NVYVITvHLSNY

RFORNMANCE OF CONSTRUCTION INDEX®

CONSTRUCTION INDUSTRY
DOWNTURN DEEPENS
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KEY FINDINGS

The downturn in the national construction industry deepened in

August 2011 driven by a further fall in activity and a sharp reduction in
new orders.

The seasonally adjusted Australian Industry Group Performance of
Construction Index (Australian PCI®) in conjunction with the Housing
Industry Association declined by 4.0 points to 32.1. This marked the 15th
consecutive month that the index has been below the critical 50 points
level separating expansion from contraction. Moreover, it represented
the weakest reading on the overall state of the construction industry in
almost 2 Y2 years.

The four broad sectors of the construction industry continued to register
reductions in activity, with apartment and commercial construction
recording the sharpest declines in the month. House building activity
remained weak, despite a slight moderation in the rate of reduction

in August, while engineering construction fell at a similar pace to the
previous two months.

Businesses attributed the on-going decline in activity to a lack of
incoming work and an associated shortage of new tender opportunities.
Survey respondents also widely indicated that weak consumer and
investor confidence together with uncertainty about future interest

rate moves and concerns about the economic outlook were having a
significant adverse impact on levels of incoming business.

On an aggregate industry basis, the sequence of decline in activity and
new orders was extended to 16 and 15 months, respectively. Employment
also fell markedly as businesses sought to reduce overheads.
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CONSTRUCTION ACTIVITY AND CAPACITY
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B In seasonally adjusted terms, the activity sub-index registered 32.1 55 - "
in AUgUSt. Activity §

B This was 3.5 points below the reading of the previous month to signal et 8 k4
a steeper rate of decline in total industry activity. b Ut,ﬁsa i s

B Underlying this result were reductions in activity on a broad industry £ z
front, with particular weakness centred on the sharper falls in § 75 §
apartment building and commercial construction activity. £ =

B The rate of capacity utilisation remained subdued. Despite rising from e <
66.2% in July to 69.2%, it was still 1.2 points below the average level 70 %’L
of the previous 12 months. é
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ACTIVITY BY SECTOR e 4

m House building activity fell for a 15th consecutive month in August, or -
although at a slightly slower rate, with the sub-index rising by 1.1 651~ £
points to 29.6. 60 - ¢

B Apartment building activity exhibited a marked weakening with the 5 ST~ =
sub-index falling by 9.7 points to 25.2, the most subdued reading over T 5 7\
the past seven months. This was linked by businesses to the insufficient % 45 < / \/ \
inflow of new work to replace completed projects. é 40 _/\/

B Commercial construction declined for a 14th straight month, and at [ g
an accelerated rate, with the sub-index falling by 8.0 points to 29.4, ok g
reflecting a diminishing level of government backed projects and 2
subdued private sector investment in offices, hotels, retail premises B
and other commercial building projects. 20

B The fall in engineering construction was maintained for a sixth 15 m'm'm'mlo,'olololo'ololololo'o'olol_' _'_'_'_'_' _'_'v
straight month, although the rate of decline was broadly unchanged ng%_?, % % CS557Y>9E03958552229
on the previous month with a sub-index reading of 38.2, a fall of 0.6 €R0=207 824533389207 42<533<
points on July. —— Houses Apartments —— Commercial Engineering
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NEW ORDERS ” 1
m New orders (seasonally adjusted) declined for a 15 straight month 2
and at the steepest rate recorded since the inception of the survey 60— é
in September 2005. g
® The new orders index fell by 7.1 points in August to 24.5 to indicate é s
a more pronounced rate of reduction. E
B This result reflected falls in new orders on a broad industry front, 2
with all sectors recording a more marked rate of decline. £ 40 o
m The further fall in new orders points to tougher operating e 8
conditions for the industry as a whole in coming months. 0 §
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NEW ORDERS BY SECTOR r +
B New orders in house building maintained the decline evident or o
since June 2010, with a sub-index reading of 25.0. This was 7.9 s E
points below the level in July, pointing to a much steeper pace 60 2
of contraction. s S /\/Qﬁ
W For the commercial construction sector demand conditions also 2 sop v \
continued to contract at a steeper rate, as reflected in a fall in the § 45 —\ //\/
sub-index of 9.9 points to 23.9. £ 40 .
® New orders in the apartment sector declined for a 19th consecutive 8 3K %
month, with the sub-index registering a particularly subdued 16.6. 30 §
This was down by 7.4 points on the previous month. 25| e
B In the engineering construction sector, new orders fell for a sixth 20
straight month with the sub-index falling by 0.7 points to 31.1, PSS T T T T A A B M B A B, 4
pointing to continued lags in the flow of new resources/infrastructure
work to respondent businesses.
— Houses Apartments —— Commercial Engineering
EMPLOYMENT AND WAGES 8o PN
B With continued declines in activity and new orders industry s
employment also fell further. 70 - o
B The employment sub-index registered 34.9 in August, down by 5.1 65|~  Average Wages 8
points on July. 5 ek g
B This was the lowest reading since March 2009, and well below the 2
average level (48.4) recorded during 2010. 5 SN
B Growth in wages continued in August, although at a slower rate than é 50 Employment
in the previous month, with the index declining by 5.0 points to 59.8. a g o
40 2
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DELIVERIES, INPUT COSTS AND ;’Z [ +
SELLING PRICES as b
m Deliveries of inputs from suppliers continued to decline in August, 80 -
although the rate of reduction was slower than the previous month. 75 g
B The supplier delivery index registered 42.6 in August, an increase of 70 - g
3.0 points on the reading for July. 65 - =
B The rate of increase in input costs moderated with the input costs 60 =
sub-index in August falling by 12.7 points to 57.0. s
m Selling prices declined for a 10th consecutive month amid highly 0 .
competitive market conditions. Moreover, the rate of decline was §
more marked with the sub-index falling by 3.4 points to 32.7. ;3
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AUSTRALIAN PCI°®*

August 2011 July 2011 Monthly Change Direction Rate of Change Trend ** (Months)
AUSTRALIAN PCI® 321 36.1 -4.0 Contracting Faster 15
ACTIVITY 321 35.6 -3.5 Contracting Faster 16
-HOUSES 29.6 28.5 +1.1 Contracting Slower 15
-APARTMENTS 25.2 34.9 -9.7 Contracting Faster 16
-COMMERCIAL 29.4 37.4 -8.0 Contracting Faster 14
-ENGINEERING 38.2 38.8 -0.6 Contracting Faster 6
NEW ORDERS 24.5 31.6 -7.1 Contracting Faster 15
EMPLOYMENT 349 40.0 -5.1 Contracting Faster 15
DELIVERIES 42.6 39.6 +3.0 Contracting Slower 13
INPUT PRICES 57.0 69.7 -12.7 Expanding Slower 72
SELLING PRICES 32.7 36.1 -3.4 Contracting Faster 10
WAGES 59.8 64.8 -5.0 Expanding Slower 29
CAPACITY 69.2 66.2 +3.0 Higher na na

*Results are based on a sample of over 150 companies. Forward seasonal factors were generated by the ABS in April 2011.

** Number of months moving in current direction
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WHAT IS THE
AUSTRALIAN PCI°?

The Australian Industry Group
Performance of Construction
Index (Australian PCI®) in
conjunction with the Housing
Industry Association 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
website www.aigroup.com.au
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This publication is copyright.
Apart from any fair dealing for
the purposes of private study
or research permitted under
applicable copyright legislation,
no part may be reproduced by
any process or means without
the prior written permission of
The Australian Industry Group.

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 any person relying
in whole or in part upon the
contents of this publication.
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