
Sustained growth 
and stable outlook
In the third in a series of construction updates, BTG Global Advisory examines 
forecasts indicating slower, but sustained growth in 2015 and the factors acting 
as a brake on the industry.
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Despite slower growth in March, 2015 started on a positive note 
for the UK construction industry with business confidence at its 
highest since February 2006. “UK construction output growth 
has settled in at a strong pace so far in 2015, although the 
recovery has lost some of its swagger since last year,” said Tim 
Moore, senior economist at Markit. “UK construction companies 
are highly upbeat about their prospects for growth over the 
course of the next 12 months, helped by improving economic 
fundamentals, strong order books and a healthy pool of new 
invitations to tender,” he added. 

At 57.8 in March, down from 60.1 in February, the seasonally 
adjusted Markit/CIPS UK Construction Purchasing Managers’ 
Index (PMI) was the lowest for three months and below the 61.8 
average for 2014. Although new business volumes continued to 
rise at a strong pace, uncertainty related to the general election 
led to a delay in spending decisions.

The construction industry’s performance in 2014 was buoyed 
by the stellar performance of housing which led with an 18% 
increase in private housing output according to the Construction 
Products Association (CPA), which predicts an overall rise 
in construction output of 5.3% this year and 4.2% in 2016. 
A projected increase in infrastructure spending will help to 
compensate for a cooling housing market and counter adverse 
factors such as political uncertainty due to the general election, 
lingering debt, skills shortages and supply chain pressures.

Commenting on the findings of the CPA survey, which showed 
both light and heavy side manufacturers equally positive 
that 2015 is likely to see a rise in sales of building materials, 
economist Rebecca Larkin said: “The results reflect the fact that 
the recovery in construction is broadening from private housing 
to commercial, industrial and infrastructure. Growth in sales of 
construction products was reported by both heavy side and light 
side manufacturers, suggesting increased activity at all stages of 
the building process.” 

This year, the CPA anticipates further increases of 10% in private 
house building, 8% in commercial offices, and 7.9% in new 
infrastructure projects. (See chart on page 2)

1

Markit/CIPS UK Construction PMI®

Source: Markit/CIPS

Jan 
04

Jan 
05

Jan 
06

Jan 
07

Jan 
08

Jan 
09

Jan 
10

Jan 
11

Jan 
12

Jan 
13

Jan 
14

Jan 
15

PMI, Seasonally Adjusted, 50.0 = no-change

  Markit/CIPS UK Construction PMI

30

25

35

40

45

50

55

60

65

70



In December 2014, Nationwide announced a 7.2% annual rise 
in house prices – a distinct easing from the August peak of 
11.8%. Robert Gardner, Nationwide’s Chief Economist, said: 
“Annual house price growth continued to soften at the start of 
2015, slowing to 6.8% in January. This is the fifth month in a row 
in which annual growth has moderated, despite house prices 
increasing by 0.3% month on month in January.” He added that 
the number of mortgages approved in January was around 20% 
below the level prevailing at the start of 2014. 

Martin Ellis, Halifax’s housing economist, also notes a softening 
of the market: “We expect the overall downward trend in house 
price growth seen since last summer to continue over the coming 
months. Nationally, house prices are predicted to increase in a 
range of 3% to 5% in 2015 compared with 8% last year.” 

Leading housebuilders foresee healthy, but more modest growth. 
Taylor Wimpey said it had a record order book for the coming 
year, but was expecting “more balanced market conditions”. 
Barratt also reports a confident start to 2015 with a full order 
book, but again anticipates slower growth. 
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Cooling Housing Sector
In 2014, the number of first-time property buyers in the UK rose 
to the highest level in seven years, supported by Help to Buy, the 
improving labour market, cheap mortgage rates and revisions to 
stamp duty. However, growth in the housing market is expected 
to be lower this year. Allan Wilén, Economics Director at 
Glenigan, commented: “Project starts slowed down over the last 
half of 2014 across all housing. We are expecting project starts 
to finish the year 3% down on 2013, pointing to a weakening in 
sector output in 2015.” He attributes the downturn to the disparity 
between house prices and consumer spending power. 

Last autumn, the CPA announced it anticipated new private 
housing starts to grow by 5% per annum to 2018, but now forecasts  
that the number of starts will slide to 1% by 2018, citing uncertainty  
in housing policy given the proximity of the general election. 

In 2014, property values in London were up 16.8%, taking the 
national average house price rise to 8.8%, but there are clear signs 
this bonanza will not last. This year the Centre for Economics and 
Business Research expects London to have the opposite effect on 
the market, forecasting price falls of 3.3% in the capital. 

According to the latest UK Residential Market Survey published 
by the Royal Institution of Chartered Surveyors (RICS), Scotland 
and Northern Ireland’s housing market outperformed the rest 
of the UK in January, with more buyer enquiries, stronger price 
growth and higher confidence in the outlook. The survey also 
confirmed the deteriorating outlook for the capital with 49% more 
respondents reporting a fall in prices, buyer enquiries and sales.
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Note: Historical figures including index levels can be viewed using the  
following link: www.nationwide.co.uk/about/house-price-index/download-date
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Infrastructure: A Rising Star
Despite last year´s weak performance, the CPA expects 
infrastructure output to grow by 51.5% over the three years to 2018 
– up 9.3% in 2016, 10.8% in 2017 and 16% in 2018. This compares 
with an autumn forecast for infrastructure growth of 8.1% in 2016, 
8% in 2017 and 12.3% in 2018. In 2015, the CPA predicts that the 
value of new work will hit £15.6bn, an 8% year-on-year increase.

Explaining this optimistic view, CPA Economics Director, Dr 
Noble Francis, said the new outlook for infrastructure reflected 
increased government commitments to road building and 
expectations of greater workloads in water and sewage. Other 
major projects on the government shopping list include HS2, an 
£11bn nuclear waste management facility and plans to spend 
over £12bn on education construction across the UK. 

In autumn 2014, the government proposed an investment of 
£81bn by 2025 in renewable energy projects. Construction 
intelligence analyst Barbour ABI comments that this represents 
almost half of proposed infrastructure investment in the UK. 

The analyst is also optimistic about the health sector, noting that 
last year £2.3bn of contracts were awarded in the health sector, 
an increase of 8.5% from 2013, while the National Infrastructure 
Plan (NIP) commits £4.6bn in health and social care capital in 
2014–2015 and £4.7bn in 2015–2016. 

According to Dr Francis, the National Infrastructure Plan has 
increased certainty and will encourage more investment. “We 
got start and completion dates, alongside progress for the top 40 
priority projects in the NIP. This helps industry with certainty that 
the projects will go ahead,” he said. 

Moreover, the controversial and far-reaching Infrastructure Act 
has received Royal Assent and has been widely welcomed by 
contractors. Transport Secretary Patrick McLoughlin said: “This 
Act will hugely boost Britain’s competitiveness in transport, 
energy provision, housing development and nationally significant 
infrastructure projects.”

Mixed Outlook for Commercial Activity
The Total Commercial Activity Index published by Savills Research 
in February signalled continuing growth, but at a slower rate, with 
distinct easing in January which saw a 20-month low in activity.

Office construction is seeing intensifying demand in regions 
beyond London and the South East, but the CPA nevertheless 
expects construction of new offices will slow to 8% in 2015 and 
7% in 2016. 

CPA forecasts for commercial retail growth have also been 
downgraded to 18.1% for the next three years, down from 28.6%, 
reflecting the moves by major supermarket chains to cut their 
capital expenditure plans and focus on refurbishment and store 
remodelling projects. However, the CPA points out that there are 
still several new, large retail developments in the pipeline, which 
should compensate. 

Glenigan is optimistic for hotels and leisure, reporting that the 
sector gained in momentum last year. New starts rose year-on-
year in each quarter of 2014, with 2014 as a whole seeing a 9% 
rise in the underlying value of starts, which was maintained into 
2015, with the three months to January seeing a 10% rise in starts.

Regional Adjustment 
Research by Barbour ABI highlights the overall buoyancy of 
London, despite cooling property prices. A study released in 
February showed construction output increased throughout 
2014, with London representing 23% of construction investment 
in the UK. Contract values awarded in London increased by over 
10% year-on-year and the analyst anticipates growth in 2015 of 
5.3%. Significant London construction projects due to begin this 
year include the £600m Battersea Power Station commercial 
office-led development and the £420m 10 Fenchurch Street 
office and retail project. 

However, construction demand is forecast to grow in every 
region, suggesting a broad-based recovery beyond the South 
East. The latest 2015 report by the Construction Skills Network 
predicts annual average growth of 2.5% in the North West until 
2019, 2.3% in the North East and 2.3% in the Yorkshire and 
Humber region. The biggest regional growth will be in Wales, 
which is forecast at almost 6% year-on-year. 

Financial Constraints
Long-term questions remain over the financial health of the 
industry, exemplified by the turmoil which has engulfed Balfour 
Beatty with a string of high-profile profit warnings, takeover 
challenges, and management changes. 

According to figures released in January by Red Flag Alert, a 
proprietary credit risk scoring system, the industry is now in 
more robust financial shape than a year ago, although there are 
still serious concerns as a result of low-margin legacy contracts.

Red Flag Alert shows that the number of construction companies 
facing critical financial problems dropped consistently in 2014, 
down 29.8% from the beginning of 2014. But the figures also 
show a 40% rise in those confronting significant problems. 
Homebuilders show a similar, but less marked, trend with a 
16.7% fall in companies with critical alerts and a 14.9% rise in 
those facing significant risk.
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As a sector slows down or grows too fast, there is often an 
increase in the number of significant problems resulting from 
smaller county court judgments (CCJs) or changes in debentures.

The CCJs can arise from small subcontractors chasing 
overdue payments from main contractors as payment terms 
are stretched, leading to supplementary working capital being 
sought from additional finance providers.

In many cases these don’t turn into critical problems, because 
the CCJ is eventually paid or the additional working capital 
provided to the subcontractor alleviates any immediate cash flow 
problems that they are experiencing.

This does not eradicate the underlying problem of pressure 
building up in the sector, but gives some much needed breathing 
space while the issues are managed, if not ultimately solved.

2015 could still be problematic as issues related to contracts 
negotiated during the downturn continue to surface. Of 32 major 
contractors surveyed in Construction News’s latest barometer, 
only 19% were confident they had no problem contracts within 
their business. 

More than 70% of companies in the industry suffer from bad 
debts, according to a report by Bibby Financial Services (BFS) 
and management consultant The Vinden Partnership. They 
pointed out that with 280,000 firms in the sector and 196,000 
of them losing on average £10,000 a year, the loss amounts to 
almost £2bn. 

Helen Wheeler, Managing Director of Construction Finance at 
BFS, said: “Bad debt is a serious issue for many construction 
businesses and represents a huge leakage in terms of sector 
output. Non-payment can occur due to customer insolvency, 
payment default or dispute and the issue is severely problematic 
for smaller firms who have often already footed the bill for labour 
and material costs.”

Late payment remains a major problem. More than a third of 
public sector clients fail to pay first-tier contractors within 30 days 
of being invoiced, according to recent research by the Specialist 
Engineering Contractors’ Group. The study found that 38% of 
councils, universities, emergency services and NHS Trusts 
breached late payment legislation. 

Constraints to Growth
Recent research by the Royal Institution of Chartered Surveyors 
(RICS) highlighted constraints to growth. Around 60% of 
respondents reported that material shortages, skill shortages, or 
financial constraints were impeding further sector growth, while 
the proportion of respondents reporting labour shortages across 
all main trades climbed to an all-time high of 48%. 

According to Building magazine, seven trades reported an 
increase in lead times during Q4 of 2014, with several more 
anticipating increases over the next six months due to demand 
outstripping supply. 

David Noble, Group Chief Executive Officer at the Chartered 
Institute of Procurement & Supply (CIPS) observed that “a hint of 
restraint prevented employment levels rising much further”, but 
added that “strong demand for construction materials was a key 
development and though major shortages are not yet apparent, 
there is some evidence that suppliers of construction materials must 
up their energy levels to quicken delivery times and raise capacity”.

In the capital, labour shortages are leading London’s biggest 
building contractors to turn down one in three bidding 
opportunities, according to a survey of UK contractors by AECOM, 
the infrastructure and support services group. Adding to the 
pressure, a survey conducted by recruitment company Hays found 
that average pay for subcontractors had reached a record high. 

Political Landscape
Political uncertainty due to the imminent general election, 
including fears of a mansion tax in London and uncertainty over 
both infrastructure and housing funding, must count as a major 
challenge over the coming year, particularly given the increase 
in government support for private sector house building over the 
last decade. 

“Growth rates across most of the industry are expected to slow 
in 2016 and 2017 because of uncertainty regarding the general 
election in May, which could give pause to both contract awards 
and industry investment,” said Dr Francis.

“Whilst this is unlikely to impact construction activity this year,  
due to the lag between contracts and activity on the ground, it 
may have an adverse effect on output in both 2016 and 2017,”  
he added.

On a positive note, all major political parties agree on the need 
for more housing and infrastructure improvements though if not 
on how these objectives can best be realised. Headline inflation 
looks set to continue to fall in the coming months and it seems 
unlikely that the Monetary Policy Committee will vote to increase 
interest rates this year. 

The long-term consensus is for an outlook of sustained recovery 
which is broadening beyond the boom experienced last year in 
housing, led by London and the South East. At the beginning 
of 2015, the industry is in better financial shape to take on 
new commercial and infrastructure opportunities which will see 
construction make an increasingly positive impact on all regions 
over the next five years. Housing output will also continue to grow, 
though not at the heady pace witnessed last year, notwithstanding 
the highest levels of confidence for almost a decade. 

In the near-term, a slight breathing space due to election nerves 
may be just what overstretched supply chains need.
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