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What effect will the current economic situation have on our industry and the improvement agenda?

A summary of notes taken from the evening.

Introduction to Tony Giddings of Argent: Executive Director  
Argent are a property development company specialising in the delivery of projects from conception through design, construction to final handover.  At present, Argent are holding on to more whole developments with a view to seeing out the current downturn in the market.

Tony is actively involved in the Design and Build Foundation, an organisation aimed at promoting design and construction collaboration.

Tony was involved in the construction of Brindleyplace,  Birmingham, and currently the redevelopment of Kings Cross.

Introduction to Vaughan Burnand; Chief Executive of Shepherd Construction
Vaughan has been the Chief Executive of Shepherd Construction for the past eight years.  Vaughan is a keen supporter of the two-stage design and build process advocated by Latham.  However, in the current market Vaughan is increasingly seeing a temptation on those higher up the chain to put pressure on those below them to squeeze their fees.  The industry is already experiencing designers being sued for not producing designs in accordance with the employer’s tender.

Introduction to Nick Edwards; Editor of Construction News
Nick has been the editor of Construction News for 18 months prior to which he was the editor of Health Service Journal that he interviewed the Prime Minister twice.  Nick is here tonight to discuss the role of the media in the current downturn.

The Improvement Agenda

Will Barrett of G4C briefly outlined the new improvement agenda aimed at improving how we go about business and improving public projection of the industry.  This will be achieved through integration/collaboration, promoting respect for people in the industry, promoting sustainability and promoting leadership and influence.

Tonight’s topic; What effect will the current economic situation have on our industry and the improvement agenda?

Tony Giddings – Argent
Tony gave a brief overview of the downturn he experienced in the 1970s.  The current downturn can be distinguished on the basis it appears to be more of a global issue and is not just affecting the UK.  So how we dealt with these downturns before?  In the late 1980s/early 1990s the developers simply stopped development.  Developers survived by not having many sites under construction and several moved into investment.  At the time they ceased upon the opportunity to convince US Banks that investment in the UK was a good idea.  Land was being bought up at 8.5 to 9% yield which was appealing to these overseas investors.

Arguably we are in a different situation this time around – the timing of this recession is key.  This recession could not have happened at a worse time; the re-development of Kings Cross would take approximately 10 to 15 years to complete and although Argent always recognised there would be perhaps one or two downturns throughout this period they had not anticipated that they would be facing a downturn whilst trying to negotiate the land agreement.  The effect on the developer of the downturn is that landowner’s expectations cannot be met.  Banks don’t recognise that loans secured against land can be repaid as the land is often not worth the amount required to be guaranteed.  Therefore trying to get funding for the project infrastructure where the land value has dropped is proving extremely difficult.  
What does this mean for the members of G4C?  The majority of members will be further down the supply chain: consultants, contractors and subcontractors; there will be strong pull on many developers to move back to old methods of procurement.  This is not the case with Argent. Argent recognise the value in consultants and want to promote collaboration.  Ideally, Argent would not like to see the risk of delivery taken away and, in order to achieve this, they have set up their own construction board where it can be ensured that budgets are known from the outset. The board work closely with designers and encourage collaboration from the early days of a project.

Tony fears that for some developers/clients it will be all too easy for them to be coaxed into moving away from collaboration.  The only answer being, as an industry, we must agree not to go down that road which in turn may mean having to sacrifice turnover.

Vaughan Burnand – Shepherd Construction
Vaughan began by discussing the effect of the downturn on the public sector.  In Vaughan’s opinion the healthcare sector has had its day and currently the market is all about “education, education, education”.  It is a little known fact that the Learning in Schools Council have approximately £11 billion per year to spend on further education including the provision of student accommodation.

What about the private sector?  Since the arrival of the downturn Vaughan has seen the multi-storey housing market die.  This is confirmed by Shepherd Homes’ figures which are terrible.  Funding is incredibly difficult to obtain, it is even difficult for blue chip companies such as Argent to obtain funding for housing projects unless the majority have been pre-let.  This in turn is affecting budgets.  Budgets are under pressure and as a result consultant’s fees, contractor’s fees, subcontractor’s fees and the entire supply chain will be squeezed.  The lack of cash in turn results in a delay in payment and in the future cash insolvency will be a big deal.  Banks will not want to fund construction overdrafts.

Vaughan’s advice is to stick to your supply chain – loyalty to your suppliers is key.  Vaughan strongly believes that design and build is the best form of procurement.  The design and build team should be appointed early with everyone being made aware of the target costs from the outset.  Lean construction is the way forward.  Lean construction should in turn mean that tenders equal outturn and within that all parties make an agreed margin. 
Nick Edwards; Editor of Construction News
Nick spoke about the role of the press in the current downturn.

The press are well aware that they are being accused of taking us into a recession and recently the economic editor of the Times was accused of being excessively gloomy.  The reality however, is that the situation is far worse than was reported three months ago.  Nick’s thoughts are that journalists have not been gloomy enough.  Responsible journalism tends to mean “do not frighten”.  However, journalists are under a duty not to be irresponsible and surely the question should be “was the story accurate or not?”  rather than “was it fair/convenient?”  Admittedly, the press has been reactive and it would have been of assistance to readers if they had been ahead of the story.

From what Nick has seen the big contractors are managing the downturn.  Speciality subcontractors are struggling.  Will behaviours regress?  Whether the industry come out of recession healthier than it went in, remains to be seen.

Questions from the floor
1. Chris Davies of Buro Happold; How long/how bad is the current downturn?

Nick Evans – The downturn is worrying the banking industry it is not only a culling of the weak, many relatively strong companies will suffer.

VB – On a positive note the industry is very adaptable.  In the 1990s mortgages and inflation rates were at 16% at the time the industry took stock and reassessed their resources and VB is confident we will adapt once again.

Tony Giddings – A distinction that can be drawn between the downturn of today and the 1970s is that in the 70s interest rates were a huge problem; we are not contending with those interest rates today.

2. Comment from Davis Langdon – foresees funders being risk averse and therefore the industry championing an approach to procurement which eliminates cost overrun.  In his opinion, the banks dislike design and build.  If a contractor is in design and build the mess is far greater than if procurement is done in the old fashioned way.

VB - strongly believes that design and build done properly is the best way.  Comment from VB on the perfect design and build; vital is a client who knows what they want.  The design team must be appointed at the same time as the contractor and fully integrated within the supply chain.

3. Philip Esper of Davis Langdon – Foreseeing an increasing number of Arab/Russian investments coming here, why can’t we encourage more funding of this type?  TG - we can, and this is what is happening in the UK.

4. Shady Fayed of Buro Happold – What effect will the current downturn have on sustainability?  VB – ultimately there will be a squeeze on sustainability, but legislation will ensure that targets are met.

5. David Whysall of Turner & Townsend; can the current downturn used as an opportunity to improve the industry and increase collaboration?

6. Martin Davis of the Strategic Forum commented that the watershed is now.  The industry can either go the traditional route and becomes super competitive. We have seen this happening now in some areas.  The alternative, in order to avoid waste, is to drop everything and work together as one team.  This approach can be used to take far more out of the budget. Furthermore the latter approach is insurable - your cost plan can be insured.
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