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Cost, labour headwinds
threaten construction’s recovery

STORIES BY KANG SIEW LI

§ economic activity continues

to pick up pace amid the coun-

try’s transition into endemicity,

supply chain disruptions and

soaring building material costs
brought about by Russia’s invasion of
Ukraine, and labour shortages threat-
en to derail the construction sector’s
recovery, say analysts.

After losing more than RM42 bil-
lion because of lockdowns in the past
two years, construction companies are
looking forward to seeing more mega
projects being launched,with the RM31
billion Mass Rapid Transit Line 3(MRT3)
project — whose tenders will be called
next month — set to start the ball rolling.

The Master Builders Association
Malaysia recently warned, however,
that rising building material costs are
hampering the industry’s growth and
could force many contractors to go out
of business. As such, MBAM is calling
for government intervention to cool
down prices.

Moving in tandem with global pric-
es, overall average local material costs
have risen 10% to 40% since the start
of the year.

“We are not at the stage of alarm,
but reaching there soon at the current
rate [of price growth].The fear of pric-
es shooting up further or a sudden dip
or dump has created an uncertain sit-
uation, [property] develop
have doubts on launching new projects,”
MBAM president Tan Sri Sufri Mhd Zin
tells The Edge.

The impact of the rise in costs of
materials on infrastructure projects
is huge, as steel bar, cement and die-
sel costs account for at least 30% of the
whole contract sum, he says.

“For building projects, key materials
such as steel bar,cement and diesel ac-
count for a lower percentage —10% to
15%. However, the prices of diesel affect
logistics costs for other materials such
as tiles, bricks, roofing and aluminium,
which collectively comes to 30% to 40%
of the total contract sum,” he adds.

Prices of steel bars are reported to
have risen 30.6% to RM3,500 per tonne,
from RM2,680 per tonne in February
2021, while those of bulk cement have
increased 66,7% to RM350 per bulk, from
RM210 per bulk. Diesel prices have risen
128.4% to RM4.34 per litre, from RM1.90
per litre in February 2021.

Sufri says because most construction
contracts range from 18 to 48 months,
material costs have already increased
about 70% for those projects secured in
early 2020, thus affecting contractors’
profit margins.

"Many contractors are struggling
very badly and some have already closed
down. For awarded contracts, contrac-
tors cannot pass on the additional costs
at all. For certain government or pub-
lic contracts, however, there is a varia-
tion-of-price (VOP) clause that allows
contractors to claim the price fluctu-
ations; thus, they are not as badly af-

Sufri: We are not at the stage of alarm, but reaching
there soon at the current rate [of price growth]
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Tee says even if the prices were to ease, they are

unlikely pr

fected as those [with] private contracts,”
he explains.

Still, amid a volatile market, prices of
materials are dynamic and affected by fac-
tors such as logistics, payment terms, stock
availability and raw material prices.As these
factors are constantly changing, the VOP
rate is unable to capture these changes on
time to make adjustments.

“At present, the numbers provided by
the Department of Statistics Malaysia do
not fully reflect the current actual prices.
There are diffe of b 40% and
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remainvolatile in the short term. Even if the
prices were to ease, he says, they are unlikely
to return to pre-Covid-19 pandemic levels.

“China’s current strict lockdowns will
have an indirect impact on global trades and
economic gwwth. Also, most countries are
expected to raise their respective interest
rates — some by 50 basis pomls Thls un-
doubtedly will lead to red
Taking all these into mnsxdemt:on Ielieve
|Malaysian] contractors’ financial perfor-
mance this year will be affected,” he says.

“Already,some of the smaller contractors
have been badly affected bythelmpactsof(he

demic such as the i in building
material prices, construction sites’ operation
disruptions due to the various [Covid-19]
movement restrictions and the shortage of
foreign labour.These challenges have result-
ed in numerous contractors closing down
and delays in certain projects.”

Tee adds that Kerjaya Prospek is fortunate
that its prudent approach so far has allowed
it to minimise the impact of high building
material costs.

Still, not every contractor is able to over-
come the rise in building material costs.

An executive from a small-cap construc-
tion firm who declined to be named says:
“Unfortunately,we are unable to pass on the
additional cost. Usually, for projects in the
private sector, we don’t have any provision
for variation orders, unlike projects in the
public sector.

“Some clients may compensate us on a
goodwill basis, but it’s very rare. We intend
to mitigate this problem by undertaking

Wee saysth P
come at a worse time

was reintroduced for government contracts
on July 15, 2021, to mitigate the impact of
ma!erial price increascs.
of the VOP
for govemmem pm;eds the private sector
is encouraged to take a similar approach
in implementing projects, for a win-win
situation between project owners and con-
tractors and to ensure project completion,”
says Ahmad ‘Asri.

Kerjaya Prospek Group Bhd CEO and ex-
ecutive director Tee Eng Tiong says higher

60%,depending on the materials,” Sufri says.
Construction Industry Development
Board (CIDB) CEO Datuk Ahmad ‘Asri Abdul
Hamid concurs, noting that ongoing projects
that wcm awarded before the pandemic are
ffected, as the proj priced
!mr wnh noallowance for price increases,
owing to the hike in building material prices.
“This resulted in the contractors having
their profits reduced or, in some cases, suf-
fering losses. Despite this, thc conuactors
still have to i g the proj
until completion,” he says in an email re-
sponse to questions from The Edge.

building material prices are likely to affect
the profit margin of the group’s projects
bagged carlier,as it is unable to fully passon
the additional costs to developers.
“Contractors in general will be able to
pass on the additional costs only partially.
Within the industry, contractors have been
talking to developers and other related parties
to mitigate the impact brought on mainly
by higher material prices,” he tells The Edge.
On Kerjaya Prospek’s part,Tee says it has
adjusted its strategy to price the increased
costs into its tender offers to optimise its

profit “We also impl anindus-
trialised building system toreduce wastage
of buildi jals as well as

“As for new contracts, can
manage by pricing in the current material
prices and quoting prices, with sufficient
margms to cover unexpec!ed costs,includ-

in ial prices”

While contractors from both the pub-
lic and private sectors are affected by the
increase in material prices, the VOP clause

strong cash position to obtain raw materi-
als at more favourable prices to reduce the
impact of rising building material prices on
our operations.”

High material prices are here to stay
Tee expects prices of building materials to

y prudent to ensure the
stability of our finances and business op-
erations.”

He adds that the company does not store
inventories on a long-term basis but or-
ders them according to the progress of
the project.

“One of the reasons is that steel bars
will rust over time; s0,it's not advisable to
keep them for too long, as additional costs
will be incurred to clean the rust.Another
reason is the additional storage charges
that we would incur if we chose to store
inventories.”

The executive adds that the commodity
price movement is cyclical. “Raw material
prices are always fluctvating and we have to
take that into account in our tender pricing.
1twill definitely eat into our profit margins,
but it is still [too] early to say whether it will
be significant, given that we are also man-
aging the rising costs in a prudent manner.

“But, yes, if costs are not managed careful-
ly,itis possible to resultin the closmg down
of business for some

Tuju Setia Bhd managing director Wee
Eng Kong says, like its peers that provide
services for the private sector, the compa-
ny’s donot include ck to pass
down additional costs after securing past
projects. Having said that, current tenders
reflect price trends towards normal margins.

“The drastic increase in building material
prices, along with the rise in subcontractor
and foreign labour costs, is unprecedented.
This is not only affecting the profitability
of our projects secured last year, but similar
challenges are also being faced by [our] peers
in the construction sector,” Wee tells The Edge.
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2022 shaping up well for building material players

B VAL ILOCUINS

he rising cost of building ma-
terials has thrown aspanner
in the works for the construc-
tion industry’s recovery as
it Jooks to emerge from the
Covid-19 pandemic. The impact of
thepruhnkchasa!:eadyb«n{d(
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free cash flows as somewhat insu-
htzdfmmt}!slnrpnsemcosu

uch as Ral

ing elevated and increased produc-
tion output from Phase 3 Samalaju
smelter in Sarawak, Lum and Teh
expect the financial year ending
Dec 31,2022 (FY2022) to be another
eamnings record year trailing after
FY2021 for Press Metal.

“For U-Li Corp, we foresee eam-
mgs!omnstmnganuddumn-
ished comp

Trade
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that ughthe build

post-pandemic,
coupled with the opening up of both
of their key markets — Malaysia
and Singapore,” they say in an April
4report.

construction industry’s recovery, B s for property
subcontractors stand to lose the “Net profit for six months ended Dec 31 2021 Rakutenrndesveenys investors
most. *“Net profi for the six months ended Jon 312022
He sees poonstruction.  NASRfor thecbemont exiadOec 312001 stoeksstwuldsnllbddoﬁﬁorw
companies such as Gamuda Bhd as property developers face many
and 1JM Corp Bhd and more nimble headwinds such as declining sell-
contractors with strong cash flows Selected Idng ateﬂd n-pm ing prices, higher operational costs,
like Kerjaya Prospek Group Bhd be- bui . s ies over supply and affordability issues.
ingmoreinsulated fromtheimpact ~ company SHARE  CONSENSUS UPSIDE  MARKETCAP 1-YEARPRKE  TRALNG  FORWARD In an April 8 report, Hong Leong
as they are better able to manage ".:";..'; m m‘ﬁ o) 0“5 b ""","." Investment Bank Research analyst
their cost. [ E ﬂg (nM€S)  Tan Kai Shuen maintains a “neu-
“Most of the bigger 659 B35 237 54300 2649 5738 2458  ql” mmg on the property sector
subcontract theirwork to others.This 543 500 -79 2280 2531 805 168 asthe of factors such
results in the subcontractors hav- 124 anm -05 62186 206 NA _NA  aseconomic recovery,ending of the
ing their profits reduced or,in some 192 238 240 100 -2033 428 582  HomeOwnership Campaign,rising
cases, suffer losses, while the main 218 205 -60 28709 EAE 276 NA buildi ial costs, rising cost
contractors can still eam a margin 290 293 0 3800 -236 8171 6591 ofhvmgfmmmﬂzuaurypm
[on the projects],” he tells The Edge. “Net profi or six morths ended Dec 31,2021 lower income spending power,antic:
still, Yee does not see projects ipated rate hike, batdtrsmpenm;,
bemsdelayedorabandonedespe isation trend and the retum
cially infrastructure p that h forits fe ingand  go through the Home Ministry’s  pek and MGB Bhd,” he says. of capital inflow from foreign inves-
h:veanunmuuemulnpbereﬂcd qxnnylngdwmx.rhemanm huati i d i vhile,the riseintheprices  torswill resultin an uneven recovery
on growth and ﬂybepasedmmendms. the number of foreign workerseli-  of fals has bx within the sector.
pos- “C UM's di gible for employ Assuch,this  edi " appetite f kswith Bank exp
mwnewsﬂ«monmlnsuuc(m construction order book stands at couldleadtoalackof manpowerand  in this sector as related property developers’ operating mar-
projects.So,ifthegovenmentwants ~ RM4.2 billion. We forecast an or-  resultinconstructionworkdelays”  haveseentheirsharepriceriseyear  ginstobe compressed in2022asare-
tokick-startthe domesticeconomy,  der book replenishment of RM1.5  he says inan April 14 report. to date — Malayan Cement Bhdby  sultofa prolonged supply chain dis-
it has to revive most of these pro-  billion in the financial year ended Hewamsthatashortageinman-  14.74%, Hume Cement Industries  ruption,which hasled to increased
jects. The trickle-down effects mll March 31 2022 (FY2022) to FY2024.  power in the construction sector  Bhd by 8.77%, Mycron Steel Bhd by building material costs.
benefita lot of the sub include major  could lead to a slowdown inwork  66.67% and Ann Joo Resources Bhd Weanabomnndonlhe
ﬁnmmmuﬁmyashdls mfr&ructurepxq«tssuchas!he progress, increasing the riskof late by 6.15%. pre-existing: issueinthe
P d portion of the MRT3  completion of projects that mayaf- “Most steel makersshouldenjoy  housing market,which has intensi-
Master Builders AssociationMa-  and the Kuala I ngap fect the reputation of contractors. bammrpns,bmmmdwu.xfyw ﬁ«lmncethecav:d 19 outbreak as
laysia(MBAM) president Tan SriSufri  high-speed rail” nadds Asaﬂmdzmmmmmr look at th all ble income has
Mbhd Zin agrees. “The construction onthe g oflheseartshonurm.&eelpnc been(admsdy)lmpacted.' it said
sector impacts other economic ac- Labour shortage hitting P from ial costs to es had hit peaks in 2008 and then  in a report last Friday.
tivities suchas the materialssupply  construction sector hard linger in the medium term, given  crashed,” Rakuten Trade's Yee says. According to the findings of the
chain facturing, proj MBAM'’s Suffi says labour short-  the volatility from the global geo- Helﬂmunplxzprodwandsup- Real Estate and Housing Develop-
pletion and employment,which are agahzve: impacton  political tensions — especiallywith  plier Perusahaan Sadur Timah Ma- ers Association’s Property Industry
1 ib the gross d industry.“Bothare  Russiaand Ukrainebeingamongthe  laysia Bhd. Survey for 2H2021 and Market Out-
tic product of the country,” he says. aquanydtvamnn; )ustthalm largest steel producers in the world. Kenanga Research analysts Lum lookmﬂ!wznﬂmdbua’
Inan April 21 report, AmiInvest-  terial prices have a chance to come 'Weseelimi(zdxz-mn'nsm- Joe Shen and Teh Kian Yeong are of the ds
ment Bank believes that UMisa  back down,” he adds. alysts amid fi ight” on the building ma- hawmutascdbymmwnmof
strong contender of infrastructure RHB Investment Bank (RHBIB) over large-scale job mﬂﬂs inthe terial sector, premised mainly on  the average percentage increase in
projects due to its healthy balance  analystAdam Mohamed Rahim says peline. As such, we to theuopumisticwuookfcrh:ss the price of building materials, the
sheet and track record. local contractors are expected to recofnmmd(hzlmveswrsbese Metal Alumini Bhd, surveyfound that alumini ked
Aminvestment Bank says the  continue facing labour s.hmages lective — castmg a keener eye on whlch makzs up more than 5% o( first at 55%, followed by timber at
impact of rising building material  even after border were th strong order books mmdsteelumaherb\uldxm
costson UM thus farisminimalas  eased on April 1. and balance sheets with diversified s«tmvmghuns.meyalmlihﬂal sandand
it has already been accounted for in “The reason is that applica-  exposure across private and public  steel player United U-Li Corp Bhd. concrete have seen price increases
most of its construction orderbook,  tions from employers will have to  jobs.Our top picks are Kerjaya Pros- Withaluminium pricesremain-  ranging from 16% to 19%. ]
He notes that the material price hike  has been approached by parties to provide vndonothvetheﬁeedommwmdun& mpﬂceshwensaxao!ssineeunusv
could not have come at a worse time,as  aid in regard to rescuing and/or taking over vmnbleprleepo&nn last year; bi Grade 60/70,30%; river
construction players are still trying tore-  projects and companies. market sand,17%; ready-mixed concrete,24%; and
cover from the lockdowns over the past two “Everyone needs to manage their own cm!’sAhmd Mpammthathe aggregate prices, 14%.
affairs as prudently as they can.” price of Ahmad "Asri says: “The increase in ma-

“1f the prices of metals and other com-
modities remain at their current level or
trend higher for the rest of the year, we

mmmm,npmbmom
ber 2020 and March 2022. “Lately, cement

byssmxss.mmuapm'bdmdm
d if

ventory,as this will tie up itsworking cap-  prices have shown a rising trend. As such, will be delayed or ab

ital and cause the quality of some materi-  projects that use the most of this material contractors cannot absorb the additional
als to deteriorate over time. “Instead, our  will be badly affected.” cost incurred. This will indeed jeopardise
purch d in stag ding hly building rial col-  the recovery of the construction sector if
to the progress of our projects. Therefc lection conducted by CIDB shows that ce-  the current situation is prolonged.” @




