Property exposures update
March quarter 2019
The Australian Prudential Regulation Authority (‘APRA’) recently released its quarterly property
exposure data for domestic and foreign authorised deposit‑taking institutions (‘ADIs’).
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Key insights
Interest-only residential loans remain low

ADI exposure to new interest
only residential loans remain
substantially below long term
levels, whilst early signs of
recovery may be evident in
Land and ‘Other Residential’
(apartments and high-rise
accommodation) exposure.
Investment loan exposure remained unchanged during
the March 2019 quarter, with year-on-year growth
marginally positive at 0.8% across the year, but
lower than the year prior (1.1%). Land Development/
Subdivisions exposure fell 9.8% across the year
albeit at a slower rate than the year prior with growth
experienced in the March 2019 quarter. Exposure to
other Residential grew a modest 1.3% in the March 2019
quarter; a significant rebound from the 5.5% contraction
recorded in the December 2018 quarter.
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APRA’s lending restrictions implemented in March 2017
limited ADI new interest-only lending to 30% of total
home loans issued. The share of new interest-only loans
contracted considerably (-20.8%) over the 12 months to
March 2019 (over double the contraction for the 12 months
to December 2018). APRA lifted the interest only lending
restrictions on 1 January 2019 with little impact evidenced
in the March 2019 quarter.

Recovery in Other Residential and Development
In March 2019, there was an increase in exposure to the
Land Development/Subdivisions and Other Residential
sectors indicating a slight improvement in financiers’
general aversion to the development market. Exposure to
Land Development/Subdivisions grew 0.9% in the March
2019 quarter compared with a 3.0% contraction in the
December 2018 quarter. While year-on-year exposure
decreased 1.1%, there are signs of growth with Residential
exposures increasing by 1.3% in the March 2019 quarter.

Retail exposure outpaces Tourism and Leisure
Retail was the second fastest growing sector in the March
2019 quarter despite the headwinds and structural changes
confronting the retail industry. Retail exposure outpaced
Tourism and Leisure exposure with growth of 2.6%
recorded during the quarter, compared with 0.7% growth in
the Tourism and Leisure sector. Retail currently comprises
25.4% of all commercial property exposures by sector,
down only slightly from 25.7% at the same time last year.
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Overall property exposure up
•

•

Overall property exposure grew 0.9% in
the March 2019 quarter and is 4.3% higher
than at March 2018.
Growth in owner-occupier residential loans
(6.0% for the 12 months to March 2019)
remains positive, with industrial (10.0%)
and retail (8.0%) representing the fastest
growing commercial property sub-sectors
to March 2019.

Change in property exposure by sector
Year-on-year

Quarter on Quarter (‘Q-on-Q’)
Mar Quarter 2019
Quarter-on-quarter

+0.9%
Year-on-year

+4.3%

Mar Quarter 2018
Quarter-on-quarter

+1.3%
Year-on-year

+5.8%
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Property exposure by lender group
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This quarter

$1.95 trillion

Foreign subsidiary banks and branches

Residential

Commercial
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Commercial sector exposure continues to grow
•

•

•
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Aggregate commercial property exposure continues to expand beyond the
previous peak of March 2009 (now +15.4%), with faster growth recorded
in the March 2019 quarter (1.9%) compared to the December 2018 quarter
(0.8%).
Industrial property exposure growth was considerably slower in the March
2019 quarter (1.0%) compared with the December quarter (3.9%). Despite
the recent slowdown, industrial exposure growth remained robust across
the 12 months to March 2019 (10.0%), consistent with ongoing investor
demand for industrial properties.
Other Residential, which captures apartments and high-density
accommodation, recovered substantially in the March 2019 quarter, to be
up 1.3%, a substantial rebound from the 5.5% fall in the December quarter.
However, year-on-year exposure remains down 1.1% to March 2019, amid
elevated rates of completion and lower commencements.

Mar Quarter 2019
Quarter-on-quarter

+1.9%
Year-on-year

+4.6%

Mar Quarter 2018
Quarter-on-quarter

+1.5%
Year-on-year

+3.7%

Impaired exposure
(Q-on-Q)

Impaired exposure
(Q-on-Q)

% total exposure
(Y on Y)

% total exposure
(Y on Y)

-7.2%

-5.5%

•

Tourism and Leisure exposure growth slowed during the March 2019
quarter, increasing by only 0.7%, compared with a 2.9% increase across
the December 2018 quarter and a 6.5% increase year-on-year.

+1.2%

+1.3%

•

Retail exposure grew by 2.6% during the March 2019 quarter, compared
with a 2.0% increase across the December 2018 quarter, contributing
to an 8.0% increase year-on-year. Retail’s year-on-year growth was the
second fastest across the commercial sector, overtaking Tourism and
Leisure.

Specific provisions
(Q-on-Q)

Specific provisions
(Q-on-Q)

•

Impairments, both in absolute terms and as a percentage of total exposure,
were 8.2% lower at March 2019 ($519 million) than a year earlier ($598
million) and also down 7.2% over the previous quarter ($559 million).

•

Specific provisioning decreased by 4.6% to $226 million, compared with
a 4.2% increase in December 2018 ($237 million). Specific provisioning
as a percentage of total impaired property exposures increased slightly to
43.6% for the quarter.

-4.6%

-4.7%

Commercial property
exposure by sector
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Commercial sector
•

•

•

•

•
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Reported exposure limits reflect the aggregate
of all exposure to commercial property, including
drawn and undrawn commitments, as well as
associated hedging.
Exposure limits in most commercial property
sectors increased at a steady rate across the
March 2019 quarter, with the exceptions being the
Land Development/Subdivisions and Tourism and
Leisure.
Land Development/Subdivisions exposure limits
experienced continued contraction, with a 1.4%
reduction quarter-on-quarter and 13.5% year-onyear.
The previously strong Tourism and Leisure sector
experienced a contraction of 0.3% in March 2019,
vastly different to the 4.1% growth recorded in
December 2018. Despite the recent contraction,
exposure remains up 9.9% across the year to
March 2019.
Other Residential recovered modestly with
0.6% growth in March 2019, following a 4.7%
contraction in December 2018, however, remains
down 2.9% across the year.

Aggregate exposure limits by sector
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Commercial sector
•
•

•
•

Commercial property impairment

Office (30.7%) and Retail (25.4%) continue to represent over half of commercial
property exposures.
Retail exposure has increased 63.2% over the 10 years from March 2009,
significantly greater than the exposure growth in the Office (35.2%) and Industrial
sectors (21.6%).
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Foreign banks’ share of Australian commercial property loans continues to increase
substantially, rising from 5.5% in March 2015 to 15.6% in March 2019. Actual
exposures have increased by 430% since December 2012.
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Land Developments/Subdivisions exposure has contracted 39.3% since the peak in
March 2009 and now represents the smallest exposure by sector.
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4%
16%
9%
12%

3%
13%
5%
13%
25%

18%
27%

$30,000
$20,000

Peak
$20.40 billion
(Mar 2008)

$10,000

30%

0
Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

6

$ impaired

0
Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

KordaMentha

Property exposures update

Residential sector
•
•
•

•

Aggregate residential property exposure by type

The growth rate of residential term loans remains steady, albeit at a lower rate yearon-year.
Owner-occupiers continue to represent two thirds of exposures, in-line with the
December quarter 2018 print.
The 33% investor share of residential lending has remained unchanged from the
December 2018 quarter, however, is still well below the September 2015 peak of
38%.
Declining exposure to interest-only term loans appears to be an ongoing legacy of
closer prudential supervision, with lenders reweighting to principal and interest
loans. The March 2019 exposure of 23% represents a 5.8% decline over the March
2019 quarter and continues to fall from the September 2015 peak (39.0%).

•

The share of new interest-only loans as a proportion of total residential exposures
has declined considerably over the past 12 months, falling by 20.8% in the year to
March 2019, compared with an 8.9% reduction in the 12 months to December 2018.

•

The small proportion of highly leveraged loans (LVR greater than 80%) is a further
indicator of lenders’ stronger self-regulation practices. The March 2019 quarter
(21.8%) was broadly in line with the prior quarter.
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Notes
APRA Revisions
March Quarter 2019

Notes

KordaMentha Real Estate key contacts

Commercial property sectors:

Berrick Wilson

No institutions resubmitted data to APRA.

•

Development: Land development/subdivisions.

The March edition of the Quarterly ADI Property
Exposures publication includes revisions to previously
published statistics, due to better source data becoming
available.

•

Other residential: Excludes loans to individuals or
families, loans to private family companies or trusts
for owner-occupation.

Partner | Melbourne
bwilson@kordamentha.com
+61 3 8623 3322

•

Further information
APRA’s ‘Quarterly ADI Property Exposures’ contains
information on ADIs’ commercial property exposures,
residential property exposures and new housing loan
approvals.
Further information including explanatory notes and an
extended glossary can be found at:
apra.gov.au

Other: All other loans for the acquisition of
commercial property not included in remaining
categories.

Tom Davis
Partner | Melbourne
tdavis@kordamentha.com
+61 3 8623 3449

Commercial property exposure limits:

Paul Mirams

•

Partner | Sydney
pmirams@kordamentha.com
+61 2 8257 3067

The aggregate of all claims, commitments and
contingent liabilities arising from on and off balance
sheet transactions with the lender counterparty,
i.e. includes outstanding balances and undrawn
commitments.

Brad Bennett
Partner | Brisbane
bbennett@kordamentha.com
+61 7 3338 0242

Sam Woods
Executive Director | Perth
swoods@kordamentha.com
+61 8 9220 9306

8

KordaMentha

Property exposures update

Contacts
We are an advisory and
investment firm that helps
clients to grow, protect and
recover value.

Melbourne

Sydney

Brisbane

Rialto South Tower
Level 31, 525 Collins Street
Melbourne VIC 3000

Chifley Tower
Level 5, 2 Chifley Square
Sydney NSW 2000

Level 14
12 Creek Street
Brisbane QLD 4000

Tel: +61 3 8623 3333

Tel: +61 2 8257 3000

Tel: +61 7 3338 0222

info@kordamentha.com

info@kordamentha.com

info@kordamentha.com

We have a team of almost 400 specialists
across Asia-Pacific with diverse backgrounds –
in finance and real estate through to agriculture,
law enforcement and the c-suite. Specialists who
work together to solve the complex challenges
facing corporations, financiers, lawyers, private
investors and government.

Townsville

Gold Coast

Perth

Level 6
75 Denham Street
Townsville QLD 4810

S225 Oracle South
Level 2, 17 Elizabeth Avenue
Broadbeach QLD 4218

Level 10
40 St Georges Terrace
Perth WA 6000

Tel: +61 7 4724 9888

Tel: +61 7 3338 0230

Tel: +61 8 9220 9333

info@kordamentha.com

info@kordamentha.com

info@kordamentha.com

Since 2002, our experts in forensics, real estate,
consulting and restructuring have been entrusted
with the region’s most sensitive commercial
matters. On each occasion, they have responded
with a bold, impactful solution that delivered the
best possible result for all stakeholders.

Singapore

Jakarta

New Zealand

16 Collyer Quay
#30-01
Singapore 049318

Level 18
World Trade Centre II
Jalan Jend.
Sudirman Kav 29-31
Jakarta 12920 Indonesia

Level 21
Lumley Centre
88 Shortland Street
Auckland Central 1010, New Zealand

Tel: +62 21 3972 7000

nz@kordamentha.com

Tel: +65 6593 9333
sing.info@kordamentha.com

Tel: +64 9 307 7865

info@kordamentha.com

kordamentha.com
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This publication, and the information contained therein, is prepared by KordaMentha Partners and staff. It is of a general
nature and is not intended to address the circumstances of any particular individual or entity. It does not constitute advice,
legal or otherwise, and should not be relied on as such. Professional advice should be sought prior to actions being taken
on any of the information. The authors note that much of the material presented was originally prepared by others and this
publication provides a summary of that material and the personal opinions of the authors.
Limited liability under a scheme approved under Professional Standards Legislation.

