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New South Wales

Overview
The industrial sector had been a shining light 
among commercial property investors heading 
into this year… but like so many other things, 
the rules of certainty no longer apply under the 
coronavirus threat.

So, how has this sector responded?

This month’s issue takes a detailed look at 
industrial property across the nation, and where 
the opportunities and threats lay in our current 
predicament.

Sydney
The current Coronavirus pandemic is anticipated to 
have a lasting impact on the whole of the Sydney 
property market, with some assets tipped to be 
more negatively impacted than others. The impact 
on the industrial market is hard to estimate and 
while some sectors are thriving, many are not.

Recent discussions with an importer of Italian car 
parts indicate that the impact on their business has 
been immense. They indicated that sustaining their 
business was becoming extremely difficult and their 
ability to pay rent was ever-decreasing.

On the other hand, freight and logistics businesses 
are seeing huge demand, with many currently 
thriving. The logistics market was already in 
high demand prior to the current Coronavirus 
pandemic, driven by a lack of supply and increases 
in demand. We expect the logistics market to 
continue to perform well, particularly later in 2020 
and early 2021.

Our general view is that industrial assets have 
been fairly stable in recent years, both locally 
and globally, and we do not expect that sentiment 
to change significantly despite the economic 
conditions. Therefore, we anticipate that industrial 
assets will hold or, should there be a broader 
decline, sustain their value better than other asset 
classes. Well-positioned, investment-grade assets 
such as high quality logistics premises are likely to 
continue to perform well relative to other sectors of 
the market, although we caution that we do expect 
there to be fewer buyers. 

We are also optimistic about the future of local 
manufacturing, which is anticipated to result in an 
increase in demand for factory premises. There has 
been significantly increased discussion throughout 
this Coronavirus pandemic about Australia’s 
reliance on international manufacturing and the 
fragile nature of an economy so reliant on external 
input. Local manufacturing is therefore tipped to 
see significant growth in the wake of the pandemic 
as Australians’ demand for local products increases.

At the lower end of the industrial market, we are 
concerned about the impact of reduced demand 

3

C
O

M
M

ER
C

IA
L

Month in Review
May 2020

CEO’S ADDRESS  
The significance of 2020 and the way we have 
addressed the global threat of Coronavirus will 
fill pages in history books.

The breakneck speed at which this crisis has 
driven important decisions across all facets of 
life is extraordinary. From health, to politics to 
the economy, we have seen incredible pivots all 
designed to minimise the fallout and help steer 
us back to normality.

The effects have been both rapid and dramatic, 
and some sectors have faced more adversity 
than others.

A number of stakeholders may view industrial 
assets as a resilient investment under COVID-19 
conditions, however Australia’s markets are 
more complex than this opinion suggests. Under 
the current protocols, truly useful analysis 
requires in-depth knowledge at a local level.

As such, Herron Todd White is the only source 
you require. Our broad national coverage 
means we have teams who specialise in their 
field within specific geographic areas. These 
professionals work daily in their markets, 
tracking the range of influences that determine 
value and return.

As you can see, our company is uniquely placed 
in the industry to provide commentary like 
no other – especially at times like 
these.

Please enjoy this month’s 
edition of Month In Review as 
we share insights from our 
unparalleled knowledge base.

Gary Brinkworth 
CEO
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from mum and dad investors and the struggles 
many small businesses are facing. We anticipate 
that this sector of the market may experience 
some decline in values over the coming months as 
a result of decreased demand and a reduction in 
rental returns. 

We also consider it likely that the closure 
of restaurants, pubs and other food related 
businesses will continue to have an effect on 
the industrial market, particularly for food and 
beverage warehousing and distribution.

Across the industrial market, we have seen  
many marketing campaigns withdrawn, with 
vendors opting to wait out the current crisis.  
This trend is likely to continue until confidence 
returns to the market. 

Wollongong
Prior to the Coronavirus wreaking havoc on the 
economy, the industrial sector had experienced 
consecutive years of buoyant conditions and 
2020 was largely on track to continue on this 
path. Obviously all bets are off at the moment 
with the market broadly in a freeze as investors, 
owner-occupiers, developers and tenants for the 
most part adopt a wait and see approach, needing 
comfort on the long term economic impact prior to 
making a buying or leasing decision in this current 
uncertain environment. 

Each transaction that takes place during this period 
needs to be scrutinised heavily as motivations of the 
participants involved will fluctuate quite significantly. 
This is not a normal market. For instance, we are 
aware of an industrial property owner very close to 
retirement happy to sell at a circa 10 to15 percent 
discount on what was fair market value as the risk 
of holding and waiting for the situation to settle 
was not worth it for them. The purchaser was very 
happy to acquire at this discount, believing values 
will return to pre-Coronavirus levels in two to three 
years time, if not sooner. 

The Commonwealth has released a mandatory 
code of conduct for commercial tenants with an 
annual turnover up to $50 million, providing a 
guideline for those impacted by a downturn in 
trading. We are unaware to date of this code being 
practically implemented and it is too early to tell 
whether any issues will arise. While we see this 
code being more widely relied upon and followed 
in the retail sector, there are sure to be industrial 
landlords and tenants impacted by the current 
situation who will therefore need to follow this 
mandatory code of conduct. 

The medium to long term outlook for the 
Illawarra industrial sector remains strong 

Like most commercial assets in Sydney, we have 
concern about the ability of some tenants to make 
their rental payments in full and the general lack 
of demand for rental properties. We anticipate 
that it will be some time before this returns to 
normal and we expect to see longer than usual 
lease up periods. 

At this point in time, it is too early to anticipate the 
depth or breadth of the impact to the industrial 
market across Sydney. We know that there are 
tenants struggling to pay rent and we know that 
there has been a significant decrease in leasing 
enquires, but how this will ultimately impact values 
is difficult to say. 

COMMERCIAL LEASES DURING COVID-19
How independent professional advice from Herron Todd White can assist you.

On 7 April 2020, the Federal Government announced the National Cabinet’s outcome around a 
mandatory Code of Conduct for commercial tenancies (“the Code”). 

With growing pressure on Australian businesses and a need to keep the economy moving, the Code  
seeks to guide rent relief negotiations between landlords and tenants. The Code has been implemented 
by each State and Territory through new legislation or regulation. 

Whether you are a landlord or tenant, practically applying the Code and its guiding principles can be 
a complex and sensitive issue. This can be equally challenging for a solicitor, accountant, property 
manager or agent, as the advice you give to your clients may need the consideration of local market 
forces.

Get in touch with Herron Todd White today. We offer a range of services to support you in these 
challenging times including:

 ◗ Local rental market updates,

 ◗ Code of Conduct advice specific to your property, business and/or State,

 ◗ Formal Market Rental review.

As Australia’s largest independent property valuation and advisory firm, we have the expertise to assist 
in all range of rental matters, particularly during this time of uncertainty and challenge.
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is sustainable in the foreseeable future, they are 
unlikely to commit to purchasing property.

There have been no transactions in the area since 
the onset of the Coronavirus pandemic.

Dubbo
The impact of the Covid 19 pandemic on the 
industrial property sector in the Central-West has 
been muted in comparison to the retail and office 
property sectors where widespread stand-downs 
and work from home provisions are in force. 

Despite the users of industrial properties mostly 
continuing to function, the largest impact has 
been on the level of transactions where sale and 
rental volumes have come to a standstill due to 
the uncertainty surrounding the duration and full 
extent of the economic fallout from the pandemic. 

This impact appears on top of limited sale enquiry - 
in Dubbo in particular, where prior to the pandemic, 
auction sale clearance rates were averaging 30 per 
cent for industrial sector properties.

The issue of compounding debt is creating concern 
among highly geared property owners.

There have been few Coronavirus-related 
notifications from tenants vacating an industrial 
property, however we note that rental increases 
pursuant to leases are not being enforced. 

Some agents report continued investment 
enquiry, including potential purchasers from the 
Sydney market seeking leased investments in 
the $750,000 to $1.5 million price range willing 
to accept yields at 6.0%to 6.5%. There is also 
a sector of the investment market seeking to 
capitalise on property investment opportunities 
arising out of detrimental economic issues directly 
associated with the Coronavirus.

The commercial retail market sector is very 
different, with broad-scale rent reduction 
agreements in place for between 25% and 50% 
of monthly rent, initially for a two to three month 
period with a review in June.

Echuca/Deniliquin
As a result of the Coronavirus, there is a high 
degree of uncertainty in the commercial sector 
across townships in south-west New South Wales 
and northern Victoria. 

This uncertainty will remain until there is some 
stability in the market place around what are 
sustainable rental levels in any commercial sector 
in the foreseeable future.  Until that level is 
established, it is unlikely there will be much activity 
in the sector.

Owner-occupiers are a significant factor in these 
areas.  For owner-occupiers, turnover and profit are 
key factors in determining the value of industrial 
real estate.  Similar to investors, unless the owner-
occupier has confidence in the level of profit that 

and the region may well benefit from a lower 
Australian dollar, repatriation of offshore 
manufacturing facilities and construction of 
warehouse facilities to ensure adequate levels of 
stock are held as insurance for potential future 
disruptions to the global supply chain. 

The foundations for a strong industrial market 
remain the same: proximity to Sydney; construction 
of the second airport in Western Sydney; an 
expanding Port of Port Kembla; and state 
government investment in infrastructure, with 
more likely to follow as part of Commonwealth 
and state government stimulus measures. Will this 
mean that the Maldon to Dombarton freight rail line 
will receive the funding to complete construction?     

Coffs Harbour
Local agents report that approximately 30 percent 
of industrial property managers have registered 
for some level of rental assistance. There has been 
a minimal number of tenants requesting a rental 
waiver pursuant to the government-introduced 
code of conduct. Most are requesting deferment 
of rent on a month to month basis. The situation 
and reaction of landlords varies depending on the 
level of financial debt over the investment property. 

Wollongong Source: realesatte.com.au 
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Melbourne
The global Coronavirus pandemic is an 
unprecedented time and the full effects will not be 
known for many months to come. Presently, there 
is no clear guidance on the industrial market and 
reaction to the pandemic. Today’s sales are not 
truly indicative as they are the result of three to 
six months marketing, negotiation, due diligence 
and financing. In the coming months, the volume 
of sales is likely to slow as prospective purchasers 
consider their positions and the likely market and 
economic uncertainty over the coming months 
(potentially longer). Vendors will be reluctant 
to list properties, particularly in light of the 
government’s economic support packages and 
rental assistance program.

For industrial investment properties, yields are 
likely to remain tight in the current low interest 
rate environment and properties with a long lease 
expiry profile, strong tenancy covenant and low 
maintenance improvements will remain in strong 
demand. This is particularly so for prime properties. 
For example, a listed company tenant on a seven 
year plus lease could well achieve a premium result 
as invested capital seeks a flight to quality. For city 
fringe and inner suburban industrial properties 
where there is a high underlying land value and 
redevelopment potential, demand and pricing is 
more likely to hold up. Conversely, more dated 
industrial properties with a short lease and small 
business tenancy profile will be seen as at risk and 
will be priced accordingly. We are seeing a widening 
of the yield gap between prime and secondary 
industrial investments. 

Properties offered with vacant possession will 
remain in favour, again as a result of low interest 
rates, however potential owner-occupiers will need 
to understand the impact of the virus pandemic on 
their business before committing to a purchase. 
Even if a business can withstand the economic 
pressures of a prolonged downturn, competitive 
tension is unlikely to be in place to support prices 
to the extent of the pre-pandemic market. As the 
number of potential buyers decreases, so too does 
the likely realisation. As with many owner-occupier 
purchases, the buyer is often an adjoining owner 
or a business in the immediate area. We expect to 
see an increase in the number of off-market sales 
as opportunistic buyers with strong businesses 
look past the pandemic and position themselves for 
longer-term growth. 

It seems inevitable that there will be properties 
coming onto the market in distressed 
circumstances in the medium to longer term, 
however the extent of discounting, if any, will be a 
function of the length and severity of the economic 
downturn. It is too early to make a call on future 
pricing at this time. 

The industrial leasing market is the interface 
between property and the general economy. Similar 
to the sales market, current leasing transactions 
have a long lead time and are often the result of 

many months of negotiation, so it is very difficult 
to gauge the impact of the pandemic at this time. 
For tenants faced with a looming lease expiry, the 
obvious response would be to negotiate a short-
term extension of their existing arrangements 
rather than seek out new premises at a time of 
great uncertainty. The key will be flexibility in the 
negotiations between landlord and tenant and the 
balance between supply and demand factors in the 
particular market sector. 

As with the sales market, it seems inevitable that 
the forecast overall decrease in economic activity 
will lead to fewer tenants seeking premises, an 
increase in the number of properties available for 
rent and, potentially, a decline in rental values. 
Again, the extent of rental decline, if any, will be a 
function of the length and severity of the economic 
downturn and it is too early to make a call on future 
pricing at this time. 

Victoria
For industrial investment properties, yields are likely to  
remain tight in the current low interest rate environment  
and properties with a long lease expiry profile.
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Brisbane
The Brisbane industrial property market started 
2020 with a bright outlook as the favoured 
commercial asset class. This was off the back of 
strong growth throughout 2019. Over the past 
two years, the industrial market experienced 
firming yields across prime assets supported 
by solid purchaser demand and the low interest 
rate environment, however with the outbreak of 
Coronavirus, the global economy is in uncertain 
times and there are likely to be significant impacts 
on the Australian property market.

It is still too soon to know the full effects of this 
pandemic and the flow on effect to the local 
property market. We do however have some early 
indications. Discussions with leading industrial 
agents have revealed that sales activity has slowed 
significantly, with some reporting all of their 
current stock being removed from the market and 
existing leasing negotiations being deferred for 
three months or ceasing all together.

Of the properties that have remained on the 
market, weaker buyer demand and extended 
selling periods have set in with some vendors even 
accepting softer than expected yields to incentivise 
would-be purchasers back to the discussion table. 
We have very limited transaction data to quantify 
the extent of the movement in yields. Discussions 
with some clients have revealed that this is in fact a 
good time to buy an investment property because 
there is little competition, removing the fear of 
missing out from the equation. Of course, now more 
than ever before, tenant covenant strength will be 

The full effects of this global pandemic are 
still somewhat unknown, but despite this, the 
fundamentals that positioned the Brisbane 
industrial market for a strong 2020 are still there, 
albeit in the background. Once we can all return 
to a somewhat normal environment, the Brisbane 
industrial market will no doubt be appealing based 
on those underlying factors of a low interest rate 
environment, lack of supply of quality, investment-
grade assets and the availability of capital.

Townsville
Townsville’s broad regional economy is assisting 
our industrial market to navigate the current 
Coronavirus impacts.

Our industrial market is bolstered by the 
mining services and heavy engineering sectors, 
which have been relatively unaffected by 
current circumstances. Smaller industrial 
strata units and smaller industrial premises 
that accommodate the service industries of 
tradespeople such as electricians, plumbers, 
mechanics, etc are experiencing a downturn 
in business, but with the aid of government 
stimulus packages available, appear to be 
currently weathering the environment.

The area of the industrial market that has been 
impacted are the non pure industrial users such 
as gyms and sport and recreation facilities within 
industrial warehouse properties. 

Queensland

an extremely important part of any investment 
decision for purchasers. 

As mentioned above, the majority of new rent 
deals have been put on hold, with many lessees 
unsure of the full effect of the pandemic on their 
own business’s cash flow. We are aware of some 
increased incentives being offered in the form of 
rent free periods, however as discussed, leading 
agents are reporting that at this point in time, 
it is very difficult to engage with prospective 
tenants, as most are taking a wait and see 
approach, at least in the short term. Discussions 
with a variety of our landlord clients suggest 
that requests for rent relief or abatement are 
very much on a case-by-case basis. Those 
industries most affected by the Coronavirus 
have been the first to show signs of cash flow 
stress. The approach from these landlords is 
very commercial with the general sentiment 
being a willingness to work with their tenants 
should they be able to prove a reduction in 
cash flow as a result of the pandemic. Requests 
from tenants looking to take advantage of 
the current situation without any substantial 
evidence of reductions in revenue have not 
been well received. As with the pre Coronavirus 
climate, the most active segment of the market 
will continue to be transport and logistics with 
tenants gravitating towards modern properties 
with good access to motorways.

Discussions with leading industrial agents have revealed  
that sales activity has slowed significantly.
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industrial land will be required in the near future.

The Coronavirus to date has not had a significant 
impact on the industrial market. Enquiries to 
purchase are still strong both from owner-
occupiers and investors (depending on the 
strength of the tenant), although enquiries to 
lease have slowed. Commercial agents report 
limited requests for rental reductions and these 
have been generally limited to businesses that 
cater to the provision of food or services related 
directly to restaurants or the tourism industry. 

Wide Bay
The hibernation in which business has currently 
been placed has resulted in very little sales and 
leasing activity in the Wide Bay industrial markets.

It is simply too early to say what the impact has 
been on the industrial property market, however 
there is a good indication that over the short 
term, enquiry has slowed. This could place a drag 
on market activity into the future. Local agents 
are reporting that demand from occupiers is 
healthy under the circumstances and enquiry for 
investment grade property has basically reduced 
to nothing. It is pleasing to hear that people are 
talking more about how we will move out of Phase 
3 restrictions and what the road to recovery will 
look like. Fortunately, the Wide Bay industrial 
property markets are influenced in part by diverse 
agricultural markets that could provide some 
support in the short to medium term future.

We can also take confidence from the fact that the 
Wide Bay has survived drought, flood and fire as 
well as the Global Financial Crisis.

Mackay
The Paget industrial business community appears 
to be largely unaffected by the pandemic because 

Smaller (less than 
200 square metres) 
strata titled industrial 
warehouses are very 
limited in numbers to 
both sell and lease and 
there is good demand 
from the owner-
occupier market for 
industrial properties in 
the sub $1 million price 
range. Yields vary from 
high 6% (small affordable stratas) to mid 8% for 
larger, older properties.

Industrial property rents are now ranging generally 
from $100 to $150 per square metre per annum 
gross depending on size, location and quality.

There is limited quality investment stock available 
for purchase in the Cairns market and strong 
demand for well leased properties. This will tend 
to support values for well-leased properties over 
the short to medium term. 

The median vacant industrial land price in Cairns 
peaked at $295 per square metre in 2009, but has 
been consistently around $240 per square metre 
for sales over the past several years. The Woree 
Business and Industrial Park (4.5 kilometres 
south-west of the central business district) has 
been absorbed. This is the last industrial estate 
in the near city, with the next closest estate 
with available land being located at Edmonton, a 
further six kilometres south of the Woree estate. 
With the lack of any new product developed over 
the past ten years and the progressive run-down 
of supply, our overall assessment is that further 

Looking to the future, onshoring is likely to be 
a hot topic for discussion amongst government 
agencies and Townsville is well placed 
strategically to fill this role, with rail, road, air and 
port infrastructure available. 

Cairns
The industrial sector in Cairns is relatively small 
and its manufacturing base is largely geared 
towards servicing the engineering requirements 
of local and regional industries. For this reason, 
most demand for industrial space is derived from 
businesses supporting the marine tourism, sugar 
milling, residential construction, transport and 
mining services industries. Areas closer to the 
CBD show stronger demand.

Although we perceive 
the industrial market to 
be balanced, industrial 
property development 
remains slow.

Despite an apparent 
increase in the median 
price of industrial 
properties transacted 
over the past several 
years, our opinion 
is that prices for the majority of industrial 
showrooms and warehouses of a reasonably 
good to very good quality have remained steady 
at around $1,250 to $1,600 per square metre for 
some time. 

Commercial agents advise limited availability of 
good quality standalone warehouse stock with 
reasonable demand for these types of premises. 

Enquiries to purchase are still strong both from owner  
occupiers and investors...

RENT RANGES
Cairns  

$100 to $150 per  
square metre

$1250-$1600
Price of good quality 

showrooms/warehouse  
per sqm in Cairns
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cushion some of the blow. Furthermore, agents are 
reporting that although enquiry is down, enquiries 
presently coming through are from fairly seriously 
interested parties.

The industrial vacancy rate doesn’t appear to have 
been significantly altered at this stage, although 
again, it is too early to come to a firm conclusion. 

Overall, we would expect owner-occupied 
properties to hold up relatively well in the 
short term, based on the current record low 
interest rates. Industrial investment properties 
in general will be more prone to price volatility 
given that their value will be influenced by 
individual tenant resilience. 

In overview, if the Coronavirus had not evolved, 
then the outlook for the Gold Coast industrial 
sector for 2020 would have been positive with 
anticipated steady activity across both leasing and 
sales markets. However, the outlook now is far 
more volatile and uncertain. It will undoubtedly be 
an uncomfortable period and will be interesting to 
look back on.

Sunshine Coast
In January, Herron Todd White put together 
the 2020 property market outlook across the 
residential and commercial markets. At the time 
we stated that it was very difficult to predict 
due to a range of macro and micro economic 
factors impacting on the market. One of the major 
concerns was around the impacts of the Bushfire 
crisis and the fallouts from this. There was also 
the affects of local and State elections during 
2020 as future concerns. The underlying local 
market fundamentals were however strong and 
our overall thoughts were that we would likely see 
the market continue to show steady improvement 
during the year.

balance between supply and demand (albeit at 
significantly reduced levels). 

We are aware of multiple leases and sales 
contracts that have been cancelled or put on 
hold recently. There may also be some fragility in 
tenant security, as rental deferrals flowing from 
the commercial tenancy Code of Conduct will 
result in deferred rents (over and above rental 
waivers) based on turnover decline having to 
be paid back after business normality resumes 
(whenever that will be). This will heighten the 
financial risk for landlords with less robust 
business tenants that may not be able to fully 
repay deferred rent, leading to a rental write-off 
for owners down the track. This in turn could, 
or likely will, impact property values, being 
largely dependent on the quality of tenants and 
the type of their business. Nevertheless, some 
businesses have benefited from higher levels of 
demand since the pandemic and these tenants 
will become sought after by buyers surveilling 
the market for opportunities. 

It is too early to tell if there is a measurable decline 
in rents and sales values at present, however 
some indication based on agent feedback on 
properties listed for sale and rent is that a five to 
ten percent drop may be required to secure a deal 
in the current market, although the impact will 
be contingent on the length of current social and 
business restrictions, coupled with the longer term 
economic fallout. 

Some positive news is that the lack of industrial 
supply on the Gold Coast in general should help to 

there has been no appreciable impact to regional 
coal mining productivity. Mining service businesses, 
which are predominant in this locality, remain 
largely unaffected to date in terms of rental 
affordability and tenant demand. We are aware of 
two major, very recent leases at firm rental rates. 
The sale market has not been properly tested since 
the onset of the pandemic.

Gold Coast
The onset of the Coronavirus pandemic has no 
doubt hampered economic conditions, affecting 
the local industrial market across all sectors to 
differing degrees. The market has reacted in a 
positive manner to the strong level of stimulus 
and relief measures undertaken by the federal 
and state governments to date, however despite 
these measures, the lack of economic activity at 
present due to the virus outbreak is being felt 
across many organisations. 

Discussions held with local agents has revealed 
that there is buyer and tenant concern regarding 
the current high level of uncertainty related to 
the pandemic, however this has yet to have any 
measurable effect on the industrial property 
market in terms of value levels. Whilst agents have 
reported no discounted sales, buyer enquiry has 
generally declined by over 50 percent. Interestingly, 
this slowly improved in the owner-occupier sector 
in late April after completely stagnating at the 
beginning of the Australian outbreak. In addition, 
owners are generally holding off listing their 
properties for sale, which has aided the market 
in avoiding a decline in values to date given the 

Some indication based on agent feedback on properties listed  
for sale and rent is that a five to ten percent drop may be 
required to secure a deal in the current market.
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As a result, the purchase price was renegotiated 
to $1.7 million plus costs of $50,000 for a 
total purchase price of $1.75 million including 
a 6 month rent free period for the tenant. The 
purchase price reflected a yield of 6.86% pre 
Covid-19 and a settled yield of 7.29% after 
taking into account the rent free period upon 
settlement. This sale indicates a circa 40 basis 
point softening of yield and circa 9.3% reduction 
on overall capital value.

 ◗ A lessee interest motel was contracted 
in January 2020. There were a number of 
conditions to be met by the lessee (vendor) 
to complete the sale. The sale process had 
moved to an unconditional phase prior to the 
Covid-19 pandemic with settlement due late 
March 2020. The purchaser was able to cancel 
the sale without any loss of deposit or financial 
impact due to a fire hose not being upgraded 
as part of the transfer. Typically, this would not 
impact a settlement, though indicates that a 
purchaser was not willing to take on the risk 
around cash flow.

 ◗ A Management Rights complex in Caloundra 
was contracted in January 2020 with an 
extended due diligence period. We note that 
after the contract had become unconditional 
that the Covid-19 pandemic disrupted the 
operation of the business. As a result the buyer 
undertook investigations into the possibility 
of not continuing with the purchase, however 
settlement occurred with no changes to the 
overall contract price in April.

 ◗ A good quality industrial holding at Kunda Park 
with a State Government tenant was contracted 
in early March 2020 at $3.375 million indicating 
a yield of 6.78% with circa 3.5 years remaining 
on the lease. The contract is now unconditional 

working and how do you conduct inspections given 
restrictions?

Again the short answer – yes. We are open and 
continuing to do business to help support the 
local economy by allowing people to access equity 
within their homes, commercial properties and 
businesses to help see them through this health 
and economic crisis.

We have had to change a number of the ways that 
we undertake valuations. Herron Todd White have 
developed a contactless inspection tool, that allows 
our team to use a combination of self-verified 
and occupant-supplied information to reach a 
conclusion with the highest possible accuracy 
under current restrictions.

The following information is some of the most up to 
date market evidence that we are aware of within 
the commercial market.

 ◗ A sale was conducted of the Coffee Club 
premises at King Street, Buderim which was 
contracted on 25 February 2020 and settled 
on 14 April 2020. The property was originally 
contracted for $1.93 million with a 10% deposit 
paid. The tenant has had trade restricted and as 
a result requested a rent free period of 6 months. 

However, the Covid-19 pandemic, which was 
impacting predominately China at that stage, 
continued to travel through Asia as February 
rolled in and the first cases were being reported 
within Australia. Impacts to our overall way of 
life were limited until mid March when the first of 
a range of restrictions began to affect not only 
our movements, though also our relationship 
with property.

One of the questions that we have been asked 
consistently over the past month is, ‘how much has 
this changed the value of my property?’

The short answer is – not much!

The more detailed answer is that valuations by 
their nature rely upon market evidence, which is 
historical. So while there may have been some 
movement in values, it is difficult to prove at this 
time and we are relying upon the most up to date 
evidence to indicate what the impacts are. 

Despite the overall general improvement in 
confidence experienced across most markets 
during 2019, the current Coronavirus, COVID-19, 
pandemic is forecast to have a significant impact 
on global economic growth and the Australian 
economy and as a result may have detrimental 
impacts on the property market. The market 
more broadly will experience a greater level 
of uncertainty, and some, or all, sectors may 
experience a period of weak buyer demand, 
extended selling periods and potentially diminution 
in asset values. Recent stimulus packages and 
policies introduced by the Federal and State 
governments, as well as record low interest rate 
levels, may limit the impact of the pandemic on 
property markets however it is difficult to predict 
at this stage.

The other questions being asked is, are you still 
Coffee Club, King Street, Buderim Source: realcommercial.com.au 
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Businesses associated with industries such as 
sporting and events hire, catering and restaurant 
supplies for example, have been dealt a heavy 
blow to cash flow and may be seeking rental relief 
under the COVID-19 Commercial Leasing Code 
of Conduct. Properties with rental reduction 
agreements in place are likely to experience a 
decline in adjusted capital values and a reduction 
in market appeal to investors. 

Quality assets leased to strong tenants  
aligned with unaffected industries with no  
rental reduction agreements in place should 
remain sought after and in fact may be even 
more in demand as secure cash flows from 
strong tenants in unaffected industries become 
more scarce.

Astute property owners and managers are 
utilising any negotiation processes to position their 
properties for long term value security. Examples 
include extending lease terms in exchange for 
short term rental relief. We strongly recommend 
that property owners seek professional advice and 
assistance through this process, which if done well, 
will preserve and enhance value and saleability but 
if done poorly, will have detrimental impacts on 
their assets. 

Toowoomba’s long term future as a major 
transport and logistics hub remains on track 
and in fact may be further strengthened if 
demand for warehousing and distribution rises 
in response to the forecast increase in online 
shopping and e-commerce.  

 ◗ Storage complexes are reporting that arrears 
and delinquency of payments has increased from 
circa 2% prior to March to circa 10% within April. 
A number of office and retail users also lease 
out storage space on long term agreements 
and operators are working with these tenants 
currently around rental abatements primarily.

 ◗ Overall occupancy for short term holiday 
accommodation complexes has fallen from 
59.5% in March 2019 to 43.1% in March 2020. 
April numbers are not yet to hand, though our 
expectations are that these will fall further 
given discussions with a number of operators 
throughout the region and the impact travel 
restrictions are having.

Toowoomba
The Toowoomba industrial market is expected to 
experience some fallout from the current crisis, 
however is in a far better position than sectors such 
as retail, food, accommodation and entertainment, 
where there has been reported disruption to some 
lease payments and transaction settlements in the 
local Toowoomba market.

Local industrial tenants in sectors including coal 
seam gas, manufacturing and rural industries are 
largely unaffected. For example, Arrow Energy has 
recently announced a $10 billion coal seam gas 
project within the Surat Basin with reportedly 800 
construction jobs and 200 ongoing operational jobs 
being generated. The project is due to commence 
towards the end of 2020 and may help underpin the 
industrial market to some degree.

and is expected to settle with no negotiations 
post contract.

 ◗ A large bulky goods centre with a strong 
tenant mix has been contracted off market 
for over $15million in late March 2020. The 
contract has been negotiated to only settle after 
trading restrictions to businesses have ceased 
and appropriate amendments can take place. 
It is reported that either party can terminate 
the contract based on future amendments. 
This would have been highly unusual contract 
conditions prior to the Covid-19 Pandemic.

 ◗ A good quality holding has been taken to the 
market in April 2020 on an expression of interest 
campaign. The agent has reported three offers 
to date, though some potential buyers have been 
indicating concern around the lease covenant 
in the current environment. There are still some 
weeks before this campaign closes and it will 
provide a good indication of where the market is 
at for good quality assets moving forward. 

 ◗ A number of high profile leases are currently 
being negotiated across the Sunshine Coast with 
start dates reported as being after restrictions 
are lifted. Some leases will include specific 
future crisis event clauses within the lease which 
will outline how rentals and lease terms will be 
handled by both parties. We have seen one clause 
which also allows for the tenant to vacate within 
30 days if restrictions impact business operation 
for longer than 3 months.

 ◗ The industrial market has seen a number 
of smaller sub 300 square metre strata titled 
units contracted since mid-March 2020. Value 
levels are reported to be similar to late 2019 and 
therefore no market change has been reported. 
Demand has slowed slightly, though owner 
occupier buyers are still active in the market.

Quality assets leased to strong tenants aligned with unaffected 
industries with no rental reduction agreements in place should 
remain sought after.
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within the industrial sector appears to again be 
cautiously optimistic.  

Gladstone
The Gladstone industrial market has been coming 
off a reasonably low base due to the significant 
downturn after the construction boom associated 
with the gas pipelines. The Gladstone tenants and 
property owners are noting that they are finding 
work volumes slowly starting to increase since 
the lows of 2016 /17 and rents and property prices 
have gradually improved in line with work volumes. 
Again, there has been limited activity across all 
price points and Gladstone follows the theme of 
cautious optimism within the industrial sector. 

In conclusion, if the Central Queensland region 
can maintain the low levels of Covid-19 cases and 
if major civil, private jobs and mining activity can 
continue, then there is a feeling our markets will 
weather the pandemic with minimal impacts.

The risks, like everything at the moment remain 
based on infection levels and subsequent 
Government restrictions. If construction projects 
and mining are able to continue then optimism 
should remain, however if projects and mining are 
shut down, the impacts on the respective industrial 
market could be significant. The main theme across 
all three areas is cautious optimism.

Rockampton
Within the greater Rockhampton area including 
Gladstone and Emerald, the industrial market 
is primarily based on the construction and 
mining services industry and has been relatively 
shielded from the impacts of the COVID-19. Due 
to relatively low confirmed cases of COVID-19 
most industrial projects have been able to 
continue operating leaving the tenants and 
owners of industrial properties at this stage 
relatively unscathed. 

Rockhampton
In Rockhampton, large civil Government funded 
infrastructure projects have commenced and with 
construction scheduled for a couple of years, it 
has provided some certainty for those involved 
over the coming years at all price points within 
the industrial sector. Whilst we have seen little 
market transactions since the initial lock downs, 
lessees and property owners appear to have 
cautious optimism with most having healthy 
pipelines of work into the future. We believe that 
any new industrial transactions will be based 
on intending occupiers having been awarded 
a long term contract, or existing operators 
expanding or upgrading and as such we expect 
that the industrial market will enter into a quieter 
holding pattern, with prices remaining stable but 
transactions decreasing.

Emerald
In Emerald, mines continue to operate and the 
mining services industries based in and around 
Emerald appear to be operating effectively 
‘under the new normal’. Industrial tenants and 
owner occupiers of industrial properties remain 
predominately reliant on mining activity, and 
whilst the mining sector remains active and 
commodity prices still profitable, the confidence 



C
O

M
M

ER
C

IA
L

13

Month in Review
May 2020

Adelaide
As we attempt to provide another look at the 
current industrial property climate, it is a stark 
contrast to our previous industrial update from 
our “The Year Ahead” issue in February 2020. 
With fear of sounding like a broken record, these 
are very unprecedented times. As the world 
continues to fight the Coronavirus pandemic with 
government and societal restrictions still in place 
for many businesses, we all have to wonder when 
we will come out the other side and resume our 
normal day-to-day lives. Taking a glass half-full 
approach, Australia has been one of if not the 
best country at flattening the curve, reducing 
the number of cases and keeping community 
transmission to a minimum. 

With the current restrictions surrounding property 
inspections and auctions still in place, the volume of 
sales for all types of property have understandably 
dropped. With government intervention now 
restricting the ability of potential buyers to inspect 
property as well as restricting the ability of selling 
agents to host in-person auctions, many investors 
will remain gun-shy until these restrictions are 
lifted. There is still the option for individual 
inspections to be conducted via appointment with 
agents and property can still be purchased via 
private treaty, however we are not expecting to see 
very high levels of activity in the industrial property 
sector until social distancing restrictions are lifted 
and the world gears back up to work. 

Throughout March and April in 2019, there were 
15 sales of industrial properties in the Adelaide 

metropolitan area, compared to ten sales 
recorded in this period for 2020 (UpMarket). 
Whilst these are not exact figures of sales 
volumes, they provide a basic indicator that 
volumes of sales have dropped and we don’t 
expect investors, owner-occupiers or potential 
tenants rushing into the market at this point.

This is just common sense though. When you 
consider a typical sales or leasing campaign may 
take circa six months to be fully transacted in stable 
economic times, from marketing commencing to an 
agreement being executed, and then you compare 
that with the USA having 30 confirmed COVID-19 
cases as at 1 March 2020 and 213,000 confirmed 
cases a month later as at 1 April 2020, it becomes 
quite clear that traditional methods of collating 
data for the property sector do not correctly 
illustrate the state of the economy, or moreover the 
threat the Coronavirus presents.

As such, the overarching sentiment for industrial 
property in South Australia is being reviewed 
daily at this point. General optimism and 
pessimism is based on global and local data on 
how the Coronavirus is being successfully or 
unsuccessfully contained. 

Here in South Australia, we can’t help but remain 
optimistic. The state has protocols in place to 
continue the containment of the Coronavirus 

and could potentially be the first Australian 
state to emerge from the current restrictions. 
There have been a total of 438 COVID-19 cases 
in South Australia as at 22 April, with two new 
cases recorded on 21 April and one new case the 
day after, following a three-day stretch of no new 
cases. If we look back just a month prior, South 
Australia recorded 17 new cases on 21 March, 
followed by 33 cases on 22 March and 34 cases on 
23 March (sa.gov.au).

All data aside, there is one major common 
feeling amongst property professionals and that 
is that the industrial supply chain to and from 
China will evolve as a result of the Coronavirus. 
Some view that the outbreak has accelerated a 
movement to become less reliant on China and 
create alternative industrial hubs around the 
world. There is already evidence of this occurring 
in Mexico (automobile industry) and Ethiopia 
(textile industry).

Whilst Australia may not return to its 
manufacturing roots of major automotive brands, 
post the Coronavirus we may see a revival of more 
meaningful levels of manufacturing or inclusion of 
manufacturing previously done off-shore. There 
are stories of manufacturers around the world 
currently being rapidly reconfigured to meet 
demand for products currently not available via 

South Australia
Post the Coronavirus we may see a revival of more meaningful 
levels of manufacturing or inclusion of manufacturing previously 
done off-shore. 
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Chinese supply chains, such as medical equipment, 
furniture, homewares and clothing. 

To capitalise on this opportunity, collaboration 
between the private manufacturing sector and the 
Federal government will be key. This does not mean 
returning to an era of protectionism and providing 
tax breaks to a few large, multi-national companies 
or applying grants that were often misused or 
misapplied in the past, but instead Australia could 
become a world leader in quality, reliability and 
security. Regulating unfair competition to assist 
the growth of medium-sized local companies, 
continuing tax incentives for innovation and 
partnering manufacturers to collaborate with 
industries dominated by government (defence), are 
just some ideas currently floated which could truly 
impact the industrial property market positively.

At this point however, the local industrial market 
just desires a return to normality.
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Perth
The consensus during 2019 was that the industrial 
property market in Western Australia had reached 
the bottom of the cycle. Market conditions were 
subdued and relatively unchanged from the 
preceding 12 months in the wake of the much-
publicised downturn in the state’s mining and 
resources sector. 

Although signs of a recovery had been few and 
far between, market participants were quietly 
optimistic that 2020 would mark the start of a 
revival in this sector. 

Encouragingly, there were clear signs of an 
uptick in leasing enquiry, particularly for 
modern, high quality fabrication facilities with 
such properties being in limited supply. Purchase 
demand for securely leased investment property 
was also firm on the back of the prevailing low 
interest rate environment that was leading to 
significant yield compression.

Unfortunately, the Coronavirus pandemic has 
decimated any notions of a recovery. A survey of 
property industry participants in Western Australia 
commissioned by ANZ and the Property Council 
of Australia (results of which were released on 21 
April 2020) reported that confidence had fallen to 
an all-time low with concerns ‘around the impact of 
the pandemic on forward works, staffing levels and 
economic growth’. 

Since the Coronavirus swept into Western Australia 
only two months ago, market activity in the local 
industrial property market has diminished, however 

there is very limited (if any) confirmed evidence of 
transactions to accurately verify the impact of the 
outbreak on the local industrial property market 
given the short amount of time that has elapsed 
since the first case was reported in the state and 
the lock-down measures introduced. 

Our team has observed the following:

 ◗ Leasing deals are often falling over during 
negotiations or are being significantly re-
drafted to account for uncertainty over the 
next three to six months. Early possession 
clauses are front of mind with local agents as a 
means of overcoming the current disruption to 
business operations, with rental payments to 
commence at a later date; 

 ◗ Sale contracts have failed to proceed to 
settlement or terms have been re-negotiated 
post acceptance; 

 ◗ Leasing and sale listings are often being 
withdrawn, with vendors and landlords adopting 
a wait and see approach; 

 ◗ The level of enquiry for both sales and leasing 
has generally plummeted since the start of 
March. Secondary grade lower priced (sub 
$2 million) industrial assets in particular are 
receiving virtually no interest, exacerbating the 
already meagre performance of such properties 
during 2019;

Investment syndicates have been failing to secure 
necessary capital or buy-in from all parties in order 
to proceed to acquisition. 

Operationally, the disruption to global supply 
chains, particularly from China, has put the brakes 
on local manufacturing and appears to have 
impacted construction activity. 

On the positive side, we suspect the ever-growing 
popularity of e-commerce (i.e. on-line shopping) 
to provide a degree of resiliency to the industrial 
sector in the short term with greater demand for 
large scale warehousing and facilities that support 
transport and logistics. 

The Western Australian parliament recently passed 
legislation that introduces a six-month moratorium 
on evictions (backdated to 30 March 2020) and a 
freeze on rent increases for commercial (including 
industrial) property tenants. For businesses, along 
with a freeze on rent increases there will be rent 
deferrals, reductions or waivers and a mandatory 
Code of Conduct to assist with negotiations 
between landlords and tenants. 

As at the time of writing, there were 88 known 
cases of COVID-19 in Western Australia. Positively, 
for the second time in three days there have been 
no new cases reported. We look forward to more 
good news in the coming days and weeks. 

Western Australia
Unfortunately, the Coronavirus pandemic has decimated any 
notions of a recovery. 
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Darwin/NT
Even prior to the turn of the decade, Darwin’s 
industrial property markets were moribund. 
The local economy generally was in poor shape 
with many businesses shutting up shop and an 
oversupply of industrial property in both land and 
build form.

The Coronavirus has added a new layer of 
complexity to an already fragile economy. The 
Northern Territory government has responded 
by introducing a raft of assistance measures on 
top of the Commonwealth support to maintain the 
economy, including:

 ◗ A small business survival fund which provides 
one-off assistance of up to $50,000 plus up to 
$5,000 to adapt eligible businesses to this new 
environment. Over 1,000 applications have been 
received to date;

 ◗ Business improvement grants of $10,000 (or 
up to $20,000 with co-contributions) to make 
physical improvements to business premises. 
Nearly 700 businesses have already applied for 
part of the $20 million funding;

 ◗ Non-profit organisations can seek an immediate 
works grant of $50,000 (or up to $100,000 
with co-contributions) for improvements to their 
facilities;

 ◗ a home improvement scheme, where 
households can obtain up to $6,000 (with a 
$2,000 co-contribution) to carry out renovations 
or repairs to dwellings.

Other assistance measures have been flagged, 
particularly cost relief on power and water 
bills for businesses and rental protections 
for affected businesses, however no detail is 
currently available.

Most of these measures are targeted at increasing 
activity for small businesses such as tradespeople 
to keep them afloat during the pandemic and its 
immediate aftermath. 

These schemes will provide a much-needed 
fillip to these types of industries to enable them 
to hang on through this very difficult period, 
however we do not expect any benefits to flow 
through to increased activity in the property 
sector. For most businesses, this is a matter of 
survival over the next few months, not expansion. 
Unfortunately, we do not see any relief from 
the underlying fundamentals which point to a 
continued period of weakness in the Darwin 
industrial property market.

Northern Territory

The Coronavirus has added a new layer of complexity  
to an already fragile economy. 
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Canberra
Prior to the Coronavirus pandemic, the industrial 
market throughout Canberra was improving with 
broad demand from investors and owner-occupiers 
across most industrial precincts but particularly 
in Fyshwick, which has seen a resurgence over 
recent years. There is no doubt the current 
situation will set the market back, however our 
view is that Canberra is historically such a stable 
market outside of election cycles that in the current 
political climate the market will be well positioned 
to weather the storm and recover relatively quickly 
after the dust has settled. 

In the interim, until the path for recovery has been 
laid out and the market is confident a bottom has 
been reached, we do expect some pain with sales 
and leasing activity to stall. This is no surprise and 
will be a consistent theme across the country. The 
shot in the arm the hail storm provided to industrial 
leasing activity earlier in the year will dissipate 
as vacant properties sit idle. The market during 
this period of time will be skewed as it will be only 
financially exposed landlords who will be required 
to sell or enter into subleases at a discount. 
Herron Todd White’s commercial valuation team 
in Canberra is closely monitoring any sales and 
subleasing activity over this period of time as 
knowing all the details will be very important. These 
times are not market typical and very volatile, 
similar to conditions during the GFC. 

From adversity comes opportunity and we will 
see a flight to quality with increased demand for 
prime industrial assets underpinned by covenants 
not exposed to economic issues associated with 
the Coronavirus. The disruption of global supply 
chains caused by the extended suspension 
of manufacturing in China may be seen as an 
opportunity for suppliers to establish local 
manufacturing facilities, while the rapid increase 
in online retailing which was already trending 
upwards may sustain and lead to increased 
demand for warehouse distribution centres. 
Nevertheless, it is uncertain how persistent and 
long-lasting the effects of the Coronavirus will be 
and at what point the global economy will begin to 
grow again. It is certainly a question everyone is 
pondering at present. 

Australian Capital Territory 

From adversity comes opportunity and we will see a flight to quality. 


