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Over the past two years, both advanced economies and developing ones have seen commodity

prices increase, with oil prices jumping 77% (January 2022) from December 2020-levels and

skyrocketing transportation costs. Supply chain pressures and increasing demand are common

to both economies. But that is where the comparison ends since the primary factors spurring

inflationary pressures are not the same across the two economies.

For one, economic recovery has been faster in advanced countries, with governments

spending trillions in stimulus packages to overcome the Covid-19 impact. As faster and

sustained economic revival gets underway in advanced economies, it is also leading to higher

consumer demand, further driving prices upward. As a result, developed economies risk

overheating and low-income countries much less so. On the other hand, the population-

weighted developing economies were seeing falling per capita incomes even before the

pandemic. Most developing countries had to make do with limited Covid-19 response funds,

and their poorest households spent the largest share of their resources on food. Hence, these

low-income countries were hit hard by food price inflations.

Since December 2021, consumer inflation has accelerated across global markets, accentuated

by a surge in food and energy prices. Russia’s decision to order its troops into Ukraine in late

February 2022 has only worsened matters.

Country Inflation Sectors impacted 

7.9% (February 2022) Gas, groceries, rentals, auto prices, food 

6.7% (March 2022) Food, household goods 

7.3% (March 2022) Household energy, motor fuels 

3.5% (December 2021) Staples, petrol, rentals 

13% (January 2022) Food, fuel 

Supply constraints and resultant inflation in Europe

Limitations of the markets to supply new stocks coupled with strong demand momentum

played a crucial role in driving inflation in the 19-member Euro currency area between

January and September 2021. The producer price in this area jumped nearly 10

percentage points over pre-Covid-19 levels. As much as 50% of the rise in the

prices of manufactured goods in these countries was driven by supply shocks.
The rest of it is attributable to increased demand and spending. Core consumer prices, on the

other hand, were less impacted by supply constraints during the same period, rising by no

more than 0.5 percentage points.

Covid restrictions such as lockdowns contributed up to two-fifths of the supply issues in global

manufacturing, and the Euro currency states are no exception. However, factors that are

going to persistently constrain supply chain processes, more than any pandemic-induced

shutdown, are lack of skilled workers and Europe’s aging post-war transportation

infrastructure. All things considered, supply disruptions could last for longer, possibly into

2023, and its strong tremors are going to be felt across sectors ranging from energy and

logistics to packaging and construction.



Oil prices were recovering in 2021, but Russia’s military offensive in Ukraine has propelled

prices up more than 50% this year. Worldwide energy demand was projected to return this

year to pre-pandemic levels of around 100 million barrels a day, but the war in Ukraine has

dampened expectations. Some traders are staying away from new purchases of discounted

Russian oil and gas (“self-sanctioning”) fearing sanctions and the fogginess around some spot

deals. Sure enough, relatively higher prices benefit those holding oil company shares and help

oil producers pay back debts.

At prices of US$65-80 a barrel, the oil sector stands to profit comfortably, and companies can

experience a gush of cashflows. The West Texas Intermediate (WTI) crude spot prices traded

at US$68.2/barrel in 2021. This year started with a high price per barrel of US$76 and supplies

were tight. A combination of factors such as Russia’s invasion of Ukraine, strong demand, and

weak supply skyrocketed WTI barrel prices to US$113 in March 2022. In early March 2022, the

US imposed an immediate ban on Russian oil and other energy imports. As a result of this ban

and reduced stock levels, WTI prices are expected to touch US$112 per barrel by Q2, 2022.

The US$100-per-barrel mark is a tipping point, and when prices push past this, there is good

reason for everyone to worry. High prices mean extra inflation, and, as these start to deplete

disposable incomes faster, consumers at pumps feel the pinch and decide to cut back fuel

consumption. Prices of Canadian select heavy crude touched US$102.57 (March 4, 2022), the

highest since 2008. The “sticker shock” of CAD1.61 per liter (March 4, 2022) at Canadian

pumps is triggering a negative response from drivers. Trimming the 13-cent-a-liter gasoline

tax might lighten the load on retail customers a little.

Not everything is under control at the producer end either. Oil companies are struggling with

higher prices of steel, labor, fracking sand, and ironically, fuel. This includes diesel for trucks

and natural gas used to dilute semi-solid petroleum. Since Q3, 2020, oil producers in the

Permian Basin witnessed their fuel, cement, steel casings, directional drilling services, and

equipment rentals costs going up by more than 90%, 40%, 40%, 30%, and 15% respectively. The

industry is severely hamstrung by a shortage of rigs, equipment, and other materials. Trucking

and sand mining activities are beset by labor shortages.

Energy 
From pandemic lows through recovery to supply 

uncertainties amid war 

US: Dipping into all-important oil reserve

On March 21, 2022, the US announced it was planning to release a record 1 million barrels of

oil every single day from its Strategic Petroleum Reserve (SPR) to stem the surge in oil prices

and contain inflation overall. Just ahead of this move, US crude futures slid to US$102.84,

losing 4.7%. The emergency release of oil from the SPR amounts to just 1% of the global daily

production and 5% of the US consumption, but it might suffice as a temporary fix.

Why oil producers shy away from ramping up production

As many as 4,372 “drilled but uncompleted wells” (DUCs) dot America’s oil exploration

landscape, and companies are reportedly sitting on idled wells on up to 12 million acres of

federal land. President Joe Biden called on Congress to make companies pay fees on non-

producing oil wells that have not been used for years together. Despite the threat of financial

penalties, oil companies are not going to produce more for their own reasons. The capital

expenditure (Capex) on drilling, especially in these inflationary times, could potentially dilute

their capital efficiency and mute dividend yields for shareholders. Moreover, factoring in all

the supply and labor shortages, previously discussed, it would easily take oil producers 18

months to augment production beyond current estimates. Besides, environmental, social, and

governance concerns could come in the way of carbon asset explorations in America.



Soaring energy prices in Europe

On the other side of the Atlantic, Brent crude oil spot prices traded at US$101 per barrel in

Q1, 2022. Prices shot up to a 10-year high of US$124 a barrel in the initial week of March 2022

in the wake of the Russian military offensive in Ukraine, oil supply disruptions, and sanctions

slapped on Russia. Contrast this with 2021, when Brent crude oil prices stood at US$70.9 per

barrel. Going forward, Brent crude prices are expected to trade at US$116/barrel in Q2 2022

and US$102/barrel in the second half of 2022. The reason for this is low oil inventories.

Commercial oil inventories in advanced economies stood at 2.64 billion barrels in February

2022, the lowest since mid-2014.

Electricity tariffs

In 2021, the average commercial-sector retail electricity price in the US rose at the fastest

rate since 2008, jumping 6.4% from 2020 to 11.27 cents per kilowatt-hour (kWh). In fact,

prices for most types of energy commodities, including that of power generation fuels,

especially natural gas, saw significant increases in 2021. This had the effect of pushing

electricity tariffs to new highs in 2021. The cost of natural gas consumed by US power plants

in 2021 averaged US$4.98 per million British thermal units (MMBtu), more than double the

2020 average of US$2.32/MMBtu. Cut to the EU, and energy prices continue to vex authorities

there. In 2021, wholesale gas prices in the EU were nearly 400% higher than 2020, while

wholesale electricity prices shot up 260%. This has driven up the retail prices of gas and

electricity, which are up 51% and 30%, respectively, over 2021. In 2021, EU natural gas prices

traded at EUR 47.8/MWh; the geopolitical risks associated with the Ukraine conflict drove

prices to EUR 100.7/MWh in Q1, 2022.

Renewable energy growth

In Q4, 2021, the renewable Power Purchase Agreement (PPA) price came under mounting

inflationary pressures in both North America and Europe. The market averaged P25 (25th

Percentile) Index for North American PPA “price offers” increased by 5.9% in Q4 2021

compared to Q3 2021. In Europe, the overall P25 Index for PPA “price offers” rose by 7.8%

from Q3 to Q4 2021. The wholesale electricity price increase had a significant impact on PPA

supply and prices. In 2020, renewable energy accounted for 22.1% of the energy consumed in

the EU, which was around 2 percentage points above the 2020 target of 20%.

Projections

Negotiations are on between the US and Iran to revive a nuclear agreement that will cut the

latter’s stockpile of low-enriched uranium. Under the deal, the US will waive sanctions on the

purchase of Iranian oil, in the process bringing more than a million barrels of oil per day

(nearly 1% of global supply) within months of the deal. Accordingly, WTI crude oil

prices are expected to reach US$98/ barrel in the second half of 2022.

The cost of utilities in the US is expected to rise, driven by price increases of electricity and

natural gas. On average, commercial sector retail electricity tariffs are expected to be 11.6

cents/kWh in Q2, 2022 and 11.8 cents/kWh in the second half of 2022. The cost of power

generation fuels (e.g., residual fuel oil, distillate fuel oil) is going to be the primary driver of

these power tariffs. This year, the cost of residual fuel oil is anticipated to touch

US$18.2 per million Btu, up from US$13.66 per million Btu last year.
Meanwhile, distillate fuel oil prices are expected to jump 44% from 2021 to reach US$22.3 per

million Btu this year. In the EU, high energy prices are expected to remain a key determinant

of inflation in 2022 and prices will remain volatile well into 2023. Natural gas in the EU is

expected to trade at EUR 125/MWh in Q2, 2022 and the average price in 2022 is anticipated to

be EUR 169/MWh due to the shrunken inventory levels and security of supplies involved.



Renewable energy consumption is set to gather momentum in 2022, amid growing concerns

about climate change and all-round demand for cleaner energy sources. Businesses and

governments are under increasing pressure from stakeholders to invest in Environmental,

Social, And Governance (ESG) initiatives. Furthermore, soaring prices of crude oil and natural

gas make improved access to renewable energy a bare existential necessity, not a luxury. The

consumption of renewable energy in the US is expected to increase by 10%

in 2022 and 15% in 2023 from the 2021 levels of 12.2 quadrillion Btu.

Increased solar and wind generation throughputs in the US will increase the share of

electricity tapped from renewable sources from 20% in 2021 to 22% in 2022, and, further on,

to 24% in 2023. Renewable energy consumption in the EU is expected to rise as these states

chase the daunting target of collectively reducing their net greenhouse gas emissions by 55%

(from 1990 levels) by 2030 and, going forward, achieve “Net Zero Emissions” by 2050.

In the first few quarters of 2022, more upward pressure is anticipated on PPA prices in the US

as inflation drives commodity prices higher, which may increase the cost of development. In

Europe, the prices of renewable energy are anticipated to increase due to the strong demand

amid the need to reduce CO2 emissions from electricity generation and to meet clean energy

targets.



Like several other industries, the demand for packaging is seeing a strong bounce-back ever

since the lifting of Covid-19 restrictions. Inflationary pressures are quite evident across the

sector and this is expected to continue for some more months. However, the industry must

contend with a shortage of paper, the effect of increased exports in the early days of the

pandemic, pre-existing demand-supply imbalances, and staff shortage. As a result, paper

costs have mounted, while the cost of raw materials for manufacturing corrugated cardboard

have hit an all-time high.

In March 2022, unbleached kraft liner prices stood at EUR 925/ton, a 40%

increase over March 2021. Likewise, white-top kraft liner prices of EUR

965/ton in March 2022 were 22% higher than March 2021 rates. During the

pandemic, a lot of people were forced to embrace digital shopping as a safer and contactless

mode of buying products. This had an unavoidable impact on the lead time of packaging

manufacturers, and, often, it would take them months to replenish stocks and fulfil customer

demand. To avoid running short on corrugated packaging, which are essential for shipping

orders, ecommerce businesses often maintained excess stockpiles of packaging materials.

Minimum wage revisions since April 2021 and an exodus of cheaper expat labor from eastern,

central, and south-eastern Europe in the aftermath of Brexit and the pandemic are other

factors pushing up costs for the UK’s packaging industry. Inefficient manufacturing processes

and aging shopfloor machinery are also weighing on the inflationary scenario. Meanwhile, in

the US, producer price index for packaging and industrial converting paper rose by 17.6% in

2021 compared to 2020.

Amid surging energy prices, the manufacturing costs of Europe’s carton board makers

witnessed a nearly 50% increase this year over the last year. In Europe, board grades (e.g.,

unlined chipboard, GD II) carried price tags of EUR 940–960/ton in March 2022, an

increase of 51%–67% over March 2021 prices. Corrugated board suppliers in the US

announced that they were hiking the prices of containerboard grades by around US$60–70/ton

in Q1 2022 to offset input costs and mitigate supply chain pressures. On the demand side,

things were looking steady.

Packaging 
What is driving packaging costs? 

Impact of fuel costs on packaging

As in late March 2022, fuel bills increased

by a third at many packaging enterprises

already under pressure from the rising

material costs. This might potentially

translate into a 30% increase in

paper prices in the coming months,

and customers might have to put up

with erratic supplies as well. Some

enterprises are making the switch to new

energy-saving technologies and solar.

Naturally, they are going to expect income

tax cuts and subsidies in return for their

investments in clean and renewable energy.



Is the plastic packaging tax “self-defeatist”?

Food manufacturers in the UK say a “plastics packaging tax” set to take effect from April 1,

2022, is not only challenging to understand and comply with, but also keeps out food

packaging from its purview. The levy announced in 2018 proposes to extract £200 from any

business for every ton of plastic it manufactures or imports, where the quantity of plastic

packaging is 10 tons or more in a year and the plastic packaging contains less than 30% of

recycled plastic. However, there are restrictions on the use of recycled plastics in materials

that come into contact with food (e.g., in soup pots). The result is that food packaging

businesses, which represent nearly 40% of all packaging in the UK, have no choice but to shell

out packaging tax, suffer increased costs, and hope to be able to pass on the same. Businesses

that use recycled plastic packaging (like bubble wrap) need to collect evidence to that effect

from overseas suppliers and parade the same before authorities to be able to claim tax relief.

Naturally, such evidence might be costly and difficult to obtain. Furthermore, recycled plastic

prices are anticipated to be higher than those of virgin plastics due to the plastic packaging

tax.

Rising price of paperboard and glass

The food and beverages sector is staring at huge shortages and rising packaging costs, and, in

some cases, margins are under siege. Inflationary pressures on raw materials set in during the

pandemic and continue to trend upward. In many instances, the pandemic simply exacerbated

supply shortages. Fearing real or imagined shortages during the early days of Covid-19,

individuals hoarded breakfast cereals, and paper packaging came in handy. Such minute

occurrences might also have contributed to outsized shortages of paper packaging.

Wood pulp prices shot up by 50% during the pandemic and so did resin and energy prices. Last

year’s winter storms in Texas halted resin production and spoiled chemicals used in

paperboard manufacture and so did spring flooding along the Gulf Coast. The demand for

resins remains strong in the US, no matter the inflationary pressures and higher fuel prices. In

2021, the prices of major packaging resins such as PET were up 48.6% at US$0.26/lb. In

January-February 2022, regional PET prices increased by US$0.20/lb because of the Russia-

Ukraine conflict and supply chain snarls in domestic PET manufacturing. The ongoing war in

Ukraine has led to volatility in global energy markets, causing upward movement of packaging

resin prices. Such uncertainties have forced packaging resin suppliers to increase price tags,

for instance, by US$0.04/lb in case of polyethylene, in March 2022. Packaging manufacturers

also struggled to absorb high labor costs and resources were hard to find. Throw in production

and transportation costs and the full picture of inflationary pressures emerges. Sustainability

considerations and recyclability appeal are key in terms of driving demand for aluminum cans

and paper boards. However, aluminum cans are hard to come by because demand is up, and

these carry a certain recycling appeal for retail consumers.

Complex and sweeping regulatory frameworks are in place in Europe and mainly to get around

these, food processing and consumer goods businesses are moving to paperboard cartons

sourced largely from overseas manufacturers. The onset of the pandemic disrupted

production in the countries of origin and clogged ports and roads. This coupled with various

import restrictions meant a lot of paper-based packaging failed to get shipped to end

markets.

Talking of glass packaging, its price has moved up 45% in the last four years. Demand for glass

packaging is still at pre-Covid levels, and this is a type of packaging that is purchased only on

a need-basis and seldom in excess. The industry’s producer price index in the

US witnessed a 6.53% increase in 2021 over the previous year. On

average, the index jumped 15% in January-February 2022, compared

to the same period in 2021.



Projections

In Europe, the prices of brown kraft liner and white-top kraft liner paper are anticipated to go

up by EUR 100–150/ton in Q2, 2022 due to natural gas price shocks as well as rising cost of

maintenance spend and raw material. However, amid high inventory levels in the market, a

stable demand pattern is expected, compared with the previous year. In the US market, there

will likely be less volatility of packaging and industrial converting paper in 2022, compared to

2021.

A cost inflation surcharge of EUR 130–180/ton is anticipated for carton board and grey board

in Q2, 2022. Besides, Europe’s carton board producers will likely see strong traction for all

board grades, though supplies will remain tight until 2022-end, fueling further price jumps.

Increasing input costs and rising energy bills are expected to send corrugated board prices

upward.

The supply chain for glass packaging is energy intensive. As a result, soaring energy costs will

impact supplies to a very high degree. The US is the world’s largest importer of glass bottles.

Therefore, the impact of the energy crisis in Europe will be more noticeable on US wineries,

distillers, and craft brewers. Tight supplies and higher costs are anticipated for the next year

or so.

Polyethylene suppliers have announced price hikes in the range of US$0.04-0.05/lb for April

2022, while prices of polystyrene are set to increase by US$0.05/lb to make up for higher

costs of monomers and benzene feedstock.



The American economy was already grappling with the ill effects of demand-supply

imbalances before the shipping crisis hit home in late 2021. The shipping delays and port

congestions peaked in mid-October 2021, but have since eased, though the recovery journey

has been a slow-going and punishing one so far. By March 2022, the unprecedented supply

disruptions caused by the pandemic and demand boom that followed throughout 2021 drove

shipping costs sky high. The impact will likely be felt most by countries with import-oriented

economies, more open markets, free trade policies, and low-income, as well as island states

and landlocked nations.

Logistics 
Rising Freight Costs 

How shipping costs are raising prices

The fast and strong rebound that followed

the sharp economic decline, aided by lavish

stimulus packages in developed economies

sent transport prices soaring in 2021. This

worsened port congestions, prevailing

supply-demand imbalances, and goods

shortages. Inflationary pressures on energy

also contributed to elevated freight rates.

The global container freight index for 40-

foot container surged to a record high of

US$10,800 in September 2021.

In the wake of the Ukraine conflict, upward pressures will affect maritime prices even more,

and carriers could be expected to levy a fuel surcharge on customers to offset rising fuel

costs.

In Q1 2022, the shipping cost of a 40-foot container jumped 132%,

compared to the same period in 2021, to reach US$9,675. These shipping

prices are still very high, and it typically takes 12-18 months before elevated shipping costs

start to reflect in prices at retail counters. This is much slower than the time it takes for oil

shocks to be felt at gas pumps. Shipping costs pass through to consumer price inflation at a

slower rate than, say, fuel or food prices, which incidentally claim a larger share of the

household consumption basket. That said, shipping costs hit prices of imported goods in docks

in around two months.

Rising shipping costs noticed in 2021 could potentially raise inflation by about 1.5 percentage

points in 2022. So, high shipping costs could be expected to keep inflation running high and

hurt economic growth well into 2023. With Russia’s military offensive in Ukraine inflating oil

and natural gas prices even higher, besides exacerbating already strained global supply routes,

shipping costs may reach new highs. It is still too early to say that the world has completely

zoomed away from the ill effects of the pandemic. Covid lockdowns and restrictions in China

are holding up trucking and shipments, adding to global supply chain woes. Covid continues to

disrupt production in the country’s top manufacturing hubs. The country has clamped sanitary

restrictions, and, in mid-March 2022, Foxconn, one of Apple’s biggest suppliers, paused

activities at its Shenzhen sites.



Stumped by lockdowns, border closures, and travel restrictions, international passenger

traffic plunged 60% in 2020 to hit 2003 levels. However, for air freight services, it has been a

case of demand exceeding supply, especially for the shipment of protective equipment.

Between 2019 and 2020, the Average Revenue Per Unit (ARPU) climbed from US$1.79/kg to

US$2.71. The ARPU is expected to be US$2.67/kg in 2022, as per IATA estimates, and this is

well above 2019 levels. Margins in the air freight segment are encouraging, but certainly not

sufficient to guarantee profits for the entire airline sector. Following the lifting of many

pandemic restrictions, the rollout of immunization campaigns, and reopening of the economy,

inbound air freight index in the US increased 21%, over 2020, to reach 255.1 in 2021. Further

on, it hit a record high of 295.4 in January 2022, buoyed by jet fuel prices. It may not be easy

at this point to factor in the potential price increases arising out of the Ukraine conflict, but

fuel hikes are sure to strain airline finances further. The additional fuel and labor required to

operate longer routes to avoid flying through Russian and Ukrainian airspace can cost carriers

up to US$12,000 extra per hour.

What inflation means for trucking

Road transport costs rose, albeit modestly, in 2021, but high energy prices and shortage of

drivers in Eastern Europe, especially Ukraine, are forcing operators to pass on costs. Besides,

rise in input costs of transport equipment components (e.g., semiconductors) is sure to result

in an upward revision of transport equipment prices. Rail routes via Ukraine are suspended,

and a big question now hangs over the future of the “Silk Route,” a combination of ferry and

rail lines connecting China with Europe via Kazakhstan, Azerbaijan, Georgia, and Ukraine.

While increased pay for drivers and fuel costs are pummeling trucking business, there are

inflationary pressures that are far more discreet. In February 2022, the producer price index

for truck trailers saw the second largest monthly uptick (6.3%) since October 2021. This was

only to be expected since prices of base building materials for trailers such as aluminum,

steel, and lumber have also been on the upswing. With surging demand and higher operating

costs, road freight rates in Europe are currently running at 3.6 percentage points higher than

2021. As freight demands continue to rally, amid capacity constraints, truckload rates are

inching higher in the US as well. If inflation erodes buying power and consumers choose to

purchase fewer goods, as a cascading effect, the freight industry is going to make less from

operations. Moreover, retailers are holding on to large inventories; automotive being the sole

exception. High retail inventory levels will also weaken freight trade.

Projections

Shipping costs are expected to fall by 10%–12% in Q2 2022 compared to Q1 2022. Spot rates

are also anticipated to decline in 2022 due to reduced sales and falling demand spurred by

strong inflationary pressures and muted discretionary spending by retail customers. The

Mobility Package, which came into effect in the EU states on February 2, 2022, carries

mandates around driving times and obligatory rest conditions for drivers, among other

provisions. The further stages of its implementation might increase transportation costs

within the EU by 30% on average. In the US, intermodal (involving more than one mode of

freight) network congestion is expected to slowly ease over the course of 2022. The average

length of haul has been steadily decreasing in the country since 2005, and shorter hauling

lengths will likely increase market rates for road freight operators while improving delivery

efficiency.

Strong demand, especially from the ecommerce sector, coupled with reduced capacity and

fuel pressures, will likely elevate air freight rates in Q2 2022 to heights significantly above

pre-Covid-19 levels.

Logistics Challenges for Air Freight



The cost of getting materials, project parts, and workers to construction sites is on the

increase, especially with the oil and gas price surges that is being currently witnessed. As a

collateral effect, construction materials containing petro-carbons will also see price hikes. On

top of current price hikes, aluminum, copper, nickel, and titanium will see more of near-term

rises. Earlier this month, copper prices rallied to a high of US$10,730 per metric ton, and

copper wire and cable prices are on the rise. Economic sanctions slapped on Russia, which

accounts for 4% of global copper output, threaten to squeeze supplies. Even before the

Ukraine crisis, these metals were in short supply. As of now, such vital metals from Russia are

making their way unrestrained into global markets. Prices of structural steel, including carbon

steel pipes are also on the upswing. Steel rebar prices increased by 33% in 2021 compared to

2020. Sanctions imposed on Russia, the world’s fifth largest producer of steel, will constrict

supplies in Europe and bring price pressures.

Construction 
Ukraine war and impact on construction sector

Rising material costs

Between August 2020 and August 2021, material costs rose by 23.1%, peaking in June 2021,

and this contributed in a major way to rising construction budgets. Although lumber prices

dropped by as much as 62% and this brought some respite, before buyers could get a sigh of

relief, prices of several construction commodities (e.g., steel, wire, nails, gypsum, asphalt,

mechanical systems, fixtures) began to steadily climb upward. Since November 2021, lumber

prices are also on an upward trajectory. A 4%–7% increase in material prices is expected in the

period leading up to 2023.

Increasing wages and shortage of labor

Material costs were not the only pain points for the construction sector. Construction

businesses continued to be pressured by wage increases, led by a shortage of trained labor

and larger-than-usual turnover (“the great resignation”) of truckers. In 2021, the median

hourly wage for construction laborers in the US was US$18.16. In EU, the average hourly labor

cost was EUR 29.1 during the same period.

The construction industry is over-reliant on a just-in-time delivery model and the risk of

running out of stocks is real. Besides, the material delivery chains tend to be concentrated on

developing countries with plentiful low-cost labor. Overdependence on overseas suppliers and

workforces as well as the decline of domestic manufacturing (since 1965 in the US’ case)

have aggravated supply chain risks, especially during the cross-border restrictions imposed

during the pandemic. The latest Covid-19 outbreak in China is a grim reminder that the

contagion is far from over. The surge in Shanghai, the country’s financial hub, and the

manufacturing hub of Guangzhou threaten to halt production and disrupt deliveries.

Disruptions in the supply chain

Ever since the Ukraine conflict erupted, shipping from the Black Sea region has been

suspended, though there are a few signs of ship movements since mid-March 2022. Restricted

ship movements and closing of airspaces in Eastern Europe and Russia have hamstrung

emergency delivery of equipment maintenance services. The destruction and grounding of

Kyiv-based Antonov Airlines’ large cargo-lift planes have virtually halted airlifting of heavy

freight. The prices of transformers and electrical equipment are trending upward as well.



Demand difference between commercial and housing sectors

Demand continues to be strong in the commercial construction sector and businesses are

bracing for massive investments this year after nearly two years of relative inactivity. Cut to

residential housing, and the picture is quite the opposite. At the entry and low-income levels,

rising inflation is forcing consumers to cut back spend. Home buyers in this bracket are on a

wait and watch mode, tempering demand at the lower end of the housing market.

Housing makes up nearly 42% of the consumer price index. The “S&P CoreLogic Case-Shiller US

National Home Price NSA Index,” which measures changes in average single-family home

prices in the US, soared by 20% over the past year. To manage the housing market inflation,

the Fed Reserve may need to hike interest rates in a staggered manner, loading interest hikes

a quarter point at a time. At the same time, buyer sentiment in the middle-to-higher income

brackets is unlikely to be dampened by inflationary pressures. Monthly mortgage payments

have risen by 58% since 2020.

Building material shortages in EU

In Europe, energy costs and EU policies on carbon reductions, which some term as “chaotic,”

have resulted in a huge undersupply of building materials. The producer price index for

cement manufacturing posted a marginal increase of 2.6% to reach 110.8 in 2021, compared

to the previous year. Even so, by January 2022, the index hit a record high of 120.5, a 7.7%

rise over the previous month.

Surging gas prices have already forced some of Spain’s ceramic product makers to cut

production by nearly 15% since November 2021. Such cutbacks are expected this year if gas

prices continue to burn holes in the pocket. Several businesses stocked up gas up to 90% of

their requirement, in advance. However, this seems to have insured them, against rising gas

bills only in the near term. Others are attempting new ways of doing more with less energy.

Meanwhile, the war in Ukraine has pushed up gas prices in the EU by a factor of 9 in a year’s

time.

Some EU businesses continue to operate cost-efficient brick plants in Russia. The EU’s grand

plans to cut back carbon emissions by as much as 55% by 2030 looks like the proverbial straw

on the camel’s back, so far as ceramics businesses in Spain, Italy, and Poland are concerned.

Replacing existing gas-fired kilns with electricity and renewal energy to avoid carbon

emissions is going to cost a fortune.

Projections

The steel industry around the world is seeing a rise in raw material prices and production

costs, while the war in Ukraine has cast a cloud of uncertainty over commodity markets.

These factors will likely push steel prices further upward in 2022. Lockdowns in China amid

another Covid surge and rising energy bills will likely send steel rebar prices upward by 9% in

Q2 2022 compared to Q1 2021.

In line with rising US mortgage rates, falling housing demand, and reduced public spending on

infrastructure, cement consumption is expected to shrink to 1% this year from 4.1% last year.

It might further decline by 0.8% next year. Prices for new houses will dip to above 8% this year

from double-digit increases in 2021 due to a decline in demand. Government spending on

construction will pick up momentum only from 2024 onward.

The US market is facing a shortage of construction workers, and the annual median wage for

this workforce category is expected to grow by 3.9% in 2022. At the same time, in the EU,

inflation will increase hourly labor costs by 3%-4% in 2022.
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