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Introduction

Welcome to the latest
edition of Banner Asset
Management’s Quarterly
Property Report.

At the time of writing,
residential house prices
continue to rise at their
fastest pace in 32 years and
rents are accelerating.

Economic growth continued
through the June quarter,

but at a slower pace and was
expected to fall sharply in the
September quarter because
of lockdowns in New South
Wales and Victoria to contain
outbreaks of the highly
contagious Delta variant

of COVID-19. In a speech

to the Anika Foundation in
September Reserve Bank of

Australia Governor Philip Lowe
said the Delta outbreak had
“delayed - but not derailed -
the recovery of the Australian
economy".

Domestic demand is expected
to have contracted thanks to
reduced household spending,
disruptions to construction
and investment plans, set off
against higher export prices,
Mr Lowe said “the result is
that the economy will now
contract significantly in the
September quarter. This is

a major setback, but it is
likely to be only temporary.
We expect the economy

to be growing again in the
December quarter, with the
recovery continuing into
20221

Industrial property continues
to be the standout performer
in the commercial sector,
propelled by the tailwind of
supply chains being remade
for e-commerce, while the
office and retail markets

are preparing to emerge
from months of lockdown
orders that kept workers and
shoppers away.

In our Spotlight section this

quarter, we take a closer look
at the industrial and logistics
market during the pandemic.

We hope you find these
insights useful.

1 Reserve Bank of Australia Governor Philip Lowe, speech to the Anika Foundation, September 14, 2021. https://www.rba.gov.au/speeches/2021/sp-

gov-2021-09-14.html
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Economic update

s
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GDP rose by 0.7% in Q1,
following a rise of 1.9% in
Q4 last year.

The unemployment rate
fell to 4.5% in August from
4.6% in July.

in October.

Source: Australian Bureau of Statistics, Reserve Bank of Australia

Australia’s economy continued to grow
through the June quarter but at the
slowest pace in the recovery from the
initial COVID-19 outbreak. The 0.7%
growth rate was driven by the recovery
in the labour market, higher household
and business spending and rising
commodity export prices that lifted the
terms of trade.? Dwelling investment
slowed to growth of 1.7% - from 6.4%
- to post a fourth straight quarter of
increases. Construction activity rose
by 1% for the quarter - including 1.6%
for residential and non-residential
construction. It was the equal second-
largest contributor to the overall

result at 0.1%.

The unemployment rate was 4.6 %

in September, up 0.1% after a fall

in August. For the month there were
138,000 fewer people in work, while
there were 110,900 fewer people
employed than before the pandemic
began in March 2020. The participation
rate fell for a third straight month to

64.5% with those not looking for work
during lockdowns counted as outside
the work force.

Australia’s two biggest economies

and most populous states, New South
Wales and Victoria, are well on their
way out of lockdowns imposed to

slow the spread of the Delta strain of
COVID-19 thanks to rising vaccination
rates. From December 1, NSW citizens
will enjoy the same freedoms that

have been steadily restored to those
with two jabs of COVID-19 vaccine. A
clear path for the return of interstate
travel is yet to emerge as the states
have discretion to close their borders

to interstate travellers. Fully vaccinated
Australians will, however, be allowed to
travel overseas from November. Inbound
foreign workers and students are being
given priority over tourism to help
restore industries hard hit by lockdowns.

The RBA kept its target cash
rate at a record low of 0.1%

Australia’s population grew
by 0.1% in the year through
March, slowing from 0.5% in
the year through December.

Reforms for the post-
pandemic recovery

An OECD survey of the Australian
economy released in September
projected GDP growth of 4% in 2021 and
3.3% in 2022 as higher vaccination rates
enable an easing of restrictions. The
survey noted that while the pandemic
interrupted an unbroken 28-year run

of economic growth, the downturn in
Australia was milder than in most of
the OECD and the rebound was swift
thanks to generous policy support, the
rapid reopening of domestic activity and
the run-down of savings built during
lockdown.?

2 Australian Bureau of Statitstics, Australian National Accounts, https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-

national-income-expenditure-and-product/latest-release
3 OECD Economic Survey, Australia. https:/www.oecd.org/economy/surveys/Australia-2021-OECD-economic-survey-overview.pdf
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APRA reins in home
lending as RBA warns on
financial stability

The Australian Prudential Regulation
Authority has increased macro-prudential
measures to reduce the risk of excess
borrowing for home borrowers. APRA will
require banks to assess new borrowers’
ability to service loans at an interest
rate 3.0% above the loan product

rated, up from 2.5 per cent.* APRA chair
Wayne Byres said it was a targeted

and judicious measure to reinforce the
stability of the financial system.

“In taking action, APRA is focused on
ensuring the financial system remains
safe, and that banks are lending to
borrowers who can afford the level of
debt they are taking on - both today
and into the future.

“While the banking system is well
capitalised and lending standards overall
have held up, increases in the share

of heavily indebted borrowers, and
leverage in the household sector more
broadly, mean that medium-term risks
to financial stability are building.

“More than one in five new loans
approved in the June quarter were at
more than six times the borrowers’
income, and at an aggregate level

the expectation is that housing credit
growth will run ahead of household
income growth in the period ahead.
With the economy expected to bounce
back as lockdowns begin to be lifted
around the country, the balance of
risks is such that stronger serviceability
standards are warranted,” Mr Byres said.

4  APRAannouncemenet, October 6, 2021. APRA increases banks’loan serviceability expectations to counter rising risks in home lending

https://www.apra.gov.au/news-and-publications/apra-increases-banks’-loan-serviceability-expectations-to-counter-rising
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Rates stay low

The announcement came a day after
the Reserve Bank of Australia (RBA)
kept its official cash rate steady at

0.1% for the eleventh straight month in
October. In his statement on monetary
policy RBA Governor Philip Lowe said
that in an environment of rapid credit
growth it was “important that lending
standards are maintained and that loan
serviceability buffers are appropriate.”®

Mr Lowe said the bank is committed to
maintaining highly supportive monetary
conditions to achieve full employment
and inflation consistent with its target.
“It (the RBA) will not increase the cash
rate until actual inflation is sustainably
within the 2 to 3 per cent target range.
The central scenario for the economy

is that this condition will not be met
before 2024. Meeting this condition will
require the labour market to be tight
enough to generate wages growth that
is materially higher than it is currently.”®

Analysts said the impact of the
increased buffer would likely be
modest, reducing borrowing capacity
for an owner occupier by less than 5%.
Macquarie Equities said APRA's increased
buffers may be enough to achieve its
objective if it weakens confidence and
moderates rising property prices. But
there is a risk that regulators will have
to take further steps if credit growth -
running at an annualised 7% per cent in
June - does not moderate.

RBA says risks growing

The RBA's semi-annual Financial
Stability Review said improved economic
conditions over the past six months
have reduced the financial system’s
vulnerability in advanced economies.
Expansionary fiscal and monetary
policies have helped output rebound,
while earnings for businesses and
households have increased in all but
the most vulnerable industries such as
tourism and hospitality.

Australia’s economy was recovering well
in the first half of the year and economic
output and employment had exceeded
pre-pandemic levels. Reduced spending
opportunities and a degree of caution
had also allowed households to build
their savings buffers.

However, they noted that sustained
low interest rates and optimism about
business incomes had contributed

to high and rising asset prices and
increased risk taking. Big increases in
house prices had improved the financial
resilience of existing borrowers, but an
associated acceleration in borrowing
had increased the systemic risk of high
and rising household indebtedness.””

The pandemic still presented a risk to
economic activity and falls in asset
prices could be widespread if interest
rates were to rise because of an
unexpected outbreak of inflation or
rising risk premiums. In that case the
greatest harm could be in residential
and commercial property, where
leverage is common.

The RBA also highlighted risks from the
liquidity crisis facing property developer
Evergrande - triggered by Chinese
authorities moves to lower systemic
risks - without triggering widespread
stress and hurting economic growth.
“Authorities may have to choose
between imposing market discipline
and intervening to avoid a disorderly
resolution that could trigger stress in the
financial sector or real estate industry
that has been a significant contributor
to growth in recent decades. In general,
the numerous and simultaneous

policy changes occurring at this time
raises the probability of unintended
consequences."”

5 RBA Statement on Monetrary policy, October 5, 2021. https://www.rba.gov.au/media-releases/2021/mr-21-22.html
6  Reserve Bank of Australia Statement on Monetary Policy, October 5, 2021. https://www.rba.gov.au/media-releases/2021/mr-21-22.html

RBA Financial Stability Review, October 2020. https://www.rba.gov.au/publications/fsr/2021/oct/pdf/financial-stability-review-2021-10.pdf
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QUARTERLY GDP CONTINUES TO REBOUND

Source: ABS
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Residential

Australian residential property prices
grew at a slower pace in the September
quarter amid pandemic lockdowns in
New South Wales and Victoria. Low
interest rates and government support
helped drive double-digit growth rates
across all capital city markets in the year
to September. House prices are growing
at a faster pace than units and high-end
property is growing at more than twice
the pace of low-end properties.

In the September quarter, national
home values rose by 4.8 %, slowing from
6.1% in the June quarter, according to
data from Corelogic. Over the year,
dwelling prices are up 20.3%, the fastest
growth since June 1989.8

Regional markets continue to show
the strongest gains, with values rising
by 23.1% over the year, compared to

a 19.5% for capital city markets, as
working-from-home arrangements
make it easier for people to live outside
the major cities.

Rental growth on a tear

Sales volumes surged 41.9 per cent over
the year and in the month of September
were estimated to be 25.5 per cent
above the five-year average.

New listings also trended higher in
September, but with rising clearance
rates and fewer days to sell a property,
the total advertised stock on the market
remains below the equivalent period for
2020, except in Darwin and Melbourne.

National rent values continued a
12-month unbroken run of increases

to be 8.9 per cent higher for the

year ending September 30. It is the
strongest growth in rents since July
2008. However, with housing values
outperforming rents, gross rental yields
were further compressed, ending the
month at 3.3 per cent, a record low.

Housing finance fell 5.6% in the three
months to August, albeit with a small
rise in investor commitments. Secured
finance remains at elevated levels as
new mortgage lending rates have fallen
by 113 basis points for owner-occupiers
and 116 basis points for investors since
the middle of 2019. Fromm November 1,
banks will be required by the Australian
Prudential Regulation Authority to
calculate loan serviceability using a 3
per cent buffer above advertised rates,
up from 2.5 per cent, for owner occupier
loans. According to APRA one in five new
owner occupier loans were made with

a loan to income ratio above six, raising
system risk from a rise in interest rates
or a fall in house prices.

8  CoreLogic September Housing Market Update. http://reports.corelogic.com.au/CL-HOUSING-
MARKET-UPDATE/CL-HOUSING-MARKET-UPDATE-0645514.4.pdf
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SEPTEMBER MARKET SNAPSHOT

Source: CoreLogic, SQM Research

NATIONAL

CAPITAL CITY
DWELLING PRICES

+4.7%

(ON QUARTER)

+19.5%

(ON YEAR)

+7.5%

CAPITAL CITY RENTS
(ON YEAR)

0%

CAPITAL CITY GROSS
RENTAL YIELD

SYDNEY

DWELLING
PRICES

+5.7%

(ON QUARTER)

+23.6%

(ON YEAR)
AT RECORD HIGH

+7.2%

RENTS
(ON YEAR)

7%

VACANCY RATE
DOWN FROM
2.9% IN MAY

MELBOURNE

DWELLING
PRICES

+3.3%

(ON QUARTER)

+15.0%

(ON YEAR)
AT RECORD HIGH

+1.8%

RENTS
(ON YEAR)

5%

VACANCY RATE

DOWN FROM
3.7% IN MAY

BRISBANE

DWELLING
PRICES

+5.9%

(ON QUARTER)

+19.9%

(ON YEAR)
AT RECORD HIGH

+9.7%

RENTS
(ON YEAR)

4%

VACANCY RATE

DOWN FROM
1.3% IN MAY
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Industrial

Well-established trends favouring

the growth of e-commerce have

made industrial and logistics the best
performing sector in the Australian
real-estate market. With demand fueled
by the transport, postal, warehousing
and wholesaling industries, industrial
property has enjoyed strong capital
value growth. However, yields have
compressed further from domestic
private, institutional groups and foreign
investors targeting investment in the
market. In the year to June, there was
$12.01 billion in industrial sales (above

& Logistics

$5mil) - the highest on record and more
than double the 10-year average of $5.6
billion, according to Savills.?

With capital city markets already tight,
demand and capital are following

the same path as residential property
and moving to the regions. Colliers

says population growth in the regions,
combined with strong customer
demand and investors seeking perceived
value, has driven capital outside the
metropolitan centres.'

9  Savills Quarter Time Industrial Q2/2021 https://www.savills.com.au/research_

articles/167771/203006-0/quarter-time-industrial-q2-2021

10  Colliers Industrial Regional Spotlight. https:/info.colliers.com.au/regional-industrial-

spotlight-h1-2021
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CAPITAL CITY LEASING SUMMARY

SYDNEY

Positive momentum from the
start of the year accelerated
in the second quarter, pushing
vacancies to the biggest
quarterly fall on record.
Vacancies fell 47 per cent to
219,503sgm, the lowest on
record. Leasing volumes totaled
516,498sgm, nearly triple the
previous quarter, according to
Knight Frank.

Marco Mascitelli, senior
research analyst and Katy
Dean, associate director, at
Knight Frank said landlords were
starting to push up rents and
drop incentives in response to
the limited supply. Rents rose
1.1% on average across all sub-
markets in Sydney.

“There has been a dramatic shift
in yield metrics on the back of
the large pool of capital, both
from domestic and offshore
investors increasing allocation
to the industrial and logistics
sector.”™

11 Knight Frank Australian Industrial
Review - August 2021. https://
www.knightfrank.com.sg/
research/australian-industrial-
review-august-2021-8356.
aspx’search-id=1936¢497-7435-
44f1-8834-co778621f151&report-
id=2293&rank=1

MELBOURNE

An e-commerce-driven
expansion of retail and logistics
fueled record take-up levels in
the second quarter, led by the
west and south-east precincts.
Vacancies fell by 21% as leasing
volumes surged by 70%, with
the strongest demand coming
from major retail and wholesale
tenants responding to increased
non-discretionary spending.

Associate director Finn
Trembath. and research analyst
Kanwal Singh at Knight Frank,
said developers were responding
but struggling to keep pace,
with 70% of developments in the
pipeline pre-committed.

"Declining land supply coupled
with accelerated tenant demand
is putting upward pressure on
land prices as owner-occupiers
compete with institutional
owners for prime locations.”2

12 Knight Frank. https:/www.
knightfrank.com.sg/research/
australian-industrial-
review-august-2021-8356.
aspx’search-id=1936¢497-7435-
44fF-8834-co778621f151&report-
id=2293&rank=1

BRISBANE

Pent-up demand from the
2020 border closure spurred
back-to-back strong quarters,
with leasing of 280,215sgm,
more than double the five-year
average.

Alongside the take-up of vacant
space, there has been an
increase in pre-commitment
and a substantial pipeline of
potential pre-commitment
deals to be signed for the rest
of the year, according to Janelle
Wilson, partner, research and
consultancy, at Knight Frank.

“Land transactions have
accelerated both in quantum
and in price as the amount
of formed and serviced land
continues to diminish and

be more consolidated in its
ownership."®

13 Knight Frank. https:/www.
knightfrank.com.sg/research/
australian-industrial-
review-august-2021-8356.
aspx’search-id=1936¢497-7435-
441F-8834-co778621f151&report-
id=2293&rank=1
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Rising vaccination rates that have
confirmed a clear pathway out of
lockdowns have buoyed the office market
after the economic recovery stalled in
the September quarter. But as the two
biggest state economies, New South
Wales and Victoria, reopen, landlords
may have to wait until the new year to
see a rise in occupancy. The Property
Council of Australia September survey
revealed CBD occupancy levels were at
just 4% in Sydney, 6% in Melbourne and
8% in Canberra. More than 75 per cent
of respondents did not expect to see a
material increase in occupancy levels
before the end of the year.

Vacancies rose over the past 12 months,
compounded by new supply additions.
Ray White noted an increase in sub-
leases as occupiers rationalised their
need for space amid lockdowns through
the third quarter of the year. Then return
to normal for many businesses during
much of 2021 has been encouraging, Ray
White says, as it “highlights the ability for
our economy to move forward once the
worst is behind us."*

“As we navigate our way out of
COVID-19, we expect restrictions will
remain throughout 2021 in various forms
across each state. Recovery for the
office markets will be mixed with some
states likely to fare better than others

in the short-term, notably those tied to
employment growth and population
increases. The ongoing demand to
purchase quality office assets from both
domestic and international investors,
particularly in major CBD office markets
across the country suggests that
confidence will return, and vacancies will
recover over time.”

SYDNEY CBD

Strong gains in economic activity
quickly translated into leasing activity
in the first half of 2021 and despite

the challenges of lockdowns, there are
still tenants who need to decide on
office space, according to KnightFrank.
Upsizing, downsizing and hybrid models
are all still in play and while lockdowns
had halted inspections, that activity

is expected to resume under the
accelerated timetable to lift restrictions
as vaccination targets are hit. “That
sense of positivity and desire to get back
into the workplace along with pent-up
demand from tenants who were on
short-term hold over deals during the
lockdowns, will kick-start deal activity
as it did earlier in the year, generating
optimism in the long-term recovery of
Sydney's office market.”"

MELBOURNE CBD

Prime vacancy rates were 10.4% at the
end of August as the state endured
another lockdown. But according to
Cushman & Wakefield, confidence is
strong and smaller and local businesses
are making decisions on three and
five-year terms. Larger businesses were
slower to commit and were opting for
shorter extensions amid curbs on the
numbers of workers allowed to be in
the office. Net incentives stabilised in
the third quarter at 41 per cent and
premium-grade rents rose slightly.

“The rollout of the vaccine over the
final quarter of 2021 can be expected
to see lockdowns end and a return to
higher levels of occupancy in 2022,” says
John Sears, head of Research, ANZ, for
Cushman & Wakefield.'

BRISBANE CBD

Gross effective rents stalled at the top
end of the market after falling in the
first quarter, according to Cushman &
Wakefield. Incentives followed a similar
path. Vacancies were expected to
recover through 2021 after declines in
2020. Just one new project, at 80 Ann
St, was slated to deliver new capacity in
early 2022. Cushman & Wakefield said
there was evidence to support hopes
for a quick rebound with an increase in
both inquiries and larger briefs coming
to market.

14 Ray White Commercial Research, Sydney CBD Office, September 14, 2021. https://www.raywhitecommercial.com/research/september-2021-sydney-cbd-

office-incl-strata-office/#

15 Knight Frank Sydney CBD Office Report, September 2021. https://www.knightfrank.com/research/report-library/sydney-cbd-office-market-

september-2020-7493.aspx

16 Cushman & Wakefield Marketbeat report, September 29, 2021. https:/www.cushmanwakefield.com/en/australia/insights/melbourne-marketbeat
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Spotlight on Industrial
and Logistics

Industrial and logistics has been the
standout sector of the Australian
commercial real estate market during
the pandemic. With office real estate
subdued by lockdown orders in the most
populous states, local and international
players — who have increased allocations
to the Asia Pacific - have focused on
the opportunities presented by the
remaking of supply chains to service
growing e-commerce. Capital values
have jumped, yields have compressed,
transaction volumes have reached
record levels and activity has spread to
the regions, following the same path

as residential property. Vacancies fell
sharply this year - in Sydney to record
lows - spurring new investment and a
spread to the regions by smaller players
seeking more affordable opportunities.

Compelling Economic
Drivers

Critical goods, including food and
pharmaceuticals, have been significant
drivers of demand for the industrial

and logistics sectors. With many
discretionary goods and services
disrupted by lockdowns and supply chain
issues, non-discretionary items such

as groceries helped drive interest as
retailers remade supply chains. JLL notes
that in 2020, when occupier demand

for industrial stock reached an all-time
high of 2.9 million sqm, the retail trade
sector was - for the first time - the
major contributor to floorspace demand
at 34%. Post pandemic there will be a
greater focus on solidifying Australia’s
end-to-end supply chain for critical
products - from R&D, manufacturing to
storage and distribution.”

17 JLLIndustrial Market Overview, August 6,
2021 https://www.jll.com.au/content/dam/
jll-com/documents/pdf/research/apac/
australia/jll-australia-national-industrial-
market-overview-2qzr.pdf

EASTERN SEABOARD INDUSTRIAL TAKE-UP
BY QUARTER, '000SQM,(>5,000SQM)*

Source: Knight Frank Research B Melbourne M Brisbane Sydney
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Strong Tenant Demand

National leasing activity is running

at record pace with gross take-up of
1,233,500 sqm in the June quarter, up
7% on the March quarter record and
nearly double the 10-year quarterly
average. JLL says activity was
concentrated in Sydney and Melbourne,
which accounted for 36% apiece, but
all states were running more than 50%
above the 10-year average.

Supply is responding, with delivery of new
assets trending up in June for the first
time in six months and 2.22 million sgm
expected to be delivered by year end.

Heightened
Investor Interest

A record $12 billion of industrial sales
(above $5 million) were recorded in the
year to June with strong interest from
domestic and international players who
have allocated more to the region and
to industrial and logistics, according to
Savills. “Well located warehouse and
logistics facilities that service densely
populated areas are at the forefront of
investor attention, particularly along
Australia’s east coast industrial markets,
which have attributed to capital value
growth and ongoing yield compression
over the last three years."”®

National transaction volumes hit a new
high of $7.03 billion in the June Quarter,
45 per cent above the 10-year annual
average of $4.84 billion, according to
JLL. Major investment sales including the
Milestone Portfolio ($3.8 billion) and the
Kingdom Portfolio ($825.5 million) were
significant factors in the result.

International investors were unable

to inspect properties — an important
part of many mandates that would
otherwise keep them from participating
in the market. Instead, they became
partners to local players, with funds
from Germany, Japan and Singapore
backing capital raisings by domestic
fund managers, according to JLL."®
With continuing uncertainty about
international travel, this is likely to carry
into the new year.

Many occupiers are also moving away
from owning their own facilities. Taking
advantage of strong prices, occupiers
have instead been looking for sale and
leaseback deals to help with their own
balance sheet repair and investment
plans. Discount supermarket chain Aldi
sold its distribution centres in 2020 in
what was the second largest deal in the
sector at the time.

Investors have been attracted by the
security of returns, particularly at a
time when lockdowns have reduced
the certainty of retail and office space.
However, the significant investment
activity has compressed yields, which
fell another 34 points to 4.53% That is
now 236 bps below the previous cyclical
low of 6.89% struck in the fourth quarter
of 2007. Compression is expected to
continue for the rest of the year.?

Regions Booming

Activity in regional areas has followed
the same trend as the population. Net
migration from cities to the regions
accelerated during the pandemic and
economic growth in the region rose 1%
in 2020 against a 0.7% decline in the
cities. Increasing demand from growing
populations and the opportunity seized
by many businesses to reset their
supply chains has further fueled growth
in regional industrial and logistics
according to Colliers Head of Research,
Luke Crawford.

18 https:/www.savills.com.au/research_articles/167771/203006-0/quarter-time-industrial-q2-2021

19 JLLIndustrial Market Overview, August 6, 2021. https://www.jll.com.au/en/trends-and-insights/research/australian-industrial-market-overview-2qz1 https://
www.jll.com.au/en/trends-and-insights/research/australian-industrial-market-overview-2q21

20 https://www.jll.com.au/en/trends-and-insights/research/australian-industrial-market-overview-2q21

21 Colliers Regional Industrial Spotlight. https://info.colliers.com.au/regional-industrial-spotlight-hr-2021

The trend is likely to be further sustained
by booming infrastructure investment
that will improve access to the regions.
Capital city industrial vacancy rates
averaging 3.5% are higher than for
many regional markets such as Geelong,
Wollongong, Newcastle, Toowoomba
and the Sunshine Coast where they are
2.0-3.0%. As a result, rental growth was
9%, against 2% for capital cities.

“With international borders expected

to remain shut until mid to late 2022,
industrial hubs in key regional centres
are expected to outperform their
respective capital cities,” Crawford says.

Service Stations

Out Of The Blocks

Service stations’ robust return profile
and growth options from increased
convenience offerings and network
expansion continue to attract investor
attention. Industry revenue is forecast
to grow by 3.5% a year over the next
five years, supported by growth in
vehicle numbers and more diversified
non-fuel offerings. The addition of fast
food, supermarkets and independent
operators has driven sales and profit
growth.

Banner Asset Management says

there is an opportunity to move the
concentration of ownership of sites
away from high-net-worth individuals,
self-managed super fund and

small syndicates to diversified fund
offerings. The Banner Service Station
and Convenience Store Property Fund
partners with experienced developers
to deliver sites for global and national
operators and manages them through
to sale once revenue is stabilised.
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Outlook

How Australia emerges from the
pandemic-induced lockdowns will be
the defining issue for the economy and
the property market through to the
middle of 2022. With rising vaccination
rates New South Wales and Victoria are
emerging from more than three months
of lockdown and looking to return

large parts of industry to more normal
settings. A new premier in NSW, Dominic
Perrotet, prioritised re-starting the
economy as he accelerated the lifting
of lockdown orders in the state in early
October.

Reserve Bank of Australia Governor
Philip Lowe said in his monthly monetary
policy statement that he expected

the economy to bounce back and that
confidence had held up well.

“There is, however, uncertainty about
the timing and pace of the bounce-back
and it is likely to be slower than that
earlier in the year. Much will depend on
the nature and timing of the easing of
restrictions on activity. In our central
scenario, the economy will be growing
again in the December quarter and

is expected to be back around its
pre-Delta path in the second half of
next year."?2

Even with the expected rebound in
activity, the RBA maintained its position
that economic conditions would not be
likely to justify a rise in interest rates
from ultra-low levels until 2024. Hours
worked declined by 4 per cent in August
and wage and price pressures remained
subdued with the wage price index
running at just 1.7 per cent. Underlying
inflation is at 1.75 per cent, which is
below the 2-3% target range used by the
RBA to govern interest rate moves.

Regulators have had to tap the brakes to
cool housing credit growth. But private
sector analysts believe the move by

the Australian Prudential Regulation
Authority to raise the new home loan
interest rate buffer from 2.5% to 3%

is unlikely to have a significant effect

on house prices. AMP chief economist
Shane Oliver increased his estimate of
annual house price rises from 18% to
21% after the APRA move.?* Mr Oliver
says prices will continue to be driven by
ultra-low rates, economic recovery and
the fear of missing out (FOMO), but that
the rate of growth would likely slow to
7% in 2022.

“Expect a progressive slowing in the
pace of gains as poor affordability
impacts, government home buyer
incentives are cut back, listings return
to more normal levels, fixed mortgage
rates rise, macro prudential tightening
slows lending and immigration remains
down relative to normal", Mr Oliver says.

In commercial real estate, the lifting of
restrictions will see shoppers returning
to discretionary retail and hospitality
venues and workers returning to offices.
Office occupancy rates will remain
subdued into the new year, according to
the Property Council of Australia survey,
with a cautious approach to returning to
normal working conditions.

But there is relief in sight for CBD office
vacancy levels that had risen to double
digits in most capital city markets.
“Recovery for the office markets will

be mixed with some states likely to fair
better than others in the short term,
notably those tied to employment
growth and population increases. The
ongoing demand to purchase quality
office assets from both domestic and
international investors, particularly in
major CBD office markets across the
country, suggests that confidence will
return, and vacancies will recover over
time,” said Vanessa Rader, head of
research at Ray White.?#

22 RBA Statement on Monetary Policy, October 5, 2021. https://www.rba.gov.au/media-releases/2021/mr-21-22.html
23 AMP Market Update, October 8, 2021. https://www.ampcapital.com/au/en/insights-hub/articles/2021/october/market-update-o81021
24 Ray White Sydney CBD Office report, September 14, 2021. https://www.raywhitecommercial.com/research/september-2021-sydney-cbd-office-incl-strata-office/
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Our approach

At Banner Asset Management, we
provide an opportunity for investors to
gain exposure to the real estate debt
market through lending to established
and proven developers for development
projects, or for strategic acquisition of
sites earmarked for development in the
future. We also provide opportunities to
invest in direct real estate through funds
alongside other project partners.

We invest in developments with a proven
use, evidenced either by presales or
lease agreements, as well as strong
fundamentals, including proximity to
population growth and the likelihood of

resilient demand.

In the residential space, our focus

is on medium density development
(apartments and townhouses) in

the bigger population centres of
Sydney, Melbourne, and Southeast
Queensland, which provide greater
liquidity and depth than other markets
in Australia. This includes mixed-use
residential projects that incorporate
uses such as office space or retail. We
also invest in non-discretionary retail
and the industrial sectors, as growth
in ecommerce drives demand for
warehousing and logistics.
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