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Drag on residential from higher interest rates to weigh on the 
global construction sector but resilient non-residential segment.

Despite profitability on the strong side, smaller 
firms in the sector grapple with liquidity issues 
as cash flow is crucial in construction since 
companies often have to pay for materials and 
labour upfront while being paid in instalments. 
Unsurprisingly, construction firms make up for 
about 30% of insolvencies in most countries.

From a longer-term perspective, the sector 
should continue to grow steadily: there is an 
increasing demand fuelled by urbanization, 
demographic shifts, and larger investment in 
infrastructure. By 2030, the industry‘s global 
output is projected to reach USD 15.5 trillion, 
with China, the United States, and India being 
the primary contributors, accounting for around 
60% of this growth.
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Figure 1. Global construction output (%y/y)

Sources: Oxford Economics, Allianz Research.  
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Strengths Weaknesses

High demand due to urbanization and population growth Highly cyclical

Increased investment in infrastructure development Cost control and schedule management challenges

Growing focus on sustainable and green construction Skill shortages in the industry

Emergence of smart cities pushing advancements in 
construction

Regulatory and environmental challenges

The construction industry worldwide is 
experiencing challenges as the economic 
momentum is fading and interest rates are 
rising fast. Nevertheless, the strong uptick in 
non-residential and infrastructure, especially 
in the US along the clearing of existing back-
logs means that the global construction is 
poised to increase by +1.9% y/y in 2023 and 
growth should remain around 2-3% in 2024. 
In 2023, the average earnings before interest 
and taxes (EBIT) margin for the industry 
(including all segments) is expected to grow 
by about 3%, but there is heterogeneity across 
regions and segments. Regarding specific 
segments, infrastructure is expected to see 
notable growth, driven by increased global 
public investment in infrastructure projects, 
particularly those related to the green 
transition and the development of emerging 
economies. On the other hand, the residential 
construction sector might encounter difficulties, 
largely due to rising interest rates and high 
property market valuations.

Looking forward, we see a number of key trends and challenges that will shape the industry:

1. �Rising interest rates: Mortgage rates for households and financing costs for corporates and governments 
mean less support for the construction business. 

2.	 ���Housing market price correction: House prices have decreased in most regions of the world, although 
some correction could better align prices with potential home buyers, a strong decline could hit new build 
in the residential segment

3.	� Green regulation: Heat/power savings are high on the policy agenda for green motives but also in Europe 
because of the on-going energy crisis. There is a balancing act for policy makers as green regulation could 
boost construction via renovations but it also hurt the sector by increasing costs. 

4.	� Public policies on infrastructure: Many countries around the world have pledged large amounts to build 
new infrastructure, this is a tailwind for the construction sector. However, firms must remain cautious about 
the red-tapes and processes to actually get the cash from these subsidies.
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Non-residential construction down 
while infra is strong.  Growth of non-
residential construction in the UK has 
been on a downward trend since Q3 
2022. Industrial and commercial output 
declined by about -1% as of August 
2023 while infrastructure output grew 
by about +13%. Economic uncertainty, 
rising rates and the legacy of Brexit are 
probably the main factors driving slow 
non-residential build. Going forward, 
both segments segment should 
slowdown.

Liquidity remains an issue as interest 
rates rises and inflationary pressures 
remain. Although the sector benefits 
from solid profitability it is mainly 
composed by SMEs that often work 
as subcontractors for large firms. As a 
matter of fact, they have lower pricing 
power, higher exposure to the business 
cycle, and a longer cash conversion 
cycle (i.e. they have to pay most of the 
inputs and their labour force months 
before getting paid by their clients). As 
a consequence, these smaller players 
tend to go bust as soon as their cash is 
mis-managed. In the UK, construction 
firms account for about a fifth of the 
country’s insolvencies. 
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Residential new build is still 
strong…thanks to backlogs. As 
interest rates have been rising fast 
in the UK, mortgagers have been 
on a downward trend and house 
prices have decelerated sharply. 
House prices only grew by 1%y/y in 
Q2 2023 while they grew by about 
9% in 2021-2022.  Housing starts in 
England have increased strongly 
(+33% as of Q2 2023), however 
construction firms have been 
reporting decreasing workload from 
private clients which points out that 
firms are clearing their backlogs and 
that the slowdown in new build is yet 
to come. -80%
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Figure 2. Residential construction indicators (%y/y)

Sources: OECD, RICS, CLG, Allianz Research
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Figure 3. Non-residential indicators (%y/y)

Sources: ONS, Allianz Research

3 3 3 3

19 18 19
17

0

5

10

15

20

25

2012-2019 2020-2021 2022 2023

Real Estate Pure construction

Figure 4. Share of construction in insolvencies (%)

Sources: ONS, Allianz Research

Market focus – UK
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About 
         Allianz Trade:
One way to protect your business against the risk of non-payment from a business customer due to 
insolvency is a comprehensive trade credit insurance policy. 

Allianz Trade is the global leader in trade credit insurance and a recognised specialist in the areas 
of surety, collections, structured trade credit and political risk. When the unexpected arrives, our AA 
credit rating means we have the resources, to provide compensation to maintain your business. For 
more information, visit www.allianz-trade.co.uk.

Contact us:
If you’d like to find out more on how trade credit insurance can help you, contact us today at 
+44(0)800 056 5452 or email to info.uk@allianz-trade.com

About Allianz Research
Allianz Research encompasses Allianz Group Economic Research and the Economic Research 
department of Allianz Trade.

Forward looking statements
The statements contained herein may include prospects, statements of future expectations and other 
forward-looking statements that are based on management’s current views and assumptions and 
involve known and unknown risks and uncertainties. Actual results, performance or events may differ 
materially from those expressed or implied in such forward-looking statements.

Such deviations may arise due to, without limitation, (i) changes of the general economic conditions 
and competitive situation, particularly in the Allianz Group’s core business and core markets, 
(ii) performance of financial markets (particularly market volatility, liquidity and credit events), 
(iii) frequency and severity of insured loss events, including from natural catastrophes, and the 
development of loss expenses, (iv) mortality and morbidity levels and trends, (v) per-sistency levels, (vi) 
particularly in the banking business, the extent of credit defaults, (vii) interest rate levels, (viii) currency 
exchange rates including the EUR/USD exchange rate, (ix) changes in laws and regulations, including 
tax regulations, (x) the impact of acquisitions, including related integration issues, and reorganization 
measures, and (xi) general competitive factors, in each case on a local, regional, national and/or 
global basis. Many of these factors

No duty to update
The company assumes no obligation to update any information or forward-looking statement 
contained herein, save for any information required to be disclosed by law. may be more likely to 
occur, or more pronounced, as a result of terrorist activities and their consequences.

Euler Hermes UK is a branch of Euler Hermes SA (NV), trading as Allianz Trade, Avenue des Arts 56, 1000 Brussels, Belgium. Company 
no. 0403.248.596 RPM Brussels. Insurance firm, registered under code. 418. Branch registered in England and Wales with no. BR015404, 
registered branch address 1 Canada Square, London E14 5DX. 

Authorised and regulated by the National Bank of Belgium and the Belgian Financial Services and Markets Authority. Authorised by 
the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential 
Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from us on request. 


