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Building Approvals Thursday, 6 January 2011

• The weak recovery in building approvals stumbled in November. Total approvals
declined 4.2% after a strong jump of 8.3% in October.

• Overall, today s figures suggest the upward trend in housing activity so far has been a
fickle one. Developers and potential homeowners are being challenged by higher
interest rates and building costs.

• Moving forward, we expect building approvals to pick up in coming months due to the
growing shortage of housing. However, higher interest rates last year and the
prospect of further rate hikes later this year may dampen the size of the recovery.
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Much of the weakness in the month in building approvals can be found in other dwellings ,
mostly apartments, which fell 7.7%. A decline was expected following a very large 22.2%
increase in the previous month. On a trend basis this segment is positive and in time we
would expect it to strengthen further with demand in the major capital cities outstripping
supply. Over the last six months there has been a noticeable pick-up in the development of
buildings with four or more storeys (which makes up the greater proportion of apartments).

Private housing also fell 1.7% after expanding 0.8% in October. The slowdown in private
housing is continuing but it is not as deep as it was earlier in the year when a large part of the
government s first-home buyer s scheme was removed. Private housing approvals is being
constrained due to the lack of new land releases in Sydney and other capital cities as well as
more difficult planning processes.

There is disparity among the States. Total building approvals fell in NSW (-13.4%),
Tasmania (-15.6%) and South Australia (-2.7%). Meanwhile, Western Australia (+7.1%),
Queensland (+3.3%) and Victoria (+3.1%) registered gains in approvals.

In the past year, approvals have eased sharply in all states except for Victoria, where they are
4.9% higher (QLD 24.6%, NSW 19.4%, TAS 18.5%, SA 11.6%, WA 4.9%).

Overall, today s figures suggest the upward trend in housing activity so far has been a fickle
one. Developers and potential homeowners are being challenged by higher interest rates and
building costs. This is limiting supply and putting upward pressure on house prices. The ratio
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of new people to new dwellings continues to be stretched in most capital cities, particularly
Sydney.

The housing market represents a risk to growth going forward. While house prices have
flattened out in recent months they are still exceptionally high, representing a strain on many
existing or potential household budgets. The muted supply response will probably support
high prices while also risking greater upward pressure on rents. As the economy becomes
increasingly dependent on the commodity cycle via the record lift in the terms of trade any
external shock to the economy also potentially makes the housing market vulnerable to
correction.

The value of non-residential building approvals (in seasonally adjusted terms) rose 1.4% in
November after flat outcomes in the prior two months. Much of this was due to increases in
WA, SA and VIC while there were losses in NSW and QLD. Non-residential approvals have
suffered a downtrend since mid 2009.
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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.

mailto:dedab@stgeorge.com.au
mailto:kingk@stgeorge.com.au
mailto:heffernanj@stgeorge.com.au
mailto:tanam@stgeorge.com.au

