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As construction costs continue to spiral
upward across Alberta, we examine some
of the causes and possible cures
By Shannon Sutherland

illustration by david moore

he only thing going up faster than

building projects in Alberta is the
cost of constructing them.
The price of non-residential
building construction increased
by about 17 per cent in Calgary and almost 16
per cent in Edmonton between May and July
2007, when compared with the same time the
previous year, according to Statistics Canada.
While reports abound of projects being
temporarily shelved until prices stabilize and
labour becomes more readily available, there is
no shortage of projects going forward either.
According to figures to the end of February,
the province has $257 billion in major construction projects that are either planned,
underway or recently completed.
Since demand drives pricing, it’s no surprise that intense workloads for construction
service firms are pushing up prices. About half
of the construction firms participating in the
ATB Financial Business Sentiments Index survey reported having at least six months work
underway or already under contract, and 20
per cent of respondents had a backlog of one
year’s work, according to the fourth-quarter
index for 2007.

“The good news is that, in our most recent
survey, only 45 per cent of respondents
expected to see higher costs reflected in their
prices, as compared with 57 per cent the same
time last year,” says Edward Chambers, former
dean of business at the University of Alberta
and a research professor at the Western Centre for Economic Research, which compiles
the index. “But about 48 per cent are expecting no change, so that leaves very few that are
expecting to see prices drop. There’s no doubt
that construction is costly in the western provinces right now. The backlog continues to
increase. In the next index (not yet released at
press time), the median response in terms of
how many months worth of work construction firms have will be up from six to eight
months.”
Over the last eight quarters, a shortage of
labour was consistently named as the greatest challenges reported in the index and, in the
most recent survey, almost 80 per cent of firms
reported a labour shortage, which was the highest amount yet. “There are shortages of labour
irrespective of skill levels,” says Chambers. “In
our most recent survey… the overriding issue
continues to be labour. That won’t come as a
OPENMIND SPRING 2008

21

Paying the Price

surprise to anyone in the industry.”
According to a June 2007 survey by Merit
Contractors Association, shortages persist
throughout Alberta and throughout the
trades. For example, Merit’s Wage and Benefit Survey reports 91 per cent of companies
employing lather/drywallers in Calgary

reported shortages and, in Edmonton, 73
per cent of employers hoping to hire additional plumbers reported difficulties.
But, while labour shortages and the
associated costs are the overwhelming issue
right now, other challenges are compounding the frustration many are feeling. More
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than 20 per cent of construction firms surveyed in the Business Sentiments Index
reported a shortage of material or equipment in the fourth-quarter of 2007 and, in
his commentary on the report, Chambers
says anecdotal evidence suggests part of
the problem is finding the equipment to
rent or buy from local providers and international dealers. “And once the equipment
is obtained, finding someone to service it
becomes a problem,” he writes.
Some of the elements at the root of
escalating costs are preventable, or at least
manageable, says Ewart Cameron, general
manager of Cord Projects Ltd., which specializes in the construction and design of
conventional oil and gas facilities, oilsands
and heavy oil facilities, petrochemical plants
and thermal power projects. “I think one of
the major problems in terms of rising construction costs is that we don’t get the materials to the field in time,” says Cameron. “If
a bricklayer is going to build a brick wall,
he needs bricks and some mortar to do it.
It doesn’t matter how efficient he is, if you
only get him the bricks or you only get him
the mortar, he can’t do the job. And that is
the problem that we’re facing. I don’t mean
to knock engineers, but engineering is typically late or incomplete and that brings everything to a halt.”
Chambers says that, according to the
ATB index, the professional group – which
is primarily comprised of engineers – is
operating at capacity, so there’s no doubt
that they are stretched to their limit right
now, and deadlines are often pushed or
missed as a consequence.
Cameron says construction firms also
need to make sure labour is in place before
committing to a project. “Our growth plan
has always been to get the staff first and
then the projects,” says Cameron. He says
securing projects without adequate staff
in place just creates unnecessary stress and
pressure.
Timelines also need to be carefully
thought out, he says. He says construction
crews are often mobilized too early. “I think
where we’re seeing the biggest cost increases
is where we’re mobilizing construction too
early – before the drawings are complete and
the materials are ready,” says Cameron. “If

you have to start paying guys to sit around
and wait, you’re going to get into trouble.
That’s why it becomes important that people are honest about deadlines. If you can’t
make your deadline, you have to let people
know as soon as possible.”
Cameron says unrealistic expectations
and pressures are also at play when costs
appear to get out of hand. He says, one time,
Cord was asked to do a quote on a project
after viewing drawings and a representation
of the project projected onto a theatre screen.
The engineering was in no way complete
enough to be accurate in a quote, so it came
as no surprise when a project estimated to
cost $6 million ended up costing about $25
million.
“I think we’re seeing a lot of situations in
this province where we have to ask, ‘Did the
project really run over its budget or was the
budget unrealistic in the first place?” says
Cameron. “If an engineer goes to his client
and says, ‘This will cost $100 million.’ And
if the client takes it to his board and they
say, ‘Oh, gee, that’s too much. We need to
get it down to $80 million to approve it,’
what will happen? It’s very likely the project
will get approved, but will go over budget.
Engineers have a responsibility to make an
estimate factual, and clients can’t expect to
get a Cadillac for the cost of a Volkswagen.”
Even when working with a Cadillac
budget, however, costs can still escalate
quickly, particularly in the oilsands. The
capital costs in the oilsands industry have
increased by about 55 per cent since early
2005, according to a report released last
spring by Edinburgh-based research and
consulting company Wood Mackenzie. It
says the high cost of labour, the increasing
cost of construction materials and related
overhead expenses were to blame. With the
number of oilsands projects and with the
future Arctic pipelines and conventional
oil and gas developments in Alberta, labour
demands in Canada will be pushed to their
limits, says the report.
The cost of labour and raw materials
account for about two-thirds of total budgets for major oilsands projects and, with
the cost of both rising as the availability of
labour and materials remains very tight,
many projects are becoming quite costly.

“Engineers have a responsibility to make an
estimate factual, and clients can’t expect to
get a Cadillac for the cost of a Volkswagen.”
Ewart Cameron, general manager
of Cord Projects
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The Canadian Energy Research Institute
reports that the cost of steel has increased
by about 70 per cent since 2002, and the
cost of labour was up 20 per cent over the
same time period. “There are definitely
shortages of some materials, such as steel,”
says Cameron. “We used to be able to get
a 30-day price or even a 60-day price, but a
year ago, we were getting a 24-hour price,”
says Cameron.
He says there’s no getting around the fact
that two years ago, they paid quite a
bit less for labour too, but
since it’s an
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employee’s market right now, employers
often have no choice but to find other ways
to save a few bucks, and that has actually
led to some rather innovative business
practices.
“We need to change the way we work,”
says Cameron. “We need to get construction
involved early in the design
process, so everyone can
work together from the
start. I remember we went
down to Calgary once to
tell the engineers that we’d
like the piping designed
in a certain order, because
it would make construction more efficient, and
the engineering was progressing exactly
the opposite way. It was too expensive to
go back and re-do the engineering at that
point. Had we been involved early, that
could have been prevented. A good
construction project is like an orchestra – everyone is needed to do their
part at the right time to get the best
result.”
Of course, the labour issue
can’t be ignored. The more jobs
there are, the more it costs to fill
them, and even the greenest of
employees seem to know it and
aren’t afraid to use it to his or
her advantage. “Expectations
are certainly an issue,” says
Kent Dietrich, district manager with Coram Construction in Edmonton. “Young
people want it all right now,
and they hear about the construction boom and expect to
make $80,000 a year right off
the hop. We stick to the ratios
of 60 per cent, 70 per cent, 80
per cent and then 90 per cent
for a fourth-year apprentice,
because we want workers to complete their apprenticeship.”
Dietrich says if the quality of
the labour pool is expected to be maintained, employers have to resist the urge
to overpay and must provide incentives
for labourers to become skilled. “The challenge in this economy with the skilled

trade shortage is ensuring that our workers are receiving the on-site training that
they require,” says Dietrich. “We currently
employ over 175 apprentices and their
development is the key to alleviating trade
shortages.” He says preventing shortages in
the future will keep prices from escalating

Right now, everyone is under
pressure to get the costs down,
and that can be incredibly
difficult in such a busy market.
further. Coram’s focus is on recruitment
and retention of tradespeople through
training, career development, safety, a positive work environment, and fair wages and
benefit packages. “If we continue promoting the apprenticeship program and training our workforce, we will lessen the impact
of future labour shortages,” says Dietrich.
“We are also bringing in foreign workers
to help train our workforce and minimize
the impact of the skilled labour shortages.
We’re bringing in carpenters and concrete finishers from Germany, Korea and
even places like Norway and Australia. We
started four years ago, and it’s getting easier.
Foreign workers are really valuable, but they
will never replace our local workers.”
Right now, everyone is under pressure to
get the costs down, and that can be incredibly difficult in such a busy market. Some
firms have been forced to prioritize projects,
but that isn’t necessarily having a negative
impact, since it frees up labour and materials for more pressing projects. Chambers
says the fact remains that despite heavy
workloads, the construction industry has
been one of the most stable sectors over the
last eight quarters.
“The construction industry is consistently busy and is consistently optimistic
when looking ahead to the next quarter,”
says Chambers. “Despite increasing costs,
it contributes an enormous amount to the
economy and it looks like in every area, with
the exception of residential construction, it
will continue to perform.”

