

Reed says nonres starts rise in May; Fed finds variation by region; costs climb again
The value of new nonresidential construction starts tracked by Reed Construction Data (www.reedbusiness.com) climbed 9% in May from May 2007, the firm reported today. Year-to-date (YTD) starts for the first five months of 2008 combined were down 6% compared to the same months of 2007. Nonresidential building starts were down 5% in dollar terms and 12% in square feet, reflecting what Reed estimated was a “spike in construction materials prices, up at a 15% annual pace in the first part of the year. The increase in construction material prices is likely to continue at a double-digit pace at least into the summer,” Chief Economist Jim Haughey opined. “But unlike the last cost surge in 2004, this time wage rate gains and contractor margins are ebbing as total construction activity continues to decline.”
 “Reports from the Federal Reserve districts suggest that economic activity remained generally weak in late April and May,” the Fed reported in the June 11 “Beige Book,” a compilation of reports on conditions in the 12 districts (known by their headquarters cities). “Three districts described economic activity as softer, weaker or lower, with an additional four districts reporting slower, sluggish or modest economic growth. The remaining five districts of Philadelphia, Cleveland, Atlanta, St. Louis and San Francisco described activity as stable or little changed in recent weeks….Reports on nonresidential construction activity were mixed. Contacts from Chicago and Minneapolis saw slight increases in activity. Philadelphia, Cleveland, Richmond, Atlanta and Dallas, however, reported easing or weak levels of construction. A number of districts—Cleveland, Richmond, Chicago and Dallas—reported that obtaining financing remained difficult for some projects.” In addition, “Residential construction declined in Chicago, St. Louis and Minneapolis, but was flat to slightly higher in parts of the Atlanta district and spiked in areas of the Dallas district where demand for apartments was solid. Homebuilders in Cleveland expected no improvement in the housing industry for the remainder of 2008 and Chicago reported that limited credit availability for new developments had caused many builders to suffer losses on existing projects.” The Cleveland Fed’s section noted, “Most [nonresidential] contractors experienced a rise in the cost of materials, especially for steel and concrete. Workforce levels remain largely unchanged.” The Atlanta Fed’s section observed, “Fuel and petrochemical price increases were noted across the District. Increases in the prices of metals and agricultural goods were also observed. There were more reports of these price increases being passed on. However, notable exceptions were construction firms, building materials producers and businesses that were restricted by existing fixed-price agreements with their customers.” The Chicago Fed commented, “a contact in the construction industry reported that wallboard prices had declined to the degree that they no longer covered production costs. Wage pressures were limited outside of the skilled labor positions that continue to experience shortages and a report of union wage demands from some skilled trades in the construction industry.”
The Institute for Supply Management reported on June 4 that purchasing executives with nonmanufacturing firms reported price increases in May for these items important to construction: aluminum, copper wire, diesel fuel, shipping costs and fuel surcharges, pipe fittings, plastics, roofing shingles, and steel, including stainless and carbon. Skilled labor (not specifically for construction) was the only item reported in short supply.

Rebar and other construction steel prices continue to climb. The online version of the June 16 issue of Engineering News-Record (www.enr.com) reported today that there has been “an average increase in rebar prices of $297 per ton since January 1, according to Schaumburg, Illinois-based Concrete Reinforcing Steel Institute. Average rebar mill selling prices hovered around $624/ton for standard A-615 reinforcing bar last spring, while many contractors around the country report current mill prices of more than $900/ton of reinforcing bar. In some regions, contractors report prices of more than $1,200 per delivered ton.” One fabricator told AGC that rebar prices had risen $352/ton so far and he had received quotes dated June 9 in which “shredded scrap [the raw material for rebar] decreased by $25/ton to $540 [while] Nucor has increased its base price for rebar, merchant bar and shapes products by $60/ton. Net effect is a total increase by Nucor of $35/ton....Some mills’ effective dates are with new orders as of June 11 and some with July 1 shipments.”
High asphalt prices are taking a toll on road construction. USA Today reported on Friday, “Some states, cities and counties say their road-repair budgets didn't anticipate asphalt prices that are up 25.9% from a year ago, so they're being forced to delay projects. [In]Lake County [South Dakota], a 5-mile repaving project was postponed after bids came in $79,000-$162,000 higher than the $442,000 budget. Larimer County, [Colorado, will ‘be lucky’ to resurface seven miles instead of a normal] 16-20 miles of its 450 miles of paved roads…Paul Degges, chief engineer for the Tennessee Department of Transportation, will resurface 1,600 miles of state highway this year, well short of his 2,500-mile target.”
Employer costs for employee compensation (wages, benefits and required employer payments) averaged $28.46 per hour worked in March 2008, the Bureau of Labor Statistics reported on Wednesday. Costs in construction averaged $30.12, 5.8% higher than the all-industry average. Construction employers’ benefits were a similar share of total compensation to the overall average but paid more for workers’ compensation (4.5% of total compensation vs. 1.6% for all employers) and less for paid leave (3.5% vs. 7.0%).
The Data DIGest is a weekly summary of economic news; items most relevant to construction are in italics. All rights reserved
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