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The National Benefits of Improved Productivity 
in the Australian Construction Industry 
Executive Summary 
The Construction Industry equates to 8-9% of 
Australia’s GDP and, in the March Quarter, it grew by 
32.9% over the corresponding period of 2011. It 
employs over 1 million people.

Major resource projects are constructed by ASX-
listed and other construction companies. Those 
companies should be benefiting from the current 
boom. Instead, many are incurring substantial losses. 
Share prices have dropped by as much as 50-60% 
over the last 2.5 years. Those losses cannot be 
attributed solely to Industrial Relations issues. Rather, 
they reflect the lack of good management and the 
failure of management to invest in innovative 
technologies and processes to improve business 
performance.  

The solution does not necessarily require new 
legislation, just the enforcement of existing legislation 
and a focus by statutory bodies such as ASIC, 
Productivity Commission and ABS on the issue of 
management performance. 

Some suggested remedies include:

• Encouraging ASIC to take action, on behalf of 
shareholders, against directors who do not act in the 
best interests of the shareholders by ensuring 
appropriate technologies and processes are in place to 
optimise productivity;

• Review by ASIC of the composition of company boards 
to ensure Boards have an appropriate mix of relevantly 
experienced directors focused pro-active management 
rather than simply enforcing due diligence;

• The efforts of the Productivity Commission be directed 
to establishing:

- Best practice benchmarks against which to 
measure productivity in various types of industries;

- Recommended best practices appropriate to 
different industries; and

- A regime for ensuring the on-going pursuit of 
productivity gains at every level, from work-face to 
senior management.

• Encouraging the Australian Bureau of Statistics to 
develop statistical data specific to various industries 
measured against international best practice.
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Introduction
The Construction Industry employs over 1 million 
people and equates to 8-9% of Australia’s GDP. In 
the March Quarter, it grew by 32.9% over the 
corresponding period of 2011. (ABS 1345.0)  If this 
rate of growth were to continue, the construction 
sector would more than double in 3 years, i.e. the 
sector will require at least 2 million employees. 
Australia does not have an additional 1 million 
construction sector employees to respond to such 
growth. This shortage is set to be compounded as 
baby-boomers (40% of the workforce) approach 
retirement age. (http://www.bca.com.au/content/
101837.aspx)

Little attention has, to date, been given to real 
productivity in the construction industry. (This is 
evidenced by the scarcity of detailed ABS data on 
the subject. The most recent Productivity Council 
paper relating to productivity in the construction 
industry appears to have been published in 1991, 
over 20 years ago.)

The aggregated productivity figures for Australian 
industry mask the real, but poor, levels of productivity 
in the construction industry.

The Business Council of Australia noted in May this 
year that ‘resource projects are 40 per cent more 
expensive to deliver in Australia than in the United 
States Gulf Coast’. In other words, Australia is 
26-29% less productive than the US. 

From a report published by McGraw Hill in 2011 it is 
clear that there is significant room for improvement in 
productivity-related areas in the US construction 
industry. If Australia is currently some 26-29% less 
productive than the US, there's obviously even more 
room for improvement in the Australian industry. 

The Australian construction industry has made 
minimal investment in technology and processes that 
improve productivity or reduce the need to resort to 
commercial disputation.

Significant national benefits will derive investment in 
technology and processes that improve productivity 
or reduce the need to resort to commercial 
disputation. Those benefits include:

• A minimum $3.75 billion improvement in GDP 
through a very achievable 5% improvement in 
productivity;

• A reduction in the $7 billion wasted annually on 
commercial disputes through arbitration or 
litigation;

• Improvement in Australia’s competitiveness as an 
investment destination;

• Improved returns for investors in Australian 
construction companies;

• Improved health of construction industry workers;
• Improved accountability to shareholders;
• Improved risk management including management 

of safety-related risks;
• Improved job satisfaction of industry workers;
• Improved job prospects for older construction 

workers;
• Increased levels of revenue staying in Australia;
• Improved Balance of Payments through early 

export revenue through early project completion;
• Early utilisation of government infrastructure;
• Improvement in participation in international 

construction industry; and
• Increased and improved training of construction 

supervisors (future managers) and associated 
project management personnel.

A Simple Solution
The solution does not require legislative interference, 
simply the enforcement of existing processes, the 
direction of efforts by influential bodies and allowing 
market forces to prevail without interference. For 
example:

• Directors have a duty to the company, i.e., the 
shareholders. Directors and executives should be 
held accountable for inaction.

• Auditors should be held responsible for ensuring 
that audits actually analyse the holistic position of 
construction projects (rather than junior 
accountants simply adding numbers on a project 
ledger) and advise shareholders as to the status of 
efforts to genuinely improve business performance. 

• ABS should be encouraged to commence 
statistical monitoring of productivity in specific 
industries, in particular the construction industry 
productivity;

• Tenders for Government-funded projects should 
only be awarded to companies that pre-qualify 
with serious efforts being applied to innovation and 
practices directed to improving productivity. 

• Major developers, e.g. miners, gas companies, etc 
should be encouraged, in their own interests, to 
award contracts to companies that demonstrate a 
commitment to world’s best practices in 
productivity. 

• Training institutions should be obliged to offer 
courses which focus on productivity-related issues 
e.g. training in project management, supervisory 
and planning skills.

• Australian Productivity Commission should be 
charged with the responsibility of researching 
world’s best practices for productivity in the 
construction industry.

http://envisionapp.com Page 1

http://www.abs.gov.au/AUSSTATS/abs@.nsf/mf/1345.0?opendocument?opendocument
http://www.abs.gov.au/AUSSTATS/abs@.nsf/mf/1345.0?opendocument?opendocument
http://www.bca.com.au/Content/101837.aspx
http://www.bca.com.au/Content/101837.aspx
http://www.bca.com.au/Content/101837.aspx
http://www.bca.com.au/Content/101837.aspx
http://www.bca.com.au/Content/101978.aspx
http://www.bca.com.au/Content/101978.aspx
http://www.pepperlaw.com/pdfs/Mitigation_of_Risk_in_Construction_SMR_2011.pdf
http://www.pepperlaw.com/pdfs/Mitigation_of_Risk_in_Construction_SMR_2011.pdf
http://www.envisionapp.com
http://www.envisionapp.com


• A review of incentive levels associated with the 
Research and Development Grants to encourage 
genuine investment by construction companies in 
productivity-related innovation.

• Companies and Trade Unions should be held 
accountable for breaking agreements and be 
encouraged, for the betterment of the industry, to 
adopt a win-win approach, one where Unions 
benefit from cultivating better productivity 
practices.

GDP Gains
Background
In a speech on 26 July 2011 Reserve Bank governor 
Glenn Stevens observed that Australia’s ‘productivity 
growth performance has been quite poor since at 
least the mid 2000s’. 

In a 2011 RBA publication Saul Eslake noted that ‘… 
Australia’s innovation effort falls well short of OECD 
‘best practice’ … (and there is) potential for 
improvements in Australia’s innovation effort to 
contribute to higher levels of productivity and faster 
rates of productivity growth.’ 

Major resource projects associated with the mining 
boom involve construction projects worth many 
hundreds of millions of dollars. These projects are 
undertaken by ASX-listed construction companies 
and others. Instead of enjoying the benefits of the 
boom, most have seen their share price drop, some 
by as much as 50-60% over the last 2.5 years: 

Those companies experience:

• Very low rates of productivity and that productivity 
is continuing to deteriorate as the resource boom 
intensifies; and 

• Considerable difficulty recovering delay and 
disruption costs that always associated with the 
fast-track development of large resource and 
infrastructure projects.

The resultant loss-making projects often conclude in 
expensive, unproductive commercial disputation, the 
value of which was estimated to cost the economy 
some $7 billion in 2008-09. 

Most field-experienced senior managers in the 
industry will attest to the low levels of productivity 
actually encountered. Given that the construction 
industry has not embraced innovation to improve 
productivity, the real cost to the Australian economy 
of poor productivity in the construction is, by any 
measure, substantial.

Conversely, the potential economic gains available 
through focused innovation and improved 
management practices are enormous. 

Furthermore, because opportunities for productivity 
improvements in the one industry generally translate 
into improvements in others, it is reasonable to 
assume that the widespread adoption of improved 
productivity practices would make a substantial 
impact upon related sectors of the Australian 
economy. 

Improving Construction Productivity
Australian construction practices generally take their 
lead from US and European developments. The 
divergence between construction and non-farm 
productivity may be evidenced by reference to US 
research - no equivalent research is available in 
Australia:

Australian aggregated productivity dropped by 
approximately 9% between 1984 and 2010, the 
equivalent of $18 billion p.a. in the building and 
construction industry alone. (Together, the building 
and construction industries equate to 15% GDP.). 

The construction industry has made minimal 
investment in technology that improves productivity 
or reduces the need to resort to disputation to 
recover their entitlements. A review of contemporary 
literature suggests that productivity gains in the order 
of 20-30% are  achievable in the construction 
industry. The writer’s experience (30 years in the 
construction industry) suggests that a 10% gain in 
productivity in the Australian construction industry is 
very achievable. Research in Canada concludes that 
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25% of lost time could be recovered through detailed 
planning.  Similar results are possible in Australia. 

• Principles which contribute to substantial gains in 
productivity are described in:

• Mitigation of Risk in Construction: Strategies for 
Reducing Risk and Maximizing Profitability 
McGraw Hill Construction SmartMarket Report 
2011 

• Baloyi and Bekker - Causes of construction cost 
and time overruns 2010:

• Memon, Rahman and Azis - Preliminary Study on 
Causative Factors Leading to Construction Cost 
Overrun 2011;

• Alwi, Hampson and Sherif - Non Value-Adding 
Activities in Australian Construction Projects 2002; 
and

• Construction Owners Association of Alberta 
('COAA') WorkFace Planning.

Further, it is now well understood that collaborative 
engagement, rather than the adversarial 
confrontation generally encountered in the 
construction industry, can benefit all project 
stakeholders.  Lean and Agile principles are now 
being adopted worldwide to harness the benefits of 
collaborative engagement. Project management will 
generate improved performance when it encourages 
collaboration amongst participants and when it 
implements Lean and Agile principles to address 
issues which would otherwise impact adversely upon 
performance and productivity. 

Reduction in Construction 
Industry Disputes
Wastage associated with resolving industry disputes 
and avoidable costs associated with those disputes 
was estimated to exceed $7 billion in 2008-09. (CRC 
Guide to Dispute Avoidance and Resolution). Most, if 
not all, disputes in the Construction Industry arise 
because one or more parties have lost significant 
amounts money on a project. The CRC Guide offers 
suggestions to assist in the avoidance and resolution 
of disputes. 

Were these suggestions implemented, a substantial 
reduction in disputation would result with a 
corresponding reduction in the $7 billion wastage. 
Given the order of magnitude of the current level of 
wastage, any such improvement would translate 
directly to an improvement in the Australian 
economy.

Australia’s Improved Participation 
and Competitiveness in the Global 
Economy
A number of international organisations and 
governments have identified the benefits that arise 
from improving the productivity on major capital 
works projects. Some industry associations such as 
Construction Owners Association of Alberta ('COAA') 
have concluded that improved competitiveness 
attracts international investors because of the 
reduced capital expenditure requirements and the 
reduced time to production. 

Improved productivity on resource projects would:

• Make Australia a more attractive destination for 
international investment; and 

• Reduce Australia’s dependence on importing 
overseas labour to fill existing skills shortages. 

Such gains would have a significant impact on the 
Australian economy and Australia’s international 
competitiveness.

Improved Economic Health of the 
Australian Construction Industry
The health of the Australian Construction Industry 
may, in part, be gauged by the health of those 
Australian construction companies listed on the 
Australian Stock Exchange (ASX) most of which are 
integral to the growth in the resources sector. Given 
the rate of development in that sector, one might 
normally expect the ASX construction companies 
would be enjoying the benefits of accordingly. 
Instead, most of the ASX construction companies 
are recording significant losses as evidenced by the 
trend in the share prices in the graph above.

Over the last 2.5 years, the share price of some of 
Australian construction companies has dropped 
between 50-60%. This trend may, to some degree, 
be attributed to the failure of those companies to 
address productivity issues. The trend will be further 
amplified as the skills shortage in the industry 
continue to impact. 

Health Benefits
Reduced Marital Breakdown
The building and construction industry has an 
extraordinarily high level of marital breakdown rate – 
in the order of 76%. This is in no small part due to 
the adversarial nature (‘You lose … so I win’) of the 
industry. Marital breakdown contributes to increased 
social costs associated with health issues (heart 
attacks, strokes, alcoholism, suicide, depression 
etc), childcare issues, legal system costs, prisons, 
etc. Most in the industry will readily relate stories of 
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stress in the home environment associated with the 
adversarial environment in which they work. Any 
significant reduction in this adversarial nature 
(including industrial disputation) must necessarily 
contribute to improved social health outcomes. 

It is possible to reduce the adversarial culture of the 
industry by reducing the potential for significant 
losses on major projects.

Reduced Mental Illness
The industry employs a high proportion of people in a  
particularly vulnerable sector of the community, viz 
males aged 15 (apprentices) to 30. In 2007 the 
Reserve Bank noted an increase in the number of 
construction workers aged 15-24 years. 

People employed on major construction projects 
also experience problems arising from a variety of 
factors including the long hours (60+ hrs. per week) 
worked, remoteness, separation from family, 
insecurity associated with changing projects, and fly-
in, fly-out (FIFO) work rosters, etc. It is reasonable to 
assume that these factors translate into high levels of 
mental illness amongst many in the construction 
community.  

A report titled Cost of Illness Report prepared by 
Ernst and Young concluded that mental illness costs 
the Australian economy some $3.27 billion per 
annum.  Any effort that reduces the adversarial 
nature of the industry whilst also encouraging a 
collaborative and inclusive construction environment 
should contribute to significant benefits to the 
Australian economy.  

Improved Accountability 
to Shareholders
As noted above, most ASX-listed construction 
companies are underperforming in a period of 
massive construction activity. The adoption of 
innovative mobile technology (supported by the NBN) 
will enable real-time monitoring of major projects and 
present opportunities for senior management (incl. 
directors) to respond to circumstances or trends 
which require attention. Such monitoring will also 
assist in ensuring construction companies satisfy 
their continuous disclosure obligations with relevant, 
timely information, thus providing investors with 
relevant information to ensure full accountability. 
Improved accountability should, in turn, ensure a 
greater focus on investment in innovation and 
improved processes designed to improve industry 
outcomes.

Improved Risk/Safety Mitigation 
and Management
Developments in mobile technology enable and 
encourage the identification of risks, including safety-
related risks (Job Safety Analysis (JSAs) prior to the 
issuance of to the work-face. In so doing, risks may 
be mitigated or eliminated by management personnel 
once advised.

Job Satisfaction though 
Charitable Contributions
Mobile technology now facilitates a more inclusive 
construction team environment, where teams are 
incentivised appropriately, leading to greater levels of 
job satisfaction. Improved outcomes derive where 
teams are rewarded for positive outcomes. One 
concept involves inviting teams to nominate their 
charities of choice to which financial donations are 
made in proportion to predetermined outcomes 
achieved. The broader community thus benefits from 
improved productivity. 

Improved Job Prospects for 
Older Construction Workers
The nature of the construction industry is such that 
many its workers, particularly those with field 
experience, are unable to work through to retirement 
age. The pressures associated with FIFO, long 
hours, etc, take their toll on employee’s health. Many 
of those people, however, still have much to 
contribute to the industry. The introduction of 
WorkFace Planning processes (as recommended by 
COAA) offers opportunities to experienced field 
personnel who would normally leave the industry. By 
employing such people in the preparation of 
WorkPacks, etc, their experience can be harnessed 
and channeled into making productive contribution 
to the outcome of major projects.

More Revenue to 
Staying in Australia
Many of the major resource projects in Australia are 
actually internationally funded. The adoption of 
sound project management principles, supported by 
innovative technologies and processes, will 
substantially increase the potential for Australian 
contractors to recover their full entitlements under 
their construction contracts. Such revenue increase 
will result in greater inflow of foreign exchange. 
Improved productivity will also result in increased 
profitability. Both these factors translate into 
improved Australian taxation revenue.
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Improved Balance of Payments – 
Early Completion means Early 
Exports
Improved performance and productivity contributes 
to reduced project durations which, in turn, mean 
that major resource projects are completed earlier. 
Early completion means earlier operation of those 
projects. It follows that, where major projects are 
completed earlier than might otherwise occur, 
resource exports can commence earlier and 
increased levels of export income generated for 
Australia. There would be a corresponding 
improvement in GDP.

Reduced Project Durations – 
Early Utilisation of Government 
Infrastructure
The early completion of government-funded projects 
such as road, rail and broadband networks, 
hospitals, airports, etc will enable Australian 
businesses and the general public to enjoy the 
benefits and utilise the facilities whilst also reducing 
impact on surrounding communities during the 
construction phase. Obviously the early completion 
enables operators generate revenue, and thus taxes, 
early. Furthermore, any gains achieved through 
productivity improvement, reduced disputation and 
increased Australian-based revenue (and thus 
increased government revenue) enables government 
resources to be applied to other beneficial projects.

Australian Construction 
Companies Increasingly 
Competitive Internationally
There is a growing awareness of the potential 
benefits available to those organisations that adopt a 
collaborative and inclusive culture which embraces 
Lean and Agile principles as a basis for improving 
operational and project based outcomes. Those 
Australian construction companies which operate 
globally should improve their international 
competitiveness, thus improving Australia’s balance 
of payments accordingly.  

Increased and Improved 
Industry Training 
The Wall Street Journal noted in May 2012 that the 
American construction industry is about to 
experience severe skills shortages in the immediate 
future as ‘baby boomers’ leave the industry. Such 
shortages are already being experienced in Australia. 

Whilst considerable effort is being directed to training 
tradespersons, little effort is being directed to training 
of project management, supervisory, planning or 

administrative personnel. Were the industry to make 
serious investment in effective training programs, 
programs which address real deficiencies within the 
existing industry, these issues might begin to be 
resolved. Such programs should focus on improving 
quality of supervision, planning, collaboration, 
coordination, use of technology, life skills, etc. 

As successful companies grow and expand to meet 
investor’s expectations, they will also need to attract 
a higher calibre of employee. This will, in part, involve 
investing some of their gains into improved 
employment packages and offering opportunities to 
develop realistic career paths through programs 
designed to enable personnel to progress to senior 
management levels (e.g. MBA’s etc).

Conclusion
The Australian economy, particularly the construction 
sector, will benefit when:

• Directors are held accountable to shareholders;
• Companies actively pursue fresh innovative ideas;
• Unions and companies reaching a compact to ‘lift their 

game’, together;
• Productivity improvement means just that, not union-

bashing;
• ‘Win-win’ is trumps and ‘win-lose’ loses, every time;
• Career paths are a reality, not a fiction;
• Workplace health and safety actually included quality of 

health, in every respect;
• Older, experienced workers continue to make a valued 

contribution;
• Management is dynamic, professional and pro-active, 

not institutionalised;
• Full and timely disclosure means full and timely 

disclosure;
• Auditors actually audit, not just go through the motions; 

etc.
It is possible … it just takes some initiative and 
innovation. 

This an edited extract from a recent Application, by 
Ennova Pty Ltd, for a grant under the Federal 
Government’s Commercialisation Australia program, 
an initiative of the Australian Government to 
accelerate the business building process for 
Australian companies looking to commercialise 
innovative intellectual property. 
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