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AUCTION BUNNY!
READING THE “PLAY” WITH AUCTIONS

Auction bunnies are home-buyers duped into bidding
at an auction when they have no chance of being the
successful buyer. The auction bunny reaches their
maximum price at the auction before the price even
hits the seller’s reserve price. Since the market began
rising again in May 2019, there have been numerous
examples of this happening to buyers.
Not only do these poor bunnies often get their hearts
broken, they also lose thousands of dollars in ‘due
diligence expenses’ – such as building and pest reports,
valuations, strata reports and legal expenses.

the agent will say something like, “The sellers are keen
and will meet the market on the day. The market sets
the price.”
It beggars belief that business is done this way. It’s
heartbreaking to witness someone go through the bunny
process. It’s downright infuriating. But, welcome to the
auction system as practiced by thousands of agents.
The essence of the issue is underquoting. Think like a
real estate agent for one moment. ‘How do you have
an auction with only one buyer?’

Here’s what happens: An auction bunny asks the
auction agent, “How much will this property sell for?”
The agent gives the standard bunny-trap reply – they
quote a price around 10% to 15% below the seller’s
reserve price. For example, if the sellers want a million
dollars, the auction agent will say, “We’re expecting
bidding to start from around $850,000.”

Exactly, it’s impossible or downright embarrassing if
you try.

If the auction bunny pushes the agent, saying something
like, “Are you sure? Do you really think it will sell for
such a low price?”
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So, the agent needs multiple bidders on auction day to
fuel the process. The agent needs to get a few bunnies
along to the auction. How do you attract them? With an
underquoted price. Who wouldn’t want a bargain in a
strong market?

•
•
•
•

Auction bunny
2020 property market begins positively
Yields collapse
Recent sales

2020 PROPERTY MARKET

BEGINS POSITIVELY

Dear Readers
Welcome to the March 2020 edition of the Real Estate
Report.
The property market has commenced the year strongly,
taking off from where it finished last year. We have had
several sales in 2020 that exceeded recent comparable
sales evidence and vendor expectations. A townhouse
in Piper Street, Lilyfield received over 200 enquiries in
8 days and saw 5 buyers submit highly credible bids
before it sold for a record price.
Elsewhere, a terrace in Pyrmont Bridge Road,
Annandale sold for $105,000 above the reserve price as
excess buyer competition pushed the price up. Vendors
who went to market early in 2020 were handsomely
rewarded.
Over the summer, many new risks came to the surface
that are sure to test the market going forward. The
coronavirus is now the number one risk to the Australian
economy and possibly the property market. Chinese
students who cannot study in Australia and tourists
that don’t come declining broader activity threaten the
economy in the meantime.
Interestingly, our agency received an increasing
amount of buyer enquiry from Hong Kong buyers over
the summer. During January it was common to see
Hong Kong buyers make a quick visit to Sydney to
inspect several properties. As the concern about the
coronavirus took hold, we saw this activity wane though.
Once the virus is resolved, it will be interesting to see if
Sydney experiences an increase in demand from Hong
Kong buyers.

If it was not for the coronavirus, the devastation caused
by the bushfires over summer was enough cause for
concern in itself. The Government has a huge job in
managing the economy amid these black swan events.
The official cash rate is now near zero. Therefore,
interest rate cuts are not really going to be available to
the RBA to save the day as they were in the past.
The rental market continues to underperform and
disappoint landlords. Whilst falling and/or stagnant
price performance is unwelcome, accepting market
conditions and pricing accordingly is better than holding
out for an unachievable price. Vacancy & loss of rent
is like lost sleep, you cannot make it back up no matter
how hard you try. The key is to avoid vacancy periods
and wait for more favourable market conditions.
The current rental market is oversupplied as a result of
the excess development that took place between 2011
and 2017. The rate of development has declined in
recent years, meaning population growth should absorb
the oversupply and put upward pressure on rents again.
If the team at Harris Partners
can assist you with selling,
buying or leasing in 2020,
please call us anytime on
02 9818 2133 to arrange an
appointment.
Best wishes
Peter O’Malley &
The team at Harris Partners
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As agents say behind closed doors, “Quote em’ low
and watch em’ go, quote em’ high and watch em’ die.”
Protection Points:
As a genuine buyer, you must do your best to protect
yourself against the bunny tactic, rather than having to
complain about it later. When it comes to misleading
prices quoted by agents, believe nothing and check
everything. The agents are right on one point – the
market will ultimately set the price. If you are lured to an
auction by what seems a low price quote, be assured,
you won’t be the only buyer there on the day expecting
to purchase a bargain.
You and the other hopeful bidders will have been
hooked by ‘bait pricing’.
But, the more you inspect, research and follow the sales
results in your chosen area, the more knowledge you
acquire. And knowledge really is power. If your opinion
of value is higher than the agent’s quote, you have
probably stumbled on a bait price (underquote). At least
you now know before you waste time and money on
checks and searches.
A few years ago, the Office of Fair Trade introduced fairly
stringent measures to combat agents underquoting to
homebuyers. These measures have certainly improved
things for consumers, but they are by no means fool
proof. To ensure you are not the duped bunny on auction
day, avoid falling into the belief that the Office of Fair
Trade have stamped out underquoting. They haven’t.

Ask the competitor auction agents for their thoughts on
price. These agents will have a fair idea of true value.
Many times, other agents will tell you the truth about
their competitor’s properties; they’ve got nothing to lose
or gain. Be careful, though, some agents will run down
any property that is not with their agency. Thankfully, this
low rank tactic is fairly easily detected and you’ll rarely
be fooled by it. Look for objectivity and pragmatism in
the assessment.
Attend other auctions. Ensure you understand the bluff
and bullying tactics commonly used at auctions. Don’t
be frightened. Decide what the property is worth (to you)
and stay calm at the auction. Or, find a friend or relative
who can bid on your behalf.
Or you can make an offer before the auction. By law, all
agents must pass-on all offers to all owners.
Follow these simple yet powerful points and you’ll rarely
be an auction bunny. Good luck!
Outbid:
If the agent’s marketing price guide is accurate and
aligned with the vendor’s reserve price and comparable
sales, yet the final selling price exceeds the advertised
price range/guide, you have not been misled. You have
been outbid. This is important to differentiate between
being misled into bidding by the agent and/or being
outbid by another buyer in the market.
Given interest rates and stock levels are both at
historical lows, prices can exceed all expectations.

An auction bunny is the naïve buyer who reaches their maximum price before the auction
even hits the seller’s reserve price. The buyers are expended before the sellers are even ‘on the market’.

1/30 Alfred Street, Lilyfield sold for
$1,400,000 after only 6 days on the market.

YIELDS COLLAPSE
Property prices up, rents down

An unwanted side effect of the latest property boom
is the collapse in the yield on offer. Investors looking
for a decent percentage return on their cash in this
low interest rate environment, won’t find respite in the
property market.
Since mid 2019, property prices have shot up 15% in
many Sydney and Melbourne suburbs. At the same
time, oversupply in the apartment market is placing
downward pressure on asking rents across the board.
In combination, these two factors have driven average
gross yields down from approximately 4% to 3% and
even less in some cases.
Net yields (once costs such as land tax, maintenance,
agents fees & rates are deducted) are often 30% to
50% lower than gross yields, meaning the net return on
investment for landlords is between 2% & 3%.
As a typical example, 12 months ago a Glebe apartment
was worth $950,000 with a rental return of $780 per
week or $40,560 per annum. The gross return to an
investor at that time was 4.26%. In the current market,
the same apartment has a current weekly rental value
of $720 per week or $37,440 annually and market value
of $1,075,000. The gross return is now 3.5%. The net
return, which is the figure that really matters to the
landlord’s cashflow is around 2%.
Admittedly the situation is not so dire for landlords who
were in the market prior to the recent price spike. They

have enjoyed capital gains that comfortably outstrips
any softening in rental income.
The recent price rises have been driven by home buyers
more so than investors. For the few investors looking
to buy in the current market, their motives have shifted
from a hunt for yield to capital growth.
Some will rightly point out that interest rates have been
significantly reduced in the past 12 months making a
higher yield less important to an investor. Investors
coming into the Sydney and Melbourne markets are
really speculating on further gains in property values
rather than chasing quality yield.
An investor will always welcome capital growth,
but it does not improve their cash flow. This point is
highlighted each year to those landlords that receive
the dreaded land tax bill (a side-effect of increased
property prices) and need to pay it with diminishing
rental proceeds.
The dramatic price rise we have seen in the past 12
months has been driven by emotion of the homebuyer
rather than pragmatic investors. With low yields and
ever higher prices comes higher risk. Self-funded
retirees and those fortunate enough to be sitting on
cash lament the lack of yield in the established Sydney
and Melbourne markets. The reality is homebuyers
equipped with record low interest rates have priced
yield investors out, for the time being.

HARRIS PARTNERS RECENT SALES
1/30 Alfred Street, Lilyfield

$1,400,000

4/1 Blair Street, Gladesville

$710,000

56 Hawthorne Avenue, Chatswood West

Confidential

2/3 Wyuna Road, Point Piper

$980,000

121 Flood Street, Leichhardt

Confidential

7/51 Piper Street, Lilyfield

Confidential

58 Birchgrove Road, Balmain

Confidential

62 Pyrmont Bridge Road, Annandale

$1,455,000

24 North Street, Balmain

$2,365,000

1 Wisbeach Street, Balmain

$1,130,000

