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Economic overview
The landmark EU referendum
and the UK’s impending exit from
the European Union continues to
dominate economic headlines,
leaving the construction industry
to scratch it’s head to try and
understand the ramifications of
such a tectonic shift in political
developments. Yet a solemn calm
looks to be in place. In this period,
Britain’s economy has maintained
healthy economic growth, with
GDP rising by 0.7 percent in the

Table 1

fourth quarter of 2016 – and
increasing by 1.9 percent on its
respective period in 2015.
Construction itself is still finding its feet
after the UK’s initial decision to leave
the EU came to pass. The industry has
now recovered from a fall in output in
the third quarter of 2016 and recorded
growth in the fourth quarter of 2016,
by 1.0 percent over three months.
Meanwhile annual growth increased to
2.8 percent. Whilst this is a welcome
improvement on previous figures,

there is a general trend of subtly lower
output growth over a 12 month period.
Industry prices remain positive,
with labour shortages and currency
movements acting as a counter to
uncertainty as a draw down on the
overall level of prices. Despite this,
there is a persistent air of ambiguity
surrounding the industry’s future
outlook. With the passing of article 50
inevitably sealing the UK’s exit from the
European Union, this will no doubt keep
the industry playing a guessing game.

Turner & Townsend tender price index annual percentage changes

Year

Building

Infrastructure

2016

3.6%

4.2%

2017

2.5%

4.1%

2018

2.0%

3.8%

2019

2.8%

3.5%

2020

3.1%

3.9%

2021

3.5%

4.0%

“Industry prices remain positive
with labour shortages and
currency movements acting as a
counter to uncertainty.”

The data shown above is representative of the UK as a whole and costs may vary substantially
between regions. For further assistance on cost assurance and inflation analysis in your area,
please contact Turner & Townsend.

UK economic
data

+0.7%

No Change

+1.1pp

-0.4%

+1.0%

GDP (at market
prices) index

Bank of England base rate

Consumer price
inflation

Unemployment level
(thousand)

Construction output
index

February 17: 2.3 percent

Q4 2016: 1,597

Q4 2016: 117.0

November 16: 1.2 percent

Q3 2016: 1,604

Q3 2016: 115.8

Q4 2016: 108.2
Q3 2016: 107.5

March 17: 0.25 percent
December 16: 0.25 percent
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Construction by
numbers
Chart 1

Turner & Townsend tender price index

Key indicators

Construction by numbers

5.0%
Materials: Further evidence of exchange
rate pass through effects are resulting in
increasing material costs.

4.5%
Infrastructure

1

Construction employment increased on the quarter
in Q4 2016 by 1.2 percent after a decline of 1.1
percent in Q3 2016. On the year employment
appreciated by 2.4 percent.

2

Vacancy statistics increased in Q4 2016 when
compared to the previous quarter at a rate of
5.2 percent whilst increasing by 33.8 percent
compared to the previous year.

3

Total construction new orders decreased by
2.8 percent in the fourth quarter of 2016 and
remained unchanged when comparing to the
same period one year ago.

4

New construction insolvencies reduced on both
quarter and year as of Q3 2016 - by 3.1 percent
and 2.0 percent respectively.

Annual percentage change

4.0%
3.5%

Preliminaries: Limited movement in the
level of preliminaries as a whole in Q4
2016. Although levels are variable across
differing site size and project value.

3.0%
2.5%

Building
Overheads and profits: Across the UK
OH&P’s have largely stayed the same over
the past 3 months.

2.0%
1.5%

Labour: Shortages of both skilled and
professional construction staff continues
to be reported, yet the frequency of such
claims are reducing.

1.0%
0.5%
0.0%
2016

Hot rates

2017

2018

2019

2020

2021

-1.0%

+4.3%

+7.4%

+0.2%

+11.0%

Brick price index

Fuel (Diesel) price index
Q4 2016: 117.1

Imported plywood
price index

Structural steel price
index

Copper price index

Q4 2016: 119.3
Q3 2016: 120.5

Q3 2016: 112.2

Q4 2016: 109.8

Q4 2016: 90.4

Q3 2016: 102.2

Q3 2016: 90.2

Q4 2016: 100.6
Q3 2016: 90.6
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Where confidence
leads, will tender
prices follow?
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Chart 2

Turner & Townsend Contractor survey Q4 2016 - Question 10: Approximately how much of your order
book is full for the following financial years?

2016 / 17

2017 / 18

2018 / 19

100%

90%

80%
The final quarter of 2016 saw a
rebound in construction sector
confidence, driving levels of positive
sentiment back almost to their prereferendum mark. In relative terms,
it was the calm after the storm.

70%

44 percent of UK contractors surveyed
by Turner & Townsend’s researchers
in Q4 said they expected market
conditions to improve during the next
year. By contrast, in Q3 fewer than
a third (31 percent) had anticipated
an improvement.

60%

50%

While confidence levels remain modest
by historical standards, this uptick in
bullishness was quick to translate into a
surge in new orders. As chart 2 opposite
shows, order books for the financial year
2016/17 swelled by 10.5 percentage
points during the final quarter of 2016.

40%

30%

Looking further ahead, order books
for the next financial year (2017/18)
received an even bigger boost (up 11.7
percentage points) during brisk activity
in Q4.

20%

10%

“44% of UK contractors
said they expected market
conditions to improve
during the next year.”
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Caution eases, even if uncertainty does not
With the triggering of Article 50, the UK
has formally begun the process of Brexit.
Yet while the post-referendum limbo may
be over, the ultimate nature of Britain’s
divorce from the EU remains as unclear
as ever.
The months immediately after last
June’s referendum result were marked
by acute risk aversion that prompted
many corporate clients to pause planned
projects and slash discretionary spend.

The final quarter, however, saw greater
acceptance of the prospect of Brexit.
The easing of investor caution in
Q4 2016 was mirrored by a greater
willingness among contractors to commit
to new work.
Together these forces have led to a
slow drift toward increased levels of
competition on tenders, but not enough
competition to cool tender price inflation.

Despite the ongoing uncertainty, tender
price forecasts remain firmly in positive
territory, and they even rose during
the final months of 2016. Not one of
the contractors surveyed by Turner
& Townsend in Q4 anticipated a fall
in tender prices, with the consensus
instead predicting a 3.3 percent uplift in
prices nationwide during 2017.

9

“The easing of investor
caution in Q4 2016 was
mirrored by a greater
willingness among
contractors to commit
to new work.”
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A tale of two hotspots
Tender price inflation is expected to
be particularly strong in London and
Manchester moving forward. Contractors
in the capital predicted a 4.2 percent
increase in tender prices in 2017, while
their Mancunian counterparts forecast a
3.7 percent rise in tender prices during
the year.
London’s booming market has
consistently ratcheted up tender
prices in recent years, but this latest
data suggests that the gap between
expectations in the two cities is closing.
London’s predicted 4.2 percent rise in

Fig. 1

tender prices in 2017 is 0.5 percent
lower than its expectations for 2016.
Meanwhile Manchester’s predicted 3.7
percent hike in tender prices in 2017 is
0.5 percent higher than the forecasts its
contractors made a year ago.
While the London market remains a
hot one, tender price expectations in
the capital and the North West are
moving in opposite directions. So what’s
behind the two markets’ contrasting
inflationary expectations?
One factor that can be largely discounted
is input costs. Rising input costs are a

Fig. 2

Turner & Townsend Contractor survey Q4 2016 - Question 13c: Please provide construction cost
escalation information for the coming 12 months.

key element in tender price inflation,
but as figure 2 opposite shows, material
costs are currently rising significantly
faster than labour costs.
Labour costs can vary substantially by
region, while material costs – especially
for commodities such as steel – tend to
vary less. With the weak Pound driving
up the cost of imported materials,
projects across the UK are feeling the
pain roughly equally – leaving labour
costs and market sentiment to drive
directional changes in tender prices.

5.6%

4.8%

4.0%

Average increase

Average increase

Average increase

Material inflation
(+12 months)

Plant inflation
(+12 months)

Labour inflation
(+12 months)

Turner & Townsend Contractor survey Q4 2016 - Question 5: How much (percent) do you think tender
prices will increase in 2017?

4.1%
50ft crane

4.6%

6.8%

Bricklayer - Carpenter

Structural steel

Manchester

3.7%

6.9%

6.1%

Reinforcement bar

Sheet metal

4.9%

4.6%

4.9%

Carpet Layer - Tiler
Plasterer

Site Foreman

Aluminium curtain
walling

London

4.2%

4.8%

5%

Concrete

Copper cable

4.5%
Aluminium
composite panel

4.9%

4.7%

General Labourer

Plumber - Electrician
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Moved by the market more than input costs
London’s falling levels of tender price
expectation is instead being driven by
a softening of demand in the capital
and the resulting easing in tendering
conditions. As chart 3 below shows,
the proportion of contractors describing
London’s market as ‘overheating’ fell

Chart 3

steadily in 2016. By the final quarter of
the year, 86.4 percent described tender
price conditions as ‘moderate’.
The divergence between demand-led
and input price-led inflation expectations
becomes even clearer when the data
is split by contractor trade. Early stage

contractors – such as groundworks
specialists – are the most sensitive to
falls in new orders. As figure 3 opposite
reveals, groundworks contractors in
London are forecasting tender price rises
of below 2 percent in 2017, in a clear
sign of slowdown demand in the capital.

Turner & Townsend contractor survey Q4 2016 - Question 2: How would you describe current market
tendering conditions within your region?

The final piece of the puzzle in the
capital is capacity levels. As developer
demand weakens, supply chain capacity
is returning to more sustainable levels,
easing wage inflation and margin pricing.
As a result the forecast in London is
for annualised tender price inflation
to reduce during the course of 2017

Fig. 3

to compensate for lower underlying
levels of new work, increased contractor
competition and greater risk appetite.
Brexit uncertainty remains an issue for
many international investors considering
setting up a base in London, but for
global businesses who are less exposed

to Brexit, the current environment
offers a strong opportunity. Buoyed
by the weak Pound, healthy levels of
competition and softening tender price
inflation, London’s market is looking
increasingly attractive to many astute
foreign buyers.

Turner & Townsend contractor survey Q4 2016 - Question 5: How much (percent) do you think tender
prices will increase in 2017? Sorted by region and trade

60%

50%

5.3%

40%

Façade

4.4%
Fit-out

3.3%

30%

Frame

3.2%
MEP

1.8%

20%

Groundworks
10%

0%
2016 Q2 - London

2016 Q3 - London

Cold - intense competition, not much work, prices low
Lukewarm - strong competition, moderate tender prices
Warm - moderate competition, moderate tender prices
Hot - reduced competition, work easy to get, tender prices high
Overheating - shortage of builders, minimal competition, prices very high

2016 Q4 - London

“For global businesses who are less exposed
to Brexit, the current environment offers a
strong opportunity.”
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Manchester moves from strength to strength
Tendering conditions in Manchester
are heating up fast. By the end of
2016, contractors in the North West
region were operating at 86 percent of
full capacity.
At present there are close to 7,000
residential units under construction in
Manchester alone. By contrast, at the
height of the 2007 boom, just 4,000
residential units were built.

Such high volumes of work are
stretching the supply chain’s capacity,
driving up prices and reducing
levels of competition on tenders.
As chart 4 opposite shows, in the
final quarter of 2016, 7.7 percent of
Manchester contractors described
tendering conditions as ‘hot’ with high
tender prices.

However, it is not just the high volume
of work that is applying pressure to the
market, it is the type of work. Many of
the new units under construction are in
residential towers.
Research by Turner & Townsend shows
that in 2016 Manchester saw a surge in
both planning applications and starts for
high-rise residential schemes.
As figure 4 overleaf shows, there are
currently three residential towers under
construction, with an average height

Chart 4

of 35 storeys. In addition, a further 11
similarly ambitious projects are now
at the planning stage, with an average
height of almost 40 storeys. They include
the 52-storey St John’s Place scheme
and the 64-storey Owen Street Tower.
Such a surge in big ticket construction
projects would stretch any supply
chain, but the pressure is particularly
acute in Manchester, where contractors
have comparatively little experience of
delivering such tall residential schemes.

With a limited pool of local contractors
able – and willing – to tender for such
work, tender price inflation is inevitable.
The impact of input price rises is making
itself felt too. As seen in figure 3 on
page 13, aluminium curtain walling and
aluminium composite panels – both of
which are widely used in residential
tower construction – are seeing
especially high rates of inflation and
are predicted to rise in price by 5.1
percent and 4.5 percent respectively
during 2017.

Turner & Townsend contractor survey Q4 2016 - Question 2: How would you describe current market
tendering conditions within your region? Manchester

60%

50%

40%

30%

20%

“At present there
are close to 7,000
residential units
under construction in
Manchester alone.”

10%

0%
2016 Q2 - Manchester

2016 Q3 - Manchester

2016 Q4 - Manchester

Cold - intense competition, not much work, prices low
Lukewarm - strong competition, moderate tender prices
Warm - moderate competition, moderate tender prices
Hot - reduced competition, work easy to get, tender prices high
Overheating - shortage of builders, minimal competition, prices very high
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“Gone are the days when the market would
permit a developer to leave the appointment
of contractors until three months before
construction begins.”

Manchester City Council Planning Portal & Deloitte Manchester Crane Survey 2017: Residential tower
construction in Manchester - under construction and awaiting planning approval.
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Strategies for stretch
The effect of both demand pull and cost
push inflation is putting substantial
stress on the North West’s supply chain”.
Procurers of construction must adapt
their purchasing and planning and
attitude to risk as a result.
At the most fundamental level, this
means engaging the supply chain
much earlier than had been the norm.
Gone are the days when the market
would permit a developer to leave the
appointment of contractors until three
months before construction begins.

Early supply engagement has shifted
from wise to essential. With in-demand
suppliers increasingly able to pick and
choose projects, it’s vital that clients
secure both their main contractor and
the key subcontractors up to 9 - 12
months ahead of the construction
phase beginning.
Manchester’s economy is less reliant
on the financial services sector than
London’s, and thus less exposed to the
chilling effect that Brexit uncertainty is
having on the capital’s attractiveness to
international investors.

Manchester therefore stands to be a
bigger beneficiary of sterling weakness
than London. Robust investor appetite,
limited capacity and rising tender price
inflation will combine to severely stretch
the region’s supply chain in 2017.
As a consequence, it is clear that the
quality of the project set-up phase
and use of supply chain strategies
that get the best results from the
market will constitute some of the key
success factors in delivering the right
commercial outcomes.
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About Turner & Townsend
We are an independent professional services company
specialising in programme management, project management,
cost management and consulting across the real estate,
infrastructure and natural resources sectors.
With 97 offices in 41 countries, we draw on our extensive
global and industry experience to manage risk while
maximising value and performance during the construction
and operation of our clients’ assets.
www.turnerandtownsend.com
© Turner & Townsend. All rights reserved January 2017. This
content is for general information purposes only and does not
purport to constitute professional advice. We do not make any
representation or give any warranty and shall not be liable for
any losses or damages whatsoever, arising from reliance on
information contained in this document.

