Construction Industry

The Profitability Trap:

%

When Construction Inflation Outpaces Your Bids

Broad macroeconomic metrics understate your project risk.

Discover strategies to manage the 2026 Construction
Margin Squeeze and effectively address the Bid-Price Gap
with proactive commercial controls.

With sector-specific input costs escalating 1.5x
faster than wholesale inflation, contractors face
an immediate structural deficit on unindexed, fixed-
price bids. This research brief outlines the live
commercial controls required to defend project
margins against rapid supply chain repricing.

* Analysis based on ABC / AGC /BLS Data

June 2026 The Construction Inflation Premium Report
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Invisible margin erosion

10
Input costs are rising significantly faster than bid prices, creating a critical
commercial risk and a widening profitability gap often hidden in project budgets.
At the core of the 2026 construction crisis is a severe disconnect 8

between what contractors are paying to build and what they are able to

charge owners. According to the May 2026 data, the cost of

Nonresidential Construction Inputs surged by 8.4% year-over-year. 6
However, the prices contractors successfully negotiated for New

Nonresidential Building Bids only rose by 3.5% during the same period.

This mismatch creates a critical 4.9-point input-to-bid spread. Rather than

showing up as a single, glaring budget deficit, this 4.9-point gap acts as an

"invisible margin erosion." Because contractors cannot fully pass these 3 50/
. . . . 2 + ([ 0

costs on to owners, the margin is quietly eaten away as hidden costs are

absorbed through supplier repricing, unexpected freight surcharges,

and fluctuating subcontractor assumptions.

0
Nonresidential Construction Inputs  New Nonresidential Building Bids

Further compounding this risk is a This jump indicates that cost escalation is an immediate, YoY Change: May 2026
sharp 2.6% Monthly Acceleration acute threat to near-term procurement assumptions,
in overall material costs recorded requiring contractors to actively manage their exposure

(0
2.6%
in May 2026 alone. before their projected profits vanish.
Monthly Acceleration 2
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Construction Input
Cost Escalation & Margin Exposure

What it costs a contractor to build something vs. what they are actually allowed to charge for it.

%

The escalation

Input Cost Indicators

+ 8.4% YoY —

General Construction Inputs (AGC Index)

+ 9.6% YoY

Raw Materials & Commodities Contractors are
(ABC Index) only achieving

minimal bid price
increases.

Contractor Bid Prices

+ 3.5% YoY

New Nonresidential Buildings
(BLS Data)

Input costs are rising
rapidly across
materials and general
operations.

A Critical Imbalance

The core problem is the 4.9
percentage point spread. Input
costs (the raw materials, freight,
and energy required to build) are
rising at roughly 8.4% to 9.6%.

The bid prices

Bid-Price Gap

© - 4.9 pts

(Deficit)

This spread
directly reduces
profit margins.

Margin Vulnerability

However, contractors are only successfully
increasing their bids to owners by 3.5%. If a
contractor cannot recover that 4.9% difference
through contractual escalation clauses or owner
negotiations, they are forced to absorb those
costs directly out of their own profit margins.

The margin squeeze
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The Energy lllusion: Isolating the True Catalyst of Material Escalation

The data illustrate a stark reality for the construction industry: sector-specific cost escalation ‘,@

is significantly outpacing broader macroeconomic inflation.
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The general economy isn't overheating. What we are looking at is a solitary,

massive energy shock at 10.7% that is completely skewing the national average.
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The Price Engine

Energy accounts for 80%
of all supply chain goods
inflation.

While the PPl of 6.5% is concerning,
this data reveals a highly skewed
distribution that is particularly toxic
for the construction sector.

We are currently seeing a massive
decoupling between Services
(0.3%) and Energy (10.7%). This
indicates that our current crisis isn't
driven by general consumer demand
or labor service costs, but by a
concentrated 'Energy Spike' that is
now aggressively working its way
through the construction supply
chain.
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Cascading Material Escalation
The Real Inflation Outliers

Why relying on general wholesale benchmarks will leave your projects severely underfunded?

©® Asphalt @ Steel Mill Products @ Ready-Mix Concrete @ General Goods PPI

General Goods PPI

Asphalt Steel Mill Products
Material

Ready-Mix Concrete

%

If project owners or
developers look at broad
economic headlines, they
see a comforting 2.8%
General Goods PPl and
assume the market is
stabilizing. But construction
isn't a generic industry.
Because our core materials
require intense heat, heavy
manufacturing, and massive
logistics, the earlier 10.7%
energy shock acts as a lead
domino.

e Asphalt: Direct energy
derivative rising at ~20%.

e Concrete/Steel: Heavy
transmission due to
logistics & production

intensity. .



Tracing the Energy Transmission
into Specific Material Inputs

Upstream Construction Input Escalation (YoY % Change)

@ Asphalt Steel @ Concrete @ General Goods PPI
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The industry is facing a highly

concentrated material crisis, not a
broad, consumer-driven inflation.

We are now withessing the targeted
translation of the energy spike into real
construction material prices.

e Asphalt, a direct derivative of energy
and transport, is increasing at nearly
20%.

e Concrete and steel, heavily dependent
on energy for production, are both
seeing massive spikes (14.5 % and 16.2
%).

e Material planning based on the general

Goods PPI (2.8%) is now obsolete.
6
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Energy & Freight Are Driving Hidden Cost Increases >> 2>

Diesel fuel

Crude petroleum

Truck freight

Final-demand PPI

o 20 40 60 80 100 120
YoY Change (%)

Fuel and freight increases explain why quote changes can appear quickly
even when a contractor is buying familiar materials.

Why are final material quotes changing
rapidly—even when raw commodity
prices look stable?

Most construction materials don't just appear on a jobsite;
they carry massive transportation weight. One of the
strongest inflation channels running through the market right
now is fuel and logistics.

Even when an underlying material price stays completely flat,
your final delivered price jumps because freight and fuel
surcharges are quietly baked into the vendor's quote.

The diesel series rose 105.9% year over year. This is a field-
cost and supply-chain issue, because it affects jobsite

deliveries, equipment operation, expedited freight and
subcontractor quote assumptions.
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Risk Advisory

The Commercial Risk Defense Model DOOD

Fuel-driven inflation doesn’t freeze when a purchase order is signed. It actively migrates into the field, showing
that a project's true financial exposure extends far beyond initial procurement assumptions.

Velocity-Based Bid

FOB-Factory Sourcing

Locking
Break down major vendor packages by Enforce a strict 72-hour time-stamp policy on specialized
purchasing materials "Free on Board" (FOB) subcontractor pricing. If owner approvals extend beyond
directly from the manufacturing facility. By this window, quotes automatically re-peg to the live
managing the transport independently, you energy sub-index on the day of execution.

bypass heavily padded, pre-blended supplier
logistics markups.

Acceleration Surcharge

Mapping

Independent Logistics

Allowances Insert explicit language into recovery provisions
stating that any owner-directed schedule

compression triggers automatic adjustments to /

fluctuating allowance line item within owner H 1 fuel b ; ,
contracts. This ensures that field delivery cover the exponential fuel burn of continuous Key Takeaway

variances do not quietly drain the base hauling runs.
material budget.

Separate transit costs into an independent,

o

(Operational security requires clean division. By treating Y
transportation as a distinct, volatile asset class rather
than an estimating footnote, you keep baseline project 8

> > > > \ profits fully insulated. /




Metals continue to pressure multiple

construction scopes

YoY Change (%)

@© Aluminum mill shapes

 Copper and brass mill

@® Commercial structural steel

Material

Tariff-sensitive materials remain a major source of cost escalation.
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@ Copper wire and cable

Iron and steel

%

Why does a single,
generic "metals
clause"” leave your
specialty
contractors
completely
exposed?

Different metals
trade in different
markets that are
highly liquid and
change faster than
standard
procurement
approval cycles
can handle.
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Risk Advisory

Key Strategic Insights 2

Inflation can be described as a mathematical illusion. When we remove a single hyper-volatile component—energy—
the fundamental commercial economy remains consistently anchored below 1%.

The 35x Multiplier The Core Fallacy

Transmission Pipeline

Energy costs are rising 35 times "Core Inflation" (+0.8%) implies This 10.7% energy surge is the 'lead
faster than service costs. economic stability. domino.'
For an industry like construction— Construction is uniquely exposed to the It passes directly into your supply chain as a
which is essentially the process of raw 10.7% surge because it is a highly 105.9% diesel spike and a 17.3% freight
moving heavy materials using fuel and energy-intensive sector(relying on heavy increase.
heat—this creates a disproportionate fuel, freight, and heat-treated The conclusion:
impact. The industry is far more manufacturing). Logistics costs have shifted from an
exposed to that 10.7% bar than a estimating variable to an active margin-
service-based business. The conclusion: depletion mechanism.
For a contractor, 'Core Inflation' is a
The conclusion: fantasy. You cannot build without the Risk Management Recommendation s ¢
The crisis is entirely commodity and energy. That 10.7% surge dictates the , o . 28 ¢
logistically driven, not labor-driven. real-world price of every brick, beam, and ARl s eEmEEl mEmn (et es 2

benchmark for your escalation clauses. Instead,
align your contracts specifically with the Energy
and Goods sub-indices, as these are the true

}}}} \drivers of your margin compression. ) i

delivery truck that arrives at our job sites.




RISK STRATEGY FOR Q3 2026

From Exposure to Execution: Your 30-Day Commercial Mandate
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Escalation Clauses

Trigger points must align with
Asphalt/Concrete indices, not broad PPI.
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Pre-Purchase

Lock in quantities for steel and asphalt
oil before the energy cascade peaks.
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Bid Re-Indexing

Immediate adjustment of 3.5% standard
bid growth to reflect real input risk.

J

Don't let broad macroeconomic humbers mask microeconomic project threats. Secure your supply chain,
re-index your bids, and defend your margin.

M
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Build a Proactive

Risk Strategy

Parakeet Risk | System of Action for Third-Party Risks

Transform risk management with actionable data-driven insights, threat analysis,
and strategic risk mitigation for manufacturing and heavy industry.

v

Establish a new commercial baseline that shares
market volatility through clear, index-linked floating

milestones with Parakeet Risk. }}}} KRS CVALR (I Il www.parakeetrisk.com/contact



