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General Economic Context



Near Term Outlook is Dominated by Inflation
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Consumer Price Index
- BLS High levels of inflation dominate 

current and near term economic 
conditions.

• They dictate near term Federal 
Reserve policy actions.

• In turn, Fed actions impact interest 
rates and the future strength of 

economic conditions such as GDP 
growth, employment, unemployment.

• Combined these factors influence 
construction activity.

• Construction activity levels dictate 
cement consumption and its 

availability.



Covid-19 Relief Spending
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Covid Relief 
Spending

$5.2 Trillion

$1.7 Trillion
Cares

$1.9 Trillion

$900 Billion

$483 Billion

Covid, Fiscal & Monetary Policies Lay the Seeds for Today

In the blink of an eye 

20 Million Workers 
were laid off.

Massive Bankruptcies 
Materialized.

Covid relief aimed at 
limiting economic 

“scarring” - keeping 
the most vulnerable in 

the game so that 
when the virus 
subsided, the 

economy had the 
ability to recover.

It worked.  

Consumers 
income well 

supported, debt 
declined.

Business 
support limited 
foreclosures & 
bankruptcies

Banks stress 
limited and 

remain strong.



Covid Relief 
Spending

$5.2 Trillion
Covid, Fiscal & Monetary Policies Lay the Seeds for Today

Monetary Policies

Fiscal & Monetary Policies 
supported the economy when we 

needed it.

Those policies contributed to 
inflation today, given 12-18 

months lag from policy initiative 
to changes in inflation rate.
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PCA Supply Chain Index
2019=100
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“Sticky Supply-Side Improvement”

• Covid Impairment & Shutdowns (China)
• Drought Hydroelectric Shutdowns (China)
• Geopolitical Supply Disruptions
• Labor Scarcity
• Energy exposure
• Mississippi Drought
• Potential Rail Strike



Federal Funds Outlook
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Context: Monetary Policy: Long Lags
- In-Place & Projected Additional Actions
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Monetary Policy Lags 

• Peak impact occurs between 
12-18 months after policy 

action.

• The first Federal Funds move 
of 25 BP in March 2022 not 

reach its full adverse impact on 
economic demand until Q1 

2023.

• PCA assumes a 12 month lag.

Monetary Policy

• Slow to the party.

• Aggressive “makeup”. 

• Long lags. Do we know the 
impacts?

• Risks of overshoot are high.

• Risks of mild recession 
elevated.



Household Net Savings, Billion $
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Context: Consumer’s Strength is Slowly Eroding

Inflation Steals Consumers’ 
Resilience

• Real Wage Declines. Example: Wages 
rise 3%, Inflation  rises 9%, Real Wage 

declines 6%

• Real wage reflects changes in buying 
power.

• Accumulated savings provides a cash 
resource (cushion) to minimize 

reductions in consumer spending.

• Cash reserve is dwindling. 

• Diminished cash reserves syncs up 
with height of monetary policy impact.

• Consumer accounts for roughly 70% of 
total US GDP 



Economic Growth Outlook
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Job Losses Will Materialize
Quarterly Change in Employment, Thousands
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What is the Threshold of “Official” Recession

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

3.5%

4.0%

4.5%

5.0%

2021 2022 2023 2024 2025 2026 2027

Unemployment Will Increase
% Unemployed Year Month’s 

Duration
Peak 

UNE Rate
1960 10 7.1%
1970 11 6.1%
1973-75 15 9.0%
1980-82 16 10.8%
1990-91 9 7.8%
2001 8 6.3%
2008-09 30 10.0%
2020 6 14.7%

Average 12.8 9.0%

The Details

• Job growth disappears by end 
of Q1 2023.

• Roughly 500,000 job loss 
materializes

• Labor force grows at 1.8% –
2.0% annual rate.



Construction Impacts



Composition of Cement Consumption Growth
2021% Change
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Residential 



New Home Price Outlook
Annual % Growth

-2%

0%

2%

4%

6%

8%

10%

12%

14%

16%

18%

2020 2021 2022 2023 2024 2025 2026 2027



Mortgage Rate
Annual % Interest Rate, 30 Year Fixed, Conventional Inflation Expectations: 

Mortgage rates are long term loans. 

To earn a return, investors require an “inflation 
premium” imbedded in the rate to take into 
consideration the adverse impact of inflation.

This premium reflects inflation expectations.

Balance Sheet Reduction: 

Monthly. $60 Billion US treasuries and $35 
Billion MBS.

These are “runoff” programs.  Some 
suggest Fed will have trouble meeting its 
MBS target.

Supplemental selling likely to materialize. 0.0%
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New Home Price Outlook
Annual % Growth
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New Home Affordability

90% Increase 
since 2020
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Rising Mortgage Rate Impact on Affordability- 2021 
(Conventional, 30 Year Fixed 3.4%)
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Caution: 20% Above 5 
Year Average Affordability

Source: PCA

Concern: 30% Above 5 
Year Average Affordability
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Rising Mortgage Rate Impact on Affordability – 2022 First Half
Mortgage Payment Relative to Household Income (Top 100 MSAs)

(Conventional, 30 Year Fixed 4.6%)
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Top 100 CBSA ranked by 2010 population (includes metro divisions)

(Conventional, 30-Year Fixed: 6.5%)
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Residential Outlook

2021 13.1%
2022 -9.1%
2023 -16.7%
2024 5.3%
2025 6.7%
2026 8.4%

2021 19.2%
2022 15.0%
2023 -4.7%
2024 1.2%
2025 1.2%
2026 1.0%



Nonresidential



Scarring & 
Bankruptcies

Vacancy 
Rates 

Increase

Sq Feet 
Vented onto 

Market
NOI Declines

Banks Tighten 
Lending 

Standards

Nonresidential 
Construction 

Decline

Working Capital Factor: 

The longer below “normal” 
economic conditions persist – the 
more pressure occurs on  working 

capital and ability to stay open.

Bank Lending Officer Survey: 

More Banks Tightening Lending 
Standards Since 2008

Nonresidential Cyclical Recovery Process



Selected Structural Covid Impacts On Construction
- PIP: Retail, Office, Hotel, Education

0

20

40

60

80

100

120

140

160

180

2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

Segment Potential Impact

Office -350K MT   - 500K MT

Retail - 800K MT  -1.2 MMT

Hotel - 300K MT   -450K MT

Education - 250K MT   - 450K MT

Total -1.7 MMT   -2.6 MMT
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Nonresidential Recovery Process
Annual Y-O-Y Percent Change

2021 -7.4%
2022 -5.8%
2023 -3.3%
2024 0.6%
2025 1.8%
2026 2.1%



Public
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Source: NASBO – The Fiscal Survey of States 2021

General Fund Percentage Expenditure Change – FY2023

KY

6% to 9.9% 0% to 2.9%

28

On a state 
weighted basis, 

2023 general fund 
expenditures are 

expected to 
increase 4.1%.

Presenter Notes
Presentation Notes
=



Vehicle Miles Travelled
Million Miles, January-July totals
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Translates into $7 
billion in planned 
revenues during 

2020-2022

25%-30% of total 
VMT has been 

attributed to work 
commute. 

Work at home 
represents a 

significant threat to 
HTF funding & 

amplified at the state 
level.

State Gas Tax 
holidays Potential 
Loss in Cement 

Volume

Georgia: - 275K MT.
NY: - 145K MY



Infrastructure



There Will Be a Wait for Pouring to Begin

April
Six  

Months
Eighteen 
Months

One 
Year

Federal & State Paperwork

4-9 Months

4-12 Months

Bid Letting & Review 6-15 Months

6-21  MonthsContract Award to Construction

Average Construction Start: Early/Mid-2023  

a

Small Volumes of cement 
consumption associated with 

the program materialize in 
second half 2022.

Roughly 38% occurs through 
competitive grants.



Roads & Bridges
18.63

Power & Grid 1.36

Water
6.93

Resiliency
8.06

Airports
5.78

Western Water 1.81

Ports & Waterways 2.99

Legacy Pollution: 0.76
Reconnecting Communities: 0.32

Rail: 0.17
Public Transit: 0.14

Cement 
Consumption by 
Construction 
Sector

46 Million Metric Tons
Over Five Year Program

Broadband: 0.09

Safety: 0.08
Electric Vehicle 
Charging: 0.03



Infrastructure Timing Distribution
Highway & Bridges

Fiscal Year Spending
Spending 
Allocation 2023 2024 2025 2026
Billion $ Year Year Year Year

1 2 3 4 Total Spent Total Spent

21% 43% 22% 14%

2023 $20 $4 $9 $4 $3 $20 100%
2024 $20 $4 $9 $4 $17 86%
2025 $20 $4 $9 $13 64%
2026 $20 $4 $4 21%
2027 $20 ---

Total Spending $100 $4 $13 $17 $20

Process repeated across all 
construction segments that 

are impacted by the 
Infrastructure Program

This is an Representation of 
the process and not actual 

numbers.



0% 33%20%15%10%

Utilities Public Misc. Conservation
Public 

Buildings

Highway
Bridges
Water

Shovel Ready

S&L Sterilization
Percentage Foregone

TEA/SAFETY-LU:  31%
ARRA: 81%
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Source:  FHWA, BLS PCA 35

Highway Construction Costs vs CPI
January 2019=100

FHWA Highway
Construction Cost 
Index

Consumer 
Price Index

Start of 
Pandemic

Steel Tower Transmission Lines 19.8%
Laterals And Drains 18.5%
Secondary Roads 15.2%
Switchyards And Substations 14.4%
Earth Dams 14.2%
Steel Pipelines 13.3%
Primary Roads 12.6%
Canals 11.7%
Pumping Plants 11.6%
Diversion Dams 11.3%
Concrete Dams 11.0%
Concrete Pipelines 10.0%
Distribution Pipelines 9.5%
Bridges 9.3%
Wood Pole Transmission Lines 7.4%
Powerplants 7.3%

Bureau of Reclemation Construction Cost Index
Annual Percent Change 2Q22/2Q21

Presenter Notes
Presentation Notes
=office leveled off, com turn, lodging starting to show signs of arresting decline



Public Cement Consumption Outlook
Baseline Annual % Growth
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2021 2.8%
2022 1.6%
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2026 2.9%
2027 2.8%



Summary



Baseline US Cement Consumption Outlook
Baseline Annual % Growth
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Direct Economic Risks
• Federal Reserve Error: Too Tight
• Severe European recession brought on by fuel shortages
• Strong Dollar & Implications
• Financial Liquidity threats

Geopolitical Risks
• Russia expands the European theater
• China military moves 

Health & Social Risks
• Covid revival
• Food crisis and famine among LDC

Favorable Risks
• Immigration easement
• Inflation Eases Quickly

Selected Risks



Tight Market Conditions
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The Basics

Where cement is in short supply, the reasons are typically threefold:

• Strong cement demand
• Winter selling rates (2020-2021) highest since 2007.

• Less than Desired Inventory building    

• Logistic hinderances



Logistical Hinderances: Rail Strike
The potential rail strike will likely be averted by congressional actions.  If these fail consider some of the impacts:

• The American Railroad Association estimates a cost to the economy of $2billion per day.
• Based on a study done in 1991 that estimated $1 billion per day.  They then ajust for inflation to come up 

with the $2 billion.

• It is not clear if that study measures the value of shipments disrupted or the full downstream impacts.
• For Example: Suppose 100 tons of cement is disrupted.  Is it just the value that is counted, or the value 

and downstream economic impacts (building a house).

• Lean inventory management practices was just underway.  Now many industries use lean inventory practices.  
This implies less inventory cushion and a more rapid disruption in goods flow.

• In 1991 alternative logistic systems were available.  Today there is a shortage of truck drivers and drought 
conditions have hindered barge traffic. Implies today may have a greater adverse impact on the economy.  

• For these reasons, PCA believes the ARA estimated adverse daily impacts may be light, perhaps significantly so.



Cement Outlook
Ed Sullivan, SVP & Chief Economist


	Slide Number 1
	General Economic Context
	Slide Number 3
	Covid-19 Relief Spending
	Slide Number 5
	PCA Supply Chain Index�2019=100
	Federal Funds Outlook
	Context: Monetary Policy: Long Lags� - In-Place & Projected Additional Actions
	Household Net Savings, Billion $
	�Economic Growth Outlook�
	Job Losses Will Materialize�Quarterly Change in Employment, Thousands
	What is the Threshold of “Official” Recession
	Construction Impacts
	Composition of Cement Consumption Growth�2021% Change
	Residential 
	New Home Price Outlook� Annual % Growth
	Mortgage Rate�Annual % Interest Rate, 30 Year Fixed, Conventional
	New Home Price Outlook Annual % Growth
	Rising Mortgage Rate Impact on Affordability- 2021 (Conventional, 30 Year Fixed 3.4%)
	Rising Mortgage Rate Impact on Affordability – 2022 First Half
	Home Price Relative to Household Income – 2023
	Slide Number 22
	Nonresidential
	Slide Number 24
	Selected Structural Covid Impacts On Construction� - PIP: Retail, Office, Hotel, Education
	Slide Number 26
	Public
	Slide Number 28
	Vehicle Miles Travelled�Million Miles, January-July totals
	Infrastructure
	Slide Number 31
	Cement Consumption by Construction Sector��46 Million Metric Tons�Over Five Year Program�
	Slide Number 33
	S&L Sterilization�Percentage Foregone
	Slide Number 35
	Public Cement Consumption Outlook�Baseline Annual % Growth
	Summary
	Baseline US Cement Consumption Outlook�Baseline Annual % Growth
	Slide Number 39
	Tight Market Conditions
	Slide Number 41
	Slide Number 42
	Slide Number 43
	Slide Number 44

