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J Mortgage market split into separate cohorts
J Existing owners advantaged
J Find out about Perpetual’s Credit and Fixed Income capabilities

Treasurer Jim Chalmers’ contested 2026 budget has changed the economics of buying, selling
and borrowing against property, creating new tax incentives likely to reduce turnover of
established homes, drive rents higher and soften prices in parts of the market, says Perpetual’s
Thomas Choi.

Chalmers’ budget limits negative gearing to new builds from 1 July 2027, but grandfathers
properties held before budget night. It also replaces the 50 per cent capital gains tax discount
with cost-base indexation and imposes a new 30 per cent minimum tax on real capital gains.

Choi says the effect of the changes is to splinter the housing market into three separate cohorts
- owners sitting on grandfathered tax assets, buyers of established homes without the same
concessions, and investors pushed toward tax-favoured new builds.

“If you think about someone who owned property pre-budget night, that property is not just a
roof over your head any longer,” Choi says.

“It is a tax efficient asset that also offers you superior borrowing capacity.”

“If you own a property, you're going to have to think very carefully about whether you want to sell
it. Because if you sell it, you lose your negative gearing privilege forever.”

Choi is a senior portfolio manager in Perpetual’s Credit & Fixed Income Team that manages the
listed investment trust, Perpetual Credit Income Trust (ASX:PCI).

Existing homes retain tax protections

Homes held before budget night now have a tax value that future buyers of established
dwellings will not receive, says Choi.

For some owners, that will make selling less attractive and encourage renovation instead of
investment in productive assets, because owners who stay put keep their tax status.

That means turnover of established homes is likely to fall as owners protect the tax advantages
attached to their property.

This is likely to support prices in tightly held areas even as weaker borrowing capacity puts
pressure on demand.
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Investors in new builds will still be able to write off investment losses against salary income and
retain the 50 per cent CGT discount, making new housing more attractive than established
housing.

That should push more capital toward new stock and support construction, says Choi.

“Building and construction is a large contributor to the economy. It's going to help employment,
consumption and growth,” he says.

“But build costs are going to go up — new builds are going to naturally have a premium to
existing dwellings.”

And extra supply of new dwellings is likely to drive prices lower for established housing in the
same neighbourhood, he says.

“It's likely to have a dampening effect on existing dwellings depending on location.”

Higher rents forecast

Choi says in the near-term reduced investor participation and lower turnover of established
housing is likely to tighten rental supply, driving rents higher.

Similar past policy changes in Australia and New Zealand saw rents rise sharply after reducing
investor access to tax breaks.

“In a tight housing market like the one we have right now — and what was the case in New
Zealand in 2021 and Australia in 1985 — we're probably going to see higher rents,” he says.

Higher rents saw Australia reverse its 1985 negative-gearing restrictions within two years, while
New Zealand has now restored landlord interest deductibility after its 2021 limits were blamed
for adding pressure to rents and rental supply.

Softening house prices

Choi says Australia’s housing market is already softening due to higher interest rates and the
budget adds pressure by reducing the borrowing power of investors buying established
dwellings.

If lenders exclude negative-gearing tax losses from serviceability calculations, buyers will have
less borrowing capacity than earlier investors.

“The market is going to soften — and it’s already softening,” he says. “But we're not predicting a
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Choi says mortgage credit investors face more complexity, but not necessarily more risk from
the budget changes.

Property prices may soften, but higher rents, lower turnover and more conservative borrowing
limits will help support credit quality, he says.

“There will be winners and there will be losers from this budget,” he says.
“We're monitoring pools very carefully.

“The budget has segmented property investing. It's changed the landscape for property
investing.

“There will be greater dispersion across cohorts of borrowers, specific vintages, specific tax
profiles and jurisdictions.

“Grandfathered pools are going to behave differently to newly written pools. Vintage selection
and equity buffers are going to be fundamental pool characteristics going forward.”

About Thomas Choi and Perpetual’s Credit and Fixed Income team

Thomas is a senior portfolio manager with Perpetual’s respected Credit & Fixed Income team.
He focuses on the management of the treasury portfolios.

Thomas has more than 20 years of investing experience and has worked with us since 2010. He
has a Bachelor of Economics from Sydney University and is a Chartered Financial Analyst.

Perpetual offers a range of cash, credit and fixed-income solutions. We are specialists in
investing in quality debt.

We take a highly active approach to buying and selling credit and fixed income securities and
invest extensively across industries, maturities and the capital structure.

Find out more about Perpetual’s Credit and Fixed Income capabilities

Want to find out more? Contact a Perpetual account manager
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This article has been prepared by Perpetual Investment Management Limited (PIML) ABN 18 000 866 535,
AFSL 234426. Perpetual Trust Services Limited ABN 48 000 142 049, AFSL 236648 (PTSL) is the RE and
issuer of the Perpetual Credit Income Trust ARSN 626 053 496 (PCI). PTSL has appointed PIML to act as the
manager of PCI.

This article is general information only and is not intended to provide you with financial advice or take into
account your objectives, financial situation or needs. You should consider, with a financial adviser, whether
the information is suitable for your circumstances. To the extent permitted by law, no liability is accepted for
any loss or damage as a result of any reliance on this information. The information is believed to be accurate
at the time of compilation and is provided in good faith. Any views expressed in this article are opinions of the
author at the time of writing and do not constitute a recommendation to act.

The product disclosure statement (PDS) for the Trust, issued by PIML, should be considered before deciding
whether to acquire or hold units in the Trust. The PDS and Target Market Determination for the Trust can be
obtained by calling 1800 022 033 or visiting our website www.perpetual.com.au. Before making any
investment decisions you should consider the PDS for PCI (dated 8 March 19) issued by PTSL and the Trust's
other periodic and continuous disclosure announcements lodged with the Australian Securities Exchange
(ASX), which are available at www.perpetualincome.com.au or can be obtained by calling 1800 022 033.
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