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 UK: construction 

 
Builders feel the pinch from austerity measures 
 
At the beginning of 2010, the UK construction sector was experiencing mixed fortunes, with the marked decline in 

privately funded construction partly offset by more reliable public sector expenditure. However, this was all set to 

change when the new coalition government came to power in May, with its commitment to reduce government 

borrowing. The impact on the sector was severe, highlighted by July’s cancellation of the ‘Building Schools for the 

Future’ initiative followed in October by the cuts in capital expenditure budgets outlined in the Comprehensive 

Spending Review. For some, this led to a dramatic fall in expected workloads and income, as contractors who had 

previously focused their business on the more resilient public sector soon found projects being deferred or cancelled. 

These cuts are widely acknowledged to have contributed to the high profile collapses of social housing group 

Connaught and building services specialist Rok. 

 

The construction sector remains extremely competitive, but public sector spending cuts, deferred private sector capital 

expenditure and a lack of bank financing have all hampered project from even getting off the ground. The result has 

been falling workloads and low tenders: often priced at no higher than break-even. Margins have been squeezed by 

powerful lead contractors demanding across-the-board discounts and extended payment terms from their supply 

chains, and by the cancellation of high profile framework agreements, to be replaced by competitive tendering. The 

situation is exacerbated by the risk of upstream insolvencies, difficulty in collecting retentions and reduced access to 

working capital. 

 

With these unstable market conditions, the effect on construction projects of rising steel and copper prices is of 

particular concern. Continual price rises are bringing into question the commercial viability of projects, and this will 

inevitably have an impact on the number of new projects. Where projects have already received approval, contractors 

who have agreed a non-fixed cost may be able to pass on rising costs, those in fixed price deals may well have to bear 

those rising costs themselves.   

 

Construction News forecasts that overall construction output will decline 3.5% in 2011 and 5% in 2012, and so this 

remains an extremely challenging sector. The underlying value of project starts in 2011 (excluding individual projects 

of £100m or more) is expected to fall by 2% year-on-year. However, some individual subsectors have fared better 

than others at least. 

 

Private Housebuilding 

The number of housing starts in 2010 was estimated to be 20% higher than in 2009, but still lagged behind the output 

of 2006 and 2007 and fell a long way short of the government’s target of 240,000 new homes each year. Most of the 

major housebuilders are still operating, although some have had to undergo painful restructuring in the face of falling 

demand.  
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 UK: construction 

 

Broadly speaking, market sentiment has improved since 2009, but the number of transactions remains low because of 

stringent mortgage requirements, declines in real income as a result of rising household bills, and concerns over job 

security and the possible rise in interest rates. 

 
Source: Office for National Statistics 

 

Social Housing 

While the number of social housing starts in 2010 is estimated to be 5% up on 2009, the second half of 2010 saw a 

sharp decline, as the cuts in the department of Communities and Local Government’s budget took effect. By 2014/15, 

there is to be a 50% cut in the department’s budget, the impact of which is likely to cause a 34% drop in project starts 

this year. 

 

Retail 

Activity in 2010 was strong, with the number of new projects starting up 38% year-on-year. Growth was dominated 

by supermarkets taking advantage of low building costs to pursue their expansion plans: notably Tesco’s £1.6bn 

capital expenditure programme. According to Construction News, the overall value of refurbishment is set to increase 

by 4% in 2011, as supermarket expansion continues and capital expenditure, previously held back by high street 

retailers, comes on stream.  

 

Offices 

An oversupply of office space in 2009 led to a severe drop in the number of new projects, and 2010 saw a further, if 

less severe, fall of 10%.  However, that lack of activity and the return to economic growth has led to a supply 

shortage. Consequently, Construction News now forecasts that the number of project starts in the UK will grow 4% in 

2011, especially in London, where the acute capacity shortage is set to generate a number of high profile office towers. 
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 UK: construction 

 

Education 

Activity in education fell 6% in 2010, with the real impact of the cancellation of the ‘Building Schools for the Future’ 

programme set to bite from 2011 onwards. The number of project starts is forecast to fall 27% year-on-year, while 

cash strapped councils are more likely to ‘make do and mend’ or extend existing schools, rather than build new ones. 

 

Health 

While activity in 2010 was down on 2009, particularly in the second half of the year, the coalition government’s 

pledge to maintain front line NHS expenditure, coupled with the completion of previously started projects, did ensure 

a lesser drop in activity than in Education. Activity is predicted to fall by 19% in 2011 following the 17% cut in the 

capital expenditure budget as announced in the Comprehensive Spending Review. 

 

High number of construction insolvencies to persist 
We saw a deterioration of payment morale throughout the sector in 2010. According to the National Specialist 

Contractors Council (NSCC), longer payment terms remained an issue in Q4 of 2010, with most contractors now having 

to wait up to 60 days and longer for payment (see chart below). The withholding of retentions remains a hot topic, 

with an NSCC survey revealing that 86% of respondents have had retentions monies withheld. 

 

 
Source: NSCC 

 

Insolvencies in the construction sector are above the industrial average. According to Insolvency Service, the number 

of construction and property companies in administration accounted for 21% of all UK administrations in 2010. While 

the total number was down by 34% compared to 2009 (453 from 683) Q4 of 2010 saw the first quarter-on-quarter rise 

in administrations in England and Wales since 2008, with 82 companies entering administration compared to 68 in Q3. 

With impending government spending cuts and overall economic woes, we expect the number of insolvencies to 

remain high – around its current level. 
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 UK: construction 

 

 

We continue to have a cautious underwriting approach across all construction subsectors, and, as with other sectors, 

seek the very latest financial information to ensure accurate assessment of buyers’ viability. We meet buyers 

regularly and particularly look at the size of forward order books and exposure to sectors that are known or forecast 

to have declining workloads. 

 

The construction sector, by its very nature, is highly geared, with debt facilities historically provided by financial 

institutions based on strong cash flows and good levels of security. Covenant breaches on bank facilities have become 

the norm because of cash flow problems. Because of this, suppliers to the construction industry should pay particular 

attention to a buyer’s debt profile, their ability to service the debt, and the amount of their available bank facilities. 

Due to the cutbacks expected from the Comprehensive Spending Review suppliers should ascertain if the bulk of their 

customer’s work is in the public or private sector. 

 

 

                                                         UK construction sector 
 

Strengths Weaknesses 
• Large educated and skilled workforce 
• International reputation for innovation 
 

• Dependence on government expenditures 
• Reliance on bank finance for project starts and 

working capital  
• Highly competitive market place with often 

unsustainably low tender prices 
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 UK: transport – road haulage 

Several factors drive down profits 

 
In the UK, road haulage firms range from owner-drivers to large logistics companies such as DHL-Exel and Wincanton. 

Many owner-drivers subcontract for large container or quarrying businesses, getting paid by the mile or the load.  A 

more profitable source of income for owner-drivers is to find a local niche which is unsuitable for larger, national firms, 

such as solid waste removal. The bigger players in logistics offer 4PL – fourth-party logistics. This involves the 

management of the entire supply chain, often internationally, and relies on the engagement of third party logistics 

suppliers to provide fleet, packing and warehousing services regionally or nationally, with the use of subcontractors as 

required. Essentially, 4PL companies are asset-free, using other companies’ material resources almost exclusively to 

fulfil their management contracts. 

 

Road transport is an extremely challenging industry with average profit margins of around 3%. The factors that drive 

down profits include:  

 

- Road congestion, which costs UK business approximately £20bn per year  

- The high price of fuel and, in particular, the high rates of fuel tax levied in the UK. Fuel can constitute 40% of a   

   haulier’s operating costs  

- Overcapacity in the market. The UK market is saturated in certain sectors and this can lead to rate cutting and the  

    acceptance of unprofitable work. This puts pressure even on successful hauliers and has plunged the UK road  

    transport market into a period of consolidation  

- Foreign competition. Around port areas, road hauliers can lose out to foreign hauliers whose trucks run on much  

   cheaper diesel. The UK has been losing market share in international work for several years  

 

The recession of 2008 and 2009 resulted in a decline in trade volumes, which in turn led to lower volumes of goods 

being moved by road, sea and air. Because of the tough environment, payment delays in the road transport sector 

have increased, triggered by increased costs and the need to preserve cash. In general, road hauliers get paid in up to 

60 days (depending on the sector they serve, but as they have to pay their fuel suppliers within 21 days, this 

evidently increases pressure on their financials. However, we expect an improvement in payment morale in the future 

now that the market has recovered from its slump. 

 

In 2009, the sector fell victim to an increase in insolvencies and pre-pack administrations. Road haulage suffered more 

than other subsectors due to the fiercely competitive environment and increased fuel costs. However, we expect the 

decrease in the number of transport sectors´ insolvencies seen in 2010 (see chart overleaf) to continue in 2011, now 

that the weaker companies have already failed. That said, pre-packed insolvencies will continue to rise. There has also 

been some consolidation within the market, exemplified by Norbert Dentressangle’s reported £196 million bid for TDG.     
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 UK: transport – road haulage 

 

Sector Insolvencies 

2010 

% change from 

2009 

% of business 

population 

failing 2010 

% of business 

population 

failing 2009 

Transport 710 -19.0 1.36% 1.58% 

Source: Experian 

 

According to MarketResearch.com, total tonnage volume carried by road is expected to grow by 1.6% year-on-year in 

2011, to 1.829 billion tonnes, following a 23.3% gain in 2010. However, growth over the two years will not be 

sufficient to offset the 7.0% and 17.8% declines in volume in the two recessionary years of 2008 and 2009 

respectively. The 2007 tonnage peak of 1.908 billion tonnes is not expected to be exceeded until 2014.  

 

Despite the improvement, 2011 will be a challenging year. For example, with household budgets being squeezed, and 

retailers fighting for market share through price cuts, they will in turn put added pressure on their suppliers to cut 

costs. Goods handling businesses will therefore need to demonstrate their added value, particularly how they 

integrate their processes and systems into the supply chain to increase efficiencies and reduce costs for their 

customers. 

 

Those distribution firms that are best able to demonstrate this will be better placed to control their prices and bolster 

their typically narrow margins. The relative size of retailers compared to their suppliers means that power is likely to 

remain in the hands of the customer, with the balance of risk and reward skewed against a distributor. 

 

The drive for cost efficiencies is made even more challenging against the backdrop of rising fuel costs, vehicles on 

fixed price leases and depressed property portfolios. On a positive note, if the economy improves so will the demand 

for services in the sector, enabling distributors to take advantage of their fixed cost basis to improve profits. 

 

We will maintain a cautious underwriting approach towards this sector, focusing especially on general hauliers and 

newly established businesses. It is particularly pertinent to our underwriting to understand the end markets that the 

businesses are supplying.   

 

                                            
 
                                                             UK road transport                                                                      
        

Strengths Weaknesses 
• UK road network 
• Cheaper than alternatives 
• Door-to-door capability  
 

• Low barriers to entry 
• Increased incidence of pre-packed insolvencies 
• Fuel prices 
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Increased insolvencies in 2010 despite overall decreasing trend 

The Dutch economy slowly recovers, with 2.4% year-on-year growth in the last quarter of 2010 (0.6% on the 

previous quarter, according to Statistics Netherlands CBS). However this rebound is fragile and, whilst in most 

industries the upward trend is noticeable, the construction sector still is showing a downward trend, with a year-on-

year decrease in production of 6% in Q4 of 2010.  

 

The Dutch building and construction market realized a production volume of � 58.8 billion in 2009, a decrease of 5% 

compared to 2008. For 2010 a decline of 7.5% to 54.4 billion was originally expected, but latest figures of CBS 

recorded even a 9.1% drop in production. The subsector which impacted most by the downturn was the new building 

sector (both housing and utility). However, this was in line with expectations, whereas the decrease in production in 

civil engineering was dramatically higher than the prognosis at the start of the year. According to Euroconstruct, only 

Ireland and Spain performed worse in 2010. 

 

This negative development are also reflected in the number of corporate insolvencies: whilst according to CBS the 

total number of business failures decreased by 10% year-on-year in 2010, construction insolvencies increased by 

more than 20%, with the non-residential building subsector especially hit hard (see chart below). 

 

 
Source: CBS 

 

Employment in the construction sector has strongly decreased over the past couple of years: According to EIB, it 

decreased by 40,000 working years. However, this decline is to a certain extent less visible in the decrease of number 

of employees of companies in the sector. Partly because of supporting measures of the Dutch government, but also to 

a large extent because the decline of employment was absorbed by the self-employed professionals (“zzp-ers”). This 

development showed that in general companies in the construction sector have become more flexible in their 

operations than some years ago.  
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According to a January 2011 report of the Dutch Economic Institute for Construction (Economisch Instituut voor de 

Bouw, EIB), the downward spiral of the construction sector is expected to stop in 2011. Overall, EIB expects an 

increase of production levels in 2011 of approximately 1%. The expected upturn is mainly carried by the new building 

sector, whilst the utility sector and the civil engineering works are expected to show a (small) decline. This last sector 

benefitted most during the past few years from the increased spending of the Dutch government. It however, is now 

adversely affected by the drastic cost cuttings of the new government in order to reduce the fiscal deficit. This fiscal 

deficit reduction is expected to continue for the next couple of years. However, with the new NL government in place 

for more than half a year now, the future of fiscal advantages for household owners seems to be safeguarded for the 

time being, and this will have a positive effect on the sale of (new) houses. It is expected that the production volume 

of new houses will show a significant increase again as from 2012.  

 

Construction sector remains of high importance for Atradius 
The position and attitude of the banks in the Netherlands are crucial for stabilization and recovery of the construction 

sector. If the banks remain very critical and restrictive in assessing and accepting new projects, this will have a 

negative effect on the recovery potential of the sector. Also, in view of the decreased volumes, the already strong 

price competition is likely to increase even more. This could result in a number of construction companies accepting 

new projects with very low or no profit margins which could lead to immediate liquidity problems for these companies 

if they are confronted with some negative surprises. 

 

In view of the ongoing problems in the Dutch construction sector and the increased focus on working capital 

management, we expect that, on average, the payment behavior in the construction sector will deteriorate in 2011. 

And while we forecast another 10% decrease, year-on-year in 2011, in corporate insolvencies in the Netherlands, we 

expect that, as last year, many more companies in the construction sector will go against the overall trend and fail. Of 

these, SMEs are expected to be most affected. According to EIM Business and Policy research the general solvency 

rate of small and medium-sized construction companies is already under pressure and is likely to decline further from 

24.5% in 2009 to 22.5% in 2011.  

 

Nevertheless, for Atradius, construction remains of high importance in the Netherlands, although the industry’s risk 

profile has been above average compared to other sectors. We continue to closely and pro-actively monitor the 

financial performance of construction companies. In April-May 2010 Atradius actively approached construction 

businesses, requesting their latest financials, their order portfolio and their outlook for 2010. The response rate was 

very high, showing that the companies understood that it’s in their own interest to provide this information to their 

stakeholders. And it helped Atradius in analyzing and anticipating risks at an earlier stage than usual, enabling us to 

maintain a similar acceptance rate in the construction sector compared to other sectors. 
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In 2011, a similar questionnaire will be sent to Dutch construction companies which again can and will support 

Atradius in assessing and analyzing the payment risks in a still volatile and risky sector. 

 
 

                                                         Dutch construction sector 
 

Strengths Weaknesses 
• Flexible work force (making use of self-

employed professionals; 
• Enhanced working capital management; 
• Larger companies: order portfolio is still 

reasonably well filled; 
• Large companies: diversified activities; 
• Expected catch-up effect in building of new 

houses; 
• No cutting in fiscal advantages for house 

owners 
 

• Pressure on margins; 
• Prices of houses are still under pressure; 
• Number of houses sold at very low level; 
• Cost cutting measures of government; 
• Restrictive attitude of banks: new project 

development under pressure, but also 
restrictive policy towards new mortgages. 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 The Netherlands: construction 



             

atradiusmarketmonitor 
 

 

A modest recovery in 2010  
 
For a small and open economy like that of the Netherlands, volatility in the global economy can have major 

implications, as has been evident from the recent global financial and economic crisis and the gradual recovery. The 

weakening of the Dutch economy in 2009, with GDP declining by 3.9%, was the most serious since the Second World 

War, and worse even than in the 1930s. Exports and investments fell sharply, as did household consumption. The 

initial impact was felt in business profits, government budget deficits and rising public debt.   

 

According to the OECD, global trade fell by 12.5% in 2009 as a result of the collapse in demand, the drying up of trade 

finance and the integrated nature of global supply chains, all of which was mirrored by an even greater decrease in 

Dutch exports and imports. With the improvement in the world economy in the first half of 2010, the Netherlands 

experienced positive economic growth, driven largely by resurging exports. Thanks to this rebound, Dutch transport 

companies’ turnover recovered slightly from the very poor 2009 (see chart below): up by 3% in 2010, compared to a 

decline of 12.5% in 2009. 

 

Turnover transport sector 

 

 

 

Turnover took another dip in the first quarter of 2010 but, despite this, road transport companies and freight 

forwarders played a key role in the sector’s overall recovery last year, contributing almost 50% of total turnover. 
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Turnover in various branches in the transport sector 

 

 

As the sector recovered, transport company insolvencies decreased 7% year-on-year, with a total of 386 in 2010. This 

improvement was in line with the trend in most other sectors (see chart below).  

 
Source: CBS 

We expect this trend to continue in 2011. The decline of the Dutch economy has bottomed out but, according to the 

Centraal Plan Bureau (CPB) only modest growth of 1.75% can be expected. Dutch transport will also benefit from the 

continuing rebound in the German economy and significant growth in Asian economies – particularly China.    

 

Margins under threat 

However, some pitfalls remain, one of which is the potential impact of increased oil prices on transport company 

contracts. According to a recent study by Transport en Logistiek Nederland (TLN), the Dutch trade organization for 

transport and logistics, the current high diesel prices will hamper the further recovery of the sector. A survey of TLN  
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members found that more than 80% of transport companies are already suffering from higher oil prices and the 

consequent impact on their operating costs. Diesel contracts, enabling transport companies to transfer high oil prices 

to their clients, are key to maintaining adequate margins, as fuel accounts for around 25-30% of the total cost of road 

transport. Although 70% of TLN members are already making use of such contracts, in practice it is often difficult to 

pass on these costs to customers, as a result of which margins suffer. Margins are also under threat from increased 

price competition and E-auctions. According to ING, average prices fell 1.5% in the first three quarters of 2010. In 

addition, road transport wages will increase 2.5%, in accordance with agreements between management and unions, 

while total operating costs will rise by around 3.7%. 

 

Despite the pressure on margins, last year we saw a slight improvement in payment behaviour in the transport sector. 

Nevertheless, we continue to monitor payment trends carefully, in view of all the uncertainties affecting the sector, 

and would advise those selling to the industry do likewise. 

 

Expectations for the future 
Apart from economic conditions and oil price development, in the coming years the transport sector will face other 

challenges to its performance. One is the possibility – and need – for consolidation, as the sector faces over-capacity.  

Moreover, since the European Union has set a target for all its members to reduce their greenhouse gas emissions by 

60% by 2050 compared to 1990, the Dutch government is likely to impose additional tolls and taxes to discourage 

road transport in favour of transport by rail and water. Stricter regulations already introduced in January 2010 means 

that, in specified environmental areas, only trucks with a Euro IV or Euro III engine (i.e. not more than 8 years old) 

with a carbon filter are allowed to operate. This will entail increased upgrading costs for some road hauliers.  

 

Pressures on prices and margins are likely to lead to a further relocation of larger transport companies´ facilities to 

low-wage countries, especially in Eastern Europe. However, this is not an option for smaller businesses, which do not 

have representatives or local partnerships in those countries, nor the possibility of establishing them. And, like SMEs 

in other sectors, those in the transport industry are finding it difficult to obtain long term loans, because of their 

limited access to capital markets, often low solvency, and the overall economic climate.  

 

We continue to monitor this sector closely, from the perspective of the volatility of oil prices and the current recovery 

of the world economy. As recommended by TLN, transport firms should consider the inclusion, if possible, of diesel 

clauses in their contracts to mitigate the effects of rising fuel prices. In the longer term, the impact of the EU 

commission’s moves to reduce the transport industry’s greenhouse gas emissions is becoming increasingly important.  

 

                                                          Dutch transport sector 
Strengths Weaknesses 

• Economic recovery 
• Increasing revenues 
• Diesel clauses 
 

 

• Oil price volatility 
• Diminishing gross margins 
• Increasing operating costs 
• Increasing tenders and E-auctions 
• EU policy on road transport (toll and tax) 
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No improvement in sight 

The deterioration in the Irish construction sector over the past 36 months has been driven by the collapse in the 

property market and fallout from the domestic banking crisis. From its peak in 2007, when total construction output 

exceeded � 35 billion, only � 19.8 billion was generated in 2009. Preliminary estimates for 2010 range from � 9 billion 

to � 12 billion. The table below shows starkly the contraction of the construction sectors´ output as % of gross 

national product (GNP). 

 

Year GNP contribution in % 

2009 13.8% 

2008 21.1% 

2007 23.7% 

 

Source: Central Statistics Office (CSO) 

 

Activity, new orders and employment all continued to decrease in January 2011, but the rate of decline has eased. 

Anecdotal evidence suggested that this partly reflected the end of the severe weather conditions seen in December, 

and associated repair work.  

 

Residential construction: sharp declines of all key indicators 

From its peak of 88,000 registrations in 2006, house building collapsed to just 17,000 in 2009: its lowest level since 

record keeping began in the 1970s.  The decline continued into 2010 (see chart below).   

 

Registrations of new house builds: 

 

 

Estimates from the Construction Industry Federation point to wide regional variations, with less than 6 months supply 

of new and complete units in heavily urbanised areas while some rural areas are faced with an excess of 4 years  
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supply. Many of the estimated 300,000 unsold units still on the market, characteristically on ‘ghost estates’ in 

rural/satellite areas, are probably destined for demolition. 

 

While the rate of decline in house prices has slowed, with evidence of stabilisation in established middle markets, 

nevertheless residential property prices are down 45% across the country (14.5% in 2010 & 13% in 2009) from their 

2006 peak.  The situation is even more acute in Dublin (16% in 2010, 20% in 2009 and 15% in 2008) when comparing 

asking and closing prices. In fact, some new and receivership builds are now on the market at less than half their 

original price. 

 

Average price of a new house: 

 
Source: DKM – Economic Consultants  

 

These are just some of the issues affecting not just the property sector but the wider economy: 

 

- Uncertainty over property values  

- A lack of centralised published data on transaction prices  

- Restricted access to credit (up to 80% of mortgage applications are now declined)   

- Lack of confidence following EU and IMF intervention  

- Growing unemployment  

- Net emigration  

- Further cuts in public spending (�9 billion over 4 years forecast following � 9 billion over the previous 2 years)  

- The budget deficit  

 

According to the latest data, 40,472 Irish mortgage borrowers are more than three months behind on their interest 

payments. Rising unemployment and the squeeze on family budgets saw the number in arrears jump 11% in the three  
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months to the end of September 2010, representing � 7.8 billion worth of mortgages. There is real concern that the 

level of defaults could impede any banking recovery further down the line. 

 

Non-residential construction: massive capital depreciation 

This subsector has also been severely hurt by the collapse in property prices and fallout from the banking crisis. The 

vast majority of commercial and public sector developments have been ‘mothballed’ or cancelled and commercial 

property values have fallen by more than 50%.   

 

Irish commercial property delivered an annual total return of -2.4% in 2010, according to the Society of Chartered 

Surveyors, compared to a -23.3% return in 2009. Dublin's Grafton Street has seen a 68.4% loss in value in 3 years. The 

shallow annual return masks a double-digit capital depreciation of 10.7%, driven by a second consecutive year of 

steep declines in rental values: down 19.3%. The vast majority of commercial properties are tied into upward-only 

rent reviews. 

 

In the wake of the banking crisis, the Irish Government set up an agency - The National Asset Management Agency 

(NAMA) - to alleviate the toxic assets and associated debts held on the banks’ balance sheets, in the hope that this 

would re-capitalise the banks sufficiently to increase confidence and stimulate lending. NAMA has acquired 

substantial levels of commercial assets from the domestic banks - including undeveloped land banks, partially 

completed sites, unsold completed sites and trading assets - at substantially discounted prices. It is hoped that, in time, 

some value will be realised from these assets. 

 

Virtually all building types recorded a decline in the total floor area granted planning permission in 2009.  Industrial 

buildings reduced by 83%; health and welfare buildings by 79.8%; transport buildings by 70%; and administration 

buildings by 72.1%. The only areas to see growth were education, culture, science and research, which grew 22.2%. 

However, this will be adversely affected by the tightening of government purse strings. 
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Floor area for new non residential construction 

 

 

The government’s capital programme is coming to an end and will not be extended because of the well-documented 

budget deficit. The primary road network is almost complete and the light rail system (LUAS) serving Dublin is in 

place. Civil engineering has been hit by the ending of the capital expenditure programmes, by budget restrictions and 

by a lack of new contracts to replace completions. The rate of decline in civil engineering quickened for the fourth 

consecutive month up to January 2011, making it the worst performing construction subsector.  

 

Construction materials: some export opportunities 

As you would expect, this sector has seen a decline similar to that of the construction industry as a whole. Demand 

for aggregates has fallen considerably as a result of the drop-off in civil works. Moreover, commodity prices are being 

dictated by global demand, since Ireland is mainly an importer of these raw materials. The exception is in timber, 

where Ireland’s disease-free status limits imports. On the plus side, export opportunities with the UK are opening up, 

and, for some leading mills, exports to the UK now account for as much as 55% of sawn timber sales. However, 

margins are not guaranteed as the state forestry agency dictates prices based on a fortnightly auction, thus preventing 

Irish mills entering into long term contracts with large UK multiples. 

 

Payment morale continues to worsen, while insolvencies level off 
 

The average payment duration in the construction industry is 90 days, and we have seen payment delays increasing 

over the past six months. Because of the contraction in the market, those companies still able to tender are doing so at 

much reduced rates in order to secure any work, but this is clearly detrimental to margins and to the contractors’ 

continued viability. We are also seeing a slow down in payment for services, with contractors squeezing the cash flow 

of subcontractors and suppliers in the hope of achieving discounted settlements. In the light of the major problems in 

the market, we can only expect further deterioration in cash flows and payment patterns in the coming months. 
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The insolvency trend in all subsectors of the construction industry has been much worse than in other industries (see 

chart below).  

 

Total Insolvencies by Industry: Comparison from 2009 to 2011  

Date: 1. February 2011 

 
Source: insolvencyjournal.ie 

 

In general, we expect construction insolvencies to level off, albeit from the high point seen in the past two years. 

Typically, most insolvencies occur in the second half of the year and, with the significant industry contraction already 

experienced, most of the companies that are unable to survive have already folded. With its expected levelling off, 

construction won’t follow the overall decreasing trend this year, as we forecast a 15% drop in Irish corporate 

insolvencies in 2011. In view of the deterioration in the sector, our underwriting approach remains cautious. However, 

we are aware of the better buyers operating in this market and will provide cover where it is justified and supported 

by sound financial performance. But we would emphasise that, to do so, we need access to the most recent financial 

information on buyers - the last audited figures or information no older than 2 to 3 months. We also look at the 

buyer’s ability to control costs and manage working capital. Outstanding debt and the ability to service liabilities is a 

major factor, as is the ability to generate and manage cash flow. We also take into consideration positive aspects such 

as success in export markets and diversified portfolios and client base. 

                                                        Irish construction sector 

 
Strengths Weaknesses 

• Small and adaptable market 
 

• Massive sector contraction 
• Lack of available credit facilities 
• Continued deterioration forecast 
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Confidence down as a result of poor performance 
2010 was very bad year for the Portuguese construction sector, evidenced by an estimated 6.5% decline in production 

levels, a 1.8% decrease in the number of companies operating and a 4% increase in the number of unemployed 

workers in the sector (the number of jobless construction workers constitutes 14% of total of unemployed workers 

registered in employment centres). Investments fell 11.2% last year and orders decreased 21.7% - the sharpest decline 

since 2000. All this explains the sharp drop in the confidence index for the construction sector, which fell 37% in 2010, 

and reached -49.8% below average in January 2011. 

 

Residential construction 

Activity declined 14.8% in Q4 of 2010, with the number of new houses licensed down 9.2% and the number of 

completions down 13.5%. Overall, the residential subsector declined 15% year-on-year in 2010.  

 

Non-residential construction (private and public) 

Activity in the non-residential construction subsector decreased 4.9% last year. In 2009 civil engineering had profited 

from the stimulus measures introduced to counter the economic crisis, but now a massive austerity programme is 

underway in Portugal. As a consequence, activity in the civil engineering subsector fell 24% year-on-year in Q4 of 

2010. A measure of the current austerity drive is the drop in public sector investment decisions: with an 8.7% fall in 

the number of public bids initiated in 2010, and a 36% decrease in the number of licenses given as a result of public 

bids.  A downward trend was also seen in the private non-residential construction subsector, with a 14.3% year-on-

year decrease in the last quarter of 2010, and a 9% drop for the whole of 2010. 

Portugal: corporate Insolvencies
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Overall, construction insolvencies showed a more or less stable trend in 2010, with many companies adapting their 

structure to reflect lower activity over recent years (see chart below).  For this reason, in 2011 we expect a similar 

trend as in 2010.   

 

Construction: insolvencies
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Source: Atradius 

 

The average payment duration in the Portuguese construction industry exceeds 120 days, and we may see some 

construction companies seeking to extend their suppliers’ payment terms as a means of financing, due to ongoing 

constraints on public investment and the continuing decrease in residential construction.  

 

A grim outlook 
As a result of deteriorating private sector demand, the harsh austerity measures and restrictions in bank lending, 

construction activity will continue its downward path. We expect production to decline by a further 5% in 2011, with 

estimated declines of 8% in residential construction, 5% in non-residential construction and 3% in civil construction. 

Construction companies will no doubt continue to defer their investments – which will probably be down by around 

25%. Margins will remain under pressure, as companies lower prices to gain new contracts, especially in the area of 

public construction. 
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The sector as a whole is turning to maintenance/refurbishment of existing buildings as a way of dealing with its 

negative future prospects. Larger construction companies have also begun to enter foreign markets (mostly emerging 

economies) to compensate for the slump in domestic activity. 

 
 
                                                      Portuguese construction sector 

 
Strengths Weaknesses 

• Large companies: higher level of capitalization  
with guaranteed backlog 

• Portugal’s macroeconomic and institutional 
environment 

• Difficulties getting bank loans 
• Long payment terms 
• Pressure on margins because of higher 

competition 
 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 Portugal: construction 



             

atradiusmarketmonitor 
 

Better performing than elsewhere, but also volatile 
Residential construction 

At first, Canada remained largely unscathed by the global economic crisis.  However, the US stock market collapse 

eventually brought the recession home. As a result, the residential construction sector declined, with new housing 

starts dipping dramatically in 2009 (see chart below). Since then, the market has steadily rebounded, due largely to 

the Bank of Canada’s (BOC) move to lower interest rates from their peak of 4.5% in 2007 to 0.25% in early 2009, as a 

result of which households have been able to take on higher levels of debt.   

 

Housing starts, by province  

  2006 2007 2008 2009 2010 

  Number 

Canada 227,395 228,343 211,056 149,081 189,930 

Newfoundland and Labrador     2,234     2,649     3,261     3,057     3,606 

Prince Edward Island       738       750       712        877       756 

New Brunswick     4,085     4,242     4,274     3,521     4,101 

Nova Scotia    4,896    4,750     3,982    3,438     4,309 

Quebec   47,877  48,553   47,901   43,403   51,363 

Ontario 73,417  68,123   75,076  50,370  60,433 

Manitoba   5,028   5,738     5,537    4,174   5,888 

Saskatchewan    3,715   6,007    6,828    3,866    5,907 

Alberta  48,962 48,336  29,164   20,298   27,088 

British Columbia  36,443  39,195  34,321   16,077   26,479 

Sources: Statistics Canada, CANSIM,Canada Mortgage and Housing Corporation (CMHC) 

 

Year-end global economic trend reports indicate that, while Canada had one of the better performing housing markets 

of advanced nations in 2010, it was also the most volatile. Prompted by expectations of rising interest rates, new 

housing starts were unusually active in winter 2009/2010 and spring of 2010. This was followed by a summer of 

lighter new construction before a levelling off in the autumn. Although existing home sales in Q4 of 2010 were down 

19% year-on-year, the fact that they rose 12.7% compared to Q3 clearly suggests that Canada’s housing market was 

picking up strength again in the final months of the year. Factors contributing to this improvement include strong 

growth of full time employment (gain of 152,000 over the previous four months) plus an improvement in affordability 

stemming from a combination of lower mortgage rates and a significant decline in house prices. 
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In view of last year’s trends, economists are neither overly optimistic nor pessimistic in their outlook for 2011. 

Interest rates are expected to remain at historically low levels, with the BOC deferring any further rate increases until 

late 2011 because of the uncertain economic outlook and subdued inflation, and with longer term borrowing costs 

drifting up only modestly. However, the residential housing market will face some dampening as the federal 

government moves to rein in lending.  It recently announced the end of insurable 35-year mortgages, leaving new 

buyers to take on mortgage periods of 30 years or less. This move is intended to help lower household debt in Canada, 

but it makes it more expensive on a monthly basis to own a home. Analysts are expecting new residential housing 

starts of between 170,000 and 180,000 in 2011: slightly less than 2010.  

 

Non-residential construction helped by stimulus measures 

According to Reed Construction Data, commercial construction is expected to record nearly 30 million square feet of 

starts in 2010, compared to 25.3 million in 2009,  46 million in 2008, and 58 million  in 2007 - the latter being the most 

recent cyclical peak. Among commercial sub-categories, two of the three largest percentage gains resulted from a 

generous public purse: government office buildings (+79%) and recreational buildings (+37%). Only retail and 

wholesale service starts (+31%) excelled among privately initiated work. 

 

In Canada's Economic Action Plan, the federal government established a $4 billion Infrastructure Stimulus Fund 

providing funding to provincial, territorial, municipal and community construction-ready infrastructure projects. This 

fund complements existing federal infrastructure funding by focusing on short-term objectives for economic stimulus. 

Within this short-term stimulus plan, construction readiness was a key project selection criteria: as exemplified in the 

rehabilitation and refit of existing assets to improve safety or extend their useful life. Eligible projects include water, 

waste water, transit, roads, culture, parks, trails and community services infrastructure. The completion deadline for 

projects has been extended until 31 October 2011. It is expected that, beginning in 2011, private sector financing will 

tentatively and slowly return to the marketplace to replace the decline in public sector spending. Relatively normal 

cyclical improvements will raise commercial project starts to 36.5 million square feet in 2011 and 47 million in 2012. 

 

Construction materials: increasing exports to Asia 

The construction materials market in Canada recorded a compound annual growth rate (CAGR) of 1.84% during the 

past 5 years, largely as a result of construction activity in the commercial and industrial construction markets. 

Construction material exporters, concerned by the slow US housing recovery, have expanded their distribution 

networks by focusing on building relationships in developing/emerging markets.  According to BC Wood, British 

Columbia’s forest product exports experienced a watershed moment in September 2010 when, for the first time, the 

relative value of products shipped to China and Japan surpassed the value of forest products shipped to the US. The 

growth of the Chinese market in particular is compensating for the sluggish US housing market.  Growth is expected to 

remain robust in 2011 with a further expansion of the distribution network in Asia. Throughout the forecast period of 

2010 - 2015, the Canadian construction materials market is expected to record unstable growth trends.  However, with 

the revival of construction industry and consumer confidence, economists predict that the market will experience a 

CAGR of 0.63% by 2015. 
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Value of building permits by type  

  2006 2007 2008 2009 2010 

  $ millions 

Canada 66,265.8 74,379.7 70,437.4 61,049.4 72,299.2 

Residential 41,052.8 45,547.5 40,878.4 34,708.1 43,471.2 

Non-residential 25,213.1 28,832.3 29,559.0 26,341.3 28,828.0 

Industrial   4,532.6   4,986.8   5,068.8   3,870.8   5,107.6 

Commercial 14,430.9 16,966.5 16,680.7 13,845.2 15,364.6 

Institutional and governmental   6,249.6   6,879.0   7,809.4   8,625.3   8,355.8 

Source: Statistics Canada, CANSIM 

 

Fewer construction insolvencies in 2010 and 2011 

The average payment duration in the Canadian construction industry is 75 days. Reported delinquencies have not 

materially increased and the trend appears tied to increased activity in the sector. Moreover, a large portion of the 

delinquencies appear to relate to the industry payment practice referred to as ‘project holdback’, whereby a 

percentage of the project billing is not paid until a third party certifies the project completion or progress. With the 

economy expected to perform well in 2011, payment delays are likely to remain in check. According to 

BankruptcyCanada.com, business insolvencies for the 12 month period to 30 November 2010 fell by 22.9% compared 

to the previous 12 months. A reduction in the number of insolvencies in the retail trade; manufacturing; 

transportation and warehousing; accommodation and food services; and construction largely contributed to this 

improvement. On average, compared to other Canadian industries, the construction sector’s default/insolvency rate is 

good and we expect this to continue to be the case in 2011.  

 

Our underwriting policy is optimistic but also cautious. While certain subsectors of the construction industry have 

shown improvement recently, some concerns remain over the non-residential construction segments, in which 

government stimuli may have only delayed an inevitable downturn in the economic cycle. It remains to be seen how 

far private sector activity can substitute the phasing out of these stimulus measures. At the same time, the 

construction materials segment still remains highly dependent on exports to the US housing market, and so continues 

to be adversely affected by the slow recovery south of the border. 

       
     Canadian construction sector 

 
Strengths Weaknesses 

• Solid Canadian economy 
• Large diversified participants 
• Large natural resource base 
 

• Slow recovery in the US   
• Over-dependent on stimulus 
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Output drops and stimulus measures expire 
Overall, the Australian construction sector continues to decline in both performance and output. According to the 

January 2011 Performance of Construction Index (PCI), produced jointly by the Australian Industry Group and the 

Housing Industry Association, construction activity fell 3.6 points, to 40.2, and thus remains below the 50 point level 

that separates expansion from contraction. In fact, January was the eighth consecutive month that it had been below 

50 points and showed the lowest reading since July 2009 (see chart below). 

 

 
Source: Australian Industry Group/Housing Industry Association 

 

There are several apparent reasons for the decline in activity. The first is the expiry of governmental stimulus 

measures.  The Australian government was particularly active in providing stimulus packages to head off a recession 

and this assisted the construction industry during 2009 and 2010 (see chart below).  

 

 
Source: BCI Australia’s Construction Outlook 2011 
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It has been estimated by economists that, without these investment programmes, the construction market could have 

contracted by as much as 35%. However, with the gradual winding down of the government’s stimulus measures, 

construction activity has declined.   

 

Growth has also been hindered because, due to the credit crisis, financial institutions have tightened their lending 

criteria, making access to credit more difficult. Since many large construction projects require the up-front provision 

of bank funding, this has had a negative effect on volumes. In addition, rising interest rates have been passed on to 

borrowers, denting both home buyers’ confidence and business performance. The situation has been made worse in 

Queensland by the recent devastating floods.  

 

Performance is subdued in most construction subsectors and, while housing approvals rose by 8.7% in December 2010 

(after to a contraction of 3.9% in November 2010) this positive piece of news for home building hasn’t yet translated 

into a sustained trend. In fact, home building activity remains sluggish, particularly apartment building, and 

continuing low home buyer confidence, together with restricted land availability and funding difficulties, will make 

residential sector conditions tough for the foreseeable future. 

 

Current conditions in private and public non-residential construction are fairly mixed, with activity reducing in the 

public sector due to the ending of the federal government’s stimulus packages. The extent of the reduction is reflected 

in the decline in public-sector approvals: standing at AU$ 1.7 billion for the year to September 2010 compared to 

AU$ 4 billion in the previous year.  

 

The mining and resources industry is a major contributor to Australian economic output. During the economic crisis, a 

number of major mining projects were put on hold because of the uncertain economic climate and, as a result, the civil 

construction market suffered from decreased demand. However, the mining and resources sector has recovered, with 

major projects restarting and talk of a return to ‘boom’ conditions. This is having a positive impact on the non-

residential construction segment and contributing to renewed growth. 

 

Construction insolvencies above the industrial average 
Since the summer of 2010, each month we have received a noticeably increased number of non-payment notifications 

relating to the construction sector. The predominant debtor profile is that of the small to medium sized electrical 

contractor, characteristically at the lower end of the market and thus exposed to higher risk. We expect payment 

delays in the construction industry to continue to increase in the coming months, especially in the wake of the 

Queensland floods, following which there is the distinct possibility of requests for payment extensions and delays 

from buyers in the affected regions.  

 

The insolvency rate in the Australian construction sector has been well above the industrial average for some time. 

According to the Australian Securities and Investments Commission (ASIC), the construction sector had the highest 

level of insolvencies in the last fiscal year (i.e. from 1 July 2009 to 30 June 30 2010), with 24% of all insolvencies 

occurring in this industry, followed by personal and business services (22%) and retail (10%). 
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For 2011, we do not expect any great improvement for the construction sector as a whole, and there is even the 

possibility of a further decline in some subsectors. For instance, the downward trend in residential building activity 

will not improve this year, due to increased borrowing costs and restricted access to funding for developers of small to 

medium size projects. The future performance of the non-residential subsector (private and public) depends on how – 

and if - the expiring federal stimulus is replaced by private investments. While there are still funds to be allocated 

from government stimulus initiatives, these will wind down, leaving a gap in the sector that needs to be filled.  

 

The key area will be mining sector-related projects, which are anticipated to rebound strongly. The rate of recovery of 

this subsector nevertheless depends on the level of access to bank finance. As reconstruction work in Queensland 

begins in earnest, the construction industry should see a positive spike. Overall, we expect some level of improvement 

in the next six months. 

 

The lower level of construction activity has, of course, had consequences for the construction materials sector. The 

current reduction in activity and the forecast of small – if any - improvement will ensure that competition remains 

fierce and margins continue under pressure, with a number of players competing for the same piece of business. 

Therefore, price and availability will be key drivers of demand. Most of the buyers that we monitor in this segment 

are timber wholesalers. 

 

No improvement in insolvency numbers in 2011 
As already mentioned, insolvencies in the construction sector have in recent times been higher than in other 

industries, and we do not expect any great change, either positive or negative, in the next six months. This is in line 

with our overall corporate insolvencies forecast for Australia in 2011 (see chart below). 

 

Australian business insolvencies (year-on-year change) 
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Sources: Data Insight, National Statistics Office, Atradius Economic Research 
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With market conditions remaining difficult, and the consequent increased number of reported overdue payments, 

Atradius’ underwriters remain cautious about the construction sector. The cornerstone of our risk assessment is up-to-

date financial information, without which we cannot reasonably afford cover.  However, while acknowledging that 

this is a difficult sector, we also appreciate that there are good buyers within the industry and therefore our 

underwriters treat every case on its merits.  

 

When selling into the construction sector, it is important to have confidence that you are dealing with a reputable 

company and to manage your receivables closely while keeping outstanding debts to a minimum. Understanding how 

projects are funded is essential: suppliers should be wary of large projects in the hands of small businesses and insist 

on director or owner guarantees wherever possible.   

 

 

 

                                                      Australian construction sector 

Strengths Weaknesses 
• Key industry for government funding 

initiatives 
• Transparency has improved in the sector since 

the credit crisis and up to date financial 
information is made much more readily 
available 

• Close links to the resources sector means that 
the construction sector will be well placed to 
benefit from the boom 

 

• Subdued market conditions 
• Access to financing is restricted 
• Intense competition – smaller players can easily 

fail 
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