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The keys to a successful
sale in the current market…
In a rising market, the real estate agent does not
really need to sell the virtues of a property. The
market’s collective confidence takes care of that. The
agent simply facilitates the bidding process between
buyers and negotiates the highest price.
In some segments of the current market – supply
is higher than demand – more sellers than buyers.
Given the boom lasted for 5 years, there are many
agents in the industry that are dealing with this
equation for the first time in their real estate careers.
Sydney rarely drops in price during a downturn, it
tends to run flat for a sustained period – making for a
fairly benign correction or realignment back towards
fair value.
However, property prices are actually dropping in
parts of Sydney at present. Many vendors have
never expected, experienced or planned for such
market conditions.
The key to successful selling in the current market
requires three elements:
•
•
•

The right agent
The right sales process
The right price

The right agent:
The two worst criteria to select an agent on is the
value they assess your property at and/or the selling
fee they quote. Most people inadvertently select their
agent on one or both of these criteria; in a strong
or normal market, the downside to selecting a high
quoting agent or a cheap one is less likely to surface.

The right market price is
the price that comparable
properties are selling at.
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Successful selling in the
current market...
When there is one house and two or three interested
buyers, what can go wrong?
In the current market, when listings are equal to, if
not outnumbering genuine buyers, vendors need an
agent they trust, who is also a competent negotiator.
The right agent will not always be able to deliver
the vendor’s aspirational price point. The vendor’s
aspirational price may be above the best offer in the
current marketplace. An agent cannot be criticised
for this unless they have overquoted the likely sale
price to win the listing.

The right sales process:
Whether you believe in the public auction system or
not, the reality is that it is the wrong process for most
homes in this market. The withdrawal rate of auctions
before the big day is now running at over 20%. The
true auction clearance rate has been closer to 40%
than 50%, with talk of 60% clearance rates simply
being wishful thinking by agents. Of those auctions
that do sell, the majority are sold before or after the
auction by negotiation but counted as an auction
sale.
Statistically speaking, if your vision of auction day is
4 or 5 buyers ferociously bidding for your home, you
are likely to be left disappointed. Don’t mistake being
unable to sell at/by auction as being unable to sell.
There are many solid transactions occurring in the
marketplace. A lot is happening off-market too – with
some great prices being achieved.
The right sales process for the market environment
will deliver the best possible result. Vendors need
a collaborative mindset towards negotiating with
buyers. Many transactions come together on terms
more than price. Price is often overstated – not to be
mistaken with unimportant. A good agent knows that
a negotiation is far more likely to reach a harmonious
conclusion if the terms are agreeable – a weak
negotiator solely talks price and the discussions
between seller and buyer often break down.
The right price:

28 Phillip Street, Balmain received 106 enquiries and sold
for $2,040,000 after 18 days on market.

The right agent is able to deliver their client the best
possible price with the least stress and risk. It is
difficult to have a risk free and stress-free campaign
if your agent has talked you into a needlessly
expensive advertising campaign – promising above
market price.
The market price for many of Sydney’s property
markets has continued to decline throughout 2018.
Many agents have had to tell their clients midcampaign the price everyone was hoping to achieve
is now looking unlikely if not outright unattainable.
Vendors who have selected an agent they trust
and know to be competent will handle unwanted/
unexpected negative news better than those that
were lured by a lofty expected selling price.

There are some very fortunate vendors that are still
selling for boom-time prices. The right buyers and a
dash of luck conjure to produce an outstanding result.
In order to attract the right buyers, it is absolutely
crucial to quote the right market price – not to be
mistaken for a low underquoted price.
The right market price is not the price the property
could have sold for in 2017.
Unfortunately, 2017 is gone and it is not coming back.
The right market price is the price that comparable
properties are selling at (not listed for but selling at)
today/this week.
The right agent, the right sales process and the right
price greatly increase the chances of success in
the market. That is, a stress-free sale with the most
money net for your property in the shortest possible
time. If you get one of these three crucial ingredients
wrong, the campaign could and is likely to derail.
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Return to market value...
preferred path to rein in an overheated property
market. The reason it is a preferred path is people
don’t feel ‘poorer’ if their property holds in value –
even if inflation and negative gearing suggests this
is not correct in real terms.
The ‘wealth effect’ (see below) suggests consumers
will spend or save in the broader economy depending
on how confident they are about their finances. Given
our love of property in Australia, a flat real estate
market is better than a falling one for households and
the economy at large. Regulators will be watching
the economy for signs of consumer weakness.
The boom of 2002/2003 in Sydney realigned back to
normal through stagnant price performance between
2003 and 2010. There were years of growth and
years of price corrections in between, but there were
gyrations in the greater scheme.

3. A combination of both a price correction
and a period of stagnant prices
As an extreme example, properties in Japan were
worth less in 2006 than they were in 1986. Japanese
property prices boomed, then they fell and then they
flatlined for over 20 years.
If interest rates were to rise in Australia in a
meaningful way, Sydney and Melbourne could
see further price falls. Depending on who you ask,
interest rates are unlikely to rise in the short term.
There is also speculation that the next interest rate
move may be down not up.
After the July RBA meeting, AMP’s Dr Shane Oliver
said, “Ongoing home price falls in Sydney and
Melbourne will depress consumer spending as the
wealth effect goes in reverse”.
“It’s consistent with our view that the RBA will leave
rates on hold to 2020 at least”.
“Home price weakness is at levels where the RBA
started cutting rates in 2008 and 2011, so while it’s
not our base case we still can’t rule out the next
move in rates being a cut rather than a hike”, Dr
Oliver said.

The ‘Wealth Effect’
Changes in a consumer’s wealth cause changes
in the amounts and distribution of his or her
consumption. People typically spend more overall
when one of two things is true: when people actually
are richer, objectively, or when people perceive
themselves to be richer—for example, the assessed
value of their home increases, or a stock they own
goes up in price.
Demand for some goods (called inferior goods)
decreases with increasing wealth. For example,
consider consumption of cheap fast food versus
steak. As someone becomes wealthier, their demand
for cheap fast food is likely to decrease, and their
demand for more expensive steak may increase.
Consumption may be tied to relative wealth.
Particularly when supply is highly inelastic and one’s
ability to purchase a good may be highly related to
one’s relative wealth in the economy. Consider for
example the cost of real estate in a city with high

average wealth (for example New York or London),
in comparison to a city with a low average wealth.
Supply is fairly inelastic, so if a helicopter drop (or
gold rush) were to suddenly create large amounts
of wealth in the low wealth city, those who did not
receive this new wealth would rapidly find themselves
crowded out of such markets, and materially worse
off in terms of their ability to consume/purchase real
estate. In such situations, one cannot dismiss the
relative effect of wealth on demand and supply, and
cannot assume that these are static.
Economist Dean Baker says that “housing wealth
effect” is well-known and is a standard part of
economic theory and modeling, and that economists
expect households to consume based on their
wealth. He cites approvingly, research that estimates
that households increase their annual consumption
by 6 cents for every additional dollar of home equity.
Source: https://en.wikipedia.org/wiki/Wealth_effect

Three ways an overpriced
property market can
return to fair value
The Sydney housing market rose 70% in 5 years
(2012-2017) as wage growth barely cracked double
figures in the same period. Therefore, Sydney
property was either grossly under-priced in 2012 or
it went past fair value at some stage in the past 5
years.
As we all know, the trigger for the price action in
property was the mortgage rates that dropped from
7.54% in November 2011 to 4.95% in December
2016.
Every boom ends, and every down turn ends
(markets have peaks & valleys). The market boomed
on the back of cheap money and was brought to heel
by lending restrictions from June 2017 onwards. Both
cheap money and a manufactured credit squeeze
are short term distortions that will ultimately be over
ridden by market fundamentals.
An overpriced property market will usually return to
a normal market trend in one of three ways.
1. Price correction
The best recent example of this was America in
2008. The market was pumped up on massive

amounts of easy money between 2002 and 2008.
Borrowers ultimately buckled under the weight of
repayments. Unlike Australia, the U.S has nonrecourse lending. Borrowers can and did send the
keys back to the bank and gave up. The bank can
take the house but not chase the borrower for the
short fall. Non-recourse lending contributed to the
US price correction in 2008.
Canada has a similar economy to Australia. In
2016/2017 they introduced stringent regulation to
stop the inflow of residential buyers from China. Their
property market suffered an instant price correction
of 15%, highlighting how much the foreign funds
were inflating the prices.
2. Stagnant price over sustained period
If an overpriced housing market does not suffer a
price correction back to fair value, it’s likely to realign
over time through stagnant price growth. Essentially,
inflation takes care of the job of realigning prices back
to long term trends. This would be the regulators
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