

PPIs leap, especially for construction; IP for construction supplies, earnings slip
The producer price index (PPI) for finished goods jumped 1.4% in May, seasonally adjusted, and 7.2% compared to May 2007, the Bureau of Labor Statistics (BLS) reported on Tuesday. The PPI for inputs to construction industries, comprising materials used in every type of construction plus items consumed during construction, such as diesel fuel, soared 2.6% and 8.4%, not seasonally adjusted. Among construction segments, the biggest leap was for highway and street construction, 4.0% and 15%, followed by other heavy construction, 3.5% and 13%; nonresidential buildings, 2.6% and 8.7%; multi-unit residential, 1.9% and 6.3%; and single-unit residential, 1.6% and 4.7%. The highway PPI was propelled by surges in the PPIs for diesel fuel, 9.1% and 76%; asphalt paving mixtures and blocks, 5.1% and 10%; and hot-rolled steel bars, plates and structural shapes, 11% and 23%. The index for lumber and plywood took an unusual monthly leap of 3.6% but was still down 2.6% from a year ago. Building costs received some relief from decreases for gypsum products, -1.2% and -14%; and insulation materials, -0.3% and -4.2%. The PPI for concrete products was flat for the month and up 3.2% over 12 months. The indexes for plastic construction products and for copper and brass mill shapes each rose 1.4% for the month but were up only 1.7% and 1.6%, respectively, compared to May 2007. Despite sharp rises in materials costs, the indexes for finished building types barely budged, perhaps indicating reduced margins for subcontractors: the PPIs for new office and industrial buildings were flat for the month; new warehouses, up 0.1%; and new schools, down 0.2%.
Readers have sent in many announcements of price increases since PPI data was gathered in mid-May. A Chicago-based contractor received notices on June 16 of an August 1 increase in asphalt prices that “is projected to be $10-12 per ton…but could possibly go higher” and a July 1 increase in drywall prices of “approximately 10%.” A Memphis-based contractor wrote on June 13, “our AC [asphalt cement] prices went to $550 today and we were told to expect $600 next week.  Also indicated that we should be bidding $700 for the rest of the year. (sigh)” The high prices for scrap steel have led to thefts of steel from construction sites. The Chicago Tribune reported on June 2, “state police were monitoring areas of the Reagan Tollway at 9 p.m. Sunday because of recent reports of stolen materials from Tollway construction sites,” an assistant state’s attorney said. “Police said they [arrested two men whom they saw] loading a rental truck with 17 steel forms, worth an estimated $5,000…both men told police that they believed the materials were scrap.”
Industrial production (IP) at factories, mines and utilities dropped 0.2% in May, seasonally adjusted, and 0.1% from a year earlier, the Federal Reserve reported on Tuesday. Manufacturing IP, which along with capacity utilization can indicate the potential demand for factory construction, was unchanged for the month and down 0.3% compared to May 2007. Manufacturing capacity utilization was unchanged at 77.5% of capacity, considerably below the long-term average of 79.7%. Output of construction machinery “moved up slightly [2.6%] after having dropped substantially [21%] in April,” the Fed noted; “the output of construction supplies edged down 0.1% and has fallen for 10 consecutive months.”

“U.S. personal income grew 1.1% [seasonally adjusted] in the first quarter of 2008, after growing 1.2% in the last quarter of 2007,” the Bureau of Economic Analysis reported today. “Across states, personal income growth ranged from 7.6% in North Dakota to -1.9% in Arkansas. The unusually wide range of state growth rates is largely a consequence of rising grain prices. [Jumps in corn, wheat] and soybean prices…added 6.4 percentage points to personal income growth in North Dakota where the farm sector is predominantly crop production. At the same time, the higher grain prices, which raised expenses for livestock growers, reduced personal income by 1.0 percentage point in Arkansas where the farm sector is predominantly poultry.” Construction earnings (payrolls, supplements to wages and salaries, and proprietors’ income) slid 0.7 percentage points, seasonally adjusted, reflecting the ongoing contraction in homebuilding. Construction earnings fell in 35 states and the District of Columbia and rose in 15 states. The largest increases were in Hawaii, 2.8 percentage points; Oklahoma, 2.7 points; Wyoming, 2.4 points; and New York, 1.25 points. The biggest declines were in Idaho, -10 points; Arizona, -2.5 points; Oregon, -2.3 points; and Florida, -2.2 points.

“Following a slight rise in April, the Architecture Billings Index (ABI) fell two points in May, prolonging the downturn in design activity at architecture firms,” the American Institute of Architects (AIA) reported on Wednesday. “With the exception of the institutional sector—projects like government buildings, schools and hospitals—we’ve seen a dramatic contraction in design activity in recent months,” said AIA Chief Economist Kermit Baker.  “Right now things are especially hard in the West and in the commercial and multifamily residential sectors.” The index measures the percentage of architecture firms that reported an increase in billings from the prior month minus the percentage that reported a decline, without weighting for firm size or size of change in billings.

BLS on Monday posted detailed data and explanations for the 2006-2016 occupational and industry projections that it released last fall (www.bls.gov/emp/optd/home.htm). For example, Table V-3 shows that the replacement need for construction and extraction occupations is projected to total 1,261,000 per year (145,000 net) between 2006 and 2016.
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