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Executive Summary

This report gives an environmental analysis on a Welsh SME organisation in the construction industry. For the purpose of this report and the organisation included, only significant factors will be looked at in detail, these are the skills shortage in the industry which can lend itself to both Economic and Social/Demographic factors and Technological advances. The recommendations given in this report will be highlighted along with general discussions around these areas. 

A PESTLED environmental analysis was used, although (CIPD, 2017) recommendations are to not complete this solely but to involve stakeholders and experts from the organisation and industry in this analysis, due to the nature of the report only the author has conducted any research and analysis on the organisation. This therefore has limitations and a subjective bias on the recommendations given.

This report shows that there is a high skills shortage in the construction industry, particularly around woodwork and Bricklaying (Federation of Master Builders, 2017). This shortage is believed to be a result of the volume of young people entering the industry along with an aging workforce (Federation of Master Builders, 2017). The recent referendum to leave the EU has also played a worrying part to play with skilled workers from Europe having uncertainty in their ability to work or continue to work in the UK (Government Construction Strategy, 2016).

These factors coupled with a limited investment in training and development has made experts question if the industry can fulfil the UK conservatory governments pledge to build 300,000 homes a year to help solve the housing crisis.

The outlook is no different regarding the organisation in question, with higher demand than supply a need to increase labour and reduce the skill shortage is imperative for future growth and survival.






Introduction

Total Development Services Ltd (TDS) is a Welsh SME building and refurbishment organisation trading in the construction industry. (Department for Business, Innovation & Skills, 2012) state that the Companies’ Act SME definition requires that two out of three characteristics are met – turnover (less than £25m), employees (less than 250), and gross assets (less than £12.5m) for a company to be classed as a SME.

Contemporary HR works in complex and changing environments with a focus on scanning and analysing the environment to implement appropriate strategies to the organisation.
(CIPD, 2017) suggests that by analysing the environment, organisations can gain insight into the external influences which impact strategy and business decisions. (Farnham, 2015) also suggests that an analysis of the environment helps understand the complexities to be considered in future trends but can also be a key factor determining the future success of the organisation.
As a measure of how well the organisation is attuned to its environment (Thomson,2005) developed the concept of EVR congruence. An organisation will achieve congruence when its environment, resources organisation culture and values are aligned (Kew & Stredwick, 2010).
The nature of this report only allows the author to focus on the factors with the highest significance and due to the complex and dynamic nature of the organisation, certain scenarios to the unknown factors have been implemented. Scenario planning allows the organisation to explore assumptions in the environment and layout possible implications of these changes (Kew & Stredwick, 2010).













Methodology

There are many successful tools for analysing the environment. (CIPD, 2017) states that a PESTLE analysis is an effective tool to audit external influences on an organisation as it enables the organisation to spot business opportunities and potential threats. This analysis has been developed over time and has seen additions of various factors but the purpose of it has remained the same.

	Political
	What is happening in the political environment that the organisation is working in.


	Economic
	What is happening in economically, these can include globalisation, economic growth/decline.

	Sociological
	What is happening socially in the market place, these include consumer behaviour and trends.

	Technological
	Any technological advances and innovation.


	Legal
	What is happening to changes in legislation, these include employment law, common law and health and safety.


	Environmental
	These include global warming, ethical sourcing, and corporate social responsibility (CSR).


	Demographic
	These include demographic trends and population projections and trends.




It is recommended that a PESTLE analysis is used alongside a SWOT analysis. These two tools compliment each other by, the PESTLE looking at the ‘big picture’ factors and the SWOT explores these at a business level. There are however some limitations to the PESTLED analysis, for it to be an effective tool, the analysis needs to be completed regularly, the information can be based on assumptions and the pace of change may not be captured effectively. It is also suggested that multiple views and perspectives are needed to produce a better outcome. (CIPD, 2017). The SWOT has similar limitations with (Kew & Stredwick, 2010) stating that it can be subjective if carried out by one individual (Weihrich, 1982) argues that a SWOT analysis should be used as a contingency as the external factors should be considered before the organisations strengths and weaknesses.

(Farnham, 2015) proposes that there are four stages to the process of an environmental analysis, scanning the environment, monitoring specific trends, forecasting the direction for the trends and assessing current and future contextual changes for the organisation. (Farnham, 2015) also suggests that there are two approaches to environmental analysis. ‘macro’, the outside in approach which focus on external factors and ‘micro’, the inside out approach which focus on the organisation first. There are many tools to conduct an environmental analysis but for the purpose of this report the author will be using the ’macro’ approach and a PESTLED analysis. 

For this report, only the author had any input into the analysis, the research and the recommendations which therefore can give the report significant limitations and a subjective bias. For this to be explored further a suggestion would be made for the key stakeholders of the organisation to have some involvement. The full PESTLED analysis can be found in Appendix 1 along with the SWOT analysis as recommended by the CIPD, Appendix 2.

























Main Findings

The (Construction skills network, 2017) states that the Wales construction industry is predicted to see annual average output growth of 6.2% over the next five years.

The 2017 budget (Gov.Uk, 2017) states that £15.3 billion new financial support for house building over the next five years. It is also stated that 300,000 new homes a year will be built under the new budget guidelines this in turn will help to overcome the housing crisis. This however brings worry as to whether this pledge can be fulfilled with the already lacking labour shortage (Federation of Master Builders, 2017). According to (Gov.Uk, 2013) construction firms must be able to recruit, retain and develop skilled, people in sufficient numbers to meet the increasing demand for construction.

According to the (Federation of Master Builders, 2017) the skills shortage in the construction industry has worsened, 40% of key trades show skills shortages. They also state that 12% of the British construction workforce are not from the UK.  Freedom of movement within the EU is an important part of reducing the skills shortage according to (Davies & Rolfe, 2017), the vote to leave the EU is leaving uncertainty around this for both high and low skilled workers. (Mason, 2017) cited in The Guardian talks about recent Brexit negotiations and that EU workers will have the right to stay. The Financial times has reported on Theresa Mays statement that “The deal struck will guarantee the rights of more than 3 million EU citizens living in the UK”.  Although this is positive news there is still an ongoing need for EU workers according to (Federation of Master Builders, 2017). 

It is also reported that the skill shortage is due to the shortage of young people entering the workforce coupled with an aging workforce. Young people are currently underrepresented in the construction industry, only around 10% are aged between 19 and 24 (Department for Business, Innovation & Skills, 2012). (CIPD, 2017) Millennials are more demanding on managers’ time and need more support in the workplace than any other generation. (Cappelli, 2015) argues that there is little evidence to suggest that generational differences exist and that there are the same problems with young employees today as there was years ago. (CIPD, 2017) states that 1 in 4 people in the UK are over 50. By 2030, There will be a 50% increase of the number of people over 65,. 

In research carried out by (CITB, 2016) was shown that direct labour recruitment has grown by 20% in the past 5 years. With job security as deemed as one of the most effective HR practices in a study by (Guest, et al., 2003).  (Pfeffer,1994) also suggests that employment security underpins all the other HR practices. Job security according to (Kew & Stredwick, 2010) can be for the life of a project. As skills and jobs are changing, recruiting the right people has become more important than ever. The construction Industry is no different. (Deloitte, 2017) suggests, talent acquisition is now the third most important challenge companies are facing. It is the assumption that improved performance is achieved through the effective recruitment, deployment and utilization of people (Guest, 1997).

(Department for Business, Innovation & Skills, 2012) suggests £34 million will go towards teaching construction skills. (Federation of Master Builders, 2017) has said that the only tangible way to reduce the skills shortage in the industry is with training of new entrants into the industry.
Learning and development is defined by (Armstrong, 2012) as the process of ensuring that the organisation has the knowledge, skilled and engaged workforce it needs.
By assessing the current workforce capabilities, knowledge and skills gaps for L&D needs can be identified (Marchington & Wilkinson, 2008).
Having a learning and development programme will also help employees to be multi skilled, although they won’t be experts in all fields. This in turn will create an agile workforce.

Apprenticeships play a key role in the government plans for developing young people. From 2007 the princes trust pledged support for those who leave school without any qualifications by funding apprenticeships in construction (Marchington & Wilkinson, 2008). An apprentice can be anyone over the age of 16 and not in full time education, it can be for school leavers or anyone wanting a career change (Acas, 2017).

An increased amount of construction projects are now using systems of digital sensors, intelligent machines, mobile devices, and new software applications – increasingly integrated with a central platform of Building Information Modelling (BIM). (The Boston Consulting Group, 2016) States that there is almost a 20% reduction in total life-cycle costs of a project, as well as substantial improvements in completion time, quality, and safety with digitalisation. The below chart shows the how digital technological advances can improve the project value chain.
[image:          ]

In the past, most organisations were designed for efficiency and effectiveness, successful organisations must be designed for speed, agility, and adaptability to enable them to compete and win in today’s global business environment. (Deloitte, 2017).

Part of ensuring that the organisation is fit for the future, Technology needs to be incorporated into the organisation. The Department for Business, Innovation and Skills and industry strategy, outlines a vision for a productive construction industry that is: highly-skilled, technologically advanced, innovative and sustainable. (Government Construction Strategy, 2016)












Conclusions

The budget and government spending plays a vital part in the growth or decline of the construction industry. With the future looking favourably for this industry, the organisation in this report needs to be fit for the future. This is about having the right people in the right places and having a long-term recruitment strategy and training and development plan for its employees. Agility plays a vital role in the organisation for the future, as companies replace traditional structures with networks of teams empowered to act (Deloitte, 2017)
The findings suggest that by ensuring a robust and structured recruitment and selection strategy will ensure the right people are selected. This needs to come from a variety of sources including the older and younger generation and the EU workforce. Having a team of employed individuals and an investment in their future this will create job security. 

As organisations need to be more agile to be successful so do the workforce, a training and development for employees will in turn increase the skills within the company and individuals and also help to fulfil the Millennials need for career progression and continued learning, creating commitment and loyalty to the organisation. Whether there is any generational difference within the older and younger workforce is argued, what is agreed is that a L&D focus within the organisation will reduce the skills gap and both generations can  benefit from this (Cappelli, 2015).



















Recommendations

Due to the growing industry and the 2017 budget consisting of funding for housing and following on from (Guest, et al., 2003) and Pfeffer’s seven principles that job security is one of the most important HR practices to high performing teams. Creating a recruitment strategy to recruit new employees could provide them with a high skilled workers. Suggesting that only sub-contractors are used for specialist trades. (Deloitte, 2017) has suggested that a new way of thinking about workforce planning is the future of work. (Cappelli, 2015) suggests that HR understand that structured interviews help to identify the best candidates for the job. This is not just about finding a person with the relevant skills but also the right behaviours. (Charan, et al., 2015) states that an organisations performance depends largely on the fit between people and jobs.

Implications from this is that there is a higher PAYE cost, however, this would be counterbalanced as Sub-Contractors charge a higher rate per hour than an employee would be paid.(see Appendix 3).
 
Apprentices could help to reduce the diversity in the industry, providing opportunities for either a new career for the older generation and women or to help young people into employment. This again has financial implications (see Appendix 3) however part can be funded by the CITB from apprenticeship levy (CITB,2017). (Boxall & Purcell, 2011) states that on the job learning enables the person to apply, critically evaluate and extend the academic learning. This in turn provides insights that education alone cannot.

With a new recruitment strategy and extensive training & development the likely hood of attracting and retaining the best talent would be greatly improved.
(Cappelli, 2015) suggests that to have organisational success, he suggests that managing and developing people is the way to achieve this.

The Harvard model is influential work carried out by (Beer et al, 1984) who put the stakeholder interests at the forefront of any policy. This could be true with investing in L&D which ultimately puts the needs of the employee as upmost importance, this could also create a positive impression of the organisation. (Deloitte, 2017) suggests that learning and development is the principle driver within Millennials.

It would be prudent to suggest that the organisation starts to think about the future of technology in the industry. According to (Schwab, 2016) the fourth revolution is evolving at an exponential rather than linear pace and this is forcing companies to rethink how to do business. The organisation in this report needs to ensure they have the latest software for their tasks. Incorporating Building information modelling (BIM), drones and data collection into the company is something for the long term business strategy, for the short term It would recommended that the right recruitment technology and platforms and L&D technology are available (Construction skills network, 2017).(Appendix 3).
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Appendix

Appendix 1

PESTLED Analysis

	
	External Factors to consider
	Factors effected within my industry
	Importance to organisation

	Political
	Government policy 
Political stability 
Tax Industry regulations Global trade agreements and or restrictions
	Implications of Brexit -Unknown currently.
Tax regulations IR35 -  (Gov.Uk, 2017)
Government stability
	Unknown

Low

Low

	Economic
	Exchange rates 
Globalisation 
Economic growth / decline Inflation Interest rates 
Cost of living 
Labour costs 
Consumer spending habits – Disposable income
Budget
	Budget -Funding in construction skills training (Gov.Uk, 2017)
Funding in housing development (Gov.Uk, 2017)
Brexit – Unknown currently
Free movement of labour 
Demand for skilled workers (Federation of Master Builders, 2017)
EU single market – Brexit unknown currently.
Global construction industry to grow by 70% by 2025 (Gov.Uk, 2013)

	
High


High

Unknown

High
High


Unknown

	Social
	Consumer trends  
Consumer buying habits Lifestyle factors 
Career attitudes 
Work-life balance Population demographics
	Engagement  
work life balance
Urbanisation & housing crisis (Gov.Uk, 2017)
(Construction skills network, 2017)
Sub contractors
Aging workforce 
Gender in workforce
	Medium
Low



High
High
Medium

	Technological
	Automation
Innovation
Disruptive technologies Social networking 
Upgrades 
Robotics 
Artificial Intelligence Security

	Budget
(Construction skills network, 2017) and (Deloitte, 2017)
Research & Development
Digital systems
3D printing
Drone technology
Changing ways people are managed
	Unknown


High
Medium/High
Medium/High
Medium/High
Medium/High

	Legal
	Employment Law
Common Law
Local labour law
Health & Safety regulations
	HSE
Labour laws
UK Law - Brexit
EU Law - Brexit
	Medium/High
Medium
Unknown
Unknown

	Environmental
	Environmental restrictions
Sustainable resources
CSR
Ethical Sourcing
Transportation
Procurement
Supply chain management
	Pollution
energy efficient housing and materials
Energy & Climate change.

	Medium
Medium

Medium

	Demographic
	Population changes
Family Structures
Working Population
Immigration
Population trends
	Aging Workforce 
Skills & talent shortage (Federation of Master Builders, 2017)
Gender
Immigration
Urbanisation & housing crisis
Millenials
	High
High


Medium
High
High

High



























Appendix 2

SWOT

	STRENGTH

High percentage of sub-contractors which prevents redundancies in quieter periods.
Not reliant on one sector for work.
Agile company with a contemporary structure.
Senior management team are flexible in terms of transferable skills.

	OPPORTUNITY

Industry growth, 2017 Autumn budget.
L&D opportunities - (CITB, 2016) Opportunity to drive homegrown talent.
Apprenticeship opportunities
Advances in technology in both the design software and implementation.
Opportunity to recruit high skilled labour by ensuring good HR policies and practices are in place. 

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	WEAKNESSES

Labour Management – Skills shortage.
HR Strategy not in place
Reactive recruitment
High percentage of sub-contractors which puts the business at risk in terms of labour and also engagement.
No training and development at the moment.
	THREATS

Competition of other SME’s
Brexit – Skills shortage with non UK workers (Federation of Master Builders, 2017)
Demographics – Age of workers, Aging workforce and a shortage of young people entering the industry. (Federation of Master Builders, 2017)
Diversity – few women in the construction industry. (CITB, 2016)



	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	



















Appendix 3


Action Plan

	Objective
	How
	By Whom & Time frame
	What does success look like
	Cost

	Recruitment and Selection to reduce skills shortage
	HR to have a sophisticated and consistent recruitment strategy and HR at forefront of the selection process.
	HR - Immediately
	50% employed
50% Sub- Contracted 

The right people in the right places.
Recruitment is open and attractive to all demographics.
	Subcontractor costs for accounting year 16/17 were at £600,000. 
The predicted cost of employing would be £500,000 for 17/18. Although this high a high cost to the organisation, due to the difference is pay between an employee and a sub-contractor the organisation would save money.

	Recruitment and Selection to reduce skills shortage within the younger generation.
	Apprenticeship and school leaver programmes.
	HR – Within 3 months with the correct funding
	3 young workers on an Apprenticeship scheme. Utilising the knowledge and experience of the highly skilled older workforce.
	£28,000 for 3 apprentices in term per annum, however there is funding of £15,000 from the CITB.

	Learning and development programme for employees to reduce the skills gap.
	A skills analysis to be conducted and appropriate skills developed for each employee. 
	HR - Ongoing
	A team of ‘Multi – Skilled’ employees with sideways and upward progression.
	£10,000 per annum for the training programmes for all employees to attend.

	Technological advances
	Invest in technological software and to use digital software for the recruitment and the L&D process where necessary.
	ALL - Ongoing
	All recruitment processes apart from the interview is online. Ensure that HR process digitalised and L&D is a mix of classroom based and online.
	Estimated £10,000 per annum for software upgrades and programme rights. This would ensure that the organisation is looking towards the future.
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