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As the weeks go on, it is 
still not clear how effective 
the COVID-19 lockdown 
will be, nor how long 
measures will need to be 
maintained. Against this 
backdrop of uncertainty, 
our Spring Market 
View sets out potential 
scenarios for recovery.

• 2019 was a turbulent year, marked with deepening 
uncertainty caused by the US-China trade war, 
the UK’s Brexit and social unrest from East Asia to 
Latin America. Economic forecasts were regularly 
downgraded and the threat of recession was ever 
present. The first two months of 2020 brought some 
long-awaited relief and a surge in business optimism 
in the UK, while globally the International Monetary 
Fund declared “tentative stabilisation”. This view 
towards recovery was, however, abruptly destroyed 
with the onset of the COVID-19 pandemic in  
March 2020. 

• The Chinese city of Wuhan was the first to be hit 
with widespread infection, leading to city lockdown 
and closure of multiple manufacturing sites and 
businesses. Within two weeks, COVID-19 had spread 
to other provinces, resulting in a halt to economic 
activity and an enormous disruption to global supply 
chains. This in turn led to a dramatic fall in stock and 
commodity markets, which continues today, as the 
disease reached Europe and the US. Currency and 
bond market fluctuations followed, with sterling 
tumbling to its weakest level against the US dollar  
in three decades. 

Introduction
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• Faced with the onset of a global recession 
comparable to the great financial crisis of 2008, 
governments introduced huge monetary stimuli, 
with €750 billion in bonds pledged by the European 
Central Bank and a $2 trillion stimulus package in 
the US being two examples. 

• In the UK, steps have been taken to prevent the 
exponential growth in COVID-19 infections. On the 
17th of March initial lockdown measures were put 
in place, which were subsequently strengthened on 
23rd March to limit movement and enforce social 
distancing. Thousands of businesses in services and 
manufacturing closed. 

• While construction sites are still allowed to operate, 
provided they adopt the Public Health England 
guidelines as defined in the Standard Operating 
Procedures (SOP), some major contractors began 
shutting down, citing the inability to exercise social 
distancing. Construction material producers and 
merchants were quick to respond, downgrading their 
production capacity or pausing activities completely.

• The UK Government has since announced a set 
of rescue interventions that are available for self-
employed, SMEs and large companies. These include 
the Coronavirus Job Retention Scheme, VAT and 
Income Tax deferrals, the Business Interruption 
Loan Scheme and Corporate Financing Facility.  
A Procurement Policy Note on Supplier Relief was 
issued due to COVID-19, enabling public bodies to 
ensure service continuity and maintain cash flow 
through the disruption. 

• While it was expected that the original investment 
plans announced in the March Budget would provide 
a much-needed demand injection to construction, it 
is unclear if they still will be feasible once the cost of 
government intervention becomes known. 
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The speed and scale of the crisis 
When the World Economic Forum published its annual 
Global Risk Report 2020 in January, the focus was 
on climate crisis rather than infectious diseases. Fast 
forward three months, and the world has been turned 
on its head. At the time of writing, the construction 
PMI has fallen to 39.3 and many construction sites, 
including most of the UK’s house-building sector, 
are closed. In Scotland and Northern Ireland, only 
essential construction activity is permitted. Forecasts 
for economic growth have highlighted that the 
shutdown is costing the UK economy £2.4 billion 
per day, and many are predicting one of the deepest 
downturns on record. 

The COVID-19 crisis is different to previous economic 
crises in that it has mostly affected consumer-facing 
industries like hospitality. These most-affected sectors 
should eventually bounce-back. With respect to 
construction, past recessions indicate that construction 
activity responds rapidly and tends to overshoot shocks 
in the wider economy, so the effects for our sector 
could last for longer. However, once social distance 
restrictions are lifted, work on all construction sites 
could theoretically start quite quickly.  

Recovery scenarios 
Plotting the potential course of the crisis is not easy. 
On the one hand, realistic lockdown/recovery scenarios 
are needed to inform the shape and duration of the 
downturn. On the other, we also need to determine 
how broad the wider impact of the crisis will be.  
This includes the extent to which future demand and 
capacity will shrink, if willingness to invest will fall, and 
how commercial behaviours associated with bidding 
and post-contract management will change. 

With respect to the duration of the crisis, at the time 
of writing, the UK’s COVID-19 exit strategy is a major 
‘known unknown’. We know that disruption is likely 
to continue, albeit to a varied degree, until a vaccine 
is widely available. It is not known when current 
restrictions will be lifted and how flexible future 
arrangements could be. However, a cycle of ‘lock-down 
followed by recovery followed by lock-down’ could 
become established, which could have a deep impact 
on the industry’s ability to deliver work and recover 
productivity and cost effectiveness. 

We have condensed our thinking into two scenarios. 
However, even in our optimistic case we assume that 
markets will be periodically disrupted throughout 
2020, despite the economy becoming more adept at 
managing the scale and severity of lockdowns. Our 
pessimistic case assumes that disruption will extend 
well into 2021 with significant collateral damage to 
global and domestic economies. Whilst we have not 
put a figure on the impact on GDP, we have used these 
scenarios to inform our thinking about construction 
demand and the impact on pricing. 

Basis for  
the forecast
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Post COVID-19 growth scenarios 

In developing our forecast, we recognise that there 
are both inflationary and deflationary factors that will 
come into play. These are set out in the table below 
and are likely to exist side-by-side. Workload may 
increase in infrastructure related to programmes like 
HS2, but residential and commercial spend may take 
longer to recover. Similarly, a loss of access to migrant 
workers in some markets may offset the capacity gains 
resulting from a slowdown in others. 

In our view, the most important counters to deflation 
in the immediate future will be the impact of social 
distancing on productivity, and problems of sourcing 
labour and materials as the market restarts. However, 
there are some additional non-inflationary factors, 
such as recently outlined Building Safety proposals 
and upgraded Part B and L proposals, which can be 
expected to increase the costs of some buildings.

Optimistic case Pessimistic case 

• COVID-19 outbreaks recur during 2020. 
• Progress on sites is disrupted periodically during 

2020. 
• Governments develop testing and social distancing 

infrastructure to reduce need for lockdown. 
• Industry capacity mostly retained through successful 

government support programmes. 
• Contracts apply a flexible risk-sharing approach to 

COVID-19 disruption. 
• Social distancing reduces the productivity of many 

sectors, including construction. 
• The price of construction work is determined in 

competition. 
• Investment-led public-sector recovery programme 

procured during 2020 in anticipation of 2021 start. 

• Outlook for COVID-19 control does not improve as 
quickly as hoped. 

• Strategies to reduce the need for lockdown are 
less effective than hoped and disruption re-
occurs. 

• Productivity falls further due to multiple sources 
of disruption. 

• Contracts are not adapted to respond to 
COVID-19 disruption. 

• Industry capacity is lost as a result of widespread 
industry consolidation. 

• The price of work is undertaken on an open-book 
basis due to extent of ‘unpriceable unknowns’. 

• Government cancels programmes. 

Inflationary Deflationary

• Increased workload once recovery is established. 
• Productivity constraints associated with social 

distancing (e.g. resulting from Site Operating 
Procedures). 

• Access to scarce materials resulting from disrupted 
production. 

• Weak currency. 
• Loss of industry capacity. 
• Background inflationary pressure resulting from high 

government borrowing. 

• Decreased workload as a result of reduced 
demand and confidence. 

• Commodity prices. 
• Reduced demand for labour and materials. 
• Increased competition for available opportunities. 
• Greater productivity resulting from changed ways 

of working. 
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Inflation forecast

Our forecast takes the 
optimistic scenario and 
blends inflationary and 
deflationary factors.

We assume that growth in public sector investment 
will continue, but that private sector led markets 
including housebuilding and commercial development 
will take until at least 2022 to recover confidence 
to take risks associated with continuing COVID-19 
outbreaks. Public sector investment will be focused 
on regional markets that have been more affected by 
economic disruption. 

We believe that, at least in the foreseeable future, 
there will be some unique market factors that may 
counter the risk of a price-led downward spiral in 
response to disrupted workload. The presence of these 
risks, together with memories of the consequences of 
the 2008 crash, may help to prevent the sort of price 
correction seen in the last downturn. As a result, we 
forecast that prices will be flat in 2020 and that there 
will be only a tentative recovery in prices in 2021. 

Despite the gloomy short-term outlook, it is important 
to see this as an optimistic forecast. We assume that 
the economy will keep going, that the construction 
pipeline will be sustained and that the supply chain 
will hold its nerve. In our view it is the right scenario 
because, if the market does fall away, there will be very 
few clients who are able to benefit from any downturn. 
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Beyond 2021, we see potential for above trend 
inflation. This is of course dependent on sustained 
demand. Part of the inflation will come from 
margin recovery. However, the main driver will be 
an imbalance of demand, driven by infrastructure 
investment and supply as a result of constraints in the 
labour market. COVID-19 may have set the market 
back, but assuming that demand does recover in 2021, 
inflationary risks are just over the horizon. 

Regional Building 
Construction TPI 

London Building 
Construction TPI 

National Infrastructure 
Construction TPI 

2019 2% (2%) 2% (1%) 3% (4%) 

2020 0% (3%) 0% (1%) 0% (4%) 

2021 2% (3%) 0% (3%) 2% (4%) 

2022 3% (5%) 2% (5%) 5% (5%) 

2023 7% (5%) 5% (5%) 7% (5%) 

2024 5% (n/a) 8% (n/a) 5% (n/a) 
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The outbreak of 
COVID-19 has frozen 
substantial parts  
of the UK economy.  

While the construction sector is still permitted to 
continue working – provided Public Health England 
regulations are adhered to – many sites are closing, 
either due to safety concerns or because of supply 
chain interruption. This sudden slowdown in work is 
particularly challenging for the construction industry, 
given its high dependency on free cash flow, both for 
large contractors and more specialised subcontracted 
SMEs. With very thin profit margins and the urgent 
need to preserve working capital, companies have 
found it difficult to invest in a long-term safety net. 

In light of falling markets and the risk of 
unemployment, the Government has introduced 
several rescue options aimed at supporting large 
companies, SMEs and the self-employed. Support for 
the latter is particularly relevant to the construction 
sector, where 94% of companies employ fewer than 
10 people, and almost one million workers are paid 
through the Construction Industry Scheme. However, 
the introduction of these measures alone will not be 
enough to shield the sector from a crash. The devil will 
be in the detail; namely, how will these schemes work 
in practice, how easily can they be accessed, and how 
quickly will support reach those companies affected? 

Zoom into:  
Will Government 
support be enough? 
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Below, we list the announced interventions according 
to the issue they affect - earnings, tax reliefs, other 
benefits, financial support, procurement and payment 
support - and briefly describe how construction 
companies and clients can maximise their chances  
of success.

Earnings
The Coronavirus Job Retention Scheme (CJRS) is 
available to all UK businesses. It requires companies 
to designate so-called furloughed workers. HMRC 
will reimburse 80% of the furloughed workers’ wage 
costs (including National Insurance and pension 
contributions), up to a cap of £2,500 per month. 
However, the companies will only receive the payment 
in June. The scheme, which initially will be in place until 
30th June, requires people to stop working. As a result, 
it will be necessary for companies to furlough some 
of their staff rather than introduce part-time working 
across the board. CJRS arrangements should apply to 
agency workers.

Self-employed people with annual profits lower than 
£50k will be able to apply for a grant worth 80% of 
their average monthly profits over the last three years, 
up to £2,500 a month. The support will be available 
for at least three months, but the initial payments are 
only likely to be made at the beginning of June 2020. 
While most self-employed contractors should be able to 
apply, the scheme is designed to exclude earnings from 
dividends from Personal Service Companies, which were 
widely used in the sector prior to IR35 reforms.

Tax relief
VAT and Income Tax deferral applies to all UK 
businesses and the self-employed. The Income Tax 
self-assessment due in July 2020 has been postponed 
to January 2021. The VAT referral currently applies 
from 20th March until 30th June 2020, when the 
payment of any outstanding amount will be due. 

Other benefits
Support for businesses who are paying sick pay to 
employees is available to companies that, as of  
28th February 2020, were employing fewer than 
250 people. Up to two weeks of Statutory Sick Pay is 
covered and can be claimed by SMEs. 

Financial support
The Coronavirus Business Interruption Loan Scheme 
enables SMEs with a turnover of less than £45 million  
a year to apply for funding totalling no more than  
£5 million for up to six years. The Government will 
provide lenders with a guarantee of 80% on each loan 
(subject to pre-lender cap on claims) and it will also 
make a Business Interruption Payment to cover the 
first 12 months of interest payments and any lender-
levied fees. For loans of up to £250k, the Big Four 
banks have agreed not to take personal guarantees, 
however in each case the borrower remains fully liable 
for the debt. The primary residential property cannot 
be taken as security under the scheme. Additional 
British Business Bank criteria apply. 
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Financial support (cont.)
The Covid Corporate Financing Facility (CCFF) will 
provide funding to larger businesses by purchasing 
commercial paper – an unsecured, short-term debt 
instrument - of up to one-year maturity. The scheme 
is open to firms making a material contribution to the 
UK economy, including UK incorporated companies, 
UK headquartered companies, firms with foreign-
incorporated parents and companies with significant 
employment in the UK. The scheme will only be 
available to firms that can demonstrate through a 
credit rating they were in sound financial health prior 
to the shock. 

Procurement and payment support
i. Procurement Policy Note 01/20 (PPN 01/20):  

This sets out how public clients can respond to 
COVID-19 by accelerating the procurement of 
goods, works and services under the Public Contract 
Regulations 2015. Public bodies are enabled to 
directly award contracts, cancel existing framework 
agreements, call for competition using a standard 
procedure with accelerated timescales and extend or 
modify a contract during its term. 

ii. Procurement Policy Note 02/20 (PPN 02/20): 
Supplier relief due to COVID-19, this encourages 
prompt payment by public bodies to their suppliers 
to ensure service continuity. The note suggests 
putting in place measures to maintain supplier cash 
flow, such as forward ordering, payment in advance, 
interim payments, and payment on order. 

Multiple tools and generous sums have been made 
available to support employees and firms in these 
unparalleled times. In combination, the measures are 
comprehensive. However, with many schemes not 
paying until June, the industry could still be faced with 
a severe cashflow crisis before help arrives. This places 
considerable pressure on clients, main contractors and 
sub-contractors to work together to mitigate cashflow 
risks. It is yet to be determined how to achieve this 
without compromising wider commercial interests,  
but it may rely on further government intervention.

Zoom into:  
Will Government 
support be enough?
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Making use of the available tools
The future of the construction sector is uncertain, and 
clients and contractors are facing multiple choices. 
They need to carefully consider how to make best use 
of the available tools, so they are ready for a quick 
start once conditions allow. This means: 

1. Where possible, consider maintaining progress on 
projects during design and procurement.

2. Only continue site works if it is safe to do so in line 
with the Standard Operating Procedures (SOP). 
Manage site shut down with an emphasis on safety 
and financial stability.

3. Where sites do need to shut down, ensure safety, 
consider planning for a restart and take a full record 
of progress and site condition. 

4. Take steps to ensure business continuity in key 
business functions such as finance, legal and HR.

5. Clients, but also Tier 1 contractors, should 
consider establishing mechanisms similar to those 
recommended in PPN 02/20, with a view towards 
maintaining service continuity and cash flow in the 
supply chain, especially for projects already on site. 

6. Begin planning for a restart. Revise the programme 
of works. Check the inventory of materials. Get in 
touch with suppliers to “secure your spot in the 
queue” or secure alternative suppliers.

COVID-19 is putting pressure on every single 
stakeholder in the built environment. Clients, 
contractors, specialist contractors and workers are part 
of one, interdependent and fragile system, where one 
failure can have a domino effect. Today, more than ever, 
communication and coordinated action are needed.
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Spotlight on:
Supply chain resilience 
in construction

One of the immediately 
visible impacts of 
COVID-19 in China 
was the disruption to 
global supply chains. 
In today’s connected 
world, the majority 
of businesses source 
product components 
from multiple locations. 
As the crisis continues, 
the vulnerability of supply 
chains will continue to be 
one of the major risks.

Between 70-80% of construction materials used in 
the UK are locally sourced. However, the sector is not 
immune to shocks caused by the temporary closures 
of factories, either in the UK or in other parts of the 
world. In these challenging times, we are yet again 
reminded of the importance of supply chain resilience 
as part of a wider business continuity strategy.  
We do not know how long the current situation will 
last, and it is difficult to evaluate the exact scale of 
the economic damage. However, in order to mitigate 
the worst consequences, we must act now to secure 
ongoing supply, look ahead to business recovery, and 
plan for a post COVID-19 reality. 
Arcadis has prepared an 8-step plan to enable 
organisations to respond to the crisis, recover quickly 
and build foundations for a resilient future.

Secure supply in the short term
1. Tactical scenario planning.  

Assess levels of inventory, capacity of available 
resources, and deliverability of goods needed to 
respond to immediate requirements. Develop 
and analyse scenarios that account for demand 
uncertainty and potential supply chain constraints. 

2. Secure essential resources.  
Compile schedules of essential resources, materials, 
and products required for business continuity. 
Beware of the less obvious risks further down the 
supply chains. Plan to mitigate price spikes in the 
event of a capacity contraction.
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3. Mitigate operational and programme risks.  
Plan action to manage residual risks that cannot 
be eliminated. Based on a risk assessment, discuss 
rescheduling or de-scoping of work with the client 
and project team. Review relevant contract clauses 
(insurance, payment, force majeure and frustration). 
Consider if any changes can be made that will 
support business continuity, for example extensions 
of time and revised payment terms, or even direct 
financial support for critical suppliers.

Accelerate the recovery 
4. Accelerate supplier management.  

When the crisis subsides, active leadership and strong 
supplier relationships will be essential to re-establish 
work programmes and to clear backlogs as quickly 
and efficiently as possible. Clear, reliable demand 
signals, advanced orders, capability development, and 
improved payment terms are all levers to consider. 

5. Refresh business continuity management plans. 
Review and update the pre-existing business 
continuity plans for readiness to accommodate 
future shocks. Include tools such as home working 
infrastructure and emergency command and control 
structures. Consider the maturity of a business 
continuity approach when selecting new suppliers. 

Prepare for a post COVID-19 world
6. Embed resilience.  

Consider the various options for embedding future 
resilience, such as redundancy (increased stocks, 
spare capacity, and supply competition), resistance 
(automation, so shocks no longer have an impact), 
and improved recovery (rapid response protocols). 

Commercial mechanisms can also be used to increase 
reliability, for example via improved payment terms 
which reduce suppliers’ cashflow exposure. 

7. Strategic supply chain mapping.  
Implement a whole-system approach to create 
strategic supply chain maps for critical programmes 
and spend categories. The maps can be used 
dynamically to identify possible points of failure 
in the event of future shocks and enable strategic 
category management. These steps will allow 
buying organisations to be more informed about 
barriers to innovation, efficiency, and competition in 
their supply chains. 

8. Digitise supply chain management.  
The implementation of smart forecasting and 
analytics will enable more effective decision making. 
Cloud-based systems using advanced analytics 
to manage strategic supply chains will enable 
organisations to evaluate the effectiveness of 
existing resilience measures, identifying additional 
mitigation steps where needed.  

So many aspects of capital delivery have been 
disrupted by the COVID-19 crisis, that it is difficult to 
highlight where ‘lessons learned’ initiatives should 
be focused. Supply chain resilience is a good area on 
which to focus, because of the wider opportunities to 
improve performance. The eight steps we recommend 
form a programme; they reinforce one another and 
rely on strong leadership and effective collaboration 
for successful implementation.
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Arcadis
Our world is under threat - from climate change and 
rising sea levels to rapid urbanisation and pressure 
on natural resource. We’re here to answer these 
challenges at Arcadis, whether it’s clean water in Sao 
Paolo or flood defences in New York; rail systems 
in Doha or community homes in Nepal. We’re a 
team of 27,000 and each of us is playing a part. 
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