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UK & IRELAND TENDER PRICE INFLATION FORECASTS (% rates) 

	 2007	 2008	 2009	 2010	 2011	 2012

East Anglia	 5.50	 3.25	 -2.00	 -2.00	 1.25	 2.25

East Midlands	 4.50	 3.25	 -2.25	 -2.25	 1.00	 2.00

West Midlands	 4.50	 3.25	 -2.25	 -2.25	 1.00	 2.00

North	 5.00	 3.75	 -1.75	 -1.75	 1.00	 2.00

Yorks & Humber	 5.00	 3.00	 -2.25	 -2.25	 0.75	 1.50

N West	 5.00	 3.50	 -2.00	 -2.00	 1.00	 2.00

N Ireland	 5.00	 3.00	 -1.50	 -1.50	 1.50	 2.25

Scotland	 4.50	 4.00	 -1.50	 -1.75	 1.00	 1.75

Greater London	 6.50	 4.00	 -1.50	 -1.50	 1.50	 2.50

South East (ex London)	 5.50	 3.75	 -1.75	 -1.75	 1.25	 2.25

South West	 5.50	 3.50	 -1.75	 -1.75	 1.00	 2.00

Wales 	 4.50	 3.00	 -2.50	 -2.50	 1.00	 1.75

Republic of Ireland 	 3.00	 -10.00	 -5.00	 2.00	 5.00	 5.00

UK average (exc. ROI)	 5.25	 3.50	 -2.00	 -2.00	 1.00	 2.00

Source: Cyril Sweett Q408 forecasts. The UK average is a weighted average using estimated shares of new work across regions.



IRELAND economic outlook

	 	 2006	 2007	 2008	 2009

Real GDP growth		  5.7	 6.0	 -1.8	 -0.6

Consumer price inflation		  2.7	 2.9	 3.5	 2.4

Unemployment rate (%)		  4.4	 4.5	 5.7	 7.0

Source: International Monetary Fund World Economic Outlook October 2008.
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republic of ireland

Economic outlook 
Irish economic growth has decelerated at a 

faster rate this year than during the second half of 2007 
when the economic downswing commenced. In fact, after 
having contracted by -0.3% in the first quarter of this year, 
the second quarter national accounts showed a further 
-0.5% quarter-on-quarter contraction. These back-to-back 
contractions in real-term quarterly economic output place 
the Republic of Ireland in a technical recession – for the first 
time since 1983.

We have warned for some time that 2008 growth was 
likely to fall well short of the consensus6 and that the 
economy was unlikely to recover into 2009. This is because 
of the economy’s strong links with the United States, 
United Kingdom and the European economies. Also, 
the weakening construction and property sectors have 
resulted in a major drag on the economy through higher 
unemployment, lower investment and less spending. 
These factors point to the second half of this year turning 
out even weaker than the first, which would result in an 
outright recession for 2008. It is not surprising then that the 
consensus GDP growth forecast for 2008 has tumbled to 
just -1.8%7. Looking to next year, we no longer envisage 
any significant upturn and expect real-term economic 
growth to contract by at least -1.5%. 

Market conditions
The market is already in recession and activity levels are 
expected to continue falling. All sectors of the market 
are experiencing falling activity – including infrastructure, 
which we had expected to start declining as a result of the 
government stopping, slowing down or postponing public 

sector projects. Residential, which led the slowdown, is still 
by far the weakest part of the market with a further marked 
decrease in workload and capital values continuing to fall.  

With the market and overall economy both in recession 
delayed project start times remain a major problem as well 
as cancellations which are continuing to rise. The public 
finances are moving deeper into the red as tax revenues 
take have taken a major hit due to the economic downturn 
– this is likely to constrain spending on public sector 
projects for the foreseeable future. In addition, commercial 
project funding is constrained as the banks’ construction 
lending books are already heavy, leaving them less able 
and willing to fund construction schemes. As these drivers 
are unlikely to improve short-term we expect the market to 
contract throughout 2009 and into 2010. 

Construction cost inflation is continuing to weaken given 
the market recession. Materials cost inflation continues to 
decrease and we see this continuing for at least the next 
twelve months given the market downturn and easing 
material prices. Labour cost inflation is steady and whilst 
it has been constrained by rising construction layoffs and 
falling workload, there is the potential for some upward 
pressure. This would be as a result of the new pay deal 
agreed between the government and trade unions for a 6% 
increase over the next 21 months. That said contractors’ 
average margins are still being squeezed and any 
improvement in margins is unlikely until the market begins 
to recover. Average tender price inflation is expected to fall  
further and remain negative for both 2008 and 2009.

6  The consensus at the start of this year was for real-term GDP growth  
   of 2.9% for 2008 and 3.5% for 2009. See Economy Watch Spring  
   2008, DKM Economic Consultants.   

7  Economy Watch November 2008, DKM Economic Consultants.
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Irish market outlook
The Republic of Ireland’s construction market has been 
in recession since the turn of the year following back-to-
back quarterly declines in the second half of 2007. After 
the weakness of the second half resulted in zero growth 
for 2007, market activity has continued to contract into 
2008. The second quarter national accounts recorded 
a real-term decline of -12.2% year-on-year, with the 
contraction in the first quarter revised to -16.0% from 
-16.4% reported previously. Construction employment 
has been declining every month since April 2007 – the 
latest figures for September show a fall of -18.6% year-
on-year and we expect the rate of decline to accelerate 
into 2009.   

Whilst the market is declining across all sectors, with 
residential the hardest hit, we do expect infrastructure to 
record positive growth for this year – albeit as a result of 
the past expansion during the first half of 2008. Given the 
negative drag on development from the public finance 
deficit and credit crunch, we expect the market to remain 
in recession throughout 2009 and until the middle of 
2010. And we would not rule out a modest decline in the 

market for 2010 as a whole, despite sings of an upturn 
expected to commence during the second half of 2010.

External projections for Irish market activity growth are 
continuing to come down. For example, Global Insight8 
now forecast a contraction in real-term growth for 2008 
of -16.5% (from -5.7% in July), followed by -11.9% 
(-1.7%) in 2009 and -4.5% (+2.1%) in 2010. Only by 
2011 would a recovery be in full swing with real-term 
growth predicted at about +1.7%. DKM Economic 
Consultants9 have revised down their forecast for 2008 
to a real-term decline of -20.6% from -16.8% predicted 
in April. Further ahead they predict a contraction of 
-15.8% for 2009 and then a recovery in the market to 
+5.8% for 2010, though this is predicated on a pick-up 
in residential housebuilding and a recovery in the overall 
economy. ESRI10 forecast a real-term fall of -21.4% in 
construction output this year, little changed from their 
previous summer projection which they had warned 
would be sufficient to tip the economy into recession. 
Thereafter they now forecast a further decline of -26.5% 
for 2009 with the economy still in recession.

8  Global Construction Outlook, Global Insight October 2008. 

9  Review of the Construction Industry 2007and Outlook 2008-2010,  
   DKM Economic Consultants September 2008.

10  Quarterly Economic Commentary Autumn 2008, Economic and  
     Social Research Institute October 2008. 

Tender price inflation 
Average tender price inflation is continuing to decrease. 
Given the contracting construction market and the 
economic recession we continue to expect tender price 
inflation to contract throughout this year by around -10%. 
However, we have revised our 2009 forecast to show a 
larger contraction and believe that the recovery in 2010 will 
be more muted than previously. 

These revisions to our 2009 and 2010 forecasts increase 
the projected divergence in tender price inflation between 
the Republic and Northern Ireland over both the short 

 
and medium term. Whilst the market in Northern Ireland is 
weakening, tender price inflation does still remain positive, 
though we do not expect this to be sustained into next 
year. However, we do still believe that there will be an 
eventual upturn driven by major public schemes released 
by the Assembly. This would result in a premium price 
effect in Northern Ireland relative to the Republic though 
we expect this premium to narrow as tender price inflation 
settles in the Republic at around 5% by 2011.

IRELAND: TENDER PRICE INFLATION FORECAST (% rates)

	 2007	 2008	 2009	 2010	 2011	 2012

Republic of Ireland	 3.0	 -10.0	 -5.0	 2.0	 5.0	 5.0

Source: Cyril Sweett Q408 forecasts.  
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europe

Euro area economic outlook 
After growing by 0.7% quarter-on-quarter at 

the start of the year, the euro area economy has slowed 
over the remainder of this year. Whilst the second quarter 
recorded a -0.2% quarter-on-quarter contraction, there 
have been growing signs that the economy would stagnate 
over the remainder of 2008. Initially the flow of economic 
data and surveys pointed to a flat third quarter but the 
news flow towards the end of the quarter tipped the 
balance to a further -0.2% contraction. This placed the 
euro area in its first ever technical recession – defined as 
two successive quarters of negative growth – since the 
single currency area was created in 1999.   

With euro economic growth at best likely to stagnate in the 
final quarter, full calendar year real-term growth for 2008 is 
likely to be around 1.0%. The International Monetary Fund, 
having revised up its euro area forecast by three-tenths of a 
percentage point for 2008 back in July, brought its forecast 
back down in October. Its October projections were then 
cut still further in its November update, with the euro area 

 
placed in recession for 2009. Whilst the 2008 forecast  
is slightly on the high side, the 2009 forecast appears  
too optimistic given the very recent start to a monetary 
easing cycle. 

The European Central Bank (ECB) only started to cut 
interest rates in October, cutting by 0.5% to 3.75% in 
concert with other global central banks. It then followed 
this up by a further 0.5% cut to 3.25% on 12 November. 
As rate cuts have a lagged effect in stimulating domestic 
economic activity and given the hit from the worsening 
external environment, a deeper recession than the IMF 
projects for 2009 seems likely. We suspect that a GDP 
contraction of between -1.0 to -2.0% could unfold during 
2009 despite probable rate reductions by the ECB taking 
interest rates to about 2% by Easter and any modest fiscal 
measures enacted by euro area governments. Consumer 
price inflation, which surged to a record annual high of 
4.0% during the summer, has eased to 3.2% in October 
as commodity prices have fallen and economic growth 
weakened.  

euro area economic outlook

	 	 2006	 2007	 2008	 2009

Euro real GDP growth*		  2.8	 2.6	 1.2 (1.4)	 -0.5 (1.2)

France* 		  2.2	 2.2	 0.8	 -0.5 (0.2)

Germany*		  3.0	 2.5	 1.7 (1.8)	 -0.8 (0.0)

Italy*		  1.8	 1.5	 -0.2 (-0.1)	 -0.6 (-0.2)

Spain*		  3.9	 3.7	 1.4	 -0.7 (-0.2)

Consumer price inflation		  2.2	 2.1	 3.5	 1.9

Unemployment rate (%)		  8.7	 7.4	 7.6	 8.3

Current account (% GDP) 		  0.3	 0.2	 -0.5	 -0.4

Source: International Monetary Fund World Economic Outlook October 2008.  
*Where IMF November GDP forecast differs, October forecast shown in brackets. 
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Economic outlook and market conditions 

France 
Whilst other euro members have already fallen into 
recession this year the French economy has thus far 
escaped. Third quarter GDP expanded by 0.1% quarter-
on-quarter, following a contraction of -0.3% in the second 
quarter and +0.4% growth in the first. However, we do 
expect France to fall into recession by the end of the 
first quarter of 2009 and believe that the downturn in the 
French economy will see a GDP fall of at least 1%, though 
not as severe as the euro area average. 

Turning to the construction market, Eurostat11 report that 
in the third quarter it contracted by -12.5% quarter-on-
quarter. In annual terms output was down by -1.1% year-
on-year, following growth of +3.8% in the first quarter and 
+0.2% in the second quarter. We are looking for a further 
contraction in the final quarter of this year – implying a 
contraction for 2008 overall. Looking to next year, with the 
economy in recession it seems probable that the market 
will also contract in 2009. External projections12 are for the 
market to contract by -0.4% over 2008 and -0.4% in 2009, 
with a recovery and growth if about +0.4% in 2010. 

Germany 
After Germany experienced strong economic growth 
during the past two years on the back of strong exports 
and associated business investment growth, a slowdown 
has long been expected for 2008. The first quarter saw 
real-term GDP growth of 1.4% quarter-on-quarter, which 
prompted some analysts to mistakenly upgrade their 
economic growth projections. We always saw the first 
quarter as an aberration and this has been borne-out by 
the GDP contraction in the second and third quarters of 
-0.4% and -0.5% which placed Germany in recession. 
Looking to 2009 with global export demand curtailed by 
weaker economic conditions, Germany will be hit hard and 
we see the economy contracting by about -2% in 2009. 

Germany’s construction market expanded during 2006-07 
after a number of years of contraction. After a strong first 
quarter this year activity has weakened as the economy 
has slid into recession. We would not be surprised at a 
weak fourth quarter and eventual construction recession 
materialising during 2009. External projections are for the 
market to record real-term growth of close of just 0.2% for 
2008, before contracting by -0.2% in 2009 and then signs 
of an upturn emerging in 2010. 

 

Italy 
Italy remains the largest economic laggard in the euro 
area. Our below consensus forecast at the start of this 
year was for real-term GDP growth of just 0.5% during 
2008. However, the third quarter GDP contraction of 
-0.5% quarter-on-quarter not only placed Italy in technical 
recession for the first time since 2005 but was larger 
than expected. With a strong prospect of an even larger 
contraction in the final quarter, the economy is likely to 
contract by around -0.2% for 2008. Looking to 2009, with 
exports taking a hit from the global economic downturn 
and strong euro, investment falling and consumer spending 
muted the economy could contract by -1.5 to -2%. The 
Italian construction market is continuing to slow as the 
economy stagnates further and we expect a modest real-
term contraction over both this year and next. External 
projections are for the market to record zero real-term 
growth over 2008-09, before starting to picking up in  
2010 and then growing around 0.2% per annum.     

Spain 
Having been one of the fastest-growing euro economies we 
expected the Spanish economy to see a marked slowdown 
in 2008-09. This was due to the economic imbalances 
which had been created by the over-reliance on rising 
indebtedness to support consumption as opposed to 
investment. In effect this meant that the pace of economic 
expansion would ultimately prove unsustainable and 
the outfall of the global credit crunch has exposed this 
weakness. Whilst the economy has not yet fallen into 
recession we do expect a contraction in both the third 
and fourth quarters – placing the economy in technical 
recession. GDP growth should be a little over 1% for 2008, 
though we see a contraction of at least -1.5% during 2009 
given the downturn in the labour market. Unemployment is 
already at a 12-year high of 11.9% and is set to rise to 15-
20% during 2009, though the government’s €38bn fiscal 
stimulus package should help to support the economy  
and labour market. 

The Spanish market has been contracting since the end 
of 2006 according to Eurostat. The residential downturn 
has deepened and spread to all sectors of the market, 
advancing the market recession. This was highlighted 
by the latest third quarter numbers which recorded a 
contraction of -15.9% year-on-year. Whilst there remains 
a significant overhang of residential property, the non-
residential side should hold up a little better and we expect 
it to grow during 2010 – supporting a stabilisation in the 
overall market. External projections13 are for market to 
shrink by about -1.2% for 2008 and then a further fall  
in real-term output of -1.6% for 2009. The market is 
expected to stabilise in 2010 and only see real-term  
growth averaging around 0.3% until 2015. 

11  EU Construction Output September 2009, Eurostat 19 November.      

12  Global Construction Outlook, Global Insight October 2008.  

13  Global Construction Outlook, Global Insight October 2008.
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middle east

United Arab Emirates 

Economic outlook
The United Arab Emirates economy has experienced 
more rapid real-term growth than previously projected 
for this year. Projections from April have been upgraded 
with real-term GDP growth of about 7.0% expected from 
6.3% previously14. Whilst projections for 2009 have been 
downgraded to 6%, the United Arab Emirates will remain 
one of the strongest and fastest growing economies in the 
Middle East region15. 

Domestic inflation does, however, remain high as a result of 
global inflation pressures and the US dollar currency peg. 
The US dollar-Dirham peg has resulted in interest rates of 
just 1% as the UAE’s central bank in effect shadows the 
monetary policy of the United States Federal Reserve. 
Clearly, as we have pointed out before, an interest rate of 
just 1% for an economy growing by 7% in real-terms is 
not consistent with low inflation. It was no surprise that the 
International Monetary Fund revised their 2008 inflation 
projection up to 12.9% – estimating 2008 inflation higher 
than 2007 – as we had repeated warned was likely in spite 
of a number of official price controls. Looking to next year, 
we do expect consumer price inflation to decelerate helped 
by the stronger US dollar, weakening commodity price 
inflation as well as the slowing domestic economy. We 
believe that an easing in the rate of consumer price  
inflation to about 10% in 2009 is possible.   

Market conditions 
The major markets of Dubai and Abu Dhabi remain busy 
– Dubai is the largest centre of activity but the smaller and 
less developed Abu Dhabi market arguably has greater 
opportunities over the medium term. Both markets are, 
however, experiencing a moderation in the pace of market 
expansion as the weaker global economic and financial 
conditions constrain funding and reduce the risk appetite of 
property investors. This market cooling is already helping to 
bear down on construction cost inflation pressures. 

Dubai 
The Dubai market is experiencing a cooling in activity 
growth relative to the first half of this year. Development 
bottlenecks are beginning to ease with only a lack of 
interest from tenderers and planning delays perceived as a 
growing difficulty. There are ongoing difficulties in terms of 
appointing major contractors and subcontractors, though 
these have got better as contractors are returning to 
competitive tendering as capacity is being released onto 
the market. 

Activity is steady across most sectors, though leisure 
and other commercial are still seeing modest increase 
in workload. Residential is already declining due to the 
growing oversupply of residential units in the Dubai market, 
with the lack of finance available to buyers hurting sales 
and capital value growth. 

United Arab Emirates Economic Outlook 

	 	 2006	 2007	 2008	 2009

Real GDP growth		  9.4	 7.4	 7.0 (6.3)	 6.0 (6.4)

Consumer Price Inflation		  9.3	 11.1	 12.9 (9.0)	 10.8 (5.3)

Current account (% GDP) 		  22.6	 20.5 	 22.6 (27.5)	 18.8 (26.0)

Source: International Monetary Fund World Economic Outlook October 2008. Where the prior April forecast differs, this is shown  
in brackets.

14  World Economic Outlook, International Monetary Fund.       

15  The latest IMF projections for the Middle East are for GDP  
    growth of 6.1% in 2008 and 5.3% in 2009.   
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For example, residential sales prices in the Palm Jumeriah 
are reported to have come down by as much as 40%.
Funding constraints are resulting in not just residential but 
also private commercial developments being put on hold 
or cancelled. Moreover, the weakening residential sector 
has already prompted several local residential developers 
to begin trimming their non-frontline headcount. Elsewhere 
activity is currently stable, though firm, in health and 
education as well as infrastructure – the latter supported by 
projects such as the Dubai Metro and Jebel Ali Airport.   

Construction cost inflation pressures are nowhere near as 
strong as during the first half of the year. While domestic 
inflation remains at elevated levels, the cooling in the pace 
of activity growth together with easing global inflation has 
helped to reduce cost pressures. This is most notable in 
terms of materials cost inflation – where prices have come 
off from the rates of almost 2% per month seen during the 
first half of the year. Falling prices for steel, copper and to 
a lesser extent cement, have however been accompanied 
by supply bottlenecks as North American and European 
suppliers are requiring full advanced payment for materials 
prior to shipping. Whilst we do expect materials cost 
inflation to remain positive, the rate of increase should 
continue to weaken. Labour cost inflation is little changed 
from the stable rate from the past few quarters and we 
see no change to this trend over the next twelve months. 
Contractors’ average margins are increasing as expected. 
While there is some continued upward pressure on 
margins, this has been driven by the past acceleration in 
materials cost inflation. With these pressures abating and 
the market weakening we expect margins will tighten and 
come down – resulting in lower tender price inflation  
during 2009. 

Abu Dhabi
The market in Abu Dhabi remains busy with steady 
workload across most sectors. We see activity holding 
steady over the next twelve months as the global economic 
downturn and credit crunch result in a cooling in the 
overall market. Unlike its larger neighbour, Abu Dhabi is 
less reliant on international finance to fund projects, as it 

has far greater oil wealth. And as it is a less mature market 
there are still major development opportunities over the 
medium term. Whilst infrastructure remains firm, we expect 
residential activity to decline, but by less than in the Dubai 
market. This is because there has generally been less 
residential development and there is still an underlying 
shortage of residential property. However, the lack of 
finance available will still hit residential sales and  
the development pipeline until finance constraints ease. 

With the overall market still busy, shortages of major 
contractors, specialist subcontractors and lack of interest 
from tenderers do currently remain a problem. At the same 
time delayed start dates, planning delays and project 
overruns are just as much of a major and rising challenge. 
There are a number of major projects currently underway, 
including Al-Raha Beach, Masdar City and Yas Island. 
Developers are also using Abu Dhabi as a base to exploit 
new projects in nearby Bahrain, Oman, Qatar and Saudi 
Arabia as well as Kuwait and Yemen.

Construction cost inflation pressures continue to pose 
a challenge. Materials cost inflation is still rising, though 
given the fall in some raw material prices we expect the 
rate of materials cost inflation to come down. Labour cost 
inflation remains on a rising trend as shortages of higher 
quality contractors are helping to push up labour costs. 
Contractors’ average margins are holding steady and 
stabilising concrete and steel prices should help to support 
steady margins going forward, especially for lump sum 
contracts. Tender price inflation remains relatively firm, 
though we are seeing signs of tender price inflation cooling 
during the second half of 2008. We expect this trend to 
continue with tender price inflation easing during 2009. 

Tender price inflation 

Both markets are continuing to see firm growth in overall 
activity. However, with growing signs that the market is 
already cooling as a result of the global downturn and 
outfall of the credit crunch we expect this to result in lower 
tender price inflation. Looking to 2009 we expect tender 
price inflation to ease significantly and to eventually settle at 
just under 7% by 2011. 

United Arab Emirates TENDER PRICE INFLATION FORECAST (% rates)

	 2007	 2008	 2009	 2010	 2011

Abu Dhabi	 20	 25	 10-12	 8-10	 6-8

Dubai 	 20	 17-20	 6-8	 6-8	 6

United Arab Emirates (UAE)	 20	 20	 8-9	 8	 6.5

Source: Cyril Sweett Q408 forecasts.  



asia pacific

Australia 

Economic outlook
After a strong first quarter the economy has slowed as 
expected over the remainder of this year. We pointed 
out that the first quarter’s firm growth was unlikely to be 
sustained as the economy had been cooling since the 
third quarter of 2007. Indeed, the second quarter national 
accounts showed that real-term GDP growth slowed to 
just 0.3% quarter-on-quarter, with the first quarter’s growth 
revised up to 0.7% from 0.6% previously. Were it not for 
firm export growth the economy would have contracted by 
around -0.2% quarter-on-quarter.

For 2008 as a whole, with domestic economic growth 
continuing to weaken and exports hit by the global 
downturn and commodity price deflation we believe that 
growth will fall short of the IMF’s 2.5% projection. Despite 
export competitiveness being boosted by the Australian 
dollar depreciating about 30% from its 25 year high 
reached in July, we expect export growth to be hit by lower 
demand from China and the rest of the world. 

The Reserve Bank of Australia (RBA) recently cut its GDP 
growth forecasts for 2008 to just 1.5% from 2%, though 
does see a modest recovery to about 1.75% for 2009 and 
2.5% for 201016. Whilst the 2008 forecast looks about right 

we are sceptical that the economy can rebound so strongly 
in 2009 and 2010. Even with the A$10.4 ($7.1bn) fiscal 
stimulus and recent interest cuts by the Reserve Bank of 
Australia we think that the economy will struggle to achieve 
growth of more than 1% during 2009 but with faster 
growth coming through in 2010. 

Domestic inflation pressures are still on the rise even as the 
economy slows down. Annual Consumer Price Inflation 
(CPI), which rose to 4.2% in the first quarter, has continued 
to accelerate to 4.5% in the second quarter and 5.0% in 
the third quarter of 2008. Though we expect some modest 
easing in CPI come the fourth quarter, 2008 inflation is set 
to come in around 4.5%. With weaker economic growth 
we suspect that inflation can come down to about 3% in 
2009, which would place it at the top end of the Reserve 
Bank of Australia’s target range. Rising inflation pressures 
earlier in the year prompted the RBA to raise its main 
interest rate to 7.25% in March where rates were expected 
to be held. But in the face of growing evidence of weaker 
economic conditions – both domestically and globally – the 
RBA commenced interest rate cuts in September. Since 
then interest rates have come down to 5.25% in November 
and we would not be surprised at further reductions, taking 
rates down to about 4% by Easter.

16  Statement on Monetary Policy, Reserve Bank of Australia  
    10 November 2008.

australia economic outlook

	 	 2006	 2007	 2008	 2009

Real GDP growth		  2.7	 4.2	 2.5	 2.2

Consumer Price Inflation		  3.5	 2.3	 4.6	 3.6

Unemployment Rate (%)		  4.8	 4.4	 4.3	 4.8

Current account (% GDP) 		  -5.3	 -6.2	 -4.9	 -4.3

Source: International Monetary Fund World Economic Outlook October 2008.
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Market conditions
The Australian market is seeing steady activity, which 
marks a stabilisation from the expansion seen during the 
first half of the year. We expect the market to begin to see 
lower activity levels in the final three months of the year 
and to continue weakening into 2009. Previous rises in 
interest rates – the last increase was a 0.25% rise to 7.25% 
in March – have dampened demand for property for many 
categories of investment property. 

This has been especially evident in the residential sector 
where high finance rates have reduced demand and prices 
have been weakening since the start of the year. Third 
quarter house prices saw a -1.8% quarter-on-quarter 
fall – the largest decline since 1978 – and this took the 
annual rate of increase down to just 2.8%. While interest 
rates have since begun to come down following the initial 
0.25% cut in September to stand at 5.25% in November, 
the economy and market are continuing to weaken and 
residential prices are continuing to slide. These factors 
point to residential construction activity continuing to fall 
during 2009. That said the decline in activity and prices 
should be cushioned by the limited supply overhang of 
unsold properties as well as the government’s recently 
announced A$10.4bn ($7.1bn) package of measures.

Elsewhere, the education, health and infrastructure sectors 
are seeing continued increases in activity. These sectors 
are supported by public works expenditure as well as 
PPP schemes and are expected to remain firm throughout 
2009. Industrial is already seeing declining workload as 

is the office sector, though going forward the pipeline 
of office projects will help to support activity in Western 
Australia and Queensland during 2009. With the economy 
turning down we see industrial continuing to contract over 
the next twelve months. By the start of next year we see 
only education, health and infrastructure expanding, with 
industrial and residential still in decline and the remainder  
of the market steady. 

In terms of construction cost inflation, materials cost 
inflation is on a rising trend. However, we expect materials 
cost inflation to start to decrease by the middle of 2009, 
if not sooner, given the deteriorating market and easing 
in global commodity and energy prices. Labour cost 
inflation is still rising, but we expect it to stabilise by the 
end of this year and then to begin decreasing at the start 
of 2009. Contractors’ average margins are holding steady 
and stabilising materials cost pressures alongside weaker 
market conditions should help to keep margins steady. 
Tender price inflation is still firm, but we expect it to cool at 
the turn of the year and then to commence decreasing by 
the middle of 2009 and to ease further into 2010. 

Tender price inflation 
The firm growth of the construction market coupled with 
rising construction cost inflation resulted in higher rates of 
tender price inflation over 2007-08 of around 7%. However, 
we expect tender price inflation to soften into 2009 to 
around 6% as construction cost inflation pressures ease 
and the market cools. Thereafter we suggest that tender 
inflation settles at about 5% by 2011. 
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AUSTRALIA: TENDER PRICE INFLATION FORECAST (% rates)

	 2007	 2008	 2009	 2010	 2011	 2012

Australia	 7.0	 6.75	 6.0	 5.5	 5.0	 5.0

Source: Cyril Sweett Q408 forecasts.  



India 

Economic outlook
The Indian economy continues to face stagflation pressures 
with growth slowing whilst inflation remains at elevated 
levels. The economy grew at an annual rate of just below 
8.4% during the first half of this year – below the 9-10% 
annual rate achieved during the last four years. Whilst we 
had expected real-term economic growth to moderate to 
around 8% this year, is set to come in perhaps closer to 
7.5%. This is because the global downturn and outfall of 
the credit crunch have become more severe and point to a 
greater slowdown in the economy during the second half of 
this year. Looking to next year real-term economic growth 
is set to slow further to about 6%, but by 2010 we would 
expect signs of a modest economic upswing to appear. 

Inflation pressures have eased since inflation hit a record 
high of almost 13% in August on the back of escalating 
food and energy price rises. The fall in global oil prices has 
been the main driver in bringing down inflation since the 
summer, though the more generalised fall in non-energy 
commodity prices has also been significant. At the same

time, the downturn in the global economy and the slowing 
domestic economy have helped to bring inflation down. 
Wholesale price inflation in the week ending 15 November 
was just 8.8% and is likely to slow further into 2009. 

This easing in inflation pressures resulted in the Reserve 
Bank of India (RBI) being able to keep its benchmark repo 
interest rate at 9% in July rather than raising it further as 
we had warned could happen if inflation continued to rise. 
Since July the RBI has brought its benchmark interest 
rate down from the 7-year high of 9% in a series of cuts 
over September and October to 7.5%. These reductions 
were necessary as it became increasingly evident that high 
interest rates and the global downturn were resulting in a 
sharper slowdown in India’s economy at the same time 
as inflation pressures were easing. However, the slide in 
the Indian rupee against the US dollar over the past few 
months to a lifetime low of just over 50 during November 
does imply some risk that inflation may ease more slowly 
during 2009. That could limit the RBI’s scope to cut interest 
rates despite the further weakening in the economy.   
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india Economic Outlook 

	 	 2006	 2007	 2008	 2009

Real GDP growth		  9.8	 9.3	 7.8 (7.9)	 6.3 (6.9)

Consumer Price Inflation		  6.2	 6.4	 7.9	 6.7

Current account (% GDP) 		  -1.1	 -1.4	 -2.8	 -3.1

Source: International Monetary Fund World Economic Outlook October 2008.  
*Where IMF November GDP forecast differs, October forecast shown in brackets. 



Market conditions 

The market has seen a stabilisation in activity from the 
rapid pace of expansion during the first six months of 
the year. Sector-wise activity is steady across most 
sectors, except for declining workload in health and 
retail. The combination of rising interest rates to combat 
inflationary pressures, slowing economy and weaker 
global environment have resulted in a cooling of the pace 
of market expansion. In addition the outfall of the credit 
crunch has reduced investors’ appetite for Indian property 
investment. These factors have not only had a negative 
impact on the investment market but on the new build 
construction sector too. We therefore see the construction 
market to begin contracting over the next three months 
and into 2009, with the declining health and retail sectors 
broadening to other parts of the commercial market. 

In terms of construction costs, with the market slowing 
and global commodity and energy prices falling, these 
are finally starting to moderate. Materials cost inflation 
has moderated from the strong rates during the first half 
of the year and stabilised as economy-wide inflation has 
continued to fall from its summer peak. This fall in inflation 
owes more to the fall in global commodity and energy 

prices than the government’s artificial attempts to bring 
down inflation through price caps, trade tariffs and forcing 
producers to cut prices which we warned would be largely 
ineffective. Labour cost inflation is still rising, though the 
rate of increase is significantly less than experienced over 
the first half of the year. We expect labour cost inflation 
to hold up given that it remains difficult to find suitable 
major contractors and specialist subcontractors in the 
marketplace. The upshot of this is that we see contractors’ 
average margin still rising, despite deteriorating market 
conditions. Tender price inflation should similarly continue 
to rise, though the achievable increases will be reigned-in 
over the next twelve months or so.  

Tender price inflation 
The rapid growth of the Indian market has resulted in 
strong cost pressures and higher average rates of tender 
price inflation. Despite the construction market slowing 
over the second half of this year, the strength of inflation 
pressures during the first half will result in higher tender 
inflation for 2008 than 2007. However, we now expect 
tender price inflation to moderate over 2009-10 as market 
activity cools. By 2011 onwards we see some further 
cooling in tender inflation to about 6%. 
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INDIA: TENDER PRICE INFLATION FORECAST (% rates)

	 2007	 2008	 2009	 2010	 2011	 2012

India	 7.0	 8.0	 7.0	 7.0	 6.0	 6.0

Source: Cyril Sweett Q408 forecasts.  
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Singapore 

Economic outlook
The Singaporean economy has not been immune from the 
weaker global backdrop and the rate of economic growth 
has continued to slow as expected during 2008. Following 
a weak third quarter, with GDP growth contracting by 0.6% 
year-on-year, we suspect that 2008 real-term growth could 
be around just 2%. This is quite a way below the average 
rate of 8% per annum seen over the past few years and 
compares to the latest IMF forecast for 3.5% growth and 
the government’s latest 2.5% forecast17. As pointed out 
previously, 2008 is likely to be the first time that Singapore’s 
economic growth rate has lagged Hong Kong’s since 2001 
when the economy was last in recession.

Looking to 2009, we are sceptical that the economy can 
sustain growth at a similar pace to this year and expect 

a broad-based economic slowdown afflicting the 
manufacturing, construction, finance and the service 
sectors. Given the economy’s strong linkages to the United 
States and other international economies more generally, 
Singapore will find it difficult to avoid a recession during 
2009. We believe that that the economy could contract by 
-1.0 to -2.0% next year. Inflation pressures are, however, 
beginning to ease – Annual Consumer Price Inflation (CPI), 
which reached a 26-year high of 7.5% in June, is beginning 
to ease modestly – September’s CPI was 6.7%. As the 
economy weakens further we expect CPI to pressures to 
cool significantly faster in the final quarter and into next 
year, helped by lower global energy and commodity prices. 
Full year Inflation will still remain high – at about 6.5% - for 
2008, though we would not be surprised if CPI came down 
to as low as 1% for 2009.   

singapore Economic Outlook 

	 	 2006	 2007	 2008	 2009

Real GDP growth		  8.2	 7.7	 3.6	 3.5

Consumer Price Inflation		  1.0	 2.1	 6.5	 3.3

Unemployment Rate (%)		  2.7	 2.1	 2.1	 2.2

Current account (% GDP) 		  21.8	 24.3	 19.1	 17.0

Source: International Monetary Fund World Economic Outlook October 2008.  

17  Ministry of Trade and Industry Singapore (MTI), 21 November 2008.   
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Market conditions 
The construction market is slowing after firm growth during 
the first half of this year and real-term growth of just over 
20% in 200718. We expect the market to continue to cool 
as the economy slows further over the remainder of this 
year with the market growing about 15% for this year 
overall. Whilst activity is generally steady across most 
sectors, leisure and some commercial workstreams are 
seeing lower workload. We expect the commercial side 
to continue to weaken into 2009, with firm activity in 
infrastructure on the back of major new transport schemes 
supporting the market. These include the Marina Coastal 
Expressway, Kallang-Paya Lebar Expressway as well as 
the expansion of the Mass Rapid Transit (MRT) system. 
Elsewhere we do see the residential sector slowing 
during the next twelve months, but the slowdown in the 
commercial sector as schemes near completion in the  
early part of 2009 should help to support commercial  
fit-out work.    

Construction cost inflation pressures continue to pose a 
challenge. Materials cost inflation is still rising, though we 
expect it to begin stabilising by the end of this year as 

the prices for some materials have already begun to top 
out or edge down. Labour cost inflation remains stable 
and the continued shortage of some skilled trades should 
help to support steady labour cost inflation over the next 
few quarters. Contractors’ average margins are holding 
steady and stabilising materials cost pressures alongside 
steady labour cost inflation should help to reinforce steady 
margins going forward. Tender price inflation remains firm, 
though we are seeing increasing signs of cooling during the 
second half of 2008, which we expect to continue into  
next year. 

Tender price inflation 
The firm growth of the Singaporean market coupled with 
rising inflation pressures has resulted in high rates of tender 
price inflation over the past few years. Despite signs of 
tender price inflation cooling during the latter half of 2008, 
we expect average tender price inflation of about 12.5% 
for 2008. But looking further ahead with domestic inflation 
pressures easing and the market slowing we expect tender 
inflation to come down to about 5% in 2009 and settle at 
this rate thereafter. 

18  Singapore National Accounts, Statistics Singapore, November 2008.   

singapore: TENDER PRICE INFLATION FORECAST (% rates)

	 2007	 2008	 2009	 2010	 2011	 2012

Singapore	 10.0	 12.5	 5.0	 5.0	 5.0	 5.0

Source: Cyril Sweett Q408 forecasts.  
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