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“I think I can. I think I can.” Like “The Little Engine That Could,” with 

a score of 60.1 this quarter, NRCI panelists appear to be thinking more 

like the little engine slowly climbing the steep hill to recovery. A nice 

little metaphor for the slowly improving nonresidential construction 

markets; however, we are talking about a very large engine pulling a 

thousand cars on rails and over bridges that aren’t all in the best of 

repair. The economic infrastructure is still needing repairs just like 

the actual infrastructure of the nation. Nonetheless, our numbers this 

quarter continue to indicate that the train is chugging along and trying 

to stay positive as it pulls all those heavy rail cars along with it. 

This quarter, for our current issues questions, we looked at a couple 

of potential economic derailers. The !rst is the potential effects of the 

federal budget sequestration on construction markets from both public 

and private market perspectives. As you may recall, the sequestration 

is part of the Budget Control Act of 2011 that called for across-

the-board budget cuts split evenly between defense and domestic 

spending. It was a sort of stalling tactic to agree to disagree that most 

agreed was such a bad solution that a bipartisan super committee was 

appointed to come up with a better solution than the blunt instrument 

of sequestration. It was such a bad idea, according to most, that the 

politicians, after a slight delay, let it go into effect last March. So how’s 

that working out? One of the !rst fallouts of the budget cuts was the 

reduction in air traf!c controllers’ time. That started to cause major 

delays at airports, slowing business travel and threatening a slowdown 

in the economy. So that part of the plan was !xed in rapid fashion. 

What about the effects on the construction industry? We may have 

asked this question a bit too early. As of this quarter, only 19% of 

panelists have seen any impact on their public sector work, and a 

mere 6% have seen an impact on private sector work. Still, many are 

unsure as the budget cuts are only just working their way through the 

economic and bureaucratic systems. Panelists’ expectations for how 

much of an impact sequestration will have on their business are quite 

varied, but, for public project funding, it could be around a 4 percent 

reduction in business. In private construction, it might only be a 1 

percent drop for now. Thirty-two percent of panelists think the reason 

they have seen so little impact from sequestration at this point is that 
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Overall Economy: 

At 69.8, the index score for the overall economy is the 

highest it has been since the second quarter of 2012 when 

it was 72.8. We are now seeing a little bit of momentum 

building, and it appears that this component is pulling the 

others up with it.

Overall Economy Where Panelists Do Business: 

The overall economy where NRCI panelists do business 

improved 5.8 points this quarter to a solid 70.2.

Panelists’ Construction Business: 

Not surprisingly, it takes some time for the construction 

business to catch up with improvements in the overall 

economy. This index component is still moving in a positive 

direction up 4.1 this quarter to 67.3.

Nonresidential Building Construction Market Where 

Panelists Do Business: 

As is often the case, panelists see their business as a little 

better than the overall markets they work in. At 66.0, this 

component moved up 6.8 points.

Expected Change in Backlog: 

Even though the median current backlog for all panelists 

reporting remains at nine months this quarter, the expected 

change in backlog rose to 66.4 from 60.1 last quarter, 

indicating that panelists expect more projects to get the go- 

ahead in the next quarter.

NRCI Second Quarter 2013 Highlights

the impacts were exaggerated and the cuts can be managed within the overall federal budget. Still, 20% think we haven’t seen the 

deeper, dif!cult impacts arrive yet. Forty-three percent of those who have seen large impacts on their work so far are unsure of 

the cause. It continues to be the large amount of uncertainty about what Congress will or will not do (emphasis on the will) that is 

helping to hold down investors in this economy.

Are panelists seeing labor shortages right now? Not much, but it could be a much broader problem next year. It is worth looking 

at the detail below, because there are currently some regional labor shortages, and for particular trades and laborers, assuming the 

economy keeps chugging up hill, panelists expect some more serious shortages in the next year or so.

Bottom line, if we can see a bottom line at this time, is that we hope Congress and the president can avoid derailing our little engine 

that probably can make it up the hill as long as those on “the hill” think positively and !nd reasonable solutions or at least avoid 

more derailers. Or, to think of it in another way, the Congressional Budget Of!ce has estimated 

that the sequestration may have a dampening effect on growth of around 1.5%. In our latest 

forecast for overall nonresidential construction, we are expecting 5 percent growth with the latest 

GDP just over 3%. Austerity measures could slow down the momentum the train needs to get 

over the hill.

Executive Summary continued ...

Cost of Labor and Construction Materials: 

These two components are helping to hold down the 

overall NRCI score. When these components go up, it 

brings the overall index down, and this quarter no panelist 

indicated that either cost of materials or cost of labor was 

lower than last quarter, with cost of construction materials 

increasing for an index number of 16.0, and the cost of 

labor increasing for an index number of 23.0. However, 

while these components add to the cost of construction, 

one can also take the view that the market is strong enough 

for materials producers and labor to seek increases. 

Productivity: 

Productivity has been slipping since the early days of 

the recession when everyone was doing more with fewer 

people. At 51.6 this quarter, it is 0.8 points better than last 

quarter; so it isn’t much, but it is an improvement.

The Effects of Sequestration: 

One of the hottest issues that could potentially affect the 

economy one way or the other right now is the federal 

government sequestration. We asked panelists how 

sequestration is affecting their business both in the public 

and private sectors. In the public sector, 19% reported 

that they have already seen the impact of sequestration on 

their public work. The amount that sequestration might 

reduce their public work varies widely, but the majority of 

the response expects a reduction anywhere from 0 to 4%. 

Only 6% say they are now seeing some reduction in private 

work due to sequestration, and 69% of panelists expect 

that to be no more than -1%. 

Thanks to all of the panelists who 

help make the NRCI a useful gauge 

of nonresidential construction 

activity. We value your opinions and 

appreciate your taking the time to 

share your experience.
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Expected Labor Shortages: 

After losing more than 30% of the construction labor force 

during the recession, we asked panelists if they are seeing 

skilled craft labor shortages in some areas now and what their 

expectations are for the year ahead, assuming business will 

continue to improve. The majority of panelists reported few 

labor shortages at this time; however, a signi!cant number 

are reporting some regional labor shortages. Looking at a 

year from now, the number of regional labor shortages 

goes up signi!cantly, and 22% expect severe shortages for 

construction laborers.

FMI Nonresidential Construction Index 
(NRCI) Scores  |  Q1 2008 to Q2 2013  
(Scores higher than 50 indicate expansion, below 50 
indicate contraction.)
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The Effects of the Sequestration

As noted in the summary above, one of the hottest issues that could potentially affect the economy one way or the other right now 

is the federal government sequestration. We asked panelists how sequestration is affecting their business both in the public and 

private sectors. In the public sector, 19% reported that they have already seen the impact of sequestration on their public work. 

The amount that sequestration might reduce their public work varies widely, but the majority of the response expects a reduction 

anywhere from 0 to 4%. Only 6% say they are now seeing some reduction in private work due to the sequestration, and 69% of 

panelists expect that to be no more than -1%.

It appears that most panelists think that the sequestration is more a political device or a last resort to get at least some cuts in 

government spending. Some think it doesn’t go far enough; others are still concerned that the situation is just continuing the 

uncertainty that is holding the economy back. 

Current Issues
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Selected comments on sequestration: 

 Eventually it will affect the private sector as much, if not more, than the public sector because of the ripple effect it will have 

on individuals’ spending ability.

 Headquartered in the D.C. region, we’ve seen a contraction of our private sector government contracting clientele.

 I believe government leaders can cut waste and inef!ciencies, perhaps 10% to 20%, without affecting economic growth.

 It has de!nitely impacted our military environment; however, it is just too early to assess whether this is just an initial over-

reaction or reality for the future.

 Our market is private. I presume impacts to the economy (perceived or real) will impact lenders, which will impact us. 

Hard to say if it matters yet.

 Sequestration in baseline budgeting amounts to a cut in future growth of a department’s budget. Every aspect/agency is 

starting with at least the same amount as last year. Obama is playing political football by trying to hurt people in areas most 

visible for the media to pick up on.

 Sequestration may cause some inconvenience, but it is the only way to cut anything in our government. Hopefully, they will 

compromise and make targeted cuts as opposed to across the board.

 The lack of political leadership in Washington is creating uncertainty, and many businesspeople are hesitant to act on 

increasing employment and making capital expenditures as they wait for direction and rules affecting their businesses. We 

need some certainty, regardless of what it is.

 The uncertainty causes a wait-and-see attitude that ripples through the entire economy.

 They need to make larger cuts.

 We anticipate little to no effect on our business, which is largely private work with minimal reliance on federal funding.

Have you seen the impact of sequestration on your public sector work 
(federal/state/local)?

EXHIBIT 3
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To what degree will sequestration reduce project funding in the public sector?EXHIBIT 4

Have you seen the impact 
of sequestration in your 

private sector work?

EXHIBIT 5

To what degree will sequestration reduce project funding in the private sector?EXHIBIT 6
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If you have seen very large impacts of sequestration (over 10-20% of your work  
affected) to what do you attribute this?

EXHIBIT 8

EXHIBIT 7If you have seen very little or no real impact for the sequestration, do you 
believe it is because:
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Potential Labor Shortages

Repeating what was noted in the summary above, after losing more than 30% of the construction labor force during the recession, 

we asked panelists if they are seeing skilled craft labor shortages in some areas now and what their expectations are for the year 

ahead assuming business will continue to improve. The majority of panelists reported few labor shortages at this time; however, a 

signi!cant number are reporting some regional labor shortages. Looking at a year from now, the number of regional labor shortages 

goes up signi!cantly, and 22% expect severe shortages for construction laborers. According to panelists’ comments quoted below, 

construction companies are looking at a number of solutions to ameliorate the expected shortages, including training for less 

skilled labor, greater use of prefabrication and working for immigrant labor reform. Nonetheless, a number of panelists aren’t very 

concerned that these problems are imminent unless backlogs start to grow much faster than they are growing now. 

If you are currently experiencing shortages of skilled craft labor in your markets, how 
severe are they for the following listed trades? (Scale of 1 to 5 where 1=Few labor 
shortages, 5=Severe labor shortages)

EXHIBIT 9
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Selected comments on the potential for labor shortages as business improves: 

 As with past deep recessions within our industry, many tradespeople are leaving the industry to !nd new careers, never to 

return.

 Business activity, including new projects to bid, has increased over the past two years, although margins are low and risk 

remains high as competition for work is aggressively competitive. Activity seems to have leveled off over the past year, and 

we are concerned about underlying threats to the economy.

 Immigration reform has the greatest potential to solve the labor shortages for our industry. If the Republicans (who in my 

opinion have been on the wrong side of this debate from the onset) do not get this reform bill done correctly, I predict they 

will not only lose the Latino community as a whole but also !nd many business owners have switched parties for the lesser 

of the two evils! For the record, I have always voted Republican but have considered congressional seats as optional due to 

this one issue, and I have explicitly withheld contributions for those unwilling to speak the truth about immigration.

 Labor cost inputs rising due to Obamacare. 

 Plenty of workers around. Keeping them productive is a problem since they don’t have any incentive to !nish a job. They 

know there is not another job coming.

 The biggest growth is in the merit shop markets, which have minimal training programs. I expect a worsening shortage, 

which will lead to some signi!cant wage in$ation.

 The labor shortage will grow. More severe shortage of quali!ed welders.

 The long duration of the recession, compounded by the high wages in the oil exploration arena as a result of fracking, is 

impacting our labor pools.

 There is no question that the construction labor market has signi!cantly retracted. It is only a matter of time before demand 

will exceed supply. We are really concerned about it. Our recent backlog has had a lot of tenant work and limited new 

construction, so our cement !nishing crews have dwindled down to key foremen (one of several examples). We see a big 

pent-up demand for new construction developing in our backlog. We don’t have the crews to respond, but we are address-

ing the issue now.

ONE YEAR from now, what are your expectations of shortages of skilled craft labor in 
your markets? How severe might they become for the following listed trades? 
(Scale of 1 to 5 where 1=Few labor shortages, 5-Severe labor shortages)

EXHIBIT 10
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* A note on the use of the diffusion index: Do not interpret diffusion index values in the same manner as averages, because a simple increase or decrease in 

a diffusion index does not necessarily imply an improving or declining result. For example, if a diffusion index moves from 31 last quarter to 35 this quarter, 

it does not imply the market has improved. A reading above 50 indicates improving or expansion, 50 indicates remaining the same, and below 50 indicates 

worse or contracting. Therefore, if a reading goes from 31 to 35, then the result still implies a decline from the previous quarter because 35 is below 50; 

but the decline is not as great as the previous decline because 35 is above 31. As another example, if the diffusion index changes from 31 to 65, it implies 

improvement over the previous quarter, not because 65 is above 31, but because 65 is above 50.

NRCI Scores
> 50 indicates growth (better)

< 50 indicates slowing (worse)

Delays and CancellationsFMI Nonresidential Construction Index Detailed Results by Market Sector EXHIBIT 11

Dangerously Low                    Very Low / Significant Drop                    Low Positive Growth Indicator                                          Very Positive Growth Indicator

 There will not be any shortages in the foreseeable future.

 We are a union contractor, and the union halls have many people on the bench waiting to get back to work.

 We are learning how to work with less skilled craftsmen. It might be from some amounts of prefabrication and assembly, or 

it might be from better tools and equipment, but I cannot say exactly how for sure.

 We believe the market must improve substantially before we experience labor shortages; however, we believe they are likely 

over time with a reallocation of workers into other markets in addition to expected retirements over the next decade.

 We need to allow immigration reform for immigrants to work in the construction industry.

 We will be looking at prefabrication and new recruiting processes to !ll our labor shortages.

 Where we have seen labor shortages in Northern California (Bay area), we have supplemented with carpenters and cement 

masons from the Southern California and Las Vegas areas.
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Delays and Cancellations

Note: NRCI scores and component scores are based on a diffusion index where scores above 50 represent improving or expanding, a score of 50 represents remaining the same, and 

a score below 50 represents worse than last quarter or contraction.

EXHIBIT 13

Size of the Organization in Annual Revenue Type of Contracting Business Primary Region in Which Panelists Work

EXHIBIT 14 EXHIBIT 15

Delays and CancellationsNRCI Component Indexes — Comparisons of Results: Q1 2013 to Q2 2013 EXHIBIT 12

Dangerously Low                    Very Low / Significant Drop                    Low Positive Growth Indicator                                          Very Positive Growth Indicator
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* A note on the use of the diffusion index: Do not interpret diffusion index values in the same manner as averages, because a simple increase or decrease in 

a diffusion index does not necessarily imply an improving or declining result. For example, if a diffusion index moves from 31 last quarter to 35 this quarter, 

it does not imply the market has improved. A reading above 50 indicates improving or expansion, 50 indicates remaining the same, and below 50 indicates 

worse or contracting. Therefore, if a reading goes from 31 to 35, then the result still implies a decline from the previous quarter because 35 is below 50; 

but the decline is not as great as the previous decline because 35 is above 31. As another example, if the diffusion index changes from 31 to 65, it implies 

improvement over the previous quarter, not because 65 is above 31, but because 65 is above 50.

NRCI Scores
> 50 indicates growth (better)

< 50 indicates slowing (worse)

Delays and CancellationsFMI Nonresidential Construction Index (NRCI) Component Results Q1 2013 and Q2 2013 EXHIBIT 16

Dangerously Low                    Very Low / Significant Drop                    Low Positive Growth Indicator                                          Very Positive Growth Indicator



All individual responses to this survey will be con"dential

and shared outside of FMI only in the aggregate.

All names of individuals responding to this survey will

remain con"dential to FMI.

H O W  T O  B E C O M E  A N  N R C I  P A N E L I S T

If you are an executive for a construction !rm in nonresidential building markets and would like 

to become a panelist for the FMI Nonresidential Construction Index, please send your information 

or questions about this survey to Phil Warner at pwarner@fminet.com. The survey is sent 

to panelists quarterly and should take approximately 10 minutes to complete. Panelists will 

receive the full quarterly report free of charge.

CONFIDENTIALITY

A B O U T  T H I S  R E P O R T

The data in this report is presented as a sampling of 

construction industry executives voluntarily serving 

as panelists for this survey. The responses are based 

on their experience and opinions, and the analysis is 

based on FMI’s interpretation of the aggregate results. 

All trends are based on a limited series of data that 

may or may not represent the larger population. We 

must caution that major decisions should not be 

made without additional investigation and research of 

speci!c geographic and construction market segments.
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Raleigh — Headquarters

5171 Glenwood Avenue

Suite 200

Raleigh, NC 27612

T 919.787.8400

F 919.785.9320

Denver

210 University Boulevard

Suite 800

Denver, CO 80206

T 303.377.4740

F 303.398.7291

Scottsdale

14500 N. Northsight Boulevard

Suite 313 

Scottsdale, AZ 85260

T 602.381.8108

F 602.381.8228

Tampa

308 South Boulevard

Tampa, FL 33606

T 813.636.1364

F 813.636.9601

About FMI

FMI is the largest provider of management consulting, investment banking and research to the engineering and construction industry. 

We work in all segments of the industry providing clients with value-added business solutions, including:

 Strategic Advisory

 Market Research and Business Development 

 Leadership and Talent Development 

 Project and Process Improvement 

 Mergers, Acquisitions and Financial Consulting 

 Compensation Data and Consulting

 Risk Management Consulting

Founded by Dr. Emol A. Fails in 1953, FMI has professionals in of!ces across the U.S. FMI delivers innovative, customized solutions 

to contractors, construction materials producers, manufacturers and suppliers of building materials and equipment, owners and 

developers, engineers and architects, utilities, and construction industry trade associations. FMI is an advisor you can count on to build 

and maintain a successful business, from your leadership to your site managers.


