(Updated – 11 September 2020)

UK Economic and Construction Update
LATEST INFORMATION
1)

UK GDP for July:

The ONS’s initial estimate for July 2020 was that UK GDP grew by 6.6% compared with June, the third
consecutive monthly increase but it has still only recovered just over half of the lost output during the
social distancing restrictions. July 2020 GDP is now 18.6% higher than its April 2020 low. However, in
July 2020, even though virtually all restrictions on economic activity had been lifted, GDP remained
11.7% below the levels seen in February 2020, before the full impact of the coronavirus pandemic. The
shortfall still is far bigger than seen at any point during the past four recessions.

The largest impacts of the social distancing restrictions were on services, which accounts for 81% of the
UK economy and, as a consequence, explains the extent of the fall and the lack of recovery in the UK
economy so far despite rapid growth from a low base. The shape of the recession and recovery so far is
in line with the CPA’s ‘V’-shape, better described as a ‘Tick’-shape and ‘W’-shape Summer Scenarios.

2) Construction Output:
1

Construction output in July 2020 was 17.6% higher than in June but still 12.8% lower than the same
month one year earlier as it recovers from the low levels of work in late March, April and May.

Over half of the growth in construction output (55%) in July 2020 was driven by housing new build and
rm&i but, given sharp falls in most sectors during the social distancing restrictions, output in July
remained lower than a year ago in all sectors except infrastructure despite growth in June and July.

Year to date (January-July 2020), construction output was 18.5% lower than in 2019 with falls in all
sectors and the largest falls were in new house building and private housing rm&i, the worst affected
sectors in the social distancing restrictions (March-May).
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Infrastructure output in July 2020 was 10.2% higher than in June and was 7.8% higher than a year ago. It
was less affected by the social distancing restrictions than most construction sectors as it is often on
large construction sites on which it is easier to enact social distancing and other safety measures
without hindering work. Plus, infrastructure has public and regulated sector clients with certainty over
finance that were keen to get on with projects and programmes.

Private housing output rose by 30.3% in July (but remained 22.7% lower than a year ago) due to finishing
off developments started pre-COVID-19 that were paused between March and May with the focus still
on completions but house builders have been starting new developments in response to strong
consumer demand (indicated by house price inflation and double-digit rises in forward sales) in addition
to supportive government policy through the stamp duty holiday and the extension of the completions
deadline for the current version of Help to Buy, which both signal that government is willing to underpin
the housing market and house building as much as possible.

Private housing repair, maintenance and improvement (rm&i) is the 4th largest construction sector and
output in July 2020 was 24.6% higher than in June but remained 21.0% lower than one year ago.
Unsurprisingly, private housing rm&i was one of the construction sectors worst affected by the social
distancing restrictions between March and May but work has accelerated since June due to pent-up
demand that could not be enacted during the restrictions combined with many households working
from home (so have more time and can deal with contractors in their home) and some that have
maintained their jobs actually have greater disposable income as their costs (travel, food etc.) have gone
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down although it does raise the question of what happens to private housing rm&i output after the pentup demand has fed through and as unemployment rises due to the end of furlough scheme in October.

Commercial (offices, retail, cafes, bars etc.) output in July 2020 was 14.8% higher than in June but still
12.4% lower than a year ago. The majority of the sector is based around large projects that were started
pre-COVID-19 and so getting back on site has meant a swift recovery in the commercial sector
although social distancing and other safety measures, particularly on many commercial projects, mean
productivity is lower than pre-COVID-19 and the largest commercial projects anticipated to finish in
Summer 2020 are more likely to finish in Q4 or 2021 Q1. However, the key issue for the commercial
sector will be as projects finish, there are unlikely to be as many projects to replace them given that
increased working from home implies that there will be an excess supply of existing office (and
associated retail and leisure) space particularly in large cities. London accounts for over one-quarter of
the UK commercial market and an excess supply of existing commercial space means investment in new,
additional offices, retail and leisure space will be lower than pre-COVID-19, especially as commercial
investment is high upfront for a long-term rate of return.

Industrial (warehouses and factories) output in July only rose by 2.3% compared with June and remained
29.2% lower than a year earlier. Although demand for, and investment in, warehouse space is buoyant
and rising in the light of increased online spending, this has been offset by sharp falls in factories
construction, which is dependent on high, upfront (often international) investment in additional
manufacturing capacity, which is clearly difficult to justify as firms focus solely on near-term cost-cutting
and risk-aversion in the light of the hit to the balance sheet this year from COVID-19 and with high and
increasing uncertainty regarding Brexit and the end of the implementation period at the end of the year.
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Overall, July's construction output benefits from the pent-up demand that couldn't be enacted MarchMay, projects started pre-COVID-19 and not seeing the impacts of the rises in unemployment on
construction demand yet but as a reference point to compare with current forecasts, if construction
output for the rest of the year remains at July's level then construction output in 2020 would be 16.0%
lower than in 2019 with the largest annual falls in industrial, private housing rm&i and private housing.

3) GfK Consumer Confidence: The index remained at -27 for August 2020, 7 points higher than at
the nadir in April and May but still 13 points lower than one year earlier.

5

Interestingly, according to the GfK consumer confidence indices, those surveyed think the UK economy
will suffer over the next year but that their own personal finances are likely to remain flat over the next
year, which implies a degree of optimism bias (i.e. ‘it won’t happen to me’). The index for:
•
•
•
•
•
•

Changes in personal finances in the last year fell 1 point to -5, four points lower than August 2019
Personal finances over the next year rose 1 point to +1, 1 point lower than July 2019
The economic situation of the UK in the last year fell 1 point to -62, 28 points lower than a year ago
Expectations for the general economic situation over the next 12 months fell by 1 point to -42
points, four points lower than August 2019
Major Purchases rose 1 point to -25 in July, which is 26 points lower than it was in August 2019
Savings remained flat in July at +21, the same as this time last year

4) Vistry Group Half Year Results:
Vistry Group (merger of Bovis Homes and Galliford Try housing businesses such as Linden Homes in
January 2020) reported that in the six month period to 30 June 2020, completions rose 5% and group
revenue 28% compared with a year earlier due to the merger but that profit before tax had fallen from
£72.5 million in 2019 H1 to a loss of £12.2 million in 2020 H1. Adjusted gross margin was 12.8% in 2020
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H1 compared to 21.6% one year earlier and adjusted operating margin was 3.2% compared with 16.0%
one year earlier. On a proforma basis in 2020 H1, house building completions were 63% lower than a
year ago and partnership completions were 15% lower. However, as with other major house builders,
Vistry reported that house building forward sales were up 17%. It is worth noting that none of the
major house builders have reported figures for starts.

5) Travis Perkins Half Year Results:
A fall in revenue in the first half of 2020 of 20% and a loss before tax of £113 million compared with a
year ago reflecting shortfall from lower volumes partially offset by actions to reduce and control
operating costs. In terms of the wider outlook, Travis Perkins stated that “Significant uncertainty
remains in the UK economy in the near term. There has been a recent strong recovery in secondary
housing transactions [a trigger for repair and improvement spending] but it is not yet clear whether this
is a sustained trend or a release of pent-up demand. Furthermore, it is likely that an increase in
unemployment will have a detrimental impact on consumer confidence and hence the group remains
cautious on the volume outlook for building materials in the near term.”
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EXISTING INFORMATION – UK Economy
Latest UK Economic Forecasts: The HM Treasury consensus of UK economic forecasts in August
illustrates the latest forecasts from the main City and non-City forecasters. The range of forecasts has
become considerably narrower over the last three months as the most optimistic forecasters have
revised down their UK GDP forecasts for 2020 whilst the most pessimist have upwardly revised their
forecasts.
Over halfway through the year there remains a high degree of uncertainty as to the overall fall in GDP
this year with the most optimistic forecaster, HSBC, anticipating a 7.8% fall whilst the most pessimistic
forecaster, the Office for Budget Responsibility, anticipating a 12.4% fall. There is also a large range of
forecasts for GDP in 2021 with the most optimistic forecaster, Experian, anticipating a 9.0% rise whilst
the most pessimistic forecaster, Deutsche Bank, anticipating a 4.0% rise.

All the forecasters are assuming a ‘V’-shape or a ‘Tick’-shape recession and recovery so the high degree
of uncertainty relates to the rate of recovery and, in particular, the impact of rising unemployment as
the furlough scheme increasingly requires firms to contribute to it and then when it ends at the end of
October.

The UK Government’s Coronavirus Job Retention Scheme (CJRS), in which firms can claim up to 80% of
a furloughed employee’s pay capped at £2,500 per month, has meant that the unemployment rate
remained at just 3.9% in June, unchanged from its pre-COVID-19 level despite the 25.6% fall in GDP
between February and April that would normally be associated with very sharp rises in unemployment.
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Unemployment is likely to rise sharply soon, with services (which accounts for over three-quarters of
the UK economy) likely to be the worst affected sector. The extent of government subsidy will be
reduced to 70% with a cap of £2,187.50 in September and 60% with a cap of £1,875 in October before
it finishes at the end of the month. The majority of forecasters are anticipating that unemployment will
peak near the end of this year at between 8% and 9% although there are concerns that the impacts on
unemployment may actually take time to feed through and that the worst impacts will be in the first half
of 2021.

The governments in both Germany and France have decided to extend their schemes into 2021 to avoid
sharp increases in unemployment. At this stage, the UK Government has stated there will not be an
extension to the scheme. However, if activity does not pick up significantly in sectors such as food
services, accommodation and travel or if there is a second wave of COVID-19 infections alongside flu
with the colder weather in Winter leading to a tightening of social distancing restrictions, then the
government may choose to extend the CJRS for the worst affected sectors.

6) IHS Markit/CIPS PMI Data for Services, Manufacturing and Construction:
The Services PMI was 58.8 in August, up from 56.5 in July and the second consecutive month of growth,
accelerating to its fastest rate for over five years. Survey respondents reported a strong recovery in
domestic consumer spending and the data also pointed to the sharpest increase in new work since 2016.
Service providers noted pent-up demand in the housing market, rising spending due to the government's
Eat Out to Help Out scheme and a recovery business services. Despite the improvement in business
conditions, the rate of job shedding across the service sector was the steepest since May.
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The manufacturing PMI rose for the third consecutive month to a 30-month high of 55.2 in August, up
from 53.3 in July. The steepest growth was in the intermediate goods category whereas investment
goods producers saw the slowest growth. Underpinning the recovery was the fastest increase in new
orders since November 2017. The domestic market remained the main source of new contracts but
new export orders from the EMEA region, North America and Australia rose for the first time in ten
months. Despite this, manufacturing employment declined at one of the steepest rates during the past
11 years, with reductions across small, medium and large-sized firms.
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EXISTING INFORMATION – Construction
The IHS Markit/CIPS UK Construction PMI was 54.6 in August, down from 58.1 in July and the slower
growth was attributed to uncertainty and a wait-and-see approach among clients limiting opportunities
to secure new work although activity varied across the key sectors. Construction companies reported
an improvement in their business expectations for the year ahead. 43% of respondents expect a rise in
construction output over the next 12 months, often linked to hopes of a boost from major
infrastructure projects and resilient public sector construction spending. Despite this, the report also
showed a further drop in staffing numbers in August. The rate of job shedding in construction eased
only slightly since July and remained among the fastest seen in the past decade, a concern given that UK
construction employment in 2020 Q2 was already 124,500 lower than a year earlier even before more
recent declines highlighted by the recent IHS/Markit CIPS PMI and before the Coronavirus Job
Retention (furlough) Scheme ends in October.

The IHS/Markit CIPS UK Construction PMI showed strong house building growth (60.7), marginally
positive commercial growth (52.5) and a decline in civil engineering (infrastructure) activity (46.6) during
August.
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Construction Employment: Employment in Q2 was 2.24 million, 124,500 lower than a year ago. 28.2% of
the workforce was on furlough in June so still technically employed, preventing larger employment falls
so far. Major contractor job losses have been limited so far, suggesting the majority of job losses have
been at SMEs.

Average hours per week worked in UK construction during 2020 Q2 fell by 24.3% compared with Q1
and were 28.7% lower than a year ago according to the ONS.

Regular pay in UK construction in 2020 Q2 fell by 8.7% compared with year earlier and total pay (inc.
bonuses) fell by 10.3% in Q2 compared with a year earlier according to the ONS.
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Construction Tender Prices: Construction tender prices are expected to fall by 4% in London and 3% in
the regions during 2020 and by 1% in London and the regions during 2021 according to Arcadis. Given
that costs have risen due to social distancing and other safety measures, the key question is who takes
the hit? The anecdotal indications that we have so far are that main contractors and major house
builders are pressurising sub-contractors and specialists to reduce their rates so they can maintain
margin.

UK ‘Points-based’ Immigration Plans:
The proportion of non-UK labour working in construction is higher than most industry sectors. In
particular, this is the case in London, were non-UK labour has been 50% in recent years. Previous
concerns highlighted by many Trade Associations including the CPA were that most construction trades
would not qualify to apply as a ‘Skilled Worker’ given their RQF skill level although this has been
changed for most trades although some construction workers such as labourers, plant operatives,
demolition workers and dry liners still do not qualify. ‘Skilled Worker’ applicants need a job offer from a
licensed sponsor, meet the minimum skill level and speak English to an “acceptable standard”. However,
the requirement for a specific job offer makes it problematic for construction given the reliance on sole
traders. In addition, it is worth noting that the ‘going rate’ for most construction trades is below the
minimum level of salary allowable for the job offer (see Table 27 of the Plans).

Construction Cash Flow and Furloughs: 32% of construction firms that are currently operating reported
between 27 July to 9 August having cash reserves lasting three months or fewer (No cash reserves, less
than 1 month and 1 to 3 months) compared with 38% one month earlier according to the Office for
National Statistics (ONS) and a further 18% of construction firms reported that they were unsure how
long cash reserves would last compared with 17% one month earlier.

13

Construction firms that are currently operating also reported that 12% of the workforce was on
furlough compared with 23% one month earlier and that 73% were working from their normal place
of work compared with 61% one month ago according to the ONS although it is worth noting that
construction firms reported that 1% of the workforce has so far been made redundant, up from 0%
in previous surveys as job losses are starting to gradually feed through although clearly the largest
unemployment impacts are likely to be on SME firms that have stopped operating and, consequently,
would not be in the survey.

HMRC Property Transactions: There were 70,710 residential property transactions in the UK during
July 2020, 14.5% higher than June 2020 but still 27.4% lower than July 2019. Due to the length of time
involved in the house purchase process, the impacts of the stamp duty holiday (and equivalents in Wales
and Scotland) that were announced in July are unlikely to be seen until at least September. Levels of
transactions since COVID-19 are illustrated in the green bars on the chart.
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Weekly Energy Performance Certificates for New Build Homes: As the official starts and completions
data from MHCLG has been suspended since COVID-19, it is worth utilising the weekly EPC data for
new build homes so far this year (red line) and comparing it with the EPCs for new build homes in the
equivalent week in 2019 (blue line). The data cover England and Wales, illustrating that EPCs for new
build homes during April 2020 were 75% lower than one year earlier (highlighting that the ONS
construction output data for housing has underestimated the fall in house building activity during the
social distancing restrictions). In addition, the data highlight that EPCs for new build homes had largely
recovered to pre-COVID-19 levels during July. If 2019’s levels continue for the rest of the year then it
would imply a 20% annual fall in EPCs for new build although this requires a similar significant step up in
house building activity from current levels in the Autumn as occurred last year.

ONS House Prices: According to the ONS/Land Registry, UK average house prices increased by 2.9% in
the year to May 2020 (up from 2.7% in April) with the highest growth in Yorkshire & Humber (4.9%),
Wales (4.8%) and the North East (4.4%). House prices rose in every region and nation over the year to
May 2020 but note that these house prices reflect property transactions initiated pre-COVID-19 and
social distancing restrictions.
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Nationwide House Prices: Nationwide house prices in August rose for the second consecutive month
after June’s falls. House prices for the transactions in which Nationwide was the mortgage lender rose
by 2% in August compared with July and were 3.7% higher than a year earlier. House prices reversed the
losses recorded in May and June and are at an all-time high. Nationwide reported that the bounce back
in prices reflects the rapid recovery in housing market activity since the easing of lockdown restrictions
due to pent-up demand from decisions made pre-lockdown to move and also potential behavioural shifts
boosting activity as people reassess their housing needs. Nationwide states that around 15% of people
surveyed were considering moving as a result of lockdown.

Zoopla Housing Market Data: According to online portal Zoopla, the post lockdown rebound in the
housing market shows little signs of slowing as yet. The cumulative increase in buyer demand since the
start of the year is 34% higher than over the same period in 2019. The growth in housing demand has
moderated noticeably over August as the holiday season starts, but with many people staying in the UK
housing market conditions remain strong. More demand brings increased numbers of sellers and more
homes to the market. Over the last month the flow of new supply has been 50% faster than last year but
the closure of the market means available inventory per agent remains 3% lower than a year ago. The
supply/demand gap is slowly closing but Zoopla still anticipates that house price growth will average 2%
in 2020.
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UK Bricks Sales: UK brick sales in July 2020 were 26% higher than in June (and 7 times higher than the
April nadir during social distancing restrictions) but 12% lower than a year ago. The house builder focus
previously was on returning to site and completing developments but the indications are that house
builders have been starting new developments since July as house builders capitalise on demand due to
pent-up demand feeding through, the stamp duty holiday to 31 March and extension of the completion
date for homes under the current version of Help to Buy to 28 February by starting developments in
Q3 and completing prior to the end dates.

Persimmon Results: Persimmon completed 4,900 homes in first six months of 2020, compared to 7,584
in the same period of 2019, a 35% fall. Total revenue fell from £1.754 billion to £1.190 billion, a 32% fall
and profit before tax fell by 43%. However, it also highlighted the positive outlook, stating that the
average weekly private sales rates per site since the start of July is 49% higher than a year earlier and its
current forward order book is £2.5 billion, a 21% increase on last year. In addition, in its presentation to
go alongside its results, its gross profit per plot remained broadly similar to levels in 2019.
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Taylor Wimpey H1 Results: In the first half of 2020, house builder Taylor Wimpey revenue fell 56.4%,
homes completed fell by 57.6% and gross profit margin fell from 23.6% one year ago to 12.1%. 50%
Taylor Wimpey's sales in 2020 H1 used government's Help to Buy scheme compared with 40% one year
ago. It is also worth noting the charts on build output from its Half Year Financial Results presentation.

Barratt Developments Results: Barratt Developments, the UK's largest house builder annual results for
the year ended 30 June 2020 compared with a year earlier. Unsurprisingly, completions were down 29%,
revenue was down 28% and profit before tax was down 46%. However, Barratt Developments forward
sales as of 23 August 2020 were 19.9% higher than a year ago in volume and were 22.0% higher in value
pointing towards the significant near-term growth. Barratt highlighted that low interest rates continue to
keep mortgages at historically affordable levels. However, there has been a reduction in the high LTV
lending, which many people require to get onto the housing ladder, reflecting a response to a perceived
increase in risk and high levels of demand. The restriction and removal of Help to Buy will exacerbate
this.
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Commercial offices and retail vs Industrial warehouses – Commercial developer Derwent London
reported on 7 July that it had received 75% of its office rents but only 25% retail and hospitality rents
due for the June quarter (70% overall). In addition, it has still only collected 81% rents due for March
quarter. Similar trends are there in British Land and Hammerson’s recent rent results and clearly has
implications for not only existing commercial office, retail and hospitality space demand but more so for
investment in new, additional commercial projects, particularly in London. This contrasts sharply with
industrial developers that focus on warehousing space, boosted by online shopping, for example Segro,
which stated on 7 July that it had already collected 93% of rents due for the third quarter of 2020.
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