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Probably the most severe contraction in the history of the State

Based on the extent of the contraction forecast, output in the industry looks set to decline by
almost two-thirds between 2007 and 2011. In terms of the construction cycle, the current
contraction in such a short time period is the most severe since records began in 1980, but may
well be the most severe in the history of the State.

Figure 4.1: Construction and GNP trends: 1980-2012F

Source: CSO, DEHLG, 2010-2012 DKM estimates.

4.8: Risks to the forecast

Based on the forecasts presented in Table 4.5, the total value of construction output in current
prices is projected to fall to around €10.5 billion by 2011 (or €13 billion in constant 2008
prices). The last time the industry was valued close to €10 billion was in 1990. Despite this
unsustainable low level, there remain downside risks to the forecast which could result in total
construction output being substantially below €10 billion by 2011. These are set out below.

() Inability to spend the full public capital provisions

The projection assumes that the full Exchequer provisions allocated are spentin 2011 and 2012.
Clearly a lesser spend by the public sector would generate an even greater reduction each year,
with even more serious repercussions for the industry right across the supply chain. With the
level of capital expenditure in the eight months to August 2010 already 24% behind the target
for the same period, there must be real risks around the ability of the public sector to spend the
capital provisions over the period 2010-2012.
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(i) Lack of new orders suggests output could be closer to €8 billion in 2011

A considerable proportion of the 2010 public capital provision is allocated to projects which
were commenced in the boom times and are now reaching or coming close to completion.
Given the long lead in time to the construction phase for most large public sector projects,
unless new orders emerge of significant value in 2010, it may not be possible to spend the full
capital allocation in 2011. Thus assuming, for example, that only half of the €5.5 billion
allocation is spent, this would reduce the contribution of the public sector to construction by €2
billion, based on the assumption that 75% would have been allocated to public construction
projects. The impact on the sector would be detrimental as companies right across the supply
chain would be affected, giving rise to direct and indirect job losses. It would therefore not
be difficult to frame a scenario in which the value of construction output would be
closer to €8.5 billion in 2011 compared with the €10.5 billion derived assuming the full
public sector capital allocations are spent.

(iif) A further reduced Exchequer capital programme in 2011 and 2012

The Government’s actions to restore the public finances to stability over the coming years have
required a range of austerity measures which are to continue in the forthcoming Budget in
December and until 2014. The projections for the budget deficit to 2014 are based on the
premise that growth will return to the Irish economy, giving rise to a recovery in tax revenues.
Should the pace of economic recovery and thus tax revenues be less than expected, the efforts
to reduce the fiscal deficit may require further reductions in the Exchequer capital provisions or
increases in taxation in the 2011 Budget. Both would damage the prospects for construction.

(iv) Uncertainties surrounding the impact of NAMA

As essentially a development finance agency, NAMA is likely to be the only source of working
capital for developers over the medium-term. The main banks, as a result of their loans being
transferred to NAMA and legacy issues from the boom years, are unlikely to be open for
development business for the medium-term at least. As NAMA inevitably has to act under the
spotlight of public sector scrutiny, it is likely to be highly risk averse, implying that it will be
difficult to provide working capital under the terms of risk to developers, most of whom will
already be clients of NAMA. As a result of the knock on impact on construction companies,
who themselves already have difficulties accessing credit, it is difficult to see how NAMA will be
a source of development activity over the medium-term. However, it is not possible to fully
analyse the projected impact of NAMA in detail until information underpinning the loans they
have acquired and on how they propose to deal with unfinished developments is available.
Suffice it to conclude, at this point, that there remain uncertainties around the impact of
NAMA, which may delay any recovery in construction activity over the medium-term.

Risk for the economy - a /ost opportunity to address the restoration of competitiveness
The projection presented represents a dramatic decline in construction output over a short
space of time. The reduced volume of infrastructure now expected to be put in place as a result
of the lower capital provisions will reduce the productive potential of the economy and damage
our competitiveness, at a time when there is a real requirement to improve competitiveness.
Thus the projects which can have the greatest impact on our competitiveness need to be fast
tracked.
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4.9: Medium-term prospects for construction employment

Up to 80% of the total increase in unemployment since 2007 accounted for by
construction workers

The impact of the current crisis on construction employment levels has been set out in Section
3. Based on the latest data available (Q2 2010), the numbers directly employed in construction
have fallen by 145,300 since the peak (Q2 2007). This total represents 57% of the total
reduction in the number of persons employed (256,000) in the economy over the same period.
The increase in total unemployment over the same period was 184,500, of which up to 80%
represented construction workers, assuming they remained unemployed and in the country.

However, by Q2 2010 almost 30% of all persons who were no longer employed by Q2 2010
had left the workforce, for whatever reason. This 30% is based on the reduction in total
employment of 256,000 over the period since construction peaked (Q2 2007) and the increase
in total unemployment of 184,500 over the same period, implying that 71,500 persons or
almost 30% of those persons no longer in employment in the economy had left the labour
force.

If the same proportion was applied to construction, an estimated 43,600 persons (direct jobs
only = 145,300 *0.3) would have left the construction labour force over a three year period.
However, given the higher proportion of job losses in construction relative to other sectors, the
numbers who have left the labour force are likely to be substantially higher.

Of the total reduction of 145,300 since the peak in construction employment, non-nationals
accounted for 33,000. Just 12,200 non-national were employed in construction in Q2 2010
(9.7% of total) compared with 45,200 (16.7% of the total) at the peak (Q2 2007).

With construction already accounting for almost 60% of total job losses across the economy
since the peak, it is likely that the current unemployment rate in construction is likely to be
significantly higher than the national average of 13.2%, given the scale of job losses’.

Total employment in construction to fall back to mid-1990 levels

Job losses have taken place right across the sector with all occupations affected. The concern
now is that as the industry continues to suffer from weak sentiment, the downturn in new
orders, and the uncertainties surrounding NAMA, further job losses are inevitable. Based on the
medium-term projections presented here, total employment in construction is expected to fall
back to where it was in the mid-1990s.

The output projections set out in Table 4.4 imply a serious shedding of labour not just directly in
construction but in other areas dependent on construction.

They suggest that some 230,000 direct and indirect jobs’® will be lost by Q4 2010 compared
with the peak (Q2 2007), with a further 28,000 lost by 2011. Direct employment is expected to

7> It is suggested in Section 3 that the unemployment rate in some regions of the country could be closer
t0 25%.
’® Indirect employment is estimated at 40% of direct employment: 164,000%1.4 = 229,600.
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account for around 6% of total employment in 2010, compared with 12.9% at the peak.
Employment is expected to stabilise after 2011. The only factors likely to alleviate the
employment position with regard to job losses are as follows:

> If more construction workers opt to leave the labour force through outward migration.

» If construction workers are retrained and become employed in other sectors of the
economy (although the job losses reported in construction would be unchanged).

> If participation rates were to fall for other reasons.
Table 4.5: Medium-term projections for construction employment

Direct Indirect Total
employment in employment in construction

construction construction employment

(Thousands, seasonally adjusted)

Q2 2007 (Apr-Jun, Peak) 273.6 109.5 383.1
Q2 2009 157.6 63.0 220.6
Q2 2010 127.3 50.9 178.2
Forecasts:

year-end 2010 110 44 154
year-end 2011 90 36 126
year-end 2012 90 36 126
Estimated jobs lost relative to peak:

By Q2 2010 -146 -58 -203
By end 2010 -164 -66 -230
By end 2011 -184 -74 -258
By end 2012 -184 -74 -258

Source: CSO QNHS and DKM

The level of direct and indirect employment is projected to reach a floor of around 126,000 by
end 2011, around one-third of the level reached at the peak.

4.10 What size should the construction industry be?

The concept of what a sustainable level of construction output might be over the medium-term
was examined in the 2009 CIRO. The overreliance on housebuilding and other construction in
the overall economy over the period 2000-2007 resulted in the industry reaching 22% on
average of total economic activity (GNP) over this period and 25% in 2006. Total investment in
the economy’’ reached in excess of 31% in 2005 and 2006. These proportions were
unsustainable. However, the current projection has output in the industry falling to around

77 Total gross fixed capital formation in building and construction and machinery and equipment as a
percentage of total GNP.
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7.6% of GNP in 2012. These proportions are similarly unsustainable in the context of a viable
construction industry in an economy which continues to have an infrastructure deficit. It is
therefore reasonable to question what size of construction industry is sustainable over the
medium-term.

An industry equivalent to around 12 to 15% of GNP is more sustainable

Looking at the historical and projected shares of construction in other countries over the period
2006-2012 across the Euroconstruct region’®, construction, on average, is expected to
represent 11% of GDP’’, ranging from 15.2% in Finland to 8.3% in Sweden. The
corresponding percentage in Ireland over the same period is 12% (14.6% of GNP), but is
projected to fall to 7% over the period 2010-2012.

Figure 4.2: Construction as % of GDP across Euroconstruct Area *
Average percentages for the period 2006-2012F
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Source: Euroconstruct June 2010.

There is an argument that Ireland should have a construction industry which is larger than the
average across the Euroconstruct Area because it continues to have an infrastructure deficit,
notwithstanding the substantial investments made in building and construction during the
boom period.

78 The Euroconstruct region comprises 15 countries in Western Europe and 4 Central and Eastern
European countries - 19 countries in total. The construction output and GDP data for the period 2006-
2012 is taken from the most recent projections for the Euroconstruct Area published in June 2010.

7% The declining construction sector across the Euroconstruct Area has seen this percentage decline from

12% of GDP in the 2009 CIRO to 11% of GDP this year.
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The conclusion reached in the 2009 CIRO is unchanged this year. The optimum level for the
Irish construction industry should be equivalent to around 12% to 15% of GNP. An industry of
this magnitude would allow continued improvements in Ireland’s stock and quality of
infrastructure, an improvement in competitiveness and in the productive potential of the
economy.

Based on the estimate for GNP in 2010 (€127 billion), this would imply an industry with a value
ranging between €15 billion and €19 billion. These levels are well above the estimates for
construction output presented for the period 2010-2012.

Based on employment intensities of 10.5 jobs per €1 million spent *°on construction, an
industry equivalent to around 12% of GNP should be able to sustain total employment
at around 160,000. The total employment figure would increase to 200,000 in the
event that construction accounted for 15% of GNP.

Based on the above projection of just 126,000 persons employed by 2011, the industry is a long
way off its optimum size. Thus it urgently requires a pipeline of new orders which can support
the direct, indirect and induced employment and help maintain the highly skilled productive
resources in the industry that were built up over the past decade.

However, the necessity for full implementation of the Government'’s fiscal austerity programme
to bring down the fiscal deficit to 3% of GDP by 2014, implies no room for fiscal stimulus in the
Irish economy. That said, there remains an infrastructure deficit and a need for investment in
sensible public social and productive infrastructure projects. Thus unless innovative funding
mechanisms emerge to fund projects in these areas, it is difficult to see where recovery in
construction will come from in the short to medium-term.

8 This figure of 10.5 jobs is the average of employment intensities in the range 8 to 13 jobs per €1
million spent quoted in the Infrastructure Investment Priorities 2010-2016 Report from the Department of
Finance (July 2010) and in the Construction Industry Council Submission to Government, Jobs and
Infrastructure — A Plan for National Recovery, March 2009.
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Appendix T. Derivation of construction price indices

This Appendix sets out the price deflators used for calculating output in constant prices since
2006°". Price deflators are used to deflate the current price estimates of the value of output in
each sector into constant prices. For the purposes of calculating output in constant prices, the
base year used this year is 2008, which is consistent with the base year used for National
Accounts purposes.

While every effort is made to reflect a realistic view on the level of tender price inflation in the
construction industry, by paying attention to published tender price indices available from Bruce
Shaw, Davis Langdon PKS (DLPKS) and the Society of Chartered Surveyors (SCS), and consulting
with the various government departments, State agencies and the industry, there is no regular
tender price index published by sub-sector of activity for the industry.

The variation in tender price inflation across the various sub-sectors in the CIRO indicates the
importance of calculating an individual tender price index for each segment of the industry,
where activity levels and project types can vary significantly in any given year. The CIRO
produces an overall tender price index for the industry based on inflation trends in each sub-
sector of the industry and consultation with the relevant Government departments and State
agencies. The methodology applied for the most recent five year period is explained below.

It is important to stress that tender price trends only are used to ascertain volume changes. In
order to gauge a more accurate picture of the trend in output volumes, it would be better to
use a measure of project outturn costs. In the current very competitive climate, with very keen
pricing on some projects, contractors are bidding prices down in an effort to win work. The
contractors in turn may attempt to seek additional costs on completion of the project to take
account of factors such as variations, delays, latent conditions etc., resulting in the final outturn
cost of a project being substantially higher than the tender price. The implication for clients is
that accepting the lowest tender may not deliver the best value for money.

However, a key impact of the improved forms of contract is the greater use of Design and Build
which transfers greater risks to the contractor and secures greater certainty of outturn costs for
the client. Thus the new forms of contract should significantly reduce the likelihood of such
claims and variations, making the tender price a truer estimate of the outturn cost. In any case
there is not sufficient data on project outturn costs and it is necessary to rely on tender prices to
gauge the volume changes in construction output.

8 See previous CIRO documents for tender price indices used before 2006.
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The key message to emerge from this review of tender prices is that:

1) Based on the estimated tender price inflation factors used to ascertain estimates for
construction output, construction tender prices for new work have declined by almost
30% on average since the peak (2006) to unsustainable levels.

2) There has not been anything like a corresponding reduction in input cost, most notably
for building and construction materials or labour. Building materials prices and average
earnings only started to decline in 2009 and by very modest amounts. This suggests that
tender prices may be close to bottoming out unless there is a major adjustment likely in
terms of input costs, and there is no evidence to suggest that this will materialise.

A1.1 Construction cost indicators

Construction costs should include all costs incurred by the contractor to carry out construction
such as the cost of transport, energy, waste disposal and the hire of capital equipment. In
respect of the construction cost inflation measures which are available, they predominantly
focus on material and labour costs while other overheads are not included.

The pricing of individual projects can also vary considerably depending on their complexity,
location and timescale. While tender prices will reflect changes in construction materials and
labour costs, they are also subject to a range of other factors including competitiveness and the
capacity of firms to bid for work, the demand for construction, business confidence, different
contract forms and general economic conditions. In the current market, which is characterised
by a substantial decline in the volume of new projects, considerable underutilised resources and
weak sentiment levels, construction tender price levels have been falling since 2007. However,
there must ultimately be a reversal of the decline in construction tender prices, unless
construction costs adjust significantly downwards or productivity increases are achieved,
otherwise firms go out of business. In the current difficult market, a number of firms have
already gone out of business.

The main construction cost indices are reviewed below.

Wholesale Price of Building and Construction Materials

The CSO Wholesale Price index for building and construction materials provides an indication of
price trends for both home produced building materials and imports. The index measures the
actual prices paid for materials purchased by construction and civil engineering companies
throughout the country. Thus prices subject to long and short term contracts as well as for high
and low volume civil engineering works are also included. As a result long-term high volume
fixed contracts for major works may dilute the impact of price changes notified by building and
material suppliers. Thus the series provides only a general indication of building material price
trends in the construction sector.

The average decrease in the prices of building materials was 3.1% in 2009, compared with an
increase of 3.3% in 2008. Although prices overall declined, on average in 2009, there were
increases reported for some building materials, including Sand and Gravel (+9.2%), Cement
(+8.1%), Lighting Equipment (+5.2%) and Heating, Ventilation and Insulation materials (+4%).
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The products which recorded the largest declines in 2009 were Structural Steel and Reinforcing
Metal (-16.5%), Paints, Oils and Varnishes (-14.2%) and Bituminous Emulsions (-9.7 %).

The latest figures from the CSO show the price index for building materials peaked in
September 2008 and by June 2009 had declined by 4.6%. Prices started to decline in year-on-
year terms in February 2009 but the rate of change had moved back into positive territory by
February 2010. In the first eight months of 2010 average prices rose by 1.9% on the same
period in 2009. The substantial slowdown in construction activity is continuing to result in price
reductions for many products over the first eight months of 2010, notably Glass (-5.8%) and
Paints, Oils and Varnishes (-3.7%) and Ready Mixed Mortar and Concrete (-3.4%) compared
with the same period in 2008. However the prices for some other products rose by over 10% in
the same period: Bituminous Emulsions (22.2%) and Copper (14.2%). Overall building materials
are forecast to increase by around 3% on average this year.

Building and Construction Capital Goodss Price Inflation

The other traditional measure used to gauge the cost of building and construction is the CSO
Capital Goods Price Index for building and construction materials and wages. This index is
derived by combining a special hourly wage rate index for employees in the building and
construction sector with the price index for building and construction materials. As it is a
composite index, it tends to increase at rates somewhere between the building materials index
and average earnings. It would include labour cost increases awarded following each review of
rates of pay in the construction industry.

The Capital Goods Price index declined by 1.5% on average in 2009. Over the first eight
months of 2010, capital goods prices for building and construction rose by 0.8% compared
with the average for the same period in 2009. The forecast for the change in the composite
index for the full year is +1%.

DOE Housebuilding Cost Inflation

This index is produced by Dublin City Council for the Department of the Environment, Heritage
and Local Government (DEHLG). It measures labour and material costs only and does not
include items such as overheads, profit, interest charges, land development etc. The HCI
declined by only 1% in 2009, following an increase of 3.8% in 2008, despite the reduction in
average house prices last year (-13.7%). The most recent figures for the HCI show the cost of
housebuilding was up by 0.6% on average in the first seven months of 2010 on the same
period in 2009 compared with an average decline of 6.4% in average house prices over the
same period (based on permanent tsb/ESRI index for the first six months).

SCS Construction Cost Inflation

The SCS construction cost index is compiled from, and reflects actual changes in, the cost of
labour, materials and other construction inputs for building projects. It does not include items
such as profit, interest charges or land development. In this respect, it is similar to the HCl and
only relates to construction costs. The cost index has been prepared by Dublin City Council in
the past and is based on approximately 30 items that would typically be found in bills of
guantities. These items are priced from current bills of quantities from a sample of chartered
surveyors. Change in costs between two periods is applied to the previous index value to derive
the index figure.
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Construction costs as measured by the SCS declined by 1.6% in 2009 following an increase of
3% in 2008. According to the SCS index, construction costs were almost unchanged in Q1
2010 compared with Q1 2009.

A1.2 Construction tender price indicators

The three tender price indices available are derived from projects in the general contracting
sector of the industry only — based on a sample of projects in excess of circa €550 million worth
of Irish construction projects in the case of the Bruce Shaw Tender index. As such none of the
three independent tender price inflation measures available (Table 1.7) can be used for the
purposes of estimating the real volume of output for housebuilding and civil engineering
projects.

Thus for the purposes of estimating volume changes in construction output in the CIRO, we
need an output price index or a measure of tender price inflation, for all categories of work, as
opposed to construction cost inflation. We derive an overall estimate of the value of work put in
place, which is based on the prices charged to clients for construction work. Thus, to properly
measure changes in the volume of output, we need to deflate the value series by a tender or
output price index. Accordingly, we need data on tender or output prices for the various types
of building and infrastructure put in place.

Bruce Shaw Tender Price index

The Bruce Shaw Tender Price index reflects changes in prices charged for construction. It is
compiled from a large database of tenders, circa €550 million of diverse construction (excluding
civil engineering) projects.

The very weak market has resulted in contractors and sub-contractors bidding aggressively for
work, with the result that many tenders are being submitted at well below cost. Average tender
prices for general contracting work fell on average by 17% in 2009, although in some case falls
of over 20% were recorded. The falling trend has continued in 2010 to date with tender prices
expected to fall by 5.5% on average this year, according to Bruce Shaw.

The DLPKS Tender Price index

Tender price inflation trends according to the DLPKS tender price index are based on a smaller
sample of tenders in the general contracting area than for the Bruce Shaw Index. According to
this index, average tender prices for general building work fell by 16% in 2009 and are
projected to fall by a further 10% in 2010.

SCS Tender Price index

The SCS publish a Tender Price Index twice a year. The two figures published relate to the first
and second halves of each year. The index is based on new build projects, excluding housing,
with tender values in excess of €0.5m. The projects are a mixture of Government and private
sector contracts. The size of sample used to derive the index relates to the number of
completed forms returned from SCS members. Typically, around 50 completed forms are
returned in a half-year period.
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According to the SCS index, average tender prices in 2009 fell by 17.2%. The latest index value
is for the first half of 2010 and shows tender prices fell by 3.7% in the first six months of 2010
compared with the last six months of 2009.

It is important to stress, however, that these published indices predominantly relate to projects
in the general contracting sector as opposed to civil engineering work, where separate
approaches are adopted for the purposes of the CIRO.

Following consultation with the relevant government departments and State agencies, we
derive separate deflators for each category of work where possible to ascertain volume changes
in the amount of new work, and to demonstrate the varying levels of competition and activity
in each sector. We also distinguish between private and public sector projects. Thus, the
individual categories of new work are each assigned a different tender price deflator, based on
the analysis of construction cost and tender price indices and based on discussions with key
players in each sector.

A1.3: Construction price deflators by category of work

The measure of construction output in value terms is a proxy for the value of contracts. The
value of construction output is defined as the value of work put in place on the construction of
buildings and structures and on civil engineering and land improvement projects. Outout is
valued inclusive of VAT at the building services rate where this is chargeable or, in the case of
output of non-VAT registered bodies including direct labour units and individuals, outout is
valued inclusive of VAT on material inputs. Data which would allow the exclusion of deductible
VAT is not readily available. Professional fees, expenses and site supervisory costs are included in
the value of output.

Separate deflators are used to deflate the current price estimate of the value of output in each
sector into constant prices, to ascertain the volume changes in output. The overall construction
price deflator reflects the composition of construction output.

Each deflator is discussed in turn below. We believe that the improved deflator methodology
provides a true reflection of current market conditions and reflects the current very competitive
market in construction contracts.

A1.4: New residential construction output

Two different price deflators are used to estimate the value of output in constant prices for the
residential sector, one for new private housing output and one for new social housing output.

A1.4.1 New private housing output

The methodology employed is based on adjusting the average new house price (as published in
the Annual Housing Statistics Bulletin of the Department of the Environment, Heritage and
Local Government) for land acquisition costs and for the change in the size of dwellings
completed. The adjustment for size of dwellings is based on the assumption that size is a
reasonable proxy for all the quality factors that affect the price of a house.
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The average new house price supplied to the Department of the Environment, Heritage and
Local Government by the main lending agencies is based on new house purchase loans
approved by them. Average house prices are adjusted for site acquisition costs, as undeveloped
site costs are not considered part of building output. The estimated site acquisition costs are
extremely tentative.

Land acquisition costs were assumed to rise to 33% of the average house price in 2007 from
23% over the period 2001 to 2004. We have assumed that site costs declined as a proportion
of the average house price from 33% in 2008 to 25% in 2009 and 2010. These figures have
been revised since the 2009 CIRO based on discussions with industry representatives.

The impact of changes in the size of dwelling is determined by calculating the average size
index from information on the average size of each category of dwelling, using planning
permission data, and the weight for each category in the mix, based on a breakdown of house
completions by type, using DEHLG data. In 2009 the average size of dwelling increased by
12.5% following an increase of 16.5% in 2008, reflecting changes in the mix of dwellings.

In the 2009 CIRO a number of factors were taken into account which generated upward
pressure on tender prices in 2008, most notably:

» The qualitative changes arising from the impact of the DEHLG's new design guidance
document, Quality Housing for Sustainable Communities %;

» Revised apartment floor area standards applying to the Dublin City Council area; and
» The introduction of higher thermal performance standards under the Building Regulations.

The above factors at the time were estimated to increase tender prices by an average of 5% in
2008.

Based on the estimated decline of 13.8% in average house prices (excluding land costs) in
2009, the price deflator is calculated by adjusting the net sales price index for the change in the
size of dwellings (+12.5%) and adjusting for the impact of the Building Regulations. Thus the
deflator in 2009 is estimated at -23.4%%.

Applying the same methodology for 2010, based on assuming a further 12% decline in average
house prices (excluding land costs), a 4% increase in the average size of dwellings and adjusting
for the impact of the Building Regulations, the tender price inflation for new housing output is
forecast to decline by a further 15.4% in 2010.

8 Quality Housing for Sustainable Communities, Department of the Environment, Heritage and Local
Government, March 2007.

8 This figure is derived as follows: The Net (of land costs) Sales Price Index of 86.180 in 2009 is adjusted
for the index reflecting changes in the size of dwellings (86.180/112.534 = 76.6). This figure is further
adjusted for the impact of the Building Regulations (76.6/105 = 80.410). Taking 80.410 and dividing it by
the corresponding index value derived for 2008 (105) gives the annual percentage change in the deflator
for 2009 of 23.4%.
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Table A1.1: Calculation of tender price deflator for new private housing output

2006 2007 2008 2009 2010E
Average new house price (€) 305,637 322,634 305,269 242,033 212989
% change 10.6% 5.6% -5.4% -18.5% -12.0%
Land as % of house price 27% 33% 31% 25% 25%
Land cost (€) 82,522 106,469 94,633 60,508 53,247
Net sales price (€) 223,115 216,165 210,636 181,525 159,742
Net sales price index (2008=100) 105.9 102.6 100.0 86.2 75.8
% change 7.7% -3.1% -2.6% -13.8% -12.0%
Estimated average size of
dwelling (m?):
- Estate dwellings 108 11 115 115 115
- Single dwellings 147 155 165 165 165
- Apartments 73 74 75 75 75
Estimated weight in mix (%):
- Estate dwellings 54% 51% 30% 15% 7.5%
- Single dwellings 25% 25% 50% 75.0% 85%
- Apartments 21% 24% 20% 10% 7.5%
Average dwelling size (m?) 110.0 113.2 131.9 148.5 154.5
Average dwelling size index
(2008=100) 83.4 85.8 100.0 112.5 117.1
% change 0.2% 3.0% 16.5% 12.5% 4.0%
Derived house price deflator
index: (price/size) 121.9 119.6 100.0 76.6 64.8
Other factors impacting on tender
prices (1) 100 100 105 105 105
Adjusted tender price deflator 121.86 119.58 105.00 80.41 68.01
Index 2008 = 100 116.05 113.88 100.00 76.58 64.77
Deflator % change 3.1% -1.9% -12.2% -23.4% -15.4%

(1) Other factors include those highlighted on the previous page.
Source: DEHLG, DKM

A1.4.2: New social housing output

Following improvements to its database on tender levels for new local authority housing, the
DEHLG provides data on deflators for public sector housing, which are based on an analysis of
tender prices for the respective programmes in each year.

According to the DEHLG, the slowdown in construction activity began to have an impact on
tender prices from the middle of 2007. Thus tender price inflation for public sector housing was
flat in 2007 but declined by an average of 5% in 2008. Tender levels declined by a further 15%
in 2009. The latter reflects the more competitive tendering climate due to the reduced volume
of new work as well as the impact of the qualitative factors above, including the impact of the
new public works contracts.
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Although there were relatively few tenders in 2010 (due to a shift in social housing policy
towards leasing arrangements), DEHLG personnel suggest that tender levels for public housing
will decline by an average of 10% in 2010.

A comparison of tender sums on social housing contracts by the DEHLG suggests the following
trends in tender price inflation since 2006.

Table A1.2: Tender price deflator for new social housing output

Index value %
(2008=1.0) change
2006 1.053 8.0%
2007 1.053 0.0%
2008 1.000 -5.0%
2009 0.850 -15.0%
2010E 0.765 -10.0%

A1.5: General contracting output

The price deflator derived for general contracting output is applied to the current price
estimates of output for all categories of new private non-residential output, to calculate the
value of output in constant (2008) prices. It is important to note that tender prices can vary
depending on the type or building (.e.g. office, school, hospital) and whether classified as public
or private sector work.

We estimate that tender levels for private sector non-residential building projects, based on
published tender price indices available from Bruce Shaw, PKS and the SCS, declined by 17%
on average in 2009 compared with 2008, although some tenders fell by substantially more than
this these reductions. As the downturn in the industry gathered momentum in 2010,
construction tender prices have fallen further.

Tender prices for private non-residential building projects have already declined by an average
of 26 % over the period 2007-2009. For the purposes of the CIRO tender prices are projected
to decline by a further 10% on average this year, generating an estimated total decline in
tender prices for private non-residential building projects of almost 35% over the period 2007-
2010.

Agricultural building work is also included under general contracting. We estimate tender price
inflation for agricultural building work was in line with the inflation recorded for other private
non-residential work over the period 2004 to 2007. However given the exceptional amount of
investment underway in the agricultural building sector, which had to be completed by the end
of 2008 for grant purposes, tender price inflation in 2008 was assumed to be unchanged
compared with 2007. However, the substantial decline in agricultural building work post
December 2008 combined with the slowdown in construction orders are expected to give rise
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to the same reduction in tender prices as that assumed for general contracting work: -17% in
2009 and an estimated -10% in 2010.

We continue this year to use a separate price deflator for social infrastructure projects in the
public sector.

> Generally, tenders for hospital projects do not necessarily follow the overall industry
trend reflecting the complexity of health infrastructure projects and the limited number
of contractors with the appropriate resources and particular expertise. Moreover,
different market forces can affect tenders for hospital buildings compared with other
sectors of the industry. However given the current very weak market conditions and
following discussions with the Health Service Executive we have assumed that tender
levels for new hospitals building projects declined in line with those for private non-
residential building projects: -17% in 2009, with a further decline of 10% expected in
2010.

> In regard to eaducational buildings we have been advised by the Department of
Education and Science that tender levels for educational building projects also fell by
17% on average in 2009 and will fall by a further 10% in 2010. However, some tenders
have fallen well in excess of these amounts.

> Similar reductions are assumed for all other social infrastructure projects.

Thus based on the available information on tender prices, and trends in building material prices
and the cost of labour, tender levels for all new general contracting work declined by 17% on
average in 2009 and are expected to decline by a further 10% in 2010. This deflator is a
weighted average of all of the individual components under new general contracting work,
namely private industrial, commercial, tourism and agricultural building work as well as public
sector projects covering educational, hospital and public building projects. The figures reflect
the very competitive nature of the building market as well as a much reduced workload.

Thus by the end of 2010 overall tender prices for general contracting work will have fallen by
almost 35% since the peak construction year in 2007.

Table A1.3: Tender price deflator for new general contracting output

General contracting % change Private non- Public social
Overall index residential infrastructure
Index 2008=1.0 construction
Tender price inflation %
2006 1.132 4.0% 4.1% 3.7%
2007 1.125 -0.6% -0.7% -0.1%
2008 1.000 -11.1% -10.9% -12.0%
2009 0.830 -17.0% -17.0% -17.0%
2010E 0.747 -10.0% -10.0% -10.0%

Source: DEHLG, DES, DHC, DKM
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A1.6: Productive infrastructure output

Productive infrastructure projects cover a range of infrastructure including roads, water services,
airports, seaports, public transport, energy and telecommunications. The difficulty with this
segment of the industry is that, apart from road projects, construction projects of a similar
nature do not occur with sufficient regularity to allow direct comparison of construction rates to
determine inflation, plus the projects which do occur tend to be complex and too diverse to
make direct comparisons.

In the absence of any published tender price indices for each category of work, we have
contacted all of the relevant agencies responsible for productive infrastructure projects such as
the National Roads Authority (for national roads), the Department of the Environment, Heritage
and Local Government (non-national roads), the ESB and Bérd Gais (energy projects). We have
also consulted with the Department of Transport and the relevant agencies (e.g. Railway
Procurement Agency) in relation to public transport projects.

Accordingly, this year we estimate tender price inflation for productive infrastructure projects as
follows:

» Based on information from the National Roads Authority (NRA) concerning national road
projects, the NRA indicated that tenders submitted by contractors in 2009 were of the order
of 5% less than prices submitted in 2008. The outturn costs would be a more appropriate
indicator of the investment that would have been made on these projects. However, the
NRA has indicated that all contracts tendered or awarded in 2009 are still under
construction and their outturn costs will only be known when their final accounts are
agreed and settled. There are not sufficient projects completed to work out the trend in
final outturn costs. Tender prices for road construction projects have been declining since
2008. For the purposes of the CIRO, we assume tender levels for all new road (national and
non-national) projects declined by 5% on average in 2009 and will decline by 7% in 2010.

> Although tender price inflation for water services projects has been reasonably stable at
around 0% to 1% per annum between 2004 and 2007, the Water Services Section of the
DEHLG have indicated that tender prices fell by 10% per annum on average in 2008 and
2009 and are expected to fall by 7% in 2010.

> Following consultation in regard to public transport projects with the Department of
Transport, Irish Rail, Dublin Bus and the RPA, and given the difficulties referred to earlier
(regularity of projects, small samples, diversity of projects), the general views expressed were
that tender levels for projects awarded declined by, on average, around 7% in 2009. A
similar reduction is projected for 2010.

> For energy projects, tender prices vary depending on the nature of the project. Average

tender prices for construction projects across the energy sector are estimated to have
declined by 7% in 2009 and are projected to decline by a similar amount in 2010.
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» For other productive infrastructure work, notably airports, seaports and
telecommunications, we have also assumed that tender levels declined by 7% in 2009 with
a further 7% reduction projected for 2010.

Thus overall tender levels for new productive infrastructure projects declined by 6.6% in 2009,
and are projected to fall by 7% this year.

Table A1.4: Overall tender price deflator for new productive infrastructure output

Index Value (2008 = 1.0) Change
(%)
2006 1.029 3.7%
2007 1.066 3.6%
2008 1.000 -6.2%
2009 0.934 -6.6%
2010E 0.868 -7.0%

Source NRA, DEHLG, Dept. of Transport, RPA, ESB, BGE, DKM

A1.7: Repair and maintenance construction output

Since 2004, it has been assumed that tender price inflation for maintenance projects tends to
be in line with inflation for new projects. However, the smaller nature of projects in the repair
and maintenance (R&M) sector suggests that the R&M market is unlikely to be as competitive as
the market for new work. Accordingly the deflators assumed for repair and maintenance
construction projects are as follows:

> General contracting: private and public non-residential repair and maintenance work -
tender levels down 8% in 2009 and by a further 10% in 2010.

> Productive infrastructure: -8% per annum in 2009 and -7% in 2010.

> Private and public housing: tender levels 8% lower in 2009 and a further 10% lower in
2009.

A1.8: Conclusions

Overall construction tender prices fell by 12.6% on average in 2009 and are projected to fall by
a further 7.7% in 2010, giving rise to over a 26% reduction over the period 2006-2010. The
latter figures reflect average changes in tender levels across the various sub-sectors covered in
the CIRO and indicate the importance of calculating an individual tender price index for each
segment of the industry, where activity levels and project types can vary significantly in any
given year. The main producers of tender price indices have suggested that in some case
tenders for general contracting work have been submitted at levels significantly below the
average.
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Falling tender prices have now been a key feature of the construction sector since 2007,
reflecting the severe downturn in the volume of new work, the very competitive market for the
limited work that is put out to tender and the decline in the prices for building materials and
labour during 2009. The decline in tender prices is an unsustainable trend and with building
material prices starting to creep up again during 2010, the expectation is that the scope for
further cost reductions has to very limited. Thus tender price inflation should begin to level out
next year.

Tables A1.5 and A1.6 show the output price deflators and the corresponding percentage
changes for each sector over the period 2006 to 2010E.

For DEHLG 101



DKM

ECONOMIC
CONSULTANTS

CIRO 2010

Table A1.5: Construction output price deflators 2006 to 2010E (2008 = 1.000)

2006 2007 2008 2009 2010E

Residential construction

New private 1.161 1.139 1.000 0.766 0.648
New public 1.053 1.053 1.000 0.850 0.765
Sub-total 1.154 1.133 1.000 0.784 0.689
RM&I private 1.026 1.026 1.000 0.920 0.828
RM&I public 1.026 1.026 1.000 0.920 0.828
Sub-total 1.026 1.026 1.000 0.920 0.828
Total residential 1.129 1.108 1.000 0.845 0.769

New non-residential construction
New private non-residential construction

Industry 1.136 1.136 1.000 0.830 0.747
Semi-state industry 1.136 1.136 1.000 0.830 0.747
Commercial

Office development 1.136 1.136 1.000 0.830 0.747
Retail, wholesale 1.136 1.136 1.000 0.830 0.747
Total commercial 1.136 1.136 1.000 0.830 0.747
Agriculture 1.000 1.000 1.000 0.900 0.810
Tourism 1.136 1.136 1.000 0.830 0.747
Worship 1.136 1.136 1.000 0.830 0.747
Sub-total 1.130 1.121 1.000 0.837 0.759
New productive infrastructure

Roads 1.050 1.087 1.000 0.950 0.884
Water and sanitary services 1.111 1.111 1.000 0.900 0.837
Airport development 0.991 1.031 1.000 0.930 0.865
Ports and harbours 0.991 1.031 1.000 0.930 0.865
Energy including new power stations 0.991 1.031 1.000 0.930 0.865
Transport 0.991 1.031 1.000 0.930 0.865
Telecommunications 0.991 1.031 1.000 0.930 0.865
Sub-total 1.029 1.066 1.000 0.934 0.868
New social infrastructure

Education 1.136 1.136 1.000 0.830 0.747
Health 1.148 1.136 1.000 0.830 0.747
Public buildings 1.136 1.136 1.000 0.830 0.747
Local authority services 1.136 1.136 1.000 0.830 0.747
Sport 1.136 1.136 1.000 0.830 0.747
Gaeltacht 1.136 1.136 1.000 0.830 0.747
Sub-total 1.138 1.136 1.000 0.830 0.747
Total new non-residential 1.090 1.102 1.000 0.888 0.825
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Table A1.5: Construction output price deflators 2006 to 2010E (2008 = 100)
continued...

Non-residential repair and maintenance

Private non-residential

Industry 1.064 1.064 1.000 0.920 0.828
Semi-state industry 1.064 1.064 1.000 0.920 0.828
Commercial

Office development 1.064 1.064 1.000 0.920 0.828
Retail, wholesale 1.064 1.064 1.000 0.920 0.828
Total commercial 1.064 1.064 1.000 0.920 0.828
Agriculture 1.000 1.000 1.000 0.920 0.828
Tourism 1.064 1.064 1.000 0.920 0.828
Worship 1.064 1.064 1.000 0.920 0.828
Sub-total 1.059 1.059 1.000 0.920 0.828

Productive infrastructure

Roads 0.866 0.962 1.000 1.000 0.930
Water and sanitary services 1.023 1.064 1.000 0.920 0.856
Airport development 0.991 1.031 1.000 0.920 0.856
Ports and harbours 0.991 1.031 1.000 0.920 0.856
Energy 0.991 1.031 1.000 0.920 0.856
Transport 0.991 1.031 1.000 0.920 0.856
Telecommunications 0.991 1.031 1.000 0.920 0.856
Sub-total 0.957 1.016 1.000 0.943 0.867

Social Infrastructure

Education 1.064 1.064 1.000 0.920 0.828
Health 1.064 1.064 1.000 0.920 0.828
Public buildings 1.064 1.064 1.000 0.920 0.828
Local authority services 1.064 1.064 1.000 0.920 0.828
Sport 1.064 1.064 1.000 0.920 0.828
Sub-total 1.064 1.064 1.000 0.920 0.828
Total RM&I non-residential 1.014 1.042 1.000 0.934 0.852

Total construction output

New construction output 1.131 1.121 1.000 0.852 0.790
Repair and maintenance 1.021 1.032 1.000 0.925 0.837
Total construction output 1.109 1.101 1.000 0.874 0.807
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Table A1.6: Construction output price deflators 2006 to 2010E
(annual change, %)

% change since

2006 2007 2008 2009 2010E 2007
Residential construction

New private 3.1% -1.9% -12.2% -23.4% -15.4% -43.1%
New public 8.0% 0.0% -5.0% -15.0% -10.0% -27.3%
Sub-total 3.5% -1.8% -11.8% -21.6% -12.1% -39.2%
RM&l private 5.0% 0.0% -2.5% -8.0% -10.0% -19.3%
RM&I public 5.0% 0.0% -2.5% -8.0% -10.0% -19.3%
Sub-total 5.0% 0.0% -2.5% -8.0% -10.0% -19.3%
Total residential 3.7% -1.8% -9.8% -15.5% -9.0% -30.6%

New non-residential construction
New private non-residential construction

Industry 4.0% 0.0% -12.0% -17.0% -10.0% -34.3%
Semi-state industry 4.0% 0.0% -12.0% -17.0% -10.0% -34.3%
Commercial

Office development 4.0% 0.0% -12.0% -17.0% -10.0% -34.3%
Retail, wholesale 4.0% 0.0% -12.0% -17.0% -10.0% -34.3%
Total commercial 4.0% 0.0% -12.0% -17.0% -10.0% -34.3%
Agriculture 4.0% 0.0% 0.0% -17.0% -10.0% -19.0%
Tourism 4.0% 0.0% -12.0% -17.0% -10.0% -34.3%
Worship 4.0% 0.0% -12.0% -17.0% -10.0% -34.3%
Sub-total 4.0% -0.7% -10.8% -16.3% -9.4% -32.3%

New productive infrastructure

Roads 4.0% 3.5% -8.0% -5.0% -7.0% -18.7%
Water and sanitary services 1.0% 0.0% -10.0% -10.0% -7.0% -24.7%
Airport development 4.0% 4.0% -3.0% -7.0% -7.0% -16.1%
Ports and harbours 4.0% 4.0% -3.0% -7.0% -7.0% -16.1%
Energy 4.0% 4.0% -3.0% -7.0% -7.0% -16.1%
Transport 4.0% 4.0% -3.0% -7.0% -7.0% -16.1%
Telecommunications 4.0% 4.0% -3.0% -7.0% -7.0% -16.1%
Sub-total 3.7% 3.6% -6.2% -6.6% -7.0% -18.6%

New social infrastructure

Education 4.0% 0.0% -12.0% -17.0% -10.0% -34.3%
Health 3.0% -1.0% -12.0% -17.0% -10.0% -34.3%
Public buildings 4.0% 0.0% -12.0% -17.0% -10.0% -34.3%
Local authority services 4.0% 0.0% -12.0% -17.0% -10.0% -34.3%
Sport 4.0% 00% -120% -17.0% -10.0% -34.3%
Gaeltacht 4.0% 0.0% -12.0% -17.0% -10.0% -34.3%
Sub-total 3.7% -0.1% -12.0% -17.0% -10.0% -34.3%
Total new non-residential 3.9% 1.2% 9.3% -11.2% -7.1% -25.1%
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Table A1.6: Construction output price deflators 2006 to 2010E
(annual % change) - continued

% change since

2006 2007 2008 2009 2007

Non-residential repair and maintenance
Private non-residential

Industry 4.0% 0.0% -6.0% -8.0% -10.0% -22.2%
Semi-state industry 4.0% 0.0% -6.0% -8.0% -10.0% -22.2%
Commercial

Office development 4.0% 0.0% -6.0% -8.0% -10.0% -22.2%
Retail, wholesale 4.0% 0.0% -6.0% -8.0% -10.0% -22.2%
Total commercial 4.0% 0.0% -6.0% -8.0% -10.0% -22.2%
Agriculture 4.0% 0.0% 0.0% -8.0% -10.0% -17.2%
Tourism 4.0% 0.0% -6.0% -8.0% -10.0% -22.2%
Worship 4.0% 0.0% -6.0% -8.0% -10.0% -22.2%
Sub-total 4.0% 0.0% -5.5% -8.0% -10.0% -21.8%

Productive infrastructure

Roads 40% 11.0% 4.0% 0.0% -7.0% -3.3%
Water and sanitary services 4.0% 40% -6.0% -8.0% -7.0% -19.6%
Airport development 4.0% 40% -3.0% -80% -7.0% -17.0%
Ports and harbours 4.0% 40% -3.0% -8.0% -7.0% -17.0%
Energy 4.0% 40% -3.0% -8.0% -7.0% -17.0%
Transport 4.0% 40% -3.0% -8.0% -7.0% -17.0%
Telecommunications 4.0% 4.0% -3.0% -8.0% -7.0% -17.0%
Sub-total 4.0% 6.2% -1.6% -5.7% -8.1% -14.7%

Social Infrastructure

Education 4.0% 0.0% -6.0% -8.0% -10.0% -22.2%
Health 4.0% 0.0% -6.0% -8.0% -10.0% -222%
Public buildings 4.0% 0.0% -6.0% -8.0% -10.0% -222%
Local authority services 4.0% 0.0% -6.0% -8.0% -10.0% -22.2%
Sport 4.0% 0.0% -6.0% -8.0% -10.0% -22.2%
Sub-total 4.0% 0.0% -6.0% -8.0% -10.0% -22.2%
Total RM&I non-residential 3.4% 27% -4.0% -6.6% -8.8% -18.2%
Total construction output Annual construction price inflation

New construction output 3.7% -1.0% -10.8% -14.8% -7.3% -29.5%
Repair and maintenance 4.4% 1.0% -3.0% -75% -9.5% -18.8%
Total construction inflation 38% -0.7% -92% -12.6% -7.7% -26.7%
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Appendix 2: Construction output by sector, 2006-2010E

The following tables present information on the value of construction industry output in current
and constant (2008) prices.

Table A2.1: Value of construction output in current prices, 2006-2010E (€m)

2006 2007 2008 2009

Residential construction

New private housing 19,599.8 17,283.7 10,998.3 2,977.0 1,006.4
New public housing

New local authority 882.7 782.6 845.5 657.8 428.4
New voluntary 185.5 275.7 399.1 251.5 222.0
Total new public housing 1,068.2 1,058.3 1,244.7 909.4 650.4
Sub-total 20,668.0 18,341.9 12,243.0 3,886.4 1,656.8
RM&I private 42623 4,740.2 4,911.2 3,401.4 2,300.0
RM&I public 283.0 310.1 338.2 363.3 411.5
Sub-total 4,545.3 5,050.3 5,249.4 3,764.7 2,711.5
Total residential 25,213.3 23,3923 17,4924 7,651.0 4,368.2

New non-residential construction
New private non-residential construction

Industry 600.0 500.0 880.0 528.0 100.0
Semi-state industry 64.5 49.0 74.4 37.4 31.2
Commercial

Office development 1,400.0 1,800.0 1,300.0 700.0 200.0
Retail, wholesale 2,200.0 2,100.0 1,100.0 385.0 80.0
Total commercial 3,600.0 3,900.0 2,400.0 1,085.0 280.0
Agriculture 220.0 573.1 1202.0 235.0 115.0
Tourism 570.6 814.0 547.7 228.5 34.2
Worship 19.1 20.6 12.1 9.7 14.7
Sub-total 5,074.2 5,856.8 5,116.2 2,123.6 575.7
New productive infrastructure

Roads 1,712.7  2,023.2 2,364.1 1,988.1 1,608.5
Water and sanitary services 511.1 620.4 576.9 626.6 626.6
Airport development 132.7 253.3 378.9 470.4 100.5
Ports and harbours 33.8 30.0 30.9 11.8 6.4
Energy 1,282.7 857.4 895.2 982.9 917.7
Transport 192.0 465.6 571.3 448.6 348.6
Telecommunications 262.5 331.6 351.6 227.7 212.3
Sub-total 4,127.6 4,581.4 5,168.8 4,756.1 3,820.7
New social infrastructure

Education 617.4 675.4 718.8 475.9 550.0
Health 217.5 301.4 365.5 400.5 338.8
Public buildings 292.4 443.7 446.4 262.0 191.2
Local authority services 147.8 213.1 137.6 57.5 37.3
Sport 132.6 189.6 291.2 256.3 130.1
Gaeltacht 63.1 63.0 116.6 56.8 60.4
Sub-total 1,470.9 1,886.1 2,076.0 1,509.1 1,307.7
Total new non-residential 10,672.7 12,3243 12,361.0 8,388.8 5,703.5
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Table A2.1: Value of construction output in current prices, 2006-2010E (€m)
..continued

Non-residential repair and maintenance
Private non-residential

Industry 122.8 98.6 125.6 70.7 134
Semi-state industry 8.6 6.0 9.6 8.6 24.2
Commercial

Office development 294.0 375.7 249.26 64.6 25.2
Retail, wholesale 462.0 438.3 210.9 35.5 0.0
Total commercial 756.1 813.9 460.2 100.1 25.2
Agriculture 92.2 95.2 96.2 65.7 35.1
Tourism 135.6 183.9 133.2 69.1 25.1
Worship 57.2 61.7 64.2 250 364
Sub-total 1,172.4 1,259.3 889.1 339.2 166.3

Productive infrastructure

Roads 370.2 3934 4981 376.7 170.9
Water and sanitary services 379.9 370.4 467.5 4913 480.4
Airport development 11.4 19.2 22.3 4.3 9.8
Ports and harbours 4.2 5.4 5.6 3.7 7.6
Energy 201.5 2394 257.1 187.0 222.4
Transport 142.3 120.9 133.9 119.2 104.4
Telecommunications 447 35.0 63.9 48.3 51.8
Sub-total 1,1543 1,183.8 1,4484 1,230.5 1,047.4

Social infrastructure

Education 164.1 224.4 125.8 265.9 284.1
Health 110.8 65.4 73.8 55.4 493
Public buildings 108.2 113.8 156.8 101.0 105.8
Local authority services 24.1 25.2 33.6 10.0 5.0
Sport 14 122 11.8 6.4 3.7
Sub-total 418.6 440.9 401.8 438.6 448.0
Total RM&I non-residential 2,7453 12,8840 2,7393 2,0084 1,661.6

Total construction output

New construction output 31,340.7 30,666.2 24,604.0 12,275.2 7,360.2
Repair and maintenance 7,290.6 7,9343 7,988.7 5,773.0 4,373.1
Total construction output 38,631.3 38,600.5 32,592.7 18,048.2 11,733.3
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(constant 2008 prices, €m)
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Residential construction
New private housing
New public housing

New local authority

New voluntary

Total new public housing
Sub-total

RM&I private

RM&I public

Sub-total

Total residential

New non-residential construction
New private non-residential
construction

Industry

Semi-state industry
Commercial

Office development

Retail, wholesale

Total commercial

Agriculture

Tourism

Worship

Sub-total

New productive infrastructure
Roads

Water and sanitary services

Airport Development

Ports and harbours

Energy including new power stations
Transport

Telecommunications

Sub-total

New social infrastructure
Education

Health

Public buildings

Local authority services
Sports

Gaeltacht

Sub-total

Total new non-residential

2008 2009
16,888.7 15,176.9 10,9983 3,8874 1,553.8
838.6 743.5 845.5 773.9 560.0
176.3 261.9 399.1 295.9 290.2
1,014.8 1,0054 1,2447 1,069.8 850.2
17,903.5 16,182.2 12,243.0 4,957.3 2,403.9
4,155.7 4,5199 5,0540 4,061.3 2,777.8
275.9 302.4 338.2 394.8 496.9
4,431.6 4,9241 5,2494 4,092.0 3,274.7
22,335.1 22,106.3 17,4924 19,0493 5,678.7
528.0 440.0 880.0 636.1 133.9
56.8 43.2 74.4 45.0 41.8
1,232.0 1,584.0 1,300.0 843.4 267.7
1,936.0 1,848.0 1,100.0 463.9 107.1
3,168.0 3,432.0 2,400.0 1,307.2 374.8
220.0 573.1 1,202.0 261.1 142.0
502.2 716.3 547.7 275.3 45.8
16.8 18.1 12.1 11.7 19.7
4,491.7 5,222.7 5,116.2 2,536.5 764.4
1,630.9 1,861.4 2,364.1 2,092.7 1,820.6
459.9 558.4 576.9 696.2 748.6
133.9 245.7 378.9 505.9 116.3
34.1 29.1 30.9 12.7 7.5
1,294.0 831.6 895.2 1,0569 1,061.1
193.7 451.6 571.3 482.4 403.1
264.8 321.6 351.6 244.9 245.4
4,011.4 4,2994 5,1688 5,091.6 4,4024
543.4 594.3 718.8 573.4 736.2
189.5 265.2 365.5 572.7 453.5
257.3 390.5 446.4 315.7 256.0
130.0 187.5 137.6 69.3 63.3
116.7 166.8 291.2 308.8 174.2
55.6 554 116.6 68.54 80.9
1,2924 1,659.7 2,076.0 1,818.2 1,750.6
9,795.5 11,1819 12,361.0 9,446.3 6,911.0
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Table A2.2: Value of construction output in constant prices, 2006-2010E
(constant 2008 prices, €m) - continued

Non-residential repair and maintenance
Private non-residential

Industry 115.4 92.7 125.6 76.8 16.1
Semi-state industry 8.1 5.6 9.6 9.4 29.2
Commercial

Office development 276.4 353.1 249.3 70.2 30.4
Retail, wholesale 434.3 412.0 210.9 38.6 0.0
Total commercial 710.7 765.1 460.2 108.8 304
Agriculture 92.2 95.2 96.2 71.4 42.4
Tourism 127.5 172.9 133.2 75.1 38.6
Worship 53.7 58.0 64.2 27.2 44.0
Sub-total 1,107.6  1,189.4 889.1 368.7 200.8
Productive infrastructure

Roads 4273 409.2 498.1 376.7 183.8
Water and sanitary services 371.4 348.1 467.5 534.0 561.5
Airport development 11.5 18.7 22.3 4.6 1.5
Ports and harbours 4.3 5.3 5.6 4.0 8.9
Energy 203.3 232.2 257.1 203.3 259.9
Transport 143.6 117.2 133.9 129.6 122.0
Telecommunications 45.1 34.0 63.9 52.5 60.5
Sub-total 1,206.5 1,164.7 1,4484 1,304.7 1,208.1
Social infrastructure

Education 154.2 210.9 125.8 289.0 343.2
Health 104.2 61.5 73.8 60.2 59.5
Public buildings 101.7 107.0 156.8 109.8 127.8
Local authority services 22.7 23.7 33.6 10.9 6.0
Sport 107 1.4 11.8 6.9 45
Sub-total 393.5 414.5 401.8 476.8 541.0
Total RM&I non-residential 2,707.6 2,768.6 2,739.3 2,150.2 1,950.0

Total construction output

New construction output 27,699.0 28,671.2 24,938.7 14,365.2 19,3424
Repair and maintenance 7,139.2 7,692.7 7,988.7 6,242.3 5,224.7
Total construction output 34,838.2 35,056.8 32,592.7 20,645.8 14,539.6

For DEHLG 109



DKM

ECONOMIC
CONSULTANTS

CIRO 2010

Table A2.3: Change in the volume of construction output, 2006-2010E (%)

pL[1]3 2007 2008 2009 2010E

Residential construction

New private housing 145% -101% -27.5% -64.7%  -60.0%
New public housing

New local authority -6.2% -11.3% 13.7% -85% -27.6%
New voluntary 1.8% 48.6% 524%  -25.9% -1.9%
Total new public housing -4.9% -0.9% 23.8% -14.0% -20.5%
Sub-total 13.2% -9.6% -243% -59.5% -51.5%
RM&I private 13.4% 11.2% 6.3% -247% -24.9%
RM&I public 20.3% 9.6% 11.8% 16.8% 25.9%
Sub-total 13.8% 11.1% 6.6% -22.0% -20.0%
Total residential 13.3% -55% -171% -483% -37.2%

New non-residential construction
New private non-residential construction

Industry -27.9%  -16.7% 100.0% -27.7% -79.0%
Semi-state industry -26.3%  -24.0% 72.4%  -39.5% -7.2%
Commercial

Office development 34.6% 286% -179% -351% -68.3%
Retail, wholesale 5.8% -45% -405% -57.8% -76.9%
Total commercial 15.4% 83% -30.1% -455% -71.3%
Agriculture -21% 160.5% 109.7% -783%  -45.6%
Tourism 30.6% 42.7%  -23.5% -49.7% -83.4%
Worship 0.0% 8.0% -33.3% -3.3% 124.3%
Sub-total 7.4% 16.3% -2.0% -504% -70.1%
New productive infrastructure

Roads 4.4% 14.1% 27.0% -115% -13.0%
Water and sanitary services 7.6% 21.4% 3.3% 20.7% 7.5%
Airport Development 35.6% 83.5% 54.2% 33.5% -77.0%
Ports and harbours 59% -145% 6.0% -589% -41.3%
Energy including new power stations 03% -357% 7.6% 18.1% 0.4%
Transport -30.4% 133.2% 26.5% -156% -16.4%
Telecommunications 21.5% 21.4% 9.3% -30.4% 0.2%
Sub-total 2.7% 7.2% 20.2% -1.5% -13.5%
New social infrastructure

Education 1.5% 9.4% 20.9% -20.2% 28.4%
Health -37.6% 40.0% 37.8% 32.0% -6.0%
Public buildings 7.1% 51.7% 143% -293% -18.9%
Local authority services -8.7% 442%  -26.6%  -49.6% -28.0%
Sports 35.1% 42.9% 74.5% 6.1% -43.6%
Gaeltacht 35.0% -0.3% 110.5% -41.3% 18.1%
Sub-total -4.2% 28.4% 25.1% -12.4% -3.7%
New non-residential construction 3.8% 14.2% 10.5% -23.6% -26.8%
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Table A2.3: Change in the volume of construction output, 2006-2010E (%) - continued

2006 2007 2008

Non-residential repair and maintenance
Private non-residential

Industry -533% -19.7% 35.6% -38.9% -79.0%
Semi-state industry -46.6%  -30.2% 71.0% 25%  211.2%
Commercial

Office development 33.1% 27.8%  -29.4% -71.8% -56.7%
Retail, wholesale 4.5% -51% -48.8% -81.7% -100.0%
Total commercial 14.0% 7.7% -39.9% -76.3% -72.0%
Agriculture 2.1% 3.3% 1.1% -25.7% -40.6%
Tourism 26.5% 356% -22.9% -43.6% -48.3%
Worship 0.0% 8.0% 10.6% -57.7% 62.1%
Sub-total -2.0% 74% -25.3% -58.5% -45.5%
Productive infrastructure

Roads 24.6% -4.2% 21.7% -24.4% -51.2%
Water and sanitary services 22.6% -6.3% 34.3% 14.2% 5.2%
Airport development -62.4% 61.8% 19.7% -79.2%  147.0%
Ports and harbours -10.5% 23.0% 6.8% -28.2% 120.3%
Energy 22.1% 14.2% 10.7% -20.9% 27.9%
Transport 37.0%  -18.4% 14.2% -3.2% -5.8%
Telecommunications -11.7% -24.7% 88.0% -17.8% 15.3%
Sub-total 20.2% -3.5% 24.4% -9.9% -7.4%
Social infrastructure

Education 12.0% 36.7%  -40.4% 129.8% 18.7%
Health -15.2%  -41.0% 20.0% -18.5% -1.1%
Public buildings -3.9% 5.2% 46.6% -30.0% 16.4%
Local authority services 577.6% 4.6% 41.9% -67.7% -44.4%
Sport 0.3% 6.4% 3.4% -41.5% -35.4%
Sub-total 3.5% 5.3% -3.1% 18.6% 13.5%
Total RM&I non-residential 7.7% 2.3% -1.1% -21.5% -9.3%

Total construction output

New construction output 9.7% -1.2% -10.1% -41.5% -35.3%
Repair and maintenance 11.4% 7.8% 3.8% -21.91% -16.3%
Total construction output 10.0% 0.6% -7.0% -36.7% -29.6%
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Appendix 3: Review of construction output by region, 2009

We continue this year with our presentation of regional estimates for construction output for 2009%*.
The regional breakdown is provided to facilitate the CSO in the production of Gross Domestic Product (or
Gross Value Added) at regional level. The CSO also uses the data in the Annual CIRO for compiling
estimates of gross fixed capital investment for the National Accounts.

The regional breakdown of construction output in 2009 is very similar to the CSO's estimate of the
regional population distribution in 2009.

The breakdown in 2009 suggests that the Southern & Eastern region accounted for 73% of total
construction output in 2009, while the Border, Midlands and West region accounted for the balance of
27%. The ratio for construction output between both regions was mirrored by the population
breakdown which saw 73% of people placed in the S&E region and the remainder in the BMW region.

The average construction output per capita for the State as a whole was much reduced in 2009 at just
€4,460. There was almost no difference between output per capita in both the S&E region and the BMW
region, with output per capita of approximately €4,055 and €4,026 respectively in both regions. While
activity levels are much reduced, this is an indication of a very balanced spread across the both regions.

Dublin generated approximately 29% of total output in 2009, while the Greater Dublin Area (Dublin and
the Mid-East) accounted for 42% of the total (39% of total population).

With regard to overall output levels, residential construction is still quite dominant while productive
Infrastructure is clearly important also. In fact, during 2009 in the Border region, productive
infrastructure (45%) actually contributed more to total output than residential construction (42%).
Residential construction had its highest share in the Border region, accounting for half of total output.
This sector accounted for less than half of total output in each other region — while residential
construction contributed to just 40% of output in Dublin and the Mid-East.

Private non-residential construction accounted for just 14% of total output across the State in 2009. This
sector is most dominant in the Dublin and South-West regions, having accounted for 19% and 17% of
total output respectively.

¥ Estimates of the composition of construction output by region were first presented in 1995. The

methodology used to derive the regional estimates is being constantly improved. However, these
estimates should be considered tentative and we urge caution in interpreting the figures and particularly,
in making year-on-year comparisons.

For DEHLG 112



DKM

ECONOMIC
CONSULTANTS

CIRO 2010

A3.1: Definition of regions

The relevant regions used to breakdown construction output for 2009 are the eight planning
regions as follows:

e Border: Cavan, Donegal, Leitrim, Louth, Monaghan, Sligo;

e Dublin: Dublin City, Dun Laoghaire - Rathdown, South Dublin and Fingal;
e Mid-East: Kildare, Meath and Wicklow;

e Midland: Laois, Longford, Offaly and Westmeath;

e  Mid-West: Clare, Limerick and North Tipperary;

e South-East: Carlow, Kilkenny, South Tipperary, Waterford and Wexford;
e South-West: Cork City, Cork County and Kerry;

e West: Galway, Mayo and Roscommon.

In addition we present estimates of construction output for the two regions®® negotiated by
Ireland in the context of the Agenda 2000 Agreement for Structural Fund purposes:

(@) the Border, Midlands and Western (BMW) Region; and

(b) the Southern and Eastern (S&E) Region.

A3.2: Regional breakdown of construction output/population

The total value of construction output in 2009 has been estimated at €18 billion. Table A3.1
provides estimates for the regional composition of total output including repair, maintenance
and improvement expenditure in 2009. The estimated regional breakdown of the total
population in 2009 is shown for comparison®.

Comparing the regional breakdown of construction output with the regional population
distribution for the country as a whole, the shares are broadly similar for all regions. Dublin and
Midland are the only two regions to have higher shares of construction output than their
population shares. The opposite is the case for the Border (10% of output and 11% of
population), Mid-west (7% vs. 8%) and the South-west (14% vs. 15%) regions.

Figure A3.1 illustrates the regional split showing the Dublin construction market more than four
times larger than the smallest market (Mid-west) in 2009. Other trends evident suggest that:

e 73% of total output was generated in the Southern and Eastern (S&E) region compared
with 27% generated in the Border, Midlands and West (BMW) region.

% For a comparative regional analysis of the BMW and S&E regions see the National Development Plan
2000-2006.
% Estimated population classified by region from Population and Migration Estimates, CSO, April 2009.
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e 29% of total output was generated in the Dublin region in 2009 while the Greater
Dublin area (Dublin and Mid-east) had a combined share of 41% of the total (39% of
total population).

e The smallest construction market is in the Mid-west region, which accounts for 7% of
total output and 8% of total population.

Table A3.1: Value of construction output by region, 2009

Output (€m) Share (%) of Share (%) of

output population
Border 1,739 10% 1%
Dublin 5,313 29% 27%
Mid-east 2,228 12% 12%
Midland 1,318 7% 6%
Mid-west 1,220 7% 8%
South-east 1,938 1% 1%
South-west 2,502 14% 15%
West 1,789 10% 10%
Total output 18,048 100% 100%
S&E 13,201 73% 73%
BMW 4,847 27% 27%

Source: DEHLG, DKM, CSO

Figure A3.1: Value of construction output by region, 2009 (€m)

Dublin South-West  Mid-East  South-East West Border Midland Mid-West
Source DEHLG, DKM.
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A3.3: Construction output per capita

Figure A3.2 illustrates the level of construction output per capita in 2009 by region for the State
as a whole.

Figure A3.2: Construction output per capita by region, 2009 (€m)

Midland
Dublin
Mid-east
West
South-east
South-west
Border

Mid-west

S&E
BMW

State

0 500 1,000 1,500 2,000 2,500 3,000 3,500 4,000 4,500 5,000
Source: DEHLG, DKM, CSO

The average construction output per capita for the State as a whole was €4,047 in 2009.
Output per capita in the S&E region was only marginally higher than that for the BMW region.

Output in the S&E region was 2.7 times the value of output in the BMW region in 2009 with an
almost identical difference between both estimates of population.

Construction output per capita levels were lowest in the Mid-west (€3,261) and highest in the
Midland (€4,871). All other six regions had per capita levels between €3,400 and €4,400.

A3.4: Composition of regional construction output

The composition of regional output in 2009 is set out in Table A3.2 together with the
percentage shares for each category of work.

The following points are noted in respect of the composition of regional construction output in
2009:
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e The continued dominance of residential construction output in 2009, representing 42 %
(€7.7 billion) of total construction output. The sector accounted for exactly half of total
construction output in the Border region in 2009.

e Private non-residential output contributed €2.5 billion to total output in 2009, with the
contribution from the Dublin region equivalent to approximately €1 billion or 41% of
nationwide private non-residential output. The South-west region had the second
highest level of output at just €434 million, less than half the contribution from the
Dublin Region. The Midland region accounted for less than 2% of the total or just €48
million.

e The value of productive infrastructure in 2009 was almost €6.0 billion or 33% of total
output. In absolute terms, Dublin represented the largest market with almost €1.5
billion coming from the region, followed by the South-east (€712 million) and South-
west (€705 million) regions. The smallest output from productive infrastructure projects
arose in the Mid-west region (€447 million). In terms of shares of total output, 45% of
total construction output in the Midlands region came from productive infrastructure
projects, while the corresponding proportion in Dublin was only 27 %.

e The remaining category of output, socia/ infrastructure, accounted for 11% of overall
construction output in 2009, and with the exception Dublin (14% share) and the Mid-
east and South-east (8% each), this category accounted for between 9% and 11% of
regional construction output in all other regions.

73% of total construction output arose in the S&E region. This proportion increases to 87% of
the total output arising from private non-residential construction projects. 30% of productive
infrastructure output and 29% of residential construction output arose in the BMW region but
the same region accounted for only 13% of private non-residential output.
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Table A3.2: Composition of total output by region in 2009, €m.

CIRO 2010

Residential Private Productive Social Regional
Construction Non-Residential Infrastructure Infrastructure Output
Border 878 146 555 161 1,739
Dublin 2,126 1006 1460 721 5,313
Mid-East 882 310 853 183 2,228
Midland 553 48 590 127 1,318
Mid-West 496 160 447 116 1,220
South-East 838 231 712 158 1,938
South-West 1,085 434 705 278 2,502
West 793 126 666 204 1.789
Total Output 7,651 2,463 5,987 1,948 18,048
S&E 5,427 2,143 4,176 1,456 13,201
BMW 2,224 320 1,811 492 4,847
Border 50% 8% 32% 9% 100%
Dublin 40% 19% 27% 14% 100%
Mid-East 40% 14% 38% 8% 100%
Midland 42% 4% 45% 10% 100%
Mid-West 41% 13% 37% 10% 100%
South-East 43% 12% 37% 8% 100%
South-West 43% 17% 28% 1% 100%
West 44% 7% 37% 1% 100%
Total Output 42% 14% 33% 11% 100%
S&E share 71% 87% 70% 75% 73%
BMW share 29% 13% 30% 25% 27%

Note: The value of construction jnc/udes repair and maintenance expenditure.
Source: DEHLG, DKM

A3.5: Categories of construction work by region

Figures A3.3 to A3.6 illustrate how the broad categories of work split by region in 2009, using
residential, private non-residential, productive infrastructure and social infrastructure as the four
main categories of construction work.
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A3.5.1: Residential construction

A total of 26,420 dwellings were built nationwide in 2009%”. The corresponding value of
residential construction output was €7.7 billion (including repair and maintenance). The shares
of residential construction output by region are not too dissimilar from the shares of overall
dwellings completed by region in 2009: Border — 11% of residential output (16% of dwelling
completions), Dublin 28% (20%), Mid-east 12% (10%), Midland 7% (7%), Mid-west 6%
(8%), South-east 11% (11%), South-west 14% (16%), West 10% (11%). The Dublin and Mid-
east regions (a proxy for the Greater Dublin Area [GDA]) represented 39% of the total value of
residential construction output in 2009 compared with 30% of total completions.

Figure A3.3: Residential construction output by region, 2009 (€m)

1 A%

12% 11%

10%
7%
Dublin South-West  Mid-East Border South-East Waest Midland Mid-West

Source: DEHLG, DKM

A3.5.2: Private non-residential construction

The GDA accounted for 53% of the total private non-residential construction output in 2009
followed by the South-west region (18%) and the South-east region (9%,).

87 Based on the number of dwellings connected for electricity, the proxy used for measuring the number
of dwellings built.
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Figure A3.4: Private non-residential construction output by region, 2009 (€m)

41 %
1 N BN B T B s 2% ,,,,,,
Dublin South-West  Mid-East South-East  Mid-West Border West Midland

Source: DEHLG, DKM
A3.5.3: Productive infrastructure

Dublin accounted for 24% of total productive infrastructure output due to the high level of
investment underway at Dublin airport (90% of total airport investment), communications
(44% of total) energy and water services (22% of total in each) and public transport (35% of
total). Including the Mid-east region, 38% of the total investment took place in the GDA. The
highest investment in roads was in the South-east (19% of total) and Mid-east (17 %) regions.
The lowest overall shares were represented by the Mid-west (7%) and Border (9%) regions.
Around 30% of the total investment in productive infrastructure took place in the BMW
region.

Figure A3.5: Productive infrastructure construction output by region, 2009 (€m)

Dublin Mid-East South-East South-West Midland Mid-West

Source: DEHLG, DKM
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A3.5.4: Social infrastructure

Dublin also had the dominant position in regard to the construction output associated with
social infrastructure projects, accounting for 37% of total output. This reflects the largest
output from health projects (52% of total health construction output) and public buildings
output (33% of the total). Including the Mid-east region, the GDA in total accounted for 51%
of total construction output from social infrastructure projects. Over half (55%) of the total
investment in social infrastructure projects in the Mid-west region was in educational building
projects.

Figure A3.6: Social infrastructure by region, 2009 (€m)

Dublin South-West West Mid-East Border South-East Midland Mid-West
Source: DEHLG, DKM
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Table A3.3: Construction output by region, 2009 (current prices, €m)

Border

Dublin Mid-

Midland

Mid-

South- South-

CIRO 2010

West

Residential construction

Private housing 727
Public housing 151
Sub-total 878

50%

Non-residential construction

1,746
381
2,126
40%

Private non-residential construction

Industry 40
Commercial 26
Agricultural 48
Tourism 29
Worship 4
Sub-total 146
Productive infrastructure
Roads 152
Water services 151
Airports and seaports 1
Energy 200
Transport 22
Communications 29
Sub-total 555
32%
Social infrastructure
Education 65
Health 28
Public buildings 40
Other social 29
Sub-total 161
Total construction 1,739

172
774
20

28
1
1,006

189
250
439
259
201
121
1,460
27%

184
239
120
179
721

5,313

east

770
112
882
40%

142
31
26

109

310

400
160

131
139
23
853
38%

86
30
52
16
183

2,228

465
88
553
42 %

15
25

INo

48

383
108

53
29
17
590
45%

80
9
19
18
127

1,318

west

376
121
496
47%

47
25
38
47

160

201
88
30
52
54
21

447

37%

65
4
22
26
116

1,220

east

717
121
838
43%

25
97
55
51

231

451
108

92
41
19
712
37%

47
23
45
43
158

1,938

west

885
200
1,085
43%

173
192
54
11

434

192
118
11
303
53
27
705
28%

144
74
35
25

278

2,502

693
100
793
44 %

42
25
34
21

126

397
134

79
29
20
666
37%

73
49
32
51
204

1,789

6,378
1.273
7,651

42 %

645
1,185
301
298
35
2,463

2,365
1,118
490
1,170
568
276
5,987
33%

742
456
363
387
1,948

18,048

Note: The value of construction jnc/udes repair and maintenance expenditure.
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Table A3.4: Construction output by region, 2009 (%)

Border Dublin Mid- Midland Mid- South- South- West Total

east west east west
Residential construction

Private housing 41.8 329 345 353 30.8 37.0 35.4 38.7 35.3
Public housing 8.7 72 5.0 6.6 9.9 6.2 8.0 5.6 7.1
Sub-total 50.5 40.0 39.6 42.0 407 43.2 434 443 424

Non-residential construction
Private non-residential construction

Industry 2.3 3.2 6.4 0.3 3.9 1.3 6.9 2.3 3.6
Commercial 1.5 14.6 1.4 1.2 2.0 5.0 7.7 1.4 6.6
Agricultural 2.8 0.4 1.2 1.9 3.1 2.9 2.2 1.9 1.7
Tourism 1.6 0.5 49 0.2 3.8 2.6 0.5 1.2 1.6
Worship 0.2 0.2 0.1 0.2 03 0.2 0.2 0.2 0.2
Sub-total 8.4 189 13.9 3.7 13.2 119 17.4 7.0 13.6
Productive infrastructure

Roads 8.7 3.6 17.9 29.1 16.4 233 7.7 22.2 13.1
Water services 8.7 4.7 7.2 8.2 7.2 5.6 4.7 7.5 6.2
Airports and

seaports 0.1 8.3 0.0 0.0 2.5 0.0 0.4 0.4 2.7
Energy 11.5 49 5.9 4.0 4.3 4.8 12.1 4.4 6.5
Transport 1.3 3.8 6.2 2.2 4.4 2.1 2.1 1.6 3.1
Communications 1.7 2.3 1.1 1.3 1.7 1.0 1.1 1.1 1.5
Sub-total 31.9 275 383 44.8 36.6 36.7 28.2 37.2 33.2
Social infrastructure

Education 3.7 35 3.9 6.1 53 2.4 57 4.1 4.1
Health 1.6 45 1.3 0.7 0.4 1.2 3.0 2.7 2.5
Public buildings 2.3 2.3 2.3 1.4 1.8 2.3 1.4 1.8 2.0
Other social 1.6 3.4 0.7 14 2.1 22 1.0 2.9 2.1
Sub-total 9.2 13.6 8.2 9.6 9.5 8.1 11.1 1.4 10.8
Total construction 100 100 100 100 100 100 100 100 100

Note: The value of construction jnc/udes repair and maintenance expenditure.
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Table A3.5: Regional construction output by category of work (%)

Border Dublin Mid- Midland Mid- South- | South- West Total
east west east west

Residential construction

Private housing 1.4 27.4 12.1 7.3 5.9 11.2 13.9 10.9 100
Public housing 11.8 299 8.8 6.9 9.5 9.5 15.7 7.9 100
Sub-total 11.5 27.8 11.5 7.2 6.5 10.9 14.2 10.4 100

Non-residential construction
Private non-residential construction

Industry 6.2 26.7 220 0.5 7.3 3.9 26.9 6.5 100
Commercial 2.2 65.3 2.6 1.3 2.1 8.2 16.2 2.1 100
Agricultural 15.9 6.8 8.5 8.3 12.7 18.4 18.0 1.4 100
Tourism 9.6 95 36.6 0.8 15.6 17.0 3.8 7.0 100
Worship 10.5 31.9 7.7 58 115 9.6 115 115 100
Sub-total 5.9 409 12.6 2.0 6.5 94 17.6 5.1 100
Productive infrastructure

Roads 6.4 80 169 16.2 8.5 19.1 8.1 16.8 100
Water services 13.5 224 143 9.6 7.9 9.7 10.6 12.0 100
Airports and seaports 0.2 89.6 0.1 0.0 6.1 0.1 2.2 1.6 100
Energy 17.1 222 112 4.6 4.5 7.9 25.9 6.7 100
Transport 3.9 354 245 5.1 9.5 7.2 9.4 5.0 100
Communications 104 439 8.5 6.1 7.6 6.7 9.7 71 100
Sub-total 9.3 244 143 9.9 7.5 11.9 11.8 1.1 100
Social infrastructure

Education 8.7 247 116 10.8 8.7 6.3 19.4 9.8 100
Health 6.1 52.3 6.5 2.1 0.9 5.0 16.3 10.7 100
Public buildings 11.0 33.1 14.2 5.1 5.9 12.3 9.5 8.8 100
Other social 7.4 46.2 4.0 4.7 6.7 11.2 6.5 13.2 100
Sub-total 8.3 37.0 9.4 6.5 6.0 8.1 14.3 10.5 100
Total construction 9.6 294 12.3 7.3 6.8 10.7 13.9 9.9 100

Note: The value of construction jnc/udes repair and maintenance expenditure.
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Table A3.6: Construction output in the S&E and BMW regions, 2009 (€m)

Total S&E BMW  S&E BMW
(%) (%)

Residential construction

Private housing 6,378 4,493 1,885 34.0 38.9
Public housing 1,273 934 339 7.1 7.0
Sub-total 7,651 5,427 2,224 41.1 459

Non-residential construction
Private non-residential construction

Industry 645 559 85 4.2 1.8
Commercial 1,185 1,119 66 8.5 1.4
Agricultural 301 194 107 1.5 2.2
Tourism 298 246 52 1.9 1.1
Worship 35 25 10 0.2 0.2
Sub-total 2,463 2,143 320 16.2 6.6
Productive infrastructure

Roads 2,365 1,432 932 10.9 19.2
Water services 1,118 725 393 5.5 8.1
Airports and seaports 490 481 9 3.6 0.2
Energy 1,170 838 332 6.3 6.8
Transport 568 488 79 3.7 1.6
Communications 276 211 65 1.6 1.3
Sub-total 5,987 4,176 1,811 31.6 37.4
Social infrastructure

Education 742 524 217 4.0 45
Health 456 370 86 2.8 1.8
Public buildings 363 272 91 2.1 1.9
Other social 387 289 98 2.2 2.0
Sub-total 1,948 1,456 492 11.0 10.1
Total: all construction 18,048 13,201 4,847 100.0 100.0

Note: The value of construction jnc/udes repair and maintenance expenditure.
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Appendix 4: The measurement of housebuilding output

This Appendix presents an alternative measure of new housebuilding for the period 2006-2010
which is used to estimate the value of new residential construction in the CIRO this year. The
basis for this Appendix is the extreme contraction in the volume of housebuilding since 2006,
which has raised some question around whether the measure used for the purposes of
estimating residential construction output each year, is representative of actual housebuilding
put in place in a given year.

The measure of residential construction provides a basis for the estimation of the level of fixed
investment in housing by the CSO in the calculation of GNP each year. At the peak of the
construction boom, fixed investment in building and construction accounted for 25% of total
GNP and 88,219 dwellings were connected for electricity®®.

To date, the practice has been to use the number of dwellings connected for electricity as a
proxy for actual new housebuilding each year. However, given the unique circumstances in the
housing market, which have culminated since the peak year (2006), it is now questionable
whether the link between ‘electricity connections’ and completed units still holds up to the
same degree®.

An alternative measure of actual housebuilding is presented in this CIRO which argues that
using the number of electricity connections each year has led to an overestimation of the
number of actual new dwellings constructed in 2009 and an underestimation over the period
2006-2008. Moreover, it argues that the number of dwellings constructed at the peak was in
excess of 97,000 compared with the 88,219 connections reported in 2006.

A4.1: Housing indicators — housebuilding captured at four stages

In terms of the lifecycle of a dwelling, data on housebuilding is captured at four different
stages, which culminate in the drawdown of a mortgage:

> At the granting of planning permission
» At the point of commencement

> At the point of registration

% The total figure published on the DEHLG website www.environ.ie is 93,419. However the ESB
suggested at the time that there was a backlog of connections at the end of 2005 which were not
connected until 2006. Hence some 5,200 dwellings were deducted from the total connection in 2006
and added back to the total connections for 2005

% The 2007 Construction Industry Review and Outlook included an Appendix highlighting this issue.
http://www.dkm.ie/uploads/pdf/reports/DKM%20CIRO %202008%20Report%20FINAL . pdf
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> At the point of connection for electricity, and
> At the point of transactions, i.e. when funds are drawn down for a mortgage.
Briefly these points are described below.

Residential planning permissions

Information on the number of planning permissions granted, the number of units granted
planning permission and the corresponding floor areas for multi-development houses, one-off
houses and apartments are returned by local authorities to the CSO each quarter.

At present, the planning permission series is perhaps the most comprehensive measure of
housing activity for the Republic. However, planning permissions granted are not tracked
through to completion. Moreover, as permissions can have up to a five year life, it is difficult to
establish the relationship between permissions, registrations and completions, and hence it is
not possibly to rely on planning permissions as an indicator of supply in any twelve month
period. It is also the case that local authority housebuilding is exempt in the case where
construction takes place in the Authorities’ own area.

Residential commencements

Data is collected on residential commencement notices under the building control regulations
by Building Control authorities since January 2004. This survey provides details of the number of
residential units started for 37 Building Control authorities, with the number of single units
identified separately. However, local authorities or builders carrying out work on behalf of a
local authority are not required to submit commencement notices provided that the work is
being carried out in the Authorities’ own area. Thus, as with planning permissions, public sector
units are not counted in the commencement series.

In regard to the commencement data, we understand that the commencement stage generally
refers to the commencement of preliminary and other site works by the builder in advance of
proceeding to construction of units. As such they comprise a proxy for "housing starts’.

Residential registrations

All homebuilders and developers who are registered under the national insurance Homebond
and Premier Guarantee schemes must register their dwellings with either organisation before
construction can proceed. Registrations are made after commencements and are inspected on
two occasions:

» Generally direct employees/ engineers and /or consulting engineers in private practice
inspect each site on behalf of both guarantee company/insurance providers by visiting
each site at the foundations stage. Once dwellings are inspected a Final Notice
certificate is issued.

> An inspection is carried out when the dwelling is structurally complete. A minimum of
14 days notice before the dwelling is structurally complete is required for inspection.

Registrations comprise an important leading indicator of supply in the pipeline. However, the
data published on registrations is very incomplete and relies on data from homebuilders and
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developers who are registered with the national guarantee/insurance Homebond and Premier
Guarantee schemes. Thus the data excludes housebuilders and developers who are not
affiliated to either scheme, as well as some one-off housing units that are built directly by the
owner and units completed by the public sector. In the current climate, it is also likely that the
number of housebuilding firms affiliated to both insurance providers, may now be less, given
the severe contraction in housebuilding over recent years. The timing can also be an issue as
registrations are not always built in the year in which they are registered.

At present the published data on registrations does not differentiate between one-off houses
and scheme houses.

Residential completions (i.e. electricity connections)

The most quoted measure of housebuilding is that provided by ESB Networks to the DEHLG,
notably the number of ‘electricity connections’, the proxy used to date for measuring the
number of dwellings completed. Data is provided monthly by ESB Networks to the DEHLG by
county and by house type. The data is very timely - the latest monthly completions data on the
DEHLG website at the time of writing (17/8/2010) are for July.

Mortgage based transactions

Data on total housing transactions does not currently exist in the Irish housing marke
Transactions can be financed with a mortgage or with cash. The number of properties financed
with a mortgage is available from Irish Bankers’ Federation (IBF) data but there is no data
available on non-mortgage based transactions. Similar data is reported for mortgage based
transactions of new and second-hand dwellings by the DEHLG. The source in each case is the
financial institutions. The latest IBF available data on the total value and number of mortgages is
Q2 2010.

.t90

A4.2: Trends in housing indicators

The next Table shows the annual number of units published from each source since 2000, with
the exception of the Planning Permissions series, which introduced a new methodology in 2001,
and the Commencements series, which only began in January 2004.

The Table below suggests, that the number of new dwellings granted planning permission
peaked at 101,653 in 2004, twelve months before commencements peaked (77,709 in 2005)
and two years before registrations (66,649), completions (88,219) and mortgage drawdown
(55,737) peaked in 2006. The independent collection of each series, and the lack of any
tracking or follow through of units from planning permission to completion stage, possibly
explains why the figures differ so much.

% The Government announced its intention in August 2010 to establish a new property transactions
database which will report total sales and house prices, responsibility for which is to be allocated to the
Property Services Regulatory Authority.
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Table A4.1: Housing Indicators from 2000

Mortgage
Planning Commencements Registrations Completions Drawdowns
Permissions (connections) New dwellings
2000 N/A N/A 34,613 49,812 31,533
2001 78,446 N/A 28,845 52,602 29,431
2002 69,314 N/A 51,017 57,695 32,298
2003 78,354 N/A 56,859 68,819 35,292
2004 101,653 77,691 60,782 76,954 44,231
2005 99,352 77,709 62,284 86,157 53,758
2006 78,755 75,602 66,649 88,219 55,737
2007 84,397 48,876 38,351 78,027 46,588
2008 67,584 22,852 12,676 51,724 24,467
2009 40,556 8,604 3,743 26,420 9,832
2010 * 10,888 2,990 1,382 9,513 N/A

Source: Planning permissions www.cso.ie.
* 2010 data: Planning permissions (6 months), Commencements (5 months), Registrations and
Completions (8 months) and Mortgage Drawdowns for new dwellings: www.environ.ie

While all of the 101,653 units granted planning permission in 2004 would not have been
expected to be built out in the following year or indeed in the following five years, the figures
suggest that the corresponding maximum number of units ‘connected for electricity’ was
88,219 (or 87% of permissions at the peak). Adjusting the 2005 commencements figure for the
number of local authority units completed in 2006 (5,200), would imply total commencements
of 82,909 in 2005.

Perhaps the most startling figure from the above Table is the difference between completions
and mortgage drawdowns, implying that large numbers of dwellings were financed without a
mortgage up to the peak, assuming all were sold at the time. However, it is clear now that not
all new dwellings built were sold, given the position with respect to unsold stock, which is
addressed below.

Taking the two series which appear to be the most comprehensive, i.e. commencements and
connections, the relationship between them is examined more closely. Accordingly, the data for
each are presented in the next Chart based on a running twelve month total for both
completions and commencements, with commencements lagged by 12 months. A third line is
presented for ‘adjusted commencements lagged 12 months’” which shows total
commencements lagged 12 months plus public sector completions, as local authority units are
not included in commencements. The latter should be a more comprehensive indicator of total
completions in the pipeline in a given year. Thus (where t denotes year ;)

Completions y = Commencements +; and,

Adjusted completions ; = Commencements 1 + public sector completions; (on the
basis of the adjustment discussed above)
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The lag of one year is a reasonable assumption, but there is no guarantee that commencements
are built out within a year and can often take two or more years to be completed. Based on
Figure A4.1 the adjusted commencements series provides a reasonable good fit for completions
(i.e. "'connections’) over the period March 2009 to April 2010, while the measure appears to
have substantially underestimated completions in the year to May 2007, but overestimated
them in the first half of 2008. This may be related to the time lag assumed.

Figure A4.1: Completions versus Commencements 2006 — 2011F

Running twelve month total
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Source: Housing Statistics on www.environ.ie

The lagged adjusted commencements figure implies that total commencements in the year to
December 2010 are projected at around 10,000 units, including an estimate for public sector
completions and assuming all are completed within the year. Based on discussions with the
industry and allowing for the fact that some commencements may not proceed in the year, the
number of completions is estimated at 8,500 (including an estimated 1,800 public sector
completions) in 2010. A substantial proportion of these are expected to be single units,
approximately 6,000. The total number of single units commenced as a percentage of total
commencements was 76% in 2009 compared with 25% during the boom.

A4.3: Completed units versus connections

When is the connection recorded?

The current proxy for housing completions is ‘electricity connections’. According to ESB
Networks, the point at which the electricity connection is made tends to be when the buyer
moves into the house, although not in all cases. Generally, a developer/housebuilder will apply
for a connection during construction at which point the main infrastructure is provided,
including the service cables to the meter cabinet. When the customer moves in the meter is
installed and the customer is ‘energised’. At this point the electricity connection is recorded as a
connection and would appear in the DEHLG figures.
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There will be exceptions to this rule. For example, showhouses will be energised in advance of
purchase and one-off houses will be energised at the point of completion, assuming the owner
moves in straight away. In the case of apartments, the common areas will be ‘energised’ as one
connection®’ while the individual apartments will be connected separately when the buyer
moves in. Under the revamped Building Regulations in 2008, which introduced higher standards
for airtight homes, it is possible that a number of such units, albeit still unsold, would already
have been connected for electricity. However it is impossible to quantify how many such
buildings were connected as a result of the changes to the Building Regulations.

Thus generally it is the case that the electricity connection tends to be recorded when the buyer
moves in.

This raises other issues as follows for the true measurement of housebuilding completions.

Housing cycle — periods of overbuilding and underbuilding?

In periods of high demand and high levels of housebuilding, one would expect new units to be
connected immediately on completion. That said, an issue arose in 2006 when, due to a
backlog of electricity connections in 2005, approximately 5,200 units had to be deducted from
the 2006 completions figure and added back to the 2005 figure to get the true estimate of
completions in 2005 (86,157). However, it may be reasonable to assume that as the market
begins to turn, developers continue building, but the drop off in demand results in a build-up of
unsold stock, which continues to increase until developers stop building. It is interesting that in
October 2008, almost two years after the market started to turn, the Construction Industry
Federation (CIF) estimated that there were 35,000 unsold new completed units in the market.
This estimate was equivalent to just over two-thirds of the total estimated completions (i.e.
connections) in 2008.

Similarly, in a weak market or in a period of underbuilding, as is currently being experienced,
electricity connections can overestimate the true level of housebuilding in a particular year, and
therefore, the true level of fixed investment in building and construction and hence the annual
level of GNP.

In the current depressed market, with almost 9,523 units connected for electricity in the first
eight months of the year (and only 8,500 new units expected to be built in 2010), it is likely that
some of these represent the overhang of unsold stock from previous years. Similarly, the
slowdown in demand from 2007 onwards, suggests that some of the connections recorded in
2009 and possibly 2008 represented dwellings built over previous years.

There is also the issue of work-in-progress which can be significant in a weak/declining market.
There is some level of uncompleted units in the market at present which have not yet been
included in the estimate of housing output but would have represented housebuilding activity
in the year in which they were commenced.

" |f this separate electricity connection for the apartment management company is included in the
DEHLG figures, the latter will overstate the level of new building.
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A4.4: Estimating the true level of housebuilding

Based on the above issues, some adjustment is required to the connections figures over recent
years to measure the true volume of new residential construction each year. This adjustment
needs to take account of the following:

» Some of the new units connected for electricity in recent years were built in earlier years,
and

> Some unsold new stock, has yet to appear in the connections®.

Adjusting for building in earlier years

Adjustments are made to the connections figures in 2009 and 2010 only, on the basis that
some of the units connected in those years were built over the period 2006 to 2010. Thus of
the 26,420 connections in 2009, it is assumed that 18,000 were built in 2009, with the balance
constructed in 2006, 2007 and 2008.

Similarly in 2010, the estimated 15,000 connections (based on annualising the figure of 9,523
for the first eight months) are distributed over the period 2006 to 2010, with an estimated
8,500 units constructed in 2010.

The retrospective distribution of connections over previous years is based on best estimates
following industry consultations and is derived on the basis that significant overbuilding took
place in 2006 and 2007. There is no adjustment made to the 2008 connections figure, although
it could be argued that a similar adjustment should also be made.

Taking account of the unsold stock

In respect of the unsold new stock the only estimate available is from the CIF. The most recent
estimate for the unsold stock, according to the CIF, is 25,000 completed units. As previously
acknowledged, it is likely that a proportion of these units are already connected for electricity,
reflecting the revised Building Regulations for airtight houses. As it is impossible to quantify
how many dwellings are in this category, it is assumed that 10,000 are already included in the
connections figures, leaving 15,000 to be distributed over previous years. Thus 15,000 finished
units which remain to be connected are assumed to have accumulated over the period 2006-
2008 as follows: 4,000 per annum in 2006, 2007 and 2008, and 3,000 in 2009.

The DEHLG is currently finalising a comprehensive national survey to quantify and categorise the
scale and distribution of unfinished housing developments (of two or more housing units)
across the country, including the level of new completed but vacant housing within those
developments. The survey will, for the first time, establish an evidence basis for further action at
local authority and national levels.

2 Under the revised Building Regulations (2008), it is possible that a number of the unsold units were
‘airtight’ houses, which by implication would have necessitated a connection to the electricity network.
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The survey was conducted by way of site visits by Departmental housing inspectors to every
housing development commenced at the time of survey (Summer 2010) but not complete and
by carrying out a physical count and categorisation of the different stages of completion of all
housing commenced within the developments.

Publication of the results of the survey is expected in early Autumn 2010, to be followed by co-
ordinated action at national and local levels in addressing the practical and policy issues in
managing and resolving issues created by unfinished housing developments.

This current review of vacant stock by the DEHLG will produce a more comprehensive estimate
of the unsold new and unfinished stock around the country.

Based on the above assumptions, the figures in Table A4.2 present an alternative view of the
number of dwellings built for the period 2006 to 2010. While a number of assumptions have
had to be made to arrive at these adjusted figures, it is nonetheless necessary to take into
account the current severe downturn in housebuilding activity, the weak market and the
current overhang of unsold new units. Without some adjustment the level of investment in new
residential construction would be overestimated in the weak years and underestimated in earlier
years. Moreover as the production of new dwellings is unlikely to recover until the majority of
the overhang is sold, the projected level of new housebuilding in 2011 is 7,500 units.

Table A4.2: New dwelling completions - adjusted for slowdown and unsold stock _
2005 2006 2007 2008 2009 2010E 2011E

1. Total 'connections' per DEHLG 80,957 93,419 78,027 51,724 26,420 15,000

2. Adjustment to connections per ESB 5,200 -5,200

3. Estimated completions (*) 86,157 88,219 78,027 51,724

Adjusted completions: _TOTAL_
4. Connections in 2009

by year of construction (est) 3,000 3,000 2,420 18,000 0 26,420
5. Connections in 2010

by year of construction (est) 2,000 2,000 1,500 1,000 8,500 15,000
6. Unsold new stock (**) 4,000 4,000 4,000 3,000 0 15,000
7. Adjusted completions # 86,157 97,219 87,027 59,644 22,000 8,500 7,500

8. difference (7-3) 0 9,000 9,000 7,920 -4,420 -6,500 15,000

* Based on using connections as a proxy for completions. 2010 figure of 15,000 is DKM estimate.
** Based on the CIF current estimate of 25,000 units for the unsold new stock and assuming that 15,000
units remain to be connected for electricity while 10,000 units are already connected, on the basis that

they are ‘airtight’ houses.
# The sum of 3, 4, 5 and 6.
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Implications of the adjustments for completions

The main implication of taking both factors - the slowdown in housebuilding and the unsold
stock - into account is that the estimates for the number of new units built are higher in 2006,
2007 and 2008 and lower in 2009 and 2010 than the published connections figures. Thus the
number of units built at the peak is estimated at 97,219 in 2006 compared with 93,419
electricity connections. The number of completions in 2007 is also revised upwards from 78,027
units to 87,027 units. Similarly, there is also an upward revision to the 2008 figure, from 51,724
units to 59,644 units. Reflecting the severe contraction in housebuilding in 2009 and 2010, the
estimate for new housebuilding is revised downwards, from 26,420 to 22,000 in 2009 and
from an estimated 15,000 connections to 8,500 units in 2010.

Thus connections over the period 2005-2010E have underestimated the level of dwellings built
by 15,000 units.

Table A4.3: Total connections versus housebuilding 2005-2010E

2005-2010
Total ‘connections’ 2005-2010E 345,547
Total dwellings built 2005-2010E 360,547
Difference: yet to be connected for electricity 15,000

A4.5: Summary

Thus, based on the preceding analysis, the outturn for the value of residential construction
output needs to be revised upwards in 2006, 2007 and 2008 compared with estimates in the
2009 CIRO. From a national accounts perspective, this would imply a higher GNP figure in
2006, 2007 and 2008, but a lower figure in 2009 than currently estimated by the CSO.

This exercise is intended to illustrate the difficulties with the current dataset and suggests that
more accurate measures of completed units and sales/transactions need to be developed which
take into account the impact of the sharp contraction in housebuilding, while the market is
adjusting to more normal supply levels®.

The above adjusted measures of housebuilding output over the period 2006-2010 are used to
estimate the value of new residential construction in the CIRO this year on the basis that they
represents a more accurate measure of what actually transpired over the past four years.

% This raises an issue about what should be the definition of a completed dwelling? Is it when a house is
structurally complete or when it is finally completed and ready for occupation, or is it when the house is
first occupied? It would greatly assist the measurement of housebuilding if it was possible to trace the
relationship between completions and the other housing indicators in the stages of the building lifecycle
back to their corresponding permits, commencements and registrations.
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Construction output by region, 2009

é% Monaghan
Roscommon
I ongforg

Tipperary
North
Tipperary

South

Output Share (%) Share of

(€m) of output  population (%)

Border 1,739 10% 1%
I Dublin 5,313 29% 27%
Mid-east 2,228 12% 12%
Midland 1,318 7% 6%
Mid-west 1,220 7% 8%
South-east 1,938 11% 11%
South-west 2,502 14% 15%
West 1,789 10% 10%
Total output 18,048 100% 100%
S&E 13,201 73% 73%
BMW 4,847 27% 27%

Note: Percentages may not add to 100 due to rounding.
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