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As the coronavirus lockdown is eased, the government is hoping 
that construction will lead the return to growth. Big questions 
remain, however, as to the impact the coronavirus pandemic and 
Brexit will have on the industry’s ability to respond. 

Legal notice: This report was prepared by Currie & Brown to inform readers generally on construction matters. This report is, 
therefore, for general information purposes only, and neither Currie & Brown nor any of its directors, officers, employees, agents 
or other person acting on their behalf:

a) makes any warranty, express or implied; or 
b) assumes any liability with respect to the use of the information or methods contained in this report to any person or party.

ONS data shows the economy fell by an 
unprecedented 20.4% in April: a fall three 
times greater than during the whole of the 
2008 credit crunch, giving us the most 
severe economic recession in nearly a century. 

The OECD predicts that UK GDP could be 
-11.5% this year. This will be greater if there 
is a substantial second wave of the virus. If 
this is realised, these figures suggest that 
the UK will have suffered considerably more 
than the general global position, expected to 
be around -6%. 

Construction will be central to the 
recovery. In addition to the public sector 
build programme, which formed part of 
the Conservative Party’s 2019 election 
manifesto, the Prime Minister has now 
announced the bringing forward of £5 
billion of investment spending in hospital 
and school upgrades, road works and new 
social infrastructure projects. A new National 
Infrastructure Strategy is due in the autumn.

How the industry responds to this will 
depend on how it weathers the considerable 
economic headwinds that it will face over the 
next twelve months.

Up until April 2020, employment had 
remained steady. The unemployment rate for 
the three months to April was around 3.9%, 
which is 0.1% higher than a year earlier, but 
largely unchanged from the previous quarter. 
However, the furlough scheme, which has 
so far supported 8.9 million workers, ends 
in October. Several high-profile construction 
companies and consultants have already 
initiated job losses. It also looks increasingly 
likely that the UK will leave the EU at the 
end of this year without a comprehensive       
free-trade deal, seeing the imposition of 
WTO trading arrangements.

Many economists believe that with the 
government’s support plans, the economy 
could rebound a lot more quickly than 
expected, given the scale of the crash, 
with growth returning during 2021. Indeed, 
according to the Treasury, the average of 
independent forecasts for UK GDP shows 

it falling by only 4.7% in 2020, rising by 4.3% 
in 2021 and being around 1.7% over the 
following three years.

CPI is now at 0.5% and may not rise to the 
Bank of England’s benchmark target of 2% 
for at least four years. The OBR expects 
annual borrowing to equal 15.2% of the UK 
economy, which would be the highest since 
22.1%, seen at the end of the Second World 
War. The Nationwide Building Society House 
Price Index for May 2020 indicated UK 
house prices fell by 1.7% over the month, 
the largest monthly fall since February 2009. 
As a result, the annual rate of house price 
growth slowed to 1.8% from 3.7% in April. 

On balance, we anticipate that the general 
level of tender pricing will fall as an immediate 
consequence of the coronavirus lockdown, 
by an overall average of between 3% and 
4% in the second half of 2020, but this will 
be a relatively short-term fall because of the 
ongoing pressures on input costs. 

The CPA has estimated that total 
construction output in 2020 will decrease 
by 24.9%, before rebounding by 25.5% in 
2021. It would be surprising if this did not 
initially create an across-the-board drive 
for companies to suppress tender prices to 
secure order books. As new orders increase, 
however, we would expect prices to rise due 
to a number of factors: the continuing impact 
and disruption of the coronavirus pandemic 
in extended programmes; social distancing 
and associated precautionary measures 
throughout the supply chain in addition to 
reduced capacity; the sterling exchange rate 
remaining low; and the risk of Brexit-related 
additional costs on imports inflating the 
prices for materials sourced from the EU. 

The economic situation is likely to be highly 
volatile going forward, and there are few 
precedents to indicate how economies 
emerge from a pandemic. Different sectors 
in the industry will undoubtedly be exposed 
to these challenges to different degrees, and 
individual projects may see very different 
outcomes. 
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Materials and
commodities costs: 
The BEIS Index of Construction 
Materials Prices shows that for ‘all 
work’ material prices increased by 
1.1% in May 2020, compared with the 
same point in 2019. Notable price falls 
were seen in reinforcing bars, concrete 
and plywood, while pipes, ironmongery 
and the like increased. [BEIS]

Inflation:
The Consumer Prices Index’s (CPI) 
12-month rate was 0.5% in May 
2020, down from 0.8% in April. 
[ONS] The base rate remains at 
0.1%, having been reduced from 
0.75% in March. [Bank of England]

Insolvencies:
Overall, company insolvencies 
decreased by 30% in May 2020 
compared with the same month 
last year. [Insolvency Service] The 
long-term impact of the coronavirus 
pandemic may halt this trend.  

Labour costs:
The unemployment rate for the three 
months to April 2020 is estimated at 
3.9% – 0.1 percentage points higher 
than a year earlier, but unchanged from 
the previous quarter. Post-coronavirus 
predictions have this rising to 7.3% 
by the end of the year. Average pay 
growth slowed in the three months from 
February to April, a 1% increase in real 
terms representing a reduction of 0.4% 
after accounting for inflation, the first 
fall since January 2018. [ONS]

GDP:
UK GDP is estimated to have fallen 
by 2.2% in Q1 2020, the largest fall 
since Q3 1979. Services, production 
and construction all declined. This 
reflects the initial impact of the 
coronavirus pandemic. [ONS]
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At the start of the year, the construction 
sector was performing better than the 
general economy, which had been flat. 
This was before the coronavirus pandemic. 
Recent ONS data shows construction 
output fell by a record 18.2% in the three 
months to April 2020, and by 40.1% in 
April alone. Both new work and repair and 
maintenance work were affected in what 
is a direct consequence of the coronavirus 
lockdown. The IHS Markit/CIPS UK 
Construction Purchasing Managers’ Index 
dropped to 39.3 in March from 52.6 in 
February, against the neutral 50 reading 
and marked the steepest fall in output 
since April 2009.

New orders grew by 11.8% in Q1 2020 
compared with Q4 2019 [latest published 
ONS data]. This rise was because of 
increases in infrastructure and residential 
works. However, according to separate 
press releases, new orders fell by 30% 
between March and May. May’s figures 
represented the second lowest total for 
the top 50 contractors since October 
2016 [Construction Enquirer]. Our own 
experience certainly points to limited 
tendering activity over the last three 
months.

Recent events have dampened previous 
regional differences, and we would suggest 
that the biggest differences in economic 
performance are now by sector.

Residential, infrastructure, healthcare, 
education and the advanced technologies 
sectors should either remain strong or will 
grow, as the government lays out its plans 
to build its way out of the 
post-coronavirus slump. Other sectors, 
such as hospitality, aviation and 
commercial property look particularly 
exposed to fall-out from the pandemic.  

The tenders that have been returned this 
quarter suggest tender price inflation (TPI) 
has softened across most regions. The 
regions where TPI appears to be holding 
up are in the South West (eg Bristol) where 
there is a strong emerging pipeline of large   
mixed-use developments, and central 
Scotland where capacity pressures are 
affecting the programme of public sector 
and higher education developments.

In Scotland, the market for smaller projects 
(less than £5 million) is still competitive. 
For large projects, there is a very limited 
pool of contractors prepared to tender, 
which increases costs because of 
perceived risk. Other regions have also 
produced evidence that larger/prolonged 
schemes are attracting a greater focus on 
risk in pricing. In general, there is much less 
differential movement between projects of 
different sizes than in previous quarters.

We anticipate that the general level of 
tender pricing will fall as an immediate 
consequence of the coronavirus lockdown, 
an overall average of between 3% and 
4% in the second half of 2020, but this 
will be a relatively short-term fall because 
of the ongoing pressures on input costs. 
The contracting market will harden. Many 
companies are focused on cost reduction 
and are making staff redundancies, and 
there is the risk of business failures. 

This mix of reduced capacity and 
increased risk should also be read in 
conjunction with the sterling exchange rate 
remaining low and the risk of Brexit-related 
additional costs on imports inflating the 
prices for materials sourced from the EU.

Few projects that were already underway 
have been cancelled because of the 
coronavirus pandemic, but productivity 
has been affected. It is difficult to see sites 

operating at more than 80% efficiency 
while social distancing measures remain 
in place, giving rise to increased working 
hours and higher preliminaries costs for 
additional site set-up as well as prolonged 
programmes. 

Additionally, from April 2021 the tax 
legislation related to the employment of 
contract labour is scheduled to change 
(referred to as IR35). These changes will 
increase the obligations of contractors 
to ensure the correct tax is being raised 
against all employed labour. If, as 
expected, the increased sums generated 
are significant, this may result in increased 
tender prices.

Funding markets are also tightening up on 
the funding available. We believe that it will 
not be until mid-2022 that prices return to 
Q4 2019, pre-coronavirus pandemic levels.

Annual UK tender price inflation (%)

Indicative economic data forecast (%)

Region 2019 2020 2021 2022 2023 2024
East Anglia 1.6 (3.1) 1.6 4.4 5.1 4.4
East Midlands 2.4 (3.4) 1.6 3.9 4.4 4.2
West Midlands 2.4 (3.6) 1.7 5.9 5.0 4.6
North East 1.6 (3.7) 2.8 4.4 4.0 4.0
Yorkshire and the Humber 2.4 (3.3) 1.5 5.4 4.6 4.3
North West 2.8 (3.8) 1.9 5.0 4.5 4.5
Northern Ireland 1.5 (3.8) 0.8 5.1 4.0 4.0
Scotland 2.9 (3.6) 1.8 4.2 4.6 4.4
Central London 2.9 (3.6) 1.5 5.4 4.3 5.2
South East 2.9 (3.8) 1.3 4.0 4.7 4.3
South West 2.5 (3.6) 1.6 4.6 5.5 5.9
Wales 1.5 (3.7) 0.7 3.2 4.4 4.0

UK weighted average 2.5 (3.6) 1.6 4.7 4.6 4.7

Our forecast provides guidance on the general level of tender price inflation, based on major and medium-sized projects 
across all sectors of the market. Project-specific commercial factors can have a significant impact on the level of pricing - 
size of scheme, attractiveness of scheme (eg complexity, location, risk, etc), procurement route (eg single-stage, two-stage, 
negotiated) and keenness of tenderers (eg local market dynamics, workloads, hot spots, realisable margins, etc).

UK tender price inflation by region (%) 
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What drives regional price variation and why can 
it have such an impact on the UK’s build cost? 
How can an office building cost 30% more 
to build in London than in many other 
parts of the UK? As cost consultants, 
working with organisations to set the right 
budgets for a scheme is central to our 
role. 

In this article, we seek to break down the 
many factors and variables that go into 
making up a building’s construction price 
and, with particular reference to the impact 
of location, look at the ways in which these 
price factors might change in different 
situations. 

Once these factors are fully understood 
and are applied to an individual project, 
organisations and their teams should be 
better empowered to make the decisions 
required to deliver the right scheme at the 
right price.

Regional variations
The leading, independently published 
industry data source on the relative 
differences in regional or location pricing 
levels is produced by BCIS. Its regularly 
updated comparative price indices 

are based upon 13 primary regions 
covering the United Kingdom and the 
Channel Islands, below which are more 
nuanced indices related to sub-regions, 
metropolitan boroughs, cities or major 
towns. The map below illustrates a typical 
BCIS location factor profile. The UK mean 
is set at an index of 100, with all areas 
allocated an index comparative to this 
based upon an analysis of project data 
submitted to BCIS by the industry.

Regional indices profile 

Source: BCIS 
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The variations, as presented in the map, 
can vary quite significantly between 
regions. London is traditionally the most 
expensive region, with indices typically 
in the region of 120-130 for the outer 
boroughs and 120-140 for the inner 
boroughs. Conversely, other regions 
such as the North East, North West or 
Yorkshire and the Humber are typically 
set location indices between 90-100. 
This means that on a like-for-like basis, 
there could typically be a difference in 
pricing levels between parts of London 
and, say the North East, of 20% to 30% 
for two comparable projects. It should be 
caveated that the data available to BCIS 
tends to be for the smaller, less complex 
projects, and there are many reasons 
why the location pricing differential might 
not be quite as large as that for all types 
of projects or sectors. However, these 
indices are based upon real data, and 
have stood the test of time, providing an 
important and useful indicator as to the 
impact of location on price. 

What is driving this? Firstly, one should 
consider the input costs that represent the 
substantive part of a building’s price. 

A building’s cost might typically comprise 
40% for labour and 60% for
materials/plant, although the proportions 
vary between building types, construction 
methodologies and specification. For 
example, a building type that would be 
reliant on on-site labour to a much higher 
degree than the above-stated benchmark 
would be a traditionally constructed 

domestic house build. The figure here 
is likely to be nearer 70% for labour and 
30% for materials/plant.

The cost of labour is, therefore, a major 
determinant of price, and one of the most 
sensitive to location-driven variation. 
Labour costs are, in part, determined by 
formal wage agreements, such as those 
established by the Construction Industry 
Joint Council, which might be renewable 
on an annual or two-yearly basis. It 
includes allowances for travel, sick pay 
and subsistence, taxes and insurances. 
Most importantly, however, the cost of 
labour is driven by the local economic 
environment and the fundamentals of 
supply and demand. Wage levels are 
closely linked to the general cost of living. 
In evaluating labour cost in an area, it 
is useful, as a general guide, to seek 
out indicators that might give a readily 
accessible cost of living comparison. One 
of the most referenced is the ‘Big Mac 
test’, ie the extent to which the cost of a 
McDonald’s Big Mac differs from region 
to region. Other key influencing factors 
include the size of the local labour force, 
or the level of skills available locally. It 
should be noted at this point that
large-scale building or infrastructure 
projects, such as Hinkley Point C, HS2, 
or an airport build programme, may 
necessitate the large-scale importation 
of labour which could not possibly be 
fully sourced locally. Such projects are 
of a scale that often drives its own micro 
economy, with project-specific wage 

agreements being quite common. These 
will undoubtedly be in excess of, and less 
sensitive to, traditional local levels.

The next factor to consider is 
transportation. Clearly, the cost of 
transportation is going to be a key 
consideration for projects in remote areas, 
ie away from the main urban areas where 
most of the supply chain businesses might 
be located, or which are some distance 
from the supply sources of the materials 
required. This is not to say, however, 
that inner city construction should 
automatically have lower transportation 
costs. In fact, the contrary is often the 
case. There may be the imposition of 
local taxes or charges, for instance the 
congestion charge which operates in 
several cities. A further varying factor 
in relation to a project’s logistics is the 
availability and ease of storage. Trade 
contractors often buy in bulk to lower cost. 
In some regions, however, storage space 
is significantly limited (eg central London), 
which means that daily deliveries need to 
be arranged. On a large trade contract, 
the cost implications of this in additional 
time, fuel, parking charges, etc can be 
significant. 

Materials prices should generally be 
the same regardless of project location, 
as most materials are sourced from 
major national suppliers. Where the cost 
of materials may become a factor in 
regional price variation is, however, in 
the variability of the materials that might 
be permissible in any given location. 



Construction activity and market outlook    5

Conditions imposed by the local authority, 
often through the planning process, can 
have a substantial impact on this. These 
may relate to the standards imposed 
on the project, for instance in respect 
of environmental standards, or the 
requirements of a local design guide. 
Aside from nationally set standards, 
local authorities have a certain degree 
of autonomy for the targets set in their 
region and, indeed, how these might be 
achieved. Some authorities can be more 
prescriptive about this in the planning 
process than others. 

As suggested above, it is the local 
economic environment that creates the 
fundamental business economics that 
impacts directly on the build process. 
The biggest single metric for this is 
land – its availability and price, which 
in turn impacts on house prices and the 
wider cost of living. Figures obtained 
from Zoopla for July 2020 indicate that 
the average UK house price is around 
£291,000. In London, the average is 
£605,400, which is over twice the average. 
This is a significant difference, but still 
only hints at the much wider differential at 
borough level, with some areas of London 
experiencing average house prices in 
excess of £1.3 million. This effectively 
illustrates the economic agenda of what 
the local market both requires, or indeed 
can sustain. In London, pressure, both 
on land availability and on the increased 
values required to be achieved to 

generate an appropriate level of return 
on investment, can lead to more complex 
designs, or the need to build below ground 
levels to achieve the floor space that 
the site area would not otherwise allow. 
Such factors do not necessarily apply to 
anything like the same degree in many 
regions away from London. Further, 
designers and contractors operating in 
regions where much lower values and 
margins are the norm, are hardwired 
to design and build down to a price to 
operate within tighter value bands. London 
has always been a significantly more 
buoyant economy, enhanced in recent 
years by substantial levels of international 
investment; driving inflation in land prices; 
and living costs. The planning regimes, 
and the complexity and historic sensitivity 
of sites in many parts of London, add 
further layers of cost.

The most significant issues driving 
regional price variations are: 
 ▪ Local land availability 
 ▪ Land prices
 ▪ The general cost of living

Price variations between regions do 
not vary much year-on-year. Over time, 
however, regional price differentials can 
change depending on local workloads 
and local hot spots. There can also be 
wider variations within any one region, 
particularly between urban and rural 
locations. These inter-regional variances 
are mainly due to differences in transport, 

delivery and handling costs. Material 
costs fall in a relatively narrow range, but 
can be influenced significantly by local 
market conditions, size of the project and 
specification.

Size of the project and size of the 
contractor will dampen regional price 
variation. A major project demanding 
national tier one contractors and trade 
contractors will have a certain cost 
base, regardless of the location of the 
project. Labour may well have to be 
transported into the area, and many of the 
components are likely to be sourced from 
outside of the UK. 

How might these regional 
price factors interrelate to a 
design process?
Data and research compiled by Currie & 
Brown from a range of in-house current 
and recently completed projects indicates 
that, for a typical new-build development, 
12.5% of the cost could be saved by  
decisions made during the design and 
procurement stages, with potential for 
a further 7.5% of savings gained from 
maximising economies of scale. This 
analysis is illustrated in the below graphic. 
The graphic’s key indicates the individual 
cost headings offering scope for saving, 
together with an indication of the impact 
they might have on the build’s cost, in 
percentage terms. 

Typical elements of a building’s cost impacted by design, procurement and regional market 
economics

Total savings potential through a systematic 
approach to value engineering: 12.5%

Further savings potential through 
building at scale: 7.5%
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Clearly, not all the cost categories noted 
have a direct relationship to regional 
economics. However, understanding the 
key regional price drivers is fundamental 
to the ability to maximise the benefit of this 
scope for value engineering on any given 
project. We have drawn out the following 
for specific consideration.

Planning
Organisations should carefully consider 
the constraints imposed through the local 
planning process, and the extent to which 
this affords flexibility to deliver to the form 
and aesthetic stipulated by the planning
consent using cost-efficient detailing. The 
implications could vary significantly. If 
points of detailing are an issue, the effect 
on the building’s price might be as little as 
1% to 0.5%. In a recent central London 
commercial development, however, 
specific changes to the cladding dictated 
through the planning process added 10% to 
the shell and core cost of the scheme. 

Approach to design
In many respects, this is the key factor in 
delivering cost-efficient schemes and is 
intrinsically linked to all other factors under 
discussion, not least the planning issues 
and the impact of the regional economy 
referred to earlier. Are we aspiring to 
an iconic, award-winning building, or 
looking to deliver something much more 
commercial in approach, while operating 
within much narrower financial margins? 
Economies could be made by effectively 
using local contractor buildability expertise 
within the development of the detailed 
design, using standardised cost-efficient 
solutions wherever possible.

Delivery 
For developers undertaking a regular 
pipeline of build projects, the setting of 
corporate policies and targets which are 
appropriate to a region and based on a 
quantifiable value proposition, can create 
economies in the long term. Clearly, the 

focus cannot depart from compliance with 
mandatory regulations. However, if one is 
looking to drive economies, it is important 
to minimise the unnecessary extent of 
departure from local market norms.  

Contract relationships/
procurement 
For more experienced developers, we 
have seen that by entering a direct 
relationship with local trade contractors, 
and possibly even rolling this on in a 
further pipeline of projects, economies 
might be saved. 

Specification 
For developers with a rolling programme 
of projects within a specific sector (eg 
residential) and region, it should be 

possible to develop a standard set of 
employer’s requirements with variations 
only to reflect price point and/or 
specific unit type (ie standard/premium/
penthouse). Ideally, this could be done 
with engagement in direct discussions 
with suppliers. 

Conclusion
While many factors affect a project’s price, 
the key to setting appropriate budgets is 
to firstly understand the impact that the 
regional economy and regional pricing 
could have on a scheme, and the specific 
factors that an individual project might 
attract. We believe that significant benefits 
can be achieved on all projects through a 
systematic evaluation and optimisation of 
the variables discussed within this article. 
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