HARRIS PARTNERS

REAL ESTATE REPORT

ISSUE 155

THE LOVE TRIANGLE
How underquoting works and hurts

Auction campaigns are a meeting of buyers and sellers
who have conflicting motivations, which are exacerbated
by each side having been fed conflicting information.
The vendor puts their property to auction on the promise
of a high price. The buyers are attracted to the auction
by the low price guide. The agent knows they have work
to do on auction day to bring it all together.
To make a sale, the agent will probably need to get their
vendor down and the buyers up in price.
It’s a Love Triangle – three parties - buyer, seller and
agent - looking for happiness, with three different
objectives.
The vendor wants a high price. The buyer wants to
win the auction for the lowest possible price and the
agent wants to make a sale. When the smoke clears,
one of the parties in the Love Triangle will end up the
‘jilted lover’.
Buyers who are outbid by other genuine bidders are not
really victims of the Love Triangle. They have simply
been outbid. All is fair in love and war, right?!
If enough strong bidders enter the Love Triangle and
push the sale price over the advertised price guide,
the agent can attribute it to market forces. ‘The result
exceeded all expectations, how good are we?’ the agent
will exclaim.
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37 Gipps Street, Birchgrove sold after 8 days of being listed on
the open market. There were 78 enquiries and multiple bidders.

Then the agent will describe their delight to a property
journalist at the sale price exceeding the vendor’s
reserve price by $300,000. The only ‘news’ component
of this is, it is usually ‘news to the vendor’ that they
achieved $300,000 above their reserve price.
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THE APARTMENT MARKET
During the property boom of 2013-2017, the Sydney
apartment market rose in unison with the house dwelling
market. That may seem like a moot point to some. But
it’s worth noting this strength in Sydney apartments
was at odds with how Brisbane, Melbourne, the Gold
Coast and Perth apartment markets performed. In those
markets, apartments underperformed housing stock by
a significant amount.
Due to a number of factors, it is increasingly clear that
apartments in Sydney are now underperforming houses.
In fairness, there are exceptions to this emerging trend,
with quality built product and/or well located apartments
with views and lifestyle appeal, drawing interest from
baby boomers, who are downsizing from the family
home.

fall, which saw incoming investors avoid the property
market all together. In any given market, investors hold
approximately 30% to 40% of the stock and represent
at least 25% of the active buyer pool.
Additional dwelling supply is scheduled for completion
in late 2020 and 2021. This will add to the existing
oversupply and put downward pressure on rental prices.
High rise apartments in suburbia, where development
went crazy, are the most impacted segment of the
market and quality apartments in desirable locations,
where development was moderated, are performing
best.
Whilst there is and will continue to be pressure on

2020 has thrown a perfect storm of challenges and
issues at the apartment market.
The international borders being closed has caused a
drop in buyer demand at a time of moderate dwelling
oversupply across the city. The unemployment rate
rose during COVID-19, causing the rental market to

2020 has thrown a perfect storm of challenges
and issues at the apartment market.

apartment sales and rental values, opportunity is
emerging for first home buyers. The record low
mortgage rates, easing of credit conditions and certain
markets experiencing sharp price drops means many
first home buyers will be able to enter the property
market, if they want to.
The Core Logic data and similar research is only just
beginning to show a crack between the house and
apartment price performance. Some of the reasons for
this are new developments which sold off the plan preCOVID-19, tend to sell at a premium to the broader
market. The upper end of the apartment market is
performing better than the lower end and the banks
mortgage holiday has cushioned the blow.
Agents on the ground report the response between
houses and apartments has never been more stark.
If you are selling an apartment, accurate market
price factoring in the above issues is the key to
a good campaign. Whilst buyers can afford to be
patient in the search for the right property, keep in
mind, circumstances can change quickly. Once those
international borders open again, the Government is
likely to become very relaxed with immigration intake,
in order to create additional demand in the economy.
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price, if they need to. From an agent’s perspective, they
cannot really have too many bidders on auction day,
even if all of those bidders stop bidding below fair value

In a strong market or for very desirable properties,
this is how the Love Triangle plays out on auction day.
These stories of apparent success keep the auction
system alive.
If the market is slow or the property does not enjoy
strong buyer demand, the Love Triangle turns against
the vendors in favour of the buyer. The risk for vendors
in allowing the agent to advertise a very low price guide
is, that the buyer interest may not emerge to drive the
price to an acceptable level.
During spring, many vendors and agents have been
inadvertently caught out quoting a low price for the
respective property, in the expectation that it will attract
a multitude of buyers, who will bid the price higher.
When the crowd don’t turn up, the auction starts low
and stays low. The Love Triangle has turned against the
vendor. The agents and the buyers have an attitude of
‘if your property is really worth more, then where are
the bidders?’
The harsh reality is, the agent has damaged the value
of the vendor’s property. Rest assured, if your home
publicly passes in for a low price, you have little chance
of negotiating a higher price later.
The more bidders that bid, the more justification the
agent has to encourage their vendor to ‘meet the market’
– which is a pleasant way of saying drop the reserve

and/or the vendors reserve price. The crowd becomes
a justification of sorts for dropping the reserve price.
The chance of a sale remains high, whilst ever the
agent has genuine bidders on auction day.
Rest assured, the Love Triangle can turn on the agent
too. You you may ask how? A buyer who recently
attended an auction in Bondi explained it succinctly,
based on his first-hand experience. The subject property
he was interested in, had a price guide of $2.2 million
but the house passed in at the auction after a genuine
bid of $2.6 million, failed to meet the vendor’s reserve
price.
In these instances where the price exceeds the agent’s
price guide, yet stops below the vendor’s reserve, the
agent is left completely exposed and embarrassed. The
Love Triangle has turned on them. You can imagine
how upset the buyers and sellers are when everyone
realises they have been fooled. The buyers now know
the advertised guide was a ruse and the vendors have
been left badly exposed by following the agents advice
on price.
As Pat Benatar’s song cautioned, ‘Love is a Battlefield’
- and so is the real estate market.

The subject property had a price guide of $2.2 million but the house passed in at
A public auction that achieves a sale under the hammer will stall at the underbidders highest price.
the auction after a genuine bid of $2.6 million, failed to meet the vendor’s written reserve price.

TRICKS AGENTS USE TO CREATE
A ‘MOTIVATED VENDOR’
If you want above market price for your property,
agents have a number of tricks to bring you back into
line. Some of these tactics are subtle whilst others
are more transparent. Either way, when you know
what they are, you stand some chance of protecting
yourself. In fairness, some of the tricks outlined
below can also be advice that assists a vendor sell
their property, circumstances depending. Being able
to discern between professional advice and a selling
tactic designed to increase your motivation is the key
to making the right decision.
‘The market is going to crash, sell now’ – there
were times during 2020 year where the property market
looked particularly vulnerable. But agents predicting
imminent doom to the vendor at the point of bids being
made has been used well before 2020. Markets gyrate
and Sydney’s market has been particularly volatile since
2007 – where sharp rises have been punctuated by
sharp corrections. 2008, 2012, 2017-2019 were all
period of price decline. The market bounced out of all
these downturns though.
Pre-auction low offer – If you are expecting a
huge price on auction day, a low offer well below the
expected price often arises the week before the auction.
The agent does not expect the offer to be accepted, it’s
more a case of causing the vendor to second guess
their price expectations and be grateful when the price
exceeds the bargain hunters low ball offer.

day. Don’t let a reported clearance rate of 80% fool
you into a false sense of security. Many properties
are withdrawn and/or fail to sell at auction, so the
‘result’ conveniently goes missing and unreported.
Hire staging furniture – when the owner
hires designer furniture for 6 weeks, it creates
both an expense and a deadline for the vendor. If
a landlord selling their investment property moves
the tenant out, leases furniture and commits to a
$10,000 advertising campaign, they are committed
to the tune of $25,000 on day one of the campaign,
regardless of the result.
Upselling (needless) adver tising –
many agents are addicted to VPA – that stands
for Vendor Paid Advertising. Industry training
encourages agents that upfront VPA ensures
they get a committed vendor from the beginning
of the campaign. VPA comes in many forms. In the
past it was full page newspaper ads, then it was
real estate magazines & flyers and now the latest
craze is ‘premium package” internet campaigns.
If an agent really believes in these advertising
methods, ask the agent to carry the cost and risk
of the strategy. You may find the agent can quickly
deliver a buyer without either of you having to
commit to a massive upfront expenditure.

Move the tenants out – the more financially
committed the vendor is during the campaign, the
more likely they will accept the ‘highest bid on the day’.
Moving the tenants out in the name of an ‘improved
presentation’ also increases the vendor’s financial
exposure to the campaign. Hence the real motive
to encouraging landlords to move their tenants out.
Working with the existing tenants during the sales
campaign can often lead to a better net result for the
vendor.
Deadline – sellers are often encouraged to auction
as the deadline apparently pressures buyers to act. As
the deadline (auction) draws closer, the pressure of the
situation begins to shift from the buyers towards the
seller. The buyer can wait for the next property whilst
the owner is publicly on the chopping block on auction

Being able to discern between professional advice and
a selling tactic is the key to making the right decision.

