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Stimulus and the confidence drives recovery

Finance commitments to buy or construct
new or to buy existing dwellings i NSW

3-month rolling totals
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A The market crash in during 2008 was due to

both high interest rates and falling confidence

as the global economy crashed. Inlasty e a r

Outlook we considered that although stimulus
in the form of the First Home Buyers (FHB)
boost and low interest rates would help
demand in 1H 2009, low confidence would
hinder a major recovery.

A stronger than expected local economy led to
a surge in confidence from May 2009.This
helped maintain the recovery started by the
FHBs into 2H 2009.

Strongest growth has been in finance
commitments to construct a new home, up by
93% from the lows at year start. The three
monthly total was back to levels of late 2002.
Finance to buy a new dwelling also surged
83% from the lows of late 2008. Although not
as high at 50% growth from 2008 lows, finance
for existing dwellings rose to record numbers.

The level of activity was slowing in Q4 2009, as
the number of FHB declined and interest rates
rose. While continued increases in interest
rates should ensure some hesitancy, improving
employment conditions should keep
confidence, and thus activity at a reasonable
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Home buyers boom/bust, again, existing holding

well, but room to grow

FHB vs. existing owners i NSW
3 i month rolling totals

FHBs Existing
20,000 35,000
18,000 H A\ A ,
16000 N VA AN\ [ 30000
14,000 \/ \’\«vf\/ /AN 25,000
12,000 A g \
/ \ / 20,000
10,000 M
8,000 \V/\l L\ /\/ + 15,000
6,000 \/\v/\/ <+ 10,000
099 First home b 5,000
——First home buyers -+ 5,
2,003 —— Existing owners ex-refinance 0

RN NN\ N N I NN
FFFFFEFEF R EFEE

Source: ABS
Analysis: Westpac Property Markets

As expected. first home buyers (FHB) surged to
take advantage of the boost. However, the take-
up was higher than anticipated, lifting by 106% by
Q2 2009. Despite an extension of the grant, FHBs
fell in 2H 2009 by 34%, but remained near the
highs of 2001. With limited incentive and a mass
pull forward to obtain the boost, FHBs should
slow further in 2010.

Existing owners have remained active through 2H
2009, rising by 31% from the Q4 2008 lows to Q3
2009. While a 5% slowdown has occurred in Q4
as interest rates rose, expectations of positive job
growth should ensure confidence remains
positive, keeping the market active into 2010,
despite further interest rate rises.

Even with the increase, existing market turnover
has room to grow. Previous high quarterly activity
was achieved in Q3 2003 and Q2 2007 at around
33,000 commitments. The recent peak of
29,000, particularly given population growth,
suggests greater potential.
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Investors returning - cautiously

Investor Fipance I NSW A As with the overall market, the investors in
3-month rolling totals NSW residential property were spooked by
the high interest rates of 2007. Interest and
Investor Finance ($) Price Adjusted ($) activity bottomed out in February 2008 and
10,000,000 3,500,000 remaining largely unchanged for over a year.
9,000,000 : N
8.000.000 - 3000000 A However, rapidly falling interest rates and
700,000 ] \ 2,500,000 falling prices in Q1 2009 led to renewed
6,000,000 I\ A\;\Vl 5 000.000 interest  from  investors. Finance
5,000,000 -\A [ / B commitments rose by 35% in nominal values
4,000,000 \f& - 1,500,000 from January to June 2009, or 27% if finance
3,000,000 [N\ - 1,000,000 is adjusted for price growth.  Although
2,000,000 —Investor finance || 500,000 impressive in a short period, the growth was
1,000,000 _ , n from an eight year low.
0 | ——Price adjusted )

A However, interest rate rises in Q4 slowed
investor activity again, by around 7% to 9%
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towards the end of the year.
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A With room to grow and considerations of an
improving economy, particularly around job
growth, we expected investor activity to
continue to grow during 2010, despite rising

Source: ABS interest rates.
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Population growth continued to surge driven by
International migrants.

Population growth - NSW A Last year we expected that the global
recession and potential local recession would

impact on population growth. Most impacted

Persons (annual)  Natural increase would be international migrants and following
100,000 : o trends seen in past downturns, these would
— International migration
80,000 Interstate migration /\/ slow.
60,000 A\ A As seen opposite we ¢ o u | fhve®dé¢en more
40,000 %\X‘M\-&\ ff\ A/mv/’ wrong!  Rather than slowing, population
20000 \v/ \ ,f v gr_ovvth continugd to surge, with in_ternational
’ v migrants the driver. NSW population growth
0 totalled 115,542 in the year to June 2009 the
-20,000 - highest on ABS records. The majority of
-40,000 . growth was from the net growth of over 85,000
460,000 immigrants, again the highest on record.
Q;L q)b‘ q;b q;b QQ Q‘L qv Qb Q,‘b QQ Q‘L Qv Qb Q% A Also contributing is continued growth in natural
& @'Z’ & @’0 @'Z’ & @""’ & & @’b & & @'Z’ & growth at almost 50,000.

A Growth was tempered by the continued net
loss of residents of just under 20,000 in the
year to June. However, even this could be
considered positive as this annual figure was

Source: ABS the lowest since 2001.
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Dwelling approvals rising, but under supply still an
ISsue

Dwelling Approvals i Sydney A Despite a strong lift in the number of dwellings
3-month rolling approved in Sydney during 2H 2009, total

approvals were down over the year to the
lowest on record, at under 16,000 dwellings.

Number

8,000 A The surge in 2H 2009 was welcome and

7,000 . —— Sydney Houses | driven surprisingly by other dwellings, which
: lifted from a quarterly low of 1,126 in Q1 0209

—— Sydney Other dwellings | : :

6.000 A I\ /\ yeney Other dwefings to the highest quarterly total in 2 years at

5,000 ATy \/ 3,002. Housing approvals also increased to

2,000 N4 / \v/ M 2,160 dwellings in Q4.

3.000 \“/\//\,\ L\ A\ A However, with NSW population growth

v \/‘\_ ~N \/\1 // accelerating to 115,500 in the year to June
2,000 \/\/\/—/\/\V/ and Sydney historically accounting for 66% of

1,000 State growth, Sy d n epgpalation could have
} risen by over 76,000 in the year to June 2009.
9 © AN G4 5 s B B A S © Allowing for 2.6 persons per dwelling as per
0009 OeP’Q Oec"g 0009 0009 0009 0609 OeO'Q OeP'Q 0609 000'0 Census 2006, Sydney would have needed
completions of 29,320 to house the population
growth. Approvals for the past three years

have averaged 16,800 per year.
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Residential market remains under supplied,;
rents to start rising with interest rates

Other dwellings median rental growth A Despite the significant shortfall of new
and vacancy - Sydney supply and continued population growth,
vacancy remained largely unchanged
$4RS%nt per week Vacancy rate (%?)o through the year at 1.3%.

$400 -/ ——Median rent A L 4:5 A As expected rental growth slowed
$350 1| ——Vacancy rate y V\ f - 4.0 significantly to 2.5% for the year to
$300 A / \'A /|35 Septembgr 2009.  However, all of this
$250 \VAV/\J\ e - 30 was achieved in Q4 2008. We had
$200 \ ,-/’C'A:/ VA [ 25 considered that with FHB boost and
PNV \ - 2.0 falling interest rates investors would look

$150 v/ 15 . .
$100 W x\v/{ 1'0 to retain tenants rather than potentially
$50 | 0'5 push them into ownership while the boost
%0 o | 0.0 was on offer. There was also the

guestion of affordability, following rental
growth of almost 30% over the previous
two years.

%\q’bbé\Q)Q)Q\Q‘be’\QQ)
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A While affordability will remain an issue,
continued low vacancy, the lack of FHB
boost and rising interest rates should
result in rental growth rising over 2010

Source: REIA and into 2011.
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Yields fell in 2009, but possible increases post
2010

Unit yields against mortgage rates - A Gross yields for a two bedroom unit fell to
Sydney 5.2% by September 2009, down from 5.6%
a year earlier. We had forecast 5.9% by year
Vield Mortgage rate end.
14.0% 14 A Strong price growth from the end of Q1 2009
12.0% \ outstripped slow rental growth to drive yields
070 Forecast 12
\ __Forecast lower .
10.0% — 10
5 090 \J \ N o A While we consider rental growth will start to
. 0 . .
n__/ rise in 2010, the current momentum for
6.0% -Mv~v""‘-\,\~__\\’_/_’_/ /\C 6 prices appears to be slowing although
4.0% — 4 continuing through to early 2010. As we
20% | ——vield ——Mortgage rate 2 consider this unsustainable and are
0.0% . forecasting continued rental growth through
. 0 T

the year, particularly as interest rates rise,
S SN S yields are likely to remain relatively stable

o IS A At
FFFFFFFFF I through the year.

A However, as prices growth stalls with further
rate hikes in 2011 and 2012, continued
rental growth should push yields higher.

Source: REIA ‘I'estpac
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Sydneyos medi an house a
following past trends

A In last years Outlook we suggested that prices
could start to lift again from 2010, if they
followed past trends. Although stabilising as

$I\elig(gninal ($000s) Inflation Adjusted($0ggos() expected in the six months to March 2009,

Median house and unit price i Sydney

Median House price | $180 prices rose by between 7.2% for_ units and
$500 + Median unit price | $160 7.7% for houses over the next six months.
Inflat?on adj:usted hogse.price / \\“J\.li $140 ABS data suggests price gl’OWth has

8400 1 'nﬂat'on;ijusmd P /ﬂ g120  continued into Q4 at close to 5%.
$300 \/W"‘/ “+ $100 A The rise from end Q1 2009 was around a year
™ g{-\_ T - $80 ahead of our considered earliest start,

$200 , - $60 : o

J 540 following past trends. Historically Sydney had
$100 """ | $20 experienced time frames of around 8 years
$0 | | | | | | | | 1 g0 between peaks, with growth starting in year 6,

which would have been 2010.
S A SN A NN NN . . .
R BReBR Rl gRe@ReRedRegRegRc R R A However, while we consider that growth will
continue in Sydney over 2010, the 6 monthly
rate of 7.7% is unsustainable. With some
momentum in prices into early 2010, stability
Is likely in late 2010.

Source: REIA ‘I’est pac
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Affordability to decrease as rates and prices rise,
and should limit price growth

Home loan affordability % income to
pay mortgage - NSW
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A As expected the rapid decline in mortgage rates

through late 2008 and into early 2009 removed
the affordability issue for many buyers.
Affordability, as a percentage of household
income, fell to 30%, levels last seen in 2002/3.

However, the latest data to Q3 2009 excludes
three rate rises and also further increases in
prices of around 5%. Our estimate is that
affordability will have shifted towards 34% of
household income by end 20009.

While in the past this has led to a stabilisation
of prices, there appears to be some momentum
of price growth into Q1 2010, albeit at a slower
pace. However, should prices rise by 7% over
the year to Q3 2010, which is not unlikely
considering growth was around 5% in Q4 2009,
and mortgage rates rise to an average 7.50%,
some 37% of NSW household income will be
servicing the loan. This is nearing the 40%
mark where prices started to fall in 2007/8.
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Sydney CBD office market T demand to start
lifting but supply to impact from 2012

Net absorption, net supply and
vacancy i Sydney CBD

Square metres
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Source: Historical data: PCA OMR 2010

Forecasts: Westpac Property

A Net absorption fell by 142,500m2 in 20009,

120,000m? was in 1H alone. We had forecast
127,000m? for the year. We now believe the loss
of occupancy has ended, despite the proportional
decline at 3.6% being lower than that of the 1990s
(4.9%) and 2000s (4.5%). Part of the reasoning is
that in the lead up to the crash growth was not as
high as in other periods, the rest is the economic
rebound.

We forecast a modest bounce in comparison to
other recoveries, with around average annual
take-up over the forecast period.

Net supply fell due to higher withdrawals than
expected and vacancy rose to 8.1% by end 2009,
against a forecast 8.7%. However, starts of large
pre-committed projects will drive supply up, with
2012 the highest. Vacancy is forecast to fall to
7.5% in 2010, stabilise in 2011 but lift again to
close to 10% by 2012 as the next supply cycle
commences . Wi Festpac
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North Sydney office market need to attract
more tenants from outside to lower vacancy

Net absorption, net supply and A Although not as weak as we had

vacancy i North Sydney anticipated, net absorption fell to
-14,530m? in 2009, against our forecast of
-25,000m?.

Square metres

masanoy 2l A However, net supply also surprised on the

upside, with an unidentified addition to
PCA figures in1H 2009.

A These combined to lift vacancy to 11.7%
- by end 2009, against our forecast of 11.1%

A Future supply remains The Ark project plus
a small refurbishment in 2010. However, at
32,000m? they amount to 3.7% of stock.

C—Netabsorption & .
Nt sy A Although we expect net absorption to
Vacancyrate i increase through economic growth, North

Sydney needs to attract tenants from other
market to reduce vacancy quickly. Despite
one relocation in 2010, vacancy is forecast
to lift in to 13.3% by year end before falling
to 11% by 2012.

Source: Historical data: PCA Office market report 2010
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