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Newsletter No. 16 - 20 March 2007

The Property Market in 2007

- Where to from here??

Some Comments from John Rosel, Impero Manager:nentGroup
Residential Market
What are the issues facing the residential market, both macro and micro, but as they relate to Townsville
and Thuringowa?
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Affordabilityin relation to household debt
Existing Supply of Stock
Entry price for first home buyers
Population growth
Construction costs
Availabilityof land
The Resources Sector and our economic reliance on it
Rental Levels and Investor Yields

Of these major issues, no one of them is mutually exclusive from any other. Affordability is a factor of
Construction Costs, Availability of Land, Household Income and Economic Stability. Existing Stock Supply is
a factor of Population Growth, Construction Costs, Household Debt, and Availability of Land, and so on with
each and every factor. Many co~mentators willsimplifythe current factors to one or two of these areas and
base their future projections on that limited case. I understand that many commentators, for want of editorial
space, or to ensure readers don't drop off from the boredom of a long winded analysis, will simplify the
results. But the fact remains it is not a simple analysis. If it were we would all be prepared for the next tick of
the property clock and our risk would be greatly reduced; but so then would our returns. Low risk = low
return.
So how then does one go about making sense of these factors, and making some meaningful projections on
which one can base financial decisions on projects that may well be several years before positive cash flow
is crystallized?

I tend to start with general Economic Conditions. Is the market strong? Are long term interest rate
projections steady? (have a look at banks 5 year lending and term deposit rates and compare them to short
term rates.) Are stocks in listed entities that have investments in the region, performing well and what are
their projections via their annual reports and shareholder notes? It's often not a bad idea to have a small
amount of shares in several of these major players so that you have easy access to many of the
shareholder reports and reviews.
Once you have assessed the strength of the Macro Economic conditions, look at the market itself in which
you are looking to invest. What are its strengths? The major item I look for here is the percentage that

each market sector (e.g. mining, defence, public service, sugar, cattle etc) contributes to the regions
GDP. If one or more sectors has a greater than 40% share of GDP then be careful. You want to see an
even spread of contribution to GDP from all sectors. The flatter that graph the more long term stability the
region has. Townsville is strong in this regard, even with the current resources based surge.
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Population Growth almost goes without saying. Without strong economic conditions, you won't have strong
population growth, or should I say you won't have strong economic growth of the market segment who have
money to spend and who contribute to economic growth. But what is a good ,rate of growth. The Australian
Bureau of Statistics for 2005-06 records Australia's growth as 1.3%, Queensland as 1.9%, and
TownsvillelThuringowa as 3.0%. This suggests strong underlying demand for new housing stock in
Townsville & Thuringowa.
A lack of Available Land for development, or what is happening in Townsville, a slow approval process,
can cause quick capital growth and puts pressure on affordability. For the next 12 months Townsville will
continue to feel this squeeze until Stockland's Waterway Gardens, and Delfin's Rocky Springs projects start
to fill the void.
So What Does This Mean for Townsville in 2007?
General economic conditions remain strong. Micro economic conditions remain strong. Population growth is
predicted to continue at rates above the national and state average. Land stocks will be limited throughout
2007. In 2008 some major Master Planned communities will begin to ease this pressure. Affordability will
continue to be an issue as entry level for first home buyers is now $300,000. This will put negative pressure
on new constructions in 2007, increasing rental yields, which are now low at around 4.5%, to a more
respectable 5.5%. However the increasing cost of first home buyer entry will be absorbed during 2007 as
wages increase and household debt is stabilized. This combined with new land stock in 2008, and increase
rental yields will allow new home buyers to reenter the market, and attractive rental yields will attract
investors again.
Summary
Take a breath in 2007 and look to longer term investment & development opportunities. Long term growth is
the key in TownsvillelThuringowa region.
John Rosel is the Managing Director of Impero Managing Group, a Development Management, Property
Analyst and Specialist. Our Web Site www.impero.net.au details the level of past and present
experience, areas of expertise and testimonials, among other items. We welcome you to have a look.
Cheers

John

Rose}

B.Bus (Property), AAPI, MAIPM, MDIA

Managing Director
Impero Management Group

"Our Business is Developing"

