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T
his  was  not  a  ter r ible  year.
Ab out  a  ye ar  ago, we  indi -
cated that 2015 was poised to
be the best year of  the recov-
er y thus far. Remarkably, we

appear to be correct. The International
Monet ar y  Fu nd  re cent ly  i s sue d  t heir
est imate for U.S. economic grow th for
this year. The estimate stands at 2.6 per-
cent, which would be the best year since
the recover y  began. In  2010, the  U.S.
economy expanded 2.5  percent. 1 Why
then are so many people still so gloomy?

If  the economic recover y were likened
to a col lege basketbal l  game, we would
be in the early to mid-stages of  the sec-
ond half. With the arr ival  of  mid-June,
the nat ion completed its  s ixth year of
economic recover y and has entered its
seventh. As of  this w rit ing, the nat ion is
in its  76th month of  recover y.

Once upon a t ime, people would have
been r ight to fret that the end was nigh.
The average post–World War II recover y
has lasted about 58 months, slightly more
than 4.5 years. The previous three eco-
nomic recoveries lasted an average of  95
months, nearly 8 years. The average dura-
t ion of  economic expansions between
1860 and 1945 was just 26 months. The
cur rent  recover y  may st i l l  have  a  few

bir thdays in front of  it  and could end
up challenging the lengthiest recover y in
U.S. histor y, which lasted precisely 120
months between March 1991 and March
2001.

It  took us a  long t ime to ar r ive at  the
middle  phase  of  the  recover y. This  is
t y pical ly  the leng thiest  phase of  recov-
e r y  a n d  u l t i m a t e l y  g i v e s  w ay  t o  t h e  
late phase when the economy overheats.
Already, signs of  overheating are emerg-
ing, par t icularly w ith respect to emerg-
i n g  s k i l l s  s h o r t a g e s  i n  ke y  i n du s t r y
categor ies  l ike t r ucking and constr uc-
t i o n . D e s p i t e  t h i s , av e r a g e  h o u r l y  
ear nings across  a l l  industr ies  are  col-
lect ively up only 2 percent over the past
year nat ional ly, wel l  below the Federal
Re s e r ve’s  g o a l  o f  3 . 5  p e rc e nt . 2 C o n -
str uct ion wages are up by 2.4 percent  
year-over-year. There are also indications
that  cer tain real  estate  and technolog y
s e g m e nt s  h av e  b e c o m e  o v e r h e a t e d , 
w ith purchase pr ices  rocket ing higher
a n d  c a p i t a l i z a t i o n  r a t e s  r e m a i n i n g
unusual ly  low.

No n re s i d e nt i a l  c o n s t r u c t i o n  h a s
emerged as one of  the economy’s lead-
ing drivers. Led by a surge of  investment
in factories, hotels, casinos, and office
space, nonresidential construction value
put-in-place is  up by more than 12 per-
cent over the past year. 3

C o nt r a c t o r s  w ou l d  l ove  fo r  t h at
m o m e nt u m  t o  c o nt i nu e , b u t  mu c h
depends on macroeconomic performance
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Despite enter ing its seventh year,  the country’s 

economic recovery remains fragi le.
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in  2016 and b eyond. Already, cer t a in
warning signs can be seen. For instance,
job grow th has begun to soften recently.
After adding an average of  nearly 250,000
j o b s  p e r  m ont h  du r i n g  t h e  on e - ye a r
period stretching from July 2014 to July
2015, the nat ion added only 136,000 net
new jobs in August according to a revised
est imate and 142,000 jobs in September
accord i ng  to  a  pre l i m i nar y  e s t i m ate .
While two surprisingly tepid months of
end-of-summer data  should not  raise
blar ing a lar m b el ls , s omething is  not
quite r ight w ith the economy.

Job grow th is typically a lagging indi-
cator, meaning that something else has
happened to the economy to cause the
recent softness. There are many candi-
date explanations. At the top of  the l ist
is  a slow ing global economy.

There has been a running thesis sug-
gest ing that the so-cal led BRIC nations
— Brazi l , Russia, India, and China —
would eventual ly  supplant  the United
States  as  the pr imar y dr iver of  g lobal
economic expansion. This hasn’t  hap-
pened yet. China is set to sustain its low-
est rate of  annual economic expansion
in at least 20 years. Brazil is in a deep reces-
sion, and Russia’s is even deeper. Among
the BRIC nations, only India, the world’s
largest democracy, is having a solid year
economical ly. Unlike Russia and Brazil ,
oi l  production is not a primar y source
of  g row t h  i n  I n d i a . I n d i a’s  p r i m a r y
resource is  a large and grow ing popula-
t ion of  talented, educated young peo-
ple, the ult imate renewable resource.

In addition to weakness in the emerg-
ing world, much of  the developed world
continues to be sluggish. Europe’s malaise
is well  know n, and the emerging refugee
cr is is  w i l l  put  addit ional  pressure  on
labor markets already associated w ith
high unemployment and strained central
government budgets. The Canadian econ-
omy, to which the United States expor ts
more output than any other nation, actu-
al ly recessed during the first  half  of  the
year, weighed dow n in large measure by
the collapse in commodit y prices. This
helped bring the nat ion’s Liberal par t y
back into power, promising new taxes
on the r ich and higher levels of  govern-

ment spending. The Japanese economy
also continues to perform errat ical ly.

Another factor contributing to global
economic weakness  is  the fact  that  the
U.S. dol lar  is  much stronger than it  was
a year ago. As of  this  w r it ing , one dol-
l a r  c a n  p u r c h a s e  1 2 0  Ja p a n e s e  y e n .
Roughly a  year  earl ier, the dol lar  could
buy around 100 yen. Today, one euro
can purchase $1.12. It  wasn’t  that  long
ago that  a  s ingle  euro could purchase
$1.38. Several  years  ago, one Canadian
dol lar  could purchase  more than one
U.S. dol lar. Today, the Canadian dol lar
purchases only about three-quar ters  of
a U.S. dol lar.

The result has been stifled U.S. exports.
U.S. exports are on track to decline in 2015
for the first  t ime since the financial  cr i-
sis, despite a nat ional  push to expand
s h i p m e nt s  a b ro a d . Ac c o rd i n g  t o  t h e  
U.S. Commerce Depar tment, expor ts of
goods and ser vices were dow n 3.5 per-
cent in July compared to the same period
one year ago.

In addit ion to st rains  coming f rom
the g lobal  economy, the public  sector
continues to be a relat ive drag on U.S.
economic grow th. The inabilit y of  Con-
g ress  to  extend t he  nat ion’s  Hi g hway
Tr ansit  Fund in  meaning f ul  ways  has
delayed project starts. Recent fears regard-
ing another federal  gover nment shut-
d ow n  h ave  a l s o  c o nt r i b u t e d  t o  a
not-yet-recovered economy. On top of that,
t here  remains  a  lack  of  t r ansp arenc y
regarding tax treatment of  equipment
and re lated  purchases , w hich  f ur t her
undermines current grow th.

To the extent that the economy is per-
forming, it is largely in interest rate–sen-
s i t i ve  a re a s . L ow  i nt e re s t  r at e s  h ave
represented a  b o on to  nonres ident ia l
construction. With interest rates remain-
ing at  or  near histor ic  lows, investors
have been hunt ing for y ield anywhere
they can find it. Hotels, office buildings,
and other structures have emerged as a
favorite among investors, fueling con-
struct ion in the process. Developers are
also supported by an extraordinarily low
cost of  capital. Of  course, an expectedly
sharp rise in interest rates would under-
m i n e  n o n re s i d e nt i a l  c o n s t r u c t i o n’s
presently brisk recover y.
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Consumer spending is  at  the top of
the l ist  of  economic grow th contr ibu-
tors in the United States. Despite st i l l-
soft wage grow th, consumers continue to
lead the way, spending more on restau-
rants, automobiles, electronics, and lodg-
i n g . L ow  i nt e re s t  r at e s  re p re s e nt  a
consumer inducement, especially regard-
ing the purchases of  new cars, now back
to pre-recession levels or better.

Residential construction continues to
represent another impor tant economic
driver. Both multifamily and single-fam-
i ly  seg ments  have  b een on the  mend.
According to a recent repor t from Tru-
l ia , a  rea l  es t ate  l is t ing  and analy t ics
company, multifamily construction activ-
it y is  elevated relat ive to historic aver-
ages  in  more than one-quar ter  of  the
nat ion’s  largest  met ropolitan housing
markets. In red-hot  markets  l ike New
York Cit y, act iv it y is  four t imes the nor-
m a l  ave r a g e ;  i n  B o s t o n , t r i p l e . 4 As
rep or te d  by  C N B C , D a l las , Hou s ton ,
Seattle, Los Angeles, and San Francisco
are all experiencing above-average apart-
ment construct ion while experiencing
below-average supplies of  homes avail-
able for sale. 5 These and other markets
are know n for their capacit y to attract
young college graduates in large numbers,
and the in-migration of young knowledge
workers is  helping propel  mult ifamily
development booms.

U.S. housing starts expanded to a near
eight-year high in July. 6 Through that
month, housing star ts have been above
a one-mil l ion-unit  pace for four con-
secut ive months. Interest ingly, s ingle-
family construction has been at the heart
of  recent resident ial  recover y. In July,
groundbreaking for single-family homes
surged by nearly 13 percent to an annu-
alized pace of  782,000 units, the high-
est level since December 2007, the initial
month of  the Great Recession.

Where are the workers?
The U.S. construct ion industr y added
8,000 net new jobs in September af ter
adding 5,000 posit ions in both July and
August, according to data made avail-
able by the United States Bureau of  Labor
Stat ist ics. These employ ment gains are

nothing to w rite home about; the sector
added 52,000 more jobs over the same
three-month period in 2014. Nonresi-
dential  construct ion, along w ith its res-
i de nt i a l  cou nte r p a r t , h a s  w ave re d  i n
recent months, oscillating between unin-
spired employment growth and job losses.
These employ ment patterns appear dis-
t inctly at odds w ith spending data that
indicate the industr y has become much
busier in recent months.

The most  l ikely  explanat ion is  that
the construction industr y has nearly run
out of construction workers to hire. Many
w ith construct ion-relevant ski l ls  have
lef t  the industr y or the workforce alto-
gether. When construction employ ment
peaked at 7.7 mil lion jobs in June 2007,
the industr y’s unemploy ment rate sat at
5.9  percent. Today, w ith const r uct ion
employment totaling 6.4 million (16.8 per-
cent  lower than the peak), the unem-
p l oy m e nt  r at e  i s  e i g ht - t e nt h s  of  a
percentage point lower at 5.1 percent.

T he  economics  of  f r ust r at ion have
been at work. Approximately 2.3 million
con s t r u c t i on  wor ke r s  l o s t  t h e i r  j o b s
between 2006 and 2011. Where did they
go? Huber t Janicki and Erika McEntar-
fer, two economists at the Bureau of Labor
Statistics, attempted to answer this ques-
t ion. 7 Using data made available by the
Census Bureau, Janicki and McEntarfer
found that  nearly  40 percent  of  those
displaced workers returned to the indus-
tr y, though not necessari ly in the same
job. Another 770,000 workers, or one-
third, sw itched indust r ies . Many now
work in energ y, retail, trucking, or man-
ufacturing. One-quarter of  the displaced
workers had not found any replacement
employ ment by the end of  2013.

Perhaps the most disconcerting aspect
of  Janicki and McEntarfer’s findings was
a shif t  in hir ing, w ith firms becoming
less l ikely to hire younger workers. The
industr y experienced a steep decline in
the rate of  19- to 26-year-old hires, while
the rate  of  hir ing older, more exper i-
enced workers declined at a much more
gradual pace. This l ikely has less to do
w ith firms than the workers themselves.
Too few young people are entering the
construction industr y, which means that

20 CONSTRUCTION ACCOUNTING AND TAXATION NOVEMBER/DECEMBER 2015 NATION IN RECOVERY

CONSUMER
SPENDING IS 

AT THE TOP 
OF THE LIST OF

ECONOMIC
GROWTH

CONTRIBUTORS 
IN THE UNITED

STATES.



. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .      

firms are largely left to compete for older
personnel.

Construction input prices plummet
Constr uct ion mater ia l  pr ices  plunged
1.6 percent in September af ter  fa l l ing
0.9 percent in August, according to Pro-
ducer Price Index (PPI) data released by
the United States Bureau of  Labor Sta-
tistics.8 Year-over-year prices have fallen
5.3 percent, the largest decline in more
than six years. Nonresidential input prices
exhibited an even steeper drop, fal l ing
1 . 6  p e rc e nt  o n  a  m o nt h l y  b a s i s  a n d  
6 percent on a yearly basis.

Inexpensive material prices are noth-
ing to complain about in the shor t run.
With tightening labor market conditions
and the prospect of  higher wages, defla-
tion in input prices may help contractors
maintain their profit  margins.

Full recovery at last
The all-time high in nonresidential con-
struct ion value put-in-place occurred
in October 2008. By Januar y 2011, non-
residential  construct ion spending had
fal len 30 percent. The industr y is  now
nearly fully recovered. According to data
released by the U.S. Census Bureau, non-
residential construction spending, which
totaled $696.3 bi l l ion on a seasonal ly
adjusted annualized basis in August, is
only 2.5 percent lower than its  prere-
cession peak.

No seg ment  has  exhibited  as  much
dy namism as manufacturing. Despite a
loft y U.S. dollar and stagnant expor ts,
construct ion related to manufacturing
expanded 58 percent during a recent 12-
month period. Announced investments
by Volvo, Boeing, Mercedes, and others
imply that manufacturing-related con-
struct ion w il l  remain act ive. Low nat-
ural gas and oil  prices may be helping to
fuel manufacturing expansions.

Looking ahead
The U.S. economy is  posit ioned to be
decent in 2016 but not spectacular. It  is

likely that the economy will have to wres-
t l e  w i t h  h i g h e r  i nt e re s t  r at e s  a n d  a
stronger dollar next year. The net exports
categor y of  GDP is already a significant
drag on grow th, as  is  the gover nment
spending categor y. We don’t expect that
to change.

The recover y w il l  continue to be led
by  consu me rs . Wa ge  g row t h  i s  s e t  to
accelerate a bit  next year, especial ly in
the construction sector and other indus-
tr ies affl icted w ith skil led labor shor t-
ages. Despite entering its seventh year,
the recover y remains fragile and heav-
i ly  dependent upon ultra-low interest
r at e s . T h i s  i mp l i e s  t h at  t h e  Fe d e r a l
Reser ve  w i l l  t ig hten monet ar y  pol ic y
only gradually next year.

Although the federal government con-
tinues to suffer from gridlock, more states
and municipalit ies are associated w ith
improved finances. That should help bet-
ter support spending in infrastructure cat-
egories next year. n
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