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Tuesday 5 February 2013 Bank of Melbourne

House prices: Coming up for air

Today’s ABS house price figures show a recovery across most capital cities. The weighted
average of eight capital cities rose 1.6% in the quarter and 2.1% over the year. These increases
should lift consumer sentiment over the months ahead. The increases follow reductions in
interest rates, a pick-up in population growth and rising rents.

The quarterly increase was the largest since June 2010 and the annual increase across the eight
capital cities was the first since March 2011.
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House prices rose in all capital cities except Hobart during the December quarter 2012.
The rise follows a period of reductions in interest rates, rising rents and low vacancy
rates.

The quarterly results were not even across capital cities. Perth, Darwin, Sydney and
Canberra each saw house prices rise over 2.0% in the quarter. The Perth and Darwin
figures most likely reflect strong population growth and rising incomes as resources
activity impacts upon these cities. Growth over the quarter was more modest in
Melbourne, Brisbane and Adelaide.
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On an annual basis, Darwin continues to stand out with prices rising 10.1%. House prices
rose 5.6% over the year in Perth and were up 4.2% in Sydney. The annual price rise in
Brisbane was 0.7% and Canberra 0.3%. Hobart saw house prices decline 6.1% reflecting
the weakness of the Tasmanian economy. Prices over the year also fell in Adelaide but
only by 0.4%.

On an annual basis, house prices rose across Australia for the first time since March
2011. At their nadir in this cycle, capital city house prices fell 4.4% in the year to
December 2011. While Melbourne house prices fell 0.2% in the year to December, the
rate of decline is easing and by the March quarter 2013 could also move into positive
territory. A similar pattern is seen in Adelaide where the low of 4.5% occurred in the
December quarter 2011.

The rise in house prices appears to be attracting the interest of investors. In the year to
December, lending for investor housing was the most rapidly growing sector of credit,
rising 5.5%.

As the economic cycle turns, we expect further gains in house prices. The populations of
cities continue to rise and home building activity has been subdued. Interest rates are
close to historical lows and consumer sentiment has picked up. Incomes are up and jobs
continue to be created. All this should flow into the housing market over time.

Hans Kunnen, Chief Economist
Ph: 02-8254 8322
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