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Housing Finance & Consumer Sentiment
Not as Weak as Feared

e The impact of COVID-19 on the economy is weighing on the outlook for housing. New home
lending (excluding refinancing) declined 4.8% in April.

e The decline in lending was not as bad as feared, given the weight of COVID-19 restrictions in
the month (similar to other housing indicators - building approvals and dwelling prices).
However, the ABS has reported that April loan commitments largely reflected loan
applications submitted in March, before major restrictions were introduced.

e  With housing turnover sharply lower and the loss of jobs and incomes and uncertainty over
the outlook suggests that home lending will likely remain weak in coming months.

e Owner-occupier lending (excluding refinancing) fell 5.0% in April. However, refinancing
surged 13.8% in April, the biggest monthly rise since January 1990.

e Lending to investors fell 4.2%. It was the fourth consecutive monthly fall in investor lending.
COVID-19 has brought a wide array of uncertainty for investors. Rising vacancy rates and
concerns on the impact of slower migration flows on population are likely factors weighing
on investor demand.

e In separate data released today, the Westpac-Melbourne Institute consumer sentiment
index rose 6.3% to 93.7 in June. The index is at its highest since February, and has fully
recovered from the massive fall over March and April. Consumers are increasingly
encouraged by the containment of COVID-19 and the lifting of restrictions. The index is still
suggesting consumers are pessimistic, but indicates that a recovery is likely to be underway.
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The impact of COVID-19 on the economy is weighing on the outlook for housing. New home
lending (excluding refinancing) declined 4.8% in April.

The decline in lending was not as bad as feared, given the weight of COVID-19 restrictions in the
month. The consensus estimate was for a 10.0% fall in the month. However, the Australian Bureau
of Statistics (ABS) has reported that April loan commitments largely reflected loan applications
submitted in March, before major restrictions were introduced. With housing turnover sharply
lower and the loss of jobs and incomes and uncertainty over the outlook suggests that home
lending will likely remain weak in coming months.

Annual growth in total home lending edged down from 17.5% in March to 11.2% in April, the
weakest annual pace in five months.

Both owner-occupier and investor lending were weaker in April. Owner-occupier lending fell 5.0%
while lending to investors fell 4.2%. It was the fourth consecutive monthly fall in investor lending.
On an annual basis, growth in investor lending eased from 5.2% in March to 2.4% in April. COVID-
19 has brought a wide array of uncertainty for investors. Rising vacancy rates and concerns on the
impact of slower migration flows on population are likely factors weighing on investor demand.

Owner Occupiers by Category (Value)

Within owner occupier lending, the decline was driven by the purchase of established dwellings
(-6.6%) and the purchase of new dwellings (-2.4%). However, refinancing surged 13.8% in April,
the biggest monthly increase since January 1990, reflecting the impact of COVID-19. Loans for the
construction of dwellings also increased, lifting 2.0% in April.

By State and territory

Owner-occupier loans (excluding refinancing) weakened across all States and territories in April,
except for Victoria where lending increased 3.0%. Loans in NSW declined 1.5%, although this
followed a 12.9% increase in March. Owner-occupier demand has been resilient in NSW and
Victoria over recent months, despite the relatively large impact of COVID-19 in these States.
Queensland (-19.3%), Western Australia (-18.1%) and the Northern Territory (-12.2%) had double-
digit falls. Owner-occupier lending also weakened in Tasmania (-8.0%), South Australia (-5.1%) and
the ACT (-0.3%).

Investor loans were weaker across all States in April, except for Victoria (8.7%) and the Northern
Territory (13.6%). Investor lending had sizable declines in Western Australia (-30.9%), Queensland
(-30.1%), Tasmania (-24.8%), the ACT (-22.5%). Investor loans in South Australia (-8.1%) and NSW
(-4.5%) also weakened.

Outlook

The fall in home lending was not as large as expected, despite the impact of COVID-19. However,
the sharp fall in turnover points to further weakness in housing demand in coming months. The
uncertainty about the economy, rising residential vacancy rates and income loss from rising
unemployment should further dent housing demand.

Nonetheless, most indicators on housing have been better than expected and suggests that price
falls in housing may not be as large as previously thought. At the height of the crisis, we estimated
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the average price falls this year would be 5-10%; we favour the low end of this range.

Consumer Sentiment

In separate data released today, the Westpac-Melbourne Institute consumer sentiment index rose
6.3% to 93.7 in June. The index is at its highest since February, and has fully recovered from the
massive fall over March and April. Consumers are increasingly encouraged by the containment of
COVID-19 and the lifting of restrictions. The index is still suggesting consumers are pessimistic, but
indicates that a recovery is likely to be underway.

A surge in the “time to buy a major household item” also points to a recovery in consumer
spending. This index rose 10.1% in June, and followed a 26.7% increase in May.

Consumers were also more upbeat on the labour market. The unemployment expectations index
fell 7% in June following a 13.4% drop in May. A fall in the index indicates more consumers expect
unemployment to fall. The index at 127 is just slightly below its long—run average of 130.

Sentiment relating to the housing market was mixed. The “time to buy a dwelling” index fell 0.5%
in June, but this followed a strong 31.8% gain in May. The index measuring expectations on house
prices improved, lifting 10.5%. However, the index, at 80.6, is still suggesting pessimism among
consumers.

The rebound in consumer sentiment adds weight to the view that a recovery in economic activity
is occurring sooner than expected, although it continues to suggest some caution persisting among
consumers.

Janu Chan, Senior Economist
Ph: 02-8253-0898



Data Snapshot — Wednesday, 10 June 2020

Contact Listing

Chief Economist Senior Economist
Besa Deda Janu Chan
dedab@banksa.com.au chanj@banksa.com.au
(02) 8254 3251 (02) 8253 0898
Economist

Nelson Aston

nelson.aston@banksa.com.au

(02) 8254 1316

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 unauthorized use or dissemination is prohibited. Neither BankSA- 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.


mailto:dedab@stgeorge.com.au
mailto:chanj@stgeorge.com.au
mailto:nelson.aston@stgeorge.com.au

