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Introduction

The government has divided British industries into high,
medium and low priority in the Brexit negotiations, leading to
complaints from businesses and ministers, who described the
leaked list as “dynamite”.

The medium-priority industries include electronics, fisheries,
chemicals and furniture, and low priorities include steel,

construction, oil and gas, telecoms, environmental services,

t d medical. :
R The Times, 9 February 2017

e Does Government understand the complexity of issues for an
~industry such as construction!?

¢ Key areas of concern once the UK exits the EU will be labour flows
and the terms of UK trade in products and services.
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Construction Skills Issues

Country of birth of construction workers in London, 2014-16 (Labour Force Survey)

Already skills issues e
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Republic
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Reliance on foreign

labour in London:
45% from abroad Spain

Anecdotally house

builders suggest it is
closer to 60%-70%

Source
Labour Force Survey data, 2014-16
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‘How Can SMEs Deal With the Skills Issues?

e 86% of construction

. 1,400 -
employment in SMEs
1,200 -
. . 1,000 -
* Labour restrictions , _ |
will have financial & £ _ |
=

admin costs 00

200 -

¢ SMEs least able to .

deal with additional
resource required

Employment in the Construction Sector by Size of Firm in 2016

Micro firms (1-9 Small firms (10-49  Medium-size firms (50-  Large (250 or more
Employees) Employees) 249 Employees) Employees)
Source: BIS


Presenter
Presentation Notes
The construction industry has a high reliance upon foreign labour. Between 2014 and 2016, 45% of construction employment in Greater London was from outside the UK and 27% was from the EU
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‘Can Off-site Manufacturing Solve Skills Issues!?

e Off-site manufacturing
is manufacturing... it
doesn’t like volatile
markets

* House building sector
. has developed to deal
- with the volatility

It has potential in
niche markets; (PRS) &
Housing Associations
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Presenter
Presentation Notes
Whatever restrictions are put in place for the movement of labour into the UK after leaving the EU, there will be an associated financial and administrative cost. However, 86% of construction employment in 2014 was in small and medium size enterprises (SMEs), which are least able to deal with both costs.
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Off-site Manufacturing — Cultural Aspects

Japan England
Housing Starts (201 3) 980,025 124,960
Demolitions (201 3) 121,397 12,060
Pre-war Housing Stock 3.0% 36.8%
% Fall in Starts due to Financial Crisis 37% 71%

Level of Starts after Financial Crisis 788,410 86,130

e Japan uses off-site manufacturing to a greater degree esp. for housing
* It has a much larger, less volatile house building market

* Japan renews its housing stock more often; it demolitions almost as
many homes as we build and only 3% of housing stock is pre-war


Presenter
Presentation Notes
Government sees off-site manufacturing as a panacea for productivity in construction and it could also be a panacea for house building given issues regarding skills across bricklayers, carpenters, plumbers, site managers and planners already, and that’s before we leave the EU! 

The problem with off-site manufacturing or whatever we’re calling it these days is that it is manufacturing. High investment up front for a long-term rate of return. The return is highly uncertain and the costs are also now uncertain due to the depreciation in Sterling and uncertainty and speculation around Sterling with potential further depreciations to come. Furthermore, manufacturing doesn’t deal well with sharp falls in demand. Hence, the closing of capacity in recessions and reliance on imports when demand picks up. Private housing starts fell 71% peak to trough in just two years due to the financial crisis. Who would invest in manufacturing when you expect falls like that every 10(ish) years? It may have some traction in the private rental sector or with housing associations as the returns are more certain and the markets are less volatile but they are currently a small proportion of the housing market. 
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Presenter
Presentation Notes
In addition, all that neglects the cultural aspects (slide 13). He is some wonderful data on Japan, where off-site manufacturing is a significant part of house building and it is a very different housing market. They build one million homes per year! They demolish almost as many homes as we start each year! Only 3% of their stock is from pre-war compared with over one-third here. 
Even post-recession they are still building 800,000 homes per year. Effectively, there more of a culture of renewal in Japan than here. It would require a substantial change in culture & market if it is to become mainstream.

http://www.constructionproducts.org.uk/

CP Q1| censighonprocuct

Government view: exports Good, Imports Bad

e From the Government Improvement

Construction Strategy

in 2013" In exports

° *not the Government : ) O /O

Construction Strategies

in 2011 or 2016 reduction in the trade gap between total exports and
total imports for construction products and materials
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'UK Construction Products Trade Deficit
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Presenter
Presentation Notes
Here we have one of the four key government targets for construction from the Government Construction Strategy, Construction 2015, which was published in 2013. The target says in big letters that government would like to see a 50% improvement in exports by 2015 but the smaller letters actually say that government wants to see a 50% reduction in the trade gap between total exports and total imports for construction products and materials rather than just exports.
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UK Construction Products Imports

EU and Non-EU Trade of Construction Products in 2016
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Source: BEIS


Presenter
Presentation Notes
 Certainly, the trade deficit on construction products isn’t in a good place and certainly isn’t getting better. 
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Imports Move with Construction Output
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Presenter
Presentation Notes
The majority of materials and products used in construction are made here, around 80%. However, that still means that 20% are imported and having barrier-free (not just tariff free but barrier free) trade with the EU means that business models are based on this. Of the materials and products that are imported, 62% come from the EU.
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Imports Move with Construction Output
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Post-recession construction recovery - the initial rise in
demand initially met through a rise in imports
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Presenter
Presentation Notes
Imports tend to move with construction output and it’s a pretty close relationship, I’ve indexed both imports and construction output to 100 right at the start, 1983 Q1, and over the whole series (to 2016 Q3), the correlation coefficient is 98.7%. If the correlation coefficient is 100%, they’re basically the same, if it is zero, there’s not closeness to the two series. So, it is very close. 

http://www.constructionproducts.org.uk/

®)

c a | construction products
association

Materials Business Models — Example Timber

e 92% of softwood timber is from the EU

* Not suddenly going to grow more trees
& cut them down!

e Depreciations in Sterling have already
~ led to 20% price rises so far...

¢ Barrier-free access not just tariff-free

- access? What happens when goods are
physically slowed down!? Ports, HGV
drivers!?

United Kingdom Current

Prices
(£'000)

2015

Sawn Wood = 6mm thick 783,597

Aluminium for Fabrication 494 514

Paints & Varnishes 437 542
Structural Units (steel) 242 664
Copper Pipes 232193

Structural Units (aluminium) 229 463


Presenter
Presentation Notes
More importantly when we look at imports as a proportion of construction output, it’s broadly stable at 9.4% of construction output. However, and this is the key point, the times when it increases significantly, are during the first stages of post-recession recovery. So, when the construction industry goes into recession, imports fall due to the demand but also manufacturers close capacity (due to the depth of the recession that construction endures, which is around three times greater than for the UK economy as a whole). Once we pass the nadir, demand rises at rock bottom prices but the capacity isn’t there for UK construction product manufacturing to rise significantly so imports meet the initial rise from a low base. 
 
It takes time for manufacturers to be sure it is worth significant investment to increase capacity, whether it is reopening mothballed plants or new plants. For example, for a brick firm is takes around 6-9 months to reopen a mothballed plant and it costs around 30% of the cost of a new factory. Furthermore, manufacturing is high capital investment up front for a long-term rate of return. And remember, this is within the context of UK product manufacturing where most of the major companies are global multinationals that make their capital investment decisions in global head offices based upon where the best rate of return. Now that return is uncertain and, in the medium term, covers a smaller market. Instead of a UK & EU market, it is now an investment for a solely UK market. 

If we don’t have barrier-free access to trade in construction products then either it means a significant change in the business model or it hinders our ability to recovery post-recession, which we know tends to hit every 10(ish) years on average. 
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Export Potential?

* 4 out of the top 5
exported products in
2015 also in the top 5
imported products

e |mporting cheap,
exporting quality? If so,
there is export
potential

¢ |nternational supply
- chains!? If so, limited
benefit to net trade

Most Imported Products
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Presenter
Presentation Notes
And what Brexit means for business models is really what we’re looking at. We have had decades of barrier-free access and business models work on that basis. What I’ve said so far focuses on materials and products generally but if varies considerably by product. If we look at the basic construction materials imported, timber is imported the most. 92% of imported softwood timber is from the EU. We’re not suddenly going to be growing more trees. Depreciations in Sterling have already led to 20% rises so far (although that hasn’t fed through to fixed-price contracts on site as yet). Further depreciations and volatility due to uncertainty and speculation will raise prices further. The focus of media is on the tariff rate available when we leave the EU. Well, the tariff rate even on the World Trade Organisation rate is not too bad and price rises due to the depreciation are far worse. The problem is more practically on barriers rather than tariffs. The business model has developed to work broadly on a just-in-time philosophy, to be efficient, not to hold too many stocks, which is costly. What happens when goods and people are slowed down. Physical checks on the products will need to be made on the products and also documentation will need to be checked from drivers. Again, changes in the business model will need to occur.
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Overall

* Brexit provides many challenges and some potential opportunities
e Change(s) in business models required

* To what we don’t know as the business models change to suit the
market environment

¢ Two years isn't enough to discuss the labour, trade and
~ regulations/standards issues with the EU and rest of the world

e The uncertainty at the moment and in the years as will impact on
~investment (particularly where it is high investment up front for a
long-term rate of return)


Presenter
Presentation Notes
What about the positive? Well, theoretically, we could drive forward exports with the rest of the world. What construction products could we export? (Slide 11) Exports tend to be light side products as that is where we can add value. It’s unlikely that we are going to produce generic products like bricks and export them halfway around the world cheaper, for a similar product, than developing nations. Looking at the construction products that we export they tend to be electrical items. The interesting thing, though, is that out of the top 5 exported products, 4 of the top 5 are also in the top 5 imported products. There are two likely explanations. It could be that there are differences in quality. i.e. we import the cheap basic products that are used en masse and export good quality, value-added, type of that product. If this is the case then potentially we could boost exports considerably if we can achieve better trade deals with countries outside the EU. However, the other option is that we could just be importing products, slapping (ahem… I mean adding value) and then exporting them again. i.e. making use of international supply chains. If so, the benefits of boosting exports could be offset by the rise in resulting imports. What about the positive? Well, theoretically, we could drive forward exports with the rest of the world. What construction products could we export? Exports tend to be light side products as that is where we can add value. It’s unlikely that we are going to produce generic products like bricks and export them halfway around the world cheaper, for a similar product, than developing nations. Looking at the construction products that we export they tend to be electrical items. The interesting thing, though, is that out of the top 5 exported products, 4 of the top 5 are also in the top 5 imported products. There are two likely explanations. It could be that there are differences in quality. i.e. we import the cheap basic products that are used en masse and export good quality, value-added, type of that product. If this is the case then potentially we could boost exports considerably if we can achieve better trade deals with countries outside the EU. However, the other option is that we could just be importing products, slapping and then exporting them again. i.e. making use of international supply chains. If so, the benefits of boosting exports could be offset by the resulting rise in imports.
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For Questions please contact:

Noble.francis@constructionproducts.org.uk
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