest
reduction, with the monthly capital gain falling from 3.7%
in March to 2.0% in July. According to Mr Lawless, “Sydney
is the most expensive capital city by some margin and it has
also been the city where values have risen the most over
the first seven months of the year. Worsening affordability
is likely a key contributing factor in the slowdown here,
along with the negative impact on consumer sentiment as
the city moves through an extended lockdown period.”

Although the pace of growth has slowed, housing values
continue to rise at a rate that is well above average across
most areas of the country.

The previously stronger performance across regional
markets relative to the capital cities has normalised
through 2021. After the combined regional areas of

Australia recorded stronger housing market conditions combined capitals
through the second half of 2020, the first seven months °fC0mbined regionals

2021 shows an almost equal rate of growth in dwelling
values across the combined regional and capital markets
with values up 14.5% and 14.0% respectively.
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Index results as at July 31, 2021

Change in dwelling values

Total return Median value

21.1% $1,017,692

Annual

18.2%

Quarter

7.7%

Sydney 2.0%

Melbourne 1.3% 4.6% 10.4% 13.3%  $762,068
Brisbane 2.0% 6.0% 15.9% 20.7%  $598,615
Adelaide 1.7% 5.3% 15.7% 20.5% $516,454
Perth 0.3% 1.6% 10.8% 15.8%  $532,392
Hobart 1.7% 8.2% 21.9% 27.5%  $621,102
Darwin 1.7% 5.2% 23.4% 30.4%  $486,054
Canberra 2.6% 6.9% 20.5% 24.9%  $793,872
Combined capitals 1.6% 6.0% 15.1% 18.6%  $740,475
Combined regional 1.7% 5.7% 19.6% 25.1%  $486,591
National 1.6% 5.9% 16.1% 19.9%  $656,694

Month-on-month change in dwelling values
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House markets continue to record much stronger growth in New listings, rolling 28 Total listings, rolling 28

values relative to units. At the macro-level, national house day count, national day count, national
values are up 18.4% over the 12 months ending July, while unit !

values have risen by less than half this amount, up 8.7%. This g, 000 300,000

trend where houses are rising faster in value than units is

evident across every capital city except Hobart. 50,000 250,000

“Hobart unit values are up 23.0% over the past year while
house values have risen by 21.7% across the city. Potentially
the slightly stronger conditions across Hobart’s unit sector
reflects greater demand from downsizers and empty nesters, 30,000
or it could be attributed to worsening affordability constraints,

diverting demand into the more affordable unit sector where 20,000
median values are around $156,000 lower than houses,” Mr
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Advertised listing numbers remain well below average across 0 As at 25 Jul, 2021 As at 25 Jul, 2021
most parts of the country, despite the number of new listings S5 23 9 3 0 c L = = a =
added to the market trending higher than average. Recently S=2°>8& =2 5 2 & = g 2
there has been some volatility in new inventory levels, with 2016 2017 2018 2016 2017 2018
the number of newly advertised properties falling sharply
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across Sydney and Melbourne amidst lockdowns. In Sydney,
the monthly number of new listings added to the market has
fallen by approximately -30% since the week ending June 27,
dragging total active listing numbers -13.7% below the five-
year average. Similarly, the number of new listings added to
the Melbourne market dropped by -27.0% between the week

ending July 11" and 25™. Rolling three month change in dwelling values across

“We have seen the same trend through earlier lockdowns, broad valuation cohorts, combined capitals

where both buyer activity and vendor activity reduce before = 10-0%
recovering to pre-lockdown levels once restrictions are eased
or lifted. 7.5%

“With stock levels remaining tight, selling conditions have been 5.0%
skewed towards vendors. Auction clearance rates have n
remained in the low-to-mid 70% range across the major 2.5%
auction markets through July and private treaty sales continue
to record rapid selling times and low discounting rates,” Mr

R 0.0%
Lawless said. °

The upper quartile of the housing market has led the pace of  “2-5%

capital gains, but is also showing the most visible signs of

easing. The most expensive quarter of capital city dwellings  -5.0% Lower quartile Upper quartile

recorded a 7.8% lift in values over the three months ending Jul 11 Jul 13 Jul'15 Jul 17 Jul'19 Jul21
July 2021. While this sector of the market continues to show

the strongest performance, it has also shown the sharpest

slowdown, with the quarterly pace of gains reducing by -1.4

percentage points since its recent peak in April.

The number of home sales has held well above average over . .
the year with Corelogic estimating a 42% year-on-year lift in Annual dwelling sales, Australia
the number of sales. Mr Lawless notes the annual number of 700,000
home sales has not been this high since the year ending

January 2004. “The past 12 months has seen nearly 600,000 600,000
dwellings sold across the country, approximately 140,500 more 500,000
sales (+31%) than the decade average. ’

400,000 10yr average
“With buyer demand so strong and active listings well below ’
average, prospective buyers are likely to be feeling a sense of 300,000
urgency due to the level of competition in the market.

However, with affordability constraints starting to impact 200,000
purchasing capacity, it's possible market activity could reduce 100,000
through the second half of the year, helping to rebalance the

market and take some heat out of the rate of house price 0
growth,” Mr Lawless said. Jul01 Jul 06 Jul11 Jul 16 Jul 21
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Rental markets remain tight, with the annual pace of growth in national rents lifting to 7.7%, the fastest rental appreciation
since 2008. Beneath the national figures, it’s clear that rental markets remain diverse.

“Rental conditions across Darwin and Perth are the tightest amongst the capitals reflecting low vacancy rates and high rental
demand. Both cities saw a substantial reduction in investment activity from 2014 which has likely contributed to the short supply

of rental accommodation,” Mr Lawless said.

“At the other end of the spectrum are the apartment sectors of Melbourne and Sydney, where rental conditions have been
substantially looser. The good news for landlords is that rental markets in these areas are stabilising following a substantial
reduction in rents due to high vacancy rates attributable to stalled overseas migration and a preference shift away from high

density living during the pandemic,” Mr Lawless continued.

With housing values outpacing rents, gross rental yields have trended lower. The national gross yield has reduced from 4.1%
two years ago to 3.4% in July this year, which is a record low. The most significant yield compression has been in Sydney, where
gross yields have fallen to 2.5%, and in Melbourne at 2.8%. Every other capital city is recording gross yields at 4% or higher.

“Considering mortgage rates on new investment loans are averaging around 2.8%, gross rental yields outside of Sydney and
Melbourne are likely to be providing opportunities for positive cash flow investment opportunities. Considering yields outside of
Sydney and Melbourne are high relative to mortgage rates and housing values are expected to rise further, we are likely to see

investment activity continue to lift.” Mr Lawless added.

Overall, Australia's housing market remains in a strong
position, however signs of a slowing rate of appreciation have
become more evident.

The pace of capital gain has been tapering since April this year
which can be attributed to growing housing affordability
challenges along with less fiscal support. Itis likely recent
COVID outbreaks and associated lockdowns have contributed to
some of the loss of momentum as well, particularly from a
transactional perspective in Sydney which is enduring an
extended period of restrictions.

Previous ‘circuit-breaker’ lockdowns have generally seen
housing values remain resilient to falls, but the number of
home sales and listings activity has been more substantially
disrupted in the most recent lockdowns. Once restrictions are
lifted, it’s likely pent-up demand will flow through to an increase
in activity. However, it is reasonable to assume the uncertainty
associated with the duration and severity of Sydney’s lockdown
could see a greater level of disruption relative to previous
shorter periods of restrictions.

Although the rate of growth has eased, housing values are
continuing to rise substantially faster than average. Over the
past 10 years, the average pace of monthly dwelling value
appreciation has been recorded at just 0.4%.
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It’s likely the rate of growth will continue to taper through the
second half of 2021 as affordability constraints become more
pressing and housing supply gradually lifts.

Other potential headwinds are apparent, including the
possibility of tighter credit policies and an earlier than
expected lift in interest rates.

Tighter credit policies, should they be introduced, would likely
have an immediate dampening effect on housing markets,
however the trigger for another round of macroprudential
intervention isn’t yet apparent. APRA, the RBA and the broader
Council of Financial Regulators are watching for any signs of a
material slip in lending standards, as well as a more substantial
lift in household debt or speculative activity. While each of
these metrics is on the rise, the level is likely to be insufficient to
trigger a response from APRA.

Similarly, a lift in the cash rate is likely to be at least 18 months
away, but, depending on the trend in labour markets and
inflation, we could see rates potentially rise earlier than the
RBA’s 2024 forecast. The recent spate of lockdowns is likely to
see Australia’s economy once again contract through the
September quarter, a factor that is likely to keep rates on hold
for a while longer, providing ongoing support for housing
demand.
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Sydney Melbourne Brisbane Adelaide Perth Hobart  Darwin Canberra NSW Vic ald Tas NT capitals reglonal National
_ I
Month 2.0% 1.3% 2.0% 1.7% 0.3% 1.7% 1.7% 2.6% 2.0% 1.5% 1.7% 0.9% -0.2% 1.8% na 1.6% 1.7% 1.6%

w Quarter 7.7% 4.6% 6.0% 5.3% 1.6% 8.2% 5.2% 6.9% 7.0% 5.3% 5.5% 1.8% -0.4% 6.6% na 6.0% 5.7% 5.9%
BCD YTD 17.7% 11.1% 13.0% 10.8% 7.5% 17.6% 14.0% 15.4% 16.7% 14.6% 13.7% 9.1% 4.6% 16.5% na 14.0% 14.5% 14.1%
% Annual 18.2% 10.4% 15.9% 15.7% 10.8% 21.9% 23.4% 20.5% 22.9% 18.1% 19.0% 13.4% 5.5% 22.6% na 15.1% 19.6% 16.1%
g Total return 21.1% 13.3% 20.7% 20.5% 15.8% 27.5% 30.4% 24.9% 27.8% 23.2% 25.2% 19.3% 11.8% 29.5% na 18.6% 25.1% 19.9%
Gross yield 2.5% 2.8% 4.0% 4.2% 4.3% 4.1% 6.0% 4.1% 4.0% 3.8% 4.9% 5.6% 6.2% 4.7% na 3.1% 4.5% 3.4%
Median value $1,017,692 $762,068 $598,615 $516,454 $532,392 $621,102 $486,054 $793,872  $598,993 $494,871 $455,086 $276,194 $370,988 $415,674 na $740,475 $486,591 $656,694

Month 2.1% 1.7% 2.2% 1.9% 0.3% 1.7% 1.6% 3.0%

1.9% 1.5% 1.7% 0.8% -0.2% 1.7% -0.6% 1.8% 1.6% 1.8%

Quarter 8.7% 5.8% 6.7% 5.9% 1.5% 7.3% 3.8% 7.9% 7.0% 5.2% 5.5% 1.7% -0.3% 6.6% 3.4% 6.7% 5.7% 6.5%

3 YTD 20.9% 13.3% 14.4% 12.0% 7.6% 16.4% 14.1% 17.8% 17.0% 14.4% 14.0% 9.4% 4.7% 16.9% 8.2% 15.9% 14.7% 15.6%
§ Annual 23.0% 12.3% 17.7% 17.3% 11.0% 21.7% 23.5% 23.4% 23.7% 17.9% 19.7% 13.6% 5.3% 23.6% 11.9% 17.9% 20.1% 18.4%
I Total return 26.1% 15.1% 22.7% 22.1% 15.8% 27.4% 30.3% 27.9% 28.7% 22.9% 26.0% 19.5% 11.5% 31.0% 20.0% 21.5% 25.5% 22.4%

Gross yield 2.3% 2.5% 3.8% 4.0% 4.2% 4.1% 5.5% 3.6% 4.0% 3.7% 4.8% 5.5% 6.1% 4.6% 6.4% 2.9% 4.4% 3.2%
Median value $1,258,203 $945,769 $674,738 $560,732 $556,509 $666,351 $571,024 $905,325 $621,173 $527,098 $462,673 $284,080 $383,498 $433,157 $448,393  $814,539  $502,688 $695,800
oors_______________________ _ I

Month 1.6% 0.4% 0.8% 0.6% 0.6% 2.1% 1.8% 1.3% 2.1% 1.4% 1.8% 2.2% 0.2% 2.7% 1.1% 1.8% 1.2%

Quarter 5.1% 1.9% 2.7% 1.6% 2.3% 11.6% 8.2% 2.8% 7.0% 5.9% 5.7% 3.5% -2.1% 7.0% na 3.7% 6.0% 4.1%

@ YTD 10.0% 6.1% 6.2% 2.9% 6.8% 22.3% 13.5% 6.5% 14.5% 15.7% 12.7% 4.4% 3.5% 12.9% na 8.2% 13.4% 8.9%

€ Annual 7.6% 5.9% 7.0% 6.3% 9.6% 23.0% 22.7% 10.0% 17.9% 19.9% 16.6% 9.8% 8.6% 13.7% na 7.3% 17.1% 8.7%

> Total return 11.3% 9.6% 12.7% 12.1% 15.4% 28.4% 30.2% 15.9% 23.1% 25.4% 23.0% 16.3% 16.1% 20.0% na 11.3% 22.9% 12.9%

Gross yield 3.1% 3.5% 5.1% 5.2% 5.2% 4.4% 6.9% 5.3% 4.4% 4.5% 5.2% 6.3% 7.5% 5.2% na 3.6% 4.9% 3.8%
Medianvalue  $810,236  $612,711 $419,143 $363,113 $404,257 $510,007 $342,389 $520,900 $507,428 $358,860 $434,722 $211,568 $257,053 $322,882 na $617,805  $427,220 $576,063

Corelogic is the largest independent provider of property information, analytics and property-
related risk management services in Australia and New Zealand.

Methodology

The CoreLogic Hedonic Home Value Index

is calculated using a hedonic regression methodology that
addresses the issue of compositional bias associated with
median price and other measures. In simple terms, the index

is calculated using recent sales data combined with information
about the attributes of individual properties such as the number
of bedrooms and bathrooms, land area and geographical
context of the dwelling. By separating each property into its
various formational and locational attributes, observed sales
values for each property can be distinguished between those
attributed to the property’s attributes and those resulting

from changes in the underlying residential property market.
Additionally, by understanding the value associated with each
attribute of a given property, this methodology can be used to
estimate the value of dwellings with known characteristics

for which there is no recent sales price by observing the

characteristics and sales prices of other dwellings which have
recently transacted. It then follows that changes in the market
value of the entire residential property stock can be accurately
tracked through time. The detailed methodological information
can be found at:

https://www.corelogic.com.au/research/rp-data-corelogic-
home-value-index-methodology/

Corelogic is able to produce a consistently accurate and robust
Hedonic Index due to its extensive property related database,
which includes transaction data for every home sale within
every state and territory. CorelLogic augments this data with
recent sales advice from real estate industry professionals,
listings information and attribute data collected from a

variety of sources.

* The median value is the middle estimated value of all residential properties derived through the hedonic regression methodology that underlies

the Corelogic Hedonic Home Value Index.
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