
Cost indices are expected to fall in the fourth quarter
Consumer prices have peaked and are expected to drop quickly
Input and output prices are on a declining trajectory
Steel prices are now falling
Construction earnings are virtually static

The chart, right, shows how building costs have moved in different
sectors over the past seven years and the consumer prices index.

Percentage change year on year (third quarter 2007 to third quarter 2008)

Trend Direction

Building cost index 7

Mechanical cost index 3.7

Electrical cost index 4.8

Consumer prices index 4.9

(Third quarter 2008 figures provisional)

Building cost index The annual increase leaped to 7% in the third
quarter, its highest level for nine quarters. This reflects a 6% wage
award at the end of June and a record level of materials price rises.
Mechanical cost index This had a percentage rise of a little more than
half the building cost index, reflecting a wage award of just 3.5% at
the end of last year and a much lower level of materials price rises.
Electrical cost index This rose slightly more than the mechanical cost
index because of the higher 4.5% labour cost increase at the beginning
of the year and a slightly higher increase in materials prices.
Consumer prices index This was sharply up in the third quarter,
mainly owing to higher gas and electricity bills. But the index peaked
in September and is now expected to decline just as quickly.
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COST UPDATE
After sharp inflation in the second quarter, consumer, input, output and materials prices all peaked and
are now on a declining trajectory, says Peter Fordham of Davis Langdon

01 /  KEY CHANGES

Davis Langdon’s cost indices track movements in the input costs of
construction work in various sectors, incorporating national wage
agreements and changes in materials prices as measured by the Office
for National Statistics index series.

They provide an underlying indication of price changes and
differential movements in the various work sectors but do not reflect
changes in market conditions affecting profit and overheads
provisions, site wage rates, bonuses or any discounts or premiums in
materials price.

Market conditions are recorded in Davis Langdon’s quarterly Market
Forecast (last published in Building on 31 October).
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In the 12 months between November 2007
and November 2008, the 60 building work
categories have recorded an average rise of
7.6%, identical to the figure four months ago.
This is a combination of the 6% wage increase
for building operatives at the end of June and
significant price rises for some materials. In
the four months since July, there has been an
average rise of just 1%.

The work categories with the highest
inflation over the past year have been:  

% change

Concrete: reinforcement 31.6

Metal: decking 23.1

Finishes: bitumen, resin and latex flooring 20.1

Waterproofing: liquid applied coatings 19.3

Windows and doors: steel 19.2

Piling: steel 17.8

Cladding and covering: coated steel 15.9

Waterproofing: built-up felt 15.7

Raised access floors 15.3

The highest cost rises over the past year
have been for categories subject to the high
cost of steel and rising oil prices. Most of the
increases occurred in the first half of the
year. The prices of both commodities have
since fallen sharply but further increases
have occurred since July:

Metal: decking 11.4

Finishes: bitumen, resin and latex flooring 9.4

Raised access floors 7.4

Cladding and covering: coated steel 6.8

Metal: miscellaneous 5.1

Pipes and accessories: spun and cast iron 5.0

There have also been price falls over the 
past year:
Cladding and covering: lead -14.3

Cladding and covering: zinc -8.1

Pipes and accessories: copper -3.7

Cladding and covering: copper -3.2

Windows and doors: softwood -1.0

Softwood carcassing and structural members -0.5

02 /  PRICE ADJUSTMENT FORMULAE FOR CONSTRUCTION

2002 2003 2004 2005 2006 2007 2008
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