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Market Commentary

The global economy is growing,
and world GDP is expected to
rise at close to trend pace in
2010 and 2011. Global financial
markets are functioning better
than they were a year ago
although credit conditions remain
difficult as banks continue to face
loan losses associated with the
global financial crisis.

Economic conditions in Australia
have been stronger and
measures of confidence have
recovered. The Australian
economy continues to grow with
the latest figures from the
Australian Bureau of Statistics
(ABS) showing the economy
grew by a seasonally adjusted
0.5 per cent during the March
quarter 2010. The annual growth
rate rose by 2.7 per cent,
reflecting a relatively healthy
result given the economy is still
in the early stages of an
economic recovery.

The total number of jobs
advertised in major metropolitan
newspapers and on the internet
rose by 1.8 per cent in March to
an average of 162,692 per week.
Although only a small increase,
the continued growth in job ads
followed a significant increase in
February (19.1 per cent) and
provided the first annual growth
rate of 8 per cent since July
2008. This is translating into
employment growth and
contributing to keeping the
unemployment rate relatively
stable.

Official employment figures from
the Australian Bureau of
Statistics revealed that the
unemployment rate remained
steady at 5.3 per cent in March
2010. The number of people
employed increased by 19,600
people to 10.988 million.

Business confidence eased
slightly in March but remained
firmly in positive territory for the
third consecutive quarter. The
National Australia Bank survey of
business confidence for the
March quarter 2010 fell one point
to 17. The results are consistent
with continuing strong domestic
demand and employment growth
during the March quarter.

The latest ABS retail trade
figures show that sales in March
rose 0.8 per cent, seasonally
adjusted, compared with a fall of
1.2 per cent in February. In
seasonally adjusted volume
terms, retail turnover rose 0.1 per
cent in the March quarter 2010,
this compares to a rise of 1.0 per
cent in the December quarter
2009. Retail sales increased in
seven out of the twelve months
to March 2010.

The retail investment market is
showing signs of improving as
interest from buyers are rising
and sellers are becoming more
willing to part with major assets.
A number of private buyers and
syndicators are acquiring quality
assets which have traditionally
been tightly held.

In terms of the investment market
for commercial assets, the
market for prime and A-grade
buildings has been turning since
the middle of last year, when
listed trusts recapitalised. The
listed property market was
heavily hit early in the global
financial crisis as  asset
valuations were reduced and
gearing levels blew out. A
renewed focus on capital
management has seen
distributions reduced and a
recapitalisation of balance sheets
has lowered gearing levels.
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From the last quarter of 2009
values have begun to stabilise
and the gap
sell ero6s
resulting in an increase in the
level of transactions as witnessed
in the March quarter 2010. The
stabilisation in asset values and
the growing levels of tenant
enquiry are positive factors for
the office sector.

We are closely monitoring both
sales and leasing transactions to
consider the impact the global
credit crisis has had on the
Australian real estate market;
focussing particularly on the
pricing of property today relative
to the pricing of property before
the credit crisis.
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Sydney Office
Market

Tenant Demand

The Sydney CBD office market
has been experiencing weaker
tenant demand since the global
credit crisis hit in late 2008.
Following the largest drop in net
absorption levels on record in the
six months to July 2009 (minus
120,211 square metres) demand
fell by minus 22,287 square
metres for the six months to
January 2010.

The total CBD office market
experienced negative absorption
of 142,498 square metres of office
space during the 12 months to
January 2010. The negative
demand for office space was felt
in A-grade and C-grade office
buildings showing negative
demand of minus 78,227 square
metres and minus 36,820 square
metres respectively.

Occupied Stock

The Sydney CBD Office market
currently comprises of 4,729,975
square metres of office space. B-
grade office space accounts for
33.9 per cent of total office stock.
This was followed by A-grade
office space with 33.6 per cent,
Premium grade office space with
14.4 per cent, C-grade office
space accounting for 13.7 per
cent, and finally D-grade office
space accounting for 4.4 per cent
of existing office stock in the
Sydney market.

In terms of occupied stock levels,
the total office market recorded a
3.2 per cent decline over the year.

All the grades of office stock
recorded a decline in occupied
stock levels over the year, with the
largest decline recorded for C-
grade stock falling by 6.1 per cent,
followed by the D-grade office
stock falling by 4.6 per cent.

Preston
Rowe
Paterson

National Property Consultants

Sydney CBD Office Market
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Vacancy Level

Latest figures from the Property
Counci l of
Market Report January 2010
have indicated that the Sydney
CBD is still feeling the effects of
a weaker economy and the
fallout from the global financial
crisis.

As depicted in the graph on the
right the Sydney CBD overall
office vacancy rate increased by
0.4 percentage points over the
last six months to 8.1 per cent in
January 2010, the highest level
in four years. Over the year the
vacancy rate increased by 2.7
per cent.

Although being the fourth
consecutive rise in the vacancy
rate in the six months to January
2010, the pace at which the
vacancy rate has risen appears
to be slowing.

As t he
services core, Sydney has been
particularly sensitive to the global
financial crisis. All grades of
office space experienced
increases in vacancy rates over
the six months to January 2010
except for the A-grade office
space which decreased by 1.4
per cent to a vacancy rate of 6.2
per cent and the C-grade office
space which remained the same
at a vacancy rate of 12.6 per
cent.

The B-grade office market had
the highest increase in the
vacancy rate across the different
grades of office space rising by
2.2 per cent to a vacancy rate of
8.9 per cent. The Premium grade
office market had the second
greatest increase in vacancy
rates rising by 0.4 per cent to a
rate of 7.5 per cent.

Development Activity
Short Term Supply

Aust
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The Sydney office market is likely

c ount r yte see theipaieatial adpitigns of

130,218 square metres of office
space throughout 2010, giving
rise to potential oversupply
challenges for the CBD to face
over the next two years.

One development scheduled for
completion in the third quarter of
2010 is the Mid City Centre
Tower located at 420 George
Street. The project will provide
37,600 square metres of office
space over 31 levels with an
average office floor plate size of
1,300 square metres, 9,000
square metres of retail space and
110 car parking spaces.

Long Term Supply

The Sydney office market is likely
to see the potential addition of
139,159 square metres of office
space throughout 2011 and
potentially 86,437 square metres
of office space beyond 2012. The
Space development at 1 Bligh
Street is due for completion in
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the first half of 2011. The DEXUS
project will provide 42,000
square metres of office space
over 27 levels with an average
office floor plate size of 1,600
square metres, 170 square
metres of retail space, and 99 car
spaces.

Another significant development,
anticipated to be complete
beyond 2012 is the project at 163
Castlereagh Street owned by
Grocon. The development will
provide 54,437 square metres of
office space over 37 levels with
an average office floor plate size
of 1,550 square metres, 3,884
square metres of retail space and
parking for 90 cars.

There is approximately 122,603
square metres of office space in
the Sydney CBD which has been
held back (mooted) from
development, including projects
such as the Thakral Centre, and
Goodsell Building.




National Comparison

The Sydney office market
currently recorded the fourth
lowest vacancy rate at 8.1 per
cent in comparison with all other
major capital city office markets.

The highest increase in vacancy
rates recorded for total office
space across Australia was for
the Brisbane CBD with an
increase of 1.8 per cent from
10.7 per cent recorded in July
2009. Brisbane also reflected the
highest vacancy rate of 11.3 per
cent across all major capital
cities.

The Canberra CBD was the only
capital city to record a decrease
in vacancy rates over the six
months to January 2010, falling
by 0.5 per cent to a vacancy rate
of 8.7 per cent.

The city which recorded the
lowest vacancy rate across all
other major capital city office
markets was Hobart CBD at a
vacancy rate of 3.7 per cent.

Investment Activity

The improving economic outlook
has resulted in a noticeable
improvement in sentiment as
business confidence increases
with better than expected
economic growth figures and
conditions in the labour market
remaining firm.

The market for prime and A-
grade buildings has been turning
since the middle of 2009, when
listed trusts recapitalised. The
listed property market was
heavily hit early in the global
financial crisis as  asset
valuations were reduced and
gearing levels blew out. A
renewed focus on capital
management has seen
distributions reduced and a
recapitalisation of balance sheets
has lowered gearing levels.
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55 Hunter Street Sydney

From the last quarter of 2009 major sales transacting totalling
values begun to stabilise and the $915.6 million. The most notable
gap bet ween buy ebeigthe@rerdiumsGeadd Aaroré
expectations narrowed, resulting Place located at 88 Phillip Street
in an increase in the level of selling to the South Korea
transactions as witnessed in the National Pension Fund for $685
March quarter 2010. million on a yield of 6.5 per cent.

Over the March 2010 quarter, Major investment sales for
there has been a noticeable Sydney CBD for the March
improvement in the level of Quarter 2010 are listed in the first
investment activity with four table above.



