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Rising commercial real estate prices trigger warning that cheap
debt is raising risks

 SAVE ARTICLE |   PRINT  REPRINTS & PERMISSIONS

Cheap money is fuelling risky investments in commercial real

estate and could lead to a correction, real estate industry leaders

and financiers believe.

There is not enough demand for office space to alone warrant the

big price rises over the past year and it is low interest rates that

are pushing them up, according to fund manager Roger

Montgomery.

"The analogy I give is that the band is still playing, the party is in full swing, but you

want to stand near the door because you don't want to be in the rush for the taxi when

the music stops," he said.

More sources of funding, including Chinese banks and cashed-up private investors

and private equity groups, is creating pressure on the traditional Australian banks to

offer cheaper credit for property loans.

DEXUS Property Group's executive director for finance and chief operating officer,

Craig Mitchell, said debt was cheap and plentiful. "In this buoyant environment we

have been able to recently secure $250 million of 12-year debt in the US Private

Placement market at competitive rates," he said.

DEXUS, one of Australia's largest commercial landlords, can borrow over five years

for less than 4 per cent. Last year it paid about 5 per cent, Mr Mitchell said.

Deloitte's James Walsh, who acts for developers and other property clients seeking to

raise equity and mezzanine debt, has seen rapid changes in funding.

"We have seen a big reduction in the cost of subordinated debt for developers which is

being driven by increased demand from new investors, especially from offshore and

by Matthew
Cranston

A
dvertisem

ent

search the AFR

          STREET TALKNEWS BUSINESS MARKETS REAL ESTATE OPINION TECHNOLOGY PERSONAL FINANCE LEADERSHIP LIFESTYLE ALL

TODAY'S PAPER VIDEOS INFOGRAPHICS MARKETS DATA LOGIN SUBSCRIBE

http://www.afr.com/markets/debt-markets/rising-commercial-real-estate-prices-trigger-warning-that-cheap-debt-is-raising-risks-20150325-1m6zzt#nav
http://www.afr.com/markets/debt-markets/rising-commercial-real-estate-prices-trigger-warning-that-cheap-debt-is-raising-risks-20150325-1m6zzt#content
http://www.afr.com/markets/debt-markets/rising-commercial-real-estate-prices-trigger-warning-that-cheap-debt-is-raising-risks-20150325-1m6zzt#footer
http://www.afr.com/accessibility
http://afr.com/
http://www.afr.com/markets
http://www.afr.com/markets/debt-markets
javascript:;
javascript:window.print();
http://rightsportal.copyright.com.au/pages/republicationpage.aspx?publisher=fxj&publication=afr.com&author=Matthew+Cranston&title=Rising+commercial+real+estate+prices+trigger+warning+that+cheap+debt+is+raising+risks&publicationdate=25%2F03%2F2015&url=http%3A%2F%2Fwww.afr.com%2Fcontent%2Fafr%2Fmarkets%2Fdebt-markets%2Frising-commercial-real-estate-prices-trigger-warning-that-cheap-debt-is-raising-risks-20150325-1m6zzt.html
mailto:?subject=Bubble%20fears%20have%20jumped%20the%20fence%20from%20residential%20to%20commercial%20property&body=I%20would%20like%20to%20share%20something%20with%20you%0A%0Dhttp%3A%2F%2Fafr.com%2Fmarkets%2Fdebt-markets%2Frising-commercial-real-estate-prices-trigger-warning-that-cheap-debt-is-raising-risks-20150325-1m6zzt
https://plus.google.com/share?url=http%3A%2F%2Fafr.com%2Fmarkets%2Fdebt-markets%2Frising-commercial-real-estate-prices-trigger-warning-that-cheap-debt-is-raising-risks-20150325-1m6zzt&title=Bubble+fears+have+jumped+the+fence+from+residential+to+commercial+property
https://www.facebook.com/sharer/sharer.php?u=http%3A%2F%2Fafr.com%2Fmarkets%2Fdebt-markets%2Frising-commercial-real-estate-prices-trigger-warning-that-cheap-debt-is-raising-risks-20150325-1m6zzt&title=Bubble+fears+have+jumped+the+fence+from+residential+to+commercial+property
https://twitter.com/share?url=http%3A%2F%2Fafr.com%2Fmarkets%2Fdebt-markets%2Frising-commercial-real-estate-prices-trigger-warning-that-cheap-debt-is-raising-risks-20150325-1m6zzt&text=Bubble+fears+have+jumped+the+fence+from+residential+to+commercial+property&via=FinancialReview
http://www.linkedin.com/shareArticle?mini=true&url=http%3A%2F%2Fafr.com%2Fmarkets%2Fdebt-markets%2Frising-commercial-real-estate-prices-trigger-warning-that-cheap-debt-is-raising-risks-20150325-1m6zzt&title=Bubble+fears+have+jumped+the+fence+from+residential+to+commercial+property&source=Financial+Review&summary=A+wave+of+cheap+money+for+real+estate+purchases%2C+including+loans+out+of+the+United+States+at+3+per+cent+for+35+years%2C+is+raising+concerns+Australia%27s+commercial+real+estate+market+may+becoming+overheated.
http://www.reddit.com/submit?url=http%3A%2F%2Fafr.com%2Fmarkets%2Fdebt-markets%2Frising-commercial-real-estate-prices-trigger-warning-that-cheap-debt-is-raising-risks-20150325-1m6zzt&title=Bubble+fears+have+jumped+the+fence+from+residential+to+commercial+property
http://www.afr.com/markets/debt-markets/matthew-cranston-j7gax.html
https://twitter.com/mcranston1
https://plus.google.com/u/0/102874628957085545973
http://googleads.g.doubleclick.net/aclk?sa=L&ai=BB9H7v0ITVdrSItWq8gXtoYGABqnvuIAGAAAAEAEgoaeAIDgAWNGWv429AWCl-JGAkAGyAQt3d3cuYWZyLmNvbboBCWdmcF9pbWFnZcgBAtoBjQFodHRwOi8vd3d3LmFmci5jb20vbWFya2V0cy9kZWJ0LW1hcmtldHMvcmlzaW5nLWNvbW1lcmNpYWwtcmVhbC1lc3RhdGUtcHJpY2VzLXRyaWdnZXItd2FybmluZy10aGF0LWNoZWFwLWRlYnQtaXMtcmFpc2luZy1yaXNrcy0yMDE1MDMyNS0xbTZ6enSpAtapfFSmTao-wAIC4AIA6gIdLzY0MTEvYWZyL21hcmtldHMvZGVidG1hcmtldHP4AoHSHpAD5AqYA-QKqAMByAOZBNAEkE7gBAGgBhTYBwE&num=0&sig=AOD64_1Fzzea-dgzhJ70QaNSbPIjLrQroQ&client=ca-pub-5672713535746418&adurl=http://www.smhshop.com.au/watches%3Futm_source%3Dfd%26utm_medium%3Dmrecs%26utm_campaign%3Dbausele
http://afr.com/
http://www.afr.com/
http://www.afr.com/street-talk
http://www.afr.com/news
http://www.afr.com/business
http://www.afr.com/markets
http://www.afr.com/real-estate
http://www.afr.com/opinion
http://www.afr.com/technology
http://www.afr.com/personal-finance
http://www.afr.com/leadership
http://www.afr.com/lifestyle
javascript:;
http://www.afr.com/markets/debt-markets/rising-commercial-real-estate-prices-trigger-warning-that-cheap-debt-is-raising-risks-20150325-1m6zzt#
http://www.afr.com/videos
http://data.afr.com/
http://tools.afr.com/markets-data/
http://www.afr.com/markets/debt-markets/rising-commercial-real-estate-prices-trigger-warning-that-cheap-debt-is-raising-risks-20150325-1m6zzt#
http://www.afr.com/subscribe


26/03/15 10:21 AMRising commercial real estate prices trigger warning that cheap debt is raising risks | afr.com

Page 2 of 4http://www.afr.com/markets/debt-markets/rising-commercial-real-est…-trigger-warning-that-cheap-debt-is-raising-risks-20150325-1m6zzt

RELATED ARTICLES

19 min ago |

Fairfax Media, Flight Centre among
top stocks for cash flow

RBA sounds alarm on property
speculators

1 hr ago |

Trowbridge calls for life insurance
commission cap

LATEST STORIES

5 min ago |

Surfware retailer Billabong rejects
class action claim

11 min ago |

Traders bet on return of $US100
US crude oil

Global equities sink on data, euro

some from domestic investors, chasing higher yield and higher risk," Mr Walsh said.

COMPETITION FOR ASSETS

"We are also seeing more deals available for those offering the debt because

developers are being able to bring projects to the table where they have already

gained enough presales."

The cheap money is driving competition for assets and a re-assessing

return expectations for real estate, which has resulted in lower yields.

"On a global scale Australia's commercial property markets remain very well priced

and we expect the weight of capital chasing yield from quality property to continue as

a result of the low interest rate environment," DEXUS's Craig Mitchell said.

There have been some significant gains on value. Anton Capital sold out of a North

Sydney office tower for $157.5 million in January. Anton had purchased it 12 months

earlier for $84 million. In Melbourne, DEXUS sold an office tower last year at 40

Market Street for $105 million – more than double what it paid less than 18 months

before hand.

The Reserve Bank of Australia is concerned about some of the value jumps.

"Commercial property markets are rising in association with fast price growth in

some cities, heightened investor activity and strong price competition among

lenders," the RBA said in its financial stability review on Wednesday.

The gains for property values have also been very high for residential land sites. With

Melbourne Sydney and now Brisbane achieving huge jumps in purchase prices –

some show a doubling in value in 12 months. 

At the institutional level the overall gain on values for real estate investment trust has

only been a few per cent and most if not all REITs expect values to rise further.

In the last year Charter Hall has sold commercial properties at 59 Goulburn Street,

Sydney, Charter Grove, St Leonards and Moonee Ponds, Victoria, all for premiums to

book value. At the same time, its own debt facility was repriced producing a 55 basis

point reduction in average margin.

HIGH RISK, WEAK FUNDAMENTALS

With such an arbitrage between growing property values and cheaper funding costs

most in the industry think now is the time to make money. But the risk is also high

with weak fundamentals. Plenty in the industry are aware of this divergence.

Abacus Property Group managing director Frank Wolf said: "The weight of money

distorts the pricing of assets." Cromwell Property Group's Paul Weightman said: "I

think risk is being underpriced and that means people are paying too much."

The key will be timing. And, much of that will depend on whether fundamentals

A
dvertisem

ent

http://www.afr.com/street-talk/fairfax-media-flight-centre-among-top-stocks-for-cash-flow-20150325-1m7xtx
http://www.afr.com/real-estate/residential/rba-sounds-alarm-on-property-speculators-20150325-1m756q
http://www.afr.com/business/banking-and-finance/john-trowbridge-report-calls-for-cap-on-financial-advisers-commissions-20150325-1m7p5u
http://www.afr.com/business/retail/clothing-and-accessories/surfwear-retailer-billabong-rejects-class-action-claim-20150325-1m7y69
http://www.afr.com/business/retail/clothing-and-accessories/surfwear-retailer-billabong-rejects-class-action-claim-20150325-1m7y69
http://www.afr.com/news/world/traders-bet-on-return-of-us100-us-crude-oil-20150325-1m7xe6
http://www.afr.com/news/world/traders-bet-on-return-of-us100-us-crude-oil-20150325-1m7xe6
http://www.afr.com/brand/before-the-bell/global-equities-sink-on-data-euro-20150325-1m6xo7
http://www.afr.com/brand/before-the-bell/global-equities-sink-on-data-euro-20150325-1m6xo7
http://googleads.g.doubleclick.net/aclk?sa=L&ai=B-rsev0ITVeqjNoG18gWTwIDgDsG4z_0FAAAAEAEgoaeAIDgAWIGfgZ28AWCl-JGAkAGyAQt3d3cuYWZyLmNvbboBCWdmcF9pbWFnZcgBAtoBjQFodHRwOi8vd3d3LmFmci5jb20vbWFya2V0cy9kZWJ0LW1hcmtldHMvcmlzaW5nLWNvbW1lcmNpYWwtcmVhbC1lc3RhdGUtcHJpY2VzLXRyaWdnZXItd2FybmluZy10aGF0LWNoZWFwLWRlYnQtaXMtcmFpc2luZy1yaXNrcy0yMDE1MDMyNS0xbTZ6enSpAtapfFSmTao-wAIC4AIA6gIdLzY0MTEvYWZyL21hcmtldHMvZGVidG1hcmtldHP4AoHSHpAD5AqYA-QKqAMByAOZBNAEkE7gBAGgBhTYBwE&num=0&sig=AOD64_3Wulyv1sQ6s2IMYdwgvKNeGQDaNA&client=ca-pub-5672713535746418&adurl=http://www.fairfaxbr.com.au/FirstStrikeAGMRemunerationReport.asp


26/03/15 10:21 AMRising commercial real estate prices trigger warning that cheap debt is raising risks | afr.com

Page 3 of 4http://www.afr.com/markets/debt-markets/rising-commercial-real-est…-trigger-warning-that-cheap-debt-is-raising-risks-20150325-1m6zzt

Recommended by

RECOMMENDED

UBS to handle $240m Spotless Group sale

Former Citi boss Vikram Pandit says a loss of
trust in big banks means the…

Ex EY principal jailed for $450m tax fraud that
targeted ANZ, Bluescope

Strategic investors apply within: Fortescue's CEO
open to back-up

Mark Carnegie says tax white paper a waste of
time

FROM AROUND THE WEB

Are fund ratings useful in helping you invest?

Stockspot Blog

Top 10 Areas Set to Surge in 2015

On The House

Why retirees LOVE these 5 ASX stocks

Fool Australia

Organise your life in 7 steps

The Naked CEO

Housing market analysis: The Wilson Curve

Domain Blog

return before interest rates rise. Some expect the US Federal Reserve to raise rates

this year but historically it takes a few rate rises to really slow down the fervour in the

market.

Some pundits, such as CLSA's Chris Wood, expect interest rates will be "lower for

longer" in Australia and could hit zero. He also expected the Australian dollar to fall

further – another attraction for investors likely resulting in more upward pressure on

values.

UBS analyst Grant McCasker expected that an interest rate hike by the US in

September would see Australia's 10-year bond yield rise 50 basis points, and

historically, he said, a 50 basis point rise in the 10-year bond causes REITs to

underperform the broader stockmarket by around 5 per cent.

Using Roger Montgomery's analogy that might be the time to start calling a taxi.

The Reserve Bank of Australia said on Wednesday that risks in the area of lending for

commercial real estate appeared to be building.

"Investor demand for both new and existing commercial property developments has

been strong, despite weakening leasing conditions in a number of market segments."

"Lenders should also be mindful of the collective effects of strong lending activity

within particular market segments."

mcranston@fairfaxmedia.com.au 
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