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Rates On Hold: What It Means For the
Property Market

Locking at the events of the last few weeks, and probably cne which delivered no surprises was
the decision by the RBA 1o keep interest rates unchanged. In my epinion, this is likely to have
minimal impact on the residential property market. Interest rates are likely to remain low and
stable for some time which is great news for property owners.

The decision highlights that the cycle of interast rate cuts is approaching the bottom and more
borrowers will probably be looking at fixing their new housing finance commitments rather than
opting for a variable rate.

With consumer canfidence remaining at historically low levels and the national economy
remaining in the doldrums we can’t write-off further interest rate falls at this stage.

Despite the fact that rates have remained on hold, the average mortgage rate of 5.75 per cent
(or 5.15 per cent at the discounted rate) hasn’t been this low since 1968. Such low rates have
improved housing affordability dramatically.

The RBA would have factored into their decision the fact that house prices around Australia
have stabilised, with the latest results from the RP Data-Rismark Home Value Index showing
that the price falls of 2008 have been virtually cancelled out by growth in housing values over the
first four menths of the year.

Looking at the findings in detalil, for the million plus property investors in Australia the combined
April 09 RP Data-Rismark International National Home Value Indices brought good news that
home values rose by a healthy 2.8 per cent over the first four months of the year.

The findings also indicate that thers is a definite divide in the market with the top end
experiencing a lacklustre performance and plenty of heavy price discounting. However at the
bottom of the market it's a different story where we're seeing that the first-home owners boost
coupled with low interest rates have created a surge in buyer demand.

A look at what's been happening in the rental market shows that the jump in rents over the past
two years has provided the best gross rental yields investors have seen for a long time.

However, we are now seeing growth rates for weekly rents start to level due to decreasing rental
affordability which is causing many renters to consider buying a home instead of renting.

Gross rental yields are likely to peak over the coming months as rents plateau and house prices
rise, suggesting that now is probably the best time for investors to roll up their sleeves and
become active.

A breakdown of houses and units shows that units are continuing to outperform houses where
over the first four months of 2009 values increased by 3.3 per cent while house values increased
by 2.7 per cent.
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