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Population growth slowing, but still above average

i — i * Queensland’s population growth rate
Population growth —yearly rolling total slowed in 2H 2009 as international

migration and interstate migration eased.
However, at 2.4% in the year to December

—— Natural increase 20009 it re][nained abﬁve the longer t(lerrr:c
i —— International migration average of 2.3%. There were a total o
Population growth Interstate migration 106,560 new residents to Queensland in
70,000 2009, well above the 73,110 average
60.000 since 1982.
50.000 /\\  Despite  slowing, net international
/ migration remained very strong at 53,265
40,000 T people. Natural growth also remained very
30.000 — strong at almost 40,000 people, again well
20,000 o [p— | above average.
10.000 N ,./ \ v - The one area for possible concern is the
7 NS declining numbers of interstate migrants.
0 —————————————— While still the highest of any State in the
R N S N I S O N K S N country, at 13,519 it is the lowest in over
00‘ oe-‘ & ’ OQ“ 0'2" oef‘" oac" Oe-‘; oef‘" 00"' OQ‘O‘ oe?‘ oef‘" Qa"‘ 16 years.

« While expectations are for immigration
numbers to continue to slow, the
population growth may well be buoyed by
Increasing interstate migrants as the
mining sector takes off again. However,
this is more likely from 2011.

Source: ABS ‘I’ESt pac
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Finance plummets, but construction holds better
than others

Finance commitments for owner
occupiers and investors - SMMT
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The impact of the fiscal and monetary stimulus
was noted in February. However, as the
stimulus was removed, finance commitments
plummeted in 1H 2010.

Finance commitments to construct a new
dwelling fell by 25% between December 2009
and June 2010, while finance to buy new fell
31%. There was evidence that this market was
slowing in Q4 2009, but the speed of decline
has surprised. Finance levels for construction
are back to mid 2008 levels, while finance for
new dwellings are at early 2000 levels.

The development market was expected to slow
as first home buyers declined, but the decline
of finance for existing dwellings was the
biggest surprise. These fell 27% in 1H 2010.

While confidence in Queensland was largely
positive in 1H 2010, high volatility was evident
which may explain the extent of the downturn.
Should economic fundamentals improve as
expected, activity in the housing market should

follow. Wi Festpac
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Investors slow, but not as much as owner

occupiers

Finance commitments for investors -
3MMT
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Investor activity does not appear to have
been as affected as owner occupier activity.
While slowing from the mid 2009 highs, the
investors appear to have more confidence
than owner occupiers.

Investor finance slowed by some 10%
during the first half of the year, while price
adjusted finance fell by a lesser 6%.

While nominal investment value is around
pre-2007 boom levels, price adjusted is at
early 2000s levels.

Expectations are for this sector to remain
active into 2H 2010, with the potential of a
slowdown in 2011, should rates rise as
expected.

Wi Festpac
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First home buyers falls as expected, upgraders
surprisingly follow

« The number of first home buyers (FHB)

First homes buyers tumble - Qld ctg)ntinued to ddeqlinel,l_?ltggtigh atFlliIaBster rate
: than expected in : S were
3 monthly moving totals some 50% lower in June 2010 than in
Existing owners FHBs December 2009 and are at their lowest level
30,000 12,000 in 10 yearS.

Existing FHBs § « We expect this group of buyers to remain
25,000 1 T 10000 relatively weak over 2H 2010, with many
NN [\ having been pulled forward to 2009.

20,000 T 2 S YNV g \ J o\ T8 However, the rate of decline should slow.
15000 L PN/ 000 « As mentioned the existing owner occupiers
Y ' were the biggest surprise in terms of
10,000 4 1 4000 decline. While interest rate hikes were
expected, we considered that the creation of
5000 1 1 2000 new jobs would counter the negative from
higher interest rates. Full time jobs in
0 —_— 4 0 Queensland rose by almost 35,000 in the six
Jun-00 Jun-02 Jun-04 Jun-06 Jun-08 Jun-10 months to June, a growth rate of 2.2%.

Total jobs were up 44,700 over the same
period. As mentioned previously, volatile
consumer confidence may have resulted in
major decisions being put off. With
continued improvement expected we expect
this market to improve in 2H 2010.

Source: ABS, ‘I’ESt pac

Analysis: Westpac Property Australia’s First Bank
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Under supply continues despite lift in other
dwelling approvals

Dwelling approvals — Brisbane
3 monthly moving totals
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Dwelling approvals remained weak in 2010,
despite signs of a recovery in activity. At
8,200 dwellings approved figures were the
highest for almost three years and generally
above the levels of the late 2000s. The
growth was attributable to other dwellings,
with house approvals falling in the half year.

Brisbane’s population grew at 52,100 in the
year to June 2009. The highest level in at
least nine years of ABS data.

Dwelling approvals of 12,645 in 2009 or even
the higher 15,837 in the year to June 2010
would not meet the requirements for this level
of population growth. Allowing 2.6 persons
per dwelling (Census 2006), some 20,038
dwellings would be required, before the
consideration of demolitions and non starts
are taken into account.
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Affordabllity bottomed out in Q3, rose as expected
In 2010 but sits around 5 year average

« As expected, rising interest rates and an

Home loan affordability - increased loan size has led to a decline in
Queensland the affordability of Queensland’s residential
markets. The proportion of average

— Affordability ——5year average -—10year average household income needed to pay an

45.0% average mortgage rose to 33% in Q1 2010.

% of income needed to pay mortgage With further interest rate hikes in April and
40-0% f/,\\ May we consider this will have risen to
35.0% 34.4% by end Q2 2010, assuming limited

/J/J/\j growth in loan size.
30.0%
\ //V « At 34.4% the repayment proportion will be

25.0% \_/JW around the average level of the past five
20.0% , , . . . . . years, but above the 10 year average.

£ &£ S S & 0N «  Should prices rise in line with household
income (which grew at 6.7% in the year to
March 2010) and interest rates rise as
Westpac Economics believe in 2011, the
proportion would rise to 35.6%. While
above the five year average it would be
below the 41% proportion evident in mid
2008, which made Queinsﬁnd the least
Source: REIA affordable State. [ EStpaC
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Price growth slows, confidence the key to
future growth

Brisbane median house & other

) ) . In February we anticipated a slowing of price
dwelling prices Y P gofp

growth but no falls in 2010. Following
growth of 13% for houses and 9% for other

Median price $000s Inflation adjusted $000s dwellings in 2009, we anticipated around 5%
§500 House other dwelling $140 for 2010
450 -
$400 Inflation adjusted house inflation adjusted QD r\w/_ $120 o House price growth in Ql was a low 0.9%,
$350 /::,7//%# $100 while other dwellings fell by 1.7%. With
$300 I T seo weak demand in Q2 there is little to suggest
$250 : o
$200 %y///’- + $60 any different in this quarter.
$150 WWW 1 $40 « Although expectations are for a pick up in
$100 1 s20 demand in 2H 2010, the market appears
$50 T,,.._.r.,—f"” cautious. Although affordability is around the
$0 T T T T T T T T T T T T T T T $0 1 1

5 year average, a pick up in local market
SITESSFFELS SIS confidence is needed to drive prices up. This
N may now not come until 2011, although

interest rate hikes may impact on this.

Wi Festpac
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Vacancy continued to rise despite under
supply, but rents rose

« Strange things are happening in the Brisbane

Rental and vacancy market!. Vacancy continued to increase in

the six months to Q1 2010, despite continued

Rental per week Vacancy rate undersupply and the slowdown of FHBs

% moving into ownership. REIQ data suggests

$400 "~ Rental(h9) —Vacancy (o) I 9.0 that vacancy reached 3.8% in Q1 2010, up

$350 8.0 from 3.3% in Q3 2009. Rule of thumb is

$300 Va 1 ! ;E equilibrium would be around 3%.

$250 A 1:, * However, our expectations of rental growth

$200 [V V| U\_‘ 1 40 have eventuated, driven we expect by higher

$150 / \{— \ M /\'\/'\ /’-__ 30 interest rates and, despite the vacancy rate,

$100 =~V ANV T20 supposedly a lack of choice. Rents rose by
$50 + 1.0 6.1% in Q1 2010, after falling in Q4.

$0  HHHHHHHHH A 0.0 o Our eXpeCtationS are that Vacancy ShOUId

%an“-’o’ %aé”q' CO@Qf”@ COQQQ% CQQQQ’\ COQQ& CDoQF;\ start to fall in 2H 2010 given population

growth, placing further pressure on rents.
This should continue into 2011 as interest
rates rise, although the level of vacancy could
mute some of the growth.

Source: REIA ‘I’EStpaC
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Yields forecast changed, now above 5% by year
end as rental growth outstrips prices

Gross residential yields against mortgage
rate — Brisbane other dwellings
* Investment yields rose to 4.9% in March

Yield Mortgage rate
- 00% 18.0% 2010 as a combination of falling ‘other
‘ Grossyield (lhs) Mortgagerate(rhs)‘ dwelling’ pl’iCGS and rising rents impacted.
/\_J\ N\ T 1e0% Our forecast was for yields of around 4.7%
6.00% T 14.0% by year end, but with the lack of strong
} T 12.0% activity being shown in the buyers market
\\\/AJ’ \/\ f/j\/\ + 10.0% we have adjusted our price growth
5.00% ¥ & A W 8.0% forecasts.
WW \/ "+ 6.0% « Similarly we have adjusted our yield forecast
400% Lo 4.0% to over 5% by year end.
@'5‘90 @'5‘9%@9" @9%&‘9% \&\'5"@ \\\"‘*&\s\""‘& @'g‘gco &“& @’5‘:@
Source: REIA/RBA Wi Festpac

Analysis: Westpac Property Markets Australia’s First Bank
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Brisbane CBD office market near peak, but supply
continues

Square metres
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Vacancy fell to 10.9%, from 11.3%, as net
absorption exceeded supply in 1H 2010.
Stronger than expected net absorption of
27,500 square metres drove the vacancy down.

While the current development cycle is nearing
an end, two major projects, Albert Street at
38,000 square metres and One One One Eagle
street at over 60,000 square metres will affect
the market. Added to this is the relocation from
the CBD of Energex later this year.

As indicated in February the risk is to the upside
for demand as the resources boom takes off.
Accordingly, we have increased our net
absorption figures.

Our forecasts now have vacancy lifting slightly
in 2H 2010 before plateauing in 2011 and falling
into 2012. However, at 10.3% by end 2012 it
will remain well above the longer term average
of 6.7%.

To reach the long term average vacancy rate,
net absorption will need to match that of 2004 to
2007 at an average of almost 62,000 square
metre per annum. Long term average is 37,600
square metres.

Wi Festpac
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Shift to quality continues into 2010

Vacancy by grade — Brisbane CBD
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Vacant prime office stock amounted to 69,200
square metres at July 2010, down from 73,000
square metres at the start of the year. The
vacancy rate fell to 7.6% from 8.8%.

Secondary vacancy rose during the same
period, with the vacancy rate rising to 13.6%.

The flight to quality, noted in February’'s
forecast, continues as expected. Although
prime space is under construction, the low level
of pre-commitment should result in a continued
competitive environment for tenants.

Wi Festpac
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Brisbane ‘near city’ vacancy peaked, but stock still
to complete

Supply, demand and vacancy in « Inthe stronger economic climate expected
‘Near City’ Brisbane over the forecast period we have adjusted
our peak vacancy rate from 13.9% by year
Square metres Vacancy rate end to the consideration that vacancy
Forecast| '60% peaked in July 2010 at 12.2%.

r 14.0%

1 120 ¢  Future supply is still high but is largely pre-
T 10.0% committed to Energex. Although projects
[oo with a DA amount to 42,500 square metres,
1 40w the current high level of vacancy, combined
1 2.0% with the high vacancy in the CBD is unlikely
20,000 7 T 0.0% to see projects start and complete before

° 7 T 20% end 2012.

-20,000 -4.0%
FE DS E P PSS TS P 0300 +  However, we do anticipate a pick up in
S tenant demand which with a lack of supply
will help reduce vacancy to around 6% by
end 2012.

« By this time new projects are likely to have
commenced.

160,000
140,000 +
120,000 +

100,000 +

50,000 + i Met .
absorptian
50,000 + et supply
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Source: Historical data: PCA Office market report July 2010

Wi Festpac
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Brisbane CBD rents near, If not at, bottom

Prime net effective rents — « In February we suggested that incentives could
Brisbane CBD peak at 30% over the next year, but that an
improving level of demand may well fill prime
vacancy faster than expected, enticed by the

$700 psmpa Netface 40.0% ) ) )
<600 N\ Neteffective | A\ | as00 incentives. In February further declines of 11%
o0 _ N Incentives D\ S e in effective rents were expected in 2010, with a
I \ [\ / N N sw peak to trough fall of over 45% by the second

::zz J o~ \J [h—r 0% half of the year.

T /-—-\::’J( / 8% o In the first half of 2010 net effective rents fell by
$100 M~ \ / | ;Dﬂi’/ almost 6% as incentives rose to 27.5%.
0 \_/ I Although there is potential for stronger than
J N P S W SOF R N S S Y P S SRS forecast demand, the level of uncommitted new

O 0 ¢ O O O O O O O O O . .
O 0 0 0 0 0 07 07 07 07 07 07 0¥ 0¥ ¥ O 0 O 0T 0T T O 0° supply means we maintain our February

forecasts, for now.

+ Q2 2010 data suggested a stabilising in rents
and incentives according to CBRE. If this is
the case, it is difficult to forecast any uplift in
rents given supply levels.

Wi Festpac

Australia’s First Bank

Source: CB Richard Ellis historic data to July 2010

Forecast: Westpac Property



Yields stabilise, little change expected

Prime and secondary yields against
the 10 year bond rate
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Raw data: CB Richard Ellis PTY Ltd, RBA
Analysis: Westpac Property

Our forecast of limited change in yields is
proving correct with no movement in the
Brisbane market in 1H 2010. However,
prime and secondary values fell by around
2% over the six months as rents fell.

We continue to forecast limited movement in
yields, with investors still concerned about
the level of vacancy. As this improved,
pressure on values and yields will increase.

Yields are well above their ten year
averages and risk premium to the 10 year
bond rate. This may well attract the
speculative buyer, looking for long term gain
for a market at bottom.

Near City yields firmed by around 20 basis
points over the half year, but remain above
their ten year average. Prospects for capital
growth in this market should improve from
2011 as vacancy falls.  WH#estpac
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Retall sales fell in Q2 2010, strong pick up
predicted

Change in retail sales «  The removal of the stimulus in the form of low

Change on same qtr in previous year interest rates and cash hanglouts impacted
% Queensland more than most in 1H 2010. In
20.0 ——Real retail sales the year to the June quarter ABS data
150 [\ [——Nominalretail sales Forecast suggests retail sales fell.

100 - « However, after a negative view in February,

Access Economics have become more bullish
on Queensland, forecasting strong retail sales
growth. While much of the 10% forecast for
the next twelve months will be a recovery
from current levels plus growth, it is high.

50 -

& o & & & & F « They forecast a slowing back towards
average by 2012.

Source: ABS

Wi Festpac
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Forecast: Access Economics



Both large and small retailers hit by slowdown

Change in retail sales - Queensland

% change on same qtr in previous year
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The breakdown of retail spending by smaller
retailers, where the ABS takes a sample of
retailers, and larger retailers who are
completely enumerated (CE) shows who has
benefitted from the cash handouts in
Queensland.

Smaller retailers continue to be impact by the
removal of stimulus in 1H 2010, with sales
some 6% lower than a year earlier. This
should pick up if Access Economics forecasts
for total retail sales are correct.

However, the normally steady larger retailers
were also impacted, with annual sales growth
slowing to virtually nothing. The pick up in
retail sales should ensure stronger turnover
into 2011.

Wi Festpac
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All sectors impacted by the retall sales

slowdown

Annual change in retail spending
by sector - Queensland

% change
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Analysis of sales by sector type reveals
areas where tenant security or expansion is
likely to emanate.

The slowdown in spending in the year to
June has impacted on all sectors. As usual
food has been one of the strongest sectors,
with growth of over 4%.

Of the other sectors, only hospitality posted
a positive result, with household goods sales
falling for the second consecutive year.

Clothing and soft goods also fell and have
delivered only one positive year in the past
four.

Wi Festpac
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Retall supply stays minimal

Future and possible retail stock

Brisbane * Retail construction remains sluggish in
Square metres South East Queensland, which is not
250,000 ®Underconstiuction  ®PA  =Onhold surprising given the growth in retail sales.
200,000 * Although there are around 500,000 square
150.000 metres with a DA or on hold, the likelihood
100.000 of these commencing soon is low.
50'000 However, as sales growth picks up
' development should follow in a stronger
0 - economic environment
z&e’ : 0&} \0&} °°b oob%
¢ S S R S
& & o° © S
& Ty o
AN
Source: CB Richard Ellis Pty Ltd ‘I’EStpaC

Analysis: Westpac Property Australia’s First Bank



Rents mixed in 1H 2010

Rental growth — Brisbane retail
* With the exception of prime CBD retall
rents were largely on hold in 1H 2010.

Rental growth

10.0% |mih2010 __ m2009 20032008 | This continued the trend of stabilisation
5.0% - experienced in Q4.
0.0% - N B B il « This is not surprising given the lack of
5.0% sales growth, although if Access
10.0% economics are correct and sales growth
R surges into next year, a lack of any new
-15.0% supply could result in rents lifting again
150 pply g ag
N N S & N H
L & & & & F < into 2011.
& Ry X & & ©
Q(\ O <& o) 0 \\F‘
000 "'90 ‘\&\ @\)
i i
Source: CB Richard Ellis Pty Ltd ‘I’eStpac

Analysis: Westpac Property Australia’s First Bank



Yields stabilisation continues

Average yields — Brisbane retail

‘ Dec-07 ®EJun-10 B10year avg ‘
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Analysis: Westpac Property

The stabilisation in retail property vyields
identified in Q4 2009 has continued into
2010, as expected. The only movement has
come from Bulky Goods centres with a
minor firming of 10 basis points.

However, with the exception of CBD
secondary centres and bulky goods centres
yields remain slightly below their ten year
averages.

Should retail sales pick up as forecast, rising
rents may well result in stronger investor
interest into 2011 and pressure on yields to
firm.

Wi Festpac
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Demand to rise as economic recovery gathers

pace in 2011

Industrial drivers
Queensland

State final demand

% change in year

Industrial production

The economic slowdown experienced in
2009, which dragged into 1H 2010 for
Queensland’s  industrial  drivers is
expected to end over the remainder of the

5.0 Private consumption Exports
' Forecast forecast period.
200 / « Ignoring the surge in exports in 2012,
15.0 A largely from mining production, all
100 /\ indicators are expected to improve over
\A/_\ i the next three years.
5.0 " A
> %ﬂ\ - This should help lift demand from
0.0 T T T T T LI T T T T T T T T T T T T T T I'I T H H
N industrial tenants.
-5.0
N ) 4 | o ) O U ] o ) S Y
,\QQ’ \oga '3’0) \“-5 'ega \Q‘b WQ S @Q ‘190 r‘?Q “9'\ q'?\
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Supply remans low

Industrial supply under construction « The level of new industrial property under
Year start construction rose slightly in 1H 2010 to around

125,000 square metres. However, it remains

Square metres 22007 2008 -2009 2010 mJun-Ao well below the levels of 2006-8.
140,000 « The supply is evenly divided between major
120,000 regions, with only the outer south and M1
100,000 Corridor showing little new major construction.
Egzzz ] * The level of confidence remains quite low in
40.000 4 this sector, as evidenced by the 680,000
20.000 4 square metres that CBRE consider to have
0 - been abandoned and a further 380,00 square
& & & & & metre on hold.

& N 0&‘*‘ & °© »  Projects with development approval amount to
540,000 square metres. As such, there is no
shortage of potential space that can be built
once confidence and demand returns.

Source: CB Richard Ellis Pty Ltd ‘I’eStpac

Analysis: Westpac Property Australia’s First Bank



Land values plateau

Land value growth
Land value growth
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As expected land values plateaued in 1H
2010. The exception was in the Western
Corridor where minor growth was shown,
according to CBRE.

The low level of industrial construction, plus
the high level of projects either on hold or
with a DA suggests that pressure on land
prices is unlikely to lift over at least the
short term.

Wi Festpac
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Rentals stabilise, limited growth until at least 2011

Net effective rents — Brisbane

Rental psmpa
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As expected both prime and secondary net
effective rents remained largely unchanged
in 1H 2010.

Rents have been stable since Q3 2009 and
are back to around 2004/5 levels.

As forecast in February we expect little
change in rents during 2H 2010, but as
demand picks up in 2011 falling vacancy
should help rental growth commence again.

ST I LSS IS TSP
AN A AN NI N SR A NN SR SN

Source: CB Richard Ellis Pty Ltd ‘I’EStpaC

Analysis: Westpac Property Australia’s First Bank



Yields stabilise, with minor firming, pressure to lift
from 2011

Prime and secondary yields « Industrial yields recorded a minor firming
against the 10 year average inlH 2010, according to CBRE. Prime
Yield p— yields firmed by around 20 basis points,
fgcondarv Yields while secondary firmed by around 6 basis
12% — 10 zear avg Eec pOintS-

1 *  While prime yields remain above their ten
- N —_ _\\\ ; //‘ %/(;zlaorw ;’;:verage, secondary have fallen

o ~—— |

«  With limited rental pressure in 2H 2010,
6% yields should stay on hold. However, for
well leased prime properties, yields of
around 8.5% may prove attractive and
009“ @g‘bﬁoﬁ" @g‘g\ @093% 009:(}9 0(,9\@&9’009% @g"’b‘@&@ 009:(,53\ 009%&}30’ could attract investors, resulting in some
COCCCTCoooeoeooe pressure on yields over the next six
months. This pressure should increase
into 2011.

« Secondary yields should remain stable.

40/6 rrrrrrrrrrrrrrrrrTr T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T TTT

Raw data: CB Richard Ellis PTY Ltd, RBA \l’estpac

Analysis: Westpac Property Australia’s First Bank



Disclaimer

Past performance is not a reliable indicator of future performance. The forecasts given in this document are
predictive in character. Whilst every effort has been taken to ensure that the assumptions on which the forecasts
are based are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks
and uncertainties. The ultimate outcomes may differ substantially from these forecasts. Information current as at
August 2010. This information has been prepared without taking account of your objectives, financial situation or
needs. Because of this you should, before acting on this information, consider its appropriateness, having regard
to your objectives, financial situation or needs. The information may contain material provided directly by third
parties, and while such material is published with permission, Westpac Banking Corporation (ABN 33 007 457
141) ("Westpac") accepts no responsibility for the accuracy or completeness of any such material. Except where
contrary to law, Westpac intends by this notice to exclude liability for the information. The information is subject to
change without notice and Westpac is under no obligation to update the information or correct any inaccuracy
which may become apparent at a later date. Westpac Banking Corporation is regulated for the conduct of
investment business in the United Kingdom by the Financial Services Authority. If you wish to be removed from
our e-mail mailing list please send an e-mail to westpacproperty@westpac.com.au. © 2010 Westpac Banking
Corporation.

CB Richard Ellis Ltd (CBRE) does not warrant the accuracy or completeness of the information in this publication,
including any information sourced from CBRE, and CBRE accepts no, and disclaims all, liability for any loss or
damage whether occasioned by reliance on such information or otherwise.

Wi Festpac

Australia’s First Bank



