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PORTFOLIO POINT: In Australia’s three-speed property market, mid-priced properties have joined the lower end as having strong investment potential. 

I've been a lone voice “calling” a strong outlook for residential property investing for nearly a year in Eureka Report. I believe the lower end of the market will be very rewarding for investors who buy now. This week I want to up the stakes because I believe lower interest rates are making the outlook even better than I first thought. 

With the release of property statistics for calendar 2008, it looked as if we were starting to see lower annual performance numbers than we have for a while. And, predictably, some commentators seized on these short-term trends and interpreted them as a sign that something fundamental had changed in the market. 

They’re right, there are fundamental changes: the market is fragmenting. There are, in effect, many property markets. At its most basic there is a top, middle and lower end. 

These different sectors of the market are performing in a very different ways. Basically, the more expensive the property, the weaker the outlook. 

Earlier today (Wednesday Feb 9) we got the first hard evidence that affordable property will be lucrative investment in the months to come. There was a surge in new housing finance in December as the increased grants to first-home buyers, for new and existing homes, went through the economy. 

The Australian Bureau of Statistics reported that, in seasonally adjusted terms, the total value of dwelling finance commitments, excluding alterations and additions, rose 5.9% from November to December, with owner-occupied housing commitments increasing 7.1%. On a seasonally adjusted basis, the number of housing loans for newly constructed dwellings has risen 15.2% over the month.

Only a few days earlier we got statistics, especially new numbers from RP Data, which showed the top end of the market is suffering quite sharp falls. 

RP Data’s Affluent market more vulnerable report, plots price performance in 10 price segments (or deciles) across Brisbane, Melbourne and Sydney for calendar 2008. The graphs, below, show these cities all following similar patterns, but the turns in prices they represent just tell investors where we are in the property investment cycle. 
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Eureka Report subscribers will be well acquainted with my views that the most affordable sector of the property market is the place to invest. If you look across all the graphs you'll find affordable (cheaper) property was indeed more insulated from price falls during the current downturn. The bottom deciles show the best performance in Melbourne, and in Sydney and Brisbane, the bottom four deciles performed relatively well. So the affordable section of the market has held up best. 

Why? Because the vast majority of the population can afford to buy or rent there and because those people whose fortunes have been most adversely affected typically respond by downsizing their price points, creating greater competition at the bottom end of the market. And, of course, this sector has been the prime beneficiary of the government’s greatly expanded grants. 

The experience at the other end is equally striking, with the top deciles in retreat in all cities, as I warned last year. Sydney’s top decile was the worst: it declined 19.5% for the year; while Brisbane’s was down 9.1% and Melbourne’s 15%. 

At the same time, the upwardly mobile home buyers and investors have become cautious about upgrading, reducing competition for properties at the top end of the market. 

Now the picture really becomes interesting for investors. The three deciles representing the broad middle of market were negative, but only moderately so, which accorded with my anecdotal observation late last year and earlier this year that the mid priced property market has come off 5–10%. Sydney performed best, ranging from –1.9% to –3.5%; and Melbourne the worst, ranging from -3.9% to -7.4%. For investors, the important thing to note here is not the short term price swings but a fabulous opportunity in the mid- priced the data cannot yet pick up. 





What RP Data’s report isn’t telling us yet is that a potential investors’ opportunity in the mid-price sector is about to come into its own, joining the affordable sector as the place to be. In 2008, we saw prices ease in the mid-price sector by up to 10%, as competition among buyers remains subdued. But then, as the year drew towards a close, interest rates underwent dramatic falls with declines of 25–30%. For investors, this substantial drop in finance costs comes at a time when rental income is tracking through a trend of steady growth, about 7–10% per year, according to asset consultant Ken Atchison. Rental performance of properties in the inner and middle-ring suburbs is likely to remain strong, driven by low vacancy rates and increasing demand from a growing population. 

When you do the sums on the funding versus income equation, the key to understanding to any investment’s potential for return, the case for adding well-located medium price property to the affordable sector has been completely transformed over the past five months. This suggests to me that the middle-price sector has joined affordable property as the place where price growth is likely to bounce back first, and where investors and other buyers alike may well find the best potential for future gains. Astute investors should see this temporary downswing as golden opportunity to purchase well selected property priced at $600,000 to $1 million. 

But you can’t really tell this from empirical data, which, after all, is only a snapshot of the market in a given period. Undoubtedly informative, it should never be thought of as a step-by-step “how to” guide for investing in property. Sales and price tracking reports can and do describe and quantify that the middle-priced sector has seen small price declines over the past year, but it can’t help in identifying where the real value in this price bracket is or what the future will be. 
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What I can tell you is that the closing gap between interest rates and rental yields has uncovered significant investor value in this sector … for the right property. As I wrote last week, this self funding window is a product of our “extraordinary times”, but only likely to be open for a relatively short period, possibly a year at most. As more and more investors spot the value and enter the market, prices are likely to be pushed up, so the time to benefit most from the affordable finance and future upturn is here, in both affordable and mid-priced property in quality inner-urban locations across the nation. 

As a long-term property investor, I always look at one-year performance results and beyond them to the economic equation of the market. But more important is the quality of the asset I’m buying rather than focusing on the price movements per se in any one sector of the market, because it is relatively historical, short-term data. It’s the quality of the property that will be far more important in generating the long-term equity growth I’m after. 


Monique Wakelin is co-founder of Wakelin Property Advisory, a Melbourne-based independent property acquisition and advisory company, and co-author of Streets Ahead: How to Make Money from Residential Property.


Property Q&A

· Where to buy in Canberra 

· Should we hold or sell at the upper end? 

· Is defence housing a good investment? 

· What’s the attraction of older apartments?



Canberra apartment

My son has moved to Canberra in the past couple of months and wants to buy a unit for his use. I talked him out of buying in Townsville during his stay there, however Canberra appears to be a different boat. Is a one-bedroom unit a better deal than a two-bedroom? As Canberra is quite small, does it have bad-performing areas and highs and lows as other capital cities do?

I read a long time ago that when the Labor party was in government, property prices increase. Is this still the case?

Canberra is an interesting property market because it tends to be driven more by the political climate than underlying supply and demand conditions. Investing in a property market where fortunes can be swung by just one variable is always difficult. 

You don’t specify whether your son requires an investment performance from the purchase; if so, it’s the location, style of the accommodation and proximity to Civic that will determine the forward potential rather than the sheer amount of accommodation. Concentrate on areas within four kilometres of the centre surrounding Civic and Lake Burley Griffin for more predictable price performance. Concentrate on older style architecture –1940s to 1970s – if at all possible. 


Hold or sell?

We have a middle to upper-end home in the inner southeast area of Melbourne that is now an investment property we would like to sell. It would seem we are not going to achieve the prices of late 2007 again for some time. Would you advise us to cut our losses and buy two or three properties in the "median" range or hold out for growth to return to this end of the market? It was valued at $1.5 million in early 2008 but we may only get $1.35 million now, as it seems some of these homes are going for fire sale prices and most activity is in the $400,000–600,000 segment.

You’re about right in your estimate of selling range, as we have seen a reduction in prices achieved in the top sector of the Melbourne market of 7–15% (see today’s column). I would suggest that if you are now viewing this house purely as an investment, have no emotional attachment to it, and will never live in it again, you would probably do better by investing across two properties purchased in the $600,000–800,000 range. This would give you several advantages: first, it would allow you to geographically spread your portfolio and not be reliant on the performance of just one property in one suburb; second, the rental returns from properties in prime inner-urban areas tends to be more predictable. It will also give you more flexibility in future years if you needed to access some of your equity you could sell one of your properties and retain the other for growth in the market place. 


Defence housing

What do you think of Defence Housing Authority properties as investments? I’m concerned that they might be difficult to resell whilst subject to a long-term lease. Is it correct to say that only about 10% of buyers in the residential housing market are looking for investment properties, and the 90% balance want to buy a property they can live in? If that is true, there is a much smaller market of potential buyers of DHA properties subject to long-term leases. Also, do you have any feel for the prices put on properties by the DHA? One real estate agent suggested to me that they can sometimes be too high vis-à-vis property value.

The 10% number you quote comes from an estimate of the proportion of Australian households that claim negative gearing. The percentage of investors in the market tends to swing around 5–20% depending upon the prevailing short-term sentiment. In terms of investing in defence housing, I am not a fan. The underlying demand and resale situation is precarious as you can only ever sell to another investor, which excludes the vast majority of market: home buyers! In terms of the land value, I would tend to agree with the real estate agent. DHA locations are not prime from a capital growth or a land value point of view, and if the defence forces move their base, you’ll be left high and dry. Last but not least, both the buy-in price and property management fees are very high. Don’t be lured by guaranteed rental income or perceived tax advantages that often go hand in hand with these kinds of properties. Most often, these incentives are factored into the purchase price and/or management costs. 


A certain age

I'm looking into buying one or more investment properties in central Brisbane (within the 4–6km radius of the CBD, for about $350,000–400,000), and am looking at houses and apartments. I noticed that you recommend when buying an apartment that it dates between 1930s and mid-1970s. What is the reason for this? I assume that it's linked with claiming depreciation, but I just wondered more specifically, why you recommend this.

The reason I recommend units built from the 1930s to the 1970s is that they have the timeless and broad-ranging architectural appeal favoured by most home buyers, renters and investors alike. There is only a finite number of these available. In other words, they are a scarce resource and this scarcity feeds into their propensity for capital growth. If you have a favoured property style which more people want than is available to go around, then you have an asset with scarcity value and over time, these are the types of properties that will appreciate in value faster. I would also point out that the tax depreciation you can claim is very much as side issue when investing in property and, in fact, older-style property won’t attract as much depreciation as new ones. It’s the growth in capital value that will create gains in the investor’s equity, and it’s a relatively rapid build-up of this equity that’s puts investors in control of their financial independence, not tax or depreciation benefits!

