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INTRODUCTION

SCOPE

This report represents an update on our research released 22 June 2016. It takes into account
the changes in the housing market since 2016 as well as the current state of play and forward
measures.
The total value of Australian housing is approximately 6.8 Trillion Dollars. It is a significant
component of the Australian economy, its wealth and its social fabric.
SQM Research has not been commissioned by any entity for this report, however it does receive
fees as part of its normal day to day activities from various entities who may have made a public
view on the subject.

Scope
The scope of this research note is to cover the potential price, rent and turnover impact of the
Labor Party’s Negative Gearing policy initially released February 2016.
For this release SQM Research has:
•

Expanded international comparisons of developed countries where Negative Gearing is
allowed verses countries where there is no such tax concession or the tax concession is limited.
Relative CGT and Land Tax of each country has also been taken into account.

•

Assessed the actual grossed up benefit (expressed as a yield) to investors on various marginal
rates of tax.

•

Gone into depth what actually happened between 1985 to 1987, when Negative Gearing
was last repealed

•

Researched the potential decline in dwelling commencements and property transaction
turnover and the ramifications for the real estate industry.

•

Assessed the future rental and prices scenario for the first three financial years post
Implementation of the policy.

•

Assessed the risk to investors of purchasing new properties post the implementation of the
policy.

Labor’s Proposal
Labor will reform Negative Gearing and the capital gains tax discount to ensure that our tax system
is fair, sustainable and targets jobs and growth.

Negative Gearing
Labor will limit Negative Gearing to new housing from a yet-to-be-determined date after the next
election. All investments made before this date will not be affected by this change and will be fully
grandfathered.
This will mean that taxpayers will continue to be able to deduct net rental losses against their wage
income, providing the losses come from newly constructed housing.
From a yet-to-be-determined date after the next election losses from new investments in shares
and existing properties can still be used to offset investment income tax liabilities. These losses can
also continue to be carried forward to offset the final capital gain on the investment.
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Capital Gains Tax
Labor will halve the capital gains discount for all assets purchased after a yet-to-be-determined
date after the next election. This will reduce the capital gains tax discount for assets that are
held longer than 12 months from the current 50 per cent to 25 per cent.
All investments made before this date will not be affected by this change and will be fully
grandfathered.
This policy change will also not affect investments made by superannuation funds. The CGT
discount will not change for small business assets. This will ensure that no small businesses are
worse off under these changes.

This report has been prepared by SQM Research Pty Ltd (ACN 122 592 036) (AFSL 421913) (SQM).
© SQM Research 2019
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Key Findings
Dwelling Prices to Fall
Given the forecast of initial negligible rental
growth, SQM Research forecasts an additional
correction in the housing market of between 4%
to 8% over a three year period (2020 to 2022) with
most of the falls occurring in years one and two. This
assumes an interest rate cut of 50 basis points by early
January 2020.

Yields to Rise
International comparisons as well as historical
precedents indicate that acquisition rental yields are
likely to rise between 0.85% and 1.2% (85-120 basis
points) over a two to three year period post the implementation of the new policy. If interest rates are cut
by 50 basis points, the rise in yields will be smaller at
between 60 and 95 basis points.

Rents to rise 7-12% over 2020 to 2022
Rental changes are initially likely to be
negligible due in part to a current oversupply in
Sydney and some other cities. However, there
may be an acceleration from year 2021 due to an
expected sharp fall in dwelling completions. Brisbane
and Perth are forecasted to record the largest rises.

Housing Construction and completions will
fall further
Housing construction and completions will fall
over and above the existing declines that have
occurred. SQM Research forecasts the total fall in
housing construction activity will amount to a 25%
to 30% decline from 2019 levels. Given the existing
falls in construction and the anticipated peak in
infrastructure spend in 2021 this could have a large
impact on GDP and employment in the economy.

The Adjustment Period to Last For
Approximately Three Years
The total adjustment in the market housing
market is forecasted to last for approximately three
years, with most of the adjustment phase occurring
within two years. Thereafter the market would likely
return to equilibrium, having ‘priced-in’ the loss of the
tax concessions.

Sales Turnover and Stamp Duty Revenue to
Fall
Property sales turnover is predicted to fall by
another 12 to 15% with most of the declines in sales
to occur in the first year (FY2021). This would result
in a fall in state Stamp Duty revenue of approximately
$2.3 billion.

Off-the-plan Investors at Risk
Investors seeking to benefit from the new
concession by buying new properties / Off-theplan developments are exposed to a substantial
risk of their property being valued below
purchase price, especially if the buyer is seeking to sell
their investment within the first three years.

Increased interest in “build to rent” schemes
SQM Research believes that there will be an increase
in demand from superannuation fund managers into
residential dwelling via the “build- to-rent schemes
once yields adjust.
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Key Findings
2020 - 2022 Dwelling Price Forecasts
2019
Existing Forecasts

2020-2022
Scenario 1

2020-2022
Scenario 2

2020 -2022
Scenario 3

City / Region

Published
November 2018

• Cash rate cuts 50bp in
late 2019, early 2020.
• Rental Yields rise
between 60 to 95 bp
• Labor Government
(May 2019)
• Negative Gearing
changed 1 July 2020

• No Cash rate change
• Rental yields rise
between 85 to 120 bp
• Labor Government
(May 2019)
• Negative Gearing
changed 1 July 2020
• CGT Increased

• 50 bp rate cut
• Negative Gearing
stays
• Stable economy

Perth

-1% to +3%

+3% to +10%

-4% to +2%

+9% to +17%

Brisbane

-2% to +2%

-3% to +2%

-7% to +1%

+7% to +13%

Darwin

-8% to -4%

-5% to +5%

-9% to -3%

0% to +9%

Melbourne

-9% to -6%

-13% to -8%

-16% to -8%

+8% to +14%

Sydney

-9% to -6%

-12% to -7%

-14% to -9%

+8% to +14%

Adelaide

-1% to +3%

-2% to +2%

-2% to +2%

+9% to +16%

Hobart

+5% to +9%

-5% to +3%

-8% to -1%

+11% to +19%

Canberra

+2% to +5%

-7% to -1%

-10% to -3%

+9% to +14%

Capital City Average
(weighted)

-6% to -3%

-8% to -4%

-12% to -5%

+8% to +14%

Source: SQM Research

2020 - 2022 Dwelling Rents Forecasts
City / Region

2019 Forecast

• 2020 – 2022
• Scenario 1
• Total % change

• 2020 -2022
• Scenario 2
• Total % change

• 2020 – 2022
• Scenario 3
• Total % change

Perth

+3% to +5%

+11% to +17%

+12% to +20%

+8% to +13%

Brisbane

+3% to +4%

+12% to +19%

+13 to +22%

+8% to +13%

Darwin

-10% to -6%

-7% to +4%

-1% to +4%

-9% to +2%

Melbourne

+0% to +2%

+7% to +13%

+9% to +15%

+4% to +10%

Sydney

-6% to -3%

+3% to +8%

+3% to +10%

-2% to +5%

Adelaide

+3% to +5%

+9% to +14%

+9% to +15%

+5% to +9%

Hobart

+5% to +8%

+3% to 9%

0% to +10%

-2% to +7%

Canberra

+5% to +9%

+3% to +9%

+4% to +10%

0% to +6%

Capital City Average
(weighted)

-1% to +1%

+7% to +12%

+8 to +15%

+3% to +9%

Source: SQM Research
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The Scenarios
Scenario 1 - Negative Gearing cut 1 July
2020 and interest rates cut by 50 basis
point
In our first scenario, The Reserve Bank of Australia
cuts interest rates starting from late 2019 by half a
percent (50bp). Negative Gearing is changed and
CGT increases are passed and enacted on 1 July 2020.
We take the view there would be an overall gross
yield increase of some 65 basis points after taking into
account the rate cut; 25 basis points of which is passed
on. Prices would still considerably fall in Sydney and
Melbourne but other cities would be less affected.

Scenario 3 – No Negative Gearing change
and 50 basis point rate cut
This scenario assumes either the Labor Party defers
the tax changes or the Liberal Government wins the
2019 Federal Election. This assumes therefore, a likely
recovery in the housing market as confidence returns
due to a rate cut, no Negative Gearing change and
no Capital Gains Tax increases. Bank lending is less
restrictive.

There is a likelihood the housing market could rally
post the interest rate cuts and leading into 1 July 2020
as investors take advantage of grandfathering. The
earlier the rate cuts, the greater the likelihood of a
rally. Most of the price falls would happen over later
2020 and 2021 with a potential market bottom in
2022.
Rents in Sydney and Melbourne do not lift initially
on the back of some existing oversupply of rental
stock. But that stock is quickly absorbed in 2021/2022
leading to an acceleration in rents.

Scenario 2 – No Interest Rate cut
In this scenario, the market takes the full brunt of
the Negative Gearing change and CGT lift. Prices fall
sharply with a minimal pick up in demand prior to
passing of the bill (assumed 1 July 2020).
Average capital city gross rental yields lift by 85 to
120 basis points with the yield increase being shared
between price falls and rent increases.
With prices falling sharply over 2020/21, housing
commencements fall greater than scenario one
therefore creating a larger shortage of housing
relative to underlying demand in 2021/2022.
Scenario 2 assumes no recession but there would have
to be serious questions on the state of the economy.
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What Really Happened Between 1985 to 1987
Rents did rise over and above CPI increases in the majority of capital cities.
+40.0%

% Change in National CPI & City CPI Rent Index (Jun-1985 to Sep-1987)

+35.0%

33.5%
31.4%

+30.0%

+25.0%

23.9%

22.9%

22.0%

20.6%

19.6%

+20.0%

+15.0%

13.6%
10.4%

+10.0%

+5.0%

+0.0%

Australia CPI

SYD rent

MEL rent

BRI rent

ADE rent

PER rent

HOB rent

DAR rent

CAN rent

According the Australian Bureau of Statistics Consumer Price Index Table Sydney rents rose by 31.9%,
Melbourne rose by 22.9%. Perth rose the most by 33.5%. In all, five of the eight capital cities rose by more than
the CPI increases over the period Negative Gearing was repealed.
Additional evidence from the Real Estate Institute of Australia (REIA) suggests that rents for houses recorded
rampant increases over the period. The REIA records that rents for 3-bedroom houses in Sydney, rose by 43%
over the period June 1985 to September 1987.

% Change in CPI & Median House Rent (Jun-1985 to Sep-1987)
+50.0%
43.8%

+45.0%
+40.0%

34.8%

+35.0%
+30.0%
+25.0%
+20.0%

25.8%
20.6%
16.0%

+15.0%
+10.0%

7.0%

6.4%

+5.0%
+0.0%

Australia CPI

SYD rent

MEL rent

BRI rent

ADE rent

PER rent

CAN rent

Source: Real Estate Institute of Australia (REIA)
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What Really Happened Between 1985 to 1987
Housing Commencements Fell in all States
The average decline was 23.7%. The Northern Territory recorded the largest decline, falling by 47%. NSW fell
by 30.2%. Victoria fell by 29.9%. Queensland fell by 12.9%.
The large declines in commencements reduced new supply relative to underlying demand. This would have
directly attributed to the large rises in rents over the same period.
All charts below - source: ABS Cat 8752

Australia - Number of Dwelling Commencements
45,000
40,000

39,348

35,000
30,067

30,000
25,000

June Qtr 1985

20,000

September Qtr 1987

15,000

23.6% decrease from
Jun-1985 to Sep-1987

10,000
5,000
0

NSW - Number of Dwelling Commencements
12,000

11,264

10,000
7,864

8,000

June Qtr 1985

6,000

September Qtr 1987
4,000

30.2% decrease from
Jun-1985 to Sep-1987

2,000
0

VIC - Number of Dwelling Commencements
12000
10,206
10000
8000
6000

7,157

Jun-1985
Sep-1987

4000
2000

29.9% decrease from
Jun-1985 to Sep-1987

0
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What Really Happened Between 1985 to 1987
Rental Vacancy Rates were Mixed

National Average Annual Yields (%)

Some cities entering into the Negative Gearing period
were already showing some tightness in the market,
which became worse. This was the case in Sydney
where vacancy rates were just 1.1% in June 1985 and
deteriorated further to 0.8% in March 1987. Falling
vacancy rates contributed to the large acceleration in
rents over this time.
Other cities recorded steady vacancy rates, albeit,
favouring landlords as was the case with Melbourne
where vacancy rates ranged between 1.9% to
2.4%, which is, on the REIA’s measure below market
equilibrium of 3%.
Other cities recorded a sharp turnaround in vacancy
rates. In Brisbane, vacancy rates entered into the
Negative Gearing period at 3.7%, clearly favouring
tenants. By September 1987, Brisbane’s vacancy rates
fell to 2.2% and by March 1988 reached a low of just
0.7%.

Rental Yields Rose
Rental yields rose from 6.6% nationally to 7.7% at
its height, before falling again post the re-installation
of Negative Gearing. Lending rates also rose over this
time. However, as rents were also rising this offset
the yield differential between gross rental yields and
mortgage rates. What is unclear is whether, post
September 1987, rental yields fell due to the cuts by
the Reserve Bank of Australia post the 1987 Stock
market crash or in part due to the re-installation of
Negative Gearing. Certainly, while interest rates hit a
record high in 1989/1990 residential property yields
kept falling over this time.

Housing Finance Approvals Fell Sharply
In the months leading up to the abolishment of
Negative Gearing in July 1985, housing finance
approvals growth was relatively steady, averaging 1%
growth per month on average over a two year period
leading up to July 1985. Following the scrapping of
Negative Gearing, housing finance approvals recorded
sharp falls with an average monthly decline of 5% for
the three months following and an average monthly
decline of 4.3% for the six-months following.
When comparing housing finance on an annual
basis, the first 12 months following the abolishment
of Negative Gearing in 1985 saw a decline in housing
financial approvals of 18%.
Housing finance approvals peaked following the
introduction of Negative Gearing in September
1987. For the first year following the reintroduction,
housing finance approvals grew some 43%.
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What Really Happened Between 1985 to 1987
ABS Housing Finance Approvals
Negative Gearing was reintroduced in September
1987. The first quarter following the reintroduction
of Negative Gearing recorded dwelling sales rise by
52.3%. For the 12-months following reintroduction
of Negative Gearing, dwelling sales doubled in
comparison to the prior 12-months.

Sales Turnover Fell
In terms of sales turnover, SQM Research has used the
number of dwelling sales in Brisbane and has assessed
the period from 1982 to 1993. Unfortunately,
sales turnover statistics at the national level are not
available for this time period due to the poor
reporting standards at the time for most states.
Queensland is the only state that has complete sales
data for this time period which was available to SQM
Research.

Brisbane Dwelling Sales Turnover

When Negative Gearing was withdrawn by the Labor
Government in July 1985, the impact on dwelling sales
in Brisbane was significant. In the quarter following
the withdrawal in July 1985, dwelling sales decreased
by 19.1% and then by a further 7.5% in the quarter
following this (March 1986). This came after average
quarterly increases of 3.7% for the 12-months prior
to Negative Gearing being halted and 5.7% for the
24-months prior to Negative Gearing being halted.
Looking at dwelling sales on an annual basis, for the
12-month period following July 1985, dwelling sales
decreased by 15.3% compared to the 12-months
prior to Negative Gearing being withdrawn in July
1985. This compares to average annual increase in
dwelling sales of 9.7% for the period from 1982 to
2014.

Conclusion
There was an impact on the housing market
as a result of the repeal of Negative Gearing
between 1985 and 1987. This was reflected in a
sharp decline in commencements, a rise in rents
for the majority of capital cities over and above
CPI, a fall in sales turnover, a rise in rental yields
and a fall in housing finance approvals.
Some cities were already experiencing shortages
such as Sydney. However the tax changes aggravated
the shortage. Landlords immediately lifted rents in
markets where they already had the upper hand.

Source: SQM Research

Dwelling sales started showing signs of life in June
1986, almost a year after Negative Gearing was
scrapped. For the period from the June quarter 1986
through until the June quarter 1987, dwelling sales
grew by an average quarterly rate of 8.4%.

There were other contributing factors over the time.
Average home lending rates rose from 11.5% (June
1985) up to 15.5% (May 1986). Then were later cut
from September 1987.
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What Really Happened Between 1985 to 1987
This would have also been a contributing factor
in the decline of housing finance approvals and
commencements plus the rise in yields. However, this
alone can not explain the immediate acceleration
rents that happened in some cities such as Sydney.
We also note that gross rental yields fell post the
re-introduction of Negative Gearing even while
interest rates rose again over the course of 1988 to
1990; also a time when rental growth was slowing.
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Yields to Rise - International Comparisons
SQM Research has found that, after taking
into account the respective average lending
rate, rental acquisition yields are higher in
countries where there is no or limited Negative
Gearing tax concession verses those countries
where ‘full’ Negative Gearing is provided.
SQM Research has collated average gross rental yields
across a number of developed countries and at the
same time has compared this to the average interest
rates in the same countries. This data has been
referenced against the backdrop of whether the
countries in question have Negative Gearing available
to investors.
To consider the gap between the average gross yield
and average interest rate, SQM has calculated a yield
to interest rate ratio, expressed as a percentage.

yield to interest rate ratio of under 100%, meaning
the gross rental yield is less than the average home
lending rate.
Canada, is the only other country in the sample
above who are assumed to have Negative Gearing1.
The yield to interest ratio of Canada is higher than
Australia and New Zealand, at 109.8%, but this is well
below (with the exception of the United States) those
countries who have either no Negative Gearing
available, or have a highly limited Negative Gearing
regime.
Using the Table below, the average gross yield to
interest ratio of those countries with Negative Gearing
is recorded at 110.2% excluding Japan. This means
that the gross rental yield for these countries is on
average 10.2% higher than the average lending rate.

In Australia and New Zealand; both countries that
have Negative Gearing available to investors, have a
Country

Average Gross
Average
Yield
Lending Rate

Ratio (Gross
Yield to Avg
lending rate)

Interest
Deductions

Losses against
other income
(Negative Gearing)

Land Tax

CGT on
property

Australia

4.00%

4.57%

87.5%

Yes

Yes

Yes

Yes

Japan

2.70%

0.8%

337.5%

Yes

Yes

Yes

Yes

Malaysia

3.72%

4.35%

85.5%

Yes

Yes

Yes

Yes

New Zealand

3.50%

5.16%

67.8%

Yes

Yes

No

No

Indonesia

7.4p%

8.2p%

90.2%

Yes

Slightly Limited

Yes

Yes

Canada1

4.49%

4.10%

109.8%

Yes

Slightly Limited

Yes

Yes

United States

4.56%

4.14%

110.1%

Limited

Limited

Yes

Yes

France

2.79%

1.50%

186.0%

Yes

Highly Limited

Yes

Yes

Hong Kong

2.42%

2.80%

86.4%

Yes

Highly Limited

Yes

No

Sweden

4.50%

2.31%

194.8%

Yes

Highly Limited

No

Yes

United Kingdom

4.78%

2.29%

208.7%

Limited

No

No

Yes

Switzerland

3.08%

1.12%

275.0%

Yes

No

Yes

Yes

Netherlands

5.85%

2.00%

292.5%

No

No

No

No

Germany

3.58%

1.85%

193.5%

No

No

No

Yes, if held
<10 years

Singapore

3.20%

2.20%

145.5%

Yes

No

Yes

No

Brazil

4.36%

7.83%

55.68%

No

No

Yes

Yes

UAE

5.90%

4.00%

147.50%

No

No

No

No

Italy

3.92%

2.21%

177.4%

Yes

No

Yes

Yes, if held
<5 years

1. While Canada only allows cash deductions, losses can be deducted against a majority of income rather than limited to just property
income.
Source: SQM Research

Labor’s Negative Gearing Policy - A Market Update

11

Yields to Rise - International Comparisons
Using the Table (page 11), the average yield to
interest ratio of those countries without Negative
Gearing is recorded at 167%, excluding Netherlands.
This means that the gross rental yield for these countries is on average 67% greater than the average
lending rate.

Example - Impact on property Prices

Applying this ratio of 167% and multiplying this
against the current Australian gross rental yield of
4.0%, the expected impact of withdrawing Negative
Gearing in the Australian market, would, theoretically
suggest gross rental yields increase to 6.7%, a rise of
270 basis points.

Assuming that Negative Gearing in Australia is withdrawn, using the adjusted gross rental yield of 5.0%,
the property could see its value drop to $800,000.
This equates to a decrease in dwelling value of 20%.

However, assuming just those countries that have
limited to highly limited forms of Negative Gearing
(most similar to the Labor Party’s proposal) provides
an answer of 144%.

Using a theoretical example of an Australian home
worth $1,000,000 and the current gross rental yield
of 4.0%, an investor could expect gross income of
$40,000 per annum.

In reality what is more likely to actually happen is
an impact in terms of rental income and property
prices both adjusting, with a rise in rental income
likely to offset some of the dwelling prices falls and
being stretched over a period of time.

On this scenario the yield would rise to 44% or some
176 basis points.

Consideration of Land Tax and Capital Gains
Tax
Arguably, in countries that have higher rates of
land tax and/or capital gains tax, yields would be
expected to be higher in order to compensate
investors for the holding costs. There is some evidence
this is the case however the evidence is also somewhat mixed with some clear exceptions such as Hong
Kong and Brazil. However the trend can be seen in
France, Switzerland and Italy.
The closest comparison countries to Labor’s proposal
appear to be Canada, the UK, the US and France.
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Yields to Rise - Current Tax Benefit as a Yield
Estimated Value of Negative Gearing Expressed as a Yield
SQM Research has conducted an analysis to estimate
the value of Negative Gearing expressed as yield.
This analysis is based on the current national gross
rental yield of 4.0%. After taking into account all
costs excluding interest and depreciation, the current
estimated national net rental yield is calculated at
2.7%. This takes into account such costs as insurance,
rates, maintenance and other sundry costs related to
holding a property.

As Labor’s proposal change still allows losses
to be deducted against other asset income, it
is likely that some of those on the highest
marginal rate of tax will still receive the full
benefits of Negative Gearing.

To assess the cost of holding a property including
interest and depreciation, SQM Research has used
an average interest rate of 4.5% and an estimated
depreciation for a new dwelling of 2.0% per annum.
After taking into account these costs the net loss is
calculated at 3.5% of the value of the property. This
means that in effect this property is negatively geared.
The tax benefit of this Negative Gearing expressed as
a yield are as follows:
•

Marginal Tax Rate 21.0% - Negative Gearing
Impact expressed as Yield 0.74%

•

Marginal Tax Rate 34.5% - Negative Gearing
Impact expressed as Yield 1.2%

•

Marginal Tax Rate 39.0% - Negative Gearing
Impact expressed as Yield 1.37%

•

Marginal Tax Rate 49.0% - Negative Gearing
Impact expressed as Yield 1.71%

According to our analysis, the tax impact of
Negative Gearing at the lower end of the tax bracket
scale (21%) is 0.74% expressed as a yield, jumping to
1.7% at the top marginal tax bracket. Besides some
of the ethical issues this may raise with regard to
income/taxation equality, all brackets do receive a
benefit. Assuming a mid-point at 34.5%, the yield
implication suggests an overall average yield benefit
of 1.2%.
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Yields to Rise - Ramifications for Dwelling Prices
Capital City Forecasts

City / Region

2019
Existing Forecasts

2020-2022
Scenario 1

2020-2022
Scenario 2

2020 -2022
Scenario 3

Published
November 2018

• Cash rate cuts 50bp in
late 2019, early 2020.
• Rental Yields rise
between 60 to 95 bp
• Labor Government
(May 2019)
• Negative Gearing
changed 1 July 2020

• No Cash rate change
• Rental Yields rise
between 85 to 120 bp
• Labor Government (May
2019)
• Negative Gearing
changed 1 July 2020
• CGT Increased

• 50 bp rate cut
• Negative Gearing
stays
• Stable economy

Perth

-1% to +3%

+3% to +10%

-4% to +2%

+9% to +17%

Brisbane

-2% to +2%

-3% to +2%

-7% to +1%

+7% to +13%

Darwin

-8% to -4%

-5% to +5%

-9% to -3%

0% to +9%

Melbourne

-9% to -6%

-13% to -8%

-16% to -8%

+8% to +14%

Sydney

-9% to -6%

-12% to -7%

-14% to -9%

+8% to +14%

Adelaide

-1% to +3%

-2% to +2%

-2% to +2%

+9% to +16%

Hobart

+5% to +9%

-5% to +3%

-8% to -1%

+11% to +19%

Canberra

+2% to +5%

-7% to -1%

-10% to -3%

+9% to +14%

-8% to -4%

-12% to -5%

+8% to +14%

Capital City Average
-6% to -3%
(weighted)
Source: SQM Research

Ramification for Dwelling Prices
Given SQM’s rather benign rental growth for
rents over the next three years, much of the yield
adjustment will be reflected in a price correction.
Our forecast is as follows: The more positive
Scenario 1 takes into account a 50 basis point cut in
interest rates as a possible response by the RBA to
repel a more severe correction in the market.
Scenario 2 of the range assumes no rate change from
current levels by the RBA.

In response to such a negative market, it is possible
the RBA may cut the cash rate further, which may offset the required rental yield adjustment by potential
property investors.
We also believe it is possible that Labor may expand
first home owner concession grants.

SQM expects likely rising dwelling prices later in FY20
in the run up to a 1 July 2020 estimated start date,
as buyers will be active in the secondary (existing)
housing market in order to receive the ‘grandfathered’
tax concessions. We expect fewer sellers in the
market FY20 as many property owners will be
reluctant to sell away their tax concession. We also
expect fewer buyers in the market FY21 as investors
largely shy away from established property. This will
reduce selling pressure but at the same time, there
will be a large fall-off in sales turnover.
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Yields to Rise - Build-to-Rent Schemes
Yields rises likely to benefit Build-to-Rent
Schemes
Build-to-rent (BTR) involves the construction of
dwellings specifically for the rental market, rather
than the more traditional route in which developers
build dwellings to sell, either to owner occupiers or
investors.
Essentially, BTR is a long-term investment vehicle
with the developer either holding the building and
collecting the rental profit over a prolonged period, or
selling shares in the project to institutional or private
investors who collect the apportioned profit. This is a
model potentially suitable for superannuation funds,
both small and large.
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Rental Market - Current State of Play
SQM Vacancy Rates
Vacancy Rate
Feb 2018

Vacancy Rate
Jan 2019

Rent change 12 months
to 7-Mar-2019

Status

Sydney

2.3%

3.2%

-4.1%

Oversupply

Melbourne

1.4%

1.9%

3.2%

Stable

Brisbane

3.4%

2.7%

2.8%

Stable to looming undersupply

Adelaide

1.4%

1.1%

2.9%

Undersupply

Perth

4.1%

3.0%

3.4%

Soon to enter into undersupply

Canberra

0.8%

0.9%

3.6%

Undersupply moving to stable

Darwin

3.3%

3.8%

-10.3%

Massive oversupply

Hobart

0.5%

0.5%

2.9%

Undersupply

City

Source: SQM Research

SQM National Vacancy Rates - A market in Equilibrium

Source: SQM Research

The Australian rental market is currently mixed
with the two largest cities recording stable to some
oversupply conditions while most other cities are
recording an undersupply situation.
While Sydney is recording an oversupply situation,
current building approvals are down by over 30% and
the expectation is building approvals will slide further
down over the next 12 months to the point where
current underlying demand will exceed forward
supply. This sets up a situation where the current
surplus rental stock will start to be absorbed from
2020 and that the Sydney market will enter into
undersupply again from 2021. Negative Gearing
changes will likely aggravate this situation further.

Melbourne is currently in a state of equilibrium.
The expectation is vacancy rates will rise this year
given the current elevated dwelling completions.
However, just like Sydney, building approvals have
slumped with the current housing market downturn
and so the expectation is Melbourne will enter into an
undersupply situation from about late 2020.
With the exception of Darwin, most other cities are
in undersupply or looming undersupply over 2020.
This situation is not expected to change and with any
Negative Gearing change and will deteriorate thereby
creating upward pressure on rents over 2020 to 2023.
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Rental Market - Outlook
City / Region

2019 Forecast

• 2020 – 2022
• Scenario 1
• Total % change

• 2020 -2022
• Scenario 2
• Total % change

• 2020 – 2022
• Scenario 3
• Total % change

Perth

+3% to +5%

+11% to +17%

+12% to +20%

+8% to +13%

Brisbane

+3% to +4%

+12% to +19%

+13 to +22%

+8% to +13%

Darwin

-10% to -6%

-7% to +4%

-1% to +4%

-9% to +2%

Melbourne

+0% to +2%

+7% to +13%

+9% to +15%

+4% to +10%

Sydney

-6% to -3%

+3% to +8%

+3% to +10%

-2% to +5%

Adelaide

+3% to +5%

+9% to +14%

+9% to +15%

+5% to +9%

Hobart

+5% to +8%

+3% to 9%

0% to +10%

-2% to +7%

Canberra

+5% to +9%

+3% to +9%

+4% to +10%

0% to +6%

Capital City Average
(weighted)

-1% to +1%

+7% to +12%

+8 to +15%

+3% to +9%

In Sydney, where rents did accelerate over the 198587 period, the market was recording lower rental
vacancy rates and population growth was stronger
than the other cities. The drop off in completions that
occurred therefore, aggravated a mild undersupply
situation.

As previously noted, rents did rise in the majority of
capital cities after taking into account CPI. This was
predominantly due to the repeal of Negative Gearing
during the 1980s. There were variations in the change
of rents between each city with Sydney and Perth
recording the largest increases at the time. This was
predominantly due to each city being at different
points of a housing cycle at the announcement of the
repeal.

It should be noted there was a 24% decline in
dwelling completions over the period thereby
reducing the supply of new dwellings. Post
September 1987, there was a surge in completions.

We forecast a similar pattern if Negative Gearing were
to be changed next year based on where the market
is now. We believe it will be Perth and Brisbane that
will initially feel the pressure of higher rents.

In this cycle we believe Sydney will not experience
the rapid rises recorded back in the 1980s. This is
because the market is over-supplied, vacancy rates are
currently sitting at 3.2%. However, we may start to
see shortages in Sydney in 2021 and later 2022.

Source: ABS CAT 8731, SQM Research
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Rental Market - Outlook
For Melbourne the market is likely to see a rise
in rental vacancy rates this year to the point of
bringing the market back to evenly supplied. So the
expectation is rents will not initially rise in 2020/21
but like Sydney, the Melbourne rental market may
experience shortages towards the end of 2021.

to two years. Beyond that point, the picture is mixed.
The risk is that if building approvals (and subsequent
completions) fall and stay below underlying demand
as a result of a 2-3 year market downturn, there
will be shortage pressures over the medium term,
resulting in an acceleration in rents above and beyond
the CPI rate. By the same token, once the market
returns to equilibrium, completions would likely
recover thereby providing longer term relief to rents
as envisioned by Labor. However, this period starts to
move beyond what is possible to reasonably predict
with any accuracy.

The current outlook of elevated dwelling completions
expected for the next 12 months suggests a peak to
occur this year followed by significant declines over
the course of 2020. This is due to the existing rapid
declines in building approvals which are now off by
30% from the peak outlook for rental growth for up
SQM Research Forward Demand & Supply Estimates
Projected population ABS
3222.0 (Series A)

2017

2018

2019

2020

2021

2022

2023

24,600,777

25,029,253

25,478,136

25,936,500

26,402,046

26,873,947

27,349,900

428,476

448,883

458,364

465,546

471,901

475,953

Annual Increase
Annual % change

1.74%

1.79%

1.80%

1.79%

1.79%

1.77%

No. of new dwellings
required (@ 2.6 people per
dwelling)

164,798

172,647

176,294

179,056

181,500

183,059

Dwelling units completed

213,020

201,000

157,000

145,000

139,000

139,000

Dwelling units commenced

205,000

161,000

149,000

143,000

143,000

153,000

Building approvals

212,000

168,000

156,000

150,000

150,000

160,000

Increase/decrease

48,222

28,353

-19,294

-34,056

-42,500

-44,059

76,574

57,280

23,224

-19,276

-63,335

Accumulated

Estimated Dwellings Available for Occuptation
Renting

74,113

72,000

95,506

89,718

79,501

66,751

53,533

Owner occupation

167,665

218,000

294,574

275,280

241,224

198,724

154,665

Total

241,778

290,000

318,353

299,059

265,003

222,502

178,443

Underlying Demand verses Forward Supply
230,000

Underlying Demand verses Forward Supply

210,000
190,000
170,000
150,000
130,000
110,000
90,000
70,000
50,000

2018

2019
2020
No. of new dwellings required

2021
Dwellings completed

2022

2023

Source: ABS 3222 (Series A) Population estimates, 2016 Census, SQM Research Forward estimates of
Dwellngs required and supplied.
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Sales Turnover and Stamp Duty Revenues to Fall
Following from the evidence of falling sales turnover in the years 1985 to 1987, which occurred in part due to
the repeal of Negative Gearing as well as interest rate rises, SQM Research forecasts sales turnover to fall by
approximately 12% from 2019 levels. The falls will occur in the financial year 2021 assuming Negative Gearing is
changed. The estimate takes into account the falls in turnover that have already occurred plus a probable interest
rate cut of 50% creating a brief rally in the market in early 2020.
SQM Research Forecast - Stamp Duty Receipts
State
Victoria

Stamp Duty
2017/18
(Govt Actual/Est.)

2018/19

19/20

(SQM Est.)

(SQM Est.)

20/21 Est. inc. Negative
Gearing impact

12-month Negative
Gearing impact*

$5.8

$5.7

$5.0

$0.7b

$6.1b

NSW

$8.7b

$7.7

$7.5

$6.6

$0.9b

QLD

$3.1b

$2.9

$2.9

$0.4

$0.4b

SA

$0.8b

$0.8

$0.8

$0.7

$0.1b

WA

$1.4b

$1.4

$1.5

$1.3

$0.2b

TAS

$0.3b

$0.3

$0.3

$0.3

$0.0b

NT

$0.1b

$0.1

$0.1

$0.1

$0.0b

ACT

$0.3b

$0.3

$0.2

$0.2

$0.0b

TOTAL

$21.5b

$19.3

$19.2

$16.9

$2.3b

* based on an estimated 12% sales turnover decline

Impact on Stamp Duty
Any fall in dwelling sales generally has an impact on stamp duty collected by state governments. The
actual stamp duty on conveyancing collected by the Australian state and territories combined was $21.5 billion
for the 2017/18 financial year.
Thus, it can be inferred that the proposed change of Negative Gearing, which SQM estimates will translate to a
dwelling sales fall of 12% in the first year (2020/21) following, could in fact see state government and territories
lose some $2.3 billion in stamp duty revenues.
There are also further direct and indirect short term economic consequences such as job losses in the property
industry and sub sectors to the housing market that may happen, however such consequences are beyond the
scope of this report and SQM’s expertise.
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Reselling new properties back into the existing market
SQM Research believes there is a very high risk that,
based on Labor’s policy, investors purchasing new
property may experience losses on a resale in the first
three years of the property’s life.
The issue is that any secondary buyer will demand
some type of discount given that buyer would not be
entitled to receive Negative Gearing tax concessions
on the property. And subsequently, such a buyer may
demand a discount to offset the lack of concession.
In addition is the fact that developers may put an
additional premium (over and above what is already
there) on such properties given they will be in higher
demand than existing properties (due to the
concession).
While there is no solid data to prove this point, it is in
SQM experience that over the course of a cycle:
a)

Off-the-plan developments will be sold between
a 15-30% premium to the existing market.

b) 30% of off-the-plan developments will sell at a
loss to the initial purchase price if sold within the
first three years if the dwelling’s life.
A premium paid over and above the existing market
is often justified as one is effectively buying ‘new’ and
the best quality fixtures and fittings compared to the
existing market. However it is often difficult to value
what such a premium should be.
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Disclaimer
Although all reasonable care has been taken to ensure that the
information contained in this document is accurate, neither SQM
Research nor its respective officers, advisers or agents makes any
representation or warranty, express or implied as to the accuracy,
completeness, currency or reliability of such information or any
other information provided whether in writing or orally to any
recipient or its officers, advisers or agents.
SQM Research and its respective officers, advisers, or agents do not
accept:
•

any responsibility arising in any way for any errors in or omissions
from any information contained in this document or for any
lack of accuracy, completeness, currency or reliability of any
information made available to any recipient, its officers, advisers,
or agents; or

•

any liability for any direct or consequential loss, damage or injury
suffered or incurred by the recipient, or any other person as a
result of or arising out of that person placing any reliance on the
information or its accuracy, completeness, currency or reliability.

This document contains statements which reflect current views and
opinions of management and information which is current at the
time of its release but which may relate to intended or anticipated
future performance or activities. Such statements and financial
information provided have been estimated only and are based on
certain assumptions and management’s analysis of the information
available at the time this document was prepared and are subject to
risk and uncertainties given their anticipatory nature. Actual results
may differ materially from current indications due to the variety of
factors. Accordingly, nothing in the document is or should be relied
upon as a promise or representation as to the future or any event or
activity in the future and there is no representation, warranty or other
assurance that any projections or estimations will be realised.
By accepting the opportunity to review this document the recipient
of this information acknowledges:
•

that it will conduct its own investigation and analysis regarding
any information, representation or statement contained in this
or any other written or oral information made available to it and
will rely on its own inquiries and seek appropriate professional
advice in deciding whether to further investigate the business,
operations and assets of the business; and

•

to the extent that this document includes forecasts, qualitative
statements and associated commentary, including estimates in
relation to future or anticipated performance, no representation
is made that any forecast, statement or estimate will be
achieved or is accurate, and it is acknowledged that actual
future operations may vary significantly from the estimates
and forecasts and accordingly, all recipients will make their
own investigations and inquiries regarding all assumptions,
uncertainties and contingencies which may effect the future
operations of the business.

In providing this document, SQM Research reserves the right to
amend, replace or withdraw the document at any time. SQM
Research has no obligation to provide the recipient with any access
to additional information or to release the results of or update any
information or opinion contained in this document.
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