
Issue 26  |  Fourth Quarter 2018

IN THIS ISSUE

www.marcumllp.com/construction

It was a Fine Year for Nonresidential Construction
By Anirban Basu, Chief Construction Economist, Marcum LLP

America’s Construction Economy
Ask many contractors about 2018, and they
may say things like “we had more work than
we knew what to do with” or “we had a
record year.”  While this wasn’t true for all
contractors, many found 2018 to be a busy
and profitable period.  Various indicators
ranging from Associated Builders and
Contractors’ Construction Backlog Indicator
to the American Institute of Architects’
Architecture Billings Index suggest that
construction spending momentum will
persist into 2019.

While there has been some stagnation in
nonresidential construction spending growth
in recent months, according to data released
on March 4, nonresidential construction
spending totaled $750.5 billion on a
seasonally adjusted annualized basis in
December 2018, up 4 percent from a year
ago.  Public spending was up 4.8 percent on
a year-over-year basis while private
construction spending was up 3.4 percent.
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Exhibit 1. Nonresidential Construction Spending,
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Exhibit 1. Nonresidential Construction Spending, December 2018, Millions of Dollars, 
Seasonally Adjusted Annual Rate 
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Exhibit 2. Nonresidential Construction Spending, December 2015 through
December 2018
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Source: U.S. Census Bureau 

What a year!

As you’re reading this, I hope that you
can count yourself among the
contractors who found themselves
almost too busy this past year.  And, if
not, I hope that you, at least, were able
to capture even greater profits than
before, during the past 12 months.  So
many things had to come together to
create this advantageous environment
for our industry.  Of the many factors
at play, as you’ll read in this analysis of
our quarterly index, not only do
backlog indicators show that it was a
great year, but they also point towards
continued volume in the year to come.
Just a highlight: don’t miss our table on
nonresidential spending…it’s a doozy
(more than 50% of categories showed
double-digit growth over a 36-month
period including a 52% increase in the
lodging subcategory)!

As you know, Marcum counts jobs and
employment data as key indicators on
the health and status of the
construction industry (please check
out our Job Openings and Labor
Turnover report on our website).  I’m
always happy to report positive trends,
but I do tend to offer some cautions
with them and a potential labor
shortage has been my most frequent
warning.  In December alone, new
construction jobs were nearly half of
the total jobs created in the country.
Based on the momentum of 2018, I
think that labor and staffing will
continue to be at the top or near the
top of the challenges successful
construction contractors will face in
the coming months.  

Just because I have the questions
doesn’t mean I have the answers, of
course.  So, I’ll tell you something I
hold true to my heart and leave it at
that: Take care of your people and
please support the trades.

Joseph Natarelli, CPA
National Construction Industry Group
Leader, Marcum LLP

These growth figures hardly sound spectacular, but must be further considered in the context
of human capital supply constraints.  While demand for construction services has been strong,
the nonresidential construction industry’s capacity to put more construction in place has been
suppressed by a dearth of available carpenters, glaziers, ironworkers, roofers, superintendents,
electricians, etc.

It is also conceivable that the sharp increase in construction materials prices that characterized
the early months of 2018 resulted in the postponement of certain projects, translating into
truncated spending later in the year.  But with the pace of growth in construction materials
prices moderating sharply during the second half of 2018, more of these projects may come
back online, positioning 2019 as another solid one from the perspective of demand for
construction services.

Contractors certainly expect to be busy.  Between January 2018 and January 2019,
construction firms collectively added 338,000 jobs to their payrolls in anticipation of ongoing
demand.  This pace of job growth is simply astonishing given how difficult it has been to fill
available jobs.

Indeed, data from the BLS’s Job Openings and Labor Turnover Survey (JOLTS) indicate that
demand for construction workers continues to drift higher.  According to the most recently
available data, there were 7.3 million job openings across all industries in December 2018,
the highest level recorded since BLS began measuring such things.  During that month, there
were 6.3 million unemployed workers, which translates into 1.2 available jobs for each person
looking for work.   Construction contributed to the job openings tally in a meaningful way, with
88,000 new job openings registered that month.  This means that construction by itself
comprised 44 percent of the 198,000 net new job openings associated with private employers
for the month.  

Other data, including survey data, also indicate strong demand for construction workers.  The
Associated General Contractors (AGC) published its 2019 Construction Outlook Survey at
the beginning of the new year.  Among other things, contractors were asked about what they
considered the leading threat to their future.  Thirty percent of respondents listed labor
shortfalls as their top concern, ranking first on the list.  To put that into perspective, “increased
competition for projects” was a distant second with only 10 percent.  The same survey noted
that almost 80 percent of respondents plan to expand their workforce in the coming year.  
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The Associated Builders and Contractors (ABC) publishes its
Construction Confidence Index (CCI) every quarter.  The most
recent survey indicates that coming into 2019, construction
industry leaders felt confident about the near-term, at least in the
nonresidential construction sector.  Roughly two-thirds of survey
respondents indicate that they expect sales to increase during the
months ahead.  Nearly half of respondents expect profits to grow
during 2019’s initial half even in the face of rising labor costs. 

Naturally, some sections of the nation are more likely to sustain
large-scale construction worker shortages than others.  Based on
regional economic growth, these issues are likely to be most acute
in the South and the West as markets like Orlando, Phoenix,
Houston, Seattle, and Dallas continue to add jobs in large
numbers.  That said, job growth is apparent throughout
metropolitan America, including in large Midwestern markets like
Detroit and St. Louis.

Could Inflation End the Construction Expansion Cycle?
In a word, yes.  But to date, inflation has remained constrained.
That has translated into stubbornly low interest rates, which in turn
has translated into favorable cost of capital for investors and
ongoing support for new projects.  The most recent reading of the
core Consumer Price Index suggests that inflation has been
running at a 2.1 percent pace.  The Federal Reserve’s preferred
measure is the Core PCE (personal consumption expenditures)
Deflator, which indicates inflation running at a 1.9 percent pace.
This is below the Federal Reserve’s 2.0 percent target.  In other
words, even after more than nine years of economic expansion
and with the nation’s unemployment rate recently achieving a near
50-year low, inflation has not yet become problematic.

The Federal Reserve ended its zero interest rate policy (ZIRP) in
2015 when it began raising interest rates under then-Federal
Reserve Chair Janet Yellen.  As of this writing, the Fed has raised
rates nine times since December 2015, with the last hike in
December 2018.  As recently as late 2018, key Federal Reserve
officials appeared ready to further hike rates, but more recent
pronouncements suggest a pause in rate hikes.  That’s good for
real estate and construction, at least in the near-term.

National Economic Overview
In late 2017, economists and others were justifiably confident
regarding 2018’s prospects.  Financial markets performed brilliantly
in 2017, with U.S. equity values rising and the economy posting 2.2
percent growth.  With federal tax cuts passed in late 2017, the
presumption was that the U.S. economy would flourish in 2018.  

That’s precisely what happened.  Recent data from the Bureau of
Economic Analysis indicate that the domestic economy expanded
2.9 percent last year.  The year started off strong.  For instance,
during 2018’s initial three months, the economy added 228,000 net
new jobs per month on average, according to the Bureau of Labor
Statistics (BLS).  Quarterly GDP came in at a 2.2 percent annualized
rate during last year’s first quarter.

Source: U.S. Bureau of Labor Statistics 
*Construction, Mining, and Logging are included in one industry.

Exhibit 3. Construction Employment Growth, 20 Largest U.S. Metropolitan Areas Dec. 2017 v. Dec. 2018, 
Not Seasonally Adjusted
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Then things got better.  Despite growing difficulty finding new
workers in construction, manufacturing, logistics, healthcare,
hospitality, and other segments, the U.S. economy added 248,000
jobs per month on average during 2018’s second quarter.  A surge
of business investment traceable in part to tax reform allowed the
economy to expand 4.2 percent on an annualized basis during the
quarter, which would turn out to be the year’s strongest.

The impressive rate of growth persisted into and through the third
quarter, with the economy expanding 3.6 percent on an annualized
basis.  Still, there were some signs of deterioration in performance,
with business investment slowing a bit and average monthly job
growth dipping to 189,000.  There was even more evidence of
economic slowing in much of the balance of the world, with Italy
entering recession, Germany barely missing one, and emerging
nations such as Venezuela, Argentina, Turkey, South Africa, and
China sending aloft a growing chorus of concern.  China is the
world’s second largest economy and registered its slowest rate of
growth in 28 years in 2018.

Despite that, the U.S. economy managed to end the year in
reasonably strong fashion, at least from the perspective of output
growth.  Fourth quarter GDP came in at 2.6 percent on an annualized
basis.  However, financial markets turned volatile, with steep losses
registered in the Dow Jones Industrial Average, S&P 500, and the
NASDAQ.  After reaching a record high of 28,828 on October 4,
2018, the Dow began a lengthy skid, including falling by 800 points
just four days later.  By October’s end, the Dow was off nearly 2,000
points, effectively erasing gains garnered earlier in the year.

Still, the broader economy continued to perform, with 277,000 jobs
added last October, another 196,000 in November, and 222,000 to
close out the year.  That translates into an impressive 232,000 net
new jobs per month on average during 2018’s final quarter,
reminding each of us that the economy is not the stock market, and
the stock market is not the economy.

By the end of last year, America was just seven months from
sustaining the lengthiest recovery in American history.  As of this
writing, the nation has added jobs for 100 consecutive months, an
unrivaled winning streak.  Over those 100 months, the nation has
added more than 20 million net new jobs.

Warning Signals Emerge 
Though 2019 looks poised to be a good year for contractors, a
handful of ominous indicators have emerged suggesting that the
next downturn is perhaps just beyond the horizon.  Among these
is the financial market volatility that returned late last year, the
partial inversion of the yield curve (a favorite indicator of impending
economic slowing or recession among many economists), and the
fact that the unemployment rate remains below the so-called
natural rate of unemployment.  That latter circumstance prevailed
before the recessions of the early 1980s, the recession of the
early 1990s, the 2001 recession, and the 2007-2009 downturn.  

There is also evidence of a weakening U.S. industrial sector, in part
due to softening global growth and a strong U.S. dollar.  The ISM
Manufacturing Index dipped to 54.1 in December, its lowest

reading in more than two years.  While any reading above 50
indicates ongoing growth, a number of sub-indicators, including
new orders, exhibited a rapid rate of deterioration. 

Small business confidence has also been sinking of late, including
with respect to expectations for capital investment.  After the tax
cut passed late in 2017, business capital spending surged during
2018’s initial half, but was considerably more sluggish during the
second half of the year.  Falling small business confidence
suggests that business capital spending may not strengthen over
the near-term, leaving the economy increasingly dependent on
consumer outlays as a driver.

It should also be noted that indebtedness is at an all-time high.
Nominally, consumer debt has never been higher.  The same is
true for both corporate debt and the national debt, which recently
raced past the $22 trillion mark.  All of this serves as a source of
growing vulnerability even as strong economic growth appears all
but assured in the near-term.

Looking Ahead
Many economists continue to forecast an economic downturn in
2020 or 2021, but few can point to a likely triggering event.  While
economists like to say things like “economic recoveries don’t die
of old age,” many economists seem to believe that the time for the
next downturn has come.

There are many risks, including a trade war with China, sharp
declines in asset prices, and a sudden spike in interest rates
should inflation data become less benign.  However, there are also
outcomes that could serve to further strengthen economic
performance and extend the current expansion.  Among these is
a trade deal with China; the cessation of tariffs on steel, aluminum,
and softwood lumber (which would be deflationary or
disinflationary and would help keep interest rates low); a federal
infrastructure package; and further indications that the Federal
Reserve is in fact on the sidelines for now.

Perhaps the more likely outcome is that rising inflationary
pressures will eventually become apparent (it hasn’t happened
yet).  That will drive borrowing costs higher and certain asset
prices lower, which will trigger the next economic downturn.
Already, there is evidence of softening global economic growth,
weakening U.S. industrial production, slackening small business
investment, softer home price appreciation, and increasingly
sluggish auto sales.  Many economists expect this nascent
economic weakness to broaden as 2019 proceeds, but we are
fully open to the possibility that these expectations are misguided
and that the current economic expansion could persist into and
beyond 2021 given the right set of policy outcomes.
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Source: U.S. Bureau of Economic Analysis; U.S. Census Bureau; U.S. Bureau of Labor Statistics. 

[1] Advance (1st) Estimate.
[2] SA: Seasonally Adjusted. NSA: Not Seasonally Adjusted.
[3] The Producer Price Index (PPI) program measures the average change over time in the selling prices received by domestic producers for their

output. The prices included in the PPI are from the first commercial transaction for many products and some services. All figures are indexed
from a base year, that base year being different for each individual index. 



Joseph Natarelli is national leader of Marcum’s
Construction Industry Practice and office managing
partner in New Haven. For more than a decade, he
has served as a technical reviewer for the AICPA’s
Audit Risk Alert for Construction Contractors and the
AICPA Accounting Guide — Construction Contractors.
Joe has also chaired the annual AICPA National
Construction Industry Conference.

Joseph Natarelli

Services

Marcum's Assurance Services
Division provides independent
audit, attestation and transaction
advisory services to both publicly
traded and privately owned
companies in a wide variety of
industries. The Firm provides clients
with an independent and objective
view of their financial condition and
results of operations, while
maximizing the transparency and
reliability of financial information.

Attestation Engagements
Audits
Compilations & Reviews
Employee Benefit Plans
International Financial
Reporting
IT Risk & Assurance
Mergers & Acquisitions
SEC Advisory Services 
SOC Reports
Transaction Services

Marcum's Tax & Business Services
Division offers all forms of accounting
and regulatory compliance services.
Our tax professionals are 
deeply experienced in advising large 
corporations, international businesses,
foreign nationals, high-net-worth
individuals, family business owners,
local business operators and others
on complex transactions at the
local, national and international
levels. Our high degree of
specialization ensures that both the
advice and services clients receive
are specific to their needs.

Accounting Services
Bankruptcy and Insolvency 
Business Advisory
Cost Segregation
EB-5 Investor Services
Financial Statements
International Taxation
Marcum Family Office
State & Local Taxation
Transaction Advisory
Tax Controversy
Tax Credits & Incentives
Tax-Exempt Business
Tax Return Compliance
Trusts & Estates

Marcum’s Advisory Services Division
provides regulatory agencies, lawyers,
trustees, financial institutions,
insurance companies and business
owners with answers to business and
litigation matters. Our teams of
asset managers, operational
consultants, forensic experts and
accountants have the experience and
expertise to accomplish the specific
goals of our clients.

Anti-Money Laundering
Bankruptcy
Business Interruption Claims
Business Process Outsourcing
Solutions
Civil & Criminal Fraud
Computer Forensics 
Financial Advisory
Forensic Services
Insolvency Analysis
Performance Improvement
Risk Management 
Workplace Security &
Investigations

Marcum LLP is a leading provider of
business valuation, litigation support,
economic damages, and financial
forensic investigations.

We are frequently retained to provide
expert witness services relating to the
value of a business; loss of a business
or segment of a business;
determination of reasonable
compensation; and other financial
matters. Our professionals are often
court appointed or jointly retained by
the parties involved in a dispute. In
addition, our experts are regularly
invited to peer and legal conferences
to teach, and regularly publish in top
industry journals.

Business Valuations
Litigation Support
Financial Forensic
Investigations
Marital Dissolution

Anirban Basu is Marcum’s chief construction economist.
He is also a member of the Firm’s National Construction
Practice, as well as chairman & CEO of Sage Policy
Group, Inc., an economic and policy consulting firm 
in Baltimore, Maryland. Anirban leads Marcum’s research
and analysis of the economic health of the commercial
construction industry in America. Additionally, he writes
the quarterly Marcum Commercial Construction Index
and annual Marcum JOLT Survey analysis and is a
keynote presenter at the Firm’s construction industry
summits.

Anirban Basu
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Assurance Tax & Business Advisory

Marcum LLP is one of the largest independent public accounting and advisory services firms in the nation, with offices in major business markets through-
out the U.S., as well as Grand Cayman, China, and Ireland. Headquartered in New York City, Marcum provides a full spectrum of traditional tax, accounting,
and assurance services; advisory, valuation, and litigation support; managed accounting services; and an extensive portfolio of specialty and niche industry
practices. The Firm serves both privately held and publicly traded companies, as well as nonprofit and social sector entities, high net worth individuals,
private equity funds, and hedge funds, with a focus on middle-market companies and closely held family businesses.  Marcum is a member of the
Marcum Group, an organization providing a comprehensive array of professional services. For more information, visit www.marcumllp.com.  

National Construction Industry Services Leaders

Valuation & Litigation Support

JOSEPH NATARELLI
National Construction Industry Group Leader
joseph.natarelli@marcumllp.com
203.781.9710

NEW ENGLAND:
ROBERT MERCADO
robert.mercado@marcumllp.com
203.781.9730

NEW YORK:
IRA KANTOR
ira.kantor@marcumllp.com
631.414.4726

PHILADELPHIA:
EDWARD REITMEYER
edward.reitmeyer@marcumllp.com
215.297.2595

NASHVILLE:
BILL CLARK, JR. 
bill.clark@marcumllp.com
615.245.4040

FLORIDA:
MICHAEL BALTER
michael.balter@marcumllp.com
954.320.8040

CHICAGO:
TIM CROSBY
tim.crosby@marcumllp.com
847.282.6368

CALIFORNIA:
WARREN HENNAGIN
warren.hennagin@marcumllp.com
949.236.5620


