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Geopolitical tensions continue to have an impact on the UK construction sector. While current evidence is still
emerging, the increase in cost sentiment captured by our Build: Perspective index suggests that build cost
pressures are likely in 2026. Over the longer term, development viability could improve as contractors price

work to win, alongside tightening vacancy rates which support rental growth.
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Executive Director - Head of Professional Services

Geopolitical risk sees build cost sentiment push out

As 2026 started, sentiment was positive across sectors, with an FIGURE 1: SAVILLS BUILD: PERSPECTIVE SCORE
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FIGURE 2: BUILD: PERSPECTIVE SECTOR BREAKDOWN
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Consultancy sector experts track build
cost and programme timescales
sentiment across 64 separate markets
and sectors. A high Build: Perspective
score would mean that most sectors
are experiencing upward cost and
timescale pressure whereas a highly
negative score would suggest that
most markets and sectors are
experiencing downward pressure. A
score around zero suggests that build
costs and programme timescales are
largely static.
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REGIONAL OFFICES

75‘ Curated amenity

Packages accelerate decisions for
occupiers balancing hybrid work & culture

i 1.9%

vacancy rate for prime buildings

£ +charges

Rising occupier sensitivity to service
charge increases

Rising demand, shrinking supply, and the viability of prime

space
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The regional office market enters 2026 with
a firmer footing than at any point since the
pandemic. Despite ongoing macroeconomic
uncertainty, underlying occupier activity
across the Big 6 remains resilient. While
2026 has been subdued so far, take-up in
2025 broadly matched long-term norms,
with Q4 alone totalling 1.1 million sqg ft, on par
with the five-year average.

Momentum is being driven primarily by a
pronounced flight to quality. Prime and
Grade A space accounted for 61% of take-up
in 2025 and 65% so far this year. Vacancy in
Prime buildings now sits at just 1.9%,
compared with 10.5% across the wider
market. Limited development pipelines will
force occupiers into competition for a
shrinking pool of high-quality options. As a
result, refurbished schemes are becoming
increasingly important in meeting demand,
often achieving rental outcomes comparable
with new build products.

In today’s regional markets, the tension
between amenity investment and core
performance enhancement is becoming
more visible as schemes navigate tighter
viability and a more discerning occupier
base. What is increasingly clear across the
Big 6 is that buildings which demonstrate
intentionality, either through a coherent
amenity story or measurable performance
gains, are leasing ahead of those that try to
straddle both without conviction. Occupiers
are approaching decisions with a sharper
toolkit, often arriving with predefined
sustainability thresholds, OpEx expectations,
and workplace strategies shaped by talent
dynamics. Against this backdrop, landlords
are having to articulate not just what they
are providing, but why the offer aligns with
how tenants now operationalise their space.

One of the most notable shifts is the
growing scrutiny of operational cost
trajectories. With service charge sensitivity
rising in many regional markets, the business
case for performance-led investment is
strengthening. Efficient plant, intelligent
controls and improved thermal performance
are no longer framed solely as sustainability
measures but as protections against
volatility.

FIGURE 3: REGIONAL OFFICE SUPPLY BY GRADE
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As lenders and institutional buyers
embed ESG-linked hurdles and lifecycle
carbon considerations into underwriting,
assets with demonstrable performance
credibility are capturing greater liquidity
at exit. This is especially evident in
refurbished schemes that have
transparently documented their upgrades,
enabling smoother diligence processes
and reducing purchaser uncertainty.

Yet the amenity-led story retains real
potency where talent competition s
acute. In cities such as Manchester,
Birmingham and Leeds, where prime
pipelines remain constrained, and
knowledge-sector clustering is
intensifying, curated amenity packages
are acting as decision accelerators for
occupiers  balancing hybrid  working
strategies with cultural cohesion. The
challenge for developers is ensuring these
features are not superficial additions but
are integrated into the occupational logic
of the building, with clear cost and
operational accountability. Ultimately, the
most resilient approaches are those that
treat amenity and performance not as
competing philosophies but as
components of a single strategy.
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CENTRAL LONDON OFFICES

il 93%

Proportion of take-up which is grade A

£ £145 psf

City benchmark rent

46%

of pipeline yet to start construction

Will the demand for prime space see location dynamics

shift?
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The Central London office market entered
2026 with fundamentally tight conditions.
Though take-up in 2025 ended close to
long-run norms, the composition of demand
reinforced the quality divergence that has
defined the post-pandemic cycle: depth
remains strongest for ESG-compliant, highly
amenitised space concentrated in the City
Core and the West End’s most established
pitches. Take-up through 2025 illustrated
this bifurcation clearly. Central London
recorded 9.43 million sqg ft of leasing for the
year, above the five-year average but below
the ten-year trend. Take-up is strongly
focused on best-in-class across London,
with Grade A accounting for its highest ever
share of take-up at 93% in 2025.

Supply conditions, however, are
defined by scarcity at the top of the
market. Across London, availability has
drifted downwards, but in Grade A towers,
the constraints are acute.

Vacancy within City towers has been
extremely tight since 2025, and the new
benchmark rent of £145 psf at
8 Bishopsgate, which has already been
surpassed this year, demonstrating
occupiers remain willing to compete for
best-in-class space. Prime City rents
ended the year at £105.26 psf, up 6.8%,

with Grade A rising 4.1%. In practical
terms, the scarcity of premium large
floorplate options is dictating pricing
power, lease-term flexibility and
negotiation dynamics.

Pipeline dynamics are increasingly

shaped by construction costs and timeline
friction. The UK construction sector exited
2025 in a subdued but stable state, with
2026 tender price inflation revised up to
3.0% (from 2.5%). The uplift is cost-driven,
reflecting persistent materials and
compliance pressures, rather than
evidence of a demand-led recovery. While
headline completions for Central London
are forecast to reach 8.6 million sgft in
2026, the delivery profile is skewed:
roughly one third of completions sit in Q4.
By contrast, 2027-28 should mark a return
to more typical delivery volumes.

FIGURE 4: TAKE-UP IS PREDEMONANTLY GRADE ACROSS LONDON
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Development starts provide the clearest
indicator of tightening, which fell sharply
through 2025, and although year-end totals
broadly regained alignment with long-term
averages, the West End remains an outlier,
recording its lowest start levels since 2022.
With 46% of the 2026-30 pipeline yet to start
construction, slippage risks remain, both from
cost inflation and from the ongoing drag
associated  with  Building  Safety Act
compliance and fit-out complexity. These
delays reinforce the medium-term supply gap
for prime, ESG-led stock and maintain
upward pressure on the best space.

From a pricing and strategy perspective,
these dynamics are converging into a clear
pattern. The combination of constrained
premium supply, preference for sustainable
buildings and cost-induced development
delays suggests further rental growth at the
top end. As prime rents push into new
territory, some occupiers may consider
locations outside of the core that have good
connectivity, although we are yet to see
evidence of this. The Docklands, which we
track separately from our Central London
data, stands as one of the areas that could
benefit. Here, take-up in 2025 was at its
highest level since 2019, as the market

continues to reinvent itself as a mixed-use
location.
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INDUSTRIAL & LOGISTICS

l» 33.6m sq ft

Take-up increased by 15% in 2025

= Two thirds

Development pipeline has decreased by
since 2022

& 55%

Rent uplift for buildings with an EPC of A+
orAVsC

Lower levels of construction activity and increasing
standards push the case for refurbishment

Roger Bryant
Director

+44 (0) 122 334 7258
rbryant@savills.com
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Despite the current uncertain economic

backdrop, demand in the UK logistics
market continues to show resilience.
Take-up for units over 100,000 sg ft
reached 33.6 million sqg ft in 2025, up 15%
year-on-year, and momentum has carried
into early 2026, with 5.2 million sqg ft under
offer nationally. On the supply side, the
flow of new space has slowed sharply,
meaning availability has plateaued at
around 63.7 million sg ft since Q2 20265.
Space under construction has fallen from
a peak of 21.6 million sg ft to just 6.5
million sg ft at the start of 2026 - a
decline of more than two-thirds. |If
sustained, this will lead to a tightening of
Grade A supply over the coming year.
Construction markets reflect these shifts.
Lower development activity has increased
competition between contractors and put
downward pressure on tender pricing.

However, the renewed increase in
energy costs is now exerting upward cost
oressure. Rising transport and
manufacturing costs, alongside  fresh
volatility in steel, concrete and specialist
M&E component prices as a result of the
Iran conflict, are all increasing uncertainty
both in project pricing and programmes.

These pressures are feeding directly
into already challenged viability
assessments. Elevated financing costs and
softer rental growth expectations had
already made new-build delivery difficult;
the energy-driven cost volatility is now
prompting more schemes to be paused,
redesigned or value-engineered at early
stages. Contractor insolvency risk has also
re-emerged as a concern, with thin margins
and greater exposure to material price
spikes increasing caution among
developers. Regulatory pressures are
compounding these dynamics. The January
2026 BREEAM update and the full launch
of the UKNZCBS have raised specification
requirements, adding cost even as
best-in-class ratings remain sought after by
prime occupiers and investors.

FIGURE 5: REGIONAL RENT PREMIUMS: EPC A/A+ Vs C OR LOWER
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The widening gap between legacy
stock and rising ESG standards s
prompting a growing shift towards
refurbishment and asset repositioning.
Recent data from the Savills research
team highlights the case for
refurbishment even further. The team
examined 673 leasehold deals signed
since 2020 where EPC ratings were
available, including a mix of new and
second-hand stock. The findings were
consistent across regions, indicating that,
on average, buildings with an EPC of A+
or A achieved a premium compared to
those rated C or lower. At an aggregate
level, this was 55% nationally.

The case for landlords to invest in
retrofitting programmes is compelling.
The data shows that retrofitting offers a
clear chance to add value to existing

assets, meet changing market
expectations, and help create a more
sustainable future. In a market
increasingly influenced by ESG

compliance and tenant demand, failing to
upgrade risks assets becoming obsolete.

Yorkshire & North West
The Humber
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RETAIL

A 0.4%

Increase in retail warehouse footfall in
2025

0 8,200

New stores opened in 2025

v 60bps

Contraction of retail warehouse vacancy
rate

Changing retail brand profile adds complexity to fit-out

programmes

Claire Hood
Director

+44 (0) 207 877 4572
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Market sentiment in early 2026 - at least
until the breakout of conflict in the
Middle East - broadly reflected a state of
cautious optimism. In terms of footfall,
the story had been relatively positive
throughout 2025 - before growth stalled
in Q4 2025, possibly as a result of
uncertainty from the late Budget. QI
2026 saw a rebound for both Shopping
Centres (+0.9%) and Retail Parks (+1.3%),
meaning that a decline for High Streets (-
0.3%) meant overall footfall increased by
0.4% for the sector as a whole.

Vacancy rates on the High Street
(13.4%) and in Shopping Centres (16.3%)
have continued to trend downwards
throughout 2025. Retail warehouse
vacancy rates continued to fall in 2025,
recording a 60 bps contraction to stand
at 4.3% in Q4 2025.

One of the key factors in the decline
in vacancy rates and a clear vote of
confidence amongst occupiers has been
the volume of retail reopenings in the last
year. More than 1,500 multiples expanded
their presence across the UK, opening
8,200 stores in 2025 - an increase of 7%
since 2023.

There has been a notable shift in the
types of brands driving this expansion. In
2023, multiple retailer openings were
dominated by brands with 100+ stores
(55%), with only a third of openings
coming from stores with 50 or fewer
stores. This pattern reversed in 2025,
with retailers with fewer than 20 stores
accounting for half of all openings.

The shifting profile of retailers
entering the market is already influencing
build programmes. Newer operators, still
refining their design and procurement
processes, are generally working to
slightly longer timelines, particularly
where contractor relationships are not
yet established.

Simultaneously, the growing number
of brands taking new space is placing
additional pressure on labour availability,
further extending some programmes.

In the most competitive locations,
acquisitive  retailers are increasingly
prepared to pay a premium for
accelerated fit-outs to maximise trading
time. However, rising materials costs
remain a major constraint, reinforcing the
preference for retrofitting and lighter-
touch enhancements as retailers balance
new format reguirements, including self-
service solutions, with cost control and
sustainability commitments.

A small but notable number of
schemes, particularly within  mixed-use
developments, are also seeing extended
lead-in times due to additional obligations
under the evolving Building Safety Act.
Collectively, these trends point to a more
varied and complex delivery landscape in
2026, shaped by both market dynamics
and the changing ambitions of an
expanding retailer base.

FIGURE 6: VACANCY RATES ARE TRENDING DOWNWARD ACROSS ALL RETAIL SUB-SECTORS
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SCIENCE

4 2.4m sq ft

Potential increase in size of Cambridge
Biomedical campus

£ £170

Cost per sq ft differential of constructing
mid-tech space

A 900,000

Amount of mid-tech leases signed in

Oxfordshire

The rise of mid-tech units in the science sector

Emily Slupek

Director

+44 (0) 744 2941898
emily.slupek@savills.com

Following a turbulent year in 2025 for
the science sector, 2026 has started
more brightly, with planning approval
being granted for a £1 billion expansion
of the London Cancer Hub, which will
add around 1 million sg ft of new
laboratory and innovation space in
Sutton. In  Cambridge, the County
Council has approved a new deal with
Prologis, which could see Cambridge
Biomedical Campus double in size to 2.4
million sg ft, subject to relevant planning
approvals.

While the approval of such
development is in alignment with the
UK’s Modern Industrial Strategy, they
will, of course, take time to come to
fruition.

In the short term, with occupiers
remaining highly focused on cost and
demand for new space remaining volatile,
we are starting to see developers turn
their attentions away from highly
specified wet lab buildings in favour of
cheaper warehouse-style units, branded
as “mid-tech” buildings. From a cost
perspective, the numbers speak for
themselves: a wet lab finished to shell
and core costs around £420 per sqg ft,
compared to around £225-£250 per sg ft
for a warehouse-style unit. This s
reflected in the rental levels occupiers
can expect to pay, which would be
between £20-£30 per sqg ft on the mid-
tech units compared to £55-£60 for a
highly specified wet lab in the Oxford
market.

While mid-tech units offer a cheaper
rent, fit-out costs will likely be higher.
Generally speaking, though, the cheaper
space offers greater flexibility for tenant
usage, avoiding wasted money on
systems that may be underutilised and
allowing a variety of use types, including
engineering, manufacturing and R&D.

FIGURE 7: OXFORDSHIRE MID-TECH TAKE-UP
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Driven by current viability concerns,
slower tenant demand and uncertainty
surrounding the use of Al and robotics,
the delivery of more flexible space
allows for more possibilities to utilise
space and reduce void.

This trend is particularly evident in
Oxfordshire, where over the last six
years nearly 900,000 sqg ft of mid-tech
leases have been signed. While 2025
saw take-up some way below the five-
year average, this can be explained, in
part, by the slowdown in funding
activity in recent vyears. However,
during 2025, we saw investor capital
begin to move into new areas such as
defence. It is therefore expected that
take-up levels in 2026 will rebound and
exceed the five-year average.

2025

2024



EDUCATION

= Strain

Many higher education estates entering
2026 under financial pressure

A O/
@ /.5%
Growth of non-residential floor space in
higher education estates

A 23.6msgm

Size of non-residential higher education
estate

Mounting pressures on UK education estates are reshaping

investment priorities
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UK higher education estates are entering
2026 under growing strain, as financial
pressures and legacy asset issues converge
to reshape how institutions manage and
invest in their property portfolios. Rising
costs, combined with ageing building stock
and long-standing maintenance backlogs,
are forcing a significant shift away from
large-scale development towards more
targeted, pragmatic estate strategies.

For many universities, schools and
colleges, the economics of large
developments have become increasingly
difficult to justify. As a result, schemes that
might once have progressed are now being
delayed, phased, or cancelled altogether. In
their place, institutions are opting for
smaller, lower-risk refurbishment
programmes that extend the life of existing
assets while limiting capital exposure.

Ageing building stock compounds
these challenges. A significant proportion
of education facilities were constructed
several decades ago and are now
approaching - or have exceeded - their
intended design life. Without meaningful
intervention, these assets become
progressively more expensive to operate
and more vulnerable to  disruption.
Inefficient heating and ventilation systems,
alongside poor building fabric performance,
are driving up energy consumption and
running costs at a time when institutional
budgets are already under pressure.

Data from HESA highlights why this is
becoming such a defining issue. Across the
period 2015/16 to 2023/24, total non-
residential floorspace rose from 21.9 million
sg m to 23.6 million sg m, a rise of 7.5%,
while residential floorspace increased from
6.64 million sg m to 6.78 million sg m, a rise
of 22%. In other words, the higher
education sector has steadily been adding
space, particularly non-residential, which
creates more roofs, plant, services and
fabric to maintain, insure and renew.

FIGURE 8: SIZE OF HIGHER EDUCATION ESTATES
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For estates managers in higher
education, this becomes a vicious circle as
recent condition assessments of education
estates have identified widespread issues in
buildings that have not been regularly
maintained. Common problems include
deteriorating roofs, outdated mechanical
and electrical systems, poor insulation, and
failing internal finishes. In turn, poorly
maintained buildings are often less energy
efficient and more expensive to operate.
Inefficient heating systems, outdated
ventilation, and poor building fabric
performance can increase operational
costs, placing additional pressure on
already constrained budgets.

The overall education estate is large,
ageing, and still broadly expanding, which
means that estate managers need to be
considering strategies around planned
maintenance, major M&E replacement,
fabric upgrades, and whole building retrofit
strategies that protect operational
continuity while reducing long-run running
costs.
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LIVING

& 36%

Construction cost rise since 2020

A 300bps

Rise in SONIA since early 2020

s 6,200

BtR homes commenced in the 12 months
to March 20026

Bridging the viability gap: how the UK Living sector can

adapt and deliver

Steven Brown
=, Director
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The Living sector continues to face sustained
viability pressures, despite ongoing depth of
investor appetite. Escalating construction
costs, policy and regulatory uncertainty,
higher financing costs, and protracted
planning processes are collectively
constraining development activity.
Construction costs have increased by 36%
since Q1 2020, according to the ONS, placing
significant pressure on appraisals. This has
been compounded by rising statutory costs
and taxation, including the Building Safety
Levy (BSL) and higher Community
Infrastructure Levy (CIL) rates. At the same
time, the cost of finance has risen materially,
with SONIA now approximately 300 basis
points higher than in early 2020.

Taken together, these factors have
eroded the profitability of developing Build to
Rent (BtR), and as a result, many schemes are

This is reflected in falling construction
starts: just 6,200 BtR homes commenced in
the 12 months to March 2026, the lowest
level since 2015 and 79% below the 2022
peak. In response, developers and investors
are actively reassessing delivery strategies.
One approach being taken is reducing
building heights,  which can lower
construction costs and mitigate the time
and expense associated with securing
Gateway approvals for high-rise
developments. Elsewhere, some schemes
are pivoting towards alternative living
models, including Co-Living. These optimise
land use, improve space efficiency and offer
lower headline rents, supporting affordability
in higher-value urban locations.

Against this backdrop, design efficiency
has become increasingly critical. Greater
emphasis needs to be placed on rationalised
building forms, simplified facades and
standardised components. Combined with
targeted value engineering, these measures
can deliver meaningful cost savings without
compromising long-term quality.

Aligning design decisions with operational

and energy performance, can also enhance
whole-life performance, supporting investor
returns over the asset lifecycle.

Changes across Parts F, L, O, S and B of
the Building Regulations, together with the
Building Safety Act compliance regime, have
materially increased programme risk, cost
exposure and financing periods. Strong
governance, early engagement with
regulators, disciplined change control and
robust programme management are essential
to minimising delays. Procurement strategy is
equally important: two-stage tenders, early
contractor engagement and partnering
approaches can help manage pricing risk,
secure capacity, and align delivery with
regulatory requirements.

While industry-led solutions can mitigate
some pressures, wider policy reform remains
central to restoring viability at scale.
Proposed planning reforms and the revised
NPPF offer the potential to improve speed
and certainty, and there are early signs that
Gateway 2 approval times are improving.
However, industry sentiment continues to call
for greater regulatory stability, tax clarity and

taking | ; ; C to start considerations, including durability, targeted government support to sustain
. 'htg onger bo move rogﬂdcontc_e? O star maintenance efficiency investment in a sector that plays a critical role
On Site, or are being reworked entirely. in addressing the UK’s housing undersupply.
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KEY TAKE AWAYS

Key take aways

Geopolitical impact remains to be
seen

It remains too early to accurately assess
the impact of the Iran conflict on build
costs and programme timescales. Early
evidence suggests that some materials
heavily impacted by the rise in fossil fuel
costs should expect to see price rises in the
short term.

I&L sector looks to refurbishment

With speculative development pipelines
reduced by almost two-thirds from a 2022
peak, many stakeholders are looking to
refurbish older assets to satisfy demand
from occupiers for grade A units. Savills
research has found that units with an EPC
of A+/A can command a rental premium of
55% over lower EPC grade assets.

Savills Research

Simon Collett

Executive Director - Head of Professional Services
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Ripple effect could increase
viability

One possible outcome of the current
situation could be that contractors absorb
price rises and price work to win tenders.
This could, in time, reduce build costs. Also,
a reduction in development starts could
see vacancy rates move inwards, driving
rents forward. Both scenarios would
improve development viability.

Mid-tech plays a role in the
science sector

Cost-conscious science occupiers are
turning to ‘mid-tech’ units, which offer
greater flexibility and lower upfront costs
when compared to more advanced wet lab
facilities. Oxfordshire has seen particular
growth, with over 900,000 sq ft of mid-
tech space transacted.

We're a dedicated team with an unrivalled reputation for producing well-informed
and accurate analysis, research and commentary across all sectors of the UK
property market. To view copies of our previous Spotlight publications, go to
www.savills.co.uk/insight-and-opinion/
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Research Director - Commercial
+44 (0)203 618 3612
KMofid@savills.com

The challenge of matching supply
with prime office demand

Across Central London and regional
markets, occupier demand is being driven
by the prime segment. In regional markets,
this is largely being satisfied through
refurbishments, whereas in Central London,
we could see occupiers consider well-
connected locations outside of the core,
such as The Docklands.

Living sector continues to bridge
viability gap

Despite strong investor demand, UK living
development is being constrained by rising
construction and financing costs,
regulatory complexity and planning delays,
depressing BtR starts and forcing greater
focus on design efficiency, alternative
formats and policy reform to restore
viability.
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