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COVID-19, Opportunity or threat? The business 
impact is undoubtably dramatic, draining cash 
reserves, creating massive disruption to supply 
chains, accelerating digitalisation and driving fierce 
competition for customers. 

Yet within this transformational landscape the 
construction sector is reducing its spend on research 
and development. Its struggling to keep up with agile 
digital leaders. We explored the key fundamentals,  
and how the construction sector could respond. 

During an economic crisis, consumers and customers 
often seek to buy less expensive goods and services, 
seek cost reductions or substitute services and 
products with innovative offerings. The middle 
market players get squeezed, neither having the 
scale or capital to cope with unstable revenue 
while simultaneously managing cost reductions. 
Governments conversely. tend to spend, and spend 
faster if they can. They recognise the change in market 
dynamics, and expect suppliers to offer something 
different as they see innovation all around as a generic 
market response. These behaviours coupled with risk 
averseness creates an innovation trap for the industry, 
a trap where companies are pinned to low profitability 
hampering their ability to innovate and conduct 
research and development. Despite COVID-19 some 
fundamentals remain:

• Firstly, there is a record £640bn of capital 
investment over five years for roads, railways, 

internet, schools, hospitals and other projectst 
which will help fuel innovation. The Sector Deal 
increased the National Productivity Investment 
Programme to £31bn with another £1bn in  
digital infrastructure

• Technology drivers will continue to shape future 
business. These are skills the UK possesses: 
artificial intelligence, data and intelligent systems, 
renewables. All these developments need to be 
underpinned by greater customisation  
and flexibility.

• A critical constraint remains with a significant  
skills shortage, and a workforce that’s not fully 
‘digital ready’

Construction businesses need to seize the moment 
and seek to adopt an innovation strategy choosing 
between blended models’ innovation, in three simple 
categories: service, product or process innovation.
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Exhibit 1 – Challenges, drivers and pathways for change 

Low profitability - Public sector buying 
dominates the sector, risk averseness 
has created a low profit industry - the 
top 10 lose money overall

Productivity potential - a 50-60% 
potential gain in productivity can be 
grasped for a sector that’s up to 13% 
of most economies

Declining research and development  
- spend is declining in the UK  
construction sector, in the majority of 
companies R&D spend is non existent

Workforce skills shortages  
- Skills shortage of 56,750 in the  
transport infrastructure industry alone - 
with significant gaps in an increasingly  
‘digital by default’ industry

Rapid digitalisation - digital tipping 
point is reached by most industries 
and tempo is increasing, blurring cross 
sector boundaries

Renewables/green energy  
- the sustainability need if being driven 
by global climate change, sustainability  
is now mainstream

National skills gap - intense  
competition across industries for  
digital skills

Infrastructure investment - despite 
spiralling costs, investment is likely to 
reach £125 bn by 2025 from £72 bn  
in 2014

Industry challenges Drivers for change

Innovation pathways

Three basic strategies can be pursued that both counter challenges and are pathways to growth.  
Best in class companies use portfolio approaches to innovation

Product Innovation
Breakthrough product innovations 
require high and focused research  
and development - or combine existing 
technologies via partners

Service Innovation
Redesigning the service  
approach - consider human 
centred design techniques Process Innovation

Robotics’ replacing manual and  
integrated with new manufacturing  
or construction processes



Construction and innovation  
- barriers to innovation 
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There’s no slowdown in technology and digitalisation. 
In 2000, there was only one technology company was 
in the top ten globally by market capitalisation.  
By 2020, seven big technology names had firmly 
secured primacy, dominated by American owned 
technology businesses. Traditional businesses have 
simply taken a back seat. Computing and electronics 
already accounted for 22.5% of the global share  
of research and development spend in 2018i.  
UK construction cannot seek to compete with this 
capability in digitalisation, or try and develop its 
own research and development response, it must 
collaborate and seek to innovate through its extensive 
supply chain and ecosystem.  

Key barriers to innovation. 
The governments industrial ‘Construction 2025’ 
strategy paper expanded into a number of themes 
identified as key barriers. Barriers can be overcome,  
as potential actions are within companies control. 

Construction procurement. Current methods tend to 
restrict early collaboration between the client and 
its supply chain. Price driven procurement drives risk 
averseness. The public sector buyer has now gradually 
developed and begun to expand their own innovation 
programmes. These programmes are in reality in their 
infancy, having started in the last 5-7 years.  
Buying still fails to start an early enough stage to  
fully explore options for innovation while invitations  
to tender often favour ‘proven innovation’.  
National research on barriers to innovationii in the 
transport technology sector identified that complexity 
of partnerships across boundaries, lack of funding and 
public sector risk averseness are seen as top barriers.

Patchy collaboration. 
Increased collaboration is needed between industry, 
academia and research organisations. It limits not 
just dynamic knowledge transfer, but also weakens 
industries ability to develop ecosystems and harness 
innovation from the supply chain. Collaboration can be 
tactically oriented with limited strategic partnerships 
with innovative SMEs or digital leaders.

Risk averseness - Barrier #3
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Nationally, the potential to combine the skills of 
construction and the digital sector is high. The UK 
has genuine strengths with its start-up culture and 
business environment. 

IT/technology businesses start-ups increased by 62% 
from 2013-2019 with the sector is now constituting 
10% of all UK businesses. Construction in 2019 is 
another 10%iii. With extensive supply chains major 
firms have major untapped resources for innovation 
available – they simply need a process for engagement.  

Unbalanced risk and reward. 
Companies lack confidence to invest and with 
uncertainty over future demand it stifles appetite.  
Poor profitability simply kills real research and 
development. Companies naturally focus on financial 
sustainability and in hard times overheads go.  
Analysis of the Top 100 Construction firmsiv over three 
years (2017-2019) illustrates that annually the top 10 
contractors made a loss overall.

Furthermore, the overall profitability of contracting 
firms in 2019 is generally stark:

• 13% of companies were unprofitable

• Another 25 companies returned a margin  
of 2% or less 

Without profit, research and investment in digital 
assets such as BIM will further delay productivity 
improvements. 

Cost of finance and research. 
Navigating through the myriad of funding resources is 
a challenge. Few companies either utilise or choose to 
exploit research and development tax credit schemes. 
Research and development tax credits claimsv fell by 
230 between 2016/17 to 2017/18 from a previous high. 
Just three in ten construction companies are innovating 
in the UK, a 14% drop on the figure recorded in  
2014-2016vi. Across a sample of the 100 top 
contractors financial data for their last available annual 
report the research and development expenditure 
ranged from zero to £44mvii per annum. Few major 
companies consistently invest. A number of companies 
simply state that it is ‘too difficult to identify’  
research and development separately or is ‘part  
of project delivery’.  

Failure to capture learning from  
successful innovations.
Taking forward the benefits of innovation to future 
projects is partially stifled by buying practices and 
uncertainty about the actual commitment of the market 
and buyers to invest. 

62%
Increase in digital 

businesses

14%
Decline in  
innovation activity



Tackling the code of change 
– here’s how 
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COVID will have far reaching impacts and  
companies need high tempo and agility to respond.  
Consider what’s already happened. 

This crisis has been a systemic shock to economies 
and markets across the globe, its accelerated many 
of the shifts that they were already experiencing. 
Digital transformation; remote working; projects 
driven by small and agile teams; a fragmentation 
of politics heightened risk from financial insecurity 

 Exhibit 2 - Three main steps

and decarbonisation of supply chains and transport 
systems. The concept of purpose-driven business has 
been strengthened. People and customers are the  
new focus and the trajectory of businesses is being  
set daily. Failing to innovate simply puts off the  
final surrender. 

To manage this, we suggest three overall steps that 
organisations can take. 
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Step 1 - Review positioning 

Strong foundations are needed be have a successful 
innovation strategy. Reviews need both speed  
and honesty. 
 

Rapid innovation audit - establish the 
current state.
Rapid innovation audits using tools like the Goffinviii 

model can help. Businesses need to critically examine 
available data including customer feedback and 
surveys. These may provide insights from competitive 
benchmarking the perceptions of innovation from 
clients, employee survey data casts light on internal 
issues for ideas management and creativity or spend 
on systems and methods that support creativity.  
The construction sector needs to make financial 
comparisons to leading businesses in the sector and 
your peer group. Investigate other sectors to see where 
great practices can be imported internally without 
reinventing the wheel.  

Exhibit 3 – Innovation audit fundamentals 

Categorise current and ongoing innovations. 
Categorise your ‘current state’ using the product, 
process, and service innovation approach – a visual 
map crystallizes your competitive position.

Challenge business ambition - is there a tendency 
towards incremental innovation? Mapping the current 
position helps align leaders to a course of action 
that actually works for the business, helping achieve 
consensus in what success actually looks like. 

 
Benchmark some of the best in your sector.
Its not just their research and development spend  
- but what strong practices can be picked out of the 
range of companies. Every company claims to be 
innovative; no one sells themselves as average but 
it’s a lot harder to get innovation into your DNA – if its 
not hard wired by systems, processes and leadership 
commitment it’s won’t drive business success.
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Step 2 - Develop the 
strategy 

Push customer centricity to new levels.
Customer centricity is a major theme across most 
businesses. Leading business use human centred 
design (HCD) principles pioneered by IDEO.  
HCD develops new insights and how to understand 
how people use services that helps deliver new  
design ideas. 

Foresighting, and developing roadmaps with customer 
involvement helps ground investment in reality – but 
pick a few bold ideas that aren’t just this year’s idea, 
look out 10-50 years to stretch the thinking. Rethink 
customer decision journeys to identify opportunities for 
creating further value. Don’t stop investing in customer 
insight and benchmarked satisfaction studies, just 
change the method if cash is constrained. 

Manage using a portfolio approach. 
A portfolio approach to innovation enables the firm 
to balance its investments and seek to bring new 
innovations to market faster while culling failing 
projects at the right time. Be clear about objectives,  
as academic research shows that only 38% of 
companies define new product development goals 
within a three-five-year horizon, with best performers 
at 52%. Portfolio management enables the company  
to be honest and direct about what it’s trying to 
achieve. There’s nothing wrong with being an 
incremental innovator - few can bring truly disruptive 
innovations to market like Apple. 

Balance the short term and long-term mix.
Innovation projects can take months or years and 
need iterative design and prototypes. In 1978, James 
Dyson became frustrated with his vacuum cleaner’s 
diminishing performance. Taking it apart, he discovered 
that its bag was clogging with dust, causing suction to 
drop. He’d recently built an industrial cyclone tower for 
his factory that separated paint particles from the air 
using centrifugal force. Could the same principle work 
in a vacuum cleaner? He set to work and five years 
and 5,127 prototypes later, the world’s first bagless 
vacuum cleaner was produced. This long-term project 
demonstrates the enormous effort needed for highly 
innovative products. Prototyping even in the form of 
visuals create an environment for iterative development 
just as effectively. Use prototyping to assess whether 
projects are going to be long or short term and have a 
mix across your portfolio. 

Selecting long term projects needs the patience to 
deliver. If they don’t pass stage gates, kill them off. 
Assess each innovation or research project against its 
technology readiness level (TRL) and plan for a stream 
of ongoing innovations that remain firmly rooted in 
strategy. Where success is measured at portfolio level, 
it also helps the business increase its risk appetite and 
accept that not all innovations succeed. 
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Step 3 - Collaboratively 
execute 

Seek joint funding opportunities. Funding provided by 
the public sector is expanding rapidly and this now 
includes major public sector bodies who understand 
the need to have an innovation programme. 

In the March 2020 Budget, a step change in public 
research and development investment was made, 
with a commitment to spend £22 billion per year by 
2024/25. This major shift is the largest and fastest ever 
expansion of funding for basic research and innovation, 
taking direct support for R&D to 0.8% of GDP, aiming 
to place the UK among the top quarter of OECD 
nations. Research and development allocations are 
hefty - £8,447m to UK Research and Innovation alone 
in 2020-21. More narrowly sector focused investments 
include Building Information Modelling at £2m. Its there 
to be had. 

 
 

Smart companies tend to; 

• Seek out publicly funded innovation competitions 
and tool up to win them

• Find innovative SME partners and lock into their 
agility and cutting-edge technology, as a longer-
term partnership

• Look to ‘match fund’ with partners, public funders 
and internal resources

• Get involved in longer range scenario planning, 
and government horizon scanning programmes 

– this will provide an insight that affects not just 
innovation but the companies whole future strategy

• Develop and foster an innovative culture which  
will support increasingly rapid commercialisation of 
new ideas and technology. Use ideas management 
systems internally and support them with  
flexible leadership 

Work the ecosystem – harness open 
innovation. 
Over the past few years, many businesses have 
encouraged their employees to be more active “open 
innovators.” With digitalisation, the ecosystem has 
become a network of interconnected organisations, 
connected to a focal firm or a platform, that 
incorporates both product and user participants to 
create new value through innovation. Businesses 
with major research and development capabilities 
like Proctor and Gamble, 3M and many others, extend 
their capability through platforms that help engage 
with the supply chain and others. Seek a position in 
the ecosystem and use the ‘ready to deploy’ platform 
technologies to harness both the extensive supply 
chain and technology businesses.  

Agility – move at the speed of a start-up
Unicorns, those start-ups which achieved a market 
valuation of over $1 billion act with real pace. Just 360 
companies achieved a cumulative value of $1.124 
trillion by 2019ix The UK share? Just 4%, so think global 
when looking for partners. Act with urgency, pace and 
the hunger that start-ups possess. 

The hallmark of successful start-ups that enables them 
to overcome huge challenges is their agility and being 
data driven. By thinking and acting like a thinking 
like a disruptor, and using Agile project management 
methods, businesses can compete at a new speed that 
others will struggle to keep up with.

budget to UKRI

£8,447m
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Harnessing and responding to the technological 
disruption of the digital age isn’t an option for the 
construction sector. Its essential for business survival. 
Step up and seize the moment, be the company that 
reshapes the business environment in the COVID crisis 
not the one that is a victim of it. 
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You can always visit our website at: 
www.naviga.uk.com or contact us on  

+44(0)203 651 0206 or email info@naviga.uk.com 

We help companies reinvent their business 
relationships through key account management  

and innovation


