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Introduction Small and medium enterprises (SMEs) are the cornerstone of construction in 
the UK. According to UK government figures, over 99% of all UK businesses 
are SMEs1 – defined as companies employing fewer than 250 people.  Close 
to one million such businesses are operating within the construction sector.  

This formidably high number of SMEs in construction will include not only small local 
builders, but also the many thousands of specialist subcontractors who work for main 
contractors and construction managers on significant and prestigious projects. Many of 
these specialists will be innovating and investing in new technologies to develop new, ground 
breaking systems and solutions to improve their competitiveness and to grow their business. 

In addition to innovating, many SMEs will also be leading the way by investing in training 
and up-skilling their workforce in order to drive forward their business. SMEs, in fact, train 
two-thirds of all apprentices and help to spread economic growth more evenly throughout  
the UK.

SMEs are also set to be the recipients of a larger proportion of government spending. Each 
year, the government spends around £45 billion on goods and services supplied by non-
public sector organisations. Increasing the proportion of this spending that reaches SMEs is a 
key priority within government’s procurement policy. The government’s aspiration is for 33% 
of the spending to go to SMES by 2022.

SMEs are vital, therefore, for both the future of the construction sector, the local economies 
that they enrich and the UK economy as a whole. That is why it is so important to understand 
how SMEs view current and future trading conditions in the construction sector and to find 
out what they think the potential opportunities and threats might be to their business 
success.

To this end, Constructionline, the leading register for pre-qualified contractors and 
consultants, undertook a survey of its extensive membership to help gain a clearer picture of 
SME’s current and future prospects and fears.

• SMEs are confident in the immediate future for their business. Nearly three quarters 
(74%) of construction SME respondents are optimistic about the success of their business 
in the next two years.

• SMEs are very aware of the changes that are coming to the sector and the vast 
majority recognise the need to engage with new technology. Importantly, most are 
investing in the future of their business by enhancing their IT and training staff, with 
many seeing the need for their business to have BIM capability and an ability to utilise 
off-site manufacture.

• Most encouragingly, the majority feel that they will grow their businesses through 
a focus on the quality of their work and their ability to adapt to new industry 
demands. Three-quarters of respondents (75%) expect future opportunities to come from 
their business’ reputation for producing high quality work.

• This picture suggests a potentially surprisingly forward-thinking approach from 
SMEs who are ready to adapt to new working practices.

• Of those businesses that were negative about the potential for their business to 
progress in the next two years, 60% said the biggest threat to business was an ongoing 
squeeze on price margin. Many (52%) were also concerned about labour issues, a lack of 
skilled people and the impact of Brexit. 

Headline findings



Building On Strong Foundations Whitepaper   -   Constructionline   -   constructionline.co.uk

3

The Survey This paper is based on the responses from over 500 respondents to the 
Constructionline survey. The survey took place in four weeks between March 
2018 and April 2018. It was carried out for Constructionline by independent 
survey consultants Censuswide.

The highest numbers of survey responses (35%) are from businesses with an annual turnover 
of between £200,000 and £1,500,000. Businesses employing between 1 - 25 employees were 
the group with the highest number of respondents (59%).

Survey Findings  
in Detail

Drivers and trends

The immediate outlook for SMEs is a generally upbeat. 74% of respondents said that they 
were positive about the potential for their business in the next two years.

Only 11% of respondents stated that they feel negative about the potential for their business 
to progress within the next two years.

Delivering excellence

Of those positive about the future, most (75%) expect their business to grow based on the 
excellence of their work to win future contracts.

With three-quarters of the SMEs understanding the value of good work in growing their 
business, this implies that there is a focus on the establishment of long-term client 
relationships for the future success of their business. Studies3 have shown that it costs 
upwards of five times more to acquire a new client than to make a sale to an existing one. 
The high number of respondents focusing on the value of good work recognises the cost 
efficiencies in repeat business when compared to the relatively higher cost of converting a 
new opportunity into an actual client. 

What changes will you be making to your business? 
 
“Have a stronger push on quality of our works and develop good communication with clients. 
Develop our training schemes” 
 
“Improved quality and organisational practices”

More opportunities for SMEs post Carillion collapse 

Over a third (34%) of organisations expect a move towards the government breaking up 
huge Carillion-like operations to provide more opportunities for SMEs.

Following Carillion’s liquidation, many organisations representing SMEs are pushing hard for 
radical changes in public procurement and a move away from the concentration of public 
contracts in the hands of a small number of very big businesses.

The Federation of Small Business national chairman, Mike Cherry, said: “There is a wider 
lesson to learn about the concentration of public contracts in the hands of a small number 
of very big businesses. Public procurement must be much more small-business friendly, in 
which it is easier for small firms to navigate the system and the government should prioritise 
meeting its target of at least one third of taxpayer-funded contracts going to smaller firms.” 
That way, government can spread its risk while also reaping the benefits that come from 
procuring a greater proportion of its work from a broad range of small companies.

High levels of business confidence may also be down to the fact that the SMEs responding to 
the survey are already on the Constructionline database and so are likely to have access to 
future public and private sector contracts.
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The impact of Brexit

The potential for very positive economic growth as we leave the European Union was cited 
by just 22% of respondents as an opportunity for their business.

Like the nation as a whole, there were mixed views expressed in the Constructionline survey 
on the potential impact of Brexit on SMEs in construction. 22% of respondents viewed Brexit 
as an opportunity for their business – a remarkably low figure given that 52% of UK voters in 
the referendum were in favour of leaving the European Union.  

With just one fifth of the survey respondents seeing Brexit as a business opportunity, many  
cited Brexit, difficult economic conditions and a shortage of skilled labour as a threat to the 
success of their business.

What do you see as the main threats or challenges ahead for your business? 
 
“Unknown impact of Brexit”  
 
“Changes to legislation after we leave the EU”

Growth in housebuilding

21% of respondents expect continued growth in the housebuilding sector as an opportunity 
for their business.

In light of the publication of the government’s Housing White Paper in February 2017, it is, 
perhaps, unsurprising that growth in housebuilding is seen by many SMEs as a business 
opportunity. What is surprising is that only a fifth of respondents see housebuilding as an 
opportunity given that a key focus of the government’s white paper was on supporting SME 
housebuilders through the introduction of a Home Building Fund and the ability for councils 
to increase planning fees to fund improvements in planning. 

Innovations

It is an encouraging sign for the health of SMEs moving forward that 17% of respondents 
have “introduced some great innovations that have really attracted attention and new 
business”.

The successful exploitation of new ideas is crucial to a business being able to improve its 
processes, bring new and improved products and services to market, increase its efficiency 
and, most importantly, improve an SMEs profitability.

Future Challenges and Concerns

Respondents to the Constructionline survey were very aware of potential challenges to their 
businesses but only 11% said they feel negative about the potential for their business to 
progress in the next two years.

SME concerns largely focus on an expected increasing pressures on margin, general 
economic uncertainly (largely as a result of Brexit), and access to skilled labour both now and 
in the future.

Other issues include: an ongoing frustration with administrative burdens, too many different 
PQQ systems and, in particular, a frustration that too many leading industry organisations 
are led by people with little experience or understanding of the construction sector 

Survey Findings  
in Detail
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Squeeze on prices and economic conditions

Of the organisations that were negative about the potential for a business to progress in the 
next two years, by far the most (60%) said that an ongoing squeeze on price margin was a 
threat. 

The construction industry has suffered from low margins for a period of time. Speaking last 
year, Richard Beresford, Chief Executive of the National Federation of Builders said: “Although 
SMEs have found more work, project viability seems to be increasingly stifled by spiraling 
material costs….The Government must deal with the impact of a weaker exchange rate and 
Brexit more urgently.”

Recent rises in the cost of materials, largely as a result of the depreciation of Sterling 
following the EU referendum, combined with the on-going skills shortage and wage inflation 
are some of the factors putting pressure on SME margins. Alongside concerns about margins, 
40% of respondents feared economic conditions were likely to lead to less work with the 
fallout from Brexit cited by most as their main concern.

Difficult payment terms and the financial security of suppliers/buyers were cited by over 
a third of respondents (34%) as a threat to their business progressing. These concerns are 
probably a reflection of the long supply chains common in most construction projects that 
mean the ripple effect of payment delays are likely to disproportionately affect smaller 
businesses further down the chain, with SMEs hit the hardest. For a business with high 
overheads in terms of materials and/or labour costs, this can be difficult to accommodate.

It is worth mentioning that while many SMEs were positive about the future, citing an 
expectation that their business would grow based on the excellence of their work, they were 
equally concerned that future contracts would be awarded primarily on the basis of price 
without due consideration for the quality of work. 

Perhaps unsurprisingly, some of the most popular suggestions to resolve these issues include 
increasing margins and making it a requirement to pay within 30 days. Other proposed 
solutions include: a drive to encourage young people to enter construction and selection of 
contractors based on quality of work and not price.

What would be your solutions to the challenges facing your business? 
 
“Fair play charter across all construction projects with price being secondary to safety and 
quality.” 
 
“It’s a competitive market, so the work ultimately goes to the lowest bidder regardless of the 
clauses put in regarding quality/cost ratios.” 
 
“Standardise payment terms to all: a three and a half month wait for payment when we only 
have three staff is painful.” 
 
“Stop retentions.”

Skills shortage

Over half (53%) of respondents that were negative about the potential for a business to 
progress in the next two years said that a lack of skilled people was a threat to business 
growth.

An aging workforce (22% of the construction workforce over 50 years old) and a failure to 
recruit and train young people are just two of the reasons contributing to the observation 
from many SMEs that a lack of skilled people is a threat to business growth. In addition, 
construction may be losing workers to competing industries where employment is more 
stable and pay more competitive

Survey Findings  
in Detail
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One reason for the high number of SMEs expressing concerns over the skills shortage could 
be a reliance on foreign migrant labour for both skilled and non-skilled roles. Approximately 
8.5% of construction workers in the UK are EU nationals, so the high number of SMEs 
registering concern could be further exacerbated if immigration is restricted post Brexit. 
Similarly, depreciation of the value of the Pound following the EU referendum may be making 
the UK a relatively less attractive place for migrant labour to seek work both now and in the 
near future.

Red tape

Increasing legislation and the amount of time spent on keeping up with all the 
accreditations schemes was cited by almost half (49%) of those respondents that were 
broadly negative about their future business growth.

One issue is that many clients are insisting SMEs complete multiple PQQs in addition to 
being members of Constructionline.  

Several responses suggest a solution to this issue would be for all clients to sign up to 
Constructionline or another single accreditation scheme as the sole means of accreditation.

What changes could significantly improve the success potential of your business? 
 
“Reduction in the number of portals for public procurement” 
 
“A more universal system / directory of suppliers and buyers.  At the moment, even with 
Constructionline we find we still have to also join other systems all costing several hundred 
pounds a year and causing duplicate paperwork filling in the same questions on each 
system.  One standard system would be much more sensible.” 
 
“There should be one system for accreditation which covers all the requirements for health 
and safety etc.  Every employer has their own set of rules, many of them totally unrealistic 
and impractical.”

The construction industry of the future

Just 11% of the SMEs responding to the survey anticipated little change in construction 
over the next five years.  The overwhelming majority are well informed; preparing to 
accommodate the changes they see coming and actively working to modify their 
businesses to accommodate these changes.

The move to offsite and BIM are just two of the changes respondents think will happen to the 
construction industry in the next two to five years

What changes do you anticipate you will have introduced to your company in the next 
two to five years? 
 
“A growth in off-site manufacturing with more semi-skilled labour carrying out works in a 
controlled factory environment” 
 
“Digital design platforms for all projects to allow clients and others access” 
 
“We will have to employ more direct employees and cut back on subcontractors”

Survey Findings  
in Detail
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Offsite

The increasing use of offsite manufacturing and technology to replace skilled/semi-skilled 
labour was the change over a third of respondents (36%) thought likely to happen. 

This finding reflects the fact that government is starting to recognise the potential for offsite 
construction methods. The Housing White Paper provided support for offsite. Prior to that 
the Farmer Review Modernise or Die, commissioned by the Construction Leadership Council 
(at the request of the government), provided a stark warning of what could happen to the 
industry if it does not embrace offsite in light of the dwindling labour market. 

Last August, the London Assembly published Design, Sealed, Delivered, a paper targeted at 
the Mayor of London with recommendations to galvanise the offsite sector.

In the 2017 autumn budget, Chancellor Philip Hammond said government would use its 
purchasing power to drive modern methods of construction across capital projects in areas 
such as education, transport, defence and health “where it represents best value for money”. 

We anticipate a huge change away from traditional methods and that modular building will 
be used in many more sectors, particularly housing.”

Building Information Modelling (BIM)

An increased reliance on software systems to facilitate BIM to deliver cost-effective projects 
was a change a third (32%) of respondents are expecting. 

BIM is a process for creating and managing information on a construction project across the 
project lifecycle. One of the key outputs of this process is the Building Information Model, 
which is a digital description of the asset. This model draws on information assembled 
collaboratively and updated at key stages of a project so that all team members are working 
in the same digital environment. Critically for SMEs, BIM was mandated on government 
projects from March 2016, and is becoming ever more commonplace in the construction 
industry. 

Many design teams now work in a digital shared data environment. On construction sites it 
is often a different story with operatives still reliant on photocopied drawings with red pen 
annotations, which is proving a stumbling block to collaboration and the BIM revolution. 
The disconnection means that there is often a lack of feedback from site to the design 
team, which can be a significant factor in the gap between expected and actual building 
performance and the consistent trend for projects to run over budget and programme.

What changes will be introduced into your business? 
 
“BIM Software systems to compete with larger consultancies.” 
 
“Move to higher BIM and collaborative working.  Digital technology on site.” 
 
“Change from our current BIM software (ArchiCAD) to Revit. Not because Revit is better, it is 
very inferior, but because the demands of business assume BIM=Revit.  That’s like saying 
Trump+President=intelligent.”

Bringing more work in-house

Almost of third of respondents (30%) expect more organisations to be employing labour 
directly and a return to council/public sector direct labour organisations (DLOs).

It is difficult to explain why such a high percentage of respondents expect an increase in 
DLOs. However, social housing is one sector where providers looking for new ways to improve 

Survey Findings  
in Detail
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services, reduce operating costs and mitigate risk are starting to bring property repairs and 
maintenance services back in house and under direct control of the housing provider.

Outsourcing more work

In contrast to the 30% of respondents that expect a future increase in DLOs, 26% of 
respondents expect more work to be outsourced with less employed labour and more zero 
hours contracts.

A zero hour contract is an employment contract which provides no guarantee of the number 
of hours an employee may be required to work. This can be good for both workers and 
employers who want flexibility in their working hours, but it does mean that there are no 
fixed hours in any given time period and therefore no guaranteed income for the worker.  

Focus on quality

Interestingly, many respondents (27%) expect there to be a renewed focus on quality 
buildings that will last several lifetimes. 

Construction projects are always a balance between cost, construction time and quality. It is 
possible to have a high quality project delivered quickly, but it will cost more. 

Conversely, it is possible to have a high quality project at a relatively low cost, but over a 
much longer period of time.

In the past high quality may not always have been the primary objective for a client; time 
and cost may be more important. However, many SMEs now expect this focus to change and 
for quality to be a much higher priority among construction clients

The quality of new homes was the 2016 focus of The All Party Parliamentary Group for 
Excellence in the Built Environment for its report, More Homes Fewer Complaints. Its main 
recommendation from the Inquiry was to set up a New Homes Ombudsman to provide a 
means of recourse for home buyers is a recommendation that is now being explored.

What do you see as the opportunities for your business? 
 
“Continuing to provide the best possible service and trying to make sure clients see that 
value”

Survey Findings  
in Detail

Technology, software and training to enable businesses to work in a BIM 
environment was by far the most common change SMEs will be investing in 
for the future.

Many SMEs appear to have recognised that to remain competitive they need to embrace BIM, 
particularly with uptake amongst larger organisations escalating. SMEs that do not embrace 
BIM – or at least work with it knowledgeably and productively – face the prospect that they 
may be side-lined in the future. 

Demonstrating BIM competence and investing in BIM-enabling software and its 
corresponding IT systems will help and SME demonstrate competence and credibility to the 
table, no matter what the size of the SME. Embracing BIM will enables an SMEs to collaborate 
and produce precise construction documents which subsequently allows for a more accurate 
schedule and predicted costs – ultimately opening doors for repeat customers.

In addition to helping win business, BIM will also give SMEs opportunities to provide 
new types of services to clients to gain new income streams, some of which may not be 
worthwhile for larger organisations to offer.

How will SMEs be 
changing in the 
future?
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What changes do you anticipate you will have introduced to your company in the next 
two to five years? 
 
“A growth in off-site manufacturing with more semi-skilled labour carrying out works in a 
controlled factory environment” 
 
“Digital design platforms for all projects to allow clients and others access”

The Constructionline survey findings challenge the broadly held perception 
that many construction SMEs are pessimistic about their future prospects and 
are reluctant to embrace new technologies and change. 

By contrast, the findings showed that most SMEs are optimistic about future prospects 
for their business. They showed that SMEs understand the need to embrace technology 
and enhance their IT to improve their BIM capability as an enabler for modern methods of 
construction and off-site manufacture. 

Equally encouraging is the finding that most SMEs care about quality, with the majority of 
responses saying that they will grow their businesses through a focus on the quality of their 
work. 

Conclusion

Constructionline is the leading register for pre-qualified contractors and 
consultants used by the UK construction industry. Its database contains over 
46000 companies to help buyers source suppliers and it is involved in the vast 
majority of major construction projects across the UK.

With its offer of effective risk management, Constructionline is very much in tune with 
current industry needs, recently expanding its service offer to provide new categories of 
membership with an enhanced PQQ package including quality management, environmental 
management, equality and diversity and health and safety accreditation. 

As an organisation facilitating engagement between buyers and SME suppliers, 
Constructionline is in a unique position to gain an insight and understanding of the SME 
business environment in the UK construction industry.

This survey was commissioned by Constructionline to gain a better insight into what SMEs 
see as future business opportunities along with the challenges with which such businesses 
might expect to have to deal in order to move forward in the future.  The responses are 
indicative of the 46,000 members of Constructionline who are by definition a self-selected 
group. 

About 
Constructionline
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Snapshots of 
some responses

What do you see as the main threats or challenges ahead?

• “Unknown impact of Brexit” 

• “Changes to legislation after we leave the EU”

• “Late payment from clients/customers”

• “Red tape”

What would be your solution to these threats and challenges?

• “30 day credit terms being adhered to”

• “A good Brexit deal” or “Cancel Brexit”

• “All clients to accept accreditation such as Construction line instead of 30 pages of 
questions with need of supporting evidence each time you price a project”

• “An increase in apprenticeships, trade specific training to increase skilled labour”

What do you see as the opportunities for your business?

• “Better use of technology”

• “Offering a more personal service compared to nationals”

• “Continuing to provide the best possible service and trying to make sure clients see that 
value”

What changes do you anticipate you will have introduced to your company in the next 
two to five years?

• “A growth in off-site manufacturing with more semi-skilled labour carrying out works in a 
controlled factory environment”

• “Digital design platforms for all projects to allow clients and others access”

• “We will have to employ more direct employees and cut back on subcontractors”

What do you think will be the main changes in the construction industry in the next 
two to five years?

• “Increase in public housing refurbishment standards resulting from Grenfell Tower fire”

• “Move towards Passivhaus and environmentally-based buildings”

• “Regulatory confusion as we leave the EU”

What changes do you anticipate you will have introduced to your company in the next 
two to five years?

• “A growth in off-site manufacturing with more semi-skilled labour carrying out works in a 
controlled factory environment”

• “Digital design platforms for all projects to allow clients and others access”

• “We will have to employ more direct employees and cut back on subcontractors”
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What are three changes that could significantly improve the success potential of your 
business?

• “Reduction in the number of portals for public procurement”

• “Training and upskilling”

• “Software programs allowing full design packages and estimating to be used”

1. http://researchbriefings.parliament.uk/ResearchBriefing/Summary/SN06152

2. https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/
cs/006641numberofuknationalseunationalsandnoneunationalsinemploymentbyindustryandregion 
october2015toseptember2016uk

3. https://hbr.org/2014/10/the-value-of-keeping-the-right-customers

4. https://www.fmb.org.uk/about-the-fmb/newsroom/carillion-s-demise-raises-concerns-about-government-s-
reliance-on-large-contractors/

5. https://www.fmb.org.uk/about-the-fmb/newsroom/two-thirds-of-construction-bosses-can-t-find-a-bricky-or-
chippy/

6. https://www.gov.uk/government/publications/central-government-spend-with-smes-2015-to-2016

7. https://www.constructionproducts.org.uk/news-media-events/news/2017/august/political-uncertainty-and-cost-
rises-hit-construction-outlook/

Notes


