
EEFW/S5/18/C/16 

ECONOMY, ENERGY AND FAIR WORK COMMITTEE 

SCOTLAND’S CONSTRUCTION SECTOR INQUIRY  

SUBMISSION FROM FEDERATION OF MASTER BUILDERS SCOTLAND 

Economic impact of the sector  

1. How important is the construction sector in Scotland as an economic enabler? If 

possible, please provide evidence of knock-on multiplier impacts at local, 

regional and national levels, and explore the impact of the sector on national GDP 

performance.  

The construction industry is a key industry making a significant contribution to Scotland’s 

economy and prosperity. Over 175,000 people work in the construction industry in Scotland 

which is around 10% of the Scottish workforce, with up to a further 60,000 self-employed 

workers. There are around 45,500 business, the vast majority (@98%) of which are small or 

micro sized firms: the backbone of the industry. The industry contributes £21.5 bn to 

Scotland’s GDP, and makes up 10% of Scotland’s GVA(1). The industry has a significant 

multiplier impact: for every £1 spent on construction output, a further £2.94 is generated in 

the economy. The average GVA per employee in the construction sector and supply chain 

is £61K compared to £53K for all sectors. 

The industry also is a major provider of youth employment and training. Skills Development 

Scotland data shows that construction was the biggest contributor to the Modern 

Apprenticeship programme with 6,104 starts, up from 5,934 in 2016/17. 

 

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

possible solutions?  

The fragmented nature of the industry (98% of the firms are small and micro sized) and the 

long supply chains with a heavy reliance on sub-contractors & self-employment all have an 

impact on productivity. As is the project based nature of the work: which doesn’t incentivise 

employers to invest in research, development and upskilling their workforce. The 

consequences of the cyclical nature of the industry have seen an overall decline of around 

16% of the industries workforce since 2008. Compliance and regulation also impact upon 

productivity, with the long and uncertain planning process resulting in high levels of risk 

being placed upon builders and developers. Adequately resourced and incentivised 

planning departments would help here. 

More collaborative procurement processes, which focus on quality instead of cost, as well 

as whole life value and performance, would boost the industries productivity. Another 

solution would be investments and incentives to improve digital skills across the industry. 

Finally, stakeholders within the industry know that culture change is needed, so that a much 

higher value is placed on quality assurance and controls. 
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3. How effective is Scotland’s construction supply chain? Explore areas of gaps, 

duplication, etc.  

We believe that work needs to be carried out to map the supply chain in Scotland, which 

will enable stakeholders to assess its effectiveness: for contractors and clients. The FMB 

notes that this exercise is a strategic priority for Construction Scotland. 

 

4. What is the future economic outlook and implications of Brexit on the sector? 

Brexit uncertainty is already having an impact on the sector. Our Scotland members have 

reported significant increases (double digit) in the prices of raw materials since Sterling’s 

depreciation following the EU referendum in 2016. This has resulted in many firms having 

to absorb costs, rather than pass these onto their clients. The evidence from Scotland 

members in the FMB’s State of Trade Survey for Q4 2018 (which is the only quarterly 

assessment of the UK-wide SME construction sector) in terms of workloads, expected 

workloads and enquiries was neutral. Therefore, there is evidence of the resilience of many 

construction SME’s in Scotland, despite the political and economic uncertainty around 

Brexit. 

 

Looking ahead, as EU imports constitute 60% of all building material imports to the UK(2); 

further price increases pose a risk to the profitability of construction firms and the viability of 

some construction projects. Wood stands out as a house-building material for which EU 

imports play a critical role in Scotland, where there is a much higher share of timber-frame 

new build than in the rest of the UK. The extent of the risk here is dependent on how 

negotiations on the UK’s Brexit deal unfold and whether Sterling depreciates further. 

 

The prospects of many construction SMEs are determined by levels of investor confidence 

and consumer spending power. The proposed Scottish budget for 2019-20 means the 

divergence between the income tax regime in Scotland and the rest of the UK will continue 

to grow. We will await whether this dampens consumer and investor confidence as 2019 

unfolds. 

 

On the subject of skills, the proportion of the non-UK EU workforce in Scotland is relatively 

low (at around 4%) compared to the 10% of EU nationals across the UK and between 30%-

50% in London. However, the UK Government’s proposed post-Brexit immigration system 

is a concern for Scotland’s construction industry. In the Immigration White Paper, it was 

revealed that few allowances will be made for low skilled workers to enter the UK post-

Brexit. Most tradespeople will be defined as low skilled and therefore will not be permitted 

to enter the UK, regardless of whether they are from the EU or further afield. There is a risk 

that construction workers in Scotland may choose to fill potential skills gaps emerging in 

London and South East England: as a consequence of the proposed post-Brexit 

immigration system. 
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Access to finance  

6. What are the sources of and barriers to accessing finance in the sector? We would 

welcome perspectives from all sizes of businesses from micro through to Tier 1.  

Feedback from FMB Scotland members indicates that projects have been stalled in the 

past three months due to delays to loans, or loan refusals, from the banks. SME 

construction firms consider access to finance as a major barrier to their ability to upscale 

their business, expand their workforce and commence more building projects. Since the 

financial crisis in 2008, major banks have been reluctant to lend for smaller scale residential 

development. In recent years, access to finance has improved, but mainly through the 

increased appetite and prevalence of specialist lenders, challenger banks and private 

equity. Nonetheless, many construction SME’s continue to be discouraged borrowers and 

lack confidence in finding and accessing appropriate finance for their business. Given this, 

the FMB published a new guide with UK Finance on how small house builders should 

present their finance applications to lenders to improve their chances of success. 

7. What are your views on payment terms and payment behaviours across the 

sector?  

Evidence from conversations with FMB Scotland members suggests payment behaviours 

continue to be a serious problem for those sub-contracting with some main contractors. 

There is both an ethical and business argument for main contractors to pay their sub-

contractors on time. Our members point out that the vast majority of invoices and 

subsequent retentions are paid late and only then if the subcontractor persistently chases 

the main contractor for payment. One significant consequence is that this undermines the 

confidence of SME’s to invest in and grow their business. With significant sums being 

consistently overdue to them, many SME’s become reluctant to train and recruit given the 

additional pressure on their already strained cashflow. Improved payment behaviours would 

boost productivity, benefiting both the construction industry and the Scottish economy. 

 

We believe that non-payment of retentions is very common, though less common on public 

sector contracts and much less common in the private domestic sector. Retentions are an 

important issue to look at in the tackling of late payment in the supply chain. The FMB firmly 

believes that maintaining the current status quo is not an option. Retentions are an 

institutionalised form of late and withheld payment – they normalise unfair practice and 

make it easy and cost-free. The FMB has been supportive of the Aldous Bill to introduce a 

retention deposit scheme as an immediate measure to address the issue, however the 

preference of our membership is that there should be an abolition on the use of retentions 

entirely.  

 

 

 

https://www.fmb.org.uk/media/41321/sme-housebuilders-guide-final-v3-online.pdf
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Skills  

9. Does the sector’s skills planning model allow it to realise its full potential, in terms 

of attracting talent, meeting skill shortages, preparing for technological change? 

 

In short, no. The industry is suffering from a skills shortage, which is more acute in some 

trades and regions than in and across others. CITB analysis of the Office for National 

Statistics (ONS) Labour Force Survey show that the industry in Scotland currently employs 

almost 16,000 people aged 60 or over and around 15,000 aged 55-59. Therefore, in 

Scotland over the next decade, around 20% of the industry’s workforce will have retired: 

nearly 31,000 people. The Construction Skills Network forecast for the period 2019-2023, 

published by the Construction Industry Training Board in November 2018 listed Scotland’s 

Annual Recruitment requirement at 2,790 workers.  

10. How does Scotland’s apprenticeship system contribute to the sector? Is it doing 

enough to meet equality challenges in the sector?  

 

The Scottish craft apprenticeship model is (to a large extent) envied by employers 

elsewhere in the UK. Qualified Scottish construction craft apprentices enter employment 

with a versatile range of core craft and technical skills. This means they are attractive 

prospects for a range of construction employers: from house builders to general 

construction firms. It is SME employers that recruit the vast bulk of construction 

apprentices. Indeed over 2/3rd’s of construction craft apprentices are trained and recruited 

by SME employers in Scotland. However, the system (and the industry as a whole) is failing 

to meet equality challenges though: with only around 2% of site-based roles being fulfilled 

by females, there is huge scope for the industry to improve. Skills Development Scotland 

will have evidence of the proportion of ethnic minorities’ apprentices across the industry but 

anecdotally, the industry is underperforming here too. 

Procurement   

11. How do public procurement practices and procedures impact on the sector?  

Unhelpful procurement practices are limiting access to public sector contracts for many 
construction SME’s in Scotland. The key problems facing construction SMEs when 
attempting to engage in public procurement processes are: the resource intensive pre-
qualification process; the bundling of smaller contracts into larger contracts and poor 
implementation of framework agreements. The hub programme does not seem to be 
generating work for SME construction firms. Some member firms (be they SME’s) whose 
business model is as a main contractor, struggle to adapt to in order to win work through 
the hub-co system as sub-contractors. The hub system favours larger firms, who are not 
necessarily based in the region that the specific hub is operating in. 
 
The Public Contracts Scotland portal does provide visibility of public sector opportunities 
but some construction SME’s report that they struggle to use the site effectively.  
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12. Do you have any suggestions on opportunities to enhance procurement practices 
across the sector?  
 
There should be measures which encourage larger construction firms to liaise with and 
share best practice with SME’s who are bidding for work. Greater transparency is needed 
and larger contracts should be broken down into smaller lots: making it easier for SME’s to 
bid for and win construction projects. Across both the public and commercial sectors, there 
remains far too much of an emphasis on cost instead of best and lifetime value within 
procurement.  
 
Other Comments 
 
The FMB has launched a campaign to introduce a mandatory licensing scheme for all 
builders and contractors in the UK. We believe that this is the only way to truly eliminate 
from our industry incompetent firms which lack the necessary knowledge and 
professionalism and pose a risk to themselves and their clients. At the same time, a 
licensing system could serve to promote and drive up technical competence, customer 
service, financial good conduct, and health and safety compliance, and provide routes to 
continual professional development, which we currently lack. 
 
We believe that the construction industry is at a crossroads and that the time is right to 
make radical changes that can permanently secure a safer, more productive and more 
professional industry. We cannot do this without a mechanism to ensure a minimum level of 
competence across the industry, something which does not currently exist. The continued 
prevalence of rogue and incompetent builders remains a serious concern, particularly, but 
not solely, in the domestic repair, maintenance and improvement (RM&I) market. These 
firms undercut professional and competent firms, putting downward pressure on standards 
and compliance, and seriously undermine the image of the whole industry. The key benefits 
of a licensing system are listed below and the FMB Scotland Director, Gordon Nelson is 
happy to brief the Committee on the progress of our ‘Licence UK Construction Campaign.’ 
 
1. Removing the scourge of incompetent and rogue builders from the industry 
2. Offer a much higher level of consumer protection  
3. Increase construction output and boost the wider economy 
4. Act as a mechanism to drive up quality and professionalism, and improve productivity 
5. Help to improve health and safety compliance among smaller firms 
6. Dramatically improve the image of the industry and help solve the skills shortage 
 

*1 Figures from Construction Scotland’s Scottish Construction Industry Strategy 2019-2022 
2. Construction Products Association 


