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Investment values
during uncertain times
The housing market has opened the
year indicating a mixed bag of prospects.
Although the December quarter was
the strongest for several years, the
recent pattern of price rises may not be
sustainable in a slowing economy with
rising unemployment.
Last year turned in a reasonable
performance for investors with good capital
appreciation and steady or modest rises
in rental incomes. Low interest rates are
welcome bonus. The 12 months ahead,
however, may not be so straightforward.
But let’s recap: Across the country,
residential property prices increased

9.3 per cent in the 12 months to December
2013, according to the Australian Bureau
of Statistics. Sydney was by far the best
performing capital, where the Residential
Property Price Index increased 13.8 per
cent for the year. Melbourne’s growth was
up 7.9 per cent, while the Brisbane index
increased 5.7 per cent.
The return of investors to the market in
the second half of 2013 spurred on the
market, as investors took advantage
of low interest rates. Borrowings for
investment purchases jumped sharply in
the December quarter and the fall in the
Australian dollar also saw international
buyers returning to the Australian market
in greater numbers – especially in Sydney.

This month’s Newsheet
comes with a late
welcome to the New
Year, which from a
property point of view
is well underway.
I have spent the last
fortnight in Sydney and Brisbane,
attending auctions, talking to agents
and property managers to gauge
the temperature of these markets
personally.
A general consensus in Brisbane is
that people have concluded it will be
cheaper to become owners rather than
tenants, which has lead to a firming in
prices and a softening in rentals.
Agents believe the market has risen
more than 5% in the last 6 months,
which broadly correlates with RP
Data Rismark figures. This combined
with the number of properties on offer
means a firm Brisbane housing market.
Opportunities are developing around
new and planned tunnel exits with travel
time accessibility to suburbs a primary
driver for future value. Developers and
renovators are highly visible in this
market and we make a strong case for
due diligence, particularly with regard
to rental estimates.
In Sydney, the main concern is with the
strong presence of overseas money
in the market. However traditional
properties in excellent positions do not
always attract these buyers who tend
to favour new units. We have been
able to realise some great value, albeit
in a very competitive environment.
The firm rents, almost 20% above
similar properties in Melbourne, are
underpinning value and provide for
attractive yields.
Regards
Jock Bing
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Queensland is the only state to have
continuous growth in net interstate
migration, since 1990. That surplus has
reduced since 2010 but an ongoing
shortage of housing stock remains.
Mining affects the whole of Queensland’s
economy. The state was sorely affected
by the global financial crisis as coal export
prices slumped, volumes leveled out and,
in many cases, declined. That was partly
offset by new investments in coal seam gas.
However, a downturn in domestic tourism
saw a sharp downturn in holiday property
values on the Gold Coast and Sunshine
Coast in 2009 and 2010, which flowed
through to the Brisbane market. There
was some recovery in 2013 and this is
projected to continue in 2014, qualified
by the fact that South East Queensland,
historically, especially in the tourist areas,
has long been a volatile market.
Brisbane prices still have some hangover
from those two consecutive years of floods.
However, relatively cheap locations with
strong demand by tenants are making
close to five per cent yields. We expect
rising rents in Brisbane to drag up values
in the foreseeable future.
Brisbane housing prices increased an
average 5.7 per cent during 2013 and
further appreciation is anticipated this year.
We expect Brisbane residential property
prices to provide among the strongest
growth of any region of Australia. This
reflects ongoing population drift towards
sunny climates and renewed investment
– both public and private.
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Parts of Sydney now include some of
the most expensive real estate prices in
the world. The number of new dwellings
produced in Sydney last year remained
well below the underlying annual demand
– as it has for many years. Net migration
numbers to Australia increased 16.4 per
cent in 2013 to 255,000. Around 26 per
cent of these settled in NSW.

and the lure of a warm climate and lifestyle
choices that is reinforcing strong migration
from southern states.
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The shortage of housing stock and
consequent price rises in Sydney is also
showing up in higher rental incomes.
As a broad sweep, Sydney rentals typically
are now back to being about 20 per cent
more than can be obtained from a similar
property in Melbourne.

PMS has been making purchases in
Brisbane for the past six months for clients
and continue to encourage investment
there on the strong fundamental basis of
price (in many cases below replacement
cost), yield, demographics, rental demand
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Chinese buyers are particularly active
towards the top of the market, at the
$5 million-plus level. This activity is likely to
be sustained now that the Australian dollar
has fallen. The demand from all Asian
buyers, however, is expected to increase
and spread across other price ranges.

Brisbane was also hard hit by the so called
“once in 100 years” flood in 2011. This
was followed the next year by a second
severe flood in the south east of the
state, again affecting demand for tourist
accommodation.
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The shortfall of housing available to
buy intensified during this period when
demand was reinforced by the evergrowing
influence
of
international
investors. Sydney has, in seven out of
the past ten years, had rental vacancies of
less than two per cent - by far the lowest
vacancy factor among the capital cities,
this indicates continued pent up demand
for rental accommodation.

External events have influenced housing
values in Brisbane in recent years, such
as the mining boom through to 2007 which
caused housing scarcity, resulting in
soaring prices and high population growth.
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The traditional price premium for
Sydney
was
firmly
re-established
last year – particularly in the second
half when values for a period
spiraled higher, literally, on a week
-by-week basis, after the federal election.

The prospects for Queensland’s key tourist
industry this year look up, benefitting
from the expected boost from a falling $A
and strong population drift. Queensland
continues to be a draw card as people
are attracted by climate and lower living
and housing costs compared with most
southern states. It also has major coal
seam gas exports coming to production
from next year which will also be favorable
for the state’s economy.
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Sydney – strength
continues

Brisbane – lower prices
and population growth
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The two most rewarding cities for
investment this year look set to be Sydney
and Brisbane. Both continue to have a
housing supply shortfall. Good buys still
exist in the Melbourne market but need
careful selection.

The pattern in past cycle’s in Australian
residential property has been that Sydney
moves first and generally rises strongly
and rapidly. The other states follow to
varying degrees.
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2014?

The “big money” is also moving into the
Sydney market with developers again
active perhaps with an eye on the longterm potential from the ongoing investment
from Asia.
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Looking Ahead

Forecast from 2013
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Melbourne – uncertain,
after sustained rise

A boardwalk from Olivers Hill to Seaford
could be a symbolic transformation
for Frankston.

Melbourne’s property values continued
to be strong in the years following the
global financial crisis and again shared
in the overall rise in late 2013. However,
there are uncertainties creeping into the
Victorian economy with major employment
cuts already showing up. The rental
vacancy rate also increased to an eight
year high last year, albeit from a very
low base.

The closure of Ford and Shell in Geelong
within the coming years ostensibly
overhangs property values in that city but
we tend to differ to some commentators on
the overall impact.

Vacancies in Melbourne rental housing
edged above 3 per cent during 2013 but
for the past decade much of the time it has
been below 2 per cent. The impending
cessation of manufacturing in Australia by
the three local car producers overhangs
all analysis of economic prospects for the
state. Inevitably many suppliers to the auto
sector will also face tougher conditions.
As unemployment rises, now above
six per cent in the state, prospective
property buyers are likely to become
increasingly cautious.
Melbourne and adjoining areas remain
attractive to the professional investor and
to the self managed superannuation fund
retiree who looks for quality of life and
investment rewards.
However, there has been substantial
ongoing apartment development close to
the city. New apartments are becoming
hard to let in several categories and there
is wide choice for prospective tenants.
Banks have further revised their lending
requirements for off the plan projects.
Melbourne has had a strong start to
the year, however the best conclusion
is that prices will be flat for the year
with any rise contained around 3 - 5%.
The highest rewards for investors from
housing assets close to the central
business district in proven suburbs such
as Carlton, Footscray and Brunswick –
or lifestyle niches such as Frankston
and Geelong.
The new freeway to Sorrento and
Portsea will take the through traffic away
from the Frankston CBD and foreshore
and enable that city’s development as
a more leafy residential location. The
Eastern Freeway from Frankston to
Dandenong is increasingly bordered by
new warehouses, which should provide
employment opportunities, as well, the
reinstatement of nearby Hastings as an
operating port which should also provide
greater employment.

Over the years Geelong has proved a
singular market as it has survived and
prospered through closures of several
major industries and the volatility of
the farming sector. It has great lifestyle
amenity with the nearby peninsula and
gateway to the Great Ocean Road region
which are all benefitting from renewed
infrastructure spending.

Commercial Property
Local government red tape and constant
updates to regulations and administrative
requirements are inhibiting and turning
businesses away from expenditure on
old style commercial premises throughout
Australia.
Several – but not all –
governments are at least indicating they
plan to address the issue. Action, though,
remains slow.
Sydney currently offers unusually low
cost office space.
However, space
requirements are changing with increased
technology reducing floor space needs.
Yields on both secure office space and
industrial properties remain relatively
attractive in most capital city locations.

Investors throughout the country are also
benefitting from increasing ease and
reduced cost of refurbishment through the
importation of modern fit out materials.
However, employment remains a key issue
for all businesses and their requirement
for office and business space.

Conclusion:
In uncertain markets remember the basics:
what is the building worth? How much will
it cost to renovate or rebuild? How much
income will it bring?
The best strategy in the uncertain world of
2014 is to invest with great care. Add up
all the components of your decision and
justify your reasoning. The cost of property
should be below replacement cost. Look
to areas where significant infrastructure
is already in place in the form of schools,
good roads, public transport and other
amenities. Also ensure you have a vision
for the property and it’s location.
Most investors will still be able to find
value and opportunity within the current
and emerging market.
Brisbane housing prices increased on
average 5.7 % during 2013 and further
appreciation is anticipated this year.
Sydney Housing stock shortages are
showing up in higher rental incomes.
Broadly Sydney rentals typically are now
back to being about 20% highter than
in Melbourne.
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Introducing some new faces at Portfolio
2013 was a busy year for acquisitions, where investment property purchases reached the highest level in
our company’s 40 plus year history. Much of this activity centred in our traditional markets of Sydney and
Melbourne. However, Portfolio has been an early entrant into the Brisbane residential market where we see a
bright future for well-placed traditional and existing properties in the right locations.
To accommodate this we have expanded our acquisitions team, as well as appointing a Brisbane specialist to
enhance our knowledge of this strong growth area.

Grant Edmunds

David Powell

Rocky De Maio

B Comm. CA

B of Business, LREA

Grant is our new Director of Acquisitions
and comes to us with a strong
international perspective, having worked
for the past 17 years as a finance and
property specialist in the UK, South
East Asia, India and Australia.
Grant
has worked in senior positions for the
NAB, PriceWaterhouse,Coopers and
GE. Grant has been appointed to lead
a new professional acquisitions team
with a strong focus on our long and mid
term investment models emphasising
due diligence in Australia’s maturing
property investment cycle. His experience
and strength on the economic side of
investment bring fresh eyes to the our
residential property portfolios.

David comes to us after 6 years as a
highly motivated property professional
in the Queensland development market.
Portfolio was a strong participant in the
Brisbane residential market throughout
2014,
amassing a sizeable portfolio
during the year. Davidís experience and
extensive local knowledge of South East
Queensland and the Brisbane market
will be of invaluable assistance to the
team, specifically in our valuations and
feasibilities reports. David was one of only
four Queensland finalists in last year’s
REIQ Awards for Excellence. He is a
highly successful negotiater with a strong
sales background totalling in excess of
$20 million in recent sales.

Currently studying the technical side
of property valuation, Rocky will be
assisting Jock and Grant in the important
detail and due diligence reports for
our feasibilities. His main focus will be
working with the investment opportunities
here in Melbourne as well as running
through the provincial portfolios of
Geelong and Frankston. Rocky is an
outstanding example of a new breed of
data driven property professionals. He is
a skilled communicator bringing important
analytical expertise to the Portfolio
acquisition team. Apart from his passion
for the Richmond Football Club Rocky
is a successful amateur sportsman
holding numerous best player and
coaches awards.
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