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Construction industry outlook

The construction industry has grown by 3% pa over the past five
years although this general growth rate masks divergent growth
rates between sectors.

Engineering construction has risen to prominence in recent
years on the back of unprecedented private sector investment
by the resources sector and public sector investment in major
infrastructure projects.

This sector has had mixed fortunes. Demand for commercial and
industrial construction plummeted in the wake of the GFC, but fiscal
stimulus measures drove significant growth in school construction.

Despite strong population growth, residential construction has
declined in recent years due to prevailing economic conditions and
a winding back of government subsidies for home buyers.

The outlook for the construction industry is difficult. Whilst
residential and commercial construction activity is forecast to
return to grow modestly, the end of the BER stimulus will drive
institutional building activity down. Demand from the mining boom
will continue to underpin engineering construction activity but there
is some uncertainty over the value of new mining projects due to
come on stream.
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Non-residential construction.

Non-residential construction is a $26 billion
division representing 10% of the overall
construction industry. The sector has had mixed
fortunes. Demand for commercial and industrial
construction plummeted in the wake of the GFC,
but fiscal stimulus measures drove significant
growth in school construction.

Non-residential construction (comprising institutional and
commercial and industrial construction) has grown by 1.1% pa
over the past five years. This is below the overall construction
industry growth rate of 3.0%).
Non-residential construction revenue.

$26 billion

Revenue (2011/12)
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1.1%
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Institutional sector.

Commercial and industrial sector.
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Non-residential construction– key demand drivers

Public sector
capital expenditure

The federal government stimulus funding of
primary school refurbishment (BER) was a key
driver of growth in institutional construction in
recent years.
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Strong
Growth

Population

Net population growth has exceeded 400,000 per
annum over recent years, which is almost twice
the long-term average. This has helped support
(primarily public sector) investment into institutional
buildings such as hospitals, education facilities,
community health and childcare centres.

Moderate
Growth

Household
consumption
expenditure

Growth in household consumption expenditure
drives growth in retail sales and usually indicates
growing demand for broader commercial goods
and services. This stimulates investment in the
construction of retail buildings and other
commercial buildings such as hotels and
recreational buildings.

Moderate
Growth

Ageing of existing
building stock

The ageing of existing building stock is an
important determinant of construction activity.
The need to upgrade or replace institutional
buildings can be a major demand contributor, as
can the need to repair or replace buildings
following natural disasters such as cyclones and
floods. Office construction can also be driven by
technological and environmental developments
which drive demand for ‘green’ or ‘smart’ office
developments.

Moderate
Growth

The private sector is a key determinant of
demand. During the GFC and its aftermath,
private sector demand fell away.

Moderate
Decline

Office and retail occupancy rates impact rental
yields. High occupancy rates help sustain high
yields which, in turn, attract further private sector
investment to fund further construction activity.

Moderate
Decline

Private
non-residential
capital expenditure

Occupancy rates and
property yields

The demand for commercial construction plummeted as private
sector funding dried up following the GFC.
Commercial sector.
Commercial and industrial construction is highly
sensitive to the economic cycle. From a peak of
$20.0 billion in 2008, the sector has contracted
by 3.6% per annum over the past five years and
currently has revenue of $14.8 billion. The late
2000s witnessed a fall away of private investment
into the commercial and industrial sectors as
investor confidence and availability of funding
both contracted following the GFC.
Since the GFC, property developers have largely
withdrawn from the oversupplied commercial and
retail property markets and a number of major
projects have been deferred or cancelled.
Contractors continued to enjoy strong demand
from large-scale office developments and
mixed-use commercial building projects until
2008. But once these projects were completed,
the deferral of pending projects left a vacuum in
activity levels. The decline in new construction
projects prompted many industry players to focus
their attention on the more attractive institutional
construction space. This mitigated some of the
negative impact and stabilised activity levels
and cash flow.

Office.
30%
20
10
0
-10
-20
-30
-40
2006

2007

2008

2009

2010

2011

2012

2008

2009

2010

2011

2012

2008

2009

2010

2011

2012

2009

2010

2011

2012

Source: ABS, IBISWorld.

Retail.
20%
10
0
-10
-20
-30
2006

2007

Source: ABS, IBISWorld.

Hotel.
20%
10
0
-10
-20
-30
-40
2006

2007

Source: ABS, IBISWorld.

Entertainment.
30%
20
10
0
-10
-20
2006

2007

Source: ABS, IBISWorld.

2008

6

By contrast the BER stimulus had an enormous impact on
schools construction and helped drive a 7.5% pa growth in
institutional building construction over the past five years.
Institutional sector.
The BER injected around $15 billion into educated
related construction. Without this injection the
non-residential construction sector would have
felt the full brunt of the GFC and company
failures would have resulted.
In addition to the targeted BER package, the
sector has benefitted from the healthy state of all
tiers of government budgets, allowing significant
public investment in institutional buildings.
Around the same time, population growth and
demographic shifts have driven demand for the
construction of new schools, child care centres,
aged care centres and hospitals. The past five
years has seen the construction of a number of
major healthcare developments, including the new
Royal Children’s Hospital in Melbourne, the staged
development of several hospitals in Western
Australia and a new acute services building for
the Royal North Shore Hospital in Sydney.
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Non-residential construction – competitive landscape.

Competition

Barriers to entry

Regulation

Concentration

Source: KordaMentha, IBISWorld.

Most non-residential construction projects are
complex and of a large scale. As such, the pool
of competitors tends to be fairly low and the
basis for awarding tenders is weighted toward a
range of factors including reputation, expertise
and perceived ability to complete the project on
time and on budget, rather than price alone.
The basis for competition varies depending upon
the nature of the construction project. Factory
construction is specialised and this allows
opportunities for smaller, focused developers to
compete with the larger players. Hotel
construction, by contrast, tends to be dominated
by national firms, particularly with the
construction of four and five star hotels.
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High

The size and track record of existing larger firms
acts as a deterrent to potential newcomers. The
tendering process focuses on reputation and track
record and newcomers often lack the credentials
to effectively compete. A further deterrent is the
requirement for firms undertaking public sector
contracts to hold international quality management
accreditation such as ISO 9001.

Medium

Planning and regulation typically involves many
tiers of governments and a range of statutory
bodies. Industry participants are required to
comply with a multitude of regulations, ranging
from OH&S and safe work place conditions to
building standard, pollution and competing land
usage legislations.

Medium

The sector has a relatively low concentration of
ownership (the four largest firms account for
less than 15% of overall revenue) but it is less
fragmented than other construction sectors. 175
firms (5% by number) account for around 75% of
overall revenue and as only the larger firms have
the resources and expertise to tender for largescale projects, they typically exert moderate
control. The trend is for concentration to
increase through acquisitions and mergers
within the industry.

Low

A construction company typically commences business as a
pure play builder. Some shift towards higher value (and risk)
development work. Understanding a company’s position in the
construction lifecycle is key to the identification of risks to its
financial and operational performance.
High risk

Moderate risk
Low risk
• Design risk
• Timing risk (weather)
• Union / OH&S risk
• Subcontractor risk
•	Credit risk (developer
failure)

Undertake construction
only

Builder

•
•
•
•

Design risk
Timing risk (weather)
Union / OH&S risk
Subcontractor risk

• Quality of partner
• Lack of control
•	Cost overrun / profit
share disputes

• Design risk
• Timing risk (weather)
• Union / OH&S risk
• Subcontractor risk
• Quality of partner
• Lack of control
•	Cost overrun / profit
share disputes
• Feasibility risk
• Development approvals
• Financing risk
• Marketing risk

Undertake construction
and contribute equity
via margin or JV

Undertake construction
and development
activity

Builder/project
equity contributor

Builder/developer

Source: KordaMentha.

Diversifications ‘out of market’.
A common risk is a trend amongst property players to diversify into areas outside of core
expertise (for example, industrial to civil). Moving into new markets without sufficient
investment in new resources generally increases the risk of loss leading bids, cost overruns
and delays.
Further fallout is expected in builder turned developer cases where higher project risk profiles
are not supported by in house skills and experience.
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Contacts
Melbourne

Sydney

Perth

Level 24
333 Collins Street
Melbourne 3000
Victoria Australia

Level 5 Chifley Tower
2 Chifley Square
Sydney 2000
New South Wales, Australia

Level 11
37 St Georges Terrace
Perth 6000
Western Australia, Australia

Tel: +61 3 8623 3333
Fax: +61 3 8623 3399

Tel: +61 2 8257 3000
Fax: +61 2 8257 3099

Tel: +61 8 9220 9333
Fax: +61 8 9220 9399

info@kordamentha.com

info@kordamentha.com

info@kordamentha.com

Singapore

Adelaide

Brisbane

30 Robinson Road
Robinson Towers
#12-01
Singapore 048546

Level 4
70 Pirie Street
Adelaide 5000
South Australia, Australia

Level 14
12 Creek Street
Brisbane 4000
Queensland, Australia

Tel: +65 6593 9333
Fax: +65 6593 9399

Tel: +61 8 8212 6322
Fax: +61 8 8212 2215

Tel: +61 7 3338 0222
Fax: +61 7 3338 0298

sing.info@kordamentha.com

info@kordamentha.com

info@kordamentha.com

Townsville

New Zealand

Level 6
75 Denham Street
Townsville 4810
Queensland, Australia

Level 16 Tower Centre
45 Queen Street
Auckland 1010
New Zealand

Tel: +61 7 4724 5455
Fax: +61 7 4724 5405

Tel: +64 9 307 7865
Fax: +64 9 377 7794

tsv.reception@kordamentha.com

nz@kordamentha.com
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