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Higher interest rates mean home prices will correct lower in 2023 

 Australian dwelling price growth is forecast to moderate over the first half of 2022 on higher fixed mortgage rates, affordability 
constraints and natural fatigue after a period of extraordinary price gains. 

 A further tightening in macro-prudential policy looks unlikely in our view given higher fixed mortgage rates will deliver APRA 
the desired cooling in the market. 

 Our expectation for the RBA to commence normalising the cash rate in November 2022 means that we expect national 
dwelling prices to peak in late 2022 around 7% higher than end-2021 levels. 

 We expect an orderly correction in home prices of around 10% in 2023 as the RBA takes the cash rate to 1.25% by Q3 
2023. 

 

Summary 

The Australian housing market is in the twilight of an incredible boom that has been 
fuelled by record low mortgage rates.  The phenomenal lift in prices is not over yet 
given dwelling prices are still rising briskly in most capital cities.  But near term 
indicators of momentum coupled with the recent move higher in fixed rate 
mortgages suggest that conditions will moderate from here.   

In many respects it’s a simple story.  The price that someone is willing and able to 
pay for a home is predominantly influenced by two things – income and borrowing 
rates.  As home prices move higher, affordability becomes stretched.  That can be 
improved via a reduction in mortgage rates or higher income.  But at some point 
the tailwind of lower mortgage rates on prices wanes unless there are further cuts in 
interest rates.   

Of course the story is not all one way.  Interest rates become a headwind on 
property prices if they are rising.  That is the place we believe we are moving 
towards over the next two years given our expectation for the RBA to commence 
normalising the cash rate in late 2022. 

In this note we update our central scenario for home prices and extend our forecast 
profile to end-2023.  Dwelling prices nationally will end 2021 up by ~22% and very 
much in line with our call for a 20% increase in early August.  From there we expect 
prices to continue to rise through the first half of 2022, but at a more modest pace.  
We look for prices to peak in late 2022 around 7% higher than end-2021 levels.  
We then expect an orderly correction in dwelling prices of 10% in 2023 (chart 1).   

A gradual and shallow RBA tightening cycle that takes the cash rate to 1.25% by 
Q3 2023 lies at the heart of our expectation that home prices will contract over 
2023.   

The cash rate is forecast to lift because the economy will be at full employment and 
annual wages growth will have pushed to the desired level of 3%.  Stronger wages 
growth will provide a partial offset to rising interest rates on the property market.  In 
addition, a lift in population growth as the international border reopens will boost 
the underlying demand for bricks and mortar, particularly inner city apartments.  As 
such, we expect house prices to decline by a little more than apartment prices over 
2023 (Table 1). 
 

  

Table 1: CBA Dwelling Price Forecasts 

 2021 

(f) 

2022 

(f) 

2023 

(f) 

Sydney 27 6 -12 

Melbourne 17 8 -10 

Brisbane 26 9 -8 

Adelaide 22 6 -8 

Perth 13 3 -9 

Hobart 29 5 -12 

Darwin  17 7 -8 

Canberra 26 7 -10 

Houses 25 6 -11 

Units 14 9 -7 

Australia* 22 7 -10 

* 8 capital city average; source: CBA, Corelogic 
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Recent story  

Lockdowns in large parts of the country from July to October 2021 had no 
discernible impact on the demand for housing.  The upshot is that Australian 
home prices have risen at an extraordinary pace over 2021.  According to 
CoreLogic, property prices rose by a robust 1.4% across the eight capital cities in 
October (latest available).  That builds on similar increases from July to 
September, although there has been a clear moderation in the monthly pace of 
price gains (chart 2).  Annual growth accelerated to 20.8% in October due to base 
effects.    

The housing market has without a doubt been red hot.  But the recent price 
outcomes pre-date two key developments that will exert a cooling influence on 
the property market. 

First, APRA announced in early October an increase in the minimum interest rate 
buffer it expects banks to use when assessing the serviceability of home loan 
applications (see here).  More specifically, the minimum interest rate buffer was 
increased to 3.0% from 2.5%.   The policy change came into effect on 1 
November 2021. 

Second, a number of lenders have in recent weeks lifted interest rates on fixed 
rate mortgages in line with higher funding costs and the RBA’s abandonment of 
its yield curve target.  This will have a dampening impact on the demand for 
credit.   

The share of new lending that has been fixed over the pandemic as opposed to 
floating has been a lot larger than usual because fixed rates have generally been 
lower than the standard variable rate (charts 3 and 4).  The increase therefore in 
the interest rates on fixed rate mortgages will have a larger than usual cooling 
influence on the demand for credit.  In addition, the lift in the fixed rates is a 
reminder to would-be borrowers that interest rates can move higher.   

We believe that APRA will welcome a lift in fixed mortgage rates to the extent that 
it makes it less likely that they will need to employ further macro-prudential 
policies to cool the market.  Indeed it is now our central scenario that the housing 
market will moderate sufficiently over the early part of 2022 and that there will be 
no further macro-prudential policy changes.  

Prices will keep rising before they correct lower 

A cooling market is not the same thing as a falling market.  Prices are still rising at 
a reasonable pace.  And near term momentum indicators like auction clearance 
rates and the house price expectations index from the WBC/MI Consumer 
Sentiment survey, which feed into our proprietary dwelling price model, point to 
home prices continuing to rise at a softening pace which now sits at around 1% 
per month (chart 5). 

We expect the pace of monthly gains to moderate quite significantly by mid-2022 
due primarily to higher fixed mortgage rates.  As this happens we expect a 
cooling feedback loop to intensify whereby subduing buyer expectations coupled 
with general fatigue and a growing anticipation of RBA rate hikes sees prices 
peak in Q3 2022 (at this point we forecast prices will be around 7% higher from 
end-2022 levels).  Whilst in some respects point forecasts are false precision, they 
provide guidance on what sort of a lift in prices we are looking for in 2022 before 
the peak is reached, which we believe will be on the eve of the RBA’s tightening 
cycle.   

How far will prices correct lower 

The extent to which prices correct lower will depend in large part on the speed 
and magnitude to which the RBA lifts the cash rate.  On that score we expect a 
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shallow and gradual tightening cycle given the elevated level of household 
indebtedness (chart 6).   

Our base case is that the RBA starts normalising the cash rate in November 2022 
(chart 7).  We have pencilled in a first increase of 15bp in November 2022, which 
would take the cash rate to 0.25%.  We expect that to be followed by an increase 
of 25bp in December 2022.  We have three further 25bp hikes in Q1 23, Q2 23 
and Q3 23 that take the cash rate to 1.25% (our estimate of neutral which is a lot 
lower than the RBA’s estimate of “at least” 2.5%).   

The standard variable rate could be expected to move higher in a broadly similar 
fashion to the path of the cash rate.  As such, a lift in the cash rate to 1.25% 
would take mortgage repayments as a share of household disposable income to 
around 15.0%.  This is the level we asses to be ‘normal’ based on the experience 
of the past two decades (charts 8 and 9).   

Rising rates will put downward pressure on the demand for credit which will result 
in dwelling prices correcting lower.  Indeed rising rates work in much the same 
way falling interest rates generate an increase in demand for credit and higher 
home prices.  

The impact of rising interest rates will be quite significant on borrowing capacity 
and credit demand given the percentage change will be large (the lower the 
starting interest rate the bigger the percentage change for a given percentage 
point change in rates).  However, it is important to consider why we expect the 
RBA to raise the cash rate in late-2022 - the economy will be at full employment 
and annual wages growth will have pushed to the desired level of around 3%.   

Stronger wages growth will provide a partial offset to rising interest rates on the 
property market.  In addition, a lift in population growth through 2023 due to 
higher net overseas immigration will boost the underlying demand for bricks and 
mortar. 

As a result, we forecast dwelling prices to fall by around 10% in 2023.  This may 
on the surface sound like a large fall.  But context is key.  Price rises have been 
exceptional over 2021 and further gains are forecast in 2022.  A decline in 
national dwelling prices of 10% in 2023 on our figuring simply take prices back to 
where they were in Q3 2021 (of course the decline would be larger in real terms). 

The backdrop of an economy running at full capacity, which is why the RBA will 
normalise the cash rate, means we believe the economy will be well positioned to 
absorb a decline in home prices of around 10% over a year.  It won’t be the first 
time home prices have corrected lower.  Recall that national home prices declined 
by 10% from September 2017 to June 2019. 

Risks 

The key risk to our forecast for home prices, both upside and downside, is the 
path of interest rates.  If the RBA tightens policy more aggresively and/or earlier 
than our forecast profile for the cash rate we would expect dwelling prices to fall 
by more than our central scenario.  Equally, if the RBA tightens policy later than 
we anticipate or delivers a more shallow tightening cycle we would expect a 
smaller decline in home prices in 2023. 

In the near term the main risk to our forecast profile is around macro-prudential 
policies.  If APRA was to bring in additional policies to cool the housing market or 
further lift the serviceability buffer we would expect smaller price rises in 2022.  
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NOT INVESTMENT RESEARCH 
 
Global Economic & Markets Research (GEMR) has prepared this report. GEMR is a business unit of Commonwealth Bank of Australia ABN 48 123 123 124 AFSL 234945 (Bank). 
References to the “Group” are to the Bank and its subsidiaries (including Commonwealth Securities Limited ABN 60 067 254 300 AFSL 238814, Commonwealth Australia Securities LLC 
and CBA Europe Ltd) and includes the directors, employees and representatives of the Bank and its subsidiaries. 
 

No reliance 
 
This report is not investment research and nor does it purport to make any recommendations. Rather, this report is for informational purposes only and is not to be relied upon for any 
investment purposes. 
 
This report has been prepared without taking into account your objectives, financial situation (including your capacity to bear loss), knowledge, experience or needs. This report is not to 
be construed as an act of solicitation, or an offer, to buy or sell any financial products, or as a recommendation and/or investment advice. You should not act on the information contained 
in this report. To the extent that you choose to make any investment decision after having read this report you should not rely on it but consider its appropriateness and suitability to your 
own objectives, financial situation and needs, and, if appropriate, seek professional or independent financial advice, including tax and legal advice. 
 
The Bank believes that the information contained in this report is correct, and any opinions, conclusions or recommendations made are reasonably held and are based on the information 
available at the time of its compilation. However, the Bank does not make, nor provide, any representation or warranty, either expressed or implied, as to the accuracy, reliability or 
completeness of any statement made in this report or its suitability to your needs. Any opinions, conclusions or recommendations made in this report are subject to change without notice 
and may differ, or be contrary, to the opinions, conclusions or recommendations expressed elsewhere by the Bank, or any member of the Group. The Bank is under no obligation to 
update, or keep current, the information contained in this report.  
 
The information provided in this report may also include information that is indicative of what the expected outcomes might be, based on assumed facts that are contemplated in this 
report, and should not be relied upon. Any reliance on this information is at your own risk. 
 
All material presented in this report, unless specifically indicated otherwise, is under copyright of the Bank. None of the material, nor its content, nor any copy of it, may be altered in any 
way, transmitted to, copied or distributed to any other party, without the prior written permission of the Bank. 
 
Forward-Looking Statements, Valuations, Projections and Forecasts  
 
This report may contain statements that are not purely historical in nature, but are ‘forward-looking statements’. Such statements are, or will be, based upon certain assumptions. Actual 
events are difficult to predict and are beyond the control of the Bank. There can be no assurance that any estimated returns or projections can be realised. Past performance is not a 
reliable indicator of future performance. 
Any valuations, projections and forecasts contained in this report are based on a number of assumptions and estimates and are subject to contingencies and uncertainties. The inclusion 
of any such valuations, projections and forecasts in this report should not be regarded as a representation or warranty by or on behalf of the Group or any person or entity within the Group 
that such valuations, projections and forecasts or their underlying assumptions and estimates will be met or realised. 
 
Liability Disclaimer 
 
The Group does not accept any liability for any loss or damage arising out of any error or omission in or from the information provided, or arising out of the use of all or any part of this 
report.  
 
Data of the Bank 
 
Any reference made to the term ‘CBA data’ means the proprietary data of the Bank that is sourced from the Bank’s internal systems and may include, but is not limited to, credit card 
transaction data, merchant facility transaction data and applications for credit. The Bank takes reasonable steps to ensure that its proprietary data is accurate as at the time of compilation 
of this report.  
 
This report may be based on CBA Data. The Institutional Banking & Markets Data (IB&M Data) team within the Bank provides raw data that may directly or indirectly relate to the themes 
that have been selected for coverage by the Chief Economist of GEMR. The IB&M Data team is subject to the same personal conflict requirements and trading restrictions as the GEMR 
team, and individuals are wall-crossed per report. 
 
If applicable, any statistical data included in this report only takes into account CBA data. The Bank makes no representation or warranty as to the completeness of the data, as it may not 
reflect all trends in the market. Any reliance on this information is at your own risk. 
 
All customer data used, or represented, in this report is anonymised and aggregated before analysis and is used, and disclosed, in accordance with the Group’s Privacy Policy. 
 
In certain circumstances Economic Insights reports may be viewed in advance of publication by the Bank’s Marketing and Communications team in order to produce infographics for the 
report. The Economic Insights report will only be provided to the Bank’s Marketing and Communications team in accordance with the Bank’s conflicts management, confidentiality, 
information barrier policies and procedures, and trading restrictions. 
 
Bank may act as a Market Maker 
 
In the case of certain products, the Bank or one of its related bodies corporate is or may be the only market maker. Financial markets products have an element of risk. The level of risk 
varies depending on a product’s specific attributes and how it is used. The Bank will enter into transactions on the understanding that the customer has:  

i. Made his/her own independent decision to enter into the transaction;  
ii. Determined that the transaction is appropriate;  
iii. Ensured he/she has the knowledge to evaluate and capacity to accept the terms, conditions and risks; and  
iv. Is not relying on any communication (including this report) from the Bank as advice.  
 

https://www.commbank.com.au/support/privacy/privacy-policy.html
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Analyst Certification and Disclaimer 
 
Each GEMR Analyst primarily responsible for the content of this report, in whole or in part, confirms that with respect to each security or issuer that the GEMR Analyst covered in this 
report:  
 

i. All of the views expressed accurately reflect his/her personal views about those securities or issuers; and  
ii. No part of his/her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed by that GEMR Analyst in 
the report. 

 
Each GEMR Analyst responsible for the preparation of this report may interact with the Bank’s trading desk personnel, sales personnel and other constituents for the purpose of gathering, 
synthesizing, and interpreting market information to form an independent view. Each GEMR Analyst responsible for the preparation of this report may not hold, or trade in, securities that 
are the subject of this report or where they have offered a recommendation. Each GEMR Analyst must disclose, and receive approval, for all outside business interests from Compliance 
and the Head of GEMR prior to commencing the activity or within a week of joining the Group. The compensation of each GEMR Analyst involved in the preparation of this report is 
determined exclusively by GEMR management and senior Global Markets management (not including investment banking).  
 
Conflicts of Interest  
 
The Group may from time to time hold long or short positions in, and buy or sell, securities or derivatives that are referred to in this report. The Group may also engage in transactions in 
a manner that is inconsistent with the recommendations contained in this report.  
Directors or employees of the Group may serve or may have served as officers or directors of the subject company of this report. 
 
Fees 
 
Unless agreed separately, the Bank does not charge any fees for any information provided in this report. You may be charged fees in relation to the financial products or other services 
the Bank provides. Applicable fees are set out in the relevant Financial Services Guide (FSG), relevant Product Disclosure Statement (PDS), relevant Terms & Conditions, and/or relevant 
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Additional Information  
 
This report is not directed to, nor is it intended for distribution to or use by, any person or entity, who is a citizen or resident of, or located in, any locality, state, country or jurisdiction 
where such distribution, publication availability or use would be contrary to any applicable laws or regulations, or would subject any entity within the Group to any registration or licencing 
requirement within such jurisdiction. 
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