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Markit/CIPS UK Construction PMI®

UK construction output falls again in July, but new orders decrease at

slower pace
Key findings:
®  Fastest overall drop in output since June 2009

®  All three sub-categories record lower output, led
by commercial activity

= New orders fall at slower pace than in June

Historical Overview:

PMI, Seasonally Adjusted, 50.0 = no-change
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Summary:

July data signalled a further downturn in UK
construction output, but the rate of contraction was
only fractionally faster than that seen during the
previous survey period. At the same time, new
order volumes dropped at a slower pace than the
three-and-a-half year low seen in June. Anecdotal
evidence suggested that economic uncertainty
following the EU referendum was the main factor
weighing on business activity in July, especially in
the commercial building sector. However, there
were also reports suggesting that demand patterns
had been more resilient than expected, and some
firms linked new enquiries from international
clients to exchange rate depreciation.
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The seasonally adjusted Markit/CIPS UK
Construction Purchasing Managers’ Index®
(PMI®) registered 45.9 in July, down fractionally
from 46.0 in June and below the 50.0 no-change
threshold for the second month running. The latest
reading signalled the fastest overall decline in
construction output since June 2009. This largely
reflected the steepest fall in commercial building
for over six-and-a-half years, alongside a drop in
civil engineering activity for the first time in 2016.
Residential construction also declined at a solid
pace in July, but the rate of contraction eased from
June’s three-and-a-half year low.

Construction companies noted that weaker order
books continued to act as a brake on business
activity in July. Reflecting this, latest data signalled
an overall reduction in new work for the third
month running, but the rate of decline eased since
June and was close to that seen in early-2013.
Survey respondents noted that uncertainty
following the EU referendum had dampened client
confidence, led to greater risk aversion, and
encouraged a wait-and-see approach to decision
making. That said, after taking into account the
uncertain business outlook, there were also some
reports that overall demand had been relatively
resilient in July, especially for house building and
infrastructure projects.

Insufficient new work to replace completed
projects resulted in a decline in employment
numbers for the first time since May 2013. Survey
respondents mostly cited the non-replacement of
voluntary leavers. Moreover, there was a sharp
reversal in sub-contractor availability, which
rose at the fastest pace since September 2012.
Weaker demand for sub-contractors also
contributed to the slowest rise in their average
charges for over three years. Materials prices
meanwhile increased at the steepest rate since
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March 2015, despite lower demand for inputs. This
was overwhelmingly linked to the weaker sterling
exchange rate.

Meanwhile, the latest survey signalled a fall in
confidence regarding the year-ahead business
outlook to its lowest since April 2013.

Comments

Tim Moore, Senior Economist at Markit and
author of the Markit/CIPS Construction PMI®, said:

‘July’s survey is the first construction PMI compiled
entirely after the EU referendum result and the
figures confirm a clear loss of momentum since the
second quarter of 2016, led by a steep and
accelerated decline in commercial building. Reduced
volumes of new work to replace completed projects
contributed to a fall in employment for the first time in
just over three years.

“UK construction firms frequently cited ongoing
economic uncertainty as having a material negative
impact on their order books. In particular, survey
respondents noted heightened risk aversion and
lower investment spending among clients,
notwithstanding a greater number of speculative
enquiries in anticipation of lower charges.

“Meanwhile, exchange rate depreciation resulted in
sharper input cost inflation and there are concerns
that additional supplier price rises for imported
materials could be around the corner.

“However, it's not all bad news, at least insofar as
the decline in construction output was little-changed
from June’s seven-year low. There were also some
reports that demand patterns had been more
resilient than expected given the uncertain business
outlook. Reflecting this, new order volumes and
purchasing activity both dropped at a slightly slower
pace than in the previous month.

“Construction firms generally suggested that clients
had adopted a wait-and-see approach rather than
curtailed or cancelled forthcoming projects during
July. While there is little to suggest an imminent
turnaround in business conditions, a relief factor
appears to have softened the fall in business
optimism among UK construction companies.

“Latest data showed that confidence regarding the
year-ahead outlook eased further following the EU
referendum, but only to a level last seen in April
2013 and one that is still well above the record lows
experienced in 2008/09.”
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Construction firms mainly linked this to concerns
about private sector investment spending, but
there were also reports citing hopes of a
stabilisation in demand conditions and reduced
economic uncertainty over the next 12 months.

David Noble, Group Chief Executive Officer at
the Chartered Institute of Procurement & Supply,
said:

“Though a marginal drop in the index compared to
last month, the sector’s downhill course is a seriously
disappointing development, with purchasing activity
falling for the second consecutive month, and
following another drop in new orders.

“The index also recorded the lowest business
confidence since April 2013, and the fastest overall
fall in output since June 2009. Commercial building
bore the main brunt of this downturn with the
largest decrease in activity for six-and-a-half years.

“Material costs were driven upwards at the fastest
pace since March 2015, with the weaker pound
largely to blame, and some firms reported lower
stock levels to maintain cash flow. Job falls were in
evidence, but more as a result of a close watch on
margins and natural shedding than a shrinking of
operations.

“With a reduction in new work for the third month in
succession and one of the fastest falls since early
2013, this hesitancy to commit was largely
attributed to the continued hazy gloom of
uncertainty as clients became more cautious, and
deferred orders. The picture is still unclear around
whether this direction is fixed for the coming
months or is a short-term reaction and the
aftershock of the UK’s referendum decision.”

— Ends —
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UK Construction PMI® by Category of Activity

PMI, Seasonally Adjusted, 50.0= no-change
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For further information, please contact:

For data and economic queries, please call: For industry comments, please call:
IHS Markit CIPS

Joanna Vickers Trudy Salandiak

Tel: +44 207 260 2234 Tel: +44 1780 761576

Email: joanna.vickers@ihsmarkit.com Email: trudy.salandiak@cips.org

Note to Editors:

Where appropriate, please refer to the survey as the Markit/CIPS UK Construction PMI®.

The Purchasing Managers' Survey is based on data compiled from monthly replies to questionnaires sent to purchasing executives in
over 170 construction companies. The panel is stratified geographically and by Standard Industrial Classification (SIC) group, based on the
regional and industry contribution to GDP. The survey is based on techniques successfully developed in the USA over the last 60 years by
the National Association of Purchasing Management. It is designed to provide one of the earliest indicators of significant change in the
economy, being issued on the first working day of each month. The data collected are not opinion on what might happen in the future, but
hard facts on what is actually happening at “grass roots" level in the economy. As such the information generated on economic trends pre-
dates official government statistics by many months.

Markit do not revise underlying survey data after first publication, but seasonal adjustment factors may be revised from time to time as
appropriate which will affect the seasonally adjusted data series. Historical data relating to the underlying (unadjusted) and seasonally
adjusted numbers are available to subscribers from Markit. Please contact economics@markit.com

About IHS Markit (www.ihsmarkit.com)

IHS Markit (Nasdag: 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 key business and government customers, including 80 percent of the Fortune Global 500 and the world’s leading

financial institutions. Headquartered in London, IHS Markit is committed to sustainable, profitable growth.

IHS Markit is a registered trademark of IHS Markit Ltd. All other company and product names may be trademarks of their respective owners
© 2016 IHS Markit Ltd. All rights reserved.

About PMI

Purchasing Managers’ Index® (PMI®) surveys are now available for over 30 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. To learn more go to
www.markit.com/product/pmi.

About CIPS
The Chartered Institute of Procurement & Supply (CIPS) is the world’s largest procurement and supply professional organisation. It is the
worldwide centre of excellence on procurement and supply management issues. CIPS has a global community of 118,000 in 150 countries,
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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 UK Construction PMI® 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.

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