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Warning Signs
Your Industrial
Construction Project
Is At Risk
An Owner’s Perspective On Project Risk And
How To Overcome It.

Most owners execute capital projects to meet a
business need. Adding capacity, new product rollout,
cost savings or meeting environmental regulations are
all common business needs for projects.
In funding the projects, these corporate business
needs are translated into the specific project objectives
for cost, quality, schedule and safety and these
become the primary measures of success or failure for
the project team.
In owner organizations, the firm commitments for
cost and schedule also become key elements in the
company’s multifunctional execution plan for the
facility. For example, manufacturing will be hiring
and training new personnel to operate the facility on
the planned startup date, finance will be allocating
funds for the expected capital cost, purchasing will
be contracting for raw materials, packaging materials
deliveries and sales will be planning the marketing
rollout of new capacity or products. Missing project
cost and schedule targets will have a significant
impact on many parts of the company and is usually
considered a major failure in most organizations.
From a personal perspective, owner project managers,
construction managers and team members base their
careers on their ability to deliver projects consistently.
Those who are not able to meet project objectives may
experience significant career impacts, and excuses are
usually insufficient.
Because of the importance of meeting project
objectives, most owner companies have skilled
people and proven work processes in place to deliver
consistent results. As part of these processes, most
owners evaluate project risks that could impact
their ability to deliver the objectives and then take
appropriate actions to mitigate these risks in their
project planning.

Occasionally, there can be unexpected risks that
impact projects and cause missed objectives. In the
current market, one of these is a shortage of skilled
craft labor to complete the project. Based on previous
experience, skilled craft labor shortages can cause
many owners to miss project targets.
In the 2006-2008 period of high construction
workload, many industrial owners unexpectedly
experienced skilled labor shortages which severely
impacted costs, schedule, quality and safety. During
that period, there were too many projects relative
to the existing skilled workforce. In order to attract
skilled workers to their projects, contractors were
paying higher wages and bonuses. With lower skilled
workers they experienced lower productivity. Total
labor costs increased as much as 30%, and in some
cases, exceeded all contingency allowances. Also,
project startup dates were missed, additional quality
issues arose and rework was required. Many project
managers needed to ask for additional funding and/or
had to delay the startup dates for their projects.
Even more important, and unacceptable, accidents
increased.
The purpose of this document is to help owners in
the construction market identify how skilled labor
shortages will increase the risks for an owner and
how they can use readily available tools to identify
these risks earlier and employ labor risk mitigation
recommendations to maintain control of their projects
and meet their project objectives consistently.

Share this document:
CLMA: Warning Signs Your Industrial Construction Project Is At Risk

f

t

in

g+

Skilled Labor Shortage Risk Scenario
When project execution begins without adequate information about labor
availability, or a well-planned labor risk mitigation plan, the project’s leadership
can be surprised by a skilled craft labor shortage. These surprises extend to
the owner, general contractor and subcontractors.
In a skilled labor shortage environment, which the United States appears
destined to experience for an extended period of time, as Baby Boomers retire and
the labor pipeline continues to empty, the following is a possible scenario for a project
not prepared or not expecting a severe skilled craft shortage:
The project starts with a standard plan for recruiting labor to the project based on current competitive
wages and benefits and expecting to use the contractor’s normal methods for recruiting workers. Normal
communications such as advertisements, emails and texts are used to connect with workers from past
projects.
As the project team builds up their workforce and starts requiring more skilled workers, particularly in the
mechanical trades, they find it more difficult to recruit. More workers are not available because they are
already committed to projects. Some will not change jobs because their current project is paying per diems
or working overtime or has bonus incentives in place to retain workers.
Eventually, the issue of recruiting workers becomes a more serious project issue and extra advertising and
recruiting efforts are put in place. The contractor’s corporate resources are involved. The project team
starts talking about the need for per diems or expanded per diems, incentive bonuses or even higher wages
to attract skilled workers to the project. On union projects, the contractors start meeting with the union
leadership about travelers.

Meanwhile, on the project, absenteeism and turnover is a growing issue as workers are being recruited to
other projects. There is a clear shortage of good foremen, lead craft workers and journeymen to maintain
the schedule. Missing workers and turnover reduce the overall productivity.
With fewer skilled workers available, the contractors try to maintain their workforce by accepting foremen
and workers with lower skills. Work continues, but there are issues with lower productivity, lower quality,
more rework and, frequently, more accidents.
Eventually the challenge becomes a significant project issue. The contractors formally share their concerns
with the owner. Additional data about other projects is collected. They start talking about the need for
significant wage increases to compete. Also, per diems and incentive bonus plans are started to increase
worker income.
As the work pace declines because of inadequate workers and lower productivity, the issue becomes how
the project will meet the project completion schedule objective. Increasing the workforce to achieve a faster
pace is not possible due to the inability to find workers. Increasing productivity is not possible because the
current workforce is insufficiently trained and skilled.
Sometimes contractors propose doing work out-of-sequence with a focus on the work where they have
adequate skilled labor. This usually leads to lower productivity because the originally planned optimum
sequence has now been altered or abandoned.
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Subcontractors are also impacted by a skilled craft labor shortage. They also have difficulty staffing projects
and meeting schedules. Frequently, they also have to stop bidding on any new projects because they have
limited resources. When that happens, quotes for any new work will be higher than the budget as more
subs decline to bid or submit high courtesy bids. In some cases, when staffing risks are too high, subs will
only work on time and material (T&M) contracts.
Eventually, extended overtime is proposed to achieve the schedule. Extended overtime increases labor
costs with premium overtime payments and may also reduce productivity even more.
Most projects with skilled worker shortages also experience higher accident rates. Lower skilled workers,
more turnover and extended overtime are all probable causes of increased accidents.
Labor cost forecasts continue to increase when the contractor implements higher wages, per diems,
incentive bonuses and overtime premiums increasing the cost per hour. On the other hand, more hours
are required with lower productivity caused by less skilled workers, more rework, extended overtime,
more accidents and increased absenteeism and turnovers. Ironically, more hours means the project
needs more skilled workers than originally expected to complete the project.

In a post-recession survey, CURT asked
531 construction industry leaders across
the U.S. to report how the skilled workforce
shortages of the 2006-2007 construction
boom (similar to the labor challenges of
today) impacted their projects.

When project leadership has to focus on the impact of the labor shortage, they are distracted from their
normal responsibilities for planning and managing the project. There are more daily issues in the field, and
the work is not executed at the same level of performance as a normal project.
Project morale is low. Everybody knows the project is behind schedule and exceeding project costs. Quality
and safety issues are recognized.
If the startup is delayed, then the construction contractor’s organization will be kept on the project longer
which increases project overhead costs above the original budget.
At some point, the extra cost will exceed the contingency allowances for the project and it is no longer able
to achieve the cost and schedule objectives. The owner’s project manager is required to request additional
project funding and schedule relief. Chaos ensues!
While some projects do get cancelled, most projects are eventually completed. By then, the contractor and
owner’s project management credibility is damaged.
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This is a sad scenario, yet parts or all of it occur on projects during craft labor shortages or on projects with
inadequate planning. It doesn’t need to be this way. To avoid these project outcomes, it is essential to identify
the supply and demand of skilled workers for the area of your proposed projects. This should be done early and
consistently throughout the project’s planning and execution. With the tools and technology available in today’s
marketplace, there is no reason to be surprised by an unexpected workforce shortage on your projects and the
Construction Labor Market Analyzer® (CLMA®, www.myclma.com) is a leading tool to help you accomplish this.

Actions To Avoid Unexpected Project Outcomes
There are a number of high-value options available when adequate time is invested during a project’s early
front-end planning that enable skilled labor risk identification and mitigation. Here are a few actions that every
project owner and contractor should be evaluating early in the process.
Conduct a project risk assessment – Use a tool like the Construction Labor Market Analyzer® to analyze
regional labor demand and availability and identify high risks. The earlier a problem is identified, the greater
the range of available options.
Change the project location or timing – For some owners it is possible to avoid local labor shortages by
adjusting the project location or timing.
Get the budget and schedule right – Labor shortages usually increase costs and delay startups. It is
important that these factors be included in the project budget and schedule before commitments are
finalized.
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Plan for a workforce shortage – To minimize the risks of a labor shortage, it is critical that the owner gets
the right resources involved in the early front-end planning for the project.
Attract and recruit the best workers – Owners need to optimize all of their opportunities to attract the best
workers to their projects, including getting the right contractors with proven capability to staff projects.
Remove work from the project work site – Typically a workforce shortage is limited to a specific region. By
moving work to other areas using prefabrication, modularization and preassembly, it is possible to reduce
the demand for local labor resources.
Leverage regional collaboration – In many areas, owners and contractors effectively share information
about their projects and collaborate on workforce development issues.
Alternate contracting strategies – A labor shortage causes a high risk to a project’s successful completion.
Contracting strategy is a means to share risks appropriately between owners and contractors, but it must
be done carefully to achieve the best results.
Retain the best workers – If the owner and contractor are successful in attracting skilled labor to their
project, then it is essential to retain them through completion and not lose workers for small, incremental
compensation differences. Providing a well-managed project with good working conditions is frequently
successful in minimizing absenteeism and turnover issues.
Labor productivity – Improving productivity can reduce the need for additional workers. By using proven
tools for planning and executing the work, contractors can optimize productivity on the site and reduce the
risk of labor shortage problems.

Get more details in the CURT whitepaper
Each of these strategies are contained in the Skilled Labor Shortage Risk
Mitigation whitepaper released by the Construction Users Roundtable in
early 2015. This document expertly assembled the robust leading practices
of owners and contractors who have experienced the shortage scenarios
outlined above and learned how to plan and execute projects more
effectively. In this document, each of these areas is further developed
with specific recommendations, case studies of actual experience on
projects and links to industry resources for further information. In total,
it is an excellent resource for owners and contractors to plan and
execute their projects.
With these tools you significantly increase the likelihood that you continue
to have successful project, meet project objectives and have a long and
fruitful career in the industry with a reputation for consistently delivering
projects on time, on budget, with quality and without accidents.

Get this whitepaper
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CLMA 20/20 Foresight Report
Updated monthly and powered by the CLMA project
database, the 20/20 Foresight Report is an excellent tool to
inform you on the U.S. and regional construction economy,
the oil and gas marketplace, craft labor demand and
availability, and how all this drives skilled labor project risk.

Learn more

Visit us at:

www.myclma.com
Facebook | Twitter | Google+ | LinkedIn

