Economic Insights CommSec < p

Economics
April 8 2009

Honestly, does this look like a recession?

Confidence soars; home loans at 11-month high
Housing finance; Consumer sentiment

The number of new housing loans is at 11-month highs, lifting by 0.4 per cent in February.

First home-buyers account for almost 27 per cent of home loans taken out —the highest on record. Banks
account for over 92 per cent of all loans — a 33-year high.

Consumer confidence surged to 13-month highs in April.

What does it all mean?

e Honestly, does this look like an economy in recession — confidence levels are soaring and home lending is again
on track to record highs.

e The raft of stimulus packages and rate cuts are working, with the extra dollars lifting spending power and boosting
spirits. Aussie consumers have been hit by all manner of bad news over the past year but its amazing how a
splash of cash can put smiles back on the dials. A combination of stable petrol prices, a firmer sharemarket,
super-low interest rates and government handouts are serving to soothe jangled nerves and making consumers
more positive about life.

e An average wage earner paying off a $300,000 home loan is saving $770 a month of repayments compared with
September last year — equivalent to a 20 per cent pay rise. Many Australians are substantially better off than a
year ago.

e There is a lot of talk about job losses, but at most 2-3 per cent of Australians are affected. More important is what
is happening to interest rates, the housing market and fuel prices. In 2001 when unemployment rose, consumer
sentiment rose by over 20 per cent.

e The sharp improvement in consumer sentiment validates the Reserve Bank decision to cut rates only 25 basis
points. Clearly the RBA is more in touch than market economists, many of whom never travel outside city centres.
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What do the figures show?

Housing finance: The number of new owner-occupier housing loans rose for the fifth straight month in February,
lifting by 0.4 per cent. The number of home loans (56,235) is at 11-month highs.

Construction loans rose by 2.6 per cent, while the purchase of newly erected dwellings rose by 4.1 per cent.
Loans for the purchase of established dwellings rose by 3.2 per cent while refinancing fell by 6.1 per cent.

The value of new housing commitments (owner occupier and investment) rose by 1.3 per cent in February to
$18.9 billion. Investment loans fell by 2.8 per cent while owner-occupier loans rose by 2.7 per cent.

The value of home loans approved but not advanced rose by 4.3 per cent to a record high of $43.2 billion and
stands 12.7 per cent up on a year earlier.

First home buyers accounted for 26.9 per cent of all lending in February — the highest proportion on record
(almost 18 years).

The average loan stood at $253,200, up 10.0 per cent on a year ago. The average loan by first home-buyers
soared 4.6 per cent in February to $280,600 and stands 23.1 per cent higher than a year ago.

Fixed loans account for just 2.7 per cent of all new lending.
Banks financed 92.4 per cent of all home loans (by value) in February — a fresh record 33 year high.

Owner-occupier housing finance rose in four of the states/territories with the strongest being ACT, up 12.5 per
cent, and NSW, up 3.3 per cent.

The index of consumer sentiment soared by 7.1 points or 8.3 per cent to a 13-month high of 92.7 in April. The
sentiment index is now up 6.0 per cent on a year earlier.

The current conditions index rose by 6.3 per cent, while the expectations index rose by 9.8 per cent.

Country people are happier than city people and interestingly tenants are happier than those who own their
homes.

All of the five components of the index improved in April. The estimate of family finances compared with a year
ago rose by 10.8 per cent while the estimate of family finances over the next year rose by 11.8 per cent. The
measure on whether it was a good time to buy a major household item rose by 3.1 per cent. Economic
conditions over the next 12 months lifted by 16.9 per cent while the measure of economic conditions over
the next 5 years rose by 4.0 per cent.

What is the importance of the economic data?

Housing Finance data is produced monthly by the Bureau of Statistics and shows commitments by lenders, such
as banks, to provide finance for housing purposes. The lending figures relate to those looking to buy or build
homes to live in as well as those seeking to buy or build homes for investment purposes. Generally people get
their finance organised first, so the figures are regarded as a leading indicator on the housing market.

Westpac and the Melbourne Institute release the Index of Consumer Sentiment each month. Roy Morgan
conducts a survey of consumer confidence. Both surveys are aggregated from responses to questions on the
current and likely future state of family finances, current and likely future state of the economy and whether it is a
good time to buy a major household item. Confident consumers may be more inclined to spend, especially on
major items.

What are the implications for interest rates and investors?

April 8 2009

The latest data confirms that the low point for interest rates is not far away.
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e Banks account for over nine out of every ten home loans being written. The dominant market position should
translate to healthy profitability over 2009. And as we've seen overseas, a strong banking system is necessary for

a strong economy.

e Investors should think long and hard about property investments. Rents are rising at double-digits rates,
construction is still not keeping pace with population, interest rates are low and home prices are rising.

Craig James, Chief Economist, CommSec
Work: (612) 9312 0265

On track to record highs
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Plenty of loans, not enough homes

$180,000

Housing loans not advanced, $ billion

40

35

30

25

20

15

Jan-04 Jan-05 Jan-06 Jan-07 Jan-08 Jan-09
Source: ABS, CommSec

Flooding the market
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Taking on more debt

Average new home loan

up 10%
over year
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o Banks take record share

Banks share of new home loans (by value), percent
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Investors stay away
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