
Some Factors In the Construction Outlook
Achievement of a high national income in the 

postwar period will depend to an important extent 
upon high construction activity. Normally about 10 
to 12 per cent of gross national product is accounted 
for by direct construction activity. In addition, sub
stantial income is derived from industries which 
feed supplies to the construction industry.

The importance of construction in the postwar 
outlook is brought out in the recently published 
“ National Budgets For Full Employment” issued 
by the National Planning Association. This study 
indicates that by 1950, say, a fully employed labor 
force would produce $170 billion (at 1941 prices) in 
gross national product. At this full employment 
level some $16 to $19 billion would be spent on 
construction to employ about 3.4 million workers. 
Under varying assumptions, Government would 
spend from $2.5 to $7.0 billion on construction, 
while private expenditures under the same condi
tions might run $12 to $15.5 billion depending on 
the level of the Government program.

These figures on gross national product and con
struction volume for 1950 do not represent fore
casts. They merely attempt to translate into dollar 
terms the production that would result if the avail
able labor force were fully employed. Lower in
come and construction would mean unemployment 
unless the structure of production or prices were 
materially altered.

CHART I
NEW CONSTRUCTION ACTIVITY IN THE UNITED STATES, 1920-1944 
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Since the volume of postwar construction looms 
so large in the national income picture, it is desir
able to explore, from both a national and regional 
viewpoint, the outlook for construction so as to 
determine the possibilities of reaching the level 
which is regarded as necessary for full employment. 
This exploration involves consideration of the 
characteristics of the construction industry, analysis 
of the demand and supply factors, and considera
tion of actual forecasts of postwar construction.

CH ARACTERISTICS OF T H E  IN D U ST R Y
The construction industry embraces the loosely 

organized group of builders, general contractors, 
special trade contractors, architects, building trades 
workers, suppliers, and other elements engaged in 
construction. In addition to lack of centralized 
organization, its major characteristics are general 
instability in activity (as shown in Chart I), pro
nounced seasonality, and resistance to change.

Total value of contract construction1 in 1939 was 
$4.5 billion. It was produced by 215,000 separate 
establishments, each of which did work amounting 
to at least $500 in value in that year. The average 
establishment had one active proprietor and four or 
five employees, but there were large differences 
among types of contractors.

Generally speaking the industry has felt that it 
was necessary to establish and hold a price struc
ture high enough to make its active periods pay for 
time lost in inactive periods. This policy has been 
accompanied inevitably by consistent effort to main
tain the status quo, and to keep outsiders from 
entering the field in good times.

The maintenance of a high price and high cost 
structure in the residential construction industry is 
the result primarily of lack of advance in labor pro
ductivity. In most durable goods lines sharp gains 
in productivity, improved methods of management, 
and increased application of capital have led to lower 
unit costs and at the same time higher wages and 
larger profits. In the construction industry in the 
last 25 years, higher wages and larger profits have 
not stemmed as much from increased productivity 
as from rising prices.

Technological advances in equipment and utiliza
tion of labor have been greater in non-residential

SOURCE* Monthly Labor Review, February, 1945;
Dept o f Commerce Industry Report (Construction), Jan. 1945

1 Contract construction covers work done for others or for contractors 
themselves for speculative or investment purposes. Force account work 
includes construction done for their own account by institutions, Gov
ernment agencies, home owners, public utilities, industry, agriculture, 
real estate operators, and property managers. A  considerable share of 
force account work is maintenance and repairs.
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than in residential construction. The reluctance to 
adopt new methods in the residential building seg
ment of the industry and the relatively slow rate of 
increase in labor productivity reflect partly the in
ternal characteristics of a long established activity. 
These characteristics have been reinforced by the 
deliberate action of the industry itself and by the 
tacit approval of the financing agencies. The prev
alence of small scale enterprise, lack of central or
ganization, and the policies of the building trades 
unions have made it relatively easy for the in
dustry to resist and retard changes that might have 
lowered costs on new construction.

SUPPLY OF LAB O R  A N D  M ATER IALS
Wartime restrictions on building, necessitated by 

the short supplies of labor and materials, resulted 
in a decline in the physical volume of new construc
tion in 1944 to about the very low level of 1933. 
The situation with regard to labor and some mater
ials is easing, however, and Government restrictions 
have been modified appreciably since the end of the 
war in Europe.

Although some building materials, particularly 
lumber, are in very short supply and promise to 
continue so for the next few months, they may be 
expected to become easier as war demand slackens. 
By the time large scale reconversion occurs, sup
plies of materials should be adequate to support a 
substantial building program.

Within one year after the end of the Japanese 
war, the construction industry is expected to reach 
an annual capacity in men, materials and machinery 
to support $11 billion of building, and be capable 
of further expansion almost at will.2 Thus, aside 
from the very immediate future, physical supplies 
should not prove a barrier to a large volume of 
building.

P O T E N T IA L  D EM A N D  FOR N E W  
C O N STR U C TIO N

A number of factors point to a large potential 
demand for construction after the war. Major among 
these are: 1. All construction, but particularly resi
dential construction, was badly depressed during the 
1930’s. 2. In the war years, labor and materials 
scarcities restricted construction (except for essen
tial industrial and military facilities) to a minimum 
consonant with the necessities of the war effort. 3. 
Much of the wartime construction will not be usable 
under peacetime conditions. 4. Both businesses and 
individuals have accumulated a large amount of 
liquid savings during the war period. 5. Public
2Postwar Capacity and Characteristics of the Construction Industry, 
Bulletin 779, Bureau of Labor Statistics.

opinion appears favorable to a w'ell-conceived public 
works program.

Within the Eighth District proper there exists a 
large need for both residential and non-residential 
building. The 1940 Census of Housing listed 2.8 
million dwelling units in this district. More than
850,000 or some 29 per cent needed major repairs 
in 1940, and probably this number has increased 
during the war years.

In the six major metropolitan areas of the dis
trict, the proportion of dwelling units needing major 
repairs ranged from 9 per cent in St. Louis to 22 
per cent in Little Rock. More than half of the 
dwelling units in Memphis had no inside bath, and 
in St. Louis, which showed up better than any of 
the other areas in this respect, almost one-third of 
the units had no inside bath.

Almost one-fourth of all dwelling units in the 
six metropolitan areas combined were built prior to 
1900. Almost one-half of these were fifty years or 
more and one-fourth were at least sixty years old in 
1940. The Bureau of Internal Revenue estimates 
that the average useful life of a dwelling unit is 
sixty years. This means that in 1940 about 170,000 
dwellings in the Eighth District were past the 
average useful life span and probably should have 
been replaced. In the past five years perhaps an
other 100,000 units have been added to this group.

These conditions indicate a tremendous potential 
demand for replacement and repair. In addition 
there will be strong demand for new housing. War 
developments shifted a considerable body of people 
from rural areas to urban centers. A better balance 
in the district economy would be achieved if through 
expansion of peacetime industry these population 
increases in the urban centers could be held there, 
and even increased further as the cities absorb the 
overflow of population from the rural regions.

In 1940, the vacancy rate in the entire district 
was 9 per cent. In the six metropolitan areas it 
averaged only 5 per cent, which is considered “ nor
mal”, varying from 1.9 per cent in Evansville to 5.9 
per cent in St. Louis. By 1944, despite considerable 
war housing developments, the vacancy rate had 
shrunk to 0.4 per cent in Louisville, 0.8 per cent in 
Evansville, 0.9 per cent in St. Louis, and 1.2 per 
cent in Little Rock. In 1940, about one-tenth of 
the metropolitan area dwellings had more than 1.5 
persons living per room, a condition regarded gen
erally as undesirable. This situation has been ag
gravated during the war years. Both shrinking 
vacancy rates and over-crowding in dwellings have 
occurred in urban centers despite large withdrawals
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for the armed services. The return of servicemen, 
new marriages, and a probable increased birth rate, 
will accentuate these conditions unless there is a 
large volume of new housing construction.

Demand for non-residential construction is also 
high. Surveys conducted in various cities of the 
district indicate that industry is expecting to em
bark on a sizeable construction program in the im
mediate postwar period. In St. Louis, for example, 
a current survey points to expenditures of $40 or 
$50 million for new industrial construction for es
tablished plants, and almost as much for buildings 
for incoming concerns. Other city surveys also 
indicate sizeable postwar industrial construction.3

FORECASTS OF P O ST W A R  CO NSTRUCTION
A number of forecasts by private and public 

agencies indicate high dollar volume of construction 
after the war. The recent estimate published by 
the Department of Labor places new construction 
expenditures at an annual average of $10.9 billion, 
with an additional $4.4 billion for maintenance and 
minor repairs, in the first five postwar years. Ex
penditures for new construction are expected to be 
$4.7 billion in the year prior to the defeat of Japan 
and to rise to $7.8 billion in the first full peacetime 
year. From then on they would rise to $12.1 billion 
in the fifth peacetime year, presumably 1950 or 1951. 
Private construction is expected to average $7.9 
billion and public construction $3.0 billion in the 
five-year period.4 These dollar estimates are ex
pressed in terms of 1940 prices.

In terms of dwelling units, the forecast would 
mean an average of about 900,000 nonfarm units in 
the five postwar years. Of these, 850,000 would be 
privately financed and 50,000 publicly financed. The 
average cost of a privately-financed dwelling unit 
(excluding land cost) is placed at $3,750 and that of 
a publicly-financed unit at $3,200.

The peak year in construction of nonfarm dwell
ing units was 1925 when 937,000 were built. During 
the Thirties the largest number built in any one 
year was 515,000 in 1939. In 1941, the biggest resi-

3Industrial construction in this district has been exceptionally high dur
ing the war years and because of this situation it might be expected 
that demand in the immediate postwar period would be slack. Actually, 
however, dollar figures on wartime building are illusory on several 
counts. They are inflated far beyond normal replacement cost, they 
include many structures not particularly usable except for war output, 
and in scJme cases they include plants well located under wartime 
standards but badly located for profitable peacetime production. In 
this district total large industrial facility awards, both private and public, 
placed from June, 1940 through October, 1944 were valued at $1.5 
billion. Less than half of this amount, $700. million, was for structure, 
the balance for equipment. Only $46 million was for privately financed 
structure, and, generally speaking, it is the publicly financed plant that 
will have to be written off after the war. About 70 per cent of total 
structure (in dollars) was designed for ordnance production and much 
of the remainder was for very specialized war work.

4A. C. Findlay, “ Probable Volume of Postwar Construction’*, Monthly
Labor Review, February-April, 1945.

dential building year since 1928, some 715,000 units 
were erected and in 1944, when construction was 
at a minimum under wartime restrictions, 160,000 
units were built.

This forecast is in fairly close agreement with 
those by private sources. The F. W. Dodge Cor
poration has estimated a $9.6 billion average volume 
of new construction for ten postwar years. This 
would involve building 820,000 nonfarm dwelling 
units per year. Engineering News-Record forecasts 
a postwar construction peak of $12.4 to $18.7 billion. 
This figure presumably includes expenditures for 
maintenance and repairs. The American Builder 
expects 750,000 new dwelling units to be constructed 
in the third postwar year.

CHART II

CONSTRUCTION CONTRACT AWARDS EIGHTH FEDERAL RESERVE DISTRICT 
Millions of 1927 to 1944 MilKonsof

Dollars Dollars

SOURCE: F. W. Dodge Corporation

Chart II shows the volume of construction con
tract awards in the Eighth District from 1927 
through 1944.6 On the basis of the average relation
ship of district contract awards to national con
struction volume, an $11 billion annual average ex
penditure for country-wide construction would lead 
to an average annual volume of contract awards of 
about $400 million in this district in the first five 
postwar years. About $140 million would be resi
dential construction involving perhaps 35,000 to
40,000 new dwelling units per year.

As the chart shows, the district had a larger 
volume than this in the late Twenties and in 1941 
and 1942. Total awards in 1942 were almost double
aThe F. W . Dodge figures used differ from actual work performed in 
that they represent awards and hence work started in a particular year 
regardless of completion date. They also do not cover any farm con
struction and exclude small projects. A  notable example of the effect 
of these differences is the high volume shown for 1939, which reflects 
a construction contract award for more than $100 million, or almost 
one-third of the year's total, in December of that year. Work done on 
this project carried over several years.
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this amount. Because of W ar Department policy 
early in the war of putting munitions plants inland 
the wartime facility awards in the district ran above 
what might have been expected on the basis of pre
vious industrialization. The Government ordnance 
plants, which were important in this district, cost 
considerably more than the average industrial es
tablishment.

C O N S T R U C T IO N  COSTS AND E FFECTIVE 
D E M A N D

Despite the apparent large potential demand and 
the generally rosy forecasts for heavy construction 
activity after the war, the situation is not without 
some question marks. Whether or not the large 
potential demand that exists for construction will 
become effective in the early postwar years prob
ably will depend in large measure upon the level of 
construction costs. This applies in both the resi
dential and nonresidential construction fields. In 
the residential field a prospective builder or pur
chaser measures the cost of a new house against 
the cost or rental price of existing properties. The 
standard of shelter acceptable is surprisingly flex
ible particularly in respect to lower-priced units.

At the present time construction costs are higher 
than in the boom period of the 1920's. Prices of 
building materials are currently about 15 per cent 
above 1926 and wage rates have shown a rise of 
about 30 per cent. Labor costs have increased about 
as much as wage rates. Studies indicate that on-site 
work performed per man-hour has declined sharply 
during the war years.

While there are reports that the building industry 
is experimenting* with methods designed to lower 
costs, especially through broader application of pre
fabrication, past performance would suggest some 
skepticism. There is already considerable prefabri
cation of items going into construction jobs and the 
war has accentuated the trend toward more off-site 
work. Despite this, total construction costs have 
continued to show rising tendencies.

If the building industry is going to absorb a sig
nificant number of the persons displaced by the 
decline in manufacturing employment and provide 
jobs for returning servicemen who may seek to 
enter the industry, cost reductions must be fairly 
general throughout the industry. As far as labor is 
concerned this means either more output per worker 
at current wage rates or lower rates for the same 
amount of output. In achieving increased produc
tivity, emphasis should be placed in so far as pos
sible upon annual take-home pay through a more 
stable level of building activity, including further

progress toward eliminating the marked seasonal 
variations which characterize the industry.

O U TLO O K  FOR PUBLIC C O N S T R U C T IO N
In some quarters considerable store is being laid 

on a prompt expansion of public construction to 
cushion the effects of unemployment due to curtail
ment in manufacturing activity in the immediate 
postwar period and to compensate for whatever lag 
may develop in private construction. Historically 
the public works programs of states and municipal
ities have tended to expand in periods of prosperity 
and contract in periods of depression, thus intensi
fying the cyclical swings in private construction. By 
better planning this situation may be improved in 
the future.

Unfortunately it is not a simple matter to time 
public construction programs so as to attain im
portant stabilizing effects. Public construction pro
grams generally require public authorization of 
appropriations or bond issues and unless there is 
sufficient discretion given to administrative authori
ties to permit long range planning it is difficult to 
obtain prompt action that will assure proper timing 
of the actual construction work in light of the needs 
of the general economic situation.

At present it appears doubtful that much reliance 
can be placed on public construction to bridge the 
period of conversion from war to full peacetime 
activity. Projects under discussion involve expendi
tures of billions of dollars. Most of these projects 
are only in the discussion stage and many of them 
also are long range projects which would, even if 
begun promptly, provide relatively little employ
ment to cushion the shock of the transition period.

Within the Eighth Federal Reserve District the 
situation with regard to public construction is not 
very different from the national picture. In St. Louis, 
for example, a $64 million bond issue has already 
been voted for postwar construction. According to 
estimates, projects developed from this bond issue 
would employ 12,000 men for one year.

If the problem of providing employment in the 
transition period falls primarily upon private con
struction, it behooves the industry to watch costs 
carefully so as not to resrict demand. Perhaps in 
the first flush of unrestricted construction there may 
be sufficient demand regardless of cost to provide 
substantial activity. Sharply rising prices, however, 
might dampen this demand very quickly. All in all 
some healthy skepticism regarding the absorption 
of workers by the construction industry in the 
transition period would not be amiss.

Frederick L. Deming
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