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Economic research note

Housing market to experience divergent price
movements over 2009

= According to the Australian Bureau of Statistics (ABS), established house prices fell 3.3% over the year
to December 2008.

= Prices will remain weak in 1H09, should stabilise in 2H09 and recover over 2010. However, this outcome
will vary considerably across market segments differentiated by pricing tiers.

= While unemployment will rise over 2009 and weigh on prices, this should be offset by the current
aggressive easing in monetary policy.

The Australian Bureau of Statistics Home Price Index is the one official measure of residential house prices in Australia.

The data

Prices of established homes in Australia fell 3.3% in 2008; the largest annual fall since the series began in 1987. In real
terms, house prices fell 6.7% during the year. Falling annual house prices were observed in all capital cities but
Adelaide and Darwin. The most substantial falls occurred in Perth (-6.7%), Sydney (-4.1%) and Canberra (-4.1%). This
is highlighted in Figure 1. Positively, it seems the largest falls were in the September quarter as the pace of price falls
slowed in the December quarter. This occurred across the national index and in all capital cities but Hobart.

In addition to pricing data, transactional information in November shows that activity is fragmented across the market.
As shown in Figure 2, trends in monthly sales data highlights rising sales amongst first home-buyers, though non-first
home-buyer demand remains weak. In November 2008, sales of homes to first home-buyers of 11,665 were 32% higher
than sales in August 2008. However, on a moving annual basis, sales to first home-buyers fell 11% and sales to non-
first home-buyers fell 17% to November 2008. Figure 2 also highlights the period of strong first home-buyer sales that
occurred in 2001 and preceded the broader residential price boom of 2003 and 2004.
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Analysis

The fall in house prices over 2008 was largely due to aggressive monetary tightening and the impact of higher
commodity (oil and food) prices on household balance sheets in 1H08. However, in 4Q08 the impact of lower interest
rates and the first home-buyers grant appears to have slowed falling house prices.
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The state of the labour market is a key risk to the outlook for the broad residential housing market in 2009. The
importance of the labour market is highlighted in Figure 3 which shows unemployment and house prices. Figure 3
shows periods of inverse co-movement but also periods where house prices are also influenced by monetary policy. For
instance, between October 2000 and October 2001 unemployment in Australia rose from 6.0% to 7.1%, but house
prices rose 11.2% in the year to September 2001 and 12.0% for December 2001, a time of falling interest rates. While
we expect the unemployment rate to rise towards 6% over 2009 and weigh on prices, this should be offset by the
current aggressive easing in monetary policy.

Figure 3
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The outlook for prices at the top end of the market is gloomy due to substantial falls in upper quartile household wealth
as a result of the equity market crash and rising unemployment in financial services. House prices in up-market areas
such as Sydney'’s eastern suburbs and lower North Shore are experiencing substantial price falls.

In 2009 Australia is unlikely to see a broad-based fall in house prices. Prices will remain weak in 1H09, should stabilise
in 2HO9 and recover over 2010. However, this outcome will vary considerably across market segments differentiated by
pricing tiers.

CFS Research has a global reach and the expertise to tailor research to your needs.
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DISCLAIMER

Product Disclosure Statements (PDS) and Information Memoranda (IM) for the funds issued by Colonial First State Investments Limited ABN 98 002
348 352, Commonwealth Managed Investments Limited ABN 33 084 098 180, and CFS Managed Property Limited ABN 13 006 464 428 (collectively
CFS) are available from Colonial First State Global Asset Management. Investors should consider the relevant PDS or IM before making an
investment decision. Past performance should not be taken as an indication of future performance.

No part of this material may be reproduced or transmitted in any form or by any means without the prior written consent of CFS. This material contains
or is based upon information that we believe to be accurate and reliable. While every effort has been made to ensure its accuracy we cannot offer any
warranty that it contains no factual errors. We would like to be told of any such errors in order to correct them.

This material has been prepared for the general information of clients and professional associates of CFS. You should not rely on the contents. To the
fullest extent allowed by law, CFS excludes all liability (whether arising in contract, from negligence or otherwise) in respect of all and each part of the
material, including without limitation, any errors or omissions.

This material is intended only to provide a summary of the subject matter covered. It does not purport to be comprehensive or to render specific
advice. It is not an offer document, and does not constitute a recommendation of any securities offered by CFS. No person should act on the basis of
any matter contained in this material without obtaining specific professional advice.

Colonial First State Global Asset Management is the consolidated asset management division of the Commonwealth Bank of Australia ABN 48 123
123 124.

Copyright © CFS 2009

All rights reserved.
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