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Presenter
Presentation Notes
The essence of the EU are the four freedoms: freedom of movement for goods, services, capital and people. In June 2016, the UK voted to leave the EU. Technically, the UK leaves the EU on 29 March 2019 and, assuming there is a deal between the UK and EU, for all intents and purposes the UK leaves the EU after the implementation period on 31 December 2020. But what does the Prime Minister actually want from Brexit? 
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'What does the Prime Minister Want!

* “Free movement of people will end” but “businesses across the EU &
UK must be able to attract & employ the people they need”

* Free trade! “As frictionless a border as possible”.

e “The UK will need to make a strong commitment that its regulatory
standards will remain as high as the EU’s”

' “The UK may stay in agencies that are overseen by the ECJ”

¢ For Theresa May ‘Brexit’ means ‘Brexit but as close to conditions as
- before as you can get away with’



Presenter
Presentation Notes
Theresa May has stated that the UK may stay in agencies that are overseen by the European Court of Justice, which implies that we could remain a part of the European Investment Bank (EIB), which is important given our reliance on the EIB for infrastructure funding. Thanks to the Brexit White Paper (July 2018), we are now clear on what Theresa May is generally looking for from Brexit even if not what we will actually end up with as this will be dependent on the negotiations with the EU in Autumn 2018. 
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Brexit White Paper — July 2018

A Facilitated Customs Arrangement that removes the need for
customs checks and controls between the UK and the EU

Maintaining the UK’s status as a ‘Standards Maker’ not ‘Standards
Taker’ ensuring UK manufacturing goods are recognised across

Europe through a single standards model

Maintaining a common rulebook on regulations with the EU in areas
related to ensuring frictionless trade

EU citizens in the UK by the end of the implementation period able
to stay for 5 years to enable them gain residency

Would the EU accept the proposals!?



Presenter
Presentation Notes
The Brexit White Paper (aka Chequers Agreement) doesn’t give full detail on what the UK Government wants to see but is a clear step forward. What the government is essentially looking at is free movement of services sacrificed so that we can prevent free movement of people and it is hoping that free movement of goods will still be allowed through a Facilitated Customs Arrangement (FCA) with the UK and EU accepting to the governance of a World Trade Organisation (WTO) consistent, Free Trade Agreement (FTA) . The White Paper also proposes a Facilitated Customs Arrangement (FCA) that removes the need for customs checks and controls between the UK and the EU as in a combined customs territory, maintaining the UK’s status as a ‘Standards Maker’ not ‘Standards Taker’ ensuring UK manufacturing goods are recognised across Europe through a single standards model and, on regulations, maintaining a common rulebook with the EU in areas related to ensuring frictionless trade. The key issue remains the lack of detail and uncertainty whether the EU would accept these proposals.

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

cp I construction products
1ssociatiol

The European Commission View
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Presenter
Presentation Notes
The European Commission view goes through each of the non-EU countries that it thinks the UK could possibly use as a template for a future relationship and it shows that the UK red lines leave a Free Trade Agreement as only option. Norway, Iceland and Liechtenstein (all EEA members) are ruled out because of ‘red lines’ ruling out the European Court of Justice, free movement of migrants, ongoing cash payments and EU trade rules. Switzerland, (a member of Efta, the European free trade association) is ruled out due to freedom of movement, Ukraine (which has an ‘association agreement’ with the EU) is ruled out as it is ruled over by the ECJ and Turkey (which has a form of customs union but no migration deal) is ruled out as is has an independent trade deal. This leaves the options of a Free Trade Agreement as the EU has with South Korea and Canada or ‘No Deal’.
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Presenter
Presentation Notes
Following the Brexit White Paper, the focus is on the upcoming negotiations between the UK government and the EU, during which there are, five realistic key scenarios. Scenario 1: A Deal: the PM and EU27 agree a withdrawal agreement at a European Council meeting (maybe as soon as October – potentially later). That agreement then successfully passes all of its parliamentary hurdles and the UK leaves
the political institutions of the EU on 29 March 2019, beginning a 21-month standstill transition and detailed negotiations on the future relationship. Scenario 2: No Deal: Parliament rejects the PM’s deal and settles for a No Deal Brexit. Scenario 3: No Deal/renegotiate: Parliament rejects the PM’s deal and sends the Government back to renegotiate. Scenario 4: No Deal: the PM declares that it is impossible to do a deal
with the EU and Parliament accepts this leading to No Deal. Scenario 5: No Deal/renegotiate: the PM fails to reach a deal with the EU and Parliament sends the Government back to renegotiate
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' No Deal?

Media have focused on the possibility of ‘No Deal’ but government,
businesses and households in the UK and EU have not prepared for it

Both sides may use ‘No Deal’ as a bargaining chip in negotiations

The lack of preparation and negative economic consequences of ‘No
Deal’ makes it unlikely

The likely scenario is that a deal of some sort will be agreed in
Autumn to, at the very least, buy time and ensure that UK and the EU
enter the implementation period

If there is to be ‘No Deal’ it is likely to be through incompetence
rather than by design


Presenter
Presentation Notes
Since the Brexit White Paper, media have focused on the potential for ‘No Deal’ with the EU, which would see the UK leave the EU and default to WTO terms of trade. The tariff rates are not the key issue but the lack of preparedness from Government, businesses and households in both the UK and EU mean that a No Deal scenario would have significant economic consequences for both the UK and the EU but, in particular, the UK. However, both the UK and/or EU may use ‘No Deal’ as a potential bargaining chip in negotiations given the incentive to push as hard as possible as close to the deadline as possible. Despite the media focus, it is an unlikely scenario given the lack of preparation and the negative consequences. The more likely scenario is that a deal of some sort will be agreed in Autumn to, at the very least, buy time and ensure that UK and the EU enter the implementation period. If there is to be ‘No Deal’, it is more likely to be accidental than by design.
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Brexit Timetable

Although UK officials are still hopeful the withdrawal agreement
can be finalised in October, it looks likely to be later in the year
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Under a law passed in June, MPs will have the
right to have their say before 21 January


Presenter
Presentation Notes
However, looking at the Brexit Timetable, the timings look tight for agreement on a deal if the EU does not accept the UK Government’s White Paper Position and the recent EU meeting in Salzburg in September provided a clear view on whether the EU would accept the Brexit White Paper. 

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

truction products

cpaie

Ion

Construct

Labour



Presenter
Presentation Notes
However, the CPA assumes that there will be a deal and so the key areas of concern once the UK exits the EU post-Brexit and implementation period will be labour flows and the terms of UK trade in products and services. 
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There is already a skills issue in construction

100% - mmm All Trades  ess==Bricklayers — ess==Plasterers — ess=Carpenters
80%
60%

40%

“Proportion of firms

20%

0%

14Q2 14Q4 15Q2 15Q4 16Q2 16Q4 17Q2 17Q4 18Q2

Source: Build UK and NFB


Presenter
Presentation Notes
There already are skills issues for contractors. In 2018 Q2, 63% of contractors reported difficulties recruiting bricklayers, 75% of contractors reported difficulties recruiting plasterers and 89% of contractors reported difficulties recruiting carpenters. Main contractors also reported difficulties with the recruitment of roofers (60% of respondents on balance), plumbers (80% on balance) and 67% of main contractors reported difficulties in the recruitment of painters and decorators during the quarter.
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Construction workforce by region and country of birth
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Presenter
Presentation Notes
This is a chart of employment in construction by nationality and by region. Issues around EU construction labour are most prevalent in London
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Construction Skills Issues

Country of birth of construction workers in London, 2014-16 (Labour Force Survey)
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Presenter
Presentation Notes
Using the official statistics from the ONS, between 2014 and 2016, 45% of construction employment in Greater London was from outside the UK and 27% was from the EU. The official statistics tend to underestimate the number of people from abroad for various reasons. Often, people from abroad prefer not to be involved in official surveys (for legitimate as well as illegitimate reasons) or are not officially registered in the UK and, as a consequence, will not be involved in surveys. Anecdotally, speaking to house builders in London, they indicate that around 50%-60% of labour on site is from abroad. However, even if the official figures underestimate the actual situation on site, the official figures still illustrate the issue.
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Reliance on EU Labour in House Building
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Presenter
Presentation Notes
Issues within house building highlight the EU labour issues. 56% of labour in housebuilding in London is from outside the UK and 49% of labour in housebuilding in London is from the EU.
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‘How Can SMEs Deal With the Skills Issues?

e 86% of construction Employment in the Construction Sector by Size of Firm in 2016
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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 (even if it is just a work permit), 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 the financial costs. Furthermore, they do not have the in-house resource necessary to deal with the admin or the finance available to sub-contract out dealing with the admin. So, Brexit is going to mean a change in the contractor business model.
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Issues Exacerbated by the Demographic Issue
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Presenter
Presentation Notes
The issues around labour supply could be exacerbated given the demographic of UK born construction workers. A significant proportion of UK born workers are likely to be retiring in the next 10 years. We could be losing 500,000 of the UK born workers. And it is not just the number but the experience we are losing.
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EU Migrant Workers in the UK

e Settled Status — EU citizens that have been in the UK continuously

for 5 years (‘continuous residence’) will be eligible for ‘settled status’
in the UK

* Pre-settled Status — EU migrants that have started living in the UK by
31 December 2020 eligible to stay for 5 years to be eligible for
settled status.

 The documentation and |.T. systems appear fairly logical and easy to
use, essential given an estimated 3 million EU migrants in the UK


Presenter
Presentation Notes
The Government has already outlined its policy for EU migrants already in the UK, which should be a key issue. EU citizens that have been living in the UK continuously for 5 years (‘continuous residence’) will be eligible for ‘settled status’ in the UK and EU migrants that have started living in the UK by 31 December 2020 will be eligible for ‘pre-settled status’ instead. This means EU migrants in the UK can stay in the UK for a further 5 years from the date you get pre-settled status. Once you have 5 years’ continuous residence you can apply for settled status. The documentation and I.T. systems appear fairly logical, which will be essential given an estimated 3 million EU migrants in the UK.
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Post-Brexit (MAC Report September 2018)

 Recommendations to Government — the focus is on medium/highly
skilled workers (except for the agriculture sector).

e Construction trades classified as ‘unskilled’ so not helpful. Options!?

e Tier 2 Visas — conditional on job & generally £30,000 p.a. salary

' Tier 5Visas — ‘youth mobility scheme’: currently an allocation of 1,000
visas per country for those aged 18 — 30 from eight non-EU

countries valid for two years

¢ The Immigration Minister sees offsite manufacturing as a primary
- solution but...



Presenter
Presentation Notes
So the key issue will be how the UK construction industry attracts new workers post-Brexit and implementation period to enable construction growth. The Migration Advisory Committee (MAC) reported in September 2018 and has recommendations for the Government but it is not very useful for construction as the focus is on medium and high skilled workers whereas most construction trades are considered ‘unskilled’. EU migrant workers will still need a Tier 2 or Tier 5 visa. The government’s thinking appears to be that improved domestic training and digitalisation/offsite manufacturing will help considerably.
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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
Government sees off-site manufacturing as a panacea for productivity in construction and deal with the skills issues . The problem with off-site manufacturing 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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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

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


Presenter
Presentation Notes
In addition, all that neglects the cultural aspects. Japan uses off-site manufacturing to a large extent 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. There more of a culture of renewal in Japan than here. In effect, they have a new build housing market. We have a small house building market but, primarily, a repair, maintenance and improvement market. It would require a substantial change in culture & market if it is to become mainstream. 


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

truction products

cpaie

Ion

Construct
Materials & Products



Presenter
Presentation Notes
So what about construction products?
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Government view: exports Good, Imports Bad
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Presenter
Presentation Notes
This is one of the four key government targets for construction from the Government Construction Strategy, Construction 2025, 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. That is a considerable target.
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'UK Construction Products Trade Deficit
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Presenter
Presentation Notes
Certainly, the trade deficit on construction products isn’t in a good place and hasn’t been getting any better recently! 
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Presenter
Presentation Notes
The majority of materials and products used in construction are made here in the UK, nearly 80%. However, that still means that just over 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. 
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Construction Products Imports from the EU
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Presenter
Presentation Notes
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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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. 
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Imports Move with Construction Output
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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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Materials Business Models — Example Timber

92% of softwood timber is from the EU

Depreciations in Sterling post-
referendum led to 15%-20% price rises

Barrier-free access not just tariff-free
access! What happens when goods are
physically slowed down!?

VAT!? Problems for SMEs as the
importer may be liable for VAT upfront
at the point of entry

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
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.  

In addition, withdrawal from the EU implies withdrawal from the EU VAT area. At the moment, importers don’t pay VAT when the product is imported, but when it is sold to the final user. Upon leaving the EU, the importer will be liable upon entry, creating a cash flow issue and admin cost. Staying in the EU VAT area is possible, but requires an EU directive and oversight by the European Court of Justice.
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'WTO Tariffs on UK exports to the EU27
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Presenter
Presentation Notes
Media talk focus on tariffs and particularly WTO tariffs without actually knowing what it really means. These would be the implied tariffs on UK exports to the EU27 if we were to have a hard Brexit. As it happens, WTO tariffs on construction products are low. 
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Export Potential?

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

Importing cheap,
exporting quality? If so,
there is export
potential

International supply
chains? If so, limited
benefit to net trade
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Presenter
Presentation Notes
Low WTO tariffs suggest that, 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 (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.


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

truction products

cpais:
lon

Preparat



Presenter
Presentation Notes
So what should companies be thinking about for Brexit?
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' Key Questions — Supply Chain Location

* What proportion of your sales and purchases are with businesses in
the EU and under which categories they are covered?

e Are you trading with suppliers or customers in countries which
currently have a trade agreement with the EU?

 How reliant are you on ‘third country agreements’ for access to key
- markets! How well do you understand the impact of meeting ‘rules of
- origin’ requirements for these agreements for each of your products?


Presenter
Presentation Notes
These are some of the issues for the construction industry given Brexit but what questions should firms be asking themselves given the lack of certainty around Brexit?
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Key Questions — Trade Practicalities

* To what extent is your EU-UK trade time sensitive? What would be
the cost of additional border delays in time, working capital and
operational difficulties?

* Are you currently taking advantage of the full range of facilitated
customs programmes available such as ‘Authorised Economic

Operator’ and inward processing relief schemes!?

- What would be the cash flow impact of the loss of VAT relief?
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' Key Questions — Suppliers

e Do you require movement of data between the UK and EU to
provide products?

e Have you engaged your key suppliers to understand how they, and
their supply chains, are impacted?

* What are the supply chain contingency options, e.g. UK or non-EU
. suppliers?

¢ What specialist logistics and warehousing arrangements may you
~ need to have in place?
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' Key Questions — Labour

Do you know how many EU and non-EU personnel you employ
directly? Do you know who they are!?

* How reliant are you and your supply chain on labour from the EU
(particularly for business critical skills)?

* Do you know where in your organisation these personnel sit and
. which parts of your organisation could be most at risk from Brexit-
- related personnel uncertainties?

¢ Do you have a communications plan? Do you have the means to
- communicate to your non-UK workforce!
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' Key Questions — Strategic/Economic

Do you know how many EU and non-EU personnel you employ
directly? Do you know who they are!?

* What is the total impact on your cost position and market
competitiveness from weaker levels of Sterling?

* What plans have you put in place to manage volatility in the value of
~ Sterling?

* How rapidly would you be able to adjust to a slowdown and how are
~ you monitoring the market to provide early warning?

‘ Do you get funding from the EU or organisations based in the EU?
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For Questions please contact:

Noble.francis@constructionproducts.org.uk

(@NobleFrancis



mailto:Noble.francis@constructionproducts.org.uk
https://twitter.com/NobleFrancis
http://www.constructionproducts.org.uk/
https://www.facebook.com/Construction-Products-Association-274708319304004/
https://www.linkedin.com/company/construction-products-association
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