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Construction sector recovery continues in December, led by

house building

KEY FINDINGS

Output expansion maintained for the seventh month
inarow

Employment returns to growth amid strong rise in new
orders

Supply shortages push up input costs in December

December data were collected 4-22 December 2020.

UK construction companies recorded a sustained
rebound in business activity during December,
according to the latest PMI® data compiled by IHS
Markit. Stronger order books helped to drive the
recovery across the construction sector, with survey
respondents often citing work on projects that had
been delayed earlier in 2020.

Higher levels of demand led to a slight rise in
employment numbers and greater demand for
construction inputs in December. However, stretched
supply chains and delays at UK ports resulted in longer
delivery times and the fastest rate of input cost inflation
since April 2019.

The headline seasonally adjusted IHS Markit/CIPS
UK Construction Total Activity Index posted 54.6 in
December, little-changed from 54.7 in November and
above the crucial 50.0 no-change threshold for the
seventh consecutive month.

Increased construction activity primarily reflected
another sharp rise in house building during December
(index at 61.9). Commercial activity also expanded
(51.2), but the rate of growth eased to its lowest since
the recovery began last June. Civil engineering was
the weakest-performing category (48.0), with activity
falling for the fourth time in the past five months.

Total new orders increased at a strong pace in
December, which extended the current period of
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expansion to seven months. Survey respondents noted
improving client demand, alongside a boost from new
business wins on construction projects that had been
deferred at the start of the pandemic.

Rising workloads contributed to a sharp increase in
purchasing activity at the end of 2020, with the rate of
expansion holding close to November's six-year high.
Some construction companiesalso cited effortsto bring
forward input buying due to concerns about longer
lead times among suppliers. The latest downturn in
vendor performance was the sharpest since June 2020
and more marked than any seen prior to the pandemic.

Purchasing prices increased at the steepest pace for
just under two years, reflecting supply shortages
and strong demand for construction inputs. Survey
respondents often cited rising prices for timber and
steel.

December data indicated a return to jobs growth in the
construction sector, although the rate of expansion
was only marginal. Additional staff hiring reflected
forthcoming new projects and improved confidence
about the business outlook. Exactly half of the survey
panel (50%) forecast a rise in business activity over the
course of 2021, while only 10% anticipate a decline,
which signalled the strongest optimism across the
construction sector since April 2017.
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COMMENT

Tim Moore, Economics Director at IHS Markit, which
compiles the survey:

"December data illustrated a positive end to the year
for the UK construction sector, mostly fuelled by a
sharp rebound in house building. Overall output growth
has slowed in comparison to the catch-up phase last
summer, but now it is encouraging to see the recovery
driven by new projects and stronger underlying
demand.

"A sustained improvement in construction order books
resulted in a rise in employment numbers for the first
time in nearly two years and the most optimistic growth
expectations since April 2017, Construction companies
are hopeful that higher demand will broaden out
beyond residential projects in the next 12 months, led by
infrastructure spending and a potential rebound in new
commercial work from the depressed levels seen during
the pandemic.

"Transport delays and a lack of stock among suppliers
were the main difficulties reported by UK construction
firms at the end of 2020, which contributed to the fastest
rise in purchasing prices for nearly two years."

Duncan Brock, Group Director at the Chartered
Institute of Procurement & Supply:

"Some positive news for the construction sector in
December as the uplift from summer’s close continued
through to the end of 2020 and new order levels
increased for the seventh successive month. Long-term
prospects came to fruition and halted projects started
again as clients became more optimistic after the covid
hiatus. To meet this demand head-on, builders opted for
job creation for the first time in 21 months to increase
previously pared-back capacity.

"Further down the line, with purchasing growth close

to its highest for six years, supply chains were groaning
at the seams and delivery times increased to the most
dramatic extent for six months. Low availability for
finished products and raw materials as a result of port
disruptions added to builders’ woes as suppliers named
their price for goods in acutely short supply and input
price inflation increased to its highest level since April
2019.

"Once again residential building was the strongest
sector and construction companies focussed on this
segment seem resilient for now. As the appetite for
building resources grows in the first quarter of the
year however, suppliers will find it difficult to ramp up
production quickly to pre-pandemic levels, so we could
see even longer delivery times potentially delaying
some building projects as post-Brexit disruption also
remains an ever-present threat."
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Methodology

The IHS Markit /CIPS UK Construction PMI® is compiled by IHS Markit from responses to questionnaires
sent to purchasing managers in a panel of around 150 construction companies. The panel is stratified by
company workforce size, based on contributions to GDP.

Survey responses are collected in the second half of each month and indicate the direction of change
compared to the previous month. A diffusion index is calculated for each survey variable. The index is
the sum of the percentage of ‘higher responses and half the percentage of ‘unchanged’ responses. The
indices vary between 0 and 100, with a reading above 50 indicating an overall increase compared to the
previous month, and below 50 an overall decrease. The indices are then seasonally adjusted.

The headline figure is the Total Activity Index. This is a diffusion index that tracks changes in the total
volume of construction activity compared with one month previously. The Total Activity Index is
comparable to the Manufacturing Output Index and Services Business Activity Index. It may be referred to
as the ‘Construction PMI’ but is not comparable with the headline manufacturing PMI figure.

Underlying survey data are not revised after publication, but seasonal adjustment factors may be revised
from time to time as appropriate which will affect the seasonally adjusted data series.

December data were collected 4-22 December 2020.

For further information on the PMI survey methodology, please contact economics@ihsmarkit.com.

About PMI

Purchasing Managers’ Index® (PMI®) surveys are now available for over 40 countries and also for key
regions including the eurozone. They are the most closely watched business surveys in the world,
favoured by central banks, financial markets and business decision makers for their ability to provide
up-to-date, accurate and often unique monthly indicators of economic trends.

ihsmarkit.com/products/pmi.html.

Disclaimer

About IHS Markit

IHS Markit (NYSE: INFO) is a world leader in critical information, analytics and solutions for the major
industries and markets that drive economies worldwide. The company delivers next-generation
information, analytics and solutions to customers in business, finance and government, improving their
operational efficiency and providing deep insights that lead to well-informed, confident decisions. IHS
Markit has more than 50,000 business and government customers, including 80 percent of the Fortune
Global 500 and the world’s leading financial institutions.

IHS Markit is a registered trademark of IHS Markit Ltd. and/or its affiliates. All other company and product
names may be trademarks of their respective owners © 2021 IHS Markit Ltd. All rights reserved.

If you prefer not to receive news releases from IHS Markit, please email katherine.smith@ihsmarkit.com.
To read our privacy policy, click here.

About CIPS

The Chartered Institute of Procurement & Supply (CIPS) is the world’s largest procurement and supply
professional organisation. Itis the worldwide centre of excellence on purchasing and supply management
issues. CIPS has a global community of 200,000 in over 150 countries, including senior business people,
high-ranking civil servants and leading academics. The activities of procurement and supply chain
professionals have a major impact on the profitability and efficiency of all types of organisation and CIPS
offers corporate solutions packages to improve business profitability. www.cips.org.

The intellectual property rights to the data provided herein are owned by or licensed to IHS Markit. Any unauthorised use, including but not limited to copying, distributing, transmitting or otherwise of any data appearing
is not permitted without IHS Markit’s prior consent. IHS Markit shall not have any liability, duty or obligation for or relating to the content or information (“data”) contained herein, any errors, inaccuracies, omissions or
delays in the data, or for any actions taken in reliance thereon. In no event shall IHS Markit be liable for any special, incidental, or consequential damages, arising out of the use of the data. Purchasing Managers’ Index®
and PMI® are either registered trade marks of Markit Economics Limited or licensed to Markit Economics Limited. IHS Markit is a registered trademark of IHS Markit Ltd. and/or its affiliates.
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