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T his year is supposed to be the
year that the U.S. economic
recover y kicks into high gear.
Of  course, last year was, too.
So was 2013. In fact, the U.S.

economy failed to engage any gear other
t ha n  re vers e  du r ing  t he  f i rs t  t hre e
months of  the year, with gross domestic
product (GDP) shrinking 0.7 percent on
an annualized basis during that period.1

Other indicators, however, have been
more positive, particularly recently. After
a weak March, job grow th was more than
solid in April  and May. National unem-
ploy ment has fal len from 6.3 percent to
5.5 percent over the past year and more
Amer icans  are  hopping back into the
labor market by beginning their respec-
t ive job searches. 2 After several  months
of  weak performance, retail sales grow th
has begun to accelerate, including at the
nation’s restaurants and auto dealers.

What do these off-and-on dynamics
mean for overall construction spending,
specific construction segments, and con-
tractors? This article strives to address those
and other issues.The economy continues
to face headwinds, but the next several quar-
ters are shaping up to be decent ones for

the U.S. economy and for stakeholders
in the U.S. construction industr y.

The good
Despite economic headwinds in the form
of weaker investment in energy segments,
the West Coast por t slowdow n, another
brutal  w inter, and a stronger U.S. dollar
and weaker export grow th, construction
spending in the U.S. expanded mean-
ingfully during the first  five months of
2015. The annualized rate of  construc-
tion spending increased 3.4 percent from
Januar y 2015 to April  2015.While that
hardly  represents  spec tacular  per for-
mance, construction spending expanded
by  j u s t  0 . 6  p e rc e nt  du r i n g  t h e  s a m e
months in 2014. 3

In April  itself, the most recent month
for which construct ion data is  available
at the time of this writing, annualized con-
struction spending exceeded the $1 tril-
l ion threshold for  the f irst  t ime s ince
Novemb er  2008. Despite  that , overa l l
construct ion spending, which encom-
p a s s e s  b ot h  re s ide nt i a l  a nd  non re s i -
d e nt i a l  s e g m e nt s , i s  s t i l l  rou g h l y  1 7
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percent below its cyclical peak. That said,
the recover y continues.

During the early stages of  2015, non-
res ident ia l  const r uc t ion spending
expanded more quickly than spending in
many residential segments. In April, non-
residential construction spending was 8.8

percent higher than it  was at  the
same time one year prior. Fully 15 of
16 nonresidential construction seg-
ments experienced spending growth
on a  month-over-month basis  in
April, although that in part reflected
effects related to improving weather.
The lone exception was the power sub-
sector, which has experienced a slow-
down in investment and construction
due to oil prices that have been hov-
ering below $60/barrel and natural
gas prices that have recently remained

lower than $3 per million British thermal
units.4 Power-related construction activ-
ity has declined by more.

Dy namics in the manufacturing sub-
sector are markedly different. Driven by
growth in industrial production in recent
years  and a desire  to instal l  new pro-
ductiv it y-enhancing technologies, con-
s t r u c t i o n  a c t i v i t y  at  t h e  n at i o n’s
manufacturing faci lit ies has been surg-
ing. On a year-over-year basis in April,
manufacturing-related construction was
up  by  ne a r ly  5 3  p e rce nt . L ow  e ne rg y
pr ice s  h ave  he lp e d  by  i nc re a s i ng  t he
profit  margins of  many manufacturers,
freeing up cash to invest in faci lit ies.

Part of  this is attributable to the grow-
ing popularit y of  America as a place in
which to manufacture products. Among
the companies invest ing in new large-
scale manufacturing capacit y in recent
years are Airbus, Volkswagen, Boeing,
and Caterpil lar, among others.

Cheap and reliable natural gas ser ves
as one of  the motivat ing factors. Data
from the Energ y Information Adminis-
trat ion, par t of  the U.S. Energ y Depar t-
ment, indicates that even by simply using
current technolog y, America is  home to
87 years of  technical ly recoverable nat-
ural gas supply. Cer tain geologists con-
clude that America has hundreds of years’
supply of natural gas, implying that Amer-
ica’s industr ial  production outlook w il l
continue to brighten.

A number of  other hot nonresiden-
t ial  construct ion segments experienc-
ing grow th in spending are t ied more
broadly to the economy’s consumer seg-
ment. Between April 2014 and April 2015,
construction spending related to amuse-
ment and recreat ion expanded by 23.3
percent. This is  a categor y that includes
casinos, along w ith many other forms of
recreat ion. Commercia l  const r uc t ion
spending, which includes construct ion
related to retai l  act iv it ies, expanded by
17.5 percent over this period while con-
struct ion related to lodging was up by
closer to 18 percent.

Despite  the  fac t  that  consumer con-
fidence measures have risen only incon-
s is tent ly, consu mer  sp endi ng  g row t h
cont inues  to  b e  the  leading s ource  of
expansion in  Amer ica. Par t  of  this  is
at t r ibut able  to  an improv ing job mar-
ket . According to  a  prel iminar y  est i-
mate from the Bureau of  Labor Statistics,
the  nat ion added another  280,000 net
new jobs  in  May and has  added more
than 3  mi l l ion new posit ions  over  the
past  year.

There are even signs of  recover y in
publicly financed segments. For instance,
transpor tat ion-related construct ion is
up 11.6 percent over the past year. Ready-
mix concrete firms, among others, report
r ising sales and pricing power as more
communit ies embark on infrastructure
improvements. Those improvements in
turn are helping to induce more private
construction, including multifamily res-
idential  construct ion.

While it is true that U.S. housing starts
fe l l  by  1 1 . 1  p e rce nt  i n  May, p e r m it s ,
which foreshadow future star ts, rose to
their highest level since August 2007.5 Sin-
gle-family bui lding permits  increased
by a modest 2.6 percent in May. Mult i-
family permits, on the other hand, surged
24.9  percent . Mi l lennia ls  cont inue to
pour into apar tments, helping to drive
the nat ion’s homeow nership rate from
more than 69 percent in 2007 to less than
64 percent more recently. At some point,
a grow ing share of  these young people,
many now in their 20s, will begin to tran-
sit ion from renting to homeow nership.
Most indicators suggest that this adjust-
ment has yet to begin.
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The nat ion’s  const r uc t ion indust r y
has  added 273,000  net  new pos it ions
over the past year. By May, the nat ion
suppor ted 4.5 percent more construc-
t ion jobs than it  did just one year prior.
The industr y added another 17,000 jobs
in May itself.

Not surprisingly, the grow th in con-
struct ion jobs is  shrinking unemploy-
ment among the industr y’s  workforce
and driv ing wages higher. Construction
industr y unemploy ment sank from 7.5
percent to 6.7 percent in May, marking
the second lowest industry unemployment
rate since November 2007. By April, real
average hourly earnings for construc-
t ion workers were at their highest level
in roughly f ive years. Wages w il l  con-
tinue to edge higher given the shrinking
supply of  available workers and ongoing
expansion in construct ion-put-place.

A disproportionate share of the nation’s
economic strength from a regional per-
spect ive is  along the West Coast. Tech-
nolog y-led markets  l ike San Jose, San
Francisco, Seattle, and San Diego are at
t he  v a ng u ard  of  e conom ic  g row t h  i n
Amer ica. Cal i for nia  ranked eig hth in
overal l  percentage job grow th nat ion-
a l ly  b etween Apr i l  of  2014 and 2015,
adding 2.9 percent  to pay rol ls  dur ing
this period. 6 The state also ranked first
in overall construction job growth, adding
42,600 net new construction jobs over that
1 2 - m o nt h  p e r i o d . Wa s h i n g t o n  s t at e
chipped in another 18,700 construction
jobs, ranking that state four th in terms
of  aggregate construct ion employ ment
expansion. All  of  this occurred despite
a West  Coast  por t  slowdow n that  s ig-
nificantly impacted business operations
toward the latter stages of  2014.

Indeed, many of  the  states  that  are
leading the way in terms of  employ ment
expansion today were the weakest per-
formers during the most recent economic
dow nturn. States l ike Florida (second),
Ne v ad a  ( fou r t h ) , G e org i a  ( s e ve nt h ) ,
Michigan (14th), and Arizona (15th) are
now each in the top third of  U.S. states
in terms of  percentage job grow th. The
fore closure  cr is is  t hat  af f l ic te d  t hese
states is  now neatly in the rear view mir-
ror, al low ing these states to enjoy some
of  the nat ion’s most robust recoveries.

Retirement destinations have also been
a source of  strength. Stock valuat ions
have been near record highs recently,
al low ing more baby boomers to make
the leap into ret irement. Many others
are no longer under water on their mort-
gages, which means that they can more
easily sell their homes and relocate. This
helps explain the superior economic per-
formance of  Florida, Arizona, and other
ret irement hotspots in recent quar ters.

The bad
Obv iously, the nat ion’s  economic s itu-
at ion is  far  f rom perfect . For a  second
c o n s e c u t i v e  y e a r, t h e  U. S . e c o n o my
shrank dur ing the f irst  three months. 7

The l inger ing effects  of  the West  Coast
por t  s lowdow n, another br utal  w inter,
a nd  a  s t ronger  U. S . dol lar  a l l  he lp e d
conspire to rob the U.S. economy of  the
momentum it had gathered during mid-
year 2014.

It  is  impor tant to remember that the
U.S. economy continues to generate below
3 percent grow th despite ongoing federal
deficit spending and incredibly low inter-
est rates. While it is true that the nation’s
annual budget deficits have shrunk sig-
ni f ic a nt ly  re lat ive  to  pr ior  ye ars , t he
nation’s accumulated national debt con-
t inues to mount.

Bond markets, sensing that the U.S. Fed-
eral Reserve Bank will soon begin increas-
ing short-term rates, have responded by
boost ing long-term rates. From a cycli-
cal nadir in late Januar y of  1.64 percent,
the 10-year Treasur y has r isen by nearly
0.75 percent  or  75 basis  points. 8 That
move has been supported by an increase
in bond y ields in other key global bond
markets.

There is  also the not-so-small  matter
of  sta lemated public  polic y. Washing-
ton, D.C., continues to falter in terms of
dealing w ith corporate taxat ion, immi-
grat ion, energ y policy, and other cr it i-
c a l  asp e c t s  of  e conomic  l i fe . In  May,
Congress  extended the nat ion’s  High-
way Trust Fund by two months, an indi-
c at i o n  of  j u s t  h ow  s h o r t - t e r m
policy making has become. The result  is
ongoing uncertainty among many in the
business  communit y, w hich ser ves  to
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BY APRIL, REAL
AVERAGE HOURLY
EARNINGS FOR
CONSTRUCTION
WORKERS WERE AT
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LEVEL IN ROUGHLY
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WAGES WILL
CONTINUE TO
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GIVEN THE
SHRINKING
SUPPLY OF
AVAILABLE
WORKERS AND
ONGOING
EXPANSION IN
CONSTRUCTION-
PUT-PLACE.
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diminish the pace of  hir ing and invest-
ment. This helps explain why the national
economy continues to fall short of  a con-
sistent 3 percent rate of economic growth.

The inflationary
C o n s t r u c t i o n  i n du s t r y  s t a ke h o l d e r s
would be justified in expressing concern
regarding interest rates.While they remain
ex t r aordinar i ly  low  by  his tor ic  s t a n -
dards, the  U.S. economy cont inues  to
l e a n  h e av i ly  up on  t h e  av a i l abi l i t y  of
cheap money. The combination of  t ight-
ening monetar y policy and growing evi-
d e n c e  of  w a g e  i n f l at i o n  c ou l d  p u s h
long-term rates higher faster than antic-
ipated, which could diminish economic
momentum in 2016 and/or 2017.

T h e  C o n s u m e r  Pr i c e  I n d e x  ( C P I )
expanded by 0.4 percent on a seasonally
adjusted bas is  in  May, w hich was  the
largest  monthly increase in consumer
prices since September 2012. 9 The year-
over-year increase in prices was just 1.7
percent, however, which was  st i l l  less
than the Federal Reser ve’s 2 percent tar-
get inflat ion rate. According to the Pro-
du c e r  Pr i c e  I n d e x , w h i c h , l i ke  t h e
Consumer Price Index, is  produced by
the Bureau of  Labor Statist ics, prices for
i np u t s  t o  c o n s t r u c t i o n  i n du s t r i e s
expanded by 1.1 percent in May. 10 This
re pre s e nte d  t h e  l a r ge s t  m ont h - ove r-
month increase in more than two years,
but only the third t ime that input prices
have r isen over the past 10 months.

Looking ahead
The next several quarters should be good
ones for the U.S. economy. We continue
t o  fo re c a s t  t h at  n o n re s i d e nt i a l  c o n -
struction spending will  expand between
6 and 10 percent in 2015. This will go down
as a  good year. B ecause of  headw inds
like a strong U.S. dollar and weak gov-
e r n me nt  s p e nd i ng  g row t h , 3  p e rce nt

grow th may continue to elude America
this calendar year. However, the economy
should be strong enough to lif t  the for-
tunes of  a grow ing number of  firms.

Construct ion firms w il l  continue to
struggle to fi l l  job openings. They are
hardly alone. According to the Job Open-
i ng s  a nd  L ab or  Tu r nover  Su r ve y, t he
nu m b e r  of  j o b  op e n i n g s  i n  A m e r i c a
expanded to  5 .4  mi l l ion in  Apr i l , the
highest  number of  job openings since
this data ser ies began in December of
2000. There are now fewer than two job
s e eke r s  p e r  av a i l a b l e  j o b  op e n i n g  i n
America, the best rat io in many years.

Among other things, these labor mar-
ket  dy namics  w i l l  lead to  faster  wage
grow th and greater investment in labor-
saving technologies. They w il l  also ult i-
mately translate into broader inflationary
pressures and higher interest  rates. In
the short term, however, a strong U.S. dol-
lar w il l  help keep a l id on inflat ionar y
pressures, and interest rate increases are
therefore l ikely to be gradual.  n
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