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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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Residential construction.

Residential construction is a $42 billion division
representing 17% of the overall construction
industry. Despite strong population growth,
the sector has declined in recent years due to
prevailing economic conditions and a winding
back of government subsidies for home buyers.

Residential construction, comprising house construction, multiunit apartment and townhouse construction, has declined by
1.1% pa over the past five years (compared with an overall
construction industry growth rate of 3.0%).

$42.1 billion

Residential construction revenue.

Revenue (2011/12)

$13b

11.6%

Profitability (2011/12)

-1.1%

Annual growth (2007-12)

17%

Overall construction industry

Multi-unit
apartment

$42b
House

$29b

Source: IBISWorld.
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Despite favourable demand drivers, residential construction has
declined over the past five years due to unfavourable economic
conditions and the withdrawal of government subsidies for home
buyers.

Population growth

Trends in population growth drive long term
demand for housing stock. Growth in recent
years has exceeded 400,000 per annum. Around
half of the growth has been driven by immigration,
which typically generates an immediate demand
for additional housing. Demographic trends, such
as the ageing of the general population, also
influence demand.

Moderate
Growth

Household formation

Household formation trends impact both overall
demand for housing stock and demand for
specific types of stock (apartments versus houses,
inner city versus suburbs etc). Recent trends
have pointed to smaller households with a
preference for inner city locations.

Moderate
Growth

Housing affordability

Housing affordability is a key driver of short term
demand for housing stock. In recent years
historically low interest rates, coupled with strong
employment and income growth, have resulted in
favourable affordability conditions. Although the
impact of this has been offset by the withdrawal
of government subsidies for homebuyers.

Moderate
Decline

Residential property
yields

Demand from residential property investors is
influenced by prevailing residential property
yields. These, in turn, reflect occupancy levels.
Property yields in recent years have steadily
improved, as growing demand has exceeded the
construction of new stock, but a loss of investor
confidence post GFC has restricted the inflow of
new investment.

Moderate
Decline
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New housing starts in the past five years (a key KPI for housing
construction) have been 9% below the average for the previous
five years, reflecting caution amongst private home buyers in the
face of fluctuating affordability.
Housing by sector.

Housing affordability index.
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Private home buyers form the bulk (93%) of
customers for the house construction industry. Of
these, around a quarter are first time buyers, who
are influenced by the availability of state and
federal government subsidies. The temporary
expansion of the First Home Owner Grant with the
Commonwealth First Home Owner Boost scheme
helped maintain demand from first time buyers.

Change in new housing starts.
25%

Housing affordability (a measure of house price
growth, wages growth and interest rates) is a key
determinant of demand. The escalation in
interest rates from early 2006 to 2008 reduced
affordability which, in turn, contributed to a 14%
decline in new housing starts in 2009.

Single unit housing starts.
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The resumption of interest rate increases in 2010
(in the absence of additional government
subsidies for first time home buyers) further
impacted affordability and demand.
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Multi-unit apartment construction is more exposed to the
general economic climate for private investment.
Investors versus private buyers.
Private
houses
Investor
houses

95%
5%

Private
apartments

60%

Investor
apartments

40%

Investment trends in the multi-unit apartment
sector tend to be similar to those in non-residential
construction. This is because multi-unit apartments
tend to be large projects with longer construction
phases than typical housing developments.
When you add to this the fact that around 40% of
purchasers of multi-unit apartments are private
investors as opposed to private buyers (compared
with only 5% of housing buyers), economic
factors impacting investment viability become
key determinants of construction activity.

Source: IBISWorld.

Change in multi-housing starts.

Over the past five years multi-unit apartment
construction has been subdued by relatively high
interest rates (up until the most recent easing) and
investment uncertainty in the wake of the GFC.
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Given the long lead times in funding, planning
and constructing multi-unit apartments, year on
year activity can be quite volatile (with significant
growth in 2010, for example, following a number
of years of relatively low or negative growth).
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Residential construction – competitive landscape.

Competition

The level of competition is high. Whilst price
competition is generally restricted to brackets
(targeting buyers in different socioeconomic
groups), within these brackets competition is
centered around design, quality, timeliness and
finance.
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High

The larger builders in particular have established
joint ventures with financial institutions to allow
them to offer financial packages and
inducements to prospective customers.

Regulation

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, including
OH&S and building standards.

High

Barriers to entry

Difficulties in obtaining warranty insurance are a
significant barrier to entry, particularly for smaller
prospective builders. Issues such as the reputation
of existing builders, access to subcontractors and
relationships with material suppliers also act as
deterrents.

Medium

Concentration

The sector has a relatively low concentration of
ownership, with the four largest homebuilders
accounting for less than 10% of overall construction
activity. By contrast, the 100 largest builders
account for around 40% of industry revenue.

Low

Source: KordaMentha, IBISWorld.

Construction distress is often difficult to diagnose given the
challenges in differentiating between long and short term
financial and operational performance issues.
Indicators of distress.

Balance sheet

Litigation and
contingent liabilities

• Thin capitalisation
• Insufficiently robust balance sheet
• Off balance sheet liabilities (including bonding)

• Profits locked up in disputes
• Weak litigation strategy and loss provisioning
• Delayed recognition of contingent liabilities

Profit and Loss

•
•
•
•

Falling new contracts win rate
Decline in project margins
Work in hand balances increasing
WIP manipulation

Bidding

•
•
•
•

Bidding for marginal business to build pipeline
Diversification beyond experience
Inadequate assessment of and provision for risk
Builder financing developers to win contracts

Cash

•	Cash burn v completion programme
•	Cash v profit profile (cash flow typically drops in final 30% of
construction activity)

Operational

• Multiple performance issues
• Reallocation of resources between projects to resolve issues
• Failure to downsize / flex cost base to match activity levels

Source: KordaMentha.
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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

This publication, and the information contained therein, is prepared by KordaMentha Partners and staff. It is of a general nature and
is not intended to address the circumstances of any particular individual or entity. It does not constitute advice, legal or otherwise,
and should not be relied on as such. Professional advice should be sought prior to actions being taken on any of the information.
The authors note that much of the material presented was originally prepared by others and this publication provides a summary of
that material and the personal opinions of the authors.
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