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Introduction
FMI, a leader in management consulting, investment banking† and people 

development for the engineering and construction industry, is pleased to 

present the 2016 U.S. Markets Construction Overview. This publica-

tion offers insights into some of the construction industry’s most complex 

business challenges.

FMI publishes the U.S. Markets Construction Overview annually. The 

Overview includes a comprehensive report on current and emerging con-

struction trends and forecasts the growth or decline in each market seg-

ment, noting both short-term and long-term considerations. 

We hope this document provides you with a thorough understanding of 

economic and other major issues affecting the industry and serves as a 

starting point for your company’s strategic planning efforts. However, we 

must caution that major decisions should not be made without additional 

investigation and research of your own specific geographic and construc-

tion market segments.

We welcome your comments and questions. Your feedback is im-

portant and helps us to improve our service to you. Please email us at  

outlook@fminet.com to give us your input about the Overview and to 

reserve a copy of next year’s issue.

 

†Investment banking services provided by FMI Capital Advisors, Inc., a registered broker-dealer and wholly owned subsidiary of FMI.
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Executive Summary

Executive Summary
Welcome to FMI’s 32nd annual publication of the U.S. Markets Construction Overview. It has been 

a long time since we could report on and write about companies in the industry returning to profit-

able growth. You will see that theme in this year’s publication. It is nice to be dealing with recovery 

and expansion again. Many people in the industry would suggest that it is long overdue.

Back in 2008, construction volume was high, but virtually everyone in this industry could see major 

trouble on the horizon. I recall a meeting that year where someone articulated the hope that the U.S. 

did not have a “lost decade,” in a vein similar to Japan. That was seven years ago. Like much of the 

general economy, the construction industry recovery has been painfully slow, spotty and inconsistent. 

Construction put in place domestically peaked at $1.32 trillion in 2008. We do not forecast exceeding 

that number now until 2018. That is, of course, a decade.

In general, most firms have seen their revenues returning in the past few years. Margins have been 

more elusive, but are now beginning to show some signs of life. The industry is growing at 7 to 8%, 

which is a sure sign of an up cycle, given that the long-term growth rate is only that of inflation. Weak 

sectors are close to inflationary growth rates, but strong sectors are pulling the industry forward with 

8 or 9% growth rates, with select subsectors and certain geographies doing even better.

Notwithstanding recent turmoil in the oil and gas markets, construction opportunity remains strong 

in the right places. Midstream and downstream activity is a current example, as the U.S. prepares for 

the strong possibility of becoming the No. 1 energy exporter in the world. In a similar fashion, power, 

energy and utility markets will continue to produce opportunity, although the specifics of the exact 

spending patterns will change with the vagaries of regulatory and demand issues. Muted energy costs 

will also abet continued resurgence of manufacturing and industrial activity. At this writing, there are 

very few construction markets that are “overbuilt.” In fact, most markets have a net demand situation. 

The obstacles that exist to future growth have mostly to do with the flow of money – both public and 

private – into capital expenditure programs. This is likely to be the case for some time. But industry 

recovery is still in full swing, and opportunity is on the current horizon.

As companies now turn to rebuilding, industry CEO agendas are shifting to growth, earnings capacity 

and risk mitigation. Many of the pressing issues for senior managements have shifted along with the 

return to growth. Perhaps the most obvious and predictable of these is the renewed “war for talent,” 

which is back with a vengeance. Most senior managements are keenly aware of the talent problem, 

its underlying causes and exacerbating issues. Which senior managements develop and implement 

the most effective programs to compete for talent is an open question. As with any competition for 

a scarce resource, there will be winners and losers. By necessity, companies will need to win on the 

issues to achieve meaningful growth objectives. 
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We continue to see the megaproject trend, especially in the growth of projects sized between $500 

million and $1 billion. Procurement patterns are also shifting as owners seek to attract teams capable 

of producing large, complex or otherwise specialized projects. Some procurements require so much 

specialized talent or upfront investment, that only large companies can effectively compete for them. 

This continues to reinforce a market that has already stratified based on scale and financial capacity. 

The continued inflow of internationalists to the U.S. market has accelerated this trend and will con-

tinue to do so. Front-end services, alternative delivery models, new methodologies and technologies 

continue to be an important part of the landscape as firms jockey for market position and seek to 

win work.

So the broad industry picture today is largely a good one, but also likely, in our view, to be relatively 

short-lived. We believe that industry players probably have a few years of an “up cycle” upon which 

they may capitalize. It is in all of this context that industry executives contemplate their go-forward 

strategies for growth and profitability.

The privately held and idiosyncratic nature of most firms in this industry generally means that organic 

growth will be the preference of most. As the sophistication level of most firms continues to increase, 

we see a more strategic and less opportunistic approach to this challenge. This begins with a more 

deliberate look at a company’s climate, market, competitive situation and what might be crafted to 

enable that company to gain a particular advantage or accomplish a particular objective.

Less often, the entrepreneurial “winging it” or internal thinking that has characterized much com-

pany strategic planning is being left behind in favor of market analytics and real strategy. Since most 

companies tend to set growth objectives that outpace the market, effective organic growth means that 

they will need to take business and talent away from competitors. Companies with an effective, well-

thought-out strategy will generally tend to prevail in these battles.

For a much smaller subset of companies, growth via acquisition may be an avenue of pursuit. Gen-

erally, acquisitions are a riskier bet than organic growth; but for companies with the right capital 

base and the right situation, they can be an effective strategy. They are faster, and for certain compa-

nies, a well-purchased acquisition may be immediately accretive to their earnings. The advantage of 

speed may be a compelling way to access unique technologies, areas, services, customers or talent 

pools. In fact, in some situations, it may be the only way. 

Of course, an environment conducive to growth also invites risk. All forms of contracting are variable 

cost businesses and therefore margin-sensitive. They are not sensitive to revenue volume, which may 

be added to negative consequence. Other forms of industry endeavor (e.g., engineering, materials) 
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may have a different economic dynamic, but virtually all industry enterprises will seek to manage and 

mitigate their risk profiles. The risk associated with a given earnings stream is a major value driver 

in an enterprise and this is well-understood in the executive suite. Therefore, we believe that more 

executives in the industry will be seeking market positions that enable earnings capacity, but also 

business models that de-risk the enterprise and enable earnings stability. 

As always, we hope the information published here will help frame and inform those strategic con-

versations and decisions. Thank you for consulting this year’s Overview. If we can add value to any of 

your specific deliberations about the market, please contact us.

Sincerely,

Hank M. Harris, Jr., cmc

Chairman
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The Return to Profitable Growth –  
How Leading Firms Are Repositioning to Take 
Advantage of Growth
  By Rick Tison and Jason Baumgarten

As the industry enters 2016, it is hard to believe that the Great Re-

cession officially ended seven years ago for the broader economy. In 

its aftermath, the pendulum swung from supply-side industry con-

straints – such as talent – to demand-side ones – such as the avail-

ability of profitable project volume. In today’s market, the pendulum 

is swinging in the opposite direction. 

Despite a return to industry growth in 2012, many of the firms 

FMI works with still lament the lack of profitable growth. The 

industry continues operating as if under the cloud of low volumes 

and excess capacity, regardless of facts that say otherwise. These 

facts indicate that while the industry has not returned to peak lev-

els since 2008, nonresidential construction put-in-place segments 

have grown at an annual rate of 4% from 2011 through 2014, and 

the war for talent is again headline news. At the same time, data 

published by the Risk Management Association indicates that net 

pretax profit margins have risen since 2011 across all types of con-

struction reported. Leading firms are acutely aware of this shift and 

are positioning accordingly.

The underlying value drivers of the business have not changed: 

The fundamentals rest on acquiring work where you can make 

a profit; executing that work profitably; and attracting, retaining 

and developing the talent to do so. All the while, firm leadership 

must stay focused on the strategic-level issues of the business: 

 � Which businesses to be in (e.g., vertical construction versus 

civil construction).

 � Within those businesses…

 � Which geographic markets and construction segments 

to serve.

 � Which services to offer and capabilities to develop that 

will differentiate the firm from the competition through a 

superior offering or cost structure. 

The change in context from depressed volumes to talent constraints 

requires a change in how those drivers are applied. For example, to 

weather the storm of low volumes and excess capacity, most firms 

engaged in some form of rightsizing the business. Rightsizing still 

applies in today’s environment of growth, but is focused on growing 

project volumes in line with talent constraints instead of aligning 

staffing levels to match the project pipeline constraints. As the pen-

dulum swings from demand-side to supply-side constraints, leading 

firms must align market opportunities and the ability to execute 

profitably, including acquiring the necessary talent to do so. 

Successful firms seeking to move beyond merely “riding the wave” 

are taking advantage of this upturn to grow, increase profitability 

and position for the next downturn through strategic moves. Their 

intention is to diversify key risks out of the business, such as overde-

pendence on a single customer, qualified selection with better cus-

tomers, and a more selective qualification of project opportunities.

Job selectivity and limited resources
Given the benefits of hindsight, many firms are living through 

vivid, sometimes painful, examples of poor job selection processes 

in a declining market. Many firms relaxed job selection and pursuit 

processes when markets dried up in the hopes of retaining people 

and keeping them busy. While the intent of these actions was noble, 

many of these firms are still burning off both this low-margin backlog 

and projects in markets, segments or types the firm does not have a 

history of executing profitably. This backlog has the doubly negative 

effect of depressing profitability and potential investment dollars to 

grow the firm, as well as tying up resources on less profitable work as 

margins begin to increase. 

Growing markets mean that most companies face greater choice in 

project opportunities, but firms cannot afford to pursue all project 

dollars equally. Leading firms realize that job selection processes are 

as important, if not more so, during times of industry growth. Talent 

is and will remain a critical constraint over the next few years, until 

there is either an influx of talent or market demand cools. Given that, 

leading firms are focusing their energy and limited resources in an 

intentional way:

 � Project types where they can earn superior returns.

 � Targeting key customers.

 � Implementing strategies to grow the business with new and 

existing customers, segments or geographic markets.

This requires a go/no-go process that moves beyond adherence to a 

checklist and becomes a cultural element of how the firms operate. 

The baseline for this level of adoption is having tools in place that 

fully evaluate a possible project pursuit for its potential economic 

return, risk, alignment with firm strategy and the skills and abilities 

of its people. In addition, the company must have management sys-

tems it routinely employs to drive adoption and adherence to these 

processes. This creates the rhythm necessary to build organizational 

muscle memory. True success, however, is harder to measure – it is 

reached when the firm’s teams are following through on these pro-
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cesses, not because they are expected to, but because they under-

stand the value.

The go/no-go decision process is only part of the story. Successful 

firms are aligning business generation activities around getting the 

right work. Doing so requires a solid understanding of what the 

right work is for your business. Answering this question starts with 

a deep understanding of the skills and abilities of the company and 

its people, both from the internal perspective and that of the firm’s 

customers.

Talent crunch requires heightened focus  
on people
According to a 2015 talent development survey, only 43% of respon-

dent organizations used a consistent process to identify and develop 

the next generation of leaders. [1] Best-in-class companies, on the 

other hand, never lost sight of performance management and talent 

development needs during the downturn, and, as a result, they are 

reaping the rewards of those investments today. These businesses 

maintained a critical focus on developing and keeping the talent they 

had. This level of attention requires an evolved view of performance 

management that goes beyond managing and controlling to truly 

developing and growing:

 � Clear role expectations and accountability

 � Goal setting through personal development plans

 � Regular feedback on performance and development

 � Targeted training to develop next-level skills and shore  

up weaknesses

Investments in talent take time to bear fruit. For many firms, these 

investments were the first to be cut when times were tough. While 

these firms have fallen behind industry leaders, now is the time to 

take a long-term approach and make those investments.

Deep understanding of your market should 
drive job selection, strategy and positioning
Context informs strategy and the unique collection of strategic 

moves for each business. Understanding of context must move be-

yond leadership’s assumptions and deeply held beliefs. It starts with 

the leadership team’s assumptions about the business, but does not 

end there. Best-in-class firms treat these assumptions for what they 

are: hypotheses that they must validate – prove or disprove – before 

making critical strategic decisions.

1 Livorsi, Emily, and Tim Tokarczyk. “Winning the War for Talent: Developing Your High-
Potential Leaders.” FMI Quarterly. FMI Corporation, July 2015. http://www.fmiquarterly.
com/2015/07/winning-war-talent-developing-high-potential-leaders

A good understanding of context highlights challenges and op-

portunities the business faces and informs the options available to 

respond. FMI defines a company’s context based on the four follow-

ing areas:

 � Climate – What is the demand outlook for our current and 

prospective markets? What are the key trends and drivers 

that underpin demand?

 � Customers – Who are the leading current and potential 

buyers of our services? What are their procurement practices 

and preferences? What influences their perceptions of value?

 � Competitors – Who do we compete with to fulfill customer 

demand? What are these competitors doing to differentiate 

themselves in the eyes of the customer? Does it appear to be 

working?

 � Company – Is the firm positioned to exploit market oppor-

tunities, given the other elements of our context?

The value a company gains from this exercise is a direct result of the 

richness and relevance of the data and information gathered to the 

strategic decisions it must make. What must be learned to prove or 

disprove the hypotheses that strategic decisions are based on? This is 

a clear instance of quality over quantity.

For example, a forecast alone is meaningless. A construction market 

that is growing at 6% may have no bearing on your company. Value 

results from knowing the segments of the forecast that relate to your 

business (e.g., scopes of work, project type, project size, delivery 

method, unique expertise and so on). True choices must leverage the 

firm’s competitive advantage – do you have a reason to win beyond 

price? If not, can the firm build a successful business in this market 

on price competitiveness alone? If so, how defensible is this position?

Creating change and moving an organization in a new direction 

require a fervent belief among leaders that their efforts and commit-

ment to the change will significantly impact the business. Company 

strategies based on assumptions and hypotheses will not create the 

necessary buy-in from the management team. Market-based research 

on the individual company’s context provides a factual basis for why 

a company should change and achieves the necessary buy-in. This 

dynamic will continue to be magnified as the next generation steps 

into leadership roles. This generation is accustomed to having real 

data, and determining the context based on opinion will lead to 

skepticism and apprehensions rather than the excited and motivated 

dynamic necessary for change.
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A clear vision creates a strong foundation for 
strategic choices
Doing all of this well requires a clear strategy, driven by an over-

arching vision for the business that defines why the business exists, 

articulates its long-term aspirations and catalyzes change within the 

organization by motivating and inspiring leaders and employees to 

acknowledge and respond to changes in the competitive landscape. 

Building on a strong vision means understanding your industry con-

text and making choices about which markets to cover, segments to 

compete in and services to offer. Disciplined execution and systems 

alignment for acquiring and doing work profitably are based on these 

choices. Included in the leader’s vision should be a clear purpose for 

why you do what you do beyond making money. Best-in-class con-

tractors understand that to get the most out of their employees, they 

need to engage them beyond just getting a paycheck. They need to 

capture their passion for why the company exists. Defining this core 

purpose and aligning individuals who believe in this purpose will 

provide the highest level of employee performance and engagement.

 

Leading firms know that no good deal lasts 
forever
Seven years after the end of the recession, smart firms are already 

planning for the next downturn. The business cycle is still alive and 

well – and what goes up must come down, especially in the tradi-

tionally cyclical markets of design and construction. Furthermore, 

the world economy is not robust. Emerging markets that drove world 

GDP growth during the U.S. recession are slowing (e.g., BRICS). 

While the United States is leading economic growth, it is not the 

model of a perfectly functioning economy, as evidenced by income 

inequality, stagnant wage growth and lack of robust investment by 

firms or by governments in infrastructure improvements.

There is also the potential for significant disruption driven by so-

cial and technological changes. According to an FMI analysis, the 

evolution toward autonomous vehicles could significantly limit the 

volume of additional highway infrastructure required. This could 

result in a decline in the consumption of construction materials (e.g., 

asphalt, concrete) by a third or more. [2]

Countless companies in our industry continue to ride the wave of 

the cyclical markets to win in good times and lose in bad times. 

Competing in engineering and construction still comes down to 

strategy (vision, understanding context, choices), execution (systems 

for management and behavior and actions to drive key outcomes), 

2 Bowman, Jay. “Giving Up the Wheel.” FMI Quarterly. FMI Corporation, July 2015. 
http://www.fmiquarterly.com/2015/07/giving-wheel/

and resources (hiring and developing, project identification and se-

lection, retention). Strategy and execution in a growing market are 

more fun than they are in a declining market, but nonetheless, the 

successful firm still demands vision, understanding of context, clear 

strategic choices and disciplined execution through systems and fo-

cus on outcomes more than just action for action’s sake. 

Rick Tison is a consultant with FMI. He can be reached at 919.785.9237 or via 
email at rtison@fminet.com. 

Jason M. Baumgarten is a principal and the western consulting group manager 
with FMI Corporation. He can be reached at 303.398.7226 or via email at 
jbaumgarten@fminet.com. 
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Trends and Transformations in the 
Construction Industry
 By Mike Rose, Ph.D.

Few industries felt the adverse impact of the Great Recession as 

much as did the construction industry: The recession that started in 

2007 downsized the industry by 30%. Of course, the construction 

industry is not just any industry. Not only does it play a pivotal role 

in the U.S. economy, but also construction and engineering projects 

continue to symbolize this nation’s vitality and aspirations. In a very 

real sense, building projects embody the ethos of American culture.

 

So how is the industry doing in 2015? Many metrics and indices 

evaluate the health of the industry, and most point positive. The FMI 

forecast for construction put in place in 2015 is $1.03 trillion, up 

5.4% from 2014; however, FMI expects growth to be 6% in 2016, 

reaching $1.09 trillion, and future growth should reach 7% in 2018. 

Construction spending is outpacing GDP growth and is forecast to 

continue doing so. According to the Bureau of Labor Statistics (BLS, 

April 2015), employment in the construction industry is 6,365,000, 

up from a recent low of 5,435,000 in January 2011. However, it is far 

from the peak of 7,476,000 in the spring of 2006. Conclusion: The 

industry is strong and growing stronger.

Beneath the recession and recovery, however, a quiet transformation 

has taken place. This article analyzes labor market pay data based on 

FMI Compensation’s industry surveys for construction professionals. 

By analyzing market pay trends, we find the industry is well on the 

way to recovery. However, job pay levels are changing and revealing 

underlying shifts in the industry.

To assess the overall labor market, FMI created an average pay index 

covering 15 job families. Each position’s base-salary is given equal 

weighting (i.e., the index is a weighted average of the base-salary 

across all positions). The base-weighted average is then divided by a 

reference year average, 2001 in this case, to produce an index. 

As shown in Figure 1, the pay index for professionals in the con-

struction industry has increased over 40% since 2001. Despite the 

impact of the Great Recession, the construction industry has experi-

enced a steady rise in pay at a rate of about 3%. According to FMI’s 

projections, this trend will continue.

In addition to the index, FMI tracked six key benchmark job fami-

lies, including business development, project management, project 

superintendent, estimator, general foreman and business informa-

tion modeling (BIM). Figure 2 shows the base-pay trend for each 

job and reveals that, in general, pay levels have been increasing since 

2001. Although employment levels may have receded during the re-

cession, those jobs with the most talent and that offer the most value 

have experienced pay increases.

Figure 1: FMI Construction Pay Index

Figure 2: Construction Professional Trends  
and Projections
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In general, all six positions follow a linear trajectory that is forecast 

to continue at the same rate. According to this trend, by 2020, 

base-pay averages for business development and project manage-

ment are forecast to exceed $140K. Project superintendent will 

exceed $120K while the general foreman will exceed $80K. Finally, 

business information modeling is on track to reach about $100K! 

As the industry recovers and organizations ramp up to hire, it is 

important that they incorporate these increasing labor costs into 

their strategic plans and budgets.

As can be seen from the graph, some jobs are rising more rapidly 

than others. One dramatic example is the rise of business develop-

ment which can be seen most recently to be pulling away from proj-

ect management. The industry is turning to an emphasis on revenue 

generation in an increasingly competitive environment. This goes 

beyond nurturing client relationships and extends to researching and 

gaining a better understanding of owner needs and to proactively 

providing solutions. A more complex sales process requires more 

highly skilled professionals who, in turn, require higher compensa-

tion. The industry may see the emergence of more traditional sales 

forces (larger with more specialized roles) not unlike building prod-

uct manufacturers or mechanical contractors.

Another dramatic rise can be seen in the BIM job, which has risen 

from about $60K in 2008 to about $80K in 2014. This role brings 

the technology revolution to construction. With the advent of com-

puter-aided design (CAD), the BIM job became essential to efficient 

design. Not only can project stakeholders visualize the final product 

in 3-D and make changes easily, but also they can explore the vari-

ous facets of the design, anticipate potential conflicts and challenges, 

and design solutions far in advance of actual construction. For good 

reason, this job’s pay can be seen pulling rapidly away from sur-

rounding job families. Technology’s impact is not limited to BIM but 

extends throughout the organization, including mobile communica-

tion and application, advanced project software as well as back-office 

ERP software. It is not unreasonable to expect that pay for positions 

related to these technologies will see rising compensation.

Table 1 shows the five jobs in the FMI construction professional 

database experiencing the greatest increase since 2010, while Table 2 

shows those experiencing the least increase.

As expected, business development shows the greatest increase. 

Note that estimating, safety and project accounting show large gains, 

indicating that cost control through accurate bidding, safety and 

effective accounting are increasingly important to profitability. The 

Position 
Base Pct. Change 

Since ‘10 

Business Development 29.0% 

Estimating/Engineering 23.8% 

Safety Engineering 22.6% 

Project Superintendent 22.5% 

Project Accounting/ 
Office Management 13.0% 

Position 
Base Pct. Change 

Since ‘10 

Building Information Modeling 2.3% 

Project Management 4.0% 

Project Controls 4.3% 

Equipment Manager 5.5% 

Project/Field Engineering 5.5% 

Table 1

Table 2
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while the other shows a flat employment pattern before and after 

the recession. It appears that those jobs most critical to sales and 

winning bids (business development and estimating) and those that 

bring critical technology (BIM) were too important to reduce during 

the recession. Their bonus pay reflects this flat, steady trend or even 

a sharp increase as in estimating. In fact, estimating base-pay trends 

appear to be exceeding those of project superintendent in the most 

recent data, but it is too early to discern a trend. These roles are 

critical to success, and their specialized skill sets are hard to come 

by. On the other hand, we see falling numbers for traditional roles 

(project management, project superintendent and foreman) while 

their bonuses reflect an inverse trend, perhaps reflecting the need to 

compensate the valuable individuals who are retained. The exception 

to this is the general foreman role, with both bonuses and incumbent 

numbers going down. 

rise of project superintendent pay indicates the emphasis on qual-

ity field personnel for bringing projects in on schedule and budget. 

Alternatively, many incumbents may be late-career with a small pool 

of qualified replacements.

At the same time, some traditional positions like project manage-

ment have experienced slower growth since 2010. Table 2 shows 

the five construction jobs with the least pay growth and reveals that 

traditional areas, such as project management and project engineer-

ing, are experiencing smaller increases. This is happening because 

the falling demand for construction projects has reduced the need 

for hiring in traditional positions, which in turn places downward 

pressure on wages. However, this is not a simple response to the 

business cycle; the construction industry is undergoing fundamental 

changes. A recent FMI research report points out the rise of low-

bid procurement approaches, such as reverse auction sites, as well 

as diversification of delivery methods, including Design-Bid-Build 

(D/B/B), Design-Build (D/B), Construction Manager (CM), Construc-

tion Manager At-Risk (CMAR) and Integrated Project Delivery (IPD). 

Commoditization of construction is forcing the construction indus-

try to revise go-to-market strategies and channels for new business, 

as well as adjust the talent pool. 

One surprise in Table 2 is the recent slowdown in BIM despite the 

fast rise discussed above. It may be that BIM has finally peaked 

out in the marketplace. However, the trend analysis suggests that 

this is a temporary phenomenon, and the job will resume its rise 

in compensation and importance as technology continues to revo-

lutionize construction.

Finally, Figure 3 shows the trend for bonuses since 2005. Bonuses 

peaked in 2009-2010 but fell precipitously for several years. Bo-

nuses began slowly recovering or stabilizing around 2012. Why 

haven’t business development bonuses skyrocketed along with 

pay? Because those bonuses in many instances are based on profit 

(few firms have a sales bonus plan) and companies are still in a 

challenging environment. Project management and project super-

intendent are on an upward swing that shows them recovering to 

2007-2008 levels. In addition, it should be noted that while BIM 

bonuses are down from their peak they are only down 2.5% and 

did not fall as low as the others.

To help understand these trends, Figure 4 examines the number 

of incumbents by job per company as a means to understanding 

where companies are hiring. Note that there are two basic trends. 

One shows a rapid rise after 2010-2011, followed by a peak and fall, 

Figure 3: Construction Professional Bonus Pay 
Trends 2005-2014
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Conclusion
Two overarching trends reflect transformations in the construction 

industry. One is the rise in importance of sales and revenue genera-

tion. The rise in business development base-pay indicates the rising 

value of business development staff in driving future business. The 

marketing and sales process is growing increasingly complex, as 

reflected in base-pay increases for these jobs. Although bonuses for 

business development and client acquisition may be down in diffi-

cult times, they are quick to recover. The other transformation is as-

sociated with the technology revolution, and this is reflected in the 

data showing the dramatic rise in BIM pay over the last seven years.

 

In summary, the future is bright for the construction industry; 

but to be successful, firms must recognize and navigate important 

trends that are fundamentally reshaping the industry. Organizations 

must focus on building strong sales teams that work effectively to-

gether, including business development, estimating and executive 

leadership. Organizations cannot neglect the sweeping changes that 

technology is bringing with their potential to leapfrog the competi-

tion through radical increases in efficiency and productivity.

Engineering and Construction Firms
 By Lee Smither and Alex Miller

Large Engineering & Construction (E&C) firms continue to pursue 

an integrated approach to project delivery and are often relying on 

acquisitions as a way to broaden end-market and functional capa-

bilities. While the first half of 2015 did not provide the fireworks 

seen in the previous 18 months (with acquisitions such as AECOM/

URS, WSP/Parson Brinckerhoff, AMEC/Foster Wheeler, SNC/

Kentz), industry consolidation is expected to continue as a solu-

tion to increased competition for megaprojects and growth expecta-

tions. The demand for infrastructure investment and the solutions 

provided by integrated E&C firms have also increased the interest 

of international firms, which will spur continued acquisition activ-

ity from foreign buyers. 

The state of infrastructure in the United States is no surprise. In 

its “2013 Report Card for America’s Infrastructure,” the American 

Society of Civil Engineers graded the United States a D+, citing “sig-

nificant backlog of overdue maintenance across our infrastructure 

systems, a pressing need for modernization, and an immense op-

portunity to create reliable, long-term funding.” The report also es-

timated that $3.6 trillion of investment would be needed by 2020. 

Both domestic and international E&C firms recognize the oppor-

tunity created by the state of infrastructure in the United States, as 

well as the lack of public resources to handle the issue. In order to 

meet the demands of owners, firms are offering comprehensive so-

lutions to projects from inception through maintenance and opera-

tion. These services may also include funding support in the form 

of guidance and the development of alternative funding mecha-

nisms such as Public-Private Partnerships (P3). 

As has been written numerous times, integrated E&C firms contin-

ue to seek a holistic approach to infrastructure projects, providing 

owners with a single source of contact throughout the project life 

cycle. While previous attention has primarily focused on the move 

down the project cycle (for example, engineering firms acquiring 

construction capabilities or delivering an EPC solution to owners), 

firms are also increasingly providing a suite of front-end services 

in order to address pressing owner challenges. Owners are asking 

firms to serve in a consultative role earlier in the process to both 

evaluate and develop owner programs, as opposed to waiting to 

receive a design or construction contract to launch the project. FMI 

estimates that as much as 75% of transportation infrastructure is 

currently delivered using a program or construction-management 

(PM/CM) service provider. 

Figure 4: Construction Professional Incumbents 
per Company, 2005-2014

Mike Rose is a consultant with FMI. He can be reached at 602.772.3434 or via 
email at mrose@fminet.com. 

Note: Average company size is $1.3 billion, 
accounting for the large number of incumbents.
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A major contributor to the increased use of PM/CM services do-

mestically is the downsizing of owners’ in-house staff that occurred 

during the economic downturn. For example, state transporta-

tion construction employment has decreased by 11% since 2006. 

Construction resources among public owners are stretched, even 

with the limited growth in infrastructure construction spending, 

and owners are ill-prepared to deliver programs successfully. Many 

owners are looking for solutions to supplement their project man-

agement staffs, especially on larger, complex infrastructure projects. 

This demand is echoed internationally as well, especially in markets 

with complex, large projects such as the Middle East and Asia. In-

tegrated E&C firms are offering front-end services (such as project 

planning, community outreach, securing of funds and review of 

project delivery approach) to help avoid schedule delays or claims 

and to help control the scope of work.

Providing these nontraditional services is becoming a competi-

tive advantage for E&C firms as they embed themselves with the 

owner earlier in the project. The majority of growth in PM/CM 

revenue over the last six years (growing at an estimated CAGR of 

6%) has come from the largest providers, primarily large, integrat-

ed firms. In the “2015 ENR Top 100 CM/PM Firms” ranking, the 

top-five firms accounted for over 60% of the aggregate revenue 

of all Top-100 firms. Further, four of the top-five firms derive the 

majority of their revenues from design fees (the exception being 

Bechtel, which ranked first with $4.5 billion PM/CM revenue in 

2014), showing the increased appetite for design-led integrated 

firms to capture more of the project share. In 2016 and beyond, 

we believe large integrated firms will increasingly grow their PM/

CM capabilities, both domestically and internationally, in order to 

meet the demands of public agencies and improve efficiency on 

large-scale infrastructure projects.

The use of front-end PM/CM services will also continue to expand 

as owners begin to address the full life cycle cost of an asset ear-

lier in the project planning stage. A 2014 report by the American 

Society of Civil Engineers (ASCE) and the Eno Center for Trans-

portation (Eno) surveyed public transportation owners, includ-

ing federal, state, county and local governments, concerning their 

consideration of life cycle costs of assets. [1] The survey found that 

nearly all respondents agreed life cycle cost analysis should be 

a part of the decision-making process, but that only 59% cur-

rently employ some form of it. Further, only 48% of respondents 

believed they could effectively predict future costs, given their 

current capabilities. 

1 Ichniowski, T. (2014, October 2). Report seeks more life-cycle cost studies on transpor-
tation projects. Engineering News-Record.

Increasingly, state and local governments are recognizing the issues 

created by short-term cost planning, such as only estimating the 

design and construction of an asset and overlooking the long-term 

costs such as maintenance, operation and retirement. Today, nearly 

60% of public infrastructure spending is directed toward mainte-

nance and operations. Tighter budgets and constrained funding 

from the federal government place a greater emphasis for public 

owners to ensure the sustainability of future assets, in order to free 

public funding for new capital projects in the future.

While current federal legislation does not mandate the use of eco-

nomic analyses (including life cycle cost analysis) in the decision-

making process, many state and local agencies are increasingly 

adopting cost analysis policies. As public owners look to the full 

life cycle cost of an asset, E&C firms will offer owners an attractive 

alternative by providing a holistic approach to project planning. As 

Tom Bishop, president of AECOM’s design and consulting business 

and a former executive chairman of URS, said in the “2015 ENR 

Top 500 Design Firms” issue (referencing the firm’s capabilities 

following its acquisition of URS), “[W]e can provide full design-

build-operate-maintain services. That puts many projects we were 

not able to pursue in the past squarely in our sweet spot.” In 2016 

and beyond, E&C firms will differentiate themselves by providing 

guidance to owners early in the project cycle concerning the life 

cycle cost and by presenting a solution to maintain the asset after 

it is built. 

Large E&C firms are also being called upon to help owners solve for 

funding solutions. Spending across federal, state and local govern-

ments as percent of GDP, when adjusted for inflation, has declined 

by 5% since 2000. State and local governments, where roughly 

three-quarters of public construction spending is funded, continue 

to struggle with indebtedness and budget constraints that origi-

nated before and throughout the financial crisis. In a consultative 

capacity, E&C firms are being called upon to provide solutions such 

as community outreach and assistance with bond issuance. Some 

firms are tackling the funding issue by positioning to compete in 

the growing P3 market, spurred by expanding legislation and in-

creasing political will. 

Statutes enabling the use of various P3 approaches for the develop-

ment of infrastructure have been enacted in 33 U.S. states (along 

with the District of Columbia and Puerto Rico). While the impend-

ing growth of the P3 market has been discussed for many years, 

the state of infrastructure in the U.S., along with funding shortfalls 

in the public sector, is driving public and political will towards the 

solution. Challenges remain to reach the promise many experts tout 

of the mechanism, and recent setbacks in 2014 are indicative of 
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issues  that must be addressed, including educating constituents, 

improving legislation and tax-related policy, creating standardized 

processes across multiple agencies and providing innovative insur-

ance solutions. 

Inherent in the complexity of P3 projects is that often only sophis-

ticated E&C firms can deliver the breadth of services required, 

stretching across the entire project life cycle. Firms with diversified 

in-house expertise provide instrumental consultative services in the 

inception of the project, determining the feasibility of a P3 alterna-

tive as opposed to traditional project delivery. Nearly all P3 projects 

are delivered through a design-build contract (or some variant of 

it), creating an advantage for integrated firms. The complexity of 

P3 delivery is also driving international interest in the U.S., through 

acquisitions and private investments. Firms who have been success-

fully delivering P3 projects in markets such as Europe and Canada 

are looking to capture a share of the impending market. 

The private sector has been in recovery, thanks in part to record-

low interest rates, which have spurred capital investment. Health 

care, urban redevelopment and commercial sectors have improved 

over the past four years. Energy has been an opportunity for many 

firms, particularly in the midstream and downstream sectors, and, 

despite the recent fall in the price of oil, will be a growing market 

in the next three years. However, in the public infrastructure mar-

ket, engineering firms will continue to battle the “commoditization” 

of their services, as the market marches onward to total solutions 

providers. As owners’ demands grow and projects become more 

complex, firms that provide a holistic approach to infrastructure 

projects (including front-end support) will be at a competitive ad-

vantage. Firms that are only selling “time” and not a solution will 

suffer and struggle to compete effectively in 2016 and beyond. 

General Contractors
 By Steve Boughton and Alex Miller

The market for general contractors continues to grow at a steady 

pace, led primarily by activity in the building sectors. The cumula-

tive revenue for the “2015 ENR Top 400 Contractors” reported its 

highest level since 2008, and industry sentiment indicates that 2015 

may exceed 2008’s watermark. The most recent Architectural Billings 

Index, a forward indicator of U.S. nonresidential building activity, 

has been in the positive territory for 10 of the past 12 months. FMI’s 

most recent Nonresidential Construction Index (NRCI) reported its 

second-highest reading since 2007. For building contractors, 2016 

should build upon the sustaining recovery witnessed in 2014 and 

through the first half of 2015, led primarily by the multiresidential, 

commercial and industrial markets. 

The Great Recession left many general contractors searching fever-

ishly for opportunity and margin as owners increasingly drove low 

prices through hard-bid procurements. Firms reduced overhead to 

survive and, where possible, explored new tools to enhance mar-

gin, including lean construction methods and innovative insurance 

products. While we expect backlog margins to improve in 2016 (as 

owners remember the benefits of quality over price and competition 

for work hopefully lessens), the productivity gains discovered during 

the recession are now being used to tackle the industrywide labor 

shortage, alongside a growing desire to control the project schedule 

through increased self-performing capabilities. 

(Slow) shift to collaborative delivery methods 
Construction delivery methods are driven by owners. Prior to the 

recession, the industry began shifting toward more efficient and 

collaborative delivery methods, including CM at-Risk, design-build 

and (the newest and most limited) Integrated Project Delivery, or 

IPD. However, the recession caused owners to retreat  to traditional 

design-bid-build or hard-bid procurements and surrender progres-

sive gains made in the evolution of delivery methods in pursuit of 

(perceived) lower cost. 

Lee D. Smither is a managing director with FMI. He can be reached at 
919.785.9243 or via email at lsmither@fminet.com. 

D. Alex Miller is an associate with FMI Capital Advisors, Inc., FMI 
Corporation’s Investment Banking subsidiary. He can be reached at 
919.785.9234 or via email at amiller@fminet.com.  
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As the economy recovers, owners are starting to remember the ben-

efits of alternative delivery methods and are increasingly collaborat-

ing with general contractors earlier in the project cycle. While private 

owners have shifted to alternate delivery methods at a quicker pace, 

public owners are increasingly recognizing the benefits of collabora-

tion as well. In the public vertical construction market, CM at-risk 

is now allowed in most states, and design-build is increasingly being 

viewed as a positive alternative for municipal and state building proj-

ects. Public-Private Partnerships (P3), which had traditionally been 

reserved in the United States for large infrastructure projects, are 

now selectively being used in social infrastructure projects, includ-

ing courthouses, university housing and civic buildings. While many 

transportation projects (such as highway and bridge projects) are still 

delivered through hard-bid procurement, design-build is increas-

ingly being used in transportation infrastructure. FMI estimates that 

by 2020, 30% of construction spending on transportation assets will 

be delivered through design-build, increasing at a rate of 5.5% a year, 

compared to 3.7% for traditional procurement spending. 

This is not to say that the pendulum has swung completely away 

from low-cost procurements. Many owners still perceive construc-

tion to be a bargain, and while backlogs have risen, not all firms have 

recovered at the same pace. Many companies are still climbing out of 

the recession and aggressively pursuing projects, creating heightened 

bid competition. As the market continues to improve in 2016 and 

rising backlogs transition into rising revenues, we expect to see com-

petition for projects settle into more sustainable levels. 

The shift to increased project collaboration has also produced an 

increased presence of firms delivering professional services such as 

agency Construction Management (CM) and Project Management 

(PM). As mentioned in the “Engineering & Construction” section of 

this Overview, many owners (both public and private) are increas-

ingly seeking consultative, front-end services to supplement their 

stretched resources and evaluate and develop projects, including 

advising on delivery method, funding and schedule. This is forcing 

general contractors to place additional emphasis on their precon-

struction capabilities in order to maintain their place at the project 

decision-making table and differentiate from their competitors. 

General contractors are also differentiating themselves by tackling 

the most talked about issue in the industry – the lack of skilled labor. 

Proactively addressing the trade labor risk
Much has been written about the shortage of skilled labor in the con-

struction industry, and the topic has not been lost on owners. Gen-

eral contractors are being asked to proactively address the issue in 

order to calm owner worries and procure new work. While increased 

use of productive technologies – including prefabrication, modular-

ization and BIM – are being touted as solutions, even when managed 

effectively, they are not a cure-all, and general contractors are strate-

gically looking at other solutions to reduce their subcontractor risk. 

First and foremost, this means tightening prequalification scrutiny 

and improving subcontractor payment practices. Many firms have 

dropped size thresholds for prequalification and are running all 

subcontractors through tightened prequalification standards. Firms 

are also adopting innovative solutions and products to manage 

subcontractor procurement and payments, including accelerated 

or early payment programs. General contractors who are able to 

self-fund early payment programs have an added opportunity to 

improve margins.

Firms are also seeking to proactively address labor risk as well as 

to improve operating margins and project efficiency by increasing 

their self-performing capabilities. In a 2015 study published by FMI 

(“Craft Labor Recruiting and Retention”), 45% of survey respon-

dents across the construction industry indicated that they plan to 

increase the amount of work they self-performed in the future, with 

another 20% responding that they are considering expanding their 

capabilities. Increasing the amount of self-performed work comes 

with its own risks – including hiring, training and retaining talent – 

but many firms see the benefit of increased control over a project’s 

schedule and quality and seek to strategically expand their ability to 

self-perform trades. 

Not only does this help combat the issue of labor risk, but it also 

tackles a new risk for many general contractors–that of large sub-

contractors looking to contract directly with the owner. As the labor 

shortage puts more pressure on the industry, there is a sentiment that 

large subcontractors will selectively use their leverage to contract 

directly with the owner on certain projects, especially sophisticated 

owners capable of executing a multiple prime delivery method. In 

addition to increasing self-performance capabilities, general contrac-

tors can mitigate this risk by delivering innovative solutions – as 

opposed to simply executing – to owners’ project needs through 

dedicated end-market teams. In other words, those who prosper 

will bring value to the owners throughout the project life cycle, not 

simply in the building phase.

Specialization over generalization
Owners today are seeking firms that provide a specialized approach 

to their project, as opposed to generalists with a large-scale regional 

presence. One factor contributing to this shift is the changing na-

ture of owner procurement, with owners centralizing construction 
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procurement to gain efficiency and savings. When the procurement 

of contractors originates from headquarters, projects are awarded 

less on the basis of regional presence or historical relationships 

and more on the firm’s résumé, value and qualifications, although 

in reality, even value and qualifications can become the hostages 

of price. Regional contractors are seeing competitors enter their 

markets with sophisticated, targeted approaches to both specific 

projects and clients. Large, diversified firms are facing similar com-

petition from dedicated, nimble firms that present a distinct solu-

tion to the owners’ problem. 

This shift toward the value of expertise over regional presence is forc-

ing firms to reconsider their organizational structure and traditional 

go-to-market strategies. Some large, multiregional contractors are 

considering shifting their organizational structures, focusing less 

on a physical regional presence and more on leveraging end-market 

expertise. This has the additional benefit of allowing firms to oper-

ate with fewer regional offices and potentially to reduce overhead. 

Firms not ready to fully embrace a market-based organizational 

structure have employed a center of excellence strategy that allows 

them to leverage both geographic presence and end-market exper-

tise, by calling on dedicated, traveling teams with niche résumés and 

qualifications for specific types of often higher-margin jobs. Firms 

are also targeting strategic hires with specific niche skill sets and 

backgrounds, including selectively picking off talent from the own-

ers’ side of the table. 

With every passing year, the phrase “contractors continue to feel the 

pinch” remains relevant. Economic indicators remain mixed: Con-

sumer spending is on the rise, thanks in large part to low oil and gas 

prices; yet the labor-force participation rate (62.6% in June 2015) 

is at its lowest level in 38 years. As owners consider their product/

service strategies and capital expenditure needs, they will be taking 

great pains to avoid the exuberance of the early 2000s. Now, more 

than ever, it is crucial to understand the underlying factors that drive 

owners’ decisions. Looking forward, general contractors must ensure 

their strategic approach aligns with owners’ needs and that their firm 

is structured appropriately to deliver.

Heavy/Civil Contractors
 By Brian Moore and Landon Funsten

Market challenges
Financing for public construction projects continues to be a chal-

lenge, as federal transportation funding continues to be held hostage 

to competing political agendas. The entire industry is now accus-

tomed to the difficulty of rallying bipartisan support for a multiyear 

transportation funding program, and the impacts are getting more 

acute as time passes. Planning for the long term is more complex, 

since the slow but steady growth that was once commonplace for 

public construction is now perennially at the mercy of political will.  

No one doubts the immense need for infrastructure, nor are there 

many doubts that government will ultimately invest heavily in infra-

structure. At question are the timing and magnitude of these invest-

ments; so corporate planning over the next three to five years often 

includes many caveats and contingencies.

While the number of opportunities for many companies in the 

heavy/civil sector appears to be increasing as they look out over the 

next several years, most have not seen any margin growth. Some 

domestic firms attribute this to large international companies aggres-

sively looking to the United States to sustain their revenue. This is 

likely to continue, at least until the global economy rebounds. We 

forecast growth in the overall U.S. construction market of 5-7% over 

the next five years.  This compares quite favorably with not only the 

overall U.S. economy, but also in comparison to the macroeconomic 

and demographic issues faced by Europe, Asia and Latin America. 

Stephen Boughton is a senior consultant with FMI. He can be reached at 
813.636.1245 or via email at sboughton@fminet.com. 

D. Alex Miller is an associate with FMI Capital Advisors, Inc., FMI 
Corporation’s Investment Banking subsidiary. He can be reached at 
919.785.9234 or via email at sboughton@fminet.com.  
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As a result, there will continue to be profound international interest 

in the U.S. construction market. As these firms grow their domestic 

presence, they will be positioned to compete in this market over the 

long term. The result is that most domestic firms will need to develop 

strategies for how to compete against these larger multinationals with 

broader resources and more diversified market opportunities. 

With these market dynamics, the best-managed firms are learning to 

be more selective; they are choosing the best projects for their firms, 

based on available resources, timing, risk, etc., avoiding the trap of 

needing to pursue bids simply to sustain revenue. This has led some 

to higher margins and growth – the outcome most are seeking.  At 

the same time, being selective in the bidding process allows for more 

focused effort on risk identification and planning and, ultimately, to 

better execution in the field. 

The trend over the last few years has been toward more, larger proj-

ects. This trend is continuing. Megaprojects in excess of $500 million 

appear to be the norm today. This brings a set of new problems. Pro-

curement costs are continuing to grow as a percentage of project size, 

and stipends are often inadequate to cover the cost of pursuit. This 

requires companies to be more selective about which opportunities 

to pursue, limiting the effort to projects where the firm has a distinct 

competitive advantage and a chance at the higher margins that will 

cover the increased cost of doing business.

Although alternative delivery has benefited the better contractors by 

limiting the pool of participants, the shortlists of qualified bidders 

are growing to four or five teams in many cases. This is problem-

atic for contractors for obvious reasons. Other changes in delivery 

mechanisms are occurring as well:

 � Owners are looking to gap financing and P3 more often. 

While this is a fine solution, contractors contend that they 

need to be clear about the owners’ intentions from the start 

so that contractors can form the appropriate teams to pursue 

the work. 

 � Operations and maintenance is often being included within 

the procurements for up to 25 years.  Many believe that 

state DOTs are much better-equipped to take this risk than 

contractors over the long run, so there will likely be more 

changes in this area. 

 � Owners have downsized their staffs and more often employ 

program managers to manage the work. This requires con-

tractors to be more diligent in documentation and manage-

ment of risk. Most contractors would agree that the days 

of doing business on a handshake are over, and this means 

more emphasis is placed on project management competen-

cies. One contractor recently lamented that it “takes a lot of 

fun out of the business.”

Resources
As the economy improves and companies expand their capacity 

to meet the growing demand, they are struggling to find qualified 

people. Both office (project managers, estimators and superinten-

dents) and craftspeople (foremen, lead men and key crew members) 

are in higher demand. It can be difficult to find people who want to 

enter the construction industry as a career. Many firms once relied on 

recruiting farm kids who knew how to work, were resourceful and 

had machinery skills, but there are fewer and fewer family farmers, 

so fewer farm-raised young people. High schools and junior colleges 

often miss the opportunity to point kids toward construction, and 

most public schools have eliminated shop classes, electronics and 

other programs that offered young men and women an introduction 

to the building trades and construction careers. In many areas there 

is almost a stigma attached to working in the construction business. 

Unions, too, need to get creative to solve the labor shortage problem. 

This is both a short- and a long-term issue. Construction is busy 

right now, and firms can’t find enough skilled people to build and 

manage the work today. In the long term, with the baby-boomer gen-

eration retiring and new people not coming in to replace them, the 

smaller size of succeeding generations may worsen the situation, not 

only in the field but also in the leadership of industry firms.

Growing out of recession
Expansion takes capital and margins are still low, so financing growth 

out of current earnings is very difficult. It takes more overhead to 

operate today’s construction business, due to the complexities of 

managing safety, quality, scheduling, accounting, HR, marketing, 

estimating, IT, regulatory issues and more. Firms need to be big to 

be sustainable over the long-term cycles in this industry. Many are 

contemplating the question, “How do we design our business for 

2025?” with the idea that if they do not grow the firm now, they will 

not survive.

Equipment utilization
The heavy/civil segment of the market has been plagued by intense 

competition and low margins. One of the most often cited reasons for 

this conundrum is overinvestment in equipment, otherwise known 

as “yellow fever.” This issue is compounded by ineffective pricing of 

equipment on jobs, with the notion that if a piece of equipment is 

sitting in the yard, it needs to be deployed regardless of its underly-
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ing carrying cost. One of the most interesting trends impacting the 

industry is peer-to-peer equipment rentals through companies such 

as Equipment Share and Yard Club, among others, which match 

those sitting on unused equipment with firms that need them for 

current projects. This offers a unique opportunity for contractors 

to monetize their idle assets and hopefully raise the bar on pricing.

Regulatory constraints
For those heavy/civil companies that are integrated with construc-

tion materials production, one growing issue is land-use compatibil-

ity. Society is beginning to recognize the advantage of building with 

locally sourced materials, but quarries and materials plants are often 

seeing urban development rapidly encroaching. Existing operations 

are pressured, both economically and politically, to close or move 

to the edges of town, which increases transportation costs as well as 

diminishes some of the other benefits of local sourcing. Operators 

are facing the choice of selling operating properties to developers at 

high prices or continuing to operate in an unfriendly environment 

to make low-margin return on products that are often seen as mere 

commodities. This will, and has, opened room for offshore producers 

to barge materials into some major U.S. markets. It is incredible, but 

true, that aggregate can arrive in California from British Colombia for 

less than the cost to produce and truck it locally.

As regulations continue to increase, the cost of doing business must 

be considered. The cost of compliance with health care, safety, en-

vironmental and legal requirements continues to escalate. Delays 

caused by permitting requirements, environmental impact studies, 

endangered species, stormwater pollution issues, archaeological 

finds, culturally sensitive areas, etc., impact project schedules and 

can greatly impact project profitability and employee morale. The 

growing number of lawsuits filed by environmental and workers 

rights attorneys is an increasing concern for construction business 

owners.  Whether the lawsuits have merit or not, the costs of dealing 

with them can be substantial. With evermore complex regulatory 

schemes, it is difficult for businesses to maintain perfect compliance, 

and this risk must be managed.

Landon R. Funsten is a managing director with FMI. He can be reached at 
919.785.9284 or via email at lfunsten@fminet.com.  

Brian A. Moore is a principal and strategy practice leader with FMI. He can be 
reached at 919.785.9269 or via email at bmoore@fminet.com.  

Construction Materials Sector Update
 By George Reddin and Scott Duncan

The Construction Materials sector has had an eventful 2015 marked 

by major transactions and the sector’s first initial public offering in 

over 15 years. Volumes moved up modestly as the housing sector 

continued its slow, but steady, recovery. Offsetting this good news 

was the 34th, and soon to be 35th, short-term extension of the 

federal highway bill. The ongoing series of short-term extensions 

leaves both the construction sector and municipalities in the cloud 

of uncertainty that has existed since the expiration of SAFETEA-LU 

in the fall of 2009. With federal DOT funding now available until 

June 2016 and an election year on the horizon, the industry has 

increasing concern that a long-term bill at adequate funding levels 

will be passed. With the ongoing lack of stable federal funding for 

highways, many states are taking a hard look at alternative methods 

to raise revenue.

Big changes in the cement sector could have implications for ready 

mixed concrete producers. As part of the Lafarge Holcim merger, 

Oldcastle Materials acquired a cement operation in Quebec with the 

ability to impact supply in the northeast United States. Additionally, 

Lehigh Hanson announced, via its parent Heidelberg Cement, the 

acquisition of ESSROC. These events, combined with increased pro-

duction capacity at the Lafarge Ravena plant and the soon-to-be open 

McInnis plant in Canada, will mean major changes in the supply and 

demand dynamics in the northeast region. Finally, Summit Materi-

als acquired the Davenport assets of Continental Cement as well as 

seven terminals along the Mississippi River, as a notable piece of the 

Lafarge Holcim divestiture program.   

CM Index stock performance
The following charts present the performance of publicly traded 

construction materials. FMI has created an index of these companies 

(“CM Index”) to track performance relative to the broader markets – 

Dow Jones Industrial Average (“DJIA”) and the Standard and Poor’s 

500 (“S&P 500”).

While the index remains behind the broader market over a 10-year 

period, the CM Index companies have vastly outperformed the 

broader market since early 2015. The successful IPO of Summit Ma-

terials, approval of the Holcim-Lafarge merger, increased belief that 

a long-term highway bill will eventually come out of Congress, and 

the continued improvement of the residential sector are all factors in 

the rise to date.
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Figure 3: YTD CM Index

Share 
Pricing % 
Change 

CM Index DJIA S&P 500 

Year-to-Date ↑16.3% ↓8.4% ↓5.6%

1-Year ↑8.56% ↓4.3% ↓2.0%

10-Year ↑29.7% ↑56.7% ↑59.9%

Source: S&P Capital IQ, as of 9/17/2015

Source: S&P Capital IQ, as of 9/17/2015

Source: S&P Capital IQ, as of 9/17/2015

Source: S&P Capital IQ, as of 9/22/2015
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Company 
Enterprise 

Value 
EV/ 

Revenue 
EV/ 

EBITDA 
EV/ 
EBIT 

Price/ 
Book 

Net 
Debt/ 
EBITDA 

Lafarge Holcim Ltd.  32,433 1.6x 8.4x 13.6x 1.4x 2.5x 

CEMEX, S.A.B. de C.V.  25,582 1.8x 9.7x 15.0x 1.3x 5.7x 

CRH plc  25,841 1.2x 13.6x 23.4x 1.7x 0.8x 

Heidelberg Cement AG  22,518 1.5x 9.1x 13.7x 0.9x 2.9x 

Vulcan Materials Company  15,450 4.9x 22.8x 38.2x 3.2x 2.9x 

Martin Marietta Materials, Inc.  13,403 4.2x 18.9x 30.7x 2.7x 2.3x 

Eagle Materials Inc.  4,620 4.3x 14.8x 20.1x 3.9x 1.7x 

Buzzi Unicem SpA  4,676 1.6x 10.8x 21.3x 1.3x 2.9x 

Titan Cement Company S.A.  2,601 1.8x 12.5x 29.3x 1.1x 3.4x 

Summit Materials, Inc.  2,188 1.7x 12.6x 33.3x 1.4x 4.8x 
Granite Construction 
Incorporated  

1,231 0.5x 10.7x 25.9x 1.7x NM 

U.S. Concrete, Inc.  1,010 1.3x 11.9x 19.3x 6.2x 3.1x 

Mean  13,686 2.3x 13.1x 20.2x 1.9x 3.0x 

Median  13,403 1.7x 12.5x 20.1x 1.4x 2.9x 

$ millions except for per share data  
Outlying metrics excluded from mean and median calculation: 
a. Enterprise value / EBITDA greater than 25 not used in mean or median   
b. Enterprise value / EBIT greater than 30 or less than zero not used in mean or median calculations 

Figure 5: CMI Companies’ TEV/EBITDA

Table 4: CM Index Valuation

Figure 6: Composite Earnings of the CMI Companies

$ millions except for per share data 
Outlying metrics excluded from mean and median calculation:

a. Enterprise value / EBITDA greater than 25 not used in mean or median      
b. Enterprise value / EBIT greater than 30 or less than zero not used in mean or median calculations  

Source: S&P Capital IQ, as of 9/17/2015

Source: S&P Capital IQ, as of 9/17/2015 Source: S&P Capital IQ, as of 9/17/2015
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Stock valuations for the top public companies have followed a strong 

trend line since fall 2008. When the enterprise value to EBITDA ratio 

rises to today’s levels, it implies that investors believe in the growth 

story for an industry. Because the stock market is a leading indicator 

of economic performance, this is a good sign for the materials sector 

as we look ahead to 2016.

Combined earnings for the CM Index companies have been relatively 

steady since 2011, due primarily to pressure on price. As volumes 

increase and plant efficiencies improve, we expect pricing and earn-

ings to improve for the sector.

Operating performance
As illustrated below, the last 12 months of the year have seen positive 

earnings results for companies in the CMI. We expect an uptick for 

those companies involved in transactions requiring debt financing 

in their return on equity results, as long as they see positive results 

from those opportunities. The debt levels in Figure 8 remain a key 

discussion point among the public companies. Maintaining ratios 

that satisfy bank covenants is a key capital consideration as the Fed-

eral Reserve may begin to increase rates in late 2015 and into 2016.

Market drivers
The outlook for residential construction remains strong, and private 

sector construction is driving the earnings for materials companies in 

multiple markets. While consistently improving, the market remains 

a fraction of the highs achieved in 2006-07 as shown in Figure 9.

A federal highway bill remains the most important consideration for 

the sector. As shown in Figure 10, highway spending has been flat 

in recent years and is expected to remain that way until a long-term 

federal highway bill is passed. At the end of July, Congress approved 

the 34th short-term extension of the SAFETEA-LU bill that expired 

in the fall of 2009. This extension was until the end of October. Since 

then, the DOT has determined it has sufficient funding to meet its 

obligations through June 2016. This information will likely lead to 

the 35th short-term extension; then it is anyone’s guess what will 

happen in the summer of 2016 during the middle of the election 

year. The ability to forecast consistent spending and address major 

road infrastructure issues across the United States would greatly im-

pact the outlook for the sector; however, for now, we are in the same 

holding pattern we have been in since the fall of 2009.

Table 7: CMI Operating Metrics

Company 
Gross 

Margin 
EBITDA 
Margin 

EBIT 
Margin 

Return on 
Assets 

Return on 
Equity 

 Lafarge Holcim Ltd.  44.5% 19.3% 11.8% 3.7% 8.9% 

 CEMEX, S.A.B. de C.V.  33.1% 18.9% 12.2% 3.3% -2.1% 

 CRH plc  29.6% 8.5% 5.0% 2.7% 5.4% 

 Heidelberg Cement AG  58.6% 16.7% 11.1% 3.3% 7.0% 

 Vulcan Materials Company  21.9% 21.5% 12.8% 3.1% 2.9% 

 Martin Marietta Materials, Inc.  20.4% 22.3% 13.7% 5.0% 7.0% 

 Eagle Materials Inc.  23.9% 28.8% 21.1% 8.3% 19.5% 

 Buzzi Unicem SpA  35.3% 15.1% 7.7% 2.3% 7.4% 

 Titan Cement Company S.A.  25.2% 14.7% 6.3% 1.7% 3.5% 

 Summit Materials, Inc.  27.5% 13.5% 5.1% 2.4% -10.4% 

 Granite Construction Incorporated  11.0% 5.0% 2.1% 1.8% 4.5% 

 U.S. Concrete, Inc.  19.9% 10.7% 6.6% 6.4% 14.4% 

Mean 29.2% 16.3% 9.6% 3.7% 5.7%

Median 26.3% 15.9% 9.4% 3.2% 6.2%

Source: S&P Capital IQ, as of 9/17/2015
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Figure 9: Total Residential Construction

Figure 10: Highway and Street

Figure 8: CMI Companies’ Median Net Debt 
to EBITDA

Source: S&P Capital IQ, as of 9/17/2015 Source: FMI Third Quarter Outlook

Source: FMI Third Quarter Outlook
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Flow of investment capital
During the run-up to the housing crash in 2006-07, the United 

States was one of the most attractive markets for investment capi-

tal in the materials sector. With consistent cash flows, significant 

equipment assets and material reserves, the ability to assess risk 

and value the operations made the sector a prime target. Following 

the downturn, global capital found better alternatives in emerging 

markets and high-growth markets like Brazil, Russia, India and 

China (the BRICs). 

However, recent current events and the improvement in the U.S. 

economy have tilted the scales back toward the United States. 

According to data from the World Bank, China has experienced 

a reduction in its GDP growth rate from an average of over 9% 

for the past 15 years to about 7% today. The European Union has 

experienced significant challenges with growth and financing due 

to the debt and employment challenges in Greece and Spain. Brazil 

has also experienced challenges due to the reduction in economic 

growth from 10% in 2010 to almost 0% today and recent corrup-

tion allegations among some of its largest private companies. The 

United States offers growth in residential construction, reasonable 

highway funding, qualified labor and a fragmented market that 

could still benefit from consolidation.

Outlook for mergers and acquisitions
The acquisition climate in the United State continues to be domi-

nated by strategic bolt-on acquisitions. Corporate divestitures and 

merger-related spinoffs were also popular in 2015. More buyers have 

returned to the acquisition front after spending most of their energy 

on balance sheet management after the financial markets collapse of 

2008 . With the return of these traditional buyers and a pent-up sup-

ply of prospective sellers, we expect significant merger and acquisi-

tion activity in 2016.

George H. Reddin is a managing director with FMI Capital Advisors, Inc., 
FMI Corporation’s Investment Banking subsidiary. He can be reached at 
919.785.9286 or via email at greddin@fminet.com.

Scott Duncan is a vice president with FMI Capital Advisors, Inc., FMI 
Corporation’s Investment Banking subsidiary.  He can be reached at 
713.936.4920 or via email at sduncan@fminet.com.
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Engineering and Architecture
 By Greg Powell and Steve Isaacs

The economy is improving slowly – 

but will it continue?

There is a mounting need for infrastructure projects – 

but where is the funding?

Revenues are up throughout the industry – 

but margins are tight.

Employee demand and compensation are rising – 

but where are the people?

New technology and project delivery approaches are essential – 

but what is the best path?

Consolidation and foreign investment are strong – 

but what does that mean for your firm?

These are the key questions being asked in the architecture and 

engineering profession. Unfortunately, several of these questions 

remain unanswered, leaving firm leaders in the difficult position of 

deciding on a direction for their firms. The industry has now turned 

the corner from the Great Recession; however, the next corner seems 

near. Whether it will prove to be a positive or negative turn is a key 

concern of industry stakeholders.

Economic conditions create uncertainty
The U.S. economy is headed in the right direction, but is struggling 

to pick up steam. GDP growth is modest at best, inflation remains 

low, and unemployment is improving. Interest rates are at historic 

lows, and rate hikes are not expected to begin until later in 2015. 

These conditions are encouraging some project owners to take ad-

vantage of the current environment before the forthcoming hikes 

cause capital costs to rise. 

The nature of this economic recovery, however, is leading to uneven 

growth across end markets. Depending on a project’s end market and 

financing source and structure, A/E firms are dealing with volatility 

in project funding and apprehension as to the ultimate viability and 

timing of many projects. This issue of “getting to go” in the current 

project funding environment leads to challenges in predicting perfor-

mance and in managing resource allocation. These economic mixed 

signals are impacting both public and private projects. Furthermore, 

the volatility in key foreign markets is also contributing to the do-

mestic uncertainty in this globally integrated economy. 

Margins are not improving
The Great Recession produced a range of client reactions to design 

professionals. The majority of A/E firms were hungry for revenue, so 

clients often took advantage. This dynamic led to increased expec-

tations, lower fees, expanded scopes, difficult schedules and strict 

agreement terms. Several of these demands have now become stan-

dard practice for some clients. The unfortunate result is that A/E firm 

profits are not keeping pace with revenue growth.

Most firms took the necessary reduction in overhead in order to 

remain viable during the Great Recession. This improved level of 

efficiency can only be sustained during a growth cycle for a limited 

time. Expectations from staff in areas such as manageable workloads 

and continuing education must be met in order to keep employees. 

Firms have begun a discovery process seeking more effective ways to 

execute projects, and we have worked with several firms to accom-

plish this goal. (See “Improving Practice Effectiveness” in the “FMI 

Quarterly,” 2014 Issue 4 and 2015 Issue 1.)

Another reaction by firms in this continuing period of uncertainty is 

a reluctance to hire. The result is utilization rates are rising. Add to 

this the lack of availability of A/E talent, and it creates the next issue.

War for talent
As in every recession, the A/E profession lost many talented people. 

Many ended up in other industries, some with improved compensa-

tion. Even as the need for staffing has increased during this recovery, 

many workers are reluctant to return to the profession, resulting in a 

war for talent. A/E firms are experiencing a shortage of skilled profes-

sionals, particularly those with six to eight years of experience. As a 

result, many firms have modified their approach to talent develop-

ment from build to buy. With the current need for short-term and 

fluid staffing, many firms do not have the patience to hire juniors 

and wait for them to develop, so they choose to hire more senior staff 

who can fulfill project needs immediately. This trend is driving up 

wages, resulting in an even greater challenge to maintain margins.

Project delivery systems
In 2013 we at FMI identified a trend we described as “The Con-

silience of Design and Construction.” The word “consilience” 

describes the convergence of knowledge primarily in science, as 

reflected in modern consumer technology. We hypothesized that 

the design construction industry should consider consilience as 

well. However, we addressed the concern that our industry was 

slow to accept this significant shift away from the traditional 

method of design-bid-build. We believed owners would be the 

driving force in this trend, not only for faster, better and cheaper 



execution, but also for improvements in project collaboration and 

conflict reduction.

The proliferation of new project delivery systems is at the forefront of 

what feels like a revolution in the design-build industry. Many design 

and construction firms that previously treated this trend as simply 

a fad are now highly committed to all varieties of delivery systems. 

Alternative collaborative methods from design-build to integrated 

project delivery (IPD, including what are known as “IPD-ish” hy-

brids) are accepted increasingly as standard practices. We expect this 

trend will continue to expand beyond design and construction into 

areas such as integrated design/build/operate/maintain/finance.

Merger and acquisition activity remains strong
Despite the unpredictability that persists in the U.S. and global 

economies, or perhaps because of the uncertainty, dealmaking in the 

A/E market remains brisk. With moderate economic growth, firms 

are looking toward acquisitions to diversify market exposure and 

to improve positioning for when economic growth does accelerate. 

After a strong year for mergers and acquisitions (M&A) in 2014, deal 

volume continues to gain momentum in 2015. FMI tracked 103 

deals in this market in the first half of 2014, and that number grew 

62% during the first half of 2015, to 167 transactions. Thus far, we 

have not seen the landmark transactions in 2015 that we saw in late 

2013 and in 2014, but activity remains high throughout the market. 

Investment interest is strong with both strategic and financial (pri-

vate equity funds) buyers. Interest from private equity funds has 

grown in 2015, specifically in firms well positioned to compete in 

high-growth sectors, provide integrated services and contribute to a 

roll-up strategy. Both strategic and financial buyers are also investing 

to take advantage of the ever-growing infrastructure needs, though 

such strategies are more integral to patient acquirers with a longer-

term view.

The sustained consolidation trend is impacting deal activity at the 

upper, middle and lower ends of the A/E market. Larger firms look 

to keep pace with the national and global players by becoming more 

integrated and by increasing in scale. Smaller firms are using M&A 

to strengthen their competitive position through geographic diver-

sity, acquisition of talent and improved capabilities in niche, higher-

margin markets. 

The domestic market remains attractive relative to many foreign mar-

kets, drawing more and more international buyer interest. Europe 

is experiencing uneven growth; China’s rapid growth is starting to 

slow; Japan is stagnating; and many South American countries are 

wrestling with heavy exposure to low oil and gas prices as well as 

political uncertainty. As a result, foreign buyers should continue to 

turn to the U.S. market throughout 2016 to seek more stable growth, 

to diversify out of local markets and to take advantage of cheaper 

outsourced engineering labor.

Infrastructure investment: the guessing  
game continues
While everyone in this industry, and increasingly in the general pop-

ulation, is acutely aware of the ever-growing infrastructure problems, 

the path to a solution remains murky. The biggest funding gaps are 

in the highway and transportation sector as well as in the water and 

wastewater sector. The American Society of Civil Engineers reports 

that the United States is already behind in highway spending by $30 

billion, and the EPA estimates the need to invest roughly $700 billion 
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in water and wastewater infrastructure over the next 25 years. A/E 

firms with heavy/civil and utility infrastructure exposure continue to 

watch for movement from traditional funding sources. The timing of 

a new, long-term highway bill will have far-reaching implications on 

the industry, as will increased federal attention on water infrastruc-

ture funding. At this point in the election cycle, substantial move-

ment on these fronts is unlikely during the near term.

Private investment is the most likely path to bridge this infrastructure 

funding gap, but the United States continues to lag other interna-

tional markets in widespread P3 adoption. In transportation we are 

actually seeing more progress with private funding at the state and 

local levels. With the drought continuing in the western region, the 

hope is that progressive California legislators can lead the charge in 

exploiting private sources to fix its water supply and delivery prob-

lems, and that this will lead to broader momentum in private fund-

ing across infrastructure markets. Foreign buyers with P3 capabilities 

see significant opportunity in the U.S. infrastructure space, and their 

focus on well-positioned integrated design companies is intensify-

ing. While barriers to entry for private investment are softening, this 

phenomenon is slow to evolve.

As we move into 2016, several key themes will continue to shape the 

engineering and architecture industry: ongoing consolidation, search 

for talent, growth through acquisition, foreign expansion into the 

United States and slow progress in infrastructure funding. We remain 

bullish on overall industry prospects, though growth patterns will 

continue to shift across end markets. Successful firms will include 

those best-positioned in the coming year to pivot to growth markets 

and those with the resources to strengthen both capabilities and 

margins. The challenge for company executives will be in choosing 

the direction to lead their firms forward in light of ongoing financing 

and economic uncertainty.

Heavy/Industrial Contractors 
 By Randal Stutzman and Mike Clancy

When speaking with industrial contractors throughout the country 

about their backlog and markets, a consistent key word emerges: 

“spotty.”  In some parts of the country, particularly in the Southeast, 

Gulf Coast and West, backlogs are relatively healthy. However, tight 

labor availability and lack of supervisory talent are making execution 

a challenge. In most other markets, though, the pipeline of upcom-

ing projects looks good through early 2016, but beyond that, market 

uncertainty has made project opportunities difficult to predict. The 

recent run-up and crash in oil and gas prices, as well as other mac-

roeconomic and social factors, have combined to create an industrial 

construction market that is growing but not ready to live up to its 

expected promise. 

The impact of low petroleum prices on heavy 
construction
Individual industrial segments react to market changes differently, 

and the fall in oil prices has exacerbated their normal swings in activ-

ity. Unsurprisingly, segments that benefit from rising oil prices are flat 

while those that benefit from weak oil prices have increased. Overall 

industrial construction activity has increased from 2014 and is pro-

jected to continue to rally throughout 2016. Meanwhile, projects in 

the petrochemical and pipeline segments have seen postponements 

or cancellations. The continuing uncertainty around when oil and 

gas prices will rebound has operators resistant to spending money on 

any but the most critical upgrades and retrofits. 

On the other hand, the power segment, which has largely stagnated 

for the past several years, has rebounded strongly. Continuing ad-

ministration antipathy towards coal power, combined with the 

historically low price of natural gas, has made conversion projects 

more attractive from both financial and regulatory perspectives. 

Other beneficiaries of low oil and gas prices have been petrochemi-

cal manufacturing plants. For example, ethylene plant construction 

is experiencing a boom cycle in the United States, with eight to 10 

major ($500 million and larger) projects currently in the design or 

feasibility stage. Manufacturing plants in high-energy demand indus-

tries have also benefited. For example, steel mills are again a growing 

part of America’s industrial economy.

In a recent article, Ralph Gentile, the senior economist for Construc-

tion Industry Resources, LLC, summarized the effect of lower oil 

prices on heavy construction:

Greg E. Powell is a vice president with FMI Capital Advisors, Inc., FMI 
Corporation’s Investment Banking subsidiary.  He can be reached at 
919.785.9217 or via email at gpowell@fminet.com.

Steven J. Isaacs is a division manager with FMI. He can be reached at 
925.934.7200 or via email at sisaacs@fminet.com.
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Finally, continued political and regulatory uncertainty has depressed 

industrial sector demand. Many in the business world thought the 

last midterm elections signaled a changing, more business friendly 

political climate. However, the willingness of the administration 

to pursue through executive and regulatory action what it cannot 

achieve via legislation has meant uncertainty in nearly any type of 

business investment decision. At least until after the next presidential 

election, business is relegated to once again reading tea leaves in an 

attempt to puzzle out what will next attract the attention of the regu-

latory state in Washington. This uncertainty has had a predictable 

dampening effect on certain industrial sectors.

Labor trends continue to be troubling
The industry as a whole is struggling to solve the skilled labor short-

age at all levels. The industrial construction segment is having just as 

difficult a time filling its labor needs as the rest of the construction in-

dustry. After the U.S. construction industry downsized by about 30% 

of its personnel just a few years ago, skilled workers at all levels are 

now in short supply. This includes craftsmen, supervisory person-

nel, project managers, estimators, engineers and senior leaders. The 

industrial segment has done slightly better than the broader market 

in attracting these needed workers, but it, too, continues to struggle. 

At last year’s Rice University Global Engineering and Construction 

Forum, not one of the senior executives in attendance expressed 

confidence in his or her firm’s ability to provide enough skilled talent 

to meet the expected project demands. 

Many well-documented factors have contributed to this shortage. 

Demographic trends continue to be a challenge – there are not nearly 

enough Generation X workers to replace the retiring baby boomers, 

and the industry as a whole has struggled to make construction an 

attractive career choice for the millennial generation.

The issue of craft training in the industry also remains a challenge. In 

heavily unionized parts of the country, the historical apprenticeship 

model continues to predominate. However, the relevance of a standard 

three to five-year apprenticeship program to a world of quick-turn 

megaprojects has become questionable. In addition, the increased cost 

of labor due to heavy fringe benefit packages has often served to make 

union firms noncompetitive, particularly in more price-sensitive proj-

ect pursuits. Parts of the country where unions have traditionally held 

little sway face a different challenge: Many employers are reluctant to 

pay for employee training when those employees could leave at any 

time. Firms in these areas also often face a lack of training infrastruc-

ture. The abandonment of trades and vocational education by high 

schools in the United States means that young people today are never 

exposed to the possibility of a career in the construction trades.

Construction Category Effect of Lower Petroleum 
Prices 

 Chemical Plants Slightly negative 

 Electric Power Generation No effect 

 Oil and  Gas (Transportation) Slightly negative 

 Manufacturing 

 Oil Refineries and Gas Plants Negative 

 LNG Export Terminals No effect 

Discussing oil refineries and natural gas plants, Dr. Gentile goes on 

to say, “Exactly how deeply lower petroleum prices reduce energy 

company investments in new refining capacity is difficult to say, but 

announced reductions in capital spending range from 15% to more 

than 50%.” [1] 

Oil prices are not the only factor affecting 
industrial segments 
There are other factors at work besides oil prices affecting indus-

trial segments. In spite of the somewhat anemic growth of the U.S. 

economy over the past year, the dollar remains relatively strong 

because the eurozone and emerging BRIC economies have had even 

worse performance. The strength of the dollar introduces another 

layer of complexity into corporate decision-making. Multinationals 

would generally prefer to locate their manufacturing plants in coun-

tries with strong consumer markets and low energy prices, like the 

United States, but exchange rate challenges and regulatory hurdles 

are making that decision more complicated. A recent Washington 

Post article stated that while factory employment grew by more than 

200,000 jobs in 2014, it is up by only 4,000 jobs over the past three 

months. [2] Indeed, the strong dollar may have a greater long-term 

impact on the industrial/manufacturing sector than cheap oil. 

1 Construction Industry Resources, LLC, www.myCLMA.com.

2 Bernstein, J., and Baker, D. (2015, May 11). The strong dollar is hurting U.S. manufac-
turing. There’s a lesson in there for the TPP. Retrieved August 3, 2015, from https://www.
washingtonpost.com/posteverything/wp/2015/05/11/the-strong-dollar-is-hurting-u-s-
manufacturing-theres-a-lesson-in-there-for-the-tpp/
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Finally, continued inaction on a coherent immigration policy has 

served to prolong the uncertainty of the past several years. While 

industry groups and contractors may disagree on what the most ef-

fective and useful policy should be, the fact is the myriad and contra-

dictory approaches currently being bandied about leave workers and 

employers with the worst of all possible worlds – no real guidelines 

and expensive liability exposure.

The result of these trends is a systemic labor problem that will not be 

easily solved. According to “FMI’s 2015 Craft Labor Recruiting and 

Retention Survey,” the trades most heavily impacted are all key trades 

in the industrial construction segment:

 � Operator (heavy equipment)

 � Welder (boilermaker)

 � Carpenter (and scaffold-maker)

 � Pipefitter (all including plumbers)

 � Ironworker (reinforcing) 

When asked, employers identified the following strategies in 

order of importance when used to recruit and retain workers: 

 � Being the employer of choice - 28%

 � Offering competitive compensation was most important - 

20%

 � Providing comprehensive benefits and rewards was a key  

factor - 18% [3] 

While all of those strategies are important, they have the familiar 

quality of “mom, flag and apple pie.” In order to win the war for tal-

ent, industrial contractors will have to dig much deeper, exploring 

possibilities like creating personal development plans, enrolling in 

online corporate universities, becoming learning organizations and 

implementing self-directed feedback.

Merger and acquisition activity remains strong
The industrial market remains an attractive target for both strategic and 

financial buyers. We have seen that private equity firms and foreign con-

tractors are increasingly interested in acquiring firms within the industrial/

manufacturing space. Unlike the rest of the construction industry, many 

of the ownership transfer opportunities for industrial contractors will 

come from third-party buyers. The reasons this sector is attractive include: 

3 FMI Corporation, Craft Labor Recruiting and Retention 2015 Survey Report

 � Lower bonding requirements than the industry as a whole

 � Higher concentration of work performed directly for the 

owner

 � Opportunities for maintenance work and other sources of 

recurring revenue

 � Sophisticated safety and risk management programs

 � Relatively high barriers to entry

 � Availability of capital

 � Ability to leverage customer relationships over a larger geog-

raphy 

Spotty, but it could be a whole lot worse
The industrial sector faces severe challenges. Uncertain and volatile 

energy prices, a strong U.S. dollar, labor shortages at the field and 

management levels, and capital projects put on hold or canceled are 

all likely to be part of the industrial construction landscape over the 

next few years. In spite of this, the overall sector is projected to grow 

over the same time frame. Compared to other sectors, industrial 

work remains attractive, profitable and robust. In order to succeed, 

contractors will need to once again lace up their boots and face the 

challenges of this industry with eyes wide-open to its risks and re-

wards in order to succeed. 

Randy Stutzman is a managing director of FMI Capital Advisors, Inc., 
FMI Corporation’s Investment Banking subsidiary. He can be reached at 
813.636.1247 or via email at rstutzman@fminet.com.

Michael D. Clancy is a principal with FMI. He can be reached at 713.936.4945 
or via email at mclancy@fminet.com.
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Oil and Gas Industry
 By Scott Duncan and Brian Moore

The shale revolution has made the United States the world leader in 

oil and gas production. With prices falling and owners tightening 

their belts, where do contractor markets go from here?

 

Seventeen months ago, in June 2014, the U.S. energy market was 

booming. Oil and gas contractors, whether serving upstream, mid-

stream or downstream clients, saw record volume growth and profit-

ability. Owners, while cost-conscious, focused on getting commodi-

ties to market quickly and securing high-value reserve positions. 

As prices began to decline in late summer and into November and 

December, weekly oil rig counts remained steady with around 1,550 

to 1,600 active rigs. As 2015 began, producers that had been earn-

ing enormous rates of return on wells in oil-heavy locations like the 

Bakken, the Niobrara and the Permian Basins, among others, began 

to show concern. By May, rig counts fell into the 600s, their lowest 

levels in five years.

Oil prices fell some 60% during that period, primarily due to Saudi 

Arabia’s insistence that it would not cut production to maintain price 

levels. The kingdom wanted to “sweat” U.S. shale, as Rockefeller 

might have put it, and with shale oil’s high cost of production, lower 

prices seemed a simple way of battling a new competitor. 

However, Saudi Arabia’s strategy hasn’t worked – yet.  While prices 

declined, rigs idled, and producers tightened their belts, U.S. crude 

oil production continued to grow. As of July 2015, the United States 

continues to produce in excess of 9 million barrels of oil per day, a 

figure that has grown consistently since prices began their decline 

over 14 months ago.  

The reason for the U.S. oil market’s resiliency is relatively simple. Oil 

producers are largely public companies with both debt obligations 

and shareholder expectations. As prices have declined, producers 

have sought to maximize cash flow by increasing production, high-

grading core wells with better economics, cutting overhead, focusing 

on cost-efficiency and limiting high-risk exploration activities. In all, 

the producer market has been battered by hundreds of thousands of 

job losses, all while production has increased.

For contractors that serve oil and gas clients, 2015 has been the tale 

of two markets. For contractors closer to the wellhead, declining rig 

counts have driven backlogs lower and dramatically affected mar-

gins. For those in midstream and downstream markets, increased 

production and lower commodity costs have driven an unprec-

edented wave of construction. Nowhere is this more apparent than 

on the Gulf Coast, where the construction of petrochemical plants 

and liquid natural gas (LNG) continues to boom. While many of 

the contractors benefiting from this buildout are optimistic, there is 

short-term optimism tempered with growing caution about the long-

term prospects of the shale revolution at $50/barrel oil. 

Figure 1: U.S. Crude Production vs. WTI Spot 
Price (2009 - 2015)

Figure 2: Rotary Rig Count (Oil vs. Gas,  
2013 - Present)



It is apparent that the U.S. shale revolution has entered its first matu-

ration phase, characterized by a renewed focus by oil and gas com-

panies throughout the value chain on technological advancements, 

cost-efficiency, and mergers and acquisitions. These trends will leave 

oil and gas engineers and contractors with a choice: Either be a low-

cost provider of services or be a value-added partner in owners’ ef-

forts to reduce overall project cost. 

2016 will be a pivotal year for many oil and gas contractors as they 

face a market with enormous structural challenges. Coupled with 

pricing pressures, contractors continue to face trade labor shortages 

and increased owner demands for safety, quality and environmental 

stewardship. Accordingly, we believe 2016 will be marked by the fol-

lowing key trends for contractors that serve the sector:

1. The importance of integration will grow. Additional control 

of the supply chain, through increased focus on design/

engineering service offerings, fabrication/modularization, 

self-performance and/or other capabilities, will provide stra-

tegic advantage to contractors as they work with owners to 

deliver projects more efficiently. Companies like KBR, CB&I, 

Fluor and other large EPC firms are beginning to emphasize 

the value of an integrated approach in driving otherwise 

uneconomical projects forward.  

2. Larger firms will hold the advantage in the war for talent. 

Companies with larger balance sheets, backlogs and future 

project opportunities will have an advantage in retaining 

talent (and paying higher wages) over smaller firms that 

traditionally lay off labor when the market slows. Smaller 

firms will need to be aggressive in their approach to retain-

ing talent.

3. Public pressure on oil and gas owners will increase, driving 

more stringent operator qualification standards. Organized 

constituencies against fracking, pipeline construction, new 

processing facilities or energy export, among others, are 

now easily assembled through social media and are highly 

vocal in sharing their messages with both local and national 

political leaders. For owners, a single safety or environmen-

tal incident can threaten future capital expenditures and 

result in billions of dollars in legal exposure. As part of their 

response, owners will continue to raise operator qualifica-

tion standards, which increases overhead on smaller firms 

and drives poor performers from the market. 

4. Upstream and midstream markets will continue to consoli-

date. Upstream and midstream contractor markets continue 

to be the most fragmented in the oil and gas industry. With 

declining pricing power, increased labor and compliance 

costs and greater competition, we expect smaller companies 

to be acquired by larger entities that are actively pursuing 

strategic acquisitions in order to broaden their ability to 

drive value with clients. 

In sum, we expect 2016 to present challenges to contractors serving 

the oil and gas market, but with those challenges come enormous 

opportunity for those firms that can harness it.

Scott Duncan is a vice president with FMI Capital Advisors, Inc., FMI 
Corporation’s registered Investment Banking subsidiary.  He can be reached at 
713.936.4920 or via email at sduncan@fminet.com.

Brian A. Moore is a principal and strategy practice leader with FMI. He can be 
reached at 919.785.9269 or via email at bmoore@fminet.com.  
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Utility Transmission and Distribution
 By Dan Shumate

The utility transmission and distribution industry remains in a 

multiyear investment cycle driven by the need to repair, replace 

and upgrade the transmission and distribution infrastructure across 

the United States. Over the past four years, publicly traded utility 

companies and infrastructure owners have increased their invest-

ment in capital projects at a pace near 9% annually. The volume of 

work available has shifted the competitive dynamic among contrac-

tors from “where do I find work” to “where can I find labor.” Many 

of the themes driving infrastructure construction spending remain 

the same: aged infrastructure across the electric grid, natural gas 

network, water and wastewater systems, the Federal Energy Regula-

tory Commission’s Order No. 1000 and related regulation, and the 

constant need for faster, more reliable Internet and communication 

speed. Coincidentally, undercurrents of change in the industry also 

exist that could influence the way that companies operate today. Dis-

tributed generation is the fastest-growing form of new power genera-

tion, and companies are rapidly developing technology that would 

allow local, affordable power storage. Renewable energy standards 

and greenhouse gas requirements at the federal and state levels will 

require new construction projects to meet lofty goals. The installa-

tion and inspection requirements for critical infrastructure devel-

oped by the Pipeline and Hazardous Materials Safety Administration 

are expanding the requirements for hazardous pipeline operators and 

regulated utilities. Consequently, installation and service expecta-

tions for contractors have increased so that the pipeline operators 

and regulated utilities can track what, when and who put the infra-

structure into the ground. Requirements to be a successful utility 

transmission and distribution contractor are high, and the demand 

for quality constructors in this space is significant.

 

High-voltage transmission (110kV and higher) 
and electric distribution
The high-voltage transmission market will continue to see oppor-

tunity and growth over the next three years, simply to build the 

proposed projects. In 2014 utility companies put in place approxi-

mately 2,250 miles of electric transmission lines. The Federal Energy 

Regulatory Commission reports that over the next three years, 8,000 

additional miles of transmission have a high probability of being 

constructed – a volume that outpaces record years. If the utility 

companies constructed all of the proposed projects over the next 

three years, 20,000 miles of transmission lines would need to be 

built across the United States. The majority of the near-term trans-

mission line work is in the 110kV to 230 kV range, but the largest 

need, based upon proposed infrastructure miles, remains at the 

500 kV level. This prolonged investment cycle is driven by aging or 

inadequate infrastructure, demand for reliable power delivery and 

regulatory tailwinds. 

In addition to the transmission construction requirements, the elec-

tric distribution networks at voltages below 69kV are also in need of 

substantial investment. The assets and technology that represent the 

backbone of our electric infrastructure were put in place in the 1950s 

and are near the end of their life cycle. An estimated 30-40% of 

electric transmission and distribution assets either currently need or 

will soon need replacement due to reliability concerns. After the re-

cent expenditures on the electrical transmission network, the largest 

funding gap is in the electric distribution network. Current spending 

is inadequate to meet the growing needs for reliability and capacity. 

The funding gap will widen if additional investments are required to 

meet growth in local distribution networks or faster implementation 

of smart grid technology. To address these concerns, a number of 

large rate-case decisions will be made by utility commissions to in-

crease the amount allotted to maintenance of distribution networks.

Natural gas transmission and distribution
The outlook for the natural gas transmission and distribution con-

tractors is very strong. Demand for natural gas has increased in 

electric power generation, industrial use, exports and residential 

heating. Natural gas-fired power plants are the primary source of 

new utility-scale generating capacity. To accommodate this growth, 

companies have had to repurpose or reverse existing pipelines and 

laterals to gas-fired generators, build new pipelines and increase 

storage infrastructure. The natural gas infrastructure is still in the 

midst of a rapid expansion of its gas processing capacity as well. 

The marketed production capacity neared 2,500,000 million cubic 

feet in 2014, representing almost a 50% increase in capacity in 10 

years. U.S. natural gas processing capacity is expected to increase 

across the country through 2030 as utilities and manufacturers take 

advantage of the low-cost natural resource. The natural gas industry 

spent billions expanding the gas pipeline network to transport gas to 

processing facilities, but significant work remains. The price differen-

tial between two points creates an incentive for shippers to support 

midstream pipeline development to capture the pricing advantage 

in the network. This occurs in instances where: 1) New produc-

tion must travel via interstate pipeline to reach demand centers, 2) 

Utilization is high, and 3) Capacity is maximized. This is the case in 

the Marcellus Shale Formation, located across states in Northern Ap-

palachia, where new transmission pipeline construction is active and 

expected to continue. 
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For the distribution contractor, North American gas local distribu-

tion companies are at the front end of a 20- to 30-year replacement 

program to address aging infrastructure. PHMSA oversees almost 2.2 

million natural gas main and service miles of which almost 30% is 

“leak-prone.” Unlike other utility products, the combustible nature 

of gas does not allow for poor maintenance and inspection practices. 

Seven hundred and two incidents resulted in fatalities or serious in-

jury in 2014, a 13% increase over the year prior. Projecting current 

incident information forward results in an incident rate that is above 

record highs. PHMSA inspection and regulation has shone a light on 

the infrastructure condition and related incidents. The most leak-

prone distribution pipeline materials are cast-iron and bare steel, 

accounting for approximately 9% of distribution pipes in the United 

States and resulting in roughly 30% of methane emissions. While 

many states have addressed their cast- and wrought-iron pipelines, 

states like New Jersey, New York, Massachusetts, Pennsylvania and 

Michigan have thousands of both main and service miles that still 

need replacement. Using estimates from the American Gas Asso-

ciation and PHMSA data, the cost to replace leak-prone pipe in the 

United States is still greater than $270 billion. 

Communications infrastructure
The demand for bandwidth continues to grow at an exponential rate. 

Doug Webster of Cisco recently commented that it took 32 years 

to generate the first zettabyte of IP traffic annually; however, it will 

take only the coming three years to meet the next milestone of two 

zettabytes annually. Gigabits per second standards have emerged in 

select markets, and the incumbent players are being driven forward 

by companies like Google. Over the past 12 months, Google has an-

nounced expansion plans for its fiber network into five more major 

cities, with four more on the list of potential candidates. The most 

significant projected spending in the communications arena centers 

on wireless networks. The next-generation wireless speed Long-term 

Evolution Advanced is currently being constructed and commonly 

relied upon as a primary means to access the Internet. Wireless oper-

ators are expected to spend 8% over the prior year on network infra-

structure and equipment. This development is driven by the revenue 

gains from the machine-to-machine communication, increases in 

subscribers and the use of cloud-based data networks alongside the 

ever-increasing demand for data from their customer base. 

Municipal water/wastewater
The International Energy Agency estimates that 34% of water 

pumped globally ends up as nonrevenue water (or water that is lost 

through theft, metering inaccuracies or main breaks and pipe leaks). 

The American Society of Civil Engineers continues to rank the U.S. 

water facilities and water pipeline infrastructure as a “D” in its report 

card, and the United States has experienced a rise in water main 

breaks annually to almost 850 per day. Despite this information, 

spending on water infrastructure has been relatively anemic when 

compared to the electric and gas distribution industries. According 

to the U.S. Census Bureau, for the first time since 2008, both the 

water supply and wastewater industry recorded increases in spend-

ing. Wastewater projects are expected to be a source of growth over 

the next five years, as companies seek to upgrade the aging sewer 

systems; but clean water construction growth is expected to remain 

sluggish. Weak municipal finances create a challenge to repairing 

the nation’s water infrastructure. The industry will collectively be 

watching the Abengoa S.A.-led project team in San Antonio, Texas, 

that was awarded a DBFO contract (design-build-finance-operate) to 

see if similar contracts can assist their municipalities with their water 

infrastructure needs.

Daniel Shumate is a vice president with FMI Capital Advisors, Inc., FMI 
Corporation’s registered Investment Banking subsidiary.  He can be reached at 
919.785.9266 or via email at dshumate@fminet.com.
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Specialty Trade Contractor Trends
 By Scott Kimpland

In 2015 specialty trade contractors benefited from a growing econo-

my and, on average, experienced a slight improvement in operating 

profit over 2014. This increase in earnings varied slightly by trade 

as illustrated in the figure below, but as a group, average operating 

profit for four key specialty trades improved slightly, from 3.10% in 

2014 to 3.35% in 2015.

As specialty contractors approach 2016, most will enter the year with 

strong backlogs and plenty of new work opportunities. At the same 

time, this segment continues to face several ongoing challenges and 

trends, including the following:

 � Critical shortage of skilled labor and project management 

talent

 � Increased emphasis on growing service and direct-to-

owner business

 � Continued emphasis on prefabrication and modularization

Critical shortage of skilled labor and project 
management talent
As the workforce ages and more field workers retire and exit the 

industry, an increasing number of younger workers are needed to 

maintain the current supply of construction workforce. The ur-

gency of this need becomes even more apparent when considering 

the increasing amount of construction being put in place. In many 

cases, trade contractors are forced to turn down potentially good 

opportunities because they lack the human resources to execute the 

work effectively. While this trend appears to be more critical in some 

areas of the country than others, most trade contractors are being 

severely impacted. Historically, during periods of high construction 

activity, immigrant labor has filled a number of the field labor needs, 

especially for lower-skilled positions. This traditional source of labor, 

however, seems to be less available than in previous boom periods.

 

The result of this trend is that strategic-thinking trade contractors 

are beginning to understand the fact that there is a finite amount of 

qualified field talent available, and they need to be more selective in 

how and where they use this limited resource. One metric that some 

trade contractors are beginning to track is gross profit per man-hour. 

Assuming that qualified field talent is a limited resource in today’s 

market, the idea is that most trade contractors have a relatively fixed 

inventory of man-hours to sell every year. As a result, a good strategy 

might be to identify and pursue the markets, customers and work 

types that offer the highest gross profit per man-hour and turn down 

work opportunities that do not offer some acceptable minimum 

return on labor. Performing an analysis of completed contracts is a 

good place to start, to better understand where and how this metric 

changes based on the variables associated with various types and 

sizes of projects. For example, the data may indicate that pursuing  

large, competitively bid, high-risk, labor-intensive projects with 

construction managers may not offer a good opportunity to optimize 

gross profit per man-hour. Tying up a large amount of labor on a 

long-term, losing project is a bad position to be in, given the tal-

ent shortage. A more sound strategic decision may be to do several 

smaller, higher-margin projects using the same labor over the same 

period of time. This metric also forces trade contractors to challenge 

their strategies relative to what work they choose to self-perform and 

what work they decide to subcontract to someone else.

While the shortage of qualified talent in the field is probably the most 

significant challenge facing trade contractors today, finding qualified 

and talented project managers is equally as challenging. Because of 

the skill set and business acumen required to be a successful project 

manager for a trade contractor, few field managers are able to make 

the transition to project manager. Successful project managers need 

Figure 1: Three-Year Operating Profit Trend for  
Trade Contractors

Source: 2013-2015 RMA Annual



construction, the impacts of a delayed start, schedule compression, 

poor coordination or slow change order resolution are costly. When 

several of these conditions exist, the result is a low-margin/high-risk 

environment for the trade contractor. 

Because these risks create margin volatility and erosion, many trade 

contractors are pursuing strategies that make them less dependent on 

working strictly for general contractors and construction managers. 

In some cases, trade contractors are being much more selective with 

what they will bid to general contractors and construction managers. 

For some, the most profitable projects of the year may be the ones 

that they choose not to pursue. In other cases, trade contractors have 

aggressive growth strategies for service and direct-to-owner business, 

since these markets typically offer significantly higher margins, with 

considerably lower risks. Given the challenge of finding additional 

talent in the field, a strategy to grow service and pursue more direct-

to-owner opportunities also provides a viable way to increase gross 

profit per man-hour for the business.

Continued emphasis on prefabrication  
and modularization
Owners’ expectations and demands relative to construction sched-

ules continue to affect the industry. Sophisticated owners understand 

that getting to market sooner often equates to quantifiable income 

opportunities for them. At some point, there is only so much that 

can be squeezed out of a project schedule using traditional stick-built 

construction techniques, and the industry seems to have reached 

that point. As a result, prefabrication and modularization continue 

to evolve and mature. By putting much of what has traditionally 

been built piece by piece in the field into a controlled manufacturing 

environment, trade contractors who have embraced this trend have 

been able to meet the demands of aggressive schedules, differenti-

ate themselves and, in many cases, sell their services on something 

other than low price. Helping an owner occupy his building quicker 

has value that is often easy to calculate, and some owners are will-

some level of technical capabilities, and also strong business acu-

men. As a result, more project managers are being recruited and 

entering the industry with four-year degrees in construction manage-

ment, civil engineering, mechanical engineering and, in some cases, 

business management. Unfortunately, many potential candidates 

with construction management degrees seem to prefer working for 

construction managers or general contractors and seem to be less 

attracted to the trades. For others with engineering or business de-

grees, the construction industry is simply not as attractive to them as 

are other industries. 

There are no silver bullets when it comes to cracking the code on 

this critical shortage of talent. However, some trade contractors have 

been able to differentiate their companies as being better places to 

work for people who are attracted to the industry. Strategically, this 

starts with understanding the needs of today’s workers, creating an 

environment and culture that attracts them, and having the leader-

ship and management skills to develop and retain them. 

Increased emphasis on growing service 
business and direct-to-owner work
For trade contractors, labor represents one of the largest and most 

volatile costs to the business. In a business where average operating 

profits are in the range of 3-4%, there is little margin for error when 

it comes to meeting or beating labor estimates on individual projects. 

For most trade contractors, the risk and return equation when work-

ing for a general contractor or construction manager is often not very 

attractive. This is especially true in markets where much of the work 

is awarded primarily on the basis of price.

In order to successfully acquire work with general contractors and 

construction managers trying to compete on thin fees, trade contrac-

tors are often forced to use production and labor cost assumptions 

based on best-case scenarios. After submitting a bid, they can then 

face aggressive buyout practices and onerous contract terms. During 
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ing to pay a premium for faster delivery. Trade contractors that 

can bring creative prefabrication ideas to the table and reduce the 

construction schedule are much more likely to be selected based on 

the value that they bring rather than simply their price on bid day.  

Beyond the schedule impact, prefabrication can also have a positive 

impact on quality, safety, productivity and material waste. In a recent 

McGraw-Hill study on prefabrication in the construction industry, 

several of the key benefits of prefabrication, as reported by survey 

respondents, include the following:

 � 66% report that project schedules are decreased — 35% by 

four weeks or more

 � 65% report that project budgets are decreased — 41% by 

6% or more

 � 77% report that construction site waste is decreased — 44% 

by 5% or more 

Prefabrication is certainly not a new trend for mechanical and elec-

trical contractors. However, FMI has seen a number of drywall and 

framing contractors pioneer prefabrication initiatives in their trades. 

Some have started prefabrication divisions and, in a few cases, en-

tirely new manufacturing entities that allow them to innovate, differ-

entiate and deliver an entirely new level of value to their customers. 

Conclusion
While there is some good news in the current profitability trends for 

trade contractors, the critical shortage of qualified tradespeople, field 

labor and project management could have potentially serious im-

pacts. Based on simple economic principles of supply and demand, 

it is logical to predict that the price of labor is likely to increase. If the 

human resources are not available to meet the demands of the mar-

ket, major projects could be seriously delayed or impacted. However, 

for trade contractors who can differentiate themselves as employers 

of choice and take advantage of the benefits of an aggressive prefabri-

cation strategy, the next few years should offer some great opportuni-

ties for both growth and profitability.

Energy Services and Cleantech Overview
 By Tim Huckaby and Bridget Wandelt

Certain fundamental conditions and long-term trends continue to 

push growth in energy services and cleantech, including: 

Buildings use (and waste) massive amounts  
of energy
Although the efficiency of buildings has improved in recent years, 

the building stock is the single biggest consumer of energy in the 

United States. More than 40% of all energy [1] and 70% of all electric-

ity [2] used in the United States is consumed by buildings. A whop-

ping $120 billion worth of energy is wasted (to inefficiency and un-

necessary use) each year in the commercial and industrial sector. [3] 

Notably, residential energy use is slightly larger — and considerably 

more inefficient — than commercial energy use. 

Companies large and small push forward 
technology innovation 
Innovations and advancements continue to make more possible at 

a lower cost. Obvious examples include lighting (decreased cost of 

manufactured LED lights), distributed generation (rapidly declining 

cost of distributed solar) and building intelligence software. Less 

obvious examples include project financing innovations (yieldcos, 

project finance funds, community solar) and advances in operational 

efficiencies (reduced transaction costs and streamlined workflows). 

Customer knowledge, awareness and 
expectations increase 
Facility owners and occupants are demanding better performance 

from both existing and new buildings. Attributes such as occupant 

comfort and health, energy efficiency, power reliability and air qual-

ity are having greater impact on facility rents and building owners’ 

and occupants’ economic decisions (i.e., better buildings command 

higher rents and increase occupant productivity). 

FMI currently tracks hundreds of companies in the Energy Services 

and Cleantech industry in the following areas:

1 U.S. Energy Information Administration.

2 U.S. Department of Energy Buildings Energy Databook.

3 U.S. Department of Energy Better Buildings program. 19 March 2015, U.S. Environ-
mental Protection Agency, ENERGY STAR program.

Scott L. Kimpland is a director with FMI Corporation. He can be reached at
813.636.1263 or via email at skimpland@fminet.com.
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Energy Services and Cleantech Coverage

• Bill Analysis, Payment
• Energy Analysis and Management
• Energy Procurement
• Energy Consulting
• Risk Management
• Energy Information/Software
• Commodity Sales

• Demand Response
• Building Systems Integration
• Smart Controls/Meters
• Utility/Government Programs
• Energy Information/Software
• Energy Analysis and Management
• Internet of Things

• Outsourced O&M
• Third-Party M&V
• Continuous Commissioning
• Energy Information/Software
• Facilities Services
• Utility Services
• Third-Party Ownership

• Performance Contracts
• Energy Retrofits
• Energy Engineering
• Commissioning, 

Retrocommissioning, 
Continuous Commissioning

• Efficient Technologies
• Utility/Government 

Programs
• Load Shifting

• Traditional Distributed 
Generation

• Combined Heat and Power
• Solar
• Wind
• District Energy
• Microgrids
• Other Renewables

Distributed Generation (DG) 
Renewables

Energy Efficiency
Load Shifting

Energy Procurement
Energy Management

Intelligent Buildings 
and Demand Response

Facility Operations and Maintenance
Measurement and Verification

Power Quality and Reliability
Energy Storage
• Power Quality and Reliability
• Microgrids
• Backup Power Infrastructure
• Energy Information/Software
• Energy Storage Technologies



scale. Fueling much of the media attention was Tesla’s highly pub-

licized entry into the market in May 2015, followed by its planned 

2016 production of home and industrial lithium-ion battery packs 

selling out. [4] Lithium-ion batteries may emerge as a front-runner 

in energy storage as costs for the technology continue to decrease, 

but it is not yet clear which of several technologies will come to 

predominate.

Intelligent building systems 
Software systems and controls to optimize building performance 

continue to improve and gain market traction. Driven by improve-

ments in processing power and the network benefits of ubiquitous 

wireless connectivity, the “Internet of Things” has gained popularity 

and opened up the market to existing and new competitors in the in-

telligent building systems space. [5] Energy management services are 

increasingly being implemented by building owners, although the 

search for profitable, high-growth business models for technology 

providers in this space continues. We expect that the proliferation of 

services across multiple sectors will lead to a consolidation of com-

panies over time in order to better serve the needs of the customer. 

Commercial and industrial market highlight
The market for building-related energy efficiency services has 

historically been concentrated among large clients with access to 

4 Colthorpe, A. (2015, August 7). Tesla: Gigafactory production could go ‘much higher’ 
than initially planned. Retrieved November 2, 2015, from http://www.pv-tech.org/
news/tesla_gigafactory_production_could_go_much_higher_than_initially_planned

5 How Smart, Connected Products Are Transforming Competition. (2014, November 1). 
Retrieved November 2, 2015, from https://hbr.org/2014/11/how-smart-connected-
products-are-transforming-competition 

High-Growth Areas

Efficiency
The cost savings resulting from energy (and water) efficiency mea-

sures are central to the economics of most energy services projects 

and products. Innovation in the sector is especially robust, with the 

introduction of new technologies, financing structures, and business 

models. Recent advances in areas such as LEDs, energy information 

and management systems, continuous commissioning techniques, 

remote auditing technologies, application of algorithms to big data, 

and dedicated energy efficiency project finance funds continue to 

drive growth in the energy services industry. 

Distributed generation 
Distributed generation is poised for continued growth due to mul-

tiple factors: low natural gas prices (for distributed combined heat 

and power, or CHP), fast-declining costs and improved performance 

of distributed solar, increasing costs and regulatory hurdles when 

building centralized generation and transmission/distribution infra-

structure, and the growing importance of power quality and reliabil-

ity to mission-critical facilities. As financing becomes streamlined, 

facility owners become familiar with distributed generation offerings, 

and additional geographic markets reach grid parity, this trend is 

likely to strengthen. 

Energy storage 
Energy storage has received some attention in the mainstream media 

over the past year, but it remains to be seen if grid-scale or residential 

and commercial/industrial applications will be deployed on a large 
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well-formed project financing markets and programmatic con-

tracting vehicles – namely federal government and municipalities, 

universities, schools and hospitals (MUSH) markets. Nevertheless, 

the commercial and industrial (C&I) market for energy efficiency 

services is often described as having the greatest potential of all 

nonresidential, building-related energy efficiency markets. Discus-

sion of the imminent boom for the C&I market occurs regularly, 

but this market has yet to materialize to the extent that is hoped for 

by many providers. The desire to capitalize on the energy savings 

potential for the C&I marketplace is well-founded; the market is 

significantly larger than the federal and MUSH markets and much 

less developed. In the United States, the C&I market potential is 

nearly three times as large as the federal and MUSH markets (See 

Exhibit 1). As a result, industry participants are allocating resourc-

es to this market and experimenting with various business models 

and project financing structures. Tim Huckaby is a managing director with FMI Capital Advisors, Inc., 
FMI Corporation’s Investment Banking subsidiary. He can be reached at 
303.398.7265 or via email at thuckaby@fminet.com

Bridget Wandelt is a consultant with FMI. She can be reached at
919.785.9242 or via email at bwandelt@fminet.com.

Conclusion
Attractive economic returns are driving energy services and cleantech 

market growth. Rapid advancements in energy (and water) efficiency, 

distributed generation, energy storage, energy management systems, 

financing vehicles and business models will continue to enhance 

the economic benefits of energy services and cleantech applications. 

Although the federal and MUSH markets are expected to continue 

to grow, the C&I and residential markets hold the greatest potential 

for expansion. Accordingly, growth in the building-related energy 

services and cleantech market will likely continue to outpace growth 

in most other traditional construction markets in the United States.  

Source: Lawrence Berkeley, The Rockefeller Foundation

Exhibit 1: The Energy Services Market — How C&I Compares
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Building Product Manufacturers and Suppliers 
Still nervous after almost five years of good times
 By Porter Wiley and John Hughes

Looking for nirvana…
Although 2015 marks four strong years (going on five) of market 

growth in the residential and nonresidential building markets, many 

building product suppliers continue to be concerned about the state 

of the market. As FMI meets and works with industry leaders, they 

frequently express caution about the current and future market. This 

pessimism is likely the half-full, half-empty scenario that we often 

experience.

The industry has still not returned to the peak levels achieved almost 

a decade ago, and stakeholders are often reminded of the pain expe-

rienced in the Great Recession. The good old days of 2005-2007 gave 

way to a lost decade when comparing where the industry was then 

and where it is today. In terms of construction put-in-place current 

values, it will take until 2017 for the total market to return to 2007 

levels, with the nonbuilding infrastructure market the only winner in 

that time frame. (See Exhibit 1)

The market rebound is even more disappointing when viewed in 

terms of market activity based on constant dollars. The illustration 

below shows that in 2015, the residential building market, expressed 

in constant dollars, is just now returning to 1997 levels, while the 

nonresidential building market is returning to 2002 levels. These 

levels are well below the peak levels, even after a long period of 

market growth.

 

 2007 2012 2017 

Total Residential 500,468 268,847 437,931 

Total 
Nonresidential 462,215 354,712 475,542 

Total 
Nonbuilding 
Structures 

188,667 219,687 238,697 

Total Put in Place 1,152,351 861,246 1,152,170

Exhibit 2: Constant Dollars

The best we could hope for…
In the immortal words of Will Rogers, “Never let yesterday use up too 

much of today.” No, the market is not what it was in the “good old 

days,” but all in all, the outlook is positive right now and has been 

for almost five years. Even better, growth has been steady and mod-

erate during this time. The 9%, 9%, 5% and 9% total year-over-year 

construction put-in-place increases have provided the manufacturer, 

and particularly its channel partners, the opportunity to rebuild 

critical mass during this time. These firms have been able to add the 

required financial, operational and human resources to handle recent 

growth and position themselves for the upturn that is expected to 

continue for the next few years. 

Most building products manufacturers were able to successfully 

navigate the operational efficiency and cost reduction part of the 

equation. This maniacal focus on getting lean has served suppliers 

well in terms of cost reductions, particularly in a market where price 

pressure has persisted beyond recessionary conditions, even with 

increased demand. Our sense is that this ongoing internal focus 

Exhibit 1: The Lost Decade
Total Construction Put in Place 2007, 2012 and 2017

(Millions Current $)
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has helped to fuel continued commoditization in many parts of the 

building products market. While there are some cases of outstanding 

differentiation by selected suppliers, many continue in a business-as-

usual mode, with protection, preservation and pricing remaining at 

the core of the strategy.

Focus on external vs. internal issues…
The time is ripe for building product manufacturers to radically shift 

their focus from the inside to the outside. FMI does not suggest a 

wholesale abandonment of the operational excellence concentration 

that exists today, but a return to a more customer-centric orientation 

that served many firms well in years past. Even with several years of 

growth, many building products firms are still struggling to identify 

today’s target customer, let alone develop the specific support pro-

grams needed to enhance the relationships and collaboratively build 

sales for both parties. 

For many manufacturers, significant opportunities exist to rebuild 

(or create) profitable, long-term relationships with their targeted cus-

tomers. Whether the customer is the distributor, dealer, contractor, 

retailer or, more likely, some combination of this mix, building true 

alliances will pay big dividends for the supplier and its customers. By 

evaluating customers in terms of lifetime values, manufacturers can 

view these relationships in a somewhat different light and focus on 

long-term activities that provide benefit for both parties. 

Most good customers are looking for a few favored suppliers that will 

work with them over the long term to enhance performance in a mu-

tually beneficial fashion. By helping your targeted customers become 

more successful, you will sell more product to a better-managed, 

more financially sound and more loyal customer group.

Building customer performance
Creating a true partnership with key customers is not a simple pro-

cess; it requires some real work and discipline by both parties to 

maximize the value for all involved. At times, this effort may seem 

to be more trouble than it’s worth to the firm and/or the customer. 

Yet, by providing customer development and other valuable support 

programs for your top customers, your firm enables them to success-

fully compete and grow in their respective market. These customers 

are the likely winners in up markets as well as down markets and 

will help drive your future success. This strategy doesn’t mean lavish 

support or rewards to all channel partners or the continuation of pro-

grams that may be marginal at best. It does mean using tools other 

than price to continue to make warranted, prudent investments in 

helping the right customers enhance their performance. Targeted 

support programs that provide differentiation will pay dividends to 

key customers and, in return, to their preferred suppliers. Continu-

ing to support these target customers to help them improve perfor-

mance is a good strategy regardless of the current economic climate. 

Distributors, dealers, contractors and retailers that understand how 

to bring value to their customers should be the ones targeted for 

continued creative support. These are the customers that understand 

partnership relationships, have demonstrated loyalty, are growth-

oriented, are likely to have real business and marketing plans, and 

believe in true win-win relationships. They are probably not selling 

on price and can appreciate the added value that the relationship can 

bring to them. Continuing to invest in their business will provide 

returns to them and to you in both the short and long term. 

A richer relationship with customers at the strategic level can elevate 

your firm’s value as a partner. For example, your support could take 

the form of top-tier customer meetings focused on business plan-

ning, marketing and sales, or other market-building subjects to get 

more profitable work for their firm and yours in the process. Or 

you could conduct rigorous joint planning sessions with selected 

customers to help them increase sales and ultimately sell more of 

your product. Bringing your leadership team together with your 

customer’s leadership team to create market development plans is 

another win-win activity that can be employed. These creative strate-

gies offer more high-level value to selected channel partners than a 

simple cash discount; such discounts can easily drift into being the 

expected price model and therefore become a cost of doing business. 

Creating a true partnership with key customers is not a simple pro-

cess; it requires some real work and discipline by both parties to 

maximize the value for all involved. This positioning with target cus-

tomers will provide dividends in today’s growing market and a strong 

base when this period of market growth inevitably begins to fade.

Building products mergers and acquisitions
Although we are not yet able to discuss the building products mar-

ket without reference to the “dark years,” the repercussions of those 

years are positive for M&A dealmaking. Pace and scale of activity are 

both up, with both strategic and financial buyers very active. 

Healthier Companies
Dealmaking activity is up, in part due to market leader firms becom-

ing much healthier companies. In order to survive the recession, 

companies had to get to positive cash flow (or at least neutral) in the 

new demand reality of the 2009-2011 period. This relentless focus 

on efficiency created lower cost structures. Once the market started 

to inch its way towards recovery, profit margins soon returned to 

prior levels, despite the lower volumes; this has gone a long way 

toward repairing damaged balance sheets. With rising earnings and 
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decreasing debt levels, many of the larger industry players have re-

paired and reloaded their balance sheets.

Growing fast in a moderate growth market
Five years of moderate growth is a nice run, but it does not quite get 

the blood pumping. What is a manufacturer (or distributor) with 

strong profit margins, a healthy balance sheet and grand plans for 

growth to do in such a market? The only surefire way to outpace 

market growth is to make a significant acquisition. Most of the 

companies we talk to in the market are actively scouring for acquisi-

tions, and the demand for attractive building products companies to 

purchase is high. A variety of factors drive M&A activity, but perhaps 

the most important is near-term market forecast – when market con-

ditions seem ripe for growth, investors desire to put more money to 

work in the sector.

Consolidate the positive
On the distribution side, 2015 was a year of large company consoli-

dation. Goldilocks market conditions led to unprecedented merger 

activity among large players. Builders First Source acquired ProBuild, 

Stock Building Supply and BMC West agreed to merge, Beacon 

Roofing Supply agreed to acquire RSG, U.S. LBM Holdings changed 

ownership, and ABC Supply continued its roll-up strategy. In a bit of 

a surprise, Home Depot acquired Interline Brands. 

These transactions are large bets on the future direction of the mar-

ket. That so many firms feel so comfortable investing large additional 

sums of capital into the building products industry is a huge signal 

that expectations for market growth are positive. But every transac-

tion has two sides: If expectations are so great, why sell now? That’s 

where Goldilocks comes in. A year or two ago, these deals would not 

have happened, as prices were lower, and/or the acquiring balance 

sheet would not have supported the expenditure. Today a seller can 

receive what he/she deems a fair price, while a buyer feels there is 

still enough runway ahead to make a decent return on the invest-

ment. Add into the mix debt markets that are flush and accommo-

dating, and we have a recipe for significant deal activity. 

A buyer’s or a seller’s market?
With demand high and the supply of attractive companies low, one 

would expect prices to increase, and they have. Purchase prices – 

measured in multiples of EBITDA – are high by historical standards, 

creating a seller’s market. High-quality companies that hit the market 

today are fetching attractive prices. But in many ways, it is a buyer’s 

market too. Long-term demographic trends foretell a good amount 

of growth left to go in housing, and commercial forecasts are positive 

as well.

FMI’s unique position in the North American construction industry 

affords us global perspective. What we see are construction indus-

try participants that allocate capital on a global basis, seeking to 

increase their investments in the North American market. As one 

looks around the globe today at the economic, political and legal 

conditions in various markets, it is easy to understand why. Ask 

yourself which large geographic construction market you expect to 

experience the most favorable conditions over the next five years? 

BPMs in the United States are in a rare state of equilibrium, where 

one can easily make the case that they enjoy both a buyer’s and 

seller’s market.

Porter Wiley is a managing director with FMI Capital Advisors, Inc., 
FMI Corporation’s Investment Banking subsidiary. He can be reached at 
919.785.9210 or via email at pwiley@fminet.com.

John Hughes is a vice president with FMI. He can be reached at 919.785.9224 or 
via email at jhughes@fminet.com.

Exhibit 3: M&A Transactions – Building Products 
Manufacturers and Distributors  
(U.S. and Canada)

* Through 3Q 2015. Source: Capital IQ



Private Equity
 By John Steinegger

During the first half of 2014, U.S. private equity activity was moving 

along at a swift pace and seemed on track to accelerate the market 

out of the slow recovery, characterized by relatively flat deal growth 

in 2013. Through June 30, 2014, private equity firms had deployed 

$275 billion across 1,753 deals, a 29% increase over the first half of 

2013. In our 2015 Overview, we anticipated deal activity in the sec-

ond half of 2014 would mirror the first. After tallying up the year, it 

seems our prediction was relatively on the mark; $273 billion was in-

vested across 1,819 deals, ending the year with a total of $549 billion 

invested in 3,572 closed transactions (up 7% and 17% respectively). 

By these counts, deal flow in 2014 had reached a new peak since the 

trough of the Great Recession.

Also in last year’s Overview, we mentioned higher valuations and the 

continued increase in the share of middle-market deals as themes 

that had become more prominent throughout the year. Without the 

megadeals that generated headlines in 2013 (e.g., Dell and Heinz), 

escalated valuations across a larger number of transactions were the 

primary drivers behind the modest deal flow growth in 2014. For 

the sake of comparison, the largest deal of the year, the $5.4 billion 

buyout of Gates Global was only one-fifth the size of the Dell or 

Heinz transactions. Historically, most blockbuster deals are sourced 

in the public markets, but with the run-up in share prices, firms be-

came expensive and large deals effectively evaporated. In response, 

firms such as Carlyle and TPG Capital, which are known for large 

acquisitions, ventured into the middle-market and are expected to 

continue to seek opportunities in the space. As further evidence of 

middle-market activity, the total value of deals in the $100 million to 

$1 billion range in 2014 increased 58% over 2013 levels.

In contrast to 2014, deal data for the first half of 2015 points toward 

a decline in deal flow for the year, potentially on par with activity 

levels last seen in 2010 and 2012. Through the first six months of 

the year, private equity firms invested $215.9 billion in 1,509 deals, 

a 21% decrease in value over the first half of 2014. The absence of 

megadeals continued as public markets remain inflated. With signifi-

cant growth expectations already priced into stocks, private equity 

(PE) firms are finding it more difficult to profit from take-private 

transactions. Firms are also encountering more competition from 

corporate acquirers who, with their cash-flush balance sheets and 

high-flying share prices (for publicly traded firms), are being more 

aggressive in auction situations. Corporate acquirers can justify more 

competitive bids due to the value of operating synergies and the 

absence of pressure that PE fund managers face to generate outsized 

returns for investors, as strategic acquirers usually have a lower over-

all cost of capital.

Figure 1: U.S. Private Equity Deal Flow by Year

* As of 6/30/2015. Source: PitchBook
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After a banner year in 2014, some themes we noted in last year’s 

Overview have persisted while new ones have emerged. The 

themes we believe will shape the PE market in the near term are: 

 � Continued growth in middle-market deals. At the end of 

2014, capital invested in deals $2.5 billion and larger con-

tinued to be a small portion of overall dollars put to work 

and accounted for $35 billion, or 6.2% of the total $549 

billion invested in the United States. Meanwhile, middle- 

market deals ($25 million to $1 billion) accounted for 79% 

of capital invested, almost 10% higher than 2013. This 

trend has continued into 2015 with middle-market deals 

accounting for 75% of the $216 billion invested through 

the first half of the year. Also of note is the level of activity 

at the very low end of the market, where sub-$25 million 

deals accounted for 48% of all deals done and over 3% of 

capital invested, surpassing 3% for the first time since 2009. 

Much of this growth in the middle market is in response to 

the frothy markets, where median-deal multiples (enterprise 

value to EBITDA) were 10.0x in both 2013 and 2014. The 

middle market is where many investors can find value, and 

it appears to be paying off, as median-deal multiples fell to 

7.3x in the first half of 2015. 

 � Leveling off of add-on deals as a percentage of total deals. 

Add-on deals accounted for 43% of all private equity invest-

ments in 2014 and 60% of control investments in the same 

period. These figures increased to 47% and 62% respectively 

in the first half of 2015. Add-on deals, which are comple-

mentary and additive to an existing platform company, often 

enable firms to pay discounted multiples and avoid frenzied 

competition. However, with buyer competition already very 

heated (including strategics), inflated multiple fatigue and 

an imminent interest rate increase, add-ons may not be as 

sought after as in recent years. To be sure, only 334 add-on 

transactions were recorded in the second quarter of 2015, 

the fewest since late 2013. It may be too early to tell, but it’s 

possible 2015 will end with add-on growth (both by count 

and as a percent of all deals) flattening out for the first time 

in years. 

 � A pullback in valuations and deal activity. Although 

demand is outstripping supply, investors are fatigued by rich 

deal multiples and, as mentioned previously, are seeking val-

ues across the entire spectrum of the middle market. How-

ever, with competition coming from all corners and a dearth 

of high-quality companies available for sale, some firms may 

seek to sit tight and avoid the froth for now. The high mul-

tiples of the past several years are now leading to concerns 

in the industry that returns over the next five years will be 

stunted. Going forward, private equity funds are likely to be 

more selective and cautious when deploying capital, even 

though they need to spend the substantial stockpile of “dry 

powder” they are currently sitting on, estimated at $467 

billion globally.  

Despite the army of buyers combing the market for deal flow, pri-

vate equity interest and activity in the engineering and construction 

space still remain relatively selective, as has been the theme in years 

past. Building products, construction materials, engineering and 

specialized contractors with energy and industrial exposure are cur-

rently the most attractive sectors covered by FMI. Building products 

companies continue to attract private equity interest as the fore-

casted growth in residential construction remains strong. Although 

the decline in oil prices in 2014 scared many private equity firms 

away from energy-related companies (including construction firms), 

other PE investors saw it as an opportunity to snap up distressed 

assets and are raising new funds to capitalize on such opportunities. 

Notable engineering and construction transactions involving private 

equity since midyear 2014 include: 

Figure 2: Private Equity Fundraising by Year

* As of 6/30/2015. Source: PitchBook
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 � In August 2014, Pike Electric Corp, a publicly traded 

electric-power construction and engineering firm and one of 

the largest specialty contractors in the United States, agreed 

to be taken private by Court Square Capital partners and the 

company’s chairman and CEO J. Eric Pike. The deal was val-

ued at $383 million, and shareholders received $12 in cash 

per share, representing a 50% premium over the company’s 

prior closing share price. 

 � Also in August 2014, Seattle-based Callison, a retail design 

and mixed-use development firm with 1,100 employees, 

agreed to be bought by Dutch giant ARCADIS, a publicly 

traded design firm with 22,000 employees. Callison was 

sold by Blue Point, a North Carolina-based private equity 

firm that purchased Callison in 2006. 

 � In May 2015, Apollo Global Management bought a minority 

stake in CH2M Hill Inc., a closely held global engineering 

services company based in Englewood, Colorado. Apollo 

spent $300 million, which valued the company at roughly 

$2 billion. Apollo, which does not normally make minority 

investments, decided to make the investment based on the 

belief that CH2M Hill will benefit from the growing need for 

infrastructure improvements, growing populations and the 

pressure for environmental preservation in the United States 

and around the globe.

Although private deal activity was down during the first half of 2015, 

there remain many financial buyers with the need to put capital to 

work. As these firms seek profitable opportunities in which to invest 

and the broader outlook for the engineering and construction indus-

try remains positive, we expect again for there to be private equity 

interest in this space in 2016. This is especially true as firms seek to 

expand their presence in the middle market and gain or increase spe-

cialization in certain sectors of the economy (including engineering 

and construction). Private equity firms offer many benefits, including 

flexible transaction structures, the ability for management to stay in-

tact and participate in company ownership, growth capital to expand 

into new markets, and a viable exit alternative for owners. A private 

equity transaction may not make sense for many E&C companies, 

but market dynamics are constantly changing, and sellers should 

carefully weigh their options when considering a sale.

John Steinegger is an associate with FMI Capital Advisors, Inc., FMI 
Corporation’s Investment Banking subsidiary. He can be reached at 
303.398.7210 or via email at jsteinegger@fminet.com.
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Third Quarter 2015 Construction Outlook
 Philip E. Warner

We have to start our report with a correction. Most days for people 

who write a lot of reports, a correction means fixing an error caught 

in proofing. Corrections happen all the time, but when the correction 

involves the stock market, it has a more specific meaning: “A market 

correction refers to a price decline of at least 10% of any security 

or market index following a temporary upswing in market prices.” 

(http://www.investinganswers.com/financial-dictionary/) Sometime 

around August 19, the correction began, although it wouldn’t be 

recognized as a correction until around August 24. Nonetheless, as 

of August 30, the DJIA was somewhere around 87% higher than it 

was five years earlier. So what does this mean to the construction 

industry and its markets? For one thing, there is a much different 

time scale. Most of the construction industry’s economic reports are 

issued on a monthly or quarterly basis. Generally, the time it takes 

to plan, build and occupy or create the products of construction 

are measured in months and years, not minutes and milliseconds. 

While there are changes in our forecast each quarter, the underlying 

drivers for many construction sectors change little in most markets. 

Nonetheless, the stock market is one important barometer of a future 

financial status. 

As readers of FMI’s “Nonresidential Construction Index” report for 

the third quarter 2015 may recall, we asked panelists to give us their 

opinions on the potential effects to their business in the light of on-

going economic crises abroad, i.e., the eurozone (Greece, Italy, Spain 

and Portugal), Puerto Rico and market losses in China. However, 

25% of our panelists were not sure how those various potential crises 

would eventually play out. There were a few NRCI panelists who 

noted they were more concerned about what might be happening in 

China, for instance, “Interest rates, China’s slowing economic growth 

and a destabilized Middle East are all more worrisome than Greece.” 

Their concerns were well-placed. China devalued its currency by 4% 

over August 11-12, confirming what many suspected—China’s econ-

omy was not quite as good as reports from China seemed to imply.

Investors are naturally willing to take on various amounts of risk, 

but when uncertainty meets opacity, the risk calculations become 

more complicated. Faced with that situation, on top of a long list 

of other “known unknowns,” it appears that a number of super-

computers and nervous investors decided in unison to take some 

profits out of an otherwise bullish stock market. The market would 

stand corrected. 

In our NRCI report for Q3 2015, we wrote, “Nonetheless, even 

though most don’t expect any immediate repercussions [to the debt 

problems in Europe, etc.], there is a sense that a ‘Black Swan’ lurks in 

the reeds, and that causes uncertainty.” 

China’s currency devaluation was unexpected. Was this event the po-

tential Black Swan or a Black Swan averted? In his book “The Black 

Swan” (2007), Nassim Nicholas Taleb summarized the characteris-

tics of a Black Swan event as “rarity, extreme impact, and retrospec-

tive (though not prospective) predictability.” This isn’t the first time 

China has devalued its currency, but it hasn’t happened often. On 

the other hand, many currencies float in line with the dollar in the 

foreign exchange market. We could say China’s surprise move had 

extreme impact, but it is really too soon to tell the full extent, and it 

is also too early to do a full retrospective. Black Swans are not neces-

sarily bad events. Out of turmoil there may come world-changing 

inventions and ideas. Nonetheless, the “correction” was significant, 

as CNN reported, “The American stock market has surrendered 

a stunning $2.1 trillion of value in just the last six days of market 

chaos.” (CNN, August 26, 2015) For the time being, we might view 

the market correction as just that, a course correction to better reflect 

the real value of the markets. (It would have been nice to apply that 

$2.1 trillion to the national debt, but that isn’t the way things work.)

While the stock markets seemed to have had a significant back-to-

school sale with everything 10% off, the U.S. economy was hum-

ming along at a reported “annual rate of 3.7 percent in the second 

quarter of 2015.” (Bureau of Economic Analysis, August 27, 2015) 

Unemployment was at 5.3%, and many industries, including the 

construction industry, were struggling to find talented workers. 

Gasoline prices were at the lowest they have been in over five years, 

and construction put in place for 2015 is expected to end the year 

with 6% growth and another 7% forecast for 2016. There are even 

those who translate the troubles in the stock market and China to 

be sufficient reason for the Federal Reserve to hold off on its long 

anticipated announcement of interest rate hikes. (Those reading this 

report several months after it was written will be able to verify that 

line of thinking.) So the “C” word for now remains correction, not 

crash or catastrophe or even China Syndrome. In fact, the economy 

could be considered a C student, or maybe a generous professor 

would give it a C+.

The most important things happening to offset the problems in the 

economy include investing in production, productivity and new 

ideas that will keep the next generation working for years to come. 

That is what will really make the economy hum a happier tune.



dating an aging fleet of power plants and adding peaking capacity. 

While transportation construction, largely driven by rail and airport 

renovation projects, is showing a sustainable growth of around 9% 

a year, highway and street construction continues to suffer budget 

uncertainties, and most work is being funded by states for necessary 

repairs to roads and bridges along with some key projects on major 

thoroughfares. As noted for some years now, highway and street con-

tractors await a decision on the Highway Trust Fund that will have 

some lasting value.

While contractors, like the rest of us, will continue to keep an eye 

on the broader economy and plan accordingly, the real challenges 

at this time are finding the right people to help complete current 

backlog and to help build the company for future growth. As con-

struction gets busier, productivity improvement becomes more of a 

challenge. Contractors are taking greater advantage of technology 

from BIM, communications advances and GPS to prefabrication, 

modularization and even robotics for dangerous and repetitive tasks 

like welding. This is still a small portion of the industry that is in the 

vanguard, but we expect to see these technologies and new business 

practices expand, especially in areas where it has been difficult to 

find skilled workers and highly competitive markets. Productivity 

improvement will be critical, no matter which way the stock markets 

go in the coming year.

Construction Forecast
After adjusting our forecast for construction down a notch last quar-

ter to 5%, we now expect 6% growth for 2015 and 7% for 2016 to 

reach $1.09 trillion, the highest total since 2008, unadjusted for 

inflation.  Manufacturing has been the rock star of 2015 and should 

come in at 18% growth for 2015. However, that pace is unlikely 

to continue, as we predict only 5% to 7% for 2016 through 2019. 

Manufacturing and industrial construction requires a long planning 

cycle in most cases; it also is a market that reflects global competition 

as countries strive to keep their workers employed and boost ex-

ports. Lower energy prices are, overall, beneficial to this sector, with 

the exception being mining and oil and gas construction, which has 

slowed since energy prices started dropping last year. Lower energy 

prices, along with a trained and available workforce and improved 

modes of transportation, also attract manufacturing. The completion 

of the Panama Canal will mean a boost for manufacturing in Gulf 

Coast states.

Other strong markets for 2015 include lodging, office and amuse-

ment and recreation, all experiencing double-digit growth. Multi-

family construction has cooled to 11% for 2015. In the nonbuilding 

sectors, power construction continues to weaken with an expected 

8% drop for 2015. As the U.S. per capita use of energy falls, the 

power industry is undergoing many changes due to changing 

fuel sources, new regulations and added capacity from renewable 

sources like solar and wind energy. The focus currently is on up-
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Residential Construction
After three years of rapid growth, single-family and multifamily con-

struction have cooled somewhat. We expect single-family construc-

tion to end the year at 9% growth and multifamily to realize 11% 

growth for 2015. Along with home improvements, the total 9% resi-

dential construction growth for 2015 will continue into 2016. After 

a rapid rise for multifamily post-recession, there is the sense that it is 

temporarily overbuilt in some areas. The growth of residential pur-

chases of new and existing homes has also slowed multifamily mo-

mentum. Currently, nationwide there is more demand than supply 

for housing, as the current supply is at 5.2 months as of July 2015. 

That compares with a supply of 5.1 months in March and a supply 

of 12.2 months at the height of the recession in January 2009. The 

average monthly supply since 1963 is 6.1 months. Although housing 

starts have continued to trend upward — now at 1,206,000—that is 

still lower than the historical average of 1,452,000 since 1970.

The new interest in purchasing a home and the reduced inventory 

have tipped the supply/demand balance in favor of the seller in 

many parts of the country, with the S&P/Case-Shiller Home Price 

Indices increasing 4.5% for existing home sales. “According to the 

latest NAHB/Wells Fargo Housing opportunity Index, 66.5% of new 

and existing homes sold between January and the end of March were 

affordable to families earning the U.S. median income of $65,800” 

(“Increasing Housing Affordability Opens Doors to Homeownership 

for More Americans,” NAHB National Association of Home Builders, 

June 1, 2015). With employment remaining strong, wages slowly 

improving and the threat of higher interest rates sometime this year, 

more new homebuyers and fence-sitters may take the plunge to 

become homeowners. However, there are always circumstances that 

may continue to hold down homeownership, and the losses in the 

stock market could make many would-be buyers feel a little lighter 

in the savings account.

* FMI Forecast

FMI Construction Put in Place Estimated for the United States
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Residential Construction Put in Place 
Forecast as of Q3 2015

RESIDENTIAL CONSTRUCTION IMPROVEMENTS PUT IN PLACE 
Forecast as of Q3 2015
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Source: Federal Reserve Economic Data Link: http://research.stlouisfed.org/fred2

TRENDS:
 � According to its August 2015 report, RealtyTrac reported a “total of 124,910 U.S. properties with 

foreclosure filings — default notices, scheduled auctions and bank repossessions — in July, up 7 

percent from the previous month and up 14 percent from a year ago. July was the fifth consecutive 

month with a year-over-year increase in overall foreclosure activity following 53 consecutive months 

of decreases.” (RealtyTrac.com, August 19, 2015)

 � The S&P Dow Jones Indices for its S&P/Case-Shiller Home Price Indices “recorded a slightly higher 

year-over-year gain with a 4.5% annual increase in June 2015 versus a 4.4% increase in May 2015. 

The 10-City Composite had marginally lower year-over-year gains, with an increase of 4.6% year-over-

year. The 20-City Composite year-over-year pace was virtually unchanged from last month, rising 

5.0% year-over-year.” (PR Newswire.com, August 25, 2015) 

 � According to the U.S. Census Bureau, “Privately-owned housing units authorized by building permits 

in July were at a seasonally adjusted annual rate of 1,119,000. This is 16.3 percent (±1.1%) be-

low the revised June rate of 1,337,000, but is 7.5 percent (±1.4%) above the July 2014 estimate of 

1,041,000.” (August 2015)

DRIVERS:
 Unemployment 
 Core CPI 
  Income 
	Mortgage rates 
	Home prices 
	Housing starts 

	Housing permits 

New Privately Owned Housing Units Started
Seasonally Adjusted Annual Rate
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FMI Nonresidential Construction Forecast

TRENDS:
 � According to HospitalityNet, “PKF-HR is forecasting gains in excess of 10% for both 2015 and 2016 

for unit-level net operating income, extending the streak of double-digit increases in hotel profits to 

six consecutive years.”

 � Lodging Econometrics reports, “Now at 3,885 Projects/488,230 Rooms, the Total Construction Pipe-

line has shown seven consecutive quarters of growth, with the last three quarters posting Year-Over-

Year (YOY) gains of 20% or greater.” (Lodging Econometrics, May 2015) 

 � STR reports the “industry’s occupancy increased 1.2% to 74.3%. Average daily rate for the week was 

up 3.9% to US$122.30. Revenue per available room increased 5.1% to finish the week at US$90.85.” 

(“U.S. Hotel Occupancy Up 1.2% to 74.3% Week Ending August 15th – 2015,” STR, August 20, 

2015)

 � The greatest amount of growth will continue to be upscale properties and event locations. 

 � Green building is more commonplace in remodels and retrofits.

DRIVERS:
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LODGING CONSTRUCTION PUT IN PLACE
Forecast as of Q3 2015

Lodging
Lodging construction continues a trend of rapid growth of 15% for 2015 and an expected rate of 12% for 2016 to $20.8 billion. The current pace 

is expected to slow to only 8% growth in 2017. Increased business travel and improving room rates combine to bring this market back from the 

overbuilt pre-recession levels. 

* FMI Forecast
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Office
Office construction has slowed since reaching 21% in 2014, but the current rate of 14% growth for 2015 continues to show that there is still steam 

in the office construction recovery. We expect growth to carry over into 2016 and beyond, but at a slower rate. Continued growth in the technical 

sector and in larger metropolitan areas like New York City will keep rents and absorption of new space high.

TRENDS:
 � According to the National Association of Realtors, “office vacancies are expected to drop below 15.0 

percent by the end of this year. Rents for office properties rose 2.5 percent over the first six months 

of 2015, leading to projections that—at the current demand pace—they will close the year higher by 

5.0-6.0 percent from 2014.” (“Commercial Real Estate Outlook: 2015.Q3,” National Association of 

Realtors)

 � JLL’s “Office Investment Outlook, Q2 2015” reports, “Leasing activity surges as scientific and technical 

companies continue to grow. More than 40.0 percent of all office leases 20,000 square feet and larger 

are exhibiting growth this quarter.” 

DRIVERS:
 Office vacancy rate 

 Unemployment rate

OFFICE CONSTRUCTION PUT IN PLACE
Forecast as of Q3 2015

* FMI Forecast
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COMMERCIAL CONSTRUCTION PUT IN PLACE
Forecast as of Q3 2015

* FMI Forecast

TRENDS:
 � According to the U.S. Census Bureau, “[A] advance estimates of U.S. retail and food services sales 

for July, adjusted for seasonal variation and holiday and trading-day differences, but not for price 

changes, were $446.5 billion, an increase of 0.6 percent (±0.5%) from the previous month, and up 

2.4 percent (±0.7%) above July 2014. Total sales for the May 2015 through July 2015 period were up 

2.3 percent (±0.7%) from the same period a year ago.” (U.S. Department of Commerce, August 13, 

2015)

 � The Department of Commerce also reported, “Food services and drinking places were up 9.0 percent 

(±3.3%) from July 2014, and motor vehicle and parts dealers were up 6.9 percent (±2.8%) from last 

year.” Nonstore retailers grew 5.2% over 2014.

 � Consumer confidence rose 10.5 points in August to 101.5 (The Conference Board).

 � Closings of well-known chain stores like Sears, JCPenney and RadioShack signal a change in consum-

er shopping habits as well as an example of traditional brands’ inability to move with the trends.  

DRIVERS:
 Retail Sales
 CPI
 Income
 Home prices
 Housing starts
 Housing permits

Commercial
Commercial construction is expected to end 2015 with growth of 8% on top of 18% growth for 2014. The return to growth of one of the largest 

construction sectors, weighing in at $67.7 billion for 2015, reflects the improvement in the U.S. economy. Some of the fastest-growing areas are 

drinking places and food services. While many national chain stores are closing properties, new startup businesses are taking off in major metro 

areas. Though online sales continue to grow, the future will be an integration of storefronts and online marketing.
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Health Care
Health care construction is returning to a more historical growth rate for 2015 through our forecast horizon of 2019. Construction put in place for 

health care construction should end up at $40.4 billion for 2015 and grow to $41.9 billion in 2016. Although traditional large hospital projects 

are returning to the drawing boards and starts, the bulk of the work will be renovation and additions as well as outpatient care.

TRENDS:
 � Hospitals cautious with new investment due to changing nature of health care and insurance as well 

as the need for more qualified health care workers to staff any additions. 

 � Veterans Administration hospitals rocked by poor management and patient care, old facilities and 

huge construction cost overruns.

 � According to Health Facilities Management, “Ambulatory care accounts for approximately one-third 

of health care spending in the United States, slightly more than inpatient care, according to the U.S. 

Department of Health and Human Services’ Agency for Healthcare Research and Quality.”

 � “Renovation and expansion projects will account for about 73% of total healthcare-related construc-

tion.” (“Giants 300 Report. Hospital and medical office construction facing a slow but steady recover.” 

Building Design and Construction, August 6, 2015)

 � The new model for hospitals is the medical center with a cluster of offices including beds, which will 

deliver more of a patient’s needs.

 � Nontraditional funding sources for private nonprofit facilities.

 � Private development and equity

 � Government or government-backed

 � Pension and life insurance companies

DRIVERS:
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HEALTH CARE CONSTRUCTION PUT IN PLACE
Forecast as of Q3 2015
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Education
Our forecast for education construction has changed little in recent reports. The good news remains that this sector is growing again, although at 

a continued low rate of 3% for 2015 and an expected 4% for 2016. Although tax revenues have been improving for about half the states, increases 

in funding for school construction are slow to return to the highs prior to the recession. That means the need for new and renovated schools will 

continue to grow in most parts of the country. The National Education Foundation (NEA) reports that $197 billion is “needed for repairs, renova-

tions and modernizations to bring on-site public schools up to a good overall condition.” (NEA, September 9, 2014)

TRENDS:
 � Significantly less funding from states for K-12 schools.

 � Enrollment growth 2.5 million in the next four years.

 � New designs for schools will be more flexible for changing classrooms and greater use of natural light. 

Expect more use of modular building designs.

 � Greater attention to reducing energy use and employing green building technologies.

 � Renovation and additions to current school buildings will continue to grow in comparison to new 

school projects.

 � Greater focus on safe schools, as the threat for shootings on campus continues to rise.

DRIVERS:
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EDUCATION CONSTRUCTION PUT IN PLACE
Forecast as of Q3 2015
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58
SECTION 3: Construction Outlook

Religious
Religious construction continues to decline with our current forecast for 2015 indicating no growth, and the outlook for 2016 is just 2% growth. 

Although the recession can be seen as a primary reason for slow growth in this sector, there are also many other changes in the religious landscape, 

including a changing mix of religious faiths in America and fewer people who consider themselves regular churchgoers, even if they still belong 

to a certain faith. Many new churches are small and established in existing buildings like those found in vacated shopping centers. 

TRENDS:
 � The lending environment continues to be a challenge for many congregations.

 � Establishing a capital campaign is becoming increasingly common.

 � Many churches are seeing tremendous declines in contributions and tithes.

 � PEW Research Center reports the share of people “who describe themselves as Christians has dropped 

by nearly eight percentage points in just seven years, from 78.4% in an equally massive Pew Re-

search survey in 2007 to 70.6% in 2014. Over the same period, the percentage of Americans who 

are religiously unaffiliated – describing themselves as atheist, agnostic or ‘nothing in particular’ – has 

jumped more than six points, from 16.1% to 22.8%.” (America’s Changing Religious Landscape, PEW 

Research Center, May 12, 2015)

 � New methods for charitable giving, including online giving and donation collections, are empowering 

religious organizations.

DRIVERS:
 GDP
 Population
 Income 
 Personal savings rate

RELIGIOUS CONSTRUCTION PUT IN PLACE
Forecast as of Q3 2015
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Public Safety
Spending for public safety construction is currently on the decline with our forecast calling for a 3% drop in 2015 and a return to only 2% growth 

in 2016. In part, this is largely the result of reduced government spending. Otherwise, there are questions as to how much should be privatized or 

publicly funded. The prison breakout in northern New York in 2015 put some light on the age and condition of some of the prisons in the country. 

TRENDS:
 � “The federal prison system is increasingly overcrowded. Overall, the federal prison system was 36% 

over its rated capacity in FY2013, but high- and medium security male facilities were operating 

at 52% and 45%, respectively, over rated capacity. At issue is whether overcrowding might lead to 

more inmate misconduct.”

 � “While our country is home to only 5% of the world's total population, we are home to 25% of the 

world's prison population.” (Sen. Cory A. Booker, CNN, April 23, 2015)

 � Private corporations now operate 5% of the 5,000 prisons and jails in the U.S. The private prison 

industry is growing at a rate of 30% per year.

 � CM at-risk or design-build arrangements will increase.

 � P3s overcome shortfalls in public financing.

DRIVERS:
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 Government spending
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PUBLIC SAFETY CONSTRUCTION PUT IN PLACE
Forecast as of Q3 2015

* FMI Forecast
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Amusement and Recreation
Amusement and recreation construction growth jumped to 11% in 2015 after growing 9% in 2014. Our forecast calls for a slower 8% growth 

in 2016, but still strong compared with most sectors. Sports venues are promoted as job creators with the ability to revitalize many dilapidated 

areas around a city. While many question the return on investment when public money is concerned, America still loves its sports and is willing 

to invest its money to partake in the pastime, whether at the stadium or in front of the big-screen TV.

TRENDS:
 � The Tropicana Las Vegas was sold to Penn National Gaming. According to Meeting and Conventions 

online magazine, “In the first phase of a two-part, three- to five-year plan, Penn will invest approxi-

mately $20 million over the next six to nine months on facility improvements and the integration of 

the property into its portfolio.” (August 25, 2015)

 � A new, privately funded indoor arena was recently announced by the partnership of AEG and MGM 

Resorts International. The Las Vegas arena will have 20,000 seats and is expected to cost $375 mil-

lion. 

 � Building Design and Construction reported recently that “the Green Bay Packers will break ground 

on Titletown District, a mixed-used development west of the NFL team's home of Lambeau Field.” 

(August 24, 2015) This is not a sports venue, per se, but characteristic of mixed-use development 

around sports venues.

 � Public/private venture planned for the campus of UNLV includes a 50,000-seat, domed stadium but 

still waiting approvals and taxpayer votes on plan to allow the project to be tax-free.

 � Competition in the gaming sector will draw business away from some existing gambling centers, such 

as Atlantic City and Las Vegas, as well as from other public arenas.

DRIVERS:
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AMUSEMENT AND RECREATION CONSTRUCTION PUT IN PLACE
Forecast as of Q3 2015
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Transportation
Transportation construction achieved a solid 9% growth in 2015, and it is expected to match that growth rate for 2016. After Vice President Biden 

compared LaGuardia Airport with a third-world country, it is finally breaking ground on a $4 billion renovation or nearly a complete rebuild. Like 

many airports near major metropolitan areas, it is landlocked, thus restricting the ability to build new and badly needed runways. However, the 

LaGuardia project will manage to rearrange buildings to allow for new runways. 

TRENDS:
 � According to the American Association of Railroads report for July 15, 2015, “Total carloads for the 

week ending July 11, 2015 were 271,494 carloads, down 6.6 percent compared with the same week 

in 2014, while U.S. weekly intermodal volume was 262,603 containers and trailers, up 2.4 percent 

compared to 2014.” (AAR, July 15, 2015) 

 � The FAA Modernization and Reform Act will provide $63.6 billion for the agency’s programs between 

2012 and 2015. 

 � “The 2015 FAA forecast calls for U.S. carrier passenger growth over the next 20 years to average 2.0 

percent per year, slightly lower than last year’s forecast. The sharp decline in the price of oil in 2015 is 

a catalyst for a short-lived uptick in passenger growth.” (FAA Aerospace Forecast Fiscal Years 2015-

2035)

 � High-speed rail is slow to get projects off the ground due to state funding and political resistance.

 � The recent disaster involving an Amtrak train derailment in Philadelphia points up the need for im-

proving transportation infrastructure as well as safety procedures. 

DRIVERS:
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 Government spending
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TRANSPORTATION CONSTRUCTION PUT IN PLACE
Forecast as of Q3 2015
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Communication
Communication construction put in place will improve by 4% over last year. We expect between 3% and 5% growth each year through 2019. 

The trend for communications is likely to be more integration and mergers in order to capture market share. The current trend is for building 

more data centers and beefing up security and privacy against potential interlopers and severe weather events. The passing of new net neutrality 

regulations by the FCC is designed to protect the free flow of content on the Internet. This means that access providers cannot charge special rates 

for data flows or slow down the delivery of certain content to others. With mergers and proposed mergers, we will see a rise in multimedia giants.

TRENDS:
 � The AT&T/Direct TV merger has been approved. One of the stipulations of the approval is that AT&T connects 

fiber-optic service to 12.5 million new customer locations. 

 � “Mini towers” for increasing coverage and spectrum will proliferate rapidly in the next five years.

 � Google Fiber is deploying high-speed gigabit connections in selected metro areas.

 � Data security is critical for large businesses and governments in the face of potential disasters and threats from 

hackers and foreign enemies. 

DRIVERS:
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COMMUNICATION CONSTRUCTION PUT IN PLACE
Forecast as of Q3 2015
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Manufacturing
Manufacturing is currently the fastest-growing construction sector at 18% for 2015. However, we expect that rate to slow in 2016 to just 5%. 

Continued low energy prices will hold down capacity additions in the oil and gas sector, but help those relocating or expanding in other areas of 

manufacturing including the current boom in the petrochemical areas. One concern, like much of the construction industry, is the lack of trained 

personnel needed to keep up with growing backlogs. Current fluctuations in the stock market and the future direction of the Chinese economy 

will be watched closely by those considering adding new manufacturing plants or relocating to the U.S. from offshore locations.

TRENDS:
 � With little change since last quarter, manufacturing capacity utilization rates are at 77.7% of capacity 

in July 2015, which is near the historical average.

 � The U.S. Department of Commerce reports, “Nondefense new orders for capital goods in July in-

creased $0.9 billion or 1.1 percent to $82.3 billion. Shipments increased $0.1 billion or 0.1 percent 

to $79.3 billion. Unfilled orders increased $3.1 billion or 0.4 percent to $762.2 billion. Inventories 

increased $0.2 billion or 0.1 percent to $177.3 billion.”

 � “Reshoring of manufacturing” may experience setbacks as long as the dollar stays strong in interna-

tional markets. 

 � “New orders for manufactured durable goods in July increased $4.6 billion or 2.0 percent to $241.1 

billion, the U.S. Census Bureau announced today. This increase, up two consecutive months, followed 

a 4.1 percent June increase. Excluding transportation, new orders increased 0.6 percent. Excluding 

defense, new orders increased 1.0 percent.” (U.S. Census Bureau,  July 2015)

 � The Manufacturing ISM® Report On Business® reports the PMI for August 2015 was at 51.1%.  

DRIVERS:
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MANUFACTURING CONSTRUCTION PUT IN PLACE
Forecast as of Q3 2015
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Power
After a strong year in 2014, power construction has slipped 8% in 2015 and is expected to regain 3% of that drop in 2016 to $96.7 billion. The 

power industry is in flux due to changing fuel supplies using more natural gas and less coal as well as variable rates of growth in alternative energy 

sources like solar and wind. Power plants must be updated to keep up with changing requirements as well as to manage distributed generation 

sources. Despite losing subsidies and the lower cost of oil and gas, wind and solar power generation facilities continue to grow. The power indus-

try will continue to consolidate as the average consumer reduces power use, although demand will continue to grow due to population growth.

TRENDS:
 � Power companies are placing greater emphasis on flexibility to respond to peak needs alongside hy-

dropower, solar and wind-generating facilities.

 � According to the “Annual Energy Outlook 2015,” “Growth in U.S. energy production—led by crude 

oil and natural gas—and only modest growth in demand reduces U.S. reliance on imported energy 

supplies. Energy imports and exports come into balance in the United States starting in 2028 in the 

AEO2015 Reference case and in 2019 in the High Oil Price and High Oil and Gas Resource cases. 

Natural gas is the dominant U.S. energy export, while liquid fuels continue to be imported. Due to 

increased manufacturing activity, most growth will come from the industrial sector.” (EIA Annual 

Energy Outlook 2015)

 � Consumer electricity demand has been slowing due to appliances that are more efficient. 
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POWER CONSTRUCTION PUT IN PLACE
Forecast as of Q3 2015
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Highway and Street
Even without a long-range highway-funding bill, highway and street construction increased 3% in 2015 and is expected to eke out another 2% 

in 2016. This is largely due to increased state and local funding of necessary highway and bridge projects. Whether or not there is a more reliable 

source of funding, repairs and emergency response must continue while large projects may be tabled until more secure funding is in place.

TRENDS:
 � According to Finance and Commerce, “About $163 billion is needed annually over a six-year period for high-

ways, bridges and transit systems, yet only about $105 billion is being invested, according to a December report 

from the American Association of State Highway and Transportation Officials and the American Public Transpor-

tation Association.”  (finance-commerce.com/2015/04)

 � The current extension for the Highway Trust Fund expires October 29, 2015. The current bill extends funding 

for three years, but this is the beginning of another political season, so it continues to be seen if a bill will pass.
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HIGHWAY AND STREET CONSTRUCTION PUT IN PLACE
Forecast as of Q3 2015
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Sewage and Waste Disposal
Construction put in place for sewage and waste disposal construction grew 6% in 2015 and will continue at the rate of 4% in 2016. Often this area 

of civil construction is overlooked until some kind of disaster or failure. That is why there are several projects proceeding around the country due 

to court order. DigIndy is one such case. According to the Indianapolis Business Journal, “In 2006, the U.S. Environmental Protection Agency and 

the U.S. Department of Justice reached a consent agreement with the city to eliminate 97 percent of combined sewer overflow by 2025.” (July 11, 

2015) The $1.9 billion plan is a massive undertaking, but is proceeding in good order, according to IBJ.

TRENDS:
 � Growth, driven by aging infrastructure and regulation, is on the horizon, but the length of the horizon is still 

unknown. Slow water infrastructure markets in the aftermath of the recession continue to build the backlog of 

necessary work as existing infrastructure ages.

 � In need of replacement and upgrades, the 16,000 wastewater systems nationwide discharge more than 850 bil-

lion gallons of untreated sewage into surface waters each year.

 � Combined sewer systems (stormwater and sewage) serve roughly 950 communities with about 40 million peo-

ple. Most communities with CSOs are located in the Northeast and Great Lakes.

 � The Clean Water State Revolving Fund (CWSRF) programs have provided more than $5 billion annually in re-

cent years to fund water-quality protection projects.

DRIVERS:
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SEWAGE AND WASTE DISPOSAL CONSTRUCTION PUT IN PLACE
Forecast as of Q3 2015
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Water Supply
Water supply construction will grow 4% in 2015 and is expected to maintain slower growth between 2 and 4% through 2019. The severe drought 

in the western part of the country and subsequent fires with potential winter floods predicted should be enough to spur new solutions to water 

supply control. However, water supply is likely to remain in the background in other areas of the country due to spending cutbacks and lack of 

long-range planning. 

TRENDS:
 � Gov. Jerry Brown declares a drought emergency, and recent fires have only made the continuing water shortage 

worse.

 � Recent research from the EPA reports, “$72.5 billion is needed to prevent contamination of 73,400 water systems 

across the country, as well as water systems in American Indian, Alaska Native Village and other U.S. territories.” 

(Wengian Zhu, CNN Money, June 5, 2013)

 � Green construction practices, such as controlling runoff to help increase groundwater, will become the norm for 

improvements and new construction.

 � Water for shale oil and gas mining will increase demand in selected areas of the country.
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WATER SUPPLY CONSTRUCTION PUT IN PLACE
Forecast as of Q3 2015
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Conservation and Development
After a period of rapid growth in 2014, conservation and development construction slowed to just 6% in 2015. As oil and gas exploration 

slows, many related conservation projects will also come to a halt for the time being. The low cost of energy is driving an onshoring phenom-

enon in other industrial sectors, such as chemical and automotive. Conversely, Department of Defense and Department of Energy markets con-

tinue to struggle against the headwinds of budget constraints. Industrial market strength should increase the size of the overall environmental 

market, albeit much more slowly as public markets contract.

The Army Corp of Engineers Civil Works Program budget for FY 2015 calls for $1,507,079,864 in spending for environmental projects like 

flood control and restoration of beaches and waterways.

DRIVERS:
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Forecast as of Q3 2015
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Construction Put in Place
Estimated for The United States
Millions of Current Dollars
3rd Quarter 2015 Forecast (based on 2nd Quarter 2015 Actuals)

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

RESIDENTIAL BUILDINGS

Single-Family 113,310      109,984      131,816      167,364      191,692      209,415            229,917            249,885            274,366            299,167            

Multifamily 17,405        17,821        26,293        38,545        50,689        56,151              63,136              68,108              72,596              79,413              
Improvements* 118,398      124,853      128,738      135,306      103,613      110,125            115,485            119,937            125,609            133,529            

Total Residential 249,112    252,657    286,847    341,215    345,993    375,691         408,538         437,931         472,571         512,109         

NONRESIDENTIAL BUILDINGS

Lodging 11,635        9,129          10,836        13,484        16,124        18,539              20,762              22,521              23,476              24,916              

Office 37,850        36,011        37,800        37,979        46,056        52,579              56,306              57,660              61,229              66,691              

Commercial 40,100        42,816        47,335        53,159        62,708        67,659              74,414              79,134              80,770              84,696              

Health Care 39,344        40,204        42,544        40,689        38,410        40,416              41,898              44,277              47,454              50,129              

Educational 88,405        84,985        84,672        79,060        79,700        82,277              85,810              88,956              93,825              99,362              

Religious 5,288          4,239          3,846          3,590          3,248          3,237                3,317                3,394                3,488                3,610                

Public Safety 11,153        10,407        10,431        9,506          9,380          9,079                9,284                9,695                10,041              10,516              

Amusement and Recreation 16,943        15,995        15,480        15,207        16,630        18,499              19,972              20,662              21,650              22,760              

Transportation 38,340        34,737        37,862        39,459        41,786        45,655              49,917              54,086              57,278              60,842              

Communication 17,730        17,685        16,165        17,783        17,093        17,742              18,716              19,237              19,971              20,792              
Manufacturing 41,178        40,559        47,741        50,548        57,761        68,282              71,850              75,920              81,427              86,970              

Total Nonresidential Buildings 347,966    336,767    354,712    360,464    388,896    423,964         452,247         475,542         500,609         531,285         

NONBUILDING STRUCTURES 

Power 77,945        75,185        97,434        93,317        101,216      93,540              96,715              99,238              108,749            118,521            

Highway and Street 82,529        79,322        80,546        81,364        84,220        86,350              87,855              89,683              90,317              91,934              

Sewage and Waste Disposal 25,991        22,710        22,261        22,425        23,321        24,808              25,731              26,729              27,481              28,381              

Water Supply 15,322        14,163        13,218        13,597        13,334        13,842              14,260              14,485              14,851              15,507              
Conservation and Development 7,172          7,538          6,228          5,967          7,323          7,747                8,144                8,562                9,177                9,820                

Total Nonbuilding Structures 208,959    198,918    219,687    216,670    229,414    226,286         232,705         238,697         250,575         264,162         

Total Put in Place 806,037    788,342    861,246    918,349    964,303    1,025,941      1,093,490      1,152,170      1,223,755      1,307,555      

*Improvements includes additions, alterations and major replacements.  It does not include maintenance and repairs.

Construction Put in Place

Change From Prior Year - Current Dollar Basis
3rd Quarter 2015 Forecast (based on 2nd Quarter 2015 Actuals)

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

RESIDENTIAL BUILDINGS

Single-Family 6% -3% 20% 27% 15% 9% 10% 9% 10% 9%

Multifamily -46% 2% 48% 47% 32% 11% 12% 8% 7% 9%
Improvements* 3% 5% 3% 5% -23% 6% 5% 4% 5% 6%

Total Residential -2% 1% 14% 19% 1% 9% 9% 7% 8% 8%

NONRESIDENTIAL BUILDINGS

Lodging -54% -22% 19% 24% 20% 15% 12% 8% 4% 6%

Office -27% -5% 5% 0% 21% 14% 7% 2% 6% 9%

Commercial -27% 7% 11% 12% 18% 8% 10% 6% 2% 5%

Health Care -12% 2% 6% -4% -6% 5% 4% 6% 7% 6%

Educational -14% -4% 0% -7% 1% 3% 4% 4% 5% 6%

Religious -15% -20% -9% -7% -10% 0% 2% 2% 3% 3%

Public Safety -19% -7% 0% -9% -1% -3% 2% 4% 4% 5%

Amusement and Recreation -13% -6% -3% -2% 9% 11% 8% 3% 5% 5%

Transportation 4% -9% 9% 4% 6% 9% 9% 8% 6% 6%

Communication -10% 0% -9% 10% -4% 4% 5% 3% 4% 4%
Manufacturing -29% -2% 18% 6% 14% 18% 5% 6% 7% 7%

Total Nonresidential Buildings -20% -3% 5% 2% 8% 9% 7% 5% 5% 6%

NONBUILDING STRUCTURES 

Power -12% -4% 30% -4% 8% -8% 3% 3% 10% 9%

Highway and Street 0% -4% 2% 1% 4% 3% 2% 2% 1% 2%

Sewage and Waste Disposal 5% -13% -2% 1% 4% 6% 4% 4% 3% 3%

Water Supply -1% -8% -7% 3% -2% 4% 3% 2% 3% 4%
Conservation and Development 25% 5% -17% -4% 23% 6% 5% 5% 7% 7%

Total Nonbuilding Structures -4% -5% 10% -1% 6% -1% 3% 3% 5% 5%

Total Put in Place -11% -2% 9% 7% 5% 6% 7% 5% 6% 7%

*Improvements includes additions, alterations and major replacements.  It does not include maintenance and repairs.

Estimated for The United States
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APPENDIX

Weekly U.S. Regular Conventional Retail Gasoline Prices 
Dollars Per Gallon

Consumer Price Index 
Inflation Remains Low

Source: http://www.eia.gov/petroleum/gasdiesel/
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Construction Unemployment Rates

Employment and Unemployment Rate Comparison
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Construction as a Percentage of GDP

Construction Spending and Nominal GDP

* FMI Forecast

* FMI Forecast
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Value of Construction Put in Place - Seasonally Adjusted 
Annual Rate (Millions of Dollars) 

Total Construction Put in 
Place (June 2014)

% of Total Construction 
Put in Place (Q2 2014)

Total Construction Put in 
Place (Q2 2015 Forecast)

% of Total Construction Put 
in Place (Q2 2015)

*Public Construction $276,233 29% $298,228 29%

      *State and Local $253,286 26% $276,010 27%

      *Federal $22,947 2% $22,219 2%

FMI Forecast: Private Construction Put in Place $688,070 71% $727,713 71%

FMI Forecast: Construction Put in Place $946,303 100% $1,025,941 100%

* from U.S. Census Bureau Construction Spending 

(Millions of dollars. Details may not add to totals due to rounding.)

Conference Board Consumer Confidence Index

Value of Public Construction Put in Place — Seasonally Adjusted Rate
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Regional Summaries

We expect every region in the U.S. to see construction growth ahead of GDP growth with the strongest regions being the Pacific, South Atlantic, 

Mountain and East North Central. Growth in the Pacific region will be slightly slower than in 2015, but all other regions will grow 1 to 3% faster 

than 2015. 

Total 
Residential

Total 
Nonresidential 

Buildings

Total 
Nonbuilding 

Structures

Total Put in 
Place

Projected 
Growth 2015 

to 2016

YEAR
2015 12,448                 24,964                 7,363                 44,774                
2016 13,208                 26,377                 7,541                 47,126                

2015 34,954                 63,141                 22,350               120,445              
2016 36,045                 67,431                 22,986               126,463              

2015 19,980                 65,266                 26,395               111,641              
2016 22,050                 69,993                 27,200               119,243              

2015 53,042                 38,443                 23,004               114,489              
2016 56,442                 39,759                 23,102               119,303              

2015 81,980                 78,178                 47,540               207,699              
2016 90,811                 84,416                 49,450               224,678              

2015 10,142                 21,479                 12,551               44,173                
2016 10,687                 22,796                 12,631               46,114                

2015 40,386                 45,616                 38,586               124,588              
2016 42,644                 47,957                 38,941               129,542              

2015 33,894                 25,377                 17,977               77,248                
2016 37,575                 26,691                 18,415               82,681                

Pacific
2015 88,864                 61,500                 30,519               180,884              
2016 99,075                 66,824                 32,441               198,340              

West South Central

Mountain

East North Central

Mid Atlantic

New England

West North Central

South Atlantic

East South Central

4%

4%

7%

10%

5%

5%

7%

4%

8%

U.S. Construction Put in Place — Regional Forecast Summary
Millions of Current Dollars
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2011 2012 2013 2014 2015 2016 2017 2018 2019 2013 2014 2015

4,343      5,081      6,252      6,661      6,669      7,048      7,554      8,323      9,049      23% 7% 0%

706         1,046      1,481      1,873      2,036      2,224      2,442      2,634      2,891      42% 26% 9%

5,067      5,048      5,125      3,749      3,743      3,936      4,035      4,201      4,468      2% -27% 0%

10,116  11,175  12,859  12,284  12,448  13,208  14,031  15,159  16,409  15% -4% 1%

567         667         810         958         1,088      1,187      1,293      1,343      1,428      21% 18% 14%

RESIDENTIAL BUILDINGS 

Single-Family

Multifamily

Improvements*

Total Residential 

NONRESIDENTIAL BUILDINGS 

Lodging

Office 2,238      2,324      2,286      2,715      2,972      3,061      3,075      3,327      3,695      -2% 19% 9%

Commercial 2,660      2,902      3,213      3,848      3,992      4,273      4,555      4,717      4,947      11% 20% 4%

Health Care 2,498      2,603      2,423      2,334      2,439      2,563      2,715      2,914      3,081      -7% -4% 5%

Educational 5,280      5,180      4,740      4,806      4,959      5,228      5,475      5,781      6,126      -8% 1% 3%

Religious 263         235         214         185         180         185         190         196         203         -9% -13% -3%

Public Safety 647         638         567         548         511         517         533         552         579         -11% -3% -7%

Amusement and Recreation 994         947         905         975         1,063      1,163      1,198      1,257      1,324      -4% 8% 9%

Transportation 2,158      2,316      2,355      2,430      2,583      2,804      2,989      3,166      3,369      2% 3% 6%

Communication 1,099      989         1,069      1,004      1,018      1,084      1,117      1,162      1,211      8% -6% 1%

Manufacturing 2,520      2,921      3,070      3,505      4,157      4,312      4,549      4,909      5,254      5% 14% 19%

Total Nonresidential Buildings 20,925  21,722  21,652  23,308  24,964  26,377  27,690  29,324  31,216  0% 8% 7%

NONBUILDING STRUCTURES 

Power 2,674      3,130      2,926      3,114      2,917      3,018      3,061      3,393      3,698      -7% 6% -6%

Highway and Street 2,837      2,811      2,788      2,936      2,929      2,954      3,020      3,043      3,067      -1% 5% 0%

Sewage and Waste Disposal 795         744         741         779         800         826         864         896         920         0% 5% 3%

Water Supply 511         457         463         452         447         459         464         473         491         1% -2% -1%

Conservation and Development 274         212         200         254         270         283         299         324         344         -6% 27% 6%

Total Nonbuilding Structures 7,090    7,354    7,117    7,535    7,363    7,541    7,709    8,130    8,519    -3% 6% -2%

Total Put in Place 38,131  40,251  41,628  43,126  44,774  47,126  49,430  52,613  56,144  3% 4% 4%

Change from Prior Year

Regional Summaries Forecast 

NEW ENGLAND Q3 2015

Construction Put in Place 
Millions of Current Dollars

*Improvements includes additions, alterations and major replacements.  It does not include maintenance and repairs.
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Regional Summaries Forecast 

MID ATLANTIC Q3 2015

2011 2012 2013 2014 2015 2016 2017 2018 2019 2013 2014 2015

     11,942       12,607      15,286      17,474      18,546      19,322       20,462       21,717      23,239 21% 14% 6%

       1,940         2,596        3,622        4,632        5,316        5,291         5,508         5,840        6,308 40% 28% 15%

     13,933       13,782      13,792      10,499      11,092      11,432       11,608       11,886      12,439 0% -24% 6%

   27,815     28,985    32,699    32,606    34,954    36,045     37,578     39,442    41,986 13% 0% 7%

       1,432         1,680        2,051        2,451        2,777        3,126         3,382         3,493        3,704 22% 19% 13%

RESIDENTIAL BUILDINGS 

Single-Family

Multifamily

Improvements*

Total Residential 

NONRESIDENTIAL BUILDINGS 

Lodging 

Office        5,648         5,856        5,793        6,950        7,800        8,225         8,285         8,913        9,692 -1% 20% 12%

Commercial        6,716         7,311        8,141        9,337      10,120      11,296       11,956       12,080      12,637 11% 15% 8%

Health Care        6,306         6,559        6,140        6,068        6,264        6,552         6,893         7,358        7,758 -6% -1% 3%

Educational      13,330       13,053      12,011      12,063      12,294      12,779       13,289       13,955      14,748 -8% 0% 2%

Religious           665            593           541           474           459           471            480            490        507 -9% -12% -3%

Public Safety        1,632         1,608        1,436        1,401        1,345        1,368         1,428         1,470        1,538 -11% -2% -4%

Amusement and Recreation        2,509         2,386        2,294        2,495        2,815        3,123         3,287         3,430        3,604 -4% 9% 13%

Transportation        5,448         5,837        5,968        6,216        6,716        7,462         8,123         8,554  9,081 2% 4% 8%

Communication        2,774         2,492        2,709        2,570        2,599        2,753         2,817         2,915        3,029 9% -5% 1%

Manufacturing        6,362         7,360        7,778        8,491        9,951      10,276       10,764       11,552      12,331 6% 9% 17%

Total Nonresidential Buildings    52,821     54,735    54,863    58,516    63,141    67,431     70,704     74,210    78,629 0% 7% 8%

NONBUILDING STRUCTURES 

Power        7,549         9,968        9,214        9,864        9,682      10,102       10,061       11,063      11,955 -8% 7% -2%

Highway and Street        8,007         7,924        7,771        8,057        8,193        8,340         8,459         8,436      8,598 -2% 4% 2%

Sewage and Waste Disposal        2,245         2,097        2,065        2,283        2,377        2,404         2,400         2,425        2,466 -1% 11% 4%

Water Supply        1,442         1,289        1,289        1,325        1,356        1,379         1,395         1,401        1,439 0% 3% 2%

Conservation and Development           773            599           556           745           742           762            769            812           854 -7% 34% 0%

Total Nonbuilding Structures    20,015     21,878    20,896    22,274    22,350    22,986     23,085     24,137    25,312 -4% 7% 0%

Total Put in Place  100,650   105,598  108,458  113,396  120,445  126,463   131,368   137,789  145,927 3% 5% 6%

Change from Prior Year

Construction Put in Place 
Millions of Current Dollars

*Improvements includes additions, alterations and major replacements.  It does not include maintenance and repairs.
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Regional Summaries Forecast 

EAST NORTH CENTRAL Q3 2015

2011 2012 2013 2014 2015 2016 2017 2018 2019 2013 2014 2015

6,997      7,733      9,233      10,759      11,294      12,617      14,103      15,627      17,024      19% 17% 5%

1,137      1,593      2,188      2,795        2,997        3,458        3,886        4,139        4,552        37% 28% 7%

8,164      7,682      7,570      5,638        5,689        5,974        6,214        6,513        6,939        -1% -26% 1%

16,297  17,008  18,991  19,192    19,980    22,050    24,203    26,279    28,515    12% 1% 4%

1,373      1,648      2,038      2,487        2,923        3,276        3,554        3,688        3,909        24% 22% 18%

RESIDENTIAL BUILDINGS 

Single-Family

Multifamily

Improvements*

Total Residential 

NONRESIDENTIAL BUILDINGS 

Lodging

Office 5,418      5,746      5,755      6,939        8,154        8,797        9,142        9,882        10,941      0% 21% 18%

Commercial 6,442      7,174      8,087      9,318        10,002      11,114      11,795      12,087      12,639      13% 15% 7%

Health Care 6,049      6,436      6,099      5,869        6,286        6,482        6,838        7,333        7,729        -5% -4% 7%

Educational 12,786    12,808    11,932    12,115      12,684      13,251      13,684      14,438      15,252      -7% 2% 5%

Religious 638         582         538         481           483           494           504           518           535           -8% -10% 0%

Public Safety 1,566      1,578      1,426      1,422        1,373        1,403        1,469        1,519        1,589        -10% 0% -3%

Amusement and Recreation 2,406      2,342      2,279      2,532        2,754        2,986        3,062        3,210        3,372        -3% 11% 9%

Transportation 5,226      5,727      5,929      6,308        6,880        7,469        8,152        8,625        9,153        4% 6% 9%

Communication 2,661      2,445      2,692      2,608        2,736        2,885        2,960        3,078        3,196        10% -3% 5%

Manufacturing 6,102      7,222      7,727      9,100        10,990      11,835      12,430      13,403      14,301      7% 18% 21%

Total Nonresidential Buildings 50,668  53,708  54,501  59,180    65,266    69,993    73,590    77,782    82,615    1% 9% 10%

NONBUILDING STRUCTURES 

Power 8,651      11,856    10,840    11,357      11,291      11,749      12,107      12,919      14,150      -9% 5% -1%

Highway and Street 9,177      9,425      9,142      9,652        9,940        10,082      10,274      10,344      10,477      -3% 6% 3%

Sewage and Waste Disposal 2,572      2,494      2,430      2,609        2,736        2,842        2,963        3,071        3,166        -3% 7% 5%

Water Supply 1,652      1,534      1,517      1,514        1,573        1,627        1,638        1,671        1,739        -1% 0% 4%

Conservation and Development 885         712         654         851           855           900           950           1,028        1,097        -8% 30% 0%

Total Nonbuilding Structures 22,937  26,020  24,583  25,983    26,395    27,200    27,932    29,034    30,629    -6% 6% 2%

Total Put in Place 89,902  96,736  98,075  104,354  111,641  119,243  125,725  133,095  141,760  1% 6% 7%

Change from Prior Year

Construction Put in Place 
Millions of Current Dollars

*Improvements includes additions, alterations and major replacements.  It does not include maintenance and repairs.
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Regional Summaries Forecast 

WEST NORTH CENTRAL Q3 2015

2011 2012 2013 2014 2015 2016 2017 2018 2019 2013 2014 2015

17,240    21,909      25,937      28,150      30,375      32,781      34,516      38,010      40,901      18% 9% 8%

2,801      3,928        5,350        6,890        7,191        7,791        8,101        8,576        9,316        36% 29% 4%

RESIDENTIAL BUILDINGS 

Single-Family

Multifamily

Improvements* 20,115    21,765      21,264      15,611      15,476      15,869      16,336      17,016      17,908      -2% -27% -1%

Total Residential 40,156  47,602    52,551    50,651    53,042    56,442    58,953    63,602    68,126    10% -4% 5%

NONRESIDENTIAL BUILDINGS

Lodging 860 1,024        1,268        1,528        1,715        1,847        1,992        2,060        2,181        24% 21% 12%

Office 3,394      3,570        3,581        4,298        4,691        4,678        4,834        5,208        5,760        0% 20% 9%

Commercial 4,035      4,457        5,032        6,139        6,641        7,016        7,333        7,491        7,823        13% 22% 8%

Health Care 3,789      3,998        3,795        3,461        3,493        3,589        3,764        4,024        4,236        -5% -9% 1%

Educational 8,010      7,958        7,424        7,444        7,562        7,872        8,082        8,499        8,968        -7% 0% 2%

Religious 400 361           334           296           294           299           304           311           321           -7% -12% -1%

Public Safety 981 980           887           874           835           850           884           912           953           -9% -2% -4%

Amusement and Recreation 1,508      1,455        1,418        1,513        1,627        1,703        1,754        1,833        1,923        -3% 7% 8%

Transportation 3,274      3,558        3,689        3,876        4,063        4,272        4,549        4,798        5,085        4% 5% 5%

Communication 1,667      1,519        1,675        1,602        1,663        1,748        1,783        1,848        1,917        10% -4% 4%

Manufacturing 3,823      4,487        4,808        5,444        5,858        5,886        6,204        6,668        7,106        7% 13% 8%

Total Nonresidential Buildings 31,741  33,368    33,910    36,475    38,443    39,759    41,483    43,653    46,274    2% 8% 5%

NONBUILDING STRUCTURES 

Power 7,747      9,038        9,746        11,443      9,493        9,379        9,708        10,801      11,769      8% 17% -17%

Highway and Street 8,218      8,355        8,511        8,798        8,882        8,976        9,120        9,236        9,306        2% 3% 1%

Sewage and Waste Disposal 2,303      2,254        2,307        2,379        2,496        2,558        2,601        2,659        2,727        2% 3% 5%

Water Supply 1,479      1,386        1,440        1,423        1,437        1,466        1,440        1,448        1,500        4% -1% 1%

Conservation and Development 793 644           621           693           696           723           744           795           844           -4% 12% 0%

Total Nonbuilding Structures 20,540  21,677    22,625    24,737    23,004    23,102    23,613    24,940    26,146    4% 9% -7%

Total Put in Place 92,438  102,647  109,086  111,863  114,489  119,303  124,049  132,194  140,545  6% 3% 2%

Change from Prior Year

Construction Put in Place 
Millions of Current Dollars

*Improvements includes additions, alterations and major replacements.  It does not include maintenance and repairs.
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Regional Summaries Forecast 

SOUTH ATLANTIC Q3 2015

2011 2012 2013 2014 2015 2016 2017 2018 2019 2013 2014 2015

22,285      27,870      36,231      41,767      46,472      51,808      57,720      64,578      71,064      30% 15% 11%

3,620        5,588        8,360        11,031      12,441      14,569      16,030      17,241      19,152      50% 32% 13%

26,001      27,686      29,703      21,233      23,067      24,434      25,840      27,345      29,432      7% -29% 9%

51,906    61,145    74,294    74,031    81,980    90,811    99,590    109,164  119,649  22% 0% 11%

1,638        1,947        2,445        2,964        3,439        3,869        4,204        4,358        4,620        26% 21% 16%

RESIDENTIAL BUILDINGS 

Single-Family

Multifamily

Improvements*

Total Residential 

NONRESIDENTIAL BUILDINGS 

Lodging

Office 6,462        6,785        6,904        8,413        10,014      11,040      11,598      12,170      13,105      2% 22% 19%

Commercial 7,683        8,472        9,701        11,906      12,615      14,071      15,237      15,453      16,159      15% 23% 6%

Health Care 7,214        7,600        7,317        6,712        7,096        7,346        7,761        8,316        8,765        -4% -8% 6%

Educational 15,250      15,126      14,313      14,438      14,920      15,649      16,185      17,060      18,024      -5% 1% 3%

Religious 761           687           645           574           568           583           597           612           632           -6% -11% -1%

Public Safety 1,868        1,863        1,711        1,694        1,615        1,657        1,737        1,796        1,877        -8% -1% -5%

Amusement and Recreation 2,870        2,765        2,734        3,018        3,455        3,761        3,862        4,046        4,250        -1% 10% 14%

Transportation 6,233        6,764        7,112        7,518        8,319        9,068        9,911        10,576      11,225      5% 6% 11%

Communication 3,174        2,888        3,229        3,108        3,218        3,407        3,501        3,637        3,777        12% -4% 4%

Manufacturing 7,278        8,528        9,269        10,561      12,919      13,965      14,967      16,123      17,204      9% 14% 22%

Total Nonresidential Buildings 60,432    63,426    65,380    70,906    78,178    84,416    89,559    94,147    99,640    3% 8% 10%

NONBUILDING STRUCTURES 

Power 15,353      20,587      20,400      21,771      19,824      20,824      21,761      23,973      25,942      -1% 7% -9%

Highway and Street 16,286      16,366      17,205      17,673      18,187      18,622      19,251      19,276      19,647      5% 3% 3%

Sewage and Waste Disposal 4,565        4,330        4,573        4,688        5,121        5,370        5,679        5,855        6,074        6% 3% 9%

Water Supply 2,932        2,663        2,855        2,720        2,859        2,985        3,049        3,093        3,240        7% -5% 5%

Conservation and Development 1,571        1,237        1,231        1,402        1,550        1,648        1,763        1,899        2,039        0% 14% 11%

Total Nonbuilding Structures 40,707    45,183    46,265    48,254    47,540    49,450    51,503    54,095    56,943    2% 4% -1%

Total Put in Place 153,044  169,754  185,939  193,191  207,699  224,678  240,652  257,406  276,232  10% 4% 8%

Change from Prior Year

Construction Put in Place 
Millions of Current Dollars

*Improvements includes additions, alterations and major replacements.  It does not include maintenance and repairs.
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SECTION 3: Construction Outlook

Regional Summaries Forecast 

EAST SOUTH CENTRAL Q3 2015

2011 2012 2013 2014 2015 2016 2017 2018 2019 2013 2014 2015

4,495       4,816       5,023       5,621       5,826       6,240       6,679       7,153       7,701       4% 12% 4%

639          884          1,061       1,381       1,440       1,519       1,651       1,779       1,934       20% 30% 4%

4,590       4,451       4,142       2,692       2,876       2,927       2,966       3,027       3,187       -7% -35% 7%

9,724     10,151   10,227   9,693     10,142   10,687   11,297   11,960   12,822   1% -5% 5%

465          555          684          797          886          976          1,058       1,098       1,163       23% 16% 11%

RESIDENTIAL BUILDINGS 

Single-Family

Multifamily

Improvements*

Total Residential 

NONRESIDENTIAL BUILDINGS 

Lodging

Office 1,832       1,933       1,932       2,299       2,578       2,709       2,786       3,012       3,334       0% 19% 12%

Commercial 2,179       2,414       2,690       3,198       3,424       3,773       4,075       4,216       4,407       11% 19% 7%

Health Care 2,046       2,165       2,047       1,883       2,030       2,076       2,187       2,346       2,472       -5% -8% 8%

Educational 4,324       4,310       4,005       4,050       4,268       4,422       4,561       4,813       5,084       -7% 1% 5%

Religious 216          196          180          161          162          165          168          173          178          -8% -11% 1%

Public Safety 530          531          479          475          462          468          489          507          529          -10% -1% -3%

Amusement and Recreation 814          788          765          816          885          952          975          1,022       1,073       -3% 7% 8%

Transportation 1,768       1,927       1,990       2,109       2,294       2,516       2,743       2,902       3,080       3% 6% 9%

Communication 900          823          903          872          921          963          987          1,026       1,065       10% -3% 6%

Manufacturing 2,064       2,430       2,593       3,042       3,569       3,778       4,001       4,355       4,776       7% 17% 17%

Total Nonresidential Buildings 17,136   18,071   18,268   19,702   21,479   22,796   24,029   25,469   27,163   1% 8% 9%

NONBUILDING STRUCTURES 

Power 4,666       5,637       5,006       5,336       4,581       4,563       4,677       5,124       5,621       -11% 7% -14%

Highway and Street 5,055       5,140       4,843       4,968       5,031       5,045       5,162       5,188       5,263       -6% 3% 1%

Sewage and Waste Disposal 1,586       1,537       1,455       1,490       1,571       1,629       1,689       1,748       1,805       -5% 2% 5%

Water Supply 961          933          896          852          890          901          920          937          977          -4% -5% 4%

Conservation and Development 463          441          393          459          477          492          526          569          608          -11% 17% 4%

Total Nonbuilding Structures 12,730   13,688   12,592   13,105   12,551   12,631   12,974   13,566   14,274   -8% 4% -4%

Total Put in Place 39,591   41,910   41,087   42,500   44,173   46,114   48,299   50,994   54,259   -2% 3% 4%

Change from Prior Year

Construction Put in Place 
Millions of Current Dollars

*Improvements includes additions, alterations and major replacements.  It does not include maintenance and repairs.
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Regional Summaries Forecast 

WEST SOUTH CENTRAL Q3 2015

2011 2012 2013 2014 2015 2016 2017 2018 2019 2013 2014 2015

13,402      16,455      19,095      21,465      22,661      24,205      26,093      28,228      30,291      16% 12% 6%

2,222        3,459        4,666        5,808        6,247        6,628        6,990        7,473        8,096        35% 24% 8%

12,821      13,402      12,796      10,749      11,478      11,812      12,092      12,719      13,724      -5% -16% 7%

28,446    33,316    36,557    38,022    40,386    42,644    45,175    48,421    52,111    10% 4% 6%

946           1,159        1,455        1,684        1,885        2,071        2,237        2,323        2,468        25% 16% 12%

RESIDENTIAL BUILDINGS 

Single-Family

Multifamily

Improvements*

Total Residential 

NONRESIDENTIAL BUILDINGS 

Lodging

Office 3,733        3,856        3,921        4,885        5,614        5,776        5,753        6,223        6,905        2% 25% 15%

Commercial 4,438        4,953        5,667        6,694        7,152        7,644        8,004        8,130        8,519        14% 18% 7%

Health Care 4,167        4,526        4,353        4,013        4,278        4,364        4,585        4,921        5,197        -4% -8% 7%

Educational 8,809        9,007        8,516        8,632        8,995        9,296        9,561        10,095      10,687      -5% 1% 4%

Religious 439           409           384           343           342           346           352           362           375           -6% -11% 0%

Public Safety 1,079        1,110        1,018        1,013        974           984           1,026        1,062        1,113        -8% 0% -4%

Amusement and Recreation 1,658        1,647        1,627        1,804        2,083        2,234        2,282        2,394        2,520        -1% 11% 15%

Transportation 3,601        4,028        4,232        4,494        5,015        5,487        5,964        6,315        6,716        5% 6% 12%

Communication 1,833        1,720        1,921        1,858        1,940        2,024        2,068        2,152        2,240        12% -3% 4%

Manufacturing 4,204        5,079        5,251        5,960        7,339        7,730        8,259        8,866        9,480        3% 14% 23%

Total Nonresidential Buildings 34,908    37,493    38,345    41,380    45,616    47,957    50,092    52,843    56,220    2% 8% 10%

NONBUILDING STRUCTURES 

Power 13,668      17,866      16,765      17,857      15,537      15,490      15,424      16,902      18,572      -6% 7% -13%

Highway and Street 13,429      13,715      13,653      13,997      14,506      14,707      14,764      14,707      14,943      0% 3% 4%

Sewage and Waste Disposal 4,220        4,425        4,425        4,527        4,841        5,012        5,148        5,280        5,460        0% 2% 7%

Water Supply 2,345        2,261        2,295        2,182        2,310        2,312        2,293        2,314        2,417        2% -5% 6%

Conservation and Development 1,257        1,131        1,066        1,321        1,392        1,419        1,474        1,580        1,690        -6% 24% 5%

Total Nonbuilding Structures 34,919    39,398    38,204    39,884    38,586    38,941    39,104    40,784    43,083    -3% 4% -3%

Total Put in Place 98,273    110,207  113,105  119,286  124,588  129,542  134,371  142,047  151,414  3% 5% 4%

Change from Prior Year

Construction Put in Place 
Millions of Current Dollars

*Improvements includes additions, alterations and major replacements.  It does not include maintenance and repairs.
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SECTION 3: Construction Outlook

2011 2012 2013 2014 2015 2016 2017 2018 2019 2013 2014 2015

8,769        10,817      14,280      16,327      18,238      20,970      23,004      25,275      27,981      32% 14% 12%

1,425        2,148        3,189        4,443        4,717        5,243        5,681        5,933        6,391        49% 39% 6%

10,232      10,557      11,468      10,376      10,939      11,363      11,640      11,946      12,330      9% -10% 5%

20,426    23,522    28,938    31,146    33,894    37,575    40,325    43,154    46,702    23% 8% 9%

551           669           851           994           1,133        1,241        1,317        1,381        1,469        27% 17% 14%

RESIDENTIAL BUILDINGS 

Single-Family

Multifamily

Improvements*

Total Residential 

NONRESIDENTIAL BUILDINGS 

Lodging

Office 2,173        2,332        2,362        2,763        3,068        3,180        3,337        3,680        4,090        1% 17% 11%

Commercial 2,584        2,912        3,216        3,610        3,869        4,146        4,486        4,712        5,040        10% 12% 7%

Health Care 2,426        2,612        2,577        2,486        2,567        2,709        2,896        3,066        3,244        -1% -4% 3%

Educational 5,129        5,199        4,877        4,800        4,857        5,056        5,315        5,669        6,011        -6% -2% 1%

Religious 256           236           228           234           241           251           260           270           280           -3% 2% 3%

Public Safety 628           640           600           600           608           631           660           689           723           -6% 0% 1%

Amusement and Recreation 965           951           963           1,062        1,157        1,208        1,261        1,332        1,405        1% 10% 9%

Transportation 2,096        2,325        2,476        2,670        2,963        3,213        3,418        3,601        3,835        7% 8% 11%

Communication 1,067        993           1,085        1,138        1,207        1,268        1,316        1,356        1,413        9% 5% 6%

Manufacturing 2,448        2,931        3,041        3,360        3,708        3,787        4,018        4,282        4,586        4% 10% 10%

Total Nonresidential Buildings 20,323    21,801    22,277    23,716    25,377    26,691    28,284    30,037    32,096    2% 6% 7%

NONBUILDING STRUCTURES 

Power 5,692        6,782        6,483        7,143        6,648        6,780        6,916        7,642        8,459        -4% 10% -7%

Highway and Street 6,570        6,817        7,104        7,375        7,661        7,817        7,976        8,114        8,305        4% 4% 4%

Sewage and Waste Disposal 1,693        1,737        1,764        1,797        1,870        1,933        2,089        2,138        2,228        1% 2% 4%

Water Supply 1,087        1,069        1,132        1,134        1,158        1,211        1,252        1,374        1,446        6% 0% 2%

Conservation and Development 583           496           496           593           640           673           698           718           774           0% 19% 8%

Total Nonbuilding Structures 15,625    16,901    16,978    18,043    17,977    18,415    18,931    19,986    21,212    0% 6% 0%

Total Put in Place 56,374    62,224    68,193    72,905    77,248    82,681    87,539    93,177    100,010  10% 7% 6%

Change from Prior Year

Construction Put in Place 
Millions of Current Dollars

Regional Summaries Forecast 

MOUNTAIN Q3 2015

*Improvements includes additions, alterations and major replacements.  It does not include maintenance and repairs.
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Regional Summaries Forecast 

PACIFIC Q3 2014

2011 2012 2013 2014 2015 2016 2017 2018 2019 2013 2014 2015

20,510      24,527      36,026      43,467      49,334      54,926      59,755      65,454      71,917      47% 21% 13%

3,332        5,051        8,626        11,837      13,767      16,412      17,818      18,980      20,771      71% 37% 16%

23,930      24,365      29,446      23,064      25,764      27,737      29,206      30,955      33,101      21% -22% 12%

47,771    53,943    74,099    78,368    88,864    99,075    106,780  115,389  125,789  37% 6% 13%

1,296        1,487        1,883        2,261        2,693        3,169        3,484        3,734        3,974        27% 20% 19%

RESIDENTIAL BUILDINGS 

Single-Family

Multifamily

Improvements*

Total Residential 

NONRESIDENTIAL BUILDINGS 

Lodging

Office 5,113        5,397        5,445        6,794        7,688        8,839        8,849        8,814        9,169        1% 25% 13%

Commercial 6,079        6,739        7,413        8,660        9,845        11,081      11,693      11,885      12,525      10% 17% 14%

Health Care 5,708        6,045        5,939        5,584        5,962        6,216        6,638        7,176        7,646        -2% -6% 7%

Educational 12,066      12,031      11,242      11,352      11,737      12,258      12,804      13,515      14,462      -7% 1% 3%

Religious 602           546           526           500           508           522           539           558           579           -4% -5% 2%

Public Safety 1,478        1,482        1,383        1,354        1,357        1,406        1,469        1,534        1,615        -7% -2% 0%

Amusement and Recreation 2,271        2,200        2,221        2,415        2,659        2,842        2,981        3,126        3,288        1% 9% 10%

Transportation 4,932        5,380        5,707        6,164        6,823        7,626        8,238        8,741        9,298        6% 8% 11%

Communication 2,511        2,297        2,500        2,334        2,439        2,585        2,689        2,796        2,944        9% -7% 4%

Manufacturing 5,759        6,784        7,010        8,296        9,790        10,280      10,727      11,268      11,932      3% 18% 18%

Total Nonresidential Buildings 47,814    50,388    51,269    55,713    61,500    66,824    70,111    73,145    77,432    2% 9% 10%

NONBUILDING STRUCTURES 

Power 9,185        12,570      11,937      13,330      13,566      14,809      15,522      16,932      18,355      -5% 12% 2%

Highway and Street 9,743        9,993        10,346      10,762      11,020      11,311      11,657      11,973      12,327      4% 4% 2%

Sewage and Waste Disposal 2,731        2,644        2,666        2,770        2,996        3,157        3,296        3,408        3,534        1% 4% 8%

Water Supply 1,754        1,626        1,711        1,732        1,811        1,920        2,034        2,140        2,258        5% 1% 5%

Conservation and Development 940           755           750           1,005        1,125        1,244        1,338        1,452        1,569        -1% 34% 12%

Total Nonbuilding Structures 24,354    27,587    27,410    29,599    30,519    32,441    33,847    35,904    38,044    -1% 8% 3%

Total Put in Place 119,939  131,918  152,778  163,681  180,884  198,340  210,738  224,439  241,265  16% 7% 11%

Change from Prior Year

Construction Put in Place 
Millions of Current Dollars

*Improvements includes additions, alterations and major replacements.  It does not include maintenance and repairs.





About FMI
Founded in 1953 by Dr. Emol A. Fails, FMI is the leading management consulting, investment banking† and people development 

firm dedicated exclusively to the engineering and construction industry. FMI professionals serve all sectors of the industry and 

combine more than 60-plus years of industry context and leading insights to achieve transformational outcomes for our clients. 

We have subject matter experts in the following practice areas and serve clients throughout the U.S., Canada and internationally: 

 � Strategy

 � Market Research

 � Business Development

 � Operations and Project Execution

 � Risk Management

 � Compensation

 � Peer Groups

 � Performance Management

 � M&A Representation

 � Valuations and Fairness Opinions

 � Private Capital Placement

 � Ownership Transfer Planning

 � Organizational Leadership Development

 � Leadership Training

 � Executive Coaching

 � Succession Planning

 � Training and Talent Development

Management Consulting Investment Banking† People Development

† Investment banking services provided by FMI Capital Advisors, Inc., a registered broker-dealer and wholly owned subsidiary of FMI.
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