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Executive summary

We’ve only just begun

Prices softening short-term

Rishi Sunak unveiled a raft of
measures to kick-start the economy
in his Summer Statement in early
July, saying “the job has only just
begun”. The extent to which his
job protection schemes, VAT cuts,
decarbonisation fund and ‘Build,
Build, Build’ package of infrastructure
investment will revive both the UK
economy and construction industry,
we can only speculate – especially
as economists cannot agree on the
type and length of recovery that
lies before us (with many letters
and symbols used to denote their
respective views, from a ‘V’, ‘U’ and
‘W’ to a tick and a bathtub).

The immediate impact of Covid-19
on confidence and pipeline means
that we are now seeing slight price
compression this year, easing into a
further year of stable prices. As ever,
there are bound to be instances of
greater deflation, where an attractive
project meets a hungry supply chain.

We are certainly living through a
‘moment in history’; a seemingly mad
world that has witnessed the panic
buying of toilet rolls, dried foods and
hand sanitiser and the ‘panic flying’
in of seasonal farm labourers (99%
of whom are normally foreign). We
have also suffered the deepest global
recession since the Second World
War, with governments in the UK and
elsewhere trying to spend their way
out of trouble.

Property and construction hit
hard
Landlords have grappled with
tenants struggling or unwilling to
pay rent, and ever more uncertainty
in demand. The retail sector, already
under pressure, collapsed, whilst
most sectors have been affected.

Depending on the success of
Covid-19 measures and the
awaited vaccine, the effect of the
government’s economic stimuli and
the time it takes for confidence to
return, we see the possibility of
tender price inflation towards the
end of 2021 or in early 2022. This
might be characterised by something
of a ‘bounce-back’ in prices if the
construction industry is hit by further
losses, both in labour and companies.
Brexit, and the spectre of tariffs
could create price pressures from the
end of 2020, particularly for some
EU-dependent trades assuming the
UK’s trade negotiations with the bloc
remain unproductive.

More for less
All this makes it ever more important
that projects are aligned-for-success
– set up and managed clearly and
cohesively and led with passion and
professionalism.
It also means that we must create
better products at lower cost and
risk. This can only be achieved
through making much more of what
we have – BIM, digitisation and data
– whilst using ‘smart simplicity’ to
reduce cost, waste and carbon from
designs.

There may be money looking for
a deal and poised to invest, but
decisions are hard to come by, with
some existing and many new projects
The combination of these things
either paused or edging forwards
represents our More for Less
slowly, until there are signs of
manifesto.
increasing stability.

Cover and inside cover
London: eerily empty during lockdown

3

2020

2021

alinea forecast

-2%

0%

BCIS forecast

0.6%

2.4%

Range of
commentators

-4% to
0.6%

-2% to
2.4%

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

A moment in history
New chapters
New York Governor Andrew Cuomo told the Army Corps
they were "living a moment in history" as they prepared
to build eight temporary emergency hospitals in March.
There is little doubt that 2020 will be a chapter in the
history books of the future, and not just because of
Covid-19's march across the world.
Other sections of the book may cover the US/China trade
war with its Phase One agreement in January which
sent stockmarkets to new peaks, being superseded by a
period of increasing tensions between the US, China and
a number of countries. It could also focus on the fires
which covered 25.5 million acres in Australia which were
described as a "fiery wake-up call for climate science." Or
it could look at the oil price war which caused the largest
one-day drop in price for the first time since the 1991
Gulf war, eventually causing prices to become negative in
some contracts.
Undoubtedly, a chapter will be dedicated to the killing
of George Floyd and its aftermath around the world with
mass protests, which held up a mirror to society.

Nothing like it
It would not be surprising if the word 'unprecedented'
were to end up as the Oxford English Dictionary's word
of the year. There is no reference point for such an acute
economic shock affecting an interconnected world at
a speed which traditional data releases cannot keep up
with.
Since being declared a pandemic by the World Health
Organisation on 11th March, Covid-19 has turned normal
life on its head, ushering in the deepest global recession
since World War Two, according to the World Bank
(whilst those working, or not working, from home helped
to cause several-fold increases in the sales of hot tubs,
dumbbells, bread makers, and beer kits).
A global recession with no original economic basis had
led to the creation of 'wartime' budgets around the
Chart 1: Global growth is forecast

to slow in all economic groups
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After the effects of the pandemic became clear, the
International Monetary Fund (IMF) forecast global
growth to fall sharply. This view was revised to a more
negative projection as the virus was not contained in
Europe and Covid-19 had a more negative impact on
activity in the first half of the year.
Unlike previous downturns, the IMF expects that every
economic group will be affected.
Aside from the clear health and societal impacts, we can
see three clear economic challenges in the near future:
disrupted supply chains, a risk to jobs, and an increasing
debt-load. For real estate this is creating an uncertainty
in demand as occupiers are largely unsure of their space
requirements and standards going forwards, putting
question marks over rents and valuations

Disrupted supply chains
As Europe and Australasia emerge from a mass pause,
moving instead towards localised lockdowns, the virus'
current epicentre in South America has created new
challenges for commodities supply chains.
Covid-disruptions at two of the world's largest copper
producers has helped push prices to new highs just as
demand for goods is beginning to recover elsewhere.
Manufacturing PMI readings reached record lows as
factories closed initially to limit the spread of the virus
and subsequently out of low demand.
Traditional 'just-in-time' models are being re-assessed as
are the length and complexity of supply chains in a world
also even more aware of climate change.

Jobs risk
Furlough schemes around the world are supporting jobs
that are currently not viable under social distancing
rules or have been suspended in order to support
company cashflows. Fitch estimates that these schemes
are supporting 45 million workers in the UK, Germany,
France, Italy, and Spain, equating to 28% of the combined
workforce.
The unwinding of these stimuli is expected to push
unemployment figures into double digits for many of the
world's leading economies.

2019

-10

world, with treasuries doing all within their power to prop
up stalled economies, generally supported by growing
debt piles.
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The UK market
Under pressure

Annual change
May
2019

PMI saw a sharp fall to 32.6 in April but has since
recovered some ground to 50.1.

May
2020

+2.6%

Unemployment is a particular concern as the Covid-19
Job Retention Scheme is set to taper from August,
ending at the end of October.
UK construction companies furloughed 40% of staff, at
the peak according to the ONS, either because social
distancing rules meant that fewer people can work,
or through reduced demand, and
cashflow pressures. This has since
reduced to 20%.

Currency exchange rates have been volatile and
largely linked to domestic policies, with the pound
reaching recent lows of 1.1499 and 1.0685 against
the dollar and the euro respectively.

Agriculture

Construction output all but ground to a halt under
Covid-19 restrictions, and social distancing caused a
drop in on-site productivity. Output is expected to
remain subdued in 2020 as projects are deferred to
2021.

UK manufacturers are struggling and some forecasts
suggest that it may take until 2022 for the industry
to recover to pre-coronavirus growth levels. Social
distancing measures and shutdowns reduced operating
conditions and supply-chain disruptions affected
output.

-40%

Lack of mobility during the Covid-19 period has
brought EU labour concerns to the fore. Employment
of EU nationals in the UK remains fairly static to Q1
2020.
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Material prices fell in 2019, and began to rebound at
the start of 2020, before the pandemic hit. Since the
middle of last year material price inflation has been
lower than general CPI.
Commodities were initially under pressure but risks
exist around currency rates and shipping / imports
caused by both demand from China and Brexit.

As we move towards the Brexit Transition Period
deadline, this volatility could be expected to
continue.
GBP:EUR and GBP:USD rate in 2019 and 2020
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GDP Services Manufacturing Construction

2020

Jan '20

Concerns have been raised about the government's commitment to these
spending announcements after the Institute for Fiscal Studies revealed that
a third of the £30bn of funding announced in the summer statement was
to be funded from underspending on previously planned projects. Whilst in
times like these, it may be prudent to reallocate money, the lack of clarity on
the funding of schemes makes it difficult to understand how committed the
money truly is.

2019

Covid-impact
(Feb-May)

May

Nov '19

As well as support for jobs and the health service, several measures for the
construction industry were announced, including an update to the National
Infrastructure Plan. There are plans for just over £37bn of work which, if built
out, could help support workloads in the industry in a very uncertain year.

2018

Sept '19

In an attempt to stimulate demand and prop up the economy, between March and July, the Chancellor of the
Exchequer has announced a wealth of measures, which will inflate the UK deficit to a peacetime record.

2017

Apr

July '19

Build, build, build / spend, spend, spend?

2016

Mar

May '19

Given this uncertainty, it suggests
three scenarios with varying impacts
to growth. Its central scenario sees
GDP falling 12.4% this year, and not
recovering to the pre-virus peak until Many of these funds grew
Q4 2022, thereby losing 3% of GDP in substantially in 2019 but buying
these years.
opportunities were difficult to find

0.0

Feb

2008

Opportunities to invest, or to move
funds is somewhat constrained.
Several large real estate investment
funds, managing billions of pounds
worth of assets, have been frozen
due to valuation difficulties.

0.5

2007

According to the Bank of England
business investment in 2020 is
forecast to be 26% lower than last
year in 2020, as firms wait out the
current uncertainty.

1.5
1.0

Mar '19

Retail landlords, many of whom were
already struggling under the weight
of CVAs, are now having to cope
with the additional stress of retailers
not paying rent during the affected
period, or announcing large changes
to their physical presence, creating
a dim outlook for the sector - and
some are looking to repurpose their
retail assets.

2.5
2.0

2006

Business investment

Two weeks after non-essential shops
were allowed to reopen, footfall
remained 50% lower than a year ago.
(Interestingly, the recovery in Europe
has been faster.)

% change

Retail footfall
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GDP and its components (change by month)
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2005

The shape of the recovery has
been subject to a lot of debate and
analysis. Most recently, the Office
for Budget Responsibility warned
the pace of recovery and any fiscal
"scarring" will depend on largely
uncontrollable factors such as the
speed and effectiveness of a vaccine,
as well as the response of individuals
and businesses when restrictions lift.

The Bank of England's base rate has
been lowered to 0.1% in an attempt to
pull inflation closer to its 2% target.
However, there are some concerns
that if demand recovers quicker than
expected, inflation could overshoot
this target.

GDP fell in every sector

Consumer Price Inflation is sliding following falling
fuel costs, and low demand which has caused some
retailers to offload stock.

Jan '19

Scarring

Demand is expected to remain
below average for some time as
unemployment is forecast to reach
8% (4% in 2019) putting pressure on
household budgets.

(as commented on in our February
report), leading many to suggest that
several funds were sitting on large
piles of "dry powder". This partly
explains reports of a disconnect
between buyer and seller discount
expectations.

2004

Economic activity in the first half of
the year was substantially lower in all
sectors, particularly in construction
- as sites stalled (and closed under
government mandate in Scotland) and retail, as non-essential stores had
to close.

Demand

% change (annual)

The UK economy was almost 25%
smaller in May than it was in January,
following a sharp drop in April and a
negligible recovery in May.
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Our forecast

A 'bath tub' scenario

Long before the Covid-19 crisis,
our forecast for 2020 was a stable
construction market and stagnant
prices, with limited inflationary
pressure. At the time this was
driven by flat labour prices, stable
materials prices (underpinned
by stagnant or falling input /
commodities prices) and the start
of margin trimming as contractors
started to chase an uncertain
pipeline of work. Moreover, the
shadow of Brexit remained, HS2
was far from committed and the
BCIS was still reflecting a range of
scenarios in its pricing forecasts,
reinforcing the unpredictability of
output and pricing.
Understanding the composition of
prices is key to forecast what could
happen to construction prices in the
period ahead, not least what main
contractors pass to sub-contractors
which is broadly 90% of a project
value. Compared to any time in
recent memory, there are more
conflicting, complex and external
influencers having a bearing on
the cost of construction and price
inflation.

Materials
This remains the most significant
driver of construction prices
accounting for over 40% of a
typical project value, of which a
considerable proportion is imported
as manufactured goods or raw
materials.
At the start of the 2020, we called
out, and evidenced, flat materials
prices driven by weakened global
demand and commodities prices.
The Covid-crisis has changed this,
with upwards pressure due to

constrained supplies. However, short
term inflationary pressure, could
give way to some medium-term
deflation where materials have been
stockpiled. The impact of tariffs as
well as physical trading costs applies
further upward pressure, albeit not as
significant as perhaps first anticipated
(see later section on tariffs).

alinea commodities index

Materials
Labour
Staff
Delivery
Organisation
Risk
OHP

Overall materials price inflation
has been almost 3% in the year to
date. Looking ahead, we believe this
pressure will remain.
We have been surprised by what we
have evidenced in main contractors'
supply chain mapping and channels
of supply i.e. an inconsistent
knowledge of sub-contractors, and
their sub-contractors and suppliers. A
deep understanding of this, especially
against the context of the UK being
outside the EU and the impact on
supply chain reliability is essential.
Moreover, if cost consultants are to
form a view on the impact of tariffs,
we will need to know where materials
are sourced. This is important in
efforts to de-risk the procurement
of materials and components, and
to begin to understand their carbon
impact too.

Labour
Prices are being affected by social
distancing, site operating restrictions,
extended shifts and working patterns.
However, our evidence is that this is
being contained by adequate labour
capacity and better planning of site
operations (better-than-expected
levels of productivity efficiency. The
big question is around whether nonUK workers that have returned to
their home country come back to the
UK once and if permitted. That said,

Table 2 : alinea’s material and commodity index

alinea materials index

Chart 2: Average components of an
office project

Annual
movement

2020 year to date
movement

0%

2.8%

-5.5%

-7.2%
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a lot of labour remained in the UK
during the lockdown period.
We have heard anecdotal comments
of labour that lives under the same
roof continuing to work and this
being a way to navigate social
distancing in fulfilling tasks. The
major challenges seem to be public
transport and movement of labour
on site to the work-face. This is a
particular challenge in high-rise,
where lifts and hoists support high
volume labour movements.
The reduction in construction starts
plus the fall in output is evidenced by
20% of UK construction operatives
currently being on furlough
(according to the Business Impact of
Covid Survey from the ONS).
Construction wages have also
fallen by 10% since the start of the
year, according to the ONS. By
comparison, wages in the wider
economy have fallen by 4%.
This will provide an inflation release
valve, as without an increase in
output to levels even exceeding
where construction was at the
start of 2020, it is difficult to see
significant short-term labour inflation
pressure.

Margin
The most volatile pressure and
release valve for construction prices
is margin, overhead/profit and risk
pricing, although it accounts for only
10-12%. It compounds the increase

in prices in an upwards market and
presents the greatest opportunity for
price compression particularly when
it is compounded through the tiers of
the supply chain. This was evidenced
in 2008 and 2009.
A stated percentage margin/OHP
though is only the declared or stated
position. Whilst many of the Tier 1
and 2 contracting organisations are
stock market listed or corporate
organisations, the majority of
smaller contractors and major trade
contractors are privately owned –
successful, powerful, and dynamic
organisations who will implement
tactical and decisive pricing
strategies to fill their order books.
The adjustment to margins can go far
beyond the declared element and be
reflected in tender pricing strategies
(such as giving plant which is owned,
to a project without cost).
We are watching out for a possible
bounce back in margin/OHP when
the market recovers: the compound
factor through the supply chain and
the money-on-money factor can be
significant. This was seen in 20142016 when prices escalated rapidly.

Conclusion
There is increasing uncertainty
in the construction sector as a
consequence of the pipeline stalling,
fewer projects coming to site and
thus a smaller pool of work. This is
having a considerable impact on
pricing levels and we are seeing a
two-track market starting to emerge.
For smaller projects where there is
heightened competition and single
stage tendering can be deployed,
there is some aggressive pricing with
‘rogue’ tender submissions looking to
tactically catch the attention at the
point of tender receipt. Our feeling
is that for larger projects, the tier 1
market will seek to retain a position
of equitability. Early trades are

pricing at a considerable discount to
2019 levels.
Constraining margins and / or
underwriting business at a loss is
not sustainable. Moreover, we are
concerned that the pricing impact of
Covid-19 will be shunted through the
supply chain through commercially
aggressive tendering practices and
put at the door of a sub-contractor
that will offer to bear it - but this is
not sustainable.
Overall, the impact of tariffs is not
significant as a driver of materials
prices, but there is no doubt that
there is inflationary pressure in the
system. However, it is insufficient to
be moving the tender price inflation
level up for the short term. Pricing
from the market is volatile and
contractors are being tactical in
pricing and where possible, will look
to leverage commercial positions.
Our tender price forecast for 2020
anticipates a price compression
of -2% but, with considerable and
increased opportunity for further
negative inflation or deflation in
headline prices. We anticipate
this trend continuing through
the remainder of 2020 and into
2021. Upwards price pressure will
materialise late next year, or perhaps
early 2022. Beyond 2021, we are
referencing the long-term inflation
position of +2.75% p.a., however,
this could be exceeded if there is
a considerable recovery in output
(which is beyond the basis of the
evidence upon which this paper is
based).
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Table 3: Our view in July 2020 of
the components of inflation
Component

2020

2021

Labour
Materials
Margin
Risk
Downward pressure on pricing
Benign influence
Upward pressure
Significant upward pressure
2020

2021

alinea forecast

-2%

0%

BCIS forecast

0.6%

2.4%

Range of
commentators

-4% to
0.6%

-2% to
2.4%

Table 4
Tender price inflation (TPI) per annum:
London and the South East

Chart 3 : The various pressures
acting on construction prices
Potential
downward
pressure on
prices

Potential
upward pressure
on prices

Competition
Wages & salaries
Margin / risk

Materials
Productivity
Tariffs *
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Productivity

An industry coming together?

Initially, we saw over half of our
projects stop site operations. Those
that did remain open were working at
below half capacity, with some only
achieving a tenth of the expected
output. This immediate impact led to
forecasts that construction output
would fall by 70% in Q2.

A quick return

Reduced spend

The coming months

Throughout April we saw a
relatively quick reopening of sites,
certainly faster-than-expected.
Contractors and subcontractors
have subsequently developed and
implemented new procedures to
safely deliver works. Productivity
improvements since April have been
impressive from 65% of projects
achieving less than half of expected
output in April, to 65% achieving
better than 75% productivity at the
end of June.

The reduction in productivity has
resulted in a drop in construction
spend – with actual cash-flows
averaging a 40% reduction
compared to forecast. The
full impact came in May when
expenditure was close to 50% of the
normal levels. The June bounce-back
has seen expenditure in excess of
70% of forecast as productivity levels
rise again.

Contracting firms are coming to
terms with the changed working
practices. Social distancing measures
have been eased with a further
anticipation (hope) that social
distancing measures will be removed
(for the construction industry at
least) in the Autumn. We consider
that productivity levels will continue
to improve through the summer.
The industry must achieve that as
the costs to deliver projects under
the restrictions cannot be sustained.
The full contractual implications are
still to be resolved on most projects.
Many clients are, however, looking to
be fair and reasonable, assisting with
cashflow issues where possible but
without necessarily accepting the
cost of the delays. We have seen an
unprecedented level of collaboration
on projects and across the industry
to address the issues faced. This will
need to continue, as when the night’s
draw in it may not be an option to
work longer hours.

Challenges remain
Some on-site activities are, however,
facing greater challenges than
others. Whilst piling, groundworks
and building envelope works appear
to be have been relatively unaffected
during the last three months,
concreting, core construction,
steelwork erection and the fit-out
trades continue to work significantly
below normal production levels.
However, over the last month
improvements have been
seen that has resulted
in productivity levels
rising from below 50%
towards 70%.
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The cost impact
The cost of delivering projects
under social distancing protocols
is currently being met by the
contractors and subcontractors
delivering the projects on site.
Access and egress, site logistics
(including thermal cameras),
cleaning regimes, PPE provision, and
welfare facilities have all needed to
be enhanced; the number of trades
and the total number of operatives
on sites have reduced; and extended
hours and double shifts are being
worked to maintain site activities.
The cost of these measures is not
insignificant but contractors have
to work collaboratively on site and
be innovative in their solutions to
improve efficiency and mitigate
the cost and delays being incurred.
A contractor achieving 50%
productivity and delivering a project
over one year will accrue a cost
premium of over 10%. If however the
project is delivered at 75% efficiency
over a reduced nine month period
the cost uplift will be less than 5%.

Chart 4: Productivity improving

% respondents

At the end of March, contractors hit
a brick wall with Covid impacting
the industry hard. Sites closed,
the workforce stayed at home and
the supply of materials dried up
as manufacturers shut the factory
gates to protect their people from
the pandemic. The following three
months saw the whole industry
pick itself back up, learn new
procedures, take new approaches,
source materials differently and work
together to minimise the impact
of working under social distancing
restrictions.
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Chart 5: Elemental productivity
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Chart 6: Reduced output (spend)
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Chart 7: Cost impact
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More for less!
A manifesto

In his speech for the Ditchley Annual
Lecture on 27th June, under the
heading: The Privilege of Public
Service, Michael Gove spoke of
the need for data, accountability,
expertise, and diversity – relating
the “morbid symptoms” quoted by
the Italian Marxist thinker Antonio
Gramsci in the 1930s to the present
day.
This is cited for two reasons:
1. It reflects alinea’s focus on
evidence-based analysis,
digitalisation and environmental
assessment.
2. It is ironic that some of the
highest profile failures are large,
public infrastructure projects –
where the National Audit Office
has stated that “Analysts have
expressed concern that they
are under pressure to provide
supportive rather than realistic
forecasts” and others have
suggested that too little time,
thinking and rigorous process
goes into the start of projects.
A glance at our library of market
reports over the years would reveal a
consistent mantra: that a significant
driver of project success and value
lies outside the pricing of materials,
labour and other components, and

in the way that schemes are set up,
which is just as much about instilling
the right behaviours as it is robust
processes.

Covid-19 is challenging some of the
fundamentals of doing business
and placing ever more pressure on
the viability of projects, especially
real estate developments – putting
We call it aligned-for-success,
strain on all participants: investors,
building a common understanding
developers, consultants and the
at the outset of the aims of the
supply chain. The pandemic has also
project and its key success factors,
accelerated some important trends
identifying potential obstacles
that were already in train, from
and ideas for improvements, and
climate change to modern methods
agreeing a plan of action. This should
of construction.
be repeated over time, to allow the
team to take a step back and review
The answer will not always be found
the health of the project, reinforce
in technology, and nowhere is truer
what is working well, learn from
than in construction projects. The
mistakes (“fail fast” as Formula One
right attitudes will equally make us
puts it) and take corrective actions.
consider the basis of value in terms
of the product, its design, carbon
The use of why | what | how
footprint and relevance.
in alinea’s aligned-for-success
technique
Our manifesto thus consists of five
Why	
 the vision and clear
points:
purpose
1. Set up the project for success.
What 	 the basis of the concept, its
2. M
 ake the use of BIM and
constraints, opportunities
digital
working the default
and deliverables
setting.
How	
 the structure and
3. Strive for smart simplicity in
governance of the client
design and detailing.
and the team to instil
discipline communication,
4. Place net zero carbon at the
collaboration and decisiontop of the agenda.
making.
5. Challenge the product to
reflect a new world.
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alinea's aligned-for-success
Fundamental questions to be answered at the outset
Why is the client embarking on the project now?
Why is it viable?
Why is it better than the alternatives?
What preparatory work is in place?
What is the scope of the project?
Why?
What?
How?

What are its constraints: political, technical, regulatory?
How will the team work together?
How can we procure effectively, fairly and collaboratively?
How will decisions be made?
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Tariffs

A question of scale

At the end of this year the
Transition Period will come to an
end and the UK will terminate all
current relationships with the EU.
Trade negotiations have been
reportedly slow moving, reaching
a deadlock several times.
Access to labour and materials
are of critical concern for the UK
construction market. With the
Government announcing plans for
a points-based migration system
late last year, the less-understood
of these two issues has been the
impact of tariffs.

UK Global Tariffs

A matter of location
Trade barriers to goods coming from the EU are important to UK
construction as according to the Department for Business, Energy and
Industrial Strategy (BEI), just over 60% of the construction industry's total
imports come from the EU's tariff-free bloc.
The charts below demonstrate the proportion of goods the UK buys
from the EU, along with some examples of what falls into each category.
It's clear that for the construction industry as a whole, the EU is a major
provider, particularly of manufactured goods.

Raw materials
Total imports
= £0.3bn

• Sand
• Unprocessed stone

Assuming that the trade negotiations
end in a No Deal situation, EU trade
would be covered by the UK's new
UK Global Tariffs (UKGT), published
in May 2020 to replace the EU's
Common External Tariff.
Changes to these 12,000 tariffs
have been generally classified as:
no change; liberalised; or simplified.
However, it is important to consider
these against the current EU trade
agreement where imports would
have been zero-rated. Anything
other then zero in the new guidelines
will constitute an increase to goods
bought from the EU.
On the positive side, this general
lowering of tariffs will be a benefit
to goods bought outside of the EU
(assuming that there is no trade deal
in place there either).

• Gypsum

Impact

Semi
manufactured
products

• Sawn wood

Total imports
= £2.3bn

• Lime

• Particle board
• Metals for fabrication

Using the government's materials
schedule and applying the proposed
tariffs to previous years shows that
in the round, as shown in table 5, the
impact of the tariffs is fairly small,
especially considering that materials
generally account for 40% of an
overall project cost, and these tariffs
would apply to just the imported
portion of the materials.
However, with some tariffs as high
as 7% or 10% on goods which are

frequently bought from the trading
bloc, there is a concern that the
impact could be felt more severely
by some trades and if these are
significant packages for the project,
the impact could be higher overall.

Products and
components
Total imports
= £15.1bn

• Cement
• Rebar
• Sanitaryware
• Pipes
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In 2013 a joint strategy (Construction
2025) between government and
industry was released for the future
of the UK construction industry.
One of the key aims was to halve
construction's balance of trade by
2025 which, at the time, stood at
£6bn.

Risk

Since then, the industry's trade
deficit has grown to £10bn on
the strength of imports, clearly a
misstep against the strategy and one
with repercussions in this new trade
environment.

Understanding supply chains
With so much uncertainty on what
the ultimate changes to international
trade will be, the impact of these
changes is something of a moveable
feast. Therefore it would be prudent
to try and understand the key
items or trades that are dependent
upon EU imports. These will vary in
significance on a project-by-project
basis. Understanding the whole-life
journey of construction components
can also only help the industry to
achieve a more carbon-aware future.

UK total
spend in
2019

% Sourced
from the EU

Cumulative
cost impact
of UKGT

Raw materials

£0.3bn

32%

-1.0%

Semi-manufactured products

£2.3bn

80%

+1.8%

Products and components

£15.1bn

59%

+0.5%

Total construction imports

£17.7bn

62%

+0.7%

• Tiles
% bought in the EU
% bought outside of the EU

Materials

Looking to 2025?

Table 5: The expected average impact of UKGT on imports into UK
construction industry
Commodity group

Chart 8: Average components of
cost for an office project
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Generally, materials account for 40% of a
project spend. Tariffs would be applied to the
imported proportion of this 40%
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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, unless
another trend is clearly apparent, current trends will
continue.
•T
 here will be no complete lockdown in the UK and
Covid-19 cases will remain manageable
•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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