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TWO SIDES
TOASTORY

FOREIGN INVESTORS

It's an emotive subject that can get quite heated, but
what's the truth about foreign investment and its
impact on the Australian property industry? API dives

headfirst into the debate. ANGELA YOUNG

epending on what you're reading, or where, foreign

investors are either raining the property game for

everyone or they're propping up the industry.
Madia commmentary on the subject has been

pasticularly rife over the past 12 maonths, with certain dements

of the press sc 1§ that first homebuyers are beleg priced

out of the market, while other sections of the media dismiss all

criticism of the subject and extod oaly its virtues.

So, what's the truth? Is foecign lnvestment in Australia all
bad oc all good or, like so many things, is it bess black and
whize than that?

Owe thing that's generally not being contested by anyone
is that investment froms Asia, and China in particular, bas
increased Girdy significantly over the past three years or so.
Bat the subject of foreign kvestment covers all nationalities,
which is where ooe of the faws in this argement begins 10
raise its head.

WDECEPTIVE APPEARANCES

Propdl Valuers sativeal research manager Linda Philip points

out that Asian buyers, and specifically Chinese, are often the
focus of public disquiet due largely to their visibility at homse
auctions, particularly in cties such s Sydney,

“The eeaction tends 1o be paranoid rather than factual”
she says.

Open Wealths Matthew Lewison backs this up

“As 500 as you see somseone of Asiin
appearance st an auction you think,
“They're going 1o be giving everyone
4 run foe their money’ be says "I
expectation now and you think their
money’s come from overseas. Particalarly
in Melbourne and Sydeey where there's
2 very multicultural commsanity, every
peneration there are going o be more
people of Asian appearance living
here. They maght have come over last
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generation and their children bave married a Cawscaslan. ..
I waonder If in 15 years thme when those Australians go

10 an auction, people are going 10 mistake them for an
overseas bidder”

Juwaicom founder Ssmon Henry concurs.

“If you go back a couple of years,” he says, “the majority of
foreign investoes in Australia were from the US, the UK and
New Zealand, but you couldn’ go to an auction and ‘se¢’ an
American. | think genetics play a big part [in the perception].

“We have an awful lot of Chinese who are Australian
citizens buying property, so | think theres a bit of a backlash
because peophe think everyones coming from China wheress,
in reality, Austealias home 10 a0 awfial bot of Chinese
Australian citizens.”

So, disregarding any xenophobic hysteria that “the Chinese

are stealing all our homes!” based parely on the appearance of

bidders at auction, how do the sumbers on foeeign investons
stack up?

According 1o & Nationad Australia Bank sarvey, roughly oo
in six new o yet-1o-be-built properties was purchased by &
foeeign investoe in the thind quarter of 2014,

Figares fram Corelogic RP Data put the msarket value of the

whode property market in Austealia &t approcissately

¢¢l think there's abit of a
backlash because people

think everyone's coming
from China 99
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$5.4 trillion, consiting of rowghly &6 milion homes,
According to data from the Treasary, in the 2012-2013 year
11,700 foreign imvestment in residential real extate proposals
were approved, worth $15.81 billion. Data provided for

the 2015-2014 year (which is only for the nine months to

March 31, 2014), shows 16,000 approvals worth $24.13 billion,

Interestingly, developments of 100 mew dwellings or more

require only a single Foreign [mvestment Review Board (FIRB)

approval to sell up to 100 per cent of the properties involved
to foreign buyers {and those individuals aren't required 1o
obtain individual approval themselves). It’s factors like this
that lead 10 accusations the FIRE is ineffective and that theres
‘o accurate or timely data’ tracking foreign investment in
residential real estate in Australia.

WWHERE FROM AND WHERE TO?

Ifwe in property from s source
we see that while the US was generally the top provider of
Investment between 2007 and 2012, China bas since scooped
the number one spot, with Canada, the US, Singapore and the
UK following on, in that order.

Within our own shores, New South Wales, Victoria and
Queensland attract the llons share of foreign real estate
Investment, with NSW scooping moee than 38 per cent of
the total valoe (of FIRB approvals in 2013.2014) and Victora
taking 22 per cent.

Of the approvals In 20132014, more than three quarters
were for beand new rather than established properties.

With plenty of figares under our belt. we're now ready to
take a look at the positives and negatives, and see which is the
moee powerful argument when it comes to forekgn lnvestment
in Australian residential real estate.

* THE CONS

Beyond the screaming beadlines, what are the logical

B for defining foreign i s as a negative for the
Australian property industry?

Passibly the maost significant faceor is the impact they have
on house peices. Although debate continwes 10 rage on just
how musch influence they have, there's littke doubt that sheer
extra numbers help prices 10 rise, and that's without taking
into account the ssue of overseas buyers paying 1o high
4 price,

Assistast Governoe of the Reserve Bank of Australis (RBA)
Dr Christopher Kent sums it up well: "I yos imagine an
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for resdensel property formgn imeestment brings. and whether
such investment can be said 10 be increasing the supply of new
houzng as wall 2 bringing basedits to industeies such & the
buiidng sector

“Introducing boundaries, sach as limating the sumber of
Propertics an overseas investor can acquire, of requining
developers to sell a percentage of their stock to Aastralian
residents, | believe, will help provide more apportunities foe
local bayers”

BFIRST-HAND EXPERIENCE

Melbourne-based buyers’ agens Cate Bakos has scen
first-hand the ssue of overseas buyers altering the ressdential
property landscape.

“In nyy home town of Melbourne” she says, “overseas
investor demand in the naiddle segments of the east &
aver-repeesentod and saction clearance resalts, median house
price growth and the diferential between the howsing and unic
market are obvious signals that this part of the markets quite
tough foe Jocal buyers 10 compete in.

“Tve experienced many situations where bidding against
averseas buyers for land in the tightly held suburbs has been

auction on & weekend where you throw in an extra buyer who's

willling to pay & lixtle bit mare than everyane else there, if that
buyer Bappens to be foreign, maybe as 4 temparary resadent,
and they're buying the single place that they're able 1o get
approval for, its hand 1o deny that it would push up the price.”

CEQ of NSW Starr Partners estate agents Douglas Drscoll
says: "While investment from overseas buyers may belp
stisvulate the economy, we sead to be mindful that we already
have s undensupply in housing and there’s no shortage of
locals wanting to buy.

“Many foreign imestors arv baying off-the-plan
devdopments in bulk, often purchasing up to fve propertios

at a time,” be continues, saying that debate over the number of

properties bought by this group could reach 2 cimax
in mad-2015

f; an my part, In several instances, overseas buyers have
raised their hands high into the air and kept them there. .. no
bidding tactics even tried.

“1 have msany bocal buyers who steer away from house street
numsbers featuring an cght. Those in the glossy and outer east
know better than to compete,

“The overwhelmsing local buyer sentiment relates to ther
disgruntlement al the inacoessibality of hossses in areas that
were oae-upon-a-time a home option for them, the mherent
push they're fecling to vensture oul farther or explore new
arvas allogether, and the overwhelmsing fear that homse
ownership s completely threatened for them by the apparent
surge in offshore investor activity,

“Td argue that while we can empoy 3 buoyant mrarket and an
increase in our own property vakaes, the changes assocated
with incressed offsbore imvestor activity (particularly the
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explosion of high-densty developments in areas that don't
support them) is a negative for our market and our festyle”

That explosion in high-density devdopments is an area
of concern for others in the property game, too, including
Metropole Property Investment Strategists’ Michael Yardney

The wealth creation expert sees Jong-term issues with
foreign investment

“Cuarrently there's an oversupply of apartments, particularly
in the CBDs of Melbourne and Brsbane” he explains, “yet
foreign developers are still busy building mare towers to fulfil
the demand of their overseas clients, despite the fact that
vacancy rates in these locations are rising

“Many of the inper-city apartments being built are small, of
2 poor standard and likely to become the slums of the future.

“Some of the busldings bave a high (almost 100 per cent)
predomanance of investor-owners rather than
owner-occuplers, whach is lkely to create competition for
tenants at 2 time when the particular demographic renting
these propertses is duminshing”

Simply put, he says, the oversupply of properties will stifle
capmal and rental growth.

“The hagh peices for new peoperties being bought by
overseas Investors who aren't familiar with our markets
are enticing some inexperienced Jocal imvestors to also buy
into these apartment budkdings, setting themselves up foe
disappotntment in the future,” he adds.

Bakos sees the same problem.

“Due 10 the FIRB raling requiring most overseas buyers
1o purchase brand new property)” she says, “we're witnessing
many high-density developments that have an imbalance
of owner-occupler to lavestar-owners, offer Bmited
infrastructure to suppeet the number of tenants popalating the
area, and add to the higher vacancy rate issue we're currently
facing in most of our capital cities.

“Woese still, msedian value price hikes for houses in the
popular overseas- lvvestor areas have been driven up so
dramatically in some areas that new Jocal owners could be
quite vuliserable if laws were to change and overseas demand
wies to suddenly drop o™

BMEASURING IMPACT
Lewison stops short of dechiring foreign investment a
problem: “Theres definitely & mew impact, from the number
of averseas buyers, that wasn't there previously but... T don’t
think you can give & Blanket statement 10 say &5 megative
across the bourd for all property buyers!” be says. “Its &
negative in certain locations where they're active, but that
docsat extend 1o the beoader markes”

The fact that overseas buyers are only really Jooking at
<ortain sogments is, of course, part of the problem, Lewion

onmy part.99
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What are the rules g g foreign InA lia?
The best place 10 head for that answer Is the Federal Goversmem

S AND

The regulations

Accordng 1o the Tressury. 4 Soign parson can tuy resderted sl

estate In Austraba, but there are restrictions for eaisting homes

“A non-resdent foseign investor is generally prohitited from

purchasing an essting home. A tampotary resident (who has a visa

of more than 12 manths) cen purchess e existing home to b in

for the durstion of ther v, but must sl within thiee months of

leaving Australia at the copiration of thek visa”

When it comes 1o what type of residence, AR foreign invesions

can puschase sew dwelhngs But all purchases mest be agpeowid -

in advarcn of purchass ~ by the Foreign nvestment Review

Board (FIRD)", the idea being that the bulkding of new housing

so0ck & encousaged.

Othet reguiations (s they cumastly stand) include

= Al fosegn paescns can puschase wacant sesicuntial land for
development and new dwellngs (with spplications uswally only
being appeowed on the condtion that construction bagin within
24 months).

» Al fosergn paescrns can seek spproval 10 secdireskop an etalinbed
dweling. though thoes applications are genacaly only approwed
when the eadsting property s found %0 be derelict or uninhabitable.

The penalties

» Fathare to comply with a fined or divesstment order from the
Treasurer con result In a court proceeding to enforoe the orders
and can resul in 2 4ne of up to $835.000 for 2n indwicual
{$425.000 for 2 company), impesonmant for a macmem of twe
yaary, or both

» Paraties apply only to the formge imvestor — they don't atfect
any third party, such a5 3 sl estane agent. who knowingly
assisted them

1t's worth natisg, howwe, that ab ity noark

hawve beon msued sings 2006, snd only 17 divestment onders hyee

been issued since 2003

himself says: “The issue we've got is that it's so cancentrated on
Sydney and Melbourne st the moment. The types of peojects
that are selling are ofien very hig ones and because they have
larger numbers that they can take over 10 an agent in China, or
even o a bocal agent that has a Chinese office, it's woeth their
whilke 10 do a big roadshow

“Becase the big projects are gettieg their pre-sales
overseas. .. the downside of that is that it's all investor stock
and rental stock, which mesns those big projects have a
smaller propartion of owser-occupiers than they historically
would've bad”

An interesting ides put foewasd by Lewison suggests that
the boam Brisbane was prodicted 1o see in 2014, and dida’,

¢¢l've experienced many situations where
bidding against overseas buyers for land in
the tightly held suburbs has been fruitless
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could've been held hack in part by the prevalence of forvign
property investoes in Sydney and Melbourne.

“It caught a lot of peaple by surprise that Mcdbourne saw
such strong price growth kst year! be says, “whereas Brishane
hasn't really seem any price growth in apartments

“Part of the reason for that, 1 believe, is that the Melbourne
market has comtinued (and Sydney’s comtinued probably
longer than it might bave otherwise) and it’s not until those
markets start 10 show down and volumes drop that the local
investors, who are quite mobile, will then start looking at the
next city for thewr investment purchases”™ - which would then,
almost certainly, lead to increases in sales in other cities such
as Brishane. Lewison has evidence 10 back up his belsef.

“There are investment groups we've spoken to in the
past that said, “‘we'll only put our clients into Sydmey and
Melbourne becaase there are bigger Assan communities there
and they know the people there and feel safer” Brishane’s 2
bit of an unknown to them and they just stick to the safety of
what they know.”

The Reserve Bank of Australia’s Forelgn investrent in
residential real estate report remarks, “Dwelling parchases and
development by foreign residents can Increase the expasare of
the Australian housing market to business cycles offshore”.

Yardney mentions another pount that crops up repeatedly - a
concern with owners of properties living elsewhere.

“I abso see fubare problems with difficulty chasing overseas

KEEP IT SUPER SIMPLE

Anything & possibie if you Keap it Super Simple [KISS)

The KISS approach 10 craating wealth tTrough your own S&if Managed
Superannuation Fund {SMSF) explaing how 10 take control and KISS you

big superannuation Tund goodoye,

Keap it Super Simple s more than just another book about super. it
explaing what you need 10 consider batora setting up an SMSF nght
through to closing & doan, and virually everything inbatween. Itis a
must-have, practical book for tha ane milion pecpia who are members
of an SMSF and for othars who are conskienng managing ther own

supaannuation fund
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residents if they fil 1o pay their strata or owners corporation
fees for the buildngs upkeep” he says,

“The poor standard of construction could mean owners'
corporations run out of cash and you can see 2 scenanio
emerging where they cant maintain the building to the
standards required

“That could start a real shippery side of other owners bailing
out and a larger number of the units being on the market and
prices then tumbling.”

A similar scenario can unfold in any area where conditsons
change - for instance in mining towns - which can see foreign
investors flecing en masse, leaving local property owners
vulnerable 10 valoe crashes.

WLANGUAGE BARRIERS
The rise in Aslan investor mambers certainly seems 1o be
introdacing new elements into the property market - some
of whach are a lietle worrying, even discounting xenophobic
worries about ‘Assan-looking’ people at auctions.
According to Lewison, Astan investors are very maxch
relationship-driven, which can kead to difficulkties for them
obtaining information - o at least reliable Information.
“A Jot of them don't speak English.” he says, “so they're
relying on people to tell them where to go, or give them
Information, and they can’t do a thorough analysis of
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£YON BUYE . WFURTHER SUGGESTIONS

The Real Estate 1 of A lia, i #s sabmission to
the FIRB inquiry committee, suggested that the masimum
$55,000 penalty for non-compliance by tempocary residents
(1e. people buying properties without approval, using third
parties to breach the rales, etc.) didnt go far enough,

Head of the committee Kelly O'Dwyer agrees, pointing out
that to some buryers, this fine s simply seen as “the cost of
doing business” and isn't a deterrent at all. She says that
fines ought to relate to the value of the property rather than
be fixed.

Concerns have also been raised about the angins of
foreign buyers’ finance. Despite claims from some areas of
the industry that most of the fimance is found in Australia,
representatives from the main banks refute the idea, with

Lewisom illustrates the poent: “You rarely hear a stocy about  Australian Bankers' Association CEO Steven Munchenberg
2 US businessman coming in and paying a lot more than saying: "My expectation would be a typical noo-restdent
anyone dse was prepared 1o pay” foreign investor into Australia is wanting to invest money

This vulnerability can result in certain elements of the from overseas into the Awstralian market. They're not going
industry leading investors astray. to be coming 1o us for a mortgage. They have the mooey”

“Some of those downg well in terms of sales numbers from Munchenberg was backed up by ANZ deposits and mortgages
overseas buyers” Lewison says, “particulardy for large-scale general manager Brad Gravell, who told the inquary, “.... of all
apartment projects, are having a tendency to prostitute thesr the residential lnvestment coming from offshare, based on our
project in ander 10 get some extra sales through the overseas personal experience. only a small propoction is financed by
channels, rather than trying to protect the Jocal market” Such  Australian institutions”.
manoeuvres aren't rampant, he says, bu( are htppenlng. Of course, this does mean more money coming into the

“It’s something 10 be mindful of as a develop o A lian econonyy.

e e S Thepros

“There are developers who are in it foe the Jong haul and
there are some who are out to make their moaey in the
next five or seven years and they're not 100 worried about Those with their thambs up for forekgn tnvestors cite the clear
their begacy”™ gains derived from extra interest - and capital - being pumped
For Ben Kingdey, chair of the Property Investment into the market, as well is increased supply and competition.

AP1 has recently launched

ftx FREE Bimenthly bilingual
digital 1o
help provide this infeemation
1o oversaas buyws of
Australian real estate.

wWww.ap lfﬂdg.i"i'”‘ com .1Ul’()'¢'(".‘-l‘.!‘i'h,Jy(!f';

Professicnals of A b and CEO of Eng Weakh, the Domsain Growp senior economist Andrew Wikson sells APL:
positives of foreign investment outweigh the negatives, but “1he latest data from the FIRB indicates that the contribution
care needs to be taken. of foreign buyers to housing market activiey is ménimal” and

“We certainly do need 10 monitor any ‘real’ impact that
might occur regarding dwelling affordabilicy foe our own
population,” he says. “It's not the case at the moment, but if

4 d for A lisn property 10 grow at very
strong levels for the nest few years, we might need 10 see
some changes or initiatives put in place to ensure housing
remains atfoedable” cconamy back towards the mainstream economy. Foreign

For others, the time for monioring is now, investmsent is going to play an impoetant role in our overall

“1do believe there's more the Australian Government could  gross domestic peoduction and also in absoebing the kirge
do 10 curb ridiculous price growth and locally ussestsisable miming workfarce transition from the post-capital expenditure
competitive conditions.” Bakos says. “FIRB regulations could  peaks we've now passed.”
be tighter, particularly in redation to parents’ purchises for Yardney, oo, sees the positives as well as the segatives.
student children, Off-the-plan investments and rebates “The wave of new property development, particularly
especially need closer attention, and isvestor caps in high-rise  inser-CBD off-the-plan projects, bas been good foe our
buildiegs could be reconsidered in light of our current market  constraction industry aad our economsy in the short-term”
high-vacancy conditions”

In oeder 1o avoid excessive sales going
10 Melbourne oe Sydeey, Lewison believes
“there's 2 need foe govermment - federal or
local - to cantrol the manner in which we
allow overseas mvestment (o integrate into
our market” adding that perbaps controls on
how many sakes go out through a particular
new development could be mtroduced, in
order 10 even things cet across markets.

goes on 10 describe the lack of restrictions on foreign investoes
purchasing mew peoperty as "2 positive, s forcign ivestment
in new dwellings adds 10 the stock of housing”

“This is the angle Kingskey also takes, saying: “1 think
it's 4 real posative for oar economy, as we transition from
the mining boom of the past decade oe so and realign our

¢CForeigninvestorsare a
vital cog in the wheel of
ourindustry.99

BEN INOSLEY

T4 & ammasanne comms ® 2 0l

Fomeagn wwastons wll sommeivmes oy o
B e e el e
-

Comn ey rovedes s o Nave Meat WA A Linguige b et car wad
CABNG Cora e

A b 2 Pe M) Sy

Wesar wd frarce.

Foregn inestor M THE GREAT DEBATE s

projects come to market.” be says. “That obviously benefits
potential domestic buyers as well as renters, through mane
chotoe and competition”

Kinglsey agrees, and sees the potentsal for foreign investors
to help us avoid 2 post-mining sink. “Indirectly, a ot s riding
on what has been called the ‘construction-lead” recovery as our
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WTO THE RESCUE

Lewison goes so far as 1o say that forelgn investors actually
saved the day for some developers In Australia around the
time of the GFC, as they couldn’t get sales locally.

“They were wllllng to pay the extra money for their

rketing costs,” he expl “and go over there [Asta] In
the hope of landing four or five sales, which would make it a
worthwhile trip for them™

Along with many of the people Interviewed, Lewison fecls
that foreign Investor numbers currently are at 2 healthy level.

Reflecting as an “insider”™ of the property Industry, be says
“Many people see oppartunity in sew.

“It brings new money 1o the country. If Mr Jones owns a
warchouse that he's been sitting on for a few years, and he asks
for $10 millice but gets $15 millioe for it that extra $5 million
gets circalated through our econoeny™

Property Council Victoria executive director Jennifer
Cunich is pleased with the effects she's seen foreign investoes
have on the industry, particalarly in her own state.

“They're belping Jift industry buoyancy,” she says, “by
playing an active part in the Jocal market” Their sgnificance,
she adds, should not be underestimated.

Tasmania ks tipped for a lift, toa, since Chimese President Xi
Jinping paid a visit, which was splashed all over TV screens
back hoane in Nowvember 2014,

Henry says: “Views for Tasmania on fawai.com saw
4 114 per cent imcresse in the second half of the month
[November| compared to the fiest half. Chinese real estate
buyers have gone l'mm unaware of Tasmnania 1o curious. This
could tarn into a b w foe b 4 versdors in Tassse”

Accoeding 10 Henry, the """I‘W for an Asian buyer
in the Austealian market is $1.35 million.

“I's certaindy not & first hamebuyer type property,” be says,
dismissing claims that foreign investoes have been pushing
fiest-timers out of the market as unfair.

“What it really does is propel the market forwand We sec a
Jot of net benefits. .. the msajority of properties intersativeal
buyers purchase sre new builds, so you sctually soe an awful
ot of activity in the econcery at the local kevel - finance,
accounting, tossrism.”

WKEEPING US GOING
Graham Wolfe, chief executive of industry policy and
meclia for the Hossang Industry Assocation, is sure foreign
investment is 2 positive force,

“Foreign imvestment through pre-sales i multi-unit
developments can be cracial to ensure that many of these

I economyy has slowed dwe 10 the mining downturn,
plus the decision of lange manufacturers to move their
operations offshore where labour costs are more favourable.

“People need to understand that any foreign investment
and monetary inflows goes straight to the bottom line in
our economy, especially when they re using money sourced
from their country, and we need 10 re-traim and find new
Job opportunsties for those in the manufacturing sector;
constroction jobs are certainly a likely option.”

He goes on: “If foreign investment into residential property
wasn't possible, bocals would have fewer dwellings bullt,
| g choice and p 8P on sapply levels and
therefore possibly mum the value of property further.

“Foreign investors are a vital cog In the wheel of our
Industry and they, ke local Investors, provide a great service
to thase booking to rent, a service that all levels of government
simply can’t pastify providing themselves”

Lewison makes an interesting point about other countries’
attitude 1o forelgn buyers, particalarly as Australia is coe of
the strictest in the world when it comes to regulations.

“I think we can be very insulating in Australia, asking
“what's this doing to our market!” without actaally booking
at the impact on those markets overseas” Considering most
countries have no restrictions on forekgn investars purchasing
property, incloding the UX, it's a fair point.

‘The advice from Propell Valoers makes plenty of sense, too
as foreign buyers are here to stay, domestic buyers would do
well to “deal into the game and buy isto the same market”,
pasticularly when you consider that peice growth is likely to be
stronger in those markets attracting foreign buyers.

WIT'S NOT OVER

There's no doubt this is a debate that will rus and run. And
the fact is, Australian property will contine 10 appeal 1o
investoes outside our shores, particulardy in the near future s
the dollar’s downward run, having recently hit the sub-80 cent
level, seems destined 10 continue.

In sumsming up the House Ec ics C
ODwyer says: “As a relatively small natioe, Australia will
continue to rely an foreign capital to belp grow our ecanomy
and provide jobs, In the case of housing, forcign investment
creates moee dwellings for Australians 10 build, buy and
rent. However, A lians must have confidence that the
rules, inchading those that apply 1 existing homes, are being
endarced, Our enquiry revealed that, as it stands today, they
<ould mot huve that confidence”

Forvign imvestors isto the property market can have a good
ard o bad efect on investorns - mach like so many dements of
property investiog, If overseas bayens hidp to pesd wp prices
in certan areas, holders of property in those arvas will be
laughing all the way to ther oquaty, while imvestars looking to
purchase there may find their rowte challonged dightly

In the words of Lewison, “you can rail against what's
happening or you can accept things as inevitable, get on with
business and find 2 way to succeed and thrive” g

ittee’s findi
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