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Overview
After reaching a supply peak in 2017, the Inner Melbourne development

cycleis slowing. The number.ofcomp/etlgns is set to S/gn{flcantly fall Indicator Latest Y-0-Y%
over the next two years allowing some relief to those precincts where Change
recent supply has been concentrated. The overall supply pipeline &

Key Market Indicators: Inner Melbourne

continues to shrink as projects complete and limited new submissions Apartment Approvals .
are made. Additionally, site sales have also slowed for the quarter, as (as at February 2017) 8,599 -6.0%
developers re-assess options. Rents and prices are growing above their

five-year average rates, indicating that the supply peak has not had a Sales Volumes - Units* 26532 13%
widespread effect on the broader residential market. Victoria’s supportive (12months to 4Q17) ’

economic backdrop and strong population growth continues to drive

underlying dwelling demand. AUCRIEIL G e

$525,000 4.6%

(as at December 2017)
A Atotal of 6,550 apartments are anticipated to complete in 2018. This e e e
comparesto 10,400in 2017. edian Rent -1 be .
’ (as at December 2017) 3360 o.3%
A Supply remains concentrated in the Melbourne city precinct with 59%
of projects under construction located here. Median Rent - 2 bed* $420 o0
tD ber2017 :
A Following a large number of completions, the supply pipeline b eiDegemibe: )
continues to shrink. Between 1Q17 and 1Q18, potential supply fell by Gross Yields * 0% 106
around 17,000 apartments. (as at December 2017) 0% -10bps

A TheInner Melbourne rental market remains healthy with vacancy

declining to 1.9% in January 2018, New and existing (Greater Melbourne)

Source: JLL Research, ABS, CorelLogic

A Gross rental yields for apartments in Melbourne fell as price growth
accelerated again.
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Economic Overview

A drop in unemployment and continued strong population

growth support underlying housing demand

The Victorian economy continues to outperform New South
Wales and Queensland, with 4.4% state final demand (SFD)
growth recorded in the year to December 2017.

Victoria experienced the strongest annual retail turnover
growth out of the states over the past year, exceeding the
national average of 2.7% y-y. Annual retail turnover growth
increased from 3.8% in February 2017 to 4.2% in February
2018.

Victoria also continues to lead the country in population
growth. The ABS’s September 2017 population data,
indicates that Victoria’s population grew by approximately
147,000 residents. This represents 2.4% annual growth.
Around 60% of this growth was accounted for by
international migration and 11% by interstate migration.

Victorian unemployment declined from 6.2% in March 2017
t0 5.2% in March 2018 (ABS). This is below the national rate of
5.5%. This bodes well for the state’s residential markets, as a
tight labour market increases the potential for wage growth,
which would have a positive flow on effect to the housing
sector.

The target cash rate remains at the historic low of 1.50%
following the April 2018 RBA board meeting. In the absence
of any major external macroeconomic shocks, further rate
cuts are unlikely this year. While there has been a tightening
on investor lending, lending rates for owner-occupiers
remain competitive supporting housing demand from this
buyer group.

The outlook for the Victorian economy remains robust due to
its diversity and strengths in the financial and professional
services sectors. Strong tourism and population growth will
also fuel momentum in the Victorian economy. In their latest
forecasts as of 4Q17, Deloitte Access Economics forecasts
Victoria SFD growth will average 3.3% over the next five years,
with Queensland exceeding this anticipated growth at 3.8%.
New South Wales remains at 3.0% over this period.

Key Economic Indicators - Victoria

State Final Demand Growth
4,40/0 Over year to 4Q17

? Population Growth
2.40/0 Over year to 3Q17
4’ ) Retail Turnover Growth

Over year to
4.2% February 2018

Employment Growth

0/. Over yearto
2.8 /0 March 2018
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Demand

Tighter lending conditions and policy measures are keeping

investor demand subdued

Following more than a year of tightened lending conditions
and unfavourable policy changes for investors, demand has
continued to slow. Sales volumes for both new and existing
stock remain well below the 10-year average (Figure 1).
Annual sales volumes are at their lowest point in over four
years.

APRA’s macro prudential measures, which were largely
designed to curtail investor lending, have considerably
dampened the market. After announcingthe removal of the
annual growth cap on investor loans, it is unlikely that APRA
will introduce measures to further limit the volume of loans
in 2018. Instead, APRA’s focus has turned to improving the
quality of individual loans via new assessment benchmarks.

Additionally, policy changes deterring investors last year,
such as the removal of stamp duty concessions for investors
and tightening of negative gearing rules, have kept investor
demand low. Similarly, tightened capital controls from China
and high foreign buyer duties continue to have a negative
effect on foreign demand.

Owner-occupier demand remains robust as a result of
Melbourne’s strong population growth. Within this, first
home buyer confidence continues to be bolstered by
additionalincentives introduced in 2017. Developers in this
segment of the market continue to report strong results.

Anecdotal evidence suggests that it is taking longer for
projects to settle with developers extending settlement
periods and often referring purchasers to alternative lenders.
However buyers, including offshore investors, are ultimately
finding the means to settle. Additionally, a secondary market
has appeared for the transfer of off-the-plan contracts
entered into prior to July 2017 so that foreign buyers can
circumnavigate stamp duty charges.

Figure 1: Inner-Melbourne Rolling Annual Sales Volumes

10,000
9,000
8,000
7,000
6,000
5,000
4,000
3,000
2,000
1,000

0

Dec-07

Dec-08
Dec-091
Dec-101
Dec-111
Dec-121
Dec-131
Dec-14
Dec-157
Dec-167
Dec-17-

Annual Sales Volume= = = 10-year average

Source: JLL Research, CorelLogic, as at 4Q17



Supp|y A major approval this quarter was Gurner’s Wellington

. .. Street development located in Collingwood (Inner-North
Melbourne has passed its supply peak and the pipeline ISrecmct) The project will feature 219 dwellings - a

shrinking reduction from the original proposal of 383. Overall, Inner-
The total Inner-Melbourne apartment supply pipeline Melbourne apartmentapprovals declined by 6.0% y-y in
(69,700) continues to reduce in size, but remains February 2018.

significantly larger than Sydney (43,800) and Brisbane
(34,700). Between 1Q17 and 1Q18, the total number of
apartmentsin the five-year pipeline fell by approximately
17,000 apartments. This is due to a high number of projects
completingin 2017 but also fewer new planning
submissions. Additionally, multiple projects have been
converted to other uses or reduced in size. Over 9,000

Supply remains concentrated in the Melbourne City
precinct with 59% of both the entire pipeline and projects
under construction located in this precinct. Apartment
development activity is likely to shift away from this
precinctto the inner-suburbs where owner-occupier style
projects are more feasible.

F

apartments were also deferred this quarter due to the We anticipate the supply pipeline to continue to reduce in
freeze in planning applicationsin the Fishermen’s Bend size. Development lending from the major banks s likely to
Precinct (see page 4). Consequently, these projects have remain tight, limiting the amount of projects that proceed
been moved out of the current pipeline. to construction. Alternative financers are continuing to
16,000 apartments are currently under construction in Epme forward in Melbourne. However, this remains at 3
o : igh cost.
Inner-Melbourne. A significant construction
commencement was stage one of Melbourne Square in A number of now un-feasible projects are likely to be
Southbank by Malaysian based developer OSK. Stage one  converted wholly or partially to alternate uses such as
will feature approximately 1,000 apartments over two commercial or hotel. Many developers will continueto
towers. The entire development will feature six towers reduce the number of apartments in order to increase floor
including additional residences, a hotel, office and retail size to appeal to the owner-occupier market.
component. ) o
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Figure 4: Supply Pipeline by Stage and Precinct (Number of Apartments, as at 1Q18)

Completed (2018 YTD) 1,667 1,927
Under Construction 9,469 590 2,304 2,274 1,419 16,056
Currently Marketing 11,545 851 1,071 572 442 14,481
Plans Approved 15,206 9,561 1,898 1,049 505 28,219
Plans submitted 3,838 2,875 1,532 8,978

Source: JLL Research, as at 1Q18
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