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DATA SNAPSHOT                                          

Building Approvals: Where are the Houses?       Monday, 4 July 2011 

• The number of building approvals for May was the lowest in nearly two years. They fell 
by 7.9% in May to be down 14.4% over the year.   The annual rate of decline in building 
approvals has now been in double-digit territory for five consecutive months. 

• The lacklustre growth in building approvals reflects the weakness in the housing 
market. Moderating house prices and high interest rates are clearly contributing to 
soft construction of new housing. This lack of new supply will exacerbate the current 
housing shortage.   

• A 20.1% drop in the more volatile private sector �other dwellings� category was behind 
the fall in May. On a positive note, private sector houses rose by 0.7%. Nevertheless, 
looking through the volatility, a weak trend remains intact.  

• Today�s data adds to evidence that the housing sector along with some other sectors of 
the economy are showing signs of strain and adds weight to the case for the RBA to 
keep rates on hold in coming months. We expect that the RBA will raise rates in 
October or November.    
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Detail: 

Total building approvals fell by 7.9% in May. This followed a 0.3% decline in April. Building 
approvals have decreased in four out of the past five months.  

Over the year to May, building approvals are down 14.4%.  The annual rate of decline in 
building approvals has now been in double-digit territory for five consecutive months. 

Behind the overall decline was a 20.1% fall in private sector �other dwellings�, which includes 
apartments and townhouses, while private sector house approvals rose 0.7% in May. This is a 
reversal of the trend over recent months, which has seen the volatile �other dwellings� 
component strengthen, and house approvals soften. 

The breakdown of the States shows sharp falls in NSW and VIC, while SA, WA and QLD posted 
increases.  

NSW building approvals fell 15.6% in May, the second consecutive double-digit decline, while 
in VIC, approvals fell 18.5% in May. In both these States, it was the volatile �other dwellings� 
component that fell sharply, while private sector house approvals actually rose in May. SA saw 
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its second monthly increase (up 5.7% in May) while in WA, approvals rose 3.0%.  

Approvals in Queensland rose a subdued 1.2%, after jumping 32.1% in April, following two 
hefty declines in the aftermath of the floods and cyclone Yasi. Approvals in QLD have now 
almost returned to their pre-disaster levels, although they are still down 21.9% on the year. 
Note that not all post-flood rebuilding will show up in the approvals data as some QLD 
councils are providing approval exemptions for some restorations as a result of accidental 
damage. 

Nevertheless, today�s building approvals data points to a weak trend in growth of building 
activity. It also provides further evidence that the housing market is faltering under the weight 
of higher interest rates. This has also been reflected recently in a softening of house prices. 
This ongoing weakness in dwelling approvals suggests the supply of new housing in Australia 
will be unable to keep up with demand. Population growth remains solid, sustaining 
underlying demand above current supply. Therefore the housing shortage in Australia is likely 
to continue for some time.  

Reserve Bank Outlook: 

The RBA has a firm tightening bias, given the mining boom and Australia�s high terms of 
trade. However, as today�s building approvals data indicates, some sectors of the economy are 
showing signs of strain, with interest rates already at slightly restrictive levels. Today�s data 
will add to the evidence that some sectors of the domestic economy are not sharing in the 
strong growth story, and add weight to the case for the RBA to remain on hold in coming 
months. We expect that the RBA will raise rates in October or November. 
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Chief Economist Besa Deda dedab@stgeorge.com.au (02) 9320 5854 
    
Senior Economist Josephine Heffernan heffernanj@stgeorge.com.au (02) 9320 5751 
    
Economist Janu Chan chanj@stgeorge.com.au (02) 9320 5854 
    

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The information contained in this report (�the Information�) is provided for, and is only to be used by, persons in 
Australia. The information may not comply with the laws of another jurisdiction. The Information is general in 
nature and does not take into account the particular investment objectives or financial situation of any potential 
reader. It does not constitute, and should not be relied on as, financial or investment advice or recommendations 
(expressed or implied) and is not an invitation to take up securities or other financial products or services. No 
decision should be made on the basis of the Information without first seeking expert financial advice. For persons 
with whom St. George has a contract to supply Information, the supply of the Information is made under that 
contract and St. George�s agreed terms of supply apply. St. George does not represent or guarantee that the 
Information is accurate or free from errors or omissions and St. George disclaims any duty of care in relation to the 
Information and liability for any reliance on investment decisions made using the Information. The Information is 
subject to change. Terms, conditions and any fees apply to St. George products and details are available. St. George 
or its officers, agents or employees (including persons involved in preparation of the Information) may have 
financial interests in the markets discussed in the Information. St.George owns copyright in the Information unless 
otherwise indicated. The Information should not be reproduced, distributed, linked or transmitted without the 
written consent of St. George. 
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