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This will keep pressure on input costs, 
although tender prices are likely to show 
modest growth as contractors struggle to 
absorb further costs.

This bulletin starts with a review of the 
market as this sets the scene for our 
analysis and forecasts for construction 
output and for tender prices and 
building costs.

Market overview
 
Over the last six months UK economic output has shrunk 0.5%, 
occupier demand has been weak and rental values have fallen in 
many locations, particularly secondary locations. Central London 
has been an exception with retail and office rents increasing, but at 
a more muted rate than a year ago.

The pattern of investment activity matches occupational activity, 
with much stronger activity in London than elsewhere. Over the 
last 12 months investment yields have edged down marginally, 
but over the last six months this has ended and yields have started 
moving up. As a result capital values are now falling.

Weak occupier demand and falling rental and capital values have 
affected development viability and new commercial and industrial 
development activity. The small upturn in activity that occurred 
in 2010, when capital values were rising, has reversed and new 
construction activity is now lower than it was at the depth of the 
recession in 2008/2009 and only about a third of its 2007 peak.

GVA view
• Economic growth should improve in the latter half of 2012 but 

overall economic growth in 2012 will be very weak and no 
better than in 2011. Slightly stronger growth is likely in 2013 and 
then close to trend growth should occur in 2014, 2015 and 2016. 
We expect negative rental and capital value growth in 2012 
and weak, but positive, growth in 2013, accelerating slowly 
thereafter.

• New development activity will reflect the pessimistic outlook 
for the economy and rental and capital values. This will be 
reinforced by constrained development finance. Development 
activity is, therefore, unlikely to increase over the next year or 
two.

• Stronger economic growth is expected in London and 
its hinterland than in the rest of the UK. This, coupled with 
healthier occupier demand, strong overseas investment and a 
shortage of prime stock, should stimulate a continuation of the 
development upturn in central London.

• The shortage of development finance from banks will continue 
to affect the amount of development activity for some years to 
come, but alternative sources are emerging although not on a 
sufficient scale to make up the shortfall. Development finance 
and JV development agreements will be limited to the best 
quality schemes in the best locations, with substantial pre-lets to 
minimise risks.

There has been a renewed downturn in construction 
activity, following the small upturn in 2010 as private 
sector demand struggles to replace the public sector 
stimulus
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• In spite of falling workloads, tender prices are 
forecast to show modest growth as contractors 
struggle to absorb further costs.

• Material price growth has weakened over 
the past year but growth should stabilise at 
between 3% and 4% pa.

• Labour cost inflation will remain well below 
general inflation for the next two years as 
workloads fall, before gradually increasing to 
4% pa by 2016.

Tender Prices
Tender prices have increased 8% since their low point in 2010 but 
growth was flat in the second half of 2011, according to BCIS. They 
have recorded 0.5% growth in the first quarter of 2012. In spite of 
an expected fall in new work output this year, this modest growth 
is likely to continue in line with input costs as contractors struggle 
to absorb further costs. BCIS forecasts 0.9% pa growth in 2012, 
2.2% in 2013 and gradually accelerating to 4.2% pa by 2015

Materials
Material price inflation was flat in the second half of 2011, 
compared to strong growth seen during the previous two years, 
reaching a peak of 8.8% pa growth in July 2010. The first quarter 
of 2012 has seen a pick up in modest price growth and BCIS 
forecast growth of 3.3% for 2012. The moderation in material 
prices is largely due to the fall in steel prices over the past six 
months.

However, materials that are dependant on oil prices, such 
as coated roadstone and paint, as well as energy intensive 
manufactured materials, such as bricks and cement, have 
seen above inflationary growth over the past year. Oil prices are 
exacerbated by the comparative weakness of sterling against the 
dollar compared to four years ago.

Material price growth is likely to average around 3% pa for the 
first three years of the forecast to the end of 2014, rising to 4% pa 
between 2015 and 2016.

Labour
Wage inflation remains below general inflation. The BCIS labour 
index grew by 2.2% in 2011, compared to 1.3% in 2010 and 
current RPI of 3.6%. Wage growth is likely to remain subdued for 
at least two more years against a backdrop of falling demand. 
BCIS forecast growth of 1.4% in 2012 and 2.2% in 2013, before 
gradually increasing to 4% pa by 2016, as demand picks up and 
wage settlements rise.

Recent construction industry wage awards have varied between 
no increase for electricians and steelworkers, 1.5% for builders, 
2% for plumbers and 3% for demolition workers. Employees in 
the busier infrastructure sector are benefiting from increased 
workloads. Unsurprisingly the Construction Products Association 
(CPA) reports that just 2% of firms had difficulty recruiting labour 
in Q4 2011. This compares to between 60% and 80% before the 
recession.

Tender prices and 
building costs

Building cost update Q2 2012
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GVA view
The construction market remains generally weak across all sectors 
with building contractors and their supply chain suffering from a 
continued slump. Small and medium size contractors are under 
particular pressure as finance from the banks continues to be 
restrained. 

Whilst labour costs for contractors have generally remained 
static or have seen increases in line with inflation, material prices 
continue to accelerate. This is due to the volatility in raw materials 
which has resulted in tender prices being put under real pressure 
by the increase in input costs. Contractors as a result are generally 
reluctant to fix these costs and are bidding at cost or below in 
order to win work in a competitive market place.

Uncertainty regarding the fragile state of the economy continues 
to hamper the start of new schemes across all sectors. Whilst 
the level of commercial property development remains 
low, sentiment on the ground does appear to be improving 
marginally. There are some encouraging signs within the sector 
with several high profile projects now under construction. However 
these are generally limited to London and the South East. 

Construction activity in the short term is not likely to recover 
significantly due to a combination of poor viability, the weak 
outlook for occupier demand and the time needed for 
the industry to rebuild capacity. Any recovery is only likely 
to commence from 2013 onwards if favourable economic 
circumstances permit. This growth however is likely to be sluggish 
as cuts in public sector spending deepen and tax rises take hold.

There are some 
encouraging signs 
within the sector with 
general high profile 
projects now under 
construction. However 
these are generally 
limited to London and 
the South East.
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•  CPA forecasts indicate a fall of 2.9% in 
construction output this year, flat growth next 
year and a rise of 3.4% in 2014.

•  The return to growth in 2014 will be led by 
private housing, infrastructure (particularly rail 
and energy construction) and a slow recovery 
in the commercial sector.

•  Significant falls are anticipated in public non-
housing (predominantly education and health) 
and public housing.

Continued construction contraction
Construction output is forecast to fall by 2.9% in 2012, following 
an increase of 2.4% in 2011. The fall this year is predominantly 
due to the cuts in the public sector – housing, non-housing and 
repairs and maintenance. Meanwhile, commercial construction 
has yet to gain enough momentum to fill the gap left by the cuts, 
although growth in private housing and particularly infrastructure 
are providing some buoyancy.

With growth in these sectors along with a gradual recovery in the 
commercial sector, the CPA forecasts output to remain flat next 
year, with 3.4% pa growth in 2014 before accelerating to almost 
5% pa in 2015 and 2016. Experian forecast a deeper contraction 
this year of -4.4% but a faster recovery in subsequent years. These 
forecasts assume no further significant shocks in the Euro zone. 

Private housing starts contracted by 3% in 2011 but are expected 
to recover in 2012 by 5%, before strengthening to double digit 
growth of between 10 and 13% pa between 2013 and 2016. 
While starts are still very low historically, improving conditions will 
be boosted by schemes such as ‘New Buy’ that assists first time 
buyers to get 95% mortgages and ‘Get Britain Building’, set up 
in March to support construction firms in need of development 
finance.

Starts for public housing on the other hand will be affected by the 
changes to the funding mechanism and planning policy. Capital 
funding has reduced significantly and housing associations will 
be more reliant on capital markets, as there is a shift to make 
the provision of affordable housing more commercial and 
enable housing associations to charge 80% of market rents. 
This will inevitably slow down activity as parties adjust to the new 
conditions. Consequently, starts are forecast to fall 22% this year 
and 5% next year, before a modest recovery thereafter.

Public non-housing cuts started in 2011 with a fall of 7% in 
output primarily due to falls in ‘public health’ and ‘public other’ 
(defence and prisons etc). The size of the sector and severity of 
the cuts ensure that this sector has a significant impact on overall 
construction output. Most current health construction projects 
are under a scheme called ‘Procure 21+’. These mainly consist 
of small to medium size projects whereas there is a lack of larger 
projects in the pipeline. As contracts complete on ‘Building 

for Schools for the Future’ (BSF) and the work on the Olympics 
completes, output is expected to fall a further 17% during 2012 
and a further 20% during 2013 and 2014 before stabilising.

Commercial construction activity made a modest recovery in 
2011 with 4% growth as a result of activity in the London office 
market. However, this has since slowed with the stalling of high 
profile construction projects in the City because of the difficulty 
in attracting pre-lets. Retail was the strongest commercial 
sub-sector in 2011 with growth of 5% and the outlook remains 
mildly positive. This was mainly due to the growth of supermarket 
projects and expansion of niche outlets such as coffee shop 
chains. Industrial construction will see a gradual recovery in 
construction output from this year. Factory demand will come 
from an increase in exports to developing nations such as the 
BRIC countries and warehousing demand from the expansion of 
the supermarkets and warehouse intensive internet retailing.

Output in infrastructure has seen constant growth since 2007. This 
will continue with 4% growth in 2012 and an average increase of 
6% pa between 2013 and the end of 2016. The main contributors 
to this growth are rail and nuclear electricity. The rail sector will 
be boosted because of works to Crossrail but there will be severe 
funding cuts to Network Rail’s CP5 budget. In the electricity 
subsector output will rise between 20% and 30% pa this year and 
until the end of 2014. This will be driven by work on nuclear power 
plants such as Wylfa and Sizewell and offshore wind generation 
capacity will continue to increase.

Construction outlook

Building cost update Q2 2012

 -    

 5,000  

 10,000  

 15,000  

 20,000  

 25,000  

 30,000  

2011 2012 2013 2014 2015 2016 

£ 
M

illi
o

n 
(2

00
5 

c
o

ns
ta

nt
 p

ric
e

s)
 

Construction Industry Output Forecast 

Source:  CPA, ONS 

Private: Commercial Private: Housing Private: Industrial Private: R&M 
Public: Housing Public: Non-Housing Public: Infrastructure Public: R&M 

Private: Commercial 
23% 

Private: Housing 
14% 

Private: Industrial 
3% 

Private: R&M 
23% 

Public: Housing 
3% 

Public: Non-
Housing 

10% 

Public: 
Infrastructure 

13% 
Public: R&M 

11% 

Total Construction Industry Output 2011 

-6.0% 

-4.0% 

-2.0% 

0.0% 

2.0% 

4.0% 

6.0% 

8.0% 

10.0% 

Coated 
roadstone 

Sand & 
gravel 

Ready-
mixed 

concrete 

Bricks Pipes and 
fittings 

Fabricated 
structural 

steel 

Imported 
sawn wood    

BCIS 
Materials 

Index 

Material price growth to Feb 2012 

Source: BIS 

Last 12 months (Feb 11 to Feb 12) Last six months (August 11 to Feb 12) 

-10.0% 

-5.0% 

0.0% 

5.0% 

10.0% 

Jul-07 Jul-08 Jul-09 Jul-10 Jul-11 Jul-12 Jul-13 

Year-on-year change in cost indices 2006 to 2016 

Source: BCIS 

Building costs Tender prices Labour costs Materials costs 

Construction Industry Output Forecast

 -    

 5,000  

 10,000  

 15,000  

 20,000  

 25,000  

 30,000  

2011 2012 2013 2014 2015 2016 

£ 
M

illi
o

n 
(2

00
5 

c
o

ns
ta

nt
 p

ric
e

s)
 

Construction Industry Output Forecast 

Source:  CPA, ONS 

Private: Commercial Private: Housing Private: Industrial Private: R&M 
Public: Housing Public: Non-Housing Public: Infrastructure Public: R&M 

Private: Commercial 
23% 

Private: Housing 
14% 

Private: Industrial 
3% 

Private: R&M 
23% 

Public: Housing 
3% 

Public: Non-
Housing 

10% 

Public: 
Infrastructure 

13% 
Public: R&M 

11% 

Total Construction Industry Output 2011 

-6.0% 

-4.0% 

-2.0% 

0.0% 

2.0% 

4.0% 

6.0% 

8.0% 

10.0% 

Coated 
roadstone 

Sand & 
gravel 

Ready-
mixed 

concrete 

Bricks Pipes and 
fittings 

Fabricated 
structural 

steel 

Imported 
sawn wood    

BCIS 
Materials 

Index 

Material price growth to Feb 2012 

Source: BIS 

Last 12 months (Feb 11 to Feb 12) Last six months (August 11 to Feb 12) 

-10.0% 

-5.0% 

0.0% 

5.0% 

10.0% 

Jul-07 Jul-08 Jul-09 Jul-10 Jul-11 Jul-12 Jul-13 

Year-on-year change in cost indices 2006 to 2016 

Source: BCIS 

Building costs Tender prices Labour costs Materials costs 

Total Construction Industry Output 2011



08449 02 03 04
gva.co.uk

London West End
10 Stratton Street
London W1J 8JR

London City
80 Cheapside
London EC2V 6EE

Belfast
Rose Building Third Floor 
16 Howard Street
Belfast BT1 6PA

Birmingham
3 Brindleyplace
Birmingham B1 2JB

Bristol
St Catherine’s Court 
Berkeley Place 
Bristol BS8 1BQ

Cardiff
One Kingsway
Cardiff CF10 3AN

Edinburgh
Quayside House
127 Fountainbridge
Edinburgh EH3 9QG

Glasgow
206 St Vincent Street
Glasgow G2 5SG

Leeds
City Point First Floor
29 King Street
Leeds LS1 2HL

Liverpool
Mercury Court 
Tithebarn Street 
Liverpool L2 2QP 

Manchester
81 Fountain Street
Manchester M2 2EE

Newcastle
Central Square
Forth Street 
Newcastle upon Tyne NE1 3PJ

Published by GVA
10 Stratton Street, London W1J 8JR
©2012 Copyright GVA

GVA is the trading name of GVA Grimley 
Limited and is a principal shareholder of  
GVA Worldwide, an independent partnership 
 of property advisers operating globally 
gvaworldwide.com

08487

This report has been prepared by GVA for general information purposes only. Whilst GVA endeavour to ensure that the information in this report is correct it does not warrant 
completeness or accuracy. You should not rely on it without seeking professional advice. GVA assumes no responsibility for errors or omissions in this publication or other 
documents which are referenced by or linked to this report. To the maximum extent permitted by law and without limitation GVA exclude all representations, warranties and 
conditions relating to this report and the use of this report. All intellectual property rights are reserved and prior written permission is required from GVA to reproduce material 
contained in this report. GVA is the trading name of GVA Grimley Limited © GVA 2012.

London
Max Haycocks – 020 7911 2454

max.haycocks@gva.co.uk

Ian Bragg – 020 7911 2749
ian.bragg@gva.co.uk

 
Birmingham

Malcolm Smith – 0121 609 8224
malcolm.smith@gva.co.uk

 
Bristol

Tim Scruton – 0117 988 5256
tim.scruton@gva.co.uk

Cardiff
Jonathan Mansell – 0292 024 8919

jonathan.mansell@gva.co.uk
 

Edinburgh
James Wright – 0131 469 6050

james.wright@gva.co.uk
 

Glasgow
Danny Lafferty – 0141 305 6320

danny.lafferty@gva.co.uk
 

Leeds
Nick Twigg – 0113 280 8019

nick.twigg@gva.co.uk

Manchester
Graham Fairhurst – 0161 956 4400

graham.fairhurst@gva.co.uk
 

Newcastle
Gordon Hewling – 0191 269 0515

gordon.hewling@gva.co.uk

Cost Consultancy
Mark Astbury – 020 7911 2968

mark.astbury@gva.co.uk

GVA Second London Wall
Mike Blinco – 020 7911 2571

mike.blinco@slw.co.uk

GVA Schatunowski Brooks
Ian Absolon – 020 7911 2701

ian.absolon@gvasb.co.uk

GVA Acuity
Chris Dumas – 020 7911 2285
chris.dumas@gvaacuity.co.uk


