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Market outlook: main and trade contractors 

With little clarity provided by UK Government over the intended Brexit outcome, the market continues to adopt a hesitant, 
wait and see approach. As a result, contractor’s optimism in the market has been largely subdued, with 59 percent of 
respondents in our winter survey indicating that the market is expected to stay the same. The impact of Brexit continues 
to feed through, with the number of smaller lease transactions dropping in the immediate aftermath of the referendum 
result. This has had a knock on effect over the past two quarters with fewer projects coming to market.
Contractor order books support this view of easing demand. Whilst marginal quarterly increases are evident for both 
2018/19 and 2019/20, the pace of growth on the year is down by 41 and 24 percentage points respectively. There is a 
healthy appetite amongst specialist trades, with sub-contractor order books continuing to be fuller than fit-out main 
contractor order books. 

London fit-out  
update
A reduction in pipeline visibility into 2018/2019 highlights uncertainty throughout the 
London fit-out market. Our autumn survey showed a gradual cooling of the market 
throughout the first half of 2017 with a decreased annualised construction output across 
the London market. Our winter survey shows that this trend has continued. Insolvency 
was reported as an emerging risk in the market, although this has materialised much 
earlier than expected.

Turner & Townsend’s London fit-out inflation forecast remained at 3.3 percent in 2017. Rising 
material costs following Sterling’s devaluation contributed significantly to the overall inflation 
forecast. Moving into 2018, tender price inflation is expected to fall to 2.2 percent as the 
volume of office space under construction reduces. Nonetheless, inflation remains positive as 
new and refurbished office space availability appears to be above historical levels.

There appears to be a continued reporting of skills shortages across the majority of the 
fit-out market, as well as the construction sector as a whole. This will continue to be the 
biggest challenge facing the industry while Brexit negotiations continue as reliance on 
migrant labour in the capital, and an ageing construction workforce approaching retirement, 
are likely to mean an upward trend in labour costs.

In this issue of our London fit-out update, we look at the contractor’s current perspectives on 
market sentiment and expected tendering conditions. We also explore the views shared by 
the interior design consultants, with a positive outlook expected through 2018 and 2019. 
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Market review

Tender price inflation 

Materials
Despite steady appreciation in 
the value of sterling, material 
costs have continued to rise 
over the past three months

Preliminaries
Little change has been 
evidenced in the level of 
preliminaries when 
looking back across the 
previous three months

Overheads & profit
Whilst overheads look to be 
remaining the same, 
profits appear pressurised

$
Labour 
Whilst capacity constraints 
are mildly alleviating, there 
are still shortages of skilled 
labour creating cost pressure
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Current tendering conditions
Main contractor tendering conditions

6%
n Cold
  Intense competition, not much work, prices low.

n Lukewarm
  Strong competition, moderate tender prices.

n Warm
  Moderate competition, moderate tender prices.

n Hot
  Reduced competition, work easy to get, tender prices high.

n Overheating
  Shortage of builders, minimal competition, prices very high.

Mixed messages on tendering conditions  
Our winter survey showed that 59 percent of 
main contractors felt that tendering conditions 
were lukewarm, signifying increased competition 
and weaker tender price growth. Despite this 
subtle change in sentiment, the overall trend is 
one of easing. As uncertainty persists, a layer of 
complexity shrouds business decision making 
and opportunities tend to be less frequent. 
Increased competition is a general by-product of 
this as firms compete for fewer projects to 
maintain workloads. Respondents have noticed a 
reduced and erratic pipeline as a result of 
residual hesitancy following the referendum, 
feeding into this heightened competition. 
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Winter  
2017

9% 18%

73%

n Cold
  Intense competition, not much work, prices low.

n Lukewarm
  Strong competition, moderate tender prices.

n Warm
  Moderate competition, moderate tender prices.

n Hot
  Little competition, work easy to get - tender prices high

n Overheating
  Shortage of builders, minimal competition, prices very high.

Order book levels
Order book levels for all fit-out consultants surveyed on average are 61 percent full for the 2017/18 financial year. This is a slight increase 
from the 57 percent recorded in our Q3 2017 survey. In this survey, order books for fit-out consultants surveyed are 31% full on average 
for 2018/19 and 14% for 2019/20.

Survey results for Q4 2017 have found current tendering conditions for design services in London are warm, a trend previously seen 
in our last survey. A lower proportion of consultants believe tendering conditions are lukewarm in this survey (18 percent) than our Q3 
2017 survey (45 percent). The proportion of consultants describing tendering conditions as “Warm” has significantly increased from 55 
percent to 73 percent in the most recent survey. This suggests an increase in market activity at the end of 2017 which is likely to filter 
through to main contractors and suppliers over the next 6 months. This, combined with the more positive market outlook above 
should mean a good volume of work through 2018 and 2019.

For the next 3 to 6 months, the majority of consultants (64 percent), anticipate activity levels to remain the same. This is a slight 
decrease from the 73 percent recorded in our previous survey. Survey results show 18 percent of consultants surveyed expect 
activity levels to marginally decrease over the next 3-6 months which has remained the same since last quarter’s survey. Also, 18 
percent of consultants expect activity levels to marginally increase in the next 3-6 months, increasing from the 9 percent recorded in 
our previous survey. This lack of certainty is likely to feed through to main contractors and trade contractors over the next 6 months.
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All in all, 2018 is looking to be another 
strong year with customers starting 
to discuss work for 2019 and beyond.

MEP

Single Stage Two Stage Negotiated Framework Other

45% 29% 17% 8% 1%

Shortfall of skilled labour
In terms of key challenges, there has been a persistent reporting of skills shortages across the majority of 
trades in the fit-out market. Both craft and professional skills - particularly design, commercial management 
and skilled tradesmen remain a concern. Within the trades, wet trades and joinery are common areas of 
concern when relating to skill shortages, along with glazed partition works and MEP. As such, expected labour 
cost increases will maintain pressure on overall tender price inflation.

Expected percentage increase (in nominal terms) of labour costs in the next 12 months

Current procurement route trends
Single-stage remains the most common tender negotiation for main contractors and trade constructors at 45 
percent. Two-stage currently represents 29 percent ‘of the market’, with a subtle decrease in the last quarter. 
This pattern can be expected in a cooling market, with clients keen to capitalise by taking on less risk.
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Current tendering conditions for design services in London
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The gradual cooling of the market provides opportunities and risks for clients. Whilst 
competitive prices can be achieved on single stage tenders, the insolvency of major 
household names in early 2018 has created nervousness. Clients need to tread carefully to 
make sure they don’t get caught out:

    Annual accounts and credit checks will only give you a historical picture of financial 
performance. Site performance, staff turnover and late payment of sub-contractors will 
build a clearer picture of whether a company is under financial stress.

    Take up references and visit current live building sites to get an idea of culture and 
behaviors. Even if a company is not under immediate threat of insolvency, aggressive 
commercial behaviors, poor quality work and an untidy site are all early indicators meaning 
clients are unlikely to have a smooth ride.

    Ensure the building contract is fully signed and executed correctly before any works 
commence on site. Letters of intent will weaken the negotiating position and can create 
ambiguity, resulting in increased commercial exposure. 

    Make sure bonds and warranties are in place at contract execution to provide protection if 
the worst does happen. Be aware though that it can take many months to call on a bond, so 
clients may need to fund the appointment of a new contractor to finish the work.

Key challenges

n   Recruitment and retention of experienced job runners and managers across both the design 
and contractor markets remains a major challenge.

n   Supply chain adoption of BIM is slow and use of BIM on fit out projects is still not 
commonplace.

n   A lack of confidence from clients means investment decisions are being put on hold. 
Uncertainty over what ‘Brexit’ will look like means clients are not committing to projects and 
the supply chain is not investing in capacity.

Survey return 
commentary

Main contractor 
The commercial fit out market is stable 
and will be for 2018. Material prices 
continue to rise, yet there are slightly 
less overall projects. This means more 
competition, which drives margins down. 
Tier 2 Contractors are happy to take very 
large projects on for zero margin to 
maintain their market share.

The Market remains strong and Q4 has 
been especially busy, however the 
number of larger projects >£20m in the 
pipeline for 2018 are significantly reduced 
in comparison to the volume in 2017. We 
don’t see much pipeline in 2019 and 
therefore we think the market will be 
more competitive which will reflect in 
smaller tender price increments as the 
market becomes hungry.

Sprinkler system
The uncertainty of the market looking beyond 2018 is making 
some companies very nervous. This has resulted in some long 
term projects being quoted with unrealistic costs. The future 
solvency of these companies must surely be at risk. So the 
number of insolvencies will increase in late 2018/19/20 and will 
cut across all tiers of the construction industry. 

Carpet
Q4 has been slightly slower in terms of on-site presence than we 
expected. However, the tendering for projects during 2018 has been 
extremely busy. We have seen a marked number of increased tenders in 
hospitality and leisure, although this could be down to several key 
customers dipping their toes into that market. High end residential has 
been busy due to the tenders being received for the Wood Wharf scheme 
on Canary Wharf.

Glazed partitions
We haven’t seen many 
contractors going into 
insolvency. The London fit-out 
market is strong at present 
with potential to increase 
with new buildings that need 
occupying in Bishopsgate.

Joinery
Lots of large projects around for the 
next 18 months which will take capacity. 
Lack of projects up to £5 million 
contract value compared to previous 
years which has been the case for the 
last 12 months. We have a concern on 
the number of fit-out companies 
competing for the work and impact this 
is having on price and quality.

Audio Visual
Healthy competition, many IT/AV 
sub-contractors are remaining 
competitive, however, costs are 
increasing. 

Advice for 
clients
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