

Fed, McGraw-Hill report mixed nonres activity; steel, diesel pump up construction PPIs

“Reports from the 12 Federal Reserve districts indicate that economic conditions have weakened” since late February, according to Wednesday’s “Beige Book,” a set of informal business soundings conducted by the districts, which are referred to by their headquarters cities. “Nine districts noted slowing in the pace of economic activity, while the remaining three—Boston, Cleveland and Richmond—described activity as mixed or steady….New residential construction was reported to have remained at depressed levels, and none of the districts reported any pickup since the last report….Reports on commercial development were mixed with activity having weakened in the Philadelphia, Atlanta and San Francisco districts, but having increased in the Cleveland, Chicago and Kansas City districts. St. Louis characterized commercial construction as strong….Widespread tightening in credit standards was reported, especially on residential and commercial real estate loans….Boston noted that standards remain tight on commercial mortgages, while Philadelphia indicated that banks are limiting lending in this category. Richmond indicated tighter standards on residential mortgages.”

“New construction starts retreated 8% in March,” McGraw-Hill Construction reported on Friday, based on its own data gathering. “Nonresidential building in March fell back after the elevated pace reported in January and February, which featured the start of several massive office and hotel projects. Residential building also weakened in March, as the correction for single family housing continued. Cushioning the decline for total construction was greater activity for nonbuilding construction (public works and electric utilities), reflecting the start of several large power plants. During the first three months of 2008, total construction on an unadjusted basis was…down 19% from the same period a year ago. If residential building is excluded from the year-to-date figures, new construction starts…were down 2%.”

The producer price index (PPI) for finished goods increased 1.9% (1.1% seasonally adjusted) in March and 6.9% over the past 12 months, the Bureau of Labor Statistics (BLS) reported on Tuesday. The PPI for inputs to construction industries (materials used in all types of construction plus items used up by contractors, such as diesel fuel) rose 2.1% over the month and 6.5% over 12 months, led by enormous jumps in diesel fuel (24% and 61%), copper and brass mill shapes (6.9%, 22%) and steel mill products (5.5%, 8.2%), plus increases for asphalt paving mixtures and blocks (0.6%, 3.9%), construction machinery and equipment (0.4%, 2.3%) and concrete products (0.3%, 2.3%). PPIs climbed in March but were down from a year ago for aluminum mill shapes (4.0%, -0.9%), gypsum products (2.2%, -19%), brick and structural clay tile (0.8%, -0.6%). PPIs declined in March for plastic construction products (-0.5%, 1.2%), insulation materials (-0.4%, -3.7%) and lumber and plywood (-0.2% and -5.8%). Among construction segments, the largest increases were for inputs for highway and street construction (4.0%, 12.8%), followed by other heavy construction (3.1%, 9.9%), nonresidential buildings (2.2%, 6.7%), multi-unit residential (1.5%, 4.4%) and single-unit residential (1.0%, 3.3%). Four PPIs track costs of completed buildings, including contractors’ labor, overhead and profits as well as material inputs: new schools (0.4%, 2.4%), offices (0, 3.4%), warehouses (-0.2%, 3.4%) and industrial buildings (-0.2% in March; series began in June 2007).

The PPI increase for construction inputs outstripped the consumer price index (CPI) for all urban consumers, the most commonly used measure of inflation, which rose 0.9% (0.3% seasonally adjusted) in March and 4.0% over 12 months, BLS reported on Wednesday. The CPI for urban wage earners and clerical workers (CPI-W), which is used to adjust many wage contracts in construction and other industries, rose 4.3% over 12 months.

Major price increases have continued for diesel fuel and steel since BLS gathered price data on March 13. The national average retail price of highway diesel jumped 10 cents per gallon in the week ending April 14 to a record $4.06, up 40% from a year ago, the Energy Information Administration reported that day. “ArcelorMittal, the world's largest steelmaker, plans to boost prices on some contracted steel shipments in the U.S. by $250 a ton to recoup surging costs for energy and iron ore,” Bloomberg reported on Wednesday. “The surcharge will be added to all orders of flat-rolled steel for shipment May 5 and later, according to an April 14 memo to sales personnel from D.G. Mull, executive vice president for sales and marketing….Hot-rolled coil, another key industry product, may now cost a record $1,000 a ton on the spot market, according to Robert Miller of Miller Mathis, a New York investment bank focused on steel….The U.S. needs to import steel because domestic producers make only about 100 million tons a year while the nation uses about 130 million tons. The weak dollar and higher prices in other regions have diverted supplies from the U.S. ‘We believe that by the end of the year, the concept of fixed-price steel will be virtually done away with,’ said Michelle Applebaum, who runs a steel-equities research firm in Highland Park, Illinois.” Earlier in April, suppliers of ductile iron pipe announced increases of up to 23%, effective April 14.

Manufacturing production rose 0.1% in March, the Fed reported on Wednesday. Outside of motor vehicles and parts, where output was held down by a parts strike, manufacturing production moved up 0.4% after having fallen 0.5% in February. Capacity utilization in manufacturing fell to a multi-year low of 78.5% of capacity, considerably below the long-term average of 79.7%; over time, capacity utilization and current output determine demand for factory construction. Production of construction supplies shrank 0.2% for the month and 3.5% over 12 months.
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