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Residential mortgages

New lending

New residential mortgage lending remained solid over the quarter, 1.9 per cent higher
than the September quarter, and 33.4 per cent higher than the previous comparable
period, the December 2020 quarter. Owner-occupiers represent the majority of new
lending. That said, the growth in new lending to investors outpaced new lending to
owner-occupiers over the December 2021 quarter, growing by 5.8 per cent and 0.2 per
cent respectively (Chart 1).

New lending at higher loan-to-valuation ratios (LVRs] remains low, but increased
slightly after three-quarters of decline. The share of new lending at LVRs greater than
or equal to 90 per cent rose to 7.9 per cent in the December quarter from 7.5 per cent
in the previous quarter (Chart 2]. New lending at lower LVRs remains high and
increased marginally over the quarter, with 63.3 per cent of all new loans funded at
LVRs less than 80 per cent in the December quarter.

Chart 1: New residential mortgage loans funded
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Chart 2: New residential mortgage term loans funded by LVR
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e The proportion of new residential mortgage loans with a debt-to-income (DTI) ratio >
b6x was 24.4 per cent over the December quarter and 23.8 per cent in the September
quarter (Chart 3).

e Since 1 November 2021, banks have been assessing loan serviceability at a buffer of at
least 3.0 percentage points above the loan product rate, compared to previous practice
of 2.5 percentage points.

e The share of new residential mortgage loans approved as exceptions to serviceability
policy increased by 0.5 percentage points in the December quarter to 2.4 per cent,
while the share of loans approved with serviceability verification waivers increased by
0.3 percentage points to 1.7 per cent (Chart 4).
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Chart 3: Debt to income, share of new residential mortgage term loans funded
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Chart 4: Exceptions and waivers, share of new residential mortgage loans

funded
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Credit outstanding

e Total residential mortgage credit outstanding increased by 2.0 per cent over the
quarter and by 6.5 per cent over the year to December 2021 (Chart 5). The increase
continues to be driven by strong growth in owner-occupied loans, which expanded by
9.9 per cent over the year. Investment loans increased by 2.5 per cent over the year.

e The overall LVR profile of ADIs" housing lending remains strong. The share of
residential mortgages outstanding with LVRs greater than or equal to 90 per cent

continues to decrease, from 4.3 per cent in September 2021 to 4.1 per cent in
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December 2021, while the share of loans with LVRs less than 80 per cent increased
from 80.1 per cent to 80.6 per cent of mortgages outstanding (Chart 5).

e Theinterest-only share of outstanding loans continued to trend downwards to 11.7 per
cent in the December quarter from 12.3 per cent in the September quarter (Chart 6).

Chart 5: Term loans credit outstanding - LVR breakdown
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Chart é: Interest-only residential mortgage term loans
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Non-performing loans

e Despite the Omicron outbreak, asset quality in residential mortgage lending remained
strong as at December 2021. The non-performing loan ratio decreased notably over
the December 2021 quarter, from 0.91 per cent as at September 2021 to 0.82 per cent
as at December 2021, reaching a new low since the commencement of this time series
in March 2019 (Chart 7). This trend applied to both owner-occupied and investment
loans over the period, with the owner-occupied ratio decreasing from 0.87 per cent to
0.79 per cent, and investment ratio from 0.94 per cent to 0.85 per cent (Chart 8).

e The positive asset quality trend reflects increased repayment buffers and offset
account balances that, in turn, are driven by the low interest rate environment and
government support measures. The second round of concessional capital treatment
on eligible repayment deferrals offered by ADIs also provided support for a small
proportion of loans impacted by the pandemic. Some uncertainty remains, however, in
terms of the impact of the more recent Omicron outbreak.

Chart 7: Non-performing residential mortgage loans
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" The non-performing residential mortgage loans ratios for March 2019, June 2019 and September 2019 are 0.87
per cent, 0.93 per cent and 0.92 per cent respectively.
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Chart 8: Non-performing loan ratios by borrower type
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e New non-performing housing loans decreased from $3.3 billion in the September
quarter to $2.8 billion in the December quarter. New non-performing loans as a
proportion of credit outstanding remains at a very low level, decreasing from 0.17 per
cent in the September quarter to 0.14 per cent in the December quarter (Chart 9).

e Loans that are between 30 and 89 days-past-due but not impaired - which can be
viewed as a leading indicator of loans that may become non-performing - totalled $8.4
billion as at December 2021 (Chart 10). This represented an 8.1 per cent decrease over
the quarter. Overall, these loans remain low on a relative basis (0.4 per cent of total
residential mortgage loans outstanding) and below pre-pandemic levels.

Chart 9: New non-performing loans during the quarter
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Chart 10: Residential mortgage loans 30-89 days past due but not impaired
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Other residential mortgage indicators

e The value of funds in offset accounts continued to increase, rising by 4.4 per cent over
the quarter and reaching a historical high of $231.7 billion as at December 2021.
Growth in these accounts is supported by low interest rate, reduced consumer
spending and government support payments associated with the pandemic.

e The weighted average variable interest rate of new housing loans decreased slightly
by 0.1 percentage point to 2.6 per cent over the December quarter. However, the
weighted average interest rate applied by ADIs in serviceability assessments increased
by 0.2 percentage points to 5.6 per cent over the December quarter (Chart 12). This is
mainly driven by increases to ADIs" serviceability assessment rate buffer from 1
November 2021 in response to APRA’s October 2021 letter to ADls, noting this was only
in effect for part of the quarter.
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Chart 11: Balances in offset accounts
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Chart 12: New residential mortgage loans funded - weighted average interest

rates
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Commercial real estate

ADls" commercial real estate lending growth continued to be strong. Commercial property
limits increased by 3.1 per cent over the quarter and by 9.3 per cent over the year to December
2021, with total limits reaching $392.6 billion as at 31 December 2021 (Chart 13). Lending
growth in land development/subdivisions and industrial sectors were the strongest over the
quarter, rising by 8.7 per cent and 7.8 per cent respectively. The commercial property
impairment rate (impaired assets to exposures) decreased from 0.2 per cent to 0.1 per cent
over the quarter, reaching a 16-year low.

Chart 13: Commercial property exposures and limits
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Chart 14: Commercial property impaired exposures
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