
Case Study:
Covid-19 Review

Valuation Solutions Delivered

Following our 2020 article on COVID-19 and the impact on 
the UK construction market, we have continued to monitor 
the evolving pandemic. Taking source information from BCIS 
and RICS, we have produced the following context predicting 
the impact on projects during COVID-19 and Brexit and have 
summarised these recent findings.

Key Points
Contractors and supply chains are seen to be busy and order books are 
theoretically full for 2021, however there is apprehension surrounding work 
materialising on site and securing projects for 2022 and 2023. As a reflection of 
this concern, during the 4th quarter of 2020, several contractors were prepared 
to renegotiate pricing and reconsider packages which had previously been 
agreed to secure 2021 work.

Throughout 2020, many contractors and subcontractors went into liquidation 
and the labour force within the construction industry fell significantly by 
140,000 (almost 10% of the total), however on the positive side, insolvencies 
have fallen substantially since the second quarter. It is important to note too 
though, that many organisations are only able to remain trading as they are 
being supported by Government schemes.

In terms of competition within the market, there has been an increase across 
all project sizes and several clients are capitalising on the market position and 
expecting contractors to pick up delay costs. COVID-19 has caused a disruption 
in the manufacturing sector resulting in supply issues of key materials 
including plasterboard and bricks. The decrease in the availability of labour 
may result in a hold on prices, although an increase in competition will likely 
result in a downward pressure on costs.
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Construction 

The construction industry has been noticeably affected 
in comparison to other sub-sectors and is an area we 
have explored further; our latest article can be found 
here.  The recovery of this sector could be driven by the 
government using construction spending to encourage 
the wider economy via the multiplier effect. Supply 
restrictions for both labour & materials combined 
with increased competition have led to cost pressures, 
indicating that expenses will likely increase, while prices 
decrease leading to reduced margins.

A review of recent construction indices (although subject 
to time lag) shows that TPI is falling and GCBI is rising 
in line with the commentary above, indicating margin 
compression within a competitive environment. It 
should be expected that TPI will rise again quite sharply 
in recovery, as contractors try to mitigate loss in a more 
stable future environment. 

The general theme overall is that costs are no longer 
falling but continuing to rise due to;

1. Site closures
2. Labour supply issues
3. Material supply issues
4. Revised working practices and operating 

procedures
5. Productivity has dropped due to social 

distancing, working practices and shift patterns 
6. Liability for increased costs:

• Larger site setup required 
• Enhanced cleaning regime 
• Enhanced PPE 
• Altered site logistics & deliveries 
• Personnel tracking 
• Testing regimes 
• Extended program period- effecting cost, 

reinstatement periods and indemnity periods.

However these costs are not necessarily being directly 
passed on to the client, as contractors try to absorb them. 
There are also clients benefiting from this situation and 
the more competitive market place, so projects continue 
to come on stream. Recovery and market correction 
should show costs and prices rising consistently towards 
the end of the year.

The Impact on Reinstatement 
Cost and Indemnity Period

Summary

Due to the combined increase in premium and a 
decrease in underwriting confidence in the market 
(due to BI pay-outs during Covid-19 lockdown 
periods), the regular valuation of assets should 
be paramount to anyone managing or placing 
buildings and/or material damage insurance. 
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