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International migration continues to rise, but
natural growth the steady driver.

Population growth i ACT A Although impressive at 5,631 people,
population growth in the ACT is not setting
records as it is elsewhere in the country.

Number of people Total growth in the year to June 2009 was
6,000 —— Natural increase 7 down on the year to March 2009 and also
5,000 —— International migration || lower than in 2007.
4,000 Interstate migration — . ) ) ) ) )
3.000 o~ 4 A While international migration continued to
y W .
2000 — /V/ strengthen and set new records, with net
: y )
1,000 NN - growth of 3,400 in the year, the net loss of
ol — \\\N%\j&;ﬁ residents interstate totalled 822 in the year.
-1,000 Although this sector is quite volatile, it has
-2,000 been negative for most of the past two
-3,000 v decades, compared to net growth in the
-4,000 1980s.
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BB DD PP PSP SIS A However, a steady growth of around 3,000

& EEEEEEES
O W W W W W W OO NN )
STOST T ST ST T T ST ST T T T TS per annum from natural growth (births less

deaths) seems to underpin steady
population growth for the region. At some
stage international migration will slow,
leaving natural growth a the driver.
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Demand to buy or build new dwellings reach
record levels

A The first home buyer (FHB) boost, plus

uarterly finance commitments - .
Q y low interest rates allowed the market to

Canberra boom in 2009. Finance to construct rose
by 119% on implementation of the FHB
No of commitments No of commitments b_OOSt’ although the sector ha_‘d been lifting
(New & construct) (existing) smcedearlll)_/ 2007. Sémlga(srg 1;|nance 3:0288?3/

400 ——Construct ——New Dwellings 2,500 new awetlings rose by 0 from Q

o _ and continued to rise in Q4.
350 Existing dwellings AN

,{\,— 2000 A Finance to buy an existing dwelling, the

zzz X \/\ /\/\,_\ m / / v largest sector of the market, rose by 33%.

\ \ /\/ - / - 1,500 While slower in Q3 2009, this sector rose
200 7/ in Q4, despite three interest rate hikes.
150 \ /\/\ . / - 1,000 . o
N V\/\ /\/\r A The pull back of the stimulus and rising
100 ~ N interest rates could slow demand,

- 500 . . :
50 although expectations of continued job

o ——————~— v~/\/ 0 growth by Access Economics may

mitigate this. However, our concern for
the market is in 2011 when possible
Federal Government tightening to reign in
the budget deficit could impact on job
security and also migration.

Source: ABS
Analysis: Westpac Property ‘I’ est paC
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Market appears to be heading towards over
supply as approvals recover.

Quarterly houses and other
dwellings approvals i Canberra
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A Dwelling approvals continued to increase

through 2H 2009. With almost 3,600 approvals
during the year, future supply is the highest in
over 10 years.

Driving supply is largely new houses, although
other dwellings, which include townhouse, villa
and flats have seen strong growth,. However,
these remain below levels seen in the mid
2000s

Population growth of 5,631 in the year to June
2009 in ACT generates a need for 2,165 new
dwellings at 2.6 persons per dwelling using
Census 2006 data.

At 3,600 dwellings the market appears to be
heading for oversupply, even allowing for
demolitions and non starts, unless population
growth picks up significantly.
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Rents to slow as vacancy rises

Rentals and vacancy - Canberra A Vacancy trends do not appear to follow
fundamentals. While approvals have been

increasing over the past three years to

Rental/week Vacancy rate (%) levels that match population led demand,
$450 7.0 vacancy has been quite volatile. The
$400 \ Rents 6.0 REIA mentioned a different methodology
r\j\ —Vacancy for Q3 2009, but even before this figures

$350 / VA\ 5.0 bounced around.
$300 \ Av 4.0 A As at Q3 2009 the REIA vacancy was only
rj A Ij 1% in Canberra, down from 3.1% a year

$250 \ 1 3.0

\'1 / A N earlier. If the supply/demand balance is
$200 \ /v 20 taken from approvals and population
$150 A\PJ; ______ _ 1.0 growth, stability would have been more

likely. However, rental growth of 8.2%
suggest vacancy has tightened over 2009.

$1OO T T T T T T T T T T T 00
S PP PRSPPI P . . .
R o R R N R o R o R R A The possible supply into 2010 and 2011 is
higher than that of the mid 2000s, when

vacancy surged to 5% plus. However,

population growth is also much higher.

Despite the lack of trend, we consider that

vacancy will rise in 2010, slowing rental

Source: REIA growth
Analysis: Westpac Property ‘I’ est paC
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Prices to stabilise during 2010.

Median residential prices - Canberra A Following declines in Q3 2008, Canberra
median house prices have risen steadily to

Q3 2009, by 6.9%. The rate of growth

Price ($000s) accelerated in the final quarter. ABS data
600 suggests the momentum has continued
500 1 —Houses into Q4, albeit a little slower than Q3.

— Other Dwellings /\/‘\/ A Other dwellings prices fell in Q3, following
400 close to 10% growth in the previous
/“V\//\/"/ quarters.  However, in Q3 2009 they

300 A remained 9.5% higher than a year eatrlier.
200 ,//W A With a high average household income,
W affordability issues in the ACT do not seem
100 — relevant. In Q3, the REIA suggested that
only 17% of household income is used to
o+ pay an average mortgage, compared with
RN PFHPN PPN PP PP PP a national average of 25%. However, the
TR A A A A A N BN N S N S NS NG AT AT AT AT AT AT AT rise in prices and interest rates through Q4

09 will have lowered affordability, which
could impact on further price growth,
particularly if supply increases as

expected.
Raw data: REIA and ABS

Analysis: Westpac Property ‘I’ est paC
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Gross residential yields steady through 2009,

possibly into 2010

Gross residential yields against the
mortgage rate - Canberra
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Source: REIA & RBA
Analysis and Forecast: Westpac Property

A Similar growth rates for both other
dwelling prices and rentals has led to
little change in investment yields for
Canberra during 2009.

A As at Q3 0209 yields were at similar
levels to a year earlier. However, this
masks the minor lifts and falls during
the year.

A Our expectations of limited price or
rental growth should ensure yields
remain steady at around 5.3%, which is
one of the highest in the country.
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Canberra office market vacancy to peak in
2010

Net absorption, net supply and vacancy A Vacancy fell in 2H 09 in Canberra to 8.7% as
T Canberra positive net absorption exceeded low supply.

However, over the year vacancy rose from 7.0%

Square metres Vacancy A By region Civic vacancy fell from 8.2% mid year to
300,000 - 50.0% 7.4% due to positive demand, while non civic
. Forecasi_i ’
250,000 -1 T Netabsorption - 40.0% remained around 9.2%.
= Net supply | | ) )
200000 1 __\oconey vate - 30.0% A supply levels are forecast to lift to 152,000m? in
150,000 | [ 200% 2010, most completing in 1H 10. While not as
- 10.0% high as in 2007, this amounts to just over 7.5% of
100,000 - //\ — J J °
- 0.0% stock. Supply slows after 2010.
50,000 - i it _
Ih [I[In.:l] M[I[I[I n [I M 100% A Expectations for demand are healthy as Access
0 AT EERETTREEEEEEE T -20.000 Economics expect strong employment growth
-50,000 - -30.0% from 2011. Given that we expect the government
\Qgé\\qq»‘?\qq'j\qq’?\g%q’\\@?LQQRQQ?L@%Q’\(&Q‘?&\" to cut spending from 2011, using these

employment forecast could provide a vacancy
forecast on the optimistic side.

A Nevertheless, vacancy rises to a peak of 12.7% by

end 2010 before slowing gradually in the following

Source: Historical data: PCA Office market report years.
Forecasts: Westpac Property ‘I’ est paC
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Canberra rents fall, further to go

Prime net effective rents & incentives
- Canberra

Rents $ Incentives
600 Civic 60.0%
Non Civic
50 —  ee--- Incentives Civic 50.0%
----- Incentives Non Civic
400 40.0%
300 ‘\_\\\ fﬁ 30.0%
200 s 20.0%
/"I—\.‘ /|
100 —————————== 7 T T 21 10.0%
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0 \J---\---- T T T T T \~§ T ¢ - 0.0%
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Source: CB Richard Ellis historic data to December 2009

A

Canberprimed sentals have fallen by
between 18% in Civic and 22% in non Civic
since early 2008. Rents fell by 11% in Civic
and 13% in non Civic during 2009. While
there were some falls in face rents, rising
incentives were the driver.

Although vacancy is now not expected to
peak near 17% as expected in our mid 2009
outlook, the rise from 8% to almost 13% this
year will impact. Similarly as vacancy stays
above the mid 1990s peak of 10% into 2011,
pressure should increase on incentives to
rise further and face rents to fall.

Incentives of over 13% are already nearing
the mid 1990s peak of 15%. However, with
vacancy expected to exceed the 1990s peak
of 10%, incentives could exceed their 15%
peak. Assuming a 20% incentives in 2010,
effective rents would fall a further 14% in
2010 in Civic,, providing a peak to trough of
around 30%.
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