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Economic Forecast

2021 2022 2023 2024 2025 2026 2027 2028

General Economic Factors
- Real GDP Growth (%)

- Unemployment Rate (%)

- Employment

- Change in Employment

- Inflation Rate (%)

- Consumer Sentiment Index (Year End)
- Total Housing Starts (000)

- Oil Price, WTI Per Barrel

- Note: Oil Rig Count

Key Interest Rates
- Mortgage Rate - 30 Yr Fixed (%)
- Federal Funds Rate

Key Single Family Factors

- Single Family Starts (000)

- Average New Home Sq Footage

- Total Single Family Sq Footage (Million)
- Average Cement Tons Per Start

- Mortgage Rate - 30 Yr Fixed
- Median Home Price (000)

- Home Appreciation Rate

- Average Monthly Payment

Key Multi-Family Factors

- Multi-Family Starts (000)

- Average New Home Sq Footage

- Total Multi-Family Sq Footage (Million)
- Average Cement Tons Per Start

- Vacancy Rate (%)
- Mortgage to Rent Ratio
- Target Rental Population (20-29) Index

Key Nonresidential Factors
- Capacity Utilization (%)

- Office Vacancy Rate (%)

- Office Worker Employment

General Cement Ratios

- Cement Consumption (Per 000 Capita)
- Cement Tons Per Mil Construction

Contact: Ed Sullivan, Chief Economist, PCA
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PCA\ Construction Put-in-Place United States
. Since 1916 (Billions 2009%$) Spring 2024

America's Cement Manufacturers™

2021 2022 2023 2024 2025 2026 2027 2028

Total
Residential Buildings
New Housing Units
Single Family
Multi Family
Improvements

Nonresidential Buildings
Industrial
Office
Hotels, Motels
Hospitals, Institutions
Religious
Educational
Other Commercial

Public Utility & Other
Farm Nonresidential
Miscellaneous

Public Construction
Buildings
Highways & Streets
Military/Public Security
Conservation
Sewer Systems
Water Supply Systems

Total

Residential Buildings
New Housing Units
Single Family
Multi Family
Improvements

Nonresidential Buildings
Industrial
Office
Hotels, Motels
Hospitals, Institutions
Religious
Educational
Other Commercial

Public Utility & Other
Farm Nonresidential
Miscellaneous

Public Construction
Buildings
Highways & Streets
Military/Public Security
Conservation
Sewer Systems
Water Supply Systems

Contact: Ed Sullivan, Chief Economist, Pt
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PCA\ Portland Cement Consumption United States
; Since 1916 (000 Metric Tons) Spring 2024

America's Cement Manufacturers™

2021 2022 2023 2024 2025 2026 2027 2028

SAMPLE

Total

Residential Buildings
New Housing Units
Single Family
Multi Family
Improvements

Nonresidential Buildings
Industrial
Office
Hotels, Motels
Hospitals, Institutions
Religious
Educational
Other Commercial

Public Utility & Other
Farm Nonresidential
Oil & Gas Wells
Miscellaneous

Public Construction
Buildings
Highways & Streets
Military/Public Security
Conservation
Sewer Systems
Water Supply Systems

Total

Residential Buildings
New Housing Units
Single Family
Multi Family
Improvements

Nonresidential Buildings
Industrial
Office
Hotels, Motels
Hospitals, Institutions
Religious
Educational
Other Commercial

Public Utility & Other
Farm Nonresidential
Oil & Gas Wells
Miscellaneous

Public Construction
Buildings
Highways & Streets
Military/Public Security
Conservation
Sewer Systems
Water Supply Systems

*Due to a revision in our Apparent Use methodolc
Contact: Ed Sullivan, Chief Economist, PCA, (¢
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PCA\ U.S. Cement Consumption Forecast United States
n Since 1916 (000 Metric Tons) Spring 2024

America's Cement Manufacturers™

2021 2022 2023 2024 2025 2026 2027 2028

Total Cement Consumption

Portland Cement

Masonry Cement

- Portland Share of Total, (%)
Cement and Clinker Imports

- Import Share, (%)

Total Cement Consumption

Portland Cement
Masonry Cement

Cement and Clinker Imports

Contact: Ed Sullivan, Chief Economist, PCA
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Spring Forecast 2024





Introduction



The economy is strong.  Our Fall Forecast (early October 2023) expected a modest economic growth slowdown that would generate job losses and an unemployment rate in excess of 4%.  The data that has been released since that forecast was published has been consistently stronger than expected. Our view of United States economic performance for 2024, as a result, has changed. PCA still expects a growth slowdown will materialize during 2024.  Compared to our Fall Forecast, the slowdown is more modest.  



Economic Outlook



In our previous forecast, the economy’s slowdown was expected during the first half of 2024. That slowdown was based on the unfolding of three key factors, including: 1) the lagged adverse impacts of monetary policy interest rate hikes, 2) the drawdown of excess consumer savings generated during Covid, and 3) reduced access to credit for consumers and business.  



[image: ]







Each of these factors has materialized.  Combined, these factors were expected to lead to overall economic weakness that would be realized in the labors markets. Unemployment rates were expected to edge up over 4%.  With the deterioration in economic fundamentals, inflation’s retreat was expected to quicken.  This, in turn, would usher in a Federal Reserve policy pivot aimed at maintaining strength in labor markets and to a lesser extent aimed at curbing inflation.  These two conditions were expected to push mortgage and commercial interest rates on a sustained downward path.

[bookmark: _Hlk158191349]

The unexpected strength in the economy changed all that.  Stronger economic conditions and robust labor markets suggest inflation’s further improvement will occur more slowly than previously expected. Any policy impetus for the Federal Reserve to reduce interest rates is expected to be delayed, or arguably eliminated. 



In the context of this economic strength, interest rates for 2024 will likely be higher than previously expected.  Any significant near-term improvement in home buyer affordability is likely gone.  The same argument holds for nonresidential properties as well.

Stronger economic conditions could spell slightly weaker private sector building activity than previously expected in interest rate sensitive areas of construction. 



Construction Outlook 



Overall construction spending growth will likely be determined by two countervailing factors.  On the one hand, private construction activity is expected to remain soft in the context of high interest rates and tight credit conditions. On the other hand, IIJA’s infrastructure spending is expected to materialize in a much more meaningful way this year and next.  These gains are expected to be complemented by manufacturing plants being built in the United States in response to supply-chain vulnerabilities and incentives contained in the Chips and Inflation Reduction acts.

[image: ]





As interest rates retreat in 2025 and beyond, and the positive impacts accrued to IIJA and the Chips Act unfold, all three sectors of construction activity (residential, nonresidential, and public) are expected to contribute to strong construction spending. 



Residential



At the crux of residential construction’s woes is a worsening in home affordability.  Home prices increased at a torrid pace during 2020-2022.  Home prices (new and existing) rose more than 30% on a national basis.  In some areas the price increase was much larger.  Low mortgage rates enabled these increases. Even in the context of low mortgage rates, the rapid home price increases pushed up the average monthly payment to the detriment of new home affordability.  The Federal Reserve’s tightening forced mortgage rates higher – aggravating an already adverse home affordability picture.



Going forward, PCA does not expect a significant improvement in new home affordability soon.  Interest rates are expected to remain near existing high levels during 2024.  
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Furthermore, little improvement is expected on the price side of the affordability equation.  Many existing home sellers will also become home buyers. This implies that many would-be sellers who have been in their homes for a few years may have to refinance their current 3% mortgage rate with a 7% mortgage for their replacement home. 



As a result of the monthly payment shock associated with such a move, many of these potential sellers have decided to hold off putting their home on the market. The supply of existing homes for sale on the market, as a result, has been dramatically reduced. Diminished supply supports the elevated price level.



While the scarcity of existing homes has pushed a disproportionate share of sales toward new homes, PCA expects new home sales will endure a sustained softening.  At current monthly starts trends, and given our sales projections, new homes months’ supply has approached nearly 10 months. This is an extremely high level.  It may force a response by builders to restrain supply and reduce starts activity. PCA expects this inventory response will materialize during much of 2024.



Nonresidential



Nonresidential construction is expected to be dictated by three key forces during 2024 including: (1) cyclical economic activity, (2) the residual impacts of Covid on consumer/worker behavior, and (3) the magnitude of the trend toward onshoring key manufacturing processes to the United States.  Consider the following assessments.



Cyclical Activity: The United States economy is expected to remain relatively healthy throughout 2024. Monthly employment gains are expected to be sustained but at slightly lower levels.  For the highly cyclical portions of nonresidential construction (retail, office, hotel, industrial) this implies a steady improvement in occupancy rates, lower vacancy rates and somewhat stronger support on leasing rates.  Combined these factors suggest modest improvement in ROI and diminishes the risk of loan default.  



Residual Covid Impacts: Covid accelerated longer term trends impacting consumer and worker behaviors. These structural changes have a significant impact on longer term nonresidential construction.  These structural changes increased our reliance on technology.  Online retail sales, for example, increased 21% during 2020-2022. This growth displaced traditional sales that take place in brick and block stores. PCA considers this displacement as permanent and a continuing long-term trend.  This trend acts as an adverse factor impacting retail construction. Similar assessments can be made for other sectors of nonresidential including: education, business travel and hotel stays, medical, and office.



The Industrial Renaissance:  Covid brought to light the fragility of the U.S. supply chain. Some of this fragility materialized due to a reliance on global manufacturers. Ushered in by the U.S. Chips Act and the Inflation Reduction Act, reshoring key high-tech manufacturing is underway. 



Counting only planned manufacturing facilities in excess of $500 million, an additional $175 billion is planned for investment by 2028. This number is likely to grow as additional new plants are announced. Not only will these investments add significantly to nonresidential cement consumption, but secondary impacts include additions to residential and infrastructure consumption. These impacts could add considerably to cement consumption during the forecast horizon.  



During 2024, the expected gains in new plant construction is expected to mask underlying weakness in overall nonresidential construction activity. PCA expects industrial construction activity will grow 11% in 2024 over elevated 2023 levels. Keep in mind, as new plants are built, spill over construction is likely to benefit residential, nonresidential, and public infrastructure construction.





[image: ]



Public



Federal funding of infrastructure is critical to understanding PCA’s cement outlook. The Infrastructure Investment Jobs Act (IIJA) is expected to propel growth in the public sector. The IIJA is a five-year $1.2 trillion commitment to enhance the United States’ infrastructure.  Some of the spending includes extending existing programs. These aspects of IIJA help maintain cement consumption at past levels. New initiatives represent $550 billion. This portion represents growth in cement consumption.

While the outlook for public construction is optimistic, there are factors that moderate the outlook for public construction.  Consider the following:



· IIJA spending is stated in nominal, non-inflation adjusted dollars. Inflation has run strong.  In the context of higher inflation, this means that larger deflators must be applied to the nominal spending levels specified in the Act.  In doing so, the stimulative impact of the Act on cement consumption is reduced.  Simply put, the Act will not add to as much construction activity because the spending power of the Act has been diluted. 

· Unfortunately, indices suggest that inflation is running stronger among bridges and heavier infrastructure projects. This is the focus of IIJA and suggests further erosion in cement volumes attached to the program.   



· State and local governments expecting an inflow of infrastructure funding from the federal government due to IIJA may reduce their spending plans. This is referred to as “sterilization”. 

 

· Increases in work-at-home combine to reduce vehicle miles travelled (VMT). With fewer VMT, state fuel taxes collections will weaken. With weaker funding levels, construction activity at the state level could also weaken. 



PCA expected IIJA spending to materialize in significant amounts in 2024. Highway spending is the largest sector of public spending. While modest increases materialized during the first three quarters of 2023, highway spending increased significantly during the fourth quarter. This trend is expected to continue during 2024.



The Key Risk to the Economic and Construction Forecast



Many nonresidential properties rely on short-term financing, 10 years or less. Many building owners are now reaching the end of favorable terms and must refinance. Higher interest payments and lower occupancies - often going hand in hand with lower property valuations – and is a bad combination that opens up the prospect of a loan default and a credit crisis down the track. Smaller regional banks could fail. This, in turn, could spill over to the broader economy – adversely impacting growth.



[image: ]





The magnitude of potential defaults is the cause for it being a serious risk to the forecast. There is roughly $2.7 trillion in commercial real estate loans (CRE) outstanding. Nearly $930 billion in loans must be refinanced in 2024. In some cases, the current loans will be re-worked and extended – thus avoiding defaults. Typically, higher graded buildings and those that compete in sectors where demand for space has not 
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been structurally impacted by post-covid preferences, are most likely to get current loans extended.  As such, these represent little risk to construction activity, bank viability, or the broader economy. It is likely that these investment grade properties constitute 82% of all loans.  



The remaining loans are less able to negotiate extended terms.  Many are “upside down”. This means they owe more on the loan than the property’s valuation.  These represent default risks.  



Property valuations and the ability to get loan extensions are tied to the property’s performance on net operating income (NOI). NOI, in turn, reflects occupancy rates and lease rent rates.  These are determined by the strength of the economy.  Stronger economic growth implies higher occupancy rates, higher leasing rates and stronger NOI.  Under these conditions, the ability to get a loan extension or avoid an outright default is lessened.  Conversely, weaker economic growth implies that greater risk should be attached to this phenomenon. 



Even if economic growth remains steadfast, some CRE loans will default.  It is likely that those sectors facing structural demand erosion caused by covid will remain vulnerable – even in the context of steadfast economic growth conditions.  Such is the case for office buildings.



Under PCA’s baseline forecast, economic growth remains steadfast. Some defaults will materialize – particularly in the office sector.  Under our scenario, a 10% default rate materializes - equating to roughly $90 billion in bank loan losses.  As many as 5 smaller regional banks could fail.  While such an outcome is not favorable, it is not large enough for significant adverse contagion to develop in the context of a relatively healthy banking system. In this context, the adverse consequences associated with the CRE crisis are manageable.  

 

If overall economic growth slows, NOI worsens, as do defaults. Some suggest that a 40% default rate could materialize and result in such large loan losses that could approach $1 trillion. Under such a scenario, as many as 200 banks could fail. This would not only have serious adverse consequences on construction loans but could impact the health of the overall economy. 



The Outlook



PCA expects construction activity will be determined by two countervailing factors.  On the one hand, private construction activity is expected to weaken in the context of high interest rates, tight credit conditions, and an overall slowdown of the United States economy.  On the other hand, IIJA’s infrastructure spending is expected to materialize in a much more meaningful way this year and next.  These gains are expected to be complemented by manufacturing plants being built in the United States. 



For 2024, these forces are closely balanced. Only modest gains from depressed 2023 levels are expected.

 

Toward the end of 2024, PCA expects a sustained reduction in interest rates. The reduction in interest rates is based on lower inflation premiums and a policy pivot by the Federal Reserve. Beginning in the fourth quarter of 2024, PCA assumes a 25-basis point reduction in the Federal Funds rate per quarter. This pattern continues through 2026 and into 2027. 



In this context of lower interest rates, housing, and nonresidential construction gain strength. These gains are initially supported by the positive impacts accrued to IIJA and the Chips Act. All three sectors of construction activity (residential, nonresidential, and public) are expected to contribute to construction spending growth. Typically, when these three engines of construction spending are beating positive, strong growth in cement consumption materializes. During 2025-2027 cement consumption growth is expected to average in excess of 2.5% annually.



As the IIJA and Chips Act spending wanes, their support to overall growth is expected to decline.  This growth path outcome could be much different if aggressive replacement programs are implemented.



image1.png

PCA

MARKET INTELLIGENCE






image2.png

The Economy is Strong....

Quarterly Real GDP Growth Monthly Net Job Growth

Annualized Growth Rate, % Thousands

6.00% 1000
5.00% 900
800

4.00%
700

V)
3.00% 600
2.00% 500
400

1.00%
300

0.00%
I 200

-1.00% 100 | ‘ ‘ | ‘

-2.00% 0

2022 I W IV 2023 01 WV 2021 2022 2023 2024






image3.svg

           -2.00%  -1.00%  0.00%  1.00%  2.00%  3.00%  4.00%  5.00%  6.00%  2022  II  III  IV  2023  II  III  IV Quarterly Real GDP Growth Annualized Growth Rate, %        0  100  200  300  400  500  600  700  800  900  1000  2021  2022  2023  2024 Monthly Net Job Growth Thousands  The Economy is Strong….




image4.png

Construction Outlook: 2024

The Burden of High

Interest Rates Higher Volumes

Attributed to IIJA
Tight Lending Standards
& & Onshoring Plant
Construction
(Limited to Regional
Impacts)

VS

Weakened Economy







image5.svg

    Construction Outlook: 2024    The Burden of High Interest Rates Tight Lending Standards Weakened Economy VS  Higher Volumes Attributed to IIJA Onshoring Plant Construction (Limited to Regional Impacts)




image6.png

8.0

7.0

6.0

5.0

4.0 >

3.0

2.0

1.0

0.0

Affordability Is Not Expected to Improve Soon

30 Year Conventional Mortgage Rates

2020

2021

2021

2022

2023

2024

2025

2026

Months Supply Existing Homes

3.5

3.0

25

2.0

1.5

1.0

0.5

0.0

2021

2022

2023






image7.svg

             0.0  1.0  2.0  3.0  4.0  5.0  6.0  7.0  8.0  2020  2021  2021  2022  2023  2024  2025  2026        0.0  0.5  1.0  1.5  2.0  2.5  3.0  3.5  2021  2022  2023 Months Supply Existing Homes 30 Year Conventional Mortgage Rates Affordability Is Not Expected to Improve Soon




image8.png

On-Shoring Adds to Residential, Nonresidential & Public

Thousand Metric Tons

1800
1600
1400
Nonresidential

1200
1000
800
600

400

200

2022 2023 2024 2025 2026 2027






image9.svg

         On - Shoring Adds to Residential, Nonresidential & Public Thousand Metric Tons              0  200  400  600  800  1000  1200  1400  1600  1800  2022  2023  2024  2025  2026  2027  Plant    Infrastructure Nonresidential Residential




image10.png

Credit Tightening Has Specific Risks for Construction

Survey of Bank Lending Officers

Construction & Land
Development

80
Nonfarm
Nonresidential

60

Multifamily
40
Tougher to Get
Capital 20 \
Easierto Get 0 k
Capital

-20

-40
2021 2022 2023






image11.svg

    Credit Tightening Has Specific Risks for Construction Survey of Bank Lending Officers            -40  -20  0  20  40  60  80  2021  2022  2023   Tougher to Get Capital Easier to Get Capital   Construction & Land Development  Non - farm Nonresidential  Multifamily




image12.png

Risk is Greatest For Lower Grade Properties

Lower grade properties subject to higher vacancy rates, lease rate erosion, & property value declines

Composition of Loan

BBB
BB

CCC

Property Grades

13%
69%
12%
5%
1%

=

82% Investment
Grade. Least Risk

Most at Risk.
Equatedto
roughly $500
Billion

General
Composition of
Loan Property
Grades by Sector

MF Housing Higher Rated -
Industrial Less Risky
Health Care

Retall

Office Lower Rated -

More Risky






image13.svg

    Risk is Greatest For Lower Grade Propertie s Composition of Loan Property Grades A 13% BBB 69% BB 12% B 5% CCC 1%  82% Investment Grade . Least Risk General Composition of Loan Property Grades by Sector MF Housing Industrial Health Care Retail Office Lower grade properties subject to higher vacancy rates, lease rate erosion, & property value declines  Most at Risk. Equated to roughly $500 Billio n Higher Rated – Less Risky Lower Rated – More Risky 





[image: ]Contact: Ed Sullivan, Senior Vice President & Chief Economist, (847) 972-9006, esullivan@cement.org

















Spring Forecast 2024





Introduction



The economy is strong.  Our Fall Forecast (early October 2023) expected a modest economic growth slowdown that would generate job losses and an unemployment rate in excess of 4%.  The data that has been released since that forecast was published has been consistently stronger than expected. Our view of United States economic performance for 2024, as a result, has changed. PCA still expects a growth slowdown will materialize during 2024.  Compared to our Fall Forecast, the slowdown is more modest.  



Economic Outlook



In our previous forecast, the economy’s slowdown was expected during the first half of 2024. That slowdown was based on the unfolding of three key factors, including: 1) the lagged adverse impacts of monetary policy interest rate hikes, 2) the drawdown of excess consumer savings generated during Covid, and 3) reduced access to credit for consumers and business.  
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Each of these factors has materialized.  Combined, these factors were expected to lead to overall economic weakness that would be realized in the labors markets. Unemployment rates were expected to edge up over 4%.  With the deterioration in economic fundamentals, inflation’s retreat was expected to quicken.  This, in turn, would usher in a Federal Reserve policy pivot aimed at maintaining strength in labor markets and to a lesser extent aimed at curbing inflation.  These two conditions were expected to push mortgage and commercial interest rates on a sustained downward path.
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The unexpected strength in the economy changed all that.  Stronger economic conditions and robust labor markets suggest inflation’s further improvement will occur more slowly than previously expected. Any policy impetus for the Federal Reserve to reduce interest rates is expected to be delayed, or arguably eliminated. 



In the context of this economic strength, interest rates for 2024 will likely be higher than previously expected.  Any significant near-term improvement in home buyer affordability is likely gone.  The same argument holds for nonresidential properties as well.

Stronger economic conditions could spell slightly weaker private sector building activity than previously expected in interest rate sensitive areas of construction. 



Construction Outlook 



Overall construction spending growth will likely be determined by two countervailing factors.  On the one hand, private construction activity is expected to remain soft in the context of high interest rates and tight credit conditions. On the other hand, IIJA’s infrastructure spending is expected to materialize in a much more meaningful way this year and next.  These gains are expected to be complemented by manufacturing plants being built in the United States in response to supply-chain vulnerabilities and incentives contained in the Chips and Inflation Reduction acts.
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As interest rates retreat in 2025 and beyond, and the positive impacts accrued to IIJA and the Chips Act unfold, all three sectors of construction activity (residential, nonresidential, and public) are expected to contribute to strong construction spending. 



Residential



At the crux of residential construction’s woes is a worsening in home affordability.  Home prices increased at a torrid pace during 2020-2022.  Home prices (new and existing) rose more than 30% on a national basis.  In some areas the price increase was much larger.  Low mortgage rates enabled these increases. Even in the context of low mortgage rates, the rapid home price increases pushed up the average monthly payment to the detriment of new home affordability.  The Federal Reserve’s tightening forced mortgage rates higher – aggravating an already adverse home affordability picture.



Going forward, PCA does not expect a significant improvement in new home affordability soon.  Interest rates are expected to remain near existing high levels during 2024.  
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Furthermore, little improvement is expected on the price side of the affordability equation.  Many existing home sellers will also become home buyers. This implies that many would-be sellers who have been in their homes for a few years may have to refinance their current 3% mortgage rate with a 7% mortgage for their replacement home. 



As a result of the monthly payment shock associated with such a move, many of these potential sellers have decided to hold off putting their home on the market. The supply of existing homes for sale on the market, as a result, has been dramatically reduced. Diminished supply supports the elevated price level.



While the scarcity of existing homes has pushed a disproportionate share of sales toward new homes, PCA expects new home sales will endure a sustained softening.  At current monthly starts trends, and given our sales projections, new homes months’ supply has approached nearly 10 months. This is an extremely high level.  It may force a response by builders to restrain supply and reduce starts activity. PCA expects this inventory response will materialize during much of 2024.



Nonresidential



Nonresidential construction is expected to be dictated by three key forces during 2024 including: (1) cyclical economic activity, (2) the residual impacts of Covid on consumer/worker behavior, and (3) the magnitude of the trend toward onshoring key manufacturing processes to the United States.  Consider the following assessments.



Cyclical Activity: The United States economy is expected to remain relatively healthy throughout 2024. Monthly employment gains are expected to be sustained but at slightly lower levels.  For the highly cyclical portions of nonresidential construction (retail, office, hotel, industrial) this implies a steady improvement in occupancy rates, lower vacancy rates and somewhat stronger support on leasing rates.  Combined these factors suggest modest improvement in ROI and diminishes the risk of loan default.  



Residual Covid Impacts: Covid accelerated longer term trends impacting consumer and worker behaviors. These structural changes have a significant impact on longer term nonresidential construction.  These structural changes increased our reliance on technology.  Online retail sales, for example, increased 21% during 2020-2022. This growth displaced traditional sales that take place in brick and block stores. PCA considers this displacement as permanent and a continuing long-term trend.  This trend acts as an adverse factor impacting retail construction. Similar assessments can be made for other sectors of nonresidential including: education, business travel and hotel stays, medical, and office.



The Industrial Renaissance:  Covid brought to light the fragility of the U.S. supply chain. Some of this fragility materialized due to a reliance on global manufacturers. Ushered in by the U.S. Chips Act and the Inflation Reduction Act, reshoring key high-tech manufacturing is underway. 



Counting only planned manufacturing facilities in excess of $500 million, an additional $175 billion is planned for investment by 2028. This number is likely to grow as additional new plants are announced. Not only will these investments add significantly to nonresidential cement consumption, but secondary impacts include additions to residential and infrastructure consumption. These impacts could add considerably to cement consumption during the forecast horizon.  



During 2024, the expected gains in new plant construction is expected to mask underlying weakness in overall nonresidential construction activity. PCA expects industrial construction activity will grow 11% in 2024 over elevated 2023 levels. Keep in mind, as new plants are built, spill over construction is likely to benefit residential, nonresidential, and public infrastructure construction.
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Public



Federal funding of infrastructure is critical to understanding PCA’s cement outlook. The Infrastructure Investment Jobs Act (IIJA) is expected to propel growth in the public sector. The IIJA is a five-year $1.2 trillion commitment to enhance the United States’ infrastructure.  Some of the spending includes extending existing programs. These aspects of IIJA help maintain cement consumption at past levels. New initiatives represent $550 billion. This portion represents growth in cement consumption.

While the outlook for public construction is optimistic, there are factors that moderate the outlook for public construction.  Consider the following:



· IIJA spending is stated in nominal, non-inflation adjusted dollars. Inflation has run strong.  In the context of higher inflation, this means that larger deflators must be applied to the nominal spending levels specified in the Act.  In doing so, the stimulative impact of the Act on cement consumption is reduced.  Simply put, the Act will not add to as much construction activity because the spending power of the Act has been diluted. 

· Unfortunately, indices suggest that inflation is running stronger among bridges and heavier infrastructure projects. This is the focus of IIJA and suggests further erosion in cement volumes attached to the program.   



· State and local governments expecting an inflow of infrastructure funding from the federal government due to IIJA may reduce their spending plans. This is referred to as “sterilization”. 

 

· Increases in work-at-home combine to reduce vehicle miles travelled (VMT). With fewer VMT, state fuel taxes collections will weaken. With weaker funding levels, construction activity at the state level could also weaken. 



PCA expected IIJA spending to materialize in significant amounts in 2024. Highway spending is the largest sector of public spending. While modest increases materialized during the first three quarters of 2023, highway spending increased significantly during the fourth quarter. This trend is expected to continue during 2024.



The Key Risk to the Economic and Construction Forecast



Many nonresidential properties rely on short-term financing, 10 years or less. Many building owners are now reaching the end of favorable terms and must refinance. Higher interest payments and lower occupancies - often going hand in hand with lower property valuations – and is a bad combination that opens up the prospect of a loan default and a credit crisis down the track. Smaller regional banks could fail. This, in turn, could spill over to the broader economy – adversely impacting growth.
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The magnitude of potential defaults is the cause for it being a serious risk to the forecast. There is roughly $2.7 trillion in commercial real estate loans (CRE) outstanding. Nearly $930 billion in loans must be refinanced in 2024. In some cases, the current loans will be re-worked and extended – thus avoiding defaults. Typically, higher graded buildings and those that compete in sectors where demand for space has not 



[image: ]



been structurally impacted by post-covid preferences, are most likely to get current loans extended.  As such, these represent little risk to construction activity, bank viability, or the broader economy. It is likely that these investment grade properties constitute 82% of all loans.  



The remaining loans are less able to negotiate extended terms.  Many are “upside down”. This means they owe more on the loan than the property’s valuation.  These represent default risks.  



Property valuations and the ability to get loan extensions are tied to the property’s performance on net operating income (NOI). NOI, in turn, reflects occupancy rates and lease rent rates.  These are determined by the strength of the economy.  Stronger economic growth implies higher occupancy rates, higher leasing rates and stronger NOI.  Under these conditions, the ability to get a loan extension or avoid an outright default is lessened.  Conversely, weaker economic growth implies that greater risk should be attached to this phenomenon. 



Even if economic growth remains steadfast, some CRE loans will default.  It is likely that those sectors facing structural demand erosion caused by covid will remain vulnerable – even in the context of steadfast economic growth conditions.  Such is the case for office buildings.



Under PCA’s baseline forecast, economic growth remains steadfast. Some defaults will materialize – particularly in the office sector.  Under our scenario, a 10% default rate materializes - equating to roughly $90 billion in bank loan losses.  As many as 5 smaller regional banks could fail.  While such an outcome is not favorable, it is not large enough for significant adverse contagion to develop in the context of a relatively healthy banking system. In this context, the adverse consequences associated with the CRE crisis are manageable.  

 

If overall economic growth slows, NOI worsens, as do defaults. Some suggest that a 40% default rate could materialize and result in such large loan losses that could approach $1 trillion. Under such a scenario, as many as 200 banks could fail. This would not only have serious adverse consequences on construction loans but could impact the health of the overall economy. 



The Outlook



PCA expects construction activity will be determined by two countervailing factors.  On the one hand, private construction activity is expected to weaken in the context of high interest rates, tight credit conditions, and an overall slowdown of the United States economy.  On the other hand, IIJA’s infrastructure spending is expected to materialize in a much more meaningful way this year and next.  These gains are expected to be complemented by manufacturing plants being built in the United States. 



For 2024, these forces are closely balanced. Only modest gains from depressed 2023 levels are expected.

 

Toward the end of 2024, PCA expects a sustained reduction in interest rates. The reduction in interest rates is based on lower inflation premiums and a policy pivot by the Federal Reserve. Beginning in the fourth quarter of 2024, PCA assumes a 25-basis point reduction in the Federal Funds rate per quarter. This pattern continues through 2026 and into 2027. 



In this context of lower interest rates, housing, and nonresidential construction gain strength. These gains are initially supported by the positive impacts accrued to IIJA and the Chips Act. All three sectors of construction activity (residential, nonresidential, and public) are expected to contribute to construction spending growth. Typically, when these three engines of construction spending are beating positive, strong growth in cement consumption materializes. During 2025-2027 cement consumption growth is expected to average in excess of 2.5% annually.



As the IIJA and Chips Act spending wanes, their support to overall growth is expected to decline.  This growth path outcome could be much different if aggressive replacement programs are implemented.
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