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When we released our annual housing outlook this time last year, the global economy and its financial systems 
were under significant pressure. A considerable decline in property prices was projected, with declines of 20% 
making major national headlines. 

Our forecasts at that time, researched by BIS Shrapnel, projected improved affordability in the Australian housing 
market with modest to low growth in property prices. 

Unlike major economies in the world, which experienced sharp declines in residential property prices, declines 
in Australia were modest due to the significant undersupply of housing stock in major capital cities coupled with 
increasing demand. As projected by BIS Shrapnel, some states even experienced price growth. 

I am delighted to introduce to you this year’s Australian housing outlook for 2010-2012, again researched by  
BIS Shrapnel. 

The Australian economy has stood up well to the ongoing global financial market turbulence. While interest rates 
are forecast to rise over 2010-2012, the outlook for the Australian housing market looks positive. The current low 
interest rates will be the main driver for house price increases, which are expected to accelerate through to 2012, 
particularly in those markets with positive affordability and continuing undersupply of housing.  

The report highlights the pattern of price gains to be similar across all capital cities with the strongest growth 
forecast in Adelaide, Sydney and Melbourne. 

Price growth in Brisbane is expected to dampen as moderate economic conditions offset the affordability 
advantage. Slower growth is also projected for Perth, influenced by a decline in investment in the resource sector 
after the record levels of recent years.

As highlighted in this report, the housing markets are cyclical. QBE LMI has been operating in the Australian 
residential mortgage market for over 40 years and has protected mortgage lenders from loss throughout many 
cycles over that time. 

A positive in the current cycle for the Australian housing market is that significant recovery and growth is forecast 
over the next three years. Our mission continues to be to facilitate home ownership for all Australian families. We do 
this by giving mortgage lenders the security and confidence to continue to lend whatever the cycle. 

I trust you will find this report insightful and informative and that it provides you with a clearer picture of what we 
can expect from the Australian economy and housing market in 2010 and beyond. 

introduction

Ian Graham 
CEO, QBE LMI
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“...current low interest rates will 
be the main driver for house price 
increases, which are expected to 
accelerate through to 2012...”
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Following substantial decreases in 
the second half of 2008, property 
prices recovered over the first half 
of 2009. High interest rates had 
initially created a sharp decline in 
turnover, and the Reserve Bank of 
Australia (RBA) sought to dampen 
demand inflationary pressures 
emerging from strong economic 
growth. The Global Financial Crisis 
led to a sharp and rapid shift in 
economic conditions, with interest 
rates cut heavily in response.  

The 425 basis point reduction in 
the cash rate by the RBA (and 380 
basis point decline in the standard 
variable rate) between September 
2008 and April 2009 alleviated the 
pressure on many households, 
while also bringing housing 
affordability back to its most 
attractive level for almost a decade 
across most state capitals.

Improved affordability and the 
introduction of the Federal 
Government’s First Home Owner’s 
Grant Boost Scheme (FHOGBS) 
in October 2008 (as well as 
various other State Government 
incentives) has driven a surge in 
first home buyer demand at the 
more affordable end of the market. 
This has had the effect of stabilising 
the falls in house prices that were 
coming through in the second half 
of 2008.

The FHOGBS provided the impetus 
for movement of renters to owner 
occupation, and this is likely to 
continue after the incentive has 
expired, albeit at a more moderate 
rate. The lead times in ramping 
up construction means that new 
dwelling activity will be below 
underlying demand in the short 
term, particularly in the apartment 
sector, where the tight credit 
environment has meant that 
developers have found it difficult to 
obtain finance to proceed—even 
in projects that would otherwise 
be financially viable. The shortfall 
in supply will continue to underpin 
tight vacancy rates and further 
rental growth, which should ensure 
that the owner occupation versus 
rent equation continues to remain 
attractive in the current low interest 
rate environment.  

The surge in first home buyer 
demand is now slowly permeating 
through to greater demand from 
upgraders who are trading over 
to their next dwelling after selling 
to the buoyant first home buyer 
market. In addition, the strong 
rental environment and stabilisation 
of prices is also beginning to 
attract investors back into the 
market. Activity from these two 
groups should continue to gather 
momentum through the remainder 
of 2009, being the main driver of 
demand from the start of 2010 and 
offsetting some of the decline in 
first home buyer demand after the 
FHOGBS expires.

Nevertheless, the weakened 
economic environment is expected 
to continue to dampen price growth 
in 2009/10, as further negative 
influences on the national economy 
maintain concerns about the 
employment outlook. In addition, 
household income overall is being 
undermined by the reduction in 
working hours, even though the 
peak unemployment rate may not 
now reach the levels initially feared 
at the start of the year. 

Price growth is consequently 
forecast to be limited in 2009/10, 
before accelerating into 2010/11 
and 2011/12 as economic growth 
begins to gather momentum. Price 
growth will be driven by low interest 
rates. After raising the cash rate by 
25 basis points in October 2009, 
and a further increase forecast 
before the end of 2009, the RBA 
is expected to pause before lifting 
rates again in the second half of 
2010. With few positive influences 
on economic growth expected in 
2009/10, it is anticipated that the 
RBA will be keen to encourage an 
upturn in residential construction 
to help drive the economy. 
Stronger rate rises are expected 
in 2010/11 and in 2011/12, as the 
RBA restores the cash rate from 
the current highly stimulatory level 
to a more neutral setting. Price 
growth is forecast to ultimately 
slow from 2012/13, as further rises 
to interest rates, in response to 
lower unemployment and emerging 
inflationary pressures, begin to 
impact on affordability and demand.

1. executive summary
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“Following substantial decreases in the second half  
of 2008, property prices recovered over the first half 
of 2009.”



While the pattern of price gains is 
likely to be similar across all capital 
cities, the strongest growth over 
the next three years is expected 
in those markets with the best 
affordability (Adelaide, with total 
forecast median house price 
growth of 23% over the next three 
years), or the highest deficiencies—
Sydney (+21% growth) and 
Melbourne (+19%).

Price growth in Darwin is forecast 
to ease from the strong growth of 
the last 12 months, and become 
more moderate as a weaker 
resource sector has an impact 
(+17%).

Despite a current sizeable dwelling 
deficiency, some downside risks 
on the local economic front are 
anticipated to dampen price growth 
somewhat in Brisbane over the 
next three years (+15%). Similarly, 
total median house price growth 
of 15% is forecast for Hobart, 
with more moderate economic 
conditions offsetting its affordability 
advantage.

Total median house price growth 
of 12% is forecast for Perth 
and Canberra. Price growth in 
Perth is forecast to be influenced 
by a decline in investment in 
the resource sector after the 
record levels of recent years. 
Softer residential demand is also 
envisaged in Canberra due to 
weaker employment growth. The 
Federal Government is running 
large budget deficits in response 
to the economic downturn, and 
this is expected to result in slower 
growth in Government spending 
in future years in an effort to rein in 
the accumulated debt.
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“While the pattern of price gains 
is likely to be similar across 
all capital cities, the strongest 
growth over the next three years 
is expected in those markets with 
the best affordability… or the 
highest deficiencies.”



�

Table 1: Median house prices by capital city
Source: Real Estate Institute of Australia & BIS Shrapnel

Quarter 
ended 
June

Sydney Melbourne Brisbane Adelaide Perth Hobart Canberra Darwin

$’000 % Var $’000 % Var $’000 % Var $’000 % Var $’000 % Var $’000 % Var $’000 % Var $’000
% 
Var

1996 220.0 3.3 155.0 3.3 130.0 0.0 111.5 -1.1 127.0 -0.8 112.0 6.7 158.0 3.9 168.0 -6.7

1997 241.0 9.5 179.0 15.5 134.0 3.1 114.9 3.0 135.0 6.3 105.0 -6.3 155.0 -1.9 178.0 6.0

1998 272.0 12.9 208.0 16.2 139.0 3.7 120.3 4.7 143.3 6.1 107.0 1.9 160.0 3.2 180.0 1.1

1999 296.0 8.8 232.0 11.5 145.0 4.3 125.0 3.9 148.5 3.6 115.0 7.5 158.0 -1.3 176.0 -2.2

2000 337.0 13.9 264.0 13.8 155.0 6.9 135.0 8.0 157.8 6.3 130.0 13.0 184.0 16.5 190.4 8.2

2001 364.0 8.0 302.0 14.4 160.0 3.2 148.4 9.9 165.7 5.0 120.3 -7.5 203.0 10.3 187.0 -1.8

2002 452.0 24.2 330.5 9.4 185.0 15.6 170.0 14.6 185.7 12.1 130.0 8.1 227.6 12.1 200.0 7.0

2003 519.0 14.8 355.0 7.4 235.0 27.0 220.0 29.4 210.2 13.2 180.0 38.5 320.0 40.6 206.0 3.0

2004 552.0 6.4 365.0 2.8 307.3 30.7 250.0 13.6 255.0 21.3 252.0 40.0 372.4 16.4 255.0 23.8

2005 528.0 -4.3 360.0 -1.4 315.0 2.5 275.0 10.0 295.0 15.7 260.0 3.2 352.5 -5.3 279.8 9.7

2006 526.8 -0.2 371.1 3.1 326.0 3.5 287.0 4.4 400.0 35.6 277.0 6.5 380.1 7.8 350.0 25.1

2007 532.6 1.1 415.0 11.8 366.3 12.4 312.8 9.0 455.0 13.8 310.0 11.9 426.5 12.2 395.0 12.9

2008 547.6 2.8 450.0 8.4 420.0 14.7 370.0 18.3 445.0 -2.2 325.0 4.8 467.5 9.6 423.3 7.2

2009 544.0 -0.4 441.9 -1.8 419.0 -0.2 359.0 -3.0 450.0 1.1 336.0 3.4 458.0 -2.0 475.0^ 12.2

2010* 555.0 2.0 455.0 3.0 425.0 1.4 380.0 5.8 460.0 2.2 345.0 2.7 480.0 4.8 505.0 6.3

2011* 595.0 7.2 489.0 7.5 450.0 5.9 405.0 6.6 475.0 3.3 360.0 4.3 495.0 3.1 530.0 5.0

2012* 660.0 10.9 527.0 7.8 480.0 6.7 440.0 8.6 505.0 6.3 385.0 6.9 515.0 4.0 555.0 4.7

^ BIS Shrapnel estimate 
* BIS Shrapnel forecasts
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State of play

While recent economic data 
suggests that Australia has 
dodged the recession bullet, a 
“U” shaped, rather than a “V” 
shaped recovery is forecast. While 
low interest rates and various 
State and Federal Government 
incentives have had a positive 
impact on the economy, further 
downside in 2009/10 is expected 
to come through from a significant 
decline in business investment. 
Large non–residential construction 
projects currently in progress are 
supporting employment, although 
their impact will dissipate once 
they are completed through the 
year. Consequently, only minimal 
economic growth is forecast 
in 2009/10, before a stronger 
improvement begins to come 
through from 2010/11, and gather 
momentum in 2011/12, led by an 
upturn in residential construction.

Australian economic growth 
decelerated through calendar 
2008, culminating in a marginal 
decline in December quarter 2008. 
A decrease in activity was also 
evident in most countries, due to 
the Global Financial Crisis, and 
Australia’s slowdown has so far 
proven to be mild in comparison.

The Federal Government has 
addressed the emerging weakness 
in business spending and export 
demand by channelling cash 
payments to households. In 
addition, increased spending on 
construction projects is being 
implemented, in conjunction with 
the FHOGBS of larger grants for 
first home buyers. 

The RBA also acted pre-emptively 
with the cash rate falling by 425 
basis points between September 
2008 and April 2009. Most of the 
cuts to the cash rate since August 
2008 had been passed on through 
variable housing interest rates. 
However, the last cut in April 2009 
of 0.25%, was largely ineffective as 
lenders retained most or all of this 
lower cost of cash. 

With the coupled effects of 
low interest rates and stimulus 
payments, household spending 
was positive given the uncertain 
economic environment in the 
first half of 2009 as credit growth 
slowed sharply and growth in 
consumer spending was minimal. 
The latest employment data 
provides some indication as to 
the magnitude of job losses, and 
the rate of deterioration has been 
moderate so far, with evidence 
pointing towards fewer working 
hours rather than large scale 
retrenchments.  

A substantial pipeline of 
commercial building, mining and 
infrastructure works underway will 
continue to support investment 
through 2009. Commodity prices 
are not expected to recover 
much of the ground lost during 
the second half of 2008, with the 
US, UK and parts of Europe in 
recession through 2009. 

Dwelling approvals have begun to 
recover from the lows recorded 
towards the end of 2008. Interest 
rate cuts, combined with the 
FHOGBS, have generated a 
rebound in residential property 
turnover, which is leading to 
improvement in demand for new 
dwellings. A substantial further 
rise in new house approvals is 
expected, although this won’t 
lead to expansion in building work 
until the latter part of 2009. On 
the other hand, the tight credit 
market is preventing development 
finance being obtained for larger 
apartment projects, and a recovery 
in construction in this sector is 
forecast to lag and come through 
from the latter half of 2010.

2. economic outlook
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The aggregate impact of lower 
interest rates on spending 
depends on the perception of 
how high unemployment rises 
and the actual outcome. If the 
key driver of rising unemployment 
is due to organic growth in the 
labour market—i.e. businesses 
deferring hiring decisions, but not 
retrenching existing workers en 
masse—then the household sector 
will be constrained by weak income 
growth, but it will not be forced 
to drastically rein in spending. 
However, there is a significant 
risk that if households continue 
to act defensively on spending, 
they will exacerbate the downturn 
in profits and further undermine 
employment and incomes. 
Similarly, if businesses respond 
aggressively to shrinking profits and 
financing constraints by slashing 
employment, this would also 
undermine incomes and spending.

An expected abrupt end to the 
business investment cycle will be 
a major drag on growth over the 
remaining months of 2009 and into 
calendar 2010. This downturn will 
be evident in weaker equipment 
spending and falling non–residential 
construction.  

From the start of 2010, the 
key driver of economic activity 
is expected to be dwelling 
investment. A broad–based 
recovery is forecast from the 
second half of 2010 as conditions 
in the labour market stabilise and 
investors and buyers are attracted 
back into the market by low 
interest rates and high rental yields. 
Nevertheless, interest rates will 
need to be kept low to enable an 
upturn in housing construction.

The strong upswing in activity 
over 2010/11 and 2011/12 is 
expected to stimulate employment, 
investment and spending, resulting 
in GDP growth of 3.3% in 2010/11 
and 4% in 2011/12. Going into 
2011, the outlook is for stronger 
economic growth, led by dwelling 
construction and strengthening 
consumer demand and finally 
improved business investment.

�0

“A broad–based recovery is 
forecast from the second half of 
2010 as conditions in the labour 
market stabilise and investors and 
buyers are attracted back into the 
market by low interest rates and 
high rental yields. ”



2. economic outlook (cont.)
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Table 2: Key economic indicators
Source: Australian Bureau of Statistics & BIS Shrapnel

Year Ended June 2005 2006 2007 2008 2009 2010* 2011* 2012*

Expenditure on GDP 
(at average 2006/07 prices)

    

Consumption  

Private Consumption 4.4 2.6 4.0 4.0 1.4 0.9 2.1 4.0

Government Consumption 3.8 2.5 3.0 3.4 3.3 3.9 3.3 2.8

Private Investment  

Dwellings -0.8 -4.3 1.9 1.7 -1.9 -2.7 11.1 10.8

Real Estate Transfer Expenditure -16.6 2.3 -0.9 0.2 -15.3 15.5 10.7 8.7

New Non-Dwelling Construction 9.0 19.9 12.4 11.4 7.5 -19.9 -10.0 9.7

New Equipment 15.2 15.1 3.2 16.0 5.2 -10.5 2.9 11.0

New Business Investment (+) 12.0 15.9 7.4 14.2 6.7 -13.5 -2.1 10.1

New Public Investment 9.2 9.4 7.0 10.0 11.0 14.3 3.4 -9.6

Gross National  Expenditure (GNE) 4.7 3.8 4.3 5.7 1.3 0.1 2.8 4.5

GDP (Average) 2.8 3.0 3.3 3.7 1.0 0.9 3.3 4.0

Inflation & wages (Jun on Jun)  

CPI 2.5 4.0 2.1 4.5 1.5 2.8 2.3 2.7

Baseline 2.3 2.4 2.6 4.2 2.5 2.8 2.2 2.6

Average Weekly Earnings ( Yr. Ave.) 5.8 3.3 5.6 4.1 6.8 3.9 3.9 4.7

Employment (%)  

Employment Growth (August on August) 4.5 2.5 2.6 2.2 -0.4 -0.6 1.3 2.7

Unemployment Rate (August) 4.7 4.5 4.1 3.9 6.0 7.5 7.2 6.1

Interest Rates (% at 30 June)  

Cash rate 5.50 5.75 6.25 7.25 3.00 3.50 4.25 5.00

Housing (variable) 7.30 7.55 8.05 9.45 5.80 6.30 6.90 7.45

* BIS Shrapnel forecasts
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Once the economic recovery 
spreads out beyond the housing 
sector, it is anticipated that the 
RBA will seek to quickly raise the 
cash rate back to a level between 
4% and 5%. The economic 
recovery is dependent on the rise 
in housing construction, and this 
will require a return to solid growth 
in property prices. As property 
price growth accelerates, the RBA 
would become concerned that 
households will overly gear into 
residential property. 

It is likely that the RBA will not 
wish to leave interest rates at an 
expansionary level for too long and 
encourage the kind of excessive 
credit growth which triggered 
the US sub–prime crisis. After an 
initial cumulative 50 basis point 
rise towards the end of 2009 
from their “emergency” low levels, 
interest rates are not expected to 
further increase until the recovery 
has gained traction over 2010/11. 
The RBA is expected to take the 
necessary measures to pre-empt 
overheating in property markets 
by gradually bringing interest 
rates back to a more neutral level 
through 2011/12.

Interest rates

In the first half of 2009, the official 
cash rate was reduced to 3% by 
April 2009 however movements in 
variable housing rates were again 
smaller than the rate reduction 
prescribed by the RBA. Increased 
borrowing costs caused by the 
credit crisis in the US, and a 
higher risk of default caused by 
higher borrowing costs, threaten 
to diminish the margin made by 
banks in home lending. Banks have 
reacted by supporting their variable 
and fixed mortgage rates to protect 
profit margins. 

The gap between the variable 
housing rate and the cash rate has 
increased as a result of the rise in 
funding costs. Over the decade to 
June 2007, the standard variable 
housing rate averaged at 1.8% 
above the cash rate. This difference 
has now widened to about 2.85%.

The cuts in interest rates and 
Federal Government stimulus 
spending helped to cushion the 
negative effects of the Global 
Financial Crisis on the Australian 
economy. Leading indicators 
such as dwelling approvals and 
consumer confidence suggest 
that the economy is showing 
some improvement and the risk 
of a serious economic contraction 
in Australia has now passed. In 
response, the RBA began the 
process of raising rates from their 
highly stimulatory levels with an 
increase in the cash rate of 0.25% 
in October 2009, and a further 

similar rise expected before the end 
of the year. 

Through the first half of 2010, 
the official cash rate is expected 
to remain at 3.5% to allow for 
a stronger foundation to be 
established through an increased 
sentiment in both consumer and 
business confidence. Nevertheless, 
the possibility still exists that banks 
could raise their housing variable 
rate independently of any increase 
in the cash rate by the RBA prior to 
this, reflecting the increased cost 
of external funding and the need to 
maintain their margins.

Economic conditions are 
expected to remain constrained 
throughout 2009/10, with a 
significant downturn in business 
investment reducing growth. In this 
environment, the RBA would be 
keen to facilitate an upturn in new 
housing construction to drive the 
economy, particularly as residential 
construction is domestically 
focussed and has a high multiplier 
effect on employment. Given the 
uncertain impact of the expiry of 
the FHOGBS at the end of 2009, 
and further declines in business 
investment, the RBA is not likely 
to risk choking off the emerging 
improvement in dwelling activity. 
The cash rate is expected to again 
be raised from the second half of 
2010 as signs emerge that the 
recovery in residential construction 
is sustainable, and is flowing 
through to the remainder of the 
economy.
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The international cost of funds has 
stabilised at a higher level over the 
past six months. At some point, 
it is possible that the higher risk 
premiums that have been factored 
into the international cost of debt 
will diminish. In this event, there  
will be scope for greater 
competition to develop in the 
provision of housing loans, as 
non–bank lenders will be able to 
offer competitive rates again. 

Given this outlook, the cash rate 
is anticipated to rise from 3.5% at 
June 2010 to 4.25% at June 2011, 
before increasing further to 5.0% 
at June 2012. Nevertheless, the 
variable housing rate is expected 
to rise from 6.3% at June 2010 to 
7.45% by June 2012. This forecast 
assumes that some of the cash rate 
hike is not passed on by the major 
banks, as bank margins begin to fall 
back towards earlier levels. 

2. economic outlook (cont.)
Chart 1: Interest rates
Source: Australian Bureau of Statistics & BIS Shrapnel

96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12

10.0

9.0

8.0

7.0

6.0

5.0

4.0

3.0

2.0

1.0

0

%

Year ended June

 GPI

 Cash rate

 Standard variable rate

  Forecast



��

Home loans for owner 
occupation 

New dwellings
As most buyers seek finance for 
the purchase of their dwellings, 
the changes in the number of 
loans approved provides a good 
indication of sales volumes—i.e. 
sales turnover. Recovery in demand 
for new properties has developed 
rapidly over the first half of 2009. 
Interest rate cuts have been 
effective in stimulating demand, in 
addition to the FHOGBS which has 
also encouraged purchases. 

Finance for owner occupation of 
new dwellings picked up mildly 
over 2008/09, rising by 1% for 
the year, with the declines in the 
second half of 2008 effectively 
offset by a strong rebound in the 
first half of 2009. Clear recoveries 
have been apparent across all 
states although there has been a 
slight lag in Queensland.

Looking forward, it is anticipated 
that loans approved for owner 
occupation will increase further 
through the second half of 2009. 
Demand from upgraders is 
beginning to take over as the major 
driver from first home buyer surge. 
Many of these upgraders will have 
sold their established property to a 
first home buyer.

Existing dwellings
Lower interest rates and the 
FHOGBS have generated a sharp 
recovery in demand for established 
properties as well. This rebound 
in demand was most pronounced 
in the June quarter 2009, with the 
number of loans jumping by 28% 
(in annual growth terms).

3. housing finance



Table 3: Number of loans approved for owner occupation
Source: Australian Bureau of Statistics

New dwellings 
percentage change on corresponding period previous year

Month NSW VIC QLD SA WA TAS NT ACT Australia

2007/08 -6 -4 -2 -4 -16 0 -12 -11 -6

2008/09 3 9 -14 -3 7 14 6 59 1

6 months to Dec 07 4 -1 17 8 -15 7 -9 4 3

6 months to Jun 08 -16 -7 -19 -16 -16 -7 -17 -25 -14

3 months to Sep 08 -26 -18 -37 -26 -15 -13 -39 -11 -25

3 months to Dec 08 -16 -7 -30 -19 -11 4 5 36 -16

3 months to Mar 09 16 20 -2 11 8 24 47 106 12

3 months to Jun 09 49 47 26 30 52 41 34 134 43

Jul 09 63 61 35 42 55 29 94 150 54

Existing dwellings 
percentage change on corresponding period previous year

2007/08 -2 0 -8 -7 -9 2 -11 -1 -4

2008/09 -3 -8 -12 -3 -14 -8 -2 5 -7

6 months to Dec 07 8 10 8 0 -2 9 -8 9 6

6 months to Jun 08 -12 -10 -23 -15 -17 -5 -15 -11 -15

3 months to Sep 08 -23 -22 -29 -18 -26 -21 -13 -9 -23

3 months to Dec 08 -20 -23 -37 -22 -32 -30 -24 -15 -27

3 months to Mar 09 9 -3 0 8 -9 1 17 21 2

3 months to Jun 09 30 22 37 26 21 24 20 28 28

Jul 09 37 26 43 33 20 45 22 15 33

3. housing finance (cont.)

�5

housing outlook



��

“Looking forward, it is anticipated 
that loans approved for owner 
occupation will increase further 
through the second half of 2009.” 



The increasing momentum in 
owner occupier loans for existing 
dwellings continued into July 2009. 
Queensland has experienced 
the strongest rebound in the 
last few months, although it also 
experienced the largest decline 
in activity in 2008. Nevertheless, 
solid improvement in the number 
of loans has been occurring across 
the board. This rise in the turnover 
of established dwellings should 
contribute to improving momentum 
in demand for new dwellings, 
as potential upgraders to new 
dwellings will be more confident 
in their ability to sell their existing 
home before moving on.

Loans for residential investment

High interest rates led to a sharp 
drop in investor lending during 
the second half of 2008, however 
interest rate cuts arrested the 
decline in March quarter 2009. 
Most recently, there is evidence of 
solid optimism in investor demand 
in some parts of Australia. Investors 
have reacted cautiously during 
2009, possibly unsure of how 
the effects of a downturn in the 
economy and rising unemployment 
will influence prices and sentiment 
in the residential market. Also, with 
developers finding it extremely 
difficult to obtain finance for high 
rise apartment projects due to the 
turmoil in credit markets, apartment 
projects have been severely 
curtailed.

The first real positive signs of a 
turnaround in the value of loans to 
investors began in the June quarter 
of 2009 with annual growth of 7% 
nationally. Increases occurred in 
New South Wales (+24%), Victoria 
(+4%), Northern Territory (+34%) 
and the Australian Capital Territory 
(+36%). Although negative results 
still occurred in Queensland (-10%), 
Western Australia (-2%), South 
Australia (-1%) and Tasmania (-
2%), all recorded smaller declines 
in the June quarter as opposed to 
the March quarter 2009, indicating 
slowly improving investment 
markets in these states as well 
(with the exception of Tasmania).

3. housing finance (cont.)
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Table 4: Value of investment loans for the purchase of property for rent/resale
Source: Australian Bureau of Statistics

State

Investor finance

2006/07 2007/08 2008/09 % change on corresponding previous period

($’000m) % var ($’000m) % var ($’000m) % var Sep-08 Dec-08 Mar-09 Jun-09 Jul-09

NSW 24,078 -2 21,867 -9 20,313 -7 -25 -15 -8 24 8

VIC 13,346 10 16,108 21 14,864 -8 -10 -14 -10 4 18

QLD 15,516 29 16,388 6 11,615 -29 -31 -38 -35 -10 -3

SA 3,811 16 4,520 19 3,767 -17 -29 -21 -12 -2 13

WA 10,229 13 9,318 -9 7,507 -19 -25 -29 -20 -2 -6

TAS 545 8 597 10 531 -11 -21 -17 2 -2 36

N.T 512 34 472 -8 538 14 -16 22 18 34 115

ACT 948 14 1,086 15 1,076 -1 -28 -10 1 36 63

Australia 69,046 10 70,447 2 60,337 -14 -23 -22 -16 7 8

��

“Most recently, there is evidence of 
solid optimism in investor demand 
in some parts of Australia.”
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Loans to first home buyers

The introduction of the FHOGBS 
in October 2008 contributed to 
the surge in the number of first 
home buyers to the residential 
market. The increased first home 
buyer demand has not only been 
due to pent up demand from first 
home buyers who had been priced 
out of the market by high interest 
rates in 2007/08, but also by 
those purchasing ahead of when 
they otherwise would have to take 
advantage of the FHOGBS before 
it expires. Demand from first home 
buyers has been given further 
impetus by falling property prices in 
the second half of 2008 and lower 
interest rates. The effect has been 
substantial, with gains in first home 
buyer lending over both the March 
(+51%) and June (+94%) quarters 
of 2009.  

Since the FHOGBS was 
introduced, loans to first home 
buyers over the 10 months to 
July 2009, compared to the 
same period the previous year, 
were up by 59% in New South 
Wales, 30% in Victoria, 46% 
in Queensland, 52% in South 
Australia, 43% in Western Australia, 
60% in Tasmania, 43% in the 
Northern Territory and 107% in the 
Australian Capital Territory. This 
increased level of activity in first 
home buyer demand is expected 
to have continued through to 30 
September 2009 whilst the full 
FHOGBS remains intact. 

As the additional grants are phased 
down during December quarter 
2009, the number of first home 
buyers is likely to recede. Overall, 
200,000 first home buyers are 
expected over calendar 2009, 
which is a record high demand. 
Although then weakening, 
first home buyer numbers are 
anticipated to still remain healthy 
during 2010, due to the level of 
increased demand for housing. 
Interest rates are expected to 
remain low by historical standards, 
and this environment will remain 
supportive of first home buyer 
demand, particularly as dwelling 
deficiencies across most capitals 
will continue to underpin increasing 
rents. 

Furthermore, tighter bank lending 
criteria are forcing many potential 
first home buyers to accumulate 
deposits, and demonstrate 
sufficient genuine savings, 
before their loan is approved. 
Consequently, these people will 
have been forced back in the 
queue of first home buyers, but 
will become qualified during 
2010 or 2011. In addition, there 
is the likelihood that some first 
home buyers are holding off 
until the FHOGBS expires, on 
the assumption that prices may 
subsequently drop back. Given 
this, the national number of first 
home buyers is expected to drop 
to 150,000 in 2010, which is still an 
increase on the number in 2008.

There have been concerns that 
the FHOGBS and low interest 
rates have encouraged many first 
home buyers to become over-
geared and that there is a risk that 
housing stress will be experienced 
by this group when interest 
rates eventually rise. This is not 
necessarily supported by the data. 
After peaking at $287,000 in March 
2009, the average size of loans 
to first home buyers declined to 
$270,000 in July 2009, coinciding 
with the timing of the tightening in 
bank lending criteria. This would 
suggest that financiers have 
become aware of the risks of rises 
to interest rates, and have built in a 
buffer to allow first home buyers to 
have the capacity to absorb further 
rate increases.

3. housing finance (cont.)
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Table 5: Number of loans to first home buyers
Source: Australian Bureau of Statistics & BIS Shrapnel

 Number of loans (‘000s) % change on corresponding period previous year

State

Ann. Ave. 
1999/2000 
to 2004/05 2005/06 2006/07 2007/08 2008/09 Sep-08 Dec-08 Mar-09 Jun-09

Oct-08  
to Jul-09

NSW 32,350 36,499 38,986 38,480 53,780 -10 6 70 106 58.8

VIC 28,458 33,255 33,071 34,089 39,544 -15 -11 29 72 30.0

QLD 24,021 26,953 31,324 27,361 32,754 -36 -14 54 118 45.6

SA 7,644 7,912 8,443 8,309 11,479 -1 19 52 83 52.1

WA 15,266 17,746 13,789 16,445 20,782 -11 3 41 82 43.1

TAS 2,136 2,220 2,073 2,141 3,181 10 16 78 96 60.2

NT 1,044 1,912 1,119 930 1,215 -8 21 64 56 42.5

ACT 1,696 1,498 1,792 1,394 2,373 -14 29 122 179 106.8

Australia 112,614 127,995 130,597 129,149 165,108 -17 -2 51 94 66.0



Chart 2 illustrates the monthly 
year-on-year percentage change 
in residential lending to first home 
buyers, non-first home buyers 
(i.e. upgraders) and investors. 
Up to October 2008, there 
had been limited divergence 
amongst the three categories. Not 
surprisingly, loans attributed to first 
home buyers have significantly 
increased in each month since 
the introduction of the FHOGBS. 
A slightly lower increase in the 
number of loans to first home 
buyers—although still up some 
74%—occurred in July 2009 which 
might indicate that potential first 
home buyers who initially were 
trying to beat the June deadline 
subsequently extended their search 
through to September with the 
extension of the FHOGBS.

More importantly, a clear recovery 
is now beginning to emerge in 
lending to upgraders and investors, 
which is likely to continue to 
gather momentum in the coming 
months, and take up the baton as 
the main drivers of demand once 
the FHOGBS expires at the end of 
2009.

3. housing finance (cont.)
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Vacancy rates and rental 
growth

The vacancy rate in each 
city reflects the level of rental 
oversupply or deficiency. A 
vacancy rate of 3% in a market is 
considered balanced, where rents 
will rise roughly in line with inflation.

Since 2004, all of the capital 
cities have been experiencing 
tightening vacancy rates with the 
strengthening underlying demand 
(due to record overseas migration) 
running above new dwelling supply. 
Significant stock deficiencies in 
Sydney and Melbourne resulted 
in vacancy rates of just 1.2% and 
1.4% respectively at March 2009. 
Low vacancy rates in Adelaide 
(1.8%), Darwin (1.8%) and Hobart 
(2.1%) were also witnessed, while 
closer to a balanced market were 
Perth (2.9%), Brisbane (2.6%) and 
Canberra (2.5%).   

Tight vacancy rates are expected 
to remain across the bulk of the 
capitals in the short to medium 
term as the deficiency across most 
states will increase in 2009/10, 
before easing in subsequent 
years as the forecast upturn in 
construction adds to supply. This 
will continue to drive strong rental 
growth to at least 2010 and further, 
more moderate, growth from 2011.

Rental growth

Table 6 highlights rental growth in 
relation to vacancy rates. Rental 
growth is indicated by increases 
in the rental component of the 
Consumer Price Index. 

Over 2008/09, the strongest rental 
growth was seen in the ‘resource–
rich´ states of Darwin (13.1%), 
Perth (9.3%) and Brisbane (8.1%), 
reflecting the strong income growth 
that has been occurring in these 
cities over recent years. Solid rises 
in rents also continued in Sydney 
(7.1%), Canberra (6.7%) and 
Melbourne (6.1%), reflecting low 
vacancy rates due to an increasing 
stock deficiency. Conversely, more 
moderate rental growth has been 
witnessed in Adelaide (5.5%) and 
Hobart (5.3%).

In the current environment of 
modest annual price rises over 
2008/09, the strong growth in 
rents is resulting in an improvement 
in rental returns to investors. 
With interest rates at 49 year 
lows, the subsequent narrowing 
gap between rental income and 
mortgage repayments is also likely 
to influence investors into the new 
home market over the next three 
years.

��

4. rental markets



Table 6: Annual rental growth and vacancy rates 
Source: Australian Bureau of Statistics & Real Estate Institute of Australia

As at June

Sydney Melbourne Brisbane Adelaide CPI

Vacancy 
rate (%)

Rental 
growth (%)

Vacancy 
rate (%)

Rental 
growth (%)

Vacancy 
rate (%)

Rental 
growth (%)

Vacancy 
rate (%)

Rental 
growth (%)

Growth (%)

2002 4.6 2.5 3.8 2.6 4.1 2.4 3.6 3.0 2.8

2003 4.4 0.4 3.9 1.7 2.3 3.5 2.8 3.7 2.7

2004 3.6 2.2 3.6 1.6 2.3 4.6 1.9 3.0 2.5

2005 2.5 1.4 2.6 1.5 2.3 4.4 1.8 2.8 2.5

2006 2.1 2.0 1.7 1.5 2.2 6.2 1.6 3.6 4.0

2007 1.4 4.2 1.4 4.1 1.5 6.6 1.3 4.0 2.1

2008 1.1 7.1 1.0 6.2 2.2 9.3 1.5 4.9 4.5

2009* 1.2 7.1 1.4 6.1 2.6 8.1 1.8 5.5 1.5

As at June

Perth Hobart Canberra Darwin CPI

Vacancy 
rate (%)

Rental 
growth (%)

Vacancy 
rate (%)

Rental 
growth (%)

Vacancy 
rate (%)

Rental 
growth (%)

Vacancy 
rate (%)

Rental 
growth (%)

Growth (%)

2002 4.5 2.0 2.3 2.4 3.6 5.7 5.0 0.2 2.8

2003 4.5 1.3 2.8 3.1 3.5 4.9 7.1 1.1 2.7

2004 3.3 2.6 2.2 5.0 4.3 7.4 5.5 1.9 2.5

2005 2.5 2.3 2.5 3.3 2.2 3.0 1.9 3.2 2.5

2006 1.9 4.7 2.2 5.1 2.3 2.9 2.4 4.4 4.0

2007 2.1 9.6 2.3 5.5 2.4 5.4 1.2 8.0 2.1

2008 2.8 12.5 2.3 4.3 0.5 7.4 2.0 8.7 4.5

2009* 2.9 9.3 2.1 5.3 2.5 6.7 1.8 13.1 1.5

4. rental markets (cont.)
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“In the current environment of modest annual 
price rises over 2008/09, the strong growth in 
rents is resulting in an improvement in rental 
returns to investors.”



Rent vs. owner occupation

Chart 3 shows the ratio between 
the national median monthly rent 
on a three bedroom house and the 
monthly repayments required to 
service a 30 year loan of 75% of 
the national median priced house. 

The ratio indicates that by June 
2009, the median rent represented 
65% of the cost of paying off a 
median priced house—up from 
42% at June 2008. The narrowed 
difference between renting and 
mortgage repayments has made 
owner occupation relatively more 
attractive compared to renting. 
While mortgage repayments would 
still be higher on an equivalent 
property, a potential purchaser 
could move to a smaller dwelling in 
the same area or a more affordable 
dwelling in a nearby suburb for the 
same amount as their rental. For an 
investor, the smaller gap between 
rental income and mortgage 
repayments will make investing 
more attractive, as “out of pocket” 
expenses are significantly lower. 

With only a slight pick up in the 
mortgage repayments expected 
(due to a small rise in prices), and 
continued rental increases over 
the 12 months to June 2010, rent 
is expected to peak nationally at 
67% of mortgage repayments—the 
best level since 1998/99. This 
will continue to underpin demand 
(particularly first home buyer 
demand) as well as encourage 
investors into the market. 

Economic growth is forecast to 
gain traction from 2010/11 which is 
expected to lead into greater levels 
of investment and spending by 
both consumers and businesses 
over the two years to 2011/12. 
The expected improvement in 
these lead indicators, however, will 
possibly encourage the RBA to 
begin tightening monetary policy in 
order to bring interest rates back 
to a more neutral level, and prevent 
the economy from accelerating too 
fast.

Consequently, it is expected 
that the cash rate will increase 
by 150 basis points over the 
two years to 2011/12 (with a 
corresponding increase of 115 
basis points in the housing rate as 
some of the current higher bank 
margins are wound back). As a 
result, mortgage repayments are 
expected to increase at a greater 
rate than rents, with the median 
rent forecast to represent a lower 
56% of repayments on a median 
priced house by June 2012. 
As the gap between rents and 
mortgage repayments widens, 
renting becomes more attractive 
to potential owner occupiers, while 
investor demand may also weaken 
as the shortfall an investor has to 
pay to meet mortgage repayments 
will increase.
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Chart 3: Median monthly rent as a proportion of median mortgage repayment – nationally
Source: Australian Bureau of Statistics & BIS Shrapnel
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“...mortgage repayments are expected to increase 
at a greater rate than rents, with the median rent 
forecast to represent a lower 56% of repayments on a 
median priced house by June 2012.”



5. demand
Overseas migration

Net overseas migration is expected 
to have peaked in this particular 
cycle at a record 260,000 persons 
in 2008/09. Indeed, the most 
recent data that has been released 
to March 2009 suggests there is 
even some further upside to this 
projection.

Slowing economic conditions will 
have an impact in subsequent 
years. The net overseas migration 
inflow is forecast to fall to 160,000 
persons in Australia over 2009/10, 
before easing further to a low of 
130,000 persons by 2011/12. 
These figures still remain high in a 
long term sense, as the Australian 
economy should experience more 
resilience compared to overseas 
economies such as the US and UK. 

In addition, slowing growth in the 
size of the working aged population 
and continued shortages of skilled 
labour in a number of industries 
will ensure that the Federal 
Government maintains a high 
official intake in a long term sense. 
Should the current economic 
downturn be more benign than 
anticipated, the low point forecast 
for 2011/12 could even be a little 
higher than indicated. Beyond 
2011/12, it is expected that net 
overseas migration will once again 
pick up, in line with employment 
growth, back to 2007/08 levels.

Australia’s forecast overseas 
migration is expected to average 
143,300 per annum over the 
2009/10 to 2011/12 period. This 
compares with an average 235,500 
per annum over the three years 
to 2008/09, and reflects the more 
challenging economic environment.

New South Wales is expected 
to be the initial location for 31% 
of overseas migrants over the 
next three years. Other states’ 
expected share of Australia’s 
overseas migration intake in the 
forecast period is 27% in Victoria, 
20% in Queensland, 14% in 
Western Australia, and 8% in 
South Australia. The proportion 
of the total overseas migration 
inflow is projected to be less than 
1% in three years to 2011/12 in 
Tasmania, the Northern Territory 
and the Australian Capital Territory. 
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“New South Wales is expected to 
be the initial location for 31% of 
overseas migrants over the next 
three years.”



Table 7: Net overseas migration (‘000)
Source: Australian Bureau of Statistics & BIS Shrapnel

Year Ended June NSW VIC QLD SA WA TAS NT ACT Aust.

2002 44.4 20.3 26.5 2.8 15.0 0.3 0.7 0.7 110.6

2003 40.9 26.8 27.1 3.9 15.6 1.0 0.3 0.9 116.5

2004 29.8 25.0 25.4 4.3 13.6 0.7 0.6 0.5 100.0

2005 35.2 32.3 29.6 7.0 17.2 1.0 1.0 0.5 123.8

2006 38.5 39.6 33.0 9.8 22.4 1.2 1.9 0.5 146.8

2007 73.5 62.5 46.3 14.6 31.5 1.4 1.1 2.0 232.8

2008 61.3 58.1 41.2 14.3 34.7 1.5 1.0 1.7 213.7

2009^ 79.3 70.2 49.4 18.2 37.7 1.6 1.8 1.8 260.0

2010* 48.8 43.2 30.9 12.0 21.6 1.1 1.1 1.3 160.0

2011* 42.7 37.8 27.0 10.5 18.9 1.0 1.0 1.1 140.0

2012* 39.7 35.1 25.1 9.8 17.6 0.9 0.9 1.0 130.0

^ BIS Shrapnel estimate
* BIS Shrapnel forecasts

��
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“...the current downturn in the economy is likely to 
continue to subdue interstate migration...”



5. demand (cont.)
Interstate migration

Interstate migration is largely 
influenced by relative affordability 
and economic conditions between 
states. In addition, reduced 
interstate migration overall generally 
occurs when economic conditions 
deteriorate—i.e. limited job 
prospects elsewhere encourage 
people to stay where they are. 
In this environment, the current 
downturn in the economy is likely 
to continue to subdue interstate 
migration, with the majority of 
the states expected to record a 
reduced flow over the forecast 
period, as opposed to the previous 
three years to June 2009.

– New South Wales is forecast 
to average a net outflow of 
16,300 persons per annum 
over the forecast period. This 
is an improvement from the 
average of 23,400 persons per 
annum over the three years 
to 2008/09, and reflects a 
great improvement in the state 
economy relative to the other 
states, as well as the improved 
affordability.

– Victoria is expected to average 
a net outflow of 3,500 persons 
per annum over the forecast 
period. This is up slightly from 
the 2,600 persons per annum 
average over the three years to 
2008/09.

– Queensland is expected to 
average a net inflow of 22,800 
persons per annum over the 
forecast period. This is down 
from the 24,000 persons 
per annum average over the 
three years to 2008/09, and 
reflects higher house prices in 
most centres in recent years, 
which has deteriorated relative 
affordability.

– South Australia is expected to 
average a net outflow of 3,700 
persons per annum over the 
forecast period. This is down 
slightly from the 4,200 persons 
per annum average over the 
three years to 2008/09.

– Western Australia is expected 
to average a modest net inflow 
of 300 persons per annum 
over the forecast period. This 
is down significantly from the 
4,800 persons per annum 
average over the three years 
to 2008/09, in line with the 
reduced impact from the 
resource sector on jobs growth 
in the state.

– The Northern Territory is 
expected to average a net inflow 
of 700 persons per annum, as 
opposed to the 800 persons per 
annum average which occurred 
over the previous three years. 

– The Australian Capital Territory is 
expected to average a modest 
net outflow of 300 persons—
compared to an inflow of 400 
persons over the three years to 
2008/09. 

– Tasmania is anticipated to 
experience a period of limited 
interstate movement. The 
forecast of a balanced interstate 
migration level is only slightly 
below the net inflow of 100 
persons that was averaged over 
the three years to June 2009.
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Table 8: Net interstate migration (‘000)
Source: Australian Bureau of Statistics & BIS Shrapnel

Year ended June NSW VIC QLD SA WA TAS NT ACT

2002 -24.4 4.4 31.2 -1.6 -4.4 -1.5 -2.6 -1.0

2003 -32.5 -0.7 38.0 -1.2 -2.0 2.0 -2.8 -0.8

2004 -31.1 -3.1 35.5 -2.9 2.1 2.6 -1.5 -1.6

2005 -26.3 -3.1 30.4 -3.2 2.2 0.3 0.6 -0.8

2006 -25.6 -1.8 26.6 -2.7 3.9 -0.1 -0.6 0.3

2007 -27.4 -2.4 27.0 -3.7 5.2 -0.9 0.3 1.9

2008 -21.9 -2.7 23.1 -4.5 4.8 0.3 1.2 -0.3

2009^ -21.0 -2.5 22.0 -4.5 4.5 1.0 1.0 -0.5

2010* -16.0 -2.5 21.5 -4.0 1.0 0.0 1.0 -1.0

2011* -16.0 -3.0 22.0 -4.0 1.0 0.0 0.5 -0.5

2012* -17.0 -5.0 25.0 -3.0 -1.0 0.0 0.5 0.5

^ BIS Shrapnel estimate
* BIS Shrapnel forecasts

5. demand (cont.)

��

housing outlook

Table 9: Population projections (‘000s), 2006 to 2012
Source: Australian Bureau of Statistics, BIS Shrapnel

 NSW VIC QLD SA WA TAS NT ACT Aust.

2006 6,816.1 5,126.5 4,090.9 1,567.9 2,059.4 490.0 210.6 334.1 20,697.9

2007 6,904.9 5,221.3 4,196.0 1,585.8 2,113.0 493.2 214.8 341.1 21,070.1

2008 6,984.2 5,313.8 4,293.9 1,603.4 2,171.2 497.5 219.8 345.6 21,429.4

2009 7,090.9 5,415.5 4,396.3 1,624.0 2,229.5 502.4 225.9 350.1 21,834.6

2012* 7,320.5 5,625.9 4,643.5 1,666.6 2,338.4 512.2 241.0 362.1 22,710.2

average annual growth

2006-2009 1.3 1.8 2.4 1.2 2.7 0.8 2.4 1.6 1.8

2009-2012* 1.1 1.3 1.8 0.9 1.6 0.6 2.2 1.1 1.3

* BIS Shrapnel forecasts
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Population

Australia’s population is projected 
to grow at an average rate of 1.3% 
per annum to 22.7 million at June 
2012, below that recorded over 
the three years to 2008/09 (1.8% 
per annum). This decrease trend is 
due to the Global Financial Crisis 
and the subsequent softening 
in the national economy which 
is expected to impact heavily 
on employment prospects and 
overseas migration into Australia. 
All the states are expected to 
record slower growth over the 
forecast period than over the last 
three years. 

The Northern Territory is expected 
to record the largest per annum 
growth over the forecast period 
of 2.2%. Conversely, Tasmania is 
expected to record the smallest 
amount of growth, with an annual 
average of 0.6%. Western Australia 
which recorded the highest annual 
average growth rate over the 
2006 to 2009 period (+ 2.7%) 
is expected to record a more 
modest 1.6% average growth over 
the forecast period as the state 
economy slows on the back of 
reduced activity in the resource 
sector.

“All the states are expected to 
record slower population growth 
over the forecast period than over 
the last three years.”



Demand and supply

The underlying demand for new 
dwellings is driven largely by the 
formation of additional households, 
which in turn is largely underpinned 
by population growth. The balance 
between underlying demand 
and supply has an impact on 
vacancy rates, rents, prices, and 
construction. 

Underlying demand is forecast to 
average 168,900 new dwellings 
per annum over the three years to 
2011/12. This is significantly below 
the estimated underlying demand 
of 182,600 dwellings in 2008/09. 
This reduction is largely due to 
slower population growth as a 
result of more moderate overseas 
migration inflows. Although the 
forecast underlying demand for 
dwellings in Australia is softer over 
the 2009 to 2012 period, it still 
reflects a high level in a long-term 
sense.

The forecast changes in net 
overseas and interstate migration 
will be the key drivers behind 
underlying demand at the state 
level. Compared to the three 
years to 2008/09, underlying 
demand over the next three years 
in Western Australia is expected 
to fall by almost 20%. Similarly, 
Victoria (-9%), New South Wales 
(-5%), Queensland (-3%), South 
Australia (-1%), Tasmania (-15%) 
and the Australian Capital Territory 
(-8%), should experience declines 
in underlying demand, while 
demand in the Northern Territory is 
expected to remain unchanged.

Nevertheless, due to the low level 
of current construction activity, the 
national stock deficiency is set to 
continue to increase to June 2011, 
and will be most apparent in New 
South Wales. The massive stock 
deficiency in New South Wales 
(around double underlying demand) 
is due to commencements being 
at a 50 year low in 2008/09, while 
population growth has improved in 
recent years. Although completion 
levels are expected to pick up 
through to 2011/12, they still will be 
some way off from what is needed 
to meet demand, and conditions in 
New South Wales will continue to 
become tighter.   

With an anticipated pick up in 
dwelling commencements coming 
through over the forecast period, 
Victoria, Western Australia and 
the Australian Capital Territory 
are expected to record reduced 
dwelling deficiencies by 2012. 
Additionally, South Australia and 
Tasmania are expected to record 
an increasing level of dwelling 
surplus, while the upturn in dwelling 
commencements in Queensland is 
unlikely to prevent any significant 
erosion of the stock deficiency until 
2011/12. The stock deficiency in 
the Northern Territory is expected 
to continue through the forecast 
period as demand continues to 
outstrip completion numbers.

5. demand (cont.)
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Table 10: Underlying demand, commencements and stock deficiency, by state
Source: Australian Bureau of Statistics & BIS Shrapnel

 Ave. annual Dwelling commencements Deficiency of Stock (est.) (‘000)

State

underlying 
demand 

2009/10 to 
2011/12

2008/09 
(‘000)^

ann. % 
change

As at   
Jun-08

As at   
Jun-09

As at   
Jun-10

As at   
Jun-11

As at   
Jun-12

NSW 46.3 23.1 -26.5 44.0 65.3 85.9 98.6 105.4

VIC 43.1 41.4 -0.9 22.8 29.3 30.2 24.8 18.2

QLD 40.5 28.6 -36.1 19.5 22.2 33.0 35.6 31.5

SA 11.0 12.2 2.8 0.1 -0.5 -2.0 -4.2 -6.7

WA 21.0 18.8 -16.3 4.7 9.8 10.1 8.0 5.7

TAS 2.4 2.9 -0.4 -0.3 -0.3 -0.9 -1.5 -1.9

NT 1.9 1.1 2.2 1.0 2.0 2.6 3.1 3.5

ACT 2.6 2.6 17.0 1.0 1.6 1.1 0.7 0.5

Aust 168.9 130.7 -17.5 92.9 129.4 160.0 165.1 156.3

^ BIS Shrapnel estimate
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Sydney

A substantial improvement in 
affordability due to lower interest 
rates will be the catalyst for 
the upturn in house prices in 
Sydney. Sydney’s median house 
price is still below the peak level 
recorded in 2004, and while 
low interest rates and additional 
first home buyer incentives have 
underpinned increased activity 
at the more affordable end of the 
market (particularly in the outer 
fringe suburbs), this is only slowly 
translating into stronger price 
growth in the higher price points. 
Consequently, the estimated 
median house price of $544,000 
at June 2009 represented a 0.4% 
decline over 2008/09.

Lower sentiment due to the 
weakness in the economy and 
prospect for further rises in 
unemployment will remain as an 
overriding influence on prices. 
Prices are expected to remain 
stable for the remainder of 2009, 
with some limited growth beginning 
to emerge from the start of 2010, 
resulting in the median house price 
increasing by 2% over the year to 
June 2010. 

As economic growth sustains in 
2010/11, the significant pent up 
demand that has driven rapidly 
rising rents, together with relatively 
low interest rates, will begin to 
entice yield seeking investors back 
into the market. Upgrader activity 
should also increase on the basis 
of improving market conditions for 
selling their existing dwelling. As 

a result, Sydney’s median house 
price is forecast to rise by 7% in 
2010/11.

A range of positive factors, 
including an expected easing in 
drought conditions, attractive 
interest rates, and a recovery in 
dwelling investment, are likely to 
push state economic growth close 
to, or slightly above the national 
average over the three years to 
2011/12. Dwelling construction 
is expected to be the key driver 
of domestic demand growth 
as commencements pick up 
from 2009/10, while business 
investment and employment 
growth should also strengthen over 
2010/11 and 2011/12.

Over the last four years, the 
housing shortage in Sydney has 
become critical and the situation 
is expected to deteriorate during 
2010. High density housing 
projects are being heavily 
restricted, due to tight constraints 
on credit for developers. Sydney 
has a reliance on this type of 
housing, so the credit crunch will 
be felt much more in this city. It is 
expected that the rental vacancy 
rates will settle below 1% for the 
next three years, leading to further 
solid rises in rents. 

Looking further out, monetary 
policy is forecast to enter a 
tightening phase from 2011/12 
in response to more buoyant 
economic conditions. However, 
the early rate rises will mainly be 
a measure to return the current 
highly stimulatory rates to a more 

neutral level, and the variable 
rate is expected to continue to 
remain low in a long term sense. 
Consequently, with household 
income growth beginning to gather 
momentum, Sydney’s median 
house price is forecast to increase 
by 11% in 2011/12.  

Overall, the median house price is 
expected to increase over the three 
years to June 2012 to $660,000, 
representing total growth of 21%, 
or an average of 7% per annum.

6. capital city overviews and price forecasts
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Chart 4: Sydney dwellings, prices and activity
Source: Australian Bureau of Statistics, BIS Shrapnel & Real Estate Institute of Australia
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 Real house price Sydney ($’000)

 House price Sydney ($’000)

 Commencements (’000) NSW  
(Y/E Quarter)

  Forecast

“Dwelling construction is expected 
to be the key driver of domestic 
demand growth as commencements 
pick up from 2009/10...”



Melbourne

Melbourne’s median house price 
declined by 10% over the year to 
December 2008, after peaking in 
December 2007. Affordability had 
become stretched after a 27% rise 
in the median house price over 
the previous 18 months to the 
peak, compounded by sharp rises 
to interest rates between August 
2007 and March 2008. However, 
the affordability situation turned 
rapidly as the RBA cut interest 
rates substantially by the end of 
the year in response to the Global 
Financial Crisis.

Demand has also been assisted by 
the FHOGBS, as well as additional 
State Government incentives 
to first home buyers. This has 
underpinned greater sales activity 
at the more affordable end of the 
market, which is now starting to 
flow through to higher price points. 
As a result, Melbourne’s house 
prices have begun to improve in 
2009, recovering from most of the 
declines of 2008. 

Victoria’s economic and 
employment growth is forecast 
to continue to slow over the 
remaining months of calendar 
2009 and into the first half of 2010, 
before stronger growth returns 
over 2010/11 and 2011/12. This 
pattern of growth is in line with 
both Australian domestic demand 
and Victorian construction activity. 
A major round of water, sewerage 
and electricity projects are currently 
underway, and the Federal 
Government’s fiscal stimulus and 
infrastructure package will further 
boost non-mining investment 

activity through 2009/10 
and 2010/11. Consequently, 
engineering construction activity 
growth is expected to continue 
contributing to growth over the 
next two years, subsequently 
offsetting negative external 
contributors to growth.

With interest rates at long term 
lows, and evidence that the 
global economic environment 
is stabilising, further growth in 
construction and prices is forecast 
for 2009/10. With a significant 
deficiency of dwellings in place, 
vacancy rates are likely to remain 
low, resulting in continued solid 
rental growth and improving 
rental yields. Although first home 
buyer demand will ease after 
the FHOGBS expires at the end 
of 2009, upgrader and investor 
demand are expected to gather 
momentum and take over as the 
main drivers of the housing cycle. 
Subsequently, it is expected that 
the median house price will grow 
by 3% in 2009/10. 

Dwelling construction is projected 
to contribute strongly to growth, 
particularly over 2010/11 and 
2011/12. While housing interest 
rates are at long term lows and 
mortgage finance is still readily 
available, fears about job security 
are expected to delay a sustained 
recovery in dwelling construction 
until after economic conditions 
stabilise in 2010. With economic 
growth forecast to accelerate in 
2010/11, price growth is expected 
to pick up to 8%.

With interest rates still relatively low 
at the start of 2011/12, further solid 

price growth should come through 
as household income rises. As a 
result, the median house price is 
forecast to rise by 8% during the 
year to $527,000 at June 2012. 
Overall, Melbourne’s median house 
price is expected to increase by a 
total of 19% over 2009 to 2012, or 
by an average 6% per annum.

6. capital city overviews and price forecasts (cont.)
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Chart 5: Melbourne dwellings, prices and activity
Source: Australian Bureau of Statistics, BIS Shrapnel & Real Estate Institute of Australia
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“Melbourne’s median house price 
is expected to increase by a total 
of 19% over 2009 to 2012, or by 
an average 6% per annum.”



Brisbane

After showing strong price growth 
in 2006/07 (+12%) and 2007/08 
(+15%), affordability in Brisbane 
became increasingly strained as 
interest rates moved to a peak by 
the middle of 2008. Together with 
deteriorating economic conditions, 
this resulted in Brisbane’s median 
house price declining by 5% from 
the peak in June 2008, to March 
quarter 2009. Price growth began 
to return in June quarter 2009, and 
the median house price was close 
to flat over the year to June 2009.  

Greater downside risks exist in 
the Queensland economy, with 
growth forecast to ease back to 
below the Australian average. The 
global financial and economic 
crisis has brought an abrupt end 
to the business investment boom 
in the state, and this is expected 
to impact more heavily in 2009/10. 
A weakening of commodity prices 
and a softer outlook for resources 
demand, as well as a more 
difficult financing environment, 
will affect decisions regarding 
new exploration or expansion 
of existing facilities. There also 
appears to be an oversupply in a 
number of commercial property 
markets, which will also dampen 
construction in this sector in the 
short to medium term.

While the financial crisis and 
global economic downturn will 
see cancellations or delays to the 
next round of private engineering 
construction projects, this will 
be partly offset by public capital 
works projects at the State 
Government level. In addition, an 

upturn in residential construction is 
expected to occur, underpinned by 
a significant deficiency of housing 
stock. 

Through the second half of 2009, 
increased housing demand is 
expected from first home buyers 
looking to take advantage of the 
Federal Government’s $21,000 
FHOGBS for new houses. While 
first home buyers have been 
the main driver of the residential 
market, there is evidence that this 
is flowing through to improved 
upgrader and investor demand. 
Towards the end of 2009, it 
is anticipated that sufficient 
momentum will have built up from 
those sectors of the market to take 
over from the diminished first home 
buyer demand (as the FHOGBS is 
phased out). 

After the 36% fall in dwelling 
commencements over 2008/09, 
completions are expected to 
decline in 2009/10, pushing the 
dwelling stock deficiency to 33,000 
dwellings at June 2010. Given an 
increased housing shortage and 
a stabilising economy, the median 
house price is forecast to pick up 
mildly by 1% to $425,000 by June 
2010.

With the upturn in dwelling 
construction leading the overall 
economic recovery in 2010/11, a 
more pronounced 6% growth in the 
median house price is forecast for 
the year. Employment is expected 
to begin rising again, which will 
provide a much needed boost 
to household income. Sentiment 
towards residential property is likely 
to firm in this environment.  

Monetary policy is expected to 
enter a tightening phase from 
2011/12 in response to more 
buoyant economic conditions. As a 
result, the rate of growth in dwelling 
commencements will ease, 
although remain above underlying 
demand. The stock deficiency is 
consequently expected to ease, 
although remain high. This will 
maintain pressure on construction 
and prices, resulting in a further 7% 
increase in the median house price 
in 2011/12. Brisbane’s forecast 
median house price of $480,000 by 
June 2012 represents a total rise of 
15%, or an average 5% per annum 
over the 2009 to 2012 period.

6. capital city overviews and price forecasts (cont.)
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Chart 6: Brisbane dwellings, prices and activity
Source: Australian Bureau of Statistics, BIS Shrapnel & Real Estate Institute of Australia

 Real house price Brisbane ($’000)

 House price Brisbane ($’000)

 Commencements (’000) QLD  
(Y/E Quarter)

  Forecast

“Employment is expected to begin 
rising again, which will provide a 
much needed boost to household 
income.”



Adelaide

Rising interest rates over 2007/08 
and the subsequent impact of the 
Global Financial Crisis weakened 
the South Australian economy and 
sentiment in Adelaide followed. 
However, compared to the 
other eastern state capitals, the 
slowdown was not as pronounced 
in 2008. At a peak of $370,000 
in June 2008, the Adelaide 
median house price was the most 
affordable of the mainland capital 
cities, and there was only a small 
drop in prices over calendar 2008.

The combination of sharp 
reductions in interest rates and 
the FHOGBS quickly stabilised 
the Adelaide market. The lower 
median house price in Adelaide 
has meant that the FHOGBS has 
a larger financial impact on the 
purchase of a house than the 
other capitals as well. Turnover 
in Adelaide has increased, with 
most of the demand appearing 
to be concentrated at the more 
affordable end of the market. The 
median of $359,000 at June 2009 
represents a decrease of 3% for 
the year, although prices are now 
trending upwards after the median 
bottomed out at $355,000 in 
March quarter 2009.

Nevertheless, construction in South 
Australia appears to be running 
ahead of underlying demand, and 
this is being reflected by an easing 
in vacancy rates over 2008/09, 
albeit still remaining at a tight 
level. A further 6% increase in the 
median house price is forecast 
over 2009/10, with continued 
low interest rates assisting price 

growth, and offsetting some of 
the drop off in first home buyer 
demand after the expiry of the 
FHOGBS at the end of 2009. 

With economic growth expected 
to revive in 2010/11, the median 
house price is forecast to pick 
up by 7% to $405,000 at June 
2011. A significant boost to activity 
through 2009/10 and 2010/11 in 
South Australia—attributed to a 
major round of works taking place 
in rail, health, water, and defence 
infrastructure as part of State and 
Federal Government spending 
packages—are expected to drive 
growth in household income at 
a greater rate than the national 
average. In addition, although the 
RBA is expected to begin to wind 
back its interest rate cuts through 
the year, they will still be at a 
stimulatory level.  

The median house price is 
forecast to increase by 9% to 
$440,000 at June 2012. The 
stronger price growth will reflect 
further acceleration in the national 
economy and the consequent 
improved sentiment. Overall, the 
median house price is expected 
to increase over the 2009 to 2012 
forecast period by a total of 23%, 
or by an average 7% per annum. 
However, the rate of price growth 
is likely to ease into 2012/13, 
as concerns about the prospect 
of further employment growth 
and wages growth will lead to 
inflationary pressures, and result in 
interest rate rises.

A possible influence toward the 
end of the forecast period will be 
the progress of the Olympic Dam 

mine expansion which is some 
560km north of Adelaide at Roxby 
Downs. If approved the project 
would deliver a four fold increase in 
royalties for the State Government. 
More importantly, the expansion 
would take a decade to complete 
and once operational is expected 
to result in 8,000 permanent 
workers with a further 13,000 flow-
on jobs. Many of these jobs will be 
located in Adelaide as the service 
centre, and could lead to higher 
population growth, underlying 
demand, and ultimately house 
prices.

6. capital city overviews and price forecasts (cont.)
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Chart 7: Adelaide dwellings, prices and activity
Source: Australian Bureau of Statistics, BIS Shrapnel & Real Estate Institute of Australia

 Real house price Adelaide ($’000)

 House price Adelaide ($’000)

 Commencements (’000) SA  
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  Forecast

“A significant boost to activity 
through 2009/10 and 2010/11 
in South Australia—attributed to 
a major round of infrastructure 
are expected to drive growth in 
household income...”



Perth

Sustained strong global demand 
and high prices for Western 
Australia’s key commodities of oil, 
gas, iron ore, nickel, gold, alumina 
and other minerals drove an 
extraordinary boom in resources 
investment in the state during this 
decade. The mining sector now 
accounts for almost 29% of Gross 
State Production (GSP), but has 
been responsible for a much larger 
proportion of capital spending 
(including exploration) in the state 
in recent years.

The boom in resource investment 
underpinned strong employment 
and wages growth, which flowed 
through to house prices and 
resulted in Perth having the nation’s 
second highest median house 
price in 2007. By this point, the 
combination of rising prices and 
rising interest rates had triggered 
affordability constraints, and 
together with the onset of the 
Global Financial Crisis, Perth’s 
median house price declined by 
12% over calendar 2008.

Some improvement in prices 
occurred in the first half of 2009, 
driven by lower interest rates and 
State and Federal Government 
incentives for first home buyers. 
The median house price of 
$450,000 at June 2009 is 1% 
higher than June 2008, although 
it remains 6% below the peak in 
December 2007.

Nevertheless, with the significant 
drop off in commodity demand 
from overseas, new investment 
in Western Australia has 

been declining rapidly. Lower 
commodity prices have delayed 
the commencement of new 
projects, and it will take some 
time before the next round of 
resource investment ramps up. 
In the interim, price growth in 
the residential property market is 
expected to be constrained.

The Federal Government has also 
reduced the overseas migration 
intake over 2009/10, and Western 
Australia is expected to be more 
affected then the other states. 
Overseas migration into the state 
is forecast to ease to 21,600 
persons in 2009/10, down from 
a record 37,700 persons in 
2008/09. However, the downturn 
in prices in the Perth residential 
market has also been reflected 
in lower residential construction, 
so Western Australia’s deficiency 
of dwellings will remain in place, 
and Perth’s median house price is 
forecast to increase modestly by 
2% in 2009/10. 

The medium term outlook for the 
Western Australian economy is 
not as negative as it was at the 
end of 2008. The fundamentals 
still support further oil and gas 
investment, with construction of 
more LNG trains and oil and gas 
fields limiting the magnitude of the 
decline in resources investment 
over the next few years. The most 
prominent project to get under way 
will be the Gorgon liquefied natural 
gas project on Barrow Island which 
has recently been approved. 

The gap between existing 
investment coming to completion 
and the next round of projects 

gathering steam should result 
in some weakness in the local 
economy over 2009/10 and 
2010/11, which will only be 
offset to a limited degree by 
increased Commonwealth and 
State Government expenditure. 
Nevertheless, the improved 
housing affordability due to lower 
interest rates will provide some 
scope for residential price growth, 
enabling a forecast increase of 
3% in the median house price in 
2010/11.

Although the recovery in overseas 
economies is anticipated to 
be long and slow, demand for 
Western Australia’s key resource 
commodities is expected to pick 
up through 2010 and strengthen 
into 2011 and 2012. By 2011, 
commodity prices are expected 
to be on a sustainable upward 
path, and resources investment 
in the other sectors is expected 
to turn around in 2011/12 and 
strengthen through the middle of 
the decade. This is expected to 
drive further growth in employment 
and population. As a result, it is 
anticipated that the median house 
price will increase by a more 
significant 6% to $505,000 in 
the year to June 2012. Forecast 
rising interest rates in response to 
emerging inflationary pressures 
from the stronger economic 
growth through this period could 
dampen any sustained upturn in 
subsequent years. Perth’s median 
house price is expected to increase 
over the forecast period by 12% 
overall, or by 4% per annum. 
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Chart 8: Perth dwellings, prices and activity
Source: Australian Bureau of Statistics, BIS Shrapnel & Real Estate Institute of Australia
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“By 2011, commodity prices are 
expected to be on a sustainable 
upward path...”



Hobart

One of the most important 
determinants of Hobart’s price 
growth has been its affordability 
in comparison to the other 
capital cities around Australia. 
Although Hobart is still one of the 
most affordable state capitals, 
accumulated median house price 
growth from June 2002 to June 
2007 eroded much of Hobart’s 
affordability advantage. 

Affordability levels overall have 
improved since September 2008 
due to interest rate reductions, and 
this appears to have put a floor 
under prices after the declines over 
calendar 2008. The FHOGBS has 
also led to a recovery in demand 
in the first half of 2009. With the 
lowest median value of all state 
capitals, the FHOGBS has had 
a marked impact in Hobart, with 
Tasmania experiencing a 60% 
increase in loans to first home 
buyers over the ten months since 
the introduction of the FHOGBS. 
Consequently the median house 
price showed a total increase of 
3% in 2008/09 to a median of 
$336,000 at June 2009.

Nevertheless, challenges to the 
property market remain, especially 
as the large first home buyer 
influence which is currently in the 
market begins to dissipate (after 
the FHOGBS expires at the end 
of 2009). At the same time, the 
improvement in upgrader and 
investor demand that is currently 
coming through will continue to 
gather momentum, and this should 
offset some of the expected decline 
in first home buyer demand. As 

a result, the median house price 
in Hobart is forecast to grow by a 
modest 3% in 2009/10 to a median 
of $345,000 at June 2010. 

Although Tasmania will benefit from 
State and Federal Government 
infrastructure and other stimulus 
spending, growth in Gross State 
Product is expected to be below 
the national average, given 
Tasmania’s fewer economic growth 
drivers. Consequently, employment 
growth is also expected to be 
negative in 2009/10, and remain 
weak over the following two years.

Dwelling completions are 
expected to taper off over the 
forecast period, after recording 
an anticipated 13% increase 
in 2009/10 on the back of the 
increased first home buyer 
activity. Little pressure exists in the 
Tasmanian residential market, with 
underlying demand and supply 
close to balance in 2009.

Nevertheless, Hobart remains more 
affordable relative to the other 
state capitals, and potential for 
further price growth exists as the 
economic environment improves. 
In addition, interstate migration 
inflows are expected to hold up as 
older purchasers’ trade down from 
their mainland home as part of a 
broader ‘tree change’ movement. 
Consequently, price growth is 
expected to improve in line with 
an acceleration of economic 
growth from 2010/11, with the 
median house price increasing by 
a forecast 4% in 2010/11 and 7% 
in 2011/12, to $385,000 by June 
2012.

Total growth in Hobart’s median 
house price of 15% is forecast 
over the June 2009 to June 2012 
period, or an average increase of 
5% per annum.
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Chart 9: Hobart dwellings, prices and activity
Source: Australian Bureau of Statistics, BIS Shrapnel & Real Estate Institute of Australia
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 House price Hobart ($’000)
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“Hobart remains more affordable 
relative to the other state capitals, 
and potential for further price 
growth exists as the economic 
environment improves.”



Canberra

Canberra’s median house price 
peaked in December 2007, and 
the weakness in house prices 
over 2008 appears to have been 
a combination of concerns about 
employment prospects with the 
change of Federal Government, 
as well as the impact of high 
interest rates that developed during 
2007/08. 

However, residential activity in 
the Canberra market appears to 
have stabilised in 2009, possibly 
due to the perception that Federal 
Government employment will not 
drop too significantly in the short 
term as the substantial stimulus 
measures still need to be managed. 
Consequently, Canberra’s median 
house price of $458,000 at June 
2009 represents an overall fall of 
only 2% for the year.

The other key reason for the 
improvement in the Canberra 
residential market has been the 
sharp reductions in interest rates 
since September 2008, as well as 
the introduction of the FHOGBS. 
These changes have underpinned 
a substantial 107% year–on–year 
increase in the number of loans 
to first home buyers over the ten 
months to July 2009. Canberra 
typically has a more transient 
population than the other capital 
cities, and as a result a larger base 
of renters. In this environment, the 
rental market has been tight, with 
vacancy rates at around 1%. The 
combination of rising rents and 
low interest rates has improved 
the equation for owner occupation 

versus renting, and has provided 
the impetus for many renters to 
enter the market as first home 
buyers.

The employment environment in 
the Australian Capital Territory is 
expected to be more positive than 
the other states in 2009/10, with 
the need to manage the Federal 
Government stimulus programs, 
and a likely reluctance to engage 
in redundancies that would add 
to the rising unemployment rate. 
Sentiment in the residential market 
is likely to be slightly stronger as 
a result, particularly following on 
from the rising activity due to the 
buoyant first home buyer market. 
Growth in the median house price 
of 5% in 2009/10 is consequently 
forecast. 

However, in the medium term, 
the emergence of a significant 
deficit in the Federal Government 
budget suggests that growth 
in government spending, and 
consequently public sector 
employment growth will become 
more limited in order to move 
the budget into surplus and wind 
back Government debt. This 
could impact on employment 
growth, and ultimately migration 
and population growth. Price rises 
are subsequently forecast to be 
more moderate over 2010/11 and 
2011/12, with rises of 3% and 4% 
respectively forecast despite the 
economy beginning to improve 
and gathering momentum over this 
period.

Over the three years to June 2012, 
Canberra’s median house price is 

forecast to increase to $515,000, 
reflecting a total of increase of 
12%.
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Chart 10: Canberra dwellings, prices and activity
Source: Australian Bureau of Statistics, BIS Shrapnel & Real Estate Institute of Australia
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 House price Canberra ($’000)
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“Price rises are subsequently 
forecast to be more moderate over 
2010/11 and 2011/12, with rises of 
3% and 4% respectively.”



Darwin

Darwin has been the only capital 
to show consistent—albeit 
limited—quarterly growth in the 
median house price through 2008 
and into the first half of calendar 
2009. It appears that the local 
economy has not been as affected 
as the other resource–based 
centres of Perth and Northern 
Queensland, with defence and 
public administration employment 
also holding up well. In addition, 
the local economy is driven more 
by the oil and gas sector, which 
has not suffered the weakness 
in prices that developed for bulk 
commodities such as iron ore and 
coal. 

Together with the deficiency in 
dwelling stock, a turnaround in 
affordability after interest rates were 
cut and expanded incentives to 
first home buyers, lending activity 
has performed better than the 
national average, and accelerated 
in June quarter 2009. In fact, 
Darwin’s official median house price 
increased by a massive 19% to 
$537,100 just in the June quarter.

However, it appears that the June 
median is overstated, particularly 
after the median for March quarter 
2009 was revised downwards from 
$455,000 to $451,500. Due to the 
small size of the Darwin market, 
it is likely that a brief change in 
the composition of sales (such as 
an increased proportion of higher 
value sales due to sales on a new 
release, for example) caused the 
spike in the median, and price 
growth should revert back to trend 
in September quarter 2009. Based 

on other price measures such as 
that of the Australian Bureau of 
Statistics, price growth in 2008/09 
was around 12%, and is reflected 
by a median of $475,000 at June 
2009, which is used in this report.

In the 2009/10 Territory budget, 
key priorities received a total 
of $1.3 billion for infrastructure 
investment, particularly in housing, 
roads, schools and community. 
Combined with the Territory 
Government funding, the Federal 
Government will also be putting in 
significant amounts over the three 
years to 2011/12 in areas such 
as port expansions, health and 
defence projects.

Darwin is emerging as a major 
supply and service centre for the 
oil and gas industry. Currently, 
significant work is being done 
on developing a supply base, 
which will include the necessary 
infrastructure and facilities to supply 
off–shore operations. Nevertheless, 
there is a brief gap between current 
expansion projects, most of which 
are expected to be completed 
in 2009, and the next round of 
major investment, in planning to 
commence in 2012. In the mean 
time, the sharp drop in commodity 
prices, as well as more difficult 
access to finance, has delayed 
the commencement of some 
expansion projects that might have 
otherwise proceeded.

As a result, growth in the Northern 
Territory economy is expected 
to weaken over the forecast 
period, although remains above 
the national average. Dwelling 
construction is anticipated to 

contribute strongly to growth, 
particularly over 2009/10, 
with some 24% increase in 
commencements.

The rental market is also expected 
to remain tight and Darwin house 
price growth is expected to 
continue. However, with more 
softness in local economic 
conditions, the rate of house price 
growth is forecast to ease over 
the forecast period, from 6% in 
2009/10, to 5% in both 2010/11 
and in 2011/12. By June 2012, the 
median house price is forecast to 
be $555,000, representing three 
year growth of 17%, or an average 
of 5% per annum.

6. capital city overviews and price forecasts (cont.)
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Chart 11: Darwin dwellings, prices and activity
Source: Australian Bureau of Statistics, BIS Shrapnel & Real Estate Institute of Australia
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  Forecast

“...growth in the Northern Territory 
economy is expected to weaken 
over the forecast period, although 
remains above the national 
average.”
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