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Forecasting is difficult at the best 
of times. With no precedent for 
Brexit, and varied possible outcome 
scenarios, predicting its impact on 
the UK economy and construction 
markets is certainly challenging. 
The mantra that “nothing will be 
agreed until everything is agreed” 
suggests that any form of meaningful 
clarity remains some way off. The 
negotiators’ respective starting 
positions are wide apart, illustrated 
by the divergence of ‘divorce 
settlement’ estimates (which the 
Spring Budget worryingly excluded 
from its forecasts).

Beyond Brexit, the rise of populist 
politics and the apparent move 
away from positive globalisation to 
protectionist policies is a concern 
– particularly at a time when 
Britain will be looking to build new 
trade relationships and encourage 
economic growth, as it leaves the EU 
and tries to find ways of dealing with 
its nagging debt (its budget deficit 
is the fourth largest of the advanced 
economies).

We will continue to “rely on the 
kindness of strangers” (to quote Mark 
Carney), as international investors 
compare us to alternatives, which 
display similar uncertainties. 

The past is never a guarantee of the 
future, and the tumultuous events 
of 2016 bear that out, perhaps 
encouraging us to expect the 
unexpected. The shock results of the 
EU referendum and US presidential 
election were accompanied by 
swings in exchange rates and prices, 
and our forecasts, whilst based 
on a combination of data analysis 
and educated assumptions, cannot 
legislate for any such shocks in the 
future.

Last year saw average tender 
price increases across London and 
the south-east of 7% (against our 
forecast of 6%), but there was a 
substantial spread across different 
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trades. This excludes the impact of 
the currency shock that hit us in the 
second half of the year – and which 
increased some projects’ costs by a 
further 3-5%. Going forward, we will 
continue to analyse exchange rate 
effects separately.

The supply chain will be hit by 
increased costs through a blend 
of latent currency-induced rises, 
commodity and material cost 
escalations and labour increases 
through wage agreements and 
enduring skills scarcity.

Contractors’ margins are holding up 
as their order books for 2017 appear 
generally healthy. As they look to 
secure work for 2018 and beyond, 
there may be opportunities for clients 
to acquire competitive margins and 
risk positions in return for significant, 
long-term work. This is to an extent 
countered by the limited number 
of contractors with the requisite 
covenant and capabilities to deliver 
the larger projects, suggesting the 
emergence of two markets: the mega 
projects and the relatively more 
modest endeavours – which will have 
different price profiles.

Responses will be sector-specific 
(and trade-specific too), with prime 
residential continuing to soften, 
and the more affordable end of 
the housing spectrum buoyant. 
The commercial office market has 
weakened, whilst the extent to which 
significant infrastructure projects 
will provide a meaningful pipeline is 
a moot point – as it always seems to 
be.

Executive summary

Given all of this, we are maintaining our base case for 
tender price inflation in London and the south-east of 
+2% per annum for the next three years. This reflects a 
level of input cost increases whilst assuming no material 
change to contractors’ margins and other on-costs. 

We believe there will be opportunities to achieve lower 
prices, but these will be dependent on the size, duration 
and nature of the project – and how it is presented to the 
market. Subject to these factors, we consider our base 
case to be a prudent average starting point.

This basis should be tested on each project, regularly. To 
do that with as much accuracy as possible, it is essential 
that the cost consultant (with the rest of the team) 
understands the components of price - and their relative 
importance. Construction is not too different to retailing 
in this respect, a sector which provides some useful 
reminders (think Marmite, vegetables and fish-fingers, as 
explained later!)

Whilst the focus of this forecast is necessarily short-term, 
we believe there are some ‘structural’ issues affecting our 
economy and our industry which require proper reform, to 
address chronic constraints which are affecting both the 
value and cost sides of equations:

1.   The UK’s debt position.

2.  Construction’s, and other industries’, skills shortages.

3.  The enduring shortage of affordable homes.

4.  The affordability of construction, as real estate values 
and construction costs head in opposite directions.

In an uncertain world, improving and controlling these 
factors will put the country and the construction industry 
in a much better, less volatile place. 

As ever, we would welcome your views.
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Trends

There is a curious mix of opportunities 
and risks across construction markets, 
hence the ‘bright lights, dark shadows’ 
theme. 

  •  Brexit uncertainty for the next two 
years.

  •  Wider geopolitical uncertainty, 
particularly on the continent this 
year.

  •  Real input cost pressures.

  •  Opportunities of longer-term, 
attractive projects.

  •  Very different sector dynamics.

 •  TPI starting point of 2% per annum.
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The year that was: shocks and surprises

These events (football excluded) 
have contributed to some sudden 
and severe movements in certain 
capricious prices and exchange rates. 

The Great Fall of China

In 2015, many were convinced that 
China was leading the world down 
a path towards the next global 
recession. The Great Fall of China 
carried through into the new year, 
creating a rough ride for mining 
companies, as many investors saw 
China’s slowdown as a reason to sell 
commodity investments, reasoning 
that China is one of the world’s 
largest consumers of commodities 
for construction and production. 

Commodity slide

At the beginning of the year, global 
stock markets saw large falls as 
Brent oil hit a bottom of $27/
barrel in January, losing 72% of its 
value from just 19 months earlier, 
due to a massive over-supply. The 
ensuing commodity sell-off at the 
beginning of 2016 saw Bloomberg’s 
commodity index suffer an annual 
fall of 29% by mid-January. As well as 
affecting the profitability of mining 
companies, the slide in commodity 
prices hampered the GDP growth of 
many emerging economies which are 
largely producers of base materials. 
By the second week of February, over 

$1 trillion had been wiped off global 
stock market values. 

Commodity bounce

After China allayed fears of a 
complete collapse and resumed 
orders of key commodities, Europe 
increased tariffs against Chinese 
steel dumping and OPEC started to 
discuss the possibility of a freeze in 
output, commodity prices began to 
rebound in April. 

Commodity prices may have seen 
large increases to the end of 2016, 
but these were after severe falls 
at the beginning of the year. Many 
commodity prices are now at a 
similar level to those seen in the 
middle of 2015, before the level of 
entropy in the system increased.

The currency issue

The other big story of 2016 has 
been the fall of the pound. Sterling 
has been struggling since the UK’s 
referendum on its membership of the 
EU became a very real possibility at 
the end of 2015. 

However, for construction the 
most topical news story has been 
the pound’s fall against the Euro, 
having lost nearly 18% of its value 
since the beginning of August 2015. 
Approximately 20% (or more) of a 
construction project’s build cost is 
tied to international currency moves, 
and of that proportion, around two-
thirds has its base in the Eurozone, 
thereby making any movement in 
the EUR:GBP market resonate within 
construction. The current rate is 
similar to levels in 2014, prompting 
some to ask where the anomaly lies. 

2016: where to start? Last year  
was dominated by shocks and 
surprises. Bookmakers have 
suggested that if someone had 
put a £10 bet on Britain leaving 
the EU, Leicester City winning 
the Premier league and Donald 
Trump becoming the 45th 
President of the United States, 
they would have collected a £30 
million payout. 
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The coming years: uncertainty continues

Forecasting is particularly 
difficult in a time of 
unprecedented change. The 
continuing uncertainty around 
Brexit negotiations, the votes on 
the continent this year and the 
anti-trade rhetoric across the 
globe make a volatile cocktail.
Against this background, the UK and 
its construction industry struggles 
with issues of skills and productivity 
as it attempts to match resources to 
pipeline, and respond to the country’s 
chronic housing problems. 

Growth forecasts

The Bank of England came under 
immense criticism for its substantial 
revisions of growth post-referendum. 
Immediately following the UK’s 
decision to leave the EU the Bank 
slashed its forecasts for UK GDP 
growth from 2.3% for 2017 to just 
0.8%, a cut which exceeded those 
seen during the financial crisis. 
However, in its February forecast, the 
Bank increased its forecasts to 2.0%. 

A member of the Monetary Policy 
Committee claimed that people have 
“unrealistic expectations of what 
we’re going to get from economics 
in the next five years”, as many of 
the traditional economic indicators 
and models are ill-equipped to deal 
with the “irrational behaviour” of the 
modern era. 

Model misbehaviour

One such example is the Baltic Dry 
Index. Once a trusted indicator of 
the demand for global major raw 
materials such as coal, grain and iron 
ore, and a proxy for future growth 
but now, carries damage from the 
global financial crisis. Previously, the 
index was considered to be removed 
from politics, purely driven by supply 
and demand: as the volume of trade 
increased, the cost of shipping would 
increase to reflect demand. 

The industry is now being affected by 
more than just supply and demand 
factors. The explosion of global 
trade volumes in the 2000s saw the 
number of ships dramatically increase 
(between 2009 and 2013, the number 
of capesize ships doubled.) However, 
owing to long production times, a lot 

A series of unfortunate events

Uncertainty has been the watchword in our Market Reports over the last 
two years, but then history has always been punctuated by unexpected and 
momentous events. 

Twenty-five years ago, the European Union officially replaced the European 
Communities upon the signing of the Maastricht Treaty. That same year, 
1992, the UK came out of the European Exchange Mechanism, on ‘Black 
Wednesday’.

Ten years ago marked the beginning of what was to become the world’s 
worst global financial crisis since World War Two - with impacts that persist 
to this day. 

Since then, we’ve seen the collapse and recovery of Iceland, the bailouts of 
Greece, the Arab Spring and the rise of fundamentalist terrorism. 

In some ways, it was rather a relief that the recent Spring Budget was 
relatively boring! Seriously, though, this should tell us that there will be 
further surprises to come - which if nothing else should remind us to keep a 
watchful eye on the markets, far and near. 
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UK out / Trump in

The results of the UK referendum 
on Europe and the US presidential 
elections caused the greatest 
shockwaves, not only in metrics 
such as the above, but also in 
increasing the sense of uncertainty 
and nervousness in political and 
economic circles. These continue to 
be the prominent backdrop as we 
move through 2017 and beyond. 

of the extra capacity was delivered 
as global trade fell away, leaving 
the market with serious excess 
capacity. The International Chamber 
of Shipping sums the situation up 
saying “there are just far too many 
ships - many of them much bigger 
than ever before - chasing far too 
few cargoes.” 

Spotting the trends 

Forecasting relies on looking at 
historical data. This assumes that 
situations have some degree of 
similarity, based on the same 
historical averages and that the 
structure of the economy does not 
change. The global financial crisis 
created a fundamental shift in the 
economy, thereby creating extrinsic 
unpredictability in current models.

Given the unpredictable nature of 
the global economy, it is vital to 
keep a constant eye on the market, 
to see when the goalposts move, 
what trends the data shows and how 
the construction industry might be 
affected. 

Global Financial Crisis
European 
debt crisis

Arab Spring

Russian financial crisis
Oil price 
crash

Great fall 
of China

Steel crisis summit
Stockmarket 
selloff

Yuan devaluation

Emerging 
market 

debt crisis

Negative 
interest rates

European elections
Donald 
Trump Pound’s 

flash crash

Scottish 
referendum

Scottish referendum again?

`Indexed commodity prices  
(100 = January 2010)
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One of a number of critical items 
on the negotiations agenda for the 
teams of David Davis and Michel 
Barnier is the ‘divorce settlement’, or 
the cost of our exit from the EU – a 
potentially hefty bill.

A think tank called the Centre for 
European Reform has estimated 
this exit charge to be anything 
between $24.5bn and $72.8bn – and 
the figure increasingly quoted on 
the continent is $60bn. The chart 
below shows the make-up of these 
estimates, the largest portion being 
what Eurocrats are calling reste a 
liquider, or ‘amounts yet to be paid’. 
This refers to reimbursement of the 
gap between actual annual payments 

and the EU’s seven-year budgetary 
framework.

The sheer scale of the figures – 
and the distance in the respective 
starting points of the UK and The 
European Commission – gives some 
credence to the latter’s assertion that 
“nothing is agreed until everything 
is agreed”. It seems as if it will take 
most of the two year negotiating 
period, once Article 50 is triggered, 
to be able to obtain any clarity on 
the success of the talks.

Perhaps more worryingly, the Spring 
Budget was based on forecasts 
which did not factor in any divorce 
settlement. Maybe the government is 
hoping that the further negotiations 

The cost of saying goodbye
progress, the more both sides realise 
that it is in everyone’s interests to be 
reasonable. 

Whatever the bill, it will be 
insignificant compared to the value, 
and necessity, of the UK’s trade deals 
with its European ex partners, as well 
as across the global marketplace. 

The wider cost of saying goodbye

These deals are to be struck against 
a backdrop of increasingly populist 
politics, nationalist protectionism and 
possible trade wars. Steve Bannon, 
President Trump’s Chief Strategist 
said: “I’m an economic nationalist…
the globalists gutted the American 
working class and created a middle 
class in Asia”. In his first broadcast 
as President-elect, Trump stated he 
would abandon the Trans-Pacific 
Partnership, a promise he duly 
fulfilled. America is not the only place 
that such rhetoric and actions are 
becoming more commonplace.

Pensions Unpaid commitments ESIF cohesions projects
ESIF rural / fish policies Other

Guarantees/provisions EU loans

British projects Rebate AssetsReceipts:

Contingent liabilities:

Liabilities:

100806040200-20

Upper 
estimate
€72.8bn

Lower 
estimate
€24.5bn

Source: The Economist, after Centre for European Reform
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UK construction outlook | Key sectors

Prime residential continues to be 
uncertain. Prices for prime London 
properties fell by 5-8% in 2016, 
despite the weaker pound, with 
sales down by over 20% in the most 
expensive parts of the capital – 
according to property investment 
fund London Central Portfolio (LCP). 

Subdued demand has been caused 
by a combination of factors, not 
least, as Money Week puts it, the 
government’s plan to discourage 
wealthy foreigners from buying up 
London’s luxury properties – through 
the 15%  stamp duty on ‘non-natural 
persons’, restrictions on ‘investor 
visas’, and other measures.

That said, different parts of the 
capital are affected to varying 
extents: the “less luxury” parts such 
as Marylebone, Fitzrovia and Soho, 
for example, saw price increases of 
almost 20% last year, says LCP. One 
thing this does show is the blurring 
of boundaries between luxury and 
anything less!

Consultants and the supply chain 
alike are certainly treating the prime/
super prime end of the market with 
higher degrees of caution, suspicious 
that buyers might shy away, with 
projects – if not the wider market – 
adversely affected.

The affordable residential part 
of the spectrum is something 
altogether different. The UK’s chronic 
housing shortage features heavily 
and consistently across the media, 
and not many people disagree with 
Sajid Javid’s assertion that our 
housing market is “broken”. The 
recent Housing White Paper featured 
some startling statistics, all pointing 
to a severe lack of home ownership 
and affordability among the younger 
members of the population. 

The ultimate question is: “what can 
be done about it?” and the industry 
has a variety of ideas, but as yet no 
definitive solution. Whilst the debate 

rages, housebuilders continue to 
build (but not in enough numbers), 
and developers – specialists 
and some more ‘mainstream’ 
organisations – try their best to 
make the build-to-rent model stack 
up. Some, such as Greystar, have 
pedigree from years of providing 
these products abroad, and are 
relatively advanced in the process of 
bring their homes to the market. 

There is certainly a lot of activity 
in the sector, with many schemes 
in their early stages, particularly 
in areas that will benefit from 
investment in infrastructure, together 
with those where land is more 
affordable. Various locations along 
the Crossrail route have the best of 
both these worlds, hence the current 
proliferation of studies for schemes 
at Crossrail nodes .

The commercial offices sector 
in London is more restrained. 
Beyond the key projects heading 
for completion in 2018-2020, which 
will take up part of the current 
demand, the market is tentative, 
with caution amongst investors and 
developers likely to limit speculative 
development. 

Some investors are carrying out 
feasibility studies with the next stage 
of the cycle in mind, perhaps looking 
to gain a planning permission as 
soon as possible, before deciding 
what to do next. 

Further deferment of certain 
schemes may prompt alternative 
strategies such as re-letting, or lower 
cost refurbishments. 

Those with the funds readily 
available are intent on following 
through with more modest schemes, 
which are looking to remodel 
existing space more cost effectively, 
‘sweating the asset’ with additional 
and more efficient floor areas.

The UK’s recent National 
Infrastructure Plans have 
heralded ever increasing sums 
of money, however it has often 
been questioned how much of 
this planned work transforms into 
committed projects. This was 
thrown into further doubt as the 
Budget made few announcements 
for infrastructure but saw the 
capital budget for the government’s 
infrastructure department cut. More 
over, 2016 saw fewer contract awards 
in the infrastructure sector.

Market sentiment

The mixed messages across sectors 
means that the market is tentative at 
the moment, with some contractors 
worrying about the actual or possible 
loss of projects due to Brexit-induced 
nervousness, whilst others are more 
confident in their pipelines, certainly 
in the short-term. 

The mega projects have attracted 
the headlines and for some ‘Tier 1s’ 
their order books look strong. We 
are seeing a different perspective in 
projects in the sub-£50m bracket, 
were it would seem there is plenty of 
main contractor appetite. 

If a project were to stall or an 
opportunity represent itself, there 
could be a window for some focused 
price compression. It would seem 
that different firms, in different 
sectors, will be affected in different 
ways - and price tenders accordingly. 
Projects of significant size and 
complexity, however, will arguably 
have restrictive leverage to secure 
more competitive prices due to the 
limited number of contractors with 
the capabilities to undertake the 
work. 

The disparity also flows through 
trade contractors; we have seen 
evidence of some trades attracting 
inflation of 5% or under (some M&E 
trades, office Category A / fit out 
trades) whereas others have suffered 
inflation of +10% or more (concrete, 
blockwork and dry lining). 

Construction output

Construction output has been 
volatile over the last year. The Markit/
CIPS UK Construction Purchasing 
Managers’ Index (PMI) plummeted 
to its lowest value in seven years 
following the UK’s vote to leave the 
European Union. Anything above 
50.0 is considered to demonstrate 
growth in the industry. The measure 
recovered to 54.2 in December 2016, 
but fell again in January to 52.2. Yet, 
survey respondents suggested that 
confidence for the year ahead was 
improving due to the number of 
new project starts and a seemingly 
resilient economic backdrop. 

January’s fall in output reflected 
lower growth in all sectors, although 
residential continued to be the 
best performing subsector. The 
commercial sector remains the 
weakest performing sector which is 
perhaps unsurprising given the drop 
off in sales of London’s commercial 
property in 2016 to foreign investors. 
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UK construction outlook | More uncertainty

Continued uncertainty

There remains a continued concern 
that the full implications of the 
referendum result are still yet to 
manifest themselves.  As discussed 
in our last Market Report, this may 
prove to have a more critical impact 
in the years ahead, as the current 
pipeline will only carry contractors in 
the short term. 

Source: Molior London

Source: Barbour ABI
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The country recently endured the 
great British vegetable shortage, 
when for a few days some major 
retailers limited the number of 
purchases of lettuces, broccoli and 
courgettes, as wholesalers increased 
the cost of vegetables by up to 
200%. Some blamed Brexit, others 
calmly pointed to the poor weather 
conditions on the continent, where 
the UK sources most of its winter 
vegetables. 

Before that we had fun with 
Marmitegate as Unilever and Tesco 
partook in a stand-off over the 
former’s attempt to increase the cost 
of the jar you either love or hate by a 
figure that the latter considered to be 
more than exchange rate movements 
justified.

We can draw two conclusions from 
all of this: 

  i.  The UK imports many things 
through a complex global supply 
chain that is hostage to economic, 
political and environmental 
changes.

  ii.  The components of a product’s 
price are many, and their relative 
influences are usually only 
properly understood by the 
suppliers themselves.

Perhaps the best demonstration 
of these things is the case of fish 
fingers. Birdseye wanted to increase 
their cost by 10% because of Brexit-
induced exchange rate changes, 
claiming them to be a globally-priced 
commodity. It is certainly a complex 
supply process: they are made with 
fish bought from Asia or Scandanavia 
in dollars, packaged in cardboard 
bought in Euros, and sold in pounds 
in the UK. Retailers, however, 
countered that only 37% of the total 
cost of a fish finger is represented by 
its core ingredients, with packaging/
transport contributing 21%, and 
marketing/profit margin a whopping 
42%. Their argument held some 

Input costs pressures | Margins

Margins

There is continued evidence that, 
so far, Main Contractor margins 
appear to be holding up, but the 
combination of increased material 
costs and the sluggish commercial 
sector will begin to be felt by 
contractors. As competition ramps 
up for new orders, we may well see 
margins begin to squeeze. Whether 
this can fully offset the higher input 
costs is yet to be seen, but our view 
is that this is unlikely. Lessons have 
been learnt from the global financial 
crisis and contractors are unlikely to 
buy work down to the levels seen 
in the last recession. Construction 
firms are more conscious now than 
ever of the risks of insolvency from a 
troubled cash flow. 

Overall, how the market will react 
over the coming months / years is 
still very difficult to predict. Inflation 
forecasting over the next couple 
of years will continue to require a 
more sophisticated model such as 
differentiated material price inflation 

weight and a compromise was 
reached.

And so it is with construction 
costs. We need to understand the 
components of pricing in order to, 
among other things, more accurately 
inform predictions about their future 
blended movements.

Materials

The impact of the weaker pound 
is affecting the cost of materials 
imported from the EU, which 
generally comprise 15% or more of 
a typical construction project. The 
industry is reliant upon EU sourcing 
and following the exit from the EU, 
the trading relationship will change 
further. The latent inflation pressure 
of EU imported goods, general UK 
inflation pressure and a recovery 
in UK manufacturing, is seeing UK 
materials prices rise.

Much of this exchange rate inflation 
has worked its way into UK prices - 
but not all. 

There is a whole range of price 
pressures, and real increases, 
affecting the gammet of construction 
materials. During 2016, the producer 
price escalation of key materials 
averaged over 3% (with some 
extreme outliers as shown in the 
table below). The second half of the 
year saw total average increases 
of around 1%, and much of this is 
working its way through the supply 
chain now. 

Labour

Labour costs will increase this year, 
driven by the chronic skills shortage 
(possibly made worse as EU nationals 
start to make their way home). The 
lack of key data on the composition 
of the construction workforce and 
no certainty of flows of labour will 
continue to make this a key risk over 
the coming years. Current wage 
agreements for unionised labour 
commit to wage growth of between 
2% and 3% per year for the next four 
years. 

Input costs pressures | Materials and labour

Materials

Average price movements from 
January 2016 - January 2017 +3.4% +6.5% Stable

Average price movements in 
2nd half 2016 +1.1% +3.7% Stable

Material Jan ‘16 - Jan ‘17  
(% change)

2nd half 2016  
(% change)

Aggregate +0.6 +0.1

Cement +1.6 +16

Concrete (excl. rebar) +2.3 +1.0

Rebar +25.3 +5.4

Fabricated structural steel +8.4 +3.5

Plastic products +2.5 +0.6

Timber and joinery +4.0 +3.2

Bricks -3.5 -1.7

Average +3.4 +1.1

and margin movement alongside 
continued close monitoring and 
assessment to track the potential 
impact to projects. 

Despite the recent growth in output, 
there are still mixed signals about the 
full extent of the rebound through 
2017 as a number of large projects 
compete. However, the rise of input 
costs will generally put margins 
under pressure in the short term, and 
we expect some inflation until  and 
unless market dynamics demand 
otherwise.

Annual increases ‘17 ‘18 ‘19

alinea base case (%) +2 +2 +2

alinea Tender Price Indices 
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Overall

Our view is that, on balance, the 
input cost increases across labour 
and materials, together with stable 
contractors’ margins and other 
price responses, suggest a prudent 
forecast starting point of 2% per 
annum tender price inflation for 
the foreseeable future. 

Labour Margin

Source: Department for Business, Innovation and Skills
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The compounding factor : skills

Construction workload compared to 
construction workforce
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Output value Workforce jobs

Anecdotal evidence shows that 
over half of site labour for a London 
construction project is migrant 
labour, although some sites have 
reported figures as high as 80%. 

Some wrongly attribute this ratio to a 
desire to undermine domestic wage 
levels, but the reality is that domestic 
enrolment on construction courses 
has been falling since 2005 (partly 
due to a UK focus on university 
courses) and the UK is nearly at full 
employment.

Any moves to reduce labour 
movement will undoubtedly affect 
the availability of construction 
labour, particularly if visa regulations 
become increasingly reliant upon 
skills. 

This is not just an issue for site 
labour. Professions such as 
architects, engineers and planners 
are also affected, with some firms 
being staffed to levels of 99% 
foreign labour and foreign students 
constituting as much as 90% of 
course participants. 
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Volatile output drives volatile wages

The problem

The skills crisis has been the 
perpetual ‘elephant in the room’: 
there haven’t been enough people 
working in the industry for a very 
long time. 

Following the 2008 crash, the size 
of the UK construction workforce 
shrunk by 14% to a low of just above 
2 million workers, before recovering 
to 2.2 million in December 2016. It 
still remains 7% below its pre-crash 
peak whilst output has increased 16% 
beyond levels seen in 2008. Clearly, 
after the shedding of jobs as the 
market turned down, many never 
came back to the industry, despite an 
increasing pipeline of work. 

The UK’s separation from the EU 
could act as a catalyst for the skills 
crisis, as we know that a key policy 
for the negotiations is to control 
immigration from the EU. 

An increase in foreign-born 
employees was responsible for 
driving the total UK workforce to a 
record high last year, with the jobless 
rate of 4.8% the lowest it has been 
in a decade. The number of foreign-
born workers in the UK now stands at 
around 5.5m. 

The first suggestion that the number 
of EU citizens working here is in 
a downward spiral emerged with 
the release of quarterly figures for 
the period July-September 2016. 
Jonathan Portes, Professor of 
Economics & Public Policy at Kings 
College, London said: “it does look 
as if we have reached a turning point 
in the number of EU nationals in 
employment. We cannot be certain 
but it appears credible that there is a 
Brexit effect”.

Construction is a volatile industry, 
strongly linked to economic cycles 
and has a clear dependency 
on migratory workforces. A 
predominantly domestic construction 
workforce would present significant 
challenges for policy makers. 

The result

The impact is that the current pool 
of workers is in higher demand and 
as such, can charge higher rates 
(particularly given the amount of 
self-employed labour in the capital).

According to the ONS Labour 
Force Survey, construction wages 
grew 6.5% in the three months to 
December 2016, compared to +2.6% 
for the economy as a whole. 

Given that projects are being 
procured now that will straddle the 
full Brexit period, clarity over labour 
regulation is vital, to remove a key 
risk from the industry.

The solution?

The Government’s Spring Budget 
offered some hope for the skills 
crisis as it laid out plans to develop 
T-levels to provide technical training 
to 16-19 year-olds. The scheme seeks 
to replace approximately 13,000 
different qualifications with just 15 
clear, focused routes into careers. 

These T-levels will provide a 50% 
increase in the number of hours 
training for 16-19 year-old technical 
students, as well as a three month 
work placement. 

Central to the T-level endeavour is 
ensuring that students leave school 
as genuinely “work-ready”.

This will go some way to ensuring 
that young people are able to be 
trained for a career in the industry 
but the issue remains that a lot of 
young people would not consider 
a career in construction even if the 
choice was made easier. 

Construction has an image problem. 
A survey by Redrow showed that 
more than half of young people 
believe that a “career in construction 
mostly involves manual labour” and 
as such, over half of them had ruled 
it out as a viable career choice.

Construction clearly needs to rethink 
its image and how to better sell itself 
to compete with other, seemingly 
more attractive careers. Schemes 
such as Open Doors, which will 
see landmark projects such as 22 
Bishopsgate welcome people who 
may be considering a career in 

construction onto their sites over 
five days and to experience the 
industry and the huge variety of 
careers available could be vital in 
demonstrating the value of a career 
in construction. 

The industry needs to actively attract 
the next generation of workers, 
including promoting the industry 
to school children before they have 
made their career and education 
choices. Initiatives such as work 
experience for school children or 
taking part in careers fairs can play a 
critical role in developing future skills. 

The compounding factor : the solution?

Open Doors at 22 Bishopsgate

Source: ONS

Source: ONS
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Seven years after the start of post-crisis deficit 
reduction, the UK’s deficit is the fourth-largest, relative 
to GDP, of all advanced economies (with public debt, 
on the same basis, the sixth-largest) – despite a 10% 
fall in real terms in public spending.

In the past, time and economic growth have got us out 
of such situations, but given Brexit uncertainties and 
complications it is difficult to see this happening any 
time soon. The Spring Budget predicted a few years of 
weak growth, whilst recognising the need to offer cash 
to some of our public services. The government is also 
trying to commit to a programme of capital spending, 
which includes some large infrastructure projects – 
creating ever more tension between investment and 
austerity.

This makes it all the more understandable why 
Mark Carney famously said that Britain “relies on 
the kindness of strangers”, as foreign investors are 
counted on to plug the gap between our current 
account deficit and the Treasury’s borrowing.

To what extent can we be certain that such “kindness” 
will continue? Like other things, it is not clear. Post-
referendum nervousness surely contributed to the sell-
off of UK government bonds late last year and early 
this year, but there are other, inter-related factors that 
include the wider geopolitical situation, and its effect 
on interest rates, sterling, and the bond markets. 

Investors will be assessing their options, and it’s not 
just the progression of Brexit negotiations which will 
inform their decision-making: at the risk of accusations 
of schadenfreude, the politics of continental Europe 
may make the UK relatively attractive, depending 
on the outcomes of the various votes taking place 
throughout 2017. 

Among other things, the levels of inflation over the 
coming years will be dependent upon the extent to 
which investors remain bullish and the development 
and infrastructure pipelines are realised. 

Debt and investment
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A culture of constant learning

Applying learning from both live projects and research 
studies, and feeding them into each other, is how we 
try to ensure that our clients and their teams get the 
best possible advice from us. This is why we have been 
committed to research from the day we launched.

Whilst data and information are the lifeblood of our 
business, we understand that they alone do not represent 
knowledge – which requires analysis, insight and 
questioning. 

For these reasons we involve everyone at alinea, and we 
share our desire to innovate across borders: of discipline, 
geography and perspective. That way, we can learn from 
each other.


