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Abstract

Only recently, the average Australian residenti@pprty market was experiencing negative
growth caused by the decrease of average housiogspin the major capital cities, in particular,
Sydney and Melbourne. However, other cities wegistering positive growth. In a decade, the
average house price in Brisbane has increased by timan 150 per cent. In 1994, the highest average
house price in Brisbane was around $310,000 b2004# it reached $780,000. The high appreciation
expectation has also influenced the choice of mgusiansaction method. In a boom market, auction
in Sydney and Melbourne contribute a certain lefelesidential property market share. In Sydney,
there was 50 per cent of all real estate sold loyi@u marketing. During the same boom period, the
Brisbane auction market only had 20 to 30 per parket share.

This initial study aims to explore Brisbane housaugtion market and the risk/benefit analysis
to stakeholders in the auction mechanism. Thidysainalyses the results from in-depth interview of
representative of stakeholders and recent sales(dad August to early October 2005). It was also
found that vendors gain more benefits than buyetke auction market. However, the strict terms of
conditions that apply in auction transactions re¢ato the private treaty sales have discouraged
buyers from utilising the auction process.
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1. Introduction

The Australian Bureau of Statistics (ABS) has redéehthe first negative annual growth (from
June 2004 to June 2005) in average house priceasder the eight capital cities in Australia (ABS,
2005) since 1996. This negative growth has beegella caused by a decrease in housing prices in
Sydney (-5.0%), Melbourne (-1.4%) and Hobart (-0.8% the same period, Brisbane house prices
increased 1.8 per cent with the residential prgpadrket in Brisbane being a regular topic in bibid
community and the media as prices soared durin§rténalf of 2003.

This high appreciation expectation over the dedaa# a direct influence on the choice of
housing transaction method. Since a property sgots about half of the net wealth of the average
Australian it is not surprising that any decisioada on the purchase and sale of property will be
given the most careful attention. There are gdiyetfaree transaction methods to be considered by
buyers and sellers: auction, tender and privatytre

Any alternative method needs a strategy for degismaking in residential property
transaction. The ‘one price principle: one comrhpéei only one price’ never occurs in a property
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market which has incomplete information. Therearanfinite number of non-arbitrage prices in the
property market. Thus, there is room for bothegslland buyers to develop a strategy to maximise
their expected utility.

This initial study aims to explore Brisbane housaugtion market and the risk/benefit analysis
to stakeholders using the auction mechanism. Sthidy analyses the results from direct observation,
in-depth interviews of stakeholders’ representatimd recent auction sales reports. The remairfder o
this paper examines in sequence the literatureweand methodology, the auction mechanisms and
the housing auction market in Brisbane.

2. Literature Review and Methodology

The findings of previous research are discussethén following literature review which
includes both listings and auctions in the housiragket. Research in the auction area comprises the
housing auction system, mechanism and price cosgei with private treaty sales. In the
methodology section, the recruitment process, slataces and analyses are justified.

a. Literature Review

A number of housing market papers focus on the dmaigg model and listing price
mechanism. One of prominent bargaining modelbésane-shot game model which was introduced
by Rubinstain (1982, 1985). Maekawa (1996, 20@8{panded Rubinstain’s bargaining model with
incomplete information for the real estate markehe previous studies in the listing market analyse
the list price for active sellers without consideribuyers information (Horowitz, 1992) and the
stakeholders’ activities in the listing market (davand Yange, 1994). Knight, Sirmans and Turnbull
(1994) conducted a study into the roles of thenlisprice in the determination of the selling price
Nishimura (1999) suggested, in the non-walrasiah eéstate market, the changes of transaction price
have a great impact on the changes of sellerssitr value. Furthermore, the diversity of buyers’
reservation price was caused by incomplete infaonaand the difference between the buyers’
financial capability. Maekawa (2003a, 2003b) anadyshe optimal seller’'s list price (reservation
price) which was taking account of the buyers’tefgaes and their dispersion in the imperfect real
estate market.

In the auction pricing side, Vickrey (1961) viewdte auction as an incomplete information
game and proposed the famous auction theory ‘tventee equivalence principle’ under ‘the
independent private value auction’ circumstancesch bidder for one object (a property) has their
subjected value, which is not affected by othespes, and therefore the different sale methods have
the same expected revenue for the seller. In asintMcAfee, et. al.(2002) indicated the real estat
sale will be impacted by the mechanism of saleemal revenue, and the information disclosure
because the real estate auction belongs to ‘comweloe not independent value auction
circumstances’. Milgrom and Weber (1982), Quan &9%rishina (2002) point out in the ‘English
Auction-Open Called Bid’, the bidders can shareitiiermation or outcry some information to rivals.
This information can be used as a judgment forsijg the bidding price.

The auction mechanism is gaining acceptance as ffmetiee method of disposal for
commodities in general and real estate in partic@samton (1988) queries the auction theory. The
English Auction-Open Called Bid auction with ‘commuwalue auction circumstances’ is an effective
disposal method. It optimises return in the auctitechanism and reduces the crisis of the winner’s
curse. Since the level of competition is an imaartfactor, when the market is under weak
competition, the price outcome from the English #arc system is unexpected.

Previous research indicates that upgrading theiefity of the auction price directly affects
the house market. One of auction methods so callee-sealed bid, which bidders do not know
others’ bid price during auction process. In thistmod, one of the most influential attributes is th
number of bidding processes (bidding times). ¢ ltids are below the reserve price, the first lnigdi
process has failed. Then the second bidding psoedding time is two) might be offered at the
discounted reserved price. The higher bid timéileaea higher failure ratio which is caused byéov
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valuation’ result for the reserved price. If thendor sets up the lower reserve price from the base
price, the bidding time can be reduced and this aleids breaking down the tender. Lin, Tsai and

Chang (1997) stated that the higher reserve pticacts a higher bid price. Vendors put forward an

upper-price limit to avoid lower-price bids whereyhmake the reserve price decision. The above
phenomenon can provide an indicator for the auctierhow to set up the reserve price. Figure 1

shows the relationship between auction price amabau of bidders for different auction methods.

Price

Reserved price /

Price-sealed Bid Auction

Bidding strategy

The English Auction

e CREEEEEE

L

n (hidders or call time

Figure 1. The Relationship Between Auction Price Bidders
Source: Krishina (2002)

Auction research tends to focus on two main thrustaluating the probability of a positive
auction outcome and comparing revenues from diftegriction formats to revenues from private
negotiations. This paper focuses on the auctiofkeh&omparisons which is summarised in Table 1.
Newell et al. (1993) examined the Sydney housingketdinding that the median price of properties
sold at auction was 3.6 per cent higher than ptmsesold by private treaty. Lusht (1996) stateat th
Australia used an English Auction-Open Called Bidtesm which attains half of the market share in
the real estate market. It has also found thai@uproperties sold at a premium in Melbourne.isTh
study attempted to control the model’s quality tigle adding a number of variables into the hedonic
equation. The analysis raises a number of questtbe most important attributes were the ratianale
of a relatively high percentage of sellers who @pge make suboptimal marketing choices, vendor
bids impact, the use of undisclosed reserve pnkthe lack of commitment to the reserve price
which is contrary to accepted auction theory.

Dotzour, Moorhead and Winkler (1998) also found #nactioned properties can be sold for a
premium which is above the average house pricess $tudy examined 5,344 transactions in
Christchurch, New Zealand using a hedonic approdictsuggested a significant premium for
auctioned properties in two of the four submarkétsthe Ireland property market, Stevenson and
Young (2004) also suggested a premium to auctipneperties and applied an advanced modelling to
evaluate the accuracy of auction pricing.



Table1l: The Literature Review of the Auction Market Comparis

Author Auction Real Estate Market Typ&eal EstatEvaluation Final-Price
System Type Method Comparison
Newell et alEnglish Australia, Sydney, theNormal Hedonic  pricePremium
1993 Auction-Open |auction market taainsasset, theory
Called Bid half of the markethar¢residential
in the real estate markehouse
Lusht, 1996| English Australia, Meéelbourne,|Normal Hedonic pice Premium
Auction-Open|the  auction  rarkelasset, theory
Called Bid attains half of the arke{residential
share in the real statéhouse
market
Dotzour, English New Zealand, theresidential |Hedonic pice Premium
Moorhead, |Auction-Open |auction market tainshouse theory
Winkler, Called Bid lower market share
1998
Mayer, 1998English USA, the auction mark{Normal an¢(Reaped sa|Discount
Auction-Open |attains  lower  mark(npl assgmethod
Called Bid share mixed,
residential
house
Marcus, English USA, the auction mark(NPL byiHedonic pricy
2001 Auction-Open |attains  lover markeHUD theory
Called Bid share residential
house
Quan, 2002| English USA Residential |Hedonic pricy
Auction-Open vacancy [theory
Called Bid land
Stevenson, |[English Ireland Normal Hedonic picePremium
Young, 2004Auction-Open asset, theory / value
Called Bid residential
house
Ong, LushtEnglish Singapore Foreclosed |Hedonic pice Discount
Mak, 2005 |Ascending Bic residential [theory / value
Auction house
Lin,  TsaijThe FirstPricgTaiwan NPL Hedonic pice/Discount
Chang, 1997Sealed Bid theory
Lin  2005|The FirstPricg Taiwan Foreclosed [Hedonic pice/Discount
Lin, HuangSealed Bid house frontheory/ semi-
(2005) court parametric
modeling

A number of studies in the USA have shown both tbigeally and empirically, that auctioned
properties should not sell at a premium in compari® private treaty sales. Mayer (1994) argued
that as private sellers can wait longer they waelckive a higher price from suitable buyers. The
auction result is a discounted price which wasrreteto the cost of liquidity. Mayer (1998), Marcus
(2001) and Quan (2002) indicated the auctions alf @state in USA are most frequently the result of
mortgage foreclosure, divorce settlement and eswiilement. These circumstances suggested that
auction sales are not comparable to private tregigs in the USA market.

Similarly, Taiwan has foreclosure property auctioviich lead to discounted results and an
ineffective auction market (Lin, Tsai and Chang929Lin, 2005; Lin and Huang, 2005). Although
Singapore uses the English ascending bid auctiah nice-sealed bid as in Taiwan) for the
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foreclosure property auctions, it also suggestetadinted auction results (Ong, Lusht and Mak,
2005).

b. M ethodology

This initial study uses a combination of quantitatand qualitative analyses of both primary
and secondary data to review the system, explanatittion market mechanism and its efficiency.
These analyses are reported in section three atidrséour.

The primary source of data is collected by intemitng) stakeholder representatives, such as
buyer, vendor, real estate agent, auctioneer aatdial manager. The respondents are selecteg usin
a snowball sampling technique which the latter oeslents were introduced to by the earlier ones.
Some of the transaction case studies are colléaeddirect observation of twenty auction events in
September and early October 2005.

The other transaction data is collected from seapndesources such as housing transaction
databases, newspaper articles and websites. Al study is based on case studies from recent
auction sales data in Brisbane (for periods froenghd of August to early October 2005). This study
uses Queensland Valuations and Sales Database (QMAIGh compile the housing transaction lists
from the property sales records of the Departméntiaiural Resources and Mines. The data has
some limitations in providing information needed flois study, such as the time-lag problem (around
two months behind the transaction date) and nooHspe transaction type. Moreover, it is not
possible to differentiate auction or private treagiles in QVAS database. In order to combat the
above limitation, different sources of auction tesbave been compiled to illustrate the recentianc
sales data in Brisbane.

The only organisation which collected auction tet®n information as well as private treaty
sales is the Australian Property Monitors. It shtd the recent property sales weekly in the @ouri
Mail (Queensland main newspaper) and updated thEnerpublication of the latest 40 days of
property sales in Home Price Guide® and/w.domain.com.auFairfax Digital Network, 2005).
Besides case studies from direct observation, shisly uses the published recent auction sales
information from newspaper and websites.

3. Brisbane Auction Mechanism

Almost all stakeholder representatives recommeatlttie key driver for a decision to use the
auction as the sales vehicle for housing is theestate agent. Housing market prices can be ledea
straight away in the auction transaction. Thigieaadiscusses the auction mechanism and compares
it with private treaty sales. Then, further disgiae on benefit-risk analyses and stakeholders’
attitudes reveal the challenges in choosing audalas. The stakeholders who are included in the
analyses are vendors, licensed real estate ademissed auctioneers, potential buyers and other
related professionals in the housing transaction.

The license is granted by Office for Fair TradimgQueensland after finalising courses and
practical experiences. After registering dsamee auctioneetwo courses need to be completed: how
to prepare and execute documentation (sales) and tnarbgerty. Then, a further three units of
competency need to be fulfilled to obtain a fultBoneer licenseimplement and monitor financial
systems, conduct property sales by auction andteiaim trust account. The final requirement is
conducting five auctions under the supervision ditansed auctioneer. All auctioneer courses are
organised by Real Estate Institute of Queenslard@R2005a).

An auctioneer works for a real estate agent fulletior part time on the auction day. Major
real estate agents usually have a full time auegonwhereas, the small scale real estate ager# aig
contract with a free-lance auctioneer for AUD 3@ puction. Auctioneer conducts the auction in
accordance with prescribed legislation such as PAMIDperty Agents and Motor Dealers Act 2000),
Trade Practice Act 1974 and Property Law Act 1974.

As mentioned in the literature review, an Engligieo-called bid auction is used in Australia.
Figure 2 and 3 illustrate this auction mechanishine preparation stage is very extensive both from
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the vendor and buyer perspectives. As the vengi@es to appoint an agent to use the auction ko sel
the property, the agent will put the property oa tto price listing. It will be advertised widelgrfat
least four weeks in major newspapers and website§hen, the real estate agent compiles an
information kit such as property details. As a ke#ing tool, the information kit will consist of
specific characteristics of the property which W the best selling point. For example, the it
development opportunities will be provided with depment approval from the council. In some
cases, the vendor may decide to conduct buildirdy @est inspections and provide the reports to
potential buyers to minimise the disturbance toentroccupiers. This is not compulsory information
in Brisbane but in Sydney the vendor have to degt@operty conditions and to provide the inspection
results prior to auction day. Sometimes, titl@rniation is also provided.

Both potential buyers and sellers will need to pewvan additional budget prior to the contract
sales agreement being signed. Vendors are requirbddget for the appointment of an auctioneer
(OFT, 2005) and this involves higher advertisenoast compared to private treaty sales arrangement.
Buyers need to conduct up-front activities priorthe auction day, such as necessary searches and
inspections as well as conduct financial arrangésnehese prior activities are needed to comply
with the contract clause under the auction terdshough the auction and private treaty sales hse t
same standard contract (Contract for Houses andl IRfth Editions - REIQ, 2005b; Units and
Townhouses first edition) there are some differennethe terms of the auction compared to private
treaty sales as follows:

* A private treaty sale allows a 5 day cooling offipée

* Settlement terms is 30-60 days settlement with it@mél terms, such as building or

buyers inspection (clause 4) and financial appréslalise 3)

*  5%-10% deposit (which only AUD1,000 to 2,000 a4 jp@rdeposit need to be prepared on

the contract date)

In general, the auction advertisement will attracire potential buyers to inspect the property
and come on the auction day. Additional remindéormation is produced by the agent for potential
buyers such as brochure and phone calls.

Although an offer might be submitted prior to oteafthe auction, in most cases the auction
terms will still be applied. The seller reservies tights to accept any offer outside the auctiay as
shown in Figure 2. If the auction process is unegsful, the real estate agent will use the exausi
listing and negotiate the listing price with therew (see Figure 3).

The agent assists the vendor in setting the redgmiee by giving a price range from potential
buyers which indicates the level of market intereRecent sales in the area may help to estimate th
reserved price without a professional valuatiorcpss. Although the real estate agent and auctionee
work on the best possible sale price for the venthay will try to push down the written reserved
price slightly below market price.

The real estate agent should not indicate a poided potential buyer because it will provide
the wrong impression and put off some potentialdosiyfrom turning up at the auction day. In two
events of on-site auction, the agent provided eepiédnge as an illustration for the potential buyler
other properties (in-room auction), the agent aiisaat the ‘minimum’ buyer class (such as buyer
above AUD 250,000) has affected the bidding proeesish the potential buyer believing that the
property was not worth much more than the indicatéck.
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In general an auction takes place on-site, on 8ayst following a series of public inspections.
Some auction events are conducted in-room (at@luiotel) for a number of properties. The in-room
auction may be held on Thursday night or Fridaymimay for selling 10 to 15 houses.

Although an auctioneer works for the seller, atlders need to be treated honestly, fairly and
ethically. Thus, prior to opening the bidding pFses at auction time, the auctioneer will announce
conditions of sale by public auction for real prapen Queensland. In Queensland, the potential
buyers may choose not to register but still be &bleid (see Figure 3). The auctioneer may bid on
behalf of the vendor. A copy of written authortty bid for another person should be given to the
auctioneer prior to the bidding process. Whilssame other states like Victoria, all bidders hewve
register prior the bidding process starting.

An auctioneer may hold the auction to seek furthstructions from the vendor. Then, the
auctioneer continues the bidding process and rewaroes the highest bid. If the property has
reached the reserved price, it will be announcatttie property is ‘on the market’ or ‘selling’ aitd
will be sold to the highest bidder. If it is ntle highest bidder will have the privilege to negjet
both price and condition of contracts with the vandhefore passing-in the property under the
exclusive listing under private treaty sales teamd conditions.

Further discussion on comparing benefits and rakalyses of different stakeholders in the
Brisbane residential auction market are shown ibld&. A housing transaction decision is made by
the vendor usually under strong influence from teal estate agents who gain the opportunity to
conduct an extensive advertisement campaign. édatiction, the auctioneer provides a competitive
environment (which is very effective in the boome) and the buyers compare their wants and needs,
egos and emotions plus the competitive will to wiAlthough the same mechanism exists in the
‘buyers’ market (down turn), the buyers are mole#&e and are not anxious to buy. Itisyetéo b
proved whether a unique property still achieves same efficiency in different market conditions
(boom and down turn).

An auction is part of a marketing process to fingutable buyer. It is still considered
successful if the property is sold prior to auction the auction day or within one week after the
auction day. Moreover, many of better propertiessmold prior to auction day and this influences th
sales clearance rate of auctions. The next seatibrliscuss the challenges in the Brisbane auctio
market as evidenced from recent property salesA@igust to October 2005) such as the auction
clearance rate.

4.  Auction Residential Property Market in Brisbane

Brisbane is Australia's third largest city on aerivby the sea, with a mountain backdrop to the
North-West and coastal farmland to the South. Thusas potential to match a range of property
preferences (e-CBD, 2005). As the capital of thstdst growing and most liveable state in the
country, Brisbane has the demand investors nesddaexcellent returns, and a climate which keeps
smiles on residents faces all year round. The Git8risbane has approximately 371,600 rateable
properties, 338,349 residential properties, 76,4partments and 5,729 flats, 26,731 commercial
properties (e-CBD, 2005).



Table 2. Comparative Benefits and Risks Analysd3ifiérent Stakeholders in Brisbane Residential
Auction Market

Stakeholder Benefits Risks
(number  of
participants)
Buyer Instant results of their offer e Stretch their budget to win the property
(6) More information of the subject property  with maximum price they are prepargd
(in some cases) to pay (cannot offer the lowest price)
Deals with other potential buyers and Spend higher up-front cost for searches
serious vendor who want to sell the and inspection prior to the auction day
property * No conditions on the contract under
auction terms (such as building and
finance approval), which is very difficult
for first home buyers
Vendor Better understanding of market price | « Stress on the uncertainty of the outcome
(5) More control to set the terms, of the auction result
conditions, undisclosed minimume  Higher transaction cost for extensive
reserve price advertisement
Information are better spread whicl Unsuccessful auction which bring to
mean more people to inspect the private treaty contract sales with higher
property and/ or come to the auction day transaction cost and time.
Deals with ‘true cash buyer, 10%
deposit is payable on the day of sale
without  uncertainty of financial
condition
Real estate Gain an exclusive right to sell the Fail to sell the property on the auction
agent subject property day, such as no bid condition, highest
(7) More advertisement budget or exposure bid below the reserved price.
not just for the property but also their
company. More competitor bidders
come to the auction day
Contract is set up for one final buyer and
seller on the auction day
Auctioneer Conduct auction * ‘worse property’ left for auction at the
(5) More competitive and committed buyers auction day (better one has sold prion to
will bid at the auction day the auction day)
More control to set the termses Put off other job but the property sald
conditions, undisclosed  minimum  prior to the auction day.
reserve price e Lost job if cannot do well on the job
Financial Pre-approval finance conducted based Borrower buy over-valued property
institution on the buyer's capacity which can pe which increase the property risk
(6) used for different property (subject fo
find the property)

Source: interview results(2005)

As a result of a very competitive building sectod aelatively low home and land prices,
Brisbane real estate is much more affordable tham&y and Melbourne. The median house price in
Brisbane is now around $330,000 which is relatidely compared to Sydney ($696,000). Owners
should expect modest capital gains over the nexh@@ths and buyers can take respite in a market
that is now simmering, as opposed to boiling. ABRS06) indicated that Brisbane house price rose by
only 1.5 per cent in the June 2005 quarter afiéngg3 per cent in March 2005.
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The above information provides some backgroundi® study. This initial study set out to
determine the significance of the auction in therall housing market, the reasons behind the recent
change, and the implications of these changes.

a. Market facts

In the past boom market, 50 per cent of all reltesn Sydney was sold by auction. During
the same boom period, the Brisbane auction markgthad 20 to 30 per cent market share. Recently
in Brisbane, the relative proportion of propertidgferentiated by type of sale, was calculated in
Table 3. Based on 24 month data (16 September 2003 September 2005), the total cases was
around 67,422 (Australian Property Monitors, 2008hjch was equal to 20 per cent of the total of
residential properties of Brisbane areas. The andisting was 6.75% of total transaction cases Th
private treaty sales cases were 93.25% and maostiyds.

Table 3. Properties Cases Sold of Different HouSirepsaction 24-Month

Auction
Auction Private Auction Clearance
Brisbane Cases listed Treaty sold Rate %
67,422 4.548 62,874 1,809
6.75% 93.25% 2.68% 39.78%

Note: The source of data in the second columre@asom Australian Property Monitors (up to 15
September 2005) of HPG data sample base, thesrestiimated figure from this study.

Table 4 shows the volume trend in 2003 to 200%stéd auction for residential property. The
residential auction market clearance rate (CR%3 dexreasing from 49.18% to 32.03%. The auction
value sold in November 2003 was $111.46 Million angear after was down to $53.66 Million and
up to mid 2005 went down to $24.98 Million. The deasing trend of CR% and sold value amount
indicate Brisbane being in the ‘downside’ of thegerty market cycle. This phenomenon may extend
through to Christmas (Thompson, 2005).

Table 4. The Brisbane Auction Market Outlook

Number of | Number of Number of Clearance Value Sold

Brisbane Auction Sold Withdrawn Rate % ($ Million)
Nov-2003 452 240 6 3 49.18% 111.46
Feb-2004 259 131 5 49.62% 66.83
Apr-2004 280 134 8 46.53% 60.59
Jun-2004 236 91 4 1 36.40% 46.84
Nov-2004 251 103 8 2 36.92% 53.66
Feb-2005 231 120 01 49.79% 52.22
Apr-2005 242 100 9 39.84% 43.04
Jun-2005 121 41 7 32.03% 24.98

Source: Australian Property Monitors (2005).

b. Recent Result of Residential Auction (mid August to early October 2005)

The result of each weekend’s auction are publisheitie newspaper and website, however,
this data set has some limitations and some rets@mgaare expressed about the comprehensiveness of
the information as it does not always provide tihtal auctions held. The published auction results
only refer to three event types: sold, sold priopassed in with the highest bid (HB) or vendor bid
(VB). The listed auction property may be sold pifahe seller may in fact accept an offer prior t
the auction being held. Auction sold refers to slaées completed at the conclusion of the auction
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process (the strike of the auctioneer's hammerhe Tatter two events may not reach the sellers’
reserve price and the property may be passed sufisequent private sale.

Table 5 describes four sample weekends based qréh®us week sales information and in-
room auction cases in Brisbane (HPG, 2005). Theri€@oMail weekend recent auction results show
the auction property market. The passing in resalnh the highest price bid (HB) is rising in the
auction market as shown in Table 5. Table 4 andeTalbased on the same data source but reported in
different time period (weekly in Table 4 and last weeks transaction in Table 5), the purpose of
comparing those tables is to illustrate the chamgje€learance Rate (CR). During the four weeks
observation periods, the average CR% was 48%, whiah higher than the record of June 2005 in
Table 4.

Table 5. The Weekend Recent auction Results (2005)

Highest Bid|Vendor Bid|Clearance
ID | Input Date | Transaction date |[Auction cases| Sold (HB) (VB) Rate %
1 |20 Aug 20080 to 16 Aug 2005 | 22 11 7 4 50.00%
2 |24 Sep 20084 to 20 Sep 2005 | 31 18 6 7 58.06%
3 |10ct2005| 21to 27 Sep 2008 37 15 17 5 40.54%
4 |8 Oct 2005 | 28 Seto 4 Oct 200{28 12 13 3 42.86%
5 **|7 Oct 2005 | In-room aution 10 2 5 3 20.00%

Source: ID 1 to 4 from HPG (2005)
ID 5 ** from one of agents in room auction caseBiasbane

The following analyses based on the auction redwdtea mid August to early October 2005.
Recent house sales per postcode in the Austrat@meRy Monitor’'s website contain recent six week
transaction. The auction results from mid Augusearly October 2005 are noted as full list in the
following analysis and the transaction on late Seyter to early October 2005 are categorized as new
list.

The geo-distribution performances of recent hoaesswhich are calculated from the Home
Price Guide website are illustrated in Figure 4 @able 6). The comparison between the new and full
list of action results in Figure 4 illustrates ripeffect in Brisbane's outer suburbs has beernrseude
and the auction home buyers are heading back tmtiee city and inner suburbs. The geo-statistics
show the house type cases growth in the inner iciber east and outer east, while the unit type geo
distribution growth is located at inner city, amther west. The average CR% is 40%; the unit type
property is performing better than house type prtiypsee Table 6).

Table 6 Property House Type of Recent Sales

Property Recent Sales ¥ ' Auction Grand Clearance
Type Ty Ootober 2008 B'jiégheSt Passed I Sold Total Rate %
House Full list 43 37 41 121 35.54%
New list 12 14 8 34 35.29%
Unit Full list 7 2 6 15 46.67%
New list 3 0 0 3 100.00%
Grand Total | Full list 50 39 47 136 36.76%
New list 15 14 8 37 40.54%

Source: Australian Property Monitors (2005)
Note: * Full list transaction records from mid Awgj to early October 2005 and new list transaction
on late September to early October 2005
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Figure 4. Geo-Distribution Performance of Housd &nit Auction Sales (mid August to early
October 2005)
Source: Australian Property Monitors (2005)

The 40 to 48 % clearance rate on house auctionsated that buyers are more likely to get a
bargain if a property is passed in because theylemmnnegotiate a sales price from a strongeripasit
Then, there is the fact that the proportion of prtips now being offered at auction is much smaller
than it was at the height of the recent boom. Bvban auctions do go ahead, people are not ready to
bid. Sometimes the bidders are not prepared to niadefirst bid. Everyone is sitting back and
observing what happens. This downturn is cycliaatj from past experience, when an upturn comes,
they will come back. But the number of auctionsBoisbane 2005 is at the lowest point in five years
and this time it will take a while (Thompson, 200%) represents a great opportunity for buyers.

Table 7 listed top ten Brisbane selling agent bamedheir auction performance from mid
August to early October 2005. Ray White, RE/MAXdahARCOURT utilise auction more than the
others. The auction performance have larger bigion as illustrated by the clearance rate (CR%).
As mentioned in the previous section, auction hagenthan six week turnover (see Figure 2 and 3),
larger set of data will provide more meaningful lexgtion.

Table 7. Top Ten Brisbane Selling Agent Auctionf®enance in mid August to early October 2005

sdlling Agent Total cases Auction Au_ction _ Auction Clearance
Sold Highest Bid Passed In | Rate %
AC Ascot 2 2 0 0 100.0%
Adcock Prestige 1 1 0 0 100.0%
FN Metro 2 1 1 0 50.0%
HAR 23 10 7 3 43.5%
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LJH 3 2 0 66.7%
PRD 25.0%
Public Trustee of QLD 4 2 0 50.0%
Ray White 70 18 26 16 25.7%
RE/MAX 36 11 9 12 30.6%
Space Property Agents 4 3 0 0 75.0%

Source: Australian Property Monitors (2005) frondmiugust to early October 2005

c. Inroom auction case study

Recent Property Sales using the ‘in room’ auctiireothan the on-site auction have attracted
more buyers to the Brisbane auction market. Snacaformation available to count the bidding call
times and the initial price, this initial studylige a small case study (11 cases only) to invatithe
competition level and indication of market effiocogn Further study need to investigate the research
outcome of this small sample study.

From the in room auction case study we can gairermdormation about the Brisbane auction
market. As mentioned in the literature review, thal estate auction belongs to the ‘common value
auction’, the bidder information is open at auctsite which creates a relationship between bidders.
This information can be the judgment of pricing ustied. In this case study, two sources of
information is used as auction attributes: pregaad initial price. The recent property soldhe t
neighbourhoods is used as pre-price attribute badtarting bidding price is used as an initiat@ri
attribute.

Two analyses on the 11 cases of in-room auctiorslaog/n in Table 8 and 9. Table 8 shows
the house attributes correlation of the auctioralfibid price and biding call times (proxy as the
number of bidder). The more bidders the more theusof the auction will rise. However weaker
competition shown in this case study produces &areeorrelation (0.13, and worsen in unit property
type -0.15). In the weak competition circumstaneessng the English auction market might produce
an unexpected price.

Table 9 shows the price difference theory, if tbgerage rate is smaller than the market, the
auction is relatively more effective than the ptévasales (search market). The coverage rate is
computed from the two market comparisons, seardhaaigtion market. In this case study the proxy
results show the auction market coverage rate bgingller 62.22% in auction market386.60%in
search market). Therefore, the auction mechamstimis small case study (11 cases) is more efficien
than the search market. Both market efficiency wedk competition result for auction mechanism
are only applied in this case. A further studytwatbigger data set will illustrate the Brisbanetaun
market efficiency.

Table 8. The Case Study In-Room Housing Auctiamil®ites Correlation

Amount area b|d|r_lg N . .

House /ALL call times initial price Pre-price
Amount -0.49/-0.49 0.13/-0.15 | 0.94/0.92 0.52 /0.67
area -0.56 /-0.56 | -0.30/-0.30 0.51/0.51
biding

call times -0.20/-0.31 0.06/0.01
initial price 0.66 /0.63
Pre-price

All : in-room auction house / unit included

14



Table 9.

The Case Study In-Room Housing Auchitamket Pricing

(M=AI(2) | (8))=(6)/(2)
Cases *% *%%
Price Q) 2 3) 4)=(1)-(2) (5)=(21)-(3) (6)=(3)-(2) Converage | Converage
Factors | Amount | Initial price Pre-price | Price diff 1 Price diff 2 Price diff 3 Rate % Rate % 2
Average | $399,472| $316,111 $359,389 | $83,361.1 | -$29,892.9 | $96,357 34.00% 8.12%
STD 155034 | 140974 203399 | $60,951.7 | $177,161.5 | 180147 0.2796 0.3139
cV 38.81% | 44.60% 56.60% | 73.12% -592.66% | 186:96% | g5 2004 386.60%

5.  Conclusion

In the Brisbane auction market, the auction medmrias pushed up-front higher transaction
cost for vendors and potential buyers comparedritate treaty sales. Moreover, an unsuccessful
auction is not only costly financially but also ffi@ent in terms of time. An auction provides an
instant result and a better understanding of mgskiee. As discussed in Table 2, vendors and their
team gain more benefits by conducting an auctionpared to potential buyers. Moreover, buyers
lose the privilege of having a five day cooling p#riod and being able to organise a more flexible
financial arrangements.

The combination of lower auction clearance ratesrehsing auction values and less than
exciting price growth suggests that the Brisbarsdestial market is in a downside market cycle.
Moreover, the lower clearance rate of the housdi@uoutcomes illustrates the higher bargaining
power on the buyer’s side. The current situatias had a different impact on different suburbse Th
geo-statistics found a ripple effect occurring watlction home buyers heading back to the inner city
and inner suburbs from Brisbane's outer suburbs.

From the in-room case study of 11 cases, this siayd weak competition which is reflected
by the weak correlation (0.13). The weak compmtiin the English Auction market might present an
unexpected price. This study uses the bidderncplime as a proxy for the number of bidders to
compute the coverage rate. Using the same sathgleoverage rate for auction market (82.22%) is
smaller than the search market (386.60%). Thuesatiction mechanism in the case study is more
efficient than the private treaty market. Duehte small sample size, this result can only appi®
case. Further study using more data cases willigeos better understanding of Brisbane market
efficiency.

In the auction process, the vendor and real eageat have stood to gain greater benefits from
auction mechanism than from private treaty saletowever, on the downside, buyers have more
bargaining power to negotiate favourable auctiom$eand conditions. Moreover, if the property
does not sell under the hammer at the auctiontti@ynegotiating parties may resort to private yreat
sales contract conditions.

This initial paper leads to further research on eliod the historical data of auction results and
studying the impact of unsuccessful auctions onfite result of the sales. When the auction is
passed-in, potential buyers have a greater bargppuosition since the full terms of conditions loét
contract for the purchase and sale of houses aaddwdl be applied. This may provide an opportynit
to offer a lower price than what they can afforthus, it is the real estate agent’s responsibitity
adjust the reserve price to suit the prevailingkegconditions.
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