

PPI, CPI leap; asphalt, steel head higher; McGraw-Hill says starts were mixed in June
The producer price index (PPI) for finished goods rose 1.6% in June, not seasonally adjusted (1.8% seasonally adjusted), and 9.2% over 12 months, the Bureau of Labor Statistics (BLS) reported on Tuesday. The PPI for inputs to construction industries, which measures changes in prices of all types of construction materials plus diesel fuel and other items consumed during construction, rose 1.8% over the month and 10% over 12 months. By segment, the largest increases were for inputs to highways and streets (2.9%, 19%), followed by other heavy construction (2.5%, 16%), nonresidential buildings (1.7%, 10%), multi-unit residential (1.5%, 7.7%) and single-unit residential (1.3%, 5.9%). Highway costs soared because of huge increases in the PPIs for commodities such as diesel fuel (5.7%, 85%), steel mill products (8.1%, 30%) and asphalt paving mixtures and blocks (6.7%, 17%). There were moderate increases in the PPIs for concrete products (0.7%, 3.8%) and plastic construction products (0.8%, 2.8%). Building costs were held down by falling PPIs for gypsum products (-0.4%, -13.8%), insulation materials (-0.3%, -4.6%), copper and brass mill shapes (-4.4%, -0.9%), brick and structural clay tile (-0.5%, -0.8%) and lumber and wood products (up 0.9% in June but down 2.8% over 12 months). In a sign that contractors and subcontractors may be cutting their profit margins, PPIs for finished buildings showed modest changes: new warehouse construction (0, 4.2%), schools (1.6%, 3.4%), office and industrial buildings (both -0.1%, 3.1%).
The consumer price index (CPI) for all urban consumers climbed 1.0% in June, not seasonally adjusted (1.1% seasonally adjusted), and 5% over 12 months, BLS reported on Wednesday. The CPI for urban wage earners and clerical workers, which is used to adjust many construction labor contracts, jumped 5.6% over 12 months.

Prices for asphalt are leaping, and some states also report shortages of either asphalt or the petroleum-derived polymers added to improve its performance. The Illinois Department of Transportation’s bituminous (liquid asphalt) price index (www.dot.state.il.us/desenv/asphaltpi.html) rose to $621 per ton on July 1, up 20% from June and 100% from January. Readers reported on Monday that prices had risen to $640, from around $290 last fall in Memphis, and $675, from $425 recently in Atlanta. A reader forwarded a fax from an Illinois asphalt supplier on Saturday warning of additional increases this week. Newspapers in Boston, Lexington, Kentucky, St. Louis and Denver reported that highway departments are cutting the number of paving jobs they award; the last two also reported some contractors may use concrete instead. 
Steel prices are rising largely because of strong foreign demand for both finished construction steel and iron and steel scrap used to make it. Rebar manufacturers will reportedly raise prices another $60 per ton on August 1. The Construction Reinforcing Steel Institute estimates that U.S. rebar demand of 9.4 million tons will exceed domestic production of 8 million tons, implying further price increases ahead to match higher overseas prices. Nucor Corp. opened a new steel plant in Memphis this week, and plants are under construction in Mississippi and Alabama, but they are not expected to end dependence on imports. Today, Nucor announced record sales and earnings in the second quarter. Average sales price per ton increased 19% over the first quarter and 24% over the second quarter of 2007. The average “scrap and scrap substitute” cost per ton used in the second quarter of 2008 was $456, an increase of 37% over the first quarter and 57% from a year ago. 
New construction starts fell 1% in June, seasonally adjusted, McGraw-Hill Construction reported today, based on its own data collection. The year-to-date (YTD) drop over the first six months of 2008 compared to the same months of 2007 was -16%. Residential starts rose 2% for the month but fell 39% YTD; nonresidential building, -12% and 6%; and nonbuilding starts, 19% and -3%.. The combined YTD change for nonresidential construction was 3%. Categories with large YTD increases included manufacturing, lifted by three huge refinery projects; hotels, aided by “three very large hotel/casino projects at the outset of 2008;” and electric power. There was “decreased activity for sewers,” highways and bridges, stores and warehouses. Both multi- and single-family residential starts fell about 40% YTD. “Particularly large dollar volume declines for single-family housing were reported by” Nevada, -59%; Utah, -59%; California, -52%; Georgia, -51%; and Arizona, -49%.
Two other indicators suggest residential construction will fall further. The Census Bureau reported today that seasonally adjusted building permits and housing starts climbed 11.6% and 9.1%, respectively, in June. However, “New York City enacted a new set of construction codes effective for permits authorized as of July 1” that evidently spurred a rush to beat the deadline. “Excluding the Northeast multifamily data, there was a 0.7% increase in permit authorizations and a 4.0% decrease in housing starts in June.” Single-family permits and starts fell 3.5% and 5.3%. The National Association of Home Builders reported on Wednesday that its 100-point housing market index of builder confidence fell to a new record low of 16 in July from a previous record low of 18 in June. Each of the component indexes fell to new record lows in July. The current sales conditions index declined one point to 16, the index gauging sales expectations in the next months fell four points to 23, and the index gauging traffic of prospective buyers also receded four points, to 12.
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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