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Global E&C Rating Distribution
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(six notches)
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Global E&C Outlook Distribution

Source: S&P Global Ratings.
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U.S. Nonresidential Construction Spending Poised For Growth

Source: U.S. Bureau of Economic Analysis/FRED & S&P Global Ratings. Dashed line indicates S&P Global forecast.

– We expect consecutive 
years of mid-single-digit 
percentage growth.

– Bipartisan Infrastructure 
Law could benefit 
demand in 2023 onward.

– Key areas of growth include 
retail/e-commerce, 
healthcare, and certain 
manufacturing end 
markets.
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Bipartisan Infrastructure Law $1.1 Trillion Tailwind

Source: Federal Funds Information for States (FFIS) / https://www.whitehouse.gov/bipartisan-infrastructure-law/

– With enactment of Bipartisan 
Infrastructure Law, capital 
spending is slated to increase.

– Actual funding is not assured until 
appropriations bills pass, which 
has yet to happen for fiscal year 
2022. 

– Existing programs and 
transportation dominate funding, 
followed by environmental and 
broadband (focus on underserved 
and rural areas) programs.

– Funding to existing programs 
could be deployed more quickly. It 
is likely to take some time for new 
programs begin to take shape.

https://www.whitehouse.gov/bipartisan-infrastructure-law/
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Input Costs Continue To Increase

Source: U.S. Census Bureau. Largest weights: Electricity, gasoline/diesel fuel, plastic construction products, lumber, fabricated structural metal, crushed stone, concrete, asphalt. Excludes capital investment, labor, imports.

– We believe in many 
instances, rated contractors 
can contractually pass-
through increased costs to 
customers under contracts,
given trend toward 
reimbursable contracts.

– However, lags in passing on 
higher wages and raw 
material costs could 
pressure contractors’ 
profitability.

– Fixed-price contracts could 
see margin erosion 
compared to as bid margins.
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Tight Labor Market 

Source: Bureau of Labor Statistics (BLS) https://www.bls.gov/

– The unemployment rate fell 
to 3.8% from 4.0% in 
January.

– Of the 1.5 million workers 
who have left the labor force 
since February 2020, many 
are prime-age (25-54). 

– Tight labor supply and high 
turnover across the 
engineering & construction 
industry in 2021, which 
could continue in 2022.

– Wage and salary increases 
will likely continue in an 
inflationary environment.
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How Long Will Costs Exceed Bid Prices? 

Source: BLS https://www.bls.gov/ Associated General Contractors of America

– Time periods where year-
over-year change in Producer 
Price Index (PPI) for inputs to 
construction exceed the PPI 
for new construction.

– Similar mismatch between 
new-construction “bid price” 
indexes (office, industrial, new 
school, etc.).

– Material costs outpaced bid 
prices for 27 months (late 
2009 to 2012) and almost 24 
months (late 2016 to late 
2018).

– Current peak is two times 
higher than previous peak –
may take as long or longer to 
resolve.

Change In Material Costs Versus Bid Price Index For New Warehouses
(January 2006 - December 2021)



                                          

2022:

– U.S. contractors continued shift away from traditional fixed-price contracts, following several large cost-
overruns in previous years.

– Good demand from customers in many sectors and end markets, although projects from Bipartisan 
Infrastructure Law could take some time to materialize.

– Inflation and supply chain issues may temporarily weigh on operating performance in 2022 for some U.S. 
contractors.

– In general, we view the industry as fraught with operating risks, with the potential for significant swings in 
earnings and cash flow, and possible cost overruns or margin erosion on contracts.

– Stable rating outlook reflects growing project demand. Capital structures among a number of U.S. 
contractors provides some headroom at current rating levels if inflationary pressures temporarily weigh on 
earnings this year.

11

U.S. E&C Outlook
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Public Sector Infrastructure Projects Exposed 

Source: BLS / Associated General Contractors of America

– Across-the-board double-digit-percent 
price increases pressuring public sector 
project owners and contractors.

– Even December 2021 PPI increases for 
concrete products and flat glass (8.5%) 
are at or near historic highs.

– Familiar causes:

– COVID-19 production and delivery 
disruptions

– Labor shortages

– Uneven mix of products

– Tariffs

– Supply chain bottlenecks

– Public works/heavy construction 
projects particularly exposed to metals, 
concrete, oil and asphalt increases.

Price Increases For Construction Inputs
(Year-Over-Year Change in December PPI)



                                          

Typical Public Sector Project Financing Sources

Source: S&P Global Ratings
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Conclusions:

– Inflation in construction inputs will result in public and not-for-profit infrastructure owners seeing higher bids by 
contractors, larger contingencies allowance, wider cost escalation ranges for materials and a shift away from 
fixed-price contracts – with supply chain disruptions also contributing to delays and overall project cost 
escalation.

– Public sector sponsors often experience higher-than-budgeted project costs and face familiar, unappealing 
options (e.g., reduced project scopes, higher contributions from taxes, user fees, higher debt/leverage levels). In 
order to preserve and maximize federal dollars, public project sponsor may direct their near-term spending to 
smaller projects further along in the development process.

– Inflation spike arrives at an inopportune time as a historic level of federal investment in infrastructure is beginning 
to flow including reprogrammed dollars from the American Rescue Plan Act and $550 billion new money portion of 
the $1 trillion Bipartisan Infrastructure Law (BIL). Elevated and prolonged inflation levels will erode the federal 
investment in infrastructure.

S&P Global Ratings 14

Inflation Eroding Historic Public Sector Infrastructure Investment



                                          

Implications:

– A sluggish P3 pipeline and lowest bidder takes all approach has led to rising competitive pressure for Design-
Build (DB) contractors

– Several construction contractors have gone bankrupt (Carillion, Bondfield) 

– Other construction giants (AECOM, Skanska, Granite, Fluor Corp. and SNC-Lavalin Group Inc.) limited their 
involvement in certain P3s

– Credit quality of P3 projects has not been immune to downward rating pressures faced by DB contractors in the 
recent past

– Examples include Purple Line Transit Partners LLC and Bridging North America General Partnership (Gordie 
Howe)

S&P Global Ratings 15

Worsening Margins of E&C Players Weighs on P3s
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Travelers Infrastructure Study: Procurement Type

Source: Travelers, Travelers Infrastructure Study - A 17 Year Deep Dive into Heavy Civil Projects in North America
https://www.constructionbusine ssowne r.com/resources/inf rastructure- study-finds-inefficiencies-opportunities-de sign- build

– Travelers, the largest surety 
provider in North America, 
examined heavy civil 
projects undertaken in 
North America over a 17-
year period from 2004-2020. 

– There were 224 projects in 
total with an average 
contract value of $800 
million.

– Poor project performance 
more closely correlated with 
the DB procurement type 
than with the size of the 
project.
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Travelers Infrastructure Study: P3 Projects With Design Exposure

Source: Travelers, Travelers Infrastructure Study - A 17 Year Deep Dive into Heavy Civil Projects in North America 
https://www.constructionbusine ssowne r.com/resources/inf rastructure- study-finds-inefficiencies-opportunities-de sign- build

– 48.6% of DBFOM projects of a 
similar size failed to earn any profit 
for contractors performing the 
work.

– Contractors with design liability 
tend to see their profits fall 
significantly compared to those 
who share risk.

– Lower initial bid margins for larger 
projects indicates contractors have 
underestimated the costs and 
risks associated with DB heavy 
construction work.

– Underbillings (claims) create 
uncertainty for DB contractor and 
the owner.

– Nearly 50% of ongoing P3s are 
underbilled, with an average 
underbilling of $152 million.
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Travelers Infrastructure Study: Estimated Construction Costs

Source: Travelers, Travelers Infrastructure Study - A 17 Year Deep Dive into Heavy Civil Projects in North America 
https://www.constructiondive.com/ne ws/report- p3-megaprojects-often-lose-money-for-contractors/606480/

– Typically, P3 projects are bid at 
30% design advancement.

– This study reflects that margin 
deterioration is significant in 
projects with greater design risk.

– From P3 project’s credit quality 
perspective, it emphasizes the 
importance of: 

– Scrutinizing appropriate 
contingency and margins 
built in construction costs;

– Having a creditworthy 
construction contractor that 
can absorb cost escalations;

– Sufficiency of liability cap; 
and 

– In absence of creditworthy 
contractor, the need for 
appropriate liquidity to cover 
potential replacement 
premium. 



                                          

Conclusions:

– The private sector has been championing for a more collaborative effort and risk sharing for infrastructure delivery with 
rising complexity of large civil projects.

– Different procurement methods are evolving, such as Alliance contracting, Progressive design-build and Integrated 
Project Delivery to curtail excessive risk transfer to the construction contractor.

– Progressive approach has been gaining significant traction, however there is no uniform approach to this.

– One variant of Progressive approach is the Progressive Design Build contract, whereby the project entity could enter a 
less-than 100% fixed price, date-certain construction contract, which could potentially expose the entity to higher 
design, cost variation and scheduling risk. 

– From S&P Global Ratings’ perspective, this would require a closer look at the sufficiency of funding sources and 
liquidity to cover potential cost variations.

– We also believe the construction phase business assessment of such projects could be lower than projects with 
traditional EPC construction contract.

19

Evolving P3 Models Can Expose Projects to Greater Credit Risk



                                          

– Bureau of Labor Statistics: Producer Price Increase By Commodity

– Bureau of Labor Statistics:  Wages and salary and benefits in private industry

– State Policy Report Volume 40 Issue 3

– Federal Funds Information for States (FFIS)

– Nonresidential Construction Spending U.S. Census Bureau
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