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On behalf of Associated General Contractors {AGC) of Kansas, which represents over

4% 325 Kansas construction firms and their 9,000 employees and is recognized as the

« -~ “Chamber of Commerce for the Construction Industry”, we would encourage you to support
"+ ¢ House Bill 2636 and begin a new conversation on how Kansas administers school bonds.
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We would like to give this committee some information on historical pricing data and how

- trend lines may be included in a new school bond approach. We asked Ken Simonson, Chief
*.. Economist for AGC of America, specifically about how input costs drive pricing and how to
best measure them over time and he provided us with these thoughts;

“The best measure of changing construction costs is the Bureau of Labor Statistics’
producer price index (PPI) for new school construction. The index measures the

. change in what contractors say they would charge to put up a specific set of school
and college buildings, based on a fixed set of components.

This is a monthly series that dates back to January 2006. The two pairs of graphs
and tables below, copied from the PPI website, www.bls.cov/ppi, show the level of
the index each January and its change from one year earlier. The cumulative change
over those 12 years is (157.9-100.0)/100.0 or 57.9%, a compound annual average
increase of 3.8% per year. But, as the second graph and table show, the cost has
picked up sharply in the past year. From January 2016 to January 2017, the index
increased only 0.7%. But in the latest period it rose 4.2%. That was the largest
January-January increase in six years, and I think it is a harbinger of even steeper
increases in the near future.

The increases are being driven by a combination of tight labor and materials
markets. While some construction materials are produced locally, even those are
influenced by national or global price trends. For instance, ready-mix concrete is
generally produced close to where it is used. But it incorporate cement that may be
produced hundreds of miles away, and the delivered price reflects diesel fuel
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costs that are closely tied to world oil prices. Labor costs reflect both demand
from the construction industry and from other industries that seek workers with
the same or similar skilis, such as truck drivers, welders and pipefitters, who are
in high demand from trucking, oil and gas drilling and pipeline industries.

With U.S. and most foreign economies now growing and the U.S. unemployment
rate at a 17-year low, | expect continued increases in both materials and labor
costs. These increases are likely to accelerate if the Trump administration
imposes steep tariffs or other import restrictions on important construction
materials such as steel, lumber and aluminum, and tightens both legal
immigration and deportations further.

We urge the Committee to take these ideas into consideration when considering how
best to move forward on structuring school bonds and any restrictions placed on them.

Sincerely,

Mike Gibson
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Year o Jan

2006 100.0
2007 117.2
2008 119.5
2009 133.6
2010 131.1
2011 132.8
2012 138.9
2013 140.4
2014 145.7
2015 148.1
2016 150.4
2017 151.5
2018 157.9(P)

P : Preliminary. All indexes are subject to revision four months after original
publication.




