
[image: ]


June 13, 2019
[bookmark: _bj594wlgt9lm][bookmark: _GoBack]Unit oversupply still a high-risk concern in some areas

While, overall, there has been a major reduction in the number of units in the pipeline, there are still areas where the stock is well exceeding population growth, and which continue to have high risk.

RiskWise Property Research CEO Doron Peleg said apartment oversupply was largely contained to rental properties where there was a high concentration of new small units.

“In addition to the oversupply issue that they have had in recent years, now sales volume of new units in some areas is also low,” Mr Peleg said. 

“And added to that investors are now more aware of the risks associated with units in high rises and there’s more media coverage on that. This means that some investors, who are the target audience of these properties, often prefer to invest in houses. That reduction in the demand from local investors, combined with restrictions on foreign investors and difficulties to borrow against self-managed-super-funds (SMSF) creates a new problem of poor demand that we haven’t seen in the past.

“Based on our research, there is a clear distinction between units that are rental properties and units that are purchased by owner-occupiers. Rental properties are closer to the CBD, their size is way smaller but their price per square metre is way higher (i.e. if they were at the size of larger properties, they would be more expensive).”

He said the good news was the impact of apartment oversupply on the overall recovery of the property market was relatively small with those areas with high oversupply more impacted than others. While there’s an issue across most states, the areas that experience the greatest oversupply are mainly in Sydney, Melbourne and Brisbane.
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“Overall, there has been a major reduction in the number of units in the pipeline in the next 24 months, however, there are still areas where the current stock is well exceeding the population growth,” he said. 

“This means it will take some time (12-24 months) for the market to absorb the stock in those areas even under the assumption there are no major additions of new developments. Also, construction lenders have become more conservative, which means that many developers can’t get finance for units which will also help reduce the new stock. 
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“And also remembering that family suitable units in the middle rings, are more attractive to owner-occupiers looking for larger floor space, lower price per square metre and smaller unit blocks. These are, effectively an alternative dwelling to houses, which are, in many areas, unaffordable.”

He said the overall market of existing properties was projected to reach the bottom by the end of the year. 

“But with new units in high supply areas, it will take time for the market to absorb them as there is strong competition among developers to shift these high levels of stock, therefore, there is an increased risk of price reduction there,” Mr Peleg said. 

Pete Wargent, co-founder of property investment advisory firm Allen Wargent, said the landscape for developers selling to non-resident investors had become much more challenging and this would further restrict future supply.

“This means the oversupply of family-suitable stock is only likely to be temporary,” he said.

Visit www.riskwiseproperty.com.au
ENDS
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About RiskWise:
RiskWise Property Research was formed in 2016 with the goal of providing property risk advise and research services to help its clients make informed purchasing decisions. 
Its goal is to provide private investors, home buyers, property professionals and institutional clients with detailed risk information to support smarter decision making. Its vision is to be a global leader in property risk rating and research helping its clients to achieve deeper risk insights so they can make smarter property investment decisions.
Visit www.riskwiseproperty.com.au
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Top 10 SA4 Unit Oversupply - May 2019 m RISKWISE

SA4 Area Number of Units in As % of Existing

the Pipeline Stock
Melbourne - Inner 20,832 8.9%
Brisbane Inner City n7n 13.5%
Sydney - Parramatta 1,488 161%
Gold Coast 10,423 87%
Melbourne - South East 7,880 13.5%
Melbourne - Inner East 7,386 12.4%
Sydney - Inner South West 6,952 81%
Melbourne - West 6,456 131%
Brisbane - South 5,252 13.4%
Sydney - Blacktown 5109 322%

Source: RiskWise Property, CoreLogic
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