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Executive summary

Say hello, wave goodbye
Say hello to a new government, with
a majority that has taken us into the
twilight 2020 world of post-EU, pretrade deal.
Wave goodbye to three years
of political infighting and all the
uncertainty, and lack of focus on
domestic issues, which that brought.
Whilst the government can now
employ such focus, its keenness to
'shake things up' may bring some
surprises, not least in the impending
budget.

Shocks to growth
For world markets, 2019 was a
year of two halves, the last part
showing growth in stock markets and
commodity prices.
Global GDP is expected to recover
in 2020, but precariously, due to
its reliance on strained emerging
markets, whilst growth in the world's
advanced economies is expected to
be weak .
The UK has underlying structural
strengths, but continues to be
dogged by a lack of business
investment.
Increasingly the UK economy and
UK real estate and construction are
impacted by global geopolitics and
macroeconomics, not to mention
black swan events such as the novel
coronavirus - Covid-19.

There are many schemes at feasibility
stage which still have to endure
the rigorous and time-consuming
process that is our planning system.
This may mean that time does not
permit the expected dearth of Grade
A offices in a few years to be filled
by a significant number of significant
new buildings coming on-stream.
There is also a lack of buildings
being traded so opportunities can
be limited. Instead, the focus could
shift to upgrading and repositioning
existing buildings.

Easing pressures
Material prices and labour rates
remain points of pressure but the
pressure on materials has been
affected — in both directions — by
some market forces outside the UK
market, which are hard to predict.
Overall headline tender prices
have been squeezed by margin
compression and discounting. We do
not consider this to be sustainable.
Overall, prices were flat during
the latter half of 2019, TPI for the
period being 1% (compared to our
forecast of 2%). Going forwards we
expect the market to be steady:
steady pipelines and steady costs
encouraging us to trim our TPI for
2020 to 1%, edging up to 2% next
year and returning to the long-term
average thereafter.

This will need careful and constant
monitoring given the connections
to unpredictable world events,
A steady stream
and the unpredictability of the UK
The London / south-east
construction sector has suffered from government.
the uncertainty of recent times, and
sentiment is still somewhat negative.
Whilst the General Election has
given enough confidence for some
investors to do deals or 'push the
button' on projects, and contractors
seem to be buoyed by new enquiries,
these will take time to rinse through
into live projects.
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% change

2020

2021

2022

alinea forecast

1.0

2.0

2.75

BCIS forecast

3.3

6.2

4.7

Range of
commentators

1.0 to
2.7

1.5 to
3.5

2.0 to
5.0

Table 1: Tender price inflation (TPI) per annum
London and the South East

The basis of our view
Given the number of unknowns in the
wider market at the moment, our view
has to be based on what we currently
know and the assumption that current
trends will continue:
•C
 urrent business confidence levels will
continue.
•T
 here will be no significant currency
movements. On key packages this
should be considered as a risk and
managed as such.
•C
 urrent government commitments will
be maintained and achieved - such as
a trade deal with the EU at the end
of 2020 and continued investment in
infrastructure.
•T
 here will be no sudden changes
in policy, with all business-related
policy communicated in a clear, timely
manner.
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The world economy

Trade thaw brings precarious growth

“A notable feature of the
sluggish growth in 2019 is
the sharp and geographically
broad-based slowdown in
manufacturing and global
trade”
International Monetary Fund, World
Economic Outlook, October 2019

Barriers to trade cause a
synchronised slowdown
The global economy has slowed
notably since the middle of 2018,
largely as a result of weaker growth
in the US, China, and the Eurozone.
In October the International
Monetary Fund (IMF) commented
that the global economy was in
a synchronised slowdown and in
January 2020 downgraded global
growth in 2019 to just 2.9%, its
slowest pace since the global
financial crisis.
This deceleration is a consequence
of increased barriers to trade,
uncertainty caused by geopolitical
disputes and structural economic
strain in several countries (such
as low productivity and ageing
populations).

Trade thaws
In our last report, we commented
that the UK economy has been in
something of a holding pattern and
this was certainly true of investment
markets, reliant on foreign funds.
Persistent uncertainty during 2019
meant that stock markets were
generally in the red, sterling remained
low, and there was a clear move to
safe haven assets. Yet the latter point
of the year seemed to mark a turning
point for some markets.
In October the USA / China trade
talks took a more positive turn, and
the "Phase One" trade agreement
restored some confidence, and
therefore growth, to the markets
(Figure 1).
Bonds were sold off and yields rose
as many became more optimistic
that the trade talks would result in
a deal and help restore economic
growth.
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A precarious future
Better growth figures are expected
in 2020, but unlike the synchronised
down turn in 2019, this recovery is
likely to be precarious, driven by
stressed emerging markets.
According to the IMF, advanced
economies will see just 1.7% growth
next year, emerging markets will
enjoy a much faster growth rate of
4.6%.
Emerging markets are not able to
carry global growth and demand
indefinitely. Large emerging markets
such as Brazil, Russia and Saudi
Arabia are expected to see GDP
growth below 1%. Growth has been
weakening in China for a number
of years as the country exchanges
double-digit production-based
growth for a more consumerbased economy. Add to this, severe
economic distress seen in Iran,
Argentina and Turkey, and it is
difficult to see where the drivers of
growth will be.

Figure 1: A year of two halves
% change in the year to June 2019
% change in the year to December 2019
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The middle of last year marked a change in the
markets from loss-making to profit suggesting a
restoration of confidence.
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The UK economy

Unknowns chip away at structural strength

There are also many unknowns
surrounding the UK’s future global
relationships so it is important to
focus on the key known drivers of
the economy and monitor any future
changes against them.

Subdued growth in the UK
The UK’s economic growth has
been weak, well below the recent
average of 2% to 3% (Figure 2) and
complicated by stockbuilding in Q1
2019 ahead of one of the previous
Brexit deadlines. But, importantly,
there is still growth.
Brexit uncertainties suppressed GDP
growth to 0.2% per quarter in 2019
as businesses postponed investment
decisions and exports slumped.
With seemingly ubiquitous lowgrowth environments across the
major economies, few expect a
rebound in the near term, and the
Bank of England anticipates that the
UK export market will not recover for
some time (Table 2).

The UK’s economy is largely driven
by the services sector which for the
last three months has failed to deliver
growth, according to PMI surveys.
On the back of flagging investment
and poor business growth, consumer
spending has been the driving force
behind economic growth in the UK
over the past few years. Whilst retail
sales have fallen in recent months, on
an annual basis they are up 1.3%.
Working households have seen
positive growth in wages, peaking
in August at an 11-year high of 3.9%.
Coupled with low CPI of 1.7% (which
has since fallen further to 1.4%), this
represented a real increase to pay,
albeit one driven largely by bonus
payments according to the ONS.

“With the employment rate still
pushing the envelope of what is
possible - clocking yet another
record - and unemployment
very low, wages should be rising
faster than this”
Pawel Adrjan, Economist, Indeed.com

Figure 2: Underlying growth
in the UK economy has slowed
(quarterly GDP growth)
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Stockbuilding Forecast
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Yet demand for new workers has
slowed for the last ten months, and
bonus payment were not as high,
pushing growth down to 3.2% in
October leading some to question
how resilient the jobs market is.
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The UK’s legal relationship with
the EU came to an end on 31st
January 2020, and is followed by
an Implementation Period ending at
23:59 on 31st December 2020. Next
year will bring a new relationship
with Europe hopefully which may (or
may not) become clearer over the
next few months.

Drivers of growth

%

Uncertainty reduced - but still
there

Effects of stockbuilding and car
manufacturing decisions

Table 2 Bank of England January forecast summary for key metrics
2010 - 18
Average

2019 Q4

2020 Q4

2021 Q4

2022 Q4

GDP

2.0

1.25

0.75

1.5

1.75

Exports

3.25

2.0

-0.75

-3.0

0

CPI

2.25

1.5

1.5

2.0

2.25

Unemployment
(total %)

6.25

3.75

4.0

3.75

3.5

% change

The latest Bank of England forecast shows that the economy will continue under-performing
against the long-run average a significant and enduring drop in exports.
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A global transaction
UK property and construction, especially in London, as
been increasingly subjected to worldwide geopolitics
and macroeconomics.
It can be easily argued that the real estate of global
cities like London is a commodity traded to buyers
anywhere in the world, the result of increasingly
international flows of goods and skills.
A typical commercial office project in London will
usually see around a third of its total construction cost
subject to currency movements, with some packages
more explicitly linked than others.

International Investment
Immediately after the 2016 referendum, foreign
investors flocked to London, enticed by an undervalued
pound. In Q1 2017, 44% of investment into the London
office sector came from Hong Kong nationals.
The UK economic environment has been unsettled and
uncertain, and since then has been troubled by highend residential oversupply and tax changes. Yet events
elsewhere in the world have worked to reinforce the
UK's relative appeal and continued to encourage foreign
investment.
The current political unrest in Hong Kong has driven
many wealthy families to look for a safe haven to which
they can move funds at short notice. According to
Molior, a fifth of homes bought in capital in Q3 2019
were sold to Hong Kong nationals, and most of these
were in the £1,000-£1,200/sqft band, which have been in
the doldrums of late.

Currency
Previously, pressure on the pound was a benefit to
international investors in the UK market, providing a
discount on UK assets.

However, at the same time it has made imported
construction materials more expensive, providing
barriers to domestic investors and those without access
to alternative currencies.
2019 has been a year of two halves, as the pound's
position improved markedly in the second half
appreciating 9% against the Euro, offering an easing
of price pressures for the components sourced on the
continent.
Curtain walling and lifts (and some other elements) are
generally procured directly from EU trade-contractors.
Therefore the increase in sterling's value is immediately
realised in submitted tender prices (where submitted
tender prices are subject to currency fluctuation and
fixed by obtaining a Spot Rate at contract signing).
The value sourced indirectly (for instance, a UK subcontractor procuring materials from the Eurozone), will
see more of a lag due to existing agreements within the
supply chain and stockpiling, the price improvements
may take several months to work into tender prices.

Labour
A crucial part of this international flow of goods and
services is labour. The official figure, according to the
CITB, is that 14% of the UK’s construction workforce was
not born in the UK, increasing to 54% in London. From
our own conversations, we know this figure to be low,
especially for large projects in London.
In the coming weeks and months, the discussion around
post-Brexit movement of people will be critical for
future construction labour flows. SME construction firms
have already reported a shrinking pool of EU labour and
as the UK's unemployment rate remains very low, this
can only become an even more important issue.
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Figure 3: EUR:GBP Exchange rates in 2019
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The construction sector
Dampened expectations

Sector overview
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The Construction Industry Training
Board anticipates average annual
growth of 1.3% to 2023, whilst the
Construction Products Association
(CPA) has downgraded its forecast
for 2020 and 2021 to just 0.5%
and 0.9% respectively, showing a
negative viewpoint for commercial
construction and raising significant
concerns over the infrastructure
pipeline.
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The sustained negative sentiment
represented by the Purchasing
Managers’ Index is a regular blot
on the horizon. The current period
of falling sentiment is the longest
recorded by the survey for nearly a
decade, although construction is still
expected to experience some growth
over the coming years.

Figure 4: Construction PMI
2018 - today
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Although a wet October pushed
output figures down, construction
output at the end of 2019 was
5% higher than a year earlier with
private housing the only sector to
show an annual fall in output, and
infrastructure’s growth slowing
from 12% in the middle of the year
to just below 2% in October before
recovering to 7% at the end of the
year.

Looking to the future

Mar

Since the referendum, construction
has struggled to maintain
momentum. The Purchasing
Managers’ Index — an indicator of
future workload — has deflated to be
consistently below 50.0, and output
has been frenetic (Figures 4 and 5).
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Figure 5: Construction output
annual % change
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Offices		

 he London commercial office market is supported by international backing, and there is evidence
T
that some investors have found relief in the certainty of the General Election result, pushing ahead
with projects. The question is whether these, plus others that are at feasibility stage, have enough
time to fill the forecast void in Grade A office space in a few years’ time and whether there are
sufficient development opportunities for investors. The challenges of Planning may mean that more
owners and developers look to repurpose and refurbish existing stock to create contemporary space
in a shorter time-frame.

Retail		

T
 he retail sector is undergoing fundamental change as oversupply of space, falling visitor numbers
and changing consumer habits force asset owners and occupiers to look at their holdings to
reposition excess space.

Fit out		The fit out market is relatively buoyant with a lot of demand for space driven by lease breaks. Whilst
there has been a small decline in flexible workspace take-up from levels seen in 2017, as well as a
smaller average transaction size, the market is evolving to meet current occupier needs, with some
providers saying that the market is diversifying, not consolidating.

Residential

The residential short term future should remain dominated by the growth of build to rent and

co-living platforms. Prime market sale starts will remain subdued whilst house prices continue to
stagnate in the light of recent political and economic uncertainty.

Infrastructure	Output in the infrastructure sector is expected to grow by 3.4% this year and 5% in 2021 according
to the CPA, largely supported by work on HS2. As other major projects such as Hinkley Point C,
Thames Tideway continue to drive this forecast, the March Budget will be an important milestone,
promising "an infrastructure revolution".
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The construction sector
Stresses and strains

KPMG cited reasons such as
restricted access to finance, rising
The construction workforce is
input prices and project delays for
shrinking yet output and demand is
a 55% increase in the number of
increasing. Unemployment in the UK
insolvencies between Q2 and Q3
remains at a very low 3.8%, leading to
2019.
reports that vacancies are hard to fill.
Isolating the UK construction market Begbies Traynor’s latest Red Flag
from a potential pool of European
Report noted that 2,307 real estate
labour can only add more pressure,
companies were in financial distress
and the suggested impact of a
(an increase of 18% since Q3 2018)
Points Based System for post-Brexit
due to uncertainty placing more
immigration does not make for easy
negotiating power into the hands
reading.
of buyers. Construction has faired
slightly better with a 7% increase in
The Federation of Master Builders
the number of firms in distress due
and the Construction Products
to investors taking a “wait and see”
Association have both repeatedly
approach to Brexit uncertainty.
published significant figures warning
that the industry is experiencing
Historic attitudes to margin,
a skills shortage with key trades
particularly the practice of shaving
struggling to find suitably skilled
margin to counter price increases,
workers.
have had a damaging impact on the
industry, especially if the pressure on
According to ONS data, the current
prices remains for a long time. There
UK construction workforce is nearly
is no greater recent example than the
5% smaller than its peak in 2008,
high profile demise of Carillion.
but workload has grown nearly 20%
(Figure 6).
Construction News reported at
the end of last year that the UK’s
All of this is working to push up
top nine contractors (Amey were
construction labour rates as well as
excluded from the analysis) had
the cost of employment, and we can
an average pre-tax profit margin
see no reason for this pressure to
of just 1.4%. Such a low margin
ease.
not only places enormous stress
on a company’s finances but also
Fragile supply chain
hinders investment in areas such as
The number of insolvencies in the
innovation.
construction industry is increasing.

Labour

“...and what Carillion lacked
was non-transferable benefits,
such as intellectual property or
innovative technology”
Construction News
Why Carillion’s collapse hasn’t changed
the industry, January 2020

Productivity
Plagued by issues such as an ageing
workforce, slim margins, and the
cyclical nature of the industry, overall
the construction industry has seen a
negative productivity trend since the
beginning of 2017.
To be more productive or efficient a
company needs to invest, a practice
which is inhibited by the low margin
environment in construction.
A report by Construction News
into the impact of Carillion's
collapse stated that the contractor
was easily replaced as it "lacked
non-transferable benefits such as
intellectual property or innovative
technology", acting effectively as
a "machine to trade and manage
contracts".

Peak workforce

Figure 6: The construction workforce compared to its 2008 peak
showing changes in output and workforce

September 2008

June 2013

September 2017
9

September 2019

Manufacturing weakness
A global problem
Global trade tensions are affecting the world economy
in ways not seen since 2008 according to a warning
from the World Trade Organisation (WTO) as global
manufacturing continues to experience a geographically
widespread and sharp slowdown.
Conflicts such as the US/China trade war (which directly
affects 3% of global trade), Brexit, and other issues such
as those between Japan and South Korea, have slowed
the global trade of goods and increased prices for
consumers, thereby reducing demand.
At home, according to the Confederation of British
Industry (CBI), manufacturing in Britain is falling at its
fastest rate since 2008 as domestic and overseas order
books show weakness. This has led to UK factories
laying off workers at the fastest rate in seven years and
deferred years of investment.

Dwindling demand
Central to the weakness in manufacturing is the collapse
of global car trade, due to trade wars, Brexit, and fallout from the 2015 emissions scandal. Last year global
car sales fell 2% (the first annual fall since 2009) and are
expected to fall a further 4% this year.
Production lines in the UK have not been spared, with
output falling dramatically since the 2016 referendum
and the fall of the pound. (Whilst the devaluation made
exporting cheaper, it made the manufacturing process
more expensive.)
In the UK, manufacturing has also been unsettled by
the possibility of a ‘no deal’ Brexit, and the Society of
Motor Manufacturers & Traders (SMMT) calculates that
delays of one minute at the border could cost £50,000
per minute for the sector. In November UK engine
manufacturing fell over 13% following planned ‘no deal’
shutdowns. Investment by carmakers has plummeted
from an average of £2.6bn over the past seven years to
just £90m in the first six months of 2019.

Changing sentiment in the metals market
The relevance of all this is the impact it has had on
commodities. For example, in the US and Germany,
the manufacturing of cars accounts for 25% of steel
consumption.
The metals market has been subdued with prices
trending lower than in previous months. According to
Bloomberg’s tracker, aluminium slid from a 2018 high of
$2,469 to $1,824 and copper has fallen from $7,312 to
$6,129.
The copper-to-gold ratio (which could be seen as a
proxy for investor attitudes to risk) is at its lowest level
since 2016 as investors seek gold as a safe haven. The
prices of both metals are affected by economic growth

and inflation and hence they generally move in the same
direction; but recently they have deviated from this
pattern, with gold increasing over 18% in the last year
whilst copper has fallen 6%.
In our July 2019 Market Report we commented on a
series of force majeure events which had constrained the
supply of key steel ingredients and pushing up prices.
At the time, this was combined with a weak sterling rate
making several key commodities more expensive. This
is no longer the case, with more favourable commodity
prices and a stronger British pound. Key metals such as
aluminium, copper and lead all show a downward trend,
pushing our commodities tracker down for the second
half of 2019 (Figure 10).

Construction materials
This easing of commodity prices is reflected in the
construction materials producer price index which
shows reduced pressure on the production price of
structural steel, rebar, and timber products. We have
also evidenced it in our own Basket of Goods for
construction materials which has seen, for example,
lower reinforcement prices.
With a clearer direction on Brexit (and hopefully some
guidance soon on how easily goods and materials will
cross borders) we should see the removal of some of the
risk which may be being priced in.

Current force majeure events
This trend is subject to the impact of other force majeure
events - the coronavirus pandemic being a salutary
reminder of how black swan occurrences can impact the
global and local economy.
The China Council for the Promotion of International
Trade says that it has issued over 1,600 force majeure
certificates covering a total contract value of nearly
$16bn in response to the coronavirus outbreak. The
clause has been invoked in the copper market with
buyers asking to delay shipments to China, causing
disruptions to many global supply chains and pushing
copper down to one of the worst performing metals in
Q1 so far (according to Capital Economics).
The worst performing metal so far has been iron ore.
China accounts for an estimated 70% of the world's
iron ore imports and many are expecting demand to fall
this quarter due to the prolonged closure of Chinese
factories.
Capital Economics suggests that the global cost of
coronavirus will be more than £217bn in Q1 as the
outbreak creates turmoil for businesses, travel is
restricted and quarantines take their toll.

Figure 7: The WTO has significantly
downgraded forecasts for annual change in
volume of world merchandise trade
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Figure 8: Global manufacturing PMI fell in 2019
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Our forecast

Underlying uncertainty

The headline reduction in our Tender Price Inflation Forecast from 2% to 1% reflects the
continuing uncertainty of the economic environment, falling output and stumbling pipeline.
This is evidenced by margin compression across the supply chain, reduced material price
pressure, balanced against positive labour inflation pressure. Our forecast is based upon stated
Government Policy and Bank of England statements – a shift in these, including the pull from
Infrastructure projects could change this upwards quickly and dramatically.
Following December’s General
Election, uncertainty around some
aspects of Brexit has eased a little.
Yet questions continue to be asked
in 2020 of the UK's final trading
agreement with the EU, leading us to
anticipate uncertainty continuing.

Material prices and labour rates
remain points of pressure but as
discussed throughout this report,
the pressure on materials has been
affected — in both directions — by
some market forces outside of the
UK market. These are are hard to
predict. Overall headline tender
prices have been squeezed by margin
compression and discounting. We do
not consider this to be sustainable.

The long-term pipeline of
construction projects in the private
sector is far from clear; to date this
has had a direct impact on contractor
sentiment and thus tender prices
It is perhaps too early to tell what
through 2019, and we anticipate it to impact the General Election will have
continue into 2020.
on client sentiment. We have seen
some schemes move forward and
Looking back to our Market Report
appetite seems to be more positive
at the beginning of 2018, we said
(with some investors calmed by a
“tender prices are not falling,
Conservative majority), but it will
but equally they are not rising
be interesting to see how sentiment
significantly and neither is there a
changes as we approach the end
consistent theme of inflation. Price
of the Implementation Period.
pressure exists that the supply chain
Short term, we anticipate inflation
is struggling to absorb, but equally,
continuing at a relatively benign
there are instances where contractors
level in London and the South East,
are prepared to take a view through
with opportunities to buy potentially
margin / risk, or discounting
even more competitively in some
elements, for example, providing
procurement conditions.
plant to a project free of charge”.
Many aspects of this statement still
To that end, we are downgrading our
hold true today.
forecast to 1% for 2020, maintaining
2% for 2021 and the long-term
Against a forecast for 2019 of +2%
average of 2.75% thereafter.
for London / South East, we have
witnessed inconsistent pricing and
Given the uncertainty and volatility
increasingly wide spreads in tenders
in the market, this requires close
but a general trend of inflation that
monitoring on projects in central
is closer to 1% than 2% for last year.
London, where particularly the
This inconsistency was evidenced by shortage of commercial office
aggressive pricing in some trades,
space could see multiple schemes
particularly the early project trades.
committed to construction and a
Understanding the varying inflation
bounce in confidence and thus prices,
pressures across the diversity of
could see the rate of inflation recover
construction trades is going to be
quickly as a consequence of margin
key for accurate forecasting for the
recovery.
next period and is something to
focus upon.
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Year

alinea
forecast

2020

1.0%

2021

2.0%

2022

2.75%

Table 3: Tender price inflation
(TPI) per annum
London and the South East

“Understanding the varying
inflation pressures across the
diversity of construction trades
is going to be key for accurate
forecasting for the next period
and is something to focus
upon”
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Our forecast
Steady...for now

Market sentiment
There is a general realisation in the
contractor market that growth in
the new order pipeline is receding
with a requirement to secure
contracts for work into late 2021 and
beyond – this is being evidenced
through a tightening of margins,
tenders reflecting tighter positions
on fixed price / inflation risk and
a return to single stage or other
forms of procurement that leverage
competition.
There has been a willingness in some
parts of the market to underwrite
whatever contract risk Brexit may
generate to secure an order.
We have commented elsewhere
on contractor margins. Perhaps
the point to consider here, is that
whilst margins are compressed
there is reduced opportunity for
investment to improve training, R&D
or innovation, all of which is required
to improve productivity.

Materials
We expect that weakness in the raw
material and commodity markets
from the second half of 2019 will
begin to trickle through into the
materials market, indeed, some of
the construction goods that we track
have already seen this beginning to
happen.

delay or pre-agreed pricing deals
concluding and now being sourced.
There is little guidance as to what
the final trading relationship with the
EU will have on the price of imported
goods through border controls and
tariffs. This will need continued
monitoring during 2020.

Labour
With so many unknowns in the
UK labour market, paired with
construction's dependence on selfemployed and international workers,
it is difficult to know how labour
rates and provisions will be affected.
The UK's new points-based system
which is set for introduction in
January 2021 has raised significant
concerns, with industry bodies
questioning the impact on the UK's
housebuilding and infrastructure
capacity if it no longer has access to
people from abroad (particularly self
employed workers). Whilst several
training initiatives have been put in
place by organisations such as the
Construction Leadership Council,
these will take time to translate into
locally available skills.

In summary

The two main areas of price are
materials and labour which typically
account for 40% and 20% of a
construction project respectively.
Staff, margin, and risk are generally
The improvement in the position
the elements where more of a
of Sterling against the Euro since
view can be taken or negotiated
the end of the summer, will have a
in order to secure a tender. We
beneficial impact on construction
have commented at length on
materials and products imported
our expectations for these pricing
from the Eurozone.
categories, which are summarised in
Whilst some of this may be
table 4. The impact of labour alone
immediately realised in prices on
is insufficient to fuel high levels of
major procurement such as lifts or
inflation against benign materials
curtain walling as a current spot price pricing, and compressed or flat
is locked down at contract award,
margins; even if labour rises at 5%
for the remaining materials procured per annum, this would add 1% on to
from Europe there will be a pricing
the total project cost.
lag of 6-9 months as this works into
prices. This is due to supply chain
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“We have commented
elsewhere on contractor
margins. Perhaps the point to
consider here, is that whilst
margins are compressed there
is reduced opportunity for
investment to improve training,
R&D or innovation, all of
which is required to improve
productivity.”

Table 4: Our view in February 2020
of the components of inflation
Component

2020

2021

Labour
Materials
Margin
Risk
Downward pressure on pricing
Benign influence
Upward pressure
Significant upward pressure
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The pull of infrastructure
A problem of scale

High Speed 2 is an ambitious project to deliver a "spine"
of a new transport network according to Boris Johnson.

Figure 11: HS2 Route and connections

The work will see London connected to Manchester,
Leeds, and Glasgow through a mixture of new lines and
stations, as well as providing new high-speed services on
existing lines further north.
Since its conception in 2009 when HS2 Ltd was set up,
and 2010 when the route was defined, it has had several
major hurdles to overcome. With enabling works for
Phase One (the London to Birmingham leg) starting
in 2018 but seemingly no commitment to proceed, the
industry was crying out for clarity over future pipelines.
The long-awaited Oakervee Review of the scheme
was released in February It recommended that the
government should proceed with the full project, albeit
with some caveats such as slower (but still high speed)
trains and responsibility for delivering some of the
stations should be taken away from HS2 Ltd to ensure
maximum value of each scheme. Euston Station was
given particular focus, with the review commenting
that the station is "very challenging" and that Old Oak
Common should act as the temporary London terminus
to avoid delays at Euston affecting full delivery of HS2.

A problem of scale
Whilst the focus of most coverage of HS2 has been on
the increasing cost, the scale of the work to be carried
out is remarkable.
In 2014 the Construction Plant-hire Association voiced
concerns over the impact on the UK plant market,
suggesting that at its peak, HS2 could use 430
articulated dump trucks — the equivalent to the entire
annual output.

HS2 Phase 1
HS2 Phase 2a

A 2018 report by HS2 Ltd outlined the construction
and rail engineering workforce demand which amounts
to 25,000 construction workers at its peak. As a
comparison, Europe's largest infrastructure project —
Crossrail — employed 14,000 workers at its peak.

HS2 Phase 2b
HS2 service on existing line

Help from abroad?
State-owned China Railway Construction Corporation
(CRCC) has approached HS2 and the Department
for Transport about building it - apparently offering
to build it at a "significantly lower cost", as reported
in Building magazine. Some are saying that they are
likely to consider buying a western contractor to help
it do so....and such a scenario may not be limited to the
infrastructure sector.

Construction's skills crisis, alongside the age profile
of the UK construction workforce, there are obvious
concerns over how this pipeline of work will impact
labour availability and prices.

“Currently around a quarter of the UK's rail
engineers are over 55 and are predicted to retire
in the next ten years”

China has previously been in discussions over
involvement in HS2, as in 2015 the then Chancellor,
George Osborne suggested opening up a number
of contracts as part of the UK's push for Chinese
investment .

Mark Thurston,
CEO HS2 LTD
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Steve Watts
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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.

steve.watts@alineaconsulting.com
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Whilst data and information are the lifeblood of
our business, we understand that they alone do not
represent knowledge – which requires analysis, insight
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Rachel Coleman
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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.

rachel.coleman@alineaconsulting.com
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We also like to hear what you think and welcome any
views you might have. Do please feel free to contact
any of us.

alinea consulting LLP
90 Cannon Street
London, EC4N 6HA
www.alineacostconsulting.com

