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2010/11 Commonwealth Budget based on “heroic” mining assumptions 
New engineering construction set to stabilise, not boom, over next two years 

 
Leading industry analyst and economic forecaster, BIS Shrapnel, has questioned Treasury’s outlook for 
engineering construction in the 2010/11 Commonwealth Budget. The very strong Treasury forecast for 
private new engineering construction is a key driver of the forecast growth in business investment and 
economic growth in the Budget. 
 
“At first glance, the private sector engineering construction forecasts contained in the Budget seem 
rather heroic,” says Adrian Hart, Senior Manager for BIS Shrapnel’s Infrastructure and Mining Unit. “This 
may have implications for the quality of forecasts in the Budget regarding economic growth and the pace 
by which the Budget can be brought back into surplus.” 
 
According to Budget Paper No.1 (p2-29), new engineering construction investment from the private 
sector is forecast to rise by around 20 per cent per annum in both 2010/11 and 2011/12, due to a 
“significant increase in investment in Australia’s resources sector”. This will see private new engineering 
construction surge above $60 billion by 2011/12. 
 
By contrast, BIS Shrapnel’s Engineering Construction in Australia 2009/10 to 2023/24 report is 
forecasting private sector funded engineering construction to decline marginally in 2010/11 before the 
start of a new upswing from 2011/12. 
 
“A good leading indicator of engineering activity is the value of commencements,” says Hart. “Real 
private sector engineering construction commencements have fallen from around $11-12 billion per 
quarter in 2008 to $8 -11 billion per quarter in 2009. The Gorgon LNG project gave commencements a 
huge lift in the December quarter, but it should be remembered that this project will take six to seven 
years to complete – we will not see the bulk of this work take place in the next two years. 
 
“Meanwhile, the completion or near completion of a raft of pre-GFC private sector projects including 
Pluto LNG, the Pyrenees oilfield, the Gladstone and Worsley alumina projects, the Waratah and NCIG 
coal terminals in Newcastle, the CLEM7 toll road in Brisbane, and BHP Billiton’s RGP5 iron ore 
expansion, will be a negative to growth in private engineering construction over the next two years.” 
 
Rather than accelerating now, BIS Shrapnel is forecasting the next acceleration in private engineering 
construction activity to take place from 2012, as the next round of resources projects simultaneously 
ramps up across LNG, iron ore and coal. This, of course, depends on the global economy and industrial 
demand continuing to improve. 

However, Hart cautions that skills shortages will constrain growth over the coming cycle.  

 

 



“It is unlikely that future growth in engineering construction activity will be anywhere near as strong as 
the last five years, where activity has more or less doubled. The 2000s boom absorbed a lot of excess 
capacity and, despite the GFC, the constraints and skills shortages created by this boom have not really 
left. This, combined with uncertainties over the new resources tax is likely to dampen growth prospects 
over the next one to two years.”  
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