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ECONOMY, ENERGY AND FAIR WORK COMMITTEE 

SCOTLAND’S CONSTRUCTION SECTOR INQUIRY  

SUBMISSION FROM HIGHLANDS AND ISLANDS ENTERPRISE 

  

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.  

Construction underpins the economy and society. It is a nationwide industry reaching every 

corner of the country and touches everyone‟s life, be it the homes we live in, the roads we 

travel on, the offices and factories we work in and the schools, universities and hospitals we 

attend. It is important not just in its own right as a major employer and contributor to 

economic output, but also as an enabler of growth for other key sectors. An effective, 

efficient and competitive construction industry is of paramount importance in ensuring future 

national prosperity. In the Highlands and Islands Enterprise (HIE) area market failure in the 

construction sector has limited development of both domestic and commercial property in 

addition to the significant premium often associated with construction work in the more 

remote parts of the area. 

The Construction sector accounted for approximately 2,700 businesses (12% of the total) of 

Enterprises in the Highlands and Islands and around 14,600 FTE‟s (7%) of those in 

employment in 2018.  Turnover last year, 2018, was £1,831m.  As such the sector is 

significant in the numbers employed, the reach (there are construction business in all parts 

of the HIE area), and the impact, both on the individual and businesses.  

In 2017, HIE commissioned a report, Stimulating Housing Development in the Highlands 

and Islands.  This report details the importance of the availability and access to housing on 

economic development in the Highlands.  It also makes a number of recommendations for 

tackling the issues facing the sector. http://www.hie.co.uk/regional-information/economic-

reports-and-research/archive/stimulating-housing-development-in-the-highlands-and-

islands.html), 

Compared with Scotland as a whole, the makeup of the construction sector in the 

Highlands and Islands tends to be weighted towards smaller businesses, albeit there are a 

small number of large companies of national significance in the area, with slightly higher 

numbers employed.   

 

 

http://www.hie.co.uk/regional-information/economic-reports-and-research/archive/stimulating-housing-development-in-the-highlands-and-islands.html
http://www.hie.co.uk/regional-information/economic-reports-and-research/archive/stimulating-housing-development-in-the-highlands-and-islands.html
http://www.hie.co.uk/regional-information/economic-reports-and-research/archive/stimulating-housing-development-in-the-highlands-and-islands.html
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The following graph shows the decline in house completions in the HIE area. 

 

Across the Highlands and Islands, the equivalent of just over 1,800 new properties are 

needed each year, with an estimated 1,071 affordable homes required each year and 742 

market properties. 

Affordable completions are well below what is required, with significant gaps in some areas, 

like Shetland, Na h-Eileanan an Iar and Moray. Financial constraints and viability issues are 

a key consideration for the deliverability of Strategic Housing Investment Plans, particularly 

in fragile areas. 

Private sector completions have not recovered to pre-financial crash rates but currently 

stand at well above the level required according to the Highlands and Islands-wide estimate 

of market requirements. 

The affordability of private sector new-build is a potential concern, private sector 

completions are largely clustered in more accessible areas close to urban centres and there 

is far less development in fragile areas across the Highlands and Islands. 

Several stakeholders identified critical impacts from the lack of affordable housing on the 
ability to recruit and retain staff, with business expansion adversely affected. This was 
particularly problematic in areas where tourism and second homes put pressure on 
accommodation, including the two National Park areas and the island of Arran. Shetland 
also experiences difficulties in providing worker accommodation. 
 
The latest Cairngorms Business Barometer found that a lack of affordable accommodation 
has negatively impacted around a third of new job positions recruited for in the Park area in 
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the last three years. While a shortage of housing was rated as a “moderate” problem 
overall, a third of businesses consider it a major issue. 
 

Case study examples include: 
 

 A technology business trading internationally and employing individuals at 
reasonable salaries that is struggling to get skilled people to relocate to Badenoch 
and Strathspey because of a lack of accommodation for rent. Where accommodation 
has been found, this has resulted in a round trip commute of up to 60 miles, 
restricting growth in this business. 

 

 Another business that employs over 50 people and which recruited a very senior 
member of the leadership team who has been unable to relocate his/her family from 
the central belt because of a lack of an affordable home to buy, despite a search of 
up to 40 miles away. This business is at risk of losing this key employee. 

 

 A hotel providing accommodation for employees on site and invested in training 
those employees. As those employees develop in their careers and move on with 
their personal lives they look to move out of the provided accommodation. Given the 
severe lack of affordable accommodation they are often unable to do so. This 
restricts recruitment into entry level roles because on site accommodation is 
„blocked‟ and a loss of key employees as they move away from the area to find 
alternative accommodation. This is restricting growth and employment opportunities. 

 

 One local business started with 8 FTEs and now employ 45 FTEs. The youngest and 
lowest waged often stay with family or friends and almost all are looking for 
somewhere of their own. There is a problem with managers and mid-wage families 
securing accommodation and this impacts on business continuity. 

 

The housing sector presents both a market opportunity and a potential solution for a 

number of economic development issues in the Highlands. 

There has been a relative lack of investment by the private sector in new commercial 

property in the Highlands generally.  This results in many companies not being able to find 

suitable premises to allow them to continue to grow, and can make it hard for inward 

investors to locate in a specific area.  Historically this market failure has been one of the 

main reasons that HIE has been active in the commercial property sector as a developer. 

The construction industry has an important role to play in delivering the Scottish 

Government Economic Strategy in areas such as inclusive growth, infrastructure 

investment, innovation and low carbon. Higher levels of offsite construction are consistent 

with the high value manufacturing agenda.  

In late 2015, the Construction Leadership Council (CLC) commissioned Mark Farmer, to 

lead a review of the UK construction labour model. The report, published in October 2016 

boldly leads with the title „Modernise or Die – Time to decide the industry’s future’ and 

evaluate the construction industry‟s current and future state. Its findings and 

recommendations were very clear: 
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 “The current pace and nature of technological change and innovation in wider society is such that 
unless the industry embraces this trend at scale, it will miss the greatest single opportunity to 
improve productivity and offset workforce shrinkage. Failing to embrace change will also further 
marginalise the industry by reducing its attractiveness to a new generation of workers who will have 
grown up in the digital world.”  
 

Central to the review‟s recommendations is the recognition that the construction industry 

will not change itself. It requires shared leadership by the industry, its clients and 

government.  

Difficulty in recruiting and retaining staff is often commented on as being an issue by the 

industry, there are a number of reasons for this, including peaks and troughs in work, higher 

wages/more stable employment/better conditions in other industries (oil and gas, distilling 

etc).  There has also historically been a degree of mobility in parts of the industry with a 

general drift south for large projects. 

The relative remoteness of the highlands and islands area compounds many of the issues 

facing the industry more widely in Scotland, and tends to result in increased build costs. 

The sector is heavily influenced by regulation and public policy, particularly around planning 

issues, where there can be differences from one local authority area to another which 

causes frustration in the industry. 

The industry tends to be relatively risk adverse at all levels, avoiding or transferring risk if 

possible.  Many of the larger construction firms make use of sub-contractors, which can 

lead to issues with quality, delivery and consistency – there are several instances in the 

press around issues in this matter regionally and nationally. 

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

possible solutions?  

 

 Low Productivity - Productivity growth is around a third of that of the wider economy 
(0.49%Compound Annual Growth Rate compared to 1.34%). The evidence suggests 
that construction costs in the UK are in general 15% higher than in the rest of Europe. 

 Low Investment in Innovation, R&D and Technology - In 2015, UK expenditure on 
Business and Enterprise Research and Development (BERD) in the sector was £146 
million, 1% of total business R&D across the UK.  Where other sectors have 
embraced digital and technological advances, construction remains principally 
analogue and paper based, with limited smart connectivity between activities on and 
off site. According to McKinsey Global Institute‟s 2015 Industry Digitisation Index, 
construction ranked second to last (just above agriculture and hunting) in its level of 
digital adoption.  

 Demographic Change and Skills Scotland has an average annual recruitment 
requirement of 2,130 people over the next 5 years. The likely impact of greater 
digitisation and industrialisation on the sector will requiring the re-skilling and multi-
skilling of significant elements of the existing workforce. 
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 Inefficient Infrastructure Delivery Scottish construction businesses are well placed 
to support the delivery of the UK‟s planned £650 billion National Infrastructure 
Pipeline. 

 Inefficient Housing Delivery Around 60% of new homes in the UK are built by just 
10 companies. The Scottish Government‟s Affordable Housing Supply Programme 
has targeted the delivery of 50,000 homes by 2021. Funding of £3 billion has been 
allocated to support this programme. The UK Government has committed £7.2 billion 
to deliver its aspiration of building 1.5m homes by 2022. Delivering this significant 
increase in volume cannot be achieved using traditional construction process. 

 Inefficient Buildings and Quality In the UK, c£122 billion p.a. is spent operating 
buildings. Some buildings consume up to four times the designed energy usage, 
buildings account for around 40% of our energy consumption and 20% of UK 
greenhouse gas emissions. The process of designing, manufacturing, assembling 
and managing built environment assets is under the spotlight.  The industry will be 
required to develop new innovative products, processes, systems in the future. 

 

3. How effective is Scotland’s construction supply chain? Explore areas of gaps, 

duplication, etc.  

The large regional and national companies tend to have well developed supply chains.  The 

smaller companies tend to be more geographically based, drawing on a locally based 

supply chain in the main. 

Where there are large infrastructure projects, (windfarms, roads etc) local businesses often 

forms part of the sub contract supply chain.  These large projects can often have complex 

procurement arrangements which can stop smaller businesses becoming involved. 

In some areas – timber for example, the highlands have a well-developed supply chain, 

with a number of processors based in the area.  The UK is the second largest importer of 

timber and timber products in the world, however Scotland is a net exporter of timber 

products. There are however gaps around the production of value added products, glulam 

beams, Cross Laminated Timber and wooden windows.  Work has been done to explore 

these opportunities, and should be further developed. 

The Highlands has a number of producers of aggregate and construction stone (Caithness 

flagstones being an example).  Distance from market and the cyclical nature of the 

construction market tends to stop these developing scale. 

 

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

The two main impacts of Brexit are likely to be; 

 Investor confidence and the impact on spend on new projects.  There is anecdotal 

evidence from some companies that they are putting investment decisions on hold 

until there is greater clarity on Brexit. 

 The effect of Brexit on the labour market, and in particular on the mobility of workers. 
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5. The UK Industrial Strategy Challenge Fund and the linked Sector Deal for 

construction aim to address issues such as improving procurement practices, 

skills, exports and innovation. How do these impact on Scotland?  

The £170 million „Sector Deal‟ for construction is focussed on improving adoption of digital 

and manufacturing technologies and is being implemented through the „Transforming 

Construction‟ Programme. 

In addition to the focus on improving procurement practices, skills, exports and innovation, 

the themes of digital, offsite manufacturing and whole life asset performance present 

opportunities that are relevant to both the highlands and companies based here. 

Given the scale of the construction challenge in the UK, innovative approaches will be 

required to meet the needs of the sector.  For Scotland, this presents particular 

opportunities in digital, through design, planning and building management as well as 

leading to opportunities in offsite construction.  Scotland already leads the UK in timber kit 

housing, it is likely that this is an opportunity that can be developed further.  For example, 

London is now one of the world‟s largest markets for Cross Laminated Timber (CLT), this 

presents opportunities for Scotland in both the supply of CLT, and in the development of 

offsite construction methods. 

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.  

There are many challenges to accessing finance, the changing requirements of customers 

in the commercial sector are having an impact.  Many businesses are looking to sign only a 

2-5 year lease, this makes it very hard for developers to access finance, particularly so 

where the business is relatively new and does not have a strong covenant. 

High profile business failures, particularly where they are of scale increases the risk 

perception of the sector. 

 

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

sector?  

Cashflow and prompt payment are regularly cited by smaller businesses as an issue. 
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8. How effective is the financial management of large scale infrastructure 

projects and the mechanisms used e.g. project bank accounts?  

HIE is not able to comment. 

 

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? 

This is an area where Skills Development Scotland would be better placed to comment. 

 

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

doing enough to meet equality challenges in the sector?  

As above. 

 

Procurement   

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

Currently around 50% of the construction spend in Scotland comes from the public purse, 

with HIE spending several million pounds every year on construction projects at our own 

hand or in supporting third parties with projects.  Through driving the sector to innovate 

there are potential benefits to HIE and its partners in reduced build costs, quality 

improvements, reduced running costs and minimized environmental impact. 

There is the potential for greater coordination in the public sector between the various 

elements of the public sector, particularly around infrastructure development and servicing, 

where costs could be shared making projects more viable.  

Smaller businesses often find it hard to tender for work, either because of the 

prequalification conditions or simply due to lack of capacity to complete tenders.  More 

could be done by the public sector to support smaller businesses through reviewing 

procurement practice. 

 

12. Do you have any suggestions on opportunities to enhance procurement 

practices across the sector?  

As above, greater collaboration between parts of the public sector to share infrastructure 

development costs, and in combining projects to create a market of scale and stability that 
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will give the private sector the confidence to invest in new methods, processes and 

products.  An easy way to do this would be to bring together property 

managers/procurement teams from the public-sector bodies on a regional basis to share 

information and where appropriate link projects. 

 

 

Infrastructure investment   

13. Considering the national infrastructure construction pipeline, is the planned 

pipeline sufficient? And has the sector got to the ability to meet the country’s 

infrastructure needs to drive growth?  

The national infrastructure pipeline scale will be welcomed by industry, and there are other 

pipelines of work on the horizon.  The drive to increase the volume of social and affordable 

housing, plus private sector homebuilding and commercial projects will be challenging. 

Significant construction projects planned across the rest of the UK will also impact, 

depending on timing, and preferred construction methodology (i.e. onsite V offsite). 

Pragmatic planning, scheduling and procurement practices will provide greater clarity and 

certainty for the industry to plan, invest, recruit and respond strategically, building deeper 

and more collaborative supply chain relationships ultimately to deliver better, and more 

efficiently.  

At a more local level, thought needs to be given to how investment plans and procurement 

processes can be shaped to encourage innovation and the adoption of new products and 

processes by the industry.  In the short term this may result in a small increase in cost and 

risk, however over the long term this should result in improved performance and reduced 

cost. 

Innovation   

14. What are your views on the Construction Scotland Innovation Centre?  

HIE have engaged with both phase 1 and the current phase 2 of CSIC.  HIE believes that 

CSIC has a role in both leading and shaping the development of the sector in Scotland.  

 

15. Where are the opportunities for growth within sub-sectors, e.g. offsite 

construction?  

Offsite construction and panel based construction represent opportunities for growth.  

Anecdotal evidence would suggest that there are a number of companies currently 

exploring opportunities in this area, mainly in the housing sector.  While a number of 
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projects have been completed, these are relatively niche, and work is required to move this 

to the mainstream. 

There may be opportunities to add further value to timber for entry into the construction 

sector, particularly around engineered wood products. 

As has been mentioned earlier in the response, there is the potential for new products in 

the timber industries sector, particularly in engineered wood products. 

 

16. How will technological changes (e.g. robotics, automation) impact on the 

sector? How can Scotland take advantage of this change? 

Technological changes will have a huge impact on the sector, the challenge for Scotland 

and the HIE area is to treat this as an opportunity with the potential for export.  HIE recently 

held a workshop with CSIC to make the industry aware of these opportunities.  Work will be 

carried out to follow this up.  The opportunities include; 

 Digital presents opportunities for architects and engineers to become involved in 

projects outside Scotland, effectively exporting design knowledge. 

 BIM presents opportunities for greater efficiency in the management of buildings 

(and ultimately in their design). 

 Greater use of digital technology presents the opportunity for better linkages 

between the various parts of the design and supply chain, reducing costs and 

improving quality. 

 Robotics and automation will give opportunities for reduced cost, greater 

consistency, the development of new products and processes.  This will happen both 

onsite and off-site.  Drones and autonomous vehicles will allow new ways for 

building survey and inspection to be developed.  

 There is are opportunities around sensors, IoT and remote monitoring of homes such 

as Albyn‟s Fit Homes project https://www.bbc.co.uk/news/uk-scotland-highlands-

islands-44537869 . This could create safer, better designed and more energy 

efficient homes. 

https://www.bbc.co.uk/news/uk-scotland-highlands-islands-44537869
https://www.bbc.co.uk/news/uk-scotland-highlands-islands-44537869

