The great
rent race=

With vacancy rates dropping to
all-time lows, landlords are
beginning to see a welcome
increase in returns as tenants

everywhere feel the sting of steep

rental hikes. Bronwyn Davis

g OF 50 long ago we were inundated with alarmist
reports concerning an oversupply of apartment

J stock in cities such as Sydney and Melbourne.
Vacancy rates for residential housing were soaring in some
of our nation's metropolitan areas, forcing rents down In
the process and scaring investors out of the market.

Today it's a different story. Property managers everywhere
are fervently marketing their services in a bid to increase
dwindling stock levels, and as potential first homebuyers
continue to be pushed out of the market by over-inflated
prices, increasing tenant demand is adding fuel to the fire,

No vacancy
Vacancy rates have plummeted in some states, seemingly
overnight.

Tony Brasier, cutgoing president of the Real Estate
Institute of Australia (REIA) notes, “When you consider that
vacancies in some capital cities were around 4 per cent
plus about three years ago and they're now down to 2 per
cent or less in some cases, that's a very large fall.

“We're of the mind that between 2 to 2.5 per cent is the
historical average and in all locations now we're below 2.5
per cent and in most areas we're below 2 per cent.”

The industry benchmark for a ‘normal’ rental market sees
vacancies sitting at avound 3 per cent, however in every
capital city at present, rentai stocks seem to be at crisis
point with stronger tenant demand than available supply.

Supply and demand dilemmas

Rod Cornish, head of property research with Macquarie
Bank, suggests that, “Because of the downturn in rental
demand around 2003, since mid-2003 there hasn't been a
lot of new apartment construction started.”

Data from the Australian Bureau of Statistics highlights a
decrease in total building approvals across the country of
12.6 per cent in August 2006. These figures also revealed
that the biggest fall in approvals occurred in the residential
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unit and apartment sector, which plunged by 36.9 per cent
for the same period. Cornish explains that the current
apartment construction drought has “created very low
supply at a time of high demand due to affordability and
an influx of overseas rmigrants”.

He says, “Net overseas migration is running at about
135,000 per year which is very strong — we haven’t seen
those numbers since the late "80s. This is partly due to the
government’s initiative to increase skilled migration.”

Brasier agrees that the drop-off in new stock of recent
times is creating an ever tightening rental market, along
with the fact that a large number of potential homebuyers
and investors have been deterred by rising interest rates.

“rhe increase in interest rates is discouraging
homebuyers, so instead of buying they're renting, and
because investors think interest rates will continue to rise
they've withdrawn from the market”

However as returns start to increase due to heightened

demand and lack of supply, many commentators hope that

the potential for short-term gains and the historical solid
capita growth that well-bought property in this country
atiracts will entice some investors back into the market.

Cornish asserts, “In Australia we actually need investors. .
In the US for example, rental accommodation is provided
by real estate investment trusts and in the UK a lot of
rental accommedation is public housing, whereas we rely
quite heavily on investors for our supply”

Affordability crisis causes rental rush
Activity in Australia’s property market over the past
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decade or so has been manic to say the least. There have
been extreme highs in sales activity with the introduction
of the First Home Owner’s Grant and consistently low
interest rates, which in turn forced prices up everywhere
and saw investors jump on the buying bandwagon.

As more investors fought to buy stock, developers saw
their opportunity and began building up big. Due to the
resulting exorbitant inflation of housing values, things
have come {ull circle and we're now in the quieter phase of
the property market. However in the wake of the last cyclic
starm, housing affordability has become a contentious and
problematic subject that's affecting not only buyers, but
tenants t00.

“The housing affordability problem that we have in
Australia at the current time is forcing people to rent for
longer because it's taking them longer to find sufficient
capital to get into the housing market,” says Harley Dale,
research manager with the Housing Industry Association.

Dale believes this particular rental crisis has occurred so
swiftly and seen tenants hit so hard, largely because of this
affordability issue, that it's hard to see any equilibrium
retuiming to the national property market without
government involvement.

He remarks, “The affordability side of things is probably
the differentiating factor compared to previous simiiar
situations. This whole rental market condition and the fact
that it’s s0 tied into housing affordability is part of a wider
congideration that's finally starting to gain some notice on
the part of governments around the country. There’s a
need for governments to address the affordability issue -
it's not going to right itself simply due to market forces.

“Low housing affordability has contributed in no small
part to the very tight rental markets we're now facing. A
larger number of investors need to find the residential
rental market an attvactive option in order to ensure a
higher level of rental stock than we currently have. That's
when you perhaps look inte stamp duty breaks for
investors and those sort of options.”

Good news for investors

Although the rental situaticn is making life tough for
tenants, investors are starting to see the light at the end of
the tunnel as rents that have remained stagnant or
experienced little growth for the past five years start to
play catch-up with property values.

Cornish says, “Rents were low for about a five-year
period really. Up until 12 menths ago rental growth was
very flat and only rising a few per cent a year. In some
capital cities rents actually came down.”

For some cities this catch-up is occurring more rapidly
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than others. In Hobart for instance, the REIAs June 2006
quarter data showed a rise of 15.9 per cent from the same
time a year earlier. In Brisbane median rents rose by 16.6
per cent for the same period and in Perth, by a whopping
19 per cent.

Cornish explains, “Rents are a bit like prices in that you
don't get prices rising consistently each year, you tend to
get bursts of growth.”

Cornish says that initially vacancy rates rose and rents
flatlined because of the large ghut of first homebuyers who
were able to purchase due to the grant, however with the
reversal in this portion of the population’s fortune, rents
have started to increase and investor yields are slowly
improving.

Rented! To the highest bidder

As rental accommodation shortages hit home and people
seeking housing compete with multiple applicants,
anecdotes are popping up everywhere concerning bidding
wars among desperate tenants.

Recent reporis suggested that agents in Canberra were
considering holding auctions for rental properties, however
many deny these rumours and suggest this practice is not
only unethical, but also illegal in some states.

This doesn’t mean however that applicants aren’t trying
to outbid the competition in an atternpt to secure a home,
Cameron Tait, general manager of Sydney's Australian

Property Support confirms, “For the first time in three
years I've had a potential tenant tell me that they would
pay above the advertised price
for a property because they
were desperate to get it.
Personally we don't do it~ I
think it’s a bit unethical to
rent a property to the highest
bidder so to speak.”
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