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The desperate events in Ukraine have economic as 
well as human consequences which are already being 
seen in the construction sector. 

Construction faces a challenging time this year. Despite the 
economy regaining its pre-pandemic levels of growth, the 
past three months has seen a sharp and continuous increase 
in materials and energy costs. Supply chain difficulties are 
causing longer lead times and labour constraints also continue 
to pinch, all of which are being amplified by the tragic events 
in eastern Europe. Forecasts are showing levels of inflation 
in 2022 that haven’t been seen in 40 years. In these difficult 
times, much will depend on the government’s continued 
commitment to support social infrastructure development 
and the ability of client and delivery teams to negotiate these 
uncertain times with flexibility and imagination. 

Economic overview
The global macro-economic landscape has been shattered by the Russian 
invasion of Ukraine. As the Organisation for Economic Co-operation and 
Development (OECD) note in their Economic Outlook, Interim Report March 2022, 
most analysis had been anticipating a return to some degree of pre-pandemic 
normality over 2022-2023. This has now changed. Russia and Ukraine are both 
key producers of food, minerals and energy. The invasion has seen prices for oil, 
gas and wheat immediately soar. It is estimated that sustained conflict could see 
global gross domestic product (GDP) fall by 1% and global Consumer Prices Index 
(CPI) rise by 2.5%. Indeed, global year-on-year inflation has jumped from 1.7% in 
February 2021 to 7.7% in February 2022 – its highest rate since December 1990. 
Energy price inflation on its own hit 26.6% in February 2022 [OECD]. In a wider 
context, there is concern over worsening supply chain issues, especially regarding 
products and materials from China – the biggest exporter in the world. In the UK, 
the Bank of England is warning of inflationary pressure on all countries that are net 
importers of energy, which includes the UK, notwithstanding that we only take a 
small percentage of our energy supplies direct from Russia. Gas and oil supplies 
around three quarters of total UK energy consumption, as measured in 2019. 

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.

Materials and 
commodities costs 
The Department for Business, 
Energy and Industrial Strategy (BEIS) 
Index of Construction Materials 
Prices for ‘all work’ increased year-
on-year by 20.2% in February 2022. 
The biggest changes were particle 
board (44.8%), concrete reinforcing 
bars (43.6%) and fabricated 
structural steel (35.9%).

Labour costs
The unemployment rate decreased 
by 0.2% in the last quarter to 3.9% 
and is now considered to have 
peaked [Office for National Statistics 
(ONS)]. Site labour rates are 
exceeding general wage growth in 
the medium term. 

Inflation
CPI rose by 7% in the 12 months to 
March 2022 [ONS]. The base rate has 
been increased to 0.75% from 0.25% 
and may rise further in the short term. 
[Bank of England].

GDP
UK GDP increased 1.30% in Q4 
2021. The UK effectively returned 
to a pre-pandemic level of output in 
January 2022 [ONS].
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Key economic indicators
GDP output
The UK effectively returned to a pre-
pandemic level of output in January 
2022. UK GDP is estimated to have 
increased by 1.3% in Q4 2021. Annual 
GDP in 2021 is also estimated to have 
increased by 7.4%, following a 9.3% 
decline in 2020 [ONS]. Before the start 
of the war in Ukraine, the OBR GDP 
forecast for 2023 was 1.8%, rising to 
2.1% in 2024, before settling at around 
1.75% from 2025. 

Employment/
productivity/labour
The unemployment rate decreased by 
0.2% in Q4 2021 to 3.9% and is now 
considered to have peaked [ONS]. 
However, this is not necessarily good 
news for certain sectors, including 
construction, where vacancy rates 
are high. Significantly, the number of 
EU-born people working in the UK is 
down by 8% since Q4 2019, but the 

decline is much bigger in sectors such 
as construction and transport, where the 
figure exceeds 20%.

Inflation
The CPI rose by 7% in the 12 months to 
March 2022 [ONS]. Forecasts released 
by the Bank of England and OBR, 
etc are suggesting CPI could rise to 
between 8% and 10% by the end of 
2022, which would represent a 40-year 
high. Similar levels of inflation are being 
seen across Europe. For example, 
Germany is around 7.3% and Spain 
is at 9.8%, all predominately driven 
by rising gas and oil prices. Inflation 
is expected to soften going into 2023. 
The current OBR forecast is for CPI of 
4% in 2023; 1.5% in 2024; 2% in 2025 
and 2026. However, in response to 
these inflationary movements, the Bank 
of England increased the base rate to 
0.75% in March 2022, up by 0.25%. 
Further incremental rises are likely. 
Indeed, if inflation remains persistently 

high, this could, as some commentators 
have indicated, see interest rates rise to 
2% in 2023.

Sterling
At the time of writing, the £/dollar value 
is 1.31 – the five-year high was 1.42 in 
June 2021. The £/euro value is 1.20, 
which is as high as it has been over the 
past five years.

Borrowing
The UK government’s fiscal position 
has improved faster than expected, as 
we have come out of the pandemic. 
According to the OBR, our borrowing 
reached a high of £322 billion in 2021 
(15% of GDP), but this is expected to 
fall to £128 billion (5.4% of GDP) in 
2022. Our net borrowing position with 
the rest of the world was -1.3% of GDP 
in Q4 2021. The position in Q3 2021 
was -5.1% of GDP [ONS].

Construction overview
Output/new orders
Monthly construction output increased 
by 1.1% in January 2022 and is now 
at its highest level since September 
2019. Interestingly, the increase came 
largely from an increase in repair and 
maintenance work (4.6%). New work 
saw a slight monthly decrease of 0.8%. 
However, this follows an increase of 
2% in December 2021 and is the third 
consecutive monthly growth of over 1% 

[ONS]. The level of construction output 
in January 2022 was 1.4% above 
the February 2020 pre-pandemic 
level. Across sectors, the recovery 
is mixed. The strongest performing 
sector has been infrastructure (37.9%). 
Private commercial is 27.8% below its 
February 2020 level. 

The ONS figures for new orders are 
quite positive. This metric grew 9.2% 
in Q4 2021, with demand being spread 
across sectors.

Shortly after the start of the conflict,
gas and oil peaked at over 200% and 
50% above their end of 2021 levels 
[Office for Budget Responsibility
(OBR)]. Brent Crude oil, for instance, 
reached $124/barrel in March 2022,
before falling back below the
$100/barrel mark. This situation has 
pushed energy costs to their highest 

levels in more than a decade. Higher 
energy prices will affect output. Domestic 
energy bills rose by 54% in April 2022, 
with a further rise planned for October 
2022 of approximately 20%. The 
new financial year also sees planned 
taxation changes, including increased 
national insurance contributions and the 
removal of the red diesel rebate for all 

non-agricultural plant. The issue for the 
property sector is whether this will lead 
to reduced investor confidence, with 
some commentators raising the fear of 
stagflation (ie price inflation with weak 
growth), or indeed, a recession over the 
next 12-18 months.

Monthly construction output 
is now at its highest level

since 
September 2019 
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Materials and 
commodities
The BEIS Index of Construction 
Materials Prices for ‘all work’ increased 
year-on-year by 20.2% in February 
2022. The biggest year-on-year changes 
were reported in particle board (44.8%), 
concrete reinforcing bars (43.6%) and 
fabricated structural steel (35.9%). 

Suppliers across a range of materials 
effected price increases of 5%-20% in 
February 2022. Steel remains highly 
volatile. British Steel announced a 
£250/t increase in March 2022 due to 
volatility in commodity and energy prices 
and significant disruption to international 
trade flows – exacerbated by the 
Russian invasion of Ukraine. They are 
also putting capacity constraints on new 
orders. Despite some easing of supply 
chain bottlenecks, a lot of materials are 
on-allocation, such as blocks, insulation, 

boards, etc. Timber is another material 
likely to see further price volatility as 
much of this comes from Russia and 
Belarus. Lead times are extending, with 
many suppliers offering short-term price 
fixing only.

Procurement
Many of the large contracting 
organisations are reporting quite 
full order books for the next year. 
However, given the economic climate, 
there must be concerns over the 
robustness of some of this pipeline. 
Contractors are being forced to pass 
on much of the input cost inflation 
into their prices – especially tier one 
and tier two contractors because they 
have the size and leverage to do so. 
Fluctuations provisions are coming into 
play. Professional staff shortages are 
affecting companies’ ability to respond 
to tender opportunities.

Given the infrastructure sector’s pivotal 
position in the UK’s growth strategy, the 
recently reported £1.7 billion potential 
future cost pressures, as well as delays 
to progress surrounding HS2, may have 
wider implications to other government 
spending plans.

Despite a couple of recent high-profile 
business failures, namely Caledonian 
Modular and Midas Construction, the 
data on construction insolvencies 
remains relatively positive. Construction-
related compulsory liquidations in the 
UK rose by 7% in Q3 2021, compared 
to a year earlier, but fell by 58% on an 
annual basis [Building Cost Information 
Service (BCIS)].

Construction output – all work 2010-2021

Construction output – monthly sector breakdown for February 2022

Source: ONS – Construction 
Output and Employment, 

February 2022

Source: ONS – Construction Output and 
Employment, February 2022  
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Regional spotlight 
Scotland and Northern Ireland
Across these regions there is optimism that the construction industry has a solid pipeline over the next year. 
The Scotland and Northern Ireland markets are very much public sector-driven, encompassing schools, 
healthcare, affordable housing and leisure projects. However, there is also significant emerging activity in 
private sector residential and commercial property, notably in Scotland. Projects of all values are experiencing 
materials cost increases and labour constraints. This is most prevalent on smaller-scale projects where price 
inflation is running at much higher levels than larger projects. The requirement for fixed-price contracts on 
public sector works is driving higher levels of inflation. In Northern Ireland, potential for delays and disruption 
to supplies continues because of the Northern Ireland Protocol. There is also potential for labour shifting to 
the Republic of Ireland as recent delays in Northern Ireland projects makes this attractive. More positively, 
Northern Ireland education and healthcare budgets have now been established for the next three years, 
allowing forward planning for some significant projects. Previously this was done on a year-to-year basis.

Wales and South West
This region is seeing a strong commercial property pipeline, as well as for mixed-use developments and 
residential schemes. The highest profile development is Hinkley Point C, which continues apace, creating a 
local pull on labour and materials. There is strong demand for build-to-rent projects, notably in and around 
Cardiff and along the M4 corridor. Confidence in the retail sector is evidenced by the 195,000ft2 Cotswold 
Designer Outlet Village development, due to open in 2023. Most price inflation is seen on larger-scale 
projects. In Wales, many contractors have close to full order books and many recent tenders have included 
the provision for fluctuation. The education sector also remains very buoyant in Wales. The recent successful 
completion of Cardiff University’s landmark Centre for Student Life will significantly enhance the university’s 
impact in the city centre of Cardiff and the forthcoming programme of works funded by the Mutual Investment 
Model. This position is set to continue for the foreseeable future.

North of England
The northern branch of HS2 starts in Manchester this year, which is expected to create a draw on labour 
and materials. As the HS2 programme moves north, development inspired by HS2 is also going to scale up 
during 2022, eg the redevelopment of Crewe’s town centre. In Manchester, there are notable developments 
at the University of Manchester and the Mayfield urban renewal development is planned to deliver over 
1,500,000ft2 of commercial, retail and leisure facilities, together with 1,400 new homes and the new 6.5-
acre Mayfield Park – Manchester city centre’s first public park. Manchester congestion charges commence 
this year which may filter through into prices. The 450,00ft2 Milburngate mixed-use development continues 
under construction on the banks of the River Wear in Durham. There is also strong data centre activity in 
the region.

Centre for Student Life - 
Cardiff University
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Looking forward  
Sector activity outlook
The short-term prospects for the 
construction sector are that the big 
pressures around input costs, supply 
lines and resources will continue, 
and will get worse before potentially 
softening by the end of this year. Much 
will clearly depend upon the conflict in 
eastern Europe and the direction that 
takes. Long-term sanctions will continue 
to push up prices. In January 2022, the 
Construction Products Association (CPA) 
was forecasting construction output in 
2022 of 4.3% and 2.3% in 2023, with the 
most significant growth sectors being 
residential and infrastructure. While 

these sectors will continue to dominate 
the construction landscape, the level of 
growth must be at risk at this point. There 
is a heightened possibility (albeit by no 
means inevitable) that persistent inflation 
coupled with a steep rise in interest rates 
could put the brakes on the economy. 

Depressed demand and increased 
prices will hit development margins. This 
will be a concern to commercial property 
clients but will also risk the government’s 
flagship social infrastructure plans being 
pushed back.

In this climate, contractors are being 
forced to pass on price rises. However, 
this is not completely universal. Larger 

organisations have the size and leverage 
to do this. Many lower tier contractors 
are still operating in highly competitive 
markets and may be pressured to 
continue absorbing some costs. 

London 
This region retains a strong level of activity across the residential property, healthcare and infrastructure 
sectors. Projects at the larger end of the scale are being particularly impacted by inflation, especially major 
infrastructure projects. There is also some evidence of above-inflation premiums being sought by the higher 
calibre supply chain contractors. There is still a reasonable level of competition on smaller schemes, such 
as commercial fit-out projects. However, we are seeing declining interest in competitively tendered projects 
at the larger end of the scale. The pressure on resources and availability of materials is expected to worsen 
through the year.

The Ray Dolby Centre – 
Cavendish laboratories, 
Cambridge 

VMIC, Oxford 

Our 2022 TPI 
forecast is set to 
exceed 7%

Central England
Across central England we are seeing interesting levels of activity in regional hot spots. In Oxford and 
Cambridge, there is strong continued investment in life sciences and research and development, closely 
aligning with the government’s aims to become an international leader in this space. Examples include the 
Vaccine Manufacturing and Innovation Centre (VMIC) in Oxford and the new Cavendish laboratories at the 
University of Cambridge. Elsewhere, examples of positive current regional development include MK East 
in Milton Keynes and the Western Way development in Bury St Edmonds. However, shortages of skilled 
construction workers and professional staff are presenting challenges. There remains a strong commercial 
office and build-to-rent pipeline in Birmingham, with the residual effects of the Commonwealth Games 
construction activity also prevalent.
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Region 2022 2023 2024 2025
East Anglia 7.2 4.3 4.5 4.3

East Midlands 7.5 5.0 4.5 4.3

West Midlands 7.5 5.0 4.5 4.3

North East 7.2 5.0 4.5 4.0

Yorkshire and the Humber 7.2 5.0 4.8 4.5

North West 7.5 5.0 4.8 4.5

Northern Ireland 8.3 5.0 4.5 4.5

Scotland 8.2 5.0 4.5 4.5

Central London 8.0 5.8 4.5 4.5

South East 8.0 5.0 4.5 4.5

South West 8.0 5.0 4.8 4.5

Wales 7.5 4.5 4.2 4.3

UK weighted average 7.8 5.1 4.5 4.4

UK TPI forecasts by region (%) Indicative economic data forecast (%)

Our forecasts represent a smoothed-out assessment covering the broad sweep of sectors, project values and 
building types. Individual projects may have a different cost profile and unique set of inflationary cost drivers. 

Our continued advice to mitigate the worst impacts of price inflation is to 
make projects attractive to the market, be open to flexible pricing periods and 
approaches to risk allocation, plan for the early procurement of key elements and 
optimise the use of off-site manufacturing.

Our view
Tender price inflation 
(TPI) forecasts 
Our TPI forecasts are predicated on the 
economy not falling into a recession, 
or stagflation, over the forecast time 
horizon, although this is a risk. We 
have increased our figures across the 
board for the 2022-2025 period from 
the assessment of Q4 2021. These 
changes reflect the expectation that 

with input costs continuing to rise, these 
will filter into tender prices to a greater 
degree than we have previously seen. 
As noted in our last report, we continue 
to take the view that the current extreme 
price increases seen this year, albeit 
exacerbated by Ukraine, will peak this 
year but will take some time to dissipate. 
It may take slightly longer for business 
confidence to fully recover, but we are 
assuming that public sector new-build 
activity will continue as projected. Our 
figures represent an eight-year-high 

forecast for 2022, before falling back in 
subsequent years, but remaining higher 
than long-term averages. We maintain 
our view that price inflation in the 
infrastructure sector could be running 
2%-3% higher than general price 
inflation, where competitive tenders are 
being sought. In many respects, the 
scale of these projects creates their own 
economic bubble and they have been 
acutely affected by supply and labour 
shortages, as well as the Covid-19 
pandemic, Brexit and recent statutory 
financial changes. 

https://www.linkedin.com/company/currie-and-brown
https://twitter.com/curriebrown?lang=en

