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Economic impact of the sector  

1. What are the causes of the sector’s productivity challenges? Can you suggest 

possible solutions?  

No topic attracts more interest than productivity, yet in the construction industry, none results in less action. 
The excuses are many and varied – we need a steady work load, it’s all about innovation, profit margins are 
too low to allow investment, we don’t have sufficient people sufficiently well trained and so on and so on. It 
seems as though no one is willing to take responsibility – it’s everybody’s fault except mine. So who is to 
blame? The answer is everyone.  

It is unrealistic to expect that everyone is suddenly going to change their ways unless there is a real incentive 
to do so, unless they know what action is going to have the desired result and unless they know where they 
are going to get the highest return on whatever investment may be necessary. 

Fundamentally, Government and other clients want more bangs for their buck. This means either more and/or 
better for the same cost, or the same for lower cost.  But costs are incurred through the expenditure of 
resources principally through constructors. Those resources are essentially labour, intermediate consumption 
(including overheads and head office costs) such as materials, plant and equipment, and payments to 
subcontractors. The cost to the client also includes the constructor’s profit. So we must seek a procurement 
solution that minimises resource consumption whilst maximising the value to the client.  

At the end of the day, it is clients themselves who are responsible for determining how much 
resource is consumed. 

They choose the designer, they approve the design, they choose the constructor, and they have the power 
through the contract to insist on high levels of productivity. The question is, “How can that choice best be 
exercised?” 

Who is principally responsible for the consumption of materials? – the designer who specifies them (even 
though the constructor may be responsible for waste). Who is principally responsible for the consumption of 
labour and plant? - the constructor who chooses and motivates them (even though the designer may have an 
influence on buildability). 

What differentiates a good designer from a bad: a good constructor from a bad? A good designer seeks to 
maximise value to the client at minimum cost. A good designer will use the cheapest materials that will satisfy 
the client’s requirements. Since there is a potential payoff between materials which are more expensive to buy 
but cheaper to fix, and vice versa, a good designer will produce a design that minimises the use of site labour 
provided that the result is minimum cost and acceptable quality. So in general terms, always under the proviso 
that a satisfactory quality is achieved, the designer is principally responsible for the materials costs of a 
project (apart from wastage which the constructor controls), and should be judged accordingly, whilst the 
constructor is principally responsible for the labour and plant costs.  We therefore suggest that 

the performance of the designer should be based on the unit costs of materials and the 
extent to which the design satisfies the client’s requirements. 

A good constructor will adopt the construction method and optimum level of labour and plant resource that 
results in minimum labour and plant costs. For example, it may be preferable to pay a high basic wage to 
attract the most productive labour, rather than to pay a lower basic wage that attracts only a mediocre quality 
of labour, so the performance of constructors should be based on the minimum unit plant and labour costs 
that are required to satisfy the requirements of the specification. Unit labour and plant costs are entirely 
defined by hourly costs and productivity (output per hour). Whilst hourly costs may vary because of premium 
rates and incentive bonuses, the amount of variation is relatively small, since all are based on the Working 
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Rule Agreement. In a competitive market, hourly plant costs do not vary much either. Thus, whilst there is 
potentially a pay off between hourly costs and productivity, our research shows that it is in the area of 
productivity where the greatest opportunity for improvement lies

1
. This leads to the conclusion that 

constructors’ performance should be judged on the levels of productivity that they can coax 
from their supply chains whilst satisfying the requirements of the specification. 

This in turn leads to the conclusion that 

constructors and their supply chains should be required to measure their productivity and 
make the results available to potential clients. 

 

Our preferred measure of productivity is GVA/employee costs 

for the following reasons. 

 The data required for its calculation (turnover, intermediate consumption, depreciation, employee 
costs) is already collected monthly by constructors. 

 It can be expressed at the site, company or national level. 

 It is very similar to the ONS’s preferred measure of GVA/hours worked, but overcomes some of the 
shortcomings. Nevertheless, it is relatively easy to convert one measure to the other. 

 An increase in GVA /employee costs will inevitably generate more bangs for the client’s buck. 
GVA/employee costs may be increased either by reducing employee hours (without reducing GVA) or by 
reducing the hourly cost of labour, though the latter is surely an unacceptable course of action.  
The principal causes of labour productivity degradation (ie how employee hours are wasted) are

2
: 

 inadequate selection and training of the labour force; 

 working long hours for extended periods; 

 unplanned increases in the size of the labour force; 

 interruptions and disruptions. 
These are all the result of bad management so it follows that  

improving management’s understanding of the causes of low labour productivity and the 
way in which it can be improved will have a significant, positive effect on the consumption of 

labour resource. 

A final alternative is to  

invest in plant and/or facilities (including off-site manufacturing) that reduce the 
consumption of labour. 

Clearly the cost of the investment must be less than the savings that accrue from the resulting reduction in 
resource consumption.  

WHAT NEEDS TO BE DONE? 

Admit that there is room for improvement 

It will be necessary to persuade constructors that there really is room for improvement. Too often we hear 
senior managers in major constructors assert that they have already taken all possible steps to improve 
productivity or “we wouldn’t be competitive if our productivity were lower than our competitors”. But this begs 
the question “What if we’re all as unproductive as each other?” Horner and Duff

2
 provide hard evidence of the 

scope to improve labour productivity. The first thing everyone needs to do is either to reject the evidence or to 
embrace it.  

Accept responsibility for improvement 

                                            
1
 Horner R M W, and Duff A R, More for less - A contractor's guide to improving productivity in construction, 

CIRIA , London, 2001 pp80 ISBN - 0 8 6017 566 9 
2
 Ibid 



Whole Life Consultants Ltd and University of Dundee EEFW/S5/18/C/7 

3 

As we have already indicated, everyone needs to take responsibility for improving labour productivity. Clients 
and constructors need to insist on it through their procurement processes; designers need to design to 
maximise the whole life value/cost ratio (whilst observing the limits of affordability); and constructors need to 
take the steps necessary to reduce the work force hours to a minimum without reducing value to the client. 
This might involve both increasing labour and plant productivity on-site at the task level and taking advantage 
of any productivity improvement offered by investment in plant, equipment or facilities such as off-site 
manufacture. 

Agree and use consistently an appropriate performance indicator to incentivise improvement 

We have explained why GVA/employee costs is in our view the most appropriate performance indicator. In 
order to promote the necessary change in behaviour, we suggest that  

a national portal should be established into which constructors are required by clients to 
input annually their GVA/employee costs. 

The portal should be designed to allow constructors to compare the performance of their own company with 
that of their competitors without breaching commercial confidentiality. It should tell them whether they are in 
the bottom, middle or upper quartiles of the whole population. Use of a similar device in the North Sea Oil 
industry illustrated in Figure 1 caused a revolution in offshore productivity

3
. The device offers a powerful 

incentive for constructors to measure, track and improve their performance.  

 
Figure 1 – Productivity portal output 

Recognising that productivity is heavily context dependent, the main features of a project that might impact on 

productivity should also be described, so that in the fulness of time, benchmarks can be established, and like 

can truly be compared with like.  

The project attributes and values required by the International Construction Measurement 
Standards4 provide the necessary framework to achieve this. 

In this way,  

constructors’ productivity performance would become an important criterion in the choice of 
a winning tender. 

                                            
3
 https://www.mckinsey.com/solutions/energy-insights/our-offerings/performance-benchmarking/global-

operations 
4
 International Construction Measurement Standards, Global Consistency in Presenting Construction Costs, International 

Construction Measurement Standards Coalition, July, 2017 

https://www.mckinsey.com/solutions/energy-insights/our-offerings/performance-benchmarking/global-operations
https://www.mckinsey.com/solutions/energy-insights/our-offerings/performance-benchmarking/global-operations
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However, as we have already noted, GVA/employee costs provides no diagnostic information. We suggest 
that since delays lasting longer than 15 minutes are the major cause of productivity loss at the task level,  

constructors should collect and analyse the cause and duration of delays lasting longer than 
15 minutes 

as a precursor to taking the necessary steps to eliminate their root causes. This would have the added benefit 
of providing the hard evidence that is so often lacking in those all too common disputes over delay and 
disruption. 

  Increase the quality and numbers of site managers 

We have already indicated how management is responsible for all the principal causes of labour productivity 
degradation at the task level. We must attract more competent people to the role of site manager and train 
them in what it takes to improve productivity. Essentially this means more training in the causes of low 
productivity and the steps that need to be taken to improve it including better short-term planning and better 
people management leading to a reduction in delays and rework. 

CONCLUSION RECOMMENDATION 

Clients have the greatest 
influence on costs through 
their choice of designer and 
constructor. 

Select designers on the basis of the unit costs of materials and 
the extent to which the design satisfies the client’s 
requirements. 

Judge constructors’ performance on the levels of productivity 
that they can coax from their supply chains whilst satisfying the 
requirements of the specification. 

Require constructors and their supply chains to measure their 
productivity and make the results available to potential clients. 

There is ample scope for 
reducing costs. 

Increase productivity measured in terms of output per hour of 
labour and plant 

Productivity should be 
measured consistently. 

Measure productivity in terms of GVA/employee costs. 

Publish detailed rules for productivity measurement 

There is ample scope for 
increasing productivity 

Improve management’s understanding of the causes of low 
labour productivity and the way in which it can be improved 

Constructors should insist that their subcontractors increase 
their productivity 

Constructors should invest in plant and/or facilities (including 
off-site manufacturing) that reduce the consumption of labour 
provided the cost of the investment is less than the savings that 
result 

Incentives are required to 
change behaviours 

Clients, designers and constructors should all recognise the 
need and accept responsibility for productivity improvement 

A national portal should be established into which constructors 
are required by clients to input annually their GVA/employee 
costs. 

The project attributes and values required by the International 
Construction Measurement Standards should be adopted to 
provide the necessary framework for comparing like with like. 

Constructors should collect and analyse the cause and duration 
of delays lasting longer than 15 minutes 

Constructors’ productivity performance should become an 
important criterion in the choice of a winning tender. 
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