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Executive Summary

The U.S. nonresidential construction market is softening amid trade uncertainty, inflationary input costs, and shifting
federal priorities. While overall starts have slowed, data centers, select industrial segments, and military readiness
remain resilient; supported by investment in Al, reshoring, and national security. Public-sector activity is under pressure,
with a 16.8% decline in starts forecast for 2025.1 Similarly, the FMI Index dipped from 52.2 in Q2 to 50.8 in Q3, reflecting
rising concern over materials costs, tariffs, and margin compression.? Interest rate relief is expected to be limited, with
long-term yields continuing to constrain financing and dampen new project starts heading into Q3.

“ US Construction Market Forecast Q32025
M 0 CA Historical (YoY) Forecast (YoY)
SYSTEMS, INC. 2020 2021 2022 2023 2024 2025 2026 2027
US GDP -2.2% 5.8% 1.9% 2.5% 2.8% 1.8% 2.0% 2.1%
Total Construction Spend 7.9% 10.3% 14.9% 6.4% 6.2% 0.9% 1.7% 1.5%
Nonresidential Construction Spend 2.3% -1.3% 14.6% 18.2% 7.0% 2.6% 2.2% 2.4%
PPI Construction Materials 1.5% 26.9% 12.6% -2.9% -1.0% 2.9% 2.0% 1.8%
PPI Construction Machinery 1.8% 4.5% 10.4% 9.4% 3.2% 2.8% 2.5% 2.1%
AlLEmployees Construction -3.2% 2.5% 4.4% 3.3% 2.5% 1.6% 2.2% 2.0%
PPI New Nonresidential Construction 2.5% 5.2% 19.9% 7.9% 0.1% 2.1% 3.0% 2.2%
Average Hourly Earnings, Construction 2.9% 3.9% 5.6% 5.2% 4.7% 3.1% 2.9% 3.0%
Prepared by: Brandon Michalski; Principal, Construction Economist, MOCA Systems, Inc. (MSI) (brandon.michalski@mocasystems.com)

1 ConstructConnect: Construction Starts Forecast Report 2025 Q2, May 2025
2 EMI Corporation: Civil Infrastructure Construction Index, June 2025
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https://www.constructconnect.com/hubfs/2025%20Q2%20CC%20Construction%20Starts%20Forecast%20Report%20FINAL.pdf?utm_source=chatgpt.com
https://www.fminet.com/insights/indices/cici
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Cost Resiliency: Costs Rising Again, Driving Margin Discipline

After more than a year of steady costs, construction material prices began to increase again in early 2025. The Producer
Price Index for construction materials rose 4.3% YoY in May, a significant jump; the last time the reading showed that
level of increase was Q3 2022 on the way down from sky-high inflation. In May, products such as steel (+8.8% YoY),
milled aluminum (+8.8% YoY), and gypsum (+1.4%) significantly impacted builder margins.3* Contractors are closely
monitoring tariff developments as front-loaded material inventories begin to thin. Sourcing shifts toward domestic
suppliers could pressure margins, potentially requiring upward adjustments in bid pricing to preserve profitability.

PPl Construction Materials

e Producer Price Index by Commodity: Construction Materials

e Producer Price Index by Commodity: Construction Materials (YoY)
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Source: U.S. Bureau of Labor Statistics via FRED®

“The acceleration in the year-over-year rate of increase is alarming, given that most of the tariffs announced so far were
not in effect when these prices were collected.”

- Ken Simonson, Chief Economist, Associated General Contractors of America (AGC) °

The Market’s Message 0

Inflation in materials and labor directly squeezes contractor margins, prompting tighter cost control and project
rescoping. Expect Q3 to be defined by sustained margin discipline, with limited appetite for new project bids until
inflation shows consistent easing. Unless input costs decline, margin vigilance will be the new baseline.

3 CRU: Steel Market Update, June 2025
4 AGC: News, April 2025
5 Construction Dive: Economic Reports, June 2025
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https://mocaservices.com/economy-report-sign-up/
https://www.steelmarketupdate.com/wp-content/uploads/sites/2/2025/06/CC_AGC-Ken-Simonson_-2025-0625.pdf?utm_source=chatgpt.com
https://www.agc.org/news/2025/04/11/prices-nonresidential-construction-materials-and-services-increase-third-straight-month-march-even?utm_source=chatgpt.com
https://www.constructiondive.com/news/construction-costs-jump-tariff-iron-steel-aluminum/750735/
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Sector Divergence: Data Centers & Defense’s Future

While nonresidential spending has declined for four consecutive months (-0.22% MoM, -1.55% YoY May), data centers
remain a standout performer. Data center investment continues to lead commercial construction, with spending up
+1.0% MoM May.® MSI Economics’ scenario analysis shows significant divergence between analyst expectations and
actual committed spend, highlighting both the sector’s volatility and potential. Meanwhile, defense spending is shifting
toward military readiness and away from sustainable infrastructure. This realignment is creating new opportunities for
specialized firms, even as near-term growth remains modest; projected at just +2.4% in 2025 to $9.3 billion. A stronger
rebound is expected in 2026, with spending forecast to rise +19.7% to $11.2 billion, marking a solid recovery from 2024’s
stagnation at $9.1 billion.” Together, these sectors are helping sustain contractor backlogs and enabling continued
deployment of specialized labor and resources.

Data Center Construction Growth Scenarios: Committed Spend & Analyst
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Source(s): GlobalData, Lawrence Berkeley National Laboratory, Boston Consulting Group, JLL, Grand View Research, MSI Economics

“Hyperscale customers’ activity is more likely to rhyme rather than repeat...today we tend to be encouraged by the
secular demand drivers of cloud, digital transformation and Al.”

- Andy Power, Chief Executive Officer, Digital Realty, Q1 2025 earnings call®

The Market’s Message 0

Data center construction will remain a key nonresidential driver in 2025. Defense contractors are set to benefit in 2026,
as specialized military work ramps up post-transition. Firms in these segments are well-positioned to maintain strong
pipelines and stable margins amid broader market softening. Robust growth in these specialized markets is expected to
place upward pressure on construction costs, though the impact will remain largely concentrated within these segments.

6 ABC: News Releases, July 2025
7 ConstructConnect: Construction Starts Forecast Report, 2025 Q2, May 2025
8 Digital Realty Trust, Inc. (DLR) Q1 2025 Earnings Call Transcript, April 2025
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https://mocaservices.com/economy-report-sign-up/
https://www.abc.org/News-Media/News-Releases/nonresidential-construction-spending-down-02-in-may-says-abc
https://www.constructconnect.com/hubfs/2025%20Q2%20CC%20Construction%20Starts%20Forecast%20Report%20FINAL.pdf?utm_source=chatgpt.com
https://conferencecalltranscripts.org/summary/?id=558370&pr=true
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AIA Architectural Billings Index: Business Conditions Remain Soft

Q2 ABI readings continue to signal caution across U.S. nonresidential construction; architectural billings hit 43.2 in April
and only modestly recovered to 47.2 in May, staying well below the 50 neutral mark.® This persistent contraction (28 out
of the last 31 months) reflects weak billings in commercial and public-sector projects despite improving inquiries.
Regional trends remain tepid, with the South (49.2) slightly outperforming the West (44.3), and institutional sectors
faring better than commercial/industrial peers.'° ABI functions as a bellwether, forecasting construction activity 9-12
months out. These readings suggest soft project pipelines headline the coming quarters, with nonresidential starts
particularly sluggish.

Design Conltracts Inquiries Lv‘ Billings
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Figure 1: May 2025 AIA Architectural Billings Index (National)

Source: American Institute of Architects (AIA)

“Business conditions remained sluggish nationwide in May....Firms across all specializations reported declining billings.”

- Kermit Baker, PhD, Chief Economist, American Institute of Architects (AIA), June 2025!

The Market’s Message

Sustained weakness in ABI suggests 2H 2025 into 2026 will see further setbacks in nonresidential starts. While the
number of starts has declined in recent years, the size and value have increased. Contractors should prepare for lagged
downstream impacts by securing backlog and effectively managing staff to weather sustained headwinds.

9 AIA: ABI May, 2025
10 Architectural Record: Architecture News, June 2025
11 AIA: Newsroom, May 2025
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https://mocaservices.com/economy-report-sign-up/
https://www.aia.org/resource-center/abi-may-2025-despite-persistent-softness-fewer-firms-report-declining-billings
https://www.architecturalrecord.com/articles/17606-june-abi-shows-improvement-but-remains-anchored-in-negative-territory?utm_source=chatgpt.com
https://www.aia.org/about-aia/press/business-conditions-architecture-firms-continues-decline
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Monetary Crossroads: Trump’s Pressure Meets Powell’s Caution

Rising long-term yields, combined with political pressure, are exerting a stronger influence on construction financing
than the Fed’s policy rate. President Trump called for aggressive rate cuts (as low as 1%) to ease federal debt costs and
stimulate growth. ' Fed Chair Jerome Powell, however, has maintained a data-dependent stance, citing the uncertain
inflationary effects of renewed tariffs as a reason for holding steady. 1> Markets are now pricing in deeper cuts than the
Fed’s own projections—expecting up to 125 basis points by late 2025, compared to the FOMC’s 75 bp baseline. Yet for
contractors and developers, it’s the 10-year Treasury yield that matters most. That yield, tied to construction loans,
mortgages, and cap rates, fell from 4.6% to 4.3% in Q2; driven not by Fed action, but by softening inflation, geopolitical
risk, and fiscal noise.'* This movement offers modest relief, but not enough to catalyze a broad uptick in new project
starts.
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"We could do this as early as July....If you’re starting to worry about the downside risk to the labor market, move now,
don’t wait.”

- Christopher Waller, Federal Reserve Board of Governors, June 26, 2025%>

The Market’s Message

While Governor Waller’s dovish remarks suggest some openness within the Fed to preemptive cuts, the broader
committee remains cautious amid political pressure. Even a July cut would likely have limited impact on the 10-year and
broader financial conditions, which remain supportive of ongoing project execution but insufficient to unlock a
meaningful wave of new nonresidential construction.

12 Yahoo Finance: Powell isn't taking a July rate cut off the table for Fed, July 2025

13 Bloomberg: Fed’s Powell Says Trump Tariff Impact on US Prices Seen Coming This Summer, July 2025
14 Advisor Perspectives: Treasury Yields Snapshot, June 2025

15 CNBC: Fed Governor Waller says central bank could cut rates as early as July, June 2025
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https://www.bloomberg.com/news/articles/2025-07-01/powell-says-tariff-impact-on-us-prices-seen-coming-this-summer
https://www.advisorperspectives.com/dshort/updates/2025/06/27/treasury-yields-snapshot-june-27-2025?utm_source=chatgpt.com
https://www.cnbc.com/2025/06/20/fed-governor-waller-says-central-bank-could-cut-rates-as-early-as-july.html
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