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Australian house prices just keep rising. If you're like me, you’d swear it’s not happening to your own
home, but it is.

In March, home prices lifted 0.6% month on month (m/m) again; that pushes the year-on-year growth
to 8.8%. This is the equal largest increase since Oct-23 (after Feb-24 also rose 0.6%).

Importantly, the strong prices have continued, despite the increase in the number of sales. The
(estimated) number of dwelling sales in Mar-24 rose 15.4% m/m and 9.8% y/y.

According to UBS economists, this strength isn’t going to dissipate any time soon and they now expect
faster dwelling price growth of >5% to 7% v/y.

The 3 key drivers are:

1) Actual house price growth in recent months remains surprisingly strong, which appears to be
elongating a self-reinforcing dynamic that is underpinning expectations of future price gains.

2) Recent data on migration and population growth looks even stronger than previously anticipated. A
record influx of 549,000 temporary migrants in the 12 months to September 2023, managed to push
the annual population growth to 2.5 per cent, its highest rate since 1952. According to the AFR ‘the
migration surge is largely a one-off boost caused by international students and temporary workers
returning to Australia following the end of pandemic travel restrictions.”


https://www.afr.com/politics/federal/students-temporary-workers-push-australia-to-migration-record-20240321-p5fe5o

Weekly Market Update Shaw and Partners Morrissey Group

3) The resilience of house prices to an increase in the number of sales; albeit this is more driven by
existing properties coming onto the market (perhaps some distressed sales); whereas the pipeline of
new housing supply is set to be even worse ahead, given the ongoing weakness in residential building
approvals.

The RBA has also warned supply has failed to keep pace with the highest population growth rate in 72
years and a pandemic-era preference for living with fewer people fuels housing demand.”

The chart below illustrates the reduction in the number of people per household; it doesn’t look like
much, but it results in an additional 120,000 homes required just to accommodate the existing
population
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Chart: Michael Read = Source: ABS, RBA

This price strength contradicts my expectation of weakness or at the very least, stagnation, resulting
from the hockey stick rise in the official cash rates. I'd dare say it will limit the RBA’s potential
enthusiasm to cut rates too early.
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Australian Cash Rate Target
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Furthermore, the unemployment rate is still crazy low

Unemployment rate
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— Trend — Seasonally adjusted

Although the participation rate is increasing, slowly
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Participation rate
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Excessive inflation is a sticky syrup and can be exceedingly difficult to remove. My fear was, and still is
to a large degree, that if the RBA cut too early, household optimism returns with gusto and inflation
bares its teeth even more aggressively, resulting in an even higher cost of living, more unrealistic wage
demands, faster dwelling price rises, collapsing businesses unable to keep up, etc. The situation
becomes worse than it was originally.

Allin all, it looks as though your house value will continue to rise for a while yet, or if you're trying to
get into the market, it looks to be painfully competitive for a while yet. And interest rate cuts? The
smart money says September/October/November this year. I’'m not so sure.

Iron ore

Finally, iron ore has retreated as we predicted.......... Some 2 years ago. Yes | know, a stopped watch,
etc. But the price has slipped from over $140/tonne to $98/tonne today. This obviously affects
Fortescue, who is 100% reliant on iron ore sales, RIO (70%) and BHP (55%).

The weakness is a well predicted reduction in Chinese steel output, high inventories and demand
concerns, despite strong steel exports.

Around this US$100/t mark we enter the 95th percentile and then the 90th percentile at USS86/1 (i.e.,
only 90% of producers can make money at this level). Iron ore prices will likely find cost support at
~$90-5100/t near term for this very reason; but the risk of weak Chinese steel output could be a
further negative.
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Figure 1: Iron ore price vs 50%, 75%, 90%, 95" percentiles

Source: WoodMac, Platts, UBS

Another problem exists for producers, namely, costs are continuing to rise, which could potentially
push more producers into the ‘unprofitable’ territory if the iron ore price remains low or weakens
further.

It should be noted that most producers will continue to produce long after it is economic to do so, on
the expectation of a price reversal and the even higher cost of turning production off. This in itself
could further exacerbate the price weakness.

Now that the price has fallen from its highs, it’ll be extremely interesting to watch both where it settles
and where the share prices of iron ore companies settle, as investors calculate what they think the
long term price is likely to be.

2 year iron ore chart
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Enjoy your weekend,

Ben and the team.
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