

Construction jobs, spending shrink overall but nonres rises; office market weakens
Nonfarm payroll employment fell for the sixth straight month in June, by 62,000 jobs, seasonally adjusted, the Bureau of Labor Statistics (BLS) reported on Thursday. Employment was virtually unchanged from one year before. The unemployment rate was 5.5%, unchanged from May but up from 4.6% in June 2007. BLS Commissioner Keith Hall noted, “Construction job losses totaled 43,000 in June [and 452,000 (-5.9%) over 12 months] and were spread throughout the industry. Employment in the industry has fallen by 528,000 since its September 2006 peak; more than two-thirds of the decline (-373,000) occurred since October 2007.” Since June 2007, residential building and specialty trade employment has fallen by 345,000 (-11%); nonresidential building, specialty trade and heavy and civil engineering employment by 106,000 (-2.4%). But it appears likely that firms that are recorded as residential specialty trade contractors are sending more workers to nonresidential job sites than previously. Assuming that residential employment has declined as much as residential spending (-27% from May 2007 to May 2008), roughly 500,000 additional workers should be counted as nonresidential, rather than residential, specialty trade contractors. That implies nonresidential employment rose roughly 390,000 (9%), rather than dropping 2%, a figure more closely in line with the 17% increase in nonresidential spending. Such an increase could also explain why average hourly earnings in construction rose more than for all private production and nonsupervisory workers (3.7% vs. 3.4%) from June 2007 to June 2008. In another positive sign for nonresidential construction, architectural and engineering services employment rose 3,000 in June and 34,000 (2.4%) over 12 months.
Construction spending fell 0.4% in May, seasonally adjusted, and 6.0% from May 2007, the Census Bureau reported on July 1. The Bureau also revised its estimates for private construction back to 1993 and for public construction in 2006 and 2007 For the first five months of 2008 combined, year-to-date (YTD) spending fell 5.1%, compared with a 2.6% drop in 2007. Private residential fell 27% YTD and 20% in 2007; private nonresidential rose 20% in both periods; and public spending climbed 7.4% and 12%. Spending accelerated for power (38% YTD, 34% in 2007), higher education (19%, 13%) and manufacturing (33%, 20%), led by petroleum, biodiesel and other chemical projects (47%, 55%). Growth slowed but remained strong for lodging (41%, 58%) and slowed markedly for communication (6%, 22%), commercial (retail, warehouse and farm) construction (5%, 16%), K-12 schools (7%, 15%) and hospitals (7%, 14%). Growth held nearly steady for office construction (18%, 19%), transportation facilities (15%, 16%) and highways and streets (3%, 6%).
Despite continued strength in office construction, “Companies are taking less office space across the nation, driving down rents in most markets and causing pain for real-estate landlords,” the Wall Street Journal reported on Thursday, citing data from Reis Inc., a New York real-estate research firm. “For the second quarter in a row, businesses vacated more office space than they took nationwide, a phenomenon known as negative absorption. The national vacancy rate edged up to 13%, from 12.8% [in the first] quarter….‘Tenants just don’t have the ability to finance major relocations, construction costs and all the things involved in moving,’ says Peter Riguardi, president of the New York branch of brokerage Jones Lang LaSalle….Orlando, Atlanta, Phoenix, Las Vegas and Sacramento all saw rents decline in nominal terms, without accounting for inflation….Only 17 of the 79 markets Reis tracks saw rent grwoth outpace inflation. Among the leading cities was Houston, which benefited from the energy boom. Rents there increased 2.7%....Seattle and San Francisco also performed well. Los Angeles rents were up 1.4%, still healthy, but slower than the 2.8% growth it saw in the first quarter.”
Monthly surveys by the Institute for Supply Management of purchasing executives from manufacturing (released on Tuesday) and nonmanufacturing sectors (released on Thursday) listed many items relevant to construction that were up in price in June: aluminum, asphalt, copper (although copper, copper pipe and wire cable were also listed as down in price), diesel fuel, freight and fuel surcharges, pipe fittings, roof felt and numerous steel products. Executives for manufacturers listed steel as being in short supply.
More price increases will soon affect contractors. The national average retail price of highway diesel fuel, which had drifted 7.8 cents per gallon lower over the previous five weeks, increased 8.2 cents to a new record of $4.73, the Energy Information Administration reported tonight. That was $1.88 (66%) higher than a year ago. The CRU Global Long Products Steel Price Index, a composite of beam and rebar prices for the US, Germany and South China Sea nations, increased 4% in June and 61% from June 2007. Contractors have sent along  price increase notices they have received in the past two weeks ranging from 6% to 30% for a wide variety of plumbing, welding, insulation and other products made from steel, plastic and gypsum. Contractors have also reported further large increases in asphalt prices, along with warnings of possible shortages in some regions.
New orders from U.S. manufacturers (excluding semiconductor manufacturers) increased 0.6% in May, seasonally adjusted, and 5.5% YTD, Census reported on Wednesday. Orders for construction materials and supplies fell 2.3% and 2.4%; orders for construction machinery dropped 9.2% for the month but rose 31% YTD.
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