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ECONOMIC DATA ROUNDUP
DATA RELEASED LAST WEEK
Economic Data
Skilled Vacancies
Headline CPI - Quarterly
Headline CPI - Annually
Underlying CPI - Quarterly
Underlying CPI - Annually
NAB Business Confidence
NAB Business Conditions

Period
March
March quarter
March quarter
March quarter
March quarter
March quarter
March quarter

Actual

Previous

+0.4%
+0.2%
+1.3%
+0.6%
+2.4%
0
+2

+0.2%
+0.2%
+1.7%
+0.7%
+2.3%
+2
+5

DEEWR Internet Vacancies Index increased by 0.4% in March to now be up 7.7% over the year despite a 5.6% annual
decline in Western Australia.
Headline inflation printed a rise of 0.2% in the March quarter to be up 1.3% annually. This is the weakest annual rate since
the June quarter 2012 and is being weighed down by sharply lower petrol prices and the removal of the carbon tax in the
September quarter 2014. The underlying CPI, the average of the statistical measures, showed a rise of 0.06% in the
quarter, with the annual rate of underlying inflation rising to 2.35%. At the component level, the largest price rises were for
domestic holiday travel and accommodation (+3.5%), education (+5.7%) and medical and hospital services (+2.2%), as
expected. The largest falls were for automotive fuel (dropping 12.2% in the quarter and subtracting 0.4% from the CPI
number), as well as fruit (down 8.0%).

F’cast

According to NAB's Quarterly Business Survey, both business confidence and conditions fell in the March quarter. A lower
Australian dollar, cheaper oil prices, and the Reserve Bank’s rate cut in February seemingly did little to boost confidence in
the first quarter of the year. Business confidence fell 2 points to zero, below the long run average, while business
conditions, based on the trading, profitability and employment environment, fell 3 points to an index level of 2 during the
March quarter.
Minutes from the RBA's April Board meeting were released last week and showed the RBA is holding open the door for a
further interest rate cut, despite surprising markets over the last two months by keeping the official cash rate steady at
2.25%. "Further easing of policy may be appropriate over the period ahead to foster sustainable growth in demand and
inflation consistent with the target," the RBA minutes noted. According to the minutes, the RBA justified its decision to keep
rates steady in April by saying it wanted to assess more economic data, including inflation trends, before taking further
monetary action. “[The Board] saw advantages in receiving more data, including on inflation, to assess whether or not the
economy was on the previously forecast path and allowing more time for the economy to respond to the reduction in the
cash rate earlier in the year”.
Data over the next week
Economic Data
International trade prices - Imports
International trade prices - Exports
Private Sector Credit
Producer Price Index

Date

Period

Forecast

Previous

30 Apr
30 Apr
30 Apr
01 May

March quarter
March quarter
March
March quarter

+1.0%
+0.1%
+0.6%
+0.2%

+0.9%
+0.0%
+0.5%
+0.1%
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ECONOMIC COMMENTARY
LAST WEEK
Released last week, the minutes from the April Reserve Bank Board meeting were a sobering read. The text was punctuated
repeatedly with phrases such as “below trend”, “below average” and “subdued”, clearly highlighting the RBA’s easing bias
remains well and truly in place, although the timing of any cut is still uncertain.
The headline CPI data showed inflation running at a 2½ year low in the March quarter, although underlying (or core) inflation
rose 0.6% to be up 2.3% annually – slightly higher than expected but still in the RBA’s target range.
Concerns that the US Federal Reserve will lift US rates later this year saw US government bond yields rise last week,
dragging global bond yields higher. Yields were also higher when demand for US bonds as a safe haven dipped as
expectations of a temporary resolution to Greece’s debt issues lifted. Our local bond yields were also sold off in response
to the inflation data last week, with yields up to 20 basis points higher over the week.
By the close of trading on Friday, the 90-day bank bill was trading at 2.26% unchanged once again from a week earlier. In
the long term maturities, 3 and 10 year bond yields closed at 1.91% and 2.54% respectively, from 1.79% and 2.36% a week
earlier.
CURRENCY
The Australian dollar clawed its way back above USD0.77 early last week before it took a hit after the Reserve Bank Board
minutes revealed that another rate cut is still on the agenda. Any rally was short-lived as weaker commodity prices continues
to hurt the Australian dollar.
By the close on Friday, the Australian dollar was trading at USD0.7808 compared to USD0.7788 a week earlier.
EQUITIES
Our local share market closed the week higher after cautious trade early in the week as investors weighed up the latest
comments from the Reserve Bank of Australia, while an iron ore rally supported mining stocks. Offshore, the US Nasdaq
Composite Index climbed to the highest level in 15 years last week, topping its dot-com-era high, as US stocks shrugged
off mixed earnings and disappointing manufacturing data from across the globe. The price of oil rose to a four-month high.
By the close on Friday the S&P/ASX200 Index was trading at 5,933.3 compared to 5,877.9 a week earlier.
THIS WEEK
With only second tier economic data out this week, the main focus for markets will be on a speech from the Reserve Bank
Governor Glenn Stevens on Tuesday at a Banking and Wealth Summit in Sydney. Whilst there is no title for his speech,
given the recent comments the Governor made in a speech in New York last week, his comments will attract interest.
On the data front, Private Sector Credit will gain some attention to see whether business credit or housing credit (especially
investor housing) show signs of increasing – this result may play a part in the upcoming Reserve Bank Board meeting next
week.
INTEREST RATE VIEW
From a policy perspective, on balance, the relatively tame CPI data will help push the RBA over the line (in what is seen to
be a very close call) to finally deliver another rate cut at their next RBA Board meeting on 5th May. This view is based on
the RBA having concerns about shaky consumer and business confidence, disappointingly weak non-mining investment,
despite the recent improvement in employment numbers and a persistently strong currency. Whether the rate cut will come
at the next meeting is only given a 50/50 probability by financial markets at the moment.

Economic Data

Official Cash Rate
90 day Bank Bill
180 day Bank Bill
1 year swap
3 year swap
5 year swap
10 year swap
AUD/USD
S&P/ASX200 Index

12 months ago

2.50
2.69
2.72
2.70
3.10
3.59
4.30
0.9291
5,531.0

6 months ago

2.50
2.74
2.76
2.67
2.82
3.17
3.67
0.8765
5,412.2

3 months ago

2.50
2.65
2.69
2.44
2.39
2.61
2.96
0.8001
5,501.8

1 month ago

2.25
2.23
2.28
2.02
2.06
2.34
2.71
0.7819
5,879.1

Now

2.25
2.26
2.30
2.14
2.23
2.51
2.87
0.7808
5,933.3

CHARTS OF THE WEEK
Not a day seems to go by without at least one new headline pointing to a Sydney housing boom. We are often asked why
the Sydney market is so strong, how much longer the growth can persist and will it ultimately end in tears. Unfortunately,
there are no simple answers.
Most people are quick to point to record low interest rates as the root cause of the Sydney housing boom. With cash and
term deposit rates not much higher than the inflation rate, investors are being forced to look elsewhere for yield, and housing
(not to mention the blue chips stocks such as the banks and Telstra) appears to be a key beneficiary.
The RBA has pointed out in its March 2015 Financial Stability Review that the “ … the composition of new mortgage finance
remains skewed to investors … and investor housing loans in NSW have increased by 150% over the past three years and
now account for almost half of the value of all housing loan approvals in that State” (Figure 1).
Figure 1: Housing loans by state: 2007 – 2015

However, low interest rates and heightened investor activity are not the sole drivers of the Sydney housing boom, otherwise
we’d be in the midst of a housing boom across Australia which, as the latest house price figures from CoreLogic RP Data
(Home Value Index) confirm, we are not.
Sydney’s home values were up 13.9% in the year to March 2015 – the only market to record double digit growth. Melbourne
was the next best performing market with an annual increase of 5.6% (Figure 2). Surprisingly, Perth, Hobart and Darwin all
recorded declines in value of 0.1%, 0.3% and 0.8% respectively.
Figure 2: Annual change in dwelling values: March 2015

Source: CoreLogic RPData
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Looking at home value changes since the last market trough, again price growth has not been uniform across the country
(Figure 3). Sydney home values have increased by 38.8%, Melbourne’s are up 23.6%, Perth’s are up 13.2% and Brisbane
at 10.9%. Hobart, Canberra and Adelaide have all recorded single digit growth of 8.9%, 8.5% and 8.4% respectively.
Figure 3: Change in dwelling values since the trough to March 2015

Source: CoreLogic RPData. Note that the ‘trough’ is at
different times in different cities.
Therefore, there must be other factors at play that are coming together driving the strength in Sydney house prices. No
wonder the RBA has a dilemma. The RBA needs a stronger housing market to offset a downturn in the resource sector yet
only Sydney and Melbourne seem to be responding.

Why is Sydney out of step with the rest of the county?
There are seven other factors worth considering:

1 Price catch-up
We need to go back and review the price performance of Sydney over the past ten years to put the recent price movements
into a longer term perspective. According to CoreLogic RP Data, Sydney’s annual price growth over the past decade has
been relatively subdued at just 4.8% putting Sydney well behind Darwin at 7.5%, Melbourne at 6.3%, and Perth at 6.0%
(Chart 4).
Figure 4: Average annual change in dwelling values: 2005 – 2015

Source: CoreLogic RPData

Sydney housing market did not perform that well in the mid 2000’s and there has been a degree of catch-up between 2012
and 2014. However, the strong market has continued into 2015 and it appears that certain parts of the Sydney market are
now overshooting.
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2 Fear of Missing Out (FOMO) syndrome
When investment markets (whether property or equities) are running hot there is the natural human physic to jump on the
bandwagon commonly known as the fear of missing out syndrome. This is certainly alive and well in Sydney and is partly
responsible for fuelling the current price exuberance.

3 Demand and population growth
Sydney is experiencing a population explosion. Annual population growth averaged 1.3% between the early 80’s and mid
2000’s but in recent years has been running at higher levels. According to ABS Regional Population Growth statistics, in
the year to June 2014, Sydney’s population increased by 84,200 to 4.84 million – an increase of 1.8%, and above the
national average of 1.6%.
Population growth is a combination of international migration, interstate migration and natural growth (births less deaths).
Australia’s is running very high international migration levels. Net international migration (arrivals less departures) in the
year to June 2014 was around 213,000 – of which 73,300 located in NSW (most whom would have located in Sydney).
When it comes to interstate migration, the level of outflow of residents from NSW to other states has slowed considerably
in recent years. In the year to June 2014, there was a net loss of just 6,857 residents. Back in 2004-2005, NSW recorded
a net loss of 26,321 people. This means a higher proportion of Sydney residents are now staying, putting further pressure
on the demand for housing.
The recent growth in Sydney’s population is set to continue. The NSW State Government is forecasting positive growth for
metropolitan Sydney of 1.6% on an annual basis out to 2031 – this equates to population growth of 1.575 million over the
20 year period to 2031, or growth of 78,775 per annum. Therefore, at the current (2011 Census) rate of 2.7 people per
household across Sydney, an additional 29,177 new dwellings are required per year to match demand based on past
household formation rates.

4 Supply
We simply haven’t been building enough houses in Sydney to meet this demand – and this is putting upward pressure on
prices.
In the past 5 years, there have been 195,920 dwelling commencements in NSW compared to 272,243 in Victoria – that’s a
staggering 28% less dwellings built in NSW [ABS – 8752.0 Building Activity]. In 2011, commencements totalled just 33,433
in NSW compared to 54,606 in Victoria. In 2014, commencement levels were up 47% on 2011 levels, however at 49,313
commencements NSW was still lagging Victoria with 58,330 commencements.
Despite recent efforts by the Baird Government to speed up the release of land, Sydney’s land release program has
generally lagged. Sydney also has a convoluted planning process that leads to significant delays and risks in the
development process, which adds to the cost of development (higher financing costs and statutory costs such as rates and
land tax) which ultimately gets passed on to the price of land and housing. Victoria has a much more transparent planning
system and this is one of the key reasons Melbourne has been better able to respond to demand and kept the price of land
well below that of Sydney.
Decisive action by both State Government and the 43 councils in Sydney (that is way too many but I’ll leave a discussion
of Council rationalisation for another day) is required to remove roadblocks and reform the planning system to bring onto
the market much-needed new housing supply.

5 Cost of land provision
The cost of providing the basic raw material – land – in Sydney is higher than any other Australian city due to planning
delays as noted above and infrastructure charges. According to the HIA – Core Logic RPData Land Report for September
2014, the median residential lot value in Sydney was $320,000 compared to $220,000 in Melbourne.
Historically, the NSW state government covered the cost of providing infrastructure for new housing from general tax
revenue. Over recent decades, state policies have shifted toward user-funding of infrastructure, which has meant a
significant increase in the private cost of development.
Urbis [National Dwelling Cost Study for the National Housing Supply Council – 2011] estimates that in 2010 total
government charges (excluding GST) levied on Sydney developers was approximately $60,000 per greenfield dwelling,
and between $20,000 and $30,000 per greenfield dwelling in other cities. For infill developments, total government charges
levied on developers for greenfield developments are approximately $20,000 to $25,000 per apartment in Sydney and
Brisbane and around $10,000 per apartment in Melbourne and Perth.
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6 Fragmented land ownership and geographic constraints
The ownership of land on the urban fringe of Sydney is highly fragmented. As Sydney grows, having multiple owners on
the fringe makes it more difficult and costly to amalgamate and bring large parcels of land to market.
Unlike Melbourne, Sydney is geographically constrained on all four boundaries by nature which is limiting the release of
cheap land on the urban fringe. Some could argue that is a good thing as it prevents even further urban sprawl. But the
simple fact is less land availability means higher land prices.

7 Foreign investors
Foreign investor activity in the Sydney market has been rising, reflecting a global search for yield, a lower Australian dollar
and the increased interest in Sydney from Asia, particularly China.
It is true that in certain parts of Sydney foreign capital is driving prices higher. Some inner city apartment markets and the
higher price point suburbs such as Point Piper in the east and Mosman in the north have witnessed strong price gains off
the back of foreign buyer demand.
Despite the hype surrounding foreign investment, the November 2014 House of Representatives’ Standing Committee on
Economics report on foreign investment in residential real estate concluded: “..that foreign investment is not causing the
market distortions that have been advocated in some quarters, particularly for first home buyers. This is because foreign
investment levels are not large enough to do so overall and because overseas buyers mainly operate at a different price
bracket from first home buyers and buy different types of properties.”
We should not forget that a significant component of this international investment is going into new development which is
in turn contributing to the increase in supply. The report on foreign investment in residential real estate also concluded “The
housing supply issues that have been on-going in Australia would worsen if foreign investment was curtailed. One of the
likely outcomes of any restriction on foreign buyers could therefore be further price increases – the opposite to what some
in the community believe would occur if foreign investment was further restricted”.
The RBA, which has also downplayed the role of foreign investment in driving house prices, concludes that foreign
purchases “… are for new, high-density, inner-city properties, as well as properties close to universities. Furthermore, the
properties they purchase tend to be valued well above the average national sales price. In contrast, most purchases by first
home buyers have been for established homes that are priced well below the national average” The RBA goes on to say
“….and it is, in many ways, not surprising that house prices have gone up, because interest rates are very low, and, as I
said, population growth, now at 1.7 per cent a year, is reasonably robust. Those two things help to explain why house prices
have gone up.”

Foreign comparisons
Finally, we are increasingly bombarded with overseas commentators pointing out Australian, and in particular Sydney,
housing is amongst the most expensive in the world. Whilst on most raw measures it is, one thing these commentators
often forget to take into account is our geographic location.
Australia is one of the most urbanised nations in the world, with 80-85% of the population living within 50 kilometres of the
coast and 67% living within our capital cities. If we compare the prices of Australia’s capital cities to other global coastal
cities, Australian cities are not that different to other countries. However, when compared on a country-by-country basis
Australia looks expensive because the analysis does not allow for the price differential between coastal and inland locations.
Of the top 10 least affordable cities in the world, of which Sydney is one, only London is not a coastal city (Table 1).
Table 1: The 10 Least affordable major metropolitan markets: 2015

Source: Demographia – 11th Annual Demographia International Housing Affordability Survey: 2015
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Conclusion
There is no question that rising prices, auction clearance rates consistently above 80% and falling yields, are pointing to a
Sydney housing boom. It is not sustainable but we don’t expect a major price correction for the reasons we have outlined
above. Rather we would expect the rate of price growth to slow during the remainder of 2015.
There is no doubt that when the Sydney housing market starts to lose momentum, some investors will be left holding a very
expensive but low yielding asset with a lower-than-expected rate of capital gain.
Prospective investors will be wise to use some caution when considering an investment in the Sydney market. Just as we
pointed out earlier, the national housing market is not homogenous, nor is it within the Sydney market. Sydney is a diverse
market accommodating many different buyer preferences and price points. There are certainly pockets now where prices
have run too hard and above fair value and that is where the risk concentrations are being built up. Investors should focus
on housing that is well located around good public transport hubs, educational facilities and retail centres.
One caveat on our outlook. With the ratio of disposable income to household debt at record highs, the Sydney market will
respond swiftly to any perception of interest rate rises, any contraction in global banking liquidity or government intervention.
On the latter point, we welcome the recent moves by APRA and ASIC to increase their surveillance of home lending by
banks, especially to investors. Prudent lending is critical to ensuring the strong Sydney market does not end in tears.

Source Cuffelinks, Connecting Investors with ideas
Article by Adrian Harrington, 23rd April 2015
Adrian Harrington is Head of Funds Management at Folkestone Limited (ASX code FLK). This article is general information and
does not consider the personal circumstances of any investor.
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