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STUDY BACKGROUND & APPROACH

In this report we provide evidence of apartment market activity in Melbourne over the last decade. We
review how market and policy settings have changed and consider the impact on future supply that has
followed.

We know it is more important than ever for the development industry and government to collaborate to
unlock much needed housing. Therefore, we also explore how settings could be adjusted and what it would
take to simultaneously stimulate new development without negatively impacting state government revenue.

In introducing this topic, we aim to stimulate constructive engagement on ways to move forward and mobilise
the supply of a wider range of well-located housing in apartments.

PURPOSE

In this research Urbis is helping to answer these key questions:

1. What is the future supply pipeline of build-to-sell and build-to-rent in Inner and Middle Melbourne?

2. How has the rental market in Inner and Middle Melbourne been impacted in recent times?

3. What has been the impact of policy interventions on the Inner and Middle ring Melbourne apartment market?

4. What is the government’s housing target and how is Inner and Middle ring Melbourne placed to meet this
target?

5. What would it take to stimulate the apartment market without compromising government revenue?

APPROACH

Identifying relevant developments from Urbis Apartment Essentials platform. This includes apartment
developments with more than 25 units.

= Detailing historic and future supply across various stages in the property development cycle.

= Reviewing rental impacts from Urbis’ Apartment Essentials platform.

= Using time series data to overlay the impact of policy intervention on the apartment market.

= Analysing the current capacity of the housing system and the deficit to meeting the government’s housing
target, including the role of apartments.

= Exploring changes to stamp duty and foreign purchaser charges and the indicative impact on government
tax revenue of unlocking supply.
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EXECUTIVE SUMMARY

A Decade of Delivery Hits the Brakes

Between 2011 and 2021, Inner and Middle Melbourne experienced significant apartment
construction, with approximately 10,000 apartments delivered per year. This included around
3,725 apartments added to the rental market each year, boosted by investment from both
overseas and domestic buyers.

These buyers played an important role, enabling developers to meet presales hurdles required
to finance construction, unlocking project completions. Government revenue from foreign
purchaser stamp duty peaked in 2015-16, at the same time as apartment approvals peaked in
2016. However, since then stamp duty revenue has declined more broadly following not only
increased foreign purchaser duty, but the removal of stamp duty concessions for investors,
including off-the-plan property. Transaction volumes and duty collected have fallen in the years
following these changes. In fact, all indicators of supply have fallen for apartments including
launches, sales, approvals and completions.

Compounding the Cost Challenge

Challenging sales and development conditions have since been further compounded by higher
interest rates and higher construction costs. Higher costs result in higher prices, while higher
borrowing costs make it more challenging for buyers. The compounding impact of higher taxes
on higher prices presents further disincentive to invest and risks prolonging a deeper deficit in
housing supply.

How Bad is it?

The active pipeline of apartments going forward is around half the volume delivered around the
peak of supply in 2015-2017. Of all the potential supply in the pipeline, around half remains
inactive: approved, but not able to proceed. The consequences are clear when current delivery
rates are applied to housing targets and the continued scarcity in the rental market.

How Could We Move Forward?

We can see that increasing stamp duty and foreign surcharges had a material impact on sales
and supply in recent years. While far from being the only challenge in developing or purchasing
apartments, their compounding effect on purchaser cost has ballooned and represents an even
greater barrier to buy.

Given there is a large volume of approved apartments not yet in market, we believe winding
back stamp duty charges could make a meaningful difference in unlocking investor activity that
supported project delivery in the last apartment cycle.

If such measures are successful in mobilising the idle"half of the pipeline over the next five
years, this would effectively double the delivery of apartments in inner and middle Melbourne.
Not only would that be valuable progress against housing targets, there is the prospect that
revenue could recover and grow well beyond current collection even with reduced duties and
targeted off the plan concessions on stamp duty.



MARKET TRENDS &

URBIS

POLICY INTERVENTIONS

In recent years, policy changes at local, state, federal, and international levels have cooled
Melbourne’s residential market, primarily targeting foreign purchasers and investors. Since the
first foreign purchaser additional duty in 2015, demand from foreign purchasers has decreased
through to Q1 2024. While these measures succeeded in cooling an overheated market,
providing opportunities for local residents, they also led to fewer apartment project launches and
approvals over time. The chart below overlays a series of interventions impacting market

activity.

Impact of Policy Intervention on Inner & Middle Melbourne’s Apartment Market
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INNER & MIDDLE MELBOURNE.:
COOLING APARTMENT ACTIVITY

Developers in Melbourne have traditionally relied on off-the-plan sales to support their residential
projects. Pre-selling apartments is typically a pre-requisite to unlock funding for construction,
while offering a convenient entry point for both local and overseas buyers. Policies that
increased taxes and tightened lending conditions softened overall purchaser demand and
reduced activity from both domestic and international investors. This has had a substantial
impact on new apartment launch activity in recent years as demonstrated by the chart below.

New Apartment Project Launches Over time
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Source: Urbis Apartment Essentials

The speed and volume of off-the-plan sales from local and overseas investors has progressively
decreased following changes in duties in 2016-2017. Owner occupiers now make up a larger
share of a much smaller buyer pool. There has been a clear reduction in apartment supply
coinciding with reduced investor participation in the market.

Off-the-plan Buyer Trends Over Time
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INNER & MIDDLE MELBOURNE:
FUTURE APARTMENT SUPPLY

The apartment volume and future pipeline between 2022-27 is expected to be close to half of the
annual average achieved between 2016-21, further emphasising the supply shortage as population
growth and overseas migration continue to increase the demand for housing. Meanwhile
approximately half of the potential future pipeline remains idle, with 35,000 units approved by not yet
launched.

Future Apartment Pipeline (Active Projects)

T 2016-21:

£ A
2022-27:
6,780 p.a.

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

® Build-to-Sell = Build-to-Rent
Active Projects: Built, Under Construction or in Presales (Built-to-Sell)
Source: Urbis Apartment Essentials.

Future Pipeline by Status (2024-29) Build-to-Rent Supply

) mm Built
@Under Construction BPresales mmmm Under Construction 24430 24,575
@Development Approval BDevelopment Application = Approved

Early Planning 19,4
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Note: Includes Build-to-Sell and Build-to-Rent projects. Note: Based on BTR projects in Greater Melb.
Source: Urbis Apartment Essentials. Source: Urbis Apartment Essentials.

One half of the apartment pipeline is approved The BTR pipeline in Melbourne has grown by 34%

but remans inactive. Only one-third of the annually since 2017. As at Q1 24, one-third is in
future apartment pipeline is made up of the inner city. Despite more than 12,000

projects that are preselling or under apartments in permit-approved and under
construction. The rest are permit-approved application projects, only 48% have financial
projects that haven’t made it to launch for sale backing. This underscores the need to find ways
or those under application. to tackle financial viability of all apartment projects,

both built-to-sell and build-to-rent.
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INNER & MIDDLE MELBOURNE:
APARTMENT RENTAL IMPACT

The impact of growing demand and stalled supply is being acutely felt in the rental market.
Melbourne’s vacancy rate stood at 1.3% in May 2024, below the longer-term average of 2.6%
from 2018-24. This has driven up the median weekly rent by 4.8% over the past year and 16.4%
on average over the last three years. A 2024 survey by the Property Investment Professionals
of Australia cited increased taxes, changes to tenancy legislation, and rising interest rates as the
main reasons behind an investor sell-off in residential property. Greater scarcity in the rental
market is showing via a fall in the number of active rental bonds in Victoria by 15,600 in the year
to March 2024. Unlocking new supply must be a priority.

Rents & Vacancy In New Buildings
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GREATER MELBOURNE
HOUSING TARGETS

Following on from the Housing Statement released in September 2023, in June 2024 the State
Government outlined its proposed target for new homes in each local government area.
Comparing these annual housing targets with average annual building approvals between 2019-
23 reveals a clear deficit, underscoring the challenge faced by the State Government in meeting
its 2051 target?.

Melbourne’s Housing Target & Historical Annual Approval Data?

u Avg. Annual No. of Approvals (2019-23) & Annual Deficit Housing Target Annual Delivery (2023-51)
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1 |
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_———n 1
I 5265 | I 7,235 |
e m
Inner Melbourne Middle Melbourne Outer Melbourne

Source: State Government of Victoria, ABS; Urbis

Inner and Middle Melbourne’s Apartment Pipeline & Demand Over Time3

Melbourne’s apartment market will need to be stimulated and grow to stand a chance of meeting
the State Government’s housing target, however, current supply lags demand. Between 2024-
27, the pipeline is projected to fall short by an average of 7,340 apartments per year in inner and
middle ring Melbourne4. Further recovery is required to unlock a bigger pipeline.
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HOW HAVE THESE CHANGES
IMPACTED GOVERNMENT REVENUE?

In 2017, the Victorian Government introduced changes to the off-the-plan stamp duty
concessions. These concessions were previously available to all buyers, but the changes meant
they were now only accessible to owner occupiers intending to live in the property. This had a
cooling effect on investor activity, as the concessional benefits from buying off-the-plan were no
longer available to overseas or domestic investors.

The policy shift, while aimed at making housing more affordable for first home buyers,
contributed to softened sales activity overall, given investors made up a sizeable share. This
saw a 33% decrease to the volume of apartment sales, associated with a $924 million reduction
in state revenue in the following year.

,339/ Unit Sales Vol.
“"Ju u

jJJ Duty Revenue Collected ($m)

48,150 $6,933

$6,009

36,150

2017 2018 FY17-18 FY18-19

In addition, the Victorian Government implemented extra stamp duty on foreign buyers to soften
overseas demand, improve affordability for local buyers, encourage local investment, stabilise
the market, and generate tax revenue. When additional duty increased to 7% in FY17, foreign
purchaser activity fell by 73%, leading to a 57% decline in tax revenue. The additional duty rose
to 8% in FY20 and remains unchanged. While the state government intended to create more
opportunities for local buyers, decreased demand from foreign investors contributed to fewer
apartments being delivered and a decline in the overall tax revenue. This trend has continued.

Impact of Policy Intervention on Market Activity (Financial Years)
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HALVE THE PROBLEM &
DOUBLE THE RETURN?

Reflecting on the downward slide in both the pipeline and revenue we ask what would be a win-
win opportunity to explore? To recap, around 7,000 new apartments are estimated to complete
each year between 2022-27 in inner and middle ring Melbourne. Applying recent buyer splits
and stamp duty rates implies an associated $346 million in revenue each year.

Meanwhile there are 35,000 apartments approved but not active. Could we reduce barriers to
purchase and unlock investment in these homes by winding back duties on off the plan
apartments? Achieving that feat over the next five years would effectively double delivery. If this
were to be achieved, even at half the current foreign buyer duties, and with concessions for off
the plan buyers, there would be revenue upside for government.

The scenario below presents a picture of what half the foreign duty and nearly doubling the
revenue ($640m) could look like when applied to double the pipeline. We recommend exploring
these settings further. While certainly not the sole challenge in housing delivery, it is a lever that
can be pulled (or simply pushed back) and has previously had a significant impact.

Halving Stamp Duty to Double Delivery & Revenue:
Apartment Price $1,000,000

Construction Cost $550,000

OWNEROCCUPIER  LOCALINVESTOR  FOREIGNINVESTOR

Current Uplift Current Uplift Current Uplift
Scenario Scenario Scenario Scenario Scenario Scenario
Additional Foreign Duty % - - - - 8% 4%
Additional Foreign Duty Payable - - - - $80,000 = $40,000
Total Stamp Duty Payable
(with OTP Concession)** $21,970  $21,970 = $25,070 = $65,070
Total Stamp Duty Payable
illiolU@IEIConceLbr) $55,000 = $55,000 $55,000 = $55,000 $135,000 = $95,000
Annual Completions (24-27) 7,000 14,000 7,000 14,000 7,000 14,000
% Buyers 75% 50% 15% 30% 10% 20%
No. Buyers 5,250 7,000 1,050 4,200 700 2,800
Annual Revenue $194M $259M $58M $162M $95M $220M

TOTAL Current Scenario Uplift Scenario

ANNUAL
REVENUE $346,400,000 $640,600,000

**Assumes half of all applicable concession buyers purchase an off-the-plan apartment prior to constru"c‘}i n and;
dutiable value of $450,000 (the apartment price minus construction cost).
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NOTES

1 Demand-Supply Gap Analysis: By comparing the projected annual new apartment demand
against the annual new apartment supply, we can assess the apartment pipeline's alignment
with the State Government’s 2051 housing target. This analysis highlights the demand-supply
gap over the next five years and identifies the shortfall in the current supply pipeline.

2 Annualised Dwelling Requirement: We have calculated the annualised dwelling
requirement from the State Government’'s 2051 housing target, starting from the existing
supply in 2023.

3 Apartment Market Implications: Using Census data from 2016 and 2021, we analysed the
proportion of apartments in Melbourne and projected a straight-line trend to estimate the
growth in apartment proportion through to 2029. Considering this proportion against the
housing target provides an estimate of the annual new apartment demand until 2029.

4 New Apartment Supply Tracking: Utilising Urbis’ Apartment Essentials database, which
tracks new apartment supply in Inner and Middle Melbourne, we have the annual new
apartment supply up to 2026. We then assumed that the average annual delivery of
apartments between 2024 and 2026 will continue through to 2029.

12
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This report is dated July 2024 and incorporates information and events up to that date only and excludes any information
arising, or event occurring, after that date which may affect the validity of Urbis Pty Ltd’s (Urbis) opinion in this report. Urbis
prepared this report on the instructions, and for the benefit only, of the Urban Development Institute of Australia (UDIA)
(Instructing Party) for the purpose of an Overview of Melbourne’s Apartment Market Conditions (Purpose) and not for any
other purpose or use. Urbis expressly disclaims any liability to the Instructing Party who relies or purports to rely on this report
for any purpose other than the Purpose and to any party other than the Instructing Party who relies or purports to rely on this
report for any purpose whatsoever (including the Purpose).

In preparing this report, Urbis was required to make judgements which may be affected by unforeseen future events including
wars, civil unrest, economic disruption, financial market disruption, business cycles, industrial disputes, labour difficulties,
political action and changes of government or law, the likelihood and effects of which are not capable of precise assessment.

All surveys, forecasts, projections and recommendations contained in or made in relation to or associated with this report are
made in good faith and on the basis of information supplied to Urbis at the date of this report. Achievement of the projections
and budgets set out in this report will depend, among other things, on the actions of others over which Urbis has no control.

Urbis has made all reasonable inquiries that it believes is necessary in preparing this report but it cannot be certain that all
information material to the preparation of this report has been provided to it as there may be information that is not publicly
available at the time of its inquiry.

In preparing this report, Urbis may rely on or refer to documents in a language other than English which Urbis will procure the
translation of into English. Urbis is not responsible for the accuracy or completeness of such translations and to the extent that
the inaccurate or incomplete translation of any document results in any statement or opinion made in this report being inaccurate
or incomplete, Urbis expressly disclaims any liability for that inaccuracy or incompleteness.

This report has been prepared with due care and diligence by Urbis and the statements and opinions given by Urbis in this report
are given in good faith and in the belief on reasonable grounds that such statements and opinions are correct and not misleading
bearing in mind the necessary limitations noted in the previous paragraphs. Further, no responsibility is accepted by Urbis or any
of its officers or employees for any errors, including errors in data which is either supplied by the Instructing Party, supplied by a
third party to Urbis, or which Urbis is required to estimate, or omissions howsoever arising in the preparation of this report,
provided that this will not absolve Urbis from liability arising from an opinion expressed recklessly or in bad faith.
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