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Population growth expected to remain at above
average levels through to 2012

Annual population growth i WA A Annual population growth in WA has been
growing at above the long-term average of
2.0% since mid 2006. Population growth of

Number of people 3.0% in the year to June 2009 was the
strongest recorded growth since 1982.

50,000
—— Natural increase A International migration remains the driver of
1] /* A . . .
40,000 International migration WA 0 population growth, increasing by a
23.4% annually, or some 42,800 people.
30.000 - Interstate migration

A While natural population levels remain high at
20.000 /\ 18,073 people annually, the rate of growth

W has slowed.
10,000 A Net interstate migration numbers continue to

\/ \V/J grow annually, however the rate of growth
0 ‘ has also slowed. A net 4,825 interstate
people moved to WA, an annual rise of 0.4%.

A Access Economics are forecasting for
population growth to remain at above average
levels over the forecast period. International
migration is likely to remain the driver.
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Owner occupier demand is up on 2008 levels

however

3 month rolling totals - housing
finance for owner occupiers - WA
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A

Overall owner occupier demand levels have
improved over the year, increasing by some
22.1%. Demand to purchase or build a new
dwelling was the driver, which increased by
55.5% annually.

Demand to purchase an existing home also
improved, albeit to a lesser extent than new
homes, growing by 12.4% annually.

Owner occupier demand was largely driven
by first home buyers (FHBs) for the most
part of 2009. However, the number of FHB
approved for housing finance dipped in Q4,
falling by 9.0% as the FHB boost was
phased out.

Non FHB demand stabilised over Q4, with
growth of just 0.4% recorded. However,
overall demand fell by 2.8% over Q4. Total
owner occupier demand (FHB and non
FHB) is likely to stabilise over 2010 as
interest rates rise and affordability issues
mount.
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Whilst investor demand held up over Q4 2009
and Is likely to underpin demand into 2010

Price adjusted 3-month rolling total A Unlike owner occupier demand, annual
investor finance - WA investor demand has not improved on
2008 levels. Price adjusted investor

Price adjusted finance for 2009 is 4.0% lower than a

$700,000 year ago.
$600,000 || —Investor Finance A Investor demand was at its weakest over
1H 2009 at -10.3%, which is when owner

$500,000 W occupier demand began to recover.
$400,000 / A A notable pickup occurred over 2H 2009
$300.000 M V\/v when investor demand increased by
' N \/ some 13.0%. Whilst total owner occupier
$200,000 demand fell over Q4 2009, investor
$100,000 /W‘"J demand held up, increasing by 0.5%,

r~ despite three interest rate rises.
$0

P> H D P @ & & o A Demandin1H 2010 is likely to be held
OQ’G Qeo' Ogo' Ogc: Ogcr Ogcr OQ)O’ Ogc; OQ'G <)Q)c; up by investors, h_owever as ren_tal

growth slows and interest rates rise
further, demand is likely to stabilise from
mid 2010.

Source: ABS
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Despite improvement in demand and high
population growth, approvals remain weak

3 month rolling houses and other A Despite continued strong population growth, total
dwellings approvals i WA dwelling approvals for 2009 were lower than 2008
by 5.8%. Weak approvals for units drove the
overall decline. Unit approvals for 2009 were 51%
lower than a year ago while housing approvals
are up by 8.7%.

Number

6,000 | —Houses ) _
— Other dwellings A Population growth of some 65,704 in the year to

5,000 ‘\\}AV June 2009 generated a need for 26,282 new
/’\\ ,\/\ /\,\f \'\W// dwellings at 2.5 persons per dwelling using

4,000 /\/v \\//\// \/ V Census 2006 data.
3,000 A A W A

Dwelling approvals of 19,938 in the year to
December 2009, with a 95% conversion rate,

A
J¢\ nAJ\\ would supply some 18,941 dwellings. This leaves
1,000 \WA annvmvl\wxv A\ WA undersupplied by some 7,341 dwellings.

2,000

A Supply levels have however seen an
improvement over 2H 2009. Total dwelling
S A< et approvals over 2H 2009 increased by 16.9%,
driven by housing approvals. Approvals are
unlikely to pick-up to levels required to satisfy
population growth over the forecast period.

Source: ABS ‘I’est pac

Analysis: Westpac Property Australia’s First Bank




Vacancy increase further over 2009 despite the
under supply of dwellings

A Despite dwelling approvals not matching the
Median other dwellings rent and demand generated by population growth, Pe r t h &
vacancy rates - WA vacancy rate increased 220bps in the year to
September 2009, to 4.8%

A On a quarterly basis, vacancy increased by

Rent per week vacancy rate 130bps. P e r tvhcargy rate is currently above
$400 —Rent 10.0% its 3.3% long-term average and is the highest
$350 — Vacaney rate /A :8: rate recorded since Q41993.
$300 / I 7:0% A The increase in the vacancy could be as a result
$250 | L 6.0% of tenants moving into first time ownership as a
$200 / V\ A4 / 5 0% result of low interest rates. This is likely to
1 WM/ v [ 4 oo reverse in 2010 as ownership becomes less
$150 U 3'0(;; affordable and renting more attractive.
$100 NV Uu‘v \\/\ N'\‘ " 50% A Annually rents have increased by 2.9%, however
$50 U 1.0% most of this growth occurred in Q4 2008. Rents
$0 - 0o% remained fairly stable between Q1 and Q3 20009.
S PP PR EHP® A As renting becomes more attractive over 2010
O}”Q %"’Q %Q’Q G}”Q %"’Q %Q’Q ca"’Q %"’Q %Q’Q = %"’Q due to rising interest rates, the potential for rents

to increase will occur, albeit at a minimal rate.
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Rising prices cause affordability to decline over

Q4

Home loan affordability against long A Affordability deteriorated over Q3 2009
term average - WA as a result of the proportion of family
income to meet monthly loan
Affordability index repayments increased to 26.4% from
o 26.0%.
60 ——HLA | A Affordability is likely to have deteriorated
55 | \ Long term average || further over Q4 2009, at a quicker pace
50 | /\'\ ’/\‘ than what occurred in Q3. Rising
45 E / WA ! SO\ interest rates and continued price
\ /N “\ growth is to have been the driver of
40 \ / W “\ h weaker affordability over Q4.
35 7 \ I N A wi _
30 - ith the cash rate forecast to increase
- from a current 3.75% to 4.50% by the
20 _Forecast | end of 2010 coupled with continued
] | price growth in 1H 2010, affordability is
PEHL PP PSP SP PSP set to fall further. We do not however

&R LN ¥ ce¥ ¥ ce¥ ¥ ceF ¥ ¥ ¥ X ¥ R . .
0999 99 99 9 9 9 9 9% anticipate affordability to reach the lows

of 2007/08.

Source: REIA
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Median unit prices reach record high in Q3
2009; house prices not far behind

Median residential prices - Perth
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Raw data: REIA
Analysis: Westpac Property

A Median house prices performed better than we

had expected, increasing by 5.5% in the year
to September 2009. Quarterly, house prices
grew by 2.2% in Q3 with the ABS suggesting
growth continued into Q4 at 5.7%.

P e r tnmedian house price is currently sitting
just 2.1% below the peak of Q4 2007. Should
the ABS suggested growth of 5.7% have
occurred in REIWA figures for Q4 2009,
P e r thbuéesrices will reach record levels.

The median price for other dwellings reached a
record high in Q3 2009 after increasing by
7.8% annually.

The current momentum is likely to continue
over early 2010 as interest rates remain at low
levels. We do however expect prices to
stabilise around mid year as interest rates rise
and affordability deteriorates further. However,
a correction in prices over 2H 2010 should not
be ruled should the Q4 rate of growth be

maintained.
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Gross yields fall over 2009 as price growth
outstrips income growth

Gross residential yields against the A Gross investment yields fell by 30bps in

mortgage rate the year to September 2009 to 4.7%.
Higher growth in unit prices versus the

Yield growth in unit rents was behind the fall.
19.1% A With price growth forecast to have
17.1% —\\ —Gross yield continued over Q4 2009 and rental

15.1% —Mortgage rate growth to have been weak, yields are

13.00% \ Forecast expected to have fallen to around 4.4%

' 0 \ by the end of 2009.

L% \-\ /\ A Yields are forecast to remain around
9.0% =\ ;/_/"\ 4.4% for the most part of 2010 as rents
7.0% A /\\/_, \/‘/ and prices grow at similar levels
0% WW A overall.
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CBD supply to exceed demand resulting in a
peak vacancy of 15.4% by the end of 2012

Net absorption, net supply and
vacancy i Perth CBD

Square metres Vacancy rate
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Source: Historical data: PCA OMR T January 2010
Forecasts: Westpac Property

A VacancyinP e r tCBD iacreased from
1.3% a year agoto 8.3% by y e a end,s
close to our forecast of 8.5%. The
completion of some 85,336m? came at
the worst of timing over 2009, when
demand was negative at 17,461m?2.

A Supply this year is forecast to be even
higher than 2009, as 144,140m?2
completes. Although it should be noted
that recent closure of Raine Square
(42,500m?), although expected to
restart and complete in 2010, may slip
into 2011. However, it will have little
impact on our peak vacancy forecast.

A Expectations are for a recovery in

demand however, with 10.5% supply
being added in 2010, demand is
unlikely to match supply.

A Vacancy is set to increase to 13.6% by

year end, before rising further to 14.0%
in 2011. Vacancy is expected to peak

in 2012 at 15.4%.
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West Perth vacancy to peak at 8.4% in 2010
before falling to 4.3% by the end of 2012

Net absorption, net supply and
vacancy i West Perth CBD
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Source: Historical data: PCA OMR - January 2010

Forecasts: Westpac Property
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A Demand over 2009 was not as weak as we
had anticipated which meant our forecast
vacancy of 8.0% by the end of 2009 did not
eventuate. Instead, vacancy increased from
1.9% a year ago to 6.1% by late 20009.

A Supply was high in 2009 as 21,254m?2
completed. This came at a time when
demand was negative at 2,737m?, the
second consecutive year of negative
demand.

A Supply is forecast to slow over the forecast
period with only 20,540m? currently under
construction. Only 1 project of 6,800m? has
DA approval, however it has been put on
hold.

A Demand is forecast to turn positive over
2010 although will not exceed supply. As a
result, we expect vacancy will peak in 2010
at 8.4% before falling to 7.3% in 2011 and
4.3% in 2012.
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Rents fall by 29.0% in prime and 37.5% In
secondary over 2009, further falls expected

Net effective rents i Perth CBD A Net effective rents fell close to levels we
had forecast over 2009. Prime CBD rents
declined by 29.0% over the year while

I:georz)ts (%) secondary rents fell by 37.5%.

— Prime CBD A We had expected that a jump in incentives
$800 1 Secondary CBD A to around 20% to 25% would have been
$700 Y behind the falls in rents. This was not the

/ \ case. While incentives did increase from
$600 a N being non existent to 10% in Q2 2009, it
$500 was the decline in face rents that drove the
$400 / significant falls.

/ A We continue to believe that incentives will
$300 ,./ reach up to 20% in prime and secondary
$200 T grades. This, along with continued, but

Forecast. minor, falls in face rents will ensure effective

$100 —— rents decline further over 2010 by around
$0 N 12-14%.

PSS 0,0“/ By o,ob‘ 0,60 09@ 0,6\ ESISSENSRY A This would see effective rents down by up

VEVRVIRVIRV IR IR IRV R R R o R o iR o iR o 4 to 37.5% in prime and 46.0% in secondary,

peak to trough. This is below the 50% to
60% peak to trough declines we were
_ _ expecting a year ago.
Raw Data: CB Richard Ellis PTY Ltd ‘I’estpac

Analysis and Forecasts: Westpac Property Australia’s First Bank






