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Have you been reading up on the cost of construction materials through the roof? How could you
miss it!

For example, two by fours, the bedrock of house construction, has gone from around $3 per 8’
board to $8 per board, about 200 to 300% increase. Steel and copper increases have been less, but
not by much. On the anecdotal side, an architect friend told me that three of his shovel-ready jobs
were canceled due to construction costs. The owners were anxious to get going, until they saw the
house price, which was an unbelievable 300% increase. As a hedge, about half of the builders
indicate they are adding “escalation clauses” to their sales price because of rising costs, according
to the National Association of Home Builders.

The facts are that new construction has gone from red-hot to tepid. Single-family housing starts
dropped 13% this past April compared with March. (U.S. Census) That is the sharpest net decrease
since last April, when the pandemic shutdown started. The 1,160 sales that occurred this May was
the lowest for this month since 2015. Single family sales are still at high levels, but significantly
below what they were a few months ago. The same is true for sale/construction of some office
buildings which have been put on hold. How did this all happen?

The first factor was the lock down for most construction over a year ago with the start of COVID.
This condition alone forced delays and caused workers to seek other work, or even retire. When
construction started up again, labor was hard to find, but home buying was full on, as young people
wanted to escape cities. The lag in construction, paired with increased demand, had builders playing
catch up. Even with lumber production at a 10-year high, supply was not adequate to meet demand.
No economics degree needed to understand that short supply and high demand cause high prices.

A second issue was more political, caused by tariffs and tensions arising in China, as well as
Canada. Between those political concerns, as well as transportation problems also due to COVID, it
was a perfect storm for a troublesome supply chain. It was not just home construction materials, but



everything from furniture to appliances had been impacted by the supply chain. The wait time for
most everything is at least several months.

It was difficult to ignore the inflationary factors in the marketplace. Prices were rising, but the
markets were being flooded with cheap money, soothing some of the pain. But, chairman Powell of
the Federal Reserve Bank suggested that home and other building construction inflation was
temporary and would subside as supply chain improved. Many doubted this, but he has been
correct.

Some help is on the way. As chairman Powell said, some costs have started to come down…not
back to normal levels, by any means, but perhaps by 20 to 30%. It is also possible that the Fed will
move faster on “tightening,” thereby reducing money supply, and lowering some demand. This may
cause people to feel that the houses they have are adequate, that business buildings don’t need to
be utilized as heavily, etc.

Will it be back to normal with prices just like pre-COVID times? In my opinion, not a chance. Inflation
issues like this are not completely elastic. While price of materials and goods will come down, it is
unlikely they will return to the past. Inflated prices can be sticky, as people get used to them.
Probably no one will build at a 300% cost increase, but many will accept 25% as just a fact of life.
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