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Summary 
Global inflationary pressures appear to be building, as confidence about the durability of the 
global recovery is increasing physical demand for raw materials and investors are pouring 
money into commodities. In the UK, the risk to inflation is certainly increasing, given the recent 
rise in VAT, increase in commodity prices and wider cost pressures. Already producer input 
prices are showing a sharp increase, which is feeding through the supply chain. This could 
prompt the Bank of England to raise interest rates earlier than expected, despite the still fragile 
growth outlook.  
 

Economy 
Interest rates 
The Bank of England’s Monetary Policy Committee (MPC) left interest rates and the asset 
purchase programme (quantitative easing) unchanged following its January meeting. Whilst 
inflationary pressures are certainly rising, the MPC continues to view both the growth and 
inflation outlooks as highly uncertain, meaning that it retains its “wait-and-see” approach for the 
time being.  
 
Manufacturing output and prices 
Consistent with the upbeat tone of recent 
industry surveys, the UK manufacturing sector 
posted firm growth in November, with sector 
activity rising 0.5% during the month to stand 
5.6% up on a year earlier. However, on the 
back of rising raw material and fuel prices, as 
well as a weaker Sterling, input cost inflation 
has jumped sharply in recent months, rising 
3.4% in December and up 12.5% year-on-
year. Much of this increase is being absorbed 
in manufacturers’ margins, though output 
prices rose 0.5% in December on the 
preceding month and up 4.2% year-on-year.  
 
Retailer survey 
The British Retail Consortium’s retail sales monitor for December shows that total sales were up 
1.5% on a year ago, while like-for-like sales were down 0.3%; this compares to a 4.2% and 6% 
increase in December 2009. Whilst this is increasing concerns about the outlook for consumer 
spending this year, the unusually early onset of winter weather was also to blame for the weak 
Christmas sales period.  
 
Commodities 
Commodity prices continue to rise, as 
confidence about the durability of the global 
recovery is strengthening physical demand, 
while investors are pouring additional money 
into commodities. Oil prices surged to just 
below the psychological $100/ barrel-mark. 
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Manufacturing Output & Prices
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Manufacturing Output
Manufacturing Input Prices
Manufacturing Output Prices

Price Weekly 
change

Monthly 
change 

Annual 
change 

“Brent” Oil ($/ barrel) 98.8 5% 8% 30%
Copper ($/tonne) 9,591 2% 5% 30%
Aluminium ($/tonne) 2,453 -2% 6% 8%
Nickel ($/tonne) 25,426 4% 5% 39%
Global Steel Price 
(Index 04/1994=100) 199.7 7% 11% 25%

Commodity Prices (15th Jan 2011)

Source: FT, LME, Cruspi
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The price of Brent crude is now at its highest since September 2008. Copper rose 2% to $9,591, 
while nickel was up 4% last week. The global steel price index rose 7%, as producers are 
seeking to pass on higher input costs. 
 
Exchange rates  
The Euro strengthened last week on comments by ECB president Jean-Claude Trichet, who 
indicated that the ECB might raise interest rates during the second half of this year. In addition, 
the single currency received a boost from reports that Germany was now backing plans to give 
new powers and lending capacity to the €440bn Eurozone rescue fund, as well as successful 
government bond auctions from Portugal, Italy and Spain, which calmed financial markets. 
Overall, the Euro strengthened 1% against the Pound to £/€1.1885, though the Pound rose 2% 
against the Dollar to £/$1.588.  
 

Construction 
Construction output 
Construction output in November, at £9.69bn 
was down 2% on October. Except for the 
industrial sector, all construction sectors saw 
a decline in activity during the month. In the 
three months to November, output was down 
1% compared to the preceding three months. 
The infrastructure sector saw the largest 
decline, falling 6% over the period, followed 
by the commercial sector, which was down 
2%. Housebuilding, the public non-residential 
and industrial sectors held up, but the latest 
data point to a slowing in the flow of work in 
these sectors as well.  
 
Construction material prices 
Construction material prices rose slightly by 
0.2% in November, but the annual rate of 
inflation for All Works continued to moderate 
to 6.8% from 7.9% in October. Within this, 
fabricated structural steel prices fell 2% in 
November, but remained 25% up on a year 
ago. Similarly, concrete reinforcing bars fell 
4% during the month, but remained up 19% 
year-on-year. Pre-cast concrete held stable 
both compared to the preceding month and a 
year ago. Wire was stable in November, but 
was 15% up year-on-year. Sawn wood fell 1% 
in November, but remained 15% up on last 
year. 
 
Construction forecast 
The Construction Products Association 
published its latest forecasts for the UK 
construction industry. Highlights: 

o Construction output is expected to fall 
by 2% this year, after a 4.5% rise in 
2010. A further 0.7% decline is anticipated for 2012, before the industry returns to 
growth from 2013. The performance of the UK construction industry in the near to 
medium term will be dependent upon the private sector’s ability to offset the expected 
falls in public sector construction. Public sector construction is forecast to fall 9% in 
2011 and 2012. The key risks to the forecasts remain on the downside, due to the 
uncertainty regarding the economy and the return of private sector growth.  

o After a rebound in 2010, private housing construction is expected to slow this year, as 
housing market activity has been moribund since the second half of last year, with 
house prices are softening, lending conditions still tight, and households cautious. On 
the supply side, there are concerns regarding changes to the planning system and 
localism. Nevertheless, private housing starts are expected to pick up this year and 

Value Volume

£ million, current %, Q-o-Q

Public Housing 1,276 3%

Private Housing 3,882 2%

Infrastructure 3,110 -6%

Public non-residential 3,749 2%

Industrial 986 2%

Commercial 6,004 -2%

All Repair & Maint. 10,650 -1%

Total Construction 29,657 -1%
Source: ONS

Construction Output - 3 months to November

Construction Material Inflation
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whilst levels of house building are still at historically low levels, annual growth is 
anticipated throughout the forecast period.  

o After a firm increase in recent years, the prospects for the public housing sector appear 
weak. The Chancellor stated that ‘”p to 150,000 affordable homes” would be provided 
over the next four years, but capital expenditure within the Department for Communities 
and Local Government (DCLG) will be cut by 65% over the next three years.  

o Public non-residential work has increased over the last two years on the back of fiscal 
stimulus in education and health. Further growth in the sector has been driven by work 
on the 2012 Olympics. However, work is set to have peaked in 2010 and sharp falls are 
anticipated post-2010, as capital expenditure in education and health is expected to fall 
considerably.  

o Industrial construction fell sharply between 2006 and 2009, with 2009 output down 45% 
on the 2006 peak. Sector work stabilised last year, posting a 5% increase. The recovery 
in manufacturing output, stronger exports and a general economic recovery should 
increase demand for industrial construction work and sector activity is expected to rise 
throughout the forecast period.  

o Between 2008 and 2010, the commercial sector lost about £8bn of work, mainly due to 
a drop off in offices and retail related construction. In 2010, a few high profile projects in 
prime areas of the key central London offices market and supermarket expansions 
commenced, but generally 
commercial work still appears 
relatively subdued. Sector work is 
expected to pick up in the near to 
medium term, on the back of 
improving conditions in the wider 
economy. 

o Infrastructure activity has increased 
by approximately 38% between 2007 
and 2010, and work is expected to 
remain strong. Rail related projects 
have been largely untouched by the 
CSR spending cuts apart from a £1bn 
reduction in work on Crossrail. Energy 
has eight sites identified for nuclear 
power stations in addition to various 
renewables projects and £1 billion 
highlighted in the CSR for a carbon 
capture and storage demonstration 
plant. Roads construction is expected 
to weaken, given that the CSR set out 
£2bn of projects would now be 
delayed until after 2015.  

 

Looking ahead 
Consumer price inflation is expected to have accelerated in December, due to higher fuel and 
food costs. The UK labour market is expected to weaken in the near term, given expectations of 
public sector job cuts, which are unlikely to be fully offset by the private sector. Against this 
background, average earnings growth is likely to remain below historic standards. Official retail 
sales in December could turn out weaker than expected despite the Christmas sales, due to the 
impact the severe weather is likely to have had on retail activity. The RICS’ December housing 
market survey is likely to show that housing market activity was negatively affected by the winter 
weather during the month. 

2010e 2011f 2012f 2013f 2014f 2015f

in £m, constant 2005 prices

Annual % change

Private New Housing 12,223 12,467 12,717 13,225 14,151 15,212

12.0% 2.0% 2.0% 4.0% 7.0% 7.5%

Public New Housing 3,719 3,235 2,750 2,503 2,327 2,444

30% -13% -15% -9% -7% 5%

Commercial Total 21,617 21,635 22,334 23,875 25,016 25,851

-6% 0% 3% 7% 5% 3.3%

   of which…Offices 5,905 6,082 6,994 8,253 8,888 9,421

-16.0% 3.0% 15.0% 18.0% 8.0% 6.0%

                …Retail 4,996 5,325 5,498 5,928 6,422 6,747

1.0% 7.0% 3.0% 8.0% 8.0% 5.0%

Industrial 3,228 3,359 3,579 3,911 4,217 4,485

5% 4% 7% 9% 8% 6.4%

Infrastructure 11,155 11,492 11,986 12,337 12,686 13,366

20.6% 3.0% 4.3% 2.9% 2.8% 5.4%

   of which…Water industry 2,520 2,642 2,734 2,461 2,092 1,883

20.0% 5.0% 4.0% -10.0% -15.0% -10.0%

                ...Rail 2,289 2,711 3,389 3,974 4,292 4,544
25.0% 18.0% 25.0% 17.0% 8.0% 6.0%

                ...Electricity 1,218 1,401 1,653 2,066 2,531 3,037

20.0% 15.0% 18.0% 25.0% 23.0% 20.0%

Public Non-housing 12,318 10,951 9,123 7,615 7,018 6,919

24.3% -11.1% -16.7% -16.5% -7.8% -1.4%

   of whichEducation (incl PFI) 8,697 7,393 6,170 5,259 5,239 5,328

14.0% -15.0% -17.0% -15.0% 0.0% 2.0%

                ...Health (incl PFI) 4,278 4,001 3,672 3,475 3,400 3,400

-1.0% -6.0% -8.0% -5.0% -2.0% 0.0%

Total New Work 64,259 63,140 62,488 63,466 65,415 68,278

9.0% -1.7% -1.0% 1.6% 3.1% 4.4%

Total Repair and Maintenance 34,835 33,943 33,883 34,403 35,012 35,790

-2.7% -2.6% -0.2% 1.5% 1.8% 2.2%
Total Output 99,094 97,084 96,371 97,869 100,427 104,067

4.5% -2.0% -0.7% 1.6% 2.6% 3.6%

Source: Construction Products Association

CPA - Construction Output - Forecast - Winter 2010/11



 
  

 

Market Watch 
Investors felt a sense of relief 
last week, as against 
expectations a Portuguese 
government bond auction was 
deemed a success, which 
reduced fears of Eurozone 
sovereign debt contagion and 
raised hopes that Portugal may 
be able to avoid an Irish-style 
bailout. Government bond 
auctions by Spain and Italy 
were also successfully 
subscribed last week. This 
boosted equity markets, with 
the FTSE100 climbing above 
the 6000-mark. 
 
Property stocks had a good 
week overall, with the only 
exceptions being British Land, 
down 0.2% and Capital 
Shopping Centres (CSC), 
dropping 8.1%.  
 
CSC fell on reports that the 
Simon Property Group has 
abandoned its indicative £2.9bn 
take-over bid. Last week, CSC 
set a price target of 625p for 
any bid, raising the bar 
considerably above the 425p 
offer from Simon Property 
Group. 
 
Elsewhere in the property 
industry, Minerva is reported to 
have received another takeover 
approach, which sent share 
prices 16% higher in the week to Friday. 
 
Housebuilders had a mixed week, with Bovis Homes up 2.3% as it predicted profits for 2010 will 
beat consensus estimates. Barrat Developments in a trading update said it managed to 
increase margins despite a small fall in house completions in the first six months of its financial 
year, as an improvement in average selling prices helped maintain revenues. Barratt remains 
cautious on the outlook for the UK housing market, mirroring comments made by Persimmon, 
which also pointed to improving margins but predicted a flat demand during 2011. 
 

 
 

 

Stock Market

Index Index Week Month Year

FTSE100 6,002.1 ▲ 0.3% 1.9% 9.2%
EPRA/NAREIT UK 391.6 ▲ 0.9% 3.3% 3.1%

Stocks
Market 

Cap, £m

Week Month Year

British Land 4,570 ▼ -0.2% 3.1% 15.7%
Hammerson 3,080 ▲ 0.8% 5.2% 10.3%
Land Securities 5,370 ▲ 2.0% 4.9% 2.3%
Capital & Counties 908 ▲ 0.2% -1.8%
Capital Shopping Centres 2,600 ▼ -8.1% -5.3%
Shaftesbury 1,030 ▲ 2.7% 0.1% 16.1%
Great Portland Est. 1,140 ▲ 3.1% 1.6% 27.8%
Derwent London 1,600 ▲ 3.3% 1.9% 19.3%
Segro 2,240 ▲ 3.1% 2.2% -9.4%
Quintain Estates & Development 208 ▲ 3.9% 15.9% -39.4%
St. Modwen Properties 345 ▲ 4.5% 3.2% -16.4%
Unite Group 334 ▲ 5.2% 6.0% -27.9%
Workspace Group 277 ▲ 2.1% 0.0% 9.1%
Minerva 140 ▲ 16.0% 16.0% 23.8%
Average* ▲ 0.7% 2.5% 4.1%

Balfour Beatty 2,210 ► 0.0% 3.2% 14.2%
Carillion 1,510 ▼ -0.3% 2.7% 21.1%
Morgan Sindall 309 ▲ -0.1% 7.2% 26.6%
Kier Group 517 ▲ 0.3% -0.4% 26.1%
Lend Lease Corp* 2,981 ▲ 4.3% 8.9% -6.1%
Average ▲ 1.7% 5.3% 8.9%

Wolseley 6,250 ▲ 5.9% 15.2% 47.0%
SIG 881 ▲ 12.1% 22.1% 13.6%
Marshalls 224 ▲ 12.9% 9.4% 29.3%
Kingspan 1,013 ▼ -2.8% 13.8% 8.3%
Average ▲ 5.7% 15.6% 38.3%

Persimmon 1,320 ▲ 0.0% 2.5% -10.9%
Taylor Wimpey 1,090 ▼ -0.3% 18.9% -18.8%
Barratt 925 ▲ 2.5% 9.7% -30.1%
Bovis Homes 532 ▲ 2.3% 10.5% -3.7%
Bellway 812 ▼ -1.3% 4.8% -15.7%
Berkeley 1,240 ▲ 0.5% 5.4% 9.7%
Average ▲ 0.5% 8.3% -11.1%
**Sector averages are weighted according to current market capitalisations
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