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Allianz Insurance plc
Allianz Insurance is one of the largest general
insurers in the UK and part of the Allianz Group,
one of the leading financial services providers
and the largest property and casualty insurer in
the world.
As a leader in business insurance, Allianz
understands what customers need. Our
commercial propositions cater for small to large
businesses, providing tailored solutions and risk
management services for property, casualty,
motor and engineering.
Our experts have a wealth of knowledge that
can help our customers and brokers keep up to
date with legislation, stay informed of industry
developments, and better manage their risks
– thus enabling them to manage insurance
costs, reduce risks and concentrate on running
successful businesses.
For more information, please visit
www.allianz.co.uk
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Euler Hermes Group
Euler Hermes Group, the world’s leading
provider of trade-related insurance solutions,
helps customers worldwide to trade wisely and
develop their business safely. Its financial
solidity, risk analysis and integrated global
structure, enable the Group to provide
companies of all sizes with the domestic
and export market knowledge they need to
successfully manage their trade receivables
in changing economic environments.

Introduction
With a government target of one million
new homes by 2020 and a variety of
commercial and infrastructure projects
underway, the construction sector is set
to benefit from this growth. As activity
increases, insurance has an important
part to play in its future success.
Understanding the issues facing the sector
and providing robust risk management
advice to support growth, will be key for
the insurance industry.
This, the first White Paper in our two part
series on construction, examines the
outlook for the market and some of the key
trends in the sector, from skills shortages
and Brexit, to changes in construction
technology and the climate.
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Market outlook
Growth is being nurtured by a number of factors. Interest
rates remain low, making financing cheaper, and a number
of government led initiatives, such as the Help to Buy ISA and
shared ownership schemes are supporting potential demand and
revenue opportunities within the sector. Despite the uncertainty
introduced by Brexit, growth for the construction sector is
predicted at 1.7% until 2020, with construction employment
expected to grow at 0.6% over the next five years.

Given the demand for new homes, forecasts for
the housing sector are strong with private housing
occupying second place across the best performing
infrastructure sectors. This area is predicted to grow
on average by 1.2% by 2022.
Further, demand for new homes continues to
outstrip supply due to factors such as immigration
and rising incomes. In 2016, the number of new
homes constructed in the UK had reached 147,880
– an increase of 4%, with an all-time high number
of new build homes. If government plans are
realised, 1 million new homes will be built by
2020 in an attempt to close the gap between
supply and demand.
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In early 2017 civil engineering enjoyed its fastest
pace for 13 months, becoming the top performing
subcategory of construction activity. This trend
is expected to continue with an additional 6,500
civil engineers required by 2020 in order to meet
growth demands.
Overall, it’s a positive outlook with UK construction
growth on plan to be the fourth highest in Europe
in 2017.
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Market issues
Although the prospects for the construction sector are positive, there
are a number of issues and trends that may not only affect growth but
also have implications for risks. These include Brexit, shortages in
skilled workers, the increased use of technology in construction, and
changes in climate and weather patterns.
Brexit
With the UK’s construction sector looking to the
EU for everything from building materials and
labour to infrastructure investment, everyone is
watching the Brexit negotiations closely.
While the full implications won’t be known for
some time, it wasn’t a move the sector particularly
wanted. Just 15% of construction executives were
in favour of Brexit, according to the 2015 Smith
& Williamson property survey. And, one year on,
with the UK coming to terms with the outcome of
the referendum, the 2016/17 survey found that
Brexit was the number one business concern for
more than half of respondents.
It’s hardly surprising given the risks associated
with Brexit. Uncertainty in the UK economy could
deter potential investors, potentially delaying
projects or preventing them from getting off the
ground altogether.

8%

of UK’s construction workers could
be lost post-Brexit if Britain loses
access to the single market, since
many come from the EU1

Costs could also rise for construction firms. A
survey conducted by The Construction Products
Association (CPA) in January 2017 found that the
construction industry is now facing the strongest
rate of inflation since August 2008. In addition,
the weak British Pound has pushed up the price of
material costs to their highest in five years.
Labour is another issue for the UK post-Brexit. With 8%
of the construction sector’s workforce coming from
the EU, an end to free movement could turn existing
skills shortages into a real headache for businesses.
While much is down to the outcome of the
negotiations, a quarter of construction firms are
already experiencing some issues according to
research conducted this year by the Construction
Industry Training Board, IFF Research, and the Institute
of Employment Research at Warwick University. This
found that 12% were seeing increased costs; 7% had
project delays due to uncertainty and 6% were running
into issues due to a lack of client investment.
It also found that the effect of Brexit was more
marked among firms in London. There, 42% said
there were concerns, citing client investment
(42%), project delays (19%) and staff shortages
(13%) as the key issues.

1 http://www.rics.org/uk/news/news-insight/press-releases/uk-construction-industry-could-lose-8-of-workforce-post-brexit-new-rics-figures-reveal-/
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Skills shortages in the UK
Demand for new homes, commercial buildings
and infrastructure signals a bright future for
the construction sector. But, with many firms
struggling to recruit the necessary staff, there
could be problems ahead.
The extent of the problem was highlighted by
the Federation of Master Builders (FMB) in its
Q1 2017 State of Trade Survey1. This found that
60% of construction small to medium enterprises
(SMEs) were struggling to recruit bricklayers,
with positions for carpenters, plumbers and site
managers also proving difficult to fill.
The Royal Institution of Chartered Surveyors
(RICS) has also noted this issue. Its UK
Construction Market Survey (Q1 2017)2 reported
that 53% of respondents found labour shortages
a key impediment to growth.
What’s potentially even more worrying is that
these figures could get much worse. If, as a
condition of Brexit, Britain loses access to the
single market, 176,500 construction workers could
be lost too according to RICS. These EU nationals
represent 8% of the UK construction workforce.3
Given that almost a third of the construction
professionals surveyed by RICS said that hiring
non-UK workers was important to the success
of their business, cutting off this supply could be
particularly damaging.
1 https://www.fmb.org.uk/media/33387/state-of-trade-survey-q1.pdf
2 http://www.rics.org/Global/RICS_UK_Construction_and_
Infrastructure_Survey_Q1%202017.pdf
3 http://www.rics.org/uk/news/news-insight/press-releases/ukconstruction-industry-could-lose-8-of-workforce-post-brexit newrics-figures-reveal-/
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As well as hampering growth in the construction
sector, shortages of skilled personnel could
potentially lead to an increased risk of defective
workmanship, as more inexperienced staff are
recruited into the workforce.
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A recent report from Balfour Beatty predicts that,
by 2050, construction sites will be human-free
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Technology and construction
Technology is transforming the construction sector,
changing everything from the way buildings are
designed through to how they’re built. While this
brings significant benefits, there are also challenges
that will need to be addressed.
The potential for change is significant. A recent
report from Balfour Beatty1 predicts that, by 2050,
construction sites will be human-free. Instead
robots will be using dynamic new materials to build
structures with drones constantly monitoring the
site to inspect the work and identify and solve any
problems before they arise.
For a sector dogged by a skills shortage, this may
sound like a fantasy, but many of these technologies
are already in place or under development.

Building Information Modelling (BIM)
BIM is a collaborative process through which a digital
3D model is created to give insight into the design,
construction and management of a building.
By having all parties involved, it gives a better
understanding of how each element interacts. This
makes it possible to rehearse a construction project,
highlighting any potential design issues and driving
savings throughout the project.

It’s also supported by the government, which
mandated the use of BIM on all public sector
centrally procured construction projects from
2016.
And adoption of BIM will be the platform for the
next wave of innovation. Using it with augmented
reality, it will be possible to visualise the project,
and any amendments you make to it, within its
landscape. Similarly, as BIM software becomes
more sophisticated, it will also be possible to
automate the design process using artificial
intelligence.
But BIM presents a number of challenges for
insurance. These include:
• Liability – with so many people working on the
same model, determining liability if something
goes wrong with the build could be an issue.
Having tight controls and audit trails in place
will be essential.
• Intellectual property – as the model will
have input from various sources, it will be
essential to determine who owns it and what
permissions there are around it.
• Property and computer covers – the
introduction of BIM could mean that
construction firms need to invest in more IT
equipment, potentially requiring additional
cover, as well as cyber insurance, due to the
greater exposure to e-risks.
The adoption of BIM could also drive wider
change for the construction industry. Not
all contractors will be prepared to invest
in the new technology and may have to
consider outsourcing BIM instead. This will
create longer supply chains, with additional
implications for risk and insurance cover.
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1 https://www.balfourbeatty.com/news/balfour-beatty-predictsa-human-free-construction-site-with-the-launch-of-its-latestpaper-innovation-2050-a-digital-future-for-the-infrastructureindustry/
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Digital twinning

GE’s digital wind farm

Digital twinning, where a physical asset is mapped to
a digital platform, is changing the way construction
projects are managed and maintained.

GE uses digital twinning to build and
maintain its wind farms. After mapping
them to a digital platform, it captures
data from sensors on each turbine that
show how it interacts with the landscape
and the wind.

By creating a virtual prototype, and supplementing
this with external information such as
environmental data, service records and data
from sensors, manufacturers can gain a better
understanding of the way the physical asset behaves
and performs. Different scenarios can then be tested
on the digital twin, helping to identify any potential
issues and cutting development time and costs.
As well as being used throughout the construction
phase, it also transforms the full life cycle of the
building. Faults can be picked up quickly and,
where additional intelligence is used, it can
even offer predictions on when maintenance
is required or components need replacing or
adapting for greater efficiencies.

This insight enables it to customise
each turbine to ensure the wind farm is
as efficient as possible. In addition, the
availability of data allows it to forecast
power output and identify any potential
problems with the turbines.
Taking this approach has powerful
benefits. GE says it could boost energy
production by as much as 20%, creating
$100m in extra value over the lifetime of
a 100 megawatt farm.

Alongside the potential for significant benefits,
there are risks too. In particular, as data accuracy
is key to the success of digital twinning, a cyber
attack or IT failure could have serious ramifications.
Robust cyber security is essential.
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Offsite construction
Whether it’s a bathroom pod for a hotel, a
timber-frame kit house or a prefabricated
office unit, offsite production is a growing
part of the construction sector. Figures from
the UK Commission for Employment and
Skills (UKCES) estimate that around 12% of
construction takes place offsite in the UK,
making it worth around £1.5bn 1.
And it’s a construction process that has many
advantages over more traditional methods.
With parts already assembled, build times are
shorter and projects more efficient. This, and
the fact that fewer people will be required to
work on-site, can also lead to reduced costs.
Another benefit is that there’s less waste and,
as a larger proportion of production takes
place offsite in factories, there are no worries
about bad weather stalling a project.

It can also be safer. For instance where a component
is produced using a 3D printer, it will be in one piece,
making it stronger and less prone to fault.
But, as with any emerging technology, there are
downsides too. Although offsite construction could
help to address the skills shortage that plagues the
sector, the success of its growth is itself dependent
on people with the necessary skills.
On top of this, as offsite construction increases
the number of companies involved in a building
project, there are also potential supply chain and
liability issues to consider. Off-site construction
tends to involve the use of Modern Methods of
Construction, which can result in contractors
being unfamiliar with the materials and the
assembly techniques.
However, with the UKCES predicting this part of the
construction sector could grow to £6bn, it will be
necessary to address these issues.

1 https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/305025/Technology_and_skills_in_the_
construction_industry_executive_summary.pdf
11

RI S KS

Robotics
Machine rather than man will be constructing
the buildings of tomorrow, with robots taking
on the manual tasks, driverless bulldozers and
diggers supporting them, and drones flying
overhead to monitor progress and carry out
site inspections.
It may sound a bit sci-fi but these forms of
technology are already being used on many
building sites. For instance, in its Global
Construction Survey 2016, 42% of respondents
said they used drones to monitor construction
status. Whilst the commercial benefits of drones
are clear, there are still concerns around mid-air
collisions or loss of control, plus the potential
for refusal of third party claims involving drones
operated by, or on behalf of an insured.*
Adoption of these technologies in the
construction sector has a number of advantages.
As well as helping to address the skills shortage
by removing the risk of human error, it will also
reduce the number of worksite accidents.

42%

use drones
to monitor
construction
status

65%

Using robots to automate more processes will also
save time and money. Not tied to working time
and health and safety regulations, they’ll be able
to work around the clock and in hard-to-reach
locations.
Similarly, by taking on some of the more repetitive
tasks and those with exposure to hazardous
substances or noise levels, they’ll help to make workrelated injuries and diseases a thing of the past.
Although Balfour Beatty predicts these technologies
will have taken over the traditional building
site by 2050, it may not be a smooth transition.
The investment required is high, and as not all
technologies will necessarily prove successful, few
firms are prepared to commit at outset.
However, many expect the construction sector
to follow the example of other industries. Once
the benefits become too great to ignore, rapid
adoption will follow.

use remote
monitoring
on site

radio-frequency identification
30% use
17%
to track equipment and materials on site

robotics
30% use
or automated
technology

use smart sensors
to track people on site

Source: KPMG, Global Construction Survey 2016, Building a technology advantage 1
1 https://assets.kpmg.com/content/dam/kpmg/xx/pdf/2016/09/global-construction-survey-2016.pdf
* Allianz Global Corporate and Speciality offers drone insurance as part of their Aviation and Aerospace product suite.
For more information visit www.agcs.allianz.com/services/aviation/drone-insurance
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Reasons for maintenance
Reliability

Improved
safety

Reducing inefficient
running costs

Inspection versus maintenance
Each day, one way or another, many workers interact
with a variety of equipment and machinery, from
power presses to forklift trucks, to more everyday
items such as coffee boilers and lifts.
Mostly, it’s assumed that these are in good working
order and fit for purpose. The faltering economy has
meant that many contractors aren’t replacing plant
and machinery as frequently and therefore tending
to use older equipment for longer.
The Health and Safety Regulations that apply in the
workplace directly address the issue of maintenance
of work equipment and with the Health and Safety
Executive (HSE) reporting that over 620,000 workers
sustained a non-fatal injury at work in 2015/16 – this
means that inspection and maintenance programmes
are essential for both safety and efficiency
The need for maintenance shouldn’t be confused
with the requirement for inspection – although any
problems identified during inspection may require
maintenance to address them.
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Enhanced company
reputation

Improved
efficiency

The purpose of an inspection is to identify whether
plant or equipment can be operated, adjusted
and maintained safely and that any deterioration
can be detected and remedied before it results
in unacceptable risks. Inspections take place at
intervals laid out by the HSE depending on the type
of equipment.
Maintenance on the other hand, ensures that plant
or equipment remains in an efficient state, good
working order and in good repair. Equipment in
good working order will ensure plant and equipment
is reliable and fewer breakdowns will mean less
dangerous contact with machinery is required. The
complexity and frequency of maintenance can vary
considerably ranging from frequent simple steps
through to integrated programmes for complex
equipment.
Responsibility for both maintenance and inspection
lies with the owner of the equipment and both
maintenance and inspection should only be carried
out by those competent to do so.
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Climate change
Climate change is creating new weather patterns
in the UK, leading to increases in both the
severity and frequency of extreme events such
as flooding, windstorm and large hail.
This will affect the construction industry in a
couple of ways. Firstly, properties will need to be
designed to withstand the more extreme weather
patterns and temperature shifts associated with
climate change.
A good example of this is Rotterdam in the
Netherlands. With much of the land below sea
level, flood resistant methods such as dykes
and barriers have been used for hundreds of
years, but with climate change increasing the
risk of flooding, architects are now taking more
innovative steps.
These include water plazas, which are sunken
public squares or playgrounds that excess water
will drain into during heavy rain; underground
parking that doubles up as water storage; green
walls and roofs that absorb water; and even
floating buildings.
Other design features are also being
incorporated into buildings to ensure they can
survive the extremes. Placing a building on
stilts and reengineering a building’s interior to
minimise flood damage are relatively common
measures to deal with rising water levels but
architects have also designed tornado-proof
homes that can be lowered into the ground
and out of the storm.

As well as changing what they build,
construction firms may also need to adjust the
way they work. This could include making sites
more weather resilient so they are not prone to
flooding or wind damage.
For example, with storms more likely, it will be
increasingly important to ensure foundations
are in and protected from water ingress and that
there is as little open exposure as possible in a
property, as this could be prone to wind damage.
In order to respond to these challenges, the
industry needs to look around the globe at places
where these hazards have already existed for
some time, and where practices and methods
have evolved to combat these exposures.
While adapting to the new weather patterns may
lead to additional costs for construction firms, for
example adjusting building sites to reduce flood
risk, over time this approach is likely to bring
significant benefits.
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Green belt building
Although green belt land is largely protected
from development, demand for new homes
means the number of properties being approved
on this land in England has increased significantly in
the last 10 years.
According to figures from construction data
analysts Glenigan, while 2,258 homes were
approved to be built on green belt in 2009/10,
this had increased to 11,977 by 2014/15. Further,
the Campaign to Protect Rural England (CPRE) has
found that local plans are proposing nearly 300,000
homes on the green belt – most of which will be
in addition to the properties that have already
received planning permission.

14 green belts
in England cover more than
6,000 square miles of land

Suitable brownfield
sites have space for
1.1m homes

But, while building on green belt may be necessary
to meet the demand for housing, it can also
increase the risk of flooding. For example, CPRE
argues that, as a result of climate change, green
belt land is likely to have an increasingly significant
role in storing carbon and preventing flooding.

Government
targets

1m

Although properties built after 1 January 2009 will
not be covered by Flood Re, which should help
to incentivise sensible planning in high flood risk
areas, it will be important to ensure that the risks
are adequately assessed when building on green
belt land.

new homes
by 2020

(Source: CPRE)
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The fact that a crane is counterfeit could have a serious
impact on the value of the crane and hence the amount
an insurer would pay.

Counterfeit cranes
Increased activity in the construction market also
heightens the risk of counterfeiting as criminals
exploit demand for plant. As well as performance
and safety issues, acquiring counterfeit equipment
can have serious financial implications.
An example of this is the recent warning issued by
manufacturers Terex relating to counterfeit cranes. It
had identified instances of counterfeit Terex/Demag
crawler cranes originating from South Korea.
The counterfeit cranes, which had been assembled,
branded and sold as Terex cranes, either painted
white under the Terex brand or red with the Demag
badge, were made from a mix of different parts,
often not designed to work together. Additionally
the counterfeits had poor weld quality, inferior steel
structures, improperly fitted tracks and were missing
many of the standard safety components. As well as
posing a potential safety risk, the implications for the
owner can be very serious.
“Depending on size, even second hand cranes can
cost £1m or even more, meaning that often they
are financed,” explains Neville Green, Underwriting
Manager at Allianz Engineering.

“This means that if it’s found to be counterfeit,
either during a routine inspection, servicing or
following an accident, the valuation may well
plunge, the crane may not be able to be used
and with finance still outstanding and needing to
be paid, it could potentially put the owner out of
business.”
Although, in the event of an insurance claim,
liability may not be an issue if the owner can show
they bought it in good faith, the fact that a crane
is counterfeit could have a serious impact on the
value of the crane and hence the amount an insurer
would pay. In addition, they would still be left with
a crane that would either need to be scrapped or
would require considerable investment to bring it
up to standard.
To help firms reduce the risk of purchasing
a counterfeit crane, Green recommends the
following steps:
• Arrange a thorough inspection of the crane by a
qualified engineer before purchasing.
• Ask the seller for the last inspection report.
• Check the provenance with the manufacturer.
• Remember – if it looks too good to be true, it
probably is.
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“This means that if a crane is found to be
counterfeit, either during a routine inspection,
servicing or following an accident, the valuation
may well plunge, the crane may not be able to
be used and with finance still outstanding and
needing to be paid, it could potentially put the
owner out of business.”
Neville Green, Underwriting Manager at Allianz Engineering.
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Conclusion
With the construction sector set to benefit from demand for
housing, commercial and infrastructure projects, it will be
essential for the insurance market to understand the issues it
faces in order to support this growth.

As well as opportunities for construction firms,
they also face a number of significant changes
and challenges. These range from Brexit and
the continuing skills shortage through to the
increased use of technology in the sector and
issues relating to climate change.

Providing risk management advice
and insurance insight is a key way the
insurance industry can support these
businesses. By working together, insurers
and brokers can ensure the construction
sector continues to build on its successes.

Part two of our construction White Paper series
will examine some of the associated regulatory
changes and risk management topics,
highlighting the insurance related issues.
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At Allianz we can support you
with a range of insurance and risk
management solutions. To find
out more about what we can offer,
contact your broker.
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Commentary and guidance information in this publication are provided for information purposes
only and are not intended to amount to advice on which reliance should be placed.
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