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Construction spending once again underwhelmed in June, with overall outlays inching 0.1
percent higher, following a 0.2% decline in May. Residential construction continues to plow
ahead, with outlays rising 1.1% in June and outlays for the first six months of the year up
24.5% from last year. By contrast, nonresidential construction outlays fell 0.9% in June
and are down 8.1% over the year on a year-to-date basis. Nonresidential construction
went into the pandemic with strong momentum, but the project pipeline quickly dried up
as more businesses tightened their belts and focused on survival. Sectors most severely
impacted by COVID shutdowns have seen the largest pullbacks.
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Construction Spending Remains Under Pressure

Total construction spending increased 0.1% in June, coming off

a slight upward revision for May. Private outlays rose 0.4%, while
public outlays fell 1.2%. All the decline was in nonresidential outlays,
which fell 0.7% in the private sector and declined 1.2% in the public
sector. Spending for new residential projects continues to increase,
with private outlays rising 1.1% and public outlays climbing 0.8%.

Within the public sector, the bulk of June's 1.2% decline was

in highway and street projects, which fell 5.3%. Spending for
educational facilities fell 0.8%, and outlays for public amusement
and recreation facilities declined 1.1%. On a year-to-date basis,
spending is down 7.1% or nearly $12 billion. Most of that drop has
been in educational facilities (-8.7% and $3.8B), public safety (-29%
and $2.6B) and transportation projects (-6.8% and $1.4B).

The weakness in highway & street and transportation projects
highlights the need for additional funding for infrastructure
projects. While a bill may soon work its way through Congress,
there is considerable funding already in place. Many state and local
governments are sitting on a mountain of cash provided by federal
stimulus programs, which could fund outlays for street and sidewalk
construction, public safety facilities and education projects later this
year.

Home Building Maintains Strong Momentum

Outlays for private residential construction projects rose 1.1%,
with practically all of the gain coming from single-family homes.
Outlays for single-family homes rose 1.8% in June and are up a
whopping 36.5% through the first six months of the year from the
same period last year. Outlays for new private multifamily projects
fell 0.1% in June but remain up 19.5% through the first six months
of this year compared to the same period in 2020. Spending for
private residential renovations and repairs rose 0.4% in June and
have risen 12.1% year-over-year, on a year-to-date basis.

Single-family construction continues to have strong momentum.
While new home sales have shown signs of weakening, part

of the problem has been a lack of homes available for sale. A
growing proportion of new home sales have been for homes where
construction has not yet started, which means builders have a
considerable backlog headed into the second half of the year.
Supply chain bottlenecks also continue to hand over home builders.
While framing lumber prices have come down recently, prices for
many other key inputs remain exceptionally high and shortages are
still commonplace.

June's slight drop in spending for new multifamily projects looks to
be an aberration. Demand for apartments strengthened during the
second quarter and rents have spiked higher and sales of apartment
communities have increased in recent weeks. We look for more
projects to move forward during the second half of the year, as
supply shortages ease somewhat.
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Construction Spending Underwhelms in June

Nonresidential Construction Remains Sidelined

The persistent weakness in nonresidential construction spending
likely reflects the knock-on effects of the pandemic. Office,
industrial, retail and hotel development went into the pandemic
with strong momentum, but developers quickly put the brakes on
new projects. Shortages of steel and other key inputs have also
compounded the timing of new projects, even those that have been
approved and fully funded.

There are areas of nonresidential construction that are moving
forward, most notably the industrial market which has seen demand
surge from the growth in online retailing as well as efforts to build
just-in-case inventories. Office development, retail development
and construction of new amusement and recreation projects
remains stymied, however, even though business has come roaring
back in much of the country. Hotels are another story. While leisure
travel has come roaring back, business travel largely remains
dormant. Meetings and conventions will pick up this fall, but the
industry looks to have abundant capacity in much of the country.

The Architecture Billings Index fell slightly in June but remains
strong at 57.1. A reading above 50 indicates that more architectural
firms are reporting an increase in billings, which tend to lead
commercial construction by nine months to a year. The unusual
nature of the COVID recession might alter this relationship,
particularly with so many firms rearranging their workplace to
accommodate social distancing and a more flexible workforce.
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