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Construction economics
In July, the 1980 construction picture was an odd mix;
Today, where else can you find such a confusing set of signals?

Homebuilding makes a
positive move after 8
months of declines

Two major indicators that a
slow and erratic recovery may be
ahead of the homebuilding in-
dustry surfaced during August.
The Dodge Index showed the first
positive move in housing starts in
nine months. And, HUD Assis-
tant  Secretary  Lawrence B.
Simons predicted home starts will
top the magic one million mark
by year’s end.

No one was predicting a swift
recovery. Said Dodge’s George
Christie: “The recovery is under-
way, but residential building has
fallen so far, so fast, that several
months of erratic activity are
likely before sustained, vigorous
expansion takes hold.”

Simons told a west coast dinner
meeting: “Now, considering the
speed at which the housing in-
dustry is coming out of a very
severe, but short, recession a 1.3
million estimate (of starts) is
realistic.”

Commercial building
holds its pace
with 1979 figures

The Dodge Index for June in-
d i ca ted  t ha t  non res i den t i a l
building in the U.S. kept almost
identical pace with 1979’s huge
dollar figures.

However, with the recession
taking a huge bite out of the
m a r k e t  d u r i n g  t h e  s e c o n d
quarter, the six percent gain in
total contracts noted in compar-
ing first quarter figures of 1980
with 1979 quickly evaporated. In-
dications were that when infla-
tion is taken into account, the
break even figures actually repre-
sent a small decline over a year
ago.

Building in the institutional
sector -- largely in hospital and
educational facilities -- held the
figures together. Non-institutional
commercial construction actually
declined during the first half of
the year.

The worst news here is that fur-
ther declines are expected in the
last half of the year.

The record money
supply and what Uncle
Sam will do about it

U.S. citizens awoke one morn-
ing in August to learn they had a
record supply of money in the
system. The pressure from Uncle
Sam’s inflation fighters was im-
mediately applied to restriction
of the flow of those dollars.

The prospects? Higher interest
rates ahead, again. Although the
cost of lending had peaked earlier
this year at the unheard-of rate of
20  percent ,  those ra tes  had
already stabilized in the low tens.
Within a weekend of the revela-
tion of the huge money supply, a
m a j o r  N e w  Y o r k  b a n k  h a d
already bumped its interest rates
upward a full quarter. The rest of
the financial pack was a step
behind.

The worst news was that long-
term construction monies were
already in short supply. And the
higher cost of U.S. money was
expected to push into Canada, as
well.
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New forecast
predicts 17 percent
drop from 1979

Despite signs of a
homebuilding recovery in the
third quarter, and a temporary
spurt of public works construc-
tion before year’s end, the con-
tract value of new construction in
1980 will decline to $137 billion, a
full 17 percent below 1979’s
record $166 billion, according to
one expert on construction activi-
ty.

According to the McGraw-Hill
Information Systems Company,
the seasonally-adjusted value of
construction in the first five full
months of this year fell by one
third. This rate of decline was far
steeper than at any time during
the 1974-75 recession.

The repor t , compi led  by
McGraw-Hill’s Dodge Reports
division, indicates there is no
quick turnaround in sight for the
construction industry this year.

Homebuilding contracts will - 11
decline 29 percent, down to $53
billion. Non-residential building - 17

will continue its slide to finish
down f ive  percent  a t  $47.1
billion. And non-building con-
struction will slump 11 percent to
$37.2 billion. The non-building
sector faces the lowest level of
electric utility construction in
nearly a decade.

McGraw Hill’s George Christie
noted “This year’s concurrent
collapse of all major construction
markets is directly traceable to
the all-out effort to reverse infla-
t i on  a t  any  cos t .  Mone ta ry
restraint, fiscal restraint and their
inevitable consequences of reces-
sion each took their respective
tolls on housing, public works
and commercial and industrial
building.”

H a r d e s t  h i t  w e r e  t h e
homebui lders ,  and Chr is t ie
tempered forecasts of some third-
quarter recovery by noting that
meant “no more than limiting
1980’s decline to 1.1 million
dwelling units, a virtual tie with
1975 for the worst housing year
in the last 30.”

1980 National Estimates Second Update
of Dodge Construction Potentials July 1980

Construction Contract Value (millions of dollars)
1979 1980 Percent

Actual Forecast Change

Nonresidential Office Buildings $ 11,194 $ 11,175 0
Buildings Stores & Other Commerctal 13,021 10,550 - 19

Manufacturing Buildings 7,280 6,750 - 7
Total Commercial & Manufacturing $ 31,495 $ 28,475 - 10

Educational $ 6,298 $ 6,525 + 4
Hospital & Health 4,790 4,900 + 2
Other Nonresidential Buildings 7,076 7,200 + 2

Total Institutional & Other $ 18,164 $ 18,625 + 3

Residential
Buildings

Total Nonresidential Buildings $ 49,659 $ 47,100 - 5

One-Family Houses $ 54,520 $ 35,650 - 35
Multi-Family Housing 17,430 14,625 - 16
Total Housekeeping $ 71,950 $ 50,275 - 30

Total Nonhousekeeping $ 2,736 $ 2,725 0

Total Residential Buildings $ 74,686 $ 53,000 - 29

Nonbuilding Highways & Bridges $ 13,842 $ 14,000 + 1
Construction Utilities 13,117 7,000 - 47

Sewer & Water 7,704 8,400 + 9
Other Nonbuilding Construction 7,370 7,800 + 6

Total Nonbuilding Construction $ 42,033 $ 37,200

Total Construction $166,378 $137,300
Dodge Index (1972 = 100) 183 151

Floor Area of New Buildings (millions of square feet)

Nonresidential Office Buildings 234 215 - 8
Buildings Stores & Other Commercial 579 425 - 27

Manufacturing Buildings 237 185 - 22

Total Commercial & Manufacturing 1,050 825 - 21

Educational 101 96 - 5
Hospital & Health 58 55 - 5
Other NonresidentiaI Buildings 160 152 - 5

Total Institutional & Other 319 303 - 5

Total Nonresidential Buildings 1,369 1,128 - 18

Residential One-Family Houses 1,859 1,080 - 42
Buildings Multi-Family Housing 616 450 - 27

Total Housekeeping 2,475 1,530 - 38

Total Nonhousekeeping 56 52 - 7

Total Residential Buildings 2,531 1,582 - 37

Total Buildings 3,900 2,710 - 31

Number of Dwelling Units (thousands of units—F.W. Dodge basis)

One-Family Houses 1,169 675 - 42
Multi-Family Housing 599 425 - 29

Total Dwelling Units 1,768 1,100 - 38
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The summary from Arthur Andersen:
Long-term effects from the recession, borrowed futures point to
decline, and a seminar to capture foreign market profits

In its copyrighted Construction
News Briefs, Arthur Andersen &
Co. offers further confirmation of
the conflicts in economic indicators.
Among the highlights are prediction
of long-term effects to be felt after
the recession, a business decline
resulting from borrowed futures,
and a seminar aimed at making
foreign projects profitable through
control.

*Long term effects. The company
says construction ran true to form in
being one of the first industries to be
hit by the recession. “The effects of
this long-anticipated slowdown will
have a ripple effect throughout the
indust ry  in  the next  couple  o f
years,” the firm said. While con-

tractors are gett ing through the
pinch this year, Andersen & Co.
says f latly: “Today’s dearth of
planning and projects coming on-
stream will catch up with them in a
year or two.”

*Borrowed futures.  Ongo ing
work may have cushioned the reces-
sion to date, but the firm says it
won’t last. “Undoubtedly, current
activity in the industrial and office
sectors is ‘borrowed’ from future
outlays. This will contribute to a
continued decline in future months.
Once the accelerated building pace
is spent and current projects com-
pleted, replacement projects will be
delayed as businesses feel the impact
of recession,” Andersen said.

*Foreign controls. One way to of-
fset homeward losses is to move into
foreign work. But the company says
foreign profitability depends largely
on control. Controlling Interna-
tional Projects for Profitability will
be the subject of a two-day Euro-
p e a n  C o n s t r u c t i o n  S e m i n a r
S e p t e m b e r  1 8 - 1 9  i n  G e n e v a ,
Switzerland. Andersen’s faculty will
discuss problems of control and the
more extensive and sophisticated
control techniques required of this
larger and more complex business
environment. Information: Contact
John Nicholls, Arthur Andersen &
c o . ,  S . C . / 1 8 ,  Q u a i  G e n e r a l
- G u i s a n / 1 2 1 1  -  G e n e v a
3/Switzerland.
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Turner: Construction cost escalation to decline
The rate of escalation in U.S.

building construction costs is ex-
pected to decline slightly in the third
quarter of 1980, according to the
latest Turner Construction Com-
pany Cost Forecast.

The forecast for the third quarter
is 2.2 percent above the second
quarter and is annualized at 8.8 per-
cent. The forecast figure is 11.3 per-
cent higher than the same period a
year ago.

“This is the first quarter in nearly
two years that national building
construction costs will have increas-
ed at less than a double-digit an-
nualized rate -- a pattern which

began in  the four th  quar ter  o f
1978,” said Walter B. Shaw, chair-
man of the international general
c o n t r a c t i n g  a n d  c o n s t r u c t i o n
management firm.

“The major contributing factor
to this decreased rate of cost escala-
tion is a dampening in the pricing
spiral for certain key bui lding
materials produced by the general
d o w n t u r n  i n  t h e  n a t i o n a l
economy,” Shaw said. He noted,
however, that offsetting the ap-
parent stabi l izat ion of material
prices is a significant upturn in the
level of wage rate increases in most
regions of the country, plus a sus-

tained high level of commercial
building activity in most major U.S.
cities.

T h e  T u r n e r  f o r e c a s t ,  m a d e
quar ter ly ,  re f lec ts  i ts  cur rent
building experience on a nationwide
base. It is designed to measure the
probable impact on building con-
struction costs of both labor and
materials. Conditions of productivi-
ty, efficiency and competition are
also factored in the forecast.

Its national scope is intended to
offset distortions in the trendline
curve caused by purely local condi-
tions.

1980 Third Quarter
Forecast 2 7 6

Quarterly Index

1980
2nd Qtr. 270
1st Qtr. 263R

1979
4th Qtr. 255
3rd Qtr. 248
2nd Qtr. 242
1st Qtr. 236

Annual Average Index

1979 246
1978 222
1977 209
1976 202
1975 198
1974 190
1973 163
1972 153
1971 144
1970 129
1969 117
1968 106
1967 100

R = Revised
The Turner Building Cost Forecast is determined by the following factors considered on a
nationwide basis: labor rates and productivity, material prices and the competitive condition of
the marketplace. Our forecast does not necessarily conform to other published indices
because others do not generally take all these factors into account. Historic records may be
obtained by contacting your nearest Turner office.
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