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Singapore house price downturn to accelerate

The Singaporean property market has come under in-
creasing pressure in recent months as a sharply slowing
economy, rising unemployment and waning investor in-
terest have weighed on demand. A collapse in world trade
has had a damaging impact on exports across the Devel-
oped Asia region as a whole with Singapore (one of the
most open economies in the region) no exception; wit-
nessing a 20% cumulative decline over the last 6 months.

Private home prices as measured by the Urban Redevelop-
ment Authority fell 6% in the quarter to December 2008
compared with a 2% decline in the previous quarter. In-
deed, taking a look back at the previous downturn in 2001,
there may be some way to go before prices start to stabi-
lise. Peak to trough property prices fell 18% in the two
years to June 2002, as the global economy displayed sub-
dued growth following the dot com fall out. Significantly,
it took seven years before private home prices returned to
their pre-boom highs.

The extent of the current downturn and news that the
World Bank is anticipating the worst contraction in world
trade since the second world war provide little comfort for
property investors in the city state. With banks becoming
less willing to engage in cross border lending, foreign buy-
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ers who accounted for around half of all residential prop-
erty purchases in 2007 could retreat further. Bank lending
data due on Tuesday 31st should confirm a further slow-
down in credit extension . In the commercial sector, the
latest RICS Global Commercial Property Survey suggests a
weaker labour market already taking its toll. Sharply falling
rents will weigh heavily on commercial values in 2009.

Property price declines to accelerate on sharply lower growth
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Japanese construction begins to show cracks

A further indication of the state of the Japanese construc-
tion sector will be forthcoming with the release of hous-
ing starts and construction orders data on Tuesday 31%.
These figures will be of particular interest given the dra-
matic deterioration in the recent flow of macro data. Par-
ticularly notable has been the worsening trade picture
with the February numbers showing exports posting a
45% year on year drop (compared with 41% in January). In
addition, the Ministry of Land, Infrastructure and Trans-
port has published the latest update of ‘official land
prices’. This showed that prices were down 3.5% on an
annual comparison as of January 1 2009 following a 1.7%
rise in the previous twelve months.

Both the number of housing starts and construction or-
ders have begun to weaken materially over the past few
months. The former slipped to just over 70,000 in January.
With the exception of the readings in August and Septem-
ber of 2007 which were distorted by technical issues, this
is the lowest figure since 1984. The underlying picture
regarding construction orders is not dissimilar. The Janu-
ary estimate of Y579bn was the worst in almost seven
years. With both business and consumer confidence
weakening, the likelihood is the negative trend in the con-
struction sector will worsen over the coming months.
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Employment in the construction sector has remained rela-
tively stable over the past year although the numbers are
some way down on the highs seen earlier in the decade.
However with the development pipeline slowing, it is likely
to be only a matter of time before businesses in the sector
begin to shed jobs.

Japanese housing starts have fallen sharply
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French house prices will fall further

Official French house price data for 04 2008 is due on
Tuesday 2". Annual house price growth peaked at 15.8%
in Q4 2004 but has slowed to 0.8% on the last reading
(with price falls taking place over the last two quarters).

The house price downturn in France has been far less se-
vere than in the UK, where prices are down 17.6% in Feb-
ruary (according to the Nationwide index). One of the fac-
tors that may explain this is structural differences in the
mortgage market. A greater share of mortgage lending is
financed from retail bank deposits in France (and more
generally on the continent), whereas the UK has been
more reliant on wholesale funding in recent years. As a
result, the credit crunch has had a far greater impact on
UK mortgage lending to date. The outstanding amount of
mortgage lending in January was up by 6.7% y/y in France
compared to a fall of 5.8% y/y in the UK.

Looking forward, French house prices may not fall as
sharply as in the UK, but they are still likely to fall further
in the coming quarters. Although the economy is not
‘technically’ in recession, GDP fell by 1.2% in Q4, unem-
ployment has started to tick up in recent months
(currently 8.2%) and consumer confidence is at its lowest
level since January 1985 (according to the European Com-
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mission). With France’s economic fundamentals clearly
deteriorating, its housing market remains vulnerable.
That said, other factors may well prove supportive in the
short term; the sales to stock ratio of new houses (a
measure of slack) rose sharply in Q4 thanks to a large fall
in stocks of new houses for sale, while sales levels only
fell modestly.

French house prices have not fallen as sharply as in the UK
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Australian housing market stronger than US, for now

The release of building approvals data in Australia and
construction expenditure in the US on Wednesday April 1t
provides a good opportunity to compare the state of their
respective construction and housing markets. The US has
experienced a prolonged downturn with activity now at
historic lows. Australia has held up much better so far.

In Australia, building approvals have been edging down
since November 2007 but the intensity of declines is in-
creasing. In January 2009, 9,312 building approvals were
granted —that was 33% below January 2008 and, more
worryingly, a plunge of 17% since October 2008. Approvals
for private non-residential dwellings (institutional care
and temporary accommodation) were down by 54%y/y
while those for private residential dwellings were down by
23%. House prices are also edging down with the average
price across all capital cities posting a 4%y/y decline in
200804. The weak economic climate will weigh on the
market in coming months but, as suggested by the Re-
serve Bank’s Financial Stability Review released on March
25th, a downturn as severe as in the US is unlikely.

In the US, the housing market downturn has been running
since 2006 and there are yet to be clear signs of a turn-
around. Admittedly, builders’ permits and housing starts,
as well as home sales, all edged up in the most recent

data. A small recovery in construction expenditure as well
would not, therefore, be surprising. But that cannot dis-
guise the extent of weakness in the sector. Builders’ per-
mits are still down by 44% y/y, residential construction
expenditure is down by 27% while house prices are down
by 27% from their peak and still falling. It’s still too early
to conclude that we've seen the start of the recovery.

Building permits fall in both the US and Australia
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