RISK INSIGHTS

CONSTRUCTION INDUSTRY TRENDS TO WATCH IN 2024

The construction industry has encountered
volatility and uncertainty in recent years,
brought on in part by fluctuating consumer
behaviors, material procurement difficulties,
project delays, high interest rates and
inflation. Such trends have been vital to
monitor, as doing so has helped industry
employers create strategies to adjust and
remain successful despite these uncertain
circumstances. This adaptability has been
demonstrated by how , the industry has
managed to promote economic growth
despite recent volatility. According to the
U.S. Census Bureau, the construction sector
experienced approximately $1.8 trillion in
spending during the first 11 months of 2023, a
6.2% increase from the same period in 2022.

Additionally, industry analysts from Deloitte
anticipate funds from federal initiatives,

such as the Infrastructure Investment and
Jobs Act, the Creating Helpful Incentives to
Product Semiconductors Act and the Inflation
Reduction Act, to boost construction in 2024.
This has led to confidence remaining high, and
the Associated Builders and Contractors (ABC)
are predicting an increase in profit margins
and staffing levels, especially during the first
half of the year.
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Nevertheless, construction businesses should
monitor several industry trends that could
impact the industry this year, including rising
litigation costs, skilled labor shortages,
increased sustainability efforts and technology
advancements. Monitoring the latest sector
developments and appropriately adjusting
operations and risk management practices

to respond to these shifts is crucial, as each
has significant impacts on the success and
public perception of a business. Best-in-

class risk management is often necessary to
address shifts in the construction industry that
can affect several aspects of an operation,
including profitability and attraction and
retention efforts.

This article provides more information on
construction industry trends to watch in 2024
and offers strategies to navigate them.

NUCLEAR VERDICTS AND RISING
LITIGATION COSTS

Nuclear verdicts refer to particularly high jury
awards—generally, those eclipsing $10 million.
Such verdicts have become increasingly
common in the past decade. In fact, the
National Law Journal noted the average jury
award among the top 100 U.S. verdicts more
than tripled between 2015 and 2019, jumping
from $64 million to $214 million. Furthermore,
30% more verdicts surpassed the $100 million
threshold in 2019 compared to 2015.
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Various factors have contributed to the
increase of these verdicts, including rising
litigation funding, desensitization to large
verdicts, changes in the legal environment and
shifting public sentiment toward businesses.
Amid growing corporate distrust, businesses
have been expected to meet higher standards
in their operations and held more accountable
for their wrongdoings. Additionally,
businesses frequently encounter juries that are
sympathetic to plaintiffs. There's also a rising
perception that businesses can afford the cost
of damages. This means juries are less likely to
have reservations when awarding significant
damages to plaintiffs, resulting in nuclear
verdicts.

Nuclear verdicts can carry substantial
consequences for construction businesses of
all sizes, causing lasting reputational harm,
posing underinsurance concerns and creating
financial difficulties. That's why it's vital for
businesses to better understand how to
prevent them. Some strategies to consider
include promoting and adhering to high
safety standards, conducting regular safety
education and training, properly vetting
potential employees, providing ongoing
supervision and utilizing technology such as
telematics and dashcams to promote safe
driving.

LABOR SHORTAGES

Labor shortages have been an issue across
industry lines for the past few years, and the
construction sector has not been immune.
According to ABC, a significant shortage

of available workers remains even as
demand for workers slows. ABC also noted
the construction industry had 459,000 job
openings on the last day of November 2023,

and unfilled construction positions marked
the highest level since the end of 2022. What's
more, ABC reported that regions that are
typically home to industrial megaprojects are
facing severe labor shortages, and projects
have been paused due to the lack of skilled
laborers.

As labor shortages continue, construction
businesses may resort to hiring a larger
number of new or inexperienced employees.
However, without proper safety education and
skills training, these workers may contribute
to increased job site accident and injury rates.
Along with impacting employee health and
well-being, these incidents can raise insurance
claim frequency and severity, extend project
delays and compound operational expenses.

Therefore, construction businesses must take
steps to combat labor shortages, invest in
measures to attract and retain sufficient and
qualified employees, and build a strong culture
of safety. These steps may include increasing
outreach efforts at community events

(e.g., high school job fairs and trade school
forums) to encourage the next generation of
construction workers; leveraging upskilling
and reskilling initiatives to continue educating
current workers and build their professional
abilities; providing comprehensive and
ongoing safety training to new and existing
workers of all experience levels; offering
more competitive wages and benefits; and
attempting to bring employees who recently
left the industry back to work through
various incentives (e.g., flexible employment
arrangements and career advancement
opportunities).
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It may also be beneficial for construction
companies to explore underrepresented
demographics to increase their talent pools,
hire talent recruitment agencies to expand
their searches, and recruit workers with
construction-ready skills from closely related
sectors such as manufacturing and mining.
Building and maintaining a positive company
culture can also help businesses attract and
retain employees.

INCREASED SUSTAINABILITY
EFFORTS

Consumers and regulators have been placing
additional pressure on construction businesses
to ensure eco-friendly and sustainable
practices as the environmental, social and
governance landscape evolves. According to
the United Nations Environment Programme
(UNEP), the buildings and construction

sector is the world's largest greenhouse gas
emitter, accounting for 37% of emissions.

The construction industry is also an essential
component in ensuring alignment with

the International Energy Agency's Net Zero
Emissions by 2050 Scenario, and the U.S.
government has emphasized lowering carbon
emissions as evidenced by the Federal Buy
Clean Initiative.

The construction industry has taken steps
to improve efficiency and sustainability. For
example, UNEP reports that the construction
sector invested over $237 billion in building
energy efficiency from 2020 to 2021. It has
also turned to innovative products such as
mass timber and cross-laminated timber
(CLT) and utilized carbon-reducing practices
such as modular construction. According

to a 2014 study published in the Journal of
Sustainable Forestry, replacing steel with

CLT in construction could reduce global

carbon dioxide emissions by 15%-20%.

Modular building techniques can also reduce
waste and improve efficiency. Additionally,
businesses can look to other strategies to
increase sustainability and decrease emissions,
including electrifying fleets, using green
energy sources (e.g., wind and solar) and going
paperless.

While several efforts appear promising,
innovative methods can be more difficult

to insure, as underwriters generally look

to historical loss data when determining
premiums and insurability. Although this may
lead to higher insurance costs, businesses
can balance these expenses against the cost
savings these actions provide (e.g., through
increased efficiency and reduced waste)

and the reputational value garnered from
demonstrating a commitment to sustainability.

TECHNOLOGICAL ADVANCEMENTS

Construction businesses of all sizes have
utilized advanced technology—such as 3D
printing, robotics, wearable safety sensors,
GPS, drones, dash cameras, self-driving
vehicles, telematics and the Internet of Things
(loT)—to help automate certain construction
tasks; improve efficiency, productivity and
safety; and reduce waste and expenses.

Another innovation construction businesses
have been utilizing is Building Information
Modeling software, which helps optimize
designs and efficiently manage products. This
technology can help improve communication,
planning and predictability, and its capabilities
will be enhanced as 3D printing and virtual
and augmented reality technologies continue
to improve.
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Generative artificial intelligence (Al) also has
several applications within the construction
industry. Generative Al is a type of Al that
uses data inputs and creates new content,
such as text, images and audio, based on
that information. It can be used to generate
optimal plans, design more efficient buildings
and enhance risk management programs
through automated quality assurance. This
technology can also help businesses swiftly
respond to client requests and questions.

Despite these benefits, it's important to note
that technology use can also lead to elevated
cyber exposure. For instance, PwC's 2024
Global Digital Trust Insights Survey of 3,800
business and tech leaders from 71 countries
found that businesses that had a data breach
of more than $1 million increased from 27%
to 36% year over year, and the global average
cost of a cyberattack was $4.4 million.

Considering this information, it's imperative
for construction businesses that leverage
technology to review their digital exposures
and adjust (e.g., providing enhanced
employee education and training on common
cyberthreats and installing updated security
software) as needed to mitigate possible
cyber incidents. These companies should also
consider securing dedicated cyber insurance
for essential coverage from potential incidents
and related losses.

CONCLUSION

Several trends are impacting the construction
sector. By tracking these developments

and mitigating any associated exposures,
construction businesses can effectively
position themselves to maintain long-term
growth and operational success. Contact us
today for additional industry-specific risk
management guidance.
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