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It goes without saying that an area that is in high demand and low supply will inevitably experience 

an above average level of capital growth whilst, on the other hand, an area that is oversupplied in 

comparison to the level of demand will result in a below average level of capital growth. 

 

The best indicator to determine the ratio between the current levels of supply versus the current level  

of demand is the Residential Vacancy Rate. 

 

The residential vacancy rate is simply a sample figure taken which calculates, as a percentage, the 

number of investment properties that are vacant in a given area at a given point in time. In order for 

a property to be included in this ratio, the property must be on the market and actively seeking a 

tenant. 

Since it is generally accepted that a vacancy rate of 3.2% would indicate a balanced market, a 

vacancy rate above 3.2% would indicate that the residential investment market in that particular 

area is currently experiencing an oversupply of properties in comparison to the level of residential 

tenancy demand. 

As a result, a property investor in an oversupplied market may be forced to: 

i. experience an extended period of time without a tenant, 

ii. be forced to reduce their rental income so as to make the property more attractive to a 

potential tenant in a competitive market, and 

iii. incur a greater than anticipated cash flow expense as a result of the low rental yield. 

That is the reason why Property Choice will always recommend an area that has a long-term 

residential vacancy rate of less than 2.4% to ensure that the there is sufficient demand and not too 

much supply in the area so as to achieve the desired annual rental yield and capital growth. 

As an added dimension, an area that it is in strong demand is also more likely to experience a 

stronger capital growth rate as many of the factors that attract tenants to the area will more than 

likely be the same factors that attract owner occupiers to that same area. 

 

 

 

At Property Choice, we believe that the same 

fundamental economic factors that affect the price of 

shares on the share market or, for that matter, the price 

of coffee at the super market are exactly the same 

factors that affect the price of housing in the property 

market ... and they are the basic laws of supply and 

demand. 
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