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THE CHANGEOVER PRICE
The key to trading in the current market

Whether house prices in the market are rising or
falling, the crucial price when buying or selling real
estate is your changeover price.
To avoid a hole in your budget, ascertain the total
transaction costs for both buying and selling, that is,
the difference between your likely selling price and
proposed purchase price. To get a true and accurate
number, you need to then add stamp duty, selling
costs and necessary home improvements (on both
your existing or new home).
The total of all these costs is your changeover price.
This is the amount you will need to put into the
transaction, whether in cash or borrowings.

Many people mistakenly focus exclusively on their
selling price – when it is the changeover price that
will ultimately determine the success of trading in
the market.
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HOW’S THE MARKET?
A review of the first half of 2018

Welcome to the June edition of the Real Estate
Report.
Sydney’s property boom ended more than 12 months
ago now. The May 2017 Federal Budget contained
many measures that stopped the rampant price
growth in its tracks. Whilst on an individual level
this was painful, from a sustainable perspective,
it was necessary. Quite simply, house prices were
overpriced.
There has been a modest single-digit correction
in prices (the exact amount varies from analyst to
analyst). One of the very best indicators of market
movements is when a house sells and then re-sells.
We have now seen a few examples of properties
that were bought at the height of the boom recently
re-sell. The resale price seems to be down between
5 and 9%.
Vendors that do adjust their price expectations to
meet current market levels are surprised to see
competitive bidding still occur. It is crucial to accept
that prices have simply moderated. Buyer demand
is still quite high, while enquiries and inspection
numbers are not too far below what was recorded
during the boom.
Sydney’s population pressure continues to support
dwelling prices. Freestanding houses close to the
CBD seem to be performing well and it appears
demand is meeting, if not exceeding, supply in this

segment of the market. Buyers are educated on the
current challenges in the market and are therefore
price sensitive.
Finance remains an ongoing challenge. It was
interesting to see ANZ recently reduce their interestonly rate in order to win back market share. This
is one of the more aggressive moves by the major
banks in recent times.

Very simply, it doesn’t matter if you sell high in a
good market because you will also buy high in that
same market and vice versa. As property prices
in Sydney moderate, many are finding it an easier
market to trade in. Whilst their selling price is not
quite at boom-time levels, on the buying side, there
is an increase in stock levels and prices are showing
a bit more value.
Market conditions are most relevant if you are either
buying or selling once or if you buy and sell in totally
different locations. For example, if you relocated from
a strong market to a weak market or vice versa the
market conditions are not like for like.

Falling prices and flat rental returns are likely to see
investors stay out of the Sydney market for the time
being, representing an opportunity for first home
buyers. First home buyers could find themselves with
some of the best buying opportunities since the GFC
in the next 12 months.

Not everyone wins when the market is rising and not
everyone loses when the market is falling.

Louis Christopher of SQM Research and myself
recently recorded a Talking Property segment
discussing the ‘State of the Market’. You can watch
the segment on www.harrispartners.com.au.
Best wishes,
Peter O’Malley and the team at Harris Partners
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The key to buying and selling at present is to trade
intelligently as opposed to setting a record sales
price. Pride can be a seller’s greatest enemy in a
falling market.

The rental market continues to remain flat. Landlords
are struggling to achieve growth as properties
become available for re-letting. Vacancy rates
have edged up from 1.7 to 2.3% according to SQM
Research.
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Up-graders
Up-graders are winners when the market is falling.
However, if they focus too intently on how much their
existing property has fallen in value, they may miss
the opportunity to upgrade in a flat market.
The reason up-graders are the ultimate winners in a
falling market is that the property they are purchasing
has also dropped in value more than the property
they are selling.
If you are selling a $1 million home to buy a
$1.5 million home, a 10% drop in the market means
your existing $1 million home drops by $100,000.
However, the home you are purchasing has also
dropped by 10% or $150,000. Therefore you are
$50,000 better off.
It is also important to note that most real estate
transaction costs are based on a percentage
formula, that is, sales commissions, stamp duty,
and mortgage insurance. A 10% drop in the market
can also result in a 10% drop in transaction costs
which means you save when purchasing the more
expensive home.
In a strong market, there are fewer sellers than
buyers. When the market drops, it does so because
there are more sellers than buyers. People who have
sold first in a falling market also find more stock on
the market than they expected.

Down-graders
People looking to unlock the equity in their home can
come out of a falling market worse off for the same
reasons up-graders benefit. If you are down-grading
to capitalise on the value of your home, the stronger
the market the better off you will be.
Baby boomers are the most likely segment of the
market to want to downgrade over the next decade.
The question now facing those people hoping to
realise their investment in their home is whether
they should sell now or wait for a rebound in prices.
Many boomers primary residence doubles as their
superannuation. A sharp drop in house prices would
be an extremely painful blow for many retirement
plans. It is confronting point, but one that should be
considered.
Sydney property prices rose by about 70% between
2012 and 2017. From 2017 to 2018, prices have
come off somewhere between 5 and 8%. Therefore,
the majority of the market is still enjoying phenomenal
gains on their property over the past 6 years.
Investors
Buy and hold investors work on one of two strategies:
income or capital growth. Before purchasing, it is
crucial to clearly establish your objective. Are you
chasing a certain percentage return? Or are you
investing purely for capital growth?
In recent times, capital growth has been the major
focus for investors. When the market tightens, the
attention often shifts towards rental income. This is
the case for both new investors entering the market
and existing investors looking to maximise their
returns.
Investors are well advised to remember that property
is a long-term trade. It was only in the debt-fuelled
boom that suddenly property investment became
profitable in 12-month trades.
Quite often the best value can be found when the
market is falling. Every property sells well when the
market is rising but unrenovated properties or those
with flaws tend to underperform in a weak market.
When auction clearance rates are low, properties
requiring work often get overlooked in favour of
renovated dwellings. This creates an excellent
buying opportunity for renovators and developers
who have been squeezed out by emotional home
buyers in stronger markets to emerge.
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3 ISSUES IN THE CURRENT
PROPERTY MARKET
1. Underquoting
Sellers are now falling victim to underquoting.
During the boom, many buyers were caught out by
underquoting. A typical example is where the agent
suggests a price guide of $900,000 to the buyers when the vendor’s reserve price is $1,000,000.
An excessive number of buyers are attracted to the
auction in the hope of buying a $1,000,000 property
for around $900,000. Buoyant market conditions
push the price well past the seller’s reserve giving
the agent the perfect excuse as to why the price
guide was exceeded by such a significant amount.
Now as the market cools, many auctions are failing
to attract multiple bidders. Agents who continue to
promote properties below the vendor’s reserve price,
assuring their client that competition will push the
price up on auction day, risk a calamity. When the
desired buyer competition fails to materialise, the
seller is left stranded on auction day as they publicly
pass in for a previously unimagined low price.

3. Rental market
As new high-rise developments reach completion
across Sydney, the rental pool is experiencing a
huge increase in dwellings, causing rental prices to
drop. Given rental prices are dropping and property
prices are near historical highs, incoming investors
are sitting on the sidelines.
Tenants are finding affordable dwellings close to
the CBD for the first time in years. This affordable
living was one of the State Governments objectives
in creating so much residential construction across
the city.
Sydney is now well past the undersupply issues of
recent years. It would be wrong to say that Sydney
is now oversupplied but there has been a definite
rebalancing.

The underquote tactic to attract buyers has backfired
to the seller’s detriment.
Solution – vendors are well advised to avoid using
a low price as bait to attract buyers. Only allow the
agent to promote a price you are willing to accept.
2. Foreign buyers becoming foreign sellers
Foreign buyers pushed the demand for residential
construction in Sydney and Melbourne. They also
played a pivotal role in driving prices up. Many
foreign buyers of recent years are struggling to
settle their property purchase and are looking to
exit their investment. Finance challenges, lack of
confidence in the investment and poor rental returns
have suddenly seen the much feared foreign buyer
of recent times becoming the foreign seller.
An excess of foreign investors looking to exit the
market could cause a major price correction –
particularly in off the plan re-sales.

As new high-rise developments in Sydney reach completion,
the rental pool is increasing causing rental prices to drop.

