
MARKET OVERVIEW
Difficult trading conditions continued through the second half of 2019 
with major economies experiencing low growth and with the delay in 
closing out the initial Brexit withdrawal agreement.

Global GDP 
Low growth across major economies 
as result of Brexit, US trade policies, 
the Japan/South Korea trade war 
and confrontations by China, Iran 
and Turkey all affecting the global 
economy in 2019.

Construction GDP 
2019 showed overall growth at  
2.3%, however ONS data showed 
volatility with 6 months out of  
12 showing decline.

GBP:USD 
Exchange rate during 2019  
showed volatility with 8.4% difference 
between high and low points and  
a drop of circa 3% in the year.

GBP:€uro 
GBP broadly comparable to  
12 months ago, however it again 
continues to show volatility with  
an 8.6% difference between peaks  
and troughs.

Inflation (CPI) 
Down from 1.9% to 1.4% during the 
period of January to December 2019.

Interest Rates 
Bank of England base rate remained 
at 0.75% during the 12 months to 
December 2019 and with the current 
economic outlook and instability, no 
short-term change is forecasted.

Residential Market 
A positive start to the new decade 
with news that c.250,000 new homes 
were completed in 2019 based on 
EPC registrations and 1.8% growth  
in sales values from quarter 1 of 
2019 (according to Nationwide). This 
is the first time since the 1970s that 
this figure has been reached. There 
are still concerns that growth is not 
increasing enough to achieve the 
300,000 year-on-year target required 
to challenge the housing crisis.  
Values in London are still expected 
to decline by 1% during the year with 
positive growth outside of the capital. 
 

Real Estate  
Investment 
2019 showed decline due to  
lack of availability of quality assets 
and reduced transactions from 
international investors due to the 
UK economic uncertainty. City office 
purchases down 19% last year and 
27% on 10-year average (according to 
Savills). Similar trends in the West End 
with 50% and 42% drop based on  
5- and 10-year averages respectively.

Occupier Uptake
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Reduced investment led to 
reduced availability of quality 
office space, in turn average rents 
have increased and vacancy rates 
reduced across most districts of 
London. In 2019, demand shifted 
from TMT and flexible office 
sectors to professional services. 
This reversed the trend of 2018. 
WeWork’s issues and the impact on 
similar operators along with the rise  
of developer/ landlord own, flexible 
office/ lease offers has slowed the 
growth in these operators.
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Landlords and developers need to be cognisant of their 
stocks’ current ratings and plan for any remedial works 
required to meet the ratings in time and avoid penalties. 

These penalties are equivalent to 10% of the property’s 
rateable value (a minimum of £5,000 and a maximum of 
£50,000 for the first 3 months) rising to 20% (a minimum 
of £10,000 and a maximum of £150,000) thereafter. 

Residential Market Outlook
Sustainability is climbing up the agenda alongside the 
usual headlines around affordable housing, planning 
reform and off-site construction. Government funding 
will be required to increase affordable housing 
output and support business development in off-site 
construction methods. Data shows that the increase 
in housing delivery is slowing, indicating that the 
industry is delivering to capacity and so advances into 
modern methods of construction will be a key factor in 
achieving housing targets.

There is still some uncertainty around the 
implementation of the new London Plan which will 
have implications for affordable housing requirements 
and sustainability targets. Both the December General 
Election and the upcoming mayoral election have 
delayed Government response to the current draft.

Net Zero 2050 Target
In June 2019, the UK became the first major economy 
in the world to pass laws requiring all greenhouse gas 
emissions to be net zero by 2050, with the previous 
target being at least an 80% reduction from 1990 levels.

Along with the new London Plan coming into effect, the 
way MEP systems are being designed and specified is 
changing. We are at the forefront of this change and 
provide a summary in our insight piece later in this report.

BCO Guide to Specification Comparison
exigere’s review of the BCO’s Specification for 
Offices 2019 compares the key changes against the 
specifications set in the 2009 and 2014 guides. The 
BCO’s latest specification acknowledges the value 
derived from designing a modern workplace focused 
on people, productivity and wellbeing.

See exigere’s quick view here
https://www.exigere.co.uk/wp-content/uploads/2020/02/
Exigere-Guide-to-BCO-Specification-for-Offices-2019.pdf

BCO Research:  
The Future of Business Parks
As the trend for companies to relocate to more 
vibrant urban centres continues, many business 
parks are falling out of favour with employers and 
employees. We collaborated on this report with our 
colleagues at Perkins + Will and 3PM to examine the 
latent risk of historic business park operations and 
perceptions, identifying future trends in business 
park development and repositioning as park 
operators struggle to remain competitive.

Minimum Energy Efficient Standards (MEES)
The MEES regulations are designed to address carbon 
reductions in existing housing stock. April 2018 saw the 
requirement for all commercial buildings executing new 
leases to have a minimum EPC rating of E, however, 
by 2023 all properties will be required to meet the 
minimum E rating regardless of whether new leases  
are executed or not.

Looking into 2020, what are the key issues that  
may have an impact on the UK property market?

Political Certainty?
Regardless of your political views, the outcome from 
the UK General Election provides the Government with 
a mandate to enact its plans. This will provide some 
certainty to the markets and therefore the confidence to 
unlock and proceed with its project pipeline.

Will this increased certainty result in a ‘Boris bounce’? 
A number of our colleagues and clients we talk to are 
hopeful of this and we will wait to see what happens in 
the first half of this year. As for the future relationship 
beyond 2020, the current UK mandate infers the 
likelihood of tariffs and border checks from 2021 
onwards. These will be monitored as negotiations 
progress over the next 6 months and project teams 
should consider the potential impact of these on 
current and future projects.

See the report here   
https://www.exigere.co.uk/wp-content/
uploads/2020/02/BCO-Research-March-2019.pdf
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The outlook is good for build to rent products 
with surveys indicating a significant increase in 
investment from institutional funds. Increases 
in demand for student accommodation and 
the emerging co-living sub-sector are helping 
to make residential a leading contender in 
the property market based on reliability of 
performance and rate of return.
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Contractor  
Order Books 
Contractor availability and order books 
are increasingly varied with no spike or 
stretched capacity being identified at 
this stage. As always, early negotiations 
with contractors are important 
to ensure selection of the most 
competitive tender list and thorough 
due diligence of the main contractors 
and their supply chains is advised.

LONDON TENDER PRICE INFLATION
We have lowered our 2019 indices for small, simple projects  
where we saw an increase in highly competitive bidding during the 
year, particularly towards the back end, resulting in no forecasted 
growth in tender prices for this sub-sector. We have also lowered  
our forecast for 2020 on the same basis. 
 

Base Material  
Prices
Whilst the rate of increase has slowed 
in the last 12 months with subdued 
demand and falls in commodity prices 
such as oil and improved global steel 
production, recent ONS data shows 
that the ‘All Work’ construction material 
price index increased 3% in the year to 
quarter 4 of 2019.

Labour Costs 
Labour rates continue to rise at circa 
4% year on year with skilled labour 
shortages remaining. Current views 
amongst the supply chain are that this 
will continue in the next period.

Margins  
and On Costs 
In the main, margins have remained 
consistent across most construction 
sectors, project types and scales. We 
are however seeing highly competitive 
tenders and margin levels on projects 
in the sub £10m range on simple, fast 
paced projects, which is reflective of 
the continued uncertainty and dip in 
order books on projects with short 
programmes.
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Type / Nature 2019 2020 2021
Simple, small, category A refurbishments and fit outs 0% 1.0% 2.0%
Complex cut and carve refurbishments 2.0% 2.5% 2.5%
New builds 2.0% 2.0% 2.5%
Negotiated vs 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 future EU trade deals providing minimal 
disruption. The above does not include any 
inflationary impacts arising from the supply 
issues and tariffs / border control costs arising 
from any future EU trade deal. Any substantial 
shocks to the economic and political climate  
will likely affect the forecasts.

We see the market for complex cut and carve and  
large new builds holding, however, we have seen  
highly competitive bidding in the lower value,  
simpler new build schemes during quarter 4 of 2019.  
We expect this to continue early in 2020.
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Carbon offset payment based on 
300 tonnes per year

Part L 2013 reduction 

Carbon offset
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insight from  
Martin Broughton, MEP Partner
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energy efficiency alone. Combined with concerns 
around London’s climate, population levels and urban 
island heat effect, greater emphasis will be placed on 
exploiting opportunities such as building positioning, 
glazing, solar shading and passive ventilation. Where the 
development cannot achieve net zero carbon through 
onsite measures, then a carbon offset payment can be 
made, calculated over a 30-year period.  

The rate of the offset payment is due to increase from 
£60 per tonne per year to £95 per tonne per year. This 
means carbon offset payments are increasing and 
initial capital costs increase to achieve the required 
35% reduction from Part L 2013. 

Air quality neutral or air quality  
positive developments 
Clear evidence will be required to show new 
developments won’t have negative effects on local 
air quality, with larger developments expected to 
have positive outputs. Adoption of sustainable 
construction processes will minimise emissions. Special 
consideration will be required for works in air quality 
management areas and projects wishing to introduce 
elements such as biomass boilers will need to submit 
air quality assessments. Schemes will also be expected 
to influence local travel behaviours by implementing 
sustainable transport policies.

With the new London Plan  
being formalised early in 2020, 
we look at the implications 
it will have and the potential 
impacts on cost for current  
and new developments.

The new London Plan consolidates its previous 
ambitions for improved energy efficiency, air quality 
and future-proofed sustainability. 

Orbiting around a ‘be clean, be lean, be green’ policy, 
the new draft London Plan is a broad outline of the 
Mayor’s agenda to create a smarter, healthy city.  
The plan introduces a series of energy initiatives to 
improve the capital’s environmental interests. This will 
require developers and design teams to be dynamic 
and open-minded in meeting the challenge. 

The plan’s key focus points are:
Net zero carbon targets for developments, 
new or existing / in use or embodied
Major developments should now be net zero 
carbon, with a minimum on site reduction of 35% in 
carbon emissions, with domestic and non-domestic 
spaces expected to achieve a respective 10% and 
15% improvement on Part L requirements through 

Clean, lean, green MEP
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Graph based on ‘Electricity Generation by Technology’ (BEIS 2017 update)
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pros of heat pumps cons of heat pumps
Meets the 35% carbon 
emissions reduction 
target

Less efficient in winter 
due to low Coefficient of 
Performance  
(COP) levels

No impact on local air 
quality

Higher capital cost 

Potential to reduce area 
of riser and plant space 
within the building 

High refrigerant volume 
in heat pumps

Highest carbon savings 
using SAP10

Less maintenance

Lower running costs

 

Removal of onsite combustion and installation 
of zero emissions alternatives
The Greater London Authority (GLA) has adopted 
the draft Standard Assessment Procedure (SAP) 10 
which requires a sharp decline in the level of carbon 
emissions associated with electricity drawn from the 
National Grid, nullifying many of the carbon-saving 
benefits of CHP. A combustion-based technology, the 
impact of Combined Heat and Power (CHP) on local air 
quality sees it drop further in the hierarchy compared 
to electric systems that produce zero local emissions.

This, alongside the GLA’s ambition for London to 
become net zero carbon by 2050, creates additional 
pressures on how secondary energy is generated 
onsite. District heating networks are still the preferred 
measure to introduce low-carbon and renewable 
technologies, however, design teams will now need to 
consider how to futureproof new developments. Heat 
pumps offer a potential solution as the electrically 
driven systems can operate at low temperatures and 
connect to existing heat networks that use varying 
heat sources. 

Energy storage to reduce reliance on  
the National Grid 
London’s increased reliance on electrically  
generated energy will see increases in carbon 
emissions and electricity prices during peak periods 
throughout the year. While building efficiencies can 
directly reduce demand, developers will be expected  
to further manage the burden of demand by 
introducing local thermal or battery storage, or  
smart systems. 

The greening of the grid places greater onus on 
reducing embodied carbon and assessing a building’s 
whole lifecycle. A scheme’s design stage offers the best 
opportunities to affect embodied carbon, and if not, 
taken savings are lost for the entire lifetime  
of the building. 

Basis of Costs 

• GIA of 250,000ft² and NIA of 187,500ft².

• Gas fired boiler and air-cooled chiller solution 
versus Air Source Heat Pumps (ASHP) to 
generate the CHW and LTHW. 

• Traditional 4 pipe Fan Coil Unit (FCU) MEP 
system for the CAT A.  

• Diesel driven sprinkler pump versus electrical 
pump with life safety backup.

• Excludes infrastructure upgrade works.

• Plant is located on the roof.

• Costs exclude main contractors’ preliminaries, 
OH&P and project contingencies. 

All Electric Systems 

£ft²/GIA Total £

33.55 8,387,500

18.59 4,647,500

5.36 1,340,000

11.22 2,805,000

1.95 487,500

70.67 17,667,500

Traditional Systems 

£ft²/GIA Total £

Mechanical & Public Health 30.76 7,690,000

Electrical 17.66 4,415,000

Sprinkler 5.18 1,295,000

Comms including BMS 10.82 2,705,000

BWIC 1.95 487,500

66.37 16,592,500

Case study  traditional vs all electric
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Niall Aitken 
0207 920 3415
niall.aitken@exigere.co.uk 

Dan Fryer
0207 920 3401
daniel.fryer@exigere.co.uk 

David Happell
0207 920 3406
david.happell@exigere.co.uk  

Fiona Corcoran
0207 920 3405
fiona.corcoran@exigere.co.uk 

Peter Medland
0207 920 3407
peter.medland@exigere.co.uk  

Martin Broughton
0207 920 3422
martin.broughton@exigere.co.uk 

Tony Catchpole
0207 920 3429
tony.catchpole@exigere.co.uk 

Nigel Hawes
0207 920 3425
nigel.hawes@exigere.co.uk 

London’s independent construction cost advisors

Meet the partners
Our partners spend more time on each project 
because we believe greater input from experienced 
professionals is the right way to achieve success.

Russell Weir
0207 920 3427
russell.weir@exigere.co.uk  

Andrew Bennett
0207 920 3404
andrew.bennett@exigere.co.uk

exigere.co.uk

info@exigere.co.uk 
0207 920 3400 
Morelands | 5-23 Old Street, London  EC1V 9HL
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