

FOMC holds rate target steady; prices keep climbing; state construction jobs slide
The Federal Reserve’s Federal Open Market Committee (FOMC) voted 9-1 today to keep its target for the federal funds rate at 2%. The lone dissent was from Dallas Fed President Richard W. Fisher, who preferred an increase in the target for the federal funds rate. The FOMC stated, “Recent information indicates that overall economic activity continues to expand, partly reflecting some firming in household spending. However, labor markets have softened further and financial markets remain under considerable stress. Tight credit conditions, the ongoing housing contraction, and the rise in energy prices are likely to weigh on economic growth over the next few quarters. The Committee expects inflation to moderate later this year and next year. However, in light of the continued increases in the prices of energy and some other commodities and the elevated state of some indicators of inflation expectations, uncertainty about the inflation outlook remains high. The substantial easing of monetary policy to date, combined with ongoing measures to foster market liquidity, should help to promote moderate growth over time. Although downside risks to growth remain, they appear to have diminished somewhat, and the upside risks to inflation and inflation expectations have increased. The Committee will continue to monitor economic and financial developments and will act as needed to promote sustainable economic growth and price stability.”
Prices of commodities used in construction are showing no sign of moderating yet. “Dow Chemical Co. announced its second round of price increases in a month…as much as 25% starting July 1,” the Wall Street Journal reported today. “The move comes on top of an increase of as much as 20% that took effect June 1 and led several other chemical companies to follow suit. Dow [also] will impose new freight surcharges.” On Tuesday, the Journal reported, “mining giants Rio Tinto PLC and BHP Billiton Ltd. on Monday won an 85% increase in the benchmark price for iron ore, a key ingredient in steel production. The rise indicates that steel prices worldwide are likely to stay high,” although the ore will not directly affect the cost of construction steel, which generally comes from scrap, not ore. A chart accompanying the article showed the spot price for U.S. hot-rolled steel has jumped from just over $500 per ton in late 2007 to more than $800. Recent emails from Data DIGest readers include further hikes in liquid asphalt prices and a June 20 notice in Washington state of “Drywall 10% increase this week. Drywall mud in plastic pails up 15%. It seems the plastic buckets have tripled in cost and are resulting in cost increases of the materials in them including materials like paint.” On Monday, construction equipment maker CNH Global N.V. announced  a 5% surcharge on base prices, its third price hike this year. 
Between April and May 2008, seasonally adjusted nonfarm payroll employment increased in 29 states and DC, decreased in 17 states, and was unchanged in 4 states, the Bureau of Labor Statistics (BLS) reported on Friday. From May 2007 to May 2008, nonfarm employment increased in 35 states and DC, decreased in 14 states, and was unchanged in Vermont. The largest over-the-year percentage increases in employment occurred in Wyoming, 2.8%; Texas, 2.3%; Louisiana, New Hampshire and Utah, 1.6% each. Rhode Island recorded the largest over-the-year percentage decrease in employment, -2.3%; followed by Michigan, -1.6%; Florida, -0.9%; Wisconsin, -0.7%; and Arizona, -0.6%. Between April and May seasonally adjusted construction employment increased in 21 states, fell in 25, and was unchanged (within 100 workers) in four plus DC. Between May 2007 and May 2008 employment increased in only 14 states, fell in 34, and was unchanged (within 100) in DC, Kansas, and New Mexico. The largest year-over-year percentage gains were in Wyoming, 10%; Louisiana and Texas, 4% each; New Hampshire, Oklahoma and South Dakota, 3% each. The biggest percentage decreases were in Florida, -13%; Arizona, -12%; California, -10%; Michigan and Nevada, -9% each.
Seasonally adjusted “new construction starts in May were essentially unchanged from April,” McGraw-Hill Construction reported on Thursday, drawing on its own tally of the value of new contracts. “Nonresidential building in May registered a particularly strong performance, led by the start of several large manufacturing plants. At the same time, residential building continued to show a loss of momentum, and the nonbuilding construction sector (public works and electric utilities) retreated after April’s elevated activity. During the first five months of 2008, total construction on an unadjusted basis was reported at $228.3 billion, down 14% from the same period a year ago. If residential building is excluded from the year-to-date [YTD] comparison, new construction starts in the first five months of 2008 increased 7%,” with nonresidential building up 13% YTD and nonbuilding construction down 2%. “The nonresidential building sector is being lifted in 2008 by two massive refinery projects–the $3.8 billion refinery expansion in Indiana entered as a May start and a $7 billion refinery expansion in Texas entered as a January start. Excluding these two refinery projects, nonresidential building in the first five months of 2008 would show a modest 1% gain.”
The decrease in nonresidential building may reflect a slowdown in highway contract awards, which is traceable to higher costs for diesel, asphalt and steel, and reduced fuel tax receipts from motorists driving fewer miles. On June 18, the Federal Highway Administration reported that total vehicle miles of travel fell 1.8% in April, compared to April 2007. That was the sixth straight month of falling year-over-year travel; the YTD decline for the first four months was 2.1%..
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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