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Given the current perception of Australia’s
Residential Property Investment Sector the
number of investors favouring the property
market over shares continues to rise,
according to figures released by Ray Morgan
research. Investment activity in the residential
property sector has substantially increased,
with the Australian Bureau of Statistics
reporting increases in the value of investment
housing commitments for several consecutive
months through 2009.

While investors have been quick to capitalise
on low interest rates, at record low levels not
seen for 40 plus years, together with the softer
house prices of early 2009, it is important to
note that wise investors keep the basic
economic law of supply and demand in mind
for long-term decision-making. Australia’s

Population growth at a 40-year high
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housing supply shortage, combined with
massive population growth, looks set to see
capital city housing markets continue to hold
their own into the future, according to
Australian property investment expert
Michael Yardney.

Australia is currently experiencing its biggest
population explosion in history, according to
a recent Commsec study, which reported a
record 253,415 migrants arriving in Australia
in 2008. This equates to almost 700 new
arrivals per day. Adding to our

Numbers too is the fact that we're currently in
the midst of a baby boom. 296,700 babies
were born in 2008, representing the highest
rate of births reported since quarterly records
began 27 years ago.
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Queensland birth rate breaks record

More babies were born in Queensland last year
than at any time in the past three decades, new
figures show.

There were 63,132 babies born in Queensland
in 2008, a jump of more than 3 per cent from
the previous year, according to the Australian
Bureau of Statistics. Yet Queenslanders were
out-birthed by their busy counterparts in New
South Wales and Western Australia, both in
the grip of a baby boom.

Roughly one third - 94,700 - were born in New
South Wales, where births are rising faster

than in any state other than Western Australia,
increasing 5.8 per cent between 2007 and 2008,
compared to the national increase of 4 per cent.
Births in Western Australia jumped an
extraordinary 9.2 per cent.

But leading demographer Bernard Salt told
brisbanetimes.com earlier this year the Federal
Government's paid parental leave plan, could
bump up Queensland's birth rate even further
over the next two years.

Mr. Salt said the promised 18 weeks' paid
parental leave for parents from January 2011
would contribute to a "baby blip" early next
decade.

"People are always more interested in investing
in a child once their economic prospects are
more certain," he said.
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The births spike has debunked predictions the
number of babies born in Australia in 2008
would drop by five per cent compared to the
previous yeatr.

"The reality is that we will find that a whole
series of measures, baby bonus, paid parental
leave, and more flexible work hours from
employers will contribute to a cultural
change," Mr. Salt said

With no indicators that Government policy is to

be amended to curtail migration numbers and with
higher birth rates likely to be a trend in the $hor

to medium future, many experts believe that the
current residential property shortage will be
exacerbated.

Given that vacancy rates remain at record lows at
under 3% on average in all capital cities, and that
Australia’s critical shortage of supply is unlikely
to abate in the near future, rental demand and
yields look to remain high into the foreseeable
future.

Whilst many investment opportunities exist in
today’s property market, some types of properties
in some locations will perform better than others.
When making investment decisions, it is
important to not only consider past performance,
but to predict future performance based on
changing demographics and lifestyle trends. It is
also important to dig below apparent trends to
identify key strategic markets.

New Projects Australia, with their wide coverage
and research of the Australian Housing Market,
know and understand the dynamics and economic
and social drivers of these diverse markets. We
can assist you in locating your ideal property
investment.
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A Reminder about our Free Monthly Investor Seminars

Which properties to invest in
Should | buy new or old?

How to maximise capital growth
Pay off your mortgage years earlier
Debt reduction strategies

Best finance options

For any information on seminar dates and times plea
or e-mail any questions you have to

website www.newprojectsaustralia.com.au
info@newprojectsaustralia.com.au

Where to invest

Why location is so important
Where NOT to invest

How to maximise negative gearing
How to receive tax benefits in your pay
Whose name to put on the contract

se call Sarah on 1300 429 040, visit our

Recent Article:

6 ways to succeed during a recession (and become
a confident and knowledgeable investor)

21st October 2009

Bill Zheng reveals smart strategies investors can
adopt to stay afloat and succeed in the current
downturn

If you're confused, uncertain and even frightened
about the property market in Australia, you're not
alone. Most investors feel that way. They also feel
angry and even betrayed.

During most of 2008, property investors across
Australia didn't fare too well, some couldn't sell
their properties at the right price to exit, others
couldn't refinance on a good valuation to get out
of their existing mortgages provided by those
defunct non-bank lenders. Many developers
couldn't sell their stocks or obtain proper
development finance, and you name it.

We've seen some relief, in the first few months of
2009 at the low-end property market due to the
first home owner grant and lower interest rates.

We all know this won't last, especially when
Australia is officially included in the ‘Great
Recession' by IMF.
| believe that in tough times you should revisit
your strategy, purpose and assumptions
continually - especially when you're experiencing
resistance or frustration of any kind in the
accomplishment of your investment and lifestyle
goals.
Now more than ever, it's especially important that
you anticipate market shifts, control risk and
create powerful strategies that move you in the
direction you want to go.

1. Re-position your leverage level on

properties

The current recession is mainly caused by
financial crisis, a good percentage of the
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economic growth and asset value have been
contributed by over-leverage. Deleveraging across
the world will see credit tight for many years to
come, even after the economy recovers. Hence we
will see tight credit markets for at least another

3 years if the IMF's prediction of the global
economy recovery late 2010 is correct.

You should consider at least 3 factors when you
look at leverage:

1. Return on investment: this is comparing your
deposit money sitting in a bank vs. being invested
into a property.

2. Safety: this is to avoid negative equity or loan
recalls.

3. Your own circumstances: how close you can
achieve the ideal leverage level.

Ideal leverage level:

If residential property prices were going up at 7-
10% each year, higher leverage (such as 80% or
above) will give you higher return on your capital
invested and still relatively safe.

If residential property prices were to be flat or
even slightly down each year, lower leverage
(60% or below) will give you a higher return on
your capital invested and it is also safer to keep
your leverage lower.

In my opinion, our current property market trend
is likely to be suitable for 60%LVR or below if
your circumstances allow you to do so.

If you must stay at higher leverage, your income
should at least allow you to pay down your
mortgage principal on a monthly basis. Because
paying down your mortgage is similar to lending
your money to the lenders. The lender is paying
you the interest rate your mortgage is costing you;
you have effectively become a lender. Lenders
make more money than borrowers in a deleverage
economy.

Many people are concerned about lenders
recalling their mortgages if they show negative
equity. For most private property investors and
homeowners, negative equity will not be the main
reason why the lenders would recall your loans.
Lenders would usually recall loans when the
borrowers fail to make repayments.
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However if you are one of those property
investors with a very large property portfolio or

run a business with credit facilities with the same
lender, you may want to separate the business
credit facility from your mortgages and reduce the
exposure to a single lender. This can avoid the
unnecessary risk of your mortgage being reviewed
by the lenders at an inconvenient time.

2. Re-set your minimum cash reserve

Cash reserve is not a new concept to most
property investors; most of us know we must have
them to cover our rainy days.

How much is sufficient is quite a personal matter,
but the general idea is: how many months you
would like your cash reserve to last if you
experience severe loss of income and overrun of
cost at the same time.

Loss of income can be loss of your job & business
income, default of debtors, loss or decrease of
investment income such as rent & dividends;
Overrun of cost can be increase of interest
repayment from your mortgage, unexpected
expenses.

One thing worth mentioning is mortgage interest
rates. We are around 5-6% at the moment; the
average mortgage interest rate over the last 30
years is around 10%. So if you don't fix your
interest rates, you may want to add another 5% to
your current interest rate to calculate your debt
repayment.

Many property investors leave their cash reserve
with their Line of Credit, because most the Lines
of Credit offer the flexibility to not make any
repayment as long as the limit has not been
reached.

Line of Credit can potentially present a problem
for you if the lender decided to freeze it due to a
drop in your property value or simply lack of
credit available. While this hasn't quite happened
in Australia, it has definitely happened in other
countries such as the United States.

In such cases, you will lose your cash reserve
overnight without warning, so the better
alternative is a Redraw with an Offset account,
and keep your cash reserves in the offset account.
The aim of a cash reserve is not to cover your cash
flow short fall forever, but only temporarily.
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Hence the strength of your cash flow has a lot to
do with the length of the coverage.

For example, if your cash flow is positive and

very unlikely to be reduced, then you may want to
consider a 6-month window for the worst-case
scenario. But if your cash flow is negative or very
likely to be discontinued, then you may need
sufficient reserve to cover quite a number of years
or at least to the point you can safely sell the
property at a price greater than your mortgage.

3. Re-establish better income status

Many property investors have been using low-doc
or no-doc borrowing to acquire properties in the
past, but this lending space has changed
significantly since 2008.

No-doc loans are technically not being offered by
any institutional lenders, low-doc loans are sijtin
at 60% with a few exceptions still at 80%.
Overseas experience shows that it is possible that
low-doc loans will be completely taken off the
market soon, especially when there is not
sufficient credit. Lenders would lend to the best
quality borrowers, and low-doc borrowers are
considered lower quality than full-doc borrowers.
Borrowers get into low-doc borrowing for many
reasons, some due to employment status such as
self-employed, others due to complicated
financials, and we also see some borrowers simply
couldn't be bothered to provide financials because
the interest rates difference was quite small
between low-doc and full-doc loans in the past.
The trend is that low-doc loans will be at a higher
premium if they are still to be offered in the

future. For property investors who are still

actively acquiring properties, there will be
financial benefit to get full-doc loans rather than
low-doc loans in the near future, hence looking
after your income status can become important in
the next few years.

We have seen situation where a client who is
currently a contractor being unable to refinance
his loans from low-doc to full-doc, and some of
his low-doc lenders have gone out of business. For
him to take advantage of the current lower full-
doc fixed interest rate, he needs to become a full-
doc borrower again, which means he needs to go
back to a full-time permanent job position with
less income. However the mortgage repayment
savings created from the refinance will
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substantially outweigh the loss of his work
income.

4. Re-work your cash flow with
contingency

Living off equity is one of the reasons people
invest in properties. Many property investors have
selected good growth properties and have been
using the equity to cover expenses.

The potential issue with this is that we may get
into a spending pattern that can be a bit out of
control if we don't pay attention to it. When
property stops growing for a while and finance is
hard to get, we may get into a negative cash flow
position with no end in sight.

Many property investors told me that they couldn't
figure out where they have spent the money, but
they only noticed that their money in the Line of
Credit is disappearing faster than they anticipated
Let's face it, most of us only act when we really
need to, so there is no need to beat yourself up if
you haven't taken the time to manage your cash
flow carefully, but I do think this is the time to
start doing it if you haven't already done so.

To manage our cash flow, we need to be clear
about our income and expenses, and make sure
that income is greater than expenses if you want to
have positive cash flow or any surplus. Because
we always tend to spend what we make or more,
we will need to treat the surplus almost like the
highest priority expense, so that you guarantee to
have it.

The Superannuation idea is to 'force’ everyone to
put aside money we can't touch, because most of
us cannot be relied upon to do so, especially when
we have a family and the financial responsibility
is divided between family members.

When responsibility is given to more than two
people, no one is responsible; hence a group of
two or more people looking after money will
usually have little money left. Putting aside your
surplus (or profit) before you pay any other
expenses is probably the safest way to ensure
positive cash flow, and you can always adjust
your remaining expenses according to your
income. It is not how much you earn; it is how
much you can keep.
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5. Refine your rules and policies on future
property investment

When property prices have been on the rise in
most areas most of the time, it is less obvious to
many property investors to follow some sort of
systems. A system usually consists of a set of
rules and policies; a system is to be followed
strictly during execution.

A good property investment system should have
policies in at least the following areas:

Policies on financial position and money
management - home loan calculator

Policies on market conditions.

Policies on property selection & disposal.
Taking the time to define these policies can help
you to review what has worked in the past, and
what may work in the future, especially with all
the changes happening in the market place.

6. Re-define your circle of friends and influence
People have different attitudes towards the same

situation; this will become more obvious during
recession.
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We all have friends and family who are not doing
what we are doing, that is perfectly fine in my
view; people are entitled to their preference and
opinion, and we are not here to change them
without invitation. | would just be more careful at
whom | am listening to and whom | am getting
advice from when it comes to property investing.
Henry Ford once said: “Whether you believe you
can do a thing or not, you are right".

So If you believe you can make more money from
properties during recession, you are right;

If you believe you cannot make more money from
properties during recession, you are right too.

It is also very easy to hear the not-so-good news
and why you can't make money from properties,
they are plenty of them around during recession. It
will take some effort to find those who believe the
opposite, but it will be worth your effort.

This article was written by Bill Zheng, founder of
Investors Direct.

Copyright Your Investment Property magazine
and republished with permission.
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This newsletter was brought to you by Wayne Taylor at New Projects Australia. We do our best to keep all investor clients up to date
and well informed. If you have any questions, we will be happy to help, feel free to give us a call..
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