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“Prediction is difficult,
especially if it’s about the future”
NILS BOHR

Purpose of the report.
We love talking about the Elephant in the Room and what bigger
elephant than the forecasters who were brave (or foolish)
enough to stick their necks out and tell us exactly what is going
to happen.
Why do they do it? Is it arrogance? A desire for publicity?
Feeding the content beast?
Why do we lap them up? We want to believe them, because
we know that we don’t have the knowledge. Think back to our
episodes on wishful thinking and personal responsibility.

"People seek financial forecasters in a desperate
attempt to bring certainty to an unknowable future”
TODD TRESSIDER
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“Forecasts may tell you a great deal about the
forecaster; they tell you nothing about the future.”
WARREN BUFFETT
WHY FORECASTING IS USELESS.

On top of this, we humans are flawed

Legendary investor John Bogle said

behavioural explanations for why we are

the following regarding stock market
forecasting:

emotional creatures and there are many
awful at forecasting. This article from
Harvard is a great read.

”Sure, it would be great to get out of the stock
market at the high and back in at the low,
but in 65 years of business, I not only have
never met anybody that knew how to do it,
I’ve never met anybody who had met anybody
that knew how to do it”
And we believe this is true.
There are so many reasons why predicting
anything in life is all but impossible.
Investment markets are highly connected
and affected by hundreds of thousands of
variables that are changing every second.
The same applies in the property market.
We humans cannot process a lot of data
at once, so instead we look for simple
solutions, such as looking to forecasters
to guide us. Yet, if we go back in time, we’ll
realise that every year brings things we
didn’t expect to happen. In just the last few
years we have seen Donald Trump, Brexit,
unprecedented low interest rates, advancing

Even forecasters know they are useless at it,
just take a look at Shane Oliver’s comments
in this cracking AFR article.
“It's well-known that when the consensus
of experts' forecasts are compared with
actual outcomes they are often out by a
wide margin. Forecasts of investment and
economic indicators are useful but they need
to be treated with care.”
Warren Buffett said, “the only value of stock
forecasters is to make fortune-tellers look
good” and JK Galbraith “there are two kinds
of forecasters: those who don't know, and
those who don't know they don't know”.

PERMA-BEAR vs PERMA-BULL.
As you have no doubt heard in our episodes,
we (Veronica and Chris) do not subscribe to
the belief that you can never lose in property.
In fact, we do not believe everyone should

technology and the Royal Commission into

invest in real estate.

Banking.

The truth is that we urge caution against

Even if you’re an expert in the field, markets

investing in probably 99% of the property

are irrational. They can go up when you’re

that’s out there and we are very worried

expecting them to drop or suddenly go down

about the financial future of property

even when everything looks great.

investors who buy without understanding
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why we say this.

generalist commentators, many of whom

We are, however, very confident that

are economists for the banks.

property investors will be rewarded

At start of 2017, he was right in forecasting

significantly if they buy and hold investment

that 2018 would be the year the market

grade property. We encourage long term

would slow down but was over confident

thinking and warn against “short termism”

with his prediction that Sydney and

and property speculation. Of course, we

Melbourne would experience another year

know that even good property can go down

of big growth in 2017.

just as well as up but overall it will be less

Even though he got that wrong, at the start

volatile and more protected through market
downturns.

of 2018, he forecast another strong year
of growth but instead the market turned

That 1% must be in locations that possess

sharply down. By May 2018, he predicted

the fundamentals: economy, income,

some small drops but then it plummeted.

population and lifestyle. The asset itself

Finally, by late 2018, he predicted big falls.

is what makes the difference between

As you can see he constantly adjusted

exceptional and ordinary performance in
these locations. We’re after property that
appeals to high income earners, attracts
a multi-faceted buyer pool, has a high
proportion of land value and possesses
scarcity.

course as the market changed but that’s a
little like reporting on the weather as you
see the clouds roll in.
In fairness to Louis Christopher, he was very
good at forecasting in the past, with AFR
awards for being the best for many years

So, we are definitely not Perma-Anything!

FOOLISH FORECASTS OF 2018.
The truth is everyone got it wrong, and just
one reason is because no one predicted

running. Yet this also demonstrates that
previous performance is not a predictor of
future performance, ironically a bit like the
property market itself.

the Royal Commission would happen and

Gold star forecasts.

its subsequent impact on prices. The Royal

Christopher Joye successfully called the

Commission was what is called a “Black

top of the market and he has been good at

Swan event” and we see them much more

making a balance assessment all the way

frequently than we expect. This article

through the current downturn.

helps explain what happened in Australia.

Joye calls doomsayers “experts in search

We know it’s unfair to pick on just one

of a headline” and recently stoushed with

forecaster, as there are hundreds we

Armageddon prophet John Adams on

could use, but if Louis Christopher - SQM

Your Money, hosted by Peter Switzer. He

Research struggles to get it right, what

debunked Adams’ claim that record housing

hope do the others have? Christopher is a

debt levels could precipitate housing price

property data specialist, unlike other

falls of up to 80%.
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This guy makes Martin North (see below)

North didn’t take him up on the bet. The

sound positive! Joye expertly demonstrates

Kouk wrote in his blog at the time:

that house prices in Australia have risen
as a function of both incomes and interest
rates, while household debt levels, though
of concern, are not to be considered in
isolation when predicting what will happen
to the property market.
UBS did a good job as well picking the top
of the market but historically they have been
one of the biggest predictors of huge falls to
come throughout the boom, so it’s maybe a
bit early to give them a gold star.
Corelogic’s Cameron Kusher did pretty well
when he said "It could be as large as 1015 per cent in Sydney, probably not quite as
severe in Melbourne … you could see a 5-10
per cent fall in Melbourne coming over the
next few years.”

“Over the many years I have been making
forecasts for the economy and markets
and seeing others do the same, I find that
forecasts without any skin in the game are
often compromised. It is easy to construct a
headline grabbing forecast for a significant
move in markets, including house prices for
example, but when they fade into oblivion,
there are no implications for the forecaster.
Forecasts really only has validity if the
forecaster has an interest in the forecast
being correct.
“In other words, would the forecaster really
make that forecast if they put their money
where their mouth is?”
He did have one taker for the bet, Tony
Locantro, and you can read The Kouk’s
update here.

Shane Oliver did alright as in 2016 he
suggested that “Sydney and Melbourne,
having seen the biggest gains, are more at
risk and so could fall 5-10% around 2018”. He

Christopher Joye tried to bet Jeremy
Grantham, another Perma-Bear, $100M in
2010, which he declined.

also pointed to oversupply in the apartment

Possibly the most famous bet was taken

market and predicted falls in both values

by a guy called Steve Keen. Back in 2008,

and rents.

during the GFC, he said the property

What was interesting was interest rates,
as throughout 2018 most experts were
predicting that they would go up but now it
looks certain that they will in fact go down
in 2019.

THE BIG PROPERTY BETS.
Late last year, Steven Koukoulas “The
Kouk” threw out the gauntlet to Perma-Bear
Martin North after 60 Minutes ran a story
and promoted his worst case scenario of
40% drop in house prices.

prices would fall 40% and he got a lot of
news coverage at the time. What actually
happened was that prices fell 5.5%. He
lost the bet and that meant that he would
walk from Canberra to the top of Mt.
Kosciuszko in a shirt that said something
like “I don't know how to predict property
prices”. He took the 200 kilometre walk of
shame because he got it wrong, however
he remains defiant. Between 2011 and
2013 he said the property market would
fall 20%. So he did downgrade his forecast
from 40% to 20% but he still got it wrong,
instead the boom kicked off in 2012.
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DECADE OF FOOLS.
These claims and bets are nothing new and
If this list doesn’t convince you that property
forecasting is a mug’s game, nothing will.

2008

What: “Prices could fall as higher interest
rates bite”. Headline in the Herald Sun.
WRONG: Prices have risen in most years until
2017.
When: March 2010
Who: Chris Richardson, Access Economics

When: Sept 2008
Who: Steve Keen, Uni of Western Sydney
What: Australian property prices will fall 40%
in 2009.
WRONG: Prices rose 13.6% (ABS) or 11.5%
(RP Data) in 2009.

What: House prices will soar in Brisbane
because of a housing shortage.
WRONG: Brisbane prices in next 4yrs were
+1%, -7%, -1%, +5%.
When: August 2010

2010

Who: Gerard Minack, Morgan Stanley

When: 2010

overvalued and the bubble will burst soon.

Who: Jeremy Grantham, US spruiker

WRONG: Capital prices on average have

What: The “Australian housing bubble” will

risen steadily since 2010 until 2017.

What: The Australian market is 40%

burst soon.
WRONG: Capital city prices rose in 2012,
2013, 2014, 2015 & 2016.

2011
When: March 2011
Who: Kris Sayce, Money Morning

When: 2010
Who: Richard Robinson, BIS Shrapnel
What: The cash rate will reach 6.5% and
mortgage rates will be above 9% by 2013.
WRONG: The cash rate has been well below
5% and is now 2%.

What: “The value of your home could fall 61%
the minute interest rates start rising.”
WRONG: Didn’t happen.
When: August 2011
Who: Prosper Australia
What: Melbourne will experience “a US-style

When: February 2010
Who: Jason Anderson, BIS Shrapnel
What: “Price surge heralds big crash”
Headline in The Australian, speaking of
Melbourne.
WRONG: Melbourne has had moderate rises
in most years since.

property crash with price falls of 30%”.
WRONG: Melbourne prices rose in 2012,
2013, 2014, 2015 and 2016.
When: September 2011
Who: Harry Dent, US spruiker
What: Prices will fall 40% in 2012,
Australians advised to “sell their excess

When: February 2010
Who: Craig James, CommSec economist

real estate”.
WRONG: Prices rose an average 2% in
2012, 9% 2013 and 8% 2014.
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When: October 2011

When: June 2012

Who: Steve Keen, Uni of Western Sydney

Who: Gail Kelly, Westpac CEO

(serial offender!)

What: Compound growth in house prices is
over for good.
WRONG: The boom started at the end of
2012.

What: Prices will fall 20% by 2013 (later
revised his predicted decline to 5-10%).
WRONG: City prices rose an average 2% in
2012 and 9% in 2013.
When: November 2011
Who: Ralph Norris, Comm Bank chief
What: The sovereign debt crisis in Europe
will put Australian house prices at risk.
WRONG: House prices rose in 2012, 2013,
2014, 2015 and 2016.

When: June 2012
Who: Dr Harley Dale, Housing Institute of
Australia (HIA) senior economist
What: Population would have to
significantly increase if another boom were
to ever happen.
WRONG: The boom started only a few
months later.

2012

When: September 2012
Who: Michael Power, Investec

When: January 2012
Who: Jordan Wirsz, US spruiker
What: Home values to fall 60% in a
“bloodbath” starting in 2013. Land values
will fall 90%.
WRONG: City prices rose an average 9% in

What: Australian housing prices will fall by
up to 20% by the end of 2014.
WRONG: City prices rose an average 2%
2012, 9% 2013, 8% 2014.

2013 and 8% in 2014.

2013

When: February 2012

When: January 2013

Who: Leith van Onselen, anti-property raver

Who: NAB residential property index

What: The “slow melt” in house prices will

What: House prices will grow only 2.1% for

continue.

the next two years.

WRONG: Prices rose in 2012, 2013, 2014,

WRONG: Prices rose 9% in 2013 and 8% in

2015 and 2016.

2014.

When: June 2012

When: April 2013

Who: Shane Oliver, AMP Capital

Who: Luci Ellis, RBA

What: House prices are “chronically weak”

What: The rapid trend in house price

and “over-valued”, heading for “a sharp fall”.

growth is at an end.

WRONG: Prices rose a little in 2012 and

WRONG: Price trend (mostly Sydney &

more in 2013, 2014, 2015 and 2016.

Melbourne) continued 2013 through 2016.
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When: June 2013
Who: Josh Williamson, Citibank economist

VERONICA'S HISTORY LESSON.

What: House prices will peak in March

Over the years I’ve had many journalists

2014 and fall thereafter.

ask me for top 5 to top 10 suburb picks.

WRONG: Price rises continued, notably in

I’ve instinctively resisted answering these

Sydney and Melbourne, peaking in 2017.

questions and now that we’ve done the
research for this report I can see that my

2014

instincts were spot on!
Not only is it nigh on impossible to predict

When: February 2014
Who: Harry Dent, US spruiker (back again!)
What: Prices will crash “some time in

with any accuracy what will happen in the
future, if you do manage to kick a goal this

2014” – by at least 27% in Sydney and

year, odds are that you’ll stuff it up next year.

Melbourne.

The other reason for my resistance is that

WRONG: Capital city prices rose an
average 8% in 2014.

property is a long term investment. Trying
to ride the peaks and troughs is a mug’s
game. We’ve discussed the fundamentals

2015

ad nauseum in the podcast and if you get
those right you don’t need to be looking for

When: October 2015
What: Australian House prices to fall from

the next best thing.

7.5% from March 2016

It was harder than I thought it would be to

Forecaster: Macquarie Bank

unearth an article from a decade ago to

WRONG: Price rises continued, notably in

put through the test of time. The oldest

Sydney and Melbourne until early 2017. In

report I could find (and I assure you, I’ll

fact, Veronica wrote a blog at the time in

be stockpiling them from now on) was a

answer to this headline.

selection of suburbs released in the 2008
RPData Positive Cashflow Report.

In compiling this list we’ve referred to
Terry Ryder’s blog at Hotspotting for
some of the big forecast failures over the
past decade.

"More and more investors will be looking
to purchase cash flow positive properties
in order to reap the benefits of a return
from their property and to also capitalise
future property value growth. With vacancy
rates now the lowest they have been in
years, coupled with strong rental growth
and minimal property value growth, we
anticipate that more and more properties
will be moving into cash flow positive
territory over the coming years."
Cameron Kusher,
Cash Flow Positive Report 2008.
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There were 45 suburbs included in the

Good news - existing stock in an established

entire report and Your Mortgage magazine

area where the median unit price has grown

profiled 5 of them at the time of release. I’ve

substantially from $275,000 to $560,000.

checked out what would have happened if

Rents have flatlined since 2015, current

you’d acted on this information back then.

median rent is $435 per week, which at a
4% yield, is better than the Sydney average,

1.Forrest ACT Units

but no longer in positive cashflow territory.

The best suburb was Forrest in Canberra,
where investors in a median-priced unit
($490,000) would be cash flow positive by
about $6000 a year.
There was a spike of supply in 2006 - 2010

SMART - buyers who bought back in 2008
probably doubled their money and got good
cash flow to boot - a rare combo!
3. Greenwich NSW Units

through new unit development. These sold

Another area with very low sales volumes,

at a premium and this is reflected in the

on average less than 60 units sell a year.

median unit price increasing from $447,500

Although in 2012/13 it looks like a large

in 2007 to $675,000 in 2008. Fast forward to

new complex hit the market as there were

2018 and new development seems to have

a lot more sales in each of those two years.

halted, with only 24 apartments selling. I
wonder if the sales data was a little bit older
than the rental data.

Bad news - median unit price grew from
$437,000 to $625,500, which at 43% is half
the median growth rate for Sydney over the

Bad news - The median unit price in 2018
was $640,000, less than it was 10 years
previously. Rents have also stalled, flatlining
since 2015, with the median rent at $550pw
in 2018.

same period.
Good news - rents have grown marginally
since 2015, current median rent is $562.50
per week, which at a 4.7% yield, is better
than the Sydney average.

FOOL - buyers who followed this advice
will probably have bought brand new and
experienced little if any capital growth and
ordinary yield of 4.5%.
2. Chipping Norton NSW Units
There is very low sales volume in this
suburb, on average less than 50 units sell
a year. This can be good if demand is high,
but it can also be reflective of the stock
being out of context for the area.

FOOL - given that this is an expensive
area, there were a lot of better investment
properties available in that price range
at the time and slightly higher yield can’t
compensate for opportunity cost.
4. Dysart QLD Houses
Mr Cameron said that in another instance,
residential investors in Dysart, a mining
town in central Queensland, would be
$7000-$7800 ahead of expenses.
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We all know now about the mining boom,

FOOL - Anybody who bought in 2008 lost

but nobody worried about it in 2008. 101

58% over the following 10 years.

houses sold in 2008 and the median price

Sources: Pricefinder, Your Mortgage, Corelogic, SQM

was $375,000. The boom was already in
full swing, having started in 2003 when
the median was only $41,750. Then loads
more stock came onto the market, peaking
at 129 selling in 2011 and the median price
peaking at $569,000 in 2012.
Bad news - the boom skidded to a halt and
priced plummeted, the median in 2018 was

Positive cashflow is dangerous, because
investors need very high (often unsustainable)
yield before they can achieve this and
capital growth and yield are often inversely
proportionate.
Here are some of the conclusions drawn
from this small sample:

$82,000.

High yield, declining values

Careful - with median rent at $200, anybody

As we see here, the higher the yield, the more

who bought in 2018 is experiencing great
cashflow at 12.7% yield, however the
vacancy rate is 4%, and while not diabolical,

risk of losing capital value.
Declining yield, stagnant values

it doesn’t inspire confidence in that yield
Brand new property might offer a high

continuing.
FOOL - Anybody who bought in 2008 lost
78% over the following 10 years.
5. Port Hedland Houses
Another mining town. 65 houses sold in
2008 and the median price was $860,000.
As with Dysart, the big money had already
been made, with the boom having kicked off
in 2003 when the median was only $215,000.
Bad news - the median price peaked
at $1,203,500 in 2012 before prices
plummeted. the median price in 2018 was
$360,000.
Careful - with median rent at $775, anybody
who bought in 2018 is experiencing great
cashflow at 11.2% yield, and the vacancy
rate is 2%, where its been for the past 2
years.

yield initially if developers offer a rental
guarantee, but this is unsustainable and a
lack of capital growth often follows.
Slightly above average yield, below
average capital growth
That’s Greenwich, an area more popular
with owner occupiers, than renters who
only make up 30%. More important than
this, it’s a family area, not a hot spot for
young professionals who want to buy their
first home there.
Compared with nearby Neutral Bay, where
50% of occupants are tenants. Median unit
price rose 89% over the same period. Of
course, the yield is a lot less at 3%, but the
median rent is almost the same, the only
difference is the increase in value - give me
that anyday!
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THE PROPERTY CLOCK.
One thing that many hot-spotters rely upon
is what’s called a property clock. The logic

This is a great marketing tool used by many

is simple, it’s basically saying that property

property developers and “experts” who sell

markets go in cycles. They range from a

a system. I'll refer back to that quote from

boom to a bust and there’s a growth period

John Bogle at the beginning of this report.

and a slow down period. Work out where

After 65 years in the share market he never

the suburb is on the property clock and hey

managed to find somebody who could

presto, all you need to do is buy it at the

actually get the timing right on both of those

bottom and sell it at the top of the boom.

transactions. It’s the same in property.

“An economist is an expert who will know
tomorrow why the things he predicted yesterday
didn’t happen today.”
LAURENCE J. PETER
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OUTSTANDING FORECASTS.
These aren’t outstanding in that we think

We’ll include the outcomes of these

they’re great. It’s just that we don’t yet

predictions and others in the 2020 edition

know how accurate they will or won’t be and

of the Fool or Forecaster Report.

whether these experts will be declared fools
At the end of the day, who is the bigger fool?

or forecasters.

The forecaster who stuck their neck out? Or
When: September 2018

the individual buyer who took their advice?

What: Australian House prices to fall 20-40%
Who: Martin North, Digital Finance Analytics

Our advice? Steer clear of Perma-Anythings,
learn the fundamentals and remember

When: November 2018

property is a long game. And keep listening

Who: UBS

to The Elephant in the Room, we’ll keep

What: Australian House prices to fall 20-40%

interviewing experts so we can all keep

When: November 2018

learning!

Who: ANZ

Economists, researchers and forecasters

What: Sydney and Melbourne house prices

you can listen to on The Elephant in the

to fall 20%

Room property podcast:

When: January 2019
Who: Shane Oliver, AMP
What: Sydney and Melbourne house prices
to fall 25%

Kent Lardner
Luke Metcalfe
Pete Wargent

When: February 2019
Who: Lindsay David, LF Economics
What: Sydney House prices to fall 40%

John Lindeman
Frank Gelber
Simon Kuestenmacher
Stephen Koukoulas
Nerida Connisbee

11
DISCLAIMER: Everything in this report is general in nature and should never be considered to be personal financial advice. If you're looking to get advice, please seek
the help of a licensed financial advisor or buyer's agent who will tailor and document their advice to your personal circumstances with a statement of advice.

© Property Minds 2019

theelephantintheroom.com.au

ADDITIONAL REFERENCES.
https://financialmentor.com/investment-advice/
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https://www.smh.com.au/money/investing/7-trillionquestion-how-low-will-house-prices-go-20190214p50xpc.html
https://thekouk.com/item/443-the-high-cost-ofsnake-oil.html
http://blog.mcca.com.au/blog/howaccurate-are-housing-market-priceforecasts?utm_campaign=Housing%20
Bubble&utm_content=21767958&utm_
medium=social&utm_source=linkedin
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https://www.hotspotting.com.au/news/zero-dangerof-market-collapse-in-australia.html

https://www.realestate.com.au/news/2012-propertyyear-in-review/
https://www.smh.com.au/business/housing-outlookthe-bad-and-the-ugly-20120703-21e8z.html
https://www.propertyobserver.com.au/financing/
interest-rates/46946-november-rate-cut-and-7-5house-price-drop-in-2016-macquarie.html
https://www.intheblack.com/articles/2017/01/19/
risks-of-the-property-market
https://www.abc.net.au/news/2017-12-29/
boom-is-over-most-experts-expect-property-priceweakness/9290190
https://www.smh.com.au/business/the-economy/
house-prices-could-drop-30-per-cent-in-deeprecession-scenario-ubs-20181113-p50frk.html
https://www.businessinsider.com.au/shane-oliverheres-what-could-spark-a-housing-market-collapsein-australia-2016-10
https://www.livewiremarkets.com/wires/willaustralian-house-prices-crash
https://obb.net.au/wp-content/uploads/2015/11/
Aust_Housing_Outlook_2015.pdf
https://www.rba.gov.au/speeches/2017/spso-2017-11-20.html
https://www.smartpropertyinvestment.com.au/
promoted-content/18185-the-science-behindproperty-market-forecasting

12
DISCLAIMER: Everything in this report is general in nature and should never be considered to be personal financial advice. If you're looking to get advice, please seek
the help of a licensed financial advisor or buyer's agent who will tailor and document their advice to your personal circumstances with a statement of advice.

© Property Minds 2019

theelephantintheroom.com.au

