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Introduction
FMI, the nation’s leader in consulting and investment banking services 

for the engineering and construction industry, is pleased to present the 

2013 U.S. Markets Construction Overview. This publication offers 

insights into some of the construction industry’s most complex business 

challenges.

FMI publishes the U.S. Markets Construction Overview annually. The 

Overview includes a comprehensive report on current and emerging 

construction trends and forecasts the growth or decline in each market 

segment, noting both short-term and long-term considerations. 

We hope this document will provide you with a thorough understanding 

of economic and other major issues affecting the industry and serve as 

a starting point for your company’s strategic planning efforts. However, 

we must caution that major decisions should not be made without 

additional investigation and research of your own specific geographic 

and construction market segments.

We welcome your comments and questions. Your feedback is important 

to us and helps us to improve our service to you. Please complete the 

form at the back of this publication to give us your input about the 

Overview and to reserve a copy of next year’s issue.
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Industry Impressions  SECTION 1

Executive Summary
Welcome to FMI Corporation’s 2013 U.S. Construction Markets Overview. We are glad that you have chosen to 

consult our flagship annual publication. As we write this in preparation for the year 2013, we are fast approach-

ing a presidential election. Multiple scenarios can be crafted, depending upon the outcome of the presidential 

election as well as congressional elections. Our purpose here is not to add to the political dialogue about what the 

possible outcomes could be and how those outcomes might affect business; there are plenty of people who can 

and will fill the airwaves with those opinions. Our purpose here is to highlight issues that we think our clients 

need to be monitoring in light of the election and what happens past it. 

Our clients are the engineers/designers, contractors, materials producers, building product manufacturers and 

related parties who create the U.S. built environment. Depending on the state of the economy and the market, the 

U.S. construction industry is 6% to 9% of gross domestic product. This does not include the huge “ripple effect” 

that construction has on the overall economy and ancillary jobs. Put succinctly, the U.S. construction industry 

is in a high state of interdependence with the overall economy. It is not possible for the overall U.S. economy 

to be healthy without a healthy construction industry. Although a fragmented industry, it is vital to the nation’s 

economic health.

One good thing about the construction industry is that it does get warning from the rest of the economy about 

issues that will likely affect it going forward. Construction is said to be a “laggard” industry in that it trails the 

general economic cycles anywhere from 18 to 24 months. Using this recent down cycle as an example, most of 

our clients in 2008 could see what was going to transpire. And most of them prepared accordingly. 

Because the previous up cycles in construction lasted so long and perhaps because the fair warning was in place, 

a surprising number of industry firms have weathered this recession in good shape. What we now see is the 

senior executives of industry firms turning their focus to how they will be positioned for the next up cycle. This 

is not an easy job, because the general economy still shows many signs of uncertainty and a recovery pattern 

that can best be described as anemic. As a result, we see senior executives investing more time and effort in real 

market diligence and research prior to making strategic moves. We also see the proliferation of strategic thinking 

processes in firms that are less about producing linear strategic plans and more about applying strategic thinking 

to possible scenarios and outcomes that the firm might pursue. All of this continues to unfold in an economic 

climate that my colleagues and the military describe as “VUCA” – which stands for volatility, uncertainty, com-

plexity and ambiguity. 

As we all attempt to sort out the direction of the economy and where we might be going in light of it, perhaps it 

is useful to step back and ask, “What really is an economy? Why are there cycles to the economy and of what are 

those cycles comprised?” Like most of you, I have listened to many economists over the years. Few have helped me 

understand what is really behind the ups and downs of economic cycles better than an MIT professor and econo-

mist who worked with us at FMI more than 20 years ago. Through the use of a game, this individual was able to 

show us that the biggest portions of the amplitudes of economic cycles can be summed up in a single word. That 

single word is psychology. In the case of an economy, you could call it mass psychology. This is somewhat obvious, 

but the psychology behind either good times or bad times really involves self-reinforcing cycles. For example, since 

I am in a state of fear because of bad news, I do not spend money, so my local restaurant goes broke and cannot pay 

its bank note, etc. The same thing happens in reverse in good times. These self-reinforcing cycles continue until 

things either overheat or overcool so dramatically that the prevailing view of the population shifts. 
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With that as context for thinking about economic cycles, one key question is how the upcoming elections in 

November are going to affect the economy and our industry. FMI’s construction markets forecast, which is Sec-

tion 3 of this publication, still shows a gradual recovery with a return to peak market put-in-place numbers by 

2016. However, we believe this election will give a positive boost to the overall pace of recovery, no matter who 

wins which office. This may seem a bit optimistic, and it is. It may also seem a bit simplistic, but consider this: 

 � The No. 1 complaint among business leaders in surveys is frequently uncertainty. Much of this complaint has 

to do with what to expect from the government. To an extent, these elections will help settle the playing field 

for the next four years. This should provide some significant boost of confidence to the business community. 

 � Government construction spending is trending downward, and the time has passed private spending to 

increase. There is pent-up demand in many construction sectors. 

 � Corporate America is sitting on large cash balances. By some estimates, these balances exceed $2 trillion. 

 � Perhaps most significantly, U.S. businesspeople are simply tired of the downturn. 

Our sense is that, at least in our industry, people are tired of playing defense and are ready to play offense. Our 

clients are showing us this every day, even in an industry that tends to lag the overall economy. We see companies 

positioning, making strategic moves and pursuing business aggressively. Things are beginning to turn. We believe 

they will improve and that the rate of improvement will increase. Regardless of outcome, the passing of the elec-

tions should stimulate that rate of improvement. 

Certainly, there are other things that will converge to help stimulate the overall economy. For example, the 

progress that the U.S. is making with energy is impressive. Despite the controversies involved, the technological 

breakthroughs in fracking and the discovery of North American oil reserves are both positive game changers for 

the United States. In addition to making giant strides in ameliorating our energy problems, these issues will be 

hugely stimulating to the overall economy and of course directly stimulating to the engineers and constructors 

involved in these processes. As referenced above, the demand drivers behind water, power, transportation, transit 

and numerous other areas are strong. Funding problems continue to cloud the picture, but these will ease as the 

economy strengthens and capital begins to flow more freely. All of that will mean abundant opportunities ahead 

for our industry.

As you delve further into the Overview, you will as always find synopses of stakeholder trends that reflect issues 

affecting the various participants that make up the industry. You will also find our overall economic forecast and 

our forecast for primary construction markets. As you can tell from this introduction, we believe that, while it is 

still slow and in some places still painful, overall our industry is beginning the recovery process. As we head to 

better times, we thank you for your patronage and for taking the time to review the current situation with us. We 

look forward to hearing from you.

Sincerely,

Hank M. Harris, Jr., cmc

President and Chief Executive Officer
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Trends Synopsis

FMI shareholders met in late 2011 and identified several key trends 

they felt would shape the design and construction industry in up-

coming years. These trends range from “the changing nature of busi-

ness in the construction industry” to “the science of efficiency and 

productivity” to “globalization and how it impacts our industry,” just 

to name a few. We have listed a synopsis of each of the 11 trends 

below, which are in no particular order. 

If you are interested in learning more about each of these trends, all 

are available as an eBook. Ordering information is provided at the 

end of this section.

 � The Changing Nature of Business in the Construction 
Industry. The nature of the construction industry is changing. 

A major driving force of this change is what is often referred to as 

the “commoditization of construction services,” which results in 

margin compression for construction firms. Whether evolutionary 

or revolutionary in nature, these forces will drive some contractors 

out of business. The thriving contractors of the future will be 

dynamic innovators in all aspects of their businesses, making 

them attractive partners for the owners who need, want and value 

professional construction services.

 � Rethinking Ownership Transfer and Leadership Development. 
Every day for the next 19 years, 10,000 baby boomers will reach 

age 65. The aging of this huge cohort of Americans (26% of 

the total U.S. population are baby boomers) will dramatically 

change the composition of the country and the A/E/C industry, 

specifically. This significant demographic shift, combined with an 

industrywide talent exodus due to the Great Recession, will have 

major consequences for the A/E/C business environment. Now more 

than ever, it is essential for organizations to put comprehensive 

succession plans in place and design leadership pipelines that 

align with long-term business strategies.

 � Redefining Leadership: Strategic Thinking in Today’s VUCA 
World. Leaders in the design and construction industry have 

long dealt with volatility, uncertainty, complexity and ambiguity 

(VUCA) on a daily basis. VUCA is part of the industry’s DNA. Today, 

though, the rapid pace of change is increasingly transforming the 

global business landscape, rendering traditional leadership skills 

obsolete and challenging executives to equip themselves with new 

insights and leadership abilities. Companies that invest the time, 

effort and money into developing the human capacity to think 

strategically today will survive and be led by insightful executives 

who are poised to make the best decisions for their companies.

 � Globalization and How It Impacts Our Industry. Characterized 

by multiple centers of economic power and activity, today’s multipolar 

world has shaken up old business models and approaches and 

poses multiple challenges for construction companies. This new 

macroeconomic environment also offers a host of opportunities 

for companies that favorably position themselves in the changing 

landscape. Global companies that display agility, efficiency and 

a commitment to their customers will be able to successfully 

compete with increasingly powerful emerging-market players and 

will achieve high performance in future construction markets.

 � Modularization and Prefabrication: Role Development and 
Evolution. The National Institute of Standards and Technology 

recently stated that, “Greater use of prefabrication, preassembly, 

modularization and off-site fabrication techniques and processes 

. . .” was one of the primary ways that the construction industry 

could improve productivity and become more efficient over the 

next 20 years. FMI’s experience confirms this view. The trend 

toward prefabrication and modularization of construction right 

now is oriented toward the world of buildings. However, we think 

that the idea of making components off-site and shipping them to 

a construction location will increase in all forms of construction. 

The simple reason for this is that it is an obvious step toward risk 

reduction and improved productivity for those involved. We predict 

that in the upcoming years, modularization and prefabrication will 

play an increasingly vital role in improving the productivity of the 

entire construction value chain – on par with lean construction 

techniques, alternative project delivery methodologies and 3-D 

and 4-D modeling.

 � Recovering the Lost Generation for the Construction 
Industry’s Future. The recession is officially over, but given the 

size of the 18- to 34-year-old cohort and the shortage of “real” 

jobs out there, it may just be the beginning for the lost generation. 

Without some creative new ideas, the long-term outlook is bleak; 

but this generation will only be “lost” if it does not find its way to 

a new approach. Construction industry leaders need to let go of 

old ideas about career progression and how a college education fits 

in and examine the new paradigms that were unveiled during this 

last recession. More education is certainly beneficial for long-term 

prosperity, but college without job prospects does not help young 

workers recover from the short-term consequences of the recession 

we just experienced. We need to get them working, earning money 

and building their own recovery plans. The construction industry 

provides both long- and short-term solutions for this potentially 

“lost generation,” which must survive. The future of a generation 

and an industry are at stake.
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 � The Science of Efficiency and Productivity: Construction 
2.0 in the New Normal. Many contractors give the concept of 

productivity lip service – they know they need to do it, but they fall 

victim to the circumstances surrounding them. Market conditions 

have necessitated the need to make productivity a strategic priority. 

Simply building a better mousetrap will not suffice. Contractors 

must take an exhaustive and introspective look at how they build. 

Change at field level truly begins at the top of the organization. 

Once the leaders of the business are committed to making any 

enhancement for the good, they can begin not only to employ new 

techniques and tactics, but also to address the human element.

 � Market Factors Shaping the Construction Trade Unions 
of Tomorrow. The best solutions to labor market problems in 

the construction industry will be market solutions, not political 

solutions. The construction industry trade unions that are poised 

to survive the downturn and grow in the upturn have recognized 

the need to change and serve both their membership and their 

clients, the employers. Like any other product or service, that 

means delivering higher quality and goods that are more desirable. 

In the case of construction workers, that means highly skilled 

craftsmen and women who can deliver the work effectively, safely 

and efficiently. The recruiters and managers who deploy the most 

skilled workforce required to do the job will win the work on 

the labor front.

 � Convergence of Design/Construction. Over the last few 

years, we have observed what appears to be a continuing trend 

in the construction industry where architectural, engineering 

and construction firms are coming together through mergers 

and acquisitions, partnerships, consortia and by organic growth 

to become effectively A/E/C firms. The primary drivers for this 

phenomenon are various owner demands and needs. However, 

there are other subsidiary drivers affecting both the supply and 

demand side including the need for industry firms to grow as well 

as survive. The long recession also plays a role.

 � The Federal Construction Sector: Understanding a 
Transforming Market. Federal budget constraints, shifting 

national security priorities and a diverse set of owners with multiple 

objectives are rapidly transforming the federal construction market. 

Given these changes, it is increasingly important for companies 

working in this space to comprehend the key forces accelerating 

these changes as well as the shifts that are affecting the design 

and construction industry as a whole. Some of the key trends 

that will shape the federal design and construction industry in 

the coming years include:

 �  A decrease in overall funding levels driven by budget 

constraints and large federal debts

 �  A continued emphasis on sustainability and energy 

efficiency in order to achieve larger policy goals

 � The lasting reality of federal small business initiatives

To download this eBook, visit www.fminet.com/ebook2012trends.html 
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Distinguish Your Firm  
From Your Competitors

Given some reflection on the current state of the industry and some 

of the macro-level trends and challenges that we see impacting the in-

dustry over time, here are some of FMI’s thoughts on what successful 

companies will be thinking about and acting upon as we move for-

ward. These issues include developing a competitive business strat-

egy that includes creating well-defined business models and market-

ing strategies as well as taking labor risks; applying technology that 

increases your firm’s bottom line; communicating your intellectual 

capital to the marketplace; combining engineering and construction; 

centralizing risk management; and preparing for the re-emerging war 

for talent.

Business Strategy Development
We believe that the industry is going to have to develop a new para-

digm for the approach to market research and the application of that 

research to business strategy development. Far too many companies 

in this industry have relegated strategic planning to a “retreat exer-

cise” that they periodically go through with senior management. We 

see the plans that result from these exercises, and often they are not 

sufficiently focused toward the marketplace and/or lacking in genu-

ine market intelligence applied to the process. Frequently, the voice 

of the customer is completely absent in the various plans constructed 

by these teams.

Closely related to this, organizations in our industry often confuse 

“having a strategic plan” with having an actual business strategy. The 

former typically exists in the form of some long-range goals and tacti-

cal detail for implementation. There is certainly nothing wrong with 

that, but it does not necessarily have anything to do with whether the 

company has a business strategy through which it gains sustainable 

competitive advantage. The latter requires a different kind of think-

ing, and we believe it is the kind of reasoning that is going to be el-

evated in industry firms in the coming years. Somewhat by necessity, 

strategy development is going to look less and less like the product 

of an ancillary exercise and more what sophisticated businesses do in 

less fragmented industries. 

Somewhat related to this, management is going to have to be much 

clearer and more intentional about exactly what business model they 

are employing and how that business model is aligned with what 

actually happens day to day in the firm. As outside consultants, we 

see many disconnects between what is said by management in board-

rooms and conference rooms, and what actually happens inside the 

company and at the company’s projects. Organizations that mitigate 

or eradicate these disconnects take a serious step forward in achiev-

ing competitive advantage in the marketplace. 

Marketing Strategies
Corporate strength in the procurement of work is going to remain 

an important, if not vital, issue. Well-run marketing and business 

development programs in organizations can go a long way in helping 

to align business strategy and internal process. In the last 30 years, 

marketing programs in many industry firms have run through the 

entire life-cycle curve and find they are in the maturity stage. The 

winning marketing programs of the future will be those that add tan-

gible value, show noticeable results in work procurement and rein-

force the overall company strategy in the marketplace. 

Labor Risks
For firms in the contracting business, labor is going to remain an es-

sential component of the business model question for each company. 

Not all companies have the ability to manage a labor force, and many 

would be ill advised to attempt it. However, for those that do have the 

ability to control labor productively, a real competitive advantage will 

exist on a go-forward basis. As many companies have drifted away 

from labor risk and attempted to stay purely on the management side 

of the equation, the returns have migrated to those contrarian com-

panies that are willing to self-perform. We have seen much greater 

upside associated with heavy civil and specialty contractors than we 

have with general contractors and construction managers who do not 

take labor risks. The superior performance potential for the former 

group of companies will increase as the market recovers. 

Technology
It is almost difficult to grasp all of the impacts that technology has 

on our industry. It moves so quickly that winners and losers in the 

technology game seem to separate themselves in the marketplace al-

most monthly. There is no doubt that technological innovations will 

continue to proliferate and impact our industry in ways that we can-

not even imagine. However, as all of this moves ahead, it is important 

for firms to be asking how the economic benefits of these innovations 

will accrue. Consider what has happened to detailed engineering via 

technology over the years. Has this benefited engineers, or have the 

real benefits gone to the clients? Many engineering firms that were 

accustomed to billing out time to produce engineering detail lament 

that all of this production work now can be done at a touch of a 

button, eliminating the things for which they were paid. Even going 

back 25 years ago to the advent of CAD in the design world, most, if 

not all, of the benefits of that efficiency were given away to the clients. 

The same thing is generally true in the contracting business. For all of 
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the technological innovations used to produce work, improve com-

munications, enhance reporting, etc., there is no tangible evidence 

that any of this has improved the pretax net profits of these contract-

ing firms. If the margins have improved, it is certainly difficult to 

detect in the reported earnings and average earnings that we see in 

the industry. All too often, technology investments or techniques are 

immediately replicable by the competition and therefore provide no 

sustainable competitive advantage. We think firms are going to start 

looking beyond this unfortunate trend of the past and begin to de-

vise more specific technology applications that will achieve improved 

economic results for the firms that devise and implement them. To 

get a desirable economic result, an applied technology must ultimate-

ly increase revenue or reduce cost. Those applications that differenti-

ate a firm or help it to become a more efficient or low-cost producer 

in some way are likely to be those that realize the most investments 

from industry players in the years ahead. 

Intellectual Capital
Another consideration for industry firms in the upcoming years will 

be how they are able to package and present their intellectual capital 

to the marketplace. We have surveyed many clients over the years 

and heard repeatedly that they see design firms as being generally 

better at this than construction companies are. However, there are 

commodity pressures at play in certain sectors of design as well as 

construction. In the past, we have seen many firms that had intel-

lectual capital in their organizations, but did a generally poor job of 

packaging it and presenting it in such a way as the client could see it 

or appreciate it. This capability will be an important aspect of busi-

ness strategy, marketing and the procurement of work. 

Engineering and Construction 
We continue to see the worlds of design and construction come to-

gether in a number of interesting ways. Fifteen years ago, design-

build was the hot trend and predicted to take over the majority of the 

market. That particular forecast was probably overstated and never 

actually came about, but we have seen a proliferation of delivery sys-

tems and continue to see various ways of delivery growing in the 

marketplace. In the building world, much design-build or related 

types of delivery in the past was attempted via the combination of ar-

chitects and construction managers. For the most part, this business 

model did not really catch on in the market. Some firms have truly 

integrated design and construction in-house with architects as the 

lead form of design; but they are very few. What has happened more 

organically in the market is the combination of engineering and con-

struction. This has happened from both sides, as many of the ENR 

Top-500 engineering firms have gone into at-risk forms of construc-

tion and many contracting firms have sought to develop E&C or EPC 

business models. The engineering and construction mind-sets seem 

to coexist more naturally and therefore are easier to combine than 

construction and design architecture. There also is perceived value 

in having an engineering or design capability in-house. This will be a 

major consideration for many different industry players as the future 

continues to unfold.

Centralized Risk Management
Risk management is another major trend to watch. This has matured 

in the billion-dollar-plus organizations and generally exists as a high-

ly centralized function. In the midmarkets, risk management is still 

a fragmented combination of safety, insurance, legal and other con-

stituencies. However, like most trends that tend to start at the top of 

the industry and work downhill, the more holistic view of risk in an 

industry organization will continue to evolve. Many midsized firms 

will start to look at more centralized functions for this area and start 

to look at the management of the risk profile of the organization more 

comprehensively. This is a key value driver for many organizations. 

Simply put, a firm’s earnings stream is ultimately worth more if the 

risk associated with its production is managed and mitigated. 

War For Talent
Finally, expect to see the war for talent emerge again as one of the in-

dustry’s primary issues and challenges. While the recession and high 

construction unemployment have temporarily obfuscated the issue, 

the underlying statistics and demographics make for a grim, or at least 

challenging, proposition for industry players going forward. Anyone 

studying this over the last decade knows that there is a dearth of tal-

ent available to the industry. The statistics are not good at any level, 

whether one is looking for engineers or construction supervisors. We 

expect to see more creative approaches to recruiting, training and re-

taining talent. We think this ultimately will produce an industry that 

10 years from now is much more diverse in its composition and looks 

at nontraditional sources for procuring and creating the requisite tal-

ent to create the built environment for America’s future. 

Conclusion
Anyone who attempts to forecast the future is, of course, going to be 

wrong. The question will be just how wrong. Our attempt in sum-

marizing some of these key issues above is not to be “right” about the 

subject at hand, but rather to provoke thought as to how these trends 

and strategic issues will evolve for your organization and what moves 

your organization may be making in response. We hope that you will 

find these thoughts to be stimulating and helpful in that regard.
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Stakeholder Trends  SECTION 2
Architects/Engineers/
Contractors (A/E/C)
  By Louis Marines, Steven J. Isaacs,  

  Karen L. Newcombe and Michael Landry

This period of economic recovery is characterized by the tension 

between things that are developing at an extremely rapid pace and 

things that have slowed to a snail’s pace. On an ongoing basis, FMI 

tracks social, economic, political, technological and environmental 

trends within the A/E/C industry. 

 

Trends that continue to affect the industry due to their currently slow 

pace of change are:

 �  Project Funding

 �  Economic Uncertainty

 �  Competition

 �  Finding and Retaining Staff

 

Those trends that are moving so fast that it is difficult to keep up with 

the changes include:

 �  Technology

 �  Evolving Delivery Methods

 �  Industry Consolidation/Merger and Acquisition Activity

 �  Green Design/Sustainability

Project Funding and Politics
The situation for obtaining project funding remains largely unchanged 

from a year ago. Political deadlocks and partisan politics in Congress 

continue, and funding for projects and infrastructure remain a slow 

trickle, with an occasional flash flood here or there that quickly dries 

up again. This erratic pattern creates a general atmosphere of uncer-

tainty, making it difficult for states and municipalities to plan and 

private sector business leaders to condone capital expenses. 

The lack of federal action as to the ever-growing backlog of dam-

aged and aged infrastructure is costly to both business and taxpayers. 

A recent issue of The Economist said of infrastructure in the U.S. 

that, “Deficiencies in roads, bridges and transport systems alone cost 

households and businesses nearly $130 billion in 2010, mostly be-

cause of higher running costs and travel delays. The calculated un-

derinvestment in transport infrastructure alone runs to about $94 

billion a year. This filters through to all parts of the economy and 

increases costs at the point of use of many raw materials, and thereby 

reduces the productivity and competitiveness of American firms and 

their goods. Overall, the American Society of Civil Engineers reck-

ons that this underinvestment will end up costing each family in the 

country about $10,600 between 2010 and 2020.” [1]

 

To fill this leadership gap, states and municipalities are seeking other 

solutions. As these ideas are tested in operation, any that provide 

some degree of success are likely to be adopted by other agencies. 

 

During his first year in office as Chicago’s mayor, Rahm Emanuel led the 

drive for the establishment of a new twist on public-private partnership 

(P3), in the form of the Chicago Infrastructure Trust. The chartering of 

this municipal infrastructure bank was approved by the Chicago City 

Council on May 22, 2012. “If you want no taxes, and you don’t want 

crumbling infrastructure, you have to have an idea,” he said. “We are 

taking some of the pressure off of the taxpayers,” he added. “Use some-

body else’s money for a change, rather than theirs.”  [2]  

 

The objective of the trust is to attract new private investment money 

into upgrading Chicago’s infrastructure, conceived as the Building a 

New Chicago plan. This $7.2 billion, three-year effort aims to mod-

ernize Chicago’s infrastructure by updating transit, sewer and water 

systems; upgrading parks; and revamping schools. The first stage of 

this plan will be a $225 million effort to improve the energy efficiency 

of Chicago’s public buildings. The projected $20 million in annual 

energy savings will be used to pay back the investors. [3]  

 

Cities across the nation will be watching Chicago’s program closely, 

and it does not take an oracle to predict that any success will see this 

effort duplicated in other urban centers.  

 

In England, the Community Infrastructure Levy (CIL) came into 

force on May 1, 2012. The levy is designed to generate funds to al-

leviate the affordable housing shortage and support infrastructure re-

pair/additions in local areas. [4]  The CIL allows, but does not require, 

local authorities to charge a levy on new development, based on size 

and complexity, and funnel those funds directly back into housing, 

schools and infrastructure needs within the community. CIL funds 

are intended to supplement other public funding sources. [5]  With 

1. “A question of trust: Chicago pioneers a new way of paying for infrastructure,”  
The Economist, May 12, 2012, http://www.economist.com/node/21554579.
2. http://www.huffingtonpost.com/2012/04/24/chicago-infrastructure-trust-rahm-
emanuel_n_1449942.html.
3. “Chicago Gets Creative,” Infrastructure 2012: Spotlight on Leadership, p. 30, Urban 
Land Institute / Ernst & Young, 2012.
4. Paying for Infrastructure: Community Infrastructure Levy, March 2012,  
http://www.parliament.uk/briefing-papers/SN03890.
5. The Community Infrastructure Levy, Department for Communities and Local  
Government, London, August 2008.

In this section, we examine the primary stakeholders 

in our industry, how they are recovering from the Great 

Recession and what lies ahead for them, especially 

in light of the upcoming U.S. elections. The general 

atmosphere is one of uncertainty, as we wait for signs 

of stronger economic growth.
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housing development currently at an all-time low in the United King-

dom, it is unclear how effective the levy will be in the short term.  [6] 

Whether such a program could be adopted in the U.S. at either na-

tional or local levels is difficult to surmise. States like Florida, Arizona 

and Nevada, with economies that relied heavily on land development 

from the 1970s until the mortgage crisis began, would have to weigh 

the pros of gaining funds for infrastructure against the cons of pos-

sibly dampening any spark of recovery in the development forge. 

Economist Charles Wheelan, a lecturer at The Harris School of Public 

Policy at the University of Chicago, offered a suggestion specific to 

transportation at the 2012 Earth Day Transportation Summit in Chi-

cago. Atlantic Monthly’s writer James Warren reported on the event, 

“Wheelan alluded to more imaginative uses of technology. ‘What if 

every new vehicle had a GPS and you were charged on toll roads, or 

even city streets, based on how far you were driving, what kind of car 

you were driving (a gas-guzzling, polluting Hummer versus a Chevy 

Volt) and what time of day you were driving?’” [7] One of the goals of 

such a program would be to “give voters a sense of ownership when it 

comes to transit ... convince them that they do own the roads around 

them.” It may seem attractive to many communities to collect usage 

fees from nonlocal motorists who currently pay little or nothing to 

use roads paid for by that community’s taxpayers. Of consideration 

in such proposals is how “pay-as-you-drive” fees would handle In-

terstate commerce and local shipping, so as not to affect consumer 

prices to a degree that would dampen the economy. 

   

Economic Uncertainty: Wait and See or Take the Risk? 
The economic recovery continued slowly into 2012, with some 

sectors seeming to improve for months at a time and others still 

struggling just to survive. The general atmosphere is one of uncer-

tainty, with the possible outcome of the U.S. presidential election 

presenting two diverse approaches; the European Union in an 

ongoing struggle to stabilize; Congress locked in partisan politics; 

and China’s economic growth rate slowing from 10.4% in 2010 to 

between  8.0% and 8.5% in 2012. [8] 

 

Business leaders in the private sector tend to react to such uncertainty 

by sitting on their funds, waiting for a time when capital spending 

will clearly yield a benefit. Like the growing backlog of neglected 

infrastructure mentioned above, a backlog of work for business and 

industry is also building up.  

6. http://www.nuwireinvestor.com/articles/new-builds-bottom-out-in-uk-59302.aspx.
7. “How Can We Fix Transportation in America?” James Warren, The Atlantic, April 2012. 
http://www.theatlantic.com/national/print/2012/04/how-can-we-fix-transportation-in-
america-ask-a-9-year-old/256268/.
8. “China’s Economy is Slowing, But…,” Forbes, June 5, 2012. http://www.forbes.com/
sites/jackperkowski/2012/06/05/chinas-economy-is-slowing-but/

News media in early 2012 made much of the new General Elec-

tric and Caterpillar plants in the U.S. According to a 2012 study 

by Accenture, 43% of manufacturers expected to move operations 

throughout 2012 and 2013, with 40% of the survey respondents 

saying they have already moved some operations to the U.S. for the 

purpose of “reducing operating costs.” [9]  The same executives said 

that among their top concerns were “uncertain consumer demand” 

and “rising commodity prices.”  

 

While U.S. firms have remained sitting on their capital, waiting for a 

stronger sense of economic growth and predictability, the price of doing 

business in Asia has risen to the point that businesses are considering 

other locations. Transportation costs have continued to climb with the 

general trend of rising fuel prices. Chinese companies, which face steep 

U.S. trade tariffs for some products (including extruded aluminum steel 

pipes, copper tubing and solar technologies), are seeking ways to avoid 

these and save on fuel and transportations costs by relocating to the 

U.S. CNN Money reported in April 2012 that, “Golden Dragon Precise 

Copper Tube Group, Inc., the world’s largest producer of copper tub-

ing used in air conditioning, refrigeration and autos, broke ground last 

month on a $100 million plant in Thomasville, Ala.” [10] This location 

is conveniently next door to the firm’s largest client. The article goes on 

to point out that Japanese companies relocated to the U.S. in the 1980s 

for the same reasons and that such Japanese affiliates currently employ 

700,000 Americans. 

Competition
Another factor that has changed little in the past year and is likely 

to remain at high levels for the near future is intensified competi-

tion. Firms report to us that, with few exceptions, private clients are 

continuing to base their selections on price versus qualifications, and 

that they have seen agencies that would normally select on qualifica-

tions as per the Brooks Act [11] are only able to make choices that can 

fit within their limited budgets.  

 

As we have often heard over the past 20 years, price-based selection 

tends to drive the trend towards commoditization of A/E services. 

 

A few clients are trying a new way to leverage this heightened com-

petition for their own benefit by conducting electronic real-time auc-

tions between firms of similar capability on a project shortlist. The 

shortlisted firms typically are offered the chance to see how the firms’ 

9. U.S. Manufacturers Optimistic About Growth, but Concerned by Impact of Uncertain 
Demand, Rising Commodity Prices, New Accenture Study Finds, May 21, 2012.  
http://newsroom.accenture.com/article_display.cfm?article_id=5459.
10. http://money.cnn.com/2012/04/24/smallbusiness/china-us-manufacturing/index.htm.
11. The Brooks Act is a United States federal law passed in 1972 that requires that the 
U.S. federal government select engineering and architecture firms based upon their  
competency, qualifications and experience rather than by price.
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fees are ranked on the shortlist. Then they are asked to “bid” against 

each other online by revising their offers for the opportunity to move 

up in the rankings. Some of these are held live, like an eBay auction, 

so that firms can see in real time how the rankings are changing. Will 

this become a trend, and will bidding of architecture and engineer-

ing fees become a predominant process in the nonresidential market-

place, or is it just a few clients taking advantage of a difficult market? 

The direction of this trend will have much to do with the willingness 

of architects and engineers to participate in this process; so far, we 

have not identified firms walking away, primarily due to the ongoing 

need for new commissions.

Finding and Retaining Staff
A study released in May by Georgetown University’s Center on Edu-

cation and the Workforce reported that of all college graduates, those 

in architecture have the highest post-graduation unemployment rate, 

with 13% unable to find positions in the field. [12]  Yet, at the same time, 

a McGraw-Hill survey released at the AIA National Convention shows 

that, “Skilled workers have left the industry as a result of the economic 

downturn, an aging workforce and an insufficient pipeline of younger 

workers.” The study shows that 69% of architect, engineer and con-

tractor (A/E/C) professionals expect skilled workforce shortages in the 

next three years; 32% of A/E/C firms are concerned about a shortage 

of specialty trade contractors by 2014; 49% of the general contractors 

are concerned about finding skilled craft workers by 2017; and 37% 

of architect and engineering firms are concerned about finding experi-

enced workers. Skilled green workers are in even more demand; 86% 

of architects and engineers and 91% of contractors are finding too few 

green-skilled employees. In a separate but related survey that McGraw-

Hill Construction conducted for the American Institute of Architects 

(AIA), 79% of architecture firms are not sure the U.S. student pipeline 

will be sufficient to replace those leaving the profession, a problem 

exacerbated by the 76% of U.S. architecture students/recent graduates 

who would consider working abroad.” [13] 

 

This may be a self-fulfilling prophecy in the works – the widely pub-

licized lack of employment in architecture will surely drive potential 

students into other fields, resulting in that predicted shortage within 

a few years. The industry would benefit over the long term from tak-

ing a strong stance on hiring young architects, promoting architec-

ture as a desirable career and supporting architecture schools in their 

recruiting efforts.  

 

Another issue of interest in the area of talent management is the 

12. http://www.washingtonpost.com/business/economy/new-study-shows- architecture-
arts-degrees-yield-highest- unemployment/2012/01/03/gIQAwpaXZP_story.html.
13. http://www.sacbee.com/2012/05/17/4496750/construction-industrys-workforce.html.

changing nature of design firms. As firms shift to meet new client and 

project demands, their staffing needs are changing. Expect to see an 

increase in ecologists and conservationists, energy designers, sociolo-

gists and others who are not traditional members of the team coming 

aboard. These team members may not necessarily be staffers: firms 

should consider the movie production model that uses per-project 

specialists, long-term independent contractors and freelancers who 

may come together as a team for a specific purpose, then move on to 

other projects, sometimes as part of the same team, sometimes not.  

Technology Driving Change
Technology continues to evolve in ways that will have profound ef-

fects on architecture, engineering and construction. Advances in 3-D 

printing are announced on an almost monthly basis, for everything 

from functioning human organs and blood vessels to high-precision 

jet engine parts to complex physical structures impossible to achieve 

by other methods. Entire buildings can be created using a giant print-

er that builds up layers of materials, leaving exact openings for utili-

ties, mechanical and electrical systems.  
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Of possible impact will be the ability to manufacture many items 

(replacement parts, customized or self-designed furnishings, various 

household objects, etc.) at a local or regional service bureau. The 

ability for on-demand manufacture at an extremely local level that 

bypasses the need for both large, capital-intensive factories and in-

ternational shipping has the potential to drive huge changes in the 

manufacturing industries. Raw materials for such production would 

still be shipped, but clearly, a shift is coming in how we design and 

produce small goods. This may be akin to the major shift in print-

ing technology from the huge offset printing industry that flourished 

through the 1980s to the small service bureaus like Kinko’s (now 

FedEx Office) that took their place during the 1990s, as desktop pub-

lishing and color printers became widespread and the need for a full 

crew of journeyman printers, typesetters and proofreaders vanished. 

 

Other technology trends to watch include the increasing use 

of iPads on construction sites and the growth in Smart City 

technologies. Disney has been very public about its use of BIM in 

conjunction with iPad technologies during the huge Fantasyland 

renovation and expansion at Walt Disney World in Florida. Videos 

posted at the Disney Parks’ YouTube page including this one,  

http://youtu.be/nE8PvsRqjkg, show Disney imagineers using the 

tools in action on the jobsite to prevent mismatches and alignment 

problems, and anticipate and fix needed changes before they affect 

the construction schedule. The Business Opportunities weblog 

predicts that the “iPad will transform [the]construction industry” 

by eliminating blueprints, improving communications between the 

entire project team and proving analytical tools to determine, for 

instance, whether “your electrician, who you picked because he was 

10% cheaper, is 30% slower than the other electrician you used last 

time.” [14] The ability to perform this detailed quantification could be 

a tremendous tool in counteracting commoditization or establishing 

a competitive advantage. 

 

A company named Living PlanIt has started testing an “Urban Op-

erating System” in the Greenwich district of London. The goal is 

someday to wire an entire city so that buildings can self-adjust their 

internal temperatures, streetlights could dim or brighten to accom-

modate pedestrians, and emergency services could be provided with 

real-time data about traffic flows and ambient conditions at a detailed 

level. Think of it as one enormous, computerized urban nervous sys-

tem, where machines talk to other machines.

 

14. http://www.business-opportunities.biz/2012/03/14/ipad-will- transform-construction-
industry/.

Evolving Delivery Methods
Integrated Project Delivery (IPD) and BIM continue to be adopted 

by firms at a rapid pace. On May 16, 2012, the National Institute 

of Building Sciences released consensus-based BIM standards for the 

United States, covering the entire life cycle of buildings from plan-

ning and design to operations and ongoing maintenance. This docu-

ment is serving as the starting point for the consensus development 

of an international standard. [15] 

 

In March 2012, the AIA updated its IPD case studies document with 

new and updated cases, and the results of “the Integrated Project 

Delivery (IPD) Awareness Survey that reveals that 84% of AIA mem-

bers are aware of its market presence, 40% of members demonstrate 

understanding of IPD, and 13% of members are using IPD method-

ologies for construction projects (a significant increase over 2010 AIA 

Firm Survey figures). The survey also found that teams engaged in 

IPD are finding satisfaction beyond their expectations. Respondents 

who completed projects through IPD reported the methodology as 

more likely to satisfy project goals than the overall expectations with 

double-digit leads in cost predictability, high-performance design 

and long-term efficiency of building operations.” [16] 

 

The establishment of standards will likely help speed adoption of 

BIM practices, and the growth in both this and IPD methods means 

firms will need their staff to gain new skill sets and methodologies, 

improve their communication skills and keep abreast of technologies 

related to these delivery methods. 

Industry Consolidation/Mergers and Acquisitions   
Industry consolidation remains a major trend. A weak global recov-

ery, a lackluster U.S. economy and financial turmoil in Europe all 

continue to be significant challenges. The pattern that is emerging 

is one of increased volatility and restrained organic growth. This is 

largely a result of economic uncertainty, but can also be attributed 

to the expiration of various infrastructure-related stimulus programs, 

deficit-reduction actions at the U.S. federal level and budget reduc-

tions at the state and municipal levels. 

 

The good news is that society at large, and project owners in particu-

lar, will continue to demand intelligent design solutions to solve com-

plex problems, including the need for new and updated infrastruc-

ture. Companies will have to understand how to solve these complex 

problems and meet the needs for increased infrastructure in an envi-

ronment that is dominated by high levels of political and economic 

15. http://www.buildingsmartalliance.org/index.php/bsa/newsevents/news/Entry/
nbimsv2-release.
16. http://www.dexigner.com/news/25046.
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uncertainty. The competitive environment in 2013 will continue to 

be intense, with firms entering new geographies and markets and 

large firms bidding for smaller and smaller projects. Project fund-

ing will continue to be sourced from a limited pool of funds. With 

inadequate public funds available, P3s will continue to gain traction 

as a viable funding mechanism for projects. Firms will be called upon 

to respond to changing client needs with new approaches to project 

delivery, with the aim of delivering better projects, in less time at less 

cost. In this environment, construction management will continue to 

be a highly valued discipline.

  

There continues to be a healthy level of corporate development 

(M&A) activity in the architecture and engineering sector, although 

the first few months of 2012 had a somewhat slow start. Although 

the engineering and design world continues to experience consoli-

dation, the sector is still highly fragmented. Larger companies have 

built up significant cash positions and are lacking organic growth 

options. We think many of these companies will utilize their cash to 

pursue acquisitions.

 

Reviewing 2011 M&A activity, we saw 114 transactions, a number 

similar to the number of transactions in 2007 – more than the num-

bers posted in 2009 and fewer than the 135 transactions in each 

of 2008 and 2010. This kind of up-and-down oscillation is typical 

of economic recoveries, though this recovery period has been quite 

extended. As of this writing, the first quarter of 2012 saw 21 transac-

tions occur in the design and engineering sector. We note that Geni-

var, the Canadian professional services firm, has been particularly 

active of late. Convergence transactions (where engineers and archi-

tects are combining with construction companies) made up 17.8% 

of total transactions in the design and construction sectors for all of 

2011 and comprise 16.4% of transactions in the first quarter of 2012. 

For the full year 2012, our view is that both the numbers and size of 

M&A transactions will increase from 2011 levels, as companies seek 

strategically to invest in future growth.

 

As we head into 2013, we will see well-managed small and medium-

sized engineering and design firms seeking to augment slow organic 

growth with growth through acquisitions, mergers, permanent joint 

ventures or other forms of collaboration.

Green Design/Sustainability
In addition to the updated IPD Case Study and Survey document 

released by the AIA, it has also issued a new set of five Sustainable 

Project documents that will “apportion the new roles, responsibilities 

and risks inherent in sustainable design and construction projects 

to the party in the best position to address them ... The new Sus-

tainable Documents provide a comprehensive approach to manag-

ing sustainable projects – from initial goal setting through project 

completion and certification – and allocating responsibility among 

project participants.” [17]  

 

This issuance of documents is another indicator of the widespread 

acceptance of sustainable design and the demand for this work in 

the marketplace. 

 

The next step beyond individual green buildings is that of the ecodis-

trict, what is effectively a sustainable neighborhood. Portland, Ore., 

has been a leader in the concept, and the idea, which has a strong 

foothold in Europe, is spreading across the country, including dis-

tricts in cities including Washington, D.C.; Atlanta; and university 

campuses across the country. These districts usually involve high par-

ticipation by residents and users of the area. These groups are taking 

full advantage of communications technology to organize and share 

their successes and best practices with other communities.  

 

Going Forward in 2013
Overall, we expect to see continued slow growth and recovery and 

ongoing change within the industry via technology, consolidation 

and the search to find viable new sources of funding for the increas-

ing backlog of postponed projects and damaged infrastructure that so 

urgently needs attention. 

Louis L. Marines, Hon. AIA, is the founder of the Advanced Management 
Institute for Architecture and Engineering, now the A/E Services Division of 
FMI Corporation. Email Lou at lmarines@fminet.com. 

Steven J. Isaacs, PE, Assoc. AIA, is a division manager for Architecture and 
Engineering Consulting Services at FMI. Email Steve at sisaacs@fminet.com. 

Karen L. Newcombe has worked in the A/E/C industry for 25 years and currently 
assists on various FMI projects. Email Karen at newk@writebank.com. 

Michael Landry is a managing director with FMI Capital Advisors, Inc. Email 

Michael at mlandry@fminet.com.  

17. http://www.aia.org/press/releases/AIAB094809.
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General Contractors
   By Mike Clancy  

As the overall U.S. economy begins to emerge fitfully from several 

years of economic malaise, the vertical construction markets are be-

ginning to show signs of improvement as well. General contractors, 

especially those in certain hot geographies and growing market sec-

tors, are starting to see increased demand for construction services 

after some of the toughest years in the industry’s history. The firms 

that capitalize successfully on the improving market will be those 

that can effectively sell value and provide a differentiated approach 

to the buyer of construction services. Leading firms will also be able 

to secure one of the most valuable resources in the new construction 

economy – a reliable corps of subcontractors. Finally, best-in-class 

general contractors must be able to redefine the role of the project 

manager to focus more heavily on the customer and financial man-

agement acumen this role will require.

A Gradual Return to Value
Over the past few years, buyers of construction have held the power 

position in the procurement chain and have not been afraid to flex 

their muscles. The return of many large owners to the hard-bid arena, 

after two decades of increased reliance on construction management 

and other negotiated approaches, reflected this radically changed dy-

namic. As one owner put it, construction was “on sale.” and many 

general contractors saw the only way to survive was to participate in 

a race to the bottom.

This led to an increased demand for core contracting skills, such as 

improved estimating performance, more aggressive project and field 

management, and rationalizing industry overheads in order to oper-

ate as leanly and efficiently as possible. In response, many general 

contractors cut staff, became much more selective in hiring, refo-

cused on core business lines and overall worked on becoming much 

better businesspeople.

However, with more contractor defaults occurring, and with some 

owners beginning to fear reduced quality or limited services from an 

overemphasis on low-price procurement, the ability to negotiate and 

sell based on value is slowly returning. We have spoken to numerous 

contractors who say that while prices still need to be competitive, 

some owners are willing to select based on factors other than cost 

alone. “Especially for more sophisticated, serial builder clients, we 

are seeing that we don’t necessarily have to be low bidder in order 

to capture their work,” said one Midwestern firm. “You have to be 

within 5% of the low price, but there is some negotiating room there 

today that didn’t exist two years ago.”

This return to an ability to sell value may be difficult for some gen-

eral contractors to manage. Those who leapt with both feet into the 

hard-bid world may have adapted too well to that often-adversarial 

market now to return to a customer-focused mode of construction. 

Firms that have emphasized documentation and strict letter-of-the-

contract approaches during the lean years may be left behind in a 

rising market if they are not able to develop flexibility and a strong 

sense of client advocacy.

Good Subcontractors Are Harder to Find
Another legacy of the past several years is its impact on the key to 

any general contractor’s long-term success – a solid corps of quality 

subcontractors. Most trade contractors have had to make the unpal-

atable choice between drastic reductions in their skilled labor forces 

or “working for wages” by taking jobs at or below hard costs and 

trying to grow the project margin in the field. In many markets, these 

have not been choices at all, but rather the price of continued busi-

ness survival.

For the subcontractor community, with its higher fixed costs, its in-

vestment in equipment and machinery and the increasing difficulty 

of finding and fielding competent labor, the last several years have 

been a whirlwind. First, they were forced to ramp up manpower sig-

nificantly to meet demand during the run-up from 2003 to 2007 or 

so. This necessitated the addition of labor, many of whom lacked suf-

ficient skills to be considered during more rational times. These firms 

also invested in fixed assets, such as manufacturing machinery and 



Section 2: Stakeholder Trends
17

heavy equipment, in order to support operations. When the bottom 

fell out of the market starting around 2008, these firms still had a sig-

nificant backlog and thus a need to keep those marginal employees.

Now these firms have reaped the results of the last decade. Undercap-

italization is rampant, as capital tied up in equipment and machinery 

cannot be put to work to cash flow ongoing projects. This has in-

creased the sensitivity to cash-flow needs at exactly the wrong time, 

as the overall collections performance of the construction industry 

has been on a declining trend line due to slower owner payments.

The combination of undercapitalization and low-margin work has 

led to a few high-profile defaults in the specialty trades. However, the 

bigger issue for now is the reduction in the number of specialty con-

tractors who are financially qualified to perform significant scopes of 

work on large projects. Therefore, the ability of general contractors 

to build strong, mutually beneficial relationships with key members 

of the subcontractor community will likely be a major differentiator 

going forward.

 

The Expanded Role of the Project Manager
Finally, over the past few years we have seen a growth in the types 

and amount of responsibility with which the general contractors’ 

project managers are tasked. During the growth phase of the mar-

ket, good, experienced project managers were at a premium. As a 

result, many firms got by with less experienced project managers 

who served mainly to document ongoing operations and protect the 

generous (compared to 2012) margins. In fact, it was not unusual in 

some parts of the country to see the average industry experience of 

general contractors’ project managers to be five years or less. While 

many of these less experienced project managers were proficient with 

technology, ambitious and eager to learn, they often lacked the full 

skill set to deal with the recession that was on the horizon.

With the downturn has come demand for new skills. Project manag-

ers have had to become adept at managing the financial aspects of 

the project. No longer is it enough to protect the gross margin on 

the project; now the general contractor’s PM is being called upon 

to grow margin in order to bring a negative project positive or to 

contribute to covering home office overhead on a break-even project. 

Moreover, while many general contractors initially were successful 

growing margin through buyout, the subcontractor market in most 

parts of the country has no more flexibility to provide these savings. 

In addition, as the owners of projects have faced financial headwinds 

of their own, payment has slowed industrywide. While historically, 

many general contractors have been able to receive payment within 

30-45 days, over the past few years receivables ages have stretched 

out to 60 days or more for many construction firms. Once, project 

managers in many organizations were insulated from billings and col-

lections by their accounting departments. However, reduced over-

head and slower payment practices have combined to make billings 

and collections a more significant and time-consuming part of the 

project manager’s role. 

Project managers have had to become skilled at managing the col-

lections and cash conversion cycle while maintaining a positive cus-

tomer relationship. As more and more construction firms have cast 

their project managers in the role of an account manager, a higher 

degree of customer focus has been necessary. After all, when your 

competitors are itching for an opportunity to get in the door with 

your best customers, it behooves you to do everything in your power 

to prevent that. So many firms have placed more business develop-

ment responsibility on the shoulders of their project staff, including 

both defensive and offensive customer relationship management.

The new demands on project managers have required enhanced se-

lectivity in hiring and retention, a renewed emphasis on both on-

the-job and formal training, and increased scope of responsibility. 

However, for those firms who have successfully built the “new PM” 

model, these men and women will bring a more complete skill set 

and are better prepared for company leadership than past generations 

of project managers have been.

The Old Rules Still Apply
As is usually the case, coming out of a recession is in many ways a 

more dangerous time than heading into one. Companies who have 

loaded up on cheap backlog may find themselves overextended; firms 

who have not invested in equipment or people may be unprepared 

when demand rises; and contractors who have forgotten how to sell 

value may find themselves forced to continue competing exclusively 

on price. The best general contractors have aggressively developed 

their project staff to ensure that they can provide the needed skills to 

be successful in a changed environment. They have developed strong 

alliances with their subcontractor networks and know who can help 

them be successful. In addition, they have a compelling story to tell – 

why an owner should select their firm over a lower-priced one based 

on the value delivered. In the new normal, the most important of the 

old rules still apply.

Mike Clancy is a senior consultant with FMI. Mike can be reached at 

919.785.9299 or via email at mclancy@fminet.com.
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Heavy Civil Contractors
  By Jay Bowman and Brian Moore 

Estimates of civil infrastructure deficiencies in the U.S. are meaning-

less. Public utilities, roads, bridges and the rest are repeatedly decried 

as inadequate at best and failing or failed at worst. The cost to cor-

rect these deficiencies reaches into the trillions of dollars according 

to some industry stakeholders. This amount of money will never be 

spent any time soon and not even likely in the remainder of most of 

our lifetimes. Consider that the U.S. Census Bureau values construc-

tion spending beginning in 1964, and in the 48 years since then, the 

value of heavy civil construction spending totals roughly the same 

amount as a recently suggested five-year investment need. Those ex-

pecting or waiting for massive new outlays will be disappointed.

Perhaps the greatest threat to increased investments in our nation’s 

civil infrastructure is a lack of public funding due to reduced rev-

enues and budget constraints. An informal poll of several FMI heavy 

civil clients found this to be the chief concern of two-thirds of them 

for the next 24 to 36 months. Their concern is justified, considering 

that it took two and a half years after the expiration of SAFETEA-LU 

for Congress to pass a new federal transportation bill. The political 

environment creates significant uncertainty for future funding initia-

tives and makes it difficult to develop long-term projections.

Still, investments will be made in our nation’s civil infrastructure, and 

they will be significant. FMI currently forecasts nonbuilding-related 

construction spending to be greater than $200 billion per year and 

nearing $300 billion over the next five years (more than twice the 

amount spent 10 years ago). This forecast assumes a slow recovery 

in the U.S. economy and the government’s ability to maintain or 

slightly improve revenue and spending levels. For some, these may 

seem to be rather aggressive assumptions. However, we are nearing 

a generational transition in the expectations, modes and uses of civil 

infrastructure in the U.S. and globally that will necessitate such in-

vestments.

This general transition is already being witnessed by several multi-

billion dollar projects currently under construction. These include 

investments in alternative power such as the Blythe Solar Power Proj-

ect, which will be the largest solar power plant in the world when 

completed and double the nation’s combined current solar electricity 

production capacity, and Vogtle Nuclear Power Plant Units 3 and 4, 

the first nuclear reactors under construction in the U.S. for the past 

30 years. It is also seen in the evolution of transportation with the 

Dulles Transit Extension, Crescent Corridor Expansion and Alaskan 

Way Viaduct. In addition, the Panama Canal Expansion is creating 

modernization and retrofitting of many U.S. ports.

The stated urgency of some civil infrastructure investments, whether 

real or artificial, is beginning to signal a trend towards an increase in 

fewer but larger projects. Some of these projects are simply reflec-

tive of their scale (for example, the eastern span replacement of the 

San Francisco-Oakland Bay Bridge). Others suggest the bundling of 

several smaller projects to award as a single contract. FMI’s research 

is inconclusive at this time, so it is not possible for us to state with 

certainty whether examples of the latter are merely market anomalies 

or indicative of transformative industry change. However, the shared 

experiences of many FMI heavy civil clients suggest such a transfor-

mation, and we believe the evidence to date supports it as such. The 

next three years will be telling.

The concern expressed previously by many of our clients regarding 

public funding plays an important role in the financing and deliv-

ery of future civil infrastructure projects. Design-build (primarily) 

and availability concessions (secondarily) are increasingly common 

responses. A leading legal and policy advisory firm estimates 50% 

of transportation construction projects are delivered design-build 

on a value basis. As the desire to accelerate delivery schedules and 

guarantee costs intensifies, such alternative financing and delivery 

methods will dominate. This also has the distinct possibility of fur-

thering the trend towards the bundling of smaller projects into larger 

ones. For example, one state transportation agency is considering a 

design-build-finance procurement for bridge bundles on a district or 

regional basis.

Should our instincts be correct, a trend towards fewer but larger proj-

ects has significant competitive implications. Preference, intentional 

or not, is given to the largest firms. Joint ventures become more com-

mon, by either advantage or necessity, for the majority of engineering 

and construction firms due to resource constraints. Or we simply 

begin to see an accelerated contraction of the industry as smaller ser-

vice providers are acquired or exit. Therefore, many will be forced to 

decide whether to develop niche specialties, move up or move out 

(by diversifying the business or ending it). Moreover, as the distinc-

tions between design and construction roles and responsibilities are 

blurred by the increased use of design-build and other alternative 

delivery methods, the definition of the heavy civil firm will evolve 

and morph over time. Who is considered competition may be unrec-

ognizable by today’s standard.
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Besides ongoing concern about funding sources and types, contractors 

must worry about an increasingly complex business environment. Al-

though there is no way to quantify it, many describe a quickening pace 

of change in project characteristics, the competitive landscape and the 

regulatory environment in which they operate. For some, the turbu-

lence represents danger; for others it means opportunity.

Some of the significant changes in the industry are being influenced 

by efforts such as Federal Highway Administration’s (FHWA) Every 

Day Counts initiative. FHWA is working to accelerate the use of in-

novative technology and techniques to shorten project delivery time 

for major projects. The purpose is to reduce cost of financing proj-

ects, minimize disruption to the public and improve public support 

for infrastructure investment. Methods, such as accelerated bridge 

replacement programs in Massachusetts, Missouri and Utah, have 

meant roadways are opening more quickly than ever. More states are 

exploring options such as CM/GC to create a team approach to the 

project, speed up the overall delivery and provide a better result.

As public-private partnerships (P3s) are very slowly gaining traction 

in the U.S., many contractors continue to explore when and how the 

method will apply to them. If all you did was skim the headlines, you 

might think there’s a tidal wave of P3s that will overtake the market. 

However, many experts suggest that it is more like a slowly rising tide 

– advancing little by little. Each state is advancing toward alternative 

procurement at different paces, forcing contractors to broaden their 

view of the horizon to spot trends and opportunities.

To prepare, some contractors are investing in business development 

and financial expertise for the first time. For some, this means new 

hires or re-tasking current employees to build capabilities in new ar-

eas. Contractors may be hiring and managing for skills for which they 

have no previous experience. Other contractors are looking for part-

ners to team with for specific opportunities. This is exposing them to 

new business models that they are quickly learning are quite different 

from their own.

Pursing new types of projects, particularly design-build, can be expen-

sive. Owners are getting less generous with stipends, demanding more 

from the contractors during the procurement process, and expanding 

their “shortlists” to four or five teams. Eventually, the cost and effort for 

these procurements will drive away competition and increase price, 

which ultimately seems counter to the owners’ intentions.

In addition to the increasing cost and complexity of pursuing work, 

contractors complain that they are facing a more litigious environ-

ment. Owners, who historically looked for a balanced contract to 

keep prices reasonable and risks where they should be, are hiring 

more lawyers and consultants during the procurement process for 

larger projects. These parties often believe their duty is to negotiate 

a contract that favors their client (the owner). Add the rising cost of 

environmental compliance, changing requirements and enforcement 

of Disadvantaged Business Enterprise (DBE) participation, and you 

have an increasingly complex business climate. In the end, this drives 

prices up, puts risk on entities that are not well-positioned to manage 

it and slows down the procurement process.  

As in recent years, contractors continue to see more competitors on 

bid lists and shrinking margins. Few competitors have exited mar-

kets, although it seems everyone is expecting “marginal” competitors 

to fall any day. There is every expectation that a round of contractor 

failures is imminent. However, it seems as though the healthy bal-

ance sheets leading into recession, stimulus spending that propped 

up the markets temporarily, and intensity of effort to cut overhead 

and improve performance may allow a higher-than-normal survival 

rate. That is good news and bad news, depending on where you sit. 

Contractors report that, in addition to their traditional competitors, 

they are experiencing more pressure from large, well-organized play-

ers encroaching on their home markets. These larger competitors are 

either national firms, large joint ventures or the occasional interna-

tional company. With little prospect for consistent, long-term funding 

and increased competition, small to midsized contractors are feeling 

intense pressure and concern over the future of their markets is high.  

Jay Bowman is a principal at FMI. You can reach Jay at 919.785.9336 or via 

email at jbowman@fminet.com. 

Brian Moore is a principal at FMI. You can reach Brian at 919.785.9269 or 

via email at bmoore@fminet.com.
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Trade Contractor Trends
  By Scott Kimpland and Randy Stutzman 

Uncertainty may be the best way to describe the feeling that most trade 

contractors have as they look forward to 2013. While most would 

agree that there are an increasing number of projects to bid and pursue, 

margins are low and the risks are high. In many cases, trade contractors 

are not only taking work at extremely low margins, but also accepting 

more risks than ever before. These risks come in many forms, and any 

one of them can quickly take a project with a very modest bid margin 

to a catastrophic loser in a very short time. A few of the major trends 

facing trade contractors today are described below.

It Continues To Be a Buyer’s Market for  
Construction Services
Owners, construction managers and general contractors realize that 

the supply of trade contractor capacity is far greater than the demand 

for trade contractor services. As we learned in Economics 101, when 

supply is greater than demand, prices drop. At the same time that 

prices are dropping, many of the trade contractors’ costs continue to 

rise. These include the cost of labor, materials, insurance and fuel. 

For trade contractors to survive in this environment, they must focus 

on the few things that they can control. These controllable variables 

include the following:

 � Having the discipline on bid day to know costs and price work 

accordingly. You cannot lose money on the project that you do 

not get, and sometimes the most profitable project is the one that 

you do not win.

 � Negotiating fair contract terms has never been more important. As 

margins shrink, the risk associated with one-sided contract terms 

is even more pronounced. 

 � Understanding that labor is the single, largest controllable cost 

in a trade contractor’s business. Never before has a strategic 

commitment to improve productivity been so important. Many of 

FMI’s clients are proving that like safety, sustainable improvements 

in productivity are possible.

 � Getting involved in a project early and making your value and 

services indispensable to the construction manager, general 

contractor or owner is proving to be a successful strategy for the 

most progressive trade contractors. Plenty of examples exist of 

sophisticated trade contractors who are doing this with success, 

and instead of being one of many firms that get to bid the project, 

they are differentiating themselves as one of few that can bring 

special or unique value to their customer early in the process.

More Trade Contractors Are Strategically Pursuing 
Work Directly With Owners and End-Users
More owners and end-users on certain types and sizes of projects 

are beginning to question the value that a construction manager or 

general contractor who subcontracts most of the work brings to the 

table. As a result, sophisticated trade contractors who understand 

how to differentiate, market and sell their services are acquiring 

work directly with owners and end-users. Let’s face it, working as a 

subcontractor to a construction manager or a general contractor in a 

low-bid environment is a bad place to be today. In FMI’s 2012 U.S. 

Construction Industry Productivity Report, conducted with execu-

tives from 122 firms, many of which were trade contractors, survey 

respondents reported that the second-, third- and fourth-largest ex-

ternal factors impacting their labor productivity as follows:

 � Slow responses from other members of team (general contractors 

and construction managers)

 � Poor coordination by construction managers or general contractors

 � Unrealistic schedules by construction managers or general contractors

In addition, trade contractors reported that all other things being 

equal, their productivity is highest when working directly for the 

end-user, moderate when working for general contractors who self-

perform some of the work, and worst when they were working for 

a construction manager who subcontracts everything. With no labor 

skin in the game and a business model where financial success is not 

dependent on managing labor, many construction managers under-

stand little about labor, how to manage it and how their scheduling 

and coordination (or lack of) affects the trade contractors and their 

success. As a result, many trade contractors are selling directly to 

end-users on projects where a large portion of the scope is in their 

trade or area of expertise. For the scope that is outside their trade, 

they simply hire and coordinate the other necessary trade contrac-

tors. While there is certainly a role and value good general contrac-

tors and construction managers offer, there are many advantages to 

having the true builders working directly with the customer.

For those who question the validity and practicality of this trend, 

studying the history of the industrial sector where many of the most 

positive industry trends begin will support the fact that trade con-

tractors and companies with the labor can successfully sell and work 

directly for owners, even on large projects.
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Finding Operations Management, Project 
Management and Field Management Talent Is 
Extremely Difficult
In spite of continued high unemployment in the construction indus-

try, finding quality talent in the key operational management and 

leadership positions is a significant challenge and will become a ma-

jor roadblock to growth for many firms. Because of the depth and 

length of the recession, a lot of displaced talent left the industry and 

found other careers outside of construction. FMI looks for this talent 

shortage to continue as the demand for construction increases and 

many of the baby boomers retire from the industry.

There is no easy answer or silver bullet to addressing this trend, but 

some of the more proactive trade contractor strategies include the 

following:

 � Implement robust internship programs that allow contractors 

continuously to inject new, young talent into their organizations 

every year. By hiring and leveraging college interns, some of whom 

become new hires into project engineer, project management and 

field engineer positions, many firms are able to fill key positions 

and begin to build their talent base for the next generation.

 � Create formal training and development programs for project 

managers and field managers to speed up the learning curve and 

provide the necessary management and leadership skills.

 � Identify promising young employees and create an intentional 

talent development program. The goal of these programs is to 

train this group to assume senior management positions in an 

accelerated manner. 

Many Owners of Trade Contracting Firms Are Facing  
Significant Management Succession Issues
After living through the best of times (2005 – 2009) and the worst of 

times (2010 – current), there are many owners of privately held trade 

contracting firms looking at and planning the next chapter of their 

lives. This includes the idea of retirement or at least a business that is 

not heavily dependent on them. Part of this soul-searching includes 

trying to figure out how to get the equity they have worked so hard 

to create out of the business and transition the day-to-day operations 

to the next generation of leaders. For many, the options are limited. 

Many larger trade contractors are exploring equity transfer methods 

that involve either an internal or an external transfer of equity. For 

some, an external sale to a third party is clearly in their best interests. 

However, many contractors are not salable to a third party and the 

number of buyers is limited. For most, an internal sale is the best or 

only option. The increase in required equity for many larger firms 

makes an internal sale much more difficult. This is even more com-

plicated because many potential internal buyers are close to the same 

ages of the sellers. Given all of these challenges, there will likely be 

a large number of trade contractor owners that will be forced to stay 

with their businesses and work well beyond the age that they had 

hoped to retire. Some will be faced with the last option of liquidation. 

Multitrade Prefabrication and Modularization 
Continues to Gain Momentum and Acceptance
More and more of what traditionally has been constructed in the field 

is being replaced with manufactured components and modulariza-

tion. Much of the industry has finally acknowledged the fact that 

there are actually better, safer, more productive and quicker ways to 

construct a building. In a few short years, prefabricated bathroom 

pods have become “traditional” on many new large hospital and dor-

mitory projects, and pod manufacturers have sprung up around the 

country. In addition, entire electrical and mechanical rooms are being 

manufactured off-site in a controlled environment.

FMI predicts that this trend will continue to accelerate with com-

mercial trade contractors for a variety of reasons that include the fol-

lowing:

 � Ability to significantly affect labor productivity and reduce many 

of the field variables such as trade stacking, acceleration and 

overtime, that negatively impact productivity

 � Increased owner demands relative to construction schedules

 � Less material waste and increased “green” appeal

 � Reduced jobsite hazards and improved safety benefits
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 � Reduced impact of weather on field conditions, safety and productivity

 � Improved quality created by standardized processes that can be 

used in a manufacturing process

 � Nonunion contractors who are working on prevailing wage projects 

can realize significant labor cost savings by using shop labor at a 

fraction of the prevailing wage that is paid in the field

 � Proven results and benefits of prefabrication and modularization that 

have been used extensively in the industrial sector for many years

Union Trade Contractors Are Finding It More and 
More Challenging to Compete in a Cost-Conscious 
Environment
Ultimately, owners and buyers of construction services define what 

value is for the construction services that they buy. In a time where 

budgets are strained, funding is tight and everyone is focused on 

costs, fewer owners see value in paying a premium for union labor. 

As wages and benefits for field labor decline or, at worst, are sta-

ble in the nonunion environment, construction unions continue to 

come to the table looking for wage increases and increasingly costly 

health benefits. Up to some point, these additional costs can be offset 

with better productivity that comes from a well-trained workforce. 

However, once owners and buyers realize that they can buy the same 

building at an acceptable level of quality for significantly less money 

using nonunion labor, the things that were once attractive reasons to 

use union labor become a smaller part of the buying decision.

Finding exact numbers on market share or the amount of construc-

tion put into place by union labor is difficult, but there is plenty of 

anecdotal evidence to suggest that the trend for union construction 

is not positive in most markets. Unfortunately, the unfunded pension 

liabilities facing many union trade contractors have them in a tough 

situation. In markets with decent nonunion competition, they simply 

cannot be competitive or easily become nonunion. As this trend plays 

out, union trade contractors are likely to become less valuable and 

less attractive for potential acquisitions. Only in unique situations, 

markets or strategies would a potential buyer want to buy into the 

challenges of being a union contractor in today’s market. 

Government also has a significant influence on this trend, and, as 

evidenced by the recent right to work legislation and state legisla-

tion relative to public workers’ unions, the general sentiment at the 

state level appears to be less supportive of unions. Depending on the 

outcome of the 2012 presidential election, the sentiment at the fed-

eral level could change dramatically. A separate but significant trend 

among union contractors is the attention given to unfunded pension 

liabilities. As accounting rules change and more members enter their 

retirement years, this issue will become more pronounced. 

Conclusion
In spite of the many challenges and risks that these trends create for 

trade contractors, FMI continues to see some incredibly successful 

firms. Many of these companies tend to be larger and more sophis-

ticated trade contractors who have learned how to work upstream 

and get involved early in projects by bringing unique value and skills 

to the table. Beyond simply using the latest industry buzzwords, the 

successful trade contractors of today are differentiating themselves by 

bringing real solutions to owners, construction managers and general 

contractors. The demonstrated ability truly to be “integrated” in an 

Integrated Project Delivery (IPD) model, use BIM as a tool to improve 

collaboration and coordination of key project stakeholders and bring 

significant cost, schedule and safety improvements to the project 

through progressive prefabrication and modularization ideas are ap-

pealing to a select group of construction buyers. 

At the other extreme, smaller niche contractors continue to have suc-

cess. By providing specialized services more quickly and efficiently 

than larger competitors provide, they have created an enviable posi-

tion in the market. In summary, the trade contractors who can suc-

cessfully market, sell and deliver to a group of select buyers are not 

only surviving, but also thriving at a time when many others are 

struggling to break even. As Doc Fails, our founder, put it many years 

ago, “Volume kills and profit thrills.” It is still true.  

Scott Kimpland is a director at FMI. You can reach Scott at 813.636.1263 or 

via email at skimpland@fminet.com. 

Randy Stutzman is a managing director with FMI Capital Advisors, Inc. You 

can reach Randy at 813.636.1247 or via email at rstutzman@fminet.com.
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Building Product Manufacturers
 By John Hughes, Porter Wiley and Rusty Sherwood 

As we move into the later part of 2012 and beginning of 2013, the 

building industry and its suppliers can expect to see the continued, 

very modest improvement in the market as suggested in the 2012 

edition of the U.S. Markets Construction Overview. The tailwind pro-

vided will resemble a slight breeze at best, but will none-the-less be 

a welcome relief from the gale-force headwinds of recent years. With 

the efficiencies and cost controls that are now in place with most 

industry building products manufacturers, this slight increase in de-

mand should yield improving margins and profitability. 

The primary trends identified last year continue to be realized and 

include the rebound of consolidation activity, focus on sustainability 

and innovation and the long-awaited increase in business failures.

Consolidation activity has been fueled by a number of factors. First 

and foremost is the inventory of willing and motivated sellers, pri-

marily from small to midsized, closely held manufacturers and dis-

tributors in need of an exit strategy. Having weathered the storm, 

often with a diminished net worth, business owners are receptive to 

the renewed interest from both strategic and financial buyers, par-

ticularly those with a residential orientation. The buyers have become 

more aggressive in their quest for acquisition opportunities believed 

to be at multiple levels that can be justified.

The industry has made great strides on the sustainability front in both 

residential and nonresidential building. The focus on sustainability 

and innovation has moved beyond the trend stage and has become 

an accepted part of doing business in the building industry. In most 

cases, being green is no longer a differentiator for building product 

suppliers and has become the price of entry considered for product 

specification and selection. Few, if any, firms have been able to ignore 

the green revolution.

Although the rising tide will aid most firms, it will take a toll on those 

firms unprepared for the increased resources that will be required to 

rebuild the business. Cash-flow challenges driven by staff additions, 

infrastructure rebuilding and other required expenditures will be the 

demise of many firms seeking to return to their previous levels of rev-

enue. Careful internal planning and planning with channel partners 

can help to minimize this challenge.

 

2013 and Beyond Will Bring … 

An Increasing Need for Strategic Thinking  
Leaders and Adaptive Cultures
In the near term, opportunity “pockets” will continue to emerge, but 

the rate of recovery will remain uneven and geographically spotty. 

The ability for senior leaders to find, assess and capitalize on new 

markets will require increased levels of strategic thinking to evaluate 

changes in climate, competition and customer requirements against 

company core strengths and the vision and core values of the busi-

ness. This new way of leadership thinking balances curiosity and 

intuition with systems thinking and increasing uses of business intel-

ligence to see and pursue new potential before competitors do.

Volatility, uncertainty, complexity and ambiguity will remain con-

struction industry signatures as witnessed through fluctuating mate-

rial costs, tightened construction financing requirements, new, low-

cost competition, public-work policies and other facets of operating 

in a globalized economy. Having said this, there are manufacturers 

that have exceeded top- and bottom-line growth expectations these 

past few years. Among other things, these companies have flattened 

organizational structure, streamlined internal and customer-facing 

processes, increased their customer relationship IQ and established 

an overall adaptive culture. An adaptive culture offers the ability to 

assess new products, pricing, distribution and promotional ideas 

against anticipated market conditions, make objective go/no-go deci-

sions and then smartly tweak “go” decisions through diligent use of 

business intelligence.
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We expect market conditions to improve, albeit unevenly, over the 

next two to five years. Seizing profitable market share will require 

adaptive organizations, e.g., manufacturing businesses with a current 

and future bench of leaders who think strategically, leading compa-

nies characterized by clear vision, market understanding, clarity of 

purpose and agility. Adaptive, strategic thinking organizations will be 

in the best position to deepen existing business relationships and find 

new, profitable ones as a new construction cycle begins to emerge.             

A Reassessment of Marketing and Sales Strategies
The construction downturn became a time of severe reductions 

throughout the organization, particularly as it relates to the market-

ing and sales resources for many building product manufacturers. 

During this time, sales forces were often reduced, marketing pro-

grams dismantled, customer support programs postponed and many 

other business development activities severely curtailed. Today, a few 

firms are already well on their way to revamping their go-to-market 

strategy, while most others are just starting down this path.

Several areas will need to be addressed with internal and external 

assessments required to develop revised sales and marketing strate-

gies to compete better moving forward. Evaluating the sales resources 

in the field (how many, where, functions required) and in customer 

support roles will need to take place to serve the future market. De-

ploying resources to reflect the current and, more importantly, future 

business opportunities will be based on market data rather than an-

ecdotal information. Radical changes in market demographics have 

occurred. Merely replacing a sales rep in a prior territory is no longer 

a good option as the building activity has shifted and continues to 

shift by geography and market segment. In addition, the trend to-

ward fewer in the field sales resources will continue as more and 

more customer support activities can be efficiently handled from re-

mote locations.

In addition to analyzing the required sales resources, the focus on 

customer segmentation and rationalization will be renewed with in-

creased emphasis. Many suppliers that had previously done a good 

job of customer segmentation have neglected this activity in recent 

years due to constrained resources. Those that continued this focus 

can attest to the fact that the customer base has changed considerably 

in the past few years. Whether these are independent distributors, 

dealers or end-user builders and contractors, many of these firms 

look much different today than they did five years ago. Some have 

downsized significantly, a few have grown profitably and a number 

of them are in markets and doing work that is new to them. Through 

a segmentation process, suppliers will enhance the value and quality 

of support provided to the right customers.

Consolidations have helped to change the landscape, causing build-

ing products manufacturers to reconsider their channel strategies. 

Evaluating the channel partner winners and likely losers in the future 

market is a challenge faced by many suppliers. Some have embarked 

on a formalized process of modeling and scenario planning to help 

them determine where to place their bets in selecting and support-

ing key customers. A few questions to address include: Which cus-

tomers have emerged the post-recession with their resources still 

intact? Which ones are positioned in the right markets for the next 

few years? Which ones are poised for growth either organically or 

through acquisition? Which ones have the right partnering philoso-

phy that will enable them to grow together with their preferred sup-

pliers? After identifying the expected winners, we also expect to see 

a revival of more intensive customer support programs that build 

loyalty and enhance the business relationship between suppliers and 

their targeted customers. 

Creating a true partnership with key customers is not a simple pro-

cess; it requires some real work and discipline by both parties to max-

imize the value for all parties. Examples of these support programs 

include advertising/promotion support, sales training, business plan-

ning, leadership development and market research. Targeted support 

programs that provide differentiation can pay big dividends through-

out the channel.  

Merger and Acquisition Activity Trending Upward
Mergers and acquisition activity remains on the upswing in the build-

ing products world, although not necessarily in terms of number of 

transactions, as the many distressed deals of the past several years 

inflated transaction statistics. However, the quality and size of deals 

is definitely on the rise. 

The overall tone of the market feels better, and optimism has actually 

returned among many of the people we speak with in the industry. It 

has been a long time coming. We are certainly not out of the woods 

yet, but there is a great deal of confidence that the market has bot-

tomed and that we are heading up. 

This confidence is one reason that buy-side demand for building 

products companies has increased so significantly. Corporate and pri-

vate equity investors are hungry to put more money to work in the 

sector. In addition, there is still pent-up demand on the sell side from 

entrepreneurs waiting for a market rebound to get what they deem a 

“fair value” for their companies.

There is still some disconnect in terms of what “fair value” may be, 

as buyers want to buy off trailing earnings, and sellers want to sell off 
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future earnings. While the gap has narrowed over the past year, there 

yet exists a decided gap. Improvement in the construction market 

will continue to narrow this value gap. When the housing market hits 

1 million starts, we predict a wave of M&A activity.

Big Deal
The first half of 2012 has seen four announced transactions of more 

than $1 billion: ABB’s purchase of Thomas & Betts, Eaton’s acquisi-

tion of Cooper Industries, Martin Marietta’s attempt to purchase Vul-

can Materials and Westlake Chemical’s failed bid to purchase Georgia 

Gulf. The only building products acquisition of more than $1 billion in 

the previous five years had been the $1.4 billion purchase by Hellman 

& Friedman of Associated Materials in 2010. It is a sign of encour-

agement that companies are willing to spend billions now in order to 

increase their exposure to construction. We anticipate that corporate 

and private equity investors will accelerate their hunt for large targets. 

Due to their scarcity, large targets command significant premiums. In 

addition, with where we are in the building cycle, there is much to like 

about investing in building products companies right now.

Corporate Development
We are seeing the reawakening of corporate development offices. 

Put on ice for the duration of the downturn in the interest of saving 

cash in such an uncertain environment, M&A interest from larger 

strategics is rising rapidly. Old growth plans are being dusted off, 

new plans are being explored and the activity level has dramatically 

increased.

Divestitures
A corollary to the reawakening of the corporate development office 

is an increase in corporate divestitures. No longer merely hunkered 

down, larger companies are examining (or reexamining) their port-

folios to decide how they will allocate their capital and resources. 

Non-core or slower-growth businesses are being converted to cash, 

which can then be reinvested in companies more aligned with cur-

rent strategy.

Private Equity
Private equity (PE) remains a significant player in building products. 

Dozens of building products companies have languished in PE port-

folios since the downturn. Many have restructured debt and right-

sized their cost structure to current demand levels and are poised to 

grow profitably when the market rebounds. A truism of all PE-owned 

firms is they are, by definition, always for sale — at the right price. 

As the market continues to recover in 2013, we believe pricing will 

creep closer to being right and many of these portfolio companies 

will hit the market.

On the investing side, PE continues to have great interest in building 

products manufacturers and distributors. With the housing market 

stabilized and seeing signs of recovery, timing risk of the cycle is di-

minishing, and many PE investors see now as a good time to gain 

exposure to a large market on the cusp of a significant rebound. Some 

analysts project that the underbuilding of the past few years will lead 

to a significant lack of supply once population growth and household 

formation rates return to their long-term averages. 

Get Ready
The lingering effects of the Great Recession will remain with us for 

some time with more methodical and cautious decision making 

evident throughout the industry. Yet, opportunity abounds as many 

firms continue their strategic positioning and repositioning to capi-

talize on the inevitable upturn. The time is right to ensure that you 

and your key channel partners will be ready and do not miss the 

silent starting gun.

John Hughes is manager of the Manufacturer/Supplier Market Sector at FMI. 

You can reach John at 919.785.9224 or via email at jhughes@fminet.com. 

Porter Wiley is a managing director with FMI Capital Advisors, Inc. and 

leads FMI’s Building Products Team. You can reach Porter at 919.785.9210 

or via email at pwiley@fminet.com. 

Rusty Sherwood is a senior consultant with FMI’s Center for Strategic 

Leadership. You can reach Rusty at 303.398.7257 or via email at 

rsherwood@fminet.com.
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Owners
 By Phil Warner 

Where have all the construction loans gone? Or the renters? Con-

sumers? Homebuyers? They are deleveraging, restructuring, unwind-

ing, waiting. And contrary to what one may have heard, there are 

some who are building. However, they are building around 30% less 

than at the height of the construction boom in 2006, and we do not 

expect construction put in place to reach 2006 levels until 2016. 

Some might call this a lost decade, and it is shaping up to be a tough 

one for the millions of people chronically out of work, the untold 

businesses that have failed, the portfolios of baby boomers on the 

verge of retirement and countless other dreams dashed or postponed 

as the result of the Great Recession. It often takes but a moment to 

destroy and years to rebuild. We have too much evidence of that in 

our lifetime not to see it: the carnage of September 11, 2001, flood-

ing on the Gulf Coast and the later Gulf oil spill and the tsunami that 

hit Japan, to name just a few recent natural and man-made disasters. 

After more than a decade of recovery, financial and legal issues, social 

commentary and finally design and construction, the Freedom Tower 

is rising to become one of the most symbolic structures in our coun-

try’s history. Among the many ideas it may symbolize is the time it 

takes to rebuild. Although not as immediately devastating as a terror-

ist attack, the global economy came crashing down when the housing 

bubble burst, revealing a plethora of complicated financial schemes 

supporting the economic house of cards. The ensuing recession has 

affected the lives of almost every person on the planet. 

Where have all the owners gone? They are working to rebuild what 

they have lost, or they are entrepreneurs carving out new territory to 

rebuild the economy and get back to work. Many owners or would-

be owners are just waiting in the wings, sitting on cash and big ideas 

and looking for the right time to strike, that is, invest again. It is un-

derstandable that there is much higher risk aversion in the economy 

than we had more than a decade ago. If you were flooded by a hur-

ricane, had your town wiped out by a tsunami, or lost all your savings 

in a stock market crash, wouldn’t you want to move to higher and 

drier land? 

Owner Construction Trends
The Great Recession has left in its wake a not-so-great austerity. But 

the natives are getting restless. They do not do austerity very well. 

In the midst of hardship and business failures, there are also great 

opportunities. A few individuals and companies are achieving record 

profits and wealth accumulation. The result is a highly competitive 

business environment. For the construction industry, which has tak-

en a large hit in the recession, that means owners that have building 

plans and the cash on hand to build are taking advantage of a hungry 

construction market. The following comments are from a recent sur-

vey in the first quarter of 2012 but represent what we have been hear-

ing from construction executives since the beginning of the recession:

 � “Sophisticated buyers are intelligently limiting bidders, but still 

looking for the low price. Unsophisticated buyers are low price, 

low price, low price.”

 � “Owners have cut staffing in their own facilities departments, so 

although those facilities departments are being pressed to reduce 

costs, they are also finding it difficult to devote time to those 

cost-cutting efforts.” 

 � “Only those owners who are well-capitalized are considering life-

cycle-based expenditures. Some owners are still thinking that they 

are finding value (deals) by commodity-style, lump-sum bidding. 

Best value is a tough sell today to a board of directors overseeing 

an undercapitalized organization.”  

As construction firms look farther afield for work in new markets 

and services, it is clear that the need to research and get to know the 

customer and the customer’s customer is more important than ever. 

What construction firms are learning about their clients these days, 

however, seems to be mostly that they want the lowest price possible 

and then some. The comments we received to the question, “What 

are owners doing to reduce/control project costs?” overwhelmingly 
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lean toward squeezing the contractor for lower and lower prices by 

threatening to “take it to the street,” or worse, “Shop us out until we 

bleed.” Nonetheless, owners are also looking for less contentious and 

more collaborative ways to reduce project costs. Surprisingly, moving 

to design-bid-build delivery methods ranked among the lowest of 

the choices offered concerning a few larger trends. “Involving CM/

contractors earlier on the project, i.e., pre-construction services” 

(16.3%) was at the top of the list, followed by “Changing delivery 

methods: Design-Build” (15.5%) and “Considering alternative ma-

terials” (14.6%). 

There is no question that owners will continue to press contractors 

hard for the lowest price, but it is also apparent that some owners 

realize they might not be getting the lowest overall project cost using 

that approach. Realizing that construction is not a commodity, own-

ers seek to take advantage of the construction managers’ and con-

tractors’ knowledge and experience by getting them on board earlier 

and working more collaboratively to ultimately achieve the best value 

with less confrontation and fewer project delays. When the market 

ultimately turns around, there will likely be fewer contractors chasing 

more work, and collaborative relationships will be more important 

than ever. In the meantime, that looks like a long-range projection.

Follow the Money
Job growth is returning faster to most major metropolitan areas 

across the country than to the suburbs and rural areas. High technol-

ogy, large universities, capital cities with government workers and 

energy boomtowns are just some characterizations of metropolitan 

areas bucking the national unemployment trends. The right combi-

nation of factors creates a momentum of growth that attracts retail 

competitors, banks, new housing and offices in addition to support-

ing infrastructure and the arts. Many of these same areas also took 

the biggest hit in the recession; for instance, financial hubs like New 

York City took large blows to their fiscal health when stock markets 

fell and banks began to fail. Rural areas where shale oil and gas finds 

are transforming the economy are experiencing something of a black-

gold rush in states like Oklahoma and Pennsylvania. 

Such bounty in the face of austerity demonstrates that the economy 

is capable of growth and investors are ready to come out of hiding if 

they think the reward is worth the risk. 

A little bit of risk aversion is a good thing, especially when investing 

one’s own money. 

Problems happen when there seems to be low personal risk when 

investing — or gambling — with other people’s money (OPM). Un-

wise, high-risk investments, as we discovered at the beginning of the 

recession and still see in the recent meltdown of MF Global and huge 

investment losses at J.P. Morgan, can make superheroes in the in-

vestment world; and where there are superheroes, there are super 

villains lurking in the shadows. Economic boom times are indicators 

of economic busts. Large losses and business failures naturally tend 

to cause high-risk aversion until our short-term memory reaches its 

limits. There are signs that many consumers and investors are nearly 

at that point of forgetfulness and starting to spend again. 

Meantime, banks are repairing their books and only moderately eas-

ing credit terms for their best customers, according to CFO.com 

(April 30, 2012). The reason for this move seems to be driven more 

by competition from nonbanking institutions than due to better bal-

ance sheets. According to Trepp LLC, “Loan-to-value (LTV) ratios 

for maturing mortgages indicate that nearly two-thirds (65%) of the 

maturities through 2016 are underwater or close to sinking under-

Looking closer at life-cycle cost
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water.”   Like the residential downturn, it will take some time before 

commercial properties are deleveraged to more normal rates and val-

ues begin to increase again. The improvement has been, and will con-

tinue to be, helped by continued slow growth in new construction. 

A boom for some can be a bust for others. The booming exploration 

and production of natural gas has prices trending down, which in 

turn directly affects the cost and usage of coal, although natural gas 

also has the attraction of being cleaner. If the price of oil goes down 

appreciably, say as a result of “drill baby drill” or releasing supplies 

from the national oil reserve, the price of natural gas and coal would 

be affected as well as the attractiveness of building new nuclear 

power generation. Some of this competition is good for jobs and the 

economy, while it also leads to greater uncertainty when planning 

both careers and power-generation facilities. Uncertainty is present 

in almost every corner of the economy as, for instance, technology 

improves online sales, while slowing the growth of more traditional 

storefronts. Uncertainty is a certainty, and those businesses that can 

best predict it or deal with it will rise in this economy. However, the 

uncertainty in politics, both global and national, is one of the chief 

reasons for risk aversion, causing investors to sit on the sidelines until 

they know which way the wind blows.

Phil Warner is a research consultant with FMI. Phil can be reached at 

919.785.9357 or via email at pwarner@fminet.com.

Private Equity
 By Hunt Davis and Robert Womble 

The private equity industry has continued to remain in a wait-and-

see mode while watching for growth indicators in the broader econ-

omy. Private equity investments had a slower start in 2012 than in 

2011. The $51 billion invested in the second quarter of 2012 was 

the lowest for any individual quarter since 2009. However, private 

equity exit activity has remained a relatively bright spot to the indus-

try, continuing the momentum built in 2011 into 2012. As of June 

30, 2012, there have been 666 U.S. private equity deals representing 

$106 billion of investment. Private equity interest in the engineer-

ing and construction industry has remained selective with questions 

regarding current economic risks and uncertainties. Industry subsec-

tors that have continued to attract private equity interest include en-

ergy, construction materials, engineering and environmental services, 

and building products. 

Following the depths of the financial crisis and economic recession, 

private equity activity began to pick back up in the second half of 

2009. However, deal activity (deal count) began to stagnate at that 

same level through the second quarter of 2011 and slowed through 

the end of the year. The second quarter of 2012 was the slowest quar-

ter in the past five years in terms of deal count and lowest quarter for 

capital invested since 2009. Private equity investors are showing their 

increasing attraction to smaller deals, with the percentage of smaller 

deals increasing from their 2010-2011 levels. Lower middle-market 

and middle-market companies continue to account for the vast ma-

jority of activity as nearly half of all deals are less than $50MM and 

approximately 95% of deals are less than $500 million. Approximate-

ly $29 billion of the $106 billion (27%) invested in the first half of 

2012 was invested in deals between $250 million and $500 million. 

Almost $66 billion (62%) of all capital invested was in deals less than 

$500 million in size. This represents a dramatic change from 2011 

when 45% of capital invested was in deals less than $500 million. 

EBITDA valuation multiples in the middle market climbed for the 

second straight year reflecting increased competition and investors 

regaining confidence in the private equity market. Leverage remains 

low among deals in the middle market. Deals under $1 billion use, 

on average, 46% debt while deals above $1 billion are using 61% 

debt. Returns on private equity investment are beginning to improve 

with one year IRRs of approximately 19% and five year IRRs of ap-

proximately 10%, exceeding venture capital returns and returns on 

the Russell 3000 by approximately 7% (as of December 31, 2011). 
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Certain bright spots exist within the industry, including robust exit 

activity, with the majority of exits occurring in the form of a sale to 

a strategic buyer. Sales to strategics represented 140 out of the 250 

portfolio company investments exited in the first half of 2012. The 

second quarter of 2012 was on par with the 2011 average for exits. 

The outlook for exits over the next two to four quarters is promising, 

given a record large company inventory (6,000+ companies) in pri-

vate equity portfolios and the large cash deposits both strategic and 

private equity firms are carrying.

During the worst days of the downturn, private equity was unable 

to deploy new capital due to rapidly deteriorating target companies, 

bid-ask spreads with sellers, economic uncertainty and trouble at 

home with its own portfolio companies. Out of this trend was born 

a re-emergence of operational partners at firms and operationally fo-

cused funds, if only in marketing. This caused the private equity in-

dustry to stockpile record levels of dry powder or capital committed 

to funds that has not been spent. Currently, private equity investors 

have a cumulative overhang of $425 billion that is burning a hole in 

the pockets of private equity funds. This money must be invested or 

returned to investors. 

Private equity fundraising continues to be met with difficulties both 

in terms of funds closed and total capital raised. However, in the 

second quarter U.S. PE fundraising increased for the first time in a 

year. In the second quarter of 2012, 33 funds were closed, represent-

ing $35 billion in total capital commitments, spread relatively evenly 

among fund sizes. This is the second best fundraising total in the past 

three years. Private equity funds $500 million and below represent 

over half of all PE funds closed this year. The average fund size has 

grown each of the past three years and time spent fundraising has 

decreased each of the past three years. Hopefully, this is a sign of a 

changing attitude regarding the broader economy and investor fears 

are decreasing. 

While there has been a mix of positive and negative economic signs 

through the capital markets and leading economic indicators, the in-

dustry remains stuck in a holding pattern at the time of this writing. 

Extreme volatility in the stock market, the U.S. debt/deficit crisis, the 

solvency of the Eurozone and fears of a global double-dip recession 

have prompted private equity to remain observers for now. While cor-

porate earnings are looking up, it appears we are going nowhere fast. 

As previously mentioned, private equity has been primarily interest-

ed in energy, construction materials, engineering and environmental 

services, and building products. The primary difficulty facing private 

equity firms investing in many construction industry firms, particu-

larly contractors, is bonding. Bonding prevents most firms from tak-

ing on high levels of debt, which depresses the amount private equity 

firms can pay as buyers. Strategic firms with excess bonding capacity 

have a distinct advantage over private equity funds because they can 

allow sellers to retain their cash, whereas a private equity fund may 

need that cash to support the bonding requirements going forward. 

That said, in some cases, there might not be a compelling strategic 

buyer, creating an opportunity for private equity firms.

Hunt Davis is a vice president with FMI Capital Advisors, Inc. You can reach 

Hunt at 919.785.9212 or via email at hdavis@fminet.com. 

Robert Womble is an analyst with FMI Capital Advisors, Inc. You can reach 

Robert at 919.785.9359 or via email at rwomble@fminet.com.
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Surety
 By Tim Sznewajs

Looking back at 2012 and ahead to 2013, three key trends are driv-

ing activity within the surety market: market divergence, financial 

stress and increased claims frequency. 

Market Divergence
The surety market, much like the construction market itself, con-

tinues its divergence into the “haves” and “have-nots” in terms of 

performance. The 10 largest sureties (as measured by direct written 

premium) exhibited loss ratios less than 10% in 2011, while the next 

90 sureties posted combined experienced loss ratios nearing 30%. 

The largest surety underwriters have maintained these near-record 

low direct loss ratios due to several factors, including:

 � Exposure to larger contractors that have generally fared better 

than their smaller peers

 � Disciplined underwriting standards

 � Carefully developed books of business with meaningful client 

diversity that is both geographic and by product type

 � Avoidance of any “mega-failures” during this industry downturn 

(so far)

In contrast, smaller sureties, with greater exposure to smaller con-

struction firms and a greater concentration of subcontractors, have 

not been as fortunate. Smaller sureties tend to be more regionally 

focused and therefore do not have as great a diversity within their 

portfolio.

FMI expects this trend of divergence to continue going forward.

Financial Stress
There is no question that the surety industry experienced greater 

financial stress in the last year than since the early part of the last 

decade. The first significant surety underwriting failure of this in-

dustry downturn was in 2011. A disproportionately large number of 

companies within the top-100 surety underwriters had loss ratios of 

more than 40%, an important profitability threshold. These condi-

tions have been, and will continue to be, reflected in tighter capacity 

in the surety market, especially at the lower end for the smaller and 

midsized contracting firms.  

Increased Claims Frequency
 Again, at the smaller end of the market, a higher number of claims is 

occurring. Consistent with past downturns, this has emerged first in 

the specialty trade segment of the contractor market — in particular 

mechanicals, electricals, glass/glazing/curtain wall and masonry. 

As is evident from above, the factors affecting surety in the U.S. reflect 

the broader trends influencing the design and construction industry. 

It is a difficult market for the smaller firms, as the larger market par-

ticipants rely upon greater financial resources and a more diverse set 

of capabilities.

Going forward into next year, FMI believes that the surety market 

will continue to be characterized by more frequent losses within the 

specialty contractor segment and episodic losses among general con-

tractors, tightening underwriting standards (especially at the lower 

end of the contractor size range), and continued overall discipline 

from existing market participants.

As emphasized in previous updates, the fundamentals of surety un-

derwriting for the construction industry remain consistent. For those 

firms looking to obtain surety credit in a flat economic environment, 

focus on business basics is paramount and includes: 

 � Manage overhead to be sensible and consistent relative to realistic 

revenue projections.

 � Concentrate on construction activity where the company has a 

demonstrated track record of successful project completion.

 � Employ best-in-class estimating processes to ensure accurate bids. 

 � Manage cash conservatively and minimize debt to ensure strong 

business liquidity.

A modest but steady economic improvement is under way and con-

ditions in the surety market will only reflect this reality once the 

construction economy generates consistent growth and profitability. 

Patience and conservatism continue to be the watchwords for the 

coming quarters.

Tim Sznewajs is a managing director with FMI Capital Advisors, Inc. You can 

reach Tim at 303.398.7214 or via email at tsznewajs@fminet.com.
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Construction Materials
   By: George Reddin

The construction materials sector (crushed stone, sand and gravel, 

hot-mix asphalt, ready-mixed concrete and concrete products pro-

ducers) is heavily dependent on the residential housing and highway 

construction markets, both of which have been in the doldrums since 

2007. The outlook for the construction materials sector remains un-

certain. This is not a new story as the sector has been looking for 

clarity as to the future of residential and highway construction for the 

past few years.

Housing appears to have hit bottom and is showing signs of mod-

est improvement, albeit from an extreme historic low. Single-family 

housing put in place construction decreased by 5% in 2011, but is 

expected to grow 9% in 2012 to $116.2 billion. Additionally, FMI 

forecasts growth from 13% to 17% per year between 2013 and 2016, 

reaching nearly $203 billion by 2016. While this is good news, it 

pales in comparison to the nearly $435 billion in 2005. Put differ-

ently, single-family construction put in place will nearly double by 

2016 from 2011 levels, but will still be below half of what it was in 

2005. While not perfect, the industry considers this as good news.

From 1991 until 2009, the highway construction sector has lived in 

an environment of long-term federal funding bills, each lasting six 

years. In 1991, ISTEA was passed, followed by TEA-21 in 1997 and 

SAFETEA-LU in 2005. These were four- to six-year programs that 

gave agencies long-range funding to properly plan for projects, which 

encouraged investment in plants, equipment and personnel by the 

companies active in the road construction sector.

SAFETEA-LU expired September 2009 and was followed by numer-

ous temporary extensions until July 2012, when Congress passed 

MAP-21. The construction materials sector suffered during the nu-

merous temporary renewals of SAFETEA-LU as the bandage ap-

proach left sufficient uncertainty to impact project planning, capi-

tal spending and job creation. While MAP-21 is welcomed by the 

industry, it is a departure from the previous programs in that it is 

only a two-year program, while the others were six- and four-year 

programs. While this beats temporary renewals, it falls short of the 

desired long-term commitment at increased funding levels of pre-

vious programs. Funding levels for MAP-21 are less than the 2011 

FY level of $40.2 billion, with apportionments of $37.5, $37.5 and 

$37.8 billion respectively in FYs 2012-2014. It shows how far things 

deteriorated when the industry celebrates a short-term program at 

modest funding levels.

Volumes in this sector are off by more than 50% in most markets, 

with profit margins taking a significant hit. The average producer 

in the ready-mixed concrete industry, for example, lost money, ac-

cording to a benchmarking survey conducted by the National Ready 

Mixed Concrete Association.

Performance tends to be directly related to barriers of entry in the 

form of permitting and capital required to enter a market. The cement 

and construction aggregate producers have weathered the storm bet-

ter than their downstream hot-mix asphalt and ready-mixed concrete 

customers. The other challenge is that plant production capacity has 

remained somewhat intact, putting significant pressure on pricing as 

supply exceeds demand. Many plants are idle or mothballed in the 

hope of increased market demand. The value of these plants resides 

in their “in-place” value, as most fixed plants have little relative value 

if disassembled and sold in an auction.

Merger and Acquisition Activity
Bolt-on strategic acquisitions continue to dominate the merger and 

acquisition activity. There have been few, if any, platform acquisitions 

over the last few years. The bolt-on deals continue to be in favor 

because the nature of them allows the buyer to value certain strategic 

benefits in a way that enables the gap between buyer and sellers’ price 

expectations to be bridged. Unlike the bolt-on deals, platform deals 

are struggling because the buyers bring little in the way of synergies 

to build into the value, and the price gap presents itself as an impedi-

ment to the deal process.

The bolt-on deals tend to be smaller, typically less than $50 million 

in enterprise value and often less than $15 million. On the large side, 

the hostile takeover attempt by Martin Marietta of Vulcan dominated 

the industry news during the first half of 2012. While large, this deal 

had many of the same characteristics of the smaller bolt-on deals – 

the merits of the deal centered on the strategic benefits associated 

with cost-cutting and operational efficiency opportunities.

Balance sheet management continues to be a priority for the major 

publicly traded companies that took on considerable debt during the 

merger and acquisition frenzy leading up to the downturn in 2007. 

Many had debt structures with significant refinancing requirements 

in the short term, when there was significant concern about finding 

banks interested in the refinancing. Additionally, with the downturn 

in the market and the corresponding decline in operating results, 

many found themselves challenged to stay with their loan covenants. 

This dynamic meant that those that had cash kept it and those that 

were shy on cash found ways to raise it. The result is a selective 

merger and acquisition market where only “compelling” deals were 

moving forward.
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There continues to be a pent-up supply of prospective sellers that 

currently outstrips the number of buyers. The U.S. remains highly 

fragmented with a large supply of private, often family owned or in-

fluenced, businesses that face continuous needs for liquidity events 

as ownership changes from generation to generation. The demand 

for liquidity events continues to increase as fewer and fewer busi-

nesses are “passing” from generation to generation. Broad ownership, 

with management participation, has increased the need for liquidity 

events as owners reach retirement age.

Bridging the price gap remains the biggest obstacle in the deal pro-

cess. Sellers are slowly concluding that we have arrived at the “new 

normal” and that their business will not be valued on the perfor-

mance of recent years when the industry experienced once-in-a-life-

time results. Buyers are facing more scrutiny than ever on deals and 

have a conservative approach that reflects the current market condi-

tions and uncertain outlook for the foreseeable future.

New buyers have emerged as a result of the prevalence of bolt-on 

transactions. The smaller size of deals has invited the major regional 

players to the game. These companies often have well-capitalized 

balance sheets with borrowing capacity to compete on deals. These 

buyers tend not to be as experienced as the major players are in the 

industry, which manifests itself in more prolonged due diligence ef-

forts and more challenges in finalizing purchase agreements.

Overall, the pace of mergers and acquisitions has been steady in re-

cent years, and we expect it to continue for the remainder of 2012 

and into 2013. The unknowns surrounding industry performance, 

unemployment, overall economy, presidential elections, Europe’s 

sovereign debt challenges and an overall slowing in the global econo-

my have created an environment of conservative behavior on the part 

of buyers. That said, the market is poised to see a significant increase 

in merger and acquisition activity once there is clarity beyond the 

current year.

Near-term Outlook
The near-term outlook for construction materials producers remains 

heavily dependent upon the following:

 � Overall Improvement in Economy. As discussed, the outlook for 

construction materials producers is tied directly to improvement in 

residential and highway-related construction. The second quarter 

results were disappointing for the publicly traded companies, 

with little or no increase in volumes. The next two quarters will 

be vital in determining whether there is increased momentum or 

fears of a stalling in the economy. The two-year federal highway 

bill will not be enough to carry the sector without a significant 

improvement in the residential markets.

 � Events in the Global Economy. The construction materials sector 

is linked directly to the strength of our economy, which now is tied 

directly to the strength of the global economy. Many countries in 

Europe are facing a double-dip recession along with sovereign debt 

issue. In fact, the entire Euro system is being challenged. China 

is facing a slowdown, which will also have a significant effect on 

the overall global economy.

 � State DOT Funding. State funding remains an area of concern. 

Pressures to balance budgets and avoid increases in taxes may 

result in modest increases in funding in the near future. Resurfacing 

projects, while politically popular, are not aggregate- or asphalt-

intensive. The sector will not see any significant sustainable growth 

until there is a steady diet of new road construction and the means 

to fund these projects.

 � 2012 Elections. The campaign season leading up to the elections 

of 2012 has seen more indecision in Congress to make decisions 

on spending programs that could give the construction materials 

sector a big boost. While opinions vary as to how the outcome of the 

presidential and congressional elections will affect the construction 

materials section, it is apparent that we are in a holding pattern on 

further decisions that could affect funding until after the elections.

 � Status of the Banking System. The construction materials 

sector has been in a period of deleveraging since 2008. This 

deleveraging, while not over, is setting the stage for future growth 

opportunities, which will depend on access to the credit markets. 

There remains significant uncertainty as to whether banks are 

going to be prepared to provide the necessary access to credit to 

support this expected growth.

 � Industry Consolidation. Merger and acquisition activity should 

continue at a pace similar to what we have experienced in recent 

years. Deals will continue to be dominated by strategic, bolt-on 

transactions that enable buyers to rationalize markets where supply 

and demand remains unbalanced.

Overall, the outlook for the construction materials sector for the bal-

ance of 2012 is flat with the hope of slow, but steady growth begin-

ning in 2013.

 

George Reddin is a principal with FMI Capital Advisors, Inc. You can reach 

George at 919.785. 9286 or via email at gredding@fminet.com.
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Construction Forecast
   By: Phil Warner

The economy is improving. Just kidding. No, it is not improving. 

But it is improving a little, right? There you have it in a nutty shell. 

Right now, the state of the economy depends on what one wants to 

believe, or what agenda one is pushing. As you may have heard, it 

is a presidential election year, and it isn’t just the candidates who 

are working to take advantage or spin the facts of economic news. 

For instance, one of the biggest opponents of both Dodd-Frank and 

the Volcker Rule, JPMorgan Chase as represented by chief executive 

Jamie Dimon, is looking more like the poster child for the bill after 

losing yet untallied billions of dollars in a bad investment gamble 

and lost stock value—the latest estimate is a $9 billion loss. If those 

same billions were paid in taxes to build roads, bridges and schools, 

oh the fury from the major bankers, but when lost in a bad invest-

ment, it’s, “Darn, I wish we didn’t do that, but we still have billions 

more where that came from.” The spin can make one dizzy, so take 

your  motion sickness pills and fasten your seat belts. We are ex-

pecting a little economic turbulence in the months to come. 

If you think everyone seems to be increasingly in a state of the blues 

or seeing red, a report released June 4, 2012, “Trends in American 

Values: 1987-2012,” from the Pew Research Center for the People 

and the Press, confirms this. Monitoring the country’s mood since 

1987, Pew Research’s latest report describes the divide between re-

publicans and democrats as greatly increasing during the presiden-

cies of George Bush and Barack Obama. According to the report, 

“During this period, both parties’ bases have often been critical of 

their parties for not standing up for their traditional positions. Cur-

rently, 71% of Republicans and 58% of Democrats say their parties 

have not done a good job in this regard.” Interestingly, the gaps that 

still exist between men/women, black/white, etc., have not changed 

much since the surveys began. Perhaps we are witnessing the onset 

of human speciation between radical republicans and democrats. 

We will know this is the case if, in time, republican/democrat in-

termarriages produce fewer progeny and more divorces. Until then, 

it is survival of the fittest. The question now is which factors or 

characteristics of our economy or the construction industry will de-

termine fitness in the next few years. 

On one hand, the economic headlines and political sound bites 

are usually too simplistic and can only offer emotional responses, 

not reasoned solutions. On the other hand, we cannot ignore the 

cacophony of headlines telling us to be afraid, very afraid of what-

ever Armageddon we might fear. Emotional responses are real and 

can change economic decisions, sometimes drastically. However, 

what we really need are more sages, true diplomats, and fewer self-

serving politicians. For instance, a pithy saying from Ben Franklin’s 

“Poor Richard” seems appropriate wisdom for these challenging 

times: “Industry pays debts while despair increases them.” What 

we need is more industry and less despair. We could also use a 

few more Ben Franklins, that is, one-hundred dollar bills, as well 

as leaders who understand diplomacy, compromise, inventiveness, 

science, industry and the needs of everyday people. 

Despair and Industry
The following is a short list of issues causing despair. However, in 

most cases, there is some progress being made in addressing the is-

sues by way of “industry,” which, in Franklin’s sense, meant taking 

action and getting down to work to solve problems. There is also a 

good deal of room for much more industry in each of these areas, 

if we can get over the paralysis of despair and focus on industry. 

 � Unemployment rate

 � GDP

 � Retail sales

 � Manufacturing capacity

 � U.S. national debt

 � Wars and terrorism

 � Housing reports and foreclosures

 � Infrastructure

 � Eurozone debt crisis

 � Rise of China as global economic power

 � Global warming

The unemployment rate rose 0.1% in May to 8.2%. A small per-

centage move, but employers added only 66,000 jobs when we 

need more than 200,000 each month to begin to make real prog-

ress to keep up with new entrants into the job market and bring 

down the unemployment rate. The bigger problem is the number 

of long-term unemployed, which is estimated at around 5.4 mil-

lion. For construction workers, the employment market has im-

proved year-over-year from 17.8% in 2011 to 14.5% in April 2012 

but is backtracking in May. Although the list above is not in order 

of importance or ranked by highest risk, unemployment has to be 

number one on anybody’s list. No president has been re-elected 

with numbers like this. No economy will flourish when large per-

centages of its people are out of work.

We put GDP on the list, but it is really an amalgam indicating 

what is happening in most of the other areas listed. Nonetheless, 

it is tracked as though it is a separate animal. First quarter GDP 

was only 1.9%, but that is a positive amount and much improved 
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over the devastating negative numbers in 2008 and 2009. The larg-

est drop in GDP components came from government expenditures. 

Since budget cutting has been a large goal ranging from the federal 

government to local townships, many will consider that a good sign. 

However, even more cuts are expected in government payrolls as we 

approach the “fiscal cliff” at the end of the year. The effect will be even 

larger if private businesses do not pick up some slack in spending 

and hiring. However, the passage of a new transportation bill will 

help capital spending for at least the next two years. Infrastructure 

construction could become one of the keys to improving the employ-

ment picture as well as modernizing what was once a key to Ameri-

ca’s wealth, if legislators could get together to make a workable plan 

that favors industry over despair. Even though a number of agencies 

studying infrastructure, such as the ASCE Annual Report Card, have 

identified billions of dollars in needs and benefits to commerce, liv-

ing conditions and jobs, the problem is that seriously tackling infra-

structure requires long-term thinking in a short-term world. We are 

making some headway now in forward-thinking communities and 

cities around the country, but that is only the tip of the iceberg. Bil-

lions are risked in the financial markets every day on questionable 

investments, while infrastructure requires years of investment and 

planning before the payoff is realized.

Retail sales are up 5.1% over last year, but down 0.2% in May. Con-

sumer spending, prices and savings were all down a fraction or flat. 

All but the highest income families lost nearly 39% of their wealth 

since the recession began, according to a recent report by the Fed-

eral Reserve. Most of that loss occurred in the value of their homes 

and stock portfolios, but they also lost good paying jobs. Do not 

expect consumers to come roaring back into the marketplace until 

they reduce their debt and regain some certainty in their earnings 

power again. Housing affordability has reached record highs in the 

first quarter — 205.9 according to the Housing Affordability Index 

from the National Association of Realtors, and builder confidence 

is edging up along with housing starts. That good news is tempered 

by the report that foreclosures have risen sharply as banks finally 

start to move to clear their backlogs of overdue mortgage payments. 

Commercial lenders have the same problems on a large scale, too. 

It takes time to deleverage after the boom and bust of the reces-

sion. Working to settle debts is industrious, but it is like building a 

subterranean foundation and does not add much visible progress to 

the economy yet, and that is a major reason for continuous waves 

of mixed economic signals.

In other news, China has been taking advantage of its newfound 

trading wealth and making huge investments, not just in U.S. Trea-

suries, but also in natural resources and mining concerns in South 

America and around the world. China, Inc. is de facto the largest 

company/country in the world. It is a multi-national conglomer-

ate, with monopoly powers that is increasingly looking offshore for 

resources, labor and new markets. As we have seen with the at-

tempts to increase solar energy manufacturing, China can dominate 

markets and crowd out even U.S. domestic initiatives with cheaper 

products. Those cheaper products are not always as good as or bet-

ter than U.S. products. Take so-called Chinese drywall, for instance, 

where there is a class-action suit against the inferior products. 

Global warming is another piece of other news that takes the back 

burner in times of economic troubles, but believe in global warm-

ing or not, it’s hot! Maybe that is just the onset of summer, but the 

subject of global warming is reflective of sustainability and “green-

ing” of everything. It is sometimes hard to see why so many resist 

it; living greener, cleaner and leaner offers a wealth of benefits. We 

have made great strides in the last 30 years or so cleaning up dead 

lakes and rivers and making the air in the city more breathable. 

Nonetheless, when we have to make new laws in order to assure 

that greener building methods are used, it is bound to cause dis-

sent. There are still too few companies that realize that it is good 

business and stewardship to be environmentally responsible. It 

would be better if the consumer demands it than to have to make 

laws that are expensive and cause more delays and red tape in order 

to achieve sustainability goals. 

Despair and fear is the goal of the terrorists. It may also be the 

strongest recruiting factor for terrorist groups. The more we can 

overcome despair with industry, jobs and an improving quality of 

life in the U.S. and globally, the more we will overcome this 21st 

century scourge. Bringing more troops home will reduce the tre-

mendous cost of war, but we must be able to continue to support 

our troops and our friends abroad even after hostilities abate. That 

also means helping our returning troops to find jobs and housing 

in a tough economy. 

Bottom Line
From the above comments, it looks like there is much more to say 

on the despair side of the list, but there is much industry going on, 

as well. As you will see in the forecast below, there are some brighter 

spots in construction, and, overall, we expect there will be 5% more 

construction put in place than in 2011, or around $826 billion. 

Yes, that is only around the levels reached in 2000-2001, but CPIP 

will again be more than a trillion dollars by 2014. That figure could 

grow much faster if we stop investing in despair by way of wars and 

risky business decisions and spend more time in industry and long-

term investing such as infrastructure and innovation. 
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We are slowly seeing signs of improvement in some fundamentals with housing and even manufacturing scratching out a comeback. Power 

construction is also a very active area and not just in shale gas production. Gasoline prices are down for the moment, helping businesses and 

consumers alike. Automotive production and sales have been improving slowly and electronic sales are steady, mostly due to Apple, it seems. 

Natural gas production presents both good news and some challenges as more production helps keep the cost to the consumer down. How-

ever, if the price continues to decline, natural gas use will affect the growth of alternative fuels and slow down new natural gas mining projects. 

The bottom line is that we seem to have risen from the bottom of the Great Recession. Now all we need is more Ben Franklins to become the 

next leaders for the Great Recovery. However, recovery is maybe not the way we should look at it. Rather, we should think of the new economy 

more like the Great Discovery with forward-looking leaders and diplomats able to find common ground and common sense. 
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Construction Forecast
If 2012 does turn out to be the turning point for construction, it will be a long, slow turn. That may prove to be a safer road to recovery than a 

sharp V or U curve. At this point, we expect construction put in place to grow 5% (to $826 billion) and as high as 7% in 2013 (to $882.4 bil-

lion).That improving growth rate includes a solid recovery in housing, especially multi-family units, and strong growth in power construction. 

Other areas, like commercial construction, will awaken from a long slumber to resume slower than traditional growth rates but somewhat ahead 

of national GDP growth. This is more reflective of population demographics than a rapid recovery. Health care, after slowing to near zero in 

2011, will resume growth to 3% in 2012 and 7% in 2013. Again, this is a factor of baby boomer demographics more than an economic boom, 

and the national health care law, reafirmed by the Supreme Court, will continue to be the elephant in the room that could add millions of newly 

insured needing health care, depending on what the next Congress will do after the elections. 
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RESIDENTIAL
Residential construction is coming back lead by a strong move of 32% growth in multi-family housing. Still, multi-family housing is just 19% of 

single-family housing, but in the height of the boom in 2006, it was only 13%. We expect that ratio to continue to increase to reach the mid-20s. 

Even though, as we noted earlier, housing affordability has reached record highs in the first quarter, and builder confidence is edging up along 

with housing starts. There may be other reasons than lack of bank loans that drive multi-family housing. Unemployment, transportation costs and 

lifestyle choices are making big cities more attractive again. Nonetheless, single-family housing signs are improving. For instance, April building 

permits were at a 715,000 annual rate, seasonally adjusted, and the U.S. Census Bureau reported that, although down 1% from March, that figure 

is 23.7% (±1.9%) above the revised April 2011 estimate of 578,000 units. (U.S. Census Bureau release May 16, 2012) Housing starts were at a 

717,000 unit annual rate and 29.9% above the same time last year. 

New and existing homes are selling better, too. According to the U.S. Commerce Department, new home sales increased 3.3% to a 369,000 an-

nual rate (seasonally adjusted). The inventory of new homes for sale at the end of May was 145,000, according to the report released June, 2012, a 

supply of 4.7 months at the current sales rate. However, the inventory of unsold homes is expect to increase due to a new rash of foreclosures after 

banks reached a settlement with states and started to clear their books of unsettled foreclosures. Repossessions were up 7% to 54,844 in May. The 

rate of new foreclosures increased by 12%, reminding us again how bad the housing situation has been. As the housing inventory begins to clear, 

home improvement will continue to be a strong market. 

The good news here is that our economy is progressively beginning to shake out all of the bad news. There are signs that we are at least five or six 

years into our “lost decade.” Nonetheless, we may see reverberations in the collective memory that alter the American dream of home ownership 

for a whole generation. 

 Trends:
 � New home sales were up in May to a 369,000 annual rate.

 � Housing starts were down 4.8% in May.

 � According to the National Association of Home Builders, new homes inventory was at a 

4.7 month supply at the current sales pace.

 � Total supply of existing and new home sales represented only 6.6 months in April, com-

pared with 9.3 months in March 2011.

 � NAHB’s multifamily index rose to 51 in the first quarter 2012 compared with 42 for the 

same period 2011.

Drivers:
	Unemployment rate 

— Core CPI 

—  Income 

	Mortgage rates

	Home prices

	Housing starts

	Housing permits
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NONRESIDENTIAL BUILDINGS
FMI’s Nonresidential Construction Index (NRCI) reached 59.8 in the second quarter. That is the highest reading the NRCI has achieved since 

it began in 2007; however, the scale is based on 100 where 50 represents no growth from the previous quarter. Overall, the forecast for non-

residential buildings is mixed with healthcare and manufacturing showing the most positive signs of growth. Our forecast for nonresidential 

buildings is for 3% growth in 2012 and 5% in 2013. The slow return of housing and jobs will help, but expect setbacks as well as growth to 

continue as it is difficult to sustain a continued improvement in any of these sectors. For instance, it is uncertain how the confirmation of the 

health care bill will affect new hospital growth; however, the new transportation bill should give some stability to transportation construction. 

As one panelist for the NRCI noted, “We need a recovery from the recovery.” This is not a recovery that feels like a recovery even if there are 

pockets of improvement in the markets.
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Lodging
Lodging construction was growing at record rates before the recession hit and even after the recession was official, the momentum carried lodg-

ing construction put in place right into 2009 before it seemingly ground to a halt by the end of 2010. We are a nation of travelers, and it has 

been painful to businesses, traditional tourists, traveling sports fans and all those who just want to visit friends and relatives to have to reign in 

their travel budgets. Nevertheless, as business travel picks up and people rebuild their disposable incomes, travel is coming back, but, like all 

other parts of the economy, it is a slow change. We expect 2012 CPIP to grow 4% for lodging and rebound somewhat to 7% and 8% in 2013 

and 2014. We do not expect another large boom in the forecast period. Slow, careful growth will better match improving revenue per available 

room (RevPAR), which was up 6.5% in May with occupancy rates coming back to historical average levels and helping to raise the average daily 

rate to $107.5, a 5.1% increase.  

The importance of travel and lodging for the nation has been noted by a new report released by the Obama administration entitled, “National 

Travel & Tourism Strategy Task Force on Travel & Competitiveness 2012.” The report notes, “In 2011, the travel and tourism industry gener-

ated $1.2 trillion and supported 7.6 million jobs. Real travel and tourism spending grew 3.5% in 2011, outpacing the 1.7% growth rate for the 

economy as a whole.” Lodging and convention sites will be one of the few markets actually helped during an election year as candidates and 

their supporters roam across the countryside stumping for votes.

Trends:

 � Hotel developers will renovate before building new properties.

 � As the economy continues to improve, business and vacation travelers are taking to the roads and 

airways, but this will be a slow transition.

 � International travel is still steady due to the weak dollar.

 � Occupancy rates are on the rise.

 � Green building is more commonplace in remodels and retrofits.

 � With some exceptions for major venues, room starts will continue to be at historical lows with 

hotel owners in no hurry to start up new properties. Bank loans will be hard to justify until oc-

cupancy and room rates remain consistently high.

 � Lower gas prices should improve vacation travel plans.

Drivers:
 Occupancy rate 

 RevPar 

 Average daily rate 

 Room starts 
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Office
After falling for three years, growth in office construction should be 4% by the end of 2012 and improve to around 6% for 2013 through 2014. 

Still, these levels, at around $35.7 billion to $40.1 billion in 2014, are just returning to levels last seen in the late ‘90s. The office vacancy rate 

has improved since its lows in 2009, but the vacancy rate was still 17.2% in March 2012, a number that has changed little since 2011. Reflective 

of the general insecurity in the economy and new hiring, the national outlook for office construction is continued slow growth. Selected major 

cities like New York, Boston and Chicago will be ahead of the curve for new office construction, but building in the suburbs will remain slow. 

Trends:
 � Net absorption of office space declined 802,000 square feet in the second quarter.

 � Completion levels of new office space remain at cyclical lows.

 � Vacancy rates changed little, with the expected release of shadow inventory to keep them high as 

companies holding onto office space now look to downsize.

 � Slow, uneven improvement in the employment situation will keep office construction subdued.

 � Sustained low growth in rents make it difficult to justify or finance new office space.

 � Green construction and energy savings will be the focus of renovation and new buildings.

 � More home offices and new startups of small businesses by the long unemployed or disaffected 

office workers will not necessitate the need for new office buildings.

 � Tenants will continue to “trade up” in the near term by relocating or upgrading.

Drivers:
 Office vacancy rate 

 Unemployment rate
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Commercial
A slow recovery in commercial/retail construction has helped to keep vacancy rates from rising, which is good for building owners collecting 

rent. According to the CoStar Group, “Net absorption slowed slightly compared to the last half of 2011, rent trends generally improved from 

prior quarters, with the supply-demand balance supported by a lack of new space being added to the market.” Retail sales fell slightly by 0.2% 

in May, taking back some of the gains earlier in the year. However, the drop in sales was in part due to reduced gasoline prices and slower 

building product sales. Despite a number of ongoing challenges, commercial construction is beginning to grow again, as we expect 5% growth 

in CPIP this year, followed by 8% growth in 2013 to around $49 billion. Growth will be marred by setbacks as currently some big-box retailers 

like Sears, JC Penney and Best Buy are rethinking strategies and closing money-losing stores. Online retail continues to grow as traditional stores 

move online. Even in areas ready to grow again, credit may be hard to find as around $1.73 trillion in commercial real estate loans mature in 

the next five years. (DSNews.com, March 26, 2012)

Trends:
 � Lower gasoline prices will help raise discretionary spending.

 � Upscale urban power centers with name-brand anchor stores show continued strength.

 � Grocery-anchored malls become competitive.

 � Continued slow growth in residential construction will help retail stores.

 � Online retail sales are increasing. According to the U.S. Census Bureau in May, “Nonstore retail-

ers’ sales were up 12.4% (±3.1%) from May 2011.”

Drivers:
 Retail sales

— CPI

 Unemployment rate

— Employment

 Income

 Housing starts

 Building permits
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Health Care
Health care construction growth has taken a bit of a breather in the last two years, but the market will recover, thanks mostly to the growing 

needs of aging baby boomers. While we expect only 3% growth in 2012, that will strengthen to double digits by 2015, achieving record highs 

around $52.6 billion. Uncertainty and conservatism in financial markets as well as political decisions concerning the Health care bill’s future 

have put a chill on new construction, but renovation continues strong. Much new construction will focus on ambulatory facilities and consolida-

tion of small physician-owned facilities, in large part due to reduced payments for Medicare. Increasing health insurance costs or lack of insur-

ance will also make it more difficult for some to get affordable care. Now that the Affordable Care Act is upheld by the Supreme Court—and not 

yet dismantled by the expected republican majority after the election—around 2.5 million Americans ranging from the age of 19 to 25 could 

continue to be covered by their parents’ insurance policies under the new law. Still, a large number of unemployed, especially young adults, are 

going without health insurance until they can find good jobs with heal care benefits. 

Trends:
 � According to the U.S. Department of Health and Human Services: “Between 

1999 and 2009, total personal health care expenditures grew from $1.1 

trillion to $2.1 trillion. During this period, the average annual growth in 

Medicare expenditures was 9%, for Medicaid and private insurance 7%, and 

for out-of-pocket spending 5%.”

 � “Among adults 18 to 44 years of age, the percentage with private coverage de-

clined from 71% in 2000 to 60% in 2010 while Medicaid coverage increased 

from 6% to 11%. The percentage of persons 18–44 years of age who were 

uninsured increased from 22% to 27% during the same period.” (ibid.)

 � Health care construction dropped 10% in 2010 and was flat in 2011. The 

forecast for 2012 has been revised to just 3% over 2011 levels. Stronger 

growth will return from 2014 on. 

 � Aging U.S. population, new technologies, increased single-bed-room demand 

and increased health care consumerism are shaping decisions about new hos-

pital design and location.

 � Seventy-three percent of construction is currently for facility renovation and 

modernization to be greener and more patient friendly and to update IT infra-

structure. (American Society for Healthcare Engineering (ASHE))

 � Health care construction will use more modern construction techniques such 

as prefabrication, BIM and IPD (integrated project delivery).

Drivers:
 Population change younger than age 18

 Population change ages 18-24

 Stock market

 Government spending

 Nonresidential structure investment
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Educational
State tax revenues are again on the rise. According to the National Governors Association and the National Association of State Budget Officers 

Survey, “Total state tax revenue is forecast to rise 4.1% to $690.3 billion in the 2013 budget year.” (“States forecast highest tax revenue in 5 

years,” USA Today June 12, 2012.) That news bodes well for embattled school budgets but doesn’t mean education construction will be revived 

right away. FMI’s forecast calls for just a 1% increase in CPIP in 2012 and a slight rise of 2% in 2013. At this point, improving budgets may help 

to keep school construction from declining even more, but states also have a number of other “hungry mouths” to feed, including medical bills, 

pensions, roads and bridges to repair and high unemployment.

Trends:
 � Funding is increasingly a local responsibility as states cut support and local 

government budgets will need to increase property taxes.

 � Greener schools or renovating existing schools for improved energy use will 

continue to be a strong trend in education construction. 

 � Many major universities have announced they will only build LEED-certified 

facilities.

 � Use of prefabricated/modular school construction will increase. Not to be con-

fused with the “temporary” classroom units filling playgrounds and parking 

spaces in growing communities, manufactured modular school construction 

has gained in acceptance for school systems looking to save time and money 

and maybe even improve their green footprints.

 � Distance learning and online courses are on the rise. Online degrees from 

universities specializing in distance learning are becoming more accepted, 

especially in a world where knowledge workers spend most of their time 

working in the online world.

 � It will be hard to justify new schools for states that have laid off large numbers 

of teachers.

Drivers:
 Population change younger than age 18  

 Population change ages 18-24

 Stock market

 Government spending

 Nonresidential structure investment

 

$120,000

$100,000

$80,000

$60,000

$40,000

$20,000

$

M
ill

io
ns

 o
f 

C
ur

re
nt

 D
ol

la
rs

2000   2001   2002   2003   2004   2005   2006   2007   2008   2009   2010   2011   2012   2013   2014   2015  2016

Educational Construction Put in Place | Forecast as of Q1 2012Educational Construction Put in Place | Forecast as of Q1 2012



The 2013 U.S. Markets Construction Overview
48

Religious
Construction for religious buildings will be flat in 2012, with some revival in 2013 to 6% growth at $4.3 billion. The slowdown in new build-

ing construction largely reflects slow economic growth, fewer new housing developments and less mobility for those having difficulty selling 

their homes and relocating. Construction of new Mormon temples and Islamic mosques have been the most active building programs in recent 

years. A growing trend for new churches is to convert existing buildings in vacant malls or individual storefronts to serve local needs for church 

growth. New religious construction is likely to become a multipurpose project, including retail and social activities more like a mall than a 

traditional church. 

Trends:
 � The lending environment continues to be a challenge for many congregations.

 � Establishing a capital campaign is becoming increasingly common.

 � Many churches are seeing tremendous declines in contributions and tithes.

 � More parishioners are relying on their houses of worship to provide guidance 

and assistance, further stretching thin resources.

 � New methods for charitable giving, including online giving and donation col-

lections, are empowering religious organizations.

 � Improved space utilization and additions are taking the forefront, as new 

construction is increasingly not an option.

 � Churches are becoming smarter about attracting parishioners who are drawn 

in by facilities and the church building itself. 

 � Energy efficiency, green sustainability and long-lasting quality are becoming 

top features many congregations want in worship houses.

Drivers:
 GDP

 Population
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 Personal savings rate
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Public Safety
Public safety construction will be flat in 2012 but then will grow 6% in 2013 to $4.3 billion. One in every 100 adults in the U.S. is incarcer-

ated. While there are some state prisons with declining populations, a recent budget report by the U S. Department of Justice says that Bureau 

of Prison (BOP) facilities are 42% overcrowded. As states continue to be under budget pressure, the private prison industry is seeking to buy 

state prisons and contract the work back to the state. The Department of Justice reports that prisons under contract will grow to 18% in 2012 

from just 2% in 1980.

Trends:
 � Overcrowding in jails and prisons leads to new and renovated facilities.

 � California’s AB 900 authorizes $7.7 billion to fund 53,000 additional state 

prison and local jail beds.

 � Federal prison population grew by 3.4% in 2009. 

 � Adult correctional facilities population decreased 1.3% in 2010.

 � Privately managed secure facilities are increasing.

 � Private corporations now operate 5% of the 5,000 prisons and jails in the U.S. 

The private prison industry is growing at a rate of 30% per year.

 � Government appointed its first chief greening officer (under GSA) to oversee 

aggressive pursuit of sustainable practices in government buildings.

 � CM-at-risk or design-build arrangements will increase.

 � P3s overcome shortfalls in public financing.

Drivers:
 Population

— Government spending

 Incarceration rate

 Nonresidential structure investment
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Amusement and Recreation
Amusement and recreation construction will climb 8% to $17.4 billion in 2013, largely due to several new large stadiums in process or expected 

to break ground soon. The gaming industry also continues to prosper and grow during economic hard times, but new facilities around the 

country are threatening growth in traditional centers like Las Vegas. States are looking for new revenue anywhere they can find it, and casinos 

and other sources of “sin taxes” are under consideration or breaking ground. 

Trends:
 � San Francisco 49ers have recently broken ground on its new $850 million stadium.

 � Minnesota Vikings $1.1 billion project has been approved by the state senate.

 � Casino plans are under way in a number of states, including New York, Pennsylva-

nia, Maryland, Florida and Ohio, with some investors coming from offshore.

 � Competition in the gaming sector will draw business away from some existing gam-

bling centers, such as Atlantic City, as well as other public arenas. 

Drivers:
 Income

 Personal savings rate

 Unemployment rate

— Employment
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Transportation
As of June 29, the last minute, we finally know the status of a new transportation bill. The $109 billion, two-year bill has passed both the sen-

ate and the house and now goes to the President for his signature, which is expected. The bipartisan agreement drops the Keystone XL project 

portion of the bill and keeps environmental oversight while adding means to streamline project approvals. The importance of the bill may run 

deeper than just re-establishing funding for transportation, as it represents at least a temporary break from the constant standoff in Congress. 

We forecast that transportation construction will grow 3% in 2012 and to 5% through 2015. State revenues are returning to more normal lev-

els; next, they will need a clear picture of funding from the federal government. Private investment may also play a bigger role as institutional 

investors look for a steady revenue stream.

Trends:
 � The passage of a new transportation bill will add some stability as well as funds to 

the transportation sector.  

 � FAA authorization passes after 23 extensions over a five-year period, but flat Airport 

Improvement Funding may ground hopes for significant reinvestment.

 � The FAA projects passenger growth will increase 3.7% a year over the next five years. 

System capacity is expected to grow 3.6% annually until 2031.

 � By 2021, more than one billion people a year will take to the air.

 � High-speed rail is slow to get projects off the ground due to state funding and politi-

cal resistance.

 � Growth in container ports is recovering from the recession.

 � Intermodal transportation will be the focus of new projects.

 � Railcar loadings are down from 2011, largely due to reductions in coal transporta-

tion. Areas that are up include petroleum, motor vehicles and metal products.

Drivers:
 Population

 Government spending

 Transportation funding
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Communication
We expect steady growth in communications construction of 4% to 6% through 2015 with 2012 ending up around $18.5 billion. Communica-

tions is one of the fastest areas of innovation and growth around the world and the number of new devices requiring more bandwidth and faster 

connections is rapidly surpassing existing infrastructure. Demand for new devices has forced the industry to adopt a new addressing scheme, 

IPv6 (Internet Protocol version 6), which will allow a huge increase in available addresses. That will not answer bandwidth issues that will also 

need building, as more companies go to the clouds. 

Trends:
 � Moving computer storage and retrieval to the cloud will enable greater 

use of “thin-client” terminals.

 � Devices such as cell phones and laptops are consolidating and requiring 

greater bandwidth and interconnectivity.

 � Consolidation of ownership and shift away from print media will con-

tinue into 2012. 

Drivers:
 Innovation/technology

 Global mobility

 Population

 Security/regulatory standards

 Private investment

 

$30,000

$25,000

$20,000

$15,000

$10,000

$5,000

$-

M
ill

io
ns

 o
f 

C
ur

re
nt

 D
ol

la
rs

2000   2001   2002   2003   2004   2005   2006   2007   2008   2009   2010   2011   2012   2013   2014   2015   2016

Communication Construction Put in Place | Forecast as of Q1 2012
Communication Construction Put in Place | Forecast as of Q1 2012



Section 3: Construction Outlook
53

Manufacturing
Manufacturing construction is demonstrating sound growth after a sharp drop of 33% in 2010 and a weak 2011. The forecast is for manufac-

turing construction to rise 3% in 2012 and show steady increases to 2015. Although growth has been uneven, manufacturing production, led 

by automotive production, has been on the rise. At 79.2% in April, capacity utilization is returning to normal levels. Production for utilities has 

also seen positive gains, especially for natural gas. Lower natural gas prices will also help manufacturing energy inputs. The ISM manufacturing 

activity index rose to 53.5% in May but fell 3.8% to 49.7% in June. Growth spurts have been difficult to sustain, so manufacturers will be cau-

tious before adding capacity and employees.

Drivers:
 PMI

 Industrial Production

 Capacity utilization

 Factory orders

— Durable goods orders

 Manufacturing inventories
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NON-BUILDING STRUCTURES

Power
Power construction has been one of the stronger areas throughout the recession and will continue to grow faster than all but residential con-

struction over the next five years. In part, that growth will be because of an anticipated gain in residential construction due partly to popula-

tion growth and a growing need for power. Even though homes and industrial needs are becoming more power efficient, we are increasing the 

number of devices, such as the potential for more electric vehicles that will need electric power generation. Our forecast is for a 10% rise in 

construction for 2012 and another 10% in 2013 to $108 billion. Power-related construction is also in flux as to the type of fuel plants will use, 

with the rise in shale gas mining and the demise of outdated coal plants. Nuclear energy is slow to make a comeback due to regulatory concerns 

for safety as well as cost. Alternative energy growth will slow as subsidies are removed. 

Trends:
 �  Emergence of shale gas supply fundamentally alters the U.S. energy landscape.

 �  U.S. Environmental Protection Agency regulations are expected to halt new coal 

construction, drive premature retirement of existing coal-generating capacity 

and support the shift to natural gas power generation.

 �  The U.S. nuclear renaissance is on hold outside of regulated markets, as the low 

price of natural gas redirects investment. The once foreseen renaissance is now 

limited to two new reactors each at Southern Company’s Vogtle plant in Georgia 

and South Carolina Electric & Gas Company’s Summer  plant in near Jenkins-

ville, S.C. Industry experts anticipate nuclear to retain its near 20% share of 

generation going forward, which will spur future investment.

 �  The power transmission and distribution market remains robust.

 �  Renewable energy is likely to stall, as incentives are set to disappear. Extension 

of the Federal Production Tax Credit (PTC), which makes economics of renew-

able energy favorable for producers, is uncertain. The credit is set to expire at 

the end of the year. As of April 3, 2012, the Senate voted not to extend the PTC 

on four separate occasions in 2012.

Drivers:
 Industrial Production

 Population

 Nonresidential Structure Investment
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Highway and Street
The new $109 billion transportation bill will finally help states again fund badly needed construction projects. One project was going ahead 

anyway, the new Tappan Zee Bridge project in New York, where Governor Cuomo just struck a deal in the PLA agreement with the unions to 

save $452 million over the course of the project. Currently, we project that CPIP for highway construction will drop 2% in 2012 and grow just 

1% in 2013 to reach $77.7 billion or near 2007 levels. The new bill may help to raise our forecast next quarter after the details start to work 

their way down to the state level.

Trends:
 �  Funding uncertainty persists as ARRA money dries up and the new transporta-

tion bill goes into effect. Highway investment from ARRA peaked in FY2010 at 

$11.5 billion. The disappearance of this source of funding creates a significant 

head wind for new projects.

 �  Many state and local governments are not in a position to advance transporta-

tion programs without federal support and funding certainty.

 �  Public-private partnerships continue to generate more talk than action, although 

six projects totaling $8.6 billion appear ready to reach financial close in 2012.

 �  Request for TIFIA (Transportation Infrastructure Finance and Innovation Act) 

program loans has greatly exceeded the dollars available, according to the U.S. 

Department of Transportation.

 � National Surface Transportation Policy and Revenue Study Commission report 

calls for more than $225 billion annually “for the next 50 years to upgrade our 

surface transportation system to a state of good repair and create a more advanced 

system.” (Bill H. R. 402)

 �  Funding—not need—will continue to be the big question for highway and 

street construction.

Drivers:
 Population

 Government spending

 Nonresidential structure investment
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Sewage and Waste Disposal
Construction for sewage and waste disposal dropped sharply in 2011 and will not return to the 2010 rate of growth until 2015. While we expect 

2012 CPIP to be around $23.9 billion, according to many reports, the need to replace aging infrastructure is much greater than the current 

construction growth implies. Over the last decade, a number of municipalities have operated their water and waste systems under court-order 

consent decrees, requiring large investments to repair and update their systems to assure safe drinking water supplies. 

Trends:
 �  Growth, driven by aging infrastructure and regulation, is on the horizon, but the length 

of the horizon is still unknown. Slow water infrastructure markets in the aftermath of 

the recession continue to build the backlog of necessary work as existing infrastructure 

ages.

 �  In need of replacement and upgrades, the 16,000 wastewater systems nationwide dis-

charge more than 850 billion gallons of untreated sewage into surface waters each year.

 �  Combined sewer systems (storm water and sewage) serve roughly 950 communities 

with about 40 million people. Most communities with CSOs are located in the North-

east and Great Lakes regions.

 �  The EPA’s Storm Water Phase II Final Rule, published on December 8, 1999, expands 

the Phase I storm water runoff regulations program by requiring programs and practices 

to control polluted storm water runoffs. 

 �  The American Society of Civil Engineers (ASCE) gave drinking water and wastewater 

“D” grades in its 2009 American Infrastructure Report Card.

 �  The Clean Water State Revolving Fund (CWSRF) programs have provided more than $5 

billion annually in recent years to fund water quality protection projects.

 �  The March 2010 U.S. Conference of Mayors Water Council report forecasts that future 

spending for public water and wastewater systems will range between $2.5 trillion and 

$4.8 trillion over the next 20-year period, 2009 to 2028.

Drivers:
 Population

 Industrial production

 Government spending
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Water Supply
Construction related to our water supply is beginning to grow but will gain only 2% in 2012 and 3% in 2013 to reach $14.7 billion. Federal 

funding for water projects was cut in FY2012, with further cuts likely in FY2013. The EPA’s State Revolving Loan Funds were both down in 

FY2012, compared to FY2011 levels. The Safe Water SRF is at $1.469 billion in FY2012 compared to $1.525 billion in FY2011, while the 

Drinking Water SRF is down to $919 million from $965 million. The President’s FY2013 budget calls for a 20% reduction in the Safe Water SRF 

to $1.2 billion and a 7.7% reduction in the Drinking Water SRF down to $850 million.

Trends:
 � Strength in the mining sector creates a tremendous amount of water infrastructure work 

throughout North America and abroad. Strength in commodity markets continues to 

drive increased levels of mining activity through the development of new mines and 

redevelopment of existing mining assets. Heightened mining activity leads to increased 

demand for related infrastructure, including water. 

 �  Seven-billion gallons of clean drinking water are lost to leaking pipes each day, owing to 

an annual investment shortfall of $11 billion (EPA) to replace old systems.

 �  Approximately 17 million people in the U.S. are served by substandard water facilities.

 �  The EPA is in the process of improving numerous drinking water standards for various 

impurities. The agency is considering further revisions to the lead and copper rule.

 �  Federal assistance for the safe drinking water State Revolving Fund (SRF) in the 11-year 

period between 1997 and 2008 totaled $9.5 billion, just slightly more than the invest-

ment gap for each of those years.

 �  Green construction practices, such as controlling runoff to help increase groundwater, 

will become the norm for improvements and new construction.

 �  Water for shale oil and gas mining will increase demand in selected areas of the country.
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Conservation and Development
After becoming flat in 2011, we expect growth to return to 2% in 2012 and demonstrate slow, steady progress through 2015. Government 

spending for environmental remediation and conservation work will slow due to significant cuts in the President’s 2013 budget. Private sec-

tor and state level growth in conservation and development construction will be due mostly to meeting regulations for new projects. The EPA 

estimates that there are more than 290,000 hazardous waste sites in the United States. Industry experts anticipate that the nation’s expanding 

demand for energy and fuel will result in greater opportunities for environmental consulting and remediation (e.g., shale gas). With the contrac-

tion of funding/spending available for remediation activities, stakeholders note that pent-up demand will drive a good portion of future activity.
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Construction Put in Place

Millions of Current Dollars
1st Quarter 2012

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
RESIDENTIAL BUILDINGS
Single Family 378,934 434,912 417,518 306,990 187,648 106,960 112,479 106,872 116,171      131,505      153,558      177,298      202,775      
Multifamily 41,321 48,699 54,324 52,570 48,083 32,231 17,481 17,042 22,492        29,550        38,256        43,162        48,332        
Improvements* 118,153      133,896      147,973      140,909      122,016      114,738      118,747      121,573      126,069      132,735      139,071      144,539      150,331      

Total Residential 538,408      617,507      619,814      500,468      357,747      253,928      248,706      245,487      264,732      293,790      330,884      364,998      401,439      

NONRESIDENTIAL BUILDINGS
Lodging 12,363        12,840        18,139        28,706        35,806        25,499        11,329        8,538          8,916          9,506          10,271        10,957        11,464        
O�ce 42,404        45,763        54,187        65,259        68,563        51,908        37,573        34,478        35,780        37,771        40,170        41,775        43,873        
Commercial 67,057        70,242        76,713        89,684        86,212        54,069        40,522        43,590        45,573        49,098        52,377        55,993        60,053        
Health Care 32,184        34,430        38,472        43,766        46,902        44,845        39,879        39,966        41,290        43,980        47,293        52,632        57,746        
Educational 74,250        79,687        84,928        96,758        104,890      103,202      88,227        84,679        85,827        87,642        91,883        98,726        106,541      
Religious 8,159          7,735          7,749          7,540          7,225          6,192          5,208          4,136          4,118          4,349          4,591          4,841          5,087          
Public Safety 7,019          7,314          7,768          10,201        13,083        13,787        11,118        9,995          9,473          9,347          9,680          10,138        10,692        
Amusement and Recreation 16,695        15,236        19,033        21,212        21,829        19,404        16,959        15,544        16,158        17,392        18,731        20,115        21,505        
Transportation 25,059        25,052        27,964        31,877        35,471        36,701        38,232        35,543        36,469        38,442        40,515        42,794        45,461        
Communication 15,546        18,906        22,219        27,580        26,487        19,753        18,261        17,818        18,471        19,262        20,307        21,550        22,929        

Manufacturing 23,360        28,568        32,677        40,633        53,234        56,836        38,106        37,189        38,124        39,511        41,542        44,325        47,516        

Total Nonresidential Buildings 324,096      345,773      389,849      463,216      499,702      432,196      345,414      331,476      340,198      356,301      377,359      403,845      432,869      

NONBUILDING STRUCTURES 
Power 35,638        38,371        42,244        66,055        81,075        88,861        78,540        89,884        98,628        108,089      117,605      128,133      140,741      
Highway and Street 58,623        64,139        72,040        76,682        81,361        82,166        82,657        78,771        77,157        77,657        79,985        83,304        86,918        
Sewage and Waste Disposal 17,929        19,867        23,186        24,872        25,696        24,830        26,063        23,225        23,941        24,629        25,733        27,140        28,561        
Water Supply 12,620        14,028        14,960        15,798        16,752        15,471        15,305        14,015        14,258        14,740        15,301        16,020        16,788        
Conservation and Development 4,044          4,453          5,130          5,260          5,234          5,750          6,937          6,928          7,068          7,208          7,502          7,795          8,089          

Total Nonbuilding Structures 128,854      140,858      157,560      188,667      210,118      217,078      209,502      212,823      221,052      232,323      246,127      262,392      281,098      

Total Put in Place 991,358 1,104,138 1,167,223 1,152,351 1,067,567   903,202      803,622      789,786      825,982      882,413      954,370      1,031,236   1,115,405   

*Improvements include additions, alterations and major replacements.  It does not include maintenance and repairs.

Change From Prior Year - Current Dollar Basis
1st Quarter 2012

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
RESIDENTIAL BUILDINGS
Single Family 22% 15% -4% -26% -39% -43% 5% -5% 9% 13% 17% 15% 14%
Multifamily 13% 18% 12% -3% -9% -33% -46% -3% 32% 31% 29% 13% 12%
Improvements* 15% 13% 11% -5% -13% -6% 3% 2% 4% 5% 5% 4% 4%

Total Residential 19% 15% 0% -19% -29% -29% -2% -1% 8% 11% 13% 10% 10%

NONRESIDENTIAL BUILDINGS
Lodging 15% 4% 41% 58% 25% -29% -56% -25% 4% 7% 8% 7% 5%
O�ce 8% 8% 18% 20% 5% -24% -28% -8% 4% 6% 6% 4% 5%
Commercial 9% 5% 9% 17% -4% -37% -25% 8% 5% 8% 7% 7% 7%
Health Care 10% 7% 12% 14% 7% -4% -11% 0% 3% 7% 8% 11% 10%
Educational 0% 7% 7% 14% 8% -2% -15% -4% 1% 2% 5% 7% 8%
Religious -5% -5% 0% -3% -4% -14% -16% -21% 0% 6% 6% 5% 5%
Public Safety -2% 4% 6% 31% 28% 5% -19% -10% -5% -1% 4% 5% 5%
Amusement and Recreation -1% -9% 25% 11% 3% -11% -13% -8% 4% 8% 8% 7% 7%
Transportation 1% 0% 12% 14% 11% 3% 4% -7% 3% 5% 5% 6% 6%
Communication 7% 22% 18% 24% -4% -25% -8% -2% 4% 4% 5% 6% 6%
Manufacturing 9% 22% 14% 24% 31% 7% -33% -2% 3% 4% 5% 7% 7%

Total Nonresidential Buildings 5% 7% 13% 19% 8% -14% -20% -4% 3% 5% 6% 7% 7%

NONBUILDING STRUCTURES 
Power -14% 8% 10% 56% 23% 10% -12% 14% 10% 10% 9% 9% 10%
Highway and Street 3% 9% 12% 6% 6% 1% 1% -5% -2% 1% 3% 4% 4%
Sewage and Waste Disposal 8% 11% 17% 7% 3% -3% 5% -11% 3% 3% 4% 5% 5%
Water Supply 1% 11% 7% 6% 6% -8% -1% -8% 2% 3% 4% 5% 5%
Conservation and Development 3% 10% 15% 3% 0% 10% 21% 0% 2% 2% 4% 4% 4%

Total Nonbuilding Structures -2% 9% 12% 20% 11% 3% -3% 2% 4% 5% 6% 7% 7%
Total Put in Place 11% 11% 6% -1% -7% -15% -11% -2% 5% 7% 8% 8% 8%
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Regional Summaries

Of all the regional construction markets, New England is the only one expected to have lower construction put in place for 2012 (-2%). The largest 

increase on a percentage basis will be in the Mountain region, where we expect 17% growth, largely attributable to construction for mining and 

natural resources growth. The Pacific region is the next-highest growth region with 13% expected in 2012 over 2011; but the South Atlantic region 

is the largest in total, spending expected at $174 billion. Mountain and Pacific regions are expected to have the highest rates of increased activity in 

the residential sector in 2012, although, next to Pacific, the South Atlantic will have the most residential construction put in place at $60.8 billion.

U.S. Construction Put in Place - Regional Summary
Millions of Current Dollars

Total Residential

Total 
Nonresidential 

Buildings

Total 
Nonbuilding 
Structures

Total Put in 
Place

Projected Growth
2012 to 2013

YEAR

2012 10,447                 20,680                  7,802                   38,928                 

2013 11,438                 21,512                  7,998                   40,948                 5%

2012 28,420                 53,429                  22,492                 104,341               

2013 28,842                 55,634                  22,773                 107,248               3%

2012 18,392                 51,465                  27,027                 96,884                 

2013 18,727                 53,711                  27,066                 99,505                 3%

2012 37,401                 31,651                  22,584                 91,637                 

2013 40,944                 33,048                  22,947                 96,939                 6%

2012 52,564                 60,727                  45,216                 158,507               

2013 57,770                 63,739                  48,428                 169,937               7%

2012 9,596                   17,167                  12,673                 39,436                 

2013 10,735                 18,072                  13,662                 42,469                 8%

2012 31,474                 35,303                  36,389                 103,166               

2013 32,326                 36,841                  37,460                 106,627               3%

2012 23,910                 20,862                  18,309                 63,081                 

2013 28,646                 22,181                  20,394                 71,221                 17%

2012 52,529                 48,914                  28,560                 130,002               

2013 64,360                 51,562                  31,596                 147,519               13%

Mountain

Paci�c

East South Central

West South Central

New England

Mid Atlantic

East North Central

West North Central

South Atlantic
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Construction Put in Place 
Millions of Current Dollars

Change From Prior Year

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2011 2012 2013

RESIDENTIAL BUILDINGS

Single Family 10,797      6,827        4,484        5,477        4,170        4,584        5,120        5,966        6,898        7,847        -24% 10% 12%

Multifamily 1,849        1,749        1,351        851           665           888           1,150        1,486        1,679        1,870        -22% 33% 30%

Improvements* 4,956        4,439        4,810        5,783        4,743        4,975        5,168        5,404        5,624        5,817        -18% 5% 4%

Total Residential 17,603      13,016      10,646      12,111      9,578        10,447      11,438      12,857      14,201      15,534      -21% 9% 9%

NONRESIDENTIAL BUILDINGS

Lodging 1,746        2,174        1,578        706           529           542           574           616           654           683           -25% 3% 6%

O�ce 3,969        4,162        3,212        2,342        2,134        2,175        2,281        2,409        2,492        2,614        -9% 2% 5%

Commercial 5,455        5,233        3,346        2,525        2,698        2,770        2,964        3,141        3,341        3,578        7% 3% 7%

Health Care 2,662        2,847        2,775        2,485        2,474        2,510        2,655        2,836        3,140        3,441        0% 1% 6%

Educational 5,885        6,367        6,386        5,498        5,242        5,217        5,292        5,510        5,890        6,349        -5% 0% 1%

Religious 459           439           383           325           256           250           263           275           289           303           -21% -2% 5%

Public Safety 620           794           853           693           619           576           564           580           605           637           -11% -7% -2%

Amusement and Recreation 1,290        1,325        1,201        1,057        962           982           1,050        1,123        1,200        1,281        -9% 2% 7%

Transportation 1,939        2,153        2,271        2,383        2,200        2,217        2,321        2,430        2,553        2,709        -8% 1% 5%

Communication 1,678        1,608        1,222        1,138        1,103        1,123        1,163        1,218        1,286        1,366        -3% 2% 4%

Manufacturing 2,471        3,232        3,517        2,375        2,302        2,317        2,386        2,491        2,645        2,831        -3% 1% 3%

Total Nonresidential Buildings 28,175      30,334      26,744      21,526      20,519      20,680      21,512      22,630      24,095      25,794      -5% 1% 4%

NONBUILDING STRUCTURES

Power 2,202        2,786        3,145        2,951        3,297        3,481        3,721        3,986        4,311        4,665        12% 6% 7%

Highway and Street 2,556        2,796        2,908        3,106        2,889        2,723        2,673        2,711        2,803        2,881        -7% -6% -2%

Sewage and Waste Disposal 829           883           879           979           852           845           848           872           913           947           -13% -1% 0%

Water Supply 527           576           548           575           514           503           507           519           539           556           -11% -2% 1%

Conservation and Development 175           180           204           261           254           249           248           254           262           268           -3% -2% -1%

Total Nonbuilding Structures 6,290        7,220        7,683        7,872        7,805        7,802        7,998        8,343        8,828        9,318        -1% 0% 3%

Total Put in Place 52,067 50,570      45,073      41,510      37,902      38,928      40,948      43,829      47,124      50,646      -9% 3% 5%

* Improvements include additions, alterations and major replacements. It does not include maintenance and repairs.

NEW ENGLAND FORECAST Q1 2012
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Construction Put in Place     MID-ATLANTIC FORECAST Q1 2012
Millions of Current Dollars

Change From Prior Year

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2011 2012 2013

RESIDENTIAL BUILDINGS

Single Family 28,958      25,414      10,822      12,486      11,778      12,471      12,910      13,354      14,549      16,063      -6% 6% 4%

Multifamily 4,959        6,512        3,261        1,940        1,878        2,415        2,901        3,327        3,542        3,829        -3% 29% 20%

Improvements* 13,292      16,525      11,609      13,182      13,398      13,534      13,031      12,094      11,861      11,908      2% 1% -4%

Total Residential 47,209      48,451      25,691      27,609      27,054      28,420      28,842      28,776      29,951      31,800      -2% 5% 1%

NONRESIDENTIAL BUILDINGS

Lodging 4,366        5,469        3,955        1,777        1,353        1,400        1,484        1,595        1,696        1,775        -24% 4% 6%

O�ce 9,925        10,473      8,051        5,895        5,462        5,619        5,898        6,236        6,465        6,794        -7% 3% 5%

Commercial 13,639      13,169      8,386        6,358        6,906        7,157        7,666        8,132        8,665        9,299        9% 4% 7%

Health Care 6,656        7,164        6,955        6,257        6,331        6,485        6,867        7,342        8,145        8,942        1% 2% 6%

Educational 14,715      16,022      16,006      13,842      13,415      13,479      13,685      14,265      15,279      16,498      -3% 0% 2%

Religious 1,147        1,104        960           817           655           647           679           713           749           788           -20% -1% 5%

Public Safety 1,551        1,998        2,138        1,744        1,583        1,488        1,459        1,503        1,569        1,656        -9% -6% -2%

Amusement and Recreation 3,226        3,334        3,009        2,661        2,462        2,538        2,716        2,908        3,113        3,330        -7% 3% 7%

Transportation 4,848        5,418        5,692        5,998        5,631        5,728        6,002        6,290        6,623        7,040        -6% 2% 5%

Communication 4,194        4,046        3,064        2,865        2,823        2,901        3,008        3,153        3,335        3,551        -1% 3% 4%

Manufacturing 6,180        8,131        8,815        5,979        5,891        5,987        6,169        6,449        6,860        7,358        -1% 2% 3%

Total Nonresidential Buildings 70,447      76,328      67,031      54,193      52,512      53,429      55,634      58,586      62,498      67,029      -3% 2% 4%

NONBUILDING STRUCTURES

Power 6,155        8,676        9,349        7,872        9,396        10,035      10,595      10,936      11,560      12,315      19% 7% 6%

Highway and Street 7,146        8,706        8,645        8,285        8,234        7,851        7,612        7,438        7,516        7,606        -1% -5% -3%

Sewage and Waste Disposal 2,318        2,750        2,612        2,612        2,428        2,436        2,414        2,393        2,449        2,499        -7% 0% -1%

Water Supply 1,472        1,793        1,628        1,534        1,465        1,451        1,445        1,423        1,445        1,469        -4% -1% 0%

Conservation and Development 490           560           605           695           724           719           707           698           703           708           4% -1% -2%

Total Nonbuilding Structures 17,581      22,484      22,838      20,999      22,248      22,492      22,773      22,887      23,673      24,597      6% 1% 1%

Total Put in Place 135,237 147,263    115,560    102,800    101,814    104,341    107,248    110,248    116,122    123,426    -1% 2% 3%

* Improvements include additions, alterations and major replacements. It does not include maintenance and repairs.
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Construction Put in Place 
Millions of Current Dollars

Change From Prior Year

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2011 2012 2013

RESIDENTIAL BUILDINGS

Single Family 20,419      12,080      7,191        7,389        7,144        8,071        8,383        9,164        10,332      11,732      -3% 13% 4%

Multifamily 3,497        3,095        2,167        1,148        1,139        1,563        1,884        2,283        2,515        2,796        -1% 37% 21%

Improvements* 9,372        7,855        7,714        7,801        8,127        8,758        8,461        8,300        8,423        8,698        4% 8% -3%

Total Residential 33,287      23,031      17,071      16,339      16,411      18,392      18,727      19,747      21,270      23,227      0% 12% 2%

NONRESIDENTIAL BUILDINGS

Lodging 4,322        5,424        3,871        1,701        1,283        1,349        1,433        1,538        1,637        1,707        -25% 5% 6%

O�ce 9,826        10,385      7,880        5,641        5,183        5,413        5,694        6,016        6,240        6,534        -8% 4% 5%

Commercial 13,504      13,059      8,208        6,084        6,553        6,894        7,401        7,844        8,363        8,944        8% 5% 7%

Health Care 6,590        7,104        6,808        5,987        6,008        6,246        6,630        7,083        7,861        8,600        0% 4% 6%

Educational 14,569      15,888      15,666      13,246      12,729      12,984      13,212      13,760      14,746      15,867      -4% 2% 2%

Religious 1,135        1,094        940           782           622           623           656           687           723           758           -20% 0% 5%

Public Safety 1,536        1,982        2,093        1,669        1,502        1,433        1,409        1,450        1,514        1,592        -10% -5% -2%

Amusement and Recreation 3,194        3,306        2,946        2,546        2,337        2,444        2,622        2,805        3,005        3,203        -8% 5% 7%

Transportation 4,800        5,373        5,571        5,740        5,343        5,517        5,795        6,067        6,392        6,771        -7% 3% 5%

Communication 4,153        4,012        2,999        2,742        2,678        2,794        2,904        3,041        3,219        3,415        -2% 4% 4%

Manufacturing 6,118        8,063        8,628        5,721        5,590        5,767        5,956        6,221        6,621        7,077        -2% 3% 3%

Total Nonresidential Buildings 69,749      75,691      65,608      51,860      49,828      51,465      53,711      56,513      60,320      64,468      -4% 3% 4%

NONBUILDING STRUCTURES

Power 7,875        9,706        10,744      9,302        10,810      12,059      12,593      13,088      13,947      15,022      16% 12% 4%

Highway and Street 9,142        9,740        9,934        9,790        9,473        9,434        9,047        8,902        9,068        9,277        -3% 0% -4%

Sewage and Waste Disposal 2,965        3,076        3,002        3,087        2,793        2,927        2,869        2,864        2,954        3,048        -10% 5% -2%

Water Supply 1,883        2,005        1,871        1,813        1,686        1,743        1,717        1,703        1,744        1,792        -7% 3% -1%

Conservation and Development 627           627           695           822           833           864           840           835           849           863           1% 4% -3%

Total Nonbuilding Structures 22,493      25,154      26,246      24,813      25,595      27,027      27,066      27,391      28,562      30,003      3% 6% 0%

Total Put in Place 125,530 123,875    108,926    93,012      91,834      96,884      99,505      103,651    110,152    117,698    -1% 5% 3%

* Improvements include additions, alterations and major replacements. It does not include maintenance and repairs.

NORTH EAST CENTRAL FORECAST Q1 2012
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Construction Put in Place      WEST NORTH CENTRAL FORECAST Q1 2012
Millions of Current Dollars

Change From Prior Year

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2011 2012 2013

RESIDENTIAL BUILDINGS

Single Family 34,558      22,796      17,193      17,184      16,041      16,412      18,327      21,519      24,735      28,025      -7% 2% 12%

Multifamily 5,918        5,841        5,181        2,671        2,558        3,178        4,118        5,361        6,021        6,680        -4% 24% 30%

Improvements* 15,862      14,823      18,443      18,142      18,247      17,811      18,499      19,489      20,165      20,777      1% -2% 4%

Total Residential 56,338      43,460      40,816      37,997      36,846      37,401      40,944      46,369      50,921      55,481      -3% 2% 9%

NONRESIDENTIAL BUILDINGS

Lodging 2,633        3,313        2,405        1,068        797           829           882           951           1,013        1,058        -25% 4% 6%

O�ce 5,985        6,343        4,895        3,542        3,217        3,329        3,503        3,718        3,863        4,048        -9% 3% 5%

Commercial 8,226        7,976        5,099        3,820        4,067        4,240        4,554        4,848        5,178        5,541        6% 4% 7%

Health Care 4,014        4,339        4,229        3,760        3,729        3,842        4,079        4,377        4,867        5,328        -1% 3% 6%

Educational 8,875        9,704        9,732        8,318        7,900        7,985        8,129        8,505        9,130        9,831        -5% 1% 2%

Religious 692           668           584           491           386           383           403           425           448           469           -21% -1% 5%

Public Safety 936           1,210        1,300        1,048        933           881           867           896           938           987           -11% -5% -2%

Amusement and Recreation 1,946        2,020        1,830        1,599        1,450        1,503        1,613        1,734        1,860        1,984        -9% 4% 7%

Transportation 2,924        3,282        3,461        3,604        3,316        3,393        3,566        3,750        3,957        4,195        -8% 2% 5%

Communication 2,530        2,451        1,863        1,722        1,662        1,719        1,787        1,880        1,993        2,116        -3% 3% 4%

Manufacturing 3,727        4,925        5,360        3,592        3,470        3,547        3,665        3,845        4,099        4,384        -3% 2% 3%

Total Nonresidential Buildings 42,486      46,232      40,756      32,564      30,926      31,651      33,048      34,928      37,347      39,941      -5% 2% 4%

NONBUILDING STRUCTURES

Power 5,956        7,666        9,148        8,432        9,364        10,077      10,676      11,604      12,711      13,851      11% 8% 6%

Highway and Street 6,914        7,693        8,459        8,874        8,206        7,883        7,670        7,892        8,264        8,554        -8% -4% -3%

Sewage and Waste Disposal 2,243        2,430        2,556        2,798        2,420        2,446        2,433        2,539        2,692        2,811        -14% 1% -1%

Water Supply 1,424        1,584        1,593        1,643        1,460        1,457        1,456        1,510        1,589        1,652        -11% 0% 0%

Conservation and Development 474           495           592           745           722           722           712           740           773           796           -3% 0% -1%

Total Nonbuilding Structures 17,012      19,868      22,348      22,492      22,172      22,584      22,947      24,285      26,031      27,665      -1% 2% 2%

Total Put in Place 115,835 109,559    103,920    93,053      89,944      91,637      96,939      105,582    114,298    123,087    -3% 2% 6%

* Improvements include additions, alterations and major replacements. It does not include maintenance and repairs.
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Construction Put in Place  SOUTH ATLANTIC FORECAST Q1 2012
Millions of Current Dollars

Change From Prior Year

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2011 2012 2013

RESIDENTIAL BUILDINGS

Single Family 69,039      39,125      21,725      22,998      22,024      23,066      25,859      31,145      37,376      44,045      -4% 5% 12%

Multifamily 11,823      10,025      6,547        3,574        3,512        4,466        5,811        7,759        9,099        10,498      -2% 27% 30%

Improvements* 31,689      25,441      23,305      24,280      25,053      25,031      26,101      28,207      30,470      32,653      3% 0% 4%

Total Residential 112,551    74,591      51,577      50,853      50,589      52,564      57,770      67,112      76,946      87,196      -1% 4% 10%

NONRESIDENTIAL BUILDINGS

Lodging 5,336        6,551        4,588        2,046        1,529        1,591        1,700        1,850        1,986        2,091        -25% 4% 7%

O�ce 12,131      12,544      9,339        6,784        6,176        6,387        6,757        7,235        7,573        8,001        -9% 3% 6%

Commercial 16,671      15,774      9,728        7,317        7,808        8,135        8,783        9,434        10,151      10,952      7% 4% 8%

Health Care 8,136        8,581        8,068        7,201        7,159        7,370        7,868        8,518        9,541        10,532      -1% 3% 7%

Educational 17,986      19,191      18,568      15,931      15,168      15,321      15,678      16,549      17,898      19,431      -5% 1% 2%

Religious 1,402        1,322        1,114        940           741           735           778           827           878           928           -21% -1% 6%

Public Safety 1,896        2,394        2,481        2,008        1,790        1,691        1,672        1,743        1,838        1,950        -11% -6% -1%

Amusement and Recreation 3,943        3,994        3,491        3,062        2,784        2,884        3,111        3,374        3,647        3,922        -9% 4% 8%

Transportation 5,926        6,490        6,603        6,903        6,367        6,510        6,877        7,297        7,758        8,291        -8% 2% 6%

Communication 5,127        4,846        3,554        3,297        3,192        3,297        3,446        3,658        3,907        4,182        -3% 3% 5%

Manufacturing 7,553        9,740        10,226      6,881        6,661        6,805        7,068        7,482        8,035        8,666        -3% 2% 4%

Total Nonresidential Buildings 86,107      91,427      77,761      62,369      59,375      60,727      63,739      67,968      73,211      78,945      -5% 2% 5%

NONBUILDING STRUCTURES

Power 15,644      17,855      18,434      16,457      18,709      20,174      22,531      25,328      28,398      32,270      14% 8% 12%

Highway and Street 18,161      17,918      17,045      17,319      16,396      15,782      16,188      17,226      18,463      19,929      -5% -4% 3%

Sewage and Waste Disposal 5,891        5,659        5,151        5,461        4,834        4,897        5,134        5,542        6,015        6,549        -11% 1% 5%

Water Supply 3,742        3,689        3,209        3,207        2,917        2,916        3,073        3,295        3,551        3,849        -9% 0% 5%

Conservation and Development 1,246        1,153        1,193        1,454        1,442        1,446        1,503        1,616        1,728        1,855        -1% 0% 4%

Total Nonbuilding Structures 44,683      46,273      45,033      43,897      44,298      45,216      48,428      53,007      58,154      64,452      1% 2% 7%

Total Put in Place 243,340 212,291    174,371    157,119    154,261    158,507    169,937    188,087    208,311    230,593    -2% 3% 7%

* Improvements include additions, alterations and major replacements. It does not include maintenance and repairs.
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Construction Put in Place       EAST SOUTH CENTRAL FORECAST Q1 2012
Millions of Current Dollars

Change From Prior Year

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2011 2012 2013

RESIDENTIAL BUILDINGS

Single Family 10,884      7,160        4,388        4,458        3,719        4,211        4,805        5,578        6,357        7,158        -17% 13% 14%

Multifamily 1,864        1,835        1,322        693           593           815           1,080        1,390        1,548        1,706        -14% 37% 32%

Improvements* 4,996        4,656        4,707        4,706        4,230        4,570        4,850        5,052        5,182        5,307        -10% 8% 6%

Total Residential 17,744      13,651      10,417      9,857        8,542        9,596        10,735      12,020      13,087      14,171      -13% 12% 12%

NONRESIDENTIAL BUILDINGS

Lodging 1,466        1,842        1,317        582           431           450           482           521           556           580           -26% 4% 7%

O�ce 3,333        3,527        2,681        1,931        1,740        1,806        1,916        2,037        2,118        2,220        -10% 4% 6%

Commercial 4,580        4,435        2,793        2,082        2,200        2,300        2,490        2,656        2,839        3,039        6% 5% 8%

Health Care 2,235        2,413        2,316        2,049        2,017        2,084        2,231        2,398        2,669        2,922        -2% 3% 7%

Educational 4,941        5,396        5,331        4,534        4,274        4,331        4,445        4,660        5,006        5,391        -6% 1% 3%

Religious 385           372           320           268           209           208           221           233           245           257           -22% 0% 6%

Public Safety 521           673           712           571           504           478           474           491           514           541           -12% -5% -1%

Amusement and Recreation 1,083        1,123        1,002        872           784           815           882           950           1,020        1,088        -10% 4% 8%

Transportation 1,628        1,825        1,896        1,965        1,794        1,840        1,950        2,055        2,170        2,301        -9% 3% 6%

Communication 1,408        1,362        1,020        938           899           932           977           1,030        1,093        1,160        -4% 4% 5%

Manufacturing 2,075        2,738        2,936        1,958        1,877        1,924        2,004        2,107        2,248        2,405        -4% 3% 4%

Total Nonresidential Buildings 23,656      25,705      22,324      17,751      16,729      17,167      18,072      19,137      20,478      21,905      -6% 3% 5%

NONBUILDING STRUCTURES

Power 4,080        5,066        5,573        5,057        5,394        5,654        6,356        6,963        7,580        8,267        7% 5% 12%

Highway and Street 4,736        5,084        5,153        5,322        4,727        4,423        4,567        4,736        4,928        5,105        -11% -6% 3%

Sewage and Waste Disposal 1,536        1,606        1,557        1,678        1,394        1,373        1,448        1,523        1,606        1,678        -17% -2% 6%

Water Supply 976           1,047        970           985           841           817           867           906           948           986           -15% -3% 6%

Conservation and Development 325           327           361           447           416           405           424           444           461           475           -7% -3% 5%

Total Nonbuilding Structures 11,653      13,130      13,615      13,490      12,772      12,673      13,662      14,572      15,522      16,510      -5% -1% 8%

Total Put in Place 53,052 52,485      46,355      41,097      38,044      39,436      42,469      45,729      49,087      52,587      -7% 4% 8%

* Improvements include additions, alterations and major replacements. It does not include maintenance and repairs.
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Construction Put in Place       WEST SOUTH CENTRAL FORECAST Q1 2012
Millions of Current Dollars

Change From Prior Year

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2011 2012 2013

RESIDENTIAL BUILDINGS

Single Family 24,941      18,701      12,148      12,688      12,871      13,812      14,470      15,890      17,536      19,688      1% 7% 5%

Multifamily 4,271        4,792        3,661        1,972        2,052        2,674        3,251        3,959        4,269        4,693        4% 30% 22%

Improvements* 11,448      12,160      13,032      13,395      14,641      14,988      14,605      14,391      14,296      14,596      9% 2% -3%

Total Residential 40,660      35,653      28,841      28,054      29,564      31,474      32,326      34,240      36,101      38,977      5% 6% 3%

NONRESIDENTIAL BUILDINGS

Lodging 2,818        3,584        2,601        1,168        881           925           983           1,056        1,121        1,168        -25% 5% 6%

O�ce 6,405        6,864        5,294        3,872        3,559        3,713        3,905        4,130        4,272        4,471        -8% 4% 5%

Commercial 8,803        8,631        5,514        4,176        4,499        4,729        5,077        5,385        5,726        6,120        8% 5% 7%

Health Care 4,296        4,695        4,574        4,110        4,125        4,285        4,547        4,862        5,383        5,885        0% 4% 6%

Educational 9,497        10,500      10,526      9,093        8,740        8,906        9,062        9,446        10,096      10,858      -4% 2% 2%

Religious 740           723           632           537           427           427           450           472           495           518           -20% 0% 5%

Public Safety 1,001        1,310        1,406        1,146        1,032        983           966           995           1,037        1,090        -10% -5% -2%

Amusement and Recreation 2,082        2,185        1,979        1,748        1,604        1,677        1,798        1,926        2,057        2,192        -8% 5% 7%

Transportation 3,129        3,551        3,743        3,940        3,668        3,784        3,975        4,165        4,376        4,633        -7% 3% 5%

Communication 2,707        2,652        2,015        1,882        1,839        1,917        1,992        2,088        2,204        2,337        -2% 4% 4%

Manufacturing 3,988        5,329        5,797        3,927        3,838        3,956        4,085        4,271        4,533        4,842        -2% 3% 3%

Total Nonresidential Buildings 45,465      50,024      44,079      35,599      34,213      35,303      36,841      38,795      41,300      44,114      -4% 3% 4%

NONBUILDING STRUCTURES

Power 9,384        12,315      14,254      12,793      14,785      16,236      17,428      18,305      19,416      21,120      16% 10% 7%

Highway and Street 10,894      12,359      13,180      13,463      12,957      12,701      12,521      12,450      12,623      13,043      -4% -2% -1%

Sewage and Waste Disposal 3,534        3,903        3,983        4,245        3,820        3,941        3,971        4,005        4,113        4,286        -10% 3% 1%

Water Supply 2,244        2,545        2,482        2,493        2,305        2,347        2,377        2,382        2,428        2,519        -8% 2% 1%

Conservation and Development 747           795           922           1,130        1,140        1,164        1,162        1,168        1,181        1,214        1% 2% 0%

Total Nonbuilding Structures 26,804      31,917      34,822      34,124      35,008      36,389      37,460      38,310      39,761      42,182      3% 4% 3%

Total Put in Place 112,929 117,594    107,742    97,777      98,784      103,166    106,627    111,345    117,162    125,272    1% 4% 3%

* Improvements include additions, alterations and major replacements. It does not include maintenance and repairs.
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Construction Put in Place              MOUNTAIN FORECAST Q1 2012
Millions of Current Dollars

Change From Prior Year

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2011 2012 2013

RESIDENTIAL BUILDINGS

Single Family 35,333      19,253      9,884        9,166        8,736        10,492      12,823      15,846      18,644      21,456      -5% 20% 22%

Multifamily 6,051        4,933        2,978        1,425        1,393        2,031        2,881        3,948        4,539        5,114        -2% 46% 42%

Improvements* 16,218      12,519      10,603      9,677        9,938        11,386      12,942      14,351      15,200      15,906      3% 15% 14%

Total Residential 57,601      36,706      23,466      20,268      20,067      23,910      28,646      34,144      38,383      42,476      -1% 19% 20%

NONRESIDENTIAL BUILDINGS

Lodging 1,827        2,262        1,562        690           516           547           592           649           696           729           -25% 6% 8%

O�ce 4,153        4,332        3,179        2,288        2,085        2,194        2,351        2,539        2,655        2,790        -9% 5% 7%

Commercial 5,707        5,447        3,311        2,467        2,636        2,795        3,057        3,310        3,559        3,819        7% 6% 9%

Health Care 2,785        2,963        2,746        2,428        2,417        2,532        2,738        2,989        3,345        3,673        0% 5% 8%

Educational 6,158        6,627        6,320        5,372        5,122        5,263        5,456        5,806        6,275        6,776        -5% 3% 4%

Religious 480           456           379           317           250           253           271           290           308           324           -21% 1% 7%

Public Safety 649           827           844           677           605           581           582           612           644           680           -11% -4% 0%

Amusement and Recreation 1,350        1,379        1,188        1,033        940           991           1,083        1,184        1,278        1,368        -9% 5% 9%

Transportation 2,029        2,241        2,248        2,328        2,150        2,236        2,393        2,560        2,720        2,891        -8% 4% 7%

Communication 1,755        1,673        1,210        1,112        1,078        1,133        1,199        1,283        1,370        1,458        -3% 5% 6%

Manufacturing 2,586        3,363        3,481        2,320        2,249        2,338        2,460        2,625        2,817        3,022        -3% 4% 5%

Total Nonresidential Buildings 29,479      31,572      26,468      21,030      20,049      20,862      22,181      23,847      25,666      27,530      -5% 4% 6%

NONBUILDING STRUCTURES

Power 6,214        7,155        7,502        6,430        6,903        8,169        9,488        10,869      12,099      13,380      7% 18% 16%

Highway and Street 7,213        7,180        6,936        6,767        6,049        6,391        6,817        7,392        7,866        8,263        -11% 6% 7%

Sewage and Waste Disposal 2,340        2,268        2,096        2,134        1,784        1,983        2,162        2,378        2,563        2,715        -16% 11% 9%

Water Supply 1,486        1,478        1,306        1,253        1,076        1,181        1,294        1,414        1,513        1,596        -14% 10% 10%

Conservation and Development 495           462           485           568           532           585           633           693           736           769           -6% 10% 8%

Total Nonbuilding Structures 17,748      18,543      18,326      17,151      16,344      18,309      20,394      22,747      24,776      26,724      -5% 12% 11%

Total Put in Place 104,828 86,821      68,259      58,449      56,460      63,081      71,221      80,738      88,825      96,730      -3% 12% 13%

* Improvements include additions, alterations and major replacements. It does not include maintenance and repairs.
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Construction Put in Place                    PACIFIC FORECAST Q1 2012
Millions of Current Dollars

Change From Prior Year

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2011 2012 2013

RESIDENTIAL BUILDINGS

Single Family 72,060      36,292      19,125      20,631      20,390      23,051      28,809      35,094      40,870      46,762      -1% 13% 25%

Multifamily 12,340      9,299        5,763        3,206        3,251        4,463        6,473        8,743        9,950        11,146      1% 37% 45%

Improvements* 33,076      23,598      20,515      21,781      23,195      25,015      29,078      31,783      33,319      34,668      6% 8% 16%

Total Residential 117,475    69,189      45,403      45,618      20,067      52,529      64,360      75,620      84,139      92,577      3% 12% 23%

NONRESIDENTIAL BUILDINGS

Lodging 4,193        5,187        3,624        1,591        1,219        1,282        1,376        1,496        1,599        1,672        -23% 5% 7%

O�ce 9,531        9,932        7,377        5,278        4,922        5,144        5,466        5,850        6,096        6,400        -7% 5% 6%

Commercial 13,098      12,489      7,685        5,692        6,223        6,552        7,105        7,628        8,171        8,760        9% 5% 8%

Health Care 6,392        6,794        6,374        5,602        5,706        5,937        6,365        6,887        7,680        8,423        2% 4% 7%

Educational 14,132      15,195      14,668      12,394      12,090      12,340      12,683      13,381      14,406      15,541      -2% 2% 3%

Religious 1,101        1,047        880           732           590           592           629           669           706           742           -19% 0% 6%

Public Safety 1,490        1,895        1,959        1,562        1,427        1,362        1,353        1,410        1,479        1,560        -9% -5% -1%

Amusement and Recreation 3,098        3,162        2,758        2,382        2,219        2,323        2,517        2,728        2,935        3,137        -7% 5% 8%

Transportation 4,656        5,138        5,216        5,371        5,074        5,243        5,563        5,900        6,245        6,631        -6% 3% 6%

Communication 4,028        3,837        2,807        2,565        2,544        2,656        2,788        2,957        3,145        3,345        -1% 4% 5%

Manufacturing 5,935        7,712        8,078        5,353        5,309        5,481        5,718        6,050        6,468        6,931        -1% 3% 4%

Total Nonresidential Buildings 67,653      72,389      61,426      48,522      47,325      48,914      51,562      54,955      58,930      63,143      -2% 3% 5%

NONBUILDING STRUCTURES

Power 8,544        9,851        10,711      9,246        11,226      12,743      14,700      16,526      18,110      19,851      21% 14% 15%

Highway and Street 9,919        9,886        9,904        9,731        9,838        9,969        10,561      11,239      11,774      12,259      1% 1% 6%

Sewage and Waste Disposal 3,217        3,122        2,993        3,068        2,901        3,093        3,350        3,616        3,836        4,028        -5% 7% 8%

Water Supply 2,043        2,035        1,865        1,802        1,750        1,842        2,005        2,150        2,264        2,368        -3% 5% 9%

Conservation and Development 680           636           693           817           865           913           980           1,054        1,102        1,141        6% 6% 7%

Total Nonbuilding Structures 24,404      25,530      26,166      24,664      26,581      28,560      31,596      34,585      37,086      39,647      8% 7% 11%

Total Put in Place 209,533 167,108    132,995    118,804    120,742    130,002    147,519    165,161    180,154    195,366    2% 8% 13%

* Improvements include additions, alterations and major replacements. It does not include maintenance and repairs.
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