Covid-19 brought both demand and supply shocks: economies collapsed,
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Workforce: The construction workforce is much smaller than two years ago. The sector now has limited
access to the European workforce, which could pressure wages and programmes if output recovers.

Output has recovered from lockdown lows but remains anaemic. The infrastructure sector is the only one
to show growth in the year and, coupled with the government’s focus on the sector, is proving an attractive
proposition for contractors, suppliers, and labour.

Covid-19 Productivity on site has greatly improved in line with Site Operating Procedures and contractors
know how to plan work and set up site organisation / logistics / welfare effectively under current
constraint

Material prices have increased as a result of global supply/demand imbalances for both commodities
and finished products. The true impact of this has yet to make its way into the system due to suppressed
margins throughout the end supply chain.

Exchange rates The pound has strengthened recently from the very low levels seen throughout 2020. If this
improves, it could better the industry’s international buying power, alleviating some material price pressures.

From bust to where?

UK GDP has fallen significantly, but not as severely as envisaged. Predictions in excess of 15% falls were replaced by a 9.9%
contraction in the UK economy. The construction industry felt the impact of the spring shutdown immediately, with a sharp
fall in output. The advent of Site Operating Procedures made the safe reopening of sites possible, allowing productivity to
increase, and a level of output to be restored.

The drivers for this recession have been unlike any other in memory, and have been made unpredictable by the toggling on
and off of business activity, consumer opportunity, and government support, but we can be certain that there will be a Covid-
legacy in the economy for some time to come. Understanding the extent of this legacy and scarring, as well as how it impacts
employment and investment, will be key to understanding the market and any rebound.

A building is a global product
Over 40% of the price of a typical construction project constitutes materials, of which more than 60% is imported. Therefore
a substantial proportion of a building cost is a combination of local and international factors, including:

¢ Commodity prices

» Currency exchange rates

e Local country manufacturing costs (labour, energy etc)

e Supply and demand factors (in the source country and in the UK)

e Transport and logistics costs

¢ Customs fees and processes

A shift in any of these can resonate through the supply chain, and a creating volatility and pressure on prices.

A pressure release valve: pipeline

Currently, upward price pressures and possible gaps in the workforce are being suppressed by loss of workload and
uncertainty. A lack of new, secure opportunities for work has driven margin down throughout the supply chain, whether it be
a supplier holding prices, a contractor offering owned plant cost-free, or sub-contractors taking on greater risk.

The focus on securing turnover for 2022 and beyond has flattened margins. Longer-term this is not sustainable and will likely
rebound when market conditions are supportive.

A fine line

2020 was dictated by supply and demand constraints, but unusually, these were not driven by market forces, but by
government policies on a global scale and global staffing levels, both of which are unpredictable and can increase or
decrease in intensity with little notice.

The balance of workload, margin, materials, and labour is leading us to forecast a flat market for 2021. At the moment, the
future is too uncertain to crystalise a forecast away from the long-term average of 2.75% from 2022. However, we believe the
ingredients are in place for this long-term forecast to be exceeded, in 2022 and possibly 2023.

Our strategy is to monitor the evidence and continue to gather insight to track headline prices. Given the economic context
and unprecedented events of 2020, forecasting the timing of a rebound or upwards surge in prices is difficult to assess at this
point in time. Therefore, future inflation sensitivity analyses should be undertaken as part of project pricing exercises.
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