[image: image1.jpg]fife construction forum





The State of Play of The Construction Industry In Fife
19th June 2008
With the sudden downturn in the construction industry the fife Construction Forum (FCF) decided to use our June event to listen to our members and to find out now this downturn is affecting construction related businesses in Fife.  Following a presentation from Alan Seath of the Lomond Group (one of our Board members) an open discussion was held with Board members facilitating each group.  The results of the discussions have been collated by the Forum’s co-ordinator, Michael Kampff and a summary of the key points is presented here.
The purpose of this information gathering exercise is to allow us to make sure we are properly representing the Fife Construction view when we speak to the Scottish Government, Fife Council, Scottish Enterprise, Skills Development Scotland, the CITB, Scottish Construction Forum, Scottish Construction Centre and other bodies.  We have already set up a number of meetings with representatives of these bodies and we want to ensure that we have a firm grasp of what is happening to our members in Fife particularly as regards Skills Issues and Contract Procurement – two of our main interests.

We are also seeking to gather the views of other interested parties to ensure that we have an overall fair and balanced view of what is happening in Fife and to some extent what is happening across Scotland.

The summary of the views we have gathered so far both from our meeting on the 19 June 2008 and our existing knowledge is summarised below:

· The downturn has been sudden and unexpected.
· The banks and other lenders have now taken a very risk adverse position – we are in danger of talking ourselves into deep recession.  Even projects with excellent prospects are struggling to obtain finance and there is a perceived lack of balance in decisions being made.

· Right now this is mainly affecting house building.  A number of companies have stopped new builds and are waiting to clear existing stock before making any further decisions.  Members are reluctant to talk openly about the effect this is having on profit and turnover but clearly there is an adverse effect.  The underlying demand for properties remains high but prospective purchasers struggle to get finance.  Mortgages above 90% equity are very difficult if not impossible to get and those between 70% and 90% are incurring higher fees and higher rates.  This has an acute effect at the lower end of the market with first time buyers.  This in turn triggers a chain effect throughout the market which is only now starting to hit.
· The Scottish market is holding up better than other areas and demand is there but it is the lack of affordable or available lending that is causing the greatest difficulty.

· Larger construction contacts typically have a life of nine months or more.  If the financial situation remains as it is then it is likely that there will be a further fall off in work as current contracts complete over the next year.  This may well cause companies to close.  Many companies in Fife are family or privately owned and can hold on a little better since there is no shareholder pressure – but there are clear limits to the ability to do this.  The projected period of difficulty is seen as 3 to 4 years.
· Redundancies are happening now and there are no other jobs for these people to go to.  Many of those being made redundant are likely to remain unemployed for the foreseeable future.  With an industry with a high level of subcontractors and self-employed specialists many of the redundancies will be hidden and while not always appearing on the statistics will certainly affect the local economy.  The real fear is that capacity and expertise will be lost which will not be easy to build up again in the future.  Already many companies are abandoning their apprentice programmes and apprentices have already been made redundant in some companies.  Companies need to cut their outgoings and reserve their financial strength for recovery, however, cutting too hard can destroy cash-flow, the life-blood of any company but particularly crucial in construction where there is a high level of cash-flow due to the nature of development projects.
· It is not all bad news; Fife Council had difficulty getting contractors to bid for some jobs because the industry had been struggling to keep up with demand.  However, other Scottish companies will also be seeking this work and Fife companies will not always benefit.
· Some areas are not badly affected.  House improvement is holding up well – people who have decided not to move are looking to improve their current properties.
· Planning restrictions are causing problems resulting in delays and additional costs.  Further re-organisation is likely to increase the level of delay.  The delays are not just occurring at a planning office level but also at strategic level with a number of promised public sector projects slow to materialise.  There are also anecdotally reported cultural differences between the local authority and the developers approach to contracts, especially those with a social housing element – with a reported underlying distrust of the profit motive which inhibits partnership working.
We believe the Scottish (and UK) Government can influence the situation and we are keen to provoke serious debate in this complex area.  Some of the issues that we believe addressing include:
· Why has the Scottish social housing programme faltered?

· What can be done to free up the planning process?
· What can be done to get the utilities companies to remove the delays in the supply process?  For example Scottish Water is paid up front but has no agreement on when they will carry out the work.  Centralisation of their engineering to Glasgow has caused considerable delays and deterioration in service levels.

· What can be done to drive change and improvement in low-carbon housing and sustainability, in both new build and refurbishment, through statutory intervention?  We believe this will drive capability and product improvement which Fife and all of Scotland can benefit from.
· Can new people entering the industry be supported through this difficult time?  For example the innovative apprenticeship scheme in West Lothian may help in this regard.
· Is there a potential to cross-train redundant workers in new skills where there is likely to be a strong future demand, such as new construction technologies particularly those related to low-carbon housing and sustainability?

· With active involvement of the colleges, local companies and other interested parties we believe there is the basis for strong capacity building and infrastructural development in Fife (the FCF will be presenting a paper on this by the end of the year).  What support can the Scottish Government give to this development?

Disclaimer:

This article is the first in a series we intend to publish.  It is based on the collected views of our members and does not necessarily reflect the views of the Board of the Fife Construction Forum.  It is intended to provoke discussion and debate through our membership and across the wider community in Fife.
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