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Abstract

This paper analyzes the evolution of Australian property prices, the relationships between
cities, houses and units, the stock market and monetary policy. Using monthly house and
unit prices for all eight capital cities we identify extended periods of explosive positive
price changes followed by comparatively small corrections and no crashes. A comparison
with Australian equity prices further reveals that the average risk and return are more
favorable in the housing market emphasizing fundamental differences of the two markets
such as liquidity and short-sale constraints. We also find evidence for financial contagion
from the equity market to the housing market. A Vector Autoregression (VAR) shows that
house price changes have a relatively strong effect on cash rate changes and thus monetary
policy. The relative stability of Australian property prices over the last 20 years suggests

that policy makers played a role by providing an accommodating environment.
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