

Census, Reed, BEA, BLS portray differing views of nonres spending, jobs; prices soar 

Construction spending in March totaled $1.12 trillion at a seasonally adjusted annual rate (SAAR), down 1.1% from February, the Census Bureau reported on Thursday. January and February totals were revised upward. Year-to-date (YTD) spending for the first three months of 2008 combined fell 2.4% from January-March 2007. The decline was attributable entirely to a drop in residential spending of 4.6% for the month and 19% YTD. Private nonresidential spending jumped 1.9% and 16%; public nonresidential spending, 0.6% and 8.2%. Growth was largest for communication (such as cell towers, TV broadcast towers and data centers), 13% and 17%; lodging (hotels and resorts), 5.1% and 48%; manufacturing (of which the biggest component is refinery, biodiesel and other chemical manufacturing, 1.3% and 32%); and power (power plants, transmission lines, wind and other renewable power), 0.7% and 27%. The four largest segments were weaker: educational, 0.3% and 12%; commercial (retail, warehouse and farm), -1.0% and 2.6%; highway and street, 0.6% and 4.2%; and office, 1.4% and 12%.

Nonresidential construction starts in April slumped 12% compared to April 2007, according to data compiled by Reed Construction Data and released on Monday. The YTD change for the first four months combined was -9.3%. Reed counts the full value of new contracts in the month they are signed or construction begins, making the data a leading indicator compared to Census figures, which measure spending month by month as projects proceed. Among Reed’s largest categories, there were YTD declines of -7% for schools/colleges, -19% for retail, -20% for office and -9% for hotel/motel; gains of 2% for roads/highways and 3% for hospitals/clinics; and no change for water/sewage.

A third measure of construction spending was part of the report on real (net of inflation) gross domestic product (GDP) that the Bureau of Economic Analysis (BEA) issued on Wednesday. Real GDP climbed 0.6% (SAAR) in the first quarter of 2008, matching the growth rate for the last quarter of 2007. Real investment in private nonresidential structures (including wells and mineshafts along with items Census counts as construction) fell 6.2% after rising faster than real GDP for nine straight quarters. Real residential investment fell a record-setting 27%. The price index for private nonresidential investment climbed 1.4% (SAAR), compared to 2.6% for GDP and -2.3% for private residential investment.

Seasonally adjusted nonfarm payroll employment fell for the fourth straight month in April, the Bureau of Labor Statistics (BLS) reported on Friday, but by only 20,000, compared to an average drop of 80,000 in each of the three previous months. Over the past year, employment rose 462,000 (0.3%). Construction employment plunged 61,000 for the month, to 7,275,000 seasonally adjusted, down 385,000 (-5.0%) from April 2007. All five BLS construction categories fell in April. Over 12 months, residential building and specialty trade construction fell 9.3%; nonresidential building, specialty trades and heavy and civil engineering employment slid 1.8%. But nonresidential employment is probably higher, because many firms that did residential work when they entered the BLS database are now sending electricians, plumbers and other trades to nonresidential sites. If, as seems likely, residential employment has fallen as much in the past year as residential spending (-20%) rather than -9.3%, roughly 10% (330,000) of the “residential” employees in April 2007 are now doing nonresidential work. Adding them to the nonresidential total implies a 5.9% (250,000) gain instead of a 1.8% drop and is more consistent with the 12% rise in nonresidential spending from March 2007 to March 2008 that Census reported. Average hourly earnings rose 3.4% from April 2007 to April 2008 for all private production and nonsupervisory workers, 4.0% for construction workers (to $21.60 per hour, 21% more than the all-private average.) Architectural and engineering services employment, a harbinger of demand for construction, increased 2.6% above the April 2007 level.

Commodities and construction materials prices continued to leap. On Monday, spot prices closed on the New York Mercantile Exchange at $119.97 per barrel for crude oil, a record (up 95% from a year ago); $10.87 per million British thermal units for natural gas, the raw material for polyvinyl chloride (PVC) and other construction plastics (up 42%); and $3.98 per pound for copper (up 7%). One contractor sent AGC the notices it received on Monday from two PVC pipe suppliers of price increases effective next Monday. One listed increases ranging from 5% to 20%. A supplier of steel parts warned, “Prices on pipe and fittings change daily and the factories are not holding any previous quotes.” Another wrote on April 27, “Availability has become a huge issue in the marketplace and will be the overriding factor going forward as opposed to price being the sole issue when quoting jobs. Lead times from both domestic and import sources have become extremely extended and deliveries are well beyond the original promised dates.” Purchasing managers who responded to the Institute for Supply Management’s monthly surveys that were released on Thursday (manufacturing) and Monday (nonmanufacturing) listed the following items relevant to construction as up in price in April: aluminum, copper, carbon and stainless steel products, diesel fuel and fuel surcharges. Manufacturers listed steel as in short supply.

One construction material that should be abundant is cement. The Portland Cement Association issued its spring forecast on Wednesday, saying it expects a “peak-to-trough decline in U.S. cement consumption of 24%,” as summarized on Monday by securities analysts at Exane BNP Paribas (www.exanebnpparibas-equities.com). “The PCA expects that capacity additions [in 2008 will total 4.2 million tons (mt) and in 2009,] 10 mt.”
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