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With a recent increase of price for construction materials, investment decisions will depend heavily
on the supply chain, actual reserves and capacities of producers. In these circumstances, investors
may choose different options of how to manage the situation. Like in 2008 and 2014, strategic thinking
and looking beyond a short term become key drivers of success.

The situation with a lack of materials and price increase is
constantly coming throughout the year. It is not a unique
phenomenon, although now the prices of most materials are
increasing en masse, and some of them significantly.
Still, the price risk is generally better manageable then the lack of
some materials and long delivery times. In such situations,
investors face the need to make choices daily, set priorities and
react fast. Quick decision-making and their willingness to consider
alternatives сan make a difference.

Why did the prices go up?
The world construction output was steadily decreasing during the
pandemic crisis, which resulted in continuous demand for
construction materials. That growing demand lead to a price
explosion in 2021. Additionally, after suspending their projects at
the beginning of the pandemic in spring 2020, many investors are
now trying to catch up.

Main investor’s challenges caused by
the price turbulence:
1) Cost of materials and commodities
2) Procurement and availability of contractors
3) Project schedule and delivery time

When it comes to smart investing, cost is the king
and management is the queen. So in the end, it’s not
fully about the price, but about a realistic planning,
cost management and a right strategy, which fits the
business needs.
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Producers, who scaled down their production last year, were
obviously not ready for a sudden demand for materials. Many
sawmills reduced their production during the lockdowns, particularly
in the North America. This limited the supply of timber. Steel prices
have increased as the metal industry scaled down last year as well.
China’s strong demand for steel as well as the car industry
demands picked up faster than expected this year. Therefore, steel
and wood industries experience the biggest price spikes now.
Moreover, transport issues occurred due to capacity constraints,
delays and a raise of transportation costs.

Looking at the running projects’ construction, the greatest burden of
the current price turbulence falls on the shoulders of construction
contractors, who have been contracted in winter this year or earlier.
Every change that a client requests during the construction brings
inconvenience to the supplier, as the difference between the
agreed unit prices and the actual prices from the market might be
dramatic. For instance, in the Czech Republic steel is experiencing
a 100% price growth between 2020-2021, prefabricated
construction – up to 70%, wood (oriented strand board in particular)
– up to 60% [1]. In Poland, the red-flagged materials today are
reinforcement steel and asphalt [2].
The same dilemma applies to delivery times, which are significantly
longer than usual for some materials and equipment. For instance,
there is a sudden lack of logs on the market, while a standard wood
delivery time is counted in months and its price is experiencing a 2030% growth.
Suppliers are thus facing a question of whether to fully comply with the
defined terms of a contract, or to start negotiations. Investors must be
prepared to negotiate with suppliers and seek compromise solutions,
otherwise current projects might be endangered.

Current projects: compromise and open discussion
with contractors
The current situation results in the reluctance of construction
contractors to fulfill their contractual conditions and maintain the
schedule and unit prices that have been agreed. Suppliers run the risk
of loss or the risk of penalties for failing to meet the milestones. As the
construction demand is currently high, contractors start dictating their
terms and it is difficult to find new partners.
How to solve this challenge on a running project? Talk openly
about the situation and the problems with your supplier. Once the
investor is informed about real resources of the supplier, potential risk
areas, longer delivery times for particular materials or parts of
deliveries, he should respond very fast. As a client, help your supplier
by not insisting on milestones that are not really essential for you, do
not try to push the contract conditions – instead, find a compromise by
defining the true priorities.
In these conditions, all your cooperation is driven by the two key
points: the possibility to start installations and the start of technology
operation. Define exactly what is the most important for you and what
needs to be achieved. Then partially turn a blind eye to other aspects
of construction. In the end, you need the result, not an argument, right?

If you are stuck in the design phase, take your time to recalculate the
expected costs, and if they get above the set budget, start considering the
alternatives and cost-saving measures.

New projects: considering real business needs to
prepare a realistic strategy
Investors usually have a clear idea of what they would need, when they
need it, and how much they are willing to invest in it. Today these ideas are
challenged by the market capabilities, as construction schedules are being
extended, unit prices of supplies increase as well as the risk fee of
construction contractors. Moreover, high workload of construction
contractors causes less interest in offering. Today to get at least two offers
you would most likely have to submit at least 10 requests.
In order to avoid future surprises, try to set a realistic scenario from the
start and if the reality of the market does not fit into you financial and time
expectations, start looking for an alternative solution.
How to solve this challenge on a new starting project? You will find the
solution in precise definition of your needs and setting the right priorities.
Lucie Kybalova, Head of Consultancy in the Czech Republic, comments:
‘Recently one client came up with the idea of building his production hall for
the price X, in a limited time Z. He also wanted to have a selected supplier
in a very short time. We entered the project after the design phase. My
team recalculated the costs and found out a significant budget difference of
the estimated budget, as compared to the current market situation. The
subsequent tender confirmed this assumption, and we were ready for that.
During the first round of the tender, we performed value engineering and
prepared several possible scenarios. Together with the investor, we
defined what is most important for them, which turned out to be not a whole
scope of work, but only the necessary part of it. Moreover, only two
milestones turned out to be really crucial – part of the hall where the
technology needed to be installed, and the connection of the technology
itself, so that they could start samples of the production soon. From the
beginning, the client was aware of potential risks, established a
compromise with the contractor and sought solutions to achieve the
completion of the most important parts of the construction’.

9 mitigation actions for new and current projects
1) Setting a realistic scenario and revision of investment
budgets.
2) Balanced contract conditions, where the risk of price
increases is shared.
3) Contract models with lower risks for the contractor.
4) Fixing costs and buying as soon as possible by prompt
procurement and binding suppliers’ prices.
5) De-risking of projects by providing construction management
delivery models.
6) De-risking of projects by implementing back-up solutions in
case of unexpected price increases or delays in delivery.
7) Balanced realistic schedules with built-in contingencies.
8) Reducing the number of changes during the project.
9) Involving a professional PMC company to manage the project
with a strong risk management, planning, procurement and
contract management skills.

[1] www.thesteel.com/cz/ [2] www.muratorplus.pl/biznes/raporty-i-prognozy/

Get in touch with us to get advice on your running or future project. The journey starts from planning, and we are there to support and guide you through.
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