RISING RATES WILL CRUSH
HOUSE PRICES




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
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Housing drivers - short term

Effect on Sydney / Melbourne House Prices
The Boom The Bust Pre-COVID Post-COVID

2012-2017 2018 2019-2020 2020+

Demand Factors

Credit Availability AAA YVY AY AAA

Price of Credit A A - - AAA

Employment A A A -

Population Growth A A A A YYY

Foreign Buyers A A v \ 4 \ A J

Tax Incentives A - - A A

Money Laundering A A A A A
Supply Factors

Restrictive Planning A A A A

Under/over supply A v v AY



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

Syd/Melb expensive, Affordability Investment Returns
even accounking for Mortgage Mortgage  Property Price Net Rental
higher renks + wages. Payment/ Payment/Full /Full Time Gross Yield Less

Rent

L] Al E

Wage Rental Yield Interest Rate

Sydney 16.8 2.8% -1.7%
Melbourne : 11.6 3.0% -1.5%
Brishane 116% 45% 9.3 4.2% -0.7%
Adelaide 110% 42% 8.7 4.4% 0.6%
Perth 95% 30% 6.2 5.1% -0.1%
Sydney 132% 40% 8.2 3.7% -1.1%
Melbourne 123% 31% 6.4 3.9% -0.9%
Brisbane 96% 23% 48 5.1% 0.1%
Adelaide 93% 23% 4.7 5.2% 0.0%

Perth 80% 18% 3.7 6.1% 0.6%




Latest Stats

3 month Change in Valuation Ratios

Green = becoming cheaper, Red = more expensive

Affordability worse
except Sydney (due +o Mortgage Mortgage  Property Price Net Rental
rockeking renk). Payment/ Payment/Full /Full Time Gross Yield Less

e Rent Time Wage Interest Rate
Sydney 0.1 "
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Latest Stats

Cheap or Expensive: Current vs Historical Values

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

House affordasity
expensive everywhere Mortgage Mortgage  Property Price Met Rental
excepk pPerth. ﬂaymem.ﬂ Payment / Full  / Full Time Gross Yield Less
r Rent Time Wage Wage Rental Yield Interest Rate

Sydney
Melbourne
Brisbane
Adelaide
Perth
Sydney
Melbourne
Brisbane
Adelaide
Perth

Houses
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Macro background

Mortgage rakes increasing even
before official rake rises.

Mdrtgage Rate

3 6% Mortgage Rates: 6th per

Inflakion jumped, how much is
wedk supply vs skrong demand

Historical Inflation

o Inflation: &67th percentile




Macro background

3yr avg i5 masking
17 khe recent increase.
"Ey'F m-g‘r:lnm'na Wage Growth
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Specific Markets

Brisbane House: Affordability Measures
Mortgage Payment / Median Wage

5%

Brisbane houses the biggest
decline in affordabilicy in
recent monkhs

117%

Mortgage Payment / Rent

9.3x

Property Price / Median Wage

gage/Wages: 89th percentile

tile

|

Price/Wages: 100th percentile

Brisbane Units: Affordability Measures

Mortgage Payment / Median Wage

Brisbane unis look
historically affordable.

Mortgage Payment / Rent

Property Price / Median Wage

4.6x

e/Wages: 7th percentile

]

WPrice/Wages: sathipercrnt | -



Specific Markets

Sydney House: Affordability Measures
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Perth Units: Affordability Measures
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Effect of Rising Interest Rates

You have Forecast a Mortgage Payment / Rent of 172.84%. The charts below show how your Forecast will affect the other ways that investors value property

Mortgage Payment / Rent

— History Forecast
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EffECt Of RiSing IntereSt Ra tes Scenario: Sydney House for $1m, $200k deposit. 4% 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

Property
Invesiment Rent Received Iniere=t Crost Exil Costs
Eniry Casis Property Costs Change in Property Walue Hel Return
AFTER 5 YEARS AFTER 10 YEARS DEBT CONTRIBUTION
Property will return $17,054 (O Property will return $203,443 (D) By having debt you would be $96,084

better off Q)



EffECt Of RiSing IntereSt Ra tes Scenario: Sydney House for $1m, $200k deposit, 7% interest rates

The effect of your fForecasts:

You have forecast a Mortgage Payment f/ Rent of 172.84%. 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
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 I'ESl'. 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

Property -

Inwesiment Rent Recesoed Inierest Cost Exil Costs
Eniry Casls Properly Costs Change in Property Value Nl Return

AFTER 5 YEARS AFTER 10 YEARS DEBT CONTRIBUTION

Property will return -$361,469 (D Property will return -$444,377 ® By having debt you would be $481,889
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



More from Nucleus Wealth:

Content: Nucleuswealth.com/content

Have a guest or topic suggestion for the
show?
Leave a comment on YouTube

Social media:

Facebook.com/nucleuswealth

Linkedin.com/company/nucleuswealth

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

Instagram.com/nucleus wealth

T Listen on
[ ] I

R Lisfan o ® .
' Gcogle Podcasts @ Twitter.com/nucleuswealth

Apple Podcasts
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