
The construction sector has slowed down again despite a strong finish in 2015. 
Nevertheless the outlook is positive for the first half  of  2016, driven by a strong 
pipeline of  housebuilding and infrastructure projects. Pension schemes are advised 
to monitor the employer covenant, and to understand how key growth drivers for 
the sector are impacting the covenant. 
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The Grant Thornton view  
"While the UK construction sector ended 2015 on a robust note, the slowdown at the start 
of  2016 shows that construction companies are still jittery about market conditions. Pockets 
of  growth still exist however, namely with residential and infrastructure subsectors."  

Darren Mason, Head of  Pensions Advisory 

Pensions Advisory update 

Skills shortages persist 

Skills shortages continue to put pressure on project 
delivery and pricing throughout the supply chain. 

According to the Royal Institution of Chartered Surveyors 
(RICS) industry wages rose by 6% in 2015. The 
government is keen to tackle the skills shortage and has 
asked the Construction Leadership Council (CLC) to 
investigate the labour model in the construction industry.  

Positive outlook for infrastructure projects 

According to Mintel, partial year data for 2015 suggests 
strong growth of 21%, taking new civil engineering 
construction output to an estimated £18.4 billion. This 
growth is driven by electricity infrastructure and roads, 
with the latter projected to show strong growth. 

Consultancies such as Atkins  have reorganised their UK 
business to focus on core infrastructure sectors, 
particularly in roads and rail. Atkins reported a 38% rise in 
profits for the half year ending September 2015. 

Implications for pensions schemes 

Pensions  schemes whose employer has a large exposure 
to emerging markets should monitor the covenant given 
the on-going slowdown. The middle east is particularly at 
risk of lower revenues, as the oil price slump has put a 
large number of infrastructure projects on hold. 

The recent combination of lower equity returns and 
further falls in gilt yields is likely to have increased the 
shortfall in many schemes. Funding level volatility 
combined with possible changes to covenant strength may 
push trustees to request additional funding from the 
employer. 

2016 gets off  to a slow start 

While the UK construction sector ended 2015 on a 
positive note, it slowed down in January 2016 to its 
weakest level in 9 months.  

The purchasing managers’ index (PMI) for the 
construction sector dropped to 55 in January from 57.8 in 
December. Any reading above 50 indicates growth.  

Weakness in construction orders and a slowdown in 
public sector infrastructure work, which accounts for 
around 25% of total construction, could weigh down 
overall growth further this year.  

A more subdued increase in commercial construction 
compared to the end of 2015 was another factor behind 
the slowdown 

The Construction Products Association’s latest forecast 
estimates growth for the construction industry of 3.6% in 
2016, down from the Autumn 2015 forecast of 3.8%, 
primarily because of slower UK economic growth 

Residential construction continues to be a 
bright spot 

Housebuilding continues to be driven  by house price 
inflation, a supportive land market and government 
schemes to assist homebuying. 

Construction group Kier said its residential division is 
expected to generate 30% growth in 2015 versus last year. 

Housebuilding group Taylor Wimpey unveiled a record 
profit margin of 20% in 2015, and said around 30% of its 
2015 sales were supported by the Help to Buy scheme.  
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For more information: 
If you would like to discuss the issues raised in this paper and its impacts on your business or your pension scheme, 
please contact your usual Grant Thornton adviser or any of our specialists below.  
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