AUSTRALIA
Economic and Mortgage Market Overview
ECONOMIC OVERVIEW

MORTGAGE MARKET OVERVIEW

The Australian economy has benefited from 27 years of
uninterrupted GDP growth. Real GDP growth averaged 2.3%
in 2017 and in the first half of 2018 it has accelerated with
year-on-year growth of 3.2% in the 1Q18 and 3.4% in the
2Q18. The Reserve Bank of Australia (RBA) is forecasting
GDP growth to average 3.25% in 2018 and 2019.

On the supply side of Australia’s housing market, dwelling
approvals were 224.2k in 2017, down from 234.1k in 2016,
with the decline due to a lower level of apartment
approvals (down from 115.8k to 105.4k) more than
offsetting small rise in detached house approvals (from at
118.4k to 118.8k). In 1H18, dwelling approvals returned to
growth with rolling 12 months approvals totalling 231.5k.
Detached house approvals have continued to grow at a
reasonably steady rate of 5% to 122.7k, while after
declining between the 4Q16 to the 3Q17 periods,
apartment approvals have begun to rise again to 108.8k.

In trend terms, the labour market grew by 3.3% or by a
record 402.7k persons to 12.4m in 2017. 315.5k of this
growth was in full-time jobs to 8.5m and 84.5k was in parttime jobs to 3.9m. This growth brought about a fall in the
unemployment rate from 5.8% as at the end of 2016 to
5.5% as at the end of 2017, despite an increase in the
participation rate from 64.7% to 65.5%. In 1H18, the rate of
jobs growth moderated to 2.5%, but the unemployment
rate has continued to edge lower to 5.3% whilst the
participation rate has remained at a very high 65.5%. Jobs
growth is expected in the year ahead and the RBA is
forecasting the unemployment rate will fall further to 5¼%
by June 2019.
The RBA is an inflation-targeting central bank and since the
end of 2015, underlying inflation has been below the target
band of 2%-3%. From a low of 1.4% in September 2016,
underlying inflation has picked up to 1.9% as at June 2018.
With an expectation of ongoing improvement in the labour
market and a gradual increase in wages growth, the RBA
expects underlying inflation will gradually increase from its
current level to be 2% by June 2019 and 2¼% by June 2020.
As at September, the RBA’s overnight cash rate was 1.50%,
a rate which has been unchanged since August 2016. The
RBA has repeatedly stated it expects the next move in the
cash rate is more likely to be up than down , though there
is not a strong case for a near-term adjustment in monetary
policy. Following the RBA’s September Board meeting,
interest rate markets were pricing a 20% chance the RBA
will lift the cash rate by 0.25% to 1.75% by September 2019.
The Commonwealth of Australia is rated AAA/Negative by
Standard & Poor’s, Aaa/Stable by Moody’s and AAA/Stable
by Fitch. Following the May 2016 release of the
Government’s 2016/17 Budget Outlook and the July 2016
election, S&P revised the outlook on its AAA rating from
Stable to Negative. This change reflected S&P’s view that
without implementation of more forceful fiscal policy
decisions, material government budget deficits may persist
for several years with little improvement. In the
Government’s 2018/19 Budget Outlook released in May
2018, Australia’s net debt is expected to peak at
$341.0bn/18.6% of GDP in 2017/18. This is down from the
previous 2017/18 Budget’s estimated peak of
$354.9bn/19.5% as at the end of 2017-18 and the 2016/17
Budget estimated peak of $375.1bn/19.8% as at the end of
2018-19.

The size of the Australian mortgage market stood at $1.77
trillion as at 30 June 2018. This is slightly below (96%)
Australia’s GDP as at 30 June, 27% of Australia’s housing
assets and 35% of the household sector’s total stock of
financial assets (including bank deposits). The size of the
mortgage market is also 140% of household disposable
income and 90% of the stock market’s market capitalisation
as at 30 June 2018. Banks have a 93% market share of the
mortgage market, with the four largest banks having a 76%
market share and the next three regional banks a 6%
market share. Non-bank authorised-deposit taking
institutions (ADIs - building societies and credit unions) and
non-ADIs (mortgage originators not regulated by the
Australian Prudential Regulation Authority - APRA) have a
combined 7% market share of the mortgage market.
Largely as result of macroprudential supervision, the yearon-year (YoY) rate of housing credit growth slowed from a
recent peak of 7.5% in the beginning of the 3Q15 to 5.6% as
at 30 June 2018. Over this period, bank housing credit
growth slowed from 8.4% to 5.0% whilst non-bank housing
credit growth has risen from -2.8% to 13.8% after peaking
at 25.6% in December 2017. YoY owner-occupier credit
growth accelerated from 6.0% in the 3Q15, peaked at 9.1%
in the 3Q16 and has since moderated averaging 8.0% in
1H18. Investor housing credit growth peaked at 10.8% in
the 2Q15, but has since slowed to a nominal 1.6% as at the
end of 2Q18. Over this period and following the Australian
Prudential Regulation Authority (APRA) announcing a 10%
growth limit of investor housing lending in 2015 and then a
30% limit on new interest-only lending in March 2017,
mortgage lenders have differentiated their interest rates for
owner-occupier and investor loans. This has been an
important driver behind the managed slowing in the
growth of investor housing lending.
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As at 1Q15, ADI P&I loans were 57% of new quarterly
lending flows and 61% of the outstanding stock of total ADI
mortgage loans. At the same time, ADI IO loans were 44%
of new quarterly lending flows and 39% of the outstanding
stock of total ADI mortgage loans. As at the end of 1Q18,
ADI P&I loans were 80% of new lending flows and 69% of
the outstanding stock of total ADI mortgage loans, while IO
loans were 20% of new lending flows and 31% of the
outstanding stock of ADI loans.
In addition to macroprudential measures being placed on
ADI lending to investors and IO loans, underwriting
standards have been tightened for both ADI and non-ADI
lenders following targeted mortgage lending reviews
undertaken in 2014 and again in 2016. Some of these
measures include borrowers being subject to greater
income and living expense verification, internal limits being
applied on the volume of IO lending at loan-to-value ratios
(LVRs) above 80%, and borrower interest rate serviceability
buffers being applied to the higher of the loan product rate
of at least 2% or a minimum floor rate of 7%.
Following the Basel Committee on Banking Supervision
finalising its Basel III bank capital framework in December
2017, APRA issued a discussion paper in February 2018
proposing a number of revisions to its capital framework
for ADIs (subject to both the internal ratings-based and
standardised approaches for calculating credit risk). Whilst
this discussion paper is indicative only, APRA has said its
proposed new capital framework (to become effective from
January 2021) will result in an increase in risk weightings
for residential mortgage exposures. Increase risk weight
requirements will come from higher risk weights for
investment, IO loans, high LVR loans and other nonstandard residential mortgages.
In March 2018, changes were made to the Banking Act 1959
providing APRA with new powers to make rules relating to
non-ADI lenders. The justification for providing APRA with
new powers over non-ADI lenders was to close a regulatory
gap where APRA did not have an ability to manage financial
system risks that might arise from non-ADIs. These new

powers are considered to be “reserve powers” and are only
to be used in exceptional circumstances, that is, when the
activities of the non-ADIs are materially contributing to risks
of instability of the Australian financial system. Non-ADIs
captured under these new powers will have either monthly
or annual reporting requirements (depending on their size)
to APRA with effect from March 2019. In addition, non-ADIs
which issue repo-eligible RMBS are also required to provide
monthly reports of their securitisations to the RBA.

MORTGAGE MARKET FUNDING
For Australia’s four largest banks, mortgages account for
approximately 47% of their domestic assets and 65% of
their Australian loan portfolios. For the next three largest
regional banks, mortgages account for 61% of their assets
and 73% of their loan portfolios.
The Australian banking system is funded through a
combination of domestic deposits (approximately 60%),
short term debt (approximately 20%), long term debt
(including covered bonds and securitisation –
approximately 13%) and equity (approximately 7%).
Australia’s four largest Australian banks, three largest
regional banks and a number of other banks have access to
a broad range of wholesale capital market products,
including senior unsecured, covered, RMBS and
subordinated debt, not only AUD but also a number of
other currencies as well.
There are currently 35 issuers of Australian collateral-back
RMBS. Public market RMBS issuance in 2017 was an AUD
equivalent of $36.7bn, which was a post-GFC record and up
92% from 2016 and up 53% from 2015. In 1H18 public
market RMBS issuance was $12.9bn, which is down $1.9bn
from 1H17. 1H18 issuance from the ADI sector was $6.2bn,
down $4.6bn from the 1H17’s $10.8bn. 1H18 issuance from
the non-ADI sector was $6.8bn, up $2.7bn from the 1H17’s
$4.1bn. It is the first time in the post-GFC environment,
issuance from the non-ADI sector has been larger than the
ADI sector.

AUSTRALIAN FACT TABLES
Economic
2016

2017

1H18

Real GDP Growth (%)*

2.5%

2.3%

3.0%

Unemployment Rate (end of Period)

5.8%

5.5%

5.4%

Underlying Inflation*

1.5%

1.9%

1.9%

Household Dwellings (AUD)

$6.2 trln

$6.6 trln

$6.6 trln

Outstanding Residential Loans (AUD)

$1.6 trln

$1.7 trln

$1.8 trln

6.3%

6.3%

5.6%

133.4%

139.1%

140.1%

Owner-Occupier Borrower

4.50%

4.50%

4.50%

Investor Borrower

4.80%

5.10%

5.10%

RBA Cash Rate (end of period)

1.50%

1.50%

1.50%

5.8%

4.2%

-0.8%

YoY Residential Lending Growth (%)
Housing Debt to Disposable Income Ratio
Average Mortgage Interest Rates

National Hedonic Dwelling Price Growth (YoY%)

* Yearly average. 1H18 GDP Growth is the average between the 2Q17 and 2Q18.
Source: Australian Bureau of Statistics, Reserve Bank of Australia, CoreLogic, National Australia Bank
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Mortgage Market Funding
Entities which can issue Residential
Mortgage Loans

Entities (Banks and ADIs and non-ADIs) holding an Australian credit licence.
The Australian Securities and Investments Commission assess licence applications
and is the regulator responsible for consumer credit. Credit licensees’ must comply
with responsible lending requirements, the National Consumer Credit Protection
Act 2009 and the National Credit Code amongst other things and annual compliance
certificates confirming compliance are a licensee requirement.

Market Share of Lenders
(by outstandings)

4 Largest Banks

76%

3 Largest Regional Banks

6%

Other Banks

11%

Other ADIs and non-ADIs

7%

ADIs

Direct 50%/Broker 50%

Non-ADI

Varies but non-ADI distribution networks are more
reliant on brokers and percentages can range from
between 40% - 100%.

Distribution Channels

Typical LTV on a new Residential
Mortgage Loan

70%-75%

Lenders recourse to the borrower

Full

Borrower Types

Existing Stock

Products

New Flows

Owner Occupied

66%

Owner Occupied

68%

Investor

34%

Investor

32%

Principal and Interest

69%

Principal and Interest

80%

Interest Only

31%

Interest Only

20%

Loans with Offset Facilities

45%

Typical Contract Term

25 years

Common ways of Lenders Funding
Mortgage Lending

ADIs

Retail Deposits and Wholesale Funding, with
unsecured funding being more prevalent than secured
funding by the larger lenders.

Non-ADIs

Securitisation through warehouses and public and
private RMBS term issues.

Source: Australian Prudential Regulation Authority, National Australia Bank
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IMPORTANT INFORMATION
Disclaimer
This document has been prepared by National Australia Bank Limited ABN 12 004 044 937 AFSL 230686 ("NAB") is provided to you on the basis
that it contains information which is confidential information, and it must be treated accordingly. This document must not be distributed by
you and the contents of it cannot be discussed or shared with anyone external to you or your organisation.
This document is a visual aid accompanying a presentation relating to the home lending business of NAB and related secured funding
activities. It is not intended to be read as a stand-alone document. It contains select information, in abbreviated or summary form, and does
not purport to be complete. This document may contain data that may no longer be complete or current.
Any advice contained in this document has been prepared without taking into account your objectives, financial situation or needs. Before
acting on any advice in this document, NAB recommends that you consider whether the advice is appropriate for your circumstances. NAB
recommends that you obtain and consider your own independent professional advice before making any decision about the home lending
business of NAB and related secured funding activities (including any products in connection therewith).
This document and the information in it may include various forms of performance analysis and as such is illustrative and is not intended to
predict actual results which may differ substantially from those reflected in this document or the information in it. Performance analysis may
be based on certain assumptions with respect to significant factors that may prove not to be as assumed. Performance results are or may be
based on mathematical models that use inputs to calculate results. Neither NAB no the Group makes any representation or warranty as to the
reasonableness of the assumptions contained in this document.
This document may contain statements that are not purely historical in nature, but are forward-looking statements. The words “anticipate”,
“believe”, “expect”, “project”, “forecast”, “estimate”, “likely”, “intend”, “outlook”, “should”, “could”, “may”, “target”, “plan” and other similar
expressions are intended to identify forward-looking statements. Indications of, and guidance on, future earnings, future financial position and
capital position, distributions and performance are also forward-looking statements as are statements regarding the Group’s future
developments, the market outlook and the future operations of the Group. These forward-looking statements are or will be based upon
certain assumptions. Such forward-looking statements are not guarantees of future performance and involve known and unknown risks
(including the risks set out in this document), uncertainties and other factors, many of which are beyond the control of the Group, its officers,
employees, agents and advisers. Actual events and actual results are difficult to predict and may differ materially from those assumed,
expressed or implied in such statements. There can be no assurance that any estimated returns, results or projections can be realised, that any
forward-looking statements will materialise or that actual outcomes, returns or results will not differ materially from these statements or any
estimated returns, results or projections presented or discussed.
So far as laws and regulatory requirements permit, NAB, its related companies, associated entities and any officer, employee, agent, adviser or
contractor thereof (the "NAB Group") does not warrant or represent that the information, recommendations, opinions or conclusions
contained in this document ("Information") is accurate, reliable, complete or current. The Information is indicative and prepared for
information purposes only and does not purport to contain all matters relevant to any particular investment or financial instrument. The
Information is not intended to be relied upon and in all cases anyone proposing to use the Information should independently verify and check
its accuracy, completeness, reliability and suitability obtain appropriate professional advice. The Information is not intended to create any legal
or fiduciary relationship and nothing contained in this document will be considered an invitation to engage in business, a recommendation,
guidance, invitation, inducement, proposal, advice or solicitation to provide investment, financial or banking services or an invitation to
engage in business or invest, buy, sell or deal in any securities or other financial instruments.
The Information is subject to change without notice, but the NAB Group shall not be under any duty to update or correct it. All statements as
to future matters are not guaranteed to be accurate and any statements as to past performance do not represent future performance.
The NAB Group takes various positions and/or roles in relation to financial products and services, and (subject to NAB policies) may hold a
position or act as a price-maker in the financial instruments of any company or issuer discussed within this document, or act and receive fees
as an underwriter, placement agent, adviser, broker or lender to such company or issuer. The NAB Group may transact, for its own account or
for the account of any client(s), the securities of or other financial instruments relating to any company or issuer described in the Information,
including in a manner that is inconsistent with or contrary to the Information.
Subject to any terms implied by law and which cannot be excluded, the NAB Group shall not be liable for any errors, omissions, defects or
misrepresentations in the Information (including by reasons of negligence, negligent misstatement or otherwise) or for any loss or damage
(whether direct or indirect) suffered by persons who use or rely on the Information. If any law prohibits the exclusion of such liability, the NAB
Group limits its liability to the re-supply of the Information, provided that such limitation is permitted by law and is fair and reasonable. To the
maximum extent permitted by law, responsibility for the accuracy or completeness of any forward-looking statements whether as a result of
new information, future events or results or otherwise is disclaimed. The Group disclaims any responsibility to update or revise any forwardlooking statement to reflect any change in the Group’s financial condition, status or affairs or any change in the events, conditions or
circumstances on which a statement is based, except as required by law. Each person reading this document should not place undue reliance
on forward-looking statements and is advised to make their own independent analysis and determination and seek their own independent
advice.
This document is intended for clients of the NAB Group only and may not be reproduced or distributed without the consent of NAB. The
Information is governed by, and is to be construed in accordance with, the laws in force in the State of Victoria, Australia.
Japan
National Australia Bank Ltd. has no licence of securities-related business in Japan. Therefore, this document is only for your information
purpose and is not intended as an offer or solicitation for the purchase or sale of the securities described herein or for any other action.
Other Jurisdictions
The distribution of this document may be restricted by law in certain jurisdictions and persons into whose possession this document or other
information referred to in it comes should inform themselves about and observe any such restrictions. Any failure to comply with these
restrictions may constitute a violation of the securities laws of any such jurisdiction. Neither this document nor the information contained in
this document is for publication, distribution or release, in whole or in part, directly or indirectly, in or into or from any jurisdiction where to
do so would constitute a violation of the relevant laws of such jurisdiction.
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