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Construction Inflation is Running Rampant – 
What's the Impact on Your Projects? 
AGC reports that year-over-year construction inflation (2021 – 2022) is 22%. This is a general insight from Ken Simonson, 
AGC Chief Economist through Construction Dive, and the situation in your region and jurisdiction of your projects will 
vary. Suffice it to say, it is unlikely that there is any design or construction project that is not facing significant cost 
pressure in this period of accelerated construction and overall economic inflation—in large part due to supply-chain 
issues and material/system/labor availability. 

If you have a project in the design phases, consider the following questions for several common project types: 

• Is your project publicly funded through a referendum, such a school, community center, aquatic facility, police/fire
station, or library?
– When were the project budgets established and funds “fixed” to implement design and construction?
– Are those funds still sufficient, even with a “normal” contingency established at the time of referendum/funding?
– How will the owner and their constituents respond to a more expensive project, perhaps 20% or more, or a

reduced scope project because the public entity cannot identify additional funds?
• Is your project a spec office building or retail center where leasing has begun but construction costs are not yet

finalized?
– Will the developer’s proforma be able to withstand significant higher construction costs?

• Is your project a single family home that you started design on a year ago but has not yet been bid?
– Does the homeowner have the ability to increase their construction budget to accommodate additional costs or do

you need to reduce the scope of the project?

What you can do: 
• Proactively communicate with your client.

– Make them aware of the dramatic cost increases in construction. While these inflationary factors are not within 
your control, they are widely known in the AEC industry, and the general public is certainly aware how general 
inflation is impacting their wallets.

– Verify that your client understands how these increased costs are impacting the viability of their project as 
well as potential schedule implications due to related supply-chain issues and material/labor availability.

• Include additional cost contingency in your estimates at the design phases if you as the A/E are responsible for 
cost estimating, as is common in “conventional” design-bid-build professional services agreements.

• Determine if the CM, GC or Design-Builder you may be working with in pre-construction has adequately 
estimated the increase in project cost and has communicated these issues with the project team.

• Properly communicate critical cost, availability, and schedule factors to the project owner.
• Establish the conditions of the cost basis of the construction contract if it is based on “cost-plus a fee,” especially 

one without a GMP. This will enable increases in the owner’s project cost due to component and subcontractor 
pricing.

• Make sure your client understands this potential volatility.

https://www.constructiondive.com/news/diesel-material-supply-chain-drive-construction-inflation-alert/621940/
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A word of caution: 
If “value engineering” is applied to your project and product/material/system substitutions are proposed due to 
availability factors or cost reduction goals, BE CAREFUL of the enhanced risk to the design professional. Understand the 
implications of substitutions on project QUALITY, COORDINATION, and resultant risk of performance and longevity of the 
built project.  

Related information:
See AIA Contract Documents article, Materials: Managing Risks in a Changing Market from Sourcing to Installation 

https://www.aiacontracts.org/articles/6490841-materials-managing-risks-in-a-changing-market-from-sourcing-to-installation
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Berkley Design Professional (Berkley DP) was created in 2013, by a team of insurance professionals with a passion
for the design industry and deep roots in Architects and Engineers Professional Liability underwriting, risk management and 
claims management. The genesis of Berkley DP was the combination of our team’s commitment to bring fresh ideas to the 
products and services design professionals need together with the resources of W. R. Berkley Corporation. Berkley DP’s motto 
is: Better By Design®. By this we mean that our policyholders can become better businesses by leveraging our innovative risk 
management solutions, fair and experienced claims services and comprehensive architects and engineers professional liability 
coverage. 

Berkley Design Professional is a division of Berkley Alliance Managers which is a member company of Berkley whose rated 
insurance company members are assigned an A+ (Superior) rating by A.M. Best Company. W. R. Berkley Corporation is an 
insurance holding company that is among the largest commercial lines writers in the United States and operates worldwide in 
two segments of the property casualty insurance business: Insurance and Reinsurance & Monoline Excess. 

BDP Risk® is Berkley DP’s state-of-the-art Learning Management System (LMS), which
provides 24/7 online access to relevant risk and practice management content, 
streamlined online learning, and education activity tracking and reporting. For a third 
consecutive year, BDP Risk® has won coveted Brandon Hall Group Excellence Awards. 
The 2021 Gold Award for “Best Advance in Creating an Extended Enterprise Learning 
Program” recognizes our successful efforts to attract and retain customers with specialized 
content. The 2021 Silver Award for “Best Advance in Custom Content” reaffirmed our 
sustained impact to help design professionals improve their business practices and 
decrease claim frequency. 

For more information, contact: 

Andrew D. Mendelson, FAIA 
Senior Vice President,  
Chief Risk Management Officer 
amendelson@berkleydp.com 

Diane P. Mika  
Vice President, 
Director of Risk Management Education 
dmika@berkleydp.com 

berkleydp.com | 855.534.7285 
Information provided by Berkley Design Professional is for general interest and risk management purposes only and should not be construed as legal advice nor 
confirmation of insurance coverage. As laws regarding the use and enforceability of the information contained herein will vary depending upon jurisdiction, the user of 
the information should consult with an attorney experienced in the laws and regulations of the appropriate jurisdiction for the full legal implications of the information.  

Practice management recommendations should be carefully reviewed and adapted for the particular project requirements, firm standards and protocols established by 
the design professional. 

Products and services are provided by one or more insurance company subsidiaries of W. R. Berkley Corporation. Not all products and services are available in every 
jurisdiction, and the precise coverage afforded by any insurer is subject to the actual terms and conditions of the policies as issued. 


