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Dear Alaska Resident,

For the seventh consecutive year, the
Construction Industry Progress Fund (CIPF) . ™t o
and the Associated General Contractors 4‘««,,% \%
of Alaska (AGC) are gratified to provide “Alaska’s

Construction Spending Forecast” for your reading and use.

This publication provides an informative review and
estimate of construction activity in Alaska for 2010.

Compiled and written by Scott Goldsmith and Mary
Killorin of the University of Alaska’s Institute of Social and
Economic Research (ISER), the “Forecast” reviews construction

activity, projects and spending by both the public and private

sectors for 2010.

The construction industry is Alaska’s third largest industry,
paying the state’s second highest wages, employing nearly
21,000 workers with a payroll over $1 billion, accounting for
20 percent of Alaska’s economy and currently contributing
approximately $7 billion to the state’s economy.

1 hope this publication is of value to you. When the

construction industry is vigorous, so is the state’s economy.

Roger Hickel
CIPF Chairman

Overview

The total value of con-
struction spending “on the
street” in Alaska in 2010 will
be $7.0 billion, down 3%
from 2009."2?

Wage and salary employ-
ment in the construction
industry will continue the
slow decline which began in
2006, but the level remains
above the long-term average
for the industry.

Excluding the oil and gas
sector—which accounts for
43% of the total—construc-
tion spending will be $4.0 bil-
lion—down 4% from 2009.

Private-sector construction
spending will be down only
1% from 2009, to $4.4 billion,
in spite of the slowdown in
the Alaska economy. Oil and

.
ez

gas sector spending will be
flat. Spending will increase
in the utilities and hospitals*
categories but will decline
in mining, residential, other
commercial, and the other
rural basic sector categories.
Public construction
spending will be down 5%,
to $2.6 billion, in spite of
the infusion of cash from the
American Recovery and
Reinvestment Act (ARRA).
Although some categories of
federal spending will be high-
er, many will be lower and
state spending will also be
lower because of the lean FY
2010 capital budget.
Uncertainty in this year’s
forecast comes from several
sources. As we start 2010
there is no clear indication

if the national economy is
starting to recover from the
recession, and if it does, how
strong that recovery will be.
Although Alaska has been
insulated from the worst
effects of the recession—the
crash in the housing market,
high unemployment, and
lack of credit—concerns
about the national recovery
will continue to influence
investment decisions in the
state, particularly in the
commercial and residential
markets. Local government
capital spending is also
vulnerable to reductions in
tax revenues from activities,
like tourism, driven by the
national economy.

The passage of the American
Recovery and Reinvestment
Act (ARRA) in early 2009
has provided an important
boost to construction spend-
ing this year. A second stim-
ulus may be undertaken later
this year, but it is too soon to
speculate on how that might

impact construction spend-
ing, so we assume no further
federal action.

The Alaska economy con-
tracted in 2009 for the first
time in 22 years—but the
reduction in employment
was only about 1%. Forecasts
for Alaska’s economy in 2010
vary from further moderate
declines in employment to a
resumption of growth. This
difference of opinion under-
scores the sense of caution
in the business community
about the near-term
prospects for the economy.

As the year begins, petrole-
um and precious metal (gold
and silver) prices are strong
and rising, and base metal
prices (zinc) have rebounded
from the lows of last year.
Petroleum and mining capital
budgets are particularly sensi-
tive to these prices, which are
likely to continue to fluctuate
throughout the year. We
assume these prices remain
strong throughout the year.

Alaska Construction Spending
2010 Forecast

Level Change
TOTAL $ 6,999,000,000 -3%
Total without Oiland Gas  $ 3,984,000,000 -4%
PRIVATE $ 4,386,000,000 -1%
QOil and Gas 3,015,000,000 0%
Mining 307,000,000 -9%
Other Rural Basic Industry 0 -100%
Utilities 482,000,000 +23%
Hospitals 221,000,000  +57%
Other Commercial 153,000,000 -31%
Residential 208,000,000 -21%
Private without Oil and Gas $ 1,371,000,000 -3%
PUBLIC $ 2,613,000,000 -5%
National Defense 548,000,000 +9%
Highways 610,000,000 8%
Airports and Ports 323,000,000 -19%
Alaska Railroad 43,000,000 -34%
Denali Commission 61,000,000 -32%
Education 246,000,000 -12%
Other Federal 388,000,000 +20%
Other State and Local 394,000,000 -10%

Source: Institute of Social and Economic Research. Percent change based on revised 2009 estimates.
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these programs is the Native
American Housing Self
Determination Act (NAHS-
DA), which provides funds
for housing construction in
Native communities through
many Native housing author-
ities statewide. These pro-
grams will be significantly
augmented this year by
ARRA funds.

We expect the level of
direct construction spending
by other federal departments
to be about the same as in
2009. This includes spending
by the Department of the
Interior (National Park
Service, U.S. Fish and
Wildlife Service, and Bureau
of Land Management), the
Postal Service, the
Department of Agriculture,
and the National Oceanic

and Atmospheric
Administration (NOAA).

Other State
and Local:
$394 Million

State and local government
capital spending, excluding
transportation, education,
and energy (electric utilities)
will be about 10% lower
than last year due to the
smaller state capital budget
of FY 2010 and constraints
on local government budgets
from the downturn in the
economy. The largest state
project will be continuation
of construction of the new
Goose Creek prison in the
Mat-Su Borough.

Other important categories
of state capital spending are a
number of smaller projects
funded by the cruise ship tax
and small projects funded by
the state weatherization and
rebate programs. Spending on
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weatherization could be high-
er if federal ARRA weather-
ization funds are leveraged in
an AHFC bond package.
Local government capital
spending, from general funds
as well as enterprise funds,
will be about the same as last
year, as no significant new
projects are anticipated. But

tighter finances will be offset
by ARRA funds.

WHAT'S DRIVING
SPENDING?

Construction activity—
measured by total spending,
jobs, payroll, or gross product
—has experienced strong
growth for more than a
decade, driven largely by
growing federal capital grants
to Alaska, large federal agency
capital budgets, oil and gas
spending, and more recently,
large state capital budgets.

These large external sources
of construction funds not only
fuel public spending and oil
patch spending but also give a
general boost to the economy
—and thus add to the aggre-
gate demand for new residen-
tial, commercial, and private
infrastructure spending.

CONSTRUCTION
IN THE OVERALL
ECONOMY

Construction spending is
one of the important con-
tributors to overall economic
activity in Alaska. Annual
wage and salary employment

underwritten by Northrim Bank

in the construction industry
in 2009 was about 16.6
thousand workers, with
average annual earnings of
$60 thousand per worker.
Missing from this total are
the “hidden” construction
workers employed in other
industries like oil and gas,
mining, and government
(force account workers). In
addition, this total does not
account for the large number
of construction workers who
are self-employed—estimated
to be about 9,000 in 2009.

Construction spending
generates activity in a num-
ber of industries that supply
inputs to the construction
process. These “backward
linkages” include, for exam-
ple, sand and gravel purchas-
es (mining), equipment pur-
chase and leasing (wholesale
trade), design and adminis-
tration (business services),
and construction finance and
management (finance).

The payrolls and profits
from this construction activi-
ty support businesses in every
community in the state. As
this income is spent and cir-
culates through local
economies, it generates jobs
in businesses as diverse as
restaurants, dentists” offices,
and furniture stores.




