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As the Brexit vote looms the potential for an 
unprecedented exit from Europe remains a possibility, 
uncertainty surrounding this is having an effect on 
investment which will impact construction demand.

Forecast for UK average rates of tender prices have remained 
constant at 4% for 2016 and 3.5% in 2017.

Demand in London remains strong driven by projects being 
completed, with tender price rises for mechanical, electrical and 
finishing trades driving a median increase of 5% in 2016 as the 
demand works through the pipeline.  In contrast earlier trades, 
demolition and ground works have recorded spare capacity and 
lower pricing as they feel the effects of the uncertain outlook, 
which we forecast will lead to a tempering of the rate of inflation 
towards the end of the year.
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INPUT COSTS 

The rise of construction input costs 
continues to outstrip the economy’s 
headline rate of inflation. Most 
indicators of building costs reflect 
input cost increases equivalent to 
more than ten times the headline CPI 
rate of inflation.

The weaker Pound has generated higher 
costs for imported material from the 
Eurozone, with a 12% increase over the last 
six months.

Fuel oils recovered over the quarter, with 
crude oil up from all-time low of US$ 30 
to US$ 50 in May, the highest level since 
October last year.

STRUCTURAL STEEL 1Q 2016
4.1% Down ▼

REINFORCEMENT 1Q 2016
6.3% Down ▼

CONCRETE 1Q 2016
2.2% Up ▲

OIL PRICES
$50 Up ▲

CONSTRUCTION INDUSTRY
Wage Increase 4% Up ▲

ECONOMY
Wage Increase 2.7% Up ▲

CONSTRUCTION OUTPUT
3.0% Down ▼

CPI APRIL 2016
0.3% Down ▼

GDP OUTPUT 1Q 2016
2.1% Up ▲

Wage rates in construction remain the 
driving force of headline rates of tender 
price inflation, with an average 4% increase 
in the sector compared with the service 
sector’s 2.9% and UK average rate of 2.7%.

UNEMPLOYMENT
UK unemployment rose by 21,000 to 1.7 
million between December and February 
however, the headline rate of 5.1% remains 
unchanged.

This is the first rise since mid-2015, possibly 
reflective of uncertainty over hiring and 
investment moving forward, albeit the 
change is modest. The headline rate is down 
from 5.6% at the same time last year with 
employment at the highest recorded levels.
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MACRO ECONOMICS 

The Consumer Price Index (CPI) 
measure of inflation fell to 0.3% in April, 
down from 0.5% in March.

The Bank of England (BofE) latest forecast is 
an expectation of inflation to increase in the 
second half of the year.

The alternative Retail Price Index (RPI) 
measure also fell from an annual rate of 1.6% 
in March to 1.3% in April.

Falls in measures were attributed to lower 
air fares, energy and clothing, with the 
pass through of lower commodity pricing 
maintaining low inflation. The subdued pace 
of domestic cost growth was commented by 
the BofE to be a lesser influence on the current 
headline figures.

Interest rates remain unchanged at 0.5%

CONSTRUCTION OUTPUT
The Construction Products Association (CPA) 
revised down its forecast for 2016 to 3.0% 
following a downward revision three months 
ago.  Similarly, its forecast for output in 2017 
has been revised to 3.6% from 4.1%.

Retail construction output is expected to 
fall 1% in 2016, but rise 2% in 2017 whilst 
residential output remains steady at 5%. 

Commercial office output remains strong at 
7% in 2016, with a drop off to 6% in 2017.

By 2019 total construction output is expected 
to be £20 billion higher than in 2015, yet 
employment is 329,000 lower, highlighting 
the severe skills shortage and pressure on 
capacity of the industry to deliver.

SKILLS SHORTAGE
The latest annual recruitment requirements 
survey by CITB and Experian highlights 
shortages across several trades to meet 
demand for output.

Glazing - 10% per annum
Floorers - 6.6% per annum
Envelope Specialists - 4.9% per annum
Joinery and Fit-Out - 1.0% per annum
Senior Executives & Managers - 1.1% per annum

The shortage of personnel is driving the 
rate of wage increases which in turn is 
fuelling inflation.

REVIEW OF 2015
Review of tender pricing received in 2015 
confirms a final UK average of 8% year on year 
tender pricing change.  This is up from 7% as 
last published in our fourth quarter.
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SPOTLIGHT ON NORTH WEST 

Construction activity in the North West has been gathering momentum over the last 
two years, with growth in output reflecting demand for the region. 

Manchester is increasingly being seen as the UK’s second city in terms of investment 
into commercial office space, where the vacancy rate for Grade A space has fallen 
below 2%. This has driven an increase in planning approvals and new starts such as 
the First Street Developments, Nr. 1 Spinningfields, Landmark and Citylabs 2 & 3 
along with the anticipated refurbishments such as Arkwright House, Heron House, 
Westminister House and London Scottish House reinvigorating existing buildings 
within the city. Tenants moving to the region include Freshfields Bruckhaus 
Deringer, Ford Credit and TalkTalk. G&T is acting in support of both developers and 
tenants on many of the city centre projects in Manchester.

The Education sector looks set to benefit through the University of Manchester’s new 
High Value Framework with over £1 billion of investment over the next eight years.

The Residential sector, including private and PRS projects, is responding to support 
the talented workforce, with projects including Middlewood Locks, the Renaker 
programme of works and St John’s Masterplan in development. Infrastructure is 
being bolstered with the upgrade of Manchester’s transport including the Oxford Road 
Station Refurbishment and the Tram Lines extension across the city centre and South 
Manchester linking the tram system to Manchester Airport.

Investment in Arts and Culture is also benefitting the industry, with the £90m arts 
centre The Factory in Manchester on the former Granada Studios site (part of the St 
John’s development) and Oldham’s £30m new theatre and heritage centre.

Liverpool has developed into a northern fashion hub and retail destination and is 
experiencing a similar growth to Manchester with a strong pipeline of investment 
over the next two to three years. Notable projects include the completion of Royal 
Liverpool Hospital (£429m), Alder Hey (£237m), Exhibition Centre (£66m) and the 
redevelopment of Anfield for Liverpool Football Club (£156m).

The North West is experiencing pressures in relation to the supply of materials and 
labour reflected by pricing of frame, envelope and mechanical & electrical services 
trade, together with a general shortage in skilled labour and technical staff.

Positive growth across the region is set to continue.
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TENDER PRICE CHANGE 

COMPARISON OF PUBLISHED FORECASTS FOR TENDER PRICE CHANGE
G&T  

UK AVER.
BCIS  

UK AVER.           
G&T  

LONDON
AECOM  

LONDON 
ARCADIS 
LONDON 

2Q TO 2Q MAY 16 2Q TO 2Q 1Q16 1Q16

% CHANGE

2016 4.00 3.30 5.00 5.60 3.80

2017 3.50 3.20 3.50 5.20 4.30

2018 3.00 4.20 3.00 4.00 4.50

2019 3.00 3.70 2.50 3.90 4.20

2020 3.50 4.80 3.50 N/A 4.20

TENDER PRICE ANNUAL PERCENTAGE CHANGE 2Q 2016 
% 2016 2017 2018 2019 2020
Regional 
forecasts Now Last Now Last Now Last Now Last Now Last

Greater London 5.00 4.50 3.50 3.50 3.00 3.00 2.50 3.00 3.50 3.50
South East 4.50 4.50 3.00 3.50 3.00 3.00 2.50 3.00 3.50 3.50
South West 4.00 4.00 4.00 3.00 3.50 3.00 3.50 3.00 3.00 3.00
East Anglia 3.00 3.00 2.00 3.00 2.00 2.00 2.00 3.00 3.00 3.00
Midlands 2.50 3.00 3.00 3.00 3.00 3.00 3.00 3.00 3.00 3.00
Wales 2.50 3.00 3.00 3.00 2.50 2.50 2.50 2.50 2.50 2.50
Yorks & Humber 2.50 3.00 2.00 3.00 2.00 3.00 2.00 3.00 3.00 3.00
North West 3.00 4.00 2.50 4.00 2.00 3.00 1.50 3.00 3.00 3.00
North 2.50 3.00 3.00 3.00 3.00 3.00 3.00 3.00 3.00 3.00
Scotland 2.50 3.00 3.00 3.00 3.00 3.00 3.00 3.00 3.50 3.50
Northern Ireland 2.00 3.00 2.50 2.50 2.50 2.50 2.50 2.50 3.00 3.00
UK Average 4.00 4.00 3.50 3.50 3.00 3.00 3.00 3.00 3.50 3.50
Eire 4.00 4.00 3.50 4.00 3.00 4.00 3.00 3.50 3.00 3.50

Remember Our advice is to review each project on its own merits. This forecast publication must be treated as a guide only, being 
that it is based on averages of various types and sizes of projects across a region, ascertained through our latest market research. 
The quality, both of design and desired end product, procurement route (particularly ownership and transfer risk), delivery 
timescales, complexity of design and desire of contractors to tender should be carefully considered in project specific estimates and 
their outturn cost. Suitable allowances should be made for project specific designs, site conditions and local market conditions, which 
should be reviewed regularly with your Gardiner & Theobald team to determine the appropriate base cost. Neither the Author nor 
Gardiner & Theobald LLP owe a duty of care to the reader or accept responsibility for any reliance on the foregoing.

FURTHER INFORMATION

Please speak with your Gardiner & Theobald expert, or contact  
Gavin Murgatroyd (Partner, London) or Owen Weatherley (Market Analyst)

T: +44 (0)20 7209 3000 | g.murgatroyd@gardiner.com | o.weatherley@gardiner.com

Note: All figures relate to year on year quarterly changes  


