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Anunexpected drop

A slowdown in growth of the wider UK economy bucks industry predictions,
while construction activity sees a month-on-month decrease. Michael Dall
discusses the highlights of Barbour ABl's monthly Economic & Construction

Market Review

ECONOMIC CONTEXT

The latest GDP figures show the UK economy
growing by 0.3% in the first quarter of 2015. This
was below the 0.6% rate of growth experienced in
the final quarter of 2014 and this slowdown was
unexpected as various sentiment surveys
suggested the economy was performing strongly
at the start of the year.

While the total level of output is now
comfortably above its pre-recession peak, the
pattern of growth within the economy is still very
much focused towards the dominant service
sector. The latest figures show that the service
sector is now 10.1% higher than its pre-recession
peak, while construction is currently 7.5% below
that level. This indicates the scale of the
challenge in rebalancing the economy towards
manufacturing and construction.

The labour market continues to perform
particularly strongly in the UK with
unemployment falling to 5.5% in the latest
figures. This is down from a recent high of 8.4%
in 2011 and indicates the scale of the drop in the
last 18 months.

The rate of inflation was -0.1% in April with the
continued decline in oil price and food prices the
main reasons for this. While this raised the
possibility of long-term deflation most
commentators expect CP]I to start growing
towards the end of the year as these falls will be
factored in to the yearly figures.

Other news this month on the UK economy
includes:

B Data released by Barclays showed that
discretionary spending had risen in April at its
fastest rate since 2012

B The latest Inflation Report from the Bank of
England concluded that the outlook for growth in
the UK was strong but downgraded its growth
forecast to 2.5% for 2015

B A survey by the Council for Mortgage Lenders
showed that house repossessions in the UK fell to
3,100 in Q1, the lowest level since 2008
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THE MAIN REASON FORTHE
QUARTERLY FALL IN OUTPUT
ARE DECLINES IN PUBLIC
SECTOR HOUSING,OTHER
PUBLIC WORK, AND THE
COMMERCIAL SECTOR

The latest figures from the ONS indicate the
construction sector in the UK declined by 1.1%
between Q12015 and Q4 2014.

Comparing Q1 output levels with the same
period in 2014 showed a decrease of 1.1%, the first
year-on-year fall since Q2 2013 (see Construction
Activity by Sector). This fall was unexpected as
other surveys such as the Markit/CIPS PMI had
indicated a strong start to the year. The fall
consisted of declines in January and February
but growth in March.

The main reason for the quarterly fall in output
are declines in public sector housing and other
public work as well as falls in the commercial
sector. Over the longer term however the private
housing sector appears to be holding strong as
output is 8.3% higher in Q1 2015 to the
corresponding quarter in 2014. Additionally, the
infrastructure sector has shown growth over the
longer term, growing by 4.6% in the quarter.
However, the commercial sector declined by 3%
over the quarter and by 7.8% compared with the
first quarter of 2014, which has proved a drag on
overall growth.

The CPA/Barbour ABI Index, which measures
the level of contracts awarded using January
2010 as its base month, recorded a reading of
138 for April (see Contracts Awarded). This is an
increase from the previous month and
continues to support the view that overall

activity in the industry remains strong. The
readings for private housing were down slightly
in the month, but commercial offices increased
to a reading of 129 after a dip at the end of 2014.
Commercial retail increased considerably this
month and the reading for industrial factories
was significantly higher in April. This indicates
that the pipeline of work in the private sector
remains strong.

The construction sector

According to Barbour ABI data on all contract
activity, April witnessed a decline in construction
activity levels with the value of new contracts
awarded £5.5bn, based on a three-month rolling
average. This is a 9.8% decrease from March but
an 11% increase on the value recorded in April
2014. The number of construction projects within
the UK in April decreased by 1.8% on March, and
were 5.7% lower than April 2014.

Projects by region

The majority of the contracts awarded in April
by value were in London, accounting for 21% of
the UK total (see Locations of Contracts
Awarded). This is followed by the South-east
and Scotland with 12% each of the contract
value awarded. The largest contract awarded in
London during the month was the Hawley
Wharf project in Camden, which is a
commercially led scheme valued at £115m.
Another major project was a further phase of
residential development in Wandsworth in the
Riverside quarter, which will provide 150
residential units at a value of £69m. In the
South-east the largest value project awarded was
the Isle of Sheppey distribution centre for Aldi,
which will provide over 60,000m? of floor space
at a project value of £90m. In Scotland, the
highest value project awarded was Marischal
Square, a £107m commercial project in
Aberdeen to deliver a 15-storey office block.
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LOCATIONS OF CONTRACTS AWARDED IN APRIL
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Residential had the highest proportion of

contracts awarded by value in April with 36% of

the total value of projects awarded. Contracts

such as Wandsworth Riverside Quarter and the

University of Cambridge key worker development 12% \
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in North-west Cambridge contribute to the

sector’s strong presence in April. Education had a

strong month in April, accounting for 14% of the

value awarded. The largest contract awarded was 12% 1%

a new teaching facility for the University of the

West of England valued at £50m. :
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CONTRACTS AWARDED INDEX CONSTRUCTION ACTIVITY BY SECTOR
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Source: CPA/Barbour ABI Source: ONS
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CONSTRUCTION PERFORMANCE BY SECTOR

Spotlight on industrial

The industrial sector experienced a
slight decline in contracts awarded
in April but the value of work is still
significantly higher than the same
time in 2014.

Activity in the industrial sector
decreased in April with the value of
contracts awarded at £567m, based
on a three-month rolling average.
This equates to a decline of 9.5% on
the value in March but is 59.1%
above the figure recorded this time
last year. In the three months to
April the total value of contracts was
£1.8bn, which was 48.9% higher
than the previous three months and
77.8% higher than the same quarter
last year. This indicates the strong
start to the year that the sector has
experienced.

Projects by region

The North-west is the region with
the highest value of activity this
month with 25.9% of the contracts
awarded, an increase of 16.6% on
April 2014. This was principally due
to the award of the Amazon
distribution centre in Ellesmere Port,
which has an estimated value of
£100m and is set to deliver circa
116,000m? of distribution floor space.

Type of projects

The types of project awarded in the
sector were predominantly in
warehouse/storage, accounting for
67% of contract values - an increase
of 30% from April 2014. Light
industrial had the second highest
proportion of contracts by value,
accounting for 15% of contract value
- adecrease of 1% from April 2014.

MAP AND FIGURES: HOW INDUSTRIAL ACTIVITY
HAS CHANGED SINCE APRIL 2014
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TYPE OF PROJECTS AWARDED
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VALUE OF CONTRACTS BY REGION
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TOP 10 KEY INDUSTRIAL CLIENTS: MAY 2014-APR 2015

rds Value (EM) Company Name Value (EM)
1 330 1 21 406

1

April last year

Source: Barbour ABI
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AstraZeneca Winvic Construction
2 BAE Systems Marine Limited 2 330 2 Skanska UK 1
3 Roxhill Developments Limited 9 244 3 Buckingham Group Contracting Limited 15
4 Sellafield Limited 1 150 4 Bowmer & Kirkland Limited 6
5) Institute Of Animal Health 2 140 5 Shepherd Construction Limited 3
6 Barwood Developments Limited 3 124 6 Robertson Group Limited 8
7 Prologis Developments Limited 9 121 7 M & W UK 1
8 Bericote Properties Limited 7 100 8 McAlpine Limited 4
9 The Macallan Distillery 1 100 9 McLaren Construction Limited 8
10 Cabot Carbon Limited 1 100 10 Kier Group PLC 9
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Barbour ABI's Economic and Construction
Market Review report is now available to
Building subscribers for free as a 28-page PDF
download from building.co.uk. The review is one
of a series of monthly reports on the
construction sector, with the latest news, facts
and figures and an insight in to the current
trends in the industry. The review includes:

M Economic context

M The construction sector

M Review of seven industry sectors
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