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AUSTRALIAN PROPERTY
MARKET: CRASH OR CLIMB?

WITH MARTIN NORTH




Agenda

* DFA’s methodology, what mortgage stress and financial confidence
indicators are showing

* What this means for Australian property & wider economy
* Viewer Questions

* |Investment Outlook
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Disclaimer

This presentation has been prepared by Nucleus Wealth and is for general information only.

Every effort has been made to ensure that it is accurate, however it is not intended to be a complete
description of the matters described. The presentation has been prepared without taking into account
any personal objectives, financial situation or needs. It does not contain and is not to be taken as
containing any securities advice or securities recommendation. Furthermore, it is not intended that it
be relied on by recipients for the purpose of making investment decisions and is not a replacement of
the requirement for individual research or professional tax advice.

Nucleus Wealth does not give any warranty as to the accuracy, reliability or completeness of
information which is contained in this presentation. Except insofar as liability under any statute cannot
be excluded, Nucleus Wealth and its directors, employees and consultants do not accept any liability for
any error or omission in this presentation or for any resulting loss or damage suffered by the recipient
or any other person. Unless otherwise noted, Nucleus Wealth is the source of all charts; and all
performance fiFures are calculated using exit to exit prices and assume reinvestment of income, take
Into account all fees and charges but exclude the entry fee.

It is important to note that past performance is not a reliable indicator of future performance. This
document was accompanied by an oral presentation, and is not a complete record of the discussion
held. No part of this presentation should be used elsewhere without prior consent from the author.



The Digital Finance Analytics Core Market Model:

DFA Research Universe

We run rolling weekly
household phone
surveys as part of an
omnibus.

We get data back each
Tuesday and incorporate
findings into our core
market model.

Industry
Information (RB information
APRA, ABS Etc.) | (Results, Trading

Statements,
Briefings Etc.)

Source: DigitalFinanceAnalytics.com
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Then Overlay the DFA Household Segmentation:

* We can slice

DFA Property Status DFA Geographic Locators DFA Maste-r .
Segmentation and dice the
data across
Want To Buys CBD NSW foung )
_ multiple
Growing . .
FirstTime _ vic dimensions.
Buyers CBD Fringe Suburban
Property Holders Qb Stable
Active Inner Suburbs
WA Exclusive
Refinance
Outer Suburbs Multicultural
. SA
TradingUp Battlers
Urban Fringe Dicadvantosed
Trading Down TAS isadvantage
i Self-Funded Retirees
Regional NT
Investor
Seniors
Portfoli
Enisls Rural ACT Rural
Investor

Source: DigitalFinanceAnalytics.com
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Mortgage & Rental Stress:

* Defined in cash flow terms

* Money In — gross income including salary, pensions, interest, dividends, other sources

 Money Out — tax, mortgage repayments, or rents, other housing costs, food, childcare, school fees, other non-
discretionary spending, and discretionary spending

* Many have assets, or investments but if cash flow is close to or at zero = households are in stress
* If 10% below, or more then severe stress

* Mitigations, include cutting back on spending, drawing down on deposits, putting more on credit cards or
other credit (even pay day loans)

e Our research suggests that STRESS leads to forced sale, or default, but over the path of 2-3 years. Case study
Mandurah, WA.

Source: DigitalFinanceAnalytics.com
/\ H Facebook.com/nucleuswealth
Nucle us m Linkedin.com/company/nucleuswealth Martin North (DFA)

Wealth . Instagram.com/nucleus wealth

Tim Fuller
Damien Klassen

\ Twitter.com/nucleuswealth
| ¥ | /



https://www.facebook.com/NucleusWealth/
Linkedin.com/company/nucleuswealth
Instagram.com/nucleus_wealth
Twitter.com/nucleuswealth

Mortgage Stress Eased slightly in May:
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Mortgage Stress Trends - To May 2020 And Estimate To August 2020

Mar-2001

Household Debt (RHS), 186.8

May-2020, 37.5
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Feb-2020, 32.9

Sep-2009 °
Mar-2010 -

Sep-2010 -
Mar-2011 -
Sep-2011"
Mar-2012
Sep-2012 |
Mar-2013
Sep-2013 °
Mar-2014 -
Sep-2014
Mar-2015
Sep-2015
Mar-2016
Sep-2016 " [§
Mar-2017 -}
Mar-2018
Sep-2018 i)
Mar-2019 -{I
Mar-2020 ‘|

e a» ® Cash Rate (LHS) Mortgage Rate (LHS)

e Household Debt (RHS)

Martin North (DFA)
Tim Fuller
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Aug-2020,403

HOUSEHOLD DEBT TO DISPOSABLE INCOME

At 37.5%, was
down from 38%+
last month. But
still more than 1.4
million households
impacted.

What changed:

JobKeeper

Some returning
workers

Payment
postponement
Refinance to lower
rate

Switch to 10




Tasmania Leads the states in % terms:

Mortgage Stress May 2020 - States
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Young Growing Families Are Most Stressed But...

Mortgage Stress May 2020 - Household Segmentation
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Source: DigitalFinanceAnalytics.com
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Total Risking Default

Mortgage Stress May 2020 - Regions By Stress
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Top Stressed Post Codes Nationally
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WA Top Post Codes:

WA Stress - May 2020

% OF HOUSEHOLDS
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WA Geomap:

Source: DigitalFinanceAnalytics.com
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SA Post Codes:

SA Stress - May 2020
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SA Geomap:

Source: DigitalFinanceAnalytics.com
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NSW Top Post Codes:

NSW Stress - May 2020
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QLD Top Post Codes:

QLD Stress - May 2020
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VIC Top Post Codes:

VIC Stress - May 2020
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VIC Geomap:

Source: DigitalFinanceAnalytics.com
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TAS Top Post Codes:

TAS Stress - May 2020
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ACT Top Post Codes:

ACT Stress - May 2020

% OF HOUSEHOLDS
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Rental Stress — 1.75 Million Households:

Rental Stress By States - May 2020
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Rental Stress by Segment:

Rental Stress By Segment - May 2020
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How the DFA model informs scenarios:

DFA Research Universe

Scenarios

Industry Company
Information (RB information
APRA, ABS Etc.) | (Results, Trading
Statements,
Source: DigitalFinanceAnalytics.com Briefings Etc.)
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DFA’s Scenarios:

* Scenarios are a way of exploring different futures, and to consider the consequences, not as a
forecast, but to facilitate understanding and debate.

* None of these scenarios may turn out to be right.... Things change.

* We use a framework driven from our core market model and we are going to look at the five
potential outcomes, updated with the latest data and results.

* We have changed the methodology for 2020, with the scenarios running forward from today.
This will change our baseline for home price changes.

* Baseline scenarios include the impact of Covid-19 — assuming it is a 6-month episode.

Source: DigitalFinanceAnalytics.com
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DFA’s Summary Outcomes (24-36 Months Later, Baselined May 2020):

RBA Rate Unemployment Mortgage Bank Losses Home Prices | Unnatural Acts | % Probability
Rate Stress (BP) ()= Last Time
RBA Baseline 0.25% 7.0% 38% 12.5 +10 to -5% Easing Credit 10% (5%)
/QE/Fiscal
Best Case 0.1% 7.5% 40% 18 -5to -15% Fiscal/QE/NR 20% (7.5%)
Longer Term 0.1% 8.75% 42% 25 - 15 to 30% QE/One Bank 40% (45%)
Crunch Bail Out
Global 0.25% - 9.5%-11% 40%-45% 45 -30to 45% Bail In/Bail 20% (32.5%)
Disruption Zero Out/QE ++
Uncontrolled Zero and 16%+ 65% 65+ Up to 80% QE+ Bank 10% (15%)
Pandemic Below Failures

Source: DigitalFinanceAnalytics.com
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Investment Outlook:

Unemployment: Number one issue

Equities:

* How far will earnings fall / recover

* Consensus earnings useless. Five year average more helpful.

e -ve: Gearing changes, deglobalisation, increased redundancy, supply chain
 +ve: Reduced rent, travel, new efficiencies

Bonds:
e [nflation vs safety

AUD:
e Stimulus vs disruption
 World Growth vs Virus Outcomes
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More from Nucleus Wealth:

Content: Nucleuswealth.com/content

Have a guest or topic suggestion for the show?
Leave a comment on YouTube

Social media:

n Facebook.com/nucleuswealth

m Linkedin.com/company/nucleuswealth

Find us on all major (and minor) podcast platforms:
Instagram.com/nucleus wealth
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