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Economic overview
The coronavirus lockdown may force contractors to cut tender prices to preserve cashflow, 
but uncertainties around the availability of labour resources and materials will put pressure on 
input costs and risk. Lessons learnt from the last recession may lead contractors to be more 
cautious this time round and focus on internal cost cutting rather than offering sub-economic 
tenders and unrealistically short programmes. Given the uncertainties around the impact of the 
coronavirus pandemic, it would be irresponsible of us to release specific region-by-region TPI 
forecast figures in this report; rather, we suggest a likely direction of travel. 

Introduction 
The speed and severity with which 
the coronavirus pandemic has spread 
since first being identified in December 
is without precedent for more than 
a century. The measures taken to 
suppress the virus have brought the 
global economy to a shuddering halt. 
Almost every country in the world is 
under some degree of lockdown to try 
to suppress its spread. At the time of 
writing, some positive indicators are 
being noted. Wuhan, the Chinese city 
where the virus was first identified, is 
now fully operational. However, for many 
countries, including the UK, there is still 
potentially a long way to go. This report 
reviews the overall current economic 
picture and considers what the 
implications may be for the construction 
industry.

Economic impact
The warnings from economists 
are stark. The Office for Budget 
Responsibility (OBR) recently said that 
UK GDP could drop by 13% this year. 
Other organisations have been less 
pessimistic, with a forecast of a 6.5% 
drop suggested by the International 
Monetary Fund (IMF), for instance, but 
even these lower figures are worse than 
the 2008 financial crash which saw GDP 
fall 4.2%. As the lockdown continues, 
warnings of an economic slump as bad 
as the Great Depression of the 1930s 
don’t appear to be an exaggeration.

Globally, the IMF is forecasting 
worldwide GDP to contract by around 
3%, with the worst affected countries, 
such as Italy and Spain, contracting by 
up to 9%. The US economy is forecast 
to decline by 5.9%, its biggest drop 

since the Second World War. The 
Chinese economy was forecast to 
maintain some growth (1.2%), from the 
previously anticipated rate of 6.1%, but 
its economy actually shrank 6.8% in the 
three months of 2020. To put this crisis 
into some perspective, the BBC recently 
reported that a total of 81% of the global 
workforce of 3.3 billion people have had 
their workplace fully or partly closed, 
and many staff have been laid off either 
permanently or temporarily. Between 8 
million and 11 million people in the UK 
could be furloughed.

Manufacturing and retail have been 
hit hard. Debenhams going into 
administration is the most recent 
illustration of this. 

It must be said that the UK economy 
was still subdued even before the 
outbreak of the virus. ONS data shows 
that the UK’s GDP rose by just 0.1% 
between December 2019 and February 
2020, a hangover from years of austerity 
and Brexit inertia. Despite this, there had 
been indications that the construction 
industry was starting to turn around. 
Construction increased by 1.4% over 
the same period. Increased early stage 
project activity also suggested a modest 
post-election bounce, pointing to a rise 
in demand, notably in the healthcare, 
education, residential and infrastructure 
sectors, supported by public sector-led 
spending commitments. As we noted 
in our last report, the new government 
made a significant range of spending 
commitments, notably its new hospitals 
programme and infrastructure. There 
was also a renewed commitment to 
HS2. 

Inflation
CPI now stands at 1.5%, down from 
1.8% in January. This is up on where the 
figure was in Q4 2019 (1.3%) but is still 
significantly below the Bank of England’s 
target of 2%. In response to the virus and 
lockdown, the Bank of England’s current 
base rate has been reduced to 0.1%, an 
unprecedented low. The Bank had already 
indicated that a reduction in interest 
rates was likely as a means of trying to 
stimulate the economy. 

Employment/productivity/
labour
What happens to employment levels 
is a key question. The government’s 
furlough scheme, which is designed 
to keep workers in a job during  
lockdown, is expected to limit the rise 
in unemployment to 4.8% in 2020, from 
3.8% last year. However, forecasts of 
8-10% unemployment by the end of this 
year have also been muted, levels which 
have not been seen since the recession 
of the early 1990s.

Sterling
Sterling remains under some pressure 
and has fallen against the US dollar, to 
$1.24, and the euro to €1.14.

The government’s response
The government’s policy response has 
seen little peace-time precedent. To 
cover increased public spending, tax 
mitigation measures, loans and loan 
guarantees, borrowing this year would 
increase at the fastest pace since the 
Second World War. According to the 
OBR, public borrowing could almost 
quintuple this year to around £273 
billion, or 14% of GDP. How will this be 
paid in the long term?
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Construction output
At the start of the coronavirus outbreak, 
the construction industry made a 
valiant effort to keep going despite the 
challenges of adapting operations to 
ensure compliance with Public Health 
England’s (PHE) guidelines for social 
distancing, etc. Indeed, after an initial 
pause, many contractors reopened 
sites at much reduced productivity 
levels, the main constraint being 
maintaining the social distancing in the 
welfare facilities. 

Notable projects such as Hinkley 
Point C have, perhaps controversially, 
continued with restrictions of labour on 
site of 2,000 at any one time, rather 
than the previous number nearer 
4,000. However, through a combination 
of factors - regional government 
pressure, client instruction, community 
pressure, insurmountable logistical 
or health and safety concerns - many 
sites have been forced to fully suspend 
works. Consequently, the OBR is 
saying that the industry will be one of 
the most affected and that construction 
output in Q2 2020 could drop by 70%. 

At the start of the year, construction 
was a notable positive in an economic 
picture experiencing weakening 
services and manufacturing. There 
had also been a noticeable increase 
in early stage construction activity 
in Q1, which suggested a future 
increase in activity to follow. We 
saw this most notably through our 
offices in London, Manchester and 
Southampton, while contractors’ 
estimating teams were generally 
reporting increased workloads. The 
timing of the conversion of this early 
stage activity into market enquiries and 
on-site activity can never be strongly 
forecast, but we were forecasting that 
2020 would provide a platform for a 
steady increase in activity from 2021 
onwards. We expected construction 
to continue at a steady pace in Bristol, 
Oxford, Cambridge and Manchester. 
Birmingham was also to remain 
very busy as the preparations for 
the Commonwealth Games gained 
pace. Northern Ireland was expected 
to see an upsurge in construction 
activity following reinstatement of 
a devolved government, especially 
in previously stalled healthcare and 

education developments. This is 
clearly now going to change. Given 
the uncertain duration of the lockdown, 
the size of the fall in output through 
2020 is difficult to assess. BCIS is 
assuming a fall of 8%, against a 
previous anticipated growth rate of 3%. 
Certainly, construction during March 
suffered the sharpest fall in activity 
since the financial crisis according 
to HIS/Markit and CIPS data. The 
Construction Purchasing Managers’ 
Index fell to 39.3 in March from 52.6 
in February, its lowest level since April 
2009. 

Materials and commodities
The BEIS Index of Construction 
Materials Prices for all work fell by 
1% in the 12 months to January 2020, 
compared with a fall of 1.1% in the 
year to December 2019 [source BCIS]. 

Oil prices are now at their lowest for 
over twenty years at around $16/barrel 
due to the unprecedented collapse 
in global demand. It is not clear yet 
how quickly this will have an impact 
on prices in the UK. The lockdown 
is clearly affecting the availability of 
materials, causing delays and local 
price inflation, notwithstanding that 
falling demand globally has eased raw 
materials prices. 

Post-lockdown forecast 
There is a growing sense that the 
lockdown will be with us for quite some 
time. No exit strategy has yet been 
announced but it is assumed there will 
be a phased lifting over a period. The 
OBR reports, based on evidence from 
past pandemics, suggest that the main 
economic impact of the coronavirus will 
arise from the public health restrictions 
and social distancing introduced to 
limit its spread, which potentially could 
continue in some form for a significant 
period beyond the present phase. This 
will reduce demand for goods and 
services and the ability of businesses 
and public sector institutions to supply 
them. This is the background to OBR 
predictions that GDP may fall 35% in 
the second quarter. Having said that, 
the OBR has also suggested that the 
economy could bounce back quickly 
afterwards with GDP recovering to its 
pre-virus levels by the end of this year. 

Materials and
commodities costs: 
The BEIS Index of 
Construction Materials 
Prices for all work fell by 
1% in the 12 months to 
January 2020, compared 
with a fall of 1.1% in the 
year to December 2019. 
[BCIS]

Inflation:
The Consumer Prices 
Index (CPI) 12-month rate 
is now 1.5%, down from 
1.8% in January 2020. 
[ONS] Interest rates have 
been reduced to an all-
time low of 0.1%. [Bank of 
England]

Insolvencies:
Construction-related 
compulsory liquidations 
in the UK fell by 33% in 
Q3 2019 compared with 
the previous quarter, and 
by 31% compared with a 
year earlier. [Insolvency 
Service] 

Labour costs:
The unemployment rate is 
currently estimated to be 
broadly unchanged at 4%. 
Average weekly earnings 
slowed to 3.1% in January 
2020. [ONS] 

GDP:
UK GDP grew by 0.1% 
in the three months to 
February 2020, following 
no growth in the three 
months to January 2020. 
[ONS]
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Historic profile of UK GDP including the 
OBR’s short-term future reference scenario 

The IMF is less bullish, but also predicts a partial recovery 
for 2021, with the level of GDP remaining below the pre-virus 
trend, and considerable uncertainty about the strength of the 
rebound.

The good news for construction is that the government 
appears to be indicating that they see the way back to 
growth through stimulating the construction industry. Notably, 
having previously given approval for HS2 to continue, the 
Department for Transport has now issued formal notices to 
proceed, to start work immediately. 

TPI forecasts
The present situation is unusual in that work has not dried 
up, but has been suspended. In almost all cases that we 
have seen, the contracting authorities are intending to 
recommence as soon as is permissible, pointing to an 
immediate increase in work being possible. Together with 
the latent demand that appeared to be building at the start 
of the year, this may go some way to mitigate the damage. 
It is our expectation, however, that tender price inflation will 
go negative as an immediate consequence of the lockdown, 
possibly by as much as -6%. We believe that there will be 
a wave of companies chasing to secure turnover in the first 
instance, and some project sponsoring bodies may be initially 
reluctant to proceed on planned capital projects while they 
are rebuilding their balance sheets and retaining cash.

Once construction activity starts to rebuild to pre-lockdown 
levels, hopefully sometime during 2021, tender price inflation 
could quickly rise to around 3.5% to 4% pa as a consequence 
of prevailing input cost pressures and an increased pricing of 
risk.

Tender price inflation generally softened in Q1, except for a 
few continuing hot spots, notably in: 

 ▪ Bristol, where there is a strong emerging pipeline of large 
mixed-use development

Source: Bank of England, ONS, OBR

*Currie & Brown TPI figure for 2020 assumes -3% 

 ▪ Oxford and Cambridge, driven by continued growth in the 
tech corridor

 ▪ Central Scotland, where capacity pressures are affecting 
the programme of public sector and higher education 
developments 

 ▪ Manchester, with its ongoing residential-led, mixed-use 
development programme

London prices were relatively static.  

Clearly, however, the level of construction activity has a direct 
influence on tender prices through the demand for labour and 
materials, and companies’ attitude to margins and risk. In a 
recession, new construction falls, and one would generally 
expect prices to fall as well, at least initially. In 2008, tender  
prices fell around 13%.

BCIS tender price and building cost inflation

Annual percentage change
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We had already regarded 2020 as 
something of a transition year, based 
upon an expectation of positive progress 
in agreeing industry-friendly trade terms 
with the EU post-Brexit, the release 
of government money for major build 
programmes, and the tweaking of 
interest rates by the Bank of England, 
all of which would start to rebuild the 
investor confidence that has clearly 
been missing to date. The shock of the 
coronavirus pandemic has severely 
interrupted this trajectory. 

Coming out of lockdown, there may well 
be a post-lockdown boost. However, 
given that things look as if they might 
be getting worse before they get better, 
we expect workload will dry up for many 
contractors, particularly SMEs. We do, 
however, believe that after a fall in TPI 
through the remainder of 2020, prices 
may rise more steeply than previously 
anticipated from 2021 onwards because 
of several key influencing factors:

 ▪ Continued constraints on working 
practices to prevent a re-emergence 
of coronavirus in the winter

 ▪ Materials becoming unavailable as 
works and factories shut down

 ▪ Materials being unable to be 
delivered from abroad

 ▪ Loss of capacity
 ▪ A greater pressure from contractors 

to price in risk
At the very least we expect contractors 
to be looking to expressly exclude 
any impact of ongoing/future risk 
related to the coronavirus, rather than 
hoping to rely on existing contractual 
mechanisms.

Additionally, it will be much longer now 
before there is any tangible progress on 
the EU trade negotiations. Contractors 
are trying to survive in a very difficult 
environment, and inevitably there will be 
increased business failure through the 
supply chain. BCIS forecast construction 
output rising 2% in 2021, and 6.7% 
in 2022. The graph below gives an 
indicative view of how volatile things 
may be in the short term.

Indicative economic data forecast (%)

Summary 
In terms of what we can expect once 
the lockdown starts to lift, we would 
summarise as follows:

 ▪ A partial lifting of the social 
distancing rules, with restrictions on 
working that may extend into next 
year.

 ▪  A potential immediate fall in tender 
prices as contractors push to refill 
order books and kick-start cashflow, 
but with steeper than expected price 
rises from 2021 onwards as the 
industry works around increased 
input cost pressures, labour resource 
and materials supply pressures and 
a generally more cautious approach 
to risk.

 ▪  Organisations giving extra care and 
attention to the financial scrutiny 
of their prospective supply chain 
partners, given what may be a 
difficult economic environment. 

 ▪  An unstable situation continuing 
to suppress output in some areas, 
speculative commercial work, for 
instance. However, this may be 
compensated by government-led 
investment programmes to stimulate 
the economy. Residential and 
infrastructure are likely to remain the 
key sectors.

 ▪ The reignition of initiatives towards 
new innovative ways of working, 
such as modern methods of 
construction, to reduce pressures 
and reliance on large traditional 
labour forces and overseas 
procurement.
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