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As we enter the second half of 2022, a virtually 
unprecedented combination of geopolitical and domestic 
economic headwinds is making for challenging times. 

Despite some indications that the recent steep hike in 
construction price inflation was reaching its peak, many threats 
remain. The Bank of England is warning of a prolonged recession 
from 2023. There is continued uncertainty about our future 
trading relationship with the EU, a risk of a winter resurgence 
in Covid-19 cases, a changing global climate and the Ukraine 
conflict. With much government business effectively on hold 
pending the appointment of a new prime minister and a summer 
of industrial action building, there is a lot for the construction 
industry to grapple with.

Economic overview
This past quarter has produced an escalation in concerns over the prospects for 
the global economy over the next couple of years. A range of factors headed by the 
Ukraine war have played into a picture of falling growth and productivity, and rising 
inflation levels across the USA, China, Europe and the UK. The International Monetary 
Fund (IMF) has reported that we could be on the cusp of a global recession. According 
to the Organisation for Economic Co-operation and Development (OECD), global year-
on-year inflation rose to 9.6% in the year to May 2022 – the sharpest price increase 
since August 1988. The key factors for this are food and energy price inflation, the 
latter climbing 35.4% year-on-year. Most of the western economies including the USA, 
France, Italy and Germany have been similarly impacted. There is a risk of substantial 
further energy prices if oil and gas supplies from Russia start being closed off. As 
recently reported in the national news, the UK would not be directly impacted by gas 
supply disruption as it imports less than 5% of its gas from Russia; however, it would 
be affected by prices rising in the global markets as demand in Europe increases. 
Indeed, the IMF further estimates that the UK is set for the slowest growth of the G7 
richest economies in 2023, predicting a rate of just 0.5% after an increase of 3.2% this 
year. Additionally, the long-term challenges of operating within a post-Brexit economy 
are starting to become evident in published economic data. Central banks are using 
base rate increases to counter inflation. Notably, the European Central Bank (ECB) 
has raised interest rates in the Eurozone for the first time in more than 11 years – the 
rate has been negative since 2014. The UK’s inflation could rise to 13% by the end of 
2022 according to the Bank of England, which recently raised the base rate to 1.75%. 
Although, it is expected to fall only slightly in 2023 to around 7.4% due to the global 
nature of many of the contributory factors, ie higher energy costs.  

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 by 
27.2% in May 2022 compared to the 
same month in 2021. As with our 
previous report, the biggest year-
on-year changes were seen in bar 
reinforcement (64.9%), fabricated 
structural steel (52.7%) and particle 
board (30.2%) [BEIS].

Labour costs
The national unemployment rate 
during Q2 2022 decreased by 0.1%, 
giving a revised headline figure 
of 3.8%. This supports previous 
economic forecasts suggesting that 
unemployment had peaked post-
Covid-19 and would start to fall back 
[Office for National Statistics (ONS)]. 
Site labour rates are exceeding general 
wage growth in the medium term. 

Inflation
The Consumer Prices Index (CPI) 
rose by 9.4% in the 12 months to 
June 2022 [ONS]. The base rate has 
been increased to 1.75% and may 
rise further in the short term [Bank of 
England].

GDP
UK gross domestic product (GDP) 
is estimated to have increased by 
0.8% in Q1 2022, down from 1.3% in 
the previous quarter [ONS]. 
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Construction overview
Output/new orders
Output was strong through 2021 and 
this trend has continued through the first 
half of 2022. ONS data shows monthly 
construction output increased by 1.5% 
in May 2022 – the seventh consecutive 
monthly growth predominately through 
new work. As noted in our previous 
report, the strongest sectors have been 
infrastructure and private residential, 
with commercial generally being in 
decline since Q1 2020. However, 
the latest data shows some positive 
news for the commercial sector, 
which increased 12.1% in the month 
of May 2022. In Q1 2022, total new 
orders were 13.7% higher than in 

the last pre-pandemic quarter. Going 
forward, forecasters are predicting that 
construction growth will outstrip UK 
growth prospects. Experian forecasts 
output in 2022 to be 5.2%, 3.3% in 2023 
and 2.7% in 2024. The Construction 
Products Association broadly mirrors 
this trend and believes industrial, ie 
warehouses, will join infrastructure as a 
key growth sector. 

Materials and 
commodities
The BEIS Index of Construction 
Materials Prices for ‘all work’ increased 
by 27.2% in May 2022 compared to 
the same month in 2021. As with our 

previous report, the biggest year-
on-year changes were seen in bar 
reinforcement (64.9%), fabricated 
structural steel (52.7%) and particle 
board (30.2%). 

According to data published by the 
Building Cost Information Service 
(BCIS), the price of European Brent 
crude oil rose to $100 in Q1 2022 from 
$80 in Q4 2021 – a 26% increase. 
Considering the removal of the red 
diesel rebate, BCIS has also allowed 
an uplift in April 2022 of 40% in their 
fuel price index for construction. Recent 
indications from the market suggest 
that prices for some volatile elements, 
notably structural steel, may be 

Key economic indicators
GDP output
UK GDP is estimated to have increased 
by 0.8% in Q1 2022, down from 
1.3% in the previous quarter [ONS]. 
Manufacturing and construction were 
key contributors in these figures, with 
output for both rising above average 
levels. Overall, growth of 3.1% is 
predicted for 2022 [Experian]. However, 
with the level of macroeconomic 
headwinds facing many countries 
over the next 12 months, Experian is 
forecasting growth of no more than 0.3% 
in 2023 and 1.3% in 2024. 

Employment/productivity/
labour
The national unemployment rate during 
Q2 2022 decreased by 0.1% to give a 
revised headline figure of 3.8%. This 
supports previous economic forecasts 
suggesting that unemployment had 
peaked post-Covid-19 and would start 
to fall back [ONS]. There is obviously 
a risk, however, that if the economy 
falls into recession next year, this could 
rise again. As noted in our last report, 
vacancy rates in construction remain 
high and this is proving to be a limiting 
growth factor. Labour availability is still 
being constrained by Brexit and the 
relatively weak value of the sterling is 
presently making the UK a less attractive 
place to work for overseas nationals. 

This is compounded by the increased 
levels of bureaucracy. The main issue 
reported by contractors is the lack of 
availability of staff and high-quality 
operatives.

Inflation
The CPI rose by 9.4% in the 12 months 
to June 2022. It isn’t certain that this has 
yet peaked, given the expected further 
hike in energy prices in the autumn. 
Indeed, fuel and food prices have been 
the largest upward contributions to the 
recent increases [ONS]. Additionally, the 
government is facing significant pressure 
across the public sector to deliver wage 
deals recognising the impact of this level 
of inflation on the cost of living. Using 
their primary lever of interest rates, the 
Bank of England increased the base rate 
to 1.75% to try and reverse the upward 
trajectory of CPI. This is not expected to 
have an instant impact. Experian’s latest 
forecasts anticipate that interest rates 
may need to rise to around 2.8% through 
2024 to bring CPI down to about 3%, still 
above the bank’s long-term benchmark 
of 2%.

Sterling
At the time of writing, the £/dollar value 
is 1.21, having softened steadily since 
a recent high of 1.42 in June 2021. The 
£/euro value has remained fairly steady 
since April 2021 and is now 1.19.

Borrowing
Progress in bringing down the public 
debt is likely to be a significant factor 
in the realisation of the government’s 
long-term infrastructure development 
plans. According to the Office for Budget 
Responsibility (OBR), the budget deficit 
has been falling year-on-year. However, 
high inflation is feeding directly into 
record levels of debt interest. Central 
government debt interest payable was 
£19.4 billion in June 2022, which is the 
highest since monthly records began in 
April 1997. This is largely because of 
the effect of the Retail Price Index (RPI). 
At over 90% of GDP, public debt is now 
more than triple its level in 2000. As 
the OBR notes, addressing this would 
need taxes to rise, spending to fall, or a 
combination of both.

GDP growth
of 3.1%

 is predicted for 2022 
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stabilising. However, with the conflict in 
Ukraine, the ongoing situation remains 
uncertain. Costs are also continuing to 
rise in MEP engineering services and 
lead times generally remain a concern.

Procurement
Recent responders to our quarterly 
contractor survey reported that tender 
activity increased in the last quarter, 
significantly in some instances. This was 
common to most UK regions. Typically, 
contractors said they had 75-100% order 
books for the next year. However, it is 
not clear how robust this level of pipeline 
might be. There is some feeling that 
demand might be softening following the 
steep rise in inflation. Labour availability 
has decreased significantly, while lead-
in times for materials and manufactured 
products have increased significantly.

Supply chains are presently reluctant 
to fix prices, and where this is not being 

received, contractors are pricing risk 
or pushing for fluctuation provisions. 
Single-stage tendering on smaller 
contracts is still an available option 
as these projects are less volatile and 
quicker to complete – theoretically 
containing less risk. However, this 
requires careful selection of supply 
chain partners to get the best buy-
in. Elsewhere, two-stage tendering 
predominates. All contractors are 
identifying the following key issues: 
Ukraine; materials availability; fuel 
prices; labour shortages; and noted that 
the most inflationary materials have 
been steel, insulation and specialist 
glazing. Issues of delay in procuring 
products from the EU has been acutely 
felt in the pharmaceuticals sector, which 
relies on European manufacturers for 
complex specialist installations. That 
being said, all sectors are having to 
manage around supply line constraints 
to one degree or another. Air source 

heat pump (ASHP) supply is causing a 
major delay to projects and considering 
modern methods of construction (MMC) 
has risen significantly up many clients’ 
agendas. 

Construction output – all work 2010-2022

Construction output – monthly sector breakdown for May 2022

Source: Office for National Statistics – 
Construction Output and Employment, 

May 2022

Source: Office for National Statistics – 
Construction Output and Employment, May 2022
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£19.4 billion
is the highest central 

government debt interest 
payable since monthly 

records began in April 1997
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Regional spotlight 
Scotland and Northern Ireland
There is still a lot of current activity across Scotland and exciting plans taking shape for improvements in social 
infrastructure and urban renewal. These include multimillion-pound neighbourhood schemes at Meadowbank 
and New Fountainbridge in Edinburgh, the redevelopment of the Port of Leith Outer Berth, Aberdeen City 
Council’s City Vision, as well as continued investment in education and healthcare. In broad terms, some 
local dynamics of the construction industry appear to be driving a level of price inflation running slightly 
above that of other parts of the UK. Projects of all values are experiencing materials cost increases and 
labour constraints. Larger projects (£10+ million) appear to be incurring proportionately higher-priced inflation 
reflecting contractors’ greater exposure to risk on labour and materials. The requirement for fixed-price 
contracts on public sector works is driving higher levels of inflation. Northern Ireland is similarly impacted by 
materials price rises and labour shortages, but the construction pipeline looks quite strong despite the ongoing 
unsettled political situation. The social housing sector is strong and developments such as the Ballycastle 
Shared Education Campus are benefiting from funding from the Fresh Start scheme.

Wales and South West
The notable factor in the South West region is 
that Hinkley Point C and several defence-related 
contracts are increasingly soaking up resources, 
particularly at Tier 1 level. Around Bristol and 
the Thames corridor, there is strong activity in 
the commercial and build-to-rent sectors, but 
cost pressures are impacting on project viability. 
Plymouth has plans for city centre renewal 
through its Armada Way scheme. In Wales, there 
is a strong commercial property pipeline, as well 
as for mixed-use developments and residential 
schemes. There is high demand for build-to-rent 
projects, notably in and around Cardiff. As noted 
in our previous report, the education sector also 
remains very buoyant in Wales. 

North of England
Data centres continue to be a strong sector. As 
the HS2 programme moves north, development 
inspired by HS2 is also going to scale up during 
2022, eg the redevelopment of Crewe town 
centre (Royal Arcade). In Manchester, there 
are notable developments at the University of 
Manchester and the Mayfield urban renewal 
development, which plans to deliver over 
1,500,000ft2 of commercial, retail and leisure 
spaces, together with 1,400 new homes and 
a new 6.5-acre Mayfield Park which will be 
Manchester city centre’s first public park. 
Manchester congestion charges commence 
this year which may filter through into prices. 
Yorkshire has strong residential activity. The 
450,000ft2 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.

Hinkley Point C

Milburngate
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Looking forward  
Sector activity outlook
From a macroeconomic perspective, 
Ukraine is likely to remain the dominant 
issue over the next 12 months. Indeed, 
a prolonged conflict could see further 
rises in energy prices as long-term 
sanctions will push up prices, with 
supply lines being affected and a further 
reduction of migrant labour. Assuming 
the war recedes sooner, inflation is 
still not expected to return close to the 
Bank of England’s 2% target until after 
2024, even with multiple interest rate 
rises. We await to see the extent to 
which the outcome of the Tory party 
leadership contest changes economic 
policy once a new prime minister is 
within post. The near-term prospects 
for the construction industry are that 
the big pressures around input costs, 
supply lines and resources will continue. 
Construction growth is generally 
predicted to outstrip GDP over the next 
two years given pipeline projections. It is 
still not inevitable that persistent inflation 
coupled with a steep rise in interest 
rates could put the brakes on the 
economy, but a close eye should be kept 
on the USA which has just showed two 
quarters of declining growth figures. At 
a technical level, regulatory changes to 

Part L of the Building Regulations came 
into effect in June 2022, designed to 
deliver a 27% average cut in operational 
carbon emissions for new non-domestic 
buildings. Although, for London, many 
of the changes arising from the updated 
regulations were already in the London 
Plan. For commercial buildings, this 
is likely to mean greater use of solar 
panels, LED lighting, triple-glazed 
windows and the use of electricity as 
the primary power and heat source. 
The regulations are also focusing more 
on the embodied carbon performance 
of designs. Part F has been revised 
with increased ventilation standards 
and minimisation of ingress of external 
pollutants.  

Our view
Tender price inflation (TPI) 
forecasts 
Our TPI forecasts are predicated on 
the economy not actually falling into a 
full-blown recession over the forecast 
time horizon, although this is a risk, 
and we are arguably already seeing 
the symptoms of stagflation. Since 
our previous report, we have slightly 
increased our figures for 2022 in line 

with data and market input received. 
Smaller adjustments have been made 
to our forecasts for 2023 and 2024 to 
reflect updated data around pipeline 
as well as general macroeconomic 
analysis. We believe that although there 
will be a decline in output, TPI will take 
time to fall back to long-term averages 
given that several influencing factors are 
global rather than just domestic.

At the present time, contractors are 
being selective with the contracts 
they tender for as inflation and supply 
risks continue. Contractors are having 
to balance their desire for work and 
appetite for risk. In light of this, we firmly 
believe that optimum outcomes are most 
likely to be achieved through careful and 
imaginative procurement strategies to 
create attractive contract opportunities. 
In our view, it is inevitable that contracts 
will need to share the risk of inflation 
and shortages in resources to ensure a 
successful procurement process and we 
are working hard with all our clients to 
achieve this. Many of the tools available 
to us are tried and tested and can be 
successful when carefully implemented.

These include: 

 ▪ The prudent use of advanced purchasing 

London 
London retains a strong level of activity across the residential property and healthcare sectors, but 
infrastructure and advanced science schemes are particularly evident. Notable projects include HS2’s 
London Euston station, Hammersmith Bridge and the MSD UK Discovery Centre which is becoming a new 
Knowledge Quarter in King’s Cross. 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 throughout the year. In specialist sectors, demand is 
outstripping supply so finding appropriate contractors is difficult.

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 aim 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 a range of 
education, housing and bioscience projects around 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. There is limited 
contractor availability.
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Region 2021 2022 2023 2024 2025
East Anglia 3.5 8.0 5.0 4.5 4.3

East Midlands 4.0 8.3 5.0 4.5 4.3

West Midlands 4.0 8.3 5.0 4.5 4.3

North East 3.5 8.0 5.0 4.5 4.0

Yorkshire and the Humber 3.5 8.0 5.0 4.8 4.5

North West 4.5 8.3 5.0 4.8 4.5

Northern Ireland 6.0 8.5 5.0 4.5 4.5

Scotland 5.0 10.0 5.0 4.5 4.5

Central London 4.0 8.8 5.7 5.0 4.5

South East 4.0 8.8 5.0 5.0 4.5

South West 4.0 8.8 5.0 4.8 4.5

Wales 4.0 8.3 5.0 4.8 4.3

UK weighted average 4.1 8.6 5.2 4.8 4.4

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

With so many potential headwinds, collaboration is more essential than 
ever in optimising outcomes. Early market engagement will provide 
invaluable intelligence to help set up contracts to mitigate risk and get 
the strongest buy-in from the supply chain.

Nick Gray 
Chief Operating Officer - 
UK and Europe
+44 7785 513058
nick.gray@curriebrown.com 

Richard Hill
Market Analyst and 
Researcher 
+44 7881 625563 
richard.hill@curriebrown.com
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 ▪ The integration of some element of price fluctuation in the contract, allowing for reimbursement if inflation differs from 
expectations at the time of tender 

 ▪ Considering the sourcing of alternative materials in the specification to that which one might typically employ
 ▪ Accepting a reduced tendering held-open period – contractors and sub-contractors will not hold tenders for any length of 

time
 ▪ Extending contract periods to allow for delays in supply

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

