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Total population growth well above long term
levels

Annual population growth T South A South Australia has continued to

Australia experience positive population growth over
the year to June 2009. Over the year the
population increased by some 19,351

Number of people people, or 1.2%. This is well above the long

25,000 — Natural increase term average growth level of 0.7%.
20,000 — International migration A International migration remains the main
15 000 Interstate migration /] driver of population growth, with a net
' \\/”\ —Total //\/ 17,073 people moving to SA in the year to
10,000 ~AN June 2009.
5,000 \ A\ A The annual growth for natural increase
W weakened substantially in 1H 2009. Growth
O T = was -6.4% and -11.0% in Q1 and Q2,
-5.000 A\ > respectively. Q2 was the weakest growth
rate since mid 2001.
-10,000

© D P PR LD B LD A Interstate migration remains weak, with the
R O SR R R R SRS SR SR SRS state losing some 4,676 people over the
year to June 2009. The rate of decline is

however slowing.

Source: ABS \Ilestpac
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Demand to improve in 1H 2010 as interest rates
remain relatively low and employment grows

3 month rolling finance commitments A Overall demand for housing over 2009 has
for existing and new dwellings - SA improved substantially since the lows of late
2008.

A Finance approvals to buy or construct new
Existing New & construct dwellings are 31% higher than a year ago,
12000 3.500 reaching their highest levels since late 1994.
' The majority of growth occurred in 1H 2009

10000 "V" - 3,000 when economic stimulus was in full swing.
8000 I V\ A M.IW‘/ V\I\ /\ - 2500 A Finance approvals to buy existing dwellings
V\' /J“ /J“/ v V{’ 2.000 also improved over 2009, increasing by 16.7%
6000 A on a year earlier. However in late 2009
W W\/J\‘N{\\/V \V ‘ ‘l\’l - 1,500 demand slowed, taking levels back to around

4000 - 1,000 2005 levels.

2000 — Existing Dwellings - 500 A Continued relatively low interest rates and
0 —— New Dwellings improving employment numbers are likely to

boost non FHB owner occupier demand
B e R g further over 1H 2010. However affordability
TYS S Y S YSSYSS factors may put downward pressure on
demand from mid 2010 due to recent price
gains and interest rates increases.
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Dwelling approvals yet to rebound, despite
undersupply and improving demand

3 month rolling totals for houses A Overall, dwelling approval growth in SA

and other dwelllngs approvals T SA has been V.Ola.tile over 2009. Total
annual dwelling approvals are 12.3%

lower than 2008 levels. An
improvement did occur in Q4, with
approvals increasing by 1.5%. The
- 1,200 improvement was driven by an

2,500 \ A . " . ~
’ \/\{\ increasein 6 ot dvwe | | ratimegtisad
/\ /\/\ /\W\\M | - 1,000 houses.

2,000 V VNNV
\ / n I\ /\\ - 800 A Population growth of 19,351 in the year

Houses Other
3,000 1,400

1,500 \ to June 2009 in SA generated a need
\J‘/ V\/\\ l'\ / RJ /\/ L/\ - 600 for 8,063 new dwellings at 2.4 persons

1,000 /J\ u vy \/ | 100 per dwelling, using Census 2006 data.
500 \‘ﬂ /N — Houses || A After tgking into account the historic .1%
e —Otherdwellings | | 20 demolition rate and a 95% conversion

rate for dwellings approved, it appears
as though SA is undersupplied by
around 2,360 dwellings.
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Rents to remain under pressure as interest
rates rise and vacancy remains low

Rentals and vacancy - Adelaide A The undersupply of dwellings has flowed
through to vacancy rates, which fell by

10bps over Q3 2009 to 1.3%. Vacancy is

Rental/week Vacancy rate belpw. |t§ long-term average of 1.7%,
$260 6.0% which indicates an undersupply.
$240 1 Rents | /) A Rents for a 2 bedroom other dwelling
[\ J \N — Vacancy T °-0% increased further than we had expected
$220 N v \ 0 over 2009. Over Q3, rents rose by 2.0% to
$200 - T 40% $250/week. Rents are now 8.7% higher
I L\ /\ A than a year ago.

$180 3.0%

/v \_ N | V\1 | | A With population growth forecast by Access
$160 4 \J . 0 :

\/ \ T 2.0% Economics to exceed to long-term
$140 average through to 2010, coupled with low
$120 L _ — 1.0% vacancy rates, pressure on rents is likely

to continue through to 2011.
$100 T T T T T T T T T T T T T T T T T T T T 0.0% . . . . .
S P P PN PP eSS A Rising _|_nterest rates, Impacting on
R oY @Y o o o R R off R affordability may glso help accelerate
rental growth from mid to late 2010.
Source: REIA
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Affordability to come under pressure over 2010

as |1 nterest

Home loan affordability indicator - SA

Affordability Indicator
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Source: REIA
Analysis: Westpac Property

rates ril seé

Affordability in SA has improved substantially
in comparison to a year ago. It must be
noted however that affordability was at its
historically lowest point a year ago and
continues to sit well below its long-term
average.

While interest rates remained stable over Q3
2009, affordability recorded a slight fall of
10bps over Q3 2009 to 35.5 as a result of
an increase in the average loan size.

Currently, some 28.1% of family income is
required to service the average mortgage,
down from 38.5% a year ago. This was
driven by falling interest rates.

Affordability would have deteriorated in Q4
2009 as interest rates increased and house
prices rose. This trend is likely to continue
through 2010 as interest rates rise further.
Affordability remains a challenge as it heads
to around mid 2007 levels.
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Deterioration in affordability likely to halt price
growth over 2H 2010

A Median house and other dwellings prices varied in

Adelaide median residential prices Adelaide over Q3 2009. The median house price
increased by 2.8% over Q3 to $370,000. Due to
$000s price falls in late 2008/early 2009, the median
$400 house price is only 1.4% higher than a year ago.
_ This was the lowest annual growth rate nationally.
$350 ——Houses =——Other dwellings
) A Median prices for other dwellings fell over Q3, by
$300 P 1.4%. Canberra was the only other major city to
$250 / A// see a decline in price over Q3. Annually, prices
$200 for other dwellings are up by 4.7%
$150 / / A Despite interest rates increasing over Q4 20009,
$100 -M""W the ABS house price indices suggests prices for
~ AV ST existing dwellings have risen by a further 2.1%
$50 over Q4 2009 and 5.1% over the year.
$0

A Despite expected further increases in the interest
rate over the year, sentiment on housing price
growth over the next 12 months remains high.
Prices are likely to rise further over 1H 2010
however decreasing affordability is likely to limit
growth from 2H 2010.
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Raw data: REIA and ABS
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Adel ail dedos yield to ren
nationally

Gross residential yields against the A As a result of larger rental growth in
mortgage rate - SA comparison to price growth over the year

to September, gross vyields in Adelaide
rose by 20bps to 4.5%.

Y'ek: A The current yield remains significantly

18.00% ) lower than the long term average of 5.8%

16.00% |\ —Grossyield ——Mortgage rate and continues to be one of the lowest

14.00% \ yields nationally.

' \ Forecast , _

12.00% — A with rental growth and price growth
\L — forecast at similar rates overall in 2010,

10.00% S " )
AW \ N Adel aiyidle & sexpected to remain

8.00% J‘ \\ / around current levels through to the end

6.00% - \ of 2011.

4.00% v —— A Despite improving owner occupier

2 00% demand, investor demand is unlikely to

see similar improvements and should
remain subdued over 2010. Low vyields in
comparison to other major capital cities
along with minimal forecast price growth
will be the driver behind lower growth in
Source: REIA & RBA investor demand.

Analysis and Forecast: Westpac Property ‘I’estpac
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Vacancy has now peaked, with expectations it
will fall to 6.6% by years end

Supply, demand and vacancy in
Adelaide CBD (Core & Frame)

Square Metres Vacancy
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60,000 mm Net supply 30.0%
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Source: Historical Data: PCA OMR i January 2010
Forecasts: Westpac Property

A Demand in Ad e | a CBDe(6®e and Frame)
over 2009 was not as weak as we had
previously anticipated. Net demand was
negative for the year at -9,316m? however the
most of the weakness was in 1H 20009.

A Supply levels remained high over the year,
particularly in 2H 2009, as some 50,528m2
completed. High supply and negative demand
over the year pushed up CBD vacancy from
3.4% a year ago to a current 7.6%. While this is
a large increase, vacancy remains well below
the long-term average of 11.9%.

A Supply levels are forecast to fall from recent
high levels. Currently only 27,400m? is under
construction of which 8,400m? is due this year.
A further 132,600m2 has DA Approval however
much of this is not expected to complete over
the forecast period.

A Demand is forecast to exceed supply in 2010.
This will lead to the vacancy rate falling to 6.6%
by the end of 2010.
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Rents to benefit further from low vacancy rates
and stronger demand

Net effective rents T Adelaide Core A Expectations were for net effective rents in
(Prime) Adelaide to decline further over 2H 20009.
This did not eventuate. After falling by just
over 2.0% in 1H 2009, Core prime rents

Rent ($/m2) improved over 2H by 2.5%. This led to an
$400 annual increase of 0.4%.
$350 - ——Prime CBD A The increase in rents have been driven by
$300 Secondary CBD / face rents as a result of new supply entering
/vv/ the market.
$250 / A With demand expected to outperform
$200 o supply , thus pushing down vacancy rates,
$150 1\ r/-"/—/ﬂ rents are expected to remain positive over
W .
the forecast period.
$100
Forecast A Growth is likely to be stronger from late
$50 2010 and into 2011 as the improvement in
0 +————— demand accelerates from higher confidence
P P RPN and employment levels. Growth is likely to
FFE T FEFEFE L F L F remain driven primarily by face rents as
incentives are currently below long-term
levels and have remained steady for the
majority of 20009.
Raw Data: CB Richard Ellis PTY Ltd ‘I’estpac

Analysis: Westpac Property Australia’s First Bank



Prime yields firm over 2H 2009 yet still remain
the highest nationally

Adelaide office yields A The performance of yields over 2009 varied
across grades . Prime Core yields are surprisingly
5bps lower than a year ago whilst secondary Core

Yield (%) have increased by 64bps and Frame yields rose
13.00% by 57bps. It appears as though vyields reached
19.00% 0 Dec-07 i their peak highs mid 2009. Prime Core yields
' m Current (Dec2009) firmed by a substantial 50bps over 2H 2009 whilst
11.00% W 10-year average | secondary Core and Frame yields remained
10.00% stable.
9.00% A While Core yields remain below their 10-year
8.00% averages, the improvement in stock may mean
7 00% that the average yield levels are no longer a
' sufficient gauge in determining where the
6.00% - | equilibrium yield is.
5.00% A Despite this, Westpac Property are of the view
o & & Ny that the timing and extent that prime yields eased
o« o ¢ © over 2H 2009 is a little bullish. As such, it is likely
< %®o°° that yields will stabilise over 1H 2010. Prime

yields may however begin to firm again from mid
2010 as low vacancy, income growth prospects
and a nationally high yield of 8.7% attract investor

appetite.
Analysis: Westpac Property PP ‘I’EStpaC
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Retall sales impacted by weak manufacturing
sector as employment levels drop

Retail sales growth annual change - A While levels have declined since 2008, retail

SA sales held up well over 1H 2009. Retail sales
declined by 1.7% in Q3 2009 and sales in Q4
rose by a weak 0.7%.

Growth A Access Economics are forecasting retail sales
14.0% - ——Nominal retail sales to weaken further over 2010 as a result of
12.0% | ——Realretail sales A higher unemployment levels as the
10.0% Employment growth /\ manufacturing sector struggles from the lows
8.0% A A\ of 2009. Nominal retail sales in 2010 through
6.0% \/\. N | A\ A to 2012 are forecast by Access Economics to
4.0% \ /,‘V,_ \' ’[/ I \V\ I/\"\\ - grow at below the ;O-year average of 6.5%.
o\ #\/\\ \,\ WL 4\;[\\\/[_ l#C Growth over 2010 is expected to be 1.7%

while 2011 and 2012 is forecast to be 3.1%
and 3.8%, respectively.

|
<l
\

0.0% -7‘

-2.0% T V Forecast

-4.0% ——> A With employment growth forecast to pick up
-6.0% to above average levels from mid 2010, we
PP HDRDPE O cons?de'r' A.ccess. Economics a little
F & A A AF L ~F A ~EF pessimistic with their forecasts from 2H 2010
QT U7 07 O O O QOO OO OO . .
and have considered higher growth rates for
our forecasts.

Source: ABS

Forecast: Access Economics & ABS
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