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* After 90 minutes. Comparison of Atradius credit risk situation/business performance outlook for the

industry (Ranking from one ball (very poor) to five balls (very good)
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Squad performance for the tournament - check

British construction industry
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Construction sector valued
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Average construction sector growth
over the past 3 years (%)
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Building performance does not match
the success on the pitch

The UK construction sector accounts for more than 6%
of British GDP, and employed 2.1 million people in 2015.
The industry suffered heavily after the 2008 credit cri-
sis, but has rebounded since 2013. Despite the recovery
in output, construction is still affected by trailing effects
of the past recession. This became evident in H1 of 2015,
when construction insolvencies increased steeply. Some
larger business failures had a knock-on effect, causing
their suppliers and sub-contractors to go bust due to
large sums of monies owed.

The on-going problems are particularly noticeable in the
tendering process, as during the downturn, construction
companies took on contracts at conditions that were
no longer sustainable in 2014 and 2015, mainly due to
raw material price increases and higher labour costs. As
many construction businesses are still working on such
low margin legacy contracts, losses on contracts are still
relatively frequent despite improving order books.

Subdued rebound, in contrast to the
‘Red Devils’ performance so far

The rebound of the Belgian construction sector remains
slow, as the industry is still underperforming com-
pared to the rest of the economy. Since the end of 2011,
20,000 construction jobs have been lost, down to about
200,000 by the end of 2015.

Belgian construction businesses suffer from high labour
costs, especially when compared to construction busi-
nesses from Eastern Europe active in Belgium. Public
initiatives to restrict unfair competition from foreign
businesses and to reduce domestic labour costs in order
to increase competitiveness had no real success so far.
Construction output is expected to grow by just about
1% in 2016, and pressure remains on businesses” profit
margins.




Players to watch

Wales/United Kingdom

®  Duetothe upwardtrendin construction out-
put since 2013/2014, builders are now able
to be more selective in choosing which con-
tracts to tender, and therefore have more
influence on payment terms. However, this
is somehow counteracted by increased la-
bour and material costs, which have a nega-
tive effect on businesses’ margins.

Belgium

®  Prospects for renovation businesses are

rather positive, with orders showing an in-
creasing trend due to the aged real estate
stock in Belgium.

®  (Construction businesses highly dependent
on the UK solar sector are threatened by a
major downturn after the government de-
cided to cut the Feed-In Tariff by more than
80%. Insolvencies have already increased in
this segment since the end of 2015.
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Perspectives in the new residential con-
struction segment remain subdued, with the
number of permits for residential buildings
recording a year-on-year decline in 2015.
Most construction companies in this seg-
ment expect a decrease in the construction
and completion of new buildings in 2016.

In the non-residential construction sector,
a year-on-year decrease in the number of
permits was recorded in 2015. Government
investment remains low compared to the
European average. Infrastructure build-

'I-",-, ing is still facing decreasing order books
>;Land prices. The public tendering business

- seems to be most affected in Wallonia.
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Major strengths and weaknesses

British construction industry

Late payments in the sector

Access to bank finance remains

difficult for many smaller businesses

or businesses subject to unattractive
terms. This lack of funding affects SMEs
that may need to resume investment,
particularly in capital expenditure to
cope with a growing market

Raw material cost inflation and lack of
skills, now evident as work volumes pick

up

Supplier support remains a big problem
for those further down the supply chain

Belgian construction industry
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Competition from foreign builders

Still low level of government investment

High labour costs




Fair play ranking:
payment behaviour and insolvencies

British construction industry

Late payments remain a major issue in the industry,
especially from Tier 1 contractors, who have issues
with legacy contracts themselves.

Non-payment notifications showed an increasing
trend in 2015, and remain high in 2016.

Construction insolvencies are expected to level off in
2016 after an increasing trend in 2015.

Belgian construction industry

Payment terms of “60 days end of month” remain
very common in the sector. However, some construc-
tion contractors (mainly large businesses) are trying
to solve their liquidity issues by extending their pay-
ment terms even longer when paying their subcon-
tractors.

Payment behaviour of public bodies remains bad, and
it is still quite common that businesses ask suppliers
for longer payment terms if they themselves are
waiting for overdue payments from public bodies.

Overall, we observed an increase in payment delays
in 2015. Given the difficult market conditions, the
number and value of notifications of non-payments
is expected to remain high.

In 2015, construction insolvencies decreased 8%
year-on-year. It is expected that business failures
decrease further in 2016, although at a slower pace.
Despite the previous decreases, the overall level of
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‘rcp}nstructlon insolvencies remains high, given the

ste‘dddy increases seen in the years 2008-2013.
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Disclaimer

This report is provided for information purposes only and is not intended as a recommendation
or advice as to particular transactions, investments or strategies in any way to any reader. Read-
ers must make their own independent decisions, commercial or otherwise, regarding the infor-
mation provided. While we have made every attempt to ensure that the information contained
in this report has been obtained from reliable sources, Atradius is not responsible for any errors
or omissions, or for the results obtained from the use of this information. All information in this
report is provided 'as is’, with no guarantee of completeness, accuracy, timeliness or of the re-
sults obtained from its use, and without warranty of any kind, express or implied. In no event will
Atradius, its related partnerships or corporations, or the partners, agents or employees thereof,
be liable to you or anyone else for any decision made or action taken in reliance on the informa-
tion in this report or for any consequential, special or similar damages, even if advised of the
possibility of such damages.

Copyright Atradius N.V. 2016

If you've found this report useful, why not visit our website www.atradius.com,
where you'll find many more Atradius publications focusing on the global econ-
omy, including more country reports, industry analysis, advice on credit man-
agement and essays on current business issues.

On Twitter? Follow @Atradius

Connect with Atradius
on Social Media

You

@atradius Atradius atradius

Atradius N.V.

David Ricardostraat 1 - 1066 JS Amsterdam

Postbus 8982 - 1006 JD Amsterdam
The Netherlands
Phone: +31 20553 9111

info@atradius.com
www.atradius.com



