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AUSTRALIAN PROPERTY — THE CHINA
SYNDROME
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“Sydney property prices have been surging since the
financial crisis. There are a number of reasons for
this. Government policy was enacted to help boost
property prices, while the RBA has cut interest rates
to generational lows. Many commentators also cite
interest from Asian buyers as a big driver of
property prices.”

I would like to thank our summer intern, Angel Dimitrov Simbaev, for his help with this note.

Sydney property prices have been surging since the financial crisis. There are a number of reasons for this. Government
policy was enacted to help boost property prices, while the Reserve Bank of Australia (RBA) has cut interest rates to
generational lows. Many commentators also cite interest from Asian buyers as a big driver of property prices.
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When thinking about Asian purchases of Australian property, I always wondered if the purchase was driven by the perceived
“cheapness” of Australian property relative to their domestic market, or whether it was a defensive investment seeking to
move hard cash out of their own economy to a “safe haven” such as Australia. If Asian investors are buying on a “cheapness”
argument, then investment should decline as domestic property prices decline. Alternatively if Asian investors are seeking an
economic safe haven, weakening domestic property prices could encourage even more safe haven flows.

Australia requires foreigners to get approval before being allowed to make a purchase from the Foreign Investment Review
Board (FIRB), who then collates the approvals in its annual report. This allows us to study other periods of Asian investor
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interest in Australia to get an idea of how investment flows from Asia to Australia reacted when domestic conditions in Asia
weakened.

If we look at either the number of approvals or amounts invested into real estate, it is fairly clear that Asian property
investment into Australia tends to rise and fall with domestic financial conditions. Japanese investment peaked in the late

80s and early 90s.
Japanese investments in Australia approved in FIRB
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We use Singapore here as a proxy for Asia, and again investment peaked in the mid-90s before the Asian financial crisis
before dropping off again.

Singapore investments in Australia approved by FIRB
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Currently the largest single foreign investor into Australia by both approvals and amount is China. Growth in Chinese
investment has increased dramatically since 2009, and exploded last year.
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Chinese investments in Australia approved in FIRB
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If we take a worst case scenario that the current slowdown in China morphs into a scenario similar to the Asian financial
crisis, what implications would that have on Australian housing?

FIRB Approvals for Asian investors
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The scale of Asian investment, and from China in particular, dwarfs anything Australia has seen before.

Anecdotally, Asia based property investors prefer apartments in large cities. If we look at the value of housing being built by
type, we can see that in 2000, the value of apartments being built in NSW was only half that in houses. In financial year
2014, the value of apartments being built in NSW overtook houses. I suspect this is the Australian property market reacting
to surging investor demand from Asian investors.
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Total Value of House vs Apartments built in NSW AUD mn
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Ever rising property prices have required Australians to take on ever larger amounts of debt to buy property.

Australian Household Debt to Income
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This year has already seen signs of weakening property prices in China, and signs of slowing growth. Should Chinese buyers
retreat from the Australian property market, I doubt domestic buyers will have the ability to step in. Australian assets have
significant downside risk in my view.
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INFORMATION

Issue Date: 5th August 2015

Source: Bloomberg, unless otherwise stated
Investor Relations: Samantha Dunn

Email: info@russellclarkim.com
Telephone: +44 (0)20 7838 7580

Website: www.russellclarkim.com

Business and registered address: Russell Clark Investment Management Limited, 9 Chester Close, London SW1X 7BE, United Kingdom. Registered
in England and Wales - Company number: 04034280

DISCLAIMER

This Market View has been prepared and issued by Russell Clark Investment Management Ltd (the "Firm") authorised and regulated by the
Financial Conduct Authority. It has been approved as a financial promotion by the Firm and as such is intended for professional clients and eligible
counterparties only and is not intended for retail client use. It is not intended for distribution to any country where such distribution or use
would be contrary to local law or regulation.

This Market View is provided for information purposes only and should not be regarded as an offer to buy or sell any investments or related
services that may be referenced herein. No guarantee is made as to the accuracy of the information provided which has been obtained from
sources believed to be reliable. The view expressed in this Market View are the views of the portfolio manager at time of publication and may
change over time. Nothing in this Market View constitutes investment, legal tax or other advice nor is it to be relied upon in making an investment
decision. No recommendation is made positive or otherwise regarding individual securities mentioned herein. Past performance is not indicative
of future performance. The price of investments can go up as well as down and can be affected by changes in the rates of exchange. The
information contained in this document is strictly confidential and is intended only for the use of the person who has been provided the Market
View by the Firm. No part of this Market View may be divulged to any person, distributed, resold and or reproduced without the prior written
permission of the Firm.

Where “forward looking” information, including estimates, projections and subjective analysis and judgement are provided no representation as
to the accuracy of such projections or estimates or that they may be realised. Certain assumptions used in formulating such “forward looking”
information may differ materially from actual events or conditions.
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