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Market Overview 
Looking at the key economic indicators, where we stand at the mid-point of 2018 can only be summarised as 
contradictory. This reflects the unprecedented economic and political times we live in and the split views on 
whether Brexit is a positive or negative disruptor to the UK status quo.

London’s independent construction cost advisors

Construction GDP
Three successive quarters 
negative growth on average, 
with all sub sectors indicating 
negative growth except 
for private housing and 
infrastructure.

GBP: USD
GBP has risen by 5% in the 
year and in April was close to 
returning to pre-referendum 
levels at 3% below.

Global GDP 
Majority of G7 and G20 countries 
showed strengthening growth 
in 2017/18. The UK maintained 
growth, albeit at a lower rate 
in comparison, despite Brexit 
uncertainties.

GBP: €uro
GBP has fallen by 3.5% in the 
year remaining 14% below pre-
referendum levels.

Inflation (CPI)
Three successive quarters 
negative growth on average 
with all sub sectors indicating 
negative growth except 
for private housing and 
infrastructure.

Occupier Uptake
Uptake reportedly increasing 
10 to 15% in comparison to 
2016. Growth has been lead 
by TMT and flexible workspace 
occupiers along with a steady 
uptake in more traditional 
occupier sectors.

 Real Estate Investment
Strong performance driven by 
foreign investors benefitting 
from the fall in GBP, offsetting 
reduced domestic investment. 
London remains the favoured 
global city for foreign 
investment despite Brexit, giving 
confidence that the economic 
fundamentals are robust.

  Interest Rates
Bank of England rate rose 
0.25% in 2017 with further rises 
expected in 2018. US Central 
Bank also raised rates in 2017 
however the European Central 
Bank maintained rates and 
as yet show no indications of 
following suit.
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Key points
2018, like 2017, will be characterised by Brexit. 
Progress in the next phase of negotiations, 
regarding both the transition and future trade 
agreements is key to maintaining the confidence 
seen in the London Real Estate market in 2017. 

Occupier demand is likely to continue to be 
driven by the TMT and co-working sectors. 
Deals such as Deutsche Bank and SMBC 
committing to London as their European HQ 
are positively influencing the more traditional 
occupier sectors in London. 

The consensus view is that 2018 will carry on 
the trends of 2017 in the London market with 
slow growth continuing and investor/developer 
caution being maintained. 

However, the following potential risks could 
impact either the overall economy or the 
construction sector:

•  Disruption to the Brexit negotiations. 
Any changes or difficulties 
in converting the provisional 
agreements to transitional 
arrangements could see market 
confidence erode. 

•  The key Global Share Indices 
are at historic highs and further 
corrections from those that 
occurred in January 2018 could see 
confidence diminish. 

•  Key Eurozone countries are 
experiencing strong growth. As a 
large portion of UK construction 
projects are reliant on the supply 
of materials and installed systems 
from Eurozone countries, we could 
see inflation feeding through into 
construction costs despite slow/low 
growth in the UK.

London Tender Price Inflation
In 2017 we saw low, steady inflation on medium to major projects with inflation 
running at 3%. We also saw keen pricing return to smaller and simpler schemes 
with prices dropping by 3% in the year. We expect this trend to continue into 2018 
with market conditions being flat, margins tightening and material and labour 
price rises filtering through. 

Year end results for contractors show mixed results, with the lag from poor 2016 
performance in the occupier and investment markets taking effect. 

The loss of Carillion in January could have far reaching impacts across all levels of 
the supply chain. The loss of debts owed and the consequential cashflow issues 
this will cause to some sub-contractors will have ramifications for others, both 
in terms of impacts on delivery and future procurement. This may also affect the 
overall capacity in the marketplace, depending on the level of supply chain impact 
and any increase in sub-contractor insolvencies. 

Base Material Prices 
Price increases have been experienced 
across all key materials with significant 
rises in base steel affecting structural 
steel and reinforcement prices in 2017. 
Increases were largely absorbed during 
2017, however 2018 is likely to see 
further rises past on.

Labour Costs
Labour rates continue to maintain 
growth with skilled labour shortages 
remaining. Brexit negotiations may 
provide the conditions to prevent 
a potential economic shock of the 
loss of skilled European labour. That 
said, greater demand from Eurozone 
following higher rate of growth and 
weakening of GBP, could see reduced 
future immigration thus sharpening the 
skills shortages.

Margins and On Costs
In general, mark ups are to remain 
consistent with 2017 on medium to 
large value projects. Minor tightening is 
expected to offset material and labour 
cost increases where competitive 
procurement models are used. The 
market is weakening for smaller, simpler 
projects with keener pricing being 
experienced.

Contractor Order Books
Year end results for contractors show 
mixed results with the lag from poor 
2016 performance in the occupier and 
investment markets filtering through. 
Contractor availability and order 
books are increasingly varied and 
early negotiations with contractors is 
important to ensure selection of the 
most competitive tender list.
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Type / Nature 2017 2018 2019

Simple, small, category A 
refurbishments and fit outs

(3%) 0% 4%

Complex Cut and Carve 
refurbishments

3% 2% 2.5%

New Build 3% 2% 2.5%

Negotiated v Competitive 
Procurement Premium

5 – 10%

The above forecasts are made based on the current UK and Global GDP 
forecasts, GBP exchange rates remaining consistent and Brexit negotiations 
remaining on course. Any substantial shocks to the economic and political climate 
are likely to have an impact. 
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Office Design Trends  
Impacting Office Baseline
Whilst Tender Price Inflation forecasts consider the underlying 
economic impacts of the input costs to construction, they tend to 
miss changes in the baseline of what a ‘typical’ office development 
is and the implications of statutory developments. 

Over the last few years we have seen trends in office development 
that significantly impact the traditional baseline cost and design 
benchmarks that impact the average cost of office developments 
beyond TPI. 

These changes are being driven by the dominance of the TMT and 
co-working sectors in the occupier market. However, their influence 
is being felt across the market as more traditional occupiers 
consider the interior design of spaces and amenity provisions as  
a way of attracting and retaining talent. 

The Well Being agenda is a contributory factor with greater 
expectations from occupiers in respect of amenity provisions, 
health facilities and use of natural materials.

Key Office Trends
•  Larger receptions are increasingly in demand with reception 

design moving away from a transactional space to an extension 
of the workplace. We are seeing more active, usable spaces 
being developed as well as additional facilities in the spaces, 
such as coffee bars and touch down meeting areas. 

•  Amenity provisions are also developing, with larger landlord 
provided cycle stores and changing areas being a great example. 
Occupiers are now demanding more than the minimum BREEAM 
requirements and higher quality storage and changing facilities 
are now more akin to the level of specification provided to core 
WC areas.

•  WELL Standard is now being considered more commonly on 
schemes and is becoming more integrated alongside BREEAM 
assessments. It can also have a significant cost impact on 
the Shell and Core cost of an office development. Costs are 
influenced by several factors, some outside of the projects 
control, for example site location, massing, orientation, existing 
structural frame (if existing retained) of the building; and as such 
the cost impact can vary from project by project. Wired Score 
and Cycle Score are examples of other standards becoming 
more common in recent developments and impacting on design 
and cost.

•  Category A Fit Out trends are shifting away from the traditional 
metal tile, with an homogenous look, to a more exposed look and 
feel, either with fully exposed or hybrid part exposed styles. This 
trend is spreading from the Tech belt areas of the City fringe into 
the City and West End on current and future schemes. The cost 
impact of this approach is a variable dependent on the type of 
project e.g. refurbishment or new build, the type of structure and 
how refined the end product is.

•  Higher occupation density than 1:10 are becoming the norm with 
1:8 more common and 1:6 being considered on new schemes.

•  The development of technology and its implementation within 
Office Developments is generating new challenges. One example 
being the number of recent enquiries into Drone landing zones, 
with retailers keen to understand the viability of incorporating one 
into new and existing central London buildings. 

•  The fall out from Grenfell and its impact on Fire Regulations will 
have a knock-on effect on base prices with design teams and 
clients already acting ahead of any future regulation changes and 
going beyond current regulations. Common themes in last twelve 
months have been:

 •  Material specification changes
 •  Additional stair cores being incorporated into the design  

over and above previous norms
 •  More common introduction of sprinklers within buildings
 •  NIA:GIA losses

•  In addition to the cost impacts of the above Net:Gross 
efficiencies are being impacted, particularly regarding the 
provision of greater landlord amenities and fire engineering design 
changes, with Net:Gross efficiencies of sub 70% becoming more 
common.

 •  The expansion of prefabrication in residential developments will 
also be one to watch. It will be very interesting to see how this 
technology can be more readily applied to more elements and 
systems across Commercial Office construction. 



Our partners spend more time on each project because we believe greater input from experienced 
professionals is the right way to achieve success.
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Office Trends Larger receptions that are an extension of the workplace plus more active, 
usable spaces including facilities for coffee bars and touch down meeting areas. 
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