HOUSING AFFORDABILITY
SMASHED BY RBA




Agenda

* How to value property

e Latest affordability data / macroeconomics
« Effect of rising interest rates

* Buying vs renting

* Property vs shares



Housing drivers - short term

LXK

3.80
3.60
3.40
3.20
3.00
280
2.60
240
220
200
1.80

Implied Yield

1.60
1.40
1.20
1.00
0.80
0.60
0.40
0.20
0.00

m Implied Yield

ASX 30 Day Interbank Cash Rate Futures Implied Yield Curve

As at market close on 13" July 2022

RBA Official Cash Rate

l

Jul-22 [Aug-22 [Sep

1.225 | 1.720 | 2. 035 2.375 |

Oct-22 Nov 22| Dec-22

Jan-23 [Feb- 23 Mar- 23 | Apr-23 | May 23 Jun- 23 Jul-23 Aug 23|Sep-23 Oct-23 | Nov 23]
3.065 | 3.265 4‘ 3.390 | 3.425 | 3.435 | 3.425 | 3.410 473385 ] 3.360 | 3.330 __33107

2.770 | 2.995

This document provides general information and is indicative only. It is not investment advice and readers should seek their own professional advice in assessing the effect of the information in
their circumstances. ASX Limited and its related corporations accept no responsibility for errors or omissions, including negligence, or for any damage loss or claim arising from reliance on the
information. Futures and options trading involves the potential for both profits and losses and only licensed brokers and advisors can advise on this risk.



Housing drivers - short term

Change in Mortgage Payments over 1 year

A 30%+ increase in morkgage
Paymenks over da yedr makches
the fastest increase ever.
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Housing drivers - short term

The bust only needed
credit £0 pull back.

Effecto

The Boom \The Bust Pre-COVID
2019-2020 2020-2021

2012-2017 2018

Demand Factors
Credit Availability

Price of Credit AA B -
Employment A A A
Population Growth AA & A
Foreign Buyers AA v v
Tax Incentives A - -
Money Laundering AA AA AA
Supply Factors
Restrictive Plannin¢ a 4 &
Under/over supply A v v
Structural Change - - -
The boom had

everything going
for ik

ydney / Melbourne House Prices
COVID Post-COVID

AAA
AAA
v
yvyy
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AA
A

AY
AAY

2022+
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AA

AY
AAY

RisiNg inkerest
rakes £o trump
other fackors?

Slowing due to APRA changes, but far from restrictive
RBA raising interest rates at a record speed

Wage growth improving, but from record lows.
Reopening borders, but speed/takeup unknown
Chinese buyers likely to be discouraged

Government support maintained

No changes. Austrac recently highlighted continued issues

No significant change to planning process
Large amount of building in progress, developers collapsing
More desire for houses vs units, more for regional vs city



Housing market valuation - long term

* Mortgage Payments to Rent
 Mortgage Payments to Wages
* Property Prices to Wages

*Rental Yield



Housing market - stock vs flow

« Each year Australia builds 100,000-200,000 dwellings
*There are about 11m houses

*11% are unoccupied

«2.6 people per occupied dwelling

* Absorb 350,000 new dwellings? 2.64 to 2.55

* Another 150,000 new dwellings? Change unoccupied from
10.5% to 11.4%.




Latest Stats

Property Valuation Ratios

SydiMelb expensive, Affordability Investment Returns

even dccounking for Mortgage Mortgage  Property Price Net Rental
higher rents + wages. Payment/ Payment/Full /Full Time Gross Yield Less
Rent ime Wa Wage Rental Yield Interest Rate

Sydney 15.6 2.8% -2.9%
-4l Melbourng 11.2 3.0% -2.7%
§ Brisbane 9.3 4.2% -1.9%
== Adelaide 126% 49% 9.0 4.3% -1.7%
Perth 105% 33% 6.1 5.2% -1.2%
Sydney 154% 45% 8.2 3.5% -2.3%
2 Melbourne 130% 33% 6.0 4.2% -1.8%
= Brisbane 100% 27% 49 5.5% -1.0%
Adelaide 97% 25% 4.5 5.6% -0.8%

Perth 92% 19% 3.5 9.9% -0.6%



Latest Stats

3 month Change in Valuation Ratios

Green = becoming cheaper, Red = more expensive

3 affordability measures Affordability Investment Returns

Smashed by rising inkerest Mortgage Mortgage  Property Price Net Rental
rakes, the okher 2 improved Payment/ Payment/Full /Full Time Gross Yield Less
’ P Rent Time Wage Wage Rental Yield Interest Rate

Sydney
Melbourne
Brisbane
Adelaide
Perth
Sydney
Melbourne
Brisbane
Adelaide
Perth




Latest Stats

Cheap or Expensive: Current vs Historical Values

Current Value as a Percentile. 1% = Cheap, 100% = Expensive

House affordability

: Mortgage Mortgage  Property Price Net Rental
expensive everywhere Payment/ Payment/Full /Full Time Gross Yield Less

except pPerth. } Rent Time Wage Wage Rental Yield Interest Rate
4 Sydn

35%
Melbourne 41%
Brisbane = 44%
Adelaide 36%
Perth 28%
Sydney 28%

Melbourne | il

56% |
63% 28%
sa% [0 %
Hope of 5aving a Absolute renkal rekurn
de 05“.', or P09|n9 very Poor, relakive £o
Uniks affordable vs off khe loan, has mortgage rakes they look
history oukside of rarely been lower. better. For now...
SydiMelb. ' 4 y



Macro background

Macro factors

Rapid increases in rakes
seem sek Lo conkinue

r\ﬁo’r’tgage Rate

Is inflakion transient or
here L0 skay?

Historical Inflation 2-3%

Mortgage Rates: 16th p

Inflation: 67th percentile



Macro background

"%

‘3"A Nominal Wage Growth i
gr vo‘\omma_ N e Scraping the bokkom
TR 0.2%

\ ot BN L o
5‘_/’I\ > = 23 3yr Avg Real Wage Growthe w -
’_MM -0 7:':

Big bounce in rents -
:“ ,\ can thak be suskained?
! ™

s Nommal Rent Growth

I
M\/ Historical Real Rent Gro./th‘

5.8%

0.5%

NominaliWagelGrowthahistipercentile

Nominal Ren Gro h: 72nd




Specific Markets

Brisbane House: Affordability Measures

Mortgage Payment / Median Wage

51%

Brisbane houses from
cheapish to expensive ina

year

131%

Mortgage Payment / Rent

9.3x

Property Price / Median Wage

' BMortgage/Wages: 95th percentile

jre——
EWVIGFESEEY Rent: 84th percentile

7 W Price/Wages: 100th percentile

Brisbane Units: Affordability Measures

Mortgage Payment / Median Wage

Brisbane uniks skill look
historically affordable.

Mortgage Payment / Rent

Property Price / Median Wage

27%

4.9x

2nd percentile

B

ntile



Specific Markets

Perth House: Affordability Measures
| Mortgage Payment / Medjan Wage

TDer{-.h affordabilicy goes
from betker than average
last month £o0 worse.

Y,

105%

Mortgage Payment / Rent

Property Price / Medi

Wage 6.1

"

s: 73rd percentile

l

Rent: 58th percentile
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Perth Units: Affordability Measures

Mortgage Payment / Median Wage

Perth uniks skill very affordable
VS history.

Mortgage Payment / Rent

Property Price / Median Wage

19%

92%

Mx

: _,./N Deposit/ repayment

afforability is even OK

o

T

¥

rcentile

tile

¢ IPHES/WSgEsTs3rd percentile



Specific Markets

Sydney House: Affordability Measures Sydney Units: Affordability Measures

| Mortgage Payment / Median Wage s = 88 Mortgage Payment / Median Wage T

’ Unies are slightly % -

expenive vs wages. 19 EMORESEE/WaEESETHIPE centile
e ]

as% =

'!

The cost of a morkgage vs

the median wage or renk is
higher than ever. 2 Bue very expensive

relative Lo rents.

»154%
" mworgege /R o4th perceniS
120 ii—
|

Mortgage Payment / Rent

Mortgage Payment / Rent 207%

Property Price / Median Wage

WMM WPHEE/Wagesigsth percentile

Property Price / Median Wage 6%

The merest hine
of respice.




Scenario: Sydney House for $1m, $200k deposit, 4% interest rates

Effect of Rising Interest Rates

You have forecast a Mortgage Payment / Rent of 170%. The charts below show how your forecast will affect the other ways that investors value property

Mortgage Payment / Rent Gross Rental Yield Property Price / Full Time Wage Mortgage Payment / Full Time

Wage
— History = Forecast — History = Forecast - History —— Forecast
- History = Forecast
W - V/\I\/\/\\ =
1985 1995 2005 2015 2025 1985 1995 2005 2015 2025 1985 1995 2005 2015 2025

1985 1995 2005 2015 2025

The main economic assumptions that have been used in the mdoel are shown below:

Inflation Rate Real Wage Growth

— History = Forecast — History = Forecast

M J -

1950 1965 1980 1995 2010 - 2002 2008 20174 2020

Real Rent Growth

- History = Forecast

1985 1995 2005 2015

Mortgage Variable Rate

- History = Forecast

1960 1975 1990 2005 2020



EffeCt OF RiSi ng I n te rESt Ra tes Scenario: Sydney House for $1m, $200k deposit. 4.5% interest rates

Sydney House | $1,000,000 Value | $200,000 Deposit

Cumulative Gain or loss from investment Gains and Losses over ten years

AFTER 5 YEARS

_ Property

Property if no debt

— e

Investment Rent Received Interest Cost Exit Costs
Entry Casts Property Costs Change n Property Value Nel Return

AFTER 10 YEARS DEBT CONTRIBUTION

Property will return -$218,601 (® Property will return -$189,236 By having debt you would be $234,731

worse off ()



EffeCt OF RiSi ng I n te reSt Ra tes Scenario: Sydney House for $1m, $200k deposit, 7% interest rates

You have forecast a Mortgage Payment / Rent of 170%. The charts below show how your forecast will affect the other ways that investors value property

Mortgage Payment / Rent Gross Rental Yield Property Price / Full Time Wage Mortgage Payment / Full Time
Wage
- History —— Forecast = History = Forecast - History —— Forecast
— History = Forecast
W "‘.\&w " W\/‘\’A\’\ "\\r_“ W'\\,_
1985 1995 2005 2015 2025 1985 1995 2005 2015 2025 1985 1995 2005 2015 2025

1985 1995 2005 2015 2025



EffeCt OF RiSi ng I n te rESt Ra tes Scenario: Sydney House for $1m, $200k deposit, 7% interest rates

Sydney House | $1,000,000 Value | $200,000 Deposit

Cumulative Gain or loss from investment Gains and Losses over ten years

Property if no debt

k. P - -

Investment Rent Recewved Inlerest Cost Exit Costs

Entry Casts Property Costs Change in Property Value Nel Return
AFTER 5 YEARS AFTER 10 YEARS DEBT CONTRIBUTION
Property will return -$495,509 (®© Property will return -$673,525 ® By having debt you would be $673,265

worse off ()



Viewer question of the week:

Which will give - interest rates or house prices?

Drop your answers in the comments



Investment Implications

*Rent growth vs interest rates vs house prices
* Disbelieve interest rates? Buy bonds, buy international

*Believe interest rates? Sell anything to do with housing.
Hedge your international holdings



*To see the full monthly property report go to

https://nucleuswealth.com/articles/australian-property-ma
rket-update/

« To use the property calculator please go to

https://nucleuswealth.com/property-calculator



https://nucleuswealth.com/articles/australian-property-market-update/
https://nucleuswealth.com/articles/australian-property-market-update/
https://nucleuswealth.com/property-calculator

More from Nucleus Wealth:

Content: Nucleuswealth.com/content

Find us on all major (and minor) podcast platforms:

Listen on

Google Podcasts

Listen on

Apple Podcasts

Have a guest or topic suggestion for the

show?

Leave a comment on YouTube

Social media:

Facebook.com/nucleuswealth

Linkedin.com/company/nucleuswealth

Instagram.com/nucleus_wealth

Twitter.com/nucleuswealth



https://www.facebook.com/NucleusWealth/
http://linkedin.com/company/nucleuswealth
http://instagram.com/nucleus_wealth
http://twitter.com/nucleuswealth

