Why One Million Construction Jobs May be at Risk

Troy Ludtka
Senior US Economist
SMBC Nikko

(212)-224-5483

Troy.Ludtka@smbcnikko-si.com
August 14, 2024

i SMBC



e The housing market is a leading indicator of the economy, due to its cyclicality, its interest-

rate sensitivity and because of the many ‘multipliers’ that affect the broader economy.

Home builders appear to have overbuilt, possibly leading to a boom-bust housing dynamic.
In our view, home prices are likely to come under pressure and 1 million construction jobs
could be at risk (14% of construction employment). This is detailed in the following slides.




Post-pandemic, both home prices and mortgage rates have risen sharply. Incomes have not.

Affordability has declined.
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Partly due to this, home sales have collapsed to levels last seen following the Global Financial
Crisis.
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Meanwhile, the pandemic building boom could lead to a flood of new home supply in the

months and quarters ahead.
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Record home construction requires a commensurate number of workers to finish these
projects. But, with the number of projects now declining, the number of workers is likely to fall
too.

——Housing Units Under Construction Employment: Construction (rs)
1800 ¢ 1 8500
1600 - [\‘ \
\ 1 7500
%) 1400 F
'__E)
- =
5 1200 | 6500 =
(2] c
© (7]
8 1000 5
a 1 5500 &
o
e
= 800 |
1 4500
600 |
400 : : 3500
80 85 90 95 00 05 10 15 20 25

Sources: Census, BLS, Haver, SMBC Nikko '
5 9 SMBC



Recognizing the over-supply risk, builders have pulled back on their investment.

—Building Permits
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Fewer housing starts and permits lead to less construction...
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...And also leads to fewer jobs.

Building Permits (12m lead)
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As shown below, investment generally moves in line with jobs. If history is any guide however,
the current level of residential investment statistically implies that payrolls are overstaffed by
around 1 million!

- Employment: Construction Real Residential Investment (12m lead, rs)
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Current residential investment does not justify current headcount. Construction payrolls are as
overstaffed today as they were in_other notable recessions. At $93,443 in Q2, real residential
iInvestment per worker was 13.8% below the historical average. To return to the long-term
average, either jobs need to fall by 1.1M or investment needs to rise 16% (or some combination
of the two). Payroll cuts are likely to commence when current projects are finished (page 4).
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Firms first reduce demand for new labor (job openings) then, if the slowdown continues,
demand for existing labor is cut.

——Job Openings: Construction Construction Employment (rs)
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Construction payrolls are steadily rising because there is a near record number of new
homes currently under construction and workers are needed to complete these projects.

However, the lowest home affordability since 1985 is restricting housing demand. Once the
aforementioned home builds are completed, the inventory of new homes for sale will
increase. Home prices will likely have to adjust.

Recognizing this, home builders are hedging themselves by reducing housing starts and
building permits. Headcount reduction is likely next.

Although lower interest rates could support housing demand, this usually comes only if
there is a loss of jobs and income. Therefore, although affordability may recover, home
sales are likely to remain weak through 2025.
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