


2

UK Construction Industry 
Market Analysis 2026
The UK construction industry entered 2026 amid economic fragility, structural labour 
constraints, and regulatory change, while facing geopolitical shocks affecting energy 
prices and capital markets. Data from early 2026 indicates that construction activity 
remains in contraction, though forward-looking indicators suggest potential recovery 
in late 2026 and beyond.

Short-Term

Cyclical weakness — S&P Global/
CIPS PMI fell to 44.5 in February 
2026, signalling ongoing contraction 
across most sectors.

Long-Term

Strong structural demand driven by 
housing delivery, energy transition 
infrastructure, and decarbonisation 
investment.



Labour Market Conditions
2.1 Workforce Shortages
The UK construction labour market remains structurally constrained. Skills 
shortages have persisted since Brexit and have been intensified by demographic 
changes and reduced migration flows. Industry analysis indicates shortages across 
key trades including:

• Bricklayers
• Electricians
• Plumbers
• Quantity surveyors
• Site supervisors

Labour availability continues to be one of the most critical constraints for project 
delivery and cost control (RBS, 2026). Demographic trends also worsen the situation, 
with a large proportion of the workforce nearing retirement age and insufficient 
replacement through apprenticeships. In addition, labour mobility across the EU has 
declined since Brexit, reducing the pool of skilled workers available to UK contractors. 
These factors collectively create structural labour scarcity, rather than a temporary 
cyclical shortage.

2.2 Labour Cost Inflation
Labour costs have increased significantly over the past three years and remain 
elevated entering 2026. Recent PMI surveys indicate that input cost pressures remain 
strong, partly driven by higher wage expectations and skills scarcity (Reuters, 2026). 
Contractors are increasingly embedding wage escalation contingencies into tender 
prices. The combination of labour shortages and high demand for specialist skills has 
resulted in:

• Wage competition between contractors
• Increased subcontractor rates
• Higher project overheads

Labour inflation is therefore expected to remain one of the largest drivers of 
construction cost escalation over the next five years.

2.3 Labour Market Outlook
Labour shortages are expected to persist due to several structural factors:

• Ageing workforce
• Limited apprenticeship uptake
• Continued migration constraints
• Growing infrastructure demand

Government initiatives aimed at increasing apprenticeships and training programmes 
may alleviate shortages over the medium term. However, these programmes require 
several years to materially impact labour supply. Consequently, labour costs are 
expected to continue rising in real terms, particularly for highly skilled trades.



Materials Market
3.1 Price Trends
Material costs remain volatile due to global commodity pressures, energy costs, 
and supply chain disruption. The UK construction industry continues to face 
elevated input prices. Rising material costs were identified as a key contributor to 
construction inflation and contractor margin pressure in early 2026 (Virtus 
Contracts, 2026). Several materials have experienced price volatility:

• Steel
• Cement
• Concrete
• Timber
• Insulation products

Energy-intensive materials such as cement and steel remain particularly 
sensitive to fuel and electricity price fluctuations.

3.2 Cement Market Disruption
A major issue emerging in early 2026 involves the UK cement market. Industry 
leaders have warned that cheap imported cement is threatening domestic 
production, as the UK has yet to implement a carbon border mechanism 
equivalent to that introduced in the EU (The Times, 2026). Domestic cement 
production is reported to be at its lowest level in 75 years, reflecting reduced 
competitiveness against imports. The influx of lower-cost imported cement may 
provide short-term cost relief for contractors, but it also raises concerns 
regarding:

• Supply security
• Environmental standards
• Domestic manufacturing resilience

This dynamic could reshape material procurement strategies over the coming 
years.

3.3 Supply Chain Stability
Supply chain conditions have improved compared with the disruptions 
experienced during 2021–2023. However, risks remain due to energy price 
volatility, geopolitical tensions, and shipping disruptions. Inflationary pressures 
within construction supply chains remain higher than the broader economy. 
Construction firms are therefore increasingly adopting strategies such as:

• Early procurement
• Framework supply agreements
• Bulk material purchasing

3.4 Material Cost Index and Forecast
Cost forecasting models suggest that construction costs will continue to rise over 
the long term. Industry forecasts indicate building costs could increase by 
approximately 15% over the next five years, while tender prices may increase 
by roughly 16% over the same period (PBCToday, 2026). This trend reflects a 
combination of labour inflation, sustainability regulations, and supply chain 
constraints.



Regulatory and Legal Environment
4.1 Building Safety Reform
The UK construction industry continues to adapt to post-Grenfell regulatory 
reforms. Key regulatory developments include expansion of the Building Safety 
Regulator, increased oversight of high-risk residential buildings, and stricter 
compliance requirements for developers and contractors (Sharpe Pritchard, 
2026). For developers and investors, these changes increase compliance costs, 
project timelines, and liability risks. However, they also improve building safety 
and quality standards.

4.2 Construction Product Regulation
Government regulators are strengthening oversight of construction products 
following several safety scandals. A new regulatory structure is being developed 
to improve product certification, testing transparency, and data availability on 
material performance. These changes are expected to reduce risks associated 
with defective products and enhance accountability across supply chains.

4.3 Planning System Reform
Planning reform remains a central policy focus in the UK. Government initiatives 
aim to accelerate housing and infrastructure development through planning 
system simplification, reduced bureaucratic delays, and greater central 
oversight of major projects. Recent proposals to streamline environmental 
approvals for infrastructure projects illustrate this approach (Financial Times, 
2026). These reforms may significantly affect project timelines and development 
viability.

4.4 Cybersecurity Legislation
The proposed Cyber Security and Resilience Bill also has implications for the 
construction sector, particularly for critical infrastructure and digital construction 
systems. The legislation introduces enhanced cybersecurity requirements, 
incident reporting obligations, and financial penalties for non-compliance. Large 
infrastructure developers and contractors will need to strengthen digital security 
systems to comply with these new requirements (Shelby, 2026).



Geopolitical Influences
5.1 Energy Price Volatility

Geopolitical tensions in the Middle East have already affected the UK economy 
in early 2026. Rising oil prices triggered by conflict involving Iran have driven 
energy costs higher and raised inflation risks (The Guardian, 2026a). Higher 
energy prices affect construction through several channels:

• Increased material production costs
• Higher transportation costs
• Increased operating expenses on construction sites

These factors contribute directly to construction cost inflation.

5.2 Interest Rates and Capital Markets

Geopolitical uncertainty has also influenced financial markets. Mortgage lenders 
have increased borrowing rates due to market volatility and higher funding costs 
(The Guardian, 2026b). Higher borrowing costs reduce housing demand and 
development viability, particularly for speculative residential projects. As a result, 
developers have slowed project launches and postponed investments.

5.3 Supply Chain Geopolitics

Global trade tensions and sanctions also affect construction materials. Key risks 
include:

• Steel supply disruptions
• Shipping route closures
• Commodity price shocks

These risks highlight the importance of resilient supply chains and diversified 
procurement strategies.



Construction Demand
6.1 Housing Demand
Housing remains the largest segment of the UK 
construction industry. The government has 
committed to delivering 1.5 million homes over 
five years, which will require significant 
increases in housing construction (Infobric, 
2026). However, current housing construction 
activity remains weak. The residential 
construction PMI index fell to 37.0 in February 
2026, indicating severe contraction (S&P 
Global, 2026). Key constraints include high 
mortgage rates, reduced buyer affordability, 
planning delays, and labour shortages. Despite 
short-term weakness, long-term housing 
demand remains structurally strong due to 
population growth and housing shortages.

6.2 Infrastructure
Infrastructure is expected to be the strongest 
performing construction segment. Key 
drivers include energy transition infrastructure, 
nuclear power projects, transportation upgrades, 
and utilities and grid investments. Large 
contractors are reporting record order books for 
power and infrastructure projects, demonstrating 
strong demand in these sectors (Reuters, 2026).

6.3 Commercial Construction
Commercial construction demand remains 
mixed. Office construction remains subdued due 
to remote work trends, though demand exists for 
high-quality refurbishments, energy-efficient 
buildings, and flexible workspace environments. 
Retail construction remains weak, but logistics 
and industrial construction are supported by e-
commerce growth.



Tender Price Trends
Tender prices continued rising modestly during 2025 and into early 2026. The 
BCIS All-in Tender Price Index increased by approximately 2.5% annually, 
reflecting moderate cost inflation (BCIS, 2026).

In the short term, reduced project activity may moderate tender price 
increases. However, long-term structural pressures suggest continued 
upward movement.

Key factors influencing tender prices

Labour Costs

Persistent skills scarcity and wage escalation contingencies embedded in 
tender prices.

Material Prices

Volatile commodity and energy-intensive material costs driving input 
inflation.

Risk Allowances

Contractors pricing in geopolitical and supply chain uncertainty.

Financing Costs

Higher borrowing rates feeding through to project cost structures.



Industry Output Forecast & Overall Market Outlook

1.7–2.8%
Construction Output Growth

Forecast for 2026 (CPA, 2026)

3.9%
Infrastructure Output Growth

Forecast for 2026 (CPA, 2026)

1.5M
Homes Committed

Government target over five years driving long-term 
demand

Despite the current slowdown, most industry forecasts expect moderate growth in construction output in 2026 and beyond. Long-term growth is therefore expected to 
remain positive, although cyclical fluctuations will persist. The UK construction market in early 2026 can be characterised as cyclically weak but structurally strong.

Short-Term Outlook (2026) — Key Risks
• Economic stagnation
• High borrowing costs
• Housing market weakness
• Geopolitical instability

These factors may continue to suppress construction activity in the near term.

Medium-Term Outlook (2027–2030) — Structural Drivers

• Housing shortages
• Net-zero infrastructure investment
• Retrofit and energy efficiency programmes
• Digital construction technologies

Construction output is therefore expected to recover gradually as financing 
conditions improve.



Strategic Implications for Investors and Developers
Opportunities

Infrastructure & Energy
Infrastructure and energy projects

Retrofit & Sustainability
Retrofit and sustainability upgrades

Logistics & Industrial
Logistics and industrial construction

Public Sector
Public sector programmes

Risks
Priority Criteria
Investors and developers should prioritise projects with:

• Secure funding
• Stable procurement strategies
• Strong supply chain partnerships

Labour Shortages Planning Delays Regulatory Complexity

Energy & Material Price Volatility



Conclusion
The UK construction sector in early 2026 faces significant cyclical challenges, including economic uncertainty, labour shortages and regulatory change. However, long-
term structural demand remains robust.

While residential construction is currently weak, infrastructure and energy projects provide significant opportunities for growth. For investors and developers, the key strategy 
will be risk management and long-term positioning, rather than short-term market timing.

The industry's ability to address labour shortages, stabilise supply chains, and navigate regulatory reforms will ultimately determine its trajectory over the coming decade.

01

Address Labour Shortages
Invest in apprenticeships, training programmes, and workforce development to build 
long-term supply capacity.

02

Stabilise Supply Chains
Adopt early procurement, framework agreements, and diversified sourcing to mitigate 
material price volatility.

03

Navigate Regulatory Reform
Embed compliance with building safety, product regulation, and cybersecurity 
requirements into project delivery frameworks.

04

Position for Long-Term Growth
Prioritise infrastructure, energy transition, and retrofit projects with secure funding and 
stable procurement strategies.



References

Allianz Trade (2026) UK sector snippets February 2026. Available at: 
https://www.allianz-trade.com/en_global/economic-research/sector-risk/sector-risk-uk.html 

Construction Products Association (CPA) (2026) Construction industry forecasts – Winter 2026. Available at: 
https://www.constructionproducts.org.uk/news-media-events/news/2026/january/cpa-releases-winter-forecasts/ 

Infobric (2026) Outlook and trends for the UK construction industry in 2026. Available at: 
https://infobric.co.uk/resources/blog/outlook-and-trends-for-the-uk-construction-industry-in-2026/ 

PBC Today (2026) UK construction in 2026 – A turn up for the books? Available at: 
https://www.pbctoday.co.uk/news/planning-construction-news/uk-construction-in-2026-turn-up-for-the-books/158422/ 

Royal Bank of Scotland (RBS) (2026) UK construction outlook 2026. Available at: 
https://www.rbs.co.uk/business/insights/sectors/construction.html 

The Guardian (2026b) Middle East conflict causes major oil supply disruption. Available at: 
https://www.theguardian.com/business/live/2026/mar/12/stagflation-fears-escalating-iranian-war-oil-price-andrew-bailey-stability-us-jobless-claims-news-updates 

The Times (2026) Cheap imports threaten UK cement sector. Available at: 
https://www.thetimes.com/business/companies-markets/article/rachel-reeves-chancellor-cheap-imports-uk-cement-sector-ffr6mg5p6 

Shelby, J. (2026) The UK Cyber Security and Resilience Bill. Available at: 
https://www.shelby.co.uk/blog/uk-cyber-security-and-resilience-bill/ 

https://www.constructionproducts.org.uk/news-media-events/news/2026/january/cpa-releases-winter-forecasts/
https://www.pbctoday.co.uk/news/planning-construction-news/uk-construction-in-2026-turn-up-for-the-books/158422/?utm_source=chatgpt.com
https://www.theguardian.com/business/live/2026/mar/12/stagflation-fears-escalating-iranian-war-oil-price-andrew-bailey-stability-us-jobless-claims-news-updates
https://www.thetimes.com/business/companies-markets/article/rachel-reeves-chancellor-cheap-imports-uk-cement-sector-ffr6mg5p6


References 

Reuters (2026) UK construction sector extends longest run of decline since global financial crisis, PMI shows. Available at: 
https://www.reuters.com/world/uk/uk-construction-sector-extends-longest-run-decline-since-global-financial-crisis-2026-03-05/ 

Sharpe Pritchard (2026) 2026 in construction: a look ahead. Available at: 
https://www.sharpepritchard.co.uk/insights/2026-in-construction-a-look-ahead/ 

S&P Global (2026) UK Construction PMI February 2026. Available at: 
https://www.pmi.spglobal.com/Public/Home/PressRelease 

Trading Economics (2026) United Kingdom Construction PMI. Available at: 
https://tradingeconomics.com/united-kingdom/construction-pmi 

Virtus Contracts (2026) Commercial construction industry forecast 2026. Available at: 
https://virtuscontracts.co.uk/commercial-construction-industry-forecast-2026/ 

The Guardian (2026a) UK economy unexpectedly flatlined in January amid global energy shocks. Available at: 
https://www.theguardian.com/business/2026/mar/13/uk-economy-flatlined-january-iran-war-global-energy-prices-inflation 

https://www.reuters.com/world/uk/uk-construction-sector-extends-longest-run-decline-since-global-financial-crisis-2026-03-05/?utm_source=chatgpt.com
https://tradingeconomics.com/united-kingdom/construction-pmi?utm_source=chatgpt.com
https://www.theguardian.com/business/2026/mar/13/uk-economy-flatlined-january-iran-war-global-energy-prices-inflation

