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Global construction set for an upward cycle

An international company that we have introduced into our global portfolios has seen an acceleration
in their construction activity. Is the global construction market ready for a positive reset? Based on
their results we look at the sector and what could influence a new growth phase over the next few years.
Research suggests that the global construction market is set to become a $20 trillion industry by 2027.

VINCI, a French company with a
global footprint, reported results

two weeks ago. We first wrote
| about the company a few months
ago — refer to the 1st March issue of
Intuition if you would like to refresh
your memory.

One of their major divisions is
VINCI  Construction — which
focuses on large construction and
infrastructure projects. During the
presentation they referred to an acceleration of new orders
in the first half of 2024. A continuation of this trend bodes
well for VINCI’s revenue and profit in years to come as
projects are completed. The chart below breaks down the
orders by business segment. (The energy segment and
the standalone energy component, Cobra IS, also have
construction associated with some of the projects.

VINCI: NEW ORDER INTAKE
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VINCI’s new order intake has grown by 14% over the same
period last year, underpinning its future revenues.

Vinci’s update made me wonder about the state of the global
construction industry. Below is a summarised conclusion of
my investigation.

SPEED READ
VINCI Construction has seen an acceleration
in its new order book over the past two years,
which underpinned revenue, cashflow and
consequently, dividends to investors when they
reported their H1 2024 earnings last month.
The global construction market is expected to
deliver 6% compound annual growth over the
next few years, driven in part by secular trends.
Slower inflation, reduced input costs and
potential interest rate cuts bode well for the
industry.
Artificial Intelligence trends and ESG factors
(now that we really understand what it is
all about) will have a positive impact on the
industry.

o The global construction market is expected to have
reached $15.5 trillion in 2023, which implies growth of
6.9% over 2022.

o Whilst growth of almost 7% in 2023 is impressive, it is
worth digging a little deeper to understand the source of
this growth. According to real GDP data, it is important
to note that much of the topline growth in construction
was more likely being driven by price inflation rather
than an increase in the volume of work. In addition to
grappling with ongoing inflation, the industry is facing
volatility in material prices and increasing labour costs.
Another significant challenge is the ongoing shortage
of skilled labour, which continues to impact the sector.
Moreover, high interest rates and tighter lending
standards are also impacting construction activity.

However, looking into 2024, there is expected to be a
large boost to construction associated with manufacturing,
transportationinfrastructure, and clean energy infrastructure,
as funding from three key pieces of US legislation passed
in 2021 and 2022 - the Infrastructure Investment and Jobs
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Act (IIJA), the Inflation Reduction Act (IRA), and the
Creating Helpful Incentives to Produce Semiconductors
(CHIPS) Act - are expected to flow into the industry. As
such, construction confidence remains high, with the
Association of Builders and Contractors (ABC) identifying
expectations for an increase in profit margins and staffing
levels, particularly in the first half of 2024, but which is
nonetheless expected to continue for several years.

Based on research and analysis from various sources, it is
estimated that the construction market could reach almost
$20 trillion in 2027 — which implies growth of more than
6% per annum.

In addition to balancing sustainability with efficiency,
the increasing occurrence of severe weather events
such as hurricanes, floods, and wildfires have raised the
focus on resilient design. With such new demands on
both sustainability and resilience, the industry is poised
to take advantage of an increase in the development of
advanced and emerging materials such as self-healing
or high-performance eco-friendly concrete, electrical
steel, graphene, and carbon fibre composites. Many
old buildings will not be fit for purpose in a more
environmentally sensitive future, which requires either
demolition and rebuilding, or extensive refurbishment.
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The global construction market is set to reach S20 trillion by 2027 — which implies a compound annual growth rate of more than 6%.”

There are numerous drivers behind this forecast growth, but
the key influences can be summarised as follows:

1. Sustainability. When the ESG buzzword first hit financial
markets a few years ago, there was a mad scramble to
figure out what ESG meant. Numerous ESG exchange
traded funds were established to try and capitalise on this
new fad. Now that the dust has settled and the ‘green”
has emerged, there is more clarity as to what ESG really
means and how investors can benefit therefrom.

For example, the International Energy Agency (IEA)
states that buildings account for 30% of global energy
consumption and 26% of global energy-related emissions.
In its “Net Zero Emissions by 2050 Scenario, the IEA
requires all new buildings and 20% of existing structures
to be zero-carbon-ready by 2030.

2. The unfolding economic cycle. After two years of high
interest rates and high inflation, all indications are that a
global rate cutting cycle is imminent. Broader economics,
monetary policy, and overall market uncertainty have had
varied impacts across different segments, but broadly
residential construction has lagged worldwide due to
higher interest rates. Non-residential construction has
held up better, and this should continue, driven by various
secular trends.

3. Secular trends driving global construction include
the emergence of Al, which is driving demand for
data centres and associated infrastructure. We have
commented before on the impact that Al is having on
creaking electricity infrastructure, resulting in significant
demand for additional and strengthened grid capacity
across many developed countries. We are all too aware
of failing infrastructure in SA, but a lack of maintenance
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and investment in key infrastructure is popping up across
developed countries as well — Thames Water in the UK
being a prime example. The IIJA Act (passed in November
2021, see above) authorised spending of $1.2 trillion
for transportation and related infrastructure, of which
$550 billion was for new
investment. The balance was
earmarked for rehabilitation.
The last time that the US
released data on the condition
of its road network was in
2020, when it noted that 30%
of the nation’s roads were in
an unsatisfactory condition.
So far, only $70 billion has
been spent, indicating some
of the potential in the US market alone over the next few
years. But the problem is not limited to the US. It applies
to many western countries.

4. The impact of digitalization and generative Al
Although construction companies have adopted digital
technologies for some time, through the rise of generative
Al and other disruptive technologies these companies
are now poised to realise improvements in project
design, cost controls, site inspections, safety and quality
assurance. The aim will be efficiency improvements to
mitigate other pressures such as rising labour costs and
supply chain challenges. Emerging Al technologies
and their applications can improve profit margins,
foster stronger partnerships, help relationships between
different stakeholders and functional departments, and
improve integrated project delivery through transparent
and trusted data-sharing.

5. New work and workforce norms. Since Covid,
construction companies have faced a significant labour
gap. More than 68% of construction firms surveyed are

“Companies indicated that labour
workaround strategies include firstly
embracing the “gig economy” where
staff can work as contract employees

for multiple employers rather than

committing to a single employer. ”

struggling to fill open positions. To meet the incoming
demand for work, 70% of surveyed firms expect to
increase headcount in the next year. The rise of remote
work and greater career flexibility have contributed
to retention issues. Furthermore, over one-fifth of
construction workers are older
than 55 years of age and often
represent the most skilled
workers on a job site. In hiring,
firms struggle to find younger
workers ~ with  comparable
skills. Companies indicated that
labour workaround strategies
include firstly embracing the
“gig economy” where staff can
work as contract employees for
multiple employers rather than committing to a single
employer. Secondly, substantial investment (more than
$1.5 billion) has been earmarked for upskilling and cross
skilling programs. The net effect of this trend is that
capacity across the construction industry is far lower
than in the past. That is allowing larger, more robust
competitors to tender for work at better margins.

Whilst there is no doubt that deteriorating growth is cause
for concern, many of the drivers for the construction industry
are secular in nature and driven by need and environmental
demands rather than speculative demand. This points to a
more stable outlook rather than the boom/bust cycles that
have occurred before. Even in SA, the GNU’s desire to
“turn SA into a construction site”” bodes well for the sector,
as we focus on infrastructure renewal. That in turn will
drive higher private sector construction activity, hopefully
the start of a virtuous cycle. So, while the near-term outlook
may remain challenging, opportunities abound both locally
and abroad. We believe companies such as Caterpillar,
Ashtead, Deere & Co, Afrimat, and Raubex, (amongst
others) should deliver solid earnings and dividend growth.

Caterpillar, the big construction machinary firm, is set to benefit from the construction revival.
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Topic: TBC

Natal Midlands

Date: 12 September, 2024
Our next seminar will be held in September. The topic will Venue: Christ Chur(.:.h Howick, 23 Mare
be advertised in due course. Street, Howick

Morning Time: 10am for 10.30am

Evening Time: 5.30pm for 6pm

Johannesburg
Date: 10 September, 2024
Venue: Rosebank Union Church, Cnr
Winne Mandela Drive and St
n Harvard House is on Facebook Andrews Road, Hurlingham
Time: 7am for 7.30am
° Harvard House is on YouTube
Cape Town
Date: n/a
CO NTACT D ETAI LS' Venue: SSISA Conference Centre, Bound-
For more information on the range of products and services grg I;Ioad, Newlands, Classroom 1,
offered by Harvard House Investment Management and its _ rd Floor
associated companies (including Harvard House, Chartered Time: 7.30am
Accountants), or for any financial advice, please contact Venue: ABRU Motor Studio, Lourensford
the Company at: Wine Estate, Somerset West
Time: 5.30pm for 6pm
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The information contained in this newsletter comes from sources believed to be reliable, but Harvard House Investment Management (Pty)
Ltd, Harvard House Financial Services Trust, Harvard House Insurance Brokers and Harvard House, Chartered Accountants (collectively known
as the Harvard House Group), do not warrant its completeness or accuracy. Opinions, estimates and assumptions constitute our judgment as
of the date hereof and are subject to change without notice. Past performance is not indicative of future results. This material is not intended
as an offer or solicitation for the purchase or sale of any financial instrument. Any investor who wishes to invest with the Company should
seek additional advice from an authorized representative of the firm. The Company accepts no liability whatsoever for any loss or damages
whatsoever and howsoever incurred, or suffered, resulting, or arising, from the use of this newsletter. The contents of this newsletter does not
constitute advice as contemplated in the Financial Advisory and Intermediary Services Act (FAIS) of 2002.

The Harvard House unit trusts are registered under the Boutique Collective Investments. Custodian: Standard Executors & Trustees: Tel (021)
007-1500. Collective Investments are generally medium to long term investments. The value of participating interests may go down as well as
up and past performance is not necessarily a guide to the future. Collective Investments are traded at ruling prices and can engage in script
lending. Forward pricing is used. Commission and incentives may be paid and if so, are included in the overall cost. This fund may be closed
to new investors. Collective Investment prices are calculated on a Net Asset Value basis and auditor’s fees, bank charges, trustee and RSC
levies are levied against the portfolio. The portfolio manager may borrow up to 10% of portfolio NAV to bridge insufficient liquidity. Boutique
Collective Investments (RF) Pty Ltd (“BCI”) retains full legal responsibility for the third party named portfolio. Boutique Collective Investments
is a member of ASISA and is an authorised Financial Services Provider. Should you have any further queries or complaints regarding the suite
of units trusts offered by The Harvard House Group please contact: Boutique Collective Investments Call Centre, Tel: (021) 007-1500, Email:
clientservices@bcis.co.za. For your information, the FAIS ombudsman provides an independent and objective advisory service. Should you not
be satisfied with the outcome of a complaint handled by Boutique Collective Investments, please write to, The Ombudsman, PO Box 74571,
Lynnwoodridge, 0040. Telephone (012) 470 9080/99. Fax (012) 348 3447. Email: info@faisombud.co.za

Performance figures quoted for the portfolio is from Morningstar, as at the date of this document for a lump sum investment, using NAV-NAV
with income reinvested and do not take any upfront manager’s charge into account. Income distributions are declared on the ex-dividend date.
Actual investment performance will differ based on the initial fees charge applicable, the actual investment date, the date of reinvestment
and dividend withholding tax. Performance fees do not apply to any funds managed by Harvard House. The manager does not provide any
guarantee either with respect to the capital or return of the portfolio. A schedule of fees, charges, and maximum commissions are available
on request from the manager.

Harvard House Investment Management (Pty) Ltd*, Licence no: 675 Harvard House Insurance Brokers*, License no. 44138

Harvard House Financial Services Trust*, Licence no: 7758 * Authorised financial service providers in terms of FAIS (2002)




