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Construction industry outlook

The construction industry has grown by 3% per annum 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 modest growth, 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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Construction industry outlook.

The outlook for the construction industry is
difficult. Whilst residential and commercial
construction activity is forecast to return to
modest growth, 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.

Construction Industry outlook.

$255 billion
Revenue (2011/12)

$278 billion
Revenue (2016/17)
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1.7%

Annual growth (20012-17)
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The rate of growth in construction activity is
projected to moderate over the next five years,
with average annual growth reducing from 3.0%
to 1.7%. A slowing of resource and energy
construction projects and the end of the BER
fiscal stimulus will drive the reduction in growth.
However, towards the end of the five year period
an increase in residential and commercial
construction activity is projected to partially offset
this. A potential downside risk for construction
activity over this medium term will be the speed
and severity of the slow down in resources and
energy construction projects and the potential
impact of adverse macro economic conditions
causing a delay in non-mining investment.
The construction industry will continue to face
other challenges beyond activity levels. Supply
constraints and rising input costs will continue to
reduce margins. Reflecting the robust resource
and energy sectors, 63% of construction
businesses participating in a survey undertaken
by the Australian Constructors Association
reported either major or moderate difficulty in the
recruitment of qualified labour. This position is
not expected to improve in the short term, with
70% of construction businesses expecting to
experience recruitment difficulties over the next
six months.
The rise in supply side constraints is reflected in
upward pressure on a range of input costs. The
position is likely to continue until resource and
energy activity eases and supply and demand
returns to a normal position.
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5.1

Engineering construction
outlook.

The powerhouse of construction growth
during the past five years will continue to drive
historically high levels of activity. Although the
pace of growth will moderate, the sheer volume
of resource and energy construction projects
in the pipeline should not be underestimated.
However, most commentators expect resource
driven construction activity to peak over the next
few years.

Engineering construction outlook.
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The strong historic growth in engineering
construction is projected to lessen over the next
five years. Whilst this is largely due to a moderation
in new mining related construction projects
beginning, the current construction pipeline
should not be underestimated. Despite largely flat
line growth over the next five years, engineering
construction activity will continue at historically
high levels.

$81 billion

Revenue (2011/12)

$80 billion

Revenue (2016/17)

BHP’s recent decision to defer the $30 billion
Olympic Dam project in South Australia, and
announcement of its first fall in profit since the
GFC, may have prompted some commentators
to claim the resources boom is over, but the
numbers suggest otherwise.

8.3%

Annual growth (2007-12)

-0.3%

Annual growth (20012-17)

Engineering construction revenue.
Heavy industry & other non-building

Road & bridge

According to a recent update by the Bureau of
Resources and Economics, the value of ‘advanced’
mining and energy projects currently amounts to
$261 billion. Add to this ‘less advanced’ projects,
and the total exceeds half a trillion dollars. To put
this in perspective, the cumulative investment in
mining and energy projects since 2000 has been
around $138 billion. Whilst many of these projects
may not come to fruition (particularly given the
deteriorating global economic environment) there
is clearly considerable demand remaining.

Engineering construction growth
(annual growth over five years).
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Whilst continued demand from the mining boom is forecast to
underpin engineering construction activity over the next five years,
there is moderate uncertainty in relation to the value of new
mining projects due to begin over the short and medium term.

Private engineering construction.
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Mining projects (half year $b).
New projects.

At construction.
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Deferred.
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Source: Cordell Construction Industry Update and Outlook.

Private engineering construction is forecast to
continue to grow over the medium term, due in
no large small part to the mining boom in
Western Australia and Queensland.
Whilst non-residential and residential construction
activity is forecast to improve, the signs of
recovery for these divisions is still tentative and
the fortunes of the construction industry generally
will remain highly dependent upon engineering
construction. Mining accounts for over 40% of all
projects under construction.
Whilst the value of mining projects entering
construction continues to rise ($22.0 billion in the
half year to March 2011 compared with $17.6
billion in the previous year), there has been a
troubling decrease in new projects entering initial
regulatory approval and financing stages. Over
the course of 12 months the value of such
projects have fallen by over half, from
$43.8 billion in the half year to March 2010 to
$19.5 billion in the half year to March 2011. If this
trend pre-empts a slowing in the volume of new
mining projects, then the value of new mining
projects entering construction in the medium
term is likely to come under pressure.
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Over the next five years demand from mega infrastructure
projects will decline with the completion of several large scale
energy projects.
Growth in infrastructure construction (% annual change).
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Demand from electricity
construction projects will
reduce over the next five
years but activity will still
remain at historically high
levels due to ongoing
population growth and the
shift toward renewable
energy sources. Current
projects such as power
station developments in
Perth and Port Augusta,
SA and four projects in
Victoria underpin demand
over the next few years.
Projects awaiting final
approvals include the
Mount Piper power station in
Lithgow, NSW ($2 billion),
Bayswater B in NSW
($2 billion) and Bluewaters
power station in WA
($1 billion).

Following an
unprecedented growth in
demand over the past five
years, demand from water
and sewage infrastructure
projects is projected to flat
line over the next five
years. Demand in the short
term will continue from
existing projects such as
the Wonthaggi desalination
plant in Victoria ($3.1
billion) and the Western
Corridor Recycled Water
Project in Queensland ($1
billion). Longer term, the
level of demand will
depend on whether a
number of potential
projects proceed.

Demand from energy and
minerals projects is
anticipated to follow a
similar trajectory to
demand for water and
sewage infrastructure
projects. However, whilst
demand is not expected
grow, new developments
coming on stream over the
next five years will maintain
construction activity at
near record levels. Major
projects include the
construction of a second
gas pipeline from the North
West Shelf to onshore
Western Australia
($800 million) and a gas
pipeline from Victoria to
Tasmania ($100 million).

growth

growth

growth
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5.2

Non-residential
construction outlook.

Non-residential construction activity is projected
to grow moderately over the next five years,
although this masks divergent trends within
the sector. The withdrawal of the BER stimulus
will cause a sharp contraction in institutional
construction, but this will be more than offset
by a resurgence in demand for commercial and
industrial construction.

Non-residential construction outlook.
Non-residential construction activity is projected
to grow by 2.2% per annum over the next five
years compared with more modest growth of
1.1% per annum over the prior period. The
increase will be driven by commercial
construction, which will overtake industrial
construction as the key sector driver.

$26 billion

Revenue (2011/12)

$29 billion

Revenue (2016/17)

1.1%

Annual growth (2007-12)

2.2%

Annual growth (20012-17)

Non-residential construction revenue.
Commercial & industrial

Institutional
Actual

$30b
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Projected

The projected increase in non-residential
construction activity is supported by recent
activity in capital markets. Whilst the GFC led to
the exit of a large number of sophisticated and
institutional structured lenders, some commentators
highlighted a recent strengthening in the supply
of mezzanine capital. According to Stamford
Capital Australia, “there has been a shift from
capital providers, for larger structured debt
pieces ranging from $5 million to $50 million”.
This shift appears to be fuelled by capital seeking
higher quality credit exposures.

Non-residential construction growth
(annual growth over five years).
Historical

Projected
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Commercial and industrial building activity is projected to
rebound over the next five years, with anticipated annual
growth of 5% (compared with an annual decline of 3.6% over the
previous five years).
Commercial sector.
The turnaround in fortunes for the sector will be
driven by improving liquidity conditions and
growth in the domestic economy driving
consumer and business spending.
The main drivers of growth will be office, hotel
and retail store construction (5% to 10% per
annum) and, whilst this will moderate toward the
end of the next five years, unlike residential and
institutional construction demand, it is forecast to
continue with positive growth.
Demand for office construction will be driven by
the replacement and refurbishment of ageing
office stock and a number of landmark projects
such as the Central Park, Sydney development,
the $220 million development at 150 Collins
Street, Melbourne and the construction of a new
office tower at 171 Collins Street, Melbourne.
Whilst a number of major retailers recently
announced plans to downsize their store
network, retail construction is still projected to
grow by 5% per annum over the medium term.
Construction of large scale ‘big box’s stores for
Bunnings and Masters, and the expansion plans
of major retailers such as Woolworths and IKEA,
will supplement underlying growing demand on
the back of renewed discretionary spending as
general economic conditions continue to improve.
Hotel and entertainment construction is forecast
to rebound with annualised growth of 3.9% over
the next five years although a subdued outlook
for both domestic and internal tourism will ensure
activity levels remain well below those witnessed
in the late 2000s.
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Retail construction (% annual change).
20%

Actual

Projected

10
0
-10
-20
-30
06

07

08

09

10

11

12

13

14

15

16

17

Hotel construction (% annual change).
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Entertainment construction
(% annual change).
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The withdrawal of the BER stimulus (the largest funding
stimulus program in Australian history) will decrease
institutional building construction activity by 1.5% per annum
over the next five years, compared with annualised growth of
7.5% over the past five years.
Institutional sector.
Investment in educational building construction is
expected to plummet 44% over the next three
years as activity driven by the BER stimulus
comes to an end. However, conditions are
expected to improve somewhat toward the end
of the five year period as educational building
funding returns to normal, pre-stimulus, levels.
The impact of the BER withdrawal will be partially
mitigated by improved activity in health and aged
care. Investment into healthcare building is
expected to maintain strong growth over the
short term due to major projects such as the
$1.78 billion Gold Coast University Hospital, the
$1.2 billion Queensland Children’s Hospital in
Brisbane, the $650 million redevelopment of the
Box Hill Hospital in Melbourne and the $1.0 billion
Victorian Cancer Centre.
In addition, growth will be further supported by
federal assistance directed toward the construction
of aged care facilities and the government’s
increased commitment to fund rural health
facilities.

Institutional construction revenue.
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Projected
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5.3

Residential construction
outlook.

As engineering construction growth progressively
falls away over the next five years, residential
construction activity is projected to take its place
as the major growth driver for construction
activity as a whole.

Residential construction outlook.

14

Residential construction activity is projected to
grow 4.6% per annum over the next five years
compared with negative growth of 1.1% per
annum over the most recent five year period. The
turnaround in growth prospects will be driven by
the increasing deficit of new house stock versus
population growth and improvements in housing
affordability and availability of finance.

$42.1 billion
Revenue (2011/12)

$52.8 billion
Revenue (2016/17)

-1.1%

Annual growth (2007-12)

4.6%

Annual growth (20012-17)

However, the good news story will not be shared
equally by all states. The growth projections
largely reflect an assumption that state-level
reform in New South Wales and Queensland
occurs and boosts confidence and new housing
supply, together with a nascent turnaround in
Western Australia.
New South Wales and Queensland have been
significant underperformers over the past five
years but there are growing indications that the
necessary conditions for recovery are
assembling.
By contrast, Victoria has been a standout
performer. Even with new home starts beginning
to decline in the state, Victoria is still building
70% more homes per quarter than New South
Wales and in 2011 Victoria built around 40% of
all homes in Australia, despite only accounting
for 26% of population. Given the historically high
level of construction activity, Victoria has the
greater downside risk.

Residential construction revenue.
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Source: IBISWorld.

House construction activity is projected to return to the long
term trend, with annualize growth of 4% over the next five years.
Population growth vs new houses.

The return to growth (following five years of
annualised decline of 2.5%) will be driven
predominantly by demand pressures resulting
from recent population growth. Population growth
in recent years has exceeded 400,000 per
annum and the average over the past five years
(387,000) is 57% higher than the previous five
year average (246,000). Housing supply has not
kept up with demand, resulting in growing unmet
demand.
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Source: ABS.

Change in new housing starts.
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As outlined in part four of our Construction paper
series, housing construction activity has been
limited by factors such as availability of financing,
housing affordability and planning and regulatory
hurdles.
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Single unit housing starts.
Actual

Projected
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According to National Housing Supply Council
projections, 3.2 million additional dwellings will
be needed to meet underlying demand by 2030.
Based on current supply projections, the gap
between supply and demand will grow to over
300,000 dwellings by 2014 and, by 2030, the gap
will exceed 600,000.
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These constraints are projected to soften in the
face of growing unmet demand, resulting in
increased housing starts. From a current base of
90,500 single-unit housing starts, activity is
projected to increase to 110,250 by 2016, before
falling off slightly in 2017 and beyond as unmet
demand is satisfied and availability of finance
tightens following the typical four to five year
cycle in housing investment.
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Multi unit apartment construction activity is also forecast to
rebound over the next five years, with annualised growth of 6%.
Rental growth attracting investment.
Index 1100
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Multi unit housing starts.
Projected
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Demand is projected to soften toward the end of
the medium term as housing affordability
increases. This follows the typical housing
investment pattern.
There are likely to be regional exceptions to this
pattern. Whilst Sydney, southern Queensland and
Western Australia all have significant housing
shortfalls, Victoria and South Australia have more
modest shortfalls and the demand uplift will
therefore be lower in these two states.

Source: IBISWorld.

Actual

As rental yields continue to improve, the market
is increasingly attractive to investors and, over
the next five years, investment inflows are
projected to lift multi unit apartment starts from a
current rate of 50,500 to 67,000 in 2015. Strong
investment demand will likely flow from Singapore
and Hong Kong in particular (which currently
account for around 30% of market investment).
The increased pace of activity will be supported
in the near term by a number of large-scale
landmark developments. The continuing trend
toward high-density residential developments (in
part due to increasing land prices locking first
home buyers out of the single unit market) will
also provide support.

30

-30

Subdued construction activity, combined with a
growing population, has resulted in incurred
unmet demand in the residential rental market.
This is reflected in record low vacancy rates and
rental growth outpacing CPI.
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Notwithstanding lower projected demand, current
and planned apartment construction in Melbourne
is projected to lift commencements from 1,800
units per year to around 2,800 by 2014. This is
above the long term average of around 1,600 per
annum and, concerningly, above projected
demand of around 1,500 per annum. As such, new
supply is projected to push the Melbourne market
into oversupply, with a resultant increase in
vacancy rates.

16

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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