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HOUSing Finance - Tak|ng a Step Sideways Wednesday, 9 August 2011

Housing finance took a step sideways in June. The number of home loans for owner
occupied housing was flat. Overall, the trend shows there has been some pick up over
the past few months. However, the trend is still a weak one and is consistent with soft
conditions in the housing market.

Weak loans for construction of new dwellings continue to point to subdued growth in
dwelling starts. Across different States, NSW has seen some recovery in recent
months and rose by 1.5% in June. There is likely still some impact from the floods with
loans in Queensland staying weak.

Growth in housing finance is likely to remain subdued and we expect the housing
sector to remain weak over the next year.

The housing sector remains one of the weak spots in the domestic economy. The
RBA’s attention has turned to global developments and the uncertainty in financial
markets, which has escalated over the past week, will weigh heavily on its decision.
The longer financial market turmoil persists, the greater the chance that the RBA will
look to cut rates.
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Number of Owner Occupied Loans

The number of home loans for owner occupied housing was flat in June, following a pick up
over the previous two months. Over April and May, owner-occupied housing rose by 8.8%,
partly reflecting a rebound following the flood impact in Queensland. Overall, the trend shows
there appears to be some pick up in new owner-occupier loans over the past few months.
However, this trend is still a weak one and is consistent with soft conditions in the housing
market. Over the year, new owner-occupier loans are up 5.7%, but the number of loans
remains quite low.

The breakdown shows a 0.7% increase in the purchase of new dwellings, which was offset by
a 0.8% decline in loans for the construction of new dwellings. Over the year to June, loans for
construction of new dwellings are down 1.1% and continue to point to subdued growth in
dwelling starts. Finance for the purchase of established dwellings was soft rising by 0.1%.
Much of the pick up in new loans over April and May was largely due to a jump in refinancing
of established homes, which pulled back 2.6% in June.

Across different States, there has been a recovery in loans in NSW in recent months and rose
by 1.5% in June. South Australia (1.5%), WA (0.8%), ACT (1.4%) and NT (1.5%) were also
higher. But Queensland (-0.7%) and Tasmania (-1.1%) registered declines. There is likely still
some impact from the floods with loans in Queensland being rather weak. New owner-
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occupier loans in Victoria were flat.
Value of Total Loans

The value of total loans fell by 1.4% in June and is down 0.5% over the year to June. Investor
housing dropped 4.4%, as rising rents are yet to significantly attract investor demand. Over
the year to June, the value of loans for investor housing is down 12.3%.

First homebuyers slipped to 15.2% of all dwellings financed, the lowest in four months. The
number of fixed rate loans rose to a three-month high of 6.5% of all dwellings financed, as
declines in fixed interest rates are attracting homebuyers to fixed rate loans.

Further declines in the fixed rates for home loans should relieve some pressure off the cost of
financing. A number of banks this week have cut their fixed mortgage rates. However, this is
unlikely to spur demand significantly.

Housing Outlook

The data has shown some pick up in recent months; however, growth in housing finance is
likely to remain subdued. The deepening caution by households suggests they remain
unwilling to take on new debt. On the positive side, rising rents should eventually drive a
recovery in housing led by investor demand.

RBA Outlook

The housing sector remains one of the weak spots in the domestic economy and was a likely
factor in the RBA keeping rates on hold at their meeting in August. The RBA's attention has
turned to global developments and the uncertainty in financial markets, which has escalated
over the past week, will weigh heavily on its decision. The RBA will still likely be worried about
inflation, however, in our view, the balance of risks are beginning to tilt to the downside. The
substantial falls in the share market will have a dampening impact on already fragile
confidence, which could see economic activity weaken. The longer financial market turmoil
persists, the greater the chance that the RBA will look to cut rates.

Janu Chan, Economist
Ph: (02) 9320-5751
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The information contained in this report (“the Information”) is provided for, and is only to be used by, persons in Australia. The information may
not comply with the laws of another jurisdiction. The Information is general in nature and does not take into account the particular investment
objectives or financial situation of any potential reader. It does not constitute, and should not be relied on as, financial or investment advice or
recommendations (expressed or implied) and is not an invitation to take up securities or other financial products or services. No decision should
be made on the basis of the Information without first seeking expert financial advice. For persons with whom BankSA has a contract to supply
Information, the supply of the Information is made under that contract and BankSA’s agreed terms of supply apply. BankSA does not represent
or guarantee that the Information is accurate or free from errors or omissions and BankSA disclaims any duty of care in relation to the
Information and liability for any reliance on investment decisions made using the Information. The Information is subject to change. Terms,
conditions and any fees apply to BankSA products and details are available. BankSA or its officers, agents or employees (including persons
involved in preparation of the Information) may have financial interests in the markets discussed in the Information. BankSA owns copyright in
the information unless otherwise indicated. The Information should not be reproduced, distributed, linked or transmitted without the written
consent of BankSA.

Any unauthorised use or dissemination is prohibited.
Neither BankSA Bank - A Division of Westpac Banking Corporation ABN 33 007 457 141 AFSL 233714 ACL 233714, nor any of Westpac's
subsidiaries or affiliates shall be liable for the message if altered, changed or falsified.
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