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Early 1980’s 
recession

Early 1990’s 
recession

2008 Financial 
crisis

GDP recession length 5 quarters 5 quarters 5 quarters

TPI recession length 8 quarters 10 quarters 8 quarters

TPI recession lag 4 quarters n/a n/a

GDP impact (4.21%) (2.01%) (16.06%)

TPI impact (10.64%) (21.48%) (19.14%)

GDP recovery period 13 quarters 11 quarters 21 quarters

TPI recovery period 14 quarters 29 quarters 24 quarters

What next? 
In the first half of 2020 we have witnessed 
the world changing dramatically for 
the foreseeable future, or indeed 
permanently. The COVID-19 pandemic 
was a predictable surprise, however,  
the health and economic impacts  
will not be known for some time.
For the UK, and many other countries, emerging  
Gross Domestic Product figures suggest a recession 
of significant proportion is happening.

To provide a platform to analyse the current situation, 
we have looked to the past for clues. How this particular 
recession may affect the UK construction market is 
considered in our latest market forecast outlook.

RECESSION COMPARISONS
Whilst these are unprecedented times, we can still look 
back to trends from past recessions to provide guidance 
for what the future may hold. The following graphs 
compare the Gross Domestic Product (GDP) and Tender 
Price Indices (TPI) of the last three major recessions.

Key characteristics and trends from past  
recessions are:

• TPI recession length broadly double length  
of GDP recession.

• No significant lag between GDP and  
TPI adjustments.

• No direct correlation between depth of  
GDP and TPI recessions. 

• GDP takes between three and four times the 
length of the GDP recession to recover to  
pre-recession levels.

• TPI takes between two and three times the  
length of the TPI recession to recover to  
pre-recession levels.
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Additionally the impact of the initial shock is yet to fully 
filter through to the economy with the Governments 
Furlough scheme due to be relaxed over the remainder 
of the year and likely increases in business insolvency 
will see unemployment increase further over the next  
6 to 12 months impacting the recovery.

‘Tick or Swoosh’ Shaped
This forecasts the recovery of the economy 
proceeding at a slower pace to the initial 
decline. This form of recovery is common 
across the last key recessions with the 
recovery taking between 2 to 3 times the 
period of the initial recession to return to  
pre-recession levels.
The form is caused by an initial decline due to the 
shock caused by an unexpected event causing the 
recession, a following period of consolidation as  
the decline plateau’s before confidence returns and 
GDP starts to increase at a pace.

This appears the most likely forecast of future events 
albeit with the following potential differences:

• A shorter, steeper decline period due to the unique 
nature of the lockdown and its impact on GDP;

• An initial steep increase recovering 50 to 75% of lost 
GDP by early 2021 as the economy is reopened;

• Plateau or low growth through to the end of 2021;

• Upward trend from end of 2021 / early 2022  
onwards; 

‘W’ Shaped
This forecast is based upon their being a 
second wave of the pandemic and lockdown 
measures are reintroduced causing a decline 
after the initial recovery has begun.
The next few months will indicate how likely a second 
wave is as lockdowns are released globally, however, 
seasonal factors may have an impact and second wave 
could also occur over the winter months if not now as 
with other more common viruses.

The scale of any future decline would be proportional 
to the length and strictness of any future lockdown and 
therefore cannot be forecasted. The impact on investor 
/ consumer confidence would likely increase the overall 
depth of recession and length of recovery.

The confidence to invest, be that institutional investors, 
developers, end users and operators, will still be  
the underlying driver of any recovery, however, in the 
absence of any financial market shock what will those 
investors be looking for to provide the confidence  
to kick start investment.

The speed of recovery will vary across the sectors and 
will be driven by how each sector is able to adapt to the 
new normal and return to pre-covid income/profit levels.

The Shape of the Recovery
Economists have talked of different shapes of 
recession referring to the graphical form considering 
the fall and then recovery back to pre-recession levels. 
‘V’ shaped, ‘Tick or Swoosh’ shaped and ‘W’ shaped 
have been commonly referred to.

‘V’ Shaped
This forecasts the speed of recovery and 
decline being relatively equal. Past recessions 
have not shown that to occur, however, there 
are views that due to the unique nature of the 
pandemic that this may be the case. It relies 
on the economy being reopened as quickly as 
it was restricted and investor and consumer 
confidence returning at the same pace. 
Whilst the Government has recently implemented 
a number of stimulus initiatives to kick start the 
economy, until such time as a vaccine or treatment 
is in place then there will remain restrictions on the 
economy which will slow the pace of the recovery 
compared to the decline.

WHAT WILL THE  
RECOVERY LOOK LIKE?

Previous recessions have been driven by 
national or global financial market shocks 
whereas this recession has been caused by  
a global health crisis. The form of recovery 
will therefore be different to past recessions.
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SECTOR VIEWS
Offices
With pre-COVID-19 demand for office space 
far exceeding available Grade A space in 
London, there is still confidence that there will 
be a continual demand for new office space in 
London post the COVID-19 pandemic.

Whilst home working has proven successful 
in many industries it is not considered to spell 
the end of offices as we know them. We will 
likely see an increase in flexible working in the 
future and the core ‘9 – 5’ disappearing.

Offices will however still be key for developing 
staff and clients, as well as the culture of the 
organisation and we will likely see the way in 
which offices are designed and utilised alter, 
rather than a reduction in office uptake.

Residential
Like every sector, residential is being affected 
by the COVID-19 pandemic. The key question 
being asked is when and what the recovery 
might look like.  

On the schemes we are delivering, sales 
demand still appears to be strong and with 
new ‘COVID-19 event’ clauses providing 
confidence, clients are pushing forward 
with projects. Enquiries from buyers are still 
strong, partly buoyed by virtual viewings for 
new build properties. Outside London, spikes 
in viewings and enquires appear to be linked 
to our adaption to a ‘new’ way of working.

In terms of site delivery, the housing crisis 
remains, and housebuilders are likely to 
follow sales data before completely turning 
the taps back on. This increasingly means the 
call for more off-site manufactured elements 
or entire homes is required to help with 
on-site operative distancing and to speed up 
overall delivery.

Look ahead
In summary, we see the key trends 
over the next 6 to 12 months being:

• A slow in speculative development of small 
to medium sized schemes whilst the impact 
of COVID-19 is fully understood.

• Decline in the take up of office space by end 
users whilst they review existing estates 
and future requirements and locations. 

• A converse increase in take up of flexible 
office space in the short to medium term  
in response.

• Construction output mainly driven by works 
to existing spaces to enable the new normal 
across all sectors.

• Developers reviewing base specifications 
of current and future developments in 
response.

• Potential significant impacts on live projects 
resulting from change in addition to 
COVID-19 delays.

• A race to quality as competition in the 
market increases with vacancy rates 
likely to increase and changes in tenant 
requirements currently to be determined.

Instead, they are seeking to reinforce 
their brands with those at the upper 
end of the market seen as more likely 
to prosper post COVID-19.

The increase in developer / landlord 
provided flexible working offers will likely 
continue to rise in response to the likely 
shift in office occupational strategies as they 
compete for smaller tenancy requirements. 

Developers are already undertaking 
COVID-19 reviews of existing developments 
to understand and implement changes to the 
base building design to better accommodate 
end user needs. Considerations include 
changes to occupational densities and 
landlord provided amenities.

Location and size of workplaces may 
alter as diversification of locations 
are considered and mix of local 
office, head office and home working 
become more common place.

The increase in diversification of locations 
and flexibility plays to the strengths of 
coworking providers in terms of the breadth 
of locations they can offer, flexibility of 
locations people can work from and flexibility 
of leasing for occupiers.

Coworking providers do not see social 
distancing having long term impacts 
requiring significant change to their current 
facilities in respect of the types of services 
offered, or occupational densities. 

Healthcare
Government investment in the NHS, with the 
commitment to build additional hospitals, was 
a key manifesto pledge of the Conservative 
Party in 2019, however, the depth of the 
upcoming recession and the amount spent in 
this period to support workers and companies 
potentially limits future borrowing and may 
increase pressure on those commitments in 
the short to medium term despite the sector’s 
chronic need for investment. 

The private sector may face challenges with 
increased unemployment and corporate cost 
reductions potentially reducing subscription 
numbers and demand across the sector, whilst 
putting greater pressure on the NHS. This 
could represent an opportunity for an increase 
in public and private cooperation as a result. 

Arnold House 

Image: Jonathan Banks
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In a recessionary economy there is a heightened 
importance in conducting thorough and well-considered 
procurement processes to not only obtain best value but  
to also ensure the contract entered into is robust.

The following are some of the key requirements  
to obtain the best buy in the market through any 
chosen procurement route in this period.

Thorough audit of accounts
A thorough audit of the shortlisted contractors’ 
past accounts and current management accounts is 
important to interrogate and understand the current 
financial viability of their businesses.

Contractors will have incurred substantial losses during 
this lockdown period affecting their ability to complete 
existing projects and their capacity to manage these 
losses and maintain ongoing operations posing greater 
insolvency risk.

Coordinated tender design
Ensure that a detailed and well-coordinated set of 
design information and Employer’s Requirements  
are issued to contractors at tender stage. We 
recommend designs are progressed to a later RIBA 
Stage than ordinarily would be the case for any 
given project to protect design integrity, quality and 
robustness of price.

Any inconsistency in the design will lead to change  
and / or disputes especially where aggressive  
pricing has occurred at tender stage. Therefore, 
ensuring the tender and contract set are robust will 
enable all parties to utilise the buying gains of the 
current market.

Supply chain dialogue
Supply chain engagement throughout the design stage 
prior to procurement is important to ensure the market 
is aware of the project in terms of scope, expectations 
and programme. Issuing tenders to the supply chain 
with little or no warning will mean any potential benefit 
from the current market will be reduced.

Procurement routes
Pre-COVID-19 we had seen an increase in contactor 
appetite for procuring via single stage tenders on 
small to mid-sized projects since the end of 2019 and 
through early 2020. Given the current market we see 
this continuing in the short term, however, we do not 
see this extending to larger projects. We may however, 
see the tender lists increase from the current restricted 
tender lists required to procure via this route.

Procurement timing
Based on the GDP forecasts and past 
recessions, the optimum time to procure 
works would be between Q3 2020 and Q1 
2021 where there will be a highly competitive 
tendering market and prior to the absolute 
bottom of the market occurring.
Projects procured at the bottom of the market have 
a high probability of issues with delivery with those 
contractors buying at the lowest possible price, having 
to deliver within a rising market post contract causing 
commercial, programme and quality issues.

17 Charterhouse Street

Image: MCM

PROCUREMENT
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Site welfare and logistics
• Increases in site accommodation and welfare 

provisions to maintain social distancing for operatives 
and management staff adding costs and impacting 
on productivity on small more constrained sites.

• Site logistics management more stringent e.g. control 
of staff / operative movement, additional cleaning 
costs, etc.

• Protection of all staff and visitors with new 
technologies implemented on some sites e.g. 
temporary reading cameras, etc. to manage the 
associated risk.

• Double / staggered shifts noted above are increasing 
welfare and logistics costs associated with longer site 
operational hours.

Materials
• The pandemic has caused spikes in particular 

material prices due to supply restrictions, e.g. 
plasterboard, timber and ironmongery.

• Conversely it has also caused troughs in material 
supply costs for particular commodities, e.g. 
aluminium and oil where supply outstripped demand 
due to the sharp stoppage in economic activity 
globally as lockdowns were implemented. 

• We envisage this to be a short term cost pressure 
and not impact tender prices in the medium to  
long term.

Currency fluctuations
• On average, 30% of overall construction costs of a 

project are sourced from the Eurozone.

• Euro:GBP exchange rate has been volatile due to the 
political instability caused by the Brexit negotiations, 
tracking on average at 1.17 +/- 0.02.

• After a sharp drop in March it has settled at circa 
1.12. The 0.04 reduction in the pre-COVID-19 average 
would translate to an increase in construction costs 
of approximately 1%.

Downward pressures -5% to -15%
Labour 

• Labour costs will be impacted by downward 
pressure of reduced workload in the industry with 
cuts of 10 - 20% being implemented across site and 
management labour rates.

• This could, however, potentially offset in full or in part 
by a reduced labour force depending on the pace of 
return of foreign labour to the market post lockdown.

OH&P
• Main contractor and sub-contractor OH&P to drop 

as a result of the reduced workload and heightened 
competition in the market.

• Reductions will vary greatly across different sectors.

Risk
• Defined and undefined risks allowances within main 

and sub-contractor tender returns will reduce due 
to more aggressive tendering and main contractors 
increasing packaging to minimise mark up through 
multi-tiered sub-contracting practices, increasing risk 
and management requirements on their own teams.

TENDER PRICE 
INFLATION FORECAST
Unlike past recessions we are seeing upward  
as well as downward pressures on tender prices 
because of the impact of the pandemic on  
the way construction sites are operated and 
managed. With the impacts we forecast below, 
we see being relevant to projects procured in 
the next 9 - 12 months where we predict a highly 
competitive tendering environment.

Upward pressures +2.5% to +4.5%
Programme

• Construction programmes in the short term at 
tender stage have increased by 10 - 20% due to 
reduced productivity to maintain social distancing.

• Contractors reported initially an average reduction 
in working at c.70% efficiency compared to 
pre-COVID-19 levels, albeit early trades such as 
demolition and groundworks are less affected than 
finishing trades e.g. MEP, joinery etc.

• Recent changes in the two metre rule will improve 
on site efficiencies and reduce the impact on 
programmes in the medium term, subject to any 
second wave and reintroduction of increased social 
distancing measures.

• Conversely, some trades have reported productivity 
increasing in certain situations due to less overlap 
of finishing trades on site, albeit this increased 
productivity does not offset the losses elsewhere.

Double / staggered shifts are common to maintain 
overall productivity but at an added cost that is 
likely to continue which have been permitted by 
some local authorities.

London’s independent construction cost advisorsexigere.co.uk
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Other potential impacts on prices
Future UK-EU trade agreement
All forecasts are currently based on the status quo and 
whilst the details of the future trade agreement are 
still uncertain, there appears to be a high probability of 
some impact on the construction industry in the form of 
input costs, e.g. supply delays / restrictions, tariffs, etc. 
and the impact on the economic recovery, potentially 
causing further disruption and impacts on GDP.

Base specification changes
As outlined within our ‘Pandemic Proofing - The 
Cost of Healthy Design’ article with Cundall, we have 
summarised the trends being considered as part of 
the post pandemic reviews currently being undertaken 
to consider changes to the generic base office 
specification to provide more robust buildings to  
deal with future health crises.

Opportunities identified are:

• Increased ventilation volumes and moving away from 
recirculating systems, potential HEPA filtration and 
incorporation of natural ventilation.

• Touchless controls to doors, lifts, barriers, etc.
• Antimicrobial finishes.
• Additional or interconnecting stairs to reduce  

use of lifts.
• Core design to enable one-way circulation.

Potential variants to impact our forecasts
The above comments and forecast are underpinned  
by certain assumptions about the future economy.  
The following have the potential to alter both the 
upward and downward risks to the forecasts:

• Social distancing: Some contractors have reported 
that a reduction in the social distancing requirements 
would, subject to any CLC guidance or statutory body 
restrictions, reduce current operational inefficiency 
compared to pre-COVID-19 levels.

• CLC Site Operating Procedures (SOP): The above 
is based upon the CLC SOP (revision 4) which has 
been used as a benchmark for site operations post 
COVID-19 and baseline for agreements on current 
live projects when assessing the impact.  
Any adjustments to these in future (revision 5 
has recently been issued) may have a positive or 
negative effect on the forecasts.

• Material supply impacts: Prolonged supply issues 
either as a result of COVID-19 or Brexit would have  
an upward impact on construction costs.

• Labour shortages: Contractors have reported to 
us that they are experiencing shortages of labour 
because of foreign labour which left the UK pre-
lockdown, have as yet, not returned to the UK. This 
may exacerbate long term labour shortage issues.

TENDER PRICE INFLATION FORECAST BASIS
Our prediction of Tender Price Inflation (TPI) over the next  
three years is based on the following:
• The average from the HM Treasury ‘forecasts for the UK economy: 

a comparison of independent forecasts’, published in June 2020 is 
for GDP to fall by c.9% in 2020 and increasing by c.6% in 2021. 

• We have assumed slow GDP increases through 2022 with GDP 
recovering to pre-COVID-19 levels by the end of 2022 / early 2023 
(c.10 - 12 quarters).

• TPI will fall during 2020 and 2021 driven by reduced demand due 
to delays, whilst end users and developers take stock of the new 
normal and the economic recovery outlined above. 

• TPI will begin to rise towards the end of 2021 as the levels of 
tendering activity begin to increase in line with the forecasted 
recovery.

• The impact of any future UK-EU trade agreement is not factored 
into these forecasts given the uncertainty around the basis of this 
potential trade agreement.

  GDP Forecast
  Exigere Previous TPI
  Exigere Revised TPI Low 
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  Exigere Revised TPI High
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Low impact range projects
• Opportunities for larger projects will remain broadly 

consistent through this period as the market appetite 
in London for prime developments remains.

• Contractors in this market will likely ride the initial 
storm with existing projects on long programmes 
meaning they are less susceptible to short term 
drops in economic activity.

• Relatively small pool of contractors operating in this 
bracket, meaning levels of competition are lower 
compared to other project sizes.

• Upward pressures will be spread over larger value 
contracts meaning their impact as a percentage of 
contract value will be low.

• Downward pressures will mainly come from 
increased competition in their sub-contractor supply 
chain, offsetting any upward pressures or previous 
inflation forecasts.

• Overall, minimal movement in Tender Prices for these 
types of projects through to 2021;

Mid impact range projects
• Opportunities for mid scale projects are likely to be 

affected by the downturn with their time to market 
coinciding with a depressed market, potentially just 
starting to recover and uncertainty as to what the 
future office market requirements will be.

• Contractors in this bracket likely to consider projects 
below previously considered value ranges to maintain 
turnover increasing competition.

• Upward pressures will be spread over larger value 
contracts meaning their impact as a percentage  
of contract value will be low.

• Downward pressures affect both main and  
sub-contactor pricing due to the increased 
competition exceeding any upward pressures 
incurred.

• Overall, moderate correction in tender prices for 
these types of projects forecasted up to Q1 2021 
with prices recovering Q4 2021 onwards.

High impact range projects
• Mainly smaller, simpler, shorter projects where 

competition in the market will be high with 
contractors in this bracket being more susceptible to 
short term peaks and troughs in economic activity.

• Competition will be driven by larger numbers of 
suppliers in the market at both main and  
sub-contractor level.

• Upward pressures will be spread over smaller value 
contracts meaning their impact as a percentage of 
contract value will be higher. Vigilance required to 
ensure contractors will maintain required standards 
during construction as costs and productivity are 
squeezed.

• Aggressive pricing will offset and exceed those 
upward pressures resulting in high reductions in 
comparative tender prices pre-COVID-19.

• Overall, sharp correction in tender prices for these 
types of projects forecasted up to Q1 2021 with 
prices recovering Q4 2021 onwards.

covid-19  MARKET UPDATE    | TENDER PRICE INFLATION FORECAST

The recovery suRge
Opposite to the laws of physics, what goes  
down must come up, and it is important to 
consider this constant, whereby the upward 
phase of the TPI curve on the other side of the 
recovery moves fast, as soon as confidence 
returns to the economy and contractors look  
to recover losses in a booming market.
Projects anticipating to tender towards the back end  
of 2021 and into 2022, particularly those in the mid and 
high ranges outlined above, should consider the risk 
of hitting the upward curve carefully when factoring 
in current forecasted tender deflation as these may 
be eroded if either programmes slip or the point of 
recovery moves from the basis of this forecast.

The basis of the different TPI ranges forecasted above are as follows:

TPI Forecast Comparison
exigere low   

impact range
exigere mid  

impact range
exigere high  

impact range

2020 -1.00% -3.00% -5.00%
2021 0.00% -1.50% -3.50%
2022 1.25% 2.00% 3.00%
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