
Happy New Year?
The construction market outlook for 1990

has both good news and bad. Here�s a
rundown by region and by type of

A fter the roller coaster ride ex-
perienced by the construction in-

dustry for most of this decade, the cur-
rent stage of the construction cycle
seems like pure tranquility. Nonresiden-
tial construction spending has been flat
over the past year; through July, con-
struction levels were up a mere 0.8 per-
cent in inflation-adjusted dollars com-
pared to year-ago levels.

Unfortunately, this does not mean
the entire construction industry is en-
joying stable activity levels. The region
diversity that has been with us for
several years now continues, only with
a slightly different twist.

As the Frostbelt begins to cool off
and the Sunbelt revives, less regional
diversity is being seen. However, the
construction sectors within a region us-
ed to move in roughly the same direc-
tion. Now, more diversity by type of
construction is being seen within a
region.

The Frostbelt regions are facing flat
levels of commercial construction,
declining levels of institutional construc-
tion, and rapidly increasing levels of in-
dustrial activity. The Sunbelt is ex-
periencing declining commercial, flat in-
dustrial, and growing institutional con-
struction levels.

While overall economic growth levels
are evening nationally, some disparate
trends continue to affect individual con-
struction sectors. Institutional construc-
tion levels are driven primarily by
demographic trends-and population
growth in the Sunbelt continues to be
much stronger.

The traditional manufacturing base
of the Frostbelt (particularly the
Midwest) has benefitted from the surge

construction.

in exports. Moreover, the growth in
manufacturing construction has been
strongest in areas where the manufac-
turing base is the most concentrated. Growth temporarily

Finally, the regional levels of com-
mercial construction are residuals of favors the Frostbelt,
economic growth over the past few but will reverse.
years. The growth temporarily favors
the Frostbelt, but will reverse in the
near future.
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General Economy Strong
According to the preliminary report

on the Gross National Product, the
economy grew at a 2.7 percent rate dur-
ing the second quarter of 1989—com-
pared to 3.7 percent for the first
quarter.

A slowing inventory build-up was
primarily responsible for the slower
growth in the overall economy. After
adjusting for differential inventory
growth levels, the economy grew at
almost the same rate during the second
quarter as during the first.

Improvements in trade and pro-
ducers durable equipment continue to
provide the main strength in the
economy, as they have for two years
now. Yet the composition of economics
has changed. For one thing, consumer
expenditures for durable goods—such
as cars, furniture, and appliances—have
revived.

Spending increases accounted for
more than 20 percent of the growth in
the economy during the second quarter,
largely as a result of declines in interest
rates. Spending for consumer durables
declined in real terms when interest
rates were rising.

Thirty-year fixed-rate mortgages
(FRMs) hit a low of 9.7 percent in ear-
ly August 1989, according to the Fred-
die Mac national mortgage survey.
Meanwhile, one-year adjustable-rate
mortgages (ARMS) fell to 8.6 percent
at about the same time. Since then,
both types of mortgages have risen
slightly.

This turnaround has resulted from
indications of strength in the economy.
After almost universal weakness in
economic indicators between March
and mid-July 1989, signals became mix-
ed. The July trade figure was unex-
pectedly strong, while housing starts for
June and July showed solid rebounds.

More recent releases for the govern-
ment’s index of leading indicators and
employment figures have both confirm-
ed there is more strength than expected
in the economy. The Federal Reserve
has responded by moving to stabilize
interest rates until the economy shows
further evidence of weakening. With
this scenario, interest rates should con-
tinue to fall well into 1990.

Residential Construction
The outlook for residential construc-

tion has improved dramatically in re-
cent months. With the Federal Reserve
Board continuing its less-restrictive
monetary policy, plus small but

measurable gains in overall economic
activity, residential construction should
gain momentum in the months ahead.

Residential starts should total 1.46
million by the end of 1989, a modest
2 percent decline from the 1988 level.
Construction of single-family homes
should about equal the 1988 figure,
though some decline is expected in the
over-built multifamily sector.

For 1990, residential starts should in-
crease 3.7 percent from the 1989 level.
Multifamily starts should start plateau-
ing at about 380,000 units, with single-
family construction reaching a level of
more than 1.13 million homes.

Affordability continues to be a prob-
lem for median-income households,
especially in the Northeast. While the
median-priced new home in the United
States sold for $119,000 during the first
half of 1989, the median value of a new
house in the Northeast was 56 percent
higher at $186,200. Not surprisingly,
then, Northeast housing starts for the
period were 23.8 percent below year-
ago levels—while the value of new
residential construction permits was
down 17.6 percent.

While 81 percent of new homes in
the Northeast sold for more than the
national median price, 70 percent in the
South sold for less. In that region, dur-
ing 1989’s first half, housing starts were
down only 1.2 percent below year-ago
levels, while the value of construction
permits rose 2.1 percent. For the same
period, the West and Midwest saw
housing starts increase 1.7 percent and
6.5 percent, respectively, as permit
values went up by zero and by 12.9
percent.

High housing costs have meant an
ever-increasing share of construction
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dollars are going to remodeling, repair-
ing, and maintaining existing residen-
tial structures. Although higher interest
rates caused a slowdown in spending on
these projects during 1989, high rates
of growth should resume throughout
the 1990s.

Lower financing costs, continued
growth in household income, and im-
proved sales of existing homes, will
combine to raise 1990 remodeling
spending to  a  leve l  o f  $114.4
billion—9.3 percent above the total ex-
pected for 1989.

Nonresidential Construction
After a surprisingly strong showing

in 1988, the gain in non-residential con-
struction for 1989 should be about half
as large. The weakness should continue
into 1990, before momentum picks up
in 1991. (However, after adjusting for
inflation, spending on new nonresiden-
tial buildings is unlikely to show any
growth during the next two years.)

Here is a detailed market outlook:

Office. Although development will re-
main strong in some parts of the
nation—most notably Washington,
D.C., and southern California—the
generally over-built office building con-
struction market will limit growth over
the next two years. Spending in 1989
should show Little or no increase overall,
with a decline likely in 1990. But in
1991, office construction spending
should again approach the level record-
ed in 1988.

Retail. Recent spending trends for this
sector make evident the relationship
between new residential construction
and the development of new retail
shopping centers. Total retail construc-
tion will decline about 1 percent for
1989, but marginal growth is an-
ticipated through 1990 and 1991.

Hotel and Motel. The Northeast re-
mained weak in 1989, but healthy gains
were recorded in both the South and
the West. Slow improvements should
continue in 1990 and 1991, with spend-
ing gains average between 2 percent and
4 percent nationally.

Industrial. Spending on industrial
space grew faster in 1989 than for any

other nonresidential construction sector.
However, demand for new industrial
space will moderate in the next few
years, bringing spending growth more
in line with other nonresidential
building sectors.

Institutional. Spending on hospitals,
schools, and other inst i tut ional
buildings has been strong in recent

years. However, the expected growth
rate for 1989 is half the previous years’,
while gains of about 5.5 percent an-
nually should continue in 1990-91.

This article was adapted with permis-
sion from the Cahners Building & Con-
struction Market Forecast newsletter,
September 1989.
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