
Construction Declines Further  
Despite Lift in House Building
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Key Findings
■	 The national construction industry registered a further decline in 

July 2009, with the pace of contraction increasing for a second 
consecutive month.

■	 The seasonally adjusted Australian Industry Group/Housing Industry 
Association Performance of Construction Index (Australian PCI®) fell 
by 3.1 points to 39.5 in July to remain below the critical 50 points no 
change level for a 17th straight month.

■	 The reduction in activity levels was driven by a faster rate of decline 
in both the apartment and engineering construction sectors, while 
commercial construction also exhibited significant weakness. Falls in 
these sectors more than offset an upturn in house building activity, 
which posted growth for the first time since January 2008.

■	 Firms linked the decline to poor market conditions and low investor 
confidence which had resulted in a further scaling back of new project 
work, fewer opportunities to tender and delays in development 
activity. Residential builders, however, continued to cite the impact 
of low interest rates and the First Home Owners Grant as key factors 
supporting activity.

■	 On an aggregate industry basis both activity and new orders posted 
sharper declines in July, with this ongoing weakness in demand 
resulting in a steeper reduction in employment and incoming 
deliveries from suppliers.

Construction activity AND CAPACITY
■	 In seasonally adjusted terms, the activity sub-index registered 38.5 

in July. 
■	 This was 1.6 points below the index reading for June, pointing to a 

faster rate of contraction in industry activity.
■	 The main influences on this result were higher rates of contraction in 

apartment building and engineering construction, consistent with the 
recent sizeable fall-off in levels of incoming business.

■	 Reflecting the deterioration in work levels, the average rate of 
capacity utilisation registered 68.9% in July, down by 1.8 percentage 
points on the previous month.

Activity by sector
■	 House building exhibited further strength in July, the sub index rising 

by 7.9 points to 51.9 in July (following a more moderate pace of 
contraction in the previous two months), to signal growth in housing 
output for the first time in 18 months.

■	 Engineering construction activity registered a further, and 
accelerated, decline in activity with the sub-index declining by 6.1 
points to 35.0. Firms attributed this to weak private sector demand, 
the completion of existing projects and cutbacks on new projects.

■	 Apartment building activity also registered a further contraction in 
activity with the sub-index falling by 5.9 points to 29.4. This followed 
a substantial downturn in the previous month and indicates that 
funding constraints are still hampering activity.

■	 Commercial construction registered its 15th decline in the past 17 
months, with a sub-index reading of 38.3, although the pace of 
decline was virtually unchanged on the previous month.

www.markiteconomics.com

Supported by:
*Prepared by Markit Economics



What is the 
AUSTRALIAN PCI®?
The Australian Industry Group 
– Housing Industry Association 
Australian Performance of 
Construction Index (Australian 
PCI®) is a seasonally adjusted 
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.com.au

CONTACT
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New orders
■	 New orders (seasonally adjusted) contracted in July for a 17th 

consecutive month. 
■	 The new orders index registered 36.8, down by 2.1 points on June, 

to represent the second straight month that firms have reported a 
worsening in the rate of reduction in new business.

■	 The decline in new orders was mainly driven by falls in order 
intakes by firms engaged in the apartment building and 
commercial construction sectors.

■	 As a consequence of the fall in new orders, activity on an 
industry aggregate basis is expected to remain subdued during 
coming months.

New orders by sector
■	 New orders in house building registered a further decline, the index 

falling by 0.7 points to 43.2. However, this reading remained 25.3 
points above the low point of November 2008 to demonstrate the 
positive flow on impact of low interest rates and the First Home 
Owners Grant.

■	 Reflecting a continued scaling back in the project pipeline, new orders 
in engineering construction again fell, although the rate of decline 
eased slightly with the index rising by 1.1 points to 37.8. 

■	 For the apartment sector, new orders remained in negative territory, 
registering an 18th straight month of decline. Moreover, the index 
reading of 22.4 was 10.1 points below the previous month to signal 
an increase in the rate of contraction.

■	 New orders in the commercial sector also remained under pressure, 
the index declining by 4.3 points to 36.1, marking the 16th straight 
month of declines in incoming business. 

Employment and wages
■	 With most sectors continuing to report declines in workloads, 

employment posted a further fall in July.
■	 The employment sub-index in July registered 40.8, down by 5.5 

points on June’s reading, to signal a higher rate of job shedding.
■	 This was the 16th consecutive month that construction firms have 

reduced their workforces, reflecting persistent weakness in new 
order volumes.

■	 Growth in wages was reported at a slightly higher rate, the index 
registering 56.4, an increase of 2.8 points on the previous month.

Deliveries, Input Costs and 
Selling Prices
■ 	 Firms continued to respond to falling activity levels by scaling back 

their deliveries from suppliers.
■ 	 Moreover, the pace of reduction increased with the supplier 

delivery index registering 44.4 in July, a decrease of 4.5 points on 
the previous month, and the most marked decline over the past 
three months.

■ 	 Although still below levels recorded throughout 2008, input costs 
rose at a higher pace in July 2009 with the input cost sub-index 
increasing by 3.6 points to 68.5.

■ 	 Selling prices posted a further decline to signal continued strong 
pressure on margins, although the rate of decline moderated with 
the sub-index registering 42.2, an increase of 1.7 points on June.

www.markiteconomics.com

Supported by:

AUSTRALIAN PCI®*	  
	 July 2009	 June 2009	 Monthly Change	 Direction	 Rate of Change	 Trend** (Months)
Australian PCI®	 39.5	 42.6	 -3.1	 Contracting	 Faster	 17
Activity	 38.5	 40.1	 -1.6	 Contracting	 Faster	 17
 – Houses	 51.9	 44.0	 +7.9	 Expanding	 From Contraction	 1
 – Apartments	 29.4	 35.3	 -5.9	 Contracting	 Faster	 18
 – Commercial	 38.3	 38.4	 -0.1	 Contracting	 Faster	 9
 – Engineering	 35.0	 41.1	 -6.1	 Contracting	 Faster	 2
New Orders	 36.8	 38.9	 -2.1	 Contracting	 Faster	 17
Employment	 40.8	 46.3	 -5.5	 Contracting	 Faster	 16
Deliveries	 44.4	 48.9	 -4.5	 Contracting	 Faster	 11
Input Prices	 68.5	 64.9	 +3.6	 Expanding	 Faster	 18
Selling Prices	 42.2	 40.5	 +1.7	 Contracting	 Slower	 11
Wages	 56.4	 53.6	 +2.8	 Expanding	 Faster	 4
Capacity (% pts)	 68.9	 70.7	 -1.8	 Contracting	 na	 na

Results are based on a sample of approximately 120 companies. New monthly seasonal adjustment factors derived directly from an X-12 estimation process, introduced in April 2009. Seasonal 
adjusted results are based on factors derived from NTC Economics construction indexes, adjusted for Australian conditions. ** Number of months moving in current direction


