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THE 2018 PROPERTY MARKET
8 issues that will determine the year ahead

Forecasting the performance of the Sydney property
market in 2018 is anyone’s guess. Depending on
what you believe, boom/bust or somewhere in
between, you are sure to find an analyst that agrees.
The issue with making a forecast is one tends to be
prone to confirmation bias.
‘A confirmation bias is a type of cognitive bias
that involves favouring information which confirms
previously existing beliefs or biases’ as defined by
one source.
The key to accurately reading any market is to
understand the dynamics that move the respective
markets and watch the play rather than look for
commentary that is in sync with your personal
bias. We have outlined 8 issues that are sure to
be influential to the fortunes of the 2018 property
market.
1. APRA – was the dominant influence on the 2017
market and could well be again in 2018. APRA
have the power to influence the retail banks
lending standards and they used this influence in
the strongest manner to stop a 5 year boom. Will
APRA leave regulation as is, tighten further or
relax? Whichever way they go it has ramifications
for the property market and a definitive signpost
for market watchers.
2. Economy & Employment – The property boom
stopped due to APRA’s regulation. Below that,
interest rates stayed at record lows and the
economy in NSW powered along. Unemployment
is near all-time lows. Despite what is being
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2 Loftus St Leichhardt sold after 26 days on market with over
30 parties inspecting the home during the campaign.
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BRAND NEW APARTMENT MARKET
SET TO BE TESTED
The brand new apartment market is set to be tested
in 2018 as a number of factors combine. Those that
have bought off the plan in the past few years may
find the re-sale more challenging than the sales
brochure predicted.
Unlike Brisbane and Melbourne, Sydney apartment
prices performed well in comparison to houses
during the boom. This was a major difference
between Sydney’s boom and other markets around
the country.

Combined with the normal surge in new year listings
and unsold campaigns from 2017 being relisted, the
apartment market is looking at a supply shock in the
very near future. The flood of foreign buyers in brand
new developments could turn into a deluge of foreign
sellers in 2018 and 2019.

Thousands of high-rise apartments across Sydney
are due for completion in 2018 and 2019. Many were
sold to foreign investors who are now looking to resell before settlement due in large part to an inability
to gain finance.

“Thousands of high-rise apartments
across Sydney are due for
completion in 2018 and 2019. Many
were sold to foreign investors who
are now looking to re-sell before
settlement due in large part to an
inability to gain finance”

To add insult to injury, many foreign investors paid
prices that were at a premium to the established
market. They did so because, under Foreign
Investment Review Board rules, foreign investors
are forbidden from purchasing established dwellings
and can only purchase a brand new dwelling. This
created a price bubble in the off-plan market that is
set to pop.

Real estate agents advertisements are another clue
as to the angst being felt by vendors. ‘Urgent sale,
offer invited’ and ‘Price reduced to $695,000 for
quick sale’ are actual quotes being utilised by many
agents marketing campaigns at present. This type of
desperation has not been seen in Sydney real estate
prices for a very long time.
Across the broader market, seasonal listing levels
are up creating further pressure on apartment sales.
The Federal Government’s May Budget stipulated
that developers must only sell 50% of their stock to
foreign investors. This means developers suddenly
need to find thousands of local buyers for apartments
coming up for completion in the next few years. This
comes at a point in the cycle where apartments for
sale outnumber buyers in the marketplace.
This forthcoming supply shock of apartments won’t
impact all markets equally. Certain suburbs and
locations are more prone to the supply shock than
underdeveloped locations. The bank’s blacklist of
suburbs offers a fairly good insight into locations their
research deem at risk.

The flood of foreign buyers in brand new developments could
turn into a deluge of foreign sellers in 2018 and 2019.

If the supply shock does create downward
pressure on apartment prices, first home buyers
and opportunistic investors look set to benefit.
The broader economy is looking healthy which will
insulate the property market from the price falls that
apartments may experience.

Houses close to the city seem to be the best bet in 2018 and expensive new apartments in suburbia seem to be the highest risk.
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quoted by some, record low interest rates with
a strong economy is not the stuff of ‘housing
crashes’. The GFC and subsequent meltdown
in US house prices was caused by irresponsible
mortgage lending, a deteriorating economy and
rising unemployment. The Sydney housing
market is not facing any of those challenges.
3. Sentiment & Confidence – As the boom faded,
the doomsayers voices grew louder. The end of
the boom does not mean the start of a crash –
although some segments of the market will feel
pain. Unlike the pragmatism of the commercial
market, residential real estate is very emotional
and sentiment based. Confidence in the property
market was clearly dented in the second half of
2017. How confident home buyers are about
the short term future of the market will be a
determining factor on where prices head.
4. Apartments – foreign buyers may be replaced
by foreign sellers in the ‘off plan segment of the
market’. The Chinese Government’s attempt
to stop capital out flows to foreign countries
means there are many investors looking to resell their off plan apartment before settlement.
Value is sure to emerge in some larger scale
developments. How much do prices need to
drop before first home buyers and opportunistic
investors decide to jump in? Houses close to
the city seem to be the best bet in 2018 and
expensive brand new apartments in suburbia
seem to be the highest risk.
5. Investors & Rents – Return on investment
has been dropping and looks set to continue
to decline into 2018. The additional supply
of dwellings into the market has seen rents
stagnate as prices rose dramatically in the past
5 years. Low yields and high house prices could

see many landlords decide to sell up and cash
in on their investment. A healthy property market
requires investors to create demand. Negative
gearing benefits were pared back in the May
2017 Federal Budget. Losing taxation benefits
in combination with low and falling yields may
see investors sit it out in 2018.
6. Global shock – North Korea conflict, stock
market crash, severe economic downturn in
China or global credit squeeze are all examples
of the sort of issues that could change everything
in an instant. A lot of good news is priced into
markets, one major global shock could change
everything.
7. Interest rates – For the first time in a longtime,
interest rates do not seem to be a dominating
factor in the market. Rightly or wrongly the
view is the RBA will stay lower for longer when
it comes to rates. Some even suggest that the
next move for rates could be down if households
struggle with debt levels.
8. Supply and days on market – when clearance
rates drop, the stock levels swell. In a very short
time frame, days on market begins to blow out.
The market works in the exact reverse when
clearance rates are high. Number of listings
versus sales in each month gives a fair indication
of whether a market is turning over nicely. These
are leading indicators that will let you know the
market is performing away from blunt indicators
such as ‘Sydney’s median house price’ or version
of.
For 6 years in a row, from 2012 until 2017, the
Sydney property market finished the calendar year
higher on December 31 than it started on January 1.
This is a phenomenal performance and sets up an
intriguing 2018. The lesson in the market’s amazing
run is that there can be price corrections within larger
cycles. A long-term and short term view is always
advisable when buying and selling.

ADVERTISING THE HOUSE OR
WALKING INTO A WEB
More advertising equals more buyers. It’s a
compelling sales pitch to any home seller but does
it stack up against reality.
Australia has the highest advertising rates in the
world for property sellers. The reason is Australian
agents have convinced their clients to pay upfront for
the advertising. This sales model of ‘vendor’s risk,
agent’s reward’ is fairly unique to Australia.
If the advertising vendors are paying for offered
value for money, then the rewards are equal to the
risk. What is overlooked in the equation is the same
amount of buyers will enquire about a property if the
vendors spend $3000 or $10,000. If you can attract
the same crowd for $3000, why spend more?

“Before signing up for the
$10,000 campaign, ask
yourself what percentage of
the $10,000 is promoting your
property versus the agent/
agency”.

The easiest money to spend is someone else’s.
Before signing up for the $10,000 campaign, ask
yourself what percentage of the $10,000 is promoting
your property versus the agent/agency.
In a softening market, agents are keen for sellers to
invest large amounts of money upfront in advertising.
The reason is not so much to attract more buyers
but to build commitment in the vendor to ‘meet the
market’. Understandably, the more a vendor has
invested in upfront costs to run the campaign, the
keener they are for resolution.
Unwittingly, vendors find themselves more motivated
to get a sale on auction day. The advertising monies
meant to attract dozens of bidders is now being used
against the vendor as leverage to drop the reserve
price. It is at that point that many vendors realise
they have walked into a web and tangled themselves
up.
The key to staying untangled is to pay agents
‘success fees’ rather than ‘upfront fees’. The risk
then rests with the agent who has to produce the
right result rather than the owner chasing their
advertising dollars down the drain.

HARRIS PARTNERS RECENT SALES
94 Hay Street, Leichhardt
7/40 Arthur Street, Balmain

$1,240,000
$672,500

2 Loftus Street, Leichhardt

$1,200,000

223 Balmain Road, Lilyfield

$1,330,000

21 Perrett Street, Rozelle

Confidential

10 Ganora Street, Gladesville

Confidential

49 Moodie Street, Rozelle

Confidential

2/2 Meriton Street, Gladesville

$810,000

1 Hancock Street, Rozelle

Confidential

61/75a Ross Street, Glebe

Confidential

