December 16, 2004

MEMORANDUM

TO:

Members, Commission on Higher Education

FROM:
Conrad Festa

SUBJECT:
REPORT ON CONSTRUCTION COST INCREASES
Due to rising construction costs in South Carolina and the nation, colleges and universities are receiving construction bids that are far greater than their initial estimated project budgets.  In November, the low bid received by The Citadel for construction of Law Barracks was $5 million (27.8%) over the estimated project budget.  For Clemson’s Memorial Stadium renovation and construction, the responsive low bid was $9.2 million (17.3%) over the project budget.  Winthrop recently received a low bid approximately $3.5 million (16.3%) higher than expected on its Lois Rhame Physical Education Center.   

According to the Chief Economist of the Associated General Contractors (AGC) of America, construction costs in the US have risen anywhere from 10% to 20% in the past year alone.   Substantial portions of these increases are driven by Market instability and availability concerns. Other drivers are shortages of qualified labor, especially in the key trades used for high tech projects such as laboratories, and labor shortages in the transportation industry for trucking, shipping, and rail transport.1 
In the US and elsewhere, consumption of raw materials and labor intensive products is growing.  This growth is occurring at a time when “just-in-time” has replaced “just-in-case.”   Vendors are finding it necessary to hold smaller materials inventories and the ratios of inventory to sales have dropped steadily over the past three years.  Meanwhile, employment in trucking and rail dropped by 6% and 8%, respectively, from late 2000 through 2003.
   Because of the smaller inventories and transportation problems, construction materials aren’t always available when or where they are needed.        
In addition to these common factors that drive up prices, there are individual cost factors for each type of building material. Listed below are some of the most commonly used building materials along with summaries of the individual circumstances which led to the increases in costs since 2003.  The price and construction materials index tables are from the December 6 issue of ENR.
 
Steel – Worldwide overcapacity in steelmaking led to the bankruptcy or closure of more than 30 steel companies in North America.1 This caused shortages in the steel market in the US, and rising prices.  Also, beginning in early 2003, China began buying much of the scrap iron and steel – generating a steep rise in the price of scrap iron and steel.  Mini-Mills which are used to turn scrap into new steel for fabricating steel structural components began passing the higher prices for scrap onto the contractors, causing a steep increase in the price of steel used for construction.  
	Steel

	Structural Steel
	Reinforcing Bar

	Price
	$33.42
	Price
	$35.70

	Monthly % chg. from November 04
	-0.2
	Monthly % chg. from November 04
	-0.4

	Annual % change
	+31.5
	Annual % change
	+41.4

	The first quarter spike has given way to a series of smaller increases.
	Prices have slipped 2% from last September’s record high.

	Footnote:  ENR’s 20-city
 average monthly price for 8-in. deep, wide-flange beams per cwt.

	Footnote: ENR’s 20-city average monthly price for grade 60 bar per cwt.


Cement/Concrete – Much of the US is experiencing a shortage of cement and concrete products. According to AGC, most cement consumed in the US is domestically produced, but nearly ¼ of the 2003 consumption was imported.  Coastal states acquire as much as 20% to 50% of supplies from abroad.  In 2004, demand for ships to haul a variety of materials and products has driven up shipping rates beyond the price that is affordable for hauling cement.  There are shortages of cement in all states that are large importers of cement – Florida, Arizona, Pennsylvania, New Jersey, and Delaware are now in shortage condition; States in the Great Lakes areas are said to be in extremely tight supply.  The statewide shortage of cement in Florida is expected to drive the cost of concrete up by 30% during the next six months.
  Also, rising gas and diesel prices are expected to lead to an increase in fuel surcharges of over 50% per load of concrete hauled to a building site.
  Domestic capacity is slow to increase because many areas resist the opening or expanding of cement plants.  
	Cement and Concrete

	Cement
	Concrete

	Price
	$86.02
	Price
	$78.85

	Monthly % chg. from November 04
	+0.4
	Monthly % chg. from November 04
	+0.5

	Annual % change
	+3.9
	Annual % change
	+3.1

	A string of rare year-end increases has pushed prices 4% above a year ago.
	Prices rose 2% in the last two months accounting for more of this year’s gain.

	Footnote: ENR’s 20-city average monthly price per ton for type-one Portland cement.
	Footnote: ENR’s 20-city average monthly price per cubic yard for 3,000-psi ready-mix.


Petroleum and Natural Gas – Petroleum is used directly in asphalt paving and roofing materials.  Off-road construction equipment and construction trucks consume large amounts of diesel fuel. Increases in the price of diesel fuel have raised operating costs and increased freight charges on delivery of materials.  Natural gas is the raw material for polyvinyl chloride (PVC) pipe, some insulation and roofing materials.  Both fuels are used in producing energy for processing construction materials.  Oil prices are expected to remain volatile due to any number of foreign or domestic interruptions (strikes, terrorism, war, natural disasters).  Natural gas supplies are tight, with demand from residential, utility, and industrial users expected to increase substantially.  Although several liquefied natural gas importation facilities are in various stages of planning or approval, supplies will increase slowly over the next few years. 
	Asphalt and PVC Pipe

	Asphalt
	PVC Water Pipe

	Price
	$187.72
	Price
	$6.97

	Monthly % chg. from November 04
	+0.5
	Monthly % chg. from November 04
	+1.2

	Annual % change
	+12.5
	Annual % change
	+17.5

	Last July’s price increase is holding.
	Prices rebounded 1.2% from last months decline.

	Footnote: ENR’s 20-city average monthly price per ton for PG 58 paving asphalt.
	Footnote: ENR’s 20-city average monthly price for 8-in. water pipe per foot.


Wood Products – Plywood, particle board, and other wood products have become more difficult to obtain, and more costly, because of the large domestic demand.  The increased demand is fueled, in part, by the four hurricanes which struck Florida and other southeastern states this season.
	Wood Products

	Lumber
	Particle Board

	Price
	$484.59
	Price
	$404.14

	Monthly % chg. from November 04
	-1.7
	Monthly % chg. from November 04
	0.0

	Annual % change
	+9.5
	Annual % change
	+10.0

	Despite recent declines, prices are 10% higher than a year ago.
	Prices have held steady for the third consecutive month.

	Footnote: ENR’s 20-city average monthly price for 2x4 lumber, s4s, common.
	Footnote: ENR’s 20-city average monthly price for 5/8-in board.


Other materials experiencing price increases resulting from domestic and global demand include Gypsum Wall Board, Concrete Block, Ductile Iron Pipe, Corrugated Steel Pipe, Reinforced Concrete Pipe, and Copper, Aluminum, and Insulation.
Without a correction in the supply-demand imbalance, prices of construction materials are expected to continue to rise through 2005, generating higher construction costs for all capital projects.
� The Big Build-up: Growing Pressure on Construction Materials Prices and Supply, AGC, Jul 2004


1 The Big Buildup: Growing Pressure on Construction Materials Prices and Supply, AGC, Jul 2004


� enr.com, McGraw Hill Construction Economics website.


� Atlanta, Baltimore, Chicago, Boston, Cincinnati, Dallas, Cleveland, Denver, Detroit, Los Angeles, Philadelphia, Pittsburgh, Seattle, St. Louis, Birmingham, Kansas City, Minneapolis, New Orleans, San Francisco, and New York.


� Cwt stands for “Per 100 pounds.”


� miamitodaynews.com


� The Data DIGest, AGC of America
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