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Building Approvals
The Party is Not Quite Over Yet

e Building approvals surged 17.1% in January, continuing the extremely volatile run over recent
months. The jump followed a 20.6% decline in December and a 13.0% increase in November.

e Recent volatility has been driven by approvals in the private sector “other” dwellings category.
This category tends to be volatile as it includes lumpy apartment projects. Private sector “other”
dwellings jumped 42.2% in January, following a 39.7% decline in December.

e The sizeable increase in January was driven by a surge in approvals in NSW (29.7%) and Victoria
(21.0%), but followed large declines in December. Higher-density building has been more
prevalent in these States, driving recent volatility. Approvals in both these States continue to be
well above their long-run averages.

¢ Building approvals are continuing to trend sideways at an elevated level, suggesting residential
construction is set to remain buoyant over the next 12-18 months. However, a moderation in
house price growth is expected to flow through to a broader weakening in housing conditions,
including residential construction. High household debt levels and the regulatory measures
impacting investors are expected to influence housing demand. Nonetheless, ongoing strong
population growth and the solid labour market should mitigate the cyclical downturn in the
housing market.
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Building approvals surged 17.1% in January, continuing the extremely volatile run over recent
months. The jump followed a 20.6% decline in December and a 13.0% increase in November.
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Looking through recent volatility, approvals are pointing to residential construction staying at an
elevated level. The number of approvals at 19,851 in January was 9.7% lower than the peak in
August 2016, but 12.0% higher than a year ago.

As a trend, approvals were 0.1% higher in January, the first increase in four months.

Recent volatility has been driven by approvals in the private sector “other” dwellings category.
This category tends to be volatile as it includes lumpy apartment projects.

Private sector “other” dwellings jumped 42.2% in January, following a 39.7% decline in December
and a 32.2% increase in November.

Approvals in the less volatile private sector houses category declined 1.1% in January, but have
also stabilised at a high level. On a year ago, private sector house approvals were up 6.0% in
January.

By State

The sizeable increase in January was driven by a surge in approvals in NSW (29.7%) and Victoria
(21.0%), but followed large declines in December. Higher-density building has been more
prevalent in these States, driving recent volatility. Approvals in both these States continue to be
well above their long-run averages, suggesting housing activity is still buoyant in Sydney and
Melbourne.

Among other States, there were modest increases in Queensland (7.0%), Western Australia (2.3%)
and Tasmania (1.9%), while approvals declined in South Australia (-1.0%).

On an annual basis, there was double-digit growth in Victoria (22.5%), Queensland (24.5%) and
Tasmania (34.3%). NSW rose modestly, lifting 3.3%. Meanwhile, South Australia (-2.0%) and
Western Australia (-3.3%) were down in the year.

Outlook

Building approvals are continuing to trend sideways at an elevated level, suggesting residential
construction is set to remain buoyant over the next 12-18 months. However, a moderation in
house price growth is expected to flow through to a broader weakening in housing conditions
including residential construction. High household debt levels and the regulatory measures
impacting investors are expected to influence housing demand. Nonetheless, ongoing strong
population growth and the solid labour market will mitigate the cyclical downturn in the housing
market.
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The Detail

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 Bank of Melbourne has a contract to supply
Information, the supply of the Information is made under that contract and Bank of Melbourne’s agreed terms of supply apply. Bank of Melbourne
does not represent or guarantee that the Information is accurate or free from errors or omissions and Bank of Melbourne 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 Bank of Melbourne products and details are available. Bank of Melbourne 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. Bank of
Melbourne owns copyright in the information unless otherwise indicated. The Information should not be reproduced, distributed, linked or
transmitted without the written consent of Bank of Melbourne.
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