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ENCE IN 2023, UNCERTAINTY IN 2024

By any number of metrics, the Australian economy
outperformed in 2023. Concerns over inflation and the
subsequent rapid rise in interest rates dominated
headlines early in the year. Whether a recession was
needed to get inflation under control was a prominent
topic of debate amongst pundits.

Looking back, the view of 2023 looks much different. The
Reserve Bank of Australia (RBA) did continue to raise
interest rates at an extraordinary rate in the first half of
the year, but the subsequent downturn did not, or at least
has not yet, materialized. Indeed, 2023 may join 2021 and
2022 as the strongest years of employment growth on
record.

Other indicators signal continued growth momentum.
Investment growth picked up from 2022, and
consumption continued to expand. Although they have
moderated slightly from the beginning of the year,
corporate profits remain near to all-time highs.

However, despite a strong performance at the headline
level, signs of underlying stress began to emerge. The
rebound in population growth appears to have masked
some of the weakness in the economy as both
consumption and overall output will have likely declined
in per capita terms once fourth quarter data is released.

The overall performance of the Australian economy in
2024 will be contingent on households resilience in the
face of higher interest rates and whether the RBA’s fight
against inflation will leave it in a position to ‘pivot’ by the
end of 2024.
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LATION IS EASING, SO IS THE LABOUR MARKET

Inflation has come off of its peak,
the impact of higher interest rates

P

have yet to fully pass through to the

9
o 8 economy. The unemployment rate,
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Higher interest rates have yet to
dampen business sentiment.
Businesses are reporting current
conditions to be particularly
buoyant, while forward looking
indicators are more neutral.

Concerns over recessions, as
measured by Google Search trends,
have moderated, suggesting that
this has become less a part of
everyday discourse.

Moody’s Analytics estimates that
the probability of a recession in
Australia in the next 12 months,

though never particularly high since
2020, have substantially come off
the recent peak and now stand at

less than 5%.

These and other indicators suggest
that although the Australian
economy is set to slow, a soft-
landing remains the baseline
scenario.
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USEHOLDS ARE FEELING THE BITE OF HIGHER RATES

Average outstanding mortgage rate, basis points Additional Mortgage Repayments Although businesses have been
change from day of first hike $160 resilient in the face of interest rate
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. 0 $2 pass through from higher rates to
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hikes, higher financing costs are
taking their toll on households.
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PULATION GROWTH PROVIDING AN ECONOMIC CUSHION

FY Net Migration Inflows, Forecast 100,000 YoY Employment Growth, Forecast
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Population growth continues to be
the underlying strength of the
Australian economy. The 2023
Federal Budget revised population
projection sharply higher. This has
been reflected in employment
forecasts, with 2023 set up to be a
bumper year for employment
growth. Employment growth has
also been revised upwards in
subseguent years, an indication of
the labour markets’ resilience.

Visitor arrival numbers have sharply
rebounded from pandemic-era lows,
for those categories with working
rights in Australia. Student visas
have seen a particularly strong
rebound, which not only benefits
alternative CRE sectors but also
increases the skilled workforce
upon graduation.

Australia’s immigration is allowing it

to age more gradually, which will

increase productivity in the long-

run.
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However, population growth has
caused some short-term economic
distortions. The housing supply has
not kept up with population growth,
and the resulting supply-demand
mismatch has resulted in housing
component, first purchases but
more recently rents, becoming a
significant contributor to inflation.

Population growth also increases
aggregate consumption, which has
put upward pressure on inflation.
This is evident when comparing the
spike in growth in overall
consumption compared with per
capita population.

Weak productivity growth is further
complicating things for the RBA;
workers are now producing less per
hour worked and employers are
having to pay more per unit of
output. This appears to be

particularly acute for services firms,

which are passing it onto
consumers via higher prices.
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O"ST FORECASTS EXPECT A CUT IN H2/2024

Scenario Assumptions

Oxford

Moody’s

Moody’s
Downside

Population growth & tight
labour market boosting
consumption in the near-
term, sticky services inflation
& tight rental market results
in persistent inflationary
pressure.

Improvement in terms of
trade eases imported
inflation, unemployment
edges higher, interest rates
put pressure on households
and limits business
investment

Deep global recession,
renewed supply-side stress,
geopolitical tensions, China
slowdown

There is some disagreement over
the future path of interest rates.
This generally evolves around
whether an additional interest rate
increase will be necessary to
combat inflationary pressure.

The case for a further rate hike is
that services inflation will be
particularly sticky as companies
secure margins by passing on
higher costs rather than cutting
employees. The first rate cut in this
scenario would be Q4/2024.

The case for no further rate hikes is

that rate hikes will begin to

significantly impact consumption as
households have run down savings
buffers, while global disinflationary
forces ease imported inflation. The
first cut under this scenario would
be Q3/2024.

The longer-term level of interest
rates depends on the productive
capacity of Australia’s economy.
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NG TERM FUNDAMENTALS REMAIN STRONG
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CBD OFFICE

FFICES CONTINUE TO ADJUST TO THE ‘NEW NORMAL’

The Australian CBD office market remains in a period of

SN adjustment following the structural changes to work 25% AU OIS Ve
Vf',f‘, \/\ / \,3'\\_ brought on by the COVID-19 pandemic. The past 12 months
RIS S have been characterized by upward pressure on vacancy 20%
£ A/ 5/ as the fruits of a historically strong labour market have yet
w\ \\ to flow through to office occupancy. 15%
- - Although the headwinds from structural change have thus 10%
N/ far outweighed the tailwinds, office space in the CBD has
shown signs of resilience. The strong underlying population o
growth and resilient economic outlook have supported
occupier markets relative to investment markets. Further,
) . . . . . 0%
in an increasingly bifurcated office market the centralized Sy UINerER2 I YINS RIS SN
location of CBDs relative to non-CBDs, as well as the 9999993 9399239828823988888¢8¢8°8
higher share of Premium and high-quality A-grade office ——CBED e NON-CBD
space has insulated Australian CBDs from at least some of
the upward pressure on vacancy rates. 100 RICS Australian Office Demand
The outlook for rental growth and vacancy varies by city 80
and will ultimately be dependent on supply and demand 60
fundamentals. The market will continue to adjust to the < 40
increased utilisation of flexible working styles, though weak g 20
service-sector productivity growth coming out of COVID 8 o
may suggest that more balance is needed between a 20
working from the office and from home. In the short-term, § 40
working styles may normalise slightly as the 60
unemployment rate comes back to a more sustainable -80
level. In the long-term, however, hybrid working will 100
become increasingly entrenched in working practices as ®x g 9 4 9 9 F v 9 N 9 9 9
technological progress eases the costs of hybrid and & &8 8 R &8 & & & &8 &8 R R §
corporate structures adjust to more efficiently facilitate the —— Occupier —Ivestment

practice.

Source: RICS, PCA, Cushman & Wakefield
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The Brisbane CBD faces a
relatively benign outlook for new
supply of office stock. In the five
calendar years from 2024 to 2028
the market is only expected to add
circa 160,000 sgm of office space.

This is equivalent to roughly 6% of
the current stock, or an annual
average growth rate of 1.4%. The
long-term average annual growth
rate of the Brisbane office market
is 1.6%.

Additionally, a substantial portion
of the office stock is pre-
committed. More than 85% of new
supply set to complete in 2024
has already been committed, and
more than 65% and 40% in 2025
and 2028 respectively.

Some of the new premium grade

space will be occupied by current

A-grade tenants. However,
withdrawals for refurbishment and
B-grade tenants upgrading should
limit upwards pressure on A-grade
vacancy.




BRISBANE

Demand for office space in the

Brisbane CBD is underscored by
demographic fundamentals.

7N | . )
T o . . nters migration nslan
N AT 80,000 Net Interstate Migration 6,000 CBD Office Employment Growth by industry terstate migyfioR \EQUEenSIQIE
S %2023 data to Q1 has spiked in recent years.
VAN 60,000 5,000 I Forecast P Y
SN £ 40,000 4,000 I Roughly half of the net increase in
s | E g SO
/) 20,000 3,000 I Greater Brisbane are individuals
YN . IIIII IIIII IIIIIIIIII I I 2,000 I I I I I between the ages of 25-64, and an
3 1,000 1 /4
y S !
additional 20% to 30% are
5/l -20,000 0 1
N
40,000 11,000 : between 15 and 24 years old.
: -60,000 -2,000 1 Against this backdrop, office
-3,000 [
-80,000 ' '
NTOERENTERONTORONT @R O N N 2 2 2 ¥ § & ¥ 8 & K 8 employment growth is only
FZZJZI3ZTZIRRIIRKRIRIRKRIRERR expected to slow modestly in
mQLD mNSW mVIC aWA Other m Professional Services m Public Admin m Other 2024 but remain positive, before
returning to a more stable growth
Net Absorption by grade 25% Vacancy by grade rate from 2025.
1 I F t . A
150,000 : Forecast . : orecas Tight premium grade vacancy and
125,000 20% 4 V.
100,000 1 1 a lack of supply is likely to limit
) | : ;
75,000 I 15% I premium net absorption through
< 50,000 II I II I the 2024 to 2028 period. This
O 25,000 I §
2 Em — _ .| [ 1 10% should support a modest increase
° TH=H- Eggm : _ _
-25,000 1 | in A-grade net absorption over
-50,000 1 5% . : i .
25 000 I I this period and help fill any backfill
100000 o o T D O~ D> O N o b © I~ o 0% ' space left vacant from tenants
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mPremium ®A-grade ®Secondary Premium — A-grade Secondary in 2025 and 2028.

Source: ABS, PCA, Oxford Economics, Cushman & Wakefield
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TS ’ INCENTIVES experience robust rental growth
through 2028. Incentives may

) prove to be to be stickier than in
$1,400 Premium 50% $1,400 A-grade 50% ;
Forecast I Forecast previous cycles, and hover

/ I
7 i 45% 45%
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$800 30% $800 30% L :
e 25% 25% rising economic rents, landlords at
WY $600 20% $600 20% least in the near-term appear to
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continued flight to quality pushes
$1,400 B-grade IForecast  50% 15% Effective Rental Growth (YoY) average annual effective rent
o1 200 45% 10% | Forecast growth above 6%. This is
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$1,000 I 35% 0% ] -
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$800 : 30% -5% > . :
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$400 15% -20% _ .
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$0 A 0% -35% o
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8292923925238 4838858 g i
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MELBOURNE

PPLY The Melbourne CBD was hit with a

large tranche of new supply, nearly
800,000 sgm during and just
proceeding the COVID-19
pandemic. Circa 55% of this new
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New supply was more subdued in
2023 at circa 130,000 sgm.
Looking ahead, supply is expected

to remain fairly limited with only
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and 2025, respectively.
The pipeline deepens after 2027.
400,000 New Supply by sub-market* 400,000 New Supply by grade
However, at least some of these
350,000 | Forecast 350,000 Forecast i i
I completions will depend on the
300,000 300,000
[ achievement of pre-commitment
250,000 I 250,000 p
s s targets.
UO) 200,000 : Uo) 200,000 =
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50,000 P “ '
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Source: PCA, Cushman & Wakefield; *Eastern includes North Eastern, Eastern and Civic sub-markets




MELBOURNE

Oxford Economics forecasts

Melbourne CBD office employment

MAND growth is expected to modestly
decline in 2023 and only rise
slightly in 2024.

25 Office Employment, YoY change 25 CBD Office Employment Growth by industry (YoY)
20 This is expected to be driven by a
20 I Forecast I Forecast '
15 I 15 1 softer outlook for the finance and
é’lo 1 g 10 : insurance industries, which tend to
3 | » ) L
sl BB e -] oo roflonadtan 0
% | 4 0 . I -ll.. & I to changes in interest rates than
AN 8 8 -5 : S
D s . : | other industries.
2 -5 -10
I 1
-10 I -15 I However, despite the limited
|
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m Melbourne CBD m Docklands m Financial Services m Professional Services m Other that have been delayed due to the
pandemic is expected to fuel a
) pick-up in absorption to pre-
250,000 Net Absorption by grade 18% Vacancy by grade | Forecast I |
VID levels.
200,000 I Forecast 16% | Co evels

150,000 14% I This will allow for A-grade and

1
12%
400,000 ! ’ : Secondary vacancy to hold steady
50,000 I 10% / 87
(o3 as occupancy declines at a similar
(%) l 8%
|

M
o

|
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-100,000 4% 1 Meanwhile the flight-to-quality
[
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I
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Source: PCA, Oxford Economics, Cushman & Wakefield
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Quality uplift from the completion
of new buildings is expected to be
a major driver of Prime grade
rental growth in the Melbourne
CBD.

Face rents are expected to
increase in both Premium and A-
grade office space as new
buildings come online and older
stock withdrawn, increasing the
share of higher-quality buildings
within the market. Landlords are
also likely going to have to push
face rents to account for the
higher economic rents needed to
be achieved for recently
completed buildings.

However, incentives are expected
to remain elevated in Prime office
space, and rise slowly in

secondary office space. This will

ultimately limit effective rent
growth over the next five years.
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The Perth CBD saw a period of
relative dearth of new office
supply until 2023, when circa
70,000 sgm of new and
refurbished office space was
completed. This was headlined by
the Esplanade (52,000 sgm).

The near-term outlook for supply

is similarly subdued with less than

25,000 sgm of new office space
scheduled to create across both
2024 and 2025 combined.

This is set to change in 2026 when
two new Premium grade
properties (Elizabeth Quay Lot 4
and Lot 6) are scheduled to finish.
These will add more than 90,000
sgm of Premium-grade office
space to the CBD. This will be the
largest calendar-year increase
since 2012.




Oxford Economics forecasts office
employment in the Perth CBD to

have been more-or-less flat in
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Rents in the Perth CBD have been
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2026 will push up incentives, more
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After 175,000 sgm of new office
and refurbished office space was
completed in 2022, new supply in
the Sydney CBD was limited to
circa 90,000 sgm in 2023.

Supply is set to spike in 2024,
headlined by the completion of 1
Elizabeth Street (NLA circa
70,000 sgm). Total supply is
expected to exceed 300,000 sgm.
Though circa 40% of this has been
pre-committed, it will likely exert
some upward pressure on
vacancy.

The pipeline for 2025 and 2026 is
more limited at 90,000 sgm
combined. This should allow for
the market to absorb the spike in
supply in 2024 before supply
reverts to long-term average
levels in 2027.

Much of the new supply (70%) is
Premium grade and located in the
City Core (60%), which will be
supported by the ongoing flight to

quality.

A
)

mCore m Midtown m\Western m Southern

A i

Source: PCA, Cushman & Wakefield




Office employment in the Sydney

MAND CBD has been incredibly resilient
to the shock of the COVID-19
pandemic; thanks in part to the

. . 1
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The Sydney CBD has experienced
consecutive years of robust rental
growth. This has largely been
driven by Premium and A-grade
space that has been recently
renovated.

Incentives in A-grade and
Secondary office space are
expected to be sticky as potential
tenants will likely be more

attracted to recently completed

Premium space. The distribution of
incentives across A-grade and
Secondary properties is likely to
widen as buildings that have
recently undergone quality
refurbishments are likely to have
greater tenant demand.

Given tenants continued
preference towards quality over
cost, Premium properties are likely
to see quicker rental growth than
other grades through 2026.




OFFICE

"KEY MESSAGES

BRISBANE

Supply is limited in 2024
through 2027 following no
new office space
completed in 2023.

Queensland is the biggest
beneficiary from interstate
migration. Office
employment in Brisbane is
more diversified than other
state capitals and forecast
to be more resilient to
macroeconomic shocks.

A lack of supply and steady
demand is expected to
push vacancy lower, though
incentives are likely to
remain stubbornly high.

MELBOURNE

Subdued supply in the
2023-2027 period should
allow the market to digest
the high levels of supply
that completed between
2020 and 2022.

The flight to quality will
support net absorption of
Premium office space,
though the supply of
Premium grade office space
will push vacancy higher
from 2027.

Pent up demand from
delayed leasing decisions is
likely to fuel rental growth
in the near-term, while
quality uplift will support
face rent growth further
afield.

PERTH

New supply in 2023 and
2026 will add to a limited
stock of Premium grade
buildings. This will likely put
upwards pressure on A-
grade and Secondary
vacancy as tenants upgrade
to newly available Premium
space.

Mining is expected to
become less of a driver of
office employment as the
state government takes
advantage of budget
surpluses to diversify its
economic base.

Rents are expected to
remain stable, though new
supply will put a floor under
incentives.

SYDNEY

New supply is set to spike
in 2024, though a portion is
pre-committed. New
Premium grade buildings in
the city core remain in high
demand.

A growing pipeline of
leasing deals in the second
half of 2023 that have been
delayed until 2024 is likely
to drive a rebound in net
absorption.

A recovery in office
employment growth is
forecast to be led by
financial services once the
RBA pivots and begins to
cut rates.
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INVESTMENT

EDIT TO CRE INTERRUPTED BY HIGHER RATES

:-;3&

$15,000 Although the Australian economy
Rolling Annual Investment Volume mmmmm Share reporting deterioration in access to credit may escape a recession, the rate
$10,000 mmmm Share reporting improvement in access to credit hiking cycle by the RBA has
Net balance ) ¢
$5,000 certainly taken some of the air out
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-$10,000 First RBA hike (May 2022) -20 restrictive and volumes began
-40
-$15,000 -60 declining, albeit from record levels.
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of 2024. Apart from the trajectory
70,000 ) 70% ) ) - N of interest rates, Term Financing
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60,000 60% 20 acility ( ) maturities will divert
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E PRICING STILL HAS FURTHER TO ADJUST

200 220 _ ) 220 Falling volumes, in part driven by
R CPPI v A-REITs (All sectors) Office CPPI v Office A-REITs : 3
< 1800 180 200 200 uncertainty surrounding the
N— 160 180 180 magnitude and duration of interest
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It is likely that there has been an
overcorrection in listed real estate
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\TE CUTS HISTORICALLY A BUY SIGNAL FOR CRE

Property pricing cycles have

traditionally been driven by

interest rate cycles, and the

current cycle is unlikely to
Forecast substantially deviate from this

— C&W Australia All-Property Value Index Q4/2006=100

OA AN | 0,
\/ y 200 (LHS) . | 8% path. Cushman & Wakefield
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>/// TN 180 | Research forecast that under the
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140 | in the second half of 2024.
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Source: RBA, RCA, Oxford Economics, Moody’s Analytics, Cushman & Wakefield
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SUMMARY
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Exports to China slow, terms of trade deteriorate
O T CRE Demand Formation Slows Across OFC, IND, RET, MF Sectors

‘Mortgage Cliff’ Eases Consumer Spending Consumer, Business Confidence Gradually I

o > Unemployment moves back above 4%

; CRE Credit Starts to Thaw and Flow
CRE Supply Pipeline Subsides Amid Uncertain Environment and Constrained Lending

Core Inflation Improves towards 3%
Business sentiment, investment turns neg

Excess Savings Dwindles

Capital Markets Transactions Gain Mo

Credit Tightening Continues Amid TFF repa

10Y Drops Back Below 4% and Holds at High 3s% Th
RBA Pivots and Starts Rate Cutting Cycle

Property Values Adjust ~10-20% Peak-to-Trough Values Start to Rebound 2>

2023 Q4 | 2024 Q1 | 2024 Q2 | 2024 Q3 | 2024 Q4

o Macroeconomic Indicator o Financial Markets Indicator CRE Fundamentals Indicator
#J o CRE Debt Markets Indicator o CRE Capital Markets Indicator
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