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Construction market trends
U.S. construction unexpectedly rebounds in September due to increased nonresidential spending, but tighter monetary policy slowing demand.

Private residential output stagnant in September m-o-m (12.7% y-o-y); building permits up 1.4% m-o-m
(-3.2% y-o-y). Private non-residential output up 1% m-o-m (10.5% y-o-y) due to increased spending on
structures related to gas and oil well drilling. Architecture Billings Index (ABI) down to 51.7 in September
from 53.3 in August (>50, expansion).

China

The 3 month moving average y-o-y decline in floor space started reached -45% in September; floor
space sold down -22% y-o-y; road trasnsportation infrastructure up 2.5% year to date in September

Private non-residential output vs Architectural Billings Index (ABI)

Floor space started (3 month moving average, %, y-o-y)

Source: US Census, American Institute of Architects
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Leading indicators show Eurozone construction struggling as activity and new
orders weaken across segments.

Construction down -0.6% m-o-m in August (2.8% y-o-y); Buildings down -0.4% m-o-m (3.1% y-o-y);
Civil works down -1.4% m-o-m (0.7% y-o-y). The IHS Markit Eurozone Construction PMI declined for
the sixth straight month in October to 44.9 (< 50, contraction).
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Construction activity picking up.

Weighted average of eight core industries output up 7.9% y-o-y in September; production of steel up
6.7%, cement up 12.1% y-o-y.

Eurozone construction output vs PMI

Weighted average of eight core industries industrial production (%, y-o-y)

Source: Eurostat, TradingEconomics

Source: Ministry of Commerce & Industy, India
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China residential property remains under pressure; infrastructure supporting
overall sector.
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Technical trends:

Infrastructure investing will never be the same
August 1, 2022 – For full article, see Link

Traditionally staid and
stable, infrastructure
investing has been shaken
up by revolutions in energy,
mobility, and digitisation.
Here’s how investors can
stay ahead of the curve.
Infrastructure investing has
long offered investors the
best of both worlds: lowmaintenance investments
with predictable risk profiles
and strong, consistent
returns, even through
chaotic periods.
The past few months
have been turbulent,
with significant inflation,
increases in interest rates,
declining equity markets,
and a looming threat of
recession. This uncertain
panorama comes on
the heels of the deep
disruptions caused by the
COVID-19 pandemic. While
infrastructure investments
are seen as better able
than other investments to
withstand such pressures,
investors in the asset class
still have to deal with the
impact of structural shifts in
the economic environment.
Meanwhile, there are deeper,
more gradual ways in which
the asset class is changing—
and investors need to
change with it. Revolutions
in energy, mobility, and
digitisation are introducing
new dynamics to existing

infrastructure investments
that previously appeared
almost impervious to change.
At the same time, economic
and social transformations
are introducing new types of
investments that represent
opportunity for investors.
The infrastructure shakeup and the unpredictable
pace at which the energy
transition is unfolding
require investors to
scrutinise their existing
portfolios and ensure
that assets are correctly
rated for risk/return. Some
investments viewed as lowrisk, low-return “super core”
assets may carry more risk
than is currently understood,
particularly as entire fuel
sources and related assets
are phased out of the
economy. On the other
hand, maturing network
technology, combined with
large-scale social changes
such as the acceptance of
remote working, have moved
some digital assets down
the risk spectrum. Investors
need to understand which
categories assets belong
to today and adjust their
portfolios accordingly.
Exposure to new types
of infrastructure assets
demands that investors
manage higher levels of
risk. Many next-generation
investments are selfevident, such as electric

vehicle (EV) charging
networks, battery storage,
hydrogen distribution, and
smart motorway and rail
technology, 5G telecom
networks, and data centres.
These assets offer many
of the characteristics that
infrastructure investors look
for: real assets, protected
market positions, and the
potential to generate stable
cash yields. However, to get
exposure to these new asset
classes, investors will have to
accept a period of significant
investment and negative
cash flow, along with
development, technology,
and commercial risks.
Benefiting from emerging
opportunities calls for more
active investing. It can be
hard to come by alternativeenergy infrastructure deals
that meet even the modest
$200 million minimum ticket
size for many investors.
The few that do are often
exorbitantly priced, with
EBITDA multiples reaching
the mid-20s in some cases.
To participate in the energy
transition, investors will
need to source deals more
creatively and be willing
to build businesses. For
decades, returns from
infrastructure investing have
been more stable than those
in both public- and private
equity markets and have
provided a comforting record
of success. But hidden

[1]“The net-zero transition: What it would cost, what it could bring,” McKinsey Global Institute, January 2022.
[2] In 2021, infrastructure and natural resources set all-time highs for fundraising, AUM, and deal volume. For more, see “McKinsey’s
Private Markets Annual Review,” McKinsey, March 24, 2022.
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within the steady graph
lines are pockets of value
destruction that should
serve as a warning against
complacency. By being aware
of the factors causing the
sea change in infrastructure,
and knowing what pivots to
make in response, investors
can best prepare for the
future.
The infrastructure shakeup requires investors to
scrutinise assets’ risk/
return profile
Traditional risk-based
classifications are being
challenged by fundamental
drivers led by the energy
transition, including
sustainability targets,
electric mobility, and
digitisation. These forces
mean that investors should
assess the risk/return
profile of specific assets and
potentially recategorise them
to account for new sources
of both risk and growth.
Infrastructure’s traditional
taxonomy
As the infrastructure
investment sector matured
over the last few decades,
the asset class branched into
funds in three categories:
super core, core, and coreplus.
Super-core investments are
the lowest risk and lowest
return. Traditionally, super
core has included assets
such as regulated utilities—
which have regulated tariffs
and little volume variation—
and availability-based publicprivate partnership projects.
Core investments are
relatively low risk and low
return. Traditional assets in
this category have included
non-regulated oil pipelines
and demand-risk transport-
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related assets such as
toll roads, highways, and
airports. Some assets that
were of little interest to
infrastructure investors a
few years back, such as fibreoptic technology and telecom
towers, are now considered
core infrastructure.
Core-plus investments
carry more risks and can
offer returns approaching
those of private-equity
investments, at 15 per cent
or more. Such assets mimic
the characteristics of classic
infrastructure investments
(see, “What is a classic
infrastructure investment?”)
but are not universally
considered part of the asset
class. Fish transport, holiday
villages, and crematoria
are examples of core-plus
assets.
What is a classic
infrastructure investment?
Historically, infrastructure
investors have looked for
investments that have the
following attributes:
• are real, capex-intensive
assets (something
you can touch; that is
anchored in the ground)
• are essential services (such
as energy provision or
transport infrastructure)
• offer steady and stable
returns (and are not
exposed to volatile
commodity price markets
or demand uncertainties)
• are downside protected
(meaning they will
perform well irrespective
of the economic cycle)
• provide cash yields
(something that is
operational, profitable,
and has sufficient cash
flow to pay back to the
shareholders) driven by
high EBITDA margins that
provide risk protection,

a cushion for up-front
capital expenditures, and
higher leverage
• have barriers to entry,
either via a regulated
monopoly or long-term
contracts
• are typically within energy
(such as electricity or
power distribution,
oil pipelines and
storage terminals, and
renewables with powerpurchase agreements);
telecom (such as mobile
towers, fiber, and data
centers); transport
(including seaports,
airports, roads, and rail);
and certain healthcare
and education assets
Reassessing risk and
return
In the past, individual
assets sometimes moved
up or down the risk/return
spectrum. But with changes
in energy, mobility, and
digitisation, more assets
need to be reassessed:
assets that have long
dwelled squarely within an
asset subcategory may need
to move to a different bucket
today, and there may be big
shifts from super core all the
way to core-plus. Dramatic
reshuffling is occurring
because assets that were
once seen as immutably
stable, such as gas pipelines,
are now exposed to
significant energy transition
risk.
Examples of recent asset
subclass migrations include
the following:
• Gas networks carrying
methane hydrocarbons,
which in a net-zero
transition would
potentially need to
be phased out in
regions where gas is

*Views expressed in this article are those of the authors and do not necessarily represent the views of constructsteel and worldsteel

substituted for lowcarbon alternatives:
While hydrogen can
utilise some of these
assets, the general view
is that gas distribution
will be required less, and
that additional money
will need to be spent to
repurpose the networks.
These risks mean that
gas distribution is moving
from super core to core
or even core-plus.
• Motorway service areas
(MSAs) that distribute fuel
for internal-combustion
engines (ICEs): As the
number of EVs increase,
fuel consumption for
ICEs will likely decrease,
but the greater need
for EV charging stations
presents a significant
business opportunity
for MSAs. This potential
demand means that MSAs
could move from coreplus to core.
• Digital infrastructure
assets (such as mobile
towers and fibre
networks) that have
moved down the risk
spectrum as network
communications
technology matures:
Digital assets now show

returns that have moved
them all the way from the
core-plus to the super-core
range.
• Power networks, which
typically have a regulated
return and stable revenues,
are seen as super core:
However, growing
investment demands create
deployment and regulatory
risks that need to be taken
into account
A new era demands that
investors change their
approach
Investors should be aware of
a broader sea change in the
risk/return profile across the
whole asset class. Investors
have become accustomed
to thinking of infrastructure
as a haven. A record of
steady returns relative to
most other alternative asset
classes (Exhibit 1), as well as
a reputation as an asset class
that can offer a hedge against
economic downturns, enabled
infrastructure funds in 2021
to raise close to $130 billion,
around 55 percent more than
in 2016. Exhibit 1
However, today there are
relatively few assets that

promise the steady returns
that infrastructure investors
became accustomed to in
recent decades, leading
investors to lower their
expectations for future
returns (Exhibit 2).
Moreover, infrastructure
contains pockets of value
destruction—most notably,
downturns in telecom- and
transport-related assets
caused by the onset of the
pandemic—that need to be
managed wisely (Exhibit 3).
Investors should adopt
a new approach to
underwriting
To manage the new dynamics
introduced by the energy
transition and other structural
changes, investors need to
move beyond the historical
underwriting approach that
focused almost exclusively
on relatively static technical
assessments and financial
models. Today, other factors
need to be layered on for a
full-picture understanding.
MSAs, for example, were
traditionally evaluated based
on traffic projections. While
traffic is still important,
the impact of EV charging
means investors now need
to understand factors
including EV penetration,
battery evolution, charging
technology, and grid capacity.
Likewise, utilities’ diligence
has moved beyond technical
and regulatory assessments
to complex modeling of
the impact of the energy
transition (for example, how
hydrogen could be a potential
replacement for pipelines that
currently carry natural gas).
These changes require deal
teams to have a different set
of skills and capabilities (or a
set of experts that can apply
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its skills during diligence),
as well as a more proactive
approach to developing an
investment case.
Investors can use best-inclass asset management
and technology to deliver
superior returns
The days of sitting back and
enjoying predictable, longterm yields have waned.
The changing environment
means that investors need
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to be more proactive about
asset management, revisiting
the risk/return dynamics of
key asset classes to ensure
that they have a current
understanding of value
drivers and trends.
Large investors should
recognise that there have
been enough developments
over the past two years
to trigger a complete
reassessment of their

portfolios and a fresh set of
priority investment themes
and theses. The speed and
uncertainty of the energy
transition, for example, can
mean that several critical
assumptions underpinning
an investment (such as
EV penetration) move in
unpredictable directions
and at unforeseen speed.
Appropriate and timely
interventions may be
required to preserve value.
Investors need to actively
manage a complex menu of
strategic, operational, and
digital initiatives to ensure
that assets deliver according
to the management plan.
Smaller investors with a
minority stake also need to
be cognisant of, and respond
suitably to, changing risk/
return equations. In some
cases, that could include
exiting assets if they lack
sufficient leverage over
management to enforce
a strategic shift, or if the
new risk/return profile no
longer matches their ingoing
assessment.
Investors also need to use
operational and digital
levers to create buffers
for inevitable downturns,
and to correct course
when fundamentals shift.
McKinsey’s experience
suggests that investors can
use digital interventions
and analytics to achieve
improvements in a range
of situations including
reducing airport congestion,
enhancing predictive
maintenance, reducing
procurement spending,
reducing hospital waiting
times, and improving telecom
network performance,
among others.

Benefiting from emerging
opportunities calls for more
active investing
Strong fundraising is likely
to increase competition
for assets. At the same
time, fundraising is more
concentrated, which means
minimum equity investments
need to be large. These
concentrated funds are
increasingly vying with one
another to raise larger funds
and maximise the size of
assets under management
(Exhibit 4). The upshot is
intense competition for
suitable infrastructure
targets—in a higher interest
rate environment.
Exhibit 4
The energy transition is a
prime example of a largescale opportunity that could
potentially be a recipient
of these funds. The global
economy needs an estimated
$9.2 trillion in annual average
investment in physical assets
to achieve net-zero emissions
by 2050.[1] Yet this sector
is growing fast from a small
base, and there are still few
investable targets at scale.
Investors can look for deals
in niche markets, through
integrations and carve outs
Investors who want to
participate in the energy
transition could get left behind
if they sit back and wait for
competition to die down,
climate tech developers to
scale, or emerging markets
to mature. Instead, they can
consider more active investing
styles that put them in the
driver’s seat.
One approach to sourcing
proprietary deals is though
detailed insights into niche
markets versus reactive
responses to competitive
processes. For example, some
investors in energy services
have developed a proprietary

view on creating value by
scaling up and consolidating
national champions in the
nascent energy services
space, helping them
emerge successful in highly
competitive auction processes
for scarce assets in the sector.
Employing roll-up and bolt-on
strategies can be critical to
scaling up smaller investments
in segments in which larger
companies simply do not exist.
In some cases, investors may
set up their own management
teams and build businesses
from scratch. For example,
a consortium of pension
funds established a platform
for project investments in
renewable-generation assets.
The platform now comprises
more than 150 projects
across the world with a total
generating capacity of more
than three gigawatts.
Building relationships with
utilities to go after carve-out
opportunities can be a way
to build scale quickly in many
areas where credible at-scale
investments are hard to find.
In addition, some funds are
setting up separate funds
with a different investment
profile (typically, higher risk
and smaller ticket size) to go
after the energy transition
opportunity in its early stages.
The intention is eventually to

migrate these assets to their
infrastructure funds when
they mature, or to sell them to
other infrastructure funds.
There are, of course,
opportunities outside of
the energy transition. For
example, several investors
have recently bought largescale telecommunications
companies to get access to
fiber and towers, and have
proceeded to scale these
acquisitions or integrations.
Strong evidence suggests
that despite pressures from
the flood of capital and the
potential consequences of
a widely feared recession,
infrastructure remains
an attractive long-term
investment avenue for
institutional investors.[2] To
stay in the race, investors will
need to push the boundaries
of investable assets, while also
adhering to the investment
objectives underlying
infrastructure as an asset
class—and of their limited
partners.
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Construction steel news headlines
construction market and
regulations
Europe: UK construction
companies saw a modest
increase in business
activity during September,
representing a return to
growth after two months of
falling output. But optimism
for future prospects dropped
to its lowest level for two years
as the prospects of higher
interest rates and a downturn
in the wider UK economy
cast a cloud on construction.
The S&P Global/CIPS UK
Construction Purchasing
Managers’ Index hit 52.3
in September from 49.2 in
August – above the crucial 50
no-change mark for the first
time since June. Link
Europe: Spanish plans
to renew infrastructure
hamstrung by 33% surge in
construction costs. Spanish
contractors have failed to
make any bids in some 1,455
tenders for public-sector
building schemes this year. In
2021, the number of no-bids
was around 500. Companies
had turned their back on
building work worth €653m
after deciding that they would
not be able to make a profit
from their involvement. Link
North America: As the Biden
administration continues to
release more funds from the
$1.2-trillion Infrastructure
Investment and Jobs Act
(IIJA), top officials also are
putting a spotlight on finding
ways to step up the pace for
IIJA projects’ delivery, from
planning and permitting
through engineering and
construction. The White
House held an Accelerating

Infrastructure Summit,
bringing together state, local
and federal officials, along with
representatives from industry
groups and organised labour
to delve into strategies for
shaving project-delivery times.
Link
North America: Florida will
need at least $33 billion in
federal support to recover
from Hurricane Ian. Under the
plan, the U.S. Army Corps of
Engineers would gain more
than one-third of the funding,
with $12 billion allocated for
storm-related damage repair
and rehabilitation work, as
well as the construction of
authorised coastal storm
risk management and
shoreline protection, flood
control and ecosystem
restoration projects. Nearly
$400 million would augment
existing programs to reduce
flood risks; improve water
management flexibility to
increase coastal resilience; and
operations and maintenance
for dredging and navigation
projects affected by Hurricane
Ian, as well as storm-related
operating expenses. Link
North America: US rail
freight company BNSF is
set to invest over $1.5bn in
the construction of a rail
hub in southern California’s
Mojave Desert. The Barstow
International Gateway will be
located on a 1,800ha site to
the west of the town of the
same name in San Bernardino
County. It will contain a rail
yard, an intermodal facility and
warehouses for moving freight
from international to domestic
containers. Link
Asia: A total of 299 new
projects of expressways

and national and provincial
highways were kicked off in
China in the first nine months
of the year, with a length of
9,645 km. The total investment
of these projects hit 882.6
billion yuan (about 123 billion
U.S. dollars). In September
alone, 34 new major road
projects were initiated, adding
that their total investment
reached 385.3 billion yuan,
skyrocketing about 277% from
a month ago. Link
Middle East/Africa: The
Middle East and Africa was
the only region in the world
to record an increase in hotel
pipeline activity at the end
of the third quarter. The
region’s total hotel rooms
under contract rose about
2% in September compared
with the same month last
year, to 243,613. Saudi Arabia
and the UAE led the region’s
construction activity with
39,070 and 32,373 hotel
rooms, respectively. Link
Asia: Prices in 100 cities in
China dropped for the fourth
straight month in October,
falling 0.01% month-on-month
after a decline of 0.02% in
September. Property sales
by floor area in 100 cities fell
about 20% year-on-year in
October. Link
Asia: In the wake of
deteriorating air quality,
the Indian capital Delhi has
prohibited construction and
demolition activities. Air
quality index (AQI) was 415 in
Delhi– more than eight times
the “good” level, according to
the Central Pollution Control
Board. Link
Middle East: Saudi Arabia’s
mega projects helped fuel

SR94.5 billion ($25.15 billion)
in contracts being awarded
in the first half of 2022. This
represented an 88% yearon-year rise. The total value
of projects awarded during
the second quarter reached
SR48.6 billion, while in the first
quarter it stood at SR46 billion.
The awarding of contracts by
Saudi Aramco as part of its
oil field developments in the
Eastern Province, and the Neom
Green Hydrogen Company’s
construction of facilities at
Neom accounted for all the
contracts during the second
quarter. Link

Building materials &
construction technologies
Europe: Bauer AG is reported
to have acquired all of the
shares in the construction data
management platform, fielddata.
io GmbH. A cooperation
agreement is said to have
existed between fielddata.io
and Bauer since 2019 in order to
jointly develop digital foundation
engineering solutions with the
combined know-how of their
employees. Link
Europe: Holcim has invested in
COBOD International, a global
leader in 3D construction
printing, to advance world-class
3D printing materials, robotics,
and automation together.
Building on its collaboration
with COBOD since 2019, this
investment will further leverage
Holcim’s innovative range of
proprietary ink TectorPrint,
tailored for 3D printing. Link
Europe: DroneDeploy, a cloud
platform that allows contractors
and other customers to manage
the data generated by their
drones and other reality-capture
tools will acquire StructionSite, a
major provider of ground-based
reality capture. DroneDeploy
has customers in 190 countries
that have captured more than

300 million acres and 1.7 million
sites mapped to date from a
total of 7.9 million drones, small
planes and other types of aerial
vehicles. Link
North America: In USA
construction wages rose 5.5%
over 12 months as of September,
the fastest growth in about
40 years. Material prices also
remained elevated, with inputs
to construction up 16.3% yearover-year in September. Link
Europe: Five EU countries –
Denmark, Finland, France, the
Netherlands and Sweden – have
passed laws to regulate wholelife carbon emissions from
buildings, but the EU is hesitant
to follow suit, instead proposing
measuring emissions associated
with building materials. As part
of the updated directive, the
European Commission proposed
keeping track of emissions in
the sector, calculating the lifecycle global warming potential
of new buildings via Energy
Performance Certificates. For
new buildings larger than 2,000
square meters, the obligation
would apply as of 1 January
2027, with other facilities
following on 1 January 2030. Link

construction sector players
Europe: Dutch consultancy
group Arcadis has completed
an acquisition of Toronto-based
IBI Group. IBI is a technologydriven design firm with global
architecture, engineering,
planning, and technology
expertise spanning more than
60 offices and over 3,500
employees around the world.
Arcadis and IBI agreed on the allcash offer of C$19.50 per share
back in July; the proposal valued
IBI at C$873 million. Link
Europe: Third-quarter order
bookings in Swedish Skanska’s

construction arm rose by 50%
from a year earlier and by 17.4%
versus the second quarter
to 43.8 Bn Swedish crowns
adjusted for currency effects.
Skanska said the building
segment outlook is slightly
more cautious due to cost
inflation and higher interest
rates as these factors have also
weakened consumer confidence,
hurting the housing market. Link
Europe: French construction
firm VINCI saw revenue up 26%
(up 12% like-for-like) for the first
nine months – international
revenue up almost 50%. The
concessions segment continued
recovery in passenger numbers
at VINCI Airports. VINCI
Autoroutes traffic above prepandemic levels. VINCI Energies,
Cobra IS and VINCI Construction
all reported firm business and
order intake momentum. Link
America: Mexico’s CEMEX third
quarter net sales grew 13%.
Pricing was the main driver
with cement, ready-mix and
aggregates increasing double
digits. US and EMEA regions with
double-digit and high single-digit
EBITDA growth, respectively.
Year-to-date pricing more than
covering input-cost inflation
in dollar terms but is not yet
sufficient for margin recovery.
Link
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