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control of their life through education and the application of success habits. 
  

Issue 29 – Sep 2008 
 
A message from our Managing Director – John McAllister 
 
How fast is the tide of financial markets? 
There is no doubt that the world today is very different to that we experienced 12 months back. 
Like everyone else with raised anxiety levels, we continue to brace ourselves for what looms 
around the corner. But is it as bad as the information being transferred via TV or email would 
have us believe? 
The following table provides us with a useful comparison to our last recession:  

 Late 1980’s to early 
1990’s 

2008 

 
Interest Rates 

 
19% 

7% to 8% and falling! Investors will 
re-enter the market as capital moves 

from stocks to bricks & mortar 
Inflation 10%? 3.5% to 4.55% 
Economic Climate “A Recession we had to 

have” 
Good Growth – thanks to our 

natural resources / commodities 
 
Un-Employment 

 
High 

Low – with a national average of 
4.3% technically, we are still at full 

employment 
 
Property 

 
Over Supply 

Under Supply with rents continuing 
to escalate as population growth 

continues to place additional 
demand on this sector 

 
Even if we compare the current financial year statistics with that of the USA or Europe, we are 
still a lot better off. As consumers of information as well as goods and services, we need to step 
back and look logically at the situation. We need to be more analytical in the information we are 
being fed and decide whether it is healthy or the equivalent of junk food. Fear feeds on itself and 
whilst the world continues to jump at shadows, Australian consumers will listen to world news 
and events and apply the same information to their own back yard. Australians need to be 
grateful that Australia operates in a surplus, has its outstanding debts paid off and has a very 
successful regulatory system. 
Of late, staff at both Brisbane and Newcastle have been inundated with calls from frightened 
clients. Both teams deserve congratulations because their efforts to stop clients from crystallizing 
their losses worked very well and not one client pulled their money out. This is a fantastic effort. 
Our staff must be getting very practiced by now after 10 months of the same. On the flip side, 
it’s encouraging to note that our investors are taking heed of our advice and hopefully learning 
from past events. 
The latest interest rate cut of 1% is great news and will most likely be followed by .5% next 
month (November). This will give all of us some much needed relief and may be just what the 
market needs to steady up and begin to move in the right direction again. 
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It is important to remember that fear and greed are some of the dominant emotions associated 
with investments, especially the share market. Fear appears to have regained the upper hand. 
History has shown it is the patient investor who benefits from any upside that follows. 
Whether the glass is half empty or half full will be determined in many respects by our own 
capacity to adapt to changes. As stated earlier, the world has changed and we will change with it. 
For much of the negative spiral we find ourselves contemplating, there is also the other side of 
the coin where opportunities will be present – see attachment titled “The Roller Coaster of 
Investor Emotions”. 
Remember to hold your ground, this is what the most respected financial writers and 
commentators are saying over and over again, and they are presenting more than enough 
evidence to prove what they say is correct. 
In this issue we bring you a most recent article written by ANZ Chief Economist - Saul Eslake – 
titled “Australian House Prices Unlikely to Fall”. It paints a more realistic picture rather than the 
media hype dominated by events in the USA and Europe. 
Why there is unlikely to be a large across-the-board fall in Australian 
house prices as there has been in the United States… 
 
We encourage our readers to carefully review the article – see attachments. 
Happy Investing 
 

 
 
  
 
 
 
John McAllister  
Trustee for IGFP Unit Trust 
 

 

 

 

Would you like to know more on how to use the equity in your home to purchase an investment 
property and why such a strategy is an essential component of YOUR wealth creation plans? Now is 

the time to diversify and make that shift into property. 

For more information on Property Investment, 

contact Garry Lunn on 02 4962 5800. 

Your Trusted Financial Fitne$$ Coach 
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Economic Update 

       Australian house prices – unlikely to fall… 

 

Our Vision: 

For ANZ Economics and Markets 
Research to be the most 
respected, sought-after and 
commercially valued source of 
economics and markets research 
and information on Australia, New 
Zealand, the Pacific and Asia. 

Economics & 
Markets Research 

 
 

 

Why there is unlikely to be a large across-the-board fall 
in Australian house prices as there has been in the 
United States…  

A number of analysts have for some time been predicting that Australian 
house prices will drop substantially. For example Associate Professor Steve 
Keen of the University of Western Sydney suggests that house prices in 
Australia could drop by ‘as much as 40%’.1 Morgan Stanley’s Gerard Minack 
has been reported as forecasting that they could fall by 50%.2  
 
Not only do I hope these predictions will be proved wrong, I also think they 
will be. They (and others) are of course wholly correct in pointing out that 
Australian house prices are very high (relative to incomes), both by historical 
and international standards, and that Australians have accumulated a lot of 
debt (again relative to incomes) in the process of pushing house prices to 
where they are. And house prices have already fallen significantly in some 
other countries – notably the US and Britain - where both house prices and 
household debt have previously risen by similar proportions as they have in 
Australia.  
 
Despite these undeniable similarities, there are nonetheless some important 
differences between the Australian and American housing and mortgage 
markets.  
 
First, Australia does not have a physical excess supply of housing. America 
does, because unlike us, it actually built more new dwellings than it required 
to meet growth in underlying demand. In Australia, the reverse has 
happened: we haven’t built enough dwellings to meet underlying demand, 
which has been pushed up by rising levels of immigration. As a result, we 
actually have a significant backlog of unmet underlying demand for housing 
(as also indicated by the upward pressure on rents in recent years). 
Reflecting this, the IMF’s World Economic Outlook released last week 
specifically acknowledges that ‘if some country-specific factors are taken into 
account, the results [of a cross-country study of the extent to which house 
prices could be explained by ‘fundamentals’ by IMF researchers] do not 
produce evidence of a significant overvaluation of [Australian] house prices’.3  

 
Second, Australia does not have a huge supply of existing dwellings for sale 
at any price hanging over the market because of the huge increase in 
foreclosures that has been the primary source of downward pressure on 
American house prices. Mortgagees in possession will sell at any price 
because they don't want to keep the house, they want to get at least some of 
their money back as soon as possible. That is now happening on an 
unprecedented scale in America. But it isn't happening, and in my view is 
unlikely to happen, in Australia.  

                                               
1 As reported in Sunday Age, 12 October 2008, p. 5.  
2 On ABC-TV’s Lateline programme, 18 March 2008: see 
http://www.abc.net.au/lateline/content/2007/s2193467.htm  
3 IMF 2008, World Economic Outlook (Washington DC, October), p. 17, note 4).   
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Figure 1: Australia has a chronic shortage of housing 
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Source: ABA, ANZ 

 
One reason for that is that there has been far less imprudent lending here than in 
America. "Non-conforming" loans (the closest thing we have to sub-prime) represent 
around 1% of all mortgages outstanding in Australia, as against around 15% in the US; 
while “low-doc” and “no-doc” loans account for around another 7% in Australia 
compared with about 15-20% of American mortgages being "Alt-A" which is their 
equivalent of “low-doc” or “no-doc”.  
 
More generally, the Reserve Bank of Australia was one of the very few central banks 
which did not make the mistake (which the US Federal Reserve under Alan Greenspan in 
particular did make) of keeping interest rates too low for too long in the first half of the 
current decade, after the risk of recession and deflation in the aftermath of the bursting 
of the "tech bubble" had subsided. That's why proportionately far fewer Australians than 
Americans were enticed into taking out mortgages that they couldn't hope to be able to 
service when interest rates returned to more "normal" levels. 
 
Secondly, mortgage lending in America is typically "non-recourse": that is, in the event 
of default, the lender can take possession of, and sell, the property against which the 
mortgage is secured, but cannot make any claims against any other assets or income 
which the defaulting borrower may have.  
 
That means that when an American borrower finds him- or herself in a position where 
he or she can't (or even doesn't want to) keep up the repayments on a mortgage which 
may be worth more than the home, it can be quite rational for him or her to "walk 
away". Yes, he or she will have a bad credit rating, and may never be able to get a 
mortgage again: but many of the borrowers were in this position to begin with - that's 
why they got "sub-prime" mortgages in the first place.  
 
By contrast, in Australia the generally applicable legal position is that lenders can go 
after a defaulting borrower's other assets and income, if any, in order to make up any 
shortfall remaining when a foreclosure sale results in proceeds which are less than the 
outstanding debt. That, together with the generally greater social stigma which the 
Australian culture attaches to default, provides a powerful incentive to Australian home 
buyers to avoid default if possible.  
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Figure 2: US and Australian Housing market fundamentals 
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And that is one reason why default rates on Australian mortgages have remained vastly 
lower than on American ones - even though the interest rates which Australian 
borrowers have been paying have generally been somewhat higher than those paid by 
American (or British) homebuyers.  
 
Because there are proportionately far fewer dwellings in foreclosure, and thus “on the 
market” for whatever price someone is willing to pay for them, in Australia than in the 
US, there has been far less downward pressure on house prices here than in the US.  
 
And provided (and this is an important proviso), unemployment in Australia does not 
spike sharply higher (as it did in the early 90s) this is likely to remain the case - 
especially now that interest rates are falling, and falling a lot. If mortgage defaults rose 
only a little while interest rates were high and rising, provided unemployment remains 
low, why should mortgage defaults start rising when interest rates are falling?  
 
Here's the simple but critical point: house prices will only fall significantly if lots of 
owners have to sell them for whatever price that they can get.  
 
It is increasingly true that vendors are finding that they can't get the prices they would 
like. Sometimes they find that if they really do want to sell, they may have to settle for 
less than they had hoped. But the more common reaction, among the vast majority 
vendors who are not selling because they have to, is not to sell, and to remain in the 
property for longer.  
 
Turnover drops, perhaps sharply; real estate agents' incomes decline, and State 
governments experience shortfalls in revenue from stamp duty. But prices don't fall 
sharply across the board.  
 
There will of course be exceptions to this generalization. Here are three.  
 
First, in areas where non-traditional mortgage lenders (whose customers included a 
larger proportion of more marginal borrowers, and who in cases lent on higher loan-to-
valuation ratios, and who in general are much quicker than banks or building societies to 
foreclose in the event that a borrower falls behind in his or her mortgage repayments) 
had a larger market share than the national average, there are likely to be relatively 
more "forced sales", and house prices are more likely to decline in such areas. Western 
Sydney is the prime example.  
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Second, prices of premium properties in the most expensive suburbs of Australia's 
major cities could experience large declines. That's because prices of such properties are 
often determined by how much money a particular purchaser who desperately wants to 
live in a particular house or in one of those suburbs has access to and is willing to throw 
at it, rather than reflecting any objective assessment of its intrinsic value. There are 
clearly going to be fewer people in that position now, as a result of the global financial 
crisis. And some people who were in that position and who have also had large debts 
secured against share portfolios or their business interests may be forced sellers.  
 
Third, areas in which investors have been a particularly large share of the market may 
experience price falls if sufficient of them give up any hope of eventual capital gain or 
are unwilling or unable to sustain the negative cash flows associated with their 
investments (even with the tax subsidy provided by "negative gearing").  
 
But these are exceptions to the general rule. Provided, again, that unemployment 
remains low so that the overwhelming majority of home-buyers remain able to service 
their mortgages, there will not be the excess of forced sellers over willing buyers 
required by definition to produce a generalized fall in house prices.  
 
Of course, it may also be a long time before house prices start rising again.  
The key proviso in all of this is that unemployment doesn’t rise sharply, so that a large 
number of home borrowers don’t find themselves unable to keep up their mortgage 
repayments despite their wish to do so. I’m not suggesting that unemployment won’t 
rise at all: clearly, and unfortunately, it will, and by more than the Government forecast 
in this year’s Budget.  
 
However I would suggest there are two good reasons to believe that unemployment 
won’t rise by anything like as much as it did during the recessions of the early 1980s or 
early 1990s.  
 
First, Australian employers are under much less pressure from high levels of business 
debt and high interest rates, or from steeply rising real labour costs, than they were on 
either of those two occasions.  
 
And secondly, employers are aware that, as a result of demographic changes, one of the 
biggest challenges they are likely to face over the medium term is a shortage of labour, 
rather than an excess of it.  
 
Hence, unless they believe that Australia is facing a deep or protracted recession, they 
are more likely to be willing to ‘hoard’ labour – that is, to keep their employees on their 
payrolls even at some short-term cost to profits – than they have been during previous 
downturns.  
 
This, incidentally, would be much more ‘socially responsible’ on the part of employers 
than cutting prices in order to ‘share’ some of their profits with customers. Cutting 
prices in current circumstances would increase the risk of deflation – that is, outright 
falls in the general level of consumer prices – something which is one of the key 
differences between a ‘depression’ and a ‘recession’, and something which is much more 
difficult to reverse than a conventional recession. 
 
Together with appropriate reductions in interest rates, it would help ensuring that 
Australian home-buyers were able to continue servicing their mortgages, reduce the risk 
of rising mortgage delinquencies and defaults, and minimize the risk of sharp and 
destabilizing falls in house prices. 
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Important Notice 

Australia and New Zealand Banking Group Limited is represented in: 

AUSTRALIA by: 

Australia and New Zealand Banking Group Limited ABN 11 005 357 522 

14th Floor 100 Queen Street, Melbourne, Victoria, 3000, Australia 

Telephone +61 3 9273 6224   Fax +61 3 9273 5711 

UNITED KINGDOM by: 

Australia and New Zealand Banking Group Limited 

ABN 11 005 357 522 

40 Bank Street, Canary Wharf, London, E14 5EJ, United Kingdom 

Telephone +44 20 3229 2121    Fax +44 20 7378 2378 

UNITED STATES OF AMERICA by: 

ANZ Securities, Inc. (Member of NASD and SIPC) 

6th Floor 1177 Avenue of the Americas 

New York, NY  10036, United States of America 

Tel:  +1 212 801 9160   Fax:  +1 212 801 9163 

NEW ZEALAND by: 

ANZ National Bank Limited 

Level 7, 1-9 Victoria Street, Wellington, New Zealand 

Telephone +64 4 802 2000 
 
This document (“document”) is distributed to you in Australia and the United Kingdom by Australia and New Zealand 
Banking Group Limited ABN 11 005 357 522 (“ANZ”) and in New Zealand by ANZ National Bank Limited (“ANZ NZ”). 
ANZ holds an Australian Financial Services licence no. 234527 and is authorised in the UK by the Financial Services 
Authority (“FSA”).   

This document is being distributed in the United States by ANZ Securities, Inc. (“ANZ S”) (an affiliated company of 
ANZ), which accepts responsibility for its content.  Further information on any securities referred to herein may be 
obtained from ANZ S upon request.  Any US person(s) receiving this document and wishing to effect transactions in any 
securities referred to herein should contact ANZ S, not its affiliates. 

This document is being distributed in the United Kingdom by ANZ for the information of its market counterparties and 
intermediate customers only.  It is not intended for and must not be distributed to private customers.  In the UK, ANZ 
is regulated by the FSA.  Nothing here excludes or restricts any duty or liability to a customer which ANZ may have 
under the UK Financial Services and Markets Act 2000 or under the regulatory system as defined in the Rules of the 
FSA. 

This document is issued on the basis that it is only for the information of the particular person to whom it is provided.  
This document may not be reproduced, distributed or published by any recipient for any purpose.  This document does 
not take into account your personal needs and financial circumstances.  Under no circumstances is this document to be 
used or considered as an offer to sell, or a solicitation of an offer to buy. 

In addition, from time to time ANZ, ANZ NZ, ANZ S, their affiliated companies, or their respective associates and 
employees may have an interest in any financial products (as defined by the Australian Corporations Act 2001), 
securities or other investments, directly or indirectly the subject of this document (and may receive commissions or 
other remuneration in relation to the sale of such financial products, securities or other investments), or may perform 
services for, or solicit business from, any company the subject of this document.  If you have been referred to ANZ, 
ANZ NZ, ANZ S or their affiliated companies by any person, that person may receive a benefit in respect of any 
transactions effected on your behalf, details of which will be available upon request. 

The information herein has been obtained from, and any opinions herein are based upon, sources believed reliable.  
The views expressed in this document accurately reflect the author’s personal views, including those about any and all 
of the securities and issuers referred to herein.  The author however makes no representation as to its accuracy or 
completeness and the information should not be relied upon as such.  All opinions and estimates herein reflect the 
author’s judgement on the date of this document and are subject to change without notice.  No part of the author's 
compensation was, is or will directly or indirectly relate to specific recommendations or views expressed about any 
securities or issuers in this document.  ANZ, ANZ NZ, ANZ S, their affiliated companies, their respective directors, 
officers, and employees disclaim any responsibility, and shall not be liable, for any loss, damage, claim, liability, 
proceedings, cost or expense (“Liability”) arising directly or indirectly (and whether in tort (including negligence), 
contract, equity or otherwise) out of or in connection with the contents of and/or any omissions from this 
communication except where a Liability is made non-excludable by legislation.  

Where the recipient of this publication conducts a business, the provisions of the Consumer Guarantees Act 1993 (NZ) 
shall not apply. 
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