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Imagine turning up to work one day to find
you’ve lost your job. Not only that, but the
company you’ve spent the last 30 years working
for is in liquidation and that pension pot you’d
been looking forward to might not actually exist
anymore. That was the reality for 43,000 workers
after the collapse earlier this year of building
company Carillion. But was this an isolated
incident? Or is it possible that the same fate
awaits other similar companies? In other words,
where is the uk construction industry heading?

1
SKILLS
SHORTAGES

Wilbury Stratton spent six weeks
canvassing the opinions of dozens
of industry professionals. We spoke
to C-suite executives, HR professionals,
talent managers, project managers and
experts in procurement and supply chain.
Their answers suggest an industry living
on its nerves. Yes, there were certain specific
reasons that led to Carillion’s demise, but
our conversations highlighted a number
of other broader, structural weaknesses
that affect the entire sector. And the
solutions are not at all obvious.

Construction has the poorest supply
of workers of any industry in the UK.
A third of the vacancies in construction
are a result of not enough people being
trained in a particular trade. Not only
are skills scarce but there are simply
not enough people who want to learn
the trade in the first place. The companies
we spoke to have tried various tactics –
visiting schools, putting on roadshows
and, of course, offering apprenticeship
and graduate schemes.
But the problem persists. Some companies
have now resorted to paying huge salaries
to bring in the right talent. One of our
sources drew our attention to Hinkley
Point C, a project that pays its most basic
labourer a whopping £50,000 salary.
But this pay-based approach is clearly
not a long-term solution.
At best, it is unsustainable; at worst,
it makes the existing workforce even
more competitive.

...OF OUR RESPONDENTS
BELIEVE SKILLS SHORTAGES
CONSTITUTE THE MOST
PRESSING CONCERN
FOR THE SECTOR.

A SPANNER IN THE WORKS...WHAT NE X T FOR THE UK CONSTRUCTION INDUSTRY?

A SPANNER IN THE WORKS...WHAT NE X T FOR THE UK CONSTRUCTION INDUSTRY?

2
THE AGEING
WORKFORCE
Construction has relied on ‘grandfather
rights’ for too long. This is the assumption
that skills and trades will be passed down
through the generations, thus providing
a perpetual influx of new workers.
This is an outdated strategy and one
that simply cannot address the huge
reduction in manpower that is expected
in the next few decades. Nearly 50 percent
of the current UK construction workforce
is aged over 45 which (as the Institute for
Public Policy Research has recently pointed
out) is significantly higher than the figure
for all those in employment regardless
of sector.
That means about 40 percent of UK
construction workers are going to retire
in the next 15-20 years. Who is going
to replace them? Not millennials, who
largely find the industry unappealing.
The hiring managers we spoke with said
school leavers and graduates typically
view construction as “low-skilled”, “dirty”
and “unsafe”. With an image like that, how
can the industry possibly expect the youth
to defuse the demographic time-bomb?

...OF UK CONSTRUCTION
WORKERS ARE SET
TO RETIRE IN THE NEXT
15-20 YEARS.

Construction
has relied on
‘grandfather
rights’ for
too long...
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3
THE CONSTRUCTION
BUSINESS MODEL
The construction industry runs on low profit
margins. To grow their business, firms have
to bid aggressively for public-sector contracts.
This ties them in to accepting lower profits.
However, limited profit means limited leeway
to pay for the unexpected. Bad weather
conditions, health and safety regulations,
and delays in acquiring material supplies
are just some of the many obstacles that
firms face time and time again. When these
extra costs arise, public-sector contracts
can quickly become unprofitable and,
potentially, loss-making. This (see overleaf)
seems to have been a key factor in Carillion’s
downfall, but the business will not have been
the only building contractor treading the
low-margin tightrope.

This low-profit model might not be such
a problem were it not for the industry’s
appalling productivity rates. Apart from
agriculture, the construction industry has
the lowest productivity levels of any UK
sector. Low profits are of course a major
cause of low productivity, but many of our
sources said the sector’s poor approach
to project planning is also a key factor.
We were told of unfeasibly long gestation
periods between projects because of long
planning times and unnecessarily strict
health and safety regulations. These time
constraints cost money. Combined with the
initial cost of materials, extended project
planning can leave firms with a limited
budget for the recruitment process. This
in turn pushes productivity levels even lower.

UK construction margins (100 firms based on revenue)

Source: Capital IQ, financial reports
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CARILLION WAS A PRIME EXAMPLE OF A FAILED
BUSINESS MODEL. BY 2017 IT HAD APPROXIMATELY
450 GOVERNMENT CONTRACTS WHICH ACCOUNTED
FOR ROUGHLY A THIRD OF ITS TOTAL REVENUE
(FROM THIS WE CAN SAFELY ASSUME THAT UP
TO A THIRD OF CARILLION’S ONGOING BUSINESS
HAD GENERATED LOW PROFITS). CARILLION’S £335
MILLION PUBLIC-SECTOR CONTRACT FOR BUILDING
THE ROYAL LIVERPOOL UNIVERSITY HOSPITAL
WAS A GREAT EXAMPLE OF A COST-OVERRUN.
ASBESTOS WAS FOUND ON THE BROWNFIELD
SITE, HIGH WINDS HAMPERED THE USE OF CRANES
AND CRACKS WERE DISCOVERED IN THE BUILDING.
THIS LEFT CARILLION WITH NO OTHER CHOICE
BUT TO ABSORB THE EXTRA COSTS ON A PROJECT
THAT WAS BARELY PROFITABLE IN THE FIRST PLACE.
ALONGSIDE THEIR LOW-PROFIT PUBLIC SECTOR
CONTRACTS, IT IS ESTIMATED THAT CARILLION OWES
APPROXIMATELY £2BILLION TO OVER 30,000 FIRMS
BECAUSE OF RETENTION COSTS. IN CARILLION’S
CASE, IT APPEARS THAT MANY SUBCONTRACTOR
FIRMS WILL NEVER GET THEIR MONEY BACK.
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BREXIT
For many years, the EU has provided the
essential extra bodies needed to help diminish
the skills gap in the UK construction industry.
Official statistics suggest that approximately
13 percent of construction workers across the
UK are foreign-born. Put another way, that’s
194,000 workers. Or, if you prefer, a workforce
large enough to deliver 16 Crossrail projects.
So what happens if this huge pool of talent
ups and leaves after Brexit?
As it turns out, most of our sources do not
anticipate a huge talent drain, preferring
to believe that the Brexit negotiations will
see common sense prevail. But that doesn’t
mean they are unconcerned. As one source
put it, “Brexit itself isn’t a huge problem,
it’s simply that it compounds already existing
problems”. The logic is easy to follow:
if there is already a looming skills-gap
in the industry, then the departure of even
a small percentage of EU workers is likely
to have a catastrophic long-term effect.
Similarly, if productivity levels are low now,
how much lower will they be if the supply
of talent contracts even slightly?

the European Investment Bank have been
valuable for UK construction. In 2016
alone, these organisations invested €7.8
billion in major UK infrastructure projects.
That’s quite an investment gap to fill once
the UK finally leaves the EU. Our sources
fear that if the government doesn’t step
in with the money itself, it will resort
to PFI. However, on the back of the
weakening pound, private funders are
tightening their lending criteria, making
it difficult to secure money for new projects.
That has ominous implications for an industry
which, as we have seen, already operates
on a low-margin model.

Then there is the issue of funding. Institutions
such as the European Investment Fund and

In short, Brexit could not be happening
at a worst time for the construction industry.

...OF OUR RESPONDENTS
FEEL CONCERNED ABOUT
THE IMPACT OF BREXIT.
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UK construction faces an abundance
of challenges. It is an industry facing severe
skills shortages, a rapidly ageing workforce,
low productivity, and a business model which
is not fit for purpose. What’s more, Brexit
is likely to make all these problems even more
intractable. In 2013, the government produced
Construction 2025, a blueprint for how they
hoped the industry would look twelve years
hence. The document is strong on aspiration
but arguably weak on its analysis of the real
issues. Certainly none of the people we spoke
to believed that any of the Construction 2025
goals would be achieved. Maybe, in the wake
of Carillion’s demise, it’s time for a more
honest appraisal of the specific challenges
faced by an industry in crisis.
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If you are engaged with any of the organisational
issues that we have briefly touched upon in
this paper, Wilbury Stratton would be happy
to have a lengthier discussion about our
recommendations, either in person or on the
telephone. Similarly, we welcome any challenge
to our findings.
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