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“Volatile escalation,
announcements of
project cancellations,
and high financing costs
will continue to impact
confidence levels
throughout the industry
and future project
feasibilities."

MBM View on Building Cost Escalation

2023 2024 2025 2026 2027
NSW  6.0% 5.5% 2.5% 3.0% 2.5%
VIC 6.0% 5.0% 4.5% 4.0% 3.5%
QLD  6.5% 8.0% 6.5% 4.5% 5.0%
SA 6.0% 5.5% 4.0% 3.0% 2.5%

WA 6.5% 5.0% 4.5% 4.0% 3.5%

The Australian construction market has continued to battle
tough economic conditions through the first half of 2024. In
contrast, the public sector has maintained a strong project
pipeline that has provided sustained growth. Persistently high
inflation and stable interest rates will keep the private sector
in a subdued state, with many projects not proving feasible
under current conditions. Unfortunately, the issues prevalent
in the national market are largely due to global economic
forces, which present ongoing challenges to the Australian
construction industry.

As predicted, building price escalation has slowed over the
second quarter of 2024. However, material costs, financial
constraints, and skills shortages continue to pose significant
obstacles for the construction industry across most states.

In the midst of economic complexities, government
expenditure has driven activity and contributed to the
resilience of the construction industry. The strength of
construction activity was recently illustrated in the latest RICS
Construction Activity Index for Australia and reflected an
uptick in construction activity over Q2 2024.

The market holds optimism towards construction activity over
the next twelve-month period with forecast increases in the
residential sector through the government’s investment in
housing. The planned developments will provide additional
student housing, social and affordable housing, as well as
attract foreign investment into the Build to Rent (BTR) sector.

Following an expansion of the public sector’s infrastructure
project pipeline, labour shortages across trades and a
dwindled contractor pool has continued to challenge the
feasibility of private sector developments. Additionally, it's not
just the scarcity of labour, but the cost. Enterprise Bargaining
Agreements (EBAs) are fuelling the upward trend of labour
cost increases through higher wages and favourable
employment terms. The Australian Bureau of Statistics (ABS)
notes that over the second quarter of 2024,
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non-residential building construction rose by 1.5% primarily
driven by ongoing labour shortages and demand from
government led projects such as schools, defence, health,
and other building infrastructure.

Residential building construction saw a lessor increase over
the quarter with a minor rise of 1.2%. The ABS notes the
result is primarily due to rising labour costs and shortages of
skilled tradespeople, particularly in finishing trades.

New Enterprise Bargaining Agreements in New South Wales
(NSW) and Queensland (QLD) have continued to place
upward pressure on construction costs. Investigations into
the Construction, Forestry and Maritime Employees Union
(CFMEU) and reported changes to the construction division
have additionally created uncertainty.

While labour rates continue to surge, the chronic shortage of
qualified labour remains a significant negative influence on
the overall costs of construction projects. As highlighted in
MBM'’s Q2 National Escalation Report, the government has
taken significant steps to alleviate labour shortages through
training initiatives, course funding, and incentives — however,
the measures have not effectively alleviated the shortage or
the impacts of reduced labour availability.

The latest Consumer Price Index (CPI) figures for the June
quarter align with the Reserve Bank of Australia's forecast of
3.8%, up from 3.6% the previous quarter - although still above
the target range of 2-3%. The results from the third quarter,
along with a reduction in underlying inflation figures (trimmed
mean), are expected to shape the Reserve Bank of
Australia's decision to maintain the current interest rates
moving forward. It is therefore expected that volatile
escalation, announcements of project cancellations, and high
financing costs will continue to impact confidence levels
throughout the industry and future project feasibilities.
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Material Price Changes Q3 2024
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quarter (24.9% YTD), and steel «

products - largely from iron ore —

recorded a 24.1% decrease in

the quarter (12.74% YTD) due to

weakened global demand. Q2 2023 (Jun) Q12024 (Mar) Q22024 Quarter Change Yearly Change
All groups 157.4 158.5 159.2 0.44% 1.14%
Concrete, cement and sand 8.5 8.8 8.9 1.14% 4.82%
Cement products 4.8 4.9 5.1 2.23% 5.87%
Ceramic products 8.8 9.2 9.2 0.55% 4.55%
Timber, board and joinery 54.0 53.3 53.4 0.15% -1.13%
Steel products 4.7 4.5 4.4 -2.25% -6.85%
Other metal products 281 281 28.2 0.21% 0.46%
Plumbing products 12.6 12.6 12.5 -0.88% -0.80%
Electrical equipment 7.8 7.9 8.1 2.27% 3.85%
Installed gas and electrical appliances 3.7 37 3.8 0.80% 2.17%

Other materials 24.6 25.5 25.8 1.18% 4.96%



Advisory Outlook
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The unemployment rate experienced a slight increase in June 24, moving from 4% to 4.1%.

CPI Vs WPI
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With the Consumer Price Index (CPI) now at 3.8% and the
Wage Price Index (WPI) at 4.1% - both showing a slight decline
from December - cost pressures are starting to ease.
However, the unemployment rate has increased to 4%. Even

with this rise, Australia's unemployment rate is still
significantly below the global average of over 5%, which may
affect productivity and continue to place upward pressure on
inflation. Additionally, the industry still faces a skilled labour
shortage with open job rates remaining high and building
approvals on the rise. Both will likely add further pressure on
the asset management (AM) sector. The government's
increased scrutiny on the entry of international students also
impacts the facilities management (FM) industry, which relies
on the demographic to fill many part-time roles, and holds the
potential to increase wage pressure in the market.

[l CPIAnnual change (%)  [l] WPI Annual %

The Housing Accord's projected need for 90,000 additional
workers is a significant challenge. Given the industry’s output
over the past few years, adjusted for COVID-19, and
considering current training initiatives and natural attrition,
meeting this target seems unlikely. Without a significant policy
shift, many of these workers will need to come from the
AM/FM industry, exacerbating existing skill shortages and
wage pressures.

Lifecycle cost pressures have increased significantly due to
the rise in the Building Price Index (BPI). Additional issues
include higher insurance premiums due to increased risks of
flooding and fires, and rising energy costs, which are affecting
the cost of living for many Australians. High-density properties

have seen an average 20% increase in strata fees over the
past year, reflecting rising landlord costs linked to inadequate
sinking funds and defect rectification.

Collective efforts in addressing these challenges through
targeted solutions, such as modular construction and policy
adjustments, will be crucial in shaping the future of our
industry. It's evident that while there is no single solution, a
multifaceted approach can help mitigate the pressures we
face and drive sustainable growth.
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2024 Escalation
Outlook
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MBM’s outlook aligns with the results of persistently
high inflation and stable interest rates, which will
keep the private sector in a subdued state in 2024.
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ABS Data for New South Wales

Non-Residential Building Construction Non-Residential Building Construction Change
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Building Construction — New So

% Change per Quarter % Change per Year % Change per Quarter % Change per Year
Q32020 125.9 0.08% 120.7 0.25%
Q4 2020 125.4 -0.40% -0.79% 19.7 -0.83% -1.48%
Q12021 125.3 -0.08% 19.7 0.00%
Q22021 1291 3.03% 123.7 3.34%
Q3 2021 130.8 1.32% 124.2 0.40%
Q4 2021 135.5 3.59% 8.05% 129.3 4.1% 8.02%
Q12022 139.1 2.66% 1321 217%
Q22022 144.0 3.52% 135.7 2.73%
Q32022 147.9 2.71% 138.5 2.06%
Q4 2022 150.1 1.49% 10.77% 140.8 1.66% 8.89%
Q12023 153.6 2.33% 143.6 1.99%
Q22023 155.3 1.11% 145.4 1.25%
Q32023 157.4 1.35% 147.2 1.24%
Q4 2023 159.3 1.21% 6.13% 149.2 1.36% 5.97%
Q12024 161.8 1.57% 152.8 2.41%
Q22024 163.8 1.24% 2.82% 155.5 1.77% 4.22%
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ABS Data for Victoria

Non-Residential Building Construction Non-Residential Building Construction Change
Change Per Annum Per Quarter
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Building Construction - Victoria Non-Residential Building Construction — Victoria
% Change per Quarter % Change per Year % Change per Quarter % Change per Year
Q32020 131 0.27% 106.4 0.00%
Q4 2020 1141 0.88% 1.69% 107.2 0.75% 1.61%
Q12021 14.7 0.53% 107.3 0.09%
Q22021 15.6 0.78% 108.2 0.84%
Q32021 116.7 0.95% 108.5 0.28%
Q4 2021 181 1.20% 3.51% 109.2 0.65% 1.87%
Q12022 1213 2.71% mz2 1.83%
Q22022 126.3 4.12% 13.5 2.07%
Q32022 129.8 2.77% 115.6 1.85%
Q42022 133.2 2.62% 12.79% 19.7 3.55% 9.62%
Q12023 133.2 0.00% 120.7 0.84%
Q22023 1345 0.98% 1217 0.83%
Q32023 135.6 0.82% 123.2 1.23%
Q4 2023 140.5 3.61% 5.48% 129.5 5.11% 8.19%
Q12024 1421 1.14% 131.2 1.31%
Q22024 1433 0.84% 1.99% 132.6 1.07% 2.39%
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ABS Data for Queensland

Non-Residential Building Construction Non-Residential Building Construction Change
Change Per Annum Per Quarter
4.00%
A 881% 2021
3.00%
A 896% 2022 oo
A 586% 2023 1.00%
0 0.00%
A 419% 2024 P S A S
Y IS Iy & & & Iy & ¥

Building Construction — Queensland Non-Residential Building Construction — Queensland
% Change per Quarter % Change per Year % Change per Quarter % Change per Year
Q32020 119.4 -0.58% 116.5 -0.77%
Q4 2020 121.2 1.51% 0.58% 118.0 1.29% 0.51%
Q12021 122.2 0.83% 118.8 0.68%
Q22021 124.4 1.80% 120.8 1.68%
Q32021 130.8 5.14% 126.5 4.72%
Q42021 135.6 3.67% 11.88% 128.4 1.50% 8.81%
Q12022 139.7 3.02% 130.8 1.87%
Q22022 146.1 4.58% 135.6 3.67%
Q32022 150.1 2.74% 138.9 2.43%
Q42022 151.2 0.73% 11.50% 139.9 0.72% 8.96%
Q12023 152.4 0.79% 141.8 1.36%
Q22023 153.8 0.92% 142.8 0.71%
Q32023 157.2 2.21% 148.0 3.64%
Q4 2023 157.4 0.13% 4.10% 148.1 0.07% 5.86%
Q12024 160.3 1.84% 1511 2.03%
Q22024 163.1 1.75% 3.62% 154.3 2.12% 4.19%
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ABS Data for South Australia

Non-Residential Building Construction Non-Residential Building Construction Change
Change Per Annum Per Quarter
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Building Construction — South Australia Non-Residential Building Construction — South Australia
% Change per Quarter % Change per Year % Change per Quarter % Change per Year
Q32020 107.5 -1.92% 106.9 -2.82%
Q4 2020 107.9 0.37% -1.37% 106.7 -0.19% -2.82%
Q12021 109.4 1.39% 107.6 0.84%
Q22021 10.7 1.19% 108.7 1.02%
Q3 2021 12.6 1.72% 109.3 0.55%
Q4 2021 115.8 2.84% 7.32% 110.1 0.73% 3.19%
Q12022 187 2.50% mo 1.63%
Q22022 122.2 2.95% 13.8 1.70%
Q32022 126.5 3.52% 15.2 1.23%
Q4 2022 129.2 213% 11.57% 17.8 2.26% 6.99%
Q12023 1314 1.70% 119.1 1.10%
Q22023 133.8 1.83% 120.7 1.34%
Q32023 134.8 0.75% 1212 0.41%
Q4 2023 136.7 1.41% 5.80% 122.8 1.32% 4.24%
Q12024 138.6 1.39% 1249 1.71%
Q22024 141.7 2.24% 3.66% 126.6 1.36% 3.09%
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ABS Data for Western Australia

Non-Residential Building Construction Non-Residential Building Construction Change
Change Per Annum Per Quarter
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Building Construction — Western Australia Non-Residential Building Construction — Western Australia
% Change per Quarter % Change per Year % Change per Quarter % Change per Year
Q32020 105.1 1.45% 98.2 0.00%
Q4 2020 106.8 1.62% 4.30% 98.7 0.51% 0.51%
Q12021 10.1 3.09% 100.6 1.93%
Q22021 13.5 3.09% 103.7 3.08%
Q3 2021 16.1 2.29% 1071 3.28%
Q4 2021 1223 5.34% 14.51% 127 5.23% 14.18%
Q12022 1285 5.07% 15.8 2.75%
Q22022 1321 2.80% 18.6 2.42%
Q32022 1336 1.14% 18.9 0.25%
Q4 2022 133.9 0.22% 9.48% 118.3 -0.50% 4.97%
Q12023 1346 0.52% 19.3 0.85%
Q22023 1347 0.07% 19.8 0.42%
Q32023 1371 1.78% 120.7 0.75%
Q4 2023 141.8 3.43% 5.90% 122.0 1.08% 3.13%
Q12024 145.2 2.40% 123.2 0.98%
Q22024 150.2 3.44% 5.92% 125.3 1.70% 2.70%









Adelaide

Level 5

60 Waymouth Street
Adelaide SA 5000
08 8223 3038
sa@mbmpl.com.au

Brisbane

Suite 12.1 Level 12
100 Creek Street
Brisbane QLD 4000
07 3234 4000
gld@mbmpl.com.au

Canberra

Level 1

68 Northbourne Avenue
Canberra ACT 2600

02 6152 0996
act@mbmpl.com.au

Melbourne

Level 26

500 Collins Street
Melbourne VIC 3000
02 8856 3730
vic@mbmpl.com.au

Parramatta

Suite 1A Level 8

111 Phillip Street
Parramatta NSW 2150
02 9270 1000
nsw@mbmpl.com.au
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Perth

Suite 01, Level 23

108 St Georges Terrace
Perth WA 6000

08 9322 1795
wa@mbmpl.com.au

Sydney

Level 5

1 Chifley Square
Sydney NSW 2000
02 9270 1000
nsw@mbmpl.com.au



