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analysis / facts / forecast

COST UPDATE

The quarterly analysis of changes to costs and prices shows the industry in general is on an upward
curve, as consumer price inflation continues to rise. Peter Fordham of Davis Langdon reports

01 | KEY CHANGES

A Most construction cost measures now on upward trend
A Consumer price inflation continues above target

Davis Langdon indices
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Building costindex The index has been rising for the past
six months as materials prices have recovered falls seen in the Guide to data

first half of 2009.

Mechanical cost index Mechanical materials prices, which

have remained fairly flat for the last nine months, coupled with

a wage freeze since October 2008, have kept the index relatively
steady.

Electrical cost index Electrical costs continue to rise. A wage increase
in January has combined with rising materials prices to generate the
highest year-on-year increase for three years.

Consumer price inflation Consumer price inflation has been generally
rising for the past six months. The largest contributory factor has
been oil prices, which have driven up transport fuel costs.

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 government
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 materials’ price discounts/premiums. In the current
market, most costs recorded here are rising but prices charged to some
clients are still falling. Market conditions are recorded in Davis Langdon’'s
quarterly Market Forecast (last published 30 April).

02 | PRICE ADJUSTMENT FORMULAE FOR CONSTRUCTION

Price adjustment formulae indices, compiled
by the business and innovation department,
are designed for the calculation of increased
costs on fluctuating or variation of price
contracts. They provide useful guidance on
cost changes in trades and industry sectors
and on the differential movement of work
sections in Spon's Price Books.

Over the last twelve months between May
2009 and May 2010, the 60 Building Work
categories have recorded an average rise
of 4.2%, sharply up from the 1.4% three
months ago.

The largest price increases over the past
year have been:
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% change, May 09-May 10

Cladding & covering: lead 21.1
Concrete: reinforcement 16.4
Finishes: bitumen, resin and rubber latex

flooring 11.4
Softwood carcassing and structural members 10.1
Windows and doors: softwood 10.0
Cladding & covering: zinc 9.7

These reflect the large increases that
occurred in metals prices mostly
throughout 2009, though all have recently
suffered some price retrenchment. The
recovery in timber prices through higher
worldwide demand

and the lower value of sterling is also
reflected above, as is the recovery in

steel prices. Six months ago 26 of the

60 work categories recorded a drop in
prices over the preceding year; now only 5
work categories show a decline, none more
than 1.8%:

% change, May 09-May 10

Pipes and accessories: plastics -1.8
Finishes: screeds -1.6
Finishes: flexible tiles and sheet coverings -1.0
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Materials Metals and oil are continuing to push up industry’s input costs and prices

03 | EXECUTIVE SUMMARY

A Consumer price inflation still way above target and rising

A 0il and imported metals prices drive up industries’ input costs
A Industries’ output prices rise, led by petroleum products and
recovered secondary raw materials

V¥ Metals prices show some respite from their 15 month rise

04 | KEY INDICATORS

Percentage change over past 12 months
April 09-April 10

Consumer prices index 3.7
The CPI has now been above the government target of 2% for five
consecutive months. The principal driver of the relatively high
figure has been a 25% increase in the price of fuels and lubricants,
following the rise in oil prices over the past year. The retail prices
index (RPI) is up to 5.3%, its highest level since 1991.

Industry input costs

Materials and fuels purchased by manufacturing industry 13.1
Materials and fuels purchased by manufacturing industry excluding
food, beverages, tobacco and petroleum 6.4

The surge in industry’s input costs over the past year has largely been
the result of the 60% rise in the price of crude oils. But the input costs
of industries, excluding the food, beverages, tobacco and petroleum
industries, have also started to rise quite sharply since the beginning
of the year with substantial rises in the price of items such as
imported metals.

Industry output prices
Output prices of manufactured products 57
Output prices of manufactured products excluding FBT&P 4.4

Industry output price inflation has accelerated since the start of the
year. This has, in large part, been down to the price of petroleum
products (including duty), up 25% over the year and 10% since
December, and recovered secondary raw materials, up 63% over the
year and 43% since December.

Metals prices

The global downturn was accompanied by a sharp decline in
commodity prices but most have since made a robust recovery. Some
metals prices — notably copper, lead and zinc — more than doubled
last year though they remain below the peaks registered in 2008. The
rapid about-turn was owing in large part to the faster-than-
anticipated recovery in emerging Asian economies.

Most metals prices eased back in the past month over fears of
Europe's debt crisis holding back recovery. Copper prices have shown
the greatest extremity, rising 180% between December 2009 and April
2010 but falling 16% since then. Aluminium prices peaked in mid-April,
95% up on February 2009, but have fallen 19% in the past month.

A Construction materials’ prices climbing steadily

A Electrical materials prices show highest annual increase since
February 2005

A Copper, oil and steel driving rise in construction

materials prices

Construction industry
Materials price increases over the past year are detailed below:

March 09-March 10
Construction materials generally

New housing 2.6
Non-housing new work 3.5
Repair and maintenance 4.0

Overall, construction materials prices rose by 3.5% over the year to
March 2010 and have generally been rising since last July.

Apr 09-April 10
Mechanical services materials

Housing 3.1
Non-housing -1.1
Electrical services materials 10.4

Mechanical services materials prices for housing jumped in March
and April after a relatively benign period of inflation over the
previous 12 months. Year-on-year materials price inflation for non-
housing work remains negative, but moved up in April after several
months of stable or slightly falling prices. Electrical services
materials prices, in contrast, have risen steadily over most of the
past year.

The most significant materials price movements over the past 12
months are shown below:

April 09-April 10

Imported copper 51.8
Gas oil fuel 40.8
Insulated wire and cables 30.4
Steel for reinforcement 24.9
Timber 21.6
Basic iron and steel 15.6
Imported veneers and plywood 13.4
Plastic plates, sheets and film 12.3
Scaffolding materials 10.7
Ready mixed concrete 2.2
Cements -4.2
Sand and gravel -7.3

(Data sources: ONS and BIS)

(April 2010 figures provisional)
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Labour Wage freezes are beginning to thaw as the jobs market shows signs of recovery

05 | LABOUR MARKET STATISTICS

m Whole economy average earnings (including bonuses) from January to March
were 4% higher than last year, but up only 1.9% excluding bonuses.

W Average earnings in construction in the first three months of 2010 were
3.4% higher than a year previously, the highest annual rise for two years.

W Average pay in construction in the first quarter was £571 per week, the
highest figure ever recorded.

06 | WAGE AGREEMENTS

Building and civil engineering operatives

The Building and Allied Trades Joint Industrial Council (BATJIC), the
partnership between the Federation of Master Builders and the
Transport and General Workers Union, has agreed new wage rates to
apply from 13 September 2010. These have been frozen since 9 June
2008, but from 13 September wage rates for the three principal
grades of operatives will rise by 2%. It is planned that this settlement
will last until 12 June 2011 when wage reviews will return to their
normal anniversary date.

BATJIC rates apply to small-and-medium-sized building firms
operating under the banner of the FMB. Operatives working for
larger firms and employed under the Construction Industry Joint
Council Working Rule Agreement have also had wage freezes since
June 2008. Talks are continuing between employers and the Union of

Wage agreement summary

B The number of construction jobs in the last three months of 2009 was
9.2% down on the year before.

M Construction job vacancies from February to April were down 34% on the
year before, the largest percentage change of any industry.

| 28,000 people were made redundant in the construction industry in
January-March, the lowest figure for seven quarters.

Construction, Allied Trades and Technicians (Ucatt) regarding a wage
review this year and no agreement has yet been reached.

Plumbers
Rates of pay and allowances for plumbers in England and Wales
have been frozen since January 2009 but agreement has been reached
for an increase in line with the retail prices index from January 2011.
In Scotland and Northern Ireland plumbers’ wage rates will remain
static between June 2009 and June 2011, when rates and allowances
will rise by 2%, almost certainly lower than the rise their
counterparts in England and Wales will receive. However, from 7
June 2010 mileage allowances will increase from £0.25 to £0.30 per
mile and the overtime threshold will reduce from 43 hours to 41
hours per week, nearer the 39 hours applicable in England and Wales.

The following table summarises the wage agreements currently in force for the principal wage-fixing bodies in the construction industry

Operatives Agreement body Current basic hourly rate
Builders and civil Construction Industry Craft rate:
engineering Joint Council £10.30/hour
operatives
Building and Allied Trades SINVQ3 qualified
Joint Industrial Council operative: £10.41/hour
(BATJIC)
Plumbers The Joint Industry Board Advanced plumber:
for Plumbing Mechanical £12.73/hour
Engineering Services in
England and Wales
Scottish and Northern Advanced plumber:
Ireland Joint Industry Board ~ £12.64/hour
for the Plumbing Industry
H&V operatives Joint Conciliation Craftsman: £11.16/hour
Committee of the Heating,
Ventilating and Domestic
Engineering Industry
Electricians The Joint Industry Board for ~ Approved electrician:

the Electrical Contracting
Industry/Scottish Joint
Industry Board for the
Electrical Contracting
Industry

28.05.2010 BUILDING MAGAZINE

£14.35/hour (own transport)

Effective since Details in Date of next review

30 June 2008 Cost Update 30 May 2008/ Wage rates frozen since
Spon’s Architects’ and June 2008; 2010
Builders’ Price Book 2010 negotiations on-going

9 June 2008 Cost Update 5 September 13 September 2010 - rates
2008/Spon's Architects’ and will rise by 2% (see above)
Builders' Price Book 2010

5 January 2009 Cost Update 27 March 2009/ 3 January 2011: rates will
Spon's Architects’ and increase by RPI at June
Builders' Price Book 2010 2010; rates for 2010 held

at 2009 levels.

1 June 2009 Cost Update 29 May 6 June 2011 - rates will rise
2009/Spon's Architects’ and by 2% (see above)
Builders' Price Book 2010

6 October 2008 Cost Update 5 September 4 October 2010 - rates will
2008/Spon’s Mechanical and  rise by 2%
Electrical Services
Price Book 2010

4 January 2010 Cost Update 26 February January 2011

2010/Spon's Mechanical and
Electrical Services Price Book
2010
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