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National construction activity deteriorated in August 2006
following moderate growth in previous months.

The seasonally adjusted Australian Industry Group/ Housing
Industry Association Performance of Construction Index
(Australian PCI™) declined by 7.1 points in August to 45.6 (below
the 50.0 points level separating expansion from contraction).
Firms linked the deterioration in construction business to the
two recent interest rate rises, and the flow-on effects of reduced
activity and new orders.

The decline in the index reflected falls across all four sectors
monitored, although the level of weakness was most pronounced
in the apartment market.

Activity, new orders, and employment all declined from positions
of growth in the previous month.

The rate of increase in construction material (input) costs remained
at a high level, although growth eased slightly for the second
consecutive month, reflecting the lower demand pressures.
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m National construction activity deteriorated in August 2006
following moderate growth in previous months. 65 4
B The seasonally adjusted Australian Industry Group/ Housing
Industry Association Performance of Construction Index 60 - o
(Australian PCI™) declined by 7.1 points in August to 45.6 (below %
the 50.0 points level separating expansion from contraction). 3 s E
m Firms linked the deterioration in construction business to the <
two recent interest rate rises, and the flow-on effects of reduced %
activity and new orders. £ %
B The decline in the index reflected falls across all four sectors 2
monitored, although the level of weakness was most pronounced 45 §
in the apartment market. g
m  Activity, new orders, and employment all declined from positions 2 <
of growth in the previous month. L 8 8 8 8 8 8 8 8 8 8 g
m The rate of increase in construction material (input) costs remained E § 3 8 5 8 - g g 3 g
at a high level, although growth eased slightly for the second
consecutive month, reflecting the lower demand pressures.
CONSTRUCTION ACTIVITY 60 4
m In seasonally adjusted terms, the activity sub-index fell 7.9
points in August to 46.4, the sharpest fall recorded in the last 2
12 months. 551 8
B The deterioration follows a recovery phase during the three 3 2
months to July 2006, with the rate of expansion now at its 2
weakest level since April 2006. 5 50
m The total value of activity from all Australian construction projects ?2
(houses, apartments, commercial and engineering) fell for the first E‘
time in four months. 4 ¢
m A continued decline in apartment building and house building a
activity, combined with an easing in engineering construction i
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ACTIVITY BY SECTOR s y
B House building activity (seasonally adjusted) fell by 1.2 points 70
in August to 48.3. This follows a slight deterioration in activity 65 - 2
during July (after a strong upturn in June) and indicates that the g
two interest rate rises since May have acted to moderate activity. 3 g0y g
B With investor demand at a low ebb, particularly in Sydney, the E 55 M
index for apartment activity declined to 30.5, the weakest level of % 50
all sectors. £ sl o~/ N
B Engineering construction registered the sharpest decline in ;‘
activity, albeit from a high level, the sub-index falling 12.8 points a0 = ¢
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CONSTRUCTION ACTIVITY

In seasonally adjusted terms, the activity sub-index fell 7.9
points in August to 46.4, the sharpest fall recorded in the last
12 months.

The deterioration follows a recovery phase during the three
months to July 2006, with the rate of expansion now at its
weakest level since April 2006.

The total value of activity from all Australian construction projects
(houses, apartments, commercial and engineering) fell for the first
time in four months.

A continued decline in apartment building and house building
activity, combined with an easing in engineering construction
growth from a high base, were the main negative influences on
activity growth.
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ACTIVITY BY SECTOR

House building activity (seasonally adjusted) fell by 1.2 points

in August to 48.3. This follows a slight deterioration in activity
during July (after a strong upturn in June) and indicates that the
two interest rate rises since May have acted to moderate activity.
With investor demand at a low ebb, particularly in Sydney, the
index for apartment activity declined to 30.5, the weakest level of
all sectors.

Engineering construction registered the sharpest decline in
activity, albeit from a high level, the sub-index falling 12.8 points
in August to 52.8.

Expansion in commercial construction activity moderated, the
index falling 5.8 points to 50.9.
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NEW ORDERS
m New orders (seasonally adjusted) declined sharply in August 2
2006, underpinning the contraction of the Australian 60 §
PCI™ and signalling further weakness in activity in the %XJ =
months ahead. § 50
® In unadjusted terms, new orders fell 11.6 points in August to E
40.3, following the previous two months of growth. a o
B It was the sharpest fall in new orders sub-index since the 40 'g
start of the series in September 2005, and the most subdued §
reading over this 12 month period. {
* 8 8 8 8 8 8 8 8 8 8 8 8
NEW ORDERS BY SECTOR ” 18
m Rates of growth in new orders were negative (below the 50 é
50.0 mark) across all construction sectors in August.
B The apartments market registered the most substantial rate s Or
of contraction with an index reading of 28.5. E o
m For commercial building and engineering construction, the 3 or %
indices stood at 41.0 and 38.0 respectively, to be in a range £ sl E
of 1-2 points of the national rate of decline in new orders
(the aggregate of all four sectors). 10k
® The house building sector registered an index reading
of 47.7, implying higher relative strength in the pipeline 0 ! ! ! —Y
of work for this sector. This is consistent with the recent Aug 06
improvement in detached house approvals. Houses (Seasonally Adjusted) M Apartments (Seasonally Adjusted)
B Commercial (Seasonally Adjusted) Engineering (Seasonally Adjusted)
EMPLOYMENT nor 4
m Reflecting the deterioration in overall activity, employment ol
(seasonally adjusted) contracted in August 2006, following o
an easing in the rate of expansion in July. < 60 g
B A weakening in house and apartment building in particular, E g
saw the employment sub-index fall by 4.6 points to 46.8. § 55
m This was the third weakest reading over the past year, and £
19.3 points below the peak of December 2005. S 50
m Employment levels have now contracted in three of the past s g
five months. §
40 T v
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DELIVERIES AND INPUT COSTS °r 1
m The deterioration in work levels is reflected in weak levels of a5
supplier deliveries in August. 80 |-
m The supplier delivery sub-index fell slightly by 0.5 points g 5 -%”
0 52.6. o -
m  Construction cost increases remained strong, moderating § 65~
only slightly in August. The sub-index edged down to 87.7 a 6o
from 88.0 in July 2006, and a 12 month high of 88.7 in 55 >
June 2006. %0 H
m  Almost three quarters of firms (73%) reported increases in iz l§
the month, while only 2% reported decreases. 2 8 8 8 8§ 8 8 8§ 8 8 § 8
= Deliveries Input Prices
NATIONAL INDEXES
Aug 06 July 06 Jun 06 May 06 Apr 06 Mar 06 Feb 06 Jan 06 Dec 05
AUSTRALIAN PCI 45.6 52.7 55.5 46.7 443 50.0 53.9 59.5 57.5
ACTIVITY 46.4 54.3 53.2 52.7 41.8 44.9 49.6 54.6 49.6
- HOUSES 48.3 49.5 55.2 38.0 37.2 49.0 54.9 58.7 46.6
- APARTMENTS 30.5 41.6 42.5 54.0 33.8 32.9 448 47.4 41.0
- COMMERCIAL 50.9 56.7 49.6 54.6 51.6 50.7 46.8 55.9 50.7
- ENGINEERING 52.8 65.6 60.7 68.4 434 41.6 48.6 52.6 57.7
NEW ORDERS 40.3 51.9 58.6 46.3 45.7 53.2 58.4 64.9 59.3
EMPLOYMENT 46.8 51.4 53.3 42.2 45.2 54.5 57.5 65.2 66.1
DELIVERIES 52.6 53.2 57.4 42.7 453 46.3 47.3 49.1 55.5
INPUT PRICES 87.7 88.0 88.7 77.3 67.0 67.9 75.5 74.0 85.3

Results are based on a sample of 120 companies.

* New monthly seasonal adjustment factors derived directly from an X-12 estimation process were introduced in April 2006.
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WHAT IS THE
AUSTRALIAN PCI™?

The Australian Industry Group
— Housing Industry Association
Australian Performance of
Construction Index (Australian
PCI™) is a national composite
index based on the diffusion
indexes for activity, orders/
new business, deliveries and
employment with varying
weights. An Australian PCI™
reading above 50 points
indicates construction activity
is generally expanding; below
50, that it is declining. The
distance from 50 is indicative of
the strength of the expansion
or decline.

More information can be
obtained from the Ai Group
web site www.aigroup.asn.au
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Disclaimer — The Australian
Industry Group provides
information services to its
members and others, which
include economic and industry
policy and forecasting services.
None of the information
provided here is represented or
implied to be legal, accounting,
financial or investment advice
and does not constitute
financial product advice. The
Australian Industry Group

does not invite and does not
expect any person to act or
rely on any statement, opinion,
representation or interference
expressed or implied in this
publication. The Australian
Industry Group has compiled
this information in conjunction
with information provided by
HIA. All readers must make
their own enquiries and obtain
their own professional advice in
relation to any issue or matter
referred to herein before
making any financial or other
decision. The Australian Industry
Group accepts no responsibility
for any act or omission by an
person relying in whole or

in part upon the contents of
this publication.
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